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Director, Division of Records & Reporting 
Florida Public Service Commission 
Capital Circle Office Center 

Tallahassee, Florida 32399-0850 
2540 Shumard Oak Boulevard 0006c11  -(&- 

Re: In re: Application of Southern Union Company for 
Authority to Issue and Sell Securities Pursuant  to 
Section 366.04, Florida Statutes  and Chapter 25-8, 
Florida Administrative Code; and  Request for 
Approval to Borrow Funds for Short-Term Financing 
Purposes. 

Dear Ms. Bayo: 

Enclosed for filing on behalf of Southern Union Company are  the  original 
and five (5) copies of its Application for Authority to Issue and  Sell Securities 
Pursuant  to Section 366.04, Florida Statutes  and Chapter 25-8, Florida 
Administrative Code; and Request for Approval to Borrow Funds for Short-term 
Financing Purposes ("Application") and exhibits thereto. Exhibit "C" to the 
Application is being filed under seal and under cover of a Request for 
Confidential Classification. A diskette containing the Application and  Request 
for Confidential Classification in  Wordperfect format has  been provided. 

06843 JUN-58 
FPSC-REC@RDS/REPORTING 



Blanca S. Bay0 
June  5 ,2000  
Page: 2 

For our records, please acknowledge your receipt of this  filing on the 
enclosed copy of this letter. Thank you for your consideration. 

Sincerely, 

HOLLANg & KNIGHT LLP 

Karen D. Walker 

KDW:kjg 
Enclosure 

cc: Andrew Maurey, Public Utility Supervisor 

TAL1 #218533 v l  



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Application of Southern Union 
Company for Authority to Issue and Sell 
Securities Pursuant  to Section 366.04, 
Florida Statutes ,  and  Chapter 
25-8, Florida Administrative Code; and  
Request for Approval to Borrow Funds 
for Short-term Financing Purposes 

Docket No. 0 00 6 7 I -u 
Filed: J u n e  5, 2000 

APPLICATION OF SOUTHERN UNION COMPANY FOR 
AUTHORITY TO ISSUE AND SELL SECURITIES PURSUANT 

TO SECTION 366.04, FLORIDA STATUTES AND 

AND REQUEST FOR APPROVAL TO BORROW FUNDS 
CHAPTER 25-8, FLORIDA ADMINISTRATIVE CODE; 

FOR SHORT-TERM FINANCING PURPOSES 

Southern Union Company ("Southern Union"), by and through undersigned 

counsel, pursuant  to Section 366.04, Florida Statutes,  and Chapter 25-8, Florida 

Administrative Code, hereby files this  application for authority to issue and sell 

securities, and  to borrow funds for short-term financing purposes during the  twelve 

month period ending July 31, 2001. In support of its application, Southern Union 

states:  

1. Applicant Information 

The name and  principal business address of the applicant are  a s  follows: 

Southern Union Company 
504 Lavaca Street ,  Suite 800 
Austin, Texas 78701. 

Southern Union is a public utility engaged in the distribution of natural  gas to the  

public. As of March 31, 2000, Southern Union had approximately $1.9 billion in  

assets and four natural  gas divisions which provide service to more than  1.2 million 



customers in  Texas, Missouri, Pennsylvania, and Florida. 1 Southern Union 

conducts its natural  gas operations in  Florida through its Atlantic Utilities Division 

doing business a s  South Florida Natural  Gas ("SFNG"), which provides service to 

approximately 4,400 natural  gas customers in New Smyrna Beach, Edgewater, and 

portions of Volusia County, Florida. Southern Union is regulated by the Florida 

Public Service Commission (the "Commission") a s  a public utility pursuant  to 

Chapter 366, Florida Statutes  

2. IncorDoration 

Southern Union was incorporated in Delaware in 1932. Southern Union is 

authorized to t ransact  business in  Arizona, Florida, Massachusetts, Missouri, New 

Mexico, Pennsylvania, Rhode Island and Texas. 

3. Persons Authorized To Receive Notices and Communications 

The names and addresses of the persons authorized to receive notices and  

communications with respect to this application are  a s  follows: 

Dennis K. Morgan 
Senior Vice President - Legal and  Secretary 
Southern Union Company 
504 Lavaca Street ,  Suite 800 
Austin, Texas 78701 
(517) 370-8310 

D. Bruce May 
Karen D. Walker 
HOLLAND & KNIGHT LLP 

1 Through its Southern Union Gas Division, Southern Union serves approximately 523,000 
customers in Texas, including customers in the cities of Austin, El Paso, Brownsville, Galveston, 
and Port Arthur. The Missouri Gas Energy Division serves approximately 487,000 customers in 
western Missouri, including customers in the cities of Kansas City, St. Joseph, Joplin and Monett. In 
Pennsylvania, PG Energy serves approximately 154,000 customers, including the cities of Wilkes- 
Barre, Scranton, and Williamsport. 
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P.O. Drawer 810 
315 South Calhoun Street ,  Suite 600 
Tallahassee, Florida 32302 (32301) 
(850) 224-7000. 

4. 

Southern Union and its consolidated financing subsidiaries are  authorized by 

their  organizational documents, including Southern Union’s Restated Certificate of 

Caaital Stock and Funded Debt 

Incorporation, as amended to date, to issue common stock, and preferred stock of 

Southern Union, and t rus t  preferred securities of certain financing subsidiary 

business t rus t s  as follows: 

(a) 

Union consists of: (i) 200,000,000 shares of Southern Union Common Stock 

with a face value of 200,000,000 ($1 par  value per share);  and  (ii) 1,500,000 

shares  of Southern Union Cumulative Preferred Stock (no par  value). The 

Brief Description: Currently, the authorized capital stock of Southern 

authorized securities of Southern Union Financing I (“Subsidiary Trust”), a 

consolidated wholly-owned subsidiary of Southern Union, consist of: (i) 

shares of common securities, all of which are  issued, outstanding and held by 

Southern Union; and (ii) 4,000,000 shares of Trust  Originated Preferred 

Securities. 

(b) 

(c) 

shares of Southern Union Common Stock issued and outstanding. No shares  

of Southern Union Cumulative Preferred Stock are  issued or outstanding. As 

Amount Authorized: The amount authorized is set  forth above. 

Amount Outstanding: As of March 31, 2000 there were 48,134,860 
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of March 31, 2000, 4,000,000 shares of Trust  Originated Preferred Securities 

(“Preferred Securities”) issued by the Subsidiary Trust  were outstanding with 

a face amount of $100,000,000 ($25 par  value per share). In connection with 

the issuance of the Preferred Securities and the related purchase by Southern 

Union of all of the Subsidiary Trust’s common securities (“Common 

Securities”), Southern Union issued the Subsidiary Trust  $103,092,000 

principal amount of its 9.48% Subordinated Deferrable Interest  Notes, due 

2025 (“Subordinated Notes”). Both the Preferred Securities and the 

Subordinated Notes bear a rate  of 9.48%. 

(d) 

(e) Amount Pledged: None. 

(Q 

(g) 

Amount Held As Reacauired Securities: None. 

Amount Owned Bv Affiliated Corporations: None. 

Amount Held In Funds: None. 

The funded consolidated indebtedness of Southern Union not held by the 

Subsidiary Trust  is as follows: 

(a) Brief Description: On Janua ry  31, 1994, 475,000 notes of 7.6% Senior 

Debt Securities (“7.6 Senior Notes”) were issued for a face amount of 

$475,000,000. These notes come due in  February, 2024. Since the initial 

issuance of the 475,000 Senior Notes, 110,485 Senior Notes (with a face value 

of $110,485,000) have been repurchased and retired. 
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On November 3, 1999, 300,000 notes of 8.25% Senior Debt Securities 

("8.25 Senior Notes") were issued in a face amount of $300,000,000. These 

notes come due November 15. 2029. 

(b) 

(c) 

7.6 Senior Notes and 300,000 of the 8.25 Senior Notes outstanding, which 

reflects an outstanding balance of $364,515,000 and  $300,000,000, 

Amount Authorized: The amounts authorized a re  set  forth above. 

Amount Outstanding: As of March 31, 2000, there a re  364,515 of the 

respectively. 

(d) 

(e) Amount Pledged: None. 

(f~ 

(g) 

5.  Provosed Transactions 

Southern Union seeks authority to issue and  sell and/or exchange any 

combination of the  long-term debt and equity securities described below a n d o r  to 

assume liabilities or obligations directly or as guarantor, endorser, or surety in  a n  

aggregate amount not to exceed $1 billion during the twelve month period from 

August 1, 2000 through July 31, 2001. In addition, Southern Union seeks 

authority to borrow up to $300,000,000 for short-term financing purposes. 

Amount Held As Reacquired Securities: None. 

Amount Owned Bv Affiliated Corporations: None. 

Amount Held In Funds: None. 

The long-term debt securities may include first mortgage bonds, medium- 

term notes, debentures, convertible or exchangeable debentures, notes, convertible 

or exchangeable notes, or other straight debt or hybrid debt securities, whether 
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secured or unsecured, with maturities ranging from one t o  fifty years. Southern 

Union may enter  into related options, rights, interest ra te  swaps or other 

derivative instruments.  

The equity securities may include common stock, preferred stock, preference 

stock, convertible preferred or preference stock, or warrants,  options or rights to 

acquire such securities, or other equity securities, with such pa r  values, terms and 

conditions and  relative rights and preferences as deemed appropriate by Southern 

Union and  any consolidated financing subsidiary, and  as are  permitted by 

Southern Union’s Restated Certificate of Incorporation, a s  amended from time t o  

time, and  by any such financing subsidiary’s organizational documents. 

Any such consolidated financing subsidiary of Southern Union may issue 

preferred securities similar to tha t  currently outstanding, whereby Southern Union 

would establish and  make a n  equity investment in  a special purpose limited 

partnership, t rus t  or other entity. Southern Union, a wholly-owned subsidiary of 

Southern Union or Southern Union designees would act as the general partner,  

trustee or trustees,  or similar manager of the entity. The entity would offer 

preferred securities to the public and lend the proceeds to Southern Union. 

Southern Union would issue debt securities to the entity equal to the aggregate of 

its equity investment and the amount of preferred securities issued. Southern 

Union may also guarantee, among other things, the distributions to be paid by the 

affiliated entity to the  holders of the preferred securities. 
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The interest ra te  Southern Union could pay on debt securities will vary 

depending on the type of debt instruments and the terms thereof, including 

specifically the  length of maturity a s  well a s  market  conditions. On May 31, 2000, 

a new issue of 10-year senior notes of Southern Union would have carried a yield to 

maturity of approximately 8.9%. The dividend rate for preferred securities is 

similarly affected by the terms of the offering. On May 31, 2000, a new issue of 

thirty-year tax deductible preferred securities of Southern Union would have 

carried a dividend yield of approximately 10.5%. 

In addition, Southern Union may from time to time issue instruments of 

guaranty, collateralize debt and other obligations, issue securities, and arrange for 

the issuance of letters of credit and  guaranties, in  any such case to be issued by or 

on behalf of one of more of its subsidiaries or affiliates for the benefit of Southern 

Union’s utility operations, or in connection with other financings by Southern 

Union and its subsidiaries, or on its or any of their  behalf. 

Southern Union will file a consummation report with the Commission in  

compliance with Rule 25-8.009, Florida Administrative Code, within 90 days after 

the end of any fiscal year in which it issues securities. 

6. 

The net proceeds to be received from the issuance and sale a n d o r  exchange of 

Purposes For Which Securities Are To Be Issued or Assumed 

the  additional long-term debt and equity securities will be added to Southern 

Union’s general funds and  will be used in  connection with the mergers of 

Providence Energy Corporation (“PVY”), Valley Resources, Inc. (“VR”), and  Fall 
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River Gas Company ("FRG), (together the "New England Mergers") into Southern 

Union2, t o  reacquire, by redemption, purchase, exchange or otherwise, any of its 

outstanding debt securities and equity securities a s  market  conditions warrant ;  to 

repay all or a portion of any maturing long-term debt obligations; t o  repay all or a 

portion of short-term bank borrowings; and/or for other general corporate purposes. 

Excess proceeds, if any, wdl be temporarily invested in  short-term instruments 

pending their  application to the foregoing purposes. 

Southern Union has  for some time had the goal of selected growth and 

expansion within the utility industry including the acquisition of na tura l  gas 

distribution or transmission businesses. Over the past eight years, Southern 

Union has  acquired a number of such businesses, adding approximately 700,000 

customers to its operations (including the recent PNT merger). The pending 

mergers with PW, VR, and  FRG will further contribute to Southern Union's goal 

of selected growth and  expansion. Up t o  $150,000,000 of common equity, up to 

$200 million in  preferred securities or preferred stock, and/or up to $625,000,000 of 

debt securities as previously described will be used to accomplish this merger. 

In  connection with these mergers, Southern Union may assume and/or issue 

up t o  $250,000,000 of debt securities as described in  the previous section to 

refinance certain short-term debt of these companies, the current portion of long- 

term debt of these companies, and depending on market  conditions and  the te rms  

and covenants for each issue, assume and/or refinance some or all of the long-term 

2 The New England Mergers is summarized in Exhibit " A .  
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debt of these companies. Some or all of the debt securities of these companies, if 

assumed upon closing of the mergers, may be refinanced after such merger. 

Southern Union maintains a continuous construction program, principally for 

gas distribution facilities. Assuming consummation of the New England Mergers, 

Southern Union estimates tha t  construction expenditures under its fiscal year 

2001 construction program will be approximately $120,000,000. 

Southern Union's 9.48% preferred securities (face value of $100,000,000) 

issued in  May, 1995, became callable by Southern Union in  May, 2000. Depending 

on market  conditions, any mixture of debt, preferred or common equity may be 

issued to redeem some or all of those securities. 

Under future market  conditions, the interest ra te  on new issue long-term 

debt or the  dividend rate  on new issue preferred securities of Southern Union may 

be such tha t  it becomes economically attractive to reacquire a portion or all of 

certain of its long-term debt securities or equity securities, providing a n  

opportunity for Southern Union to reduce interest or dividend expense, or simplify 

or reduce covenant restrictions and/or requirements. Other important 

considerations in  making such a decision would include a n  assessment of 

anticipated future interest  and  dividend rates  and Southern Union's ability to raise 

enough new capital to finance its expansion and construction programs while 

currently pursuing any refinancing opportunities. 

Remaining funds would be used for general corporate purposes t h a t  may 

include, but  not be limited to, investments in  new technologies to provide quality 
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service to Southern Union's customers, development of related energy businesses 

or expansion opportunities in the gas distribution business. 

Southern Union, from time to time, may issue instruments of guaranty,  

collateralized debt and  other obligations, issue securities and  arrange for the 

issuance of letters of credit and  guaranties by or on behalf of itself or of one or more 

of its subsidiaries or affiliates. 

Southern Union will require short-term borrowing not to exceed $300,000,000 

to provide funds for working capital needs, temporary financing of its construction 

program and capital commitments, temporary funding of matur ing or called long- 

term debt or preferred securities, and any other corporate purposes. Southern 

Union's working capital requirements arise largely from the seasonality of i ts  

natural  gas business. Southern Union's borrowing requirements of up to 

$300,000,000 will be priced based on LIBOR and/or the prime rate  of interest ,  and 

thus will fluctuate with market  conditions. 

7. Lawful Obiect and Purnose 

The New England Mergers present opportunities for numerous benefits to 

Southern Union and  its customers. The mergers will allow Southern Union to 

diversify its risk associated with any one region's weather and  economic conditions. 

This should help reduce earnings fluctuations. In addition, economies may result 

through consolidation of "public company" functions such a s  director and  

shareholder meetings, annual  reports and Securities and Exchange Commission 

("SEC") filing requirements. 
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The New England Mergers will be entirely transparent to Southern Union's 

Florida customers served by SFNG and will not adversely affect SFNG's service to 

its customers. SFNG's customers will continue t o  experience quality day-to-day 

natural  gas service at reasonable ra tes  approved pursuant  to SFNG's tariff on file 

with the Commission. 

I n  addition to the  reasons described above, the proposed issues are  consistent 

with the  proper performance by Southern Union of service a s  a public utility, will 

better enable Southern Union to perform tha t  service, and are  necessary and  

appropriate for such purpose and/or other corporate purposes. 

8. 

The counsel t ha t  will pass on the legality of the proposed issues is: 

Counsel Passing On Legality of the Proposed Issues 

Fleischman and  Walsh, L.L.P. 
Suite 600 
1400 Sixteenth Street ,  N.W. 
Washington, D.C. 20036 
Attention: Stephen A. Bouchard, Esq. 

As to matters  of Florida law, Fleishman and Walsh, L.L.P. will rely on 

Holland & Knight LLP 
P.O. Drawer 810 
Tallahassee, Florida 32302. 

Filings With Other State or Federal Regulatorv Bodies 9. 

If required, a Registration Statement  with respect to each public sale 

of securities hereunder subject to the Securities Act of 1933, a s  amended, will 

be filed with the SEC. In addition, certain s ta te  securities or "blue sky" laws 

may require the filing of consents t o  service of process or other documents 

with applicable s ta te  securities commissions. 
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10. C o n t r o l  or Ownersh iD  

There is no measure of control or ownership exercised by or over Southern 

Union by any other public utility. 

11. Exhibits 

Composite Exhibit "B" and Exhibit "C" are  attached hereto as required by 

Rule 25-8.003, Florida Administrative Code. Composite Exhibit "B" consists of  (a) 

Southern Union's financial statements and accompanying footnotes as they appear  

in  Southern Union's Annual Report on Form 10-K as  filed with the SEC for the 

fiscal year ended June  30, 1999; and  (b) Southern Union's financial statements and 

accompanying footnotes a s  they appear in Southern Union's most recent Quarterly 

Report on Form 10-Q (March 31, ZOOO), a s  filed with the SEC. 

Exhibit "C" consists of Southern Union's sources and uses of funds forecast, 

including a construction budget. Exhibit "C" is filed under seal along with a 

Request for Confidential Classification. In  addition, attached hereto as Exhibit "D" 

is a copy of the Agreement between Southern Union and PVY; attached hereto as 

Exhibit "E" is a copy of the Agreement between Southern Union and  VR; and, 

attached hereto a s  Exhibit "F" is a copy of the Agreement between Southern Union 

and FRG. 

WHEREFORE, Southern Union respectfully requests that the Commission: 

(a) authorize Southern Union to issue and sell and/or exchange any 

combination of the  long-term debt and  equity securities described in  this  

Application and/or to assume liabilities or  obligations directly or as 
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guarantor, endorser, or surety in a n  aggregate amount not to exceed $1  

billion and to borrow up to $300,000,000 for short-term financing purposes 

during the twelve month period from August 1, 2000 through July 31, 2001; 

and 

(b) grant such other relief a s  the Commission deems appropriate. 

Respectfully submitted this 5TH day of June ,  2000. 

D. Bruce May 
Florida Bar No. 354473 
Karen D. Walker 
Florida Bar No. 0982921 
HOLLAND & KNIGHT LLP 
P.O. Drawer 810 
315 South Calhoun Street ,  Suite 600 
Tallahassee, Florida 32302 (32301) 
(850) 224-7000 
Attorneys for Southern Union 
Company 
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EXHIBIT A 
Summary of New E n g l a n d  Mergers 

P r o v i d e n c e  E n e r g y  C o r p o r a t i o n  Merger .  On November 15, 1999, 
Southern Union, GUS Acquisition Corporation and Providence Energy 
Corporation (“PW”) entered into a definitive merger agreement. The 
merger calls for PVY to merge into Southern Union in a transaction 
valued a t  approximately $400 million, including the assumption of debt. 
P W  shareholders will receive $42.50 in cash for each of the 
approximately 6.1 milhon shares of P W  common stock outstanding. 
Under the merger agreement, GUS Acquisition Corporation, a direct 
wholly owned subsidiary of Southern Union will be merged into PVY. 
P W  will be the surviving corporation of this initial merger. Immediately 
after the initial merger, P W  will adopt a n  agreement and plan of merger 
pursuant  to  which North Attleboro Gas Company, a wholly owned utility 
subsidiary of P W ,  will merge with and into PVY on the closing date, with 
P W  being the surviving corporation. Immediately following the 
consummation of the North Attleboro Gas Company merger, P W  w d  
adopt an agreement and plan of merger pursuant to  which Providence Gas 
Company (ProvGas), another wholly-owned utility subsidiary of PVY, will 
merge with and into PW on the closing date with PVY being the 
surviving corporation. Immediately following the consummation of the 
ProvGas merger, Southern Union will adopt a n  agreement and plan of 
merger pursuant  to which P W  will merge with and into Southern Union 
on the closing date, with Southern Union being the surviving corporation. 
PVY and North Attleboro Gas Company will become divisions of Southern 
Union. 

Val ley Resources, Inc. Merger. On November 30, 1999, Southern 
Union, SUG Acquisition Corporation and Valley Resources, Inc. (“VR”) 
entered into a definitive merger agreement. The agreement calls for VR 
to merge into Southern Union in a transaction valued a t  approximately 
$160 m f i o n ,  including the assumption of debt. VR shareholders w d  
receive $25.00 in  cash for each of the approximately 4.98 mdlion shares of 
VR common stock outstanding. Under the merger agreement, SUG 
Acquisition Corporation, a wholly owned subsidiary of Southern Union, 
will merge into VR. VR will be the surviving corporation of this initial 
merger. Immediately after the initial merger, Valley Gas, a wholly owned 
utility subsidiary of VR, will merge into VR. Immediately after the 
consummation of the Valley Gas merger, Bristol and Warren Gas will 
merge into VR. After the subsidiary mergers, VR will be merged into 
Southern Union. Southern Union will continue as the surviving 
corporation and VR will become a division of Southern Union. 



Fall Rive r  G a s  C o m p a n y  Merger .  Fall River Gas Company ("FRG) is 
a Massachusetts corporation that  provides natural  gas distribution service 
to  approximately 48,000 customers in southeastern Massachusetts. On 
October 4,~  1999, Southern Union and FRG entered into an  Agreement of 
Merger (the "Agreement") pursuant to  which FRG and its utility 
subsidiaries will merge into Southern Union in a transaction valued a t  
approximately $72 million, including the assumption of long-term 
indebtedness. For each share of FRG common stock, FRG stockholders 
will receive a combination of Southern Union common stock or cash 
valued a t  $23.50 per share of FRG common stock. The Agreement calls for 
a t  least 50 percent of the approximately 2.2 million outstanding shares of 
common stock of FRG to be converted into Southern Union common stock 
and up to the remaining 50 percent of FRG shares to  be converted into 
cash. The number of shares received for each FRG share will depend on 
the average closing price of Southern Union's stock for a period of ten 
consecutive trading days ending on the third day before the transaction is 
completed, a s  explained in Article I1 of the Agreement. As of the Effective 
Time, a s  described in Article I11 of the Agreement, FRG will be merged 
with and into Southern Union, which will be the surviving corporation. 
Following the merger, FRG will become a division of Southern Union. 

All of the referenced mergers are  conditioned upon, among other things, 
approvals or concurrence of various state and federal regulatory agencies, 
including the Commission's approval of this Application. 

TAL1 t1218084 vl 



UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D. C. 20549 

FORM IO-K 
- / ANNUAL REPORT PURSUANTTO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the Fiscal Year Ended June 30,1999 

OR 

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

Commission File No. 14407 

SOUTHERN UNION COMPANY 
(Exact name of registrant as specified in its chafter) 

Delaware 
(State or oiher jutisdidon of 
incorporation or organbation) 

504 Lavaca Street, Eighth Floor 
Austin, Texas 

(Address of plkcbsl executive OmCeS) 

756571592 
(I.R.S. Employer 
Idenbibtion No.) 

78701 
WP Code) 

Registrant's telephone number, including area code: (512) 477-5852 

Securities Registered Pursuant to Section 12(b) of the Act - 
nHeOf. .chdasa 

Common Stock. par value $1 per share 
pmImofmchuch.nas on Whkh nslstered 

New York Stock Exchange 

Securities Registered Pursuant to Section 12@) of the Act: None 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of 
the SecurlUes Exchange Act of 1934 durlng the preceding 12 months (or for such shorter period that the registrant 
was required to .file such reports), and (2) has been subject to such filing requirements for the past 90 days. 
Y e s L  No- 

Indicate by check mark if disclosure of delinquent filers putwant to Item 405 of Regulation S-K is not contained 
herein, and will not be contained. to the best of registrant's knowledge. in definitive proxy or Information statements 
incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K. - 
The aggregate market value of the voting stock held by non-affiliates of the registrant on August 31, 1999. was 
$371.256,150. The number of shares of the registrant's Common Stock outstanding on August 31, I999 was 

- 
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- 

- 31.235.009. 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions of the registrant's Annual Report to Stockholders for the year ended June 30,1999. are incorporated by 
reference In Pa* I1 and IV. 

Portions of the registrant's proxy statement for its annual meeting of stockholders to be held on October 19.1999, 
are Incorporated by reference Into Part ill. 



PART I 

ITEM I. Business. 

Introduction 

Southern Union Company (Southem Union and together with its subsidiaries, the Company) was incorporated under 
the laws of the State of Delaware in 1932. Southem Union is one Of the top 15 gas utilities in the United States, as 
measured by number of customers. The Company's principal line of business is the distribution of natural gas as 
a public utility through Southem Union Gas, Missouri Gas Energy and Atlantic Utilities, doing business as South 
Florida Natural Gas (SFNG). each of which is a division Of Southem Union. Southern Union Gas, headquartered 
in Austin, Texas, serves 51 3,000 customers in Texas (including the cities of Austin, Brownsvilie. El Paso, Galveston, 
Harlingen, McAiien and Port Arthur). Missouri Gas Energy, headquartered in Kansas City, Missouri, serves 484,000 
customers in central and western Missouri (including the Cities of Kansas City, St. Joseph, Jopiin and Monett). 
SFNG. headquartered in New Smyrna Beach, Florida, serves 4,400 customers in central Florida (including the cities 
of New Smyma Beach. Edgewater and areas of Volusia County. Florida.) The diverse geographic area of the 
Company's natural gas distribution systems reduces the sensitivity of Southem Union's operations to weather risk 
and local economic conditions. 

Subsidiaries of Southem Union have been established to support and expand natural gas sales and to capitalize on 
the Company's gas energy expertise. These subsidiaries market natural gas to end-users, operate natural gas 
pipeline systems, distribute propane and sell commercial gas air conditioning and other gas-fired enginedriven appli- 
cations. By providing "one-stop shopping," the Company can serve its various customers' specific energy needs, 
which encompass substantially all of the natural gas distribution and sales businesses from natural gas sales to 
specialized energy consulting services. The Company distributes propane to 11 ,000 and I ,I 00 customers in Texas 
and Florida. respectively. Additionally. celtain subsidiaries own or hold interests in real estate and other assets. 
which are prlmariiy used in the Companfs utility business. Central to all of the Company's present businesses and 
strategies is the sale and transprtetlon of natural gas. See Company Operat&ns andlnmstments. 

The Company is a salesand marketmen enemycompanywhosa management is committed to achieving profmble 
gmwth of its utility businesses In an Increasingly oompeuuve business environment. Management's strategies for 
achieving these objectives principally consist of: 0 promoting new sales opportunities and markets for natural gas 
and propane; Qi) enhancing financial and operating performance; and Qli) expanding the Company through develop 
ment of existing utility businesses and selective acquWUon of new utility businesses. Management develops and 
continually evaluates these strategies and their Implementation by applying their experience and e-- in 
analyzing the energy Industry. technological advances, market opportuniUes and general business trends. Each of 
these strategies, as implemented thmughoutthe Companfs existing businesses, refledsthe Company'smmitment - to its wre gas utility business. 

The Company has a goal of selected gruwth and expansion. primarily in the utilities Industry. To that exlent. the 
Companylntendsto consider, when appropriate. and Iffinandally practicable to pursue, the acquWUon of other utility 
diJtrlbuUon or transmWon businesses. The nature and location of any such propeltles. the structure of any such 
acquisitions. and the mahod of financing any such expansion or growth will be determined by management and the 
Southem Union Board of Directors. See Managwnenf's Discussion and Ana/ysi.s of Results of Operations and 
Financial CondMn (MD&A) - Cautionary Statement Regadng Mrwam'-Looking lnformafion contained in the 
Company's Annual Report to Stockholders for the year ended June 30,1999 (the Annual Reporl). portions of which 
are filed as Exhibit 13 hereto. 

Acquisitions 

On June 7, 1999, Southem Union and Pennsylvania Enterprises. inc. (PEI) announced a definitive merger 
agreement. The agreement calls for PEI to merge Into Southem Union In a transadion valued at appmximately $500 
million. Including assumption of debt. if approved, each PEI shareholderwill receive Southem Union common stock 
having a value of $32.00. plus $3.00 In cash, subjed to adjustment. PEI is a muitlfaoeted energy company 
headquartered In !Mikes-Barre. Pennsylvania with natural gas distribution being its primary business. PE1's principal 
subsidiary. PO Energy. together with Honesdale Gas Company serve more than 152.000 gas customers in 



northeastern and central Pennsylvania. In addition, PEI markets electricity to more than 20,000 customers through 
PG Energy Power Plus. Southem Union anticipates having Southem Union and PEI shareholders approvals and 
all regulatoly approvals for this merger in the second quarter of the Company's fiscal year 2000. 

Effective December 31, 1997, Southern Union acquired Atlantic Utilities Corporation and Subsidiaries (Atlantic) for 
755,650 pre-split and pre-stock dividend shares of common stock valued at $18,041,000 and cash of $4,436,000, 
Atlantic is operated as SFNG, a natural gas division of Southern Union, and Atlantic Gas Corporation, a propane 
subsidialy of the Company. Atlantic currently serves 4,400 natural gas customers and 1,100 propane customers in 
central Florida. 

On July 23, 1997, two subsidiaries of Southem Union acquired an equity ownership in a natural gas distribution 
company and other related operations in Piedras Negras, Mexico for $2.700.000. Southem Union currently has a 
43% equity ownership in this company. The natural gasdistribution company currently serves 19,500 customers and 
is across the border from the Company's Eagle Pass, Texas service area. On September 8, 1997, the Company 
purchased a 45-mile intrastate pipeline. wtIich augments the Company's gas supply to the city of Eagle Pass and, 
subject to necessary regulatory approvals, ultimately Piedras Negras. 

Company Operations and Investments 

The Company's principal line of business is the distribution of natural gas through its Southern Union Gas, Missouri 
Gas Energy and SFNG divisions. Southem Union Gas provides service to a number of communities and rural areas 
in Texas, including the municipalities of Austin, Brownsville. El Paso, Galveston. Hariingen. McAllen and Port Arthur. 
Missouri Gas Energy provides service to various cities and communities in central and western Missouri including 
Kansas City. St. Joseph, Joplin and Monett. SFNG provides service to various cities and communities in central 
Florida Including New Smyma Beach and Edgewater. The Company's gas utility operations are generally seasonal 
In nature, with a significant pemntage of its annual revenues and earnings occurring In the traditional winter heating 
season. 

Southern Union Energy International, Inc. (SUEI) and Southem Union international Investments, Inc. (Investments). 
both wholly-owned subidlafies of Southern Union, partidpate In energy-related projects intamationally. Energla 
Estrella del Sur. S. A. de C. V. (Estrella), a wholly-owned Mexican subsMlary of SUE1 and Investments. seeks to 
partidpate In energy-related projects In Mexico. W e l l a  has a 43% equity ownership In a natural gas distribution 
company. along with other related operations. which cumntly serves 19,500 customers in Piedras Negras. Mexico, 
amss the border from Southern Unlon Gas' Eagle Pass, Texas service area. 

Mercado Gas Services Inc. (Mercado), a wholly-owned subsidiary of Southem Unlon. markets natural gas to approxi- 
mately 240 commercial and Industrial customers. Memado's sales and parchasing activities are made through short- 
term and long-term contracts. These contracts and business activities are not subject to direct rate regulation. 
Mercado had gas sales of 19.304 MMd and 18.352 MMd for the year ended June 30.1999 and 1998, respectively. 

Southem Transmission Company (Southem). a wholly-owned subsidiary of Southem Union, o m s  and operates Intra- 
state plpeilnes which connect the d e s  of Lockhart. Luilng, Cum,  Shiner, Yoakum. and Gonrales. Texas, as well 
as a line that provides gas to an lndwtrial customer In Port Iwlur, Texas. Southem also owlls a transmission line 
whlch supplies gas to the community of Sablne Pass, Texas. On September 8.1997, Southem purchased a 45mlle 
Intrastate pipeline which augments gas supply to the city of Eagle Pass. Texas, and ultimately Into Pledras Negras, 
Mexico. Southern transported 873 MMcf and 915 MMd of gas for the year ended June 30, 1999 and 1998, 
respedively. 

Norteno Pipeline Company (Norteno). a wholly-owned subsidiary of Southern Union. operates intentate pipeline 
systems prindpally serving the Company's gas distrlbutlon properties In the El Paso. Texas area. Nortelio 
transported a combined 6.3 Mlllon cubic feet (ecf) for the dty of Juarez. Mexico and the Samalayuca PowerPlant 
In north Mexico In fiscal 1 999. Norteno transported 8.377 MMcf and 11,538 MMd of gas forthe year ended June 30, 
1999 and 1998, respectively. 

SUPro Energy Company (SUPro), a wholly-owned subsidiary of Southem Union, provides propane gas servlces to 
11,000 customers located prindpally In El Peso and Alpine, Texas and Las Cruces. New Mexico and surrounding 
communitles. SUPro sold 5,945,000 and 5.125.000 gallons of propane for the yearended June 30.1999 and 1998, 
mspedively. 
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Atlantic Gas Corporation, a wholly-owned subsidiary Of Southem Union, provides propane gas services to 1,100 
customers located in and around the communities of New Symma Beach, Lauderhill and Dunnellon, Florida. Atlantic 
Gas Corporation sold 1.348.000 gallons of propane during the twelve months ended June 30, 1999 and 633,000 
gallons of propane during the six months ended June 30. 1998. 

Energy WorX. a wholly-owned subsidiary of Southem Union, provides interactive computer-based training for the 
natural gas transmission and distribution industry. 

Southem Union Total Energy Systems, Inc.. a wholly-owned subsidiary of Southem Union, markets and sells 
commercial gas airconditioning. irrigation pumps and othergas-tired enginedriven applicationsand related services. 

ConTigo, Inc.. a wholly-owned subsidiary of Southem Union formed in January 1996, provides centralized call center 
services for the majority of the Texas service areas. Effedive July 1,1999, ConTigo was dissolved and became part 
of Southem Union Gas and will henceforth be operated as Southem Union Gas Customer Service. 

During fiscal 1998 and 1999, the Company made equity investments in a leading developer of advanced gas turbine- 
driven generator technology and a developer of a mobile workforce management system. The Company also holds 
investments in commercially developed real estate in Austin, El Paso. Hadingen and Kansas City through Southem 
Union’s wholly-owned subsidiary, Lavaca Realty Company (Lavaca Realty). 

Competition 

The Company’s gasdistribution divisions are not currently in significant direct competltlon with any otherdistributors 
of natural gas to residential and small commercial customers within their service areas. However, in recent years, 
certain large volume customers, primarily Industrial and significant commercial customers, have had opportunlties 
to access alternative natural gas supplies and, in some instances, delivery service from other pipeline systems. The 
Company has offered transportation arrangements to customers who secure their own gas supplies. These transpor- 
tation arrangements, coupled with the efforts of Southem Union’s unregulated marketing subsidiary. Memado, enable 
the Company to provide competitively priced gasservice to these large volume customen. In addiilon, the Company 
has successfully used flexible rate provlslons, when needed, to &In customenwho may have acc(us to alternative 
energy sources. 

As energy providers. Southem Union Gas. Mi.ssouri Gas Energy and SFNG have hWoIlcally competed with altema- 
We energy sources. partlculariy electridty and also propane, coal, natural gas Bqulds and other refined pmducts 
available In the Company’s servlce areas. At present rates, the cost of electridty to residential and commercial 
customers In the Company’s service areas generally Is higher than the effedive cost of natural gas service. There 
can be no assurance, however. that future fluctuations in gas and electric costs will not reduce the cost advantage 
of natural gas service. The cost of expansion for peak load requirements of electridty In some of Southem Union 
Gas’ and Missouri Gas Energy’s senrice areas has hlstorically provided opportunities to allow energy switching to 
natural gas pursuant to Integrated resoume planning techniques. Electtic compeuUon has responded by offering 
equipment rebates and Incentive rates. 

Competition between the use of fuel oils. natural gas and propane, particularly by Industrial. electric generation and 
agricultural customers. has also Increased due to the volatility of natural gas prlces and Increased marketing efforts 
from various energy companies. Whlle~competnlon between such fuels is generally more Intense ouWde the Com- 
pany’s service areas, this compeWon affects the nationwide market for natural gas. Additionally. the general 
economic condltions In Its service areas continue to affect certain customers and market areas, thus lmpactlng the 
results of the Company’s operations. 

Gas Supply 

The low cost of natural gas servlce is dependent upon the Company’s ablllty to contract for natural gas using 
favorable mlxes of long-term and short-term supply arrangements and favorable transportation contracts. The 
Company has been directly acquiring Its gas supplies since the mid-1980J when lntemtate pipeline systems opened 
thelr systems for transportation service. The Company has the organlzation. personnel and equipment necessary 
to dlspatch and monltor gas volumes on a dally, houdy and even a real-time bas& to ensure reliable service to custo- 
mers. 
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The Federal Energy Regulatory Commission (FERC) required the "unbundling" of services offered by interstate pipe- 
line companies beginning in 1992. As a result. gas purchasing and transportation decisions and associated risks 
have been shifted from the pipeline companies to the gas distributors. The increased demands on distributors to 
effectively manage their gas supply in an environment Of volatile gas prices provides an advantage to distribution 
companies such as Southem Union who have demonstrated a history of contracting favorable and efficient gas 
supply arrangements in an open market system. 

The majority of Southem Union Gas' 1999 gas requirements for utility operations were delivered under long-term 
transportation contracts through four major pipeline companies. The majority of Missouri Gas Energy's 1999 gas 
requirements were delivered under short- and long-term transportation contracts through four major pipeline com- 
panies. The majority of SFNG's 1999 gas requirements were delivered undera management supply contract through 
one major pipeline company. These contracts have various expiration dates ranging from calendar year 2000 
through 2018. Southem Union Gas also purchases significant volumes of gas under long- and short-term 
arrangements with suppliers. The amounts of such short-term purchases are contingent upon price. Southem Union 
Gas, Missouri Gas Energy and SFNG all have firm supply commitments for all areas that are supplied with gas 
purchased under short-term arrangements. Missouri Gas Energy also holds contract rights to over 16 Ecf of storage 
capacity to assist in meeting peak demands. 

Gassales and/ortransportation contracts with interruption provisions, whereby large volume users purchasegaswith 
the undemanding that they may be forced to shut down or switch to alternate sources of energy at times when the 
gas is needed for higher priority customers, have been utilized for load management by Southem Union and the gas 
industry as a whole. In addition, during times of special supply problems, curtailments of deliveries to customenwith 
firm contracts may be made in accordance with guidelines established by appropriate federal and state regulatory 
agencies. There have been no supply-related curtailments of deliveriesto Southem Union Gas. Missouri Gas Energy 
or SFNG utility sales customers during the last ten years. 

The Company is committed under various agreements to purchase certain quantities of gas in the future. At June 30. 
1999, the Company has purchase commitments for certain quantities of gas at variable, market-based prices that 
have an annual value of $94,275.000. The Company's purchase commitments may extend over a period of several 
years depending upon when the required quantity Is purchased. The Company has purchase gas tariffs in effect for 
all its utility service areas that provide for recovery of Its purchase gas costs under defined methodologies. 

In August 1997. the Missouri PuMic Service Commission (MPSC) issued an order authorizing MrsJouri Gas Eneigy 
to begin making semi-annual purchase gas adjustments (PGA) in November and April, Instead of more frequent 
adjustments as previously made. Additionally. the order authorized Missouri Gas Energy to establish an Experi- 
mental Price Stabillration Fund for purposes ofprocuring natural gas finandal instruments to hedge a mlnimai porilon 
of its gas purchase costs for the winter heating season. The cost of purchaslng these financial Instruments and any 
gains derived from such activities are passed on to the Missouri customers through the PGA. Accordingly, there is 
no earnings impact as a result of the use of these financial Instruments. These procedures help stabilize the monthly 
heating Mlis for Mlssouri customers. The Company believes It bean minimal risk underthe authorired transactions. 

The MPSC approved a three year, experimental gas supply incentive plan for Missouri Gas Energy effective July I, 
1996. Underthe pian, the Company and Mlssouri Gas Energy's wstomersshare In celtain savings below benchmark 
levels of gas costs achieved 8s a result of the Company's gas procurement actMUes. Likewise. if natural gas is 
acquired above benchmark levels. both the Company and customers share In such costs. For the years ended 
June 30. 1999, 1998 and 1997. the incentive plan achieved a redudion of overall gas costs of $6,900.000, 
$9,200,000 and $10.200,000. respedively. resulting in savingsto Missouri wstomersof$4,000.000, $!5.100,000and 
$5.600.000. respectively. The Company recorded revenues of $2,900,000, $4.1 00,000 and $4.8oo,OOO In 1999.1998 
and 1997. respectively, under this plan. Missouri Gas Energy is currently working with the MPSC to develop en 
alternate plan due to the July 1.1999 expiration of the experimental gas supply Incentive plan, however, there can 
be no assurance that this or any similar plan will be approved by the MPSC for Missouri Gas Energy. 

Utility Regulation and Rates 

The Company's rates and operations are subjed to regulation by local. state and federal authorities. in Texas. 
municipalities have pdmary ]urisdlction over natural gas rates within their respective incorporated areas. Rates in 
adjacent environs and appellate matters are the responsibility of the Railroad Commission of Texas (RRC). In 
M w u r i ,  natural gas rates are established by the MPSC on a systemwide basis. In Florida. natural gas rates are 
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established by the Florida Public Service Commission on a system-wide basis. The FERC and the RRC have 
jurisdiction over rates, facilities and services of Norterio and Southem. respectively. 

The Company holds non-exclusive franchises with varying expiration dates in all incorporated communities where 
it is necessary to cany on its business as it is now being conducted. Kansas City, Missouri; El Paso, Texas; Austin, 
Texas: Port Arthur. Texas; and St. Joseph, Missouri are the five largest cities in which the Company’s utility CUS- 
tomen are located. The Kansas City, Missouri franchise expired in May 1998. The Company is currently in franchise 
renewal negotiations with Kansas City and expects to obtain ~eneWal of such franchise before the end of calendar 
year 1999. The franchises in the following cities expire as follows: El Paso, Texas in 2000, in which the Company 
is currently in discussions; Austin, Texas in 2006; and Port Arthur. Texas in 201 3. The Company fully expects these 
franchises to be renewed upon their expiration. The franchise in St. Joseph, Missouri is perpetual. 

Gas service rates are established by regulatory authorities to permit utilities the opportunity to recover operating, 
administrative and financing costs. and the opportunity to earn a reasonable return on equity. Gas costs are billed 
to customers through purchase gas adjustment clauses which permit the Company to adjust its sales price as the 
cost of purchased gas changes. This is important because the cost of natural gas accounts for a significant portion 
of the Company‘s total expenses. The appropriate regulatory authority must receive notice of such adjustments prior 
to billing implementation. 

The Company must support any service rate changes to its regulators using a historic test year of operating results 
adjusted to normal conditions and for any known and measurable revenue or expense changes. Because the regula- 
tory process has certain inherent time delays. rate orden may not reflect the operating costs at the time new rates 
are put into effect. 

The monthly customer bill contains a fied service charge. a usage charge for service to deliver gas, and a charge 
for the amount of natural gas used. While the monthly f i e d  charge provides an even revenue stream, the usage 
charge increases the Company’s annual revenue and earnings in the traditional heating load months when usage 
of natural gas increases. In recent years. the majority of the Company’s rate increases In Texas have resulted in 
Increased monthly fixed charges which help stabilize earnings. Weather normalization clauses, in place in the cny 
of Austin, El Paso envlmns. Galveston. Port Atthurand two othermice areas In Texas, also help stabilize eamlngs. 

On August 21,1008. Missouri Gas Energy was notified by the MPSC of its decision to grant a $1 3,300,000 annual 
Increase to revenue effedive on September2.1008, whlch is primarily eamed volumetrically. The MPSC rete order 
reflected a 10.03% return on common equlty. The rate order, homtver. disallowed certain previously recorded 
deferred costs requiring a notwash mite-off of $2,221,000. Generally accepted accounting principles required the 
Company to Immediately record this charge to earnings which Southem Union did as of June 30, 1008. On 
December 8,1808. the MPSC denied rehearing requests made by all parties other than Missouri Gas Energy and 
granted a portion of M i i r i  Gas Energy’s rehearing request. The MPSC will conduct futther proceedings to take 
additional evidence on those matters for which it granted Missouri Gas Enemy a rehearing. If the MPSC adopts 
Missouri Gas Enemy’s posiuons on rehearing, then Missouri Gas Enemy would be authorized an additional 
$2.200,000 of base revenues lncreaslng the $13,300,000 lnitlally authorized In its August 21, 1008 order to 
$15.500.000. The MPSC’s orders may be subject to judicial review and although certain partles may argue for a 
reduction In Missouri Gas Energy’s authorized base revenue Increase on judicial review. Missouri Gas Energy 
expects such arguments to be unsuocessful. 

On April 13.1008. Southem Union Gas filed a $2,226,000 request for a rate Increase fmm the city of El Paso. a 
request the city subsequently denled. On April 21.1008. the city council of El Paso voted to reduce the Company’s 
rates by $1.570.000 annually and to order a onetime cost of gas refund of $475,000. On May 21,1908, Southem 
Union Gas filed with the RRC an appeal of the city of El Paso’s adions to reduce the Company’s rates and require 
a one-time cost of gas refund. On December21,1098. the RRC Issued its order Implementing an $884,000 onetime 
cost of gas refund and a $98,000 base rate reduction. The cost of gas refund was completed In February 1000. 

On January 22,1007, Missouri Gas Energywas notified by the MPSC of Its decision to grant an $8,847,000 annual 
Increase to revenue effectlve on February 1, 1007. Pursuant to a 1080 MPSC order, Missouri Gas Energy is 
engaged In a major gas safety program In its service area (Missouri Safety Program). In connection with this 
program. the MPSC issued an accountlng authority order ( M O )  In Case No. 0002-234 In 1884 which authorized 
Missouri Gas Energy to defer depredation expenses. propetty taxes and canying costs at a rate of 10.54% on the 
costs Incurred In the Missouri Safety Program. This AAO was consistent with those which were Issued by the MPSC 
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from 1990 to 1993 to Missouri Gas Energy's prior owner. The MPSC rate order of January 22, 1997. however, 
retroactively reduced the carrying cost rate applied by the Company on the expenditures incurred on the Missouri 
Safety Program since early 1994 to an Allowance for Funds Used During Construction (AFUDC) rate of 
approximately 6%. The Company filed an appeal of that portion of the rate order in the Missouri State C O U ~  of 
Appeals, Westem District. On August 18, 1998, the Missouri State Court of Appeals denied the Company's appeal 
resulting in a one-time non:cash write-off of $5,942,000 of previously recorded deferred costs which was recorded 
as of June 30.1998. The Company believes that the inconsistent treatment by the MPSC in subsequently changing 
to the AFUDC rate from the previously ordered 10.54% rate constitutes retroactive ratemaking. Unfortunately, the 
decision by the Missouri State Court of Appeals failed to address certain specific language within the 1994 AAO that 
the Company believed prevented the MPSC from retroactively changing the carrying cost rate. Southem Union 
requested transfer to the Missouri Supreme Court, but was denied that request. 

On September 18,1997, the MPSC approved a global settlement among the Company, the Missouri Office of Public 
Counsel (OPC) and MPSC staff to resolve complaints brought by the OPC and the MPSC staff regarding billing 
errors during the 1995/1996 and 1996/1997 winter heating seasons. The settlement called for credits to gas bills by 
Missouri Gas Energy totaling $1,575,000 to those customers overbilled and a $550,000 contribution by Missouri Gas 
Energy to a social service organization for the express purpose of assisting needy Missouri Gas Energy customers 
in paying their gas bills. These balances were recorded as of June 30, 1997. 

The approval of the January 31,1994 acquisition of the Missouri properties by the MPSC was subject to the terms 
of a stipulation and settlement agreement, which, among other things. requires Missouri Gas Energy to reduce rate 
base by $30,000,000 (amortized over a ten-year period on a straight-line basis) to compensate rate payers for rate 
base reductions that were eliminated as a result of the acquisition. 

During the three-year period ended June 30,1999, the Company did not file for any other rate increases in any of 
its major service areas, although several annual cost of service adjustments were filed. 

In addition to the regulation of its utility and pipeline businesses. the Company is affected by numerous other regula- 
tory controls, Including, among othen. pipeline safety requirements of the United States Department of 
Transportation, safety regulatlons under the occupational Safety and Health Act, and various state and federal 
environmental statutes and regulations. The Company believes that its operations are In compliance with applicable 
safety and environmental statutes and regulations. 

Environmental 

The Company assumed responsibility for certain environmental matten in connedion with the acquisition of Missouri 
Gas Energy. Addtionally, the Company is Investigating the posslbilitythat the Company or predecessor companies 
may have been associated with manufactured gas plant sites In other of its former senrice tenitories. principally In 
Arizona and New Mexico, and present service teTTi1ories in Texas. See M D M  - Ceudionary Sfatement Regarding 
FomarrKooMng lnlbrmenion and Comm$me . nts and ConfinoenCEes In the Notes to the Consolidated Financial 
Statements contained in the Annual Repolt. 

Investments In RMI Estate 

Lavaca Realty owns a commercially developed (rad of land In the central business district of Austin, Texas, con- 
taining a combined 11-story office building, parklng garage and drive-through bank (Lavaca Plaza). Approximately 
52% of the office space at Lavaca Plaza is used In the Company's business while the remainder is leased to non- 
affiliated entities. Lavaca Realty also owns a two-story office building In El Paso. Texas as well as a one-stow office 
building In Harilngen, Texas. Other significant real estate Investments held at June 30.1999 lndude 39.341 square 
feet of undeveloped land In McAllen, Texas and 25,OOO square feet of Improved property in Kansas City, Missouri. 
of which 40% is occupied by Missouri Gas Enemy and the remainder by a non-affiliated entity. 

Employees 

As of July 31,1999, the Company had 1,563 employees, ofwhom 1,220 are pald on an hourly basis and 343 are paid 
on a salary basis. Of the 1,220 hourly paid employees, 45% are represented by unions. Of those employees 
represented by unions, 95% are employed by Missouri Gas Energy. In December 1996. the Company agreed to five- 
year contracts with each bargalning-unit representing Missouri employees. which were effective In May 1999. 
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On June 4, 1997, Southern Union Gas employees in Austin, Texas covered by a collective bargaining agreement 
voted lo decertify their representing union. Additionally, effective May 1. 1998, employees in Galveston. Texas 
chose lo  withdraw their membership from their representing union. 

From time to time the Company may be subject lo labor disputes: however, such disputes have not previously dis- 
rupted its business. The Company believes that its relations with its employees are good. 

Statistics of Principal Utility and Related Operations 

The following table shows certain operating statistics of the Company's gas distribution divisions with oDerations in 
Texas and Missouri: 

Southern Union Gas: 
Average number of gas sales customers served: 

Residential 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial and irrigation 
Public authoriies and other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total average customers SeNed 

Gas sales in millions of cubic feet (MMcf): 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  
. . . . . . .  

Public authorities and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas sales billed . 

Net change in unbilled gas sales ................................ 
Totalgasral es .......................................... 

Degree day. (a) ............................................ 

GastfnnrportedlnMMcf ......................................... 
Mlawurl Ou Energy: 
Average number of gas sales customers served: 

Weather. 

Percent of w e a r  measure (b) . . . . . . . . . . . . . . . . . . .  

ResMenUal ................................................ 
Commerdal ............................................... 
Industrial .................................................. 

Total avuaga customers served ............................. 

Resldantial ................................................ 
Commsrrial ............................................... 
lndvttrlal. ................................................. 

Gassalesbllled ......................................... 
Ned change In unblllad gas sales ................................ 

Totalgassal es ............................. 

Gas sales In MM& 

Weathec 
-rea days (a) . . . . .  . . . . . . . . . .  
Percent of -year mea . . . . . . . . . . . . . . . . . . .  

Gas transported In MMd ......................... 

Year Ended June 30, 
I999 1998 1997 

473.563 465.844 456.972 
30,847 29,828 29,030 

258 252 274 
2.849 2,755 2.673 

507.517 498.679 - 488.949 

19,553 23,217 23,135 
8,539 9,425 9,759 
1,082 1,208 1.562 
2.268 2.752 2.756 

31,440 36,602 37,212 
175 182) 170) 

31.615 36.520 37.142 

1.576 2,118 1,962 
74% 99% 92% 

16.888 16,535 15.118 

416.288 413,703 407,505 
57.247 57.693 56.067 

313 312 312 
471.708 475.826 464,784 

36.578 41.104 45.074 
16,842 18,705 20,893 

490 
66,457 53,795 60,209 

204 35 188) 
53.999 60.244 86.389 

375400 

4.438 4,723 5.506 
85% 90% '105% 

31.774 30,165 29,638 



Customers. The following table shows the number Of customers served by the Company, through its divisions, 
subsidiaries and affiliates. as of the end of its last three fiscal years. 

Gas Utllltv Customers as of June 30, 
1999 I998 1997 

Southem Union Gas: 
Austin and other central and south Texas communities 
El Paso and other west Texas communities . . . . . . . .  
Galveston and PortArthur . . . . . . . . . . . . . . . . . . . . . .  
Panhandle and north Texas communities . . . . . . . . . .  
Rio Grande Valley communities and Eagle Pass . . . . . . . . . . . . . . . .  75.903 76.040 76.704 

Kansas City, Missouri Metropolitan Area ...................... 354.109 340.543 346.060 

509.366 504.453 490,226 
Missouri Gas Energy: 

St. Joseph, Joplin. Monett and others 

175,596 173,220 163,930 
102.516 170.012 173.025 
50,543 50,673 50.056 
24.720 24,900 24.903 

122:003 1211766 122:946 
477.072 470.309 469.006 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Other(a) 24.941 20.074 3.647 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.011.365 995.636 962,879 

(a) lndudw Mercado. S o h  Fbnda Nahral Gas. Atlank Gas Corpcfabon. SUPro and 43% (the Company's aquty ovmmhp) of the 
customsrsofanotunlgssdlrWuboncompanysemngPiednrNegrss. Meloar,neoch~etormeyear-.ndnHmichmeCompur, 
had such opemom or invesbnenb 

ITEM 2. PtupeNes. 

See Hem 1, Business. for Information concerning the general location and charaderlsUcs of the lmpoltant physical 
propelties and assets of the Company. 

Southem Union Gas has 7.898 miles of mains. 4.305 miles of senrice llnes and 218 miles of transmission lines. 
Southem and Nortefio have 171 miles and 7 miles. respedively, of transmiulon lines. Missouri Gas Energy has 
7.441 miles of mains, 4.972 miles of service lines and 47 miles of transmlasion lines. SFNG has 135 miles of mains 
and 80 miles of service llnes. The Company considers its systems to bo In good condition and welhalntalned. and 
it has continuing replacement programs based on historical performance and system surveillance. 

ITEM 3. Legal Proceedings. 

See commltm . ents and ~ n d s s  in the Notes to cOnsoiidated Finpndai Statements wntained in the Annual 
Repod for a discussion of the Companfs legal proceedings. See M D M  - Ceullonery stetement Regaftling 
FmwdLooMng lnlbnnadkn contained In the Annual Report 

ITEM 4. Submlulon of Matters to a Vote of Security Holders. 

Them were no matten submitted to a vote of securlty holden of Southem Union during the qualter ended June 30, 
1999. 
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PART II 

ITEM 5. Market for the Registrant's Common Stock and Related Stockholder Matters. 

Market information 

Southern Union's common stock IS traded on the New York Stock Exchange under the symbol 'SUG". The high and 
low sales prices (adjusted for any stock dividends and stock splits) for shares of Southem Union common stocksince 
July 1, I997 are set forth below: 

$!Share 
Hlgh LOW 

July1toAugust31,1999 .................................................... 

June30.1999 ............................................................ 
March31,1999 ........................................................... 
December31.1998 ........................................................ 
September30.1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(Quarter Ended) 

(Quarter Ended) 
June30,1998 ............................................................ 
March31,1998 ........................................................... 
December31.1997 ........................................................ 
September30,1997 ....................................................... 

$ 21.31 5 18.25 

21.79 17.62 
23.21 16.55 
23.33 17.63 
20.30 14.17 

19.73 14.43 
14.97 13.84 
15.61 13.10 
14.11 12.53 

Holders 

As of August 31,1999, there wre 1,142 holders of record of Southern Union's common stock. This number does 
not Indude persons whose shares are held of rewrd by a bank. brokerage house or dearing agency, but does lndude 
any such bank, brokerage house or dearing agency that is a holder of record. 

There were 31,235,009 shares of Southem Union's common stock outstanding on August 31, 1999 of which 
17,731;637 shares wre held by non-affiliates @.e.. not beneficially held by directors, executive officers. their 
Immediate family members. or holders of 10% or more of shares outstanding). 

Dividends 

Southem Union's policy is to pay an annual stock dividend of appmdmately 5% and. therefore, the Company paid 
no cash dividends on its common stock during the last ten yeam ended June 30,1999. ProvWons In certain of 
Southem Union's long-term notes and its bankaedit fadllties limit the payment of cash or asset dividends on capital 
stock. Under the most restrictive pmvWons in effect. Southem Union may not declare or pay any cash or asset 
dividends on its common stock or acqulre or reurn any of Southem Union's mmmon stock, unless no event of default 
exists and the Company meets certain finandal rat10 requirements, which presently are met. 

- 

- 
- 

- 
- 

I On August 6,1999. December 9.1898 and December 10.1997. the Company distributed its annual 5% common 
stock dividend to stockholders of record on July 23.1999. November23.1998 and November21 ,1997, respectively. 
A portion of the 5% stock dividend distributed on August 6. 1999 and December 9.1998 was characterized as a 
distribution of capital due to the lwe i  of the Company's retained earnings available for distribution as of the 
declaration date. The 5% stock dlvldends are consistent with Southem Union's Board of Directors' Febmary 1994 
dedsion to commence regular stock divMends of approximately 5% annually. The specific amount and declaration. 
record and distribution dates for an annual stock dividend will be determined by the Board and announced at a date 
that is not expected to be later than the annual stockholders meeting each year. Traditionally. Southem Union has 
declared its stock divMend so as to coindde with its annual shareholder mdlng In November. In 1999, and In the 
future. the Company expects to declare and pay its stock dividend prior to the distribution of its annual report to 
shareholders, so that the Company's year-end reporting will refled the effect of the annual stock dividend. 
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On July 13. 1998, Southern Union effected a 3-for-2 stock Split by distributing a 50% stock dividend to holdem of 
record on June 30. 1998. 

ITEM 6. Selected Financial Data. 

Total operating revenues . . . . . . . . . . . . . .  

Earnings per common and common share 
equivalents (d) . . . . . . . . . . . . . . . . . . .  

Total assets ........................ 
Common stockholders' equily . . . . . . . . . . .  
Short-term debt and capital lease 

obligation ....................... 
Long-term debt and capital lease 

obligation, excluding current portion . . 
Company-obiigated mandatorily 

redeemable preferred securities of 
subsidiary trust . . . . . . . . . . . . . . . . . . .  

Earnings from continuing operations (c) . . .  

Average customers served ............. 

Year Ended June 30. 
19SS(a)(b) 19981a)lb) 19971s) 199Wal 1995 

(dollars In thousands, except per share amounts) 

$ 605,231 $ 669,304 5 717,031 5 620,391 $ 479,983 
10,445 12,229 19,032 20,839 16,069 

.32 .39 
1.087.348 1,047,764 

301,058 296.834 

2,066 1,777 

390,931 406,407 

100,000 100,000 

998,476 979,186 

.62 5 8  5 4  
990,403 964,460 992,597 
267,462 245,915 225.664 

687 61 5 770 

386,157 385,394 462,503 

100,000 100,000 100,000 

955,838 952.934 947,691 

(a) Celtain Texas and Oklahoma Panhandle m u t i o n  operations and Western Gas Intarstate. exclusive o f h  Dd  Norte inwcwwq 
were roM on May 1,1996. 

(b) On December 31, 1897. SoUmem unbn acquired Atlank for 755.650 pn-rplit nd pn-stcck dividend sharer of wmmm stack 
n*ed atS18.Ml.000 M d  arh of$4,436,000. 

(c) As of June 30, 19S8, M i  Gas Energy- off S8,163,OW pr& h prwiourlv recarded reguMory ucar as a resuit of 
m w n o s d ~ ~ a n d c w r t r u l i i  

(dl ~ p e r ~ L h M ~ ~ p n s s n t a d w e r e c o m p ~ b ~ m t h e ~ w # . O e l x l m b e r o f r h . n c o f m m m m . t o d c  
mdwmmondodc.gunlsnb ou(rtsnbng duing the yew 8dj-d foro the 5% .todc dvldend~ dslrtubd mAugust6. 1SSS. 
k m b g  9.1998, December 10,1997, December 10,leSa md Nawmber 27.1895, ud 0) the 50% s k k  dMdend &hibutad 
mJ1#y13,1908,.ndlhe 33%%rtocLdividendoisbhtedonMmWtll. lS96. 

ITEM 7. Management's Dkcussion and Analysis of Results of Opent/ons and Financlal Condluon. 

Wanagement's Discussion and Analysis of Results of Operations and Financial Condition' on pages 28 through 38 
of the Company's Annual Report to Stockholders for the year ended June 30. 1999. is incorporated herein by 
reference. 

ITEM 8. Flnanclal Statements and Supplementafy Data. 

The following consolidated financial statements of Southem Union and its consolidated subsidiaries. Included in the 
Company's Annual Report to Stockholders for the year ended June 30.1 eS9 are Incorporated herein by reference: 

Consoiidated statement of operations - years ended June 3O. lWQ.  1998 and 1997. 
Consolidated balance sheet - June 30,1999 and 1898. 
Consolidated statement of cash flows - years ended June 30,1999.1998 and 1997. 
Consolidated statement of common stockholders' equtty - years ended June 30.1999, 1998 and 1997. 
Notes to consolidated finandai statements. 
Repod of Independent accountants. 

ITEM 9. Changes In and Dhgmements WMI Accountants on Accounting and Flnanclal Dkclosum. 

None. 
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PART 111 

ITEM 10. Directors and Executive Officers of Registrant 

There is incorporated in this Item 10 by reference the information in the Company's definitive proxy statement for 
the 1999 Annual Meeting of Stockholders under the captions Board ofDirecfors -- Board Size and ComposMion and 
Executive Officers and Compensation - Executive Officers Who Are Not Directors. 

ITEM I I. Executive Compensation. 

There is incorporated in this Item I 1  by reference the information in the Company's definitive proxy statement for 
the 1999 Annual Meeting of Stockholders under the captions Executive Ofticers and Compensation -- Executive 
Compensation and Certain Relationships. 

ITEM 12. Security Ownershlp of Certain Beneficial Owners and Management 

There is incorporated in this Item 12 by reference the information in the Company's definitive proxy statement for 
the I999 Annual Meeting of Stockholders under the caption Security Ownership. 

ITEM 13. Certaln Relationships and Related Transactions. 

There is incorporated in this Item 13 by reference the information in the Company's definitive proxy statement for 
the IS99 Annual Meeting of Stockholders under the caption Cedain Relationships. 

PART IV 

ITEM 14. Exhibits, Financial Statement Schedules and R e p &  on Fom 8 4 .  

(a)(l) Financial S tatemants. The following consolidated financial statements of Southem Union and its 
consolidated whidiarles. induded In the Company's Annual Report to Stockholders for the year ended 
June SO. 1000, are Incorporated by reference to Part II,  Item 8: 

Consolidated statement of operations - years ended June 30,1899, lOQ8 and 1997. 

Consolidated balance sheet - June 30,lQQQ and lQ08. 

Consolidated statement of cash flows - years ended June 30. IQQQ, 1098 and 1997. 

Consolidated statement of common stockholders' equlty - years ended June 30, I 099, 1 QQ8 and 1897. 

Notes to consolidated flnandal statements. 

Report of Independent amountants. 

(a)@) Financial Statement Schedules. All schedules are omitted as the required information is not applicable 
or the Information is presented In the consolidated financial statements or related notes. 

a)(3) Exhibits. 

Exhibit No. DescriDtion 

3(a) Restated CerHficate of lncorporatlon of Southem Union Company. (nled as Exhibit 3(a) to Southem 
Union's Transklon Report on Form IO-K for the year ended June 30.1Q04 and Incorporated herein by 
reference.) 
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Exhibit No. Description 

L 

4 0  

4 0  

400 

4 0  

L 

Southem Union Company Bylaws. as amended. (Filed as Exhibit 3(b) to Southem Union's Transition 
Report on Form 10-K for the year ended June 30, 1994 and incorporated herein by reference.) 

Specimen Common Stock Certificate. (Filed as Exhibit 4(a) to Southern Union's Annual Report on Form 
10-K for the year ended December 31, 1989 and incorporated herein by reference.) 

Indenture between Chase Manhattan Bank, N.A., as trustee. and Southern Union Company dated 
January 31, 1994. (Filed as Exhibit 4.1 to Southern Union's Current Report on Form 8-K dated 
February 15. 1994 and incorporated herein by reference.) 

Officers' Certificate dated January 31, 1994 setting forth the terms of the 7.60% Senior Debt Securities 
due 2024. (Filed as Exhibit 4.2 to Southern Union's Current Report on Form 8-K dated February 15. 
1994 and incorporated herein by reference.) 

Certificate of Trust of Southern Union Financing 1. (Filed as Exhibit 4-A to Southem Union's Registration 
Statement on Form S-3 (No. 33-58297) and incorporated herein by reference.) 

Certificate of Trust of Southern Union Financing II. (Filed as Exhibit 4-8 to Southem Union's 
Registration Statement on Form S-3 (No. 33-58297) and incorporated herein by reference.) 

Certificate of Trust of Southem Union Financing 111. (Filed as Exhibit 4-C to Southem Union's 
Registration Statement on Form S-3 (No. 33-58297) and incorporated herein by reference.) 

Form of Amended and Restated Declaration of T ~ s t  of Southern Union Financing 1. (Filed as Exhibit 
4-D to Southem Union's Registration Statement on Form 5-3 (No. 33-58297) and Incorporated herein 
by reference.) 

Form of Subordinated Debt Securities indenture among Southern Union Company and The Chase 
Manhattan Bank N. A,. as TNstee. (Filed as Exhibit 4 4  to Southern Union's Registration Statement 
on Form S-3 (No. 33-58297) and incorporated herein by refemce.) 

Form of Supplemental indenture to Subordinated Debt Securities indenture with resped to the 
Subordinated Debt SecuriUes issued in connection with the Southern Union Financing I Preferred 
Securities. (Filed as Exhibit 4-H to Southern Union's Registration Statement on Form S 3  (No. 33- 
58297) and incorporated herein by reference.) 

Form of Southern Union Financing I Preferred Security (Included In 4@) above.) (Filed as Exhibit 4-1 
to Southern Union's Registration Statement on Form 5 3  (No. 33-58297) and incorporated herein by 
reference.) 

Form of Subordinated Debt Searrity (Included in 4 0  above.) (Fled as Exhiblt 44 to Southern Union's 
Registration Statement on Form 6-3 (No. 93-58297) and incorporated herein by ruference.) 

Form of Guarantee with respect to Southem Union Finandng I Preferred Securities. (Filed as Exhibit 
4-K to Southern Union's Registration Statement on Form 5-3 (No. 33-58297) and incorporated herein 
by reference.) 

The Company is a party to other debt instruments. none of which authorizes the issuance of debt 
securities In an amount which exceeds 10% of the total assets of the Company. The Company hereby 
agrees to furnish a copy of any of these InstNrnents to the CornrniJJion upon request. 

Revolving Credit Agreement (Long-Term Credit Facility) between Southern Union Company and the 
Banks named therein dated November I O ,  1998. (Filed as Exhibit IO@) to Southern Union's Quarterly 
Report on Form 104 for the quarter ended December 31,1998 and incorporated herein by reference.) 
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Exhibit No. Description 

13 

21 

23 

24 

27 

Revolving Credit Agreement (Short-Term Credit Facility) between Southem Union Company and the 
Banks named therein dated November I O .  1998. (Filed as Exhibit 1O(b) to Southern Union's Quarterly 
Report on Form 10-Q for the quarter ended December 31,1998 and incorporated herein by reference.) 

Southern Union Company 1982 Incentive Stock Option Plan and form of related Stock Option Agree- 
ment. (Filed as Exhibits 4.1 and 4.2 to Form s-8, File NO. 2-79612 and incorporated herein by 
reference.)(') 

Form of Indemnification Agreement between Southern Union Company and each of the Directors of 
Southem Union Company. (Filed as Exhibit lO(i) to Southem Union's Annual Report on Form 10-K for 
the year ended December 31, 1986 and incorporated herein by reference.) 

Southem Union Company 1992 Long-Term Stock Incentive Plan, As Amended. (Filed as Exhibit lO(I) 
to Southern Union's Annual Report on Form IO-K for the year ended June 30, 1998 and incorporated 
herein by reference.)(') 

Southern Union Company Directoh Deferred Compensation Plan. (Filed as Exhibit lO(g) to Southem 
Union's Annual Report on Form 10-K for the year ended December 31,1993 and incorporated herein 
by reference.)(? 

Southem Union Company Amended Supplemental Deferred Compensation Plan with Amendments. 
(Filed as Exhibit 4 to Southem Union's Form S-8 filed March 27, l9Q9 and incorporated herein by 
reference.)(.) 

Form of warrant granted to Fleischman and Walsh L.L.P. (Filed as Exhibit I O @  to Southem Union's 
Transition Report on Form 10-K forthe year ended June 30.1994 and incorporated herein by reference.) 

Renewal Promissory Note Agreement between Peter ti. Keiley and Southem Union Company dated 
May 31,1995. (Filed as Exhibit 1 0 0  to Southem Union's Annual Report on Form 10-K for the year 
ended June 30 , lQQS and incorporated herein by reference.) 

PorUons of Company's Annual Report to Stockholders. 

Subsidiaries of the Company. 

Consent of Independent Accountants. 

Power of Attorney. 

Financial Data Schedule. 

0 Indicates a Management Compensation Pian. 

(b) Reoottt on Form 8%. Soulhem Union's Current Report on Form B K  dated June 15,l Q9Q announdng the 
definitive metger agreement with Pennsylvania Enterprises, Inc. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Southem Union has duly 
caused this report to be signed by the undersigned, thereunto duly authorized, on September i o ,  1999. 

SOUTHERN UNION COMPANY 

By PETER H. KELLEY 
Peter H. Kelley 
President and Chief Operating Officer 

Punuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following 
persons on behalf of Southem Union and in the capacities indicated as of September I O .  1999. 

SionaturelName 

GEORGE L. LINDEMANN' 

JOHN E. BRENNAN' 

FRANK W. DENIUS* 

AARON I. FLEISCHMAN. 

KURTA. GITTER. M.D.' 

PETER H. KELLEY 
Peter H. Keliey 

ADAM M. LINDEMANN' 

ROGER J. PEARSON' 

GEORGE ROUNTREE. 111. 

DAN K. WASSONG. 

PONAl D J. ENDRES 
Ronald J. Endres 

PAVlD J. KVAPIL 
DavM J. Kvapil 

c 

Wy PETER H. KELLEY 
Peter H. Kelley 
Attorney-In-fad 

Chairman of the Board, Chief Executive Officer 
and Director 

Diredor 

Diredor 

Director 

Diredor 

Director 

Diredor 

Director 

Dlredor 

Director 

Executive Vice President and Chief Finendal Officer 

Senior Vice President and Corporate Controller 
(Principal Accounting Officer) 
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EXHIBIT 13 

PORTIONS OF COMPANY’S ANNUAL REPORT TO STOCKHOLDERS 



PORTIONS OF COMPANY’S ANNUAL REPORT TO STOCKHOLDERS Exhibit 13 

Management‘s Discussion and Analysis of Results of Operations and Financial Condition 

Overview Southem Union Company’s core business is the distribution of natural gas as a public utility through three 
divisions: Southem Union Gas, Missouri Gas Energy and Atlantic Utilities doing business as South Florida Natural 
Gas (SFNG). Southem Union Gas selves 513,000 customen in Texas (including the cities of Austin. Bmwnsville. 
El Paso. Galveston. Hadingen, McAllen and Port Arthur). Missouri Gas Energy selves 484,000 customers in central 
and westem Missouri (including the cities of Kansas City. St. Joseph, Joplin and Monett) and SFNG, acquired as of 
December 31,1997, serves 4,400 customers in portions of central Florida (including the citiesof NewSmyma Beach, 
Edgewater and areas of Volusia County, Florida). 

The Company also operates natural gas pipeline systems. markets natural gas to end-users, distributes propane and 
holds investments in real estate and other assets. To achieve profnability and continued gmwth. the Company 
continuesto emphasize gassales in nontraditional markets, operating emciencies of existing systems, and expansion 
through selective acquisitions of new systems. 

Results of Operations 

Net Eambgs Southem Union Company’s 1999 (fiscal year ended June 30) net earnings were $10,445,000 (5.32 
per common share, diluted for outstanding options and warrants - hereafter referred to as per share), compared with 
$12,229,000 (5.39 per share) in 1998. The decrease was primarily due to the extremely warm winter of 1998/1999. 
which was experienced in all of the Company’s service tenitories. Weather In the Southem Union Gas service 
tenitodes during I999 was 25% wamer than I998 while gas sales volumes in the wmsponding period decreased 
13%. Weather In the Missouri service territories during 1999 was 6% warmer than 1998 while gas sales volumes 
In the corresponding period decreased 10%. A 513.300,OW annual rate Increase, lo  be eamed volumetrically, was 
granted by the MPSC to M i l u r i  Gas Energy effective as of September2. 1998. As a m u l t  ofthe volumetric nature 
of revenues and unusually warm weather, net earnings were only mafginally impacted by the rate Increase. The 
decreaseinneteamingsfor1999lsalsoattributedtot3.839.a00ofpre-taxcoslr.srodatedwithvariousacquisition 
effocts. Impacting per share earnings by $07. Average common and common sham equivalents outstanding 
Iflaeased 3.296 in I999 due to the issuance of 755.650 praJplit and pre6todc dividend shams of the Company’s 
common stock on December 31, 1997 In connection with the acquWUon of Atlantic UtllMes Corporation and 
Subsidiaries (AtlanUc). The Company earned 3.5% on average common equity In 1999. 

- 

I 

L The Company’s 1998 net eamingswere $12,229,000 (5.39 per share), compared wiul$19,032,0W (S.62 per share) 
in 1997. The decrease was primarily due lo  the pre-tax Write-off of previously recorded mguiatory assets as ordered 
by the Missouri Public Selvlce Commission (MPSC). On August 18,1998, the Missouri Court of Appeals denied the 
previously disclosed appeal by the Company of the MPSC’s January 1997 mte otder~ranted lo Missouri Gas Energy. 
Because of thls dedslon. the Company recorded a onetime non-cash write-off of $5.942,OOO of deferfad eoslJ 
recorded dnce 1994. On August 21,1998. the MPSC also granted Missouri Gas Emgy a rate Increase which. 
among other things. disallowed certain previously nrcorded deferred cosls requiring an additional pre-tax n o w h  
write-off of t2,221.000. SlgnMcanUy warmer weather in the winter of 1997/1998. espedally In Missouri. also 
contributed to the deaease In earnings. despite an 58,847,000 annual Increase to Missouri Gas Enemy revenues 
granted by the MPSC effective February 1,1997. Weather in the Missouri service territories during 1998 was 14% 
warmer than 1997 while gas sales volumes in the mmsponding period decreased 9%. Average common and 
common share equlvalenb outstanding Increased 2.5% in 1998 due to the previously discussed Issuance of the 
Company’s common stock on December 31. 1997 In connection with the acqulsitlon of Atlantic. The Company 
earned 4.3% and 7.4% on average common equity In 1998 and 1997, respectively. 

- 

- 

- 

Operatrng Revenues Operating revenues In I999 decreased $64,073,000, or 10%. to t605.231,OOO. while gas 
purchase costs decreased $63,279.000. or IS%, to $342,301,000. 

Operating revenues and gas purchase costs in I999 were affected by both a reduction In gas sales volumes and 
decreases In the cost of gas. Gbf sales volumes decreased 9% In 1999 to 105.156 MMd due to the significantly 
warmer winter weather In the Missouri and Texas service territories. Gas sales volumes were also impacted by a 
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reduction in average usage per customer throughout the Company's service territories as a result of more energy 
efficient housing and appliances. The average cost Of gas decreased $.26 to $3.23 per Mcf in 1999 due to decreases 
in average spot market gas prices throughout the Company's distribution system as a result of seasonal impacts on 
demands for natural gas and the ensuing competitive pricing within the industly. The average spot market price of 
natural gas decreased 16% to $1.88 per million British theimal units (MMBtu) in 1999. Additionally impacting 
operating revenues in 1999 was a $2,852,000 decrease in gross receipt taxes due to the mild weather in 1999. Gross 
receipt taxes are levied on sales revenues billed to the Customers and remitted to the various taxing authorities. 
Operating revenues in 1999 compared with 1998 were alSO impacted by a $1,200,000 decrease in revenues under 
a gas supply incentive plan approved by the MPSC in July, 1996. Under the plan, Southem Union and its Missouri 
customers share in certain savings below benchmark levels of gas costs incurred as a result of the Company's gas 
procurement activities. Operating revenues were favorably impacted by the $13,300,000 annual increase to 
revenues granted to Missouri Gas Energy, effective as of September 2, 1998. However, as previously stated, the 
impact from this rate increase was marginal as it is earned volumetrically. 

Gas purchase costs generally do not directly affect earnings since these costs are generally passed on to customers 
pursuant to purchase gas adjustment (PGA) clauses. Accordingly. while changes in the cost of gas may cause the 
Company's operating revenues to fluctuate, net operating margin is generally not affected by increases or decreases 
in the cost of gas. Increases in gas purchase costs indirectly affect earnings as the customeh bill increases, usually 
resulting in increased bad debt and collection costs being recorded by the Company. 

Gas transportation volumes in 1999 decreased 3,461 MMcf to 55,692 MMcf at an average transportation rate per 
Mcf of $.36 compared with f.33 in 1998. Transportation Volumes increased from 30,165 MMcf to 31,774 MMcf in 
I999 for Missouri Gas Energy and decreased from 28,988 MMcf to 23,918 MMcf in I999 for Southem Union Gas 
and the Company's pipeline subsidiaries. This decrease was mainly caused by a 45% decrease, or5,190 MMcf, in 
the amount of volumes transported into Mexico by Noltefio Pipeline Company (Nortefio), a subsidiary of the 
Company. 

Operatingrevenuesini998comparedwith 1007decreased$47,727.000, or7%,to5669,304.000whilegaspurchase 
costs decreased $43,608,000. or IO%, to $405.580,000. 

Operating revenues and gas purchase costs in 1998 were affeded by both a redudion in gas sales volumes and 
decreasesinthewstofgas. GassaIesvolumesdecreased6% In 1998 comparedwith 1997to115,261 MMddue 
to the warmer wintar weather in the Missouri servlce territories. Gas sales volumes were also impacted by a 
redudion in average usage per customer throughout the Company's service territories as a result of more energy 
efficient housing and appliances. The average cost of gas decreased 5.1 8 to 53.49 per Mcfin 1998 due to decreases 
In average spot market gas prices throughout the Company's distribution system as a result of seasonal Impacts on 
demands for natural gas and the ensulng compeWve plidng within the industry. The average spot market price of 
natural gas decreased 3% to $2.24 per MMBtu In 1898. Additionally lmpacUng operatlng revenues in 1898 was a 
$4,616,000 decrease In gross receipt taxes. a $2,104,OOO decrease in gas transportation revenues at Missouri Gas 
Energy, and decreased revenues of t500,OOO underthe previously discussed gas supply incentive plan. Operating 
revenues were favcinbly Impacted by an $6.847.000 annual increase to revenues granted by the MPSC effective 

Gas transportation volumes in 1998 decreased 3.380 MMd to 59.153 MMcf at an average transpoltation rate per 
M d  of 5.33 compared with 5.34 in 1997. Transpoltation volumes increased fmm 29,638 MMcf to 30,165 MMcf in 
1998 for Missouri Gas Energy and decreased from 32.895 MMcf to 28,988 MMd In 1998 for Southem Union Gas 
and the Company's pipeline subsidiaries. This decrease was mainly caused by a 32% decrease. or 5.531 MMcf. In 
the amount of volumes transported into Mexico by Nortetio. 

In I999 and 1998. the gas distribution operations In Texas contributed 29% and 32%. respectively. of the Company's 
consolidated Operating revenues. In 1999 and 1998, the gas distribution operations In Missouri contributed 61% and 
59%, respectively, of the Company's consolidated operating revenues. Four suppliers provided 50% and 45% Of 
gas purchases in I999 and 1998. respedively. 

Net OperaunO MaWh Net operating margin In 1999 (operating revenues less gas purehase costs and revenue 
related taxes) Increased by $2.058,000, compared with an increase of $497.000. in 1998. Operating margins and 
earnings are primarlly dependent upon gas sales volumes. gas service rates and timlng of acquWUons. The level 
of gas sales volumes is sensitive to the variability of the weather. If normal weather had been present throwhout 

as Of  FebNary 1,1997. 



the Company's service territories in 1999 and 1998, net operating margin would have increased by approximately 
$20,334,000 and $8,443,000, respectively. Texas and Missouri accounted for 40% and 55%. respectively. of the 
Company's net operating margin in 1999 and 43% and 52%, respectively. in 1998. 

Weather Weather inthe Missouri Gas Energy service territories in 1999 was 85% of a 30-year measure, 636 warmer 
than in 1998. Weather in the Southem Union Gas service territories in 1999 was 74% of a 30-year measure, 25% 
warmer than in 1998. Weather in Missouri in 1998 was 90% of a 30-year measure, 14% warmerthan in 1997, while 
weather in Texas in I998 was 99% of a 30-year measure, 8% colder than in 1997. 

Customers The average number of customers served in 1999, I998 and I997 was 996,476,979,186 and 955,838, 
respectively. These customer totals exclude Southem Union's 43% equity ownership in a natural gas distribution 
company in Piedras Negras. Mexico which currentlyserves 19,500 customers. Southem Union Gasserved 507,517 
customers in Texas during 1999. Missouri Gas Energy served 475.826 customers in central and westem Missouri 
during 1999. SFNG and Atlantic Gas Corporation, a propane subsidiary of the Company, served 4,160 and 953 
customers, respectively, during 1999. SUPm Energy Company (SUPro), a subsidiary of the Company, served 9.785 
propane customers during 1999. 

OperaUng Expenses Operating, maintenance and general expenses in 1999 increased $2,166,000, or 2%, to 
$109,693,000. The increase is a result of increased expenses associated with various claims and litigation and 
increases in employee benefit costs. 

Depreciation and amortization expense in 1999 increased $3,416,000 to 541,855.000 as a result of including certain 
costs into rate base that were previously deferred as provided in the Missouri Gas Energy revenue increase effective 
as of September 2. 1998 and normal growth in plant. Taxes other than on income and revenues, principally 
consisting of property, payroll and state franchise taxes increased $296.000 to $14,501,000 In 1999. The increase 
was primarily due to increases in property taxes resulting from the inclusion of certain plant assets pursuant to the 
Missouri Gas Energy Safety Program that were previously deferred prior to the September 2,1998 revenue increase 
in Missouri. ' 

Operating, maintenance and general expenses in 1998 decreased $2,361 ,000, or 29b. to $107,527,000. included 
in this decrease was $5,837,000 in reduced bad debt expense due to a redudion In delinquent Customer accounts 
in 1898 compared with 1997. The significant Increase in natural gas prices during 1097 caused many oustomen to 
mceive considerably highex heating Mils. Partially offseMng thls factor was an Increase In mserves for litigation 
daims and settlements in 1898 compared with 1997. 

Depreciation and amorllration expense in 1998 increased $3,810.000 to $38.439.OW as a result of including certain 
costs into rate base that were prsviously defen-ed as provided in the Missouri Gas Energy ravenue increase effective 
as of February 1,1997 and normal growvl in piant. Taxes otherthan on income and revenues increased $2,051 ,OW 
to $14,205.000 in 1 998. The increase was primarily due to ifcreases in property taxes resulting from the indusion 
of cettain plant assets pumant to the Missouri Gas Energy Safety Program that were deferred prior to the 
February 1,1997 rwenue Increase In Missouri. 

€mprovaeS The Company employed 1,554, 1,594 and 1,595 Individuals as of June 30,1999. 1998, and 1997, 
respedively. ARergaspumhasesand taxes. employee costs and related benefits are the Company's most significant 
expense. Such expe.nse indudes salaries, payroll and mlated taxes and employee benetns such as health, savings, 
retirementandeducaUonaiaJslstance. in DecemberI998,theCompanyagreed to newfive-yearcontraclswitheach 
bargaining-unlt representing Missouri employees. which were effective in May 1999. 

lnterestEwperueandDMdendsonPreferredSecuritles Total interest expensein 1999lnmased byS1.115,OOO. 
or 3%. to $35.999.000. Interest expense on long-term debt and capltal leases inueased by $752,000 in 1999 
primarily due to an increase of $14,984.000 In the average capital lease obligation outstanding assodated with the 
Instailation of an Automated Meter Reading (AMR) system at Missouri Gas Energy. The installation of the AMR 
system was completed during the flrst quarter of fiscal year 1999. 

interest expense on short-term debt in 1999 decreased $849,000 to $1.550.000 due to the average short-term debt 
Outstanding during 1999 decreasing $1 1,631,000 to $27.474.000. The average fate of interest on short-term debt 
also decreased from 6.1% in 1998 to 5.6% in 1999. interest expense Incurred on PGA liabilities increased $850.000 
during 1999 due to lower than anticipated gas supply costs. 
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Total interest expense in 1998 increased by $1,419.000,0r4%. to $34,864,000. Interest expense on long-term debt 
and capital leases increased by $577,000 in 1998 primarily due to Missouri Gas Energy's capital lease obligation of 
$22,151,000 incurred in 1998 for the installation of the AMR system. 

Interest expense on short-term debt in 1998 increased $566.000 to $2,399,000, due to the average short-term debt 
outstanding during I998 increasing $9,333,000 to $39.1 05,000. The average rate of interest on short-term debt was 
6.1% in both 1998 and 1997. 

Wdte-Off of Regulatory Assets During 1998, the Company was impacted by pre-tax non-cash write-offs totaling 
$8,163,000 of previously recorded regulatory assets. PUrSUant to a 1989 MPSC Order, Missouri Gas Energy is 
engaged in a major gas safety program. in connection with this program, the MPSC issued an accounting authority 
order in 1994 which authorized Missouri Gas Energy to defer carrying costs at a rate of 10.54%. The MPSC rate 
order of January 22.1997, however, retroactively reduced the 10.54% cawing cost rate used since early 1994 to 
an Allowance for Funds Used During Construction (AFUDC) rate of approximately6%. The Company filed an appeal 
of this portion of the rate order in the Missouri State Court of Appeals, Westem District, and on August 18,1998 was 
notified that the appeal was denied. This resulted in a one-time non-cash Write-off of $5,942,000 by the Company 
of previously deferred costs in its fiscal year ended June 30,1998. See Commitments and Contingencies in the 
Notes to Consolidated Financial Statements. 

On August 21,1998. Missouri Gas Energy was notified by the MPSC of its decision to grant a $13,3W,OOO annual 
increase to revenue effective on September 2,1998, which is primarily earned volumetrically. The MPSC rate order 
reflected a 10.93% retum on common equity. The rate order. however, disallowed certain previously recorded 
deferred costs associated with the rate filing, requiring a non-cash write-off of $2,221,000. Though the Company has 
requested a rehearing on significant portions of these disallowances, the Company recorded this charge to earnings 
in its fiscal year ended June 30,1998. 

Otherlncorne (Gcpense), Net Other expense, net, in I999 was $1,814.000. compared to other income. net. of 
$4.073.000 in 1998. Other expense in 1999 included 53,839,000 of costs associated with various acquisiiion efforts 
and a net expense of $619,000 related to the amoltiration and current deferral of interest and other expenses 
assodated with the Missouri Gas Energy Safety Program. This was partially offset by net rental income of Lavaca 
Realty Company (Lavaca Realty), the Company's real estate subsidiary, of S1.448.M)o and equity earnings of 
)s09,000 from Southern Union's 43% equity ownership of a natural gas distribution company In Piedras Negras. 
Mexico. 

Other income in 1998 Included $1 .671.000 in deferral of interest and other expenses assodated with the Missouri 
Gas Energy Safety Program; realized gains on the sale of investment securities of $1.088.000; and net rental income 
of Lavaca Realty of $1 .I 19,000. This was partially 0ffse-I by $885,000 of costs associated with various acquisition 
efforts. 

Other income in 1097 included 53,729,000 In deferral of interest and other expenses assodated with the Missouri 
Gas Enemy Safety Program; realized gains on the sale of investment securities of $2.545.o00; and net rental Income 
of Lpvaca Realty of $1 ,328,000. This was partially 0ffse-I by the payment of $2,125,000 forthe settlement with the 
Mlssouri office of Public Counsel (OPC) and the MPSC for certain blliing errors pcimarily from the 1 WI 997 winter 
heating season: costf of $1,750,000 assodated with various acquUtlon efforts; and a $257,000 donation of 
emissions analysis equipment and software to a Texas university. 

FederalendStatelncomeTams Federal and state income taxexpense in 1999,1998. and 1997was $7,109,000, 
$7.984.000 and $12,373,000, respedively. The decrease in income taxes during I999 and 1998 was due to the 
decrease in pre-tax income. previously discussed. 

Liquidity and Capital Resources 

OpetaUng AeUvMes The seasonal nature of Southem Union's business results in a high level of cash flow needs 
to finance gas purchases. outstanding customer accounts receivable and certain tax payments. To provide these 
funds, asweil as funds f o r b  continuing consbudion and malntenanw programs. the Company has historically used 
its credit facilities along with internallygenerated funds. Because of available short-term credit and the ability to 
obtain various market financing, management believes it has adequate finandai flexibility to meet Its cash needs. 



I 

The Company's strategic plan is to increase the Scale Of its operations and the Size of its Customer base by pursuing 
and consummating future business combination transactions. The Company has entered into a merger agreement 
with Pennsylvania Enterprises, Inc. (PEI). See 'Other Matters - Merger Agreement with Pennsylvania Enterprises, 
Inc." Acquisitions may require substantial financial expenditures that will need lo be financed through cash flow from 
operations or future debt and equity offerings. The availability and terms of any such financing sources will depend 
upon various factors and cbnditions such as the Company's combined cash flow and earnings, the Company's 
resulting capital structure, and conditions in financial markets at the time of such offerings. Acquisitions and 
financings will also affect the Company's combined results due to factors such as the Company's abilly to realize 
any anticipated benefits from the PEI merger and any other acquisitions, successful integration of new and different 
operations and businesses, and effects of different regional economic and weather conditions. Future acquisitions 
may involve the issuance of shares of the Company's common stock, which could have a dilutive effed on the then- 
current stockholders of the Company. See 'Other Matters - Cautionary Statement Regarding Forward-Looking 
Information. " 

Despite the abnormally warm weather, cash flow from operating activities in 1999 increased by $6,596,000 IO 
$76,653,000, and increased by $20,263,000 to 568,257,000 in 1998. Operating activities were impacted by a 
reduction in net earnings in 1999 and 1998. the non-cash write-off of previously recorded regulatory assets in 1998 
discussed above, increased accounts receivable balances in 1997 due to increases in delinquent cukomeraccounts 
discussed above, the timing of natural gas stored in inventory at Missouri Gas Energy and general changes in other 
operating accounts. 

At June 30, 1999, 1998 and 1997, theCompany's primary source of liquidity included bonowings available under 
the Company's credit facilities. A balance of $21,000,000 and S1.600,OOO was outstanding under the credit facilities 
at June 30,1999 and 1998, respedively. A balance of $17,900,000 was outstanding under the facilities at July 31, 
1999. 

lnvacting ActivfUeJ Cash flow used In investing activities in 1999 increased by $15,575,000 to $81,209,000. and 
increased by $1 I ,818,000 to $85.634.000 in 1998. Investing activity cash flow was primarily affected by additions 
to property. plant and equipment. acquisition of operations and sales and purchases of Investment securities. 

During 1999.1996 and 1997,theCompany eXpended$73.147.O00. $77,016,000 and 564.483.000. respectively. for 
capltat expendituresexdudinOacquIsitions. TheJe~nditurerpdmarllyrelatedtodisMbutlonrystsm replacement 
and expansion. Included In these capital expenditures were $17.951.OOO.$21,125,OOO and $20.972.000 for the 
M i u r i  Gas Enefgy Safety Program in 1899,1998 and 1997. respedively. Cash flow from operations has 
historically been utilked to finance capital expndiitures and Is expected to be the primary sourn for future capital 
expenditures. 

On December 31.1897, Southem Union acquired Atlantic for 755.650 pt'e-split and preslodc dividend shares of 
common stock and $4,438,000 of cash. On the date of acquldtion, Atlantic had $11.883,000 of cash and cash 
equivalents. 

During 1 999, the Company purchased inveJtmant securities of $7,000,000. During 1998, the Company purchased 
investment securities of S5.000,OOO and had proceeds from the sale of Investment securities of $8.531 ,000. During 
1997. the Company purchased $5.383.000 In Investment securities and had proweds from the sale of Investment 
securities of $1 3.327.000. As of June 30,1999. the investment securities are accounted for underthe cost method. 

The Company completed the InstailaUon of an AMR system at Missouri Gas Enemy during the fimt quarter of fscal 
year 1999. The installation of the AMR system Involved an Investment of approximately $30.000,000 which is 
accounted for as a capltal lease obligation. As of June 30. 1999, the capital lease obligation outstanding was 

Flnanclng ActMUeJ Cash flow from financing activities was $4,356,000 In 1999. Cash flow used in finandng 
activities was $2,823,000 in 1998, while cash flow from financing activities was $3,134.000 In 1987. Flnancing 
adivity cash flow changes were primarily due to repayment of debt, net bornwings under the revolving credit 
fadliles and changes In cash OverdrafIs. As a result of these flnandng lransadions. the Company's total debt to 
tatal capital ratio at June 30, 1999 was 49.0%. compared with 50.6% and 5 1 2 4  at June 30. 1998 and 1997, 
respedively. The Company's effectivedebt cost rate underthe cumntdebtstrudure 1~7.7% (which lndudeslnterest 
and the amoNration of debt Issuance costs and redemption premiums on refinanced debt). 

$26,894,000. 
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Southem Union Financing I, a consolidated wholly-owned subsidiary of Southem Union, issued $100,000,000 of 
Preferred Securities in May 1995. The issuance of the Preferred Securities was part of a $300,000.000 shelf 
registration filed with the Securities and Exchange Commission on March 29, 1995. southem Union may sell a 
combination of preferred securities of financing trusts and senior and subordinated debt seculities of Southem Union 
of up to $196,907,200 (the remaining shelf) from time to time, at prices determined at the time of any offering. 

In June 1999, the Company repurchased $20,000,000 of Senior Notes. Depending upon market conditions and 
available cash balances, the Company may repurchase additional Senior Notes in the future. See Preferred 
Securities of Subsidiary Trust and Debt and Capital Lease in the Notes to the Consolidated Financial Statements. 

The Company has availability under two revolving credit facilities (Revolving Credit Facilities) underwritten by a 
syndicate of banks. Of the Revolving Credit Facilities, $40.000.000 is available under a short-term facility which 
expires June 29, 2000, while $60,000,000 is available under a long-term facility which expires June 30, 2002. The 
Company has additional availability under uncommitted line of credt facilities (Uncommitted Facilities) with various 
banks. Covenants under the Revolving Credit Facilities allow for up to $35,000,000 of borrowings under 
Uncommitted Facilities at any one time. Borrowings under the facilities are available for Southem Union’s working 
capital, letter of credit requirements and other general corporate purposes. The Revolving Credit Facility is subject 
to a commitment fee based on the rating of the Senior Notes. As of June 30, 1999, the commitment fee was an 
annualized .15% on the unused balance. The interest rate on borrowings on the Revolving Credit Facility is 
calculated based on a formula using the LIEOR or prime interest rates. 

The Company had standby letters of credit outstanding of $1,622,000 at June 30,1999 and $2,947,000 at June 30, 
1998, which guarantee payment of various insurance premiums and state taxes. 

Quantitative and Qualitative Disclosures About Market Risk 

The Company has long-term deM. Preferred Securities and Revolving Credit Facilities. which subjed the Company 
to the risk of loss associated with movements in market Interest rates. 

- At June 30, 1990, the Company had issued fwed-rate long-term debt and Preferred Securities eggmating 
t488,103,000 In prindpal amount and having a fair value of $442,885,000. These instruments are Rxed-rate and, 
therefom. do not e x p a  the Company to the risk of earnings (oss due to rhan~es in market interest rates. However. 
the fair value of thew illJtrument.5 would increase by 8ppximate.iy $22,632,000 if interest and dividend ratawere 
to decline by 10% fmm their levels at June 30, 1000. In general. such an increw in fair value would lmpad 
eamlngs and cash flows only If the Company were to reacquire all or a porUon of these instruments In the open 
market prior to their maturity. 

The Company’s floatingrate obligations aggregated S2l.oM.oM) at June 30, I990 and primarily consisted of 
amounts borrowed under Revolving Credii Fadlltles of the Company. These floatingrate obligations expose the 
Company to the risk of Increased interest expense in the event of increases in short-term interest rates. If the floating 
rates were to increase by 10% horn June 30, 1099 levels. the Company’s consolidated Interest expense would 
increase by a total of appmximateiy $14,000 each month in which such increase continued. 

The risk d an economic loss Is mitigated at this time as a result of the Company’s regulated status. Any unmaiized 
gains or losses are accounted for In accordance with the flnandal Accounting Standards Board Aooounthg forthe 
W e d s  of C e M  Tvpes of Regulation as a regulatory asseVliaMiity because the Company believes that its future 
contributions which are currently recovered through the rate-making p r o w s  Mil be adjusted for these gains and 
losses. 

The change in exposure to loss in eamlngs and cash flow related to Interest rate risk from June 30,1998 to June 30. 
1999 Is not material to the Company. 

- 

- 

- 

- 

- 

See R w m d  Secuffties of Subsidiary TNS~ and Debt and Capital Lease in the Notes to the Consolldated Financial 
Statements. 



Other Matters 

Merger Agreement with Pennsyivania EnteIpriSeS, hc. On June 7, 1999, Southem Union and Pennsylvania 
Enterprises, Inc. announced a definitive merger agreement. The agreement calls for PEI lo merge into Southern 
Union in a transaction valued at approximately $500 million, including assumption of debt. If approved, each PEI 
shareholder will receive Southem Union common stock having a value of $32.00. plus $3.00 in cash, subject to 
adjustment. PEI is a multifaceted energy company headquartered in Wilkes-Barre, Pennsylvania with natural gas 
distribution being its primary business. PEl's principal subsidiary, PG Energy, togetherwith Honesdale Gas Company 
serve more than 152,000 gas customers in northeastern and central Pennsylvania. In addition, PEI markets 
electricity to more than 20,000 customers through PG Energy Power Plus. Southern Union anticipates having 
shareholder and all regulatory approvals for this merger in the second quarter of the Company's fiscal year 2000. 

The amount of Southern Union common stock to be issued in connection with the PEI merger and cash to be paid 
to PEl's stockholders may vary as a result of fluctuations in the price of the Company's common stock. Management 
anticipates that substantially all of the cash portion of the merger consideration to be paid lo PEl's stockholders under 
the merger agreement and other merger-related costs (approximately $35 to $55 million) will be financed through 
external sources. In addition. the Company anticipates refinancing substantially all of the current portion of 
outstanding long-term debt of PEI and its subsidiaries, and the preferred stock of a PEI subsidiary in connection with 
or soon after completion of the PEI merger. Sources of financing may include commercial and Investment banks, 
institutional lenders and investors. and the public securities markets. Management believes that the Company will 
have access to many sources and types of short-term and long-term capital financing; however, the terms of such 
financing or refinancing arrangements may contain covenantsthat could adversely affect the financial condition and 

Propane Operations SUPro and Atlantic Gas Corporation currently serve 11,000 and 1,100 customers, 
respectively. These propane operations sold 7,293,000 and 5,758,000 gallons of propane during 1999 and 1998, 
respedlvely. 

- 
- flexibility of the Company. 

- 
Foreign Operations On July 23. 1997. Energfa Ejtrella del Sur. S. A. de C. V., a wholly-owned wbsldlary of 
Southern Union Energy International, Inc. and Southem Union Intematlonal Investments, Inc.. both wbsldlafles of 

i the Company, acquired an equity ownenhip In a natural gas dMbuUon company and other operations whlch 
wmntly serves 18.500 customers in Pledras Negras. Medco. which is aaussthe borderftum the Company's Eagle 
Pass. Texas rervlce am.  Soulhem Unlon Wmntly has a 43% equity ownership In this company. On september8, 
1997. Soullwn Transmlssion Company, another subsidiary of the Company, purchased a 4SmIle Intrastate plpellne 
for $305.000 which awments the Company's gas supply to the city of Eagle Pass and, subject to newssary 
regulatory approvals. ultimately Pledras Negras. Financial results of these foreign operations did not have a 
slgnfflcant Impact on the Company's financial results during 1999 and 1988. 

Stock Splits andDMdends On August 6,1999 and December 9, 1898, Southem Union distributed Its annual 5% 
common stock dividend to stockholders of record on July 23.1999 and November 23,1898. A ponion of each of 
these 5% stock M e n d s  was characterized as a dlstributlon of capital due to the level of the Company's retained 
earnings available for disttlbutlon as of the declaration date. Additionally, Southem Union distributed an annual 5% 
common stock dividend on December 10.1QQ7. On July 13,1998. a three-for-two stock split was distributed In the 
form of a 509c stock dividend. Unless othemise stated, all per share data induded herein and in the accompanying 
Consolidated flnandal Statements and Notes thereto have been restated to ghre effect to the stock split and stock 
dividends. 

Contingencies The Company assumed responsibility for certain environmental matters in connection with the 
acquisition of MisJourl Gas Energy. Additlonally, the Company is Investigating the possibility that the Company or 
predecessor companies may have been assodated with Manufactured Gas Plant sites In other of its former service 
territories. prindpally in Arizona and New Mexico, and present service territories In Texas. 

On February 1, 1999. Southem Union submltted a proposal to the Board of Directors of Southwest Gas Corporation 
(Southwest) to acquire all of Southwest's outstanding common stock for $32.00 per share. Southwest then had a 
pending merger agreementwith ONEOK. Inc. (ONEOIQ at $28.50 pershare. On February22.1999, Southem Union 
and Southwest both pubildy announoad Southem Unlon's proposal, afler the Southwest Board of Dlredols 
determined that Southern Union's proposal was a Superior Proposal (as defined In the Southwest merger agreement 
with ONEOK). At that time Southern Union entered Into a Confldentlality and Standstill Agreement with Southwd 
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at Southwest's insistence. On April 25,1999, Southwest's Board of Diredon rejected Southern Union's $32.00 per 
share offer and accepted an amended offer of $30.00 per share from ONEOK. On April 27,1999, Southem Union 
increased its offer to $33.50 per share and agreed to pay interest which, together with dividends, would provide 
Southwest shareholders with a 8% annual rate of return on its $33.50 offer, commencing February 15. 2000, until 
closing. According to public statements by Southwest, Southern Union's revised proposal has also been rejected 
by Southwest's Board of Directors. 

There are four lawsuits pending that relate to activities surrounding Southem Union's efforts l o  acquire Southwest. 
In addition, there is before the U. S. Court of Appeals for the Tenth Circuit, an appeal by Southern Union of a 
preliminary injunction entered by the U.S. District Court for the Northem District of Oklahoma. Southem Union 
intends to vigorously pursue its claims against Southwest, ONEOK. and certain individual defendants, and vigorously 
defend itself against the claims by Southwest and ONEOK. See Commitments and Contingencies in the Notes to 
Consolidated Financial Statements for a discussion of these lawsuits. 

In August 1998. a jury in Edinburg, Texas concluded deliberations on the City of Edinburg's franchise fee lawsuit 
against PG&E Gas Transmission, Texas Corporation (formerly Valero Energy Corporation (Valero)) and a number 
of its subsidiaries, as well as former Valero subsidiary Rio Grande Valley Gas Company (RGV) and RGVs successor 
company, Southern Union Company. The case, based upon events that occurred between 1985-1987, centers on 
specific contractual language in the I985 franchise agreement between RGV and the City of Edinburg. Southern 
Union purchased RGV from Valero in October 1993. The jury awarded the plaintiff damages, against all defendants 
under several largely overlapping but mutually exclusive claims, totaling approximately$13,OOO.OOO. The trial judge 
,subsequently reduced the award to approximately $700,000 against Southern Union and $7,800,000 against Valero 
and Southern Union together. The Company is pursuing reversal on appeal. The Company believes it will ultimately 
prevait, and that the outcome of this matter will not have a material adverse impad on the Company's results of 
operations. finandal position or cash flows. Furthermore. the Company has not determined what impact, If any, this 
jury decision may have on other city franchises in Texas. 

On August 18; 1998. the Missouri State Court of Appeals. Westem District. denied the Company's appeal of the 
February I. 1997 rate order whloh retroactively reduced the carrying cost rate applied by the Company on 
expenditures incurred on the M i i u r i  Gas Energy Safety Pmgram. The Company believes that the Inconsistent 
treatment by the MPSC in subsequently changing to the Allowance for Funds Used During Construdion rate of 
approdmately 6% from the prevloudy ordered We of 10.54% constnuteS retroactive ratemaking. Unfortunately, the 
dedsion by the Missouri State Court of Appeals failed lo .ddre~s ceftnln spedflc language within .a 1894 MPSC 
accounting authority orderthat the Company believed prevented the MPSC from retroadhreiy changing the carrying 
cost rate., Southem Union sought a transfer of the case to the Missouri Supreme Court which was denied on 
November 24.1998. - 
Southem Union and its subsidiaries are parties to other legal proceedings that management considers to be normal 
actions to which an enterprise of its size and natura might be subject. and not to be material to the Company's overall 
business or financial condition, w i t s  of operations or cash flows. 

See commibnents and confiingendes In the'Notes to Consolidated Finandal Statements. 
- 

/nf/at/on The Company believes that inflation has caused and will continue to cause inawases in cettain operating 
expenses and has required and will continue to require assets to be replaced at higher costs. The Company 
continually reviews the adequacy of its gas service rates in relation to the inawasing COJt of provtding servlce and 
the inherent regulatory lag in adjusting those rates. 

Regulatory The majority of the Company's business activities are subjed to varlous regulatory authorities. The 
Company's financial condition and results of operations have been and will continue to be dependent uponthe receipt 
of adequate and timely adjustments in rates. Gas service rates. which consist of a monthly fixed charge and a gas 
usage charge, are established by regulatory authorities and are Intended to permit utilities the opportunity to recover 
operating, administrative and financing costs and to have the opportunity to earn a reasonable return on equity. The 
monthly fixed charge provides a base revenue stream while the usage &awe Increases the Company's revenues 
and earnings In colder weather when natural gas usage lnaeases. 

On September 18, 1997. the MPSC approved a global settlement among the Company, the OPC and MPSC to 
resolve complaints brought by the OPC and the MPSC staff regarding billing emrs during the 1995/1996 and 

- 

- 
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1996/1997 winter heating seasons, The settlement called for credits to gas bills by Missouri Gas Energy totaling 
$1,575,000 to those customers overbilled and a $550,000 contribution by Missouri Gas Energy to a social service 
organization for the express purpose of assisting needy Missouri Gas Energy customers in paying their gas bills. 
These balances were recorded as of June 30, 1997. 

In August 1997, the MPSC issued an order authorizing Missouri Gas Energy to begin making semi-annual PGAs in 
November and April, instead of more frequent adjustments as previously made. Additionally. the order authorized 
Missouri Gas Energy to establish an Experimental Price Stabilization Fund for purposes of procuring natural gas 
financial instruments to hedge a minimal portion of its gas purchase costs for the winter heating season. The cost 
of purchasing these financial instruments and any gains derived from such activities are passed on to the Missouri 
customers through the PGA. Accordingly, there is no earnings impact as a result of the use of these financial 
instruments. These procedures help stabilize the monthly heating bills for Missouri customers. The Company 
believes it bears minimal risk under the authorized transactions. 

The MPSC approved a three-year, experimental gas supply incentive plan for Missouri Gas Energy effective July I, 
1996. Underthe plan, the Company and MissouriGas Energy'scustomersshare in certain savings below benchmark 
levels of gas costs achieved as a result of the Company's gas procurement activities. Likewise, if natural gas is 
acquired above benchmark levels, both the Company and customers share in such costs. For the years ended 
June 30, 1999, I998 and 1997, the incentive plan achieved a reduction of overall gas costs of $8.900,000, 
$9,200,000 and $10,200,000, respectively, resulting in savings to Missouri customers of $4,000,000, $5,100,000and 
$5,600,000, respectively. The Company recorded revenues of $2,900,000, $4,100,000 and $4,600,000 in 1889, I998 
and 1997, respectively under this plan. Missouri Gas Energy is currently working with the MPSC to develop an 
alternate plan due to the July 1, 1999 expiration of the experimental gas supply incentive pian, however. there can 
be no assurance that this or any similar plan will be approved by the MPSC for Missouri Gas Energy. 

I On April 13,1998, Southem Union Gas filed a $2,228,000 request for a rate increase from the city of El Paso, a 
request the city subsequently denied. On April 21,1998. the city council of El Paso voted to reduce the Company's 
rates by S1,570,000 annually and to order a one-time cost of gas refund of 5475,000. On May 21,18Q8. southem 
Union Gas filed with the Railmad Commission of Texas (RRC) an appeal of the city of Ei Paso's adions to reduce 
the Company's rates and require a onetime cost of gas refund. On December 21.1888. UKI RRC issued its order 
Implementing an 5884.000 onetlme cost of gas refund and a 589,000 base rat0 redudion. The oost of gas refund 
was completed In February 1899. 

On August 21,1988, Missouri Gas Energy was notMed by the MPSC of its dedslon to grant a $13,300,000 rate 
increase which also disallowed certain previously recorded defelred costs. in which Missouri Gas Energy requested 
a rehearing on significant portions of these disallowances. On December 8.1988, the MPSC denled rehearing 
requests made by ail pacties other than Missouri Gas Energy and granted a portion of Missouri Gas Energy's 
rehearing request. The MPSC wilccOnduct fulther proceedings to take additional evidence on those matten for 
which ll granted Missouri Gas Energy a rehearing. If the MPSC adopts Missouri Gas Energy's pooitions on mheahg, 
then Missouri Gas Energy would be authorized an addilional $2.200.000 of base mvenues Increasing the 
513.300.000inRiailyauthocizedlnitsAuguJt21.1988orderto515,500,000. TheMPSCkdersmaybeurbjedto 
judicial review and although certaln partles may argue for a redudon In Mlssouri Gas Energyrs authodzed base 
revenue Increase on judicial review, Missouri Gas Energy expeds such arQuments to be unsuccessful. 

On January 22,1987, Missouri Gas Energy was notified by the MPSC of its dedslon to grant an $8,847,000 annual 
increase to revenue effedive as of February 1,1987. Southem Unlon Gas also received several annual cost of 
s e ~ i c e  adjustments In 1899.1 888 and I 897. See Utility Regulation and Rates and commimwnts and Conlkrgencies 
In the Notes to Consolidated Financial Statements. 

Pursuant to a 1889 MPSC order, Missouri Gas Energy Is engaged In a major gas safety program In its service 
tenitories. This program indudes replacement of company- and customerowned gas service and yard lines, the 
movement and resetting of meters, the replacement of cast iron mains and the replacement and cathodic protedion 
of bare steel mains. In recognilion of the significant capital expenditures associated with thls safety program, the 
MPSC pennits the defeml. and subsequent recovery thmugh rates, of depreciation expense, property taxes and 
assodated canylng costs. The continuation of the Missouri Gas Energy Safety Program will result In significant levels 
of future capital expenditures. The Company estlmates incurring capital expenditures of $14.372.000 In fiscal 2000 
related to thls maram which are exDeded to be financed through cash flow from owratlons. See ReWafbn - -  
and Rates a d  ~ m i t m e n t s  end dontlngendes in the Notes 6 Consolidated Financial Statements. - 
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The Company is continuing to pursue certain changes to rates and rate structures that are intended to reduce the 
sensitivity of earnings to weather including weather nonalization clauses and higher monthly fixed service charges. 
Southem Union Gas has weather nonalization clauses in the City of Austin, El Paso environs, Port Arthur, 
Galveston and in two other service areas in Texas. These clauses allow for the adjustments that help stabilize 
customers' monthly bills and the Company's earnings from the varying effects of weather. 

Year 2000 Similar to all business entities, the Company will be impacted by the inability of computer application 
software programstodistinguish betweentheyear1900 and2000 due to a commonly-used programming convention. 
Unless such programs are modified or replaced prior to 2000, calculations and interpretations based on date-based 
arithmetic or logical operations performed by such programs may be incorrect. 

Management's plan addressing the impact of the Year 2000 issue on the Company focuses on the following areas: 
application systems, process control systems (embedded chips), technology infrastructure, physical infrastructure. 
and third party business partners and suppliers with which the Company has significant relationships. Management's 
analysis and review of these areas is comprised primarily of five phases: developing an inventory of hardware, 
software and embedded chips; assessing the degree to which each area is currently Year 2000 ready; perloning 
renovations and repairs as needed to attain Year 2000 readiness; testing to ensure Year 2000 readiness; and 
developing a contingency plan if repair and renovation efforts are either unsuccessful or untimely. 

Management has completed the inventory. assessment and testing phases regarding application systems, process 
control systems and technology infrastructure, and is performing renovations and repairs In each of these categories. 
The Company's renovation and repair efforts are substantially complete. Validation and confirmation testing of 
affeded areas will continue thwugh calendar year 1999. The review of critical business partners. gas transporters 
and suppliers Is In the assessment stage and the Company will continue to confirm the readiness of these third 
parties through calendar year 1999. Costs incurred to date have primarily consisted of labor from the redeployment 
of existing information technology, legal and operational resources. The Company has incurred costs to date on this 
pcojedof approximateiy$2,OM).WO. The Company expectsto spend approximately sS.SOO.OOO fortheseYear2000 
readiness efforts. lnduded in this estimate are equipment leaslng expenses of approximately $1,500.000 that will 
be Incurred over the life of the equipment. Also lnduded In this estimate are costs associated with contingency 
planning. software licensing and consuiting expenses that will be incurred prior to the end of 1999. To the extent that 
such costs are incurred in Year 2000 readiness efforts. the Company will attempt recovery for wch OOJts through 
regulatory relief. 

During the pad several years the Company has rep(aced most of its financial and operating software pmgrams and 
Year 2OOO testing has established that these programs are now Year 2000 ready. These new pmgmms have 
significantly reducedthe coststhe Company expacts to lncurto become Year2000 ready. Additionally, the Company 
has developed a contingency plan In the event that supplier or internal operational failures do occur and that plan 
is being Implemented throughout the Company. The costs assodated with this effort am being evaluated and cannot 
yet be determined. Although the Company does not presently antldpate a material business Interruption as a result 
of the Year 2000. the worst case scenario If all of the Company's Year 2000 efforts failed. lndudlng the failure of third 
paw providers to deliver services. could resuit In daily lost revenues of approximately $3,200,000. This estimate 
Is based on historical revenues recognized In the months of January, Fekuary and March. 

Accounting Pmnouncements In June 1998, the Financial Accounting Standards Board Issued Am- tbf 
Detivathn, lnsbwnents and Hsd%&~g AdM(ies. as amended, is required to be adopted by the Company on July 1, 
2000. The Statement permits early adoption as of the beginning of any fl~cal quarter after its Issuance. The 
Statement will requlre the Company to recognize all derivatives on the balance sheet at falr value. Derivatives that 
are not hedges must be adjusted to falr value through Income. If the derivative is a hedge, depemdlng on the nature 
of the hedge, changes In the fair value of derivatives will either be offset against the change in fair Value of the 
hedged assets. liabilities. or flrm commitments through eamlngs or recognked In other comprehensive Income until 
the hedged item Is recognized In earnings. The ineffective poNon of a derivative's change In fair value Will be 
Immediately recognized In earnings. The Company hasnot yet determined whatthe effed ofthisstatementwill have 
on the earnings and financial position of the Company. 

Seethe NotestoConsolidated Flnandal Statementsforotheraccounting pronouncementsfollowed bythecompany. 

CauUonaty Statement Regarding Forward-Looklng Infonndon This Management's Discusslon and Analysis 
of Results of Operations and Financial Condition and other sedions of this Annual Report on Form 104 contain 
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forward-looking statements that are based on curfen1 expectations, estimates and projections about the industry in 
which the Company operates, management's beliefs and assumptions made by management. Words such as 
'expects.' 'anticipates.' 'intends.' 'plans." 'believes,' "seeks," 'estimates," variations of such words and similar 
expressions are intended l o  identify such forward-looking statements. These statements are not guarantees of future 
performance and involve certain risks, uncertainties and assumptions, which are difficult to predict and many of which 
are outside the Company's control. Therefore, actual outcomes and results may differ materially from what is 
expressed or forecasted in such forward-looking statements. The Company undertakes no obligation to update 
publicly any forward-looking statements, whether as a result of new information, future events or otherwise. Readers 
are cautioned not l o  put undue reliance on such forward-looking statements. Stockholders may review the 
Company's reports filed in the future with the Securities and Exchange Commission for more current descriptions 
of developments that could cause actual results to differ materially from such forward-looking statements. 

Factors that could cause or contribute to actual results differing materially from such forward-looking statements 
include the following: cost of gas; gas sales volumes; weather conditions in the Company's service territories; the 
achievement of operating efficiencies and the purchases and implementation of new technologies for attaining such 
efficiencies; impact of relations with labor unions of bargaining-unit employees; the receipt of timely and adequate 
rate relief; the outcome of pending and future litigation; governmental regulations and proceedings affecting or 
involving the Company; the impact of any Year 2000 disruption; and the nature and impact of any extraordinary 
transactions such as any acquisition or divestiture of a business unit or any assets. These are representative of the 
fadOK that could affect the outcome of the forward-looking statements. In addition. such statements could be 
affected by general industry and market conditions, and general economicconditions, including interest rate fluctua- 
tions, federal, state and local laws and regulations affecting the retail gas industry or the energy industry generally, 
and other factors. 

E-1 3 
L 



Operating revenues . . . .  
Gas purchase costs . . . .  

Operating margin . . 
Revenue related taxes. . 

Net operating margin 

SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF OPERATIONS 

. . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  

Operating expenses: 
Operating. maintenance and general ..................... 
Depreciation and amortization .......................... 
Taxes, other than on income and revenues . . . . . . . . . . . . . . . .  

Total operating expenses .......................... 
Net operating revenues ............................ 

interest ........................................... 
Dividends on preferred securities of subsidialy tNst ......... 
Other.net ......................................... 

Total other expenses, net .......................... 

Other income (expenses): 

writeoff of regulatoly assetJ .......................... 

Earnings before income taxes .............................. 
Federal and state income taxes ............................ 
Net earnings available for common stock .................... 
Net earnings per share: 

Basic ............................................. 
Diluted ........................................... 

Weighted average shares outstanding: 
Basic ............................................. 
Diluted ........................................... 

Year Ended June 30. 
199s 199s 1997 

(thousands of dollars, except shares and 
per share amounts) 

S 605.231 S 669.304 S 717.031 
342.301 405.580 449:188 
262,930 263,724 267,843 
(32.034) (34,886) (39.502) 
230,896 228,838 228,341 

109,693 107,527 109,888 
41 .855 38.439 34.829 
14.501 14:205 121154 

166.049 160.171 156.871 
64,847 68.667 71,470 

(35,099) (34,884) (33,465) 
(9.480) (0,480) (0,480) - (8.1 63) 

(1.814) 4.073 2.880 
(47.2831 148.4 54) (40.065) 

- 

17.554 20.213 31.405 

7.109 7.084 12.313 

9 10,445 S 12.220 S 18.032 

30 894 813 30.408.832 29 841 523 
31.501.8fl ?B!m!?m 

See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEET 

ASSETS 

June 30. 
1999 199s 
(thousands or dollars) 

Property. plant and equipment: 
Plant in service . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less accumulated depreciation and amortization . . . . . . . . . . . . . . . . . . .  

Additional purchase cost assigned to utility plant, net of accumulated 
amortization of $31,115.000 and $27,030,000, respectively . . . . . . . .  

Net property, plant and equipment .................... 

Current assets: 
Accounts receivable. billed and unbilled. net ....................... 
Inventories. principally at average cost ........................... 
Prepayments and other ....................................... 

Totalwnenta ssets ....................................... 
Deferredcharges ............................................... 
Investmentsecurities ............................................ 
Realestate ................................................... 
OVler ........................................................ 

Totalassets ................................................ 

$ 1,106,905 $1,057,675 
13.271 7,783 

1,120,176 1,065,458 
(376.21 2) (355.430) 
743,964 710.028 

134.296 138.381 

878,260 848,409 

50,693 
29,373 
4.692 

04,750 

86.835 

12,000 

9,420 

6,275 

53,760 
26.160 
4.747 

84.607 

94.550 

5,000 

0.741 

5.397 

9 1,087,348 51.047.784 

See accompanying notes. 

L 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEET (Continued) 

STOCKHOLDERS' EQUITY AND LIABILITIES 

June 30. 
I999 1998 
(thousands of dollars) 

Common stockholders' equity: 
Common stock. $1 par value; authorized 50,000,000 shares; issued 

31,239,662 (including 1,484,988 shares issued on August 6, 1999 as 
a stock dividend) shares at June 30,1999 ...................... 

Premium on capital stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Less treasury stock: 51,625 shares at cost ........................ 
Less wmmon stock held in Trust: 268,513 shares. . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive income ........................ 
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CompanysMigated mandatorily redeemable preferred securities of subsidiary 
trust holding solely subordinated notes of Southem Union ............. 

Long-term debt and capital lease obligation ........................... 
Totalcapitalitatlon ....................................... 

Current liabilities: 
Long-term debt and capital lease obliation due vMln one year ........ 
Notespayable .............................................. 
Accountspayable ........................................... 
Federal,stateandlocaltaxes .................................. 
Acauedlnterest ............................................ 
Customerdeposlts .......................................... 
Deferredgaspurchases ...................................... 
Other ..................................................... 

Total current liabilities ..................................... 
Deferredcreditsandother ....................................... 
Accumulated deferred Income taxes ................................ 
Commitments and contingencies ................................... 

$ 31,240 
276,610 

(794) 
(5.562) 

(436) 

301,058 

- 

100,000 

390.931 

791.909 

2.068 
21,003 
37.034 
13,300 
12.176 
17.602 
22,955 
16.6u 

143.628 

01,493 

70,230 

- 

$ 28,252 
252,638 

(794) 

16.738 

296,034 

- 
- 

1oo,oO0 

406.407 

003,241 

1 .m 
1,600 

26,570 
14.017 
12.699 
17.606 
12,257 
21.095 

107.701 

74.217 

62.605 

- 

Total stockholders' equity and llabllitles ..... 91,087,340 

See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CASH FLOWS 

Year Ended June 30. 
1999 1998 1997 

(thousands of dollars) 

Cash flows from operating activities: 
Neteamings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net earnings to net cash flows from 

operating activities: 
Depreciation and amortization ...................... 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provision for bad debts . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Write-off of regulatory assets ...................... 
Deferred interest expense ......................... 
Gain on sale of investment securities 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Changes in assets and liabilities, net of acquisitions: 

. . . . . . . . . . . . . . . .  

Accounts receivable, billed and unbilled . . . . . . . . . . .  
Accountspayable ............................ 
Taxes and other liabilities ...................... 
Customer deposits ........................... 
Deferred gas purchases ....................... 
Inventories ................................. 
Other ..................................... 

Net cash flows fmm operating activities .............. 
Additions to propelty. plant and equipment ............... 
Acqukltlon of operations, net of cash received ............ 
Purchase of Investment securnles ...................... 
Increase In customer advances ........................ 
lnaease (decrease) In deferred charges and a-editJ ........ 
Proceeds from sale of land ........................... 
Pmceeds fmm sale of Investment securities .............. 
Other .......................................... 

Net cash flows used In lnvestlng activities ............. 
Repayment of debt and capital lease oblbation ............ 
Net bonwJings under mMng credit fadlitles ............ 
Increase (decrease) In cash overdrafts .................. 
Other .......................................... 

Net cash flowr from (used In) flnandng adlvitles ....... 
Decrease In cash and cash equhralents ..................... 
Cash and cash equivalents at beginning of year .............. 
Cash and cash equivalents at end of year ................... 

Cash flows fmm (used In) lnvestlng activities: 

Cash flows from (used In) flnandng activities: 

$ 10,445 $ 12,229 $ 19,032 

41 .E55 
7.867 
3,279 

619 

1,004 

- 
- 

38,439 
6,363 
5,461 
8.163 

(1,671) 
(1,088) 
I .447 

34.829 
7,340 

11.298 

(3,729) 
(2.545) 
1,077 

- 

(212) 132 (22,ll I) 
5.228 (7.066) (6,978) 

(1.240) 146 (2,975) 
201 1,558 

8.693 6.215 
(4) 

10.698 
(3.213) (4.361) 5.691 . .  . .  

527 1.169 f708) 
76.853 68.257 47.094 

... 
6 

I . O M  

..._ 
(4:086) (1,768) - - - 6,531 13;327 

885 1.575 773 
(81.209) (85,834) (54.015) 

(1.309) (640) - 1.600 
(20.837) 
19.403 

1,567 
607 

6,033 (945) 
1243) 1389) 

4.356 12.623) 3.134 - - (2.887) - - 2.887 
d S L  

Cash paid for interest, net of amounts capitalied, in 1999. I998 and 1997 was $45,039,000, $33.997.000 and 
$32,282.000. respectively. Cash paid for income taxes in 1999, 1998 and 1997 was $1,194,000. $4,511,000 and 
$5,871,000, respectively. 

See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY 

Accumulated 
Common Premium Treasury Other 
Stock, $1 on Capltal Stock and Comprehen- Retained 
Pat Value Stock Other slve Income Earnlnas Total 

(thousands of dollars) 

Balance Julyl. 1996 . . . . . . . . . . .  $16,275 $ 206,047 $ (794) $ (1,244) $ 25,631 $245,915 

Comprehensive income: 
Net earnings . . . . . . . . . . . . . .  -- __ -- - 19,032 19,032 

. . . . . . . . .  1.908 cation adjustment - - - 1,908 - 
Comprehensive income . . . . .  20.940 

5% stock dividend . . . . . . . . . . .  813 18.681 - - (19,494) - - 607 Exercise of stock options . . . . . .  83 524 - 
Balance June 30,1997 . . . . . . . . .  17,171 225,252 (794) 664 25,169 267.462 

Unrealized holding gain, 
net of tax and reclassifi- 

- - 

- 12.229 12,229 
Comprehensive Income: 

Net earnings . . . . . . . . . . . . . .  
Reclassification adjustment 

for gains included in net 
................. - (664) (664) income - - - 

Comprehensive income ..... 11.565 

(2) 
18.041 - 1232) 

Balance June 30,1998 ......... 28.252 252,638 (794) - 16,738 296.834 

5% stock dividend ........... 856 19,802 - - (20,658) - 
Threefor-two stock split 9,400 (Q.400) - - 
Issuance of stock for acquisiUon . 756 17.285 - - - 
Exerdseofstockoptions ...... 69 (301) - 

....... (2) 

- 

Comprehensive income: 
.............. - 10,445 10.445 Net earnings - - - 

Minimum pension liability ..... (438) - (436) adjustment; net of tax. - - - 
Comprehensive income ..... 10.009 

.... - @ S 2 )  Common stock held In Trwt - - (5.S2) - 
- (8.898) (4) November 1 I, I998 1.41 1 7.483 - 

............ - (18.285) (3) - July 13,1999 1,485 16,797 - 
BalanceJune30,1999 ......... 9 (436) 8 g301,058 

5% stock dividend - declared 

5% stock dividend - declared 

Exerdse of stock options ...... 92 f308) - - - (216) 

....... 

- 

See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

I Summary of Significant Accounting Policies 

Operations Southern Union Company (Southern Union and, together with its wholly-owned subsidiaries, the Com- 
pany). is a public utility primarily engaged in the distribution and sale of natural gas lo  residential. commercial and 
industrial customers located primarily in Texas and Missouri. Subsidiaries of Southern Union also market natural 
gas to end-users, distribute propane, operate natural gas pipeline systems and sell commercial gas air conditioning 
and other gas-fired enginedriven applications. Certain subsidiaries own or hold interests in real estate and other 
assets, which are primarily used in the Company's utility business. Substantial operations of the Company are 
subject to regulation. 

Principles of Consolidation The consolidated financial statements include the accounts of Southem Union and 
its wholly-owned subsidiaries. Investments in which the Company owns a 20% to 50% interest are accounted for 
using the equity method. All significant intercompany accounts and transactions are eliminated in consolidation. 
All dollar amounts in the tables herein, except per share amounts, are stated in thousands unless otherwise indicated. 

Gas Wiity Revenues and Gas Purchase Costs Gas utility customers are billed on a monthly-cycle basis. The 
related cost of gas and revenue taxes are matched with cycle-billed revenues through utilization of purchased gas 
adjustment provisions in tariffs approved by the regulatory agencies having jurisdiction. Revenues from gas 
delivered but not yet billed are m e d ,  along with the related gas purchase costs and revenue-related taxes. The 
distribution and sale of natural gas in Texas and Missouri contributed in excess of 85% of the Company's total 
revenue, net earnings and identifiable assets in 1999,1998 and 1997. Foursuppliers provided SO%, 45% and 44% 
of the Company's gas purchases In 1999.1998 and 1997. respedively. 

Eamlngs Per Sham The Company's eamlngs per share presentation conforms to the Finandal Accounting 
Standards Board (FASB) standard, Emhgspershare. All share and per share data have been &ted for all stock 
dividends and stock splits unless otherwise noted. 

Accumulated Other comprrhenslve Income in 1999. the Company adopted Repmting Compnshenslve Income, 
a FASB standard which established rules forthe reporting of comprehensive income and Ils components. The main 
components of comprehensive Income that relate to the Company are net earnings. unrealized holding gains on 
investments and additional minimum pension liablltty adjustments. all of which are pntsented In the consolidated 
statement of stockholders' equity. Pdor to adoption, the unrealized holding gains were presented as part of 
stockholders' equity and tha pecuion IiabUity adjustmentJ wre presented in the consolidated balance sheet. 

- 

Unrealized holding gains on investment securitie~wre nil. nil and $3,582,000 In 1999.1998 and 1997. mspedively. 
The redassMcation adjustment for ~ a l n s  included in net Incorn, net of tax, for reporting other compmheclJive 
income was nil. $664,OW and $1,654,000 In 1999,1998 and 1997, respectively. The unrealized holding gains on 
investment securities and the tedassiRcatlon adjustment for gains are combined and refieded on the consolidated 
statement of stockholders' equity. 

Credit Rlsk Concentrations of credit risk In trade receivables are limited due to the large customer base with 
relatively small individual account balances. In addtion, Company polloy requires a deposit from certain customers. 
The Company has recorded an allowance for doubtful accounts totaling 58,588,000, $8,287,000. $10.7SS.000 and 
53,779,000 at June 30,1999,1098,1997 and 1998. respectively. The allowance fordoubtful accounts Is increased 
for estimated uncollectible accounts and reduced for the write-off of trade receivables. 

Falr Value of Flnanclal lnstnrments The carrying amounts reported In the balance sheet for accounts receivable, 
accounts payable and notes payable approximate their fair value. The fair value of the Company's preferrad 
securities of subsidiary trust and long-term debt is edimated using current market quotes and other estimation 
techniques. 

- 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

lnventofies Inventories consist of natural gas in underground storage and materials and supplies. Natural gas in 
underground Storage of $23,680,000 and $20,545,000 at June 30, 1999 and 1998, respectively, consists of 
10,429,000 and 9,118,000 British thermal units, respectively. 

Segment Reporting The FASB standard, Disclosures about Segments of en Enterprise and Related Information, 
requires disclosure of segment data based on how management makes decisions about allocating resources to 
segments and measuring performance. The Company is principally engaged in the gas distribution industry in the 
United States and has no other reportable industry segments. 

New Pronouncements In.June 1998, the Financial Accounting Standards Board issued Accounting for Derivative 
Instruments and Hedging Activities, as amended. The Statement is required to be adopted by the Company on 
July 1,2000 with eariy adoption permitted as of the beginning of any fiscal quarterafler its issuance. The Statement 
will require the Company to recognize all derivatives on the balance sheet at fair value. Derivatives that are not 
hedges must be adjusted to fair value through income. If the derivative is a hedge, depending on the nature of the 
hedge, changes in the fair value of derivatives will either be Offset against the change in fair value of the hedged 
assets, liabilities, or firm commitments through earnings or recognized in other comprehensive income until the 
hedged item is recognized in earnings. The ineffective portion of a derivative's change in fair value will be 
immediately recognized in earnings. The Company has not yet determined what the effect of this statement will have 
on the earnings and financial position of the Company. 

Use of Ehtlmaes The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptionsthat affect the reported amounts of assets and 
liabilities and dlsdosure of contingent essats and IiaMlities at the date of the financial statements and reported 
amounts of revenues and expenses during the reporting period. Actual results could differ fmm those estimates. 

II Acquisitions 

On June 7. 1099. Southern Union and Pennsylvania Enterprises. Inc. QEI) announced a definitlve merger 
agreement. The agreement calls for PEI to merge Into Southem Union in a transaction valued at approximately $500 
mlllion. lncludlng assumption of debt of approximately $150 million. If approved. each PEI shareholderwill recelve 
Southern Union common stodc having a value of 532.00. plus 53.00 In cash, subject to adjustment. PEI Is a 
multifaceted energy company headquartered in WilkeMam. Pennsylvania with natural gas distribution being lts 
primary business. PE1's principal wbsldlary, PO Energy, togetherwivl Honesdale Gas Company serve more than 
152.OOO gas customers in northeastern and central Pennsylvania. In addition. PEI malkets electricity to more than 
2O.OOO Custornesthrough Po Energy Power Plus. Southern Union antidpates having shareholder and all regulatory 
approvals for thIs merger in the second quarter of the Company's flscal year 2OOO. 

EWecUve December 31, 1997. the Company acquired Atlantic UUlities COrporatlon and Subsidiaries (Atlantic) for 
755,650 prsaplit and PrrJtOdc dividend shares of common aockvalued at $18,041,000 and $4,438,000 of cash. 
Atlantic Is operated as South Florida Natural Gas. a natural gas division of Southem Union, and Atlantic Gas 
Corporation, a propane wbsldlary of the Company. AtiantlcwmnUyserves 5.500 customers in central Florida. The 
assets of Atlanticwere Included in the Company's consolidated balance sheet at January I, 1998 and its results of 
operations have been Included In the Company's statements of consolidated operations. and cash flows since 
Januacy 1,1998. On the date of acquisition. Atlantic had $1 1,683.000 of cash and cash equlvalents. The acquisition 
was accounted for uslng the purchase method. The additional purchase cost assigned to utllity plant of $10,000,000 
refleds the excess of the purchase prim over the historical book carrying value of the net assets acquired. The 
additional purchase cost Is amortized on a straight-line basis over forty years. 

On July 23.1987 two subsidiaries of Southem Union acquired an equity ownershlp In a natural gas distribution 
company andotherrelated operationswmntiyserving 19.500wstome~InPledrasNegras. Mexicofor$2.700.000. 
Southern Union wmntly has a 43% equity ownershlp in this company. This system Is amss the border from the 
Company's Eagle Pass. Texas service area. On September 8,1997. the Company purchased a 45mile intrastate 
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pipeline. which augments the Company's gas supply to the city of Eagle Pass and, subject to necessary regulatory 
approvals, ultimately Piedras Negras. 

On August 30, 1996, SUPro Energy Company, a wholly-owned subsidiary Of the Company, purchased certain 
propane distribution operations in El PaSO, Texas and on June 30, 1997, acquired propane operations located in and 
around Alpine, Texas. These acquisitions, which serve 3,600 customers, were for $1,861,000 in cash and the 
assumption of $1,475,000 in long-term debt. 

111 Write-off of Regulatory Assets 

During 1998, the Company was impacted by pre-tax non-cash write-offs totaling $8,163,000 of previously recorded 
regulatory assets. Punuant to a 1989 Missouri Public Service Commission (MPSC) order, Missouri Gas Energy, a 
division of the Company, is engaged in a major gas safety program. In connection with this program, the MPSC 
issued an accounting authority order In 1994 which authorized Missouri Gas Energy to defer carrying costs at a rate 
of 10.54%. The MPSC rate order of January 22.1997, however, retroactively reduced the 10.54% carrying cost rate 
used since eariy 1994 to an Allowance for Funds Used During Construction (AFUDC) rate of approximately 8%. The 
Company filed an appeal of this portion of the rate order in the Missouri State Court of Appeals, Westem District, 
and on August 18,1998 was notified that the appeal was denied. This resulted in a onetime non-cash write-off of 
$5,942,000 by the Company of previously deferred costs in its fiscal year ended June 30,1998. See Cornrnhnts 
and Contingencies. 

On August 21.1998, Missouri Gas Energy was notified by the MPSC of its decision to grant a rate increase which, 
among other things, disallowed certain previously recorded deferred costs associated with the rate filing. requiring 
an additional pre-tax nowcash writeoff of $Z.Z1,000. The Company morded this charge to earnings in its fiscal 
year ended June 30. IQQS. See MI/& Regulation and Rates. 

N Other Income (Expense), Net 

Other expanse of $1,814,000 In 1999 Included: 53,839,000 of costs associated with various acquisition efforts and 
a net expense of $61 8.000 related to the amortization and current deferral of interest and other expenses associated 
with the Missouri Gas Enemy Safety Program. This was partially offset by net rental income of Lavaca Realty 
Company (Lavaca Realty), the Company's real estate sukidiary, of S I  ,448,000 and equity aamingsof $609,000fmm 
Soulhem Union's 43% equity ownenhip of a natural gas distribution company in Pledras Negras. Mexico. 

Other Income of $4.073.000 In 1998 included: $1,671 ,000 related to the deferral of i n t e r n  and other expm.ss 
assodated with the Missouri Gas €new Safety Program; realized galns on the sale of investment securities of 
51,088,000; and net rental income of Lavaca Realty of Sl,l19,OOO. Thls was partially offset by SSS5,000 of costs 
assodated with various acquisition efforts. 

Otherincomeof$2.880.000in1997induded:t3,729.000 relatedtothedeferralofinternandotherexpensesassct 
dated with the Missouri Gas Energy Safety Program; realiied gains on the sale of investment securities of 
$2,545,000; and net rental income of Lavaca Realty. of 51.329.000. This was partially o f f d  by the payment of 
$2.125.000 for the sattiement with the Missouri Offica of Publlc Counsel and the MPSC for certaln billing emn 
primarily from the 1 9WlO97 winter heatlng season; costs of 51.750.000 assodated with various acquisition effotts; 
and a $257,000 donation of emissions analysis equipment and software to a Texas unlvenlty. 

V Cash Flow Information 

The Company considers all highly liquid investments with an original maturity of three months or less to be cash 
equivalents. Short-term Investments are highly iiquM investments with maturities of mora than three months when 
purchased. and are canled at cost. which approximates market. The Company places its temporary cash 
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investments with a high credit quality financial institution which, in turn. invests the temporary funds in a variety of 
highquality short-term financial securities. 

Under the Company's cash management system, checks issued but not presented to banks frequently result in 
overdraft balances for accounting purposes and are classified in accOUntS payable in the consolidated balance sheet. 

VI Earnings Per Share 

During the three-year period ended June 30, 1999, no adjustments were required in net earnings available for 
common stock forthe earnings per share calculations. Average shares outstanding for basiceamings per sharewere 
30,894,613.30,406,832 and 29,641,523 for the years ended June 30,1999,1998 and 1997. respectively. Diluted 
earnings per share includes average shares outstanding as well as common stock equivalents from stock options 
and warrants. Common stock equivalents were 1,694,997, 1,184,970 and 1.170.725 for the years ended June 30, 
1999, 1998 and 1997, respectively. 

VI1 Property, Plant and Equipment 

Plant Plant in service and construction work in progress are stated at original cost net of contributions in aid of 
construction. The cost of additions includes an allowance for funds used during construction and applicable overhead 
charges. Gain or loss is recognized upon the disposition of significant utility properties and other property constituting 
operating units. Gain or loss from minor dispositions of property is charged to accumulated depredation and 
amortization. The Company capitalizes the cost of significant internallydeveloped computer software systems and 
amortizes the cost over the expected useful life. See Debt and CapM Lease. 

June 30. 
1999 1998 

Dlstributlonplant ................................................ S 1,033.28f S 984.580 
General plant ................................................... 109,178 106.444 
OVler ......................................................... 16.848 16.172 

Totalplant 1,159,107 1,107,186 
Less contributions In aid of construdion .............................. (52.202) (49.521) 

Plantinservice .............................................. 1 ,m.ms 1,057,875 
Constructionworkinprogress ...................................... 13.271 7.783 

.................................................. 

1.120.178 1.085458 .. ............. 
Less acarmulated depredation and a m o m o n  ........................ (378.212) (3 55.430) 

743.861 710.028 .~ 
Additional purchase cost assigned to u t i l i  plant. net .................... 134:2Qf& 138.381 

Net property, plant and equipment ............................... -g&g&$j 
Acquisitions of rate-regulated entitles are recorded at the historical book canying value of utillty plant. On 
December31,1997. Atlantlcwas acqulred In which hlstorical u t i l i  plant and equipment had a cost and accumulated 
depredation and amoltizatlon of $5,253,000 and $2.540.000. respedlvely. Additional purchase cost asslgned to 
Uullty plant Is the excess of the purchase prlce over the book canying value of the net assets acquirad. In general, 
the Company has not been allowed recovery of additional purchase cost assigned to u t i l i  plant In rates. 
Periodically. the Company evaluates the carrying value of its addiilonal purchase cost assigned to utility plant, long- 
lived assets, capital leases and other identifiable Intangibles by comparing the antldpated future operating Income 
horn the businesses glving rise to the respective asset with the original cost orunamotlked balance. No lmpalrment 
was Indicated or expected at June 30.1999. 

Depreclailon and AmorUzaUon Depredation of u t i l i  plant Is provided at an average straight-line rate of 
approximately 3% per annum of the cost of such depredaMe properties less appllcaMe salvage. Franchises are 
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amortized over their respective lives. Depreciation and amortization of other property is provided at straight-line 
rates estimated to recover the costs of the properties. after allowance for salvage, over their respective lives. 
Internally-developed computer software system costs are amortized over various regulatory-approved periods. 
Amortization of additional purchase cost assigned to utility plant is provided on a straight-line basis over forty years 
unless the Company's regulators have provided for the recovery of the additional purchase cost in rates, in which 
case the Company's policy is to utilize the amortization period which follows the rate recovery period. 

Depreciation of property, plant and equipment in 1999. 1998, and 1997 was $37,771,000, $34,477,000 and 
$31,051,000, respectively. 

Vlll investment Securities 

At June 30,1999 and 1998, all securities owned by the Company are accounted for under the cost method. These 
securities consist of preferred stock in non-public companieswhose value is not readily determinable. Realized gains 
and losses on salesof investments, as determined on a specific identification basis, are included in the Consolidated 
Statement of Operations when incurred, and dividends are recognized as income when received. 

IX Stockholders' Equity 

StockSplltsandDhddends OnAugust6.1999, December9, 1998, December 10,'1997 and December 10,1996, 
Southem Union distributed its annual 5% common stock dividend to stockholden of record on July 23, 1989, 
November 23,1998, November 21,1997 and November 22,1998, respedively. A portion of the 5% stock dividend 
distributed on August 8,1999 and Detxtnber 9.1998 was characterized as a distribution of capital due to the level 
of the Company's retained earnings available for dibution as of the declaration date. On July 13,1998. Soulhem 
Union dlstrlbuted a three-for- stock splk in the form of a 50% stock dlvldend to stockholders of record on June 30. 
1898. Unless otherwise stated, all per share and share data Included herein have been restated to give effect to the 
dividends and split. The 5% common stock dividend dedared on July 13.1998. is reflected In the Consolidated 
Balance Sheet at June 30.1999. 

Common Stock The Company maintains its 1992 Long-Term Stock Incentive Plan (1892 Plan) underwhich options 
to purchasl, 3,853,343 shares were pmvided to be granted to officers and key employees at prices not less than the 
fair market value on the date of grant. The 1992 Plan allows for the granting of stock appredation @mJ. dividend 
equivalents, performance shares and restricted stock. The Company also had an Incentive stock opUon plan (1882 
Plan) which provlded for the grantlng of 787,500 options, until December 31.1991. Upon exerdse of an option 
granted under the 1982 Plan, the Company may elect. Instead of Wing shares, to make a cash payment equal Io 
the difference at the date of exet-ch betwe%n.the oMon price and the market price of the shares as to which such 
option is being exerdsed. Opuonsgranted under both the 1992 Plan and the I982 Plan are exerdsable for periods 
of ten years from the date of grant or such lesser period as may be designated for panicular options, and became 
exerdsableafteraspedfled periodoftlmehom thedateofgrant In wmulativeannuallnstallments. Optionstypically 
vest 20% per year for flve years but may be a lesser or greater period as deslgnated for pattiwlar options. 

The Company accounts for its incentive plans under an Accounting Pdndples Board opinion, Acoounting Ibr Stock 
Issued to Employees. As a result. the Company recorded no canpensation expense for W99.WQ8 and t997. 
During 1997, the Company adopted the FASB standard, Acoounting Ibr StOck-Based Compensatron. for footnote 
disclosure purposes only. Had compensation cost for these Incentive plans been determined conslstent with thb 
standard, the Company's net income and diluted earnings per share would have been $9.429.000 and $29. 
respectively, in 1999, $1 1,141 ,OW and 5.35, respectively, In 1998 and $18.489.000 and $BO. respectively. In 1997. 
Because this standard has not been applied to options granted prior to July I, 1995. the resulting pm forma 
compensation cost may not be representative of that to be expected In future years. 

The fair value of each option it estimated on the date of grant using the Black-Scholes option-pricing model with the 
following assumptions used for grants in 1998 and 1997. respectively: dividend yield of nil for both years; volatility 
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of 19.5% and 21%; risk-free interest rate of 5.5% and 6.2%; and expected life Outstanding of 5.5 to 7.2 yean  for both 
years. There were no options granted during 1999. 

Outstanding July 1.1996 . . . . . . . . . . . . . . . . . . . .  
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Exercised ............................ 
Canceled ............................. 

OutstandingJune30,1997 . . . . . . . . . . . . . . . . . .  
Granted .............................. 
Exercised ............................ 
Canceled ............................. 

Outstanding June 30,1998 . . . . . . . . . . . . . . . . . .  
Exercised ............................ 
Canceled ............................. 

Outstanding June 30.1999 .................. 

1992 Pian 
Weighted 

Shares Under Average 
ODUon Exercise Price 

1,526,150 $ 6.53 
491,974 13.12 
(61.182) 5.68 
ii 3.162j 6.58 

1,943,780 8.23 
743,710 16.93 
(84.983) 4.48 
(21.634) 12.58 

2.580.873 10.82 
~ ~. ~.~~ ~ 

(107.7851 6.41 
'(42:30$ 14.93 

2.430.786 10.94 

I982 Pian 
Welghted 

Shares Under Average 
Option ~~erdr~Prlce 

539,592 $ 3.08 

(85,612) 3.08 

453.980 3.08 

(89.258) 3.08 

- - 
- - 
- __ 
- - 

364.722 3.08 
(41,708) 3.09 - - 
323.016 3.08 

The following table summarizes information about stock options outstanding under the 1992 Plan at June 30,1999: 

ODuonS O ~ t l d i r n  ODtk4lSEX erclsable 
Wdghted Avenge W d g W  W d g W  

Range of Number ol Remdnlng Avenge Number of Avenge 
urenlre Pdws ODUOnS ContmclualLMe J%ercl.a P l b  OD(tau pwclrs PIke 

S 0.00 - S 5.00 372.201 3.3 yean s 3.87 
5.01 - 10.00 871.582 5.1 yean 7.88 

10.01 - 15.00 457.926 7.8 years 13.04 
15.01 - 20.00 729.017 8.8 yean 16.89 

2.430.788 

372,261 s 3.87 
659,361 7.63 
187.620 13.01 
139.250 16.93 

1.358.492 

The shares exerdsable under the 1992 Plan and the wrrasponding weighted average exercise price at June 30, 
1999.1098 and 1997 were 1,358,482 and S2B; 1,032.594 and $8.57; and 750,974 and 55.55. mspedvely., The 
shares exercisable under the 1982 Pian and the corresponding weighted average exerelse pdce a June 30.1999. 
1998 and 1997 were 323.016 and $3.08; 384,722 and $3.08, and 453,980 and $3.08, m y .  The welghted 
averageremalning wntractuallifeofopUonsoutJtanding underthe1982Plan atJune30. 1SSQwasO.Qyean. There 
were 889.702 shams svallable for Mure option grants under the 1992 Plan at June 30,1990. No shares were 
availabie for future option grants under the 1982 Pian at June 30,1999. 

On Febcuary 10,1994, Southern Union granted a warrant which expires on Februaiy 10.2004. to purchase up to 
100.506 shares of Common Stock at an exercise price of $6.90 to the Company's outside legal counsel. 

Retslned Eamfngs Under the most restrictive pmvisions in effect, as a result of the sale of Senior Notes, Southern 
Union will not declare or pay any cash or asset dividends on common stock (other than dividends and distrlbuUons 
payable solely in shares of its common stock or In rlghts to acquire its wmmon stock) or acquire or retire any shares 
of Southern Union's wmmon stock, unless no event of defaun exists and the Company meets certain financial ratlo 
requirements. In addition. Southem Union's charter relating to the issuance of preferred stock limits the payment 
of cash or asset dividends on capital stock. 
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X Preferred Securities of Subsidiary Trust 

On May 17,1995, Southem Union Financing I (Subsidiary Trust), a consolidated wholly-owned subsidiary of Southem 
Union, issued $1 00,000.000 Of 9.48% Trust Originated Preferred SeCUritieS (PrefeiTed Securities). In connection with 
the Subsidiary Trust's issuance of the Preferred Securities and the related purchase by Southem Union of all of the 
Subsidiary Trust's common securities (Common Securities), Southem Union issued to the Subsidiary Trust 
$103,092,800 principal amount of its 9.48% Subordinated Deferrable Interest Notes, due 2025 (Subordinated Notes). 
The sole assets of the Subsidiary Trust are the Subordinated Notes. The interest and other payment dates on the 
Subordinated Notes correspond to the distribution and other payment dates on the Preferred Securities and the Com- 
mon Securities. Under certain circumstances, the Subordinated Notes may be distributed to holders of the Preferred 
Securities and holden of the Common Securities in liquidation of the Subsidiary Trust. The Subordinated Notes are 
redeemable at the option of the Company on or afler May 17,2000. at a redemption price of $25 per Subordinated 
Note plus accrued and unpaid interest. The Preferred Securities and the Common Securities will be redeemed on 
a pro rata basis to the same extent as the Subordinated Notes are repaid, at $25 per Preferred Security and 
Common Security plus accumulated and unpaid distributions. Southem Union's obligations under the Subordinated 
Notes and related agreements, taken together, constitute a full and unconditional guarantee by Southem Union of 
payments due on the Preferred Securities. As of June 30,1999, the quoted market price per Prefefred Security was 
$25.38. As of June 30,1999and 1998,4,000,000 shares of Preferred Securities were outstanding. 

XI Debt and Capital Lease 

June 30. 
1999 1998 

7.60% Senior Notes, due 2024 ..................................... $ 384.515 $ 384,515 
Capltalleaseandother 28.482 23.669 
Total long-term debt ............................................. 9 408.184 

The maturities of long-term debt and capital lease payments for each of the next five years ending June 30 are: 2000 - $2.068.000; 2001 - $2.188,ooO; 2002 - $2,330,000 2003 - $12,680.000; 2004 - $8,649,000 and thereafter - 
$364.904.000. 

........................................... 

SenlorNotes On January 31,1994. Southem Union completed the sale of the 7.60% Senior Debt Securities (Senlor 
Notes). During 1999, UO.OOO,OOO of Senlor Noteswem repurchased at $941 per $1,000 note resulting In a nel pre- 
tax gain of $425,000, net of related debt expense. Debt issuance costs and premiums on the eady extln~uishment 
of debt are accounted for In accordance wlth that required by its various regulatory bodies having jurisdidlon over 
the Company's operations. The Company recognizes galru or losses on the early extinguishment of deM to the 
extent it Is provided for by its regulatory authorities and In some cases such gains or losses are deferred and 
amoltized over the term of the new or replacement debt Issues. 

The Senior Notes traded at $936 and $895 (per $1 ,000 note) on June 30 and July 31,1999, respectively. as quoted 
by a major brokerage firm. The carrying amount of long-term debt at June 30,1999 and 1998 was $392.997.000 
and $408,184,000, respectively. The fair value of long-term debt at June 30.1999 and 1998 was $369,759,000 and 
$431.628.000, respectively. 

Capitar Lease The Company completed the Installation of an Automated Meter Reading (AMR) system at Mikuri  
Gas Energy during the A n t  qualter of flscal year 1999. The Installation of the AMR system involved an Investment 
of approximately $30,000.000 which is accounted for as a capital lease obligation. As of June 30.1888, Um awl 
lease ObliQatIon outstanding was $26,884,000 with a fixed rate of 5.79%. During 1999. the Company reconW an 
Increase in plant and long-term debt of 58,824,000. This system wlll Improve meter reading accuracy and pmvide 
electronic accessibility to meten h resldentlal W o m e n '  basements. thereby assisting h the redudion of the 
number of estimated bills. Depreciation on the AMR system is provided at an average straight-line rate of appmxi- 
mately 5% per annum of the cost of such property. 
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Credit Facilities The Company has availability under two revolving credit facilities (Revolving Credit Facilities) 
underwritten by a syndicate of banks. Of the Revolving Credit Facilities. $40,000,000 is available under a short-term 
facility which expires June 29,2000, while $60,000,000 is available under a long-term facility which expires June 30, 
2002. The Company has additional availability under uncommitted line of credit facilities (Uncommitted Facilities) 
with various banks. Covenants underthe Revolving Credit Facilities allow for up to $35,000,000 of borrowings under 
Uncommitted Facilities at any one time. Borrowings under the facilities are available for Southem Union's working 
capital. letter of credit requirements and other general corporate purposes. The Revolving Credit Facility is subject 
to a commitment fee based on the rating of the Senior Notes. As of June 30, 1999, the commitment fee was an 
annualized .15% on the unused balance. The interest rate on borrowings on the Revolving Credit Facility is 
calculated based on a formula using the LiBOR or prime interest rates. The average interest rate underthe facilities 
was 5.6% for the year ended June 30, 1999 and 6.1% for the year ended June 30, 1998. A $21,000,000 and 
$1,800,000 balance was outstanding under the facilities at June 30, 1999 and 1998, respectively. A balance of 
$17,900,000 was outstanding under the faciliies at July 31, 1999. 

XI1 Employee Benefits 

Pension and Other Post-retirement Benef& The Company adopted in 1999. Empbyers Disclosures About 
Pensions and Other Post-Retirement Benefits, a FASB standard which changed the Company's reporting 
requirements for its pension and post-retirement benefi plans. 

The Company maintains two trusteed non-contributory defined benefi retirement plans (Plans) which cover 
substantially all employees. The Company funds the Plans' cost in accordance with federal regulations, not to 
exceed the amounts deductible for income tax purposes. The Plans' assets are invested in cash and bond and stock 
funds. The Company also has a supplemental non-mntributory retirement plan for certain executive employees and 
other post-retirement benefi plans for Its employees. Post-retirement medical and other benefit UaMlitles are accrued 
on an actuarial basis during the yean an employee provides.seWlces. The followinOtable represents a recondliation 
of the plans at June 30,1999 and 1998. 
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Change in Benefit Obligation 
Benefit obligation at beginning of year. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Servicecost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Benefits paid . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
Actuariallo ss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Plan amendments . . . . . . . . . . . . .  . . . . . . .  
Curtailment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
BeneM obligation at end of year ..................... 

Fair value of plan assets at beginning of year ...................... 
Return on plan assets . . . . . . . . . . . . . . . . .  
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Benefitspaid ............................................... 
Fair value of plan.assets at end of year ............................ 

Funded status at end of year ................................... 
Unrecognized transition obligation ............................... 
Unrecognized net actuarial (gain) ............................... 
Unrecognized prior service cost ................................ 
Accruedbenefncosi ......................................... 

PlapaMbeneMeoSt ......................................... 
AcauedbenefnllaMlity ....................................... 
IntangIMeasset ............................................. 
Accumulated other comprehenshre Income ........................ 
Net amount recognized ........................................ 

. . . . . . . . . . . . . .  

. . . . . . . . . . .  
. . . . . . . . . . . . . . . .  

Change in Plan Assets 

.................... 

Funded Status 

Amounts Recognized in the ConSOlMated Balance Sheet 

1999 

, 
s ia8,038 $ 172.225 

3,364 3,302 
13,829 13.658 

(13,563) (12.382) 
7.968 11,235 
7.027 -_ 

(2.202) - 
$ 204,461 $ 188.038~ 

$ 166,353 $ 132.599 
3,420 40,262 
6.41 1 5.874 ~ . - .  . 

(13:563) (12.382) 
$- 162,621 S 168.353 

$ (41,839) $ (21.685) 
2.764 2.891 

(7.404) (25,977) 
9.913 3.455 

9 08.588) 9 (41.316) 

$ 4,880 S 2,339 
(52.618) (45.806) 
10,501 2.151 

671 - 
j 08.ssS) $' (41.318) 

The projected benefR oMlgatlon, accumulated benefa obligation and fair value of plan assets for the plans with 
accumulatd benefft OMiations In excess of plan assets as of June 30,1999 were t58,985,M)o: $58.Q85,000; end 
$42,181,000, mspectively, andforthosesameplanswere548,158.000;t37.783.000;and$41,807.000.rwpedhrely 
as of June 30,1998. 

The welghted-average assumptions used for the year ended June 30.1999 and 1998 were: 

189s 1998 

D i u n t  rate 
Beginning ofyear ............................................ 7.00% 7.75% 

Expected return on assets - tax exempt accounts ....................... 
Expected return on assets - taxable accounts .......................... 5.25% 8.00% 

Endof year ................................................. 7.00% 7.25% 
8.00% 8.00% 

Rate of compensation Increase (average) ............................. 5.62% 5.62% 
Healthcarecosttrend rate ........................................ 7.25% 7.50% 
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Net periodic benefit cost for the year ended June 30, 1999,1998 and 1997 includes the following components: 

c 

~ 

r 

1BBS 1998 1997 

Servicecost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3,364 $ 3,302 $ 3,258 
lnterestco st 13,829 13.658 13,240 
Expected retum on plan assets (1 3.006) (1 1.737) (10,335) 
Amortization of transition amount 127 127 127 
Amortization of prior service cost 438 340 291 

......................................... 
.......................... 

........................ 

........................ 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Recognized actuarial (gain) (3.319) (4.828) (1.980) . .  I 

Curtailment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  131 - - 
Netperiodicpensioncost .............................. $ 1,564 4 862 9 4.601 

The assumed health a r e  cost trend rate used in measuring the accumulated post-retirement beneffi obligation was 
7 25% during 1999. This rate was assumed to decrease gradually each yearto a rate of 6.0% for 2004 and remain 
at that level thereafter 

Amortization of unrecognized gains and losses,for Missouri Gas Energy plans were determined using a rolling five 
year average gain or loss podtion with a five year amortization period. pursuant to a stipulation agreement with the 
MPSC. 

Effect of health cam trend rate changes on health care plans: 

Om Percentage Poht 
WICmSe In Hulm C.rS 

O m  Percentage Poht 
Decmare In Health Care 

Trend Rate Trend  ate 

Effed on total rsrvice and interest cost components ..... s 29.000 s (28.000) 
Effsct on postdmment benefit obligation ............ 322.000 (319,000) 

The Company's two defined benefit rstkement Plans cover (l) those Company employeas who are not employed by 
M h u r i  Gas Energy and 09 those employees who am employed by Missouri Gas Energy. On December 31,1QQ8, 
the Plans, excluslvs of M b r i  Gas Energy's union employees were converted from the traditional defined beneffi 
Plans wHh benefits based on years of servia and final average compensation to cash baianca defined benefit plans 
in which an account is maintained for each employee. The initial value of the account was determined as the 
actuarial pmsent value (as dMmd h the Plans) of the benefit acaued at translUon (December 31.1898) under the 
pm-oxbling tnditional defined benefit plan. Future contribution d i t s  to the accounts am based on a pe rcome 
of M u m  compensation, which varies by individual. lntemsl d i t s  to the accounts am based on &year Treasury 
bond yields. 

Deflnod ConttfbuUon W8fl The Company provides a Savings Plan available lo  all employees. Since January 1, 
1997. the Company contributes $.SO of Company stock for each S I  .OO contributed by a non-Missouri Gas Enem 
partidpant up to 5% of the employee's salary. Additionally. the Company contributes t.75 of Company stock for each 
$1.00 contributed by non-Mirrourl Gas Energy padidpant from 6% to 10% of the employee's salary. EffediVe 
JUIY 1,1988, company contributions for M i u d  Gas Energy non-union employees were revised to coincide with 
that of nowMissouri Gas Enemy participants as described above. For Missouri Gas Eneqjy union employees. the 
Company contributes $.SO of Company stock for each $1 .OO contributed by such a paltidpant up to 7% of the 
employee's salary. Company contributions am 100% vested afler six years of continuous service. Company 
wntributlons to the plan during 1 ~ 9 9 . 1 ~ ~ 8  and 1997, were $1.717,000, S1,658.000 and S1.476.000. respedively. 

Effedive January 1.1999 the Company amended Its defined contribution plan to provide contrlbutions of WMin 
employees who were employed as of December 31,1998. These contributions were desbned to replace certain 
benefh previously provided under defined benefit plans. Employer contrlbbllons to these separate accoun6 

E-28 



SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


referred to as Retirement Power Accounts, within the defined contribution plan were detennined based on the 
employee's age plus years of service plus accumulated sick leave as of December 31, 1998. The contribution 
amounts are detennined asa percentage of compensation and range from 3.5% to 8.5%. Company contributions 
to Retirement Power Accounts during 1999 were $1,118,000. 

Post-employment Benefits Certain post-employment benefits such as disability and health care continuation 
coverage provided to fonner or inactive employees after employment but before retirement, are accrued if 
attributable to an employees' previously rendered service. The Company has recorded a regulatory asset to the 
extent it intends to file rate applications to include such costs in rates and such recovery is probable. As of both 
June 30, 1999 and 1998, the Company has recorded a regulatory asset and a related liability of $1,343,000. 

Common Stock Held In Trust From time to time, the Company repurchases outstanding shares of common stock 
of Southern Union to fund certain Company employee stock-based compensation plans. At June 30. 1999.268,513 
shares of common stock were held by various rabbi trusts for certain of the Company's benefit plans. 

XIII Taxes on Income 

Year Ended June 30. 
1991- 1998 1997 

Current: 
Federal ............•..•.......••.•..•..•.•.•.•......•. $ (516) $ 1,381 $ 4,437 
State ....•..' ..•..•..••......•..•..•.•.••••.•...•.•.•.• (242) 240 596 

(758) 1,621 5,033 
Deferred: 

Federal .•.•..•••.••••..•.....•..•.••..•..•.•••..•...• 7,024 5,984 6,690 
State .•.•.•..••••.••••.•.•.•...•..•••.•••••.•• ; •••.•• 843 ~Z9 650 

U§Z 6.36~ 71340 
Total provision •.••••••.•.•••.•.•..•..•.••••••••••••••••••• I 7.1 09 I I.984 ! 12132:3 

Deferred credits and other liabilities also Include $560,000 and $593,000 of unamortized deferred Investment tax 
credit as of June 30,1999 and 1998, respectively. 

Deferred Income taxes result from temporary differences between the financial statement carrying amounts and the 
_ tax basis of existing assets and liabilities. 

June 301 

1999 --1998 
Deferred tax assets: 

estimated altem8Uve minimum tax credit ............................ . $ 9,557 $ 10,554 
Insurance accruals .•..•••••••••.•.••.•.•••.••••••••••••••• ••.••• 2,297 3,074 
Bad debt reserves • • • • • • • • • • . • . • . • . • • • . . • ••.••.•.••••••••••••.•.• 2,715 
Post-retirement benefits •••..•.••.•.••..•....•.••••••••.•. •.•••••. 1,466 1,079 
Minimum pension liability •••••••.....•..•.• .••••••••••••••••.••••. 234 
Other ..•••••••••••••••••.•••.•.•.•.•.••.••••• '.••••••••••.••••. 3.020 1.230 

Total deferred tax assets ••.•.•.•..•••••••.•••••.••••••.••.••.•. 19.289 ~937
Deferred tax liabilities: 

Property, plant and equipment .•••••.•••••••••••••.••.•••.•...•..•. (74,909) (65,564) 
Unamortized debt expense ...••••.••.•••••••.•....• ••••.••.•••.••• (5,049) (5,270) 
other ••••.••••.••••••••••.•.•••••.••••••.••••••••.•.•••••.••.• !§aZW m.330)

Total deferred tax liabilities •••••.••.••••••••••••.•••••••••••••.• (§§.689) {!6.164)
Net deferred tax liability • . • • • • . • • • • • • • • • • • • . • • • • • • • • • • • • . . .••••.•••••• (67,400) (60,227)
Less current tax assets ••...••.•.••••.•..••.••.•••••••••..•.•.•.••.•• 2.838 2.378 
Accumulated deferred Income taxes •••••.••••••.• •••••••••••••••••••••• !aO.238) ! ,62.605) 
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The company accounts for income taxes utilizing the liability method which bases the amounts of current and future 
tax assets and liabilities on events recognized in the financial statements and on income tax laws and rates existing 
at the balance sheet date. 

Year Ended June 30, 
1999 1998 ---1!!7 

Computed statutory tax expense at 35% ....................... . $ 6,144 $ 7,075 $ 10,992 

Changes in taxes resulting from: 

State income taxes, net of federal income tax benefit .......... . 348 402 811 

Amortization of acquisition adjustment ..................... . 830 723 724 

Other ........... , ..................... , ............. . (213) (216) (154) 


Actual tax expense ....................................... . ! 71109 ! 7,984 ~373 


XIV Utility Regulation and Rates 

On August 21, 1998, Missouri Gas Energy was notified by the MPSC of its decision to grant a $13,300,000 annual 
increase to revenue effective on September 2,1998, which is primarily earned volumetrically. The MPSC rate order 
reflected a 10.93% return on common equity. The rate order, however, disallowed certain previously recorded 
deferred costs requiring a non-cash write-off of $2,221,000. The. Company recorded this charge to earnings in its 
fiscal year ended June 3D, 1998. On December 8, 1998, the MPSC denied rehearing requests made by all parties 
other than Missouri Gas Energy and granted a portion of Missouri Gas Energy's rehearing request. The MPSC 
will conduct further proceedings to take additional evidence on those matters for which It granted Missouri Gas 
Energy a rehearing. If the MPSC adopts Missouri Gas Energy's positions on rehearing, then Missouri Gas Energy 
would be authorized an additional $2,200,000 ofbase revenues Increasing the $13,300,000 Initially authorized In Its 
August 21, 1998 order to $15,500,000. The MPSC's orders may be subject to judicial review and although certain 
parties may argue for a reduction In Missouri Gas Energy's authorized base revenue Increase on judicial review, 
Missouri Gas Energy expects such arguments to be unsuccessful. 

On April 13, 1998, Southern Union Gas filed a $2,228,000 request for a rate Increase from the city of EI Paso, a 
request the city subsequently denied. On April 21, 1998, the city council of EI Paso voted to reduce the Company's 
rates by $1,570,000 annually and to order a one-time cost of gas refund of$475,000. On May 21, 1998, Southern 
Union Gas filed with the Railroad Commission of Texas (RRC) an appeal of the city of EI Paso's actions to reduce 
the Company's rates and require a one-time cost of gas refund. On December 21, 1998, the RRC Issued Its order 
Implementing an $884,000 one-tlme cost of gas refund and a $99,000 base rate reduction. The cost of gas refund 
was completed In February 1999. 

On January 22, 1997, Missouri Gas Energy was notified by the MPSC of Its decision to grant an $8,847,000 annual 
Increase to revenue effective on February 1, 1997. See Commlt.ments and ContIngencies. 

The MPSC approved a three-year, experimental gas supply Incentive plan for Missouri Gas Energy effective July 1, 
1996. Under the plan, the Company and Missouri Gas Energy's customers share In certain savings below benchmark 
levels of gas costs achieved as a result of the Company's gas procurement activities. Ukewlse, If natural gas Is 
acquired above benchmark levels, both the Company and customers share In such costs. For the years ended 
June 30, 1999, 1998 and 1997, the Incentive plan achieved a reduction of overall gas costs of $6,900,000, 
$9.200,000 and $10,200,000, respectively, resulting in savings to Missouri customers of$4,000,000, $5,100,000 and 
$5,600,000, respectively. The Company recorded revenues of $2,900,000, $4,100,000 and $4,600,000 In 1999, 1998 
and 1997, respectively, under this plan. Missouri Gas Energy IS currently working with the MPSC to develop an 
alternate plan due to the July 1, 1999 expiration of the experimental gas supply Incentive plan, however, there can 
be no assurance that this or any similar plan will be approved by the MPSC for Missouri Gas Energy. 

Under the order of the Federal Energy Regulatory Commission, a major supplier of gas to Missouri Gas Energy· IS 
allowed recovery of certain prevlousiy unrecovered deferred gas costs with a remaining balance of $669,000 at 
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June 30. 1999. Missouri Gas Energy is allowed to recover these costs from its Missouri customers through a 
purchase gas adj""stment mechanism which is filed with and approved by the MPSC. The receivable and liability 
associated with these costs have been recorded as a deferred charge and a deferred credit, respectively, on the 
consolidated balance sheet as of June 30, 1999 and 1998. 

As a result of the January 31, 1994 acquisition of Missouri Gas Energy, the MPSC required Missouri Gas Energy to 
reduce rate base by $30,000,000 to compensate Missouri rate payers for rate base reductions that were eliminated 
as a result of the acquisition. This is amortized over a ten-year period on a straight-line basis since the date of 
acquisition. . 

xv Leases 

The Company leases certain facilities, equipment and office space under cancelable and noncancelable operating 
leases. The minimum annual rentals under operating leases for the next five years ending June 30 are as follows: 
2000 - $6,062,000; 2001 - $4,973,000; 2002 - $4,039,000; 2003 - $2,236,000; 2004 - $1,225,000 and thereafter 
$11.162,000. Rental expense was $7,732,000, $6,054,000 and $6,797,000 for the years ended June 30, 1999, 1998 
and 1997, respectively. 

XVI Commitments and Contingencies 

Environmental Southem Union and Westem Resources, Inc. entered into an Environmental liability Agreement 
(Environmental Uability Agreement) althe time of the closing of the acquisition of Missouri Gas Energy. Subject 
to the accuracy of certain representations made by Westem Resources In the Missouri Asset Purchase Agreement, 
the environmental Uabillty Agreement provides for a tiered approach to the allocation of certain liabilities under 
environmental laws that may exist or arise with respect to Missouri Gas Energy. The Environmental Uability 
Agreement contemplates SOuthem Union first seeking reimbursement from other potentially responsible parties, or 
recovery of such costs under Insurance orthrough rates charged to customers. To the extent certain environmental 
liabilities were discovered by Southem Union prior to January 31, 1996. and are not so reimbursed 'or recovered, 
Southem Union will be responsible for the ftrst $3,000,000, If any, of out-of-pocket costs and expenses Incurred to 
respond to and remedlate any such environmental claim. Thereafter, Westem Resources would share one-half of 
the next $15,000,000 of any such costs and expenses, and SOuthern Union would be saiely liable for any such costs 
and expenses In excess of $18,000,000;' At the present time and based upon Information aVailable to management, 
the Company believes that the costs of any remediation efforts that may be required for these sites for which Itmay 
ultimately have responsibility will not exceed the aggregate amount subjed to substantial sharing by Westem 
Resources. In a letter dated May 10. 1999, the.Mlssouri Department of Natural Resources (MOOR) sent notice of 
a planned Site InspectlonlRemoval Site Evaluation of the Kansas City Coal Gas Former Manufactured Gas Plant 
(FMGP) site. This site (comprised oft¥lo FMGP operations previously owned by two separate companies) Is located 
at East 1st Street and campbell In Kansas City, Missouri and Is owned by Missouri Gas Energy. A 1988 investigation 
of the site performed by an environmental Protection Agency (EPA) contractor determined that further remedial 
assessment was not required under the Comprehensive Environmental Response. Compensation and Uabliity Act 
of 1980 (CERCLA). as amended by the Superfund Amendments and Reauthorfzatlon Act of 1988. The MONR has 
stated that the reassessment of the Kansas City Coal Gas site Is part of a statewide effort to identify, evaluate, and 
prioritize the potential hazan:ls posed by all of Missouri's FMGP sites, During July 1999, the Company sent 
applications to MONR submitting the two sites to the agency's Voluntary Cleanup Program. In two letters, both dated 
August 2,1999, the MONR accepted the sites Into the Voluntary Cleanup Program. The Company subsequently 
submitted two work plans for the environmental assessment of the sites to MONR. 

In addition to the vanous Missouri Gas Energy sites described above, the COmpany Is Investigating the possibility 
that the COmpany or predecessor companies may have been associated with Manufactured Gas Plant (MGP) sites 
In other of Its former service territories, plinclpally In Arizona and New Mexico, and present service territories In 
Texas. At the present time, the company Is aware of certain plant sites In some ofthese areas and Is Investigating 
those and certain other locations. While the Company's evaluation of these Texas, Arizona and New Mexico MGP 
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sites is in its preliminary stages, it is likely that some compliance costs may be identified and become subject to 
reasonable quantification. To the extent that such potential costs are quantified, the Company expects to provide 
any appropriate accruals and seek recovery for such remediation costs through ail appropriate means, including 
insurance and regulatory relief. Although significant charges to earnings could be required prior to rate 
recovery, management does not believe that environmental expenditures for such MGP sites will have a material 
advene effect on the Company's financial position, results of operations or cash flows. 

The Company follows the provisions of an American Institute of Certified Public Accountants Statement of Position. 
Environmental Remediation Liabilities, for recognition, measurement, display and disclosure of environmental 
remediation liabilities. 

Regulatory On August 18, 1998. the Missouri State Court of Appeals, Westem District, denied the Company's 
appeal of the February 1, I997 rate order which retroactively reduced the canying cost rate applied by the Company 
on expenditures incurred on the Missouri Gas Energy Safety Program. The Company believes that the inconsistent 
treatment by the MPSC in subsequently changing to the Allowance for Funds Used During Construction rate of 
approximately 6% from the previously ordered rate of 10.54% constitutes retroactive ratemaking. Unfortunately, the 
decision by the Missouri State Court of Appeals failed to address certain specific language within a 1994 MPSC 
accounting authority order that the Company believed prevented the MPSC from retroactively changing the canying 
cost rate. Southern Union sought a transfer of the case to the Missouri Supreme Court which was denied on 
November 24.1988. 

The continuation of the M l u r i  Safety Program will result in significant levels of future capital expenditures. The 
Company estimates incuning capital expenditures of $14,372,000 in fiscal2000 related to this program. 

In August lW8, a jury in Edinburg, Texas conduded deliberaUons on the City of Edinburg's franchise fee lawsuit 
against PG&E Gas Transmission, Texas Corporation (formerly Valem Energy Corporation (Valem)) and e number 
of its subsidiaries. as well as former Valero subsidiary Rlo Grande Valley Gas Company (RGV) and RGV's successor 
mmpany, Southem Unlon Company. The case. based upon events that occurred be4wwn 1885-1887. centers on 
spedtic contractual language In the 1985 franchise agreement between RGVand the City of Edinburg. Southern 
Unlon purchesed RGVfrom Valem In October 1883. The jury awarded the plaintiff damages, against all defendants 
underseveral lamely overlapping but mutually exduslve daims. totaling approximate1y$13,000.000. The trial judge 
subsequently reduced the award to approximately $700.000 agalnst Southem Unlon and S7.800.000 against Valero 
and Southem Union together. The Company b pursuing revenel on appeal. The Company believes it will ultimately 
prevall. and that the outcome of this matter will not have a material adverse Impact on the Company's resuits'of 
operations. flnandal POQluon or cash flows. FurUlermore. .the Company has not determined what impad. If any. this 
jury dedslon may have on other dty franchises In Texas. 

Southwad Gar W g d o n  On Fekuary 1,1899, Southem Union submitted a proposal to the Board of Dimtors 
of southwest Gas Corporation (Southwe&) to acquire ail of SouuMed'J outstanding common stock for $32.00 per 
share. Southwest then had a pending merger agreement with ONEOK. Inc. (ONEOK) at $28.50 per share. On 
February 22,1989, Southem Unlon and Southwest both publicly announced Southem Union's proposal, after the 
Southwest Board of Dimtors determined that Southern Union'sproposal was a Superlor Pmposal (as defined In the 
Sotdhwestmergeragreementwith ONEOK). Atthattime Southern Union entered intoaConfldenUality and Standstill 
Agreement with SouvlweJt at Southwest's insistence. On April 25,1999. Southwest's Board of Directors rejected 
Southern Union's $32.00 per share offer and accep4ed an amended offer of $30.00 per share from ONEOK. On 
Aprli27,l 888, Southern Union Increased its offerto $33.50 per share and agreed to pay interestwhlch. togetherwith 
dividends. would pmvide Southwest shareholders with a 6% annual rate of return on its $33.50 offer, commendng 
February 15.2000. until doslng. According to public statements by Southwest, Southem Union's revised proposal 
also has been rejected by Southwest's Board of Directors. 

There are four lawsuits pending that relate to adlvlUes surmunding Southern Union's efforts to acquire Southwest. 
in addition. there Is before the U.S. Court of Appeals forthe Tenth Clrcult, an appeal by Southern Union of a 
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preliminary injunction entered by the U.S. District Court for the Northern District of Oklahoma. Southern Union 
intends to vigorously pursue its claims against Southwest, ONEOK, and certain individual defendants, and vigorously 
defend itself against the claims by Southwest and ONEOK. 

Califomia Act/on - Pursuant to notice given by Southern Union to Southwest on April 28, 1999, the Superior Court 
of California for San Diego County on May 4, 1999, granted a motion by Southern Union and SU Acquisition 
Corporation, a Southern Union subsidiary, for leave to file a complaint in intervention in a pending Southwest 
shareholders' derivative suit styled, Klein v. Southwest Gas Corp. Southern Union's complaint sought partial 
rescission of the Confidentiality and Standstill Agreement, a declaration of the rights of the parties under the 
Confidentiality and standstill Agreement, and a request for a preliminary injunction barring Southwest from submitting 
proxies to Its shareholders seeking their approval of a merger with ONEOK until the merits of Southern Union's 
claims could be adjudicated. On May 17, 1999, Southwest removed the Klein case to the United States District Court 
forthe Southern District ofCalifornia. The shareholder plaintiffs and Southern Union then moved to remand the case 
back to the Califomia Superior Court. According to the definitive Southwest proxy statement with respect to the 
ONEOK merger (released on June 29, 1999) on June 9, 1999, Southwest Signed a Memorandum of Understanding 
(MOU) with the shareholder plaintiffs' counsel to settle this action as to all plaintiffs, except Southern Union. The 
MOU sets forth the parties' agreement in principle settling aU of the shareholders' claims arising out of the actions 
of Southwest and its directors relating to the ONEOK merger;' and will be incorporated into a final Stipulation 
Settlement. The MOU is not an admiSSion of any of the plaintiffs' allegations. Southwest and Its directors have 
denied and continue to deny that they have committed orattempted to commit any wrongdoing or breached any duty 
owed to Southwest or its shareholders. The MOU Is subject to several conditions, Including the consummation of 
the ONEOK merger and the entry of a final judgment of dismissal with prejudice by the U. S. Distrfct Court that Is 
binding on all shareholders from December 14, 1998 through the date that the shareholders approve the ONEOK 
merger. By Order dated August 3, 1999, the federal dlstrtct court granted Southern Union's motion to remand the 
case to California Superfor Court. On August 5, 1999, Southern Union moved the california SuperforCourt to sever 
Its claims against Southwest and also sought a temporary restraining order barring SOuthwest from participating In 
any further proceedings before the california Public Service COmmiSSion and from taking any other action to 
consummate Its pending merger with ONEOK untll·the court determined the merits of Southern Union's claims. 
Following a hearfng on August 5, the california superforcourtjudge denied Southern Union's request fora temporary 
restraining order In a ruling announced from the bench. Also on August 5, Southwest moved the court to stay all 
proceedings In the case. On August 18, the Court granted Southern Union's motion to sever.' On August 24, 1999, 
the court ruled on Southwest's motion and stayed action In the state court proceeding pending resolution of the 
federal actions filed by the parties. 

Nevada Action - On Aprtl20, 1999, SOuthwest filed an action against Southern Union Company In the United States 
Dlstrtct Court for the Dlstrfct. of Nevada. The complaint alleged breach of the Confidentiality and standstill 
Agreement between SOuthern Union and Southwest, misappropriation of orfglnal trade secrets In violation of 
california statutes, Intentional Interference with the ONEOK merger agreement, Intentional Interference with 
prospective advantage, breach of a common-law duty of good faith and fair dealing, and unfair business practices 
In violation of California statutes. On May 6, 1999, SOuthwest flied an amended complaint that added a claim for 
breach of the Securfties Exchange Act. of 1934 to the claims In the Original complaint. SOuthwest seeks declaratory 
and Injunctive relief together with money damages -in excess of $75,000.00: Southern Union has answered the 
complaint, denying liability under all counts. Southern Union has flied a counterclaim alleging breach of contract, 
breach of duty of good faith and fair dealing, mistake of fact and fraudulent Inducement with respect to the 
Confldentlallty and standstill Agreement. The counterclaim seeks partlal resclssfon of the Confldentlallty and 
Standstill Agreement, or a declaration that Southern Union Is entitled to take all actions legal and necessary to 
directly solicit Southwest's shareholders to oppose Southwest's agreement to merge with ONEOKorany other party, 
and to support Southern Union's efforts to merge with or acquire SOuthwest, or acquire all or some of Southwest's 
outstanding common shares. SOuthwest has filed a motion to transfer the case to the United states Dlstrfct Court 
forthe Northern District ofOklahoma, which Southern Union has opposed. That motion Iscurrently awaiting decision 
by the court. On June 30, 1999, Southern Union flied a motion for partial judgment on the pleadings with respect 
to Southwest's state law claims. The motion Is based on Nevada Revised statute 41,650 which, In part, provides 
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for immunity from civil liability for'good faith communications in connection with the right to petition 
also is pending currently. 

That motion 

Oklahoma Action - On May 5. 1999. ONEOK filed an action against Southem Union in the United States District 
Court for the Northern District of Oklahoma, asserting third-party beneficiary status under the Confidentiality and 
Standstill Agreement between Southem Union and Southwest. and alleging a claim for breach of that Agreement 
as well as a claim for intentional interference with the ONEOK-Southwest merger agreement. That same day, 
ONEOK moved for a temporary restraining order against Southem Union to bar Southern Union from making any 
anempt to solicit proxies from or influence the Shareholders of Southwest with respect to Southem Union's offer lo 
purchase Southwest. from taking any actions in the regulatory proceedings that concern the proposed merger of 
ONEOK and Southwest, from taking any actions in the Klein v Southwest Gas Cop. case and from taking any 
actions that seek to control or influence the shareholders, management. directors or policies of Southwest, either 
alone or in concert with others. On May I O .  1999 the Court entered a temporary restraining order that barred 
Southem Union from breaching the standstill provisions of the Confidentiality and Standstill Agreement. By 
agreement of the parties, the temporary restraining orderwas converted to a preliminary injunction on May 17,1999. 
Southern Union has filed a motion to dismiss the ONEOK complaint in lieu of an answer denying ONEOK's 
allegations. On July 19, 1999, Southem Union moved the Oklahoma district court to vacate or suspend its 
preliminary injunction on the basis of newlydiscovered evidence (which ais0 is the basis for Southem Union's 
Arizona action described below) that showed that ONEOK came to court with 'undean hands' and that Southwest 
had fraudulently Induced Southem Union lo  enter Into the Confidentiality and Standstill Agreement that was the basis 
for the court's injunction. This motion was denied on jurisdidional grounds by order dated July 23, 1899. On 
August 3.1999. ONEOK moved the court to hold Southem Union In contempt for having flled the Arizona adlon 
assertedly in violation of the Oklahoma court's May 17. 1999 preliminary lnjundion. At a status hearing on 
August 11,1999. the judge said that the May 17.1999 preliminary lnjundion dld not bar Southem Union from filing 
the Arizona adion. While he did not expressiy deny ONEOK's motion, the judge oraliy dlreded ONEOK to amend 
its motlon if it wished the court to glve k any fumer consideration. ONEOK subsequently moved for an emergency 
hearing (to show cause) regarding the preliminary injunction. The court heard arguments on that motion on 
August 30,1999. The judge has taken the matter under advisement and has requested that additional Information 
be provided to the court. 

Appeal of OWahOme AcUon - On May 17.1999, Southern Union noticed its appeal of the Oklahoma district court's 
preliminary lnjundion in the United States Court of Appeals for the Tenth Circuit. At the same time Southem Union 
sougM from the court of appeals a stay of the distrid court's Injundon pending a dedslon on the me& of the 
appeal. On June 1,1999, the Tenth Circuit issued a 'temporary star of the district coult's order to permit Southem 
Union to file a moUon In the Klein case to Southwed Gas' motion to transfer it to the Northern Oistriu of Oklahoma. 
On June 3,1998 Southern Union supplemented its request for a stay of the distrlct court's order to permit Southern 
Union to resume its pactidpatlon In the various state puMlc utility commission pmceedings considering the proposed 
ONEOKSouVmest Gas mefger. On June 10,1899. the Tenth Circuit issued an order denying Southem Union's 
request for the further stay and on August 24.1999 the Tenth Circuit vacated its temporary stay of June 3.1899 85 
moot and denied Southem Union's request for any further stay of the district court order pending a p l .  Brieflng 
for the appeal has been completed. 

Arizona Adfon - On July 19.1999, Southem Union filed an adlon in the United Slates Court for the Dlstrld of 
Arlzona against Southwest, ONEOK, Michael 0. Maffie (Southwest's President), Thomas Y. Hallley (Souumest's 
Chairman). Eugene N. Dubay (President of Kansas Gas Service. a divislon of ONEOK), James M. lrvin (an AriZOna 
Corporation Commissioner). Jack D. Rose (former Executive Diredor of the Arizona Corporation Commission). 
Thomas R. Sheets (Southwest's General Counsel). and John A. Gaberino. Jr. (ONEOK's General Counsel). The 
suit alleges racketeering under federal and state law. fraud in the Inducement. breach of contract, Securities 
Exchange A d  violations. bmach of the covenant of good faith and fair dealing. rescission. Intentional Interf~renW 
with business relationshlp. toctious Interference with contradual relations and dvil conspiracy. Southem Union seek 
damages of $750 million on each of the two rackelwrlng counts, to be trebled; $750 million on dx other counts: 
punklve damages on four counts; and rescission of its Standstill Agreement wilh Southwest. On August 2.1999, 
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Southem Union moved for a temporary restraining order barring both Southwest and ONEOK from participating in 
any further regulatory proceedings before the Arizona Corporation Commission. Southem Union also asked the 
Arizona court to bar Arizona Corporation Commissioner James Iwin ‘from any involvement in ongoing procedures 
concerning regulatory approval by the ACC.’ On August 5,1999, the court held a hearing on the motion and, at the 
conclusion of the hearing, orally denied Southem Union’s request. 

The Company believes that the results ofthe above-noted Southwest Gas litigation will not have a materially adverse 
effect on the Company‘s financial condition. 

Other Southem Union and its subsidiaries are parties to other legal proceedings that management considers to be 
normal actions to which an enterprise of its size and nature might be subject, and not to be material to the Company‘s 
overall business or financial condition, results of operations or cash flows. 

Commhents The Company is committed under various agreements to purchase celtain quantiies of gas in the 
future. At June 30,1999, the Company has purchase commitments for certain quantities of gas at variable, market- 
based prices that have an annual value of $94,275,000. The Company’s purchase commitments may extend over 
a period of several years depending upon when the required quantity is purchased. The Company has purchase gas 
tariffs in effect for all its utility service areas that provide for recovery of its purchase gas costs under defined 
methodologies. 

In December 1998. the Company agreed to five-year contracts with each bargaining-unit representing Missouri 
employees, which were effective in May 1999. Of the Company’s employees represented by unions, 95% are 
employed by Missouri Gas Energy. 

The Company had standby letters of credit outstanding of $1.622,000 and $2,947,000 at June 30.1999 and 1998, 
respectively. which guarantee payment of various insurance premiums and state taxes. 

XVll Quarterly Operations (Unaudited) 

Year Ended 
June 30.leoO 

Quarter Ended 
September 30 Dace mber31 March31 ~un030 Total 

Total operating revenues ................. $ 77.455 $ 174.224 $251.863 $ 101.689 $605,231 
Operating margin ...................... 42,781 70.286 98.106 51.757 262.930 
Net operating revenues (loss) ............. (627) 19,986 40,647 4.841 64,847 
Net earnings (loss) available for common stock 
Earnings (loss) par share - dilutedo’ ........ ~23) .16 .54 (.la) 

5,374 17.624 (5,505) 10.445 
.32 

CImW 

Year Ended 
June 3 0 . l W  

Quarter EII dad 
September SO December 31 March 31 June 30 Total 

Total operatlng revenues.. ............... $ 74.039 $ 221.162 $265,176 $ 108,927 $ 669.3M 
Operating margln ...................... 41 -591 77.320 94.676 50.123 263,724 
Net operating revenues .................. 1,405 26,530 36,940 3,792 60.667 

9.738 16,249 (8.849) 12,229 
39 

Net earnings (loss) available for common stockm 
Earnings (loss) per share - diluted(’) ........ (.17) .31 .so (.28) 

(4.909) 
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REPORT OF INDEPENDENT ACCOUNTANTS 

To the Stockholders and Board of Directors of 
Southern Union Company: 

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of operations, 
cash flows and stockholders' equity present fairly, in all material respects. the financial position of Southern Union 
Company and its subsidiaries at June 30, 1999 and 1998, and the results of their operations and their cash flows for 
each of the three years in the period ended June 30, 1999, in conformity with generally accepted accounting 
principles. These financial statements are the responsibility of the Company's management: our responsibility is to 
express an opinion on these financial statements based on our audits. We conducted our audits of these statements 
in accordance with generally accepted auditing standards which require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing 
the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for the opinion expressed above. 

PricewaterhouseCoopen LLP 

Austin, Texas 
August 12,1999, except for Note XVI as to 

which the date Is September 3,1999 
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SUBSIDIARIES OF THE COMPANY Exhibit 21 

Name 

Atlantic Gas Corporation 
ConTigo. Inc. 
Energia Estreila del Sur, S. A. de C. V. 
Energy WorX, Inc. 
KellAir Aviation Company 
Lavaca Realty Company 
Mercado Gas Services Inc. 
Norleiio Pipeline Company 
Southem Transmission Company 
Southem Union Energy International, Inc. 
Southem Union Financing I 
Southem Union international Investments. Inc. 
Southern Union Total Energy Systems. Inc. 
SUPro Energy Company 

State or Country of IncorDoration 

Delaware 
Delaware 
Mexico 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 

Note: Seven other wholly-owned subsidiaries of Southern Union Company, Southern Union Financing iI (a 
Delaware corporation). Southern Union Financing 111 (a Delaware corporation). Southern Union Gas 
Company, Inc. (a Delaware corporation), Southem Union Gas Company, Inc. (a Texas corporation), su 
Acquisition Corporation (a California corporation), Western Utilities, Inc. (a Delaware corporation) and 
Western Utilities. Inc. (a New Mexico corporation), conduct no business except to the extent necessary to 
maintain their corporate existence. 
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CONSENT OF INDEPENDENT ACCOUNTANTS Exhibit 23 

We hereby COnSent lo  the incorporation by reference in the Registration Statements on Form S-3 (File Nos. 33- 
58297.333-02965 and 333-10585) and Form S-8 (File Nos. 2-79612,33-37261,33-69596, 33-69598, 33-61558 and 
333-79443) of Southem Union Company and Subsidiaries of our report dated August 12,1999, except for Note XVI 
as to which the date is September 3, 1999, relating to the consolidated financial statements, which appears in the 
Annual Report to Stockholders, which is incorporated in this Annual Report on Form 10-K. 

PricewaterhouseCoopers LLP 

Austin. Texas 
September 10, I999 
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POWER OF ATTORNEY 



KURT A. GITTER. M.D. 
Kurt A. Gffler 

POWER OF ATTORNEY Exhibit 24 

KNOW ALL PERSONS BY THESE PRESENTS that each person whose Signature appears below constitutes and 
appoints Peter H. Kelley, Ronald J. Endres and David J. Kvapil. or any of them, as such person's true and lawful 
attorney-in-fact and agent, with full power of substitution and revocation, for such person and in such person's name, 
place and stead, in any and all capacities, to sign the Annual Report on FOtm IO-K forthe fiscal year ended June 30, 
1999 of Southern Union Company, a Delaware corporation. and any amendments thereto, and to file the same with 
all exhibits thereto, and otherdocuments in connection therewith, with the Securities and Exchange Commission and 
the New York Stock Exchange. 

Dated: August 12,1999 

JOHN E. BRENNAN 
John E. Erennan 

FRANK W. DENIUS 
Frank W. Denius 

AARON I. FLEISCHMAN 
Aaron 1. Fleischman 

ADAM M. LINDEMANN 
Adam M. Lindernann 

GEORGE L. LINDEMANN 
George L. Lindemann 

ROGER J. PEARSON 
Roger J. Peanon 

GEORGE ROUNTREE. 111 
George Rountree, 111 

DAN K. WASSONG 
Dan K. Wassong 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D. C. 20549 

FORM IO-Q 

For the auarterlv period ended 

March 31,2000 

Commission File No. 14407 

SOUTHERN UNION COMPANY 
( b a a  name of registrant as speafied in its charter) 

Delaware 
(State or other jurisdiction of 
incorporation or organization) 

504 Lavaca Street, Eighth Floor 
Austin, Texas 

(Address of principal executive offices) 

754571592 
(I.R.S. Employer 
Identification No.) 

78701 
(Zip Code) 

Registrant's telephone number, including area code: (512) 477-6852 

Securities Registered Pursuant to Section 12(b) of the Act: 

Title of each ciaaa 
Common Stock. par value $1 per share 

Name of each exchmae in which malaterad 
New York Stock Exchange 

indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of 
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant 
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. 
Yes L No - 
The number of shares of the registrant's Common Stock outstanding on May 5, 2000 was 47,135,583. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF OPERATIONS 

Operating revenues , . . , , . 
. . . . . . . . .  Cost of gas and other energy . . . . . .  

Operating margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net operating margin . . . . . . . . . . . . . . . . . . . . . . . .  

Operating, maintenance and general . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Revenue-related taxes . . . . . . . . . . .  . . . . . . . . . . .  

Operating expenses: 

Depreciation and amortization . . . . . . . . . . . . . .  
Taxes, other than on income and revenues . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses . . . . . . . . . .  
Net operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other income (expenses): 
Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Dividends on preferred securities of subsidiary trust . . . . . . . . . . . . . . . . .  
Other,net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total other expenses, net ................................... 

Earnings before income taxes ............................... 

Federalandstateincometaxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net earnings available for common stock ............................. 

Net earnings per share: 
Basic ...................................................... 
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Weighted average shares outstanding: 
Basic ...................................................... 
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Three Months Ended March 31. 
2000 1999 

(thousands of dollars, except 
shares snd per share amounts) 

S 344.789 S 251.863 
217i793 153:757 
126,996 98,106 
14.195 14,487 
112.801 83,619 

39,189 28,655 
15,191 10,535 
5.520 3.782 

42.972 
40.647 

59.900 
52.901 

. 1252) 
118.344) (11.584) 

34,557 29,063 

15.042 11.439 

9 19.515 17.624 

-54 

$919.654 31.170.179 
48.877.873 32.624.604 

- See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF OPERATIONS 

Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cost of gas and other energy 

Operating margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Revenue-related taxes . . . . .  

Net operating margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating, maintenance and general . . . . . . . .  
Depreciation and amortization . . . . .  

Operating expenses: 

Taxes, other than on income and revenues .................... 

Netoperating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total operating expenses . .  . . . . . . .  . .  . . . . . .  

Other income (expenses): 
................................ 

unties of subsidiary trust . . . . . . . . . . . . .  
Other,net .............................................. 

Total other expenses, net ..... . . . . . . . . . . . . . . . . . .  
Earnings before income taxes ........................ 

Federal and state income taxes . . . . . . . . . . . . . . .  

Net earnings available for common stock ...................... 

Net earnings per share: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Weighted average shares outstanding: 
Basic ....................................... . .  
Diluted ................................................. 

See accompanying notes. 

Nine Months Ended March 31, 
2000 1999 

(thousands of dollars, except 
shares and per sham amounts) 

$ 669,170 $ 503,543 
402,182 292,370 
266,988 211,173 
29.416 27.169 

237,572 184,004 

98.647 81.776 
39,539 31,449 
13.779 10.774 

151.965 123.999 
85.607 60.005 

(36,603) (26.843) 
(7,110) (7,110) 
(5.527) 31 1 

(49.240) (33.642) 

36,367 26,363 

15,820 10.413 

$547 p 15.950 

39.706.933 31.129.919 
, 41.654.456 2.571.140 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF OPERATIONS 

Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Revenue-relatedtaxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net operating margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cost of gas and other energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses: 
Operating, maintenance and general . . . . . . . . .  
Depreciation and amortiation . . . . . . . . . . . . . .  
Taxes, other than on income and revenues 

Total operating expenses . . . . . . . . . . . . . .  
Net operating revenues . . . . . . . . . . . . . . . .  

. . . .  

. . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

Other income (expenses): 
Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Dividends on preferred securities of subsidiary trust . . . . . . . . . . . . . . . . .  
Write-off of regulatory assets ................................... 
Other,net .................................................. 

Total other expenses, net .................................. 
Earnings before income taxes ............................... 

Federal and state income taxes ......................... 

Net earnings available for common stock ............................. 

Net earnings per share: 
Basic ...................................................... 
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Twelve Months Ended March 31, 
2000 IS99 

(thousands of dollan. except 
shares and per sham amounts) 

$ 770,858 $ 612,469 
452.1 13 351,174 
318,745 261,295 
34.281 32.183 

284,464 229,112 

126,563 109,701 
49.946 40.963 

(45,759) (35, I 82) 
(9,480) (9,480) - (8,163) 
(7.651) 763 
0 (52.062) 

27,559 11,737 

12.516 4.6% 

9 15,043 9 7.101 

Weighted average shares outstanding: 
-70% -9.598 
39.474.512 -1 

Basic ...................................................... 
Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

L 

See accompanying notes 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 

ASSETS 

March 31, June 30, 
2000 1999 1999 

(thousands of dollars) 

Properly, plant and equipment: 
Plantinselvice . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . .  

Less accumulated depreciation and amortization 

Additional purchase cost assigned to utility plant, net 

Net property, plant and equipment . . . . . . . . . . . . . . . . . . . .  

Current assets: 
Cash and cash equivalents .......................... 
Accounts receivable. billed and unbilled 
Inventories, principally at average cost 
Prepayments and other ............................. 

Total current assets ............................ 

Deferred charges ..................................... 

Investmentsecurities .................................. 

Realestate ................................ 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . .  

$1,545,099 $1,093,881 $1,106,905 
37.306 13.199 13.271 

1,582.405 1,107.080 1,120,176 
(497.227) (376.629) (376,212) 

1,085,178 730,451 743,964 
378.085 135.317 134.296 

1.463.263 865.768 878.260 

52,327 - 
129,650 101,553 
26,698 25,716 
7.854 2.179 

216.529 129.448 

139,313 90,218 

15,587 10,000 

9,438 9,438 

20.841 7.953 

- 
50,693 
29.373 
4.692 

84.758 

96,635 

12,000 

9,420 

6.275 

- 
... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - Total $1,864,971 u 2 . 8 2 5  81.087.348 

See accompanying notes 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET (Continued) 

STOCKHOLDERS EQUITY AND LIABILITIES 

Common stockholders' equity: 
Common stock, $1 par value; authorized 

200,000,000 shares; issued 48,134,860 shares . . . . . .  

Less treasury stock, at cost . . . . . . . . . . . . . . . . . . . . . . . . .  
Less common stock held in trust . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss . . . . . . . . . . . . . . . .  
Retainedearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common stockholders' equity 

Premium on capital stock . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Company-obligated mandatorily redeemable preferred 
securities of subsidiary trust holding solely subordinated 
notes of Southern Union ............................ 

Long-term debt and capital lease obligation . . . . . . . . . . . . . . . .  

Totalcapitaliation ................................ 

Current liabilities: 
Long-term debt and capital lease obligation due within 

oneyear ..................................... 
Notespayable .................................... 
Accountspayable ................................. 
Federal, state and local taxes ........................ 
Accrued interest .................................. 
Customer deposits ................................ 
Deferred gas purchase costs ........................ 
Other ........................................... 

Total current liabilities .......................... 

Deferred credits and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated deferred income taxes ...................... 
Commitments and contingencies . . . . . . . . . . . . . . . . . . . . . . . .  

Total 

March 31. June 30, 
2000 I999 1999 

(thousands of dollars) 

$ 48,135 $ 29,741 
592,274 260,167 
(14,313) (794) 
(1 5,254) - 
20.547 23.790 

630,953 312,904 

- (436) 

100,000 100,000 

734.320 411.46Q 

1,465,273 824.364 

2,169 2,033 
3 18,603 

64,660 49,917 
22,526 28,446 
16,067 5,256 
17.805 18,352 
21.674 14.968 
16.052 16.642 

160.956 154.219 

112.581 71,763 
126,161 62,479 

See accompanying notes. 

$1.864.971 81.112.825 

$ 31,240 
276,610 

(794) 
(5.562) 
(436) - 

301,058 

100,000 

390.931 

791.989 

2.066 
21,003 
37,834 
13,300 
12,176 
17.682 
22,955 
16.612 

143.628 

81,493 
70.238 

U87.348 
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- SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY 

Balance July 1, 1998 . . . .  

Net earnings . . . . . . . . .  

Minimum pension liabilitj 
adjustment; net of tax 

Comprehensive income 

Common stock held in 
tNSt . . . . . . . . . . . . . .  

5% stock dividend - 
declared November 11, 
1998 . . . . . . . . . . . . . .  

5% stock dividend - 
declared July 13,1999 

Exercise of stock options 

Balance June 30,1999 . . 
Net earnings . . . . . . . . .  

Issuance of stock for 
acquisition . . . . . . . . .  

stock . . . . . . . . . . . . .  
Purchase of treasury 

Common stock held in 
tNSt . . . . . . . . . . . . . .  

Exercise of stock options 

Balance March 31,2000 . 

- 
Common Premium Common Accumulated 

Stock, on Treasury Stock Other Com- 

Value Stock atCost Trust Loss Earnings Total 
S I  Par Capital Stock, Heidin prehensive Retained I 

(thousands of dollars) 

$28,252 $252,638 $ (794) $ -- $ -- $ 16,738 $ 296,834 I 

- 

- 

- 

1,411 

1,485 (18.285) (3) 16,797 - - - 
- - (216) 

31,240 276,610 (794) (5,562) (436) - 301,058 

- - - - 20,547 20,547 

- - 92 (308) 

- 

- - - 331,949 16,714 315,235 - 

- - (13,519) - - - (13,519) 

See accompanying notes. 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF CASH FLOWS 

Three Months Ended March 31, 
2000 1999 
(thousands of dollan) 

Cash flows from operating activities: 
Netearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net earnings to net cash flows from operating 

activities: 
Depreciation and amortization 
Deferred inwme taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provision for bad debts . . .  . . . . . . . . . . . . . . . . . .  
Deferred interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Changes in assets and liabilities, net of acquisitions and dispositions: 

Accounts receivable, billed and unbilled 
Accountspayable . . . . . . . . . . . . . . . . . . . . . .  
Taxes and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferredgaspurchasecosts ............................ 
Inventories .......................................... 
Other .............................................. 

Net cash flows from operating activities ...................... 
Additions to property, plant and equipment .......................... 
Proceeds from sale of subsidialy .................................. 
Purchaseofinvestmentsecurities ................................. 
Increase (decrease) in customer advances .......................... 
Increase (decrease) in deferrad charges and credits . . . . . . . . . . . . . . . . . .  
Other ........................................................ 

Net cash flows used in investing activities ....................... 
Repayment of debt and capital lease obligation ...................... 
Net payments under revolving credit facility .......................... 
Purchase of treasuly stock ....................................... 
Decreaseincashoverdrafts ...................................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash Rows used in financing activities ....................... 
Changeincashandcashequivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at beginning of period ........................ 
Cash and cash equivalents at end of period ............................. 

. . . . . . . . . . . . . . . . . . .  

Cash flows used in investing activities: 

Acquisitions of operations ........................................ 

Cash flows used in financing activities: 

Supplemental disclosures of cash flow information: 
Cash paid during the period for: 

Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
lnwmetaxes ......................................... 

See accompanying notes. 

$ 19,515 

15,191 
3,585 
2,011 

108 
428 

17,577 
(10,635) 

9,807 
(29) 

2,382 
43,706 

Cl0.09a) 
93.547 

(26,608) 
(2,252) 
12,150 
(2.961) 

608 
1,667 

1.538 
(15.8581 

(361) 
(1 2.900) 
(12,193) 

92 
(25.362) 
52,327 

9 52.327 

- 

- 

$ 17,624 

10,535 
1,133 
1,192 

153 
358 

(980) 
1,429 
6,714 
(311) 

10,554 
10,718 

725 
59.844 

(15,433) 

(5,000) 
(98) 

(1.024) 
1233) 

(21.788) 

(477) 
(31,400) 

(6,250) 

(38.056) 

- 
- 

- 
71 

- 
- 

L 

L15.654 
L-2 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF CASH FLOWS 

Cash flows from operating activities: 
Netearnings . . . . . . . .  . . . .  
Adjustments to ash flow rating 

Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . ... . . . . . . . . .  
Provision for bad debts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Changes in assets and liabilities, net of acquisitions and dispositions: 

activities: 

Accounts receivable, billed and unbilled . . . . . .  
Accountspayable ....................................... 
Taxes and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer deposits .................... . . . . . . . . . . . . . . .  
Deferred gas purchase costs .............................. 
Inventories ............................................. 
other ................................................. 

Net cash flows from operating activities. ......................... 
Additions to properly, plant and equipment. ............................. 
Acquisition of operations, net of cash received ........................... 
Proceeds from sale of subsidiary ..................................... 
Purchaseofinvestmentsecurities .................................... 
Notereceivable ................................................... 
Net change in customer advances .................................... 
Net change in deferred charges and credits ............................. 
Other ........................................................... 

Net cash flows used in investing activities ........................... 
Issuanceoflong-termdebt .......................................... 
Issuance cost of debt .............................................. 
Repayment of debt and capital lease obligation .......................... 
Premium on early extinguishment of acquired debt ....................... 
(Payments)/ borrowings under revolving credit facility ..................... 
Purchaseoftreasurystock .......................................... 
Decrease in cash overdrafts . . . . . . . . . . . . . . .  ....................... 
Other ................................. ....................... 

Net cash flows from financing activities ............................. 
Changeincashandcashequivalents ..................................... 
Cash and cash equivalents at beginning of period.. .......................... 
Cash and cash equivalents at end of period ................................ 
Supplemental disclosures of cash flow information: 

Cash paid (refunded) during the period for: 

Cash flows used in investing activities: 

Cash flows from flnancing activities: 

Interest ...................................................... 
Incometaxes ................................................. 

See accompanying notes 

Nine Months Ended March 31, 
2000 1999 

(thousands of dollars) 

$ 20.547 $ 15.950 

39,539 
3,355 
1,665 

187 
1,225 

(55,167) 
10,235 
9,719 

123 
(5,149) 
33,652 

31,449 

2,371 
517 

1,069 

(50,165) 
23.368 
6.989 

665 
2,710 

445 

(127) 

flO.090) I .393 
49.841 36,634 

(69,430) 
(38.063) 
12.150 

(15,008) 
(4,000) 
1,442 

(50.398) - - 
(5.000) 

1.610 
- 

300,000 - 
(6.643) 

(I 38,269) 
(745) 

(21,000) 
(13,519) 
(6.655) 

528 ‘97 
113.697 15.565 
52,327 - 

- 
(1,516) 

17,003 

(19) 

- 
- 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CASH FLOWS 

Twelve Months Ended March 31, 
2000 1999 
(thousands of dollars) 

Cash flows from operating activities: 
Netearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net earnings to net cash flows from operating 

activities: 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provision for bad debts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Write-off of regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Chanoes in assets and liabilities. net of acuuisitions and diswsitions: . ~~ ~~ ~ 

AEcounts receivable, billed and unbilled . . . . . . . . . . . . . . . . . . . .  
Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxes and other liabilities ............................... 
Customerdeposits .................................... 
Deferred gas purchase costs ............................ 
Inventories ........................................... 
Other ............................................... 

Net cash flows from operating activities. ....................... 
Additions to property. plant and equipment. ........................... 
Acquisition of operations, net of cash received ......................... 
Proceeds from sale of subsidiary ................................... 
Purchase of investment securities .................................. 
Note receivable .................................................. 
Increase in customer advances ........... : ........................ 
Deferred charges and credits ...................................... 
Other ......................................................... 

Net cash flows used in investing activities ......................... 
lssuanceoflong-termdebt ........................................ 
Issuancecostofdebt ............................................ 
Repayment of debt and capital lease obligation ........................ 
Premium on early extinguishment of &M ............................ 
Net borrowings (payments) under revolving credii facility ................. 
Purchase of treasury stock ........................................ 
Increase in cash overdraft ......................................... 

Cash flows used in investing activities: 

Cash flows from (used In) financing activities: 

Other ......................................................... 
Net cash flows from (used in) financing activities . . . . . . . . . . . . . . . . . . .  

Change in cash and cash equivalents. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Supplemental disclosures of cash flow information: 
Cash paid during the period for: 

Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Incometaxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 15,043 $ 7,101 

49,946 
11,349 
2,573 

289 

1,160 

(5.216) 
(7.905) 
1,490 
(546) 

2.839 
29,994 

(10.956) 
90.060 

(92,170) 
(38,063) 
12,150 

(17.008) 
(4.000) 
1,971 

(4,398) 
1.326 

(140.221) 

- 

300,000 
(6.843) 

(157,590) 
(745) 

(18,600) 
(13.519) 

40,963 
5,165 
3,521 

92 
8.163 
1,760 

13,754 
(1 1,437) 
(1.376) 

437 
12,777 
(8.073) 

181 5) 
72.232 

(75.588) 

(5.000) 

2,349 
1.480 
4.389 

f72.370) 

- - 
- 

- 
(2.004) 

1,603 
- 
- 

. (603j 603 
188 (329) 

102.488 (127) 
52,327 (265) - 265 

-327 3 - 

See accompanying notes. 

10 



SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

FINANCIAL STATEMENTS 

These financial statements should be read in conjunction with the financial statements and notes thereto contained 
in Southern Union Company's (Southern Union and, together with its wholly-owned subsidiaries, the Company) 
Annual Report on Form 10-K for the fiscal year ended June 30, 1999. Certain prior period amounts have been 
reclassified to conform with the current period presentation. 

The interim financial statements are unaudited but, in the opinion of management, reflect all adjustments (including 
both normal recurring as well as any non-recurring) necessary for a fair presentation of the results of operations for 
such periods. Because of the seasonal nature of the Company's operations, the results of operations and cash 
flows for any interim period are not necessarily indicative of results for the full year. Also, as described below, the 
Company acquired Pennsylvania Enterprises, Inc. on November 4, 1999. Accordingly, the operating activities of 
the acquired operations are consolidated with the Company beginning on that date. Thus, the results of operations 
for the three-, nine- and twelve-month periods ended March 31, 2000 are not indicative of results that would 
necessarily be achieved for a full year since the majority of the Company's operating margin is recorded during the 
winter heating season. For these reasons, the results of operations of the Company for the periods subsequent to 
this acquisition are not comparable to those periods prior to the acquisition nor are the fiscal 2000 results of 
operations comparable with prior periods. 

ACQUISITION ACTIVITIES 

Pennsylvania Enterprises, Inc. 

On November 4, 1999, the Company acquired Pennsylvania Enterprises. Inc. (hereafter rekrred to as the 
"Pennsylvania Operations") in a transaction valued at approximately $500 million, Including assumption of debt of 
approximately $150 million. The Company issued approximately 17 million shares of common Jtock and paid 
approximately $36 million in cash to complete the transaction. The Pennsylvania Operations are headquartered in 
Wilkes-Barre. Pennsylvania with natural gas distribution being its primary business. The principal operating division 
of the Pennsylvania Operations is the PG Energy division of the Company which serves more than 152.000 gas 
customers in noweastem and central Pennsylvania. Subsidiaries of the Company included in the Pennsylvania 
Operations include PG Energy Services Inc., Keystone Pipeline Services, Inc. (a whollyowned subsidiary of PG 
Energy Services, Inc.), PEI Power Corporation, and Theta Land Corporation. PG Energy Services Inc. markets a 
diversified range of energy-related products and services under the name of PG Energy Power Plus and supplies 
propane under the name of PG Energy Propane. Keystone Pipeline Services, Inc. provides pipeline and fiber optic 
cable construction. installation, maintenance, and rehabilitation services. PEI Power Corporation operates a 
cogeneration plant that generates steam and electricity for resale. Theta Land Corporation, which provided land 
management and development services for more than 44,000 acres of land, was sold for $12,150,000 in January, 
2000. In accordance with generally accepted accounting principles relative to business combinations, no gain or 
loss was recognized on this transaction. 

The Company funded the acquisition of the Pennsylvania Operations and related refinancings with the sale of 
$300.000.000 of 8.25% Senior Notes due 2029 completed on November 3, 1999 (8.25% Senior Notes). See Debt 
and Capital Lease. The assets of the Pennsylvania Operations are included in the consolidated balance sheet of 
the Company at March 31,2000 and income from the Pennsylvania Operations has been included in the statement 
of consolidated operations beginning November 4,1999. The acquisition was accounted for using the purchase 
method. The additional purchase cost assigned to utility plant of approximately $249,477,000 reflects the excess 
of the purchase price over the historical book carrying value of the utility plant purchased. Amortization of the 
additional purchase cost assigned to utility plant is provided on a straight-line basis over forty years. The final 
allocation of the purchase price of the Pennsylvania Operations acquisition is expected to be completed in the fourth 
quarter of fiscal year 2000. 

I 1  

9 

I 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Prior to the consummation of the acquisition, the Company purchased 358.500 shares of Pennsylvania Enterprises, 
Inc. stock for $1 1,887,000 during both the first and second quarter of the Company's fiscal year 2000. As all 
necessary approvals for the merger had not been obtained, these purchases were treated as investment securities. 

Pro Forma Financial Information 

The following unaudited pro forma financial information for the nine-month periods ended March 31,2000 and 1999 
is presented as though the following events had occurred at the beginning of the earliest period presented: (i) the 
acquisition of Pennsylvania Enterprises, Inc.; (ii) the sale of the 8.25% Senior Notes; and (iii) the refinancing of 
certain short-term and long-term debt at the time of acquisition. The pro forma financial information is not 
necessarily indicative of the results which would have actually been obtained had the acquisition of Pennsylvania 
Enterprises, Inc.. the sale of senior notes or the refinancings been completed as of the assumed date for the periods 
presented or which may be obtained in the future. 

Nine Months Ended March 31. 
2000 1999 

Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 717,655 $ 693,388 
Income (loss) before extraordinary item .............................. 9,835 16,625 
Net earnings (loss) available for common stock ........................ 9,835 16,625 

Basic ...................................................... .21 .35 
Diluted ..................................................... .20 .34 

Net earnings (loss) per common stock: 

Other AcquisMons 

On December I, 1999, Southern Union and Valley Resources, Inc. ('Valley Resources") (AMEX: VR) announced 
a definitive merger agreement. The agreement calls for Valley Resources to merge into Southern Union in a 
transaction valued at approximately $160 million, including the assumption of debt of approximately $30 million. If 
approved, each Valley Resources shareholder will receive $25.00 per Valley Resources share in cash. The merger 
will be accounted for using the purchase method. Valley Resources is a public utility holding company with natural 
gas distribution systems in northeastern and eastern Rhode Island serving a total of 66.000 customers. 

On November 15,1999, Southem Union and Providence Energy Corporation ("Providence Energy") (NYSE: P w )  
announced a definitive merger agreement. The agreement calls for Providence Energy to merge into Southem 
Union in a transaction valued at approximately $400 million, including the assumption of debt of approximately $93 
million. If approved, each Providence Energy shareholder will receive $42.50 per Providence Energy share in cash. 
The merger will be accounted for using the purchase method. Providence Energy distributes and markets natural 
gas, heating oil, and petroleum products and also markets electricity and energy services. Providence Energy 
serves approximately 181,000 customers principally in Rhode Island and Massachusetts. 

On October 5,1999, Southern Union announced a definitive merger agreementwith Fall River Gas Company ("Fall 
Rivet") (AMEX: FAL) in a transaction valued at approximately $75 million, including the assumption of debt of 
approximately $20 million. If approved, each Fall River shareholder will receive Southem Union common stock 
and/or cash having a value of $23.50, subject to adjustment At least half of the outstanding Fall River shares must 
be exchanged for Southem Union common stock. The merger will be accounted for using the purchase method. 
Fall River is a natural gas distribution company that serves nearly 48,000 customers in the city of Fall River and the 
towns of Somerset, Swansea and Westport, all lccated in Southeastern Massachusetts. 

Southern Union anticipates having all necessary approvals for each of these mergers by September 2000. 

- 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

WRITE-OFF OF REGULATORY ASSETS 

During 1998, the Company was impacted by pre-tax non-cash write-offs totaling $8,163,000 of previously recorded 
regulatory assets. Pursuant to a 1989 Missouri Public Service Commission (MPSC) order, Missouri Gas Energy, 
a division of the Company, is engaged in a major gas safety program. In connection with this program, the MPSC 
issued an accounting authority order in 1994 which authorized Missouri Gas Energy to defer carrying costs at a rate 
of 10.54%. The MPSC rate order of January 22,1997, however, retroactively reduced the 10.54% carrying cost rate 
used since early 1994 to an Allowance for Funds Used During Construction (AFUDC) rate of approximately 6%. The 
Company filed an appeal of this portion of the rate order in the Missouri State Court of Appeals, Western District, 
and on August 18. 1998 was notified that the appeal was denied. This resulted in a one-time noncash write-off of 
$5,942,000 by the Company of previously deferred costs in its fiscal year ended June 30,1998. 

On August 21, 1998, Missouri Gas Energy was notified by the MPSC of its decision to grant a rate increase which, 
among other things, disallowed certain previously recorded deferred costs associated with the rate filing, requiring 
an additional pre-tax noncash write-off of $2,221.000. Thecompany recorded this charge to earnings in its fiscal 
year ended June 30, 1998. See Utilify Regulafion and Rates. 

EARNINGS PER SHARE 

Average shares outstanding for basic earnings per share were 46,919,654 and 31,170,179 for the three-month 
period ended March 31,2000 and 1999, respectively; 39,706,933 and 31,129,919forthe ninemonth period ended 
March 31, 2000 and 1999, respectively; and 37,586,705 and 31,119,598 for the twelvemonth period ended 
March 31,2000 and 1999, respectively. Diluted earnings per share includes average shares outstanding as well 
as common stock equivalents torn stock options and warrants. Common stock equivalents were 1,156,945 and 
1,454,425 for the three-month period ended March 31,2000 and 1999, respectively; 1,450,730 and 1,441,221 for 
the nine-month period ended March 31,2000 and 1999, respectively; and 1,514,534 and 1,380.963 for the twehre- 
month period ended March 31,2000 and 1999, respectively. At March 31,2000,894.297 shares of common stoek 
were held by various rabbi trusts for certain of the Company's benefit plans. 

INVESTMENT SECURITIES 

In March 2000, the Company acquired an 11% interest in a development stage communications company for 
$2,000,000. 

At March 31,2000, all securities owned by the Company areaccounted for under the cost method. These securities 
consist of equity ownership in non-public companies. Realized gains and losses on sales of investments, as 
determined on a specific identification basis, are included in the Consolidated Statement of Operations when 
incurred, and dividends are recognized as income when received. 

PREFERRED SECURITIES OF SUBSIDIARY TRUST 

On May 17, 1995, Southem Union Financing I (Subsidiary Trust), a consolidated whollyowned subsidiary of 
Southern Union, issued $100,000,000 of 9.48% Trust Originated Preferred Securities (Preferred Securities). In 
connection with the Subsidiary Trust's issuance of the Preferred Securities and the related purchase by Southern 
Union of all of the Subsidiary Trust's common securities (Common Securities), Southern Union issued to the 
Subsidiary Trust $103,092,800 principal amount of its 9.48% Subordinated Deferrable Interest Notes, due 2025 
(Subordinated Notes). The sole assets of the Subsidiary Trust are the Subordinated Notes. The interest and other 
payment dates on the Subordinated Notes correspond to the distribution and other payment dates on the Preferred 
Securities and the Common Securities. Under certain circumstances. the Subordinated Notes may be distributed 
to holders of the Preferred Securities and holders of the Common Securities in liquidation of the Subsidiary Trust. 

I 

I 

I 

I 

I 

I 

I 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

The Subordinated Notes are redeemable at the option of the Company on or after May 17.2000, at a redemption 
price of $25 per Subordinated Note plus aCCNed and unpaid interest. The Preferred Securities and the Common 
Securities will be redeemed on a pro rata basis to the same extent as the Subordinated Notes are repaid, at $25 
per Preferred Security and Common Security plus accumulated and unpaid distributions. Southern Union's 
obligations underthe Subordinated Notesand related agreements, taken together, constitute afulland unconditional 
guarantee by Southern Union of payments due on the Preferred Securities. As of March 31, 2000 and 1999, 
4,000,000 shares of Preferred Securities were outstanding. 

DEBT AND CAPITAL LEASE 

March 31, June 30, 
2000 1999 
(thousands of dollan) 

7.60% Senior Notesdue2024 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 364,515 $ 364,515 
8.25% Senior Notes due 2029 300,000 
8.375% First Mortgage Bonds. due 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30,000 
9,34%FintMortgageBonds,due2019 ................................. 15,000 
Capitalleaseandother ............................................... 26.974 28.482 
TotaldebtandcaDitallease ........................................... 736.489 392.997 

- ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
- 

.~ 
Lesscurrentportion 2.169 21066 .............................................. 

Total long-term debt and capital lease .................................. 9 734.320 

On November 3.1999. the Company completed the sale of $300,000,000 of 8.25% Senior Notes due 2029. The 
net proceeds from the sale of these senior notes were used to: (i) fund the acquisition of Pennsylvania Enterprises. 
Inc.: (ii) repay approximately $109.900.o00 of borrowings under the revolving credit facility, and (iii) repay 
approximately $136,000,000 of debt assumed in the acquisition. See Management's Discussion and Analysis of 
Financial Condition and Results of Operations - Financial Condition. 

Credit Facilitfed The Company has availability under two revolving credit facilities (Revolving Credit Facilities) 
underwritten by a syndicate of banks. Ofthe Revolving Credit Facilities, $40,000,000 is available under a short-term 
facility which expires June 29,2000, while $60,000,000 is available under a long-term facility expiring on June 30, 
2002. The Company has additional availability under uncommitted line of credit Ml i ies  (Uncommitted Facilities) 
with various banks. Covenants underthe Revolving Credit Facilities allow for up to $50,000,000 of borrowings under 
Uncommitted Facilities at any one time. Borrowings under the facilities are available for Southem Union's working 
capital, letter of credit requirements and other general corporate purposes. The Company had no balance 
outstanding under the facilities at March 31,2000. 

CapitalLease The Company completed the installation of an Automated Meter Reading (AMR) system at Missouri 
Gas Energy during fiscal year 1999. The installation of the AMR system involved an investment of approximately 
$30,000,000 which is accounted for as a capital lease obligation. As of March 31,2000. the capital lease obligation 
outstanding was $25,561,000 with a fixed rate of 5.79%. This system has improved meter reading accuracy and 
provided electronic accessibility to meters in residential customers' basements, thereby assisting in the reduction 
of the number of estimated bills. 

UTILITY REGULATION AND RATES 

On April 3, 2000, PO Energy, a division of the Company, filed an application with the Pennsylvania Public Utility 
Commission (the PPUC) seeking an increase in its base rates designed to produce $1 7.9 million in additional annual 
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SOUTHERN UNION COMPANY AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

revenues. On May 11, 2000, the PPUC suspended this rate increase request for seven months, until January 2. 
2001, in order to investigate the reasonableness of the proposed rates. 

On October 18, 1999, Southem Union Gas, a division of the Company, filed a $1,698,000 rate increase request for 
the El Paso service area with the City of El Paso. In February 2000, the City of El Paso approved a $650,000 
revenue increase, and an improved rate design that collects a greater portion of the Company's revenue stream from 
the monthly customer charge. Additionally, the City of El Paso approved a new 30-yearfranchise for Southern Union 
Gas 

On August 21, 1998, Missouri Gas Energy, a division of the Company, was notified by the MPSC of its decision to 
grant a $13,300,000 annual increase to revenue effective on September 2, 1998, which is primarily earned 
volumetrically. The MPSC rate order reflected a 10.93% return on common equity. The rate order, however, 
disallowed certain previously recorded deferred costs requiring a noncash write-off of $2,221,000, The Company 
recorded this charge to earnings in its fiscal year ended June 30,1998. On December 8,1998, the MPSC denied 
rehearing requests made by all parties other than Missouri Gas Energy and granted a portion of Missouri Gas 
Energy's rehearing request. The MPSC will conduct further proceedings to take additional evidence on those 
matters for which it granted Missouri Gas Energy a rehearing. If the MPSC adopts Missouri Gas Energy's positions 
on rehearing, then Missouri Gas Energy would be authorized an additional $2,200,000 of base revenues increasing 
the $13,300,000 initially authorized in its August 21,1998 order to $15,500,000. The MPSC's orders are subject to 
judicial review and although certain parties have argued for a reduction in Missouri Gas Energy's authorized base 
revenue increase on judicial review, Missouri Gas Energy expects such arguments to be unsuccessful. 

On April 13,1998, Southem Union Gas had also filed a $2,228,000 request for a rate increase from the city of El 
Paso, a request the city subsequently denied. On April 21, 1998, the city council of El Paso voted to reduce the 
Company's rates by $1,570,000 annually and to order a one-time wst of gas refund of $475,000. On May 21, 
1998, Southem Union Gas filed with the Railroad Commission of Texas (RRC) an appeal of the city of El Paso's 
actions to reduce the Company's rates and require a onetime cost of gas refund. On December21,1998, the RRC 
issued its order implementing approximately a $1,000,000 onetime cost of gas refund and a $99,000 base rate 
reduction. The cost of gas refund was completed in February 1999. 

COMMITMENTS AND CONTINGENCIES 

Environmental Southem Union and Westem Resources entered into an Environmental Liability Agreement at the 
closing of the Missouri Acquisition. Subject to the accuracy of certain representations made by Westem Resources 
in the Missouri Asset Purchase Agreement, the Environmental Liability Agreement provides for a tiered approach 
to the allocation of substantially all liabilities under environmental laws that may exist or arise with respect to Missouri 
Gas Energy. At the present time and based upon information available to management, the Company believes that 
the costs of any remediation efforts that may be required for these sites for which it may ultimately have 
responsibility will not exceed the aggregate amount subject to substantial sharing by Westem Resources. 

In a letter dated May 10,1999, the Missouri Department of Natural Resources ('MDNR') sent notice of a planned 
site inspectionlremoval site evaluaticn ofthe Kansas City Coal Gas Former Manufactured Gas Plant ('FMGP") site. 
This site (comprised of two FMGP operations previously owned by two separate companies) is located at East First 
Street and Campbell in Kansas City. Missouri and is owned by Missouri Gas Energy. A 1988 investigation of the 
site performed by an Environmental Protection Agency ('EPA') contractor determined that further remedial 
assessment was not required under the Comprehensive Environmental Response. Compensation and Liability Act 
of 1980 (CERCIA). as amended by the Superfund Amendments and Reauthorization Act of 1988. The MDNR has 
stated that the reassessment of the Kansas City coal gas site is part of a statewide effort to identify. evaluate, and 
prioritize the potential hazards posed by all of Missouri's FMGP sites. During July 1999, the Company sent 
applications to MDNR submitting the two sites to the agency's Voluntaiy Cleanup Program ('VCP). The sites were 
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accepted into the VCP on August 2,1999 and MDNR subsequently approved the Company's proposed workplans 
for the environmental assessment of the sites. The final environmental reports were sent to the state on March 6. 
2000. 

The Company received a letter dated December 16, 1999 from MDNR notifying the Company of a Pre-CERCLIS 
Site Screening (SS) investigation of a former manufactured gas plant located at Pacific Avenue & South River 
Boulevard in Independence, Missouri. The Company has contacted the MDNR to inform the state that, as this 
property is not owned by the Company, it cannot grant access to the property for MDNRs investigation. 

In addition to the various Missouri Gas Energy sites described above. the Company is investigating the possibility 
that the Company or predecessor companies may have been associated with Manufactured Gas Plant (MGP) sites 
in other of its former service territories, principally in Arizona and New Mexico, and present service territories in 
Texas and its newly acquired service territories in Pennsylvania. At the present time, the Company is aware of 
certain plant sites in some of these areas and is investigating those and certain other locations. 

While the Company's evaluation of these Texas, Arizona, New Mexico and Pennsylvania MGP sites is in its 
preliminary stages, it is likely that some compliance costs may be identified and become subject to reasonable 
quantification. To the extent that such potential costs are quantified, the Company expects to provide any 
appropriate accruals and seek rewvery for such remediation costs through all appropriate means. including 
insurance and regulatory relief. Although significant charges to earnings could be required prior to rate recovery, 
management does not believe that environmental expenditures for such FMGP and MOP sites will have a material 
adverse effect on the Company's financial position, results of operations or cash flows. 

Southwest GadoNEoK On February I, 1999, Southern Union submitted a proposal to the Board of Directors of 
Southwest Gas Corporation (Southwest) to acquire all of Southwest's outstanding common stock for $32.00 per 
share. Southwest then had a pending merger agreement with ONEOK, Inc. (ONEOK) at $28.50 per share. On 
February 22,1999, Southern Union and Southwest both publicly announced Southern Union's proposal, after the 
Southwest Board of Directors determined that Southern Union's proposal was a Superior Proposal (as defined in 
the Southwest merger agreement with ONEOK). At that time Southem Union entered into a Confidentiality and 
Standstill Agreement with Southwest at Southwest's insistence. On April 25,1999, Southwest's Board of Directors 
rejected Southern Union's532.00per shareofferandacceptedan amendedofferof$30.00persharefromONEOK. 
On April 27,1999, Southern Union increased its offer to $33.50 per share and agreed to pay interest which, together 
with dividends, would have provided Southwest shareholders with a 6% annual rate of return on its $33.50 offer, 
commencing February 15,2000, until closing. Southern Union's revised proposal was also rejected by Southwest's 
Board of Directors. 

There are four lawsuits pending in two federal district courts - in Arizona and Oklahoma -that relate to activities 
surrounding Southem Union's efforts to acquire Southwest. In addition, there is before the U. S. Court of Appeals 
for the Tenth Circuit, an appeal by Southern Union of a preliminary injunction entered by the Oklahoma federal 
district court. On October 11,1999, Southern Union filed its first amended complaint in the Arizona action to include 
additional individual defendants and to incorporate additional facts required in the discovery process. On 
January 21, 2000, ONEOK terminated its agreement to merge with Southwest, and additionally filed an action 
against Southwest in federal district court in Oklahoma. On January 24, 2000, Southwest filed an action against 
ONEOK and Southern Union in federal district court in Arizona. 

Southern Union is vigorously pursuing its claims against Southwest, ONEOK, and certain individual defendants, and 
is also vigorously defending itself against claims by Southwest and ONEOK. The Company believes that the results 
of the above-noted Southwest Gas litigation will not have a materially adverse effect on the Company's financial 
condition, results of operations or cash flows. 
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Regulatory In August 1998, a jury in Edinburg, Texas concluded deliberations on the City of Edinburg's franchise 
fee lawsuit against PG&E Gas Transmission, Texas Corporation (formerly Valero Energy Corporation (Valero)) and 
a numberof its subsidiaries, as well as formerValero subsidiary Rio GrandeValley Gas Company (RGV) and RGV's 
successor company, Southern Union Company. The case, based upon events that occurred between 1985-1987, 
centers on specific contractual language in the 1985 franchise agreement between RGV and the City of Edinburg. 
Southern Union purchased RGV from Valero in October 1993. The jury awarded the plaintiff damages, against all 
defendants under several largely overlapping but mutually exclusive claims, totaling approximately $13,000,000. 
The trial judge subsequently reduced the award to approximately $700,000 against Southern Union and $7,800,000 
against Valero and Southern Union together. The Company is pursuing reversal on appeal. The Company believes 
it will ultimately prevail, and that the outcome of this matterwill not have a material adverse impact on the Company's 
results of operations, financial position or cash flows. Furthermore, the Company has not determined what impact, 
if any, this jury decision may have on other city franchises in Texas 

Other Southern Union and its subsidiaries are parties to other legal proceedings that management considers to be 
normal actions to which an enterprise of its size and nature might be subject Management does not consider these 
actions to be material to the Company's overall business or financial condition, results of operations or cash flows. 

In December 1999, the Company advanced $4,000,000 and entered intoa noteagreementwith an executiveofficer. 
Also in December 1999, the Company entered into an employment contract with the executive officer. The 
aggregate minimum commitment for future compensation under this employment contract is approximately 
$6,400,000. 
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The Company's core business is the distribution of natural gas as a public utility principally through four divisions: 
Southern Union Gas, Missouri Gas Energy (MGE), Atlantic Utilities, doing business as South Florida Natural Gas 
(SFNG), and effective as of November 4,1999, PG Energy. In addition, subsidiaries of Southem Union have been 
established to support and expand natural gas sales and to capitalize on the Company's gas energy expertise. 
These subsidiaries operate natural gas pipeline systems, market natural gas and electricity to end-users and 
distribute propane. By providing "one-stop shopping," the Company can serve itsvariouscustomers' specificenergy 
needs, which encompass substantially all of the natural gasdistribution and sales businessesfrom natural gas sales 
to specialiied energy consulting Services. Certain subsidiaries own or hold interests in real estate and other assets, 
which are primarily used in the Company's utility business. 

Several of these business activities are subject to regulation by federal, state or local authorities where the Company 
operates. Thus, the Company's financial condition and results of operations have been and will continue to be 
dependent upon the receipt of adequate and timely adjustments in rates. In addition, the Company's business is 
affected by seasonal weather impacts, competitive factors within the energy industry and economic development 
and residential growth in its service areas. 

The Company acquired Pennsylvania Enterprises, Inc. (hereabr referred to as the "Pennsylvania Operations") on 
November4,1999. In addition to the PG Energy division of the Company, the following subsidiaries of the Company 
are included in the Pennsylvania Operations: PG Energy Services Inc.. Keystone Pipeline Services. Inc. (a wholly- 
owned subsidiary of PG Energy Services, Inc.), PEI Power Corporation and The@ Land Corporation. Theta Land 
Corporation provided land management and development services for more than 44,000 acres of land, was sold 
for $12,150,000 in January 2000. In accordance with generallyaccepted accounting principles relative to business 
combinations, no gain or loss was recognized on thii transaction. PG Energy Services Inc. markets a dversfied 
range of energy-related products and services under the name of PG Energy Power Plus and supplies propane 
under the name of PG Energy Propane. Keystone Pipeline Services, Inc. provides pipeline and fiber optic cable 
construction, installation, maintenance, and rehabilitation services. PEI PowerCorporation operatesawgeneration 
plant that generates steam and electricity for resale. The income from the acquired Pennsylvania Operations is 
consolidated with the Company beginning on November4.1999. Thus, the results of operations forthe three-, nine 
and lwelvemonth periods ended March 31,2000 are not indicative of results that would necessarily be achieved 
for a full year since the majority of the Company's operating margin is recorded during the winter heating season. 
For these reasons, the results of operafions of the Company for the periods subsequent to this acquisition are not 
comparable to those periods prior to the acquisition nor are the 2000 results of operations comparable with prior 
periods. 

RESULTS OF OPERATIONS 

Three Months Ended March 31,2000 and 1999 

The Company recorded net earnings available for common stock of $19,515.000 forthe three-month period ended 
March 31, 2000, an increase of l l % ,  cornpared with net earnings of $17,624,000 for the same period in 1999. 
Earnings per diluted share were 9.40 in 2000 cornpared to $ 5 4  in 1999. Weighted average shares outstanding 
increased 49% in 2000 primarily due to the issuance of 16,714,000 shares of the Company's common stock on 
November4. 1999 in connection with the acquisition of the Pennsylvania Operations. 

Operating revenues were $344.789.000for thethree-month period ended March 31,2000, compared with operating 
revenues of $251,863,000 in 1999. Gas purchase and other energy costs for the three-month period ended 
March 31,2000 were $21 7,793,000, compared with $1 53,757,000 in 1999. The Company's operating revenues are 
affected by the level of sales volumes and by the pass-through of increases or decreases in the Company's gas 
purchase costs through its purchased gas adjustment clauses. Additionally. revenues are affected by increases or 
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decreases in gross receipts taxes (revenue-related taxes) which are levied on sales revenue as collected from 
customers and remitted to the various taxing authorities. The increase in both operating revenues and gas purchase 
costs between periodswasprimarilyduetoa 15%increaseingassalesvolumeto53,101 MMcfin2000from46.068 
MMcf in 1999 and by a 10% increase in the average cost of gas from $3.33 per Mcf in 1999 to $3.66 per Mcf in 2000. 
The acquisition of the Pennsylvania Operations contributed 11,038 MMcf of the increase while the remaining 
operations of the Company resulted in a gas sales volume decrease of 4,005 MMcf. These volume decreases were 
primarily the result of warmer than normal weather and the loss of certain marketing customers. Changes in the 
average cost of gas resulted from seasonal impacts on demands for natural gas and the ensuing competitive pricing 
within the industry. The Pennsylvania Operations contributed $96,023,000 to the overall increase in operating 
revenues and $63,249,000 in gas purchase and other energy costs. 

Weather for MGEs service territories was 79% of a 30-year measure for the three-month period ended March 31, 
2000, cornpared with 87% in 1999. Southern Union Gas service territories experienced weather that was 62% of 
a 30-year measure in 2000, compared with 65% in 1999. About half of the customers served by Southern Union 
Gas are weather normalized. Weather in PG Energy service territories was 92% of a 30-year measure for the three- 
month period ended March 31,2000. 

Net operating margin (operating margin less revenue-related taxes) increased $29,182,000 to $1 12,801.000forthe 
three-month period ended March 31,2000 compared with the same period in 1999. Net operating margin increased 
due principally to the acquisition of the Pennsylvania Operations as previously discussed, which contributed 
$32,537,000 to net operating margin. This was partially offset by h e r  net operating margins in the MGE and 
Southern Union Gas service territories in ZOO0 compared to 1999 due to the wanner weather as previously 
discussed. 

Operating expenses, which include operating, maintenance and general expenses, depreciation and amortization 
andtaxes, otherthanonincomeandrevenues,wereSS9,900,080forthethree-monthperiodendedMarch31,2000, 
an increase of $16,928.000, compared with $42,972,000 in 1999. An increase of $15,336.0OOwas the result ofthe 
acquisition of the Pennsylvania Operatbns. Also impacting operating expenses during thethree-month period ended 
March 31,2000 was an increase in costs associated with certain employee benefits and increases in property taxes. 

Interest expense was $14,940,000 for the three-month period ended March 31,2000, compared with $8,962,000 
in 1999. Interest expense increased in 2000 primarily due to the issuance of $300,OO0,000 of 8.25% Senior Notes 
on November 3, 1999, ("8.25% Senior Notes") which was used to extinguish 5136,000,000 in existing debt of the 
Pennsylvania Operations at the time of the merger, and the assumption of $45,000,000 of Pennsylvania Operations' 
debt by the Company. This was partially offset by reduced interest expense on short-ten debt due to a reduction 
in the average short-term debt outstanding during 2000 as a result of utilizing a portion of the 8.25% Senior Notes 
proceeds for working capital needs. See 'Debt and Capital Lease' in the Notes to the Consolidated Financial 
Statements included herein. 

Other expense of $1,024,000 forthe three-month period ended March 31,2000 primarily consists of $1,400,000 of 
costs associated with an unsuccessful acquisition. This amount was offset by $663.000 in net rental income from 
Lavaca Really Company ("Lavaca Realty"). the Company's real estate subsidiary. Other expense of $252,000 for 
the three-month period ended March 31, 1999 primarily consisted of net expense of $153,000 related to the 
amortization and current deferral of interest and other expenses associated with the MGE Safely Program. 

The Company's consolidated federal and state effective income tax rate was 43% and 39% for the three months 
ended March 31,2000 and 1999. respectwely. The increase in the effective federal and state income tax rate is a 
result of non-tax deductible amortization of additional purchase cost associated with the purchase of the 
Pennsylvania Operations. 
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Nine Months Ended March 31,2000 and 1999 

The Company recorded net earnings available for common stock of $20,547,000 for the nine-month period ended 
March 31,2000, comparedwith netearnings of$15.950.000 forthesame period in 1999. Earnings per diluted share 
were $.49 in both 2000 and 1999. Weighted average common and common share equivalents increased 27% 
during 2000 compared with 1999 due to the issuance of common stock for the acquisition of the Pennsylvania 
Operations as previously discussed. 

Operating revenues were $669,170,000 for the nine-month period ended March 31,2000. compared with operating 
revenues of $503,543,000 in 1999. Gas purchase and other energy costs for the nine-month period ended 
March 31,2000 were $402,182,000 compared with $292,370,000 in 1999. The increase in both operating revenues 
and gas purchase costs between periods was primarily impacted by a 13% increase in gas sales volume to 101,225 
MMcf in 2000 from 89,518 MMcf in 1999. The acquisition of the Pennsylvania Operations, previously discussed, 
accounted for 16,792 MMcf of the increase while the remaining operations of the Company resulted in a gas sales 
volume decrease of 5,085 MMcf. Additionally, operating revenues and gas purchase costs were affected by a 11% 
increase in the average cost of gas from $3.24 per Mcfin 1999 to $3.59 per Mcf in 2000, due to changes in average 
spot market gas prices. Also impacting operating revenues was a $1 3,300,000 annual increase to revenues granted 
to MGE. effective as of September 2,1998. The effect ofthis rate order was marginal as it is earned volumetrically 
and therefore was impacted by the warmer than normal weather in both 2000 and 1999. 

MGEs service territories experienced weather which was 79% of a 30-year measure for the nine months ended 
March 31,2000 compared with 84% in 1999. Weather for Southern Union Gas service territories forthe n i n m n t h  
period ended March 31.2000 was 72% of a 30-year measure cornpared with 73% in 1999. Weather in PG Energy 
service territories was 91% of a 30-year measure for the Wemonth period ended March 31,2000. 

Netoperating margin increased $53,568.000to$237,572,000forthe nine-month period ended March 31,2000 com- 
pared with the same period in 1999. Net operating margin increased $51,659,000 due to increased gas sales 
volums as a result of the acquisition of the Pennsylvania Operations, as previously discussed. and the effect of a 
$13,300,000 annual increase to revenues in the Missouri service territories granted by the MPSC effective as of 
September 2,1998. also previously discussed. Also contributing to the increase in net operating margin was a one- 
time expense during the n i n m n t h  period ended March 31, 1999 of $1,000,000 associated with a cost of gas 
refund to the C i i  of El Paso customers and a charge during the same period for certain lost and unaccounted for 
gas. This was partially offset by lower net operating margins in the MGE and Southem Union Gas service territories 
in 2000 compared to I999 due to the warmer weather, also previously discussed. 

Operating expenses were $151,965,000 for the n i n m n t h  period ended March 31, 2000, an increase of 
$27,966,000, compared with $123,999,000 in 1999. An increase of $24,835,000 was the result of the acquisition 
of the Pennsylvania Operations, as previously discussed. Also contributing to the increase was additional 
depreciation and amorthation and property taxes as a result of including certain costs into rate base that had been 
previously deferred. 

Interest expense was $36,603,000 for the nine-month period ended March 31,2000. compared with $26,843,000 
in 1999. The increase is primarily due to the issuance of the 8.25% Senior Notes, as previously discussed, which 
was used to extinguish $1 36,000,000 in existing debt of the Pennsylvania Operations at the time of the merger, and 
the assumption of $45,000,000 of Pennsylvania Operations debt by the Company. This was partially offset by 
reduced interest expense on short-term debt due to a reduction in the average short-term debt outstanding during 
2000 as a result of utiliing a portion of the 8.25% Senior Notes proceeds for working capital needs. See "Debt and 
Capital Lease" in the Notes to the Financial Statements included herein. 
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Other expense for the nine-month period ended March 31, 2000 was $5,527,000 compared with other income of 
$31 1,000 in 1999. Other expense for the nine-month period ended March 31,2000 primarily consists of $6,664,000 
of litigation costs associated with an unsuccessful acquisition. This amount was offset by $1,327,000 in net rental 
income from Lavaca Really. Other income for the nine-month period ended March 31, 1999 included net rental 
income from Lavaca Realty of $935,000, which was partially offset by net expense of $517,000 related to the 
amortization and current deferral of interest and other expenses associated with the MGE Safely Program. 

The Company's consolidated federal and state effective income tax rate was 43% and 39% for the nine-month 
periods ended March 31,2000 and 1999, respectively. The increase in the effective federal and state income tax 
rate is a result of non-tax deductible amortization of additional purchase cost associated with the purchase of the 
Pennsylvania Operations. 

Twelve Months Ended March 31,2000 and I999 

The Company recorded net earnings available for common stock of $1 5,043,000 for the twelvemonth period ended 
March 31, 2000 compared with net earnings of $7,101,000 in~1999. Earnings per diluted share were $.38 in 2000 
compared to $.22 in 1999. Weighted average common and common share equivalents increased 21% during the 
twelvemonth period ended March 31, 2000 compared with 1999 due to the issuance of common stock in the 
acquisition of the Pennsylvania Operations as previously discussed. 

During fiscal year 1998, the Company was impacted by pretax noncash write-offs totaling $8,163.000 of previously 
recorded regulatory assets. On August 18, 1998. the Missouri Court of Appeals denied the previously disclosed 
appeal by the Company of the MPSC's January 1997 Rate Order granted to MGE. Because of this decision, the 
Company recorded a onetime noncash write-off of $5,942.000 of deferred costs recorded since 1994. On 
August 21, 1998, the MPSC also granted MGE a rate increase which, among other things, disallowed certain 
previously recorded deferred costs requiring an additional petax noncash write-off of $2,221,000. See 'Mte-Off 
of Regulatory Assets" and 'Commitments and Contingencies" in the Notestothe Consolidated Financial Statements 
included herein. 

Operating revenueswere$770,858.000forthehnrelve-month periodendedMarch 31,2000cornparedwitfioperating 
revenues of $612.469.M)0 in 1999. Gas purchase and other energy costs for the twelve-month period ended March 
31,2000 were $452,113,000, compared with $351,174,000 in 1999. The increase in both operating revenues and 
gas purchase costs between periods was primarilythe result of an increase in gas sales volume to 117,777 MMcf 
in 2000 from 108,113 MMcf in 1999. The increase in sales volumes was due to the acquisition of the Pennsylvania 
Operations, previously discussed, which was offset by a decrease in sales volumes in both Missouri and Texas due 
to warmer weather during the twelve-month period ended March 31, 2000 compared with 1999. Additionally, 
operating revenues and gas purchase costs were affected by an increase of 8% in the average cost of gas from 
$3.23 per Mcf in 1999 to $3.50 per M d  in 2000, due to increases in average spot market gas prices. Operating 
revenues were also impacted by a $13,300,000 annual increase to revenues granted to MGE. effective as of 
September 2,1998. The effect of this rate increase has been marginal as it earns volumetrically and has also been 
impacted by the warmer than normal weather. 

MGE's service territories experienced weather that was 80% of the 30-year measure for the twelve-month period 
ended March 31, 2000 compared with 84% in 1999. Weather for Southern Union Gas service territories for the 
twelve-month period ended March 31,2000 was 72% of a 30-year measure compared with 75% in 1999. About half 
of the customers served by Southem Union Gas are weather normalized. 
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Net operating margin increased $55,352,000 to $284,464,000 for the twelve-month period ended March 31, 2000 
compared with the same period in 1999. Net operating margin increased $51,659,000 due to increased gas sales 
volumes as a result of the acquisition of the Pennsylvania Operations. as previously discussed, and the effect of a 
$13,300,000 annual increase to revenues in the Missouri service territories granted by the MPSC effective as of 
September 2, 1998, also previously discussed. Also contributing to the increase in net operating margin was a one- 
time expense during the twelve-month period ended March 31,1999 of $1,000,000 associated with a cost of gas 
refund to the City of El Paso customers and a charge during the same period for certain lost and unaccounted for 
gas. This was partially offset by lower net operating margins in the MGE and Southern Union Gas service territories 
in 2000 compared to 1999 due to the warmer weather, also previously discussed. 

Operating expenses were $194,015,000 for the twelve-month period ended March 31, 2000, an increase of 
528,702,000, compared with operating expenses of $165,313,000 in 1999. The increase is primarily a result of the 
acquisition ofthe Pennsylvania Operations and an increase in depreciation and amortization and property taxes as 
a result of including certain costs into fate base that had been previously deferred. 

Interest expense was $45,759,000 for the twelve-month period ended March 31,2000, compared with $35,182.000 
in 1999. The increase is primarily due to the issuance of the of 8.25% Senior Notes as previously discussed which 
was used to extinguish $1 36,000.000 in existing debt of the Pennsylvania Operations at the time of the merger, and 
theassumptionof$45,000,000of PennsylvaniaOperations'debtbytheCompany. Theincraasewaspartiallyoffset 
by reduced interest expense on short-tern debt due to a reduction in the average short-term debt outstanding during 
2000 as a result of utiliiing a portion of the 8.25% Senior Notes proceeds for working capital needs. See "Debt and 
Capital Lease" in the Notes to the Consolidated Financial Statements included herein. 

Other expense for the twelve-month period ended March 31,2000 was $7.651 $00 compared with other income of 
$763,000 in 1999. Other expense for the tweive-month period ended March 31, 2000 primarily consists of 
$10,503,000 of costs associated with unsuccessful acquisition activities and related litigation. This amount was 
partially offset by $1,841,000 in net rental income of Lavaca Realty. Other income for the twelve-month period 
ended March 31,1999 included 51,298,000 in net rental income from Lavaca Really. 

The Company's consolidated federal and state effective income tax rate was 45% and 39% for the twelvemonth 
periods ended March 31.2000 and 1999, respectively. The increase in the effective federal and state income tax 
rate is a result of non-tax deductible amortization of additional purchase cost assodated with the purchase of the 
Pennsylvania Operations. 
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The following table sets forth certain information regarding the Company's gas utility operations for the three- and 
twelve-month periods ended March 31,2000 and 1999: 

Average number of gas sales Customers sewed: 
Residential 
Commercial . . . . . . . . . . . . . . . . . . .  
Industrial and irrigation . . . . . . . . . . . . . . .  
Pipeline and marketing ....................... 
Public authorities and other ...................... 

Total average customers sewed . . . . . . . . . . . . . . .  

. . . . . . . . . .  . . . . . . . . . . . . . .  
. . . . . . . . .  

Gas sales in milli 
. . . . . . . . . . . . . . . . .  

. . . . . . . . . . .  

. . . . . . . . . . .  
......................... 

gassales .......................... 
Totalg ~ s e l e r  ....................................... 

Residentla1 .............................................. 
Cmmerdsl ............................................. 
Industrial and inlgatbn ..................................... 
Pipeline and marketing ..................................... 
Public authorities and other 

Gas ulss m n w  bil 

Totalgassabsrevenuea ............................... 

Gas sales revenues (thousands of dollan): 

Net change in unbilled OM s a b  nvsnwr . . ........ 

Gas sales margin (thousands ofdolhn) .................... 
Gas sales rewnua per thousand cubic feat (Md) billed: 

Residentil ................ : ............................. 
Cmmerdal ......................................... 
lndusbialandlmgation ..................................... 
Pipeline and malketing ........... .............. 
Public authorities and other ................................. 

Weather 
Csgree days: 

Southern Union Go. Mrvice territofms ..................... 
Missouri Gas Energy service territories . . . . . . . . . . . . . . . . .  
PG Energy service territorier ............................ 
Southem Union Gas setvim tenilories 
Missouri Gas Energy  SEN^^, territories 
PG Energy setvice territories .................. 

Gas transported in millions of cubic feet (MMd) ................... 
Gas transportation revenues (thousands of dollars) ................... 

Percent of normal. b a d  on 30year measure: 
. . . . . . . . . . . . . . . .  

............. 

Three Months 
Ended March 31, 

2000 

1.062.100 
107,699 

764 
225 

3.195 
1.173,983 

36,566 
14.468 

504 
5.542 
1.193 

58.273 
(5.172) a 

$ 225,712 
e4356 
2.814 

14,119 
5.457 

332.458 
128.811) 

9 303.847 

9 95.223 

$ 6.17 
5.83 
5.59 
2.55 
4.57 

777 
2.211 
2,929 

62% 
79% 
92% 

25.738 
5 12,174 

1999 

906.268 
91,432 

572 
237 

2.887 
1,001,396 

30,156 
12,415 

394 
5.807 
1.076 

49,848 
(3.784) 

46.068 

S 172.748 
68.448 

1.913 
13;232 
3.932 

260,269 
(19.3W) 

-0.879 

5 73.169 

t 5.73 
5.51 
4.86 
2.28 
3.85 

800 
2,429 - 

65% 
87% - 

16.700 
$ 6,351 

Twelve Months 
Ended March 31, 

2000 1999 

965.954 892.196 
95.818 88.308 

651 569 
232 233 

2.992 2.841 
1,065.647 964.147 

67,166 57.438 
28.923 25,624 
1,522 1,520 

17.253 20.338 

$ 450,861 $ 368,947 
167,577 141.510 

7,923 6.8W 
43.664 47.714 

5 238.484 u 9 7 . 1 4 3  

$ 6.71 5 6.42 
5.79 5.52 
6~21 4.47 __ . 
2.53 2.35 
4.49 3.80 

72% 75% 
80% 84% 
91% - 

70,093 55.314 
$ 29,405 I 19.963 

Informatmn for PG Energy is Included forthe five mOnms subaequant to me dale of acquisl(lon. November 4.1999 The above lnformatlon does 
not include the Company's 43% equlty Ownership m a  natural gas distnbutlon mmplny sewing 20.000 customers In Piedra5 Negras Mexiw 



SOUTHERN UNION COMPANY AND SUBSIDIARIES 

MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

FINANCIAL CONDITION 

The Company's gas utility operations are seasonal in nature with a significant percentage of the annual revenues 
and earnings occurring in the traditional heating-load months. This seasonality results in a high level of cash flow 
needs immediately preceding the peak winter heating season months, resulting from the required payments to 
natural gas suppliers in advance of the receipt of cash payments from the Company's customers. The Company 
has historically used internally generated funds and its revolving loan and credit facilities to provide funding for its 
seasonal working capital, continuing construction and maintenance programs and operational requirements. 

Concurrent with the closing of the Pennsylvania Enterprises, Inc. merger on November4,1999, the Company issued 
$300,000,000 of 8.25% Senior Notes due 2029 which were used to: (i) fund the cash portion of the consideration 
to be paid to the Pennsylvania Enterprises, Inc. shareholders; (ii) refinance and repay certain debtof Pennsylvania 
Enterprises, Inc., and (iii) repay outstanding borrowings under the Company's various credit facilities. These senior 
notes are senior unsecured obligations and will rank equally in right of payment with each other and with the 
Company's other unsecured and unsubordinated obligations, including the 7.60% Senior Notes due 2024. 

The principal source of funds during the three-month period ended March 31,2000 included $93.547.000 in cash 
flow from operations. This source provided funds for additions to property, plant and equipment of $26,608,000, 
$12,900,000 in net repayments under the Company's revolving credit facility, and $12,193,000 for the repurchase 
of Company stock. 

The principal sources of funds during the nine-month period ended March 31,2000 included $49,841,000 in cash 
flow from operations and $300,000,000 received from the issuance ofthe 8.25% Senior Notes, as noted above. The 
principal uses of funds during this period included: paymenk of $38,083,000 for the acquisition of Pennsylvania 
Enterprises, Inc.; $138,269,000 for the retirement of long-term debt which primarily consists of debt extinguished 
in the Pennsylvania Enterprises, Inc. acquisition; $21,000,000 for the paydown of the Company's Revolving Credit 
Facilities; $15,008,000 for the purchase of investment securities; $6,643,000 in debt issuance costs on the 8.25% 
Senior Notes; and $69,430,000 for ongoing property. plant and equipment additions as well as seasonal working 
capital needs of the Company. 

The effective interest rate under the Company's current debt structure is 8.07% (including interest and the 
amortization of debt issuance costs and redemption premiums on refinanced debt). 

The Company has availability under two revolving crediifacilities (the "Revolving Credit Facilities") undewritten by 
a syndicate of banks. Of the Revolving Credit Facilities. $40,000,000 is a short-term facility which expires June 29, 
2000, while $60,000.000 is a long-term facilii which expires June30,2002. The Company has additional availability 
under uncommitted line of credit facilities (Uncommitted Facilities) with various banks. Covenants under the 
Revolving Credit Facilities allow for up to $50,000,000 of borrowings under Uncommitted Facilities at any one time. 
Borrowings under the facilities are available for the Company's working capital, letter of credit requirements and 
other general corporate purposes. The Company had no balance outstanding under the facilities at March 31,2000. 

The Company retains its borrowing availability under its Revolving Credit Facilities, as discussed above. Borrowings 
under these credit facilities will continue to be used, as needed, to provide funding for the seasonal working capital 
needs of the Company. Internallygenerated funds from operations will be used principally for the Company's 
ongoing construction and maintenance programsandoperational needsand may alsobeused periodically to reduce 
outstanding debt. From time to time, the Company may also repurchase shares of ik common stock in the open 
market in order to minimize any adverse effect from potential selling activity that may result from the increase in its 
public float of its common stock subsequent to the Pennsylvania Enterprises, Inc. merger. 
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Before the completion of the Fall River Gas, ProvEnergy and Valley Resources mergers, Southern Union will 
evaluate various sources and methods of financing the amount necessary to fund the cash portion of the 
consideration to be paid to Fall River Gas stockholders, the all cash consideration to be paid to ProvEnergy 
stockholders, the all cash consideration to be paid to Valley Resources stockholders. and all related costs and 
refinancings anticipated in connection with these mergers. If all existing debt of the pending mergers is refinanced, 
Southern Union could require new financing of up to approximately $600 million, which may be in the form of bank 
lines of credit, debt and preferred securities of various maturities and terms and common stock. 

YEAR 2000 

The Company did not experience any significant malfunctions or errors in its operating or business systems when 
the date changed from 1999 to 2000. Based on operations since January 1.2000, the Company does not expect 
any significant impact to its ongoing business as a result of the Year 2000 problem. The Year 2000 problem is the 
inability of computer application software programs to distinguish between the year 1900 and 2000 due to a 
commonly-used programming convention. Unless such programs were modified or replaced prior to 2000, 
calculations and interpretations based on date-based arithmetii or logical operations performed by such programs 
may have been incorrect. 

It is possible that the full impact of the date change has not been fully recognized. The Company believes that any 
such problems are not likely. In addition, the Company could still be negatively affected if its customers or suppliers 
are adversely affected by the Year 2000 or similar issues. The Company currently is not aware of any significant 
Year 2000 or similar problems that have arisen for its customers and suppliers. 

The Company incurred costs of approximately $2,922,000 through March 31,2000 to complete this project. The 
Company also expects to spend approximately $1,500,000 in equipment leasing expenses that will be incurred over 
the life of the equipment that were incurred in order to be Year 2000 compliant. 

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

The information contained in Item 3 updates, and should be read in conjunction with, information set forth in Part 
II, Item 7 in the Company's Annual Report on Form IO-K for the year ended June 30, 1999, in addition to the interim 
consolidated financial statements, accompanying notes, and Management's Discussion and Analysis of Financial 
Condition and Results of Operations presented in Items 1 and 2 of this Quarterly Report on Form 10-Q. 

There are no material changes in market risks faced by the Company tom those reported in the Company's Annual 
Report on Form IO-K for the year ended June 30,1999. 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This Management's Discussion and Analysis of Financial Condition and Results of Operations and other sections 
of this Form 10-Q contain forward-looking statements that are based on current expectations, estimates and 
projections about the industry in which the Company operates, management's beliefs and assumptions made by 
management. Words such as 'expects,' 'anticipates,"intends," "plans," 'believes,' 'seeks,' "estimates,' variations 
of such words and similar expressions are intended to identify such forward-looking statements. These statements 
are not guarantees of future performance and involve certain risks, uncertainties and assumptions, which are difficult 
to predict and many of which are outside the Company's control. Therefore, actual outcomes and results may differ 
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materially from what is expressed or forecasted in such forward-looking statements. The Company undertakes no 
obligation to update publicly any forward-looking statements, whether as a result of new information. future events 
or otherwise. Readers are cautioned not to put undue reliance on such forward-looking statements. Stockholders 
may review the Company's reports filed in the future with the Securities and Exchange Commission for more current 
descriptions of developments that could cause actual results to differ materially from such forward-looking 
statements. 

Factors that could cause or contribute to actual results differing materially from such forward-looking statements 
include the following: cost of gas; gas sales volumes; weather conditions in the Company's service territories; the 
achievement of operating efficiencies and the purchases and implementation of new technologies for attaining such 
efficiencies; impact of relations with labor unions of bargaining-unit employees; the receipt of timely and adequate 
rate relief, the outcome of pending and future litigation; governmental regulations and proceedings affecting or 
involving the Company; and the nature and impact of any extraordinary transactions such as any acquisition or 
divestiture of a business unit or any assets. These are representative of the factors that could affect the outcome 
of the forward-looking statements. In addition, such statements could be affected by general industry and market 
conditions, and general economic conditions, including interest rate fluctuations, federal, state and local laws and 
regulations affecting the retail gas industry or the energy industry generally, and other factors. 

OTHER 

On April 3,2000, Kenneth M. Pollock resigned from the Board of Directon of Southern Union Company. 
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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. 

Date May 15.2000 

Date Mav 15.2000 

SOUTHERN UNION COMPANY 
(Registrant) 

By RONALD J. ENDRES 
Ronald J. Endres 
Executive Vice President and Chief Financial Officer 

By DAVID J. KVAPIL 
David J. Kvapil 
Senior Vice President and Corporate Controller 
(Principal Accounting Officer) 
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AGREEMENT AND PLAN OF MERGER 

This AGREEMENT AND PLAN OF MERGER (this “Agreement’? is made as of the 
15th day of November, 1999, among SOUTHERN UNION COMPANY, a Delaware corporation 
(“SUG”), GUS ACQUISITION CORPORATION, a Rhode Island corporation and a wholly- 
owned subsidiary of SUG (“Newco”), and PROVIDENCE ENERGY CORPORATION, a Rhode 
Island corporation (“PVY”). 

RECITALS 

WHEREAS, the Board of Directors of each of SUG, Newco and PVY has approved and 
deems it advisable and in the best interests of their respective shareholders to consummate the 
merger of Newco with and into PVY upon the terms and subject to the conditions set forth 
herein, and 

WHEREAS, in furtherance thereof, the Board of Directors of each of SUG, Newco and 
PVY has approved this Agreement and the merger (the “Merger”) of Newco with and into PVY, 
with PVY being the surviving corporation in the Merger; 

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and 
agreements herein contained, and intending to be legally bound hereby, SUG, Newco and PVY 
hereby agree as follows: 

ARTICLE I 
DEFINITIONS 

Section 1.1 Certain Defined Terms. For purposes of this Agreement, the following 
terms have the meanings specified or referred to in this Article I (such definitions to be equally 
applicable to both the singular and plural forms of the terms defined): 

“Acquired Compunies”-PVY and its Subsidiaries, collectively, and each, an “Acquired 
Company.” 

“AflZiure”--with respect to any Person, any other Person that directly, or through one or 
more intermediaries, controls or is controlled by or is under common control with such first 
Person. As used in this deiinition, “control” (including wi# correlative meanings, “controlled 
by” and “under common control with”) shall mean possession, directly or indirectly, of power to 
direct or cause the direction of management or policies (whether through ownership of securities 
or partnership or other ownership interests, by contract or otherwise). 

“Applicable Conhuc/‘--any Contract (a) under which any Acquired Company has any 
rights, (b) under which any Acquired Company has any obligation or liability, or (c) by which 
any Acquired Company or any of the assets owned or used by it is bound. 

“CERCLA”--the Comprehensive Environmental Response, Compensation and Liability 
Act of 1980, as amended. 
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“Closing Date”--the date on which the Closing actually takes place. 

“Contract‘--any agreement, contract, document, instrument, obligation, promise or 
undertaking (whether written or oral) that is legally binding. 

“DGCL”--the Delaware General Corporation Law. 

“Encumbrance”--any charge, adverse claim, lien, mortgage, pledge, security interest or 
other encumbrance. 

“Environment‘--soil, land surface or subsurface strata, surface waters (including 
navigable waters, ocean waters, streams, ponds, drainage basins, and wetlands), groundwaters, 
drinking water supply, stream sediments, ambient air (including indoor air), plant and animal life, 
and any other environmental medium or ~d resource. 

“Environmental Lav”--any applicable Legal Requirement that requires or relates to: 

(a) advising appropriate authorities, employees, and the public of intended or 
actual releases of pollutants or hazardous substances or materials, violations of discharge 
limits, or other prohibitions and of the commencements of activities, such as resource 
extraction or construction, that could have significant impact on the Environment; 

(b) preventing or reducing to acceptable levels the release of pollutants or 
hazardous substances or materials into the Environment; 

(c) reducing the quantities, preventing the release, or minimizing the 
hazardous characteristics of wastes that are generated, 

(d) reducing to acceptable levels the risks inherent in the transportation of 
hazardous substances, pollutants, oil, or other potentially harmful substances; or 

(e) making responsible parties pay private parties, or groups of them, for 
damages done to their health by reason of Releases of Hazardous Materials or to the 
Environment, or permitting self-appointed representatives of the public interest to recover 
for injuries done to public assets or for damages to natural resources. 

“ERIsA”-the Employee Retirement Income Securi% Act of 1974, as amended, or any 

‘‘Exchange AcY--the Securities Exchange Act of 1934, as amended, or any successor law, 

successor law, and regulations and d e s  issued pursuant to that act or any successor law. 

and regulations and d e s  issued by the SEC pursuant to that act or any successor law. 

“Facilities”--any real property, leaseholds, or other interests currently or formerly owned 
or operated by any Acquired Company and any buildings, plants, structures, or equipment 
(including motor vehicles, tank cars, and rolling stock) currently or formerly owned or operated 
by any Acquired Company. 
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“FERC‘--the Federal Energy Regulatory Commission or any successor agency. 

“Final Order”--an action by the relevant Governmental Body that has not been reversed, 
stayed, enjoined, set-aside, annulled or suspended, with respect to which any waiting period 
prescribed by law before the transactions contemplated hereby may be consummated has expired, 
and as to which all conditions to the consummation of such transactions prescribed by law, 
regulation or order have been satisfied. 

“GAAF--generally accepted United States accounting principles, applied on a consistent 
basis. 

“Governmentul Authorization”--any approval, consent, license, franchise, certificate of 
public convenience and necessity, pennit, waiver or other authorization issued, granted, given, or 
otherwise made available by or under the authority of any Governmental Body or pursuant to any 
Legal Requirement. 

“Governmental BO&“-any: 

(a) nation, state, county, city, town, village, district or other jurisdiction of any 
nature; 

(b) federal, state, county, local, municipal or other government; 

(c) governmental or quasi-governmental authority of any  hue (including any 
governmental agency, branch, department, official or entity and any court or other 
tribunal); or 

(d) body exercising, or entitled to exercise, any administrative, executive, 
judicial, legislative, police, regulatoy or taxing authority or power of any nature. 

“Huzurdous Activity”--the distribution, generation, handliing, importing, management, 
manufacturing, processing, production, refinement, Release, storage, transfer, transportation, 
treatment, or use (including any withdrawal or other use of groundwater) of Hazardous Materials 
in, on, under, about, or h m  the Facilities or any part thereof into the Environment, any other act, 
business, operation, or thing that unreasonably increases the danger, or risk of danger, or poses an 
unreasonable risk of harm to persons or property on or off the Facilities in any material respect., 

s 
“Huzurdoas Muterias”-any waste or other substance that is listed, defined, designated, 

or classified as, or otherwise determined to be, hazardous, radioactive, or toxic or a pollutant or a 
contaminant unda or pursuant to any Environmental Law, including any admixture or solution 
thereof, and specifically including petroleum and all derivatives thereof or synthetic substitutes 
therefor and asbestos or asbestos-containing materials. 

“HSR A&--the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, or 
any successor law, and regulations and rules issued by the US. Department of Justice or the 
Federal Trade Commission pursuant to that act or any successor law. 
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“1RC‘--the Internal Revenue Code of 1986, as amended. 

“IRs’--the Internal Revenue Service or any successor agency. 

“Knowledge”--an individual will be deemed to have “Knowledge” of a particular fact or 
other matter if such individual is actually aware of such fact or other matter. A Person (other 
than an individual) will be deemed to have “Knowledge” of a particular fact or other matter if 
any individual who is sewing as a director or officer of such Person or any material Subsidiary of 
it or other employee listed in Section 1.1 of the PVY Disclosure Schedule has actual knowledge 
of such fact or other matter. 

“Legal Requirement”--any federal, state, county, local, municipal, foreign, international, 
multinational, or other administrative order, constitution, law, ordinance, principle of common 
law, regulation, rule, tariff, franchise ageement, statute or treaty. 

“Material Contruct”--a Contract involving a total commitment by or to any party thereto 
of at least %125,000 on an annual basis or at least 16500,000 on its remaining term which cannot 
be terminated on less than sixty (60) days’ notice, without penalty or additional cost to the 
Acquired Company as the terminating party. 

“Order”--any award, decision, decree, injunction, judgment, order, writ, ruling, subpoena, 
or verdict entered, issued, made, or rendered by any court, administrative agency, or other 
Governmental Body or by any arbitrator. 

“Ordinary Course ofBusiness”--an action taken by a Person will be deemed to have been 
taken in the “Ordinary Course of Business” only if: 

(a) such action and authorization therefor is consistent with the past practices of 
such Person and is taken in the ordinary course of the normal day-to-day operations of 
such Person; and 

(b) such action is not required by law to be authorized by the board of directors 
(or similar authority) of such Person or of such Person’s parent company (if any). 

“Orgunizutionul Documents”--(a) the articles or certificate of incorporation or 
organization and the bylaws of a corporation; (b) the partnership agreement and any statement of 
partnership of a general partnership; (c) the limited par tnewp agreement and the certificate of 
limited partnership of a limited partnership; (d) the certificate of formation and the members, 
operating or similar agreement of a limited liability company; (e) any charter or similar document 
adopted or filed in connection with the creation, formation or organization of a Person; and (0 
any amendment to any of the foregoing. 

“PBGC‘--the Pension Benefit Guaranty Corporation. 

“Person”--any individual, corporation (including any non-profit corporation), general or 
limited partnership, limited liability company, joint venture, estate, trust, association, 
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organization, labor union, organized group of persons, entity of any other type, or Governmental 
Body. 

“Proceeding”-any action, arbitration, hearing, litigation or suit (whether civil, criminal, 
administrative, investigative, or informal) commenced, brought, conducted, or heard by or 
before, or otherwise involving, any Governmental Body or arbitrator. 

“ProvGas Preferred SfocK’--the 8.70% redeemable cumulative preferred stock, par value 
$100.00 per share, of ProvGas. 

“PUHCA”--the Public Utility Holding Company Act of 1935, as amended, or any 
successor law, and regulations and rules issued by the SEC pursuant to that act or any successor 
law. 

“PW Audited Finuncials ”--the PVY Balance Sheet, the audited consolidated statement 
of income of the Acquired Companies for the year ended September 30, 1999, the audited 
consolidated statement of cash flows of the Acquired Companies for the year ended September 
30, 1999, the consolidated statements of capitalization of the Acquired Companies at September 
30, 1999, the consolidated statements of changes in common stockholders’ investment of the 
Acquired Companies for the year ended September 30, 1999 (in each case, including the notes 
thereto), collectively. 

“P W Balance Sheet”-the audited consolidated balance sheet of the Acquired Companies 
at September 30, 1999 (including the notes thereto), provided by PVY to SUG as part of the PVY 
Financial Statements. 

“P W Benefir Plum”--all employee retirement, welfare, stock option, stock ownership, 
deferred Compensation, bonus or other benefit plans, agreements, practices, policies, programs, 
or arrangements, that are applicable to any employee, director or consultant of the Acquired 
Companies or maintained by or contributed to by any of the Acquired Companies. 

“ P W  Common StocK’--the common stock, par value $1 .OO per share, of PVY. 

“P W Disclosure Schedule”--the disclosure schedule delivered by PVY to SUG 
concurrently with the execution and delivery of this Agreement. 

“ P W  Material Adverse Ejh”--a material adverse effect (i) on the business, financial 
condition or results of operations of PVY and its Subsidiaries, taken as a whole, or (ii) on the 
ability of PVY and its Subsidiaries to consummate the Mergers in accordance with this 
Agreement. 

“PW PEP-- the  Providence Energy Corporation 1992 Performance and Equity Incentive 
Plan. 
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“PW Performance Share”--a phantom share awarded under and subject to the terms of 
the PVY Performance Share Plan and having a value equal to the fair market value of a share of 
PVY Common Stock. 

“P W Performance Share Plan”--the Providence Energy Corporation Performance Share 
Plan. 

“PW Permitted Liens”--Encumbrances securing Taxes, assessments, governmental 
charges or levies, or the claims of materialmen, mechanics, carriers and like persons, all of which 
are not yet due and payable or which are being contested in good faith, Encumbrances (other than 
any Encumbrance imposed by ERISA) incurred on deposits made in the Ordinary Course of 
Business in connection with worker’s compensation, unemployment insurance or other types of 
social security; the Encumbrances created by and the Encumbrances permitted under the 
Indenture dated as of January 1, 1922 between ProvGas and State Street Bank and Trust 
Company (successor to Rhode Island Hospital Trust Company), as Trustee, as amended or 
supplemented from time to time (the “ProvGas Indenture”); in the case of leased real property, 
Encumbrances (not attributable to an Acquired Company as lessee) affecting the landlord’s (and 
any underlying landlord‘s) interest in any leased real property; Encumbrances in respect of 
judgments or awards with respect to which PVY or one of its Subsidiaries shall in good faith 
currently be prosecuting an appeal or other proceeding for review and with respect to which PVY 
or such Subsidiary shall have secured a stay of execution pending such appeal or such proceeding 
for review; provided that PVY or such Subsidiary shall have set aside on its books adequate 
reserves with respect thereto; and such other Encumbrances which are not, individually or in the 
aggregate, reasonably likely to have a P W  Material Adverse Effect. 

“PW Reshicted Stock”--the shares of PVY Common Stock granted under and subject to 
the terms of the PVY PEP.  

“Related Documenrs ”--any Contract provided for in this Agreement to be entered into by 
one or more of the parties hereto or their respective Subsidiaries in connection with the Mergers. 

Release”--any spilling, leaking, emitting, discharging, depositing, escaping, leaching, ‘ I  

dumping, or other releasing into the Environment, whether intentional or unintentional. 

“Representutive”--with respect to a particular Person, any director, officer, employee, 
agent, consultant, advisor, or other representative of suuJ: Person, including legal counsel, 
accountants, and financial advisors. 

“RIBC.4”--the Rhode Island Business Corporation Act. 

“SEC‘--the United States Securities and Exchange Commission or any successor agency. 

“Securities AcP--the Securities Act of 1933, as amended, or any successor law, and 
regulations and rules issued by the SEC pursuant to that act or any successor law. 
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“Subsidiary”--with respect to any Person (the “Owner”), any Person of which securities 
or other interests having the power to elect a majority of that other Person’s board of directors or 
similar governing body, or othenvise having the power to direct the business and policies of that 
corporation or other Person (other than securities or other interests having such power only upon 
the happening of a contingency that has not occurred) are held by the Owner or one or more of its 
Subsidiaries; when used without reference to a particular Person, “Subsidiary” means a 
Subsidiary of PVY. 

“SUG Disclosure Schedule”--the disclosure schedule delivered by SUG to PVY 
concurrently with the execution and delivery of this Agreement. 

“SUG Muteriul Adverse Eflect‘‘--a material adverse effect (i) on the business, financial 
condition or results of operations of SUG and its Subsidiaries, taken as a whole, or (ii) on the 
ability of SUG and Newco to consummate the Mergers in accordance with this Agreement. 

“Reluted Documents”--any Contract provided for in this Agreement to be entered into by 
one or more of the parties hereto or their respective Subsidiaries in connection with the Mergers. 

“Tar”-any tax (including any income tax, capital gains tax, value-added tax, sales and 
use tax, transfer tax, franchise tax, payroll tax, withholding tax or property tax), levy, assessment, 
tariff, duty (including any customs duty), deficiency, b c h i s e  fee or payment, payroll tax, utility 
tax, gross receipts tax or other fee or payment, and any related charge or amount (including any 
fine, penalty, interest or addition to tax), imposed, assessed or collected by or under the authority 
of any Governmental Body or payable pursuant to any tax-sharing agreement or any other 
Contract relating to the sharing or payment of any such tax, levy, assessment, tariff, duty, 
deficiency or fee. 

“Tux Return”--any return (including any information return), report, statement, schedule, 
notice, form, or other document or information filed with or submitted to, or required to be filed 
with or submitted to, any Governmental Body in connection with the determination, assessment, 
collection, or payment of any Tax or in connection with the administration, implementation, or 
enforcement of or compliance with any Legal Requirement relating to any Tax, including any 
amendment thereto. 

“Threutenes’-a claim, Proceeding, dispute, action, or other matter will be deemed to 
have been “Threatened” if any demand or statement has b e y  made (orally or in writing) or any 
notice has been given (orally or in writing) or if any other event has occurred or any other 
circumstance exists, that would lead a director or officer of a comparable gas distribution 
company to conclude that such a claim, Proceeding, dispute, action, or other matter is likely to be 
asserted, commenced, taken or otherwise pursued in the future. 

Section 1.2 Other Defmed Terms. In addition to the terms defined in Section 1.1, 
certain other terms are defined elsewhere in this Agreement as indicated below and, whenever 
such terms are used in this Agreement, they shall have their respective defined meanings. 

L. 

L 
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Acquired Company Option Plans 

Agreement 

Attleboro 

Attleboro Merger 

Business Combination 

Certificates 

Closing 

Confidentiality Agreement 

Effective Time 

Employees 

Final Surviving Corporation 

Indemnified Parties 

Initial Termination Date 

MBCL 

Merger 

Merger Consideration 

Mergers 

Newco 

Owner 

Paying Agent 

ProvGas 

ProvGas Indenture 

ProvGas Merger 

Proxy Statement 

PVY 

PVY Commonly Controlled Entity 

PVY Financial Statements 

PVY Meeting 
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PVY Merger 

PVY Options 

PVY Rights 

PVY SEC Documents 

PVY Shareholders’ Approval 

PVY Stock Rights Agreements 

SUG 

Superior Proposal 

Surviving Corporation 

Third Party Beneficiary 

WARN 

2.6 

3.3 

3.l(a) 

5.9 

5.24 

3.l(a) 

Introductory Paragraph 

6.l(h)(4) 
2.1 

10.11 

6.2(c) 

ARTICLE I1 
THE MERGER; OTHER TRANSACTIONS 

Section2.1 The Merger. Upon the terms and subject to the conditions of this 
Agreement, at the Effective Time, Newco will be merged with and into PVY in accordance with 
the laws of the State of Rhode Island. As a result of the Merger, the separate corporate existence 
of Newco shall cease and PVY will be the surviving corporation in the Merger (the “Surviving 
Corporation”) and will continue its corporate existence under the laws of the State of Rhode 
Island. The Merger will have the effect as provided in the applicable provisions of the RBCA. 
Without limiting the generality of the foregoing, upon the Merger, all the property, rights, 
privileges, immunities, powers and franchises of Newco and PVY will vest in the Surviving 
Corporation and all obligations, duties, debts and liabilities of PVY and Newco will be the 
obligations, duties, debts and liabilities of the Surviving Corporation. 

Section 2.2 Effective Time of the Merger. On the Closing Date, with respect to the 
Merger, a duly executed Articles of Merger complying withthe requirements of the RIBCA will 
be filed with the Secretary of State of the State of Rhodp Island. The Merger will become 
effective upon the issuance of a certificate of merger by the Secretary of State of the State of 
mode  Island (the “Effective T i e ” ) .  

Section 2.3 Closing. Unless this Agreement has been terminated and the transactions 
contemplated herein have been abandoned pursuant to Article Wr hereof, the closing of the 
transactions contemplated by this Agreement (the “Closing”) will take place at 1O:OO a.m., 
Eastern Time, on the Closing Date to be specified by the parties, which shall be no later than the 
tenth business day after satisfaction or, if permissible, waiver of all of the conditions set forth in 
Article VII hereof (other than Sections 7.l(a), 7.l(b), 7.1(c), 7.l(f), 7.l(g), 7.2(a), 7.2(b), 7.2(c) 
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and 7.2(e), which shall be satisfied or waived on the Closing Date) at the offices of Hughes 
Hubbard & Reed LLP, New York, counsel to SUG, unless another date or place is agreed to in 
writing by the parties hereto. 

Section 2.4 Articles of Incorporation; Bylaws. Pursuant to the Merger, (i) the 
Articles of Incorporation of the Surviving Corporation shall be amended and restated at and as of 
the Effective Time to be identical to the Articles of Incorporation of Newco, as in effect 
immediately prior to the Effective Time, until thereafter amended as provided by law, except that 
Article 1 of the Articles of Incorporation shall be changed so that the name of the Surviving 
Corporation shall be Providence Energy Corporation and (ii)the Bylaws of the Surviving 
Corporation shall be amended and restated at and as of the Effective Time to be identical to the 
Bylaws of Newco, as in effect immediately prior to the Effective Time, until thereafter amended 
as provided by law, except that the Bylaws shall be changed so that the name of the Surviving 
Corporation shall be Providence Energy Corporation. 

Section 2.5 Directors and Officers. The directors and officers of PVY immediately 
prior to the Effective Time will be the directors and officers of the Surviving Corporation, each 
to hold office in accordance with the Articles of Incorporation and Bylaws of the Surviving 
Corporation. 

Section 2.6 Other Transactions. Immediately after the Effective Time, PVY shall 
adopt an agreement and plan of merger pursuant to which North Attleboro Gas Company 
(“Attleboro”), a wholly-owned subsidiary of PVY, shall merge with and into PVY on the Closing 
Date, with PVY being the surviving corporation, by complying with the requirements of the 
Massachusetts Business Corporation Law (“MBCL”) and the RIBCA (the “Attleboro Merger”). 
Immediately following the consummation of the Attleboro Merger, PVY shall adopt an 
agreement and plan of merger pursuant to which Providence Gas Company (“ProvGas”), a 
wholly-owned Subsidiary of PVY, shall merge with and into PVY on the Closing Date, with 
PVY being the surviving corporation, by complying with the requirements of the RIBCA (the 
“ProvGas Merger”). Immediately following the consummation of the ProvGas Merger, SUG 
shall adopt an agreement and plan of merger pursuant to which PVY shall merge with and into 
SUG on the Closing Date, with SUG being the surviving corporation (the ‘‘Final Surviving 
Corporation”), by complying with the requirements of the RIBCA and the DGCL (the “PVY 
Merger”). The Merger, the ProvGas Merger, the Attleboro Merger and the PVY Merger shall 
hereinafter be referred to collectively as the “Mergers.” 

% 
Certificate of Incorporation; Bylaws. Pursuant to the PVY Merger, the 

Restated Certificate of Incorporation of SUG, as in effect immediately prior to the Effective 
Time, shall be the Certificate of Incorporation of the Final Surviving Corporation until thereafter 
amended as provided by law and (ii) the Bylaws of SUG as in effect immediately prior to the 
Effective Time, shall be the Bylaws of the Final Surviving Corporation until thereafter amended 
as provided by law. 

Section 2.8 

Section 2.7 

Directors and Officers. The directors and officers of SUG immediately 
prior to the Effective Time will be the directors and officers of SUG after consummation of the 
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PVY Merger, each to hold office in accordance with the Certificate of Incorporation and Bylaws 
of the Final Surviving Corporation; provided that, immediately after the consummation of the 
Merger, the Chief Executive Officer of PVY immediately prior to the Effective Time will be 
elected or appointed & a member of the Board of Directors of SUG. 

ARTICLE 111 
CONVERSION OF SHARES 

Section 3.1 Effect of the Merger. As of the Effective T i e ,  by virtue of the Merger 
and without any action on the part of the holders of any shares of PVY Common Stock and/or 
any shares of PVY Restricted Stock, all of which shall become fully vested immediately prior to 
the Effective Time: 

(a) Each issued and outstanding share of PVY Common Stock (which shall be 
deemed to include (i) each issued and outstanding share of PVY Restricted Stock and (ii) each 
related associated stock purchase right (collectively, the “PVY Rights”) issued pursuant to the 
Stock Rights Agreement, dated as of July 23, 1998 between PVY and The Bank of New York, as 
Rights Agent (the “PVY Stock Rights Agreement”), which will be terminated at the Effective 
Time (any reference in this Agreement to PVY Common Stock will be deemed to include the 
associated PVY Rights and all PVY Res@icted Stock)), will be converted into the right of each 
holder thereof to receive $42.50 in cash (the “Merger Consideration”). 

(b) Each holder of PVY Common Stock shall surrender all such holder’s 
certificates formerly representing ownership of PVY Common Stock in the manner provided in 
Section 3.2. All such shares of PVY Common Stock, when so converted, shall no longer be 
outstanding and shall be canceled and automatically converted into the right to receive the 
Merger Consideration therefor upon the surrender of such certificate in accordance with Section 
3.2. Any payment made pursuant to this Section 3.1 shall be made net of applicable withholding 
taxes to the extent such withholding is required by law. 

(c) Notwithstanding any provision of this Agreement to the contrary, each 
share of PVY Common Stock held in the treasury of PVY immediately prior to the Effective 
T i e  shall be canceled and extinguished without conversion thereof. 

(d) Each share of common stock, par value $1 .OO per share, of Newco issued 
and outstanding immediately prior to the Effective Time svl, be converted into and become one 
share of common stock, par value $1.00 per share, of the Survlvlng Corporation. 

Section 3.2 Exchange of P W  Common Stock Certificates. 

SUG’s registrar and transfer agent, or such other bank or trust company 
which has a net capital of not less than $100,000,000, as may be selected by SUG and be 
reasonably acceptable to PVY, will act as paying agent (“Paying Agent”) for the holders of PVY 
Common Stock in connection with the Merger, pursuant to an agreement providing for the 
matters set forth in this Section 3.2 and such other matters as may be appropriate and the terms of 
which shall be reasonably satisfactory to SUG and PVY, to receive the consideration to which 
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holders of PVY Common Stock become entitled pursuant to Section 3.1. Contemporaneous with 
the Effective Time, SUG will deposit in trust With the Paying Agent, for the benefit of holders of 
PVY Common Stock, the cash necessary to pay the aggregate Merger Consideration as 
contemplated by Section 3.l(a) with respect to each share of PVY Common Stock. 

(b) At the Effective Time of the Merger, SUG will irrevocably instruct the 
Paying Agent to promptly, and in any event not later than eight (8) business days following the 
Effective Time, mail (and to make available for collection by hand) to each holder of record of a 
certificate or certificates, which immediately prior to the Effective Time represented outstanding 
shares of PVY Common Stock (the “Certificates”), whose shares of PVY Common Stock were 
converted pursuant to Section 3. I(a) into the right to receive the Merger Consideration (i) a letter 
of transmittal (which shall specify that delivery shall be effected, and risk of loss and title to the 
Certificates shall pass, only upon delivery of the Certificates to the Paying Agent and shall be in 
such form and have such other provisions as SUG may reasonably specify) and (ii) instructions 
(which shall provide that at the election of the surrendering holder Certificates may be 
surrendered, and payment therefor collected. by hand delivery) for use in effecting the surrender 
of the Certificates in exchange for payment of the Merger Consideration. Upon surrender of a 
Certificate for cancellation to the Paying Agent or to such other agent or agents as may be 
appointed by SUG, together with such letter of transmittal, duly executed, the holder of such 
Certificate shall be entitled to receive in exchange therefor the Merger Consideration for each 
share of PVY Common Stock formerly represented by such Certificate, to be mailed (or made 
available for collection by hand if so elected by the surrendering holder) within eight (8) business 
days of receipt thereof, and the Certificate so surrendered shall forthwith be canceled. If payment 
of the Merger Consideration is to be made to a Person other than the Person in whose name the 
surrendered Certificate is registered, it shall be a condition of payment that the Certificate so 
surrendered shall be properly endorsed or shall be otherwise in proper form for transfer and that 
the Person requesting such payment shall have paid any transfer and other Taxes required by 
reason of the payment of the Merger Consideration to a Person other than the registered holder of 
the Certificate surrendered or shall have established to the satisfaction of SUG that such Tax 
either has been paid or is not applicable. Until surrendered as contemplated by this Section 3.2, 
each Certificate (other than Certificates representing PVY Common Stock held by SUG) shall be 
deemed at any time after the Effective Time to represent only the right to receive the Merger 
Consideration as contemplated by this Section 3.2. 

(c) The Paying Agent shall invest the funds representing the aggregate Merger 
Consideration, as directed by SUG, in (i) direct obligation& of the United States of America 
(ii) obligations for which the full faith and credit of the United States of America is pledged to 
provide for the payment of principal and interest or (iii) commercial paper rated the highest 
quality by either Moody’s Investors Service, Inc. or Standard and Poor’s Ratings Services, a 
division of The McGraw Hill Companies, Inc.; provided. however, that, notwithstanding 
anything to the contrary in this Agreement, if the Paying Agent is not able or refuses to so invest 
such funds, SUG may deposit such funds in trust with another bank or trust company which has a 
net capital of not less than $100,000,000, as may be selected by SUG and be reasonably 
acceptable to PVY, so long as the Paying Agent is allowed to draw on such funds to the extent 
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required to pay the Merger Consideration. Any net earnings with respect to such hnds shall be 
the property of and paid over to SUG as and when requested by SUG. 

(d) In the event any Certificate shall have been lost, stolen or destroyed, upon 
the making of an affidavit of that fact by the Person claiming such Certificate to be lost, stolen or 
destroyed, the Paying Agent will issue in exchange for such lost, stolen or destroyed Certificate 
the Merger Consideration deliverable in respect thereof as determined in accordance with this 
Article UI; provided, however, that the Person to whom the Merger Consideration is paid shall, if 
required by SUG, as a condition precedent to the payment thereof, give the Paying Agent a bond 
in such s u m  as it may ordinarily require and indemnify SUG in a manner satisfactory to it against 
any claim that may be made against SUG with respect to the Certificate claimed to have been 
lost, stolen or destroyed. 

(e) After the Effective Time, the stock transfer books of PVY shall be closed 
and there shall be no transfers on the stock hansfer books of the Surviving Corporation of shares 
of PVY Common Stock that were outstanding immediately prior to the Effective Time. If, after 
the Effective Time, Certificates are presented to SUG, they shall be canceled and exchanged for 
the Merger Consideration as provided in this Aaicle UI. 

(f) Any portion of the funds held by the Paying Agent that remain 
undistributed to the former shareholders of PVY for eighteen (18) months after the Effective 
Time shall be delivered by the Paying Agent, which shall thereafter act as the Paying Agent, and 
any former shareholders of PVY who have not complied with this Article UI prior to eighteen 
(1 8) months after the Effective Time shall thereafter look only as a general creditor to SUG for 
payment of their claim for the Merger Consideration. 

(9) Neither the Surviving Corporation nor SUG shall be liable to any holder of 
PVY Common Stock for Merger Consideration delivered to a public official pursuant to any 
applicable abandonment, escheat or similar law. Any amounts remaining unclaimed by holders of 
any such shares of PVY Common Stock five years after the Effective Time (or such earlier date 
immediately prior to the time at which such amounts would otherwise escheat to or become 
property of any Governmental Body) shall, to the extent permitted by applicable law, become the 
property of SUG, free and clear of any claims or interest of any such holders or their successors, 
assigns or personal representatives previously entitled thereto. 

Section 3.3 P W  Options; P W  Performance spares. (a) Each outstanding option 
to purchase shares of P W  Common Stock or other similar interest (collectively, the “PVY 
Options”) granted under any stock option plans or under any other plan or arrangement of any 
Acquired Company (the “Acquired Company Option Plans’?, together with the applicable 
exercise prices, are disclosed in Section 3.3(a) of the PVY Disclosure Schedule. Each PVY 
Option that is outstanding at the Effective Time shall be deemed fully vested and shall be 
converted at the Effective T i e  into a right to receive in respect thereof a cash payment in an 
amount equal to the product of (x) the amount by which (i) the Merger Consideration exceeds (ii) 
the exercise price of such PVY Option (if less than (i)) and (y) the number of shares of PVY 
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Common Stock subject thereto. Such cash payment (net of applicable withholding taxes) shall 
be made on the Closing Date or as promptly thereafter as reasonably practicable. 

(b) Each outstanding award of PVY Performance Shares as determined 
pursuant to the PVY Performance Share Plan, is disclosed in Section 3.3(b) of the PVY 
Disclosure Schedule. Copies of the PVY Performance Share Plan and the agreements entered 
into pursuant to the PVY Performance Share Plan, which set forth the applicable performance 
measures and target opportunities, have been provided to SUG prior to the date of this 
Agreement. In accordance with the terms of the PVY Performance Share Plan, the target 
opportunities for each outstanding award of PVY Performance Shares outstanding at the 
Effective Time shall be deemed fully earned for the entire “Performance Periods” (as such term 
is defined in the PVY Performance Share Plan). Each PVY Performance Share outstanding at 
the Effective Time shall be canceled and automatically converted into a right to receive a cash 
payment in an amount equal to the Merger Consideration. Any payment made pursuant to this 
Section 3.3(b) shall be made net of applicable withholding taxes to the extent such withholding is 
required by law, and shall be made on the Closing Date or as promptly thereafter as reasonably 
practicable. 

ARTICLE TV 
REPRESENTATIONS AND WARRANTIES OF SUG 

SUG, as to SUG and Newco, represents and wanants to PVY that: 

Section 4.1 Organization, Existence and Qualification. SUG is a corporation duly 
incorporated, validly existing, and in good standing under the laws of the State of Delaware, with 
full corporate power and authority, and has been duly authorized by all necessary approvals and 
orders of the Florida, Missouri, Pennsylvania and Texas regulatory authorities and the Federal 
Energy Regulatory Commission (the “FERC”), to conduct its business as it is now being 
conducted, to own or use the properties and assets that it purports to own or use, to perform its 
obligations under all Contracts to which it is a party, and to execute and deliver this Agreement. 
Newco is a corporation duly incorporated, validly existing, and in good standing under the laws 
of the State of Rhode Island, with full corporate power and authority, to conduct its business as it 
is now being conducted, to own or use the properties and assets that it purports to own or use, to 
perform its obligations under all Contracts to which it is a party, and to execute and deliver this 
Agreement. Each of SUG and Newco is duly qualified to do business as a foreign corporation 
and is in good standing under the laws of each state or o#er jurisdiction in which either the 
ownership or use of the propeaies owned or used by it, or the nature of the business conducted 
by it, requires such qualification as a foreign corporation except for such failures to be so 
qualified or in good standing as are not, individually or in the aggregate, reasonably likely to 
have a SUG Material Adverse Effect. 

Section42 Authority Relative to this Agreement and Binding Effect. The 
execution, delivery and performance of this Agreement and the Related Documents by each of 
SUG and Newco have been duly authorized by all requisite corporate action. The execution, 
delivery and performance of this Agreement and the Related Documents by SUG and Newco will 
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not result in a violation or breach of any term or provision of, or constitute a default- or require a 
consent, approval or notification, or accelerate the ~eflomance required under, the 
Organizational ~~~~~~s of sUG or Newco, as the case may be, deed 

of rmst, loan ageement, or other Contract to which SUG or Newco is a Party 

or by its assets are bound, or violate ally Order. with such exceptions as are not, 
individually or in the agpgate ,  reasonably likely to have a SUG Material Adverse Effect This 
Agreement constimtes and the Related Documents to be executed by SUG and Newco when 
executed and delivered will constitute valid and legally binding obligations of SUG ad Newco, 

SUG and Newco in accordance with their terms, except as enforceability may 
be limited by (i) bankruptcy or similar laws from time to time in effect affecting the enforcement 
ofcreditors’ fights generally or (ii) the availability of equitable remedies generally. 

Governmental Approvals. Except as set forth in Section 4.3 of the SUG 
Disclosure Schedule and as required by the HSR Act, as of the date of this Agreement, no 
approval or authorization of any Governmental Body with respect to performance under this 
Agreement or the Related Documents by SUG and Newco is required to be obtained by SUG and 
Newco in connection with the execution and delivery by SUG and Newco of this Agreement or 
the Related Documents or the consummation by SUG and Newco of the transactions 
contemplated hereby or thereby, the failure to obtain which are, individually or in the aggregate, 
reasonably likely to have a SUG Material Adverse Effect. 

indenture, 

Section 4.3 

Section4.4 Public Utility Holding Company Status; Regulation as a Public 
Utility. SUG is a “gas utility company” and a “public utility company” (as such terms are 
defined in PUHCA). SUG indirectly owns a minority interest in a “foreign utility company” (as 
such term is defined in PUHCA) that is exempt &om, and is deemed not to be a public utility 
company for purposes of, PUHCA pursuant to Section 33 thereof with respect to which SUG has 
filed with the SEC a Form U-57 notification of foreign utility company stam. Except 
above in this Section 4.4 and With respect to their relationship with SUG, neither SUG nor any of 
its Subsidiaries is a “holding company,’’ a “subsidiary company,” a “public utility  company^^ or 
an “affiliate” of a “public utility company,” or a “hol&g company” within the me-g of such 

in PUHCA. As of the date Of this Agreement, SUG is subject to regulation as a public 
utility Or public service company (or similar designation) in the states of Florida, ~ i ~ ~ ~ u r i ,  T~~~ 
and Pennsylvania Except as stated in the preceding sentence, as ofthe date of this Agreement, 
neither SUG nor its ‘‘affiliates” (as such term is defined in PUHCA) subject to regulation as a 
Public utility Or public service company (or similar designation) in any other state. 

schedule, regismtion statement or definitive proxy statement filed by SUG he SEC since 
September 1 ,  1999 and delivered to PVY prior to the date of this Agreement, as of the date of 
this Agreement, there is no pending Proceeding that challenges, or that may have the effect of 
preventing, delaying, making illegal, or otherwise interfering with, the Mergers or any of the 
transactions contemplated hereby. 

% 
Section 4-5 Legal Proceedings; Orders. Except as specifically described in a 

Section 4.6 Brokers. Neither SUG nor Newco is a party to, or in any way obligated 
Contract, and there are no outstanding claims against SUG or Newco, for the p a p e n t  under 
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of any broker’s or finder’s fees in connection with the origin, negotiation, execution or 
performance of this Agreement. 

Disclaimer of Representations and Warranties. EXCEPT FOR THE 
REPRESENTATIONS AND WARRANTIES CONTAINED IN THIS ARTICLE IV, SUG 
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLED, 
AND SUG HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR 
WARRANTIES, WHETHER BY SUG, ANY SUBSIDIARY OF SUG, OR ANY OF THEIR 
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR REPRESENTATIVES, 
OR ANY OTHER PERSON, WITH RESPECT TO THIS AGREEMENT AND THE 
W S A C T I O N S  CONTEMPLATED HEREBY, NOTWITHSTANDING THE DELIVERY 
OR DISCLOSURE TO PVY OR ANY OF ITS DIRECTORS, OFFICERS, EMPLOYEES, 
AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, OF ANY 
DOCUMENTATION OR OTHER INFORMATION BY SUG, ANY SUBSIDIARY OF SUG, 
OR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR 
REPRESENTATIVES, OR ANY OTHER PERSON, WITH RESPECT TO ANY OF THE 
FOREGOING. 

Section 4.7 

ARTICLE V 
REPRESENTATIONS AND WARRANTIES OF P W  

PVY, as to the Acquired Companies, represents and warrants to SUG as follows: 

Section 5.1 Organization, Existence and Quallfcation. 

Each Acquired Company is a corporation duly incorporated, validly 
existing, and in good standing under the laws of its state of incorporation, with full corporate 
power and authority and has been duly authorized by all necessary approvals and orders of the 
Rhode Island, Massachusetts and all other relevant state regulatory authorities and the FERC to 
conduct its business as it is now being conducted, to own or use the properties and assets that it 
purports to own or use, and to perform all its obligations under Applicable Contracts. Section 
5.1(a) of the PVY Disclosure Schedule sets forth the name of each Acquired Company, the state 
or jurisdiction of its incorporation or organization, and for each state or jurisdiction where such 
Acquired Company is duly qualified as a foreign corporation. Each Acquired Company is duly 
qualified to do business as a foreign corporation and is in good standing under the laws of each 
state or other jurisdiction in which either the ownership or 9 of the properties owned or used by 
it, or the nature of the business conducted by it, requires such qualification as a foreign 
corporation except for such failures to be so qualified or in good standing as are not, individually 
or in the aggregate, reasonably likely to have a PVY Material Adverse Effect. 

(a) 

(b) PVY has delivered to SUG copies of the Organizational Documents, as 
currently in effect, of each Acquired Company. 

Section 5.2 Capitalization. The capital stock of PVY consists of 20,000,000 shares 
of PVY Common Stock, of which 6,096,485 shares were issued and outstanding on October 3 1, 
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1999, Such shares include 28,620 shares of PVY Resmcted Stock. ProvGas is authorized to 
issue 80,000 shares of ProvGas Preferred Stock, of which 32,000 shares were issued and 

on October 3 1, 1999. The issued and outstanding shares of p v y  Common Stock 
and Pr0vGa.q Preferred Stock have been validly issued and are fully paid and nonassessable. 
Except as specifically described in the PVY SEC Documents delivered to SUG prior to the date 
of this Agreement or as set forth in Section 3.3(a) of the PVY Disclosure Schedule, no shares of 
PVY Common Stock or ProvGas Preferred Stock are held, in treasury or otherwise, by PVY or 
an,, of its Subsidiaries and there are no outstanding (i) securities convertible ht0 PvY COmlllOn 
Stock, ProvGas Preferred Stock or other capital stock of PVY or any of its Subsidiaries, (ii) 
warrants or options to purchase PVY Common Stock or other securities of PVY or any of its 
Subsidiaries or (iii) other commitments to issue shares of PVY Common Stock, ProvGas 
Preferred Stock or other securities of PVY or any of its Subsidiaries. There are no voting msts, 
proxies or other agreements, commitments or understandings of any character to which PVY or 
any of its Subsidiaries is a party or by which PVY or any of its Subsidiaries is bound with respect 
to the voting of any shares of capital stock of PVY or with respect to the registration of the 
offering, sale or delivery of any shares of capital stock of PVY under the Securities Act or 
otherwise. 

Section 5.3 Subsidiaries; Investments. Except as set forth in Section 5.3 of the PVY 
Disclosure Schedule, PVY has no Subsidiaries or investments in any Person (except for 
marketable securities disclosed to SUG prior to the date of this Agreement) and, except for the 
issued and outstanding ProvGas Preferred Stock, PVY is the registered owner and holder of all of 
the issued and outstanding shares of capital stock of its Subsidiaries and has good title to such 
shares. The outstanding capital stock of each Subsidiary has been duly authorized, validly issued 
and is fully paid and nonassessable. All such capital stock owned by any Acquired Company is 
free and clear of any Encumbrance (except for any Encumbrance disclosed in the PVY SEC 
Documents delivered to SUG prior to the date of this Agreement, or created or incurred by this 
Agreement in favor of SUG, or imposed by federal or state securities laws). 

Section5.4 Authority Relative to this Agreement and Binding Effect. The 
execution, delivery and performance of this Agreement and the Related Documents by PVY have 
been duly authorized by all requisite corporate action, e' zpt, as of the date of this Agreement, 
for the PVY Shareholders' Approval. Except as set forth in Section 5.4 of the PVY Disclosure 
Schedule, the execution, delivery and performance of this Agreement and the Related Documents 
by PVY will not require a consent, approval or notification, will not result in a violation or 
breach of any term or provision of, or constitute a default ohcelerate  the performance required 
under, the Orgauhtional Documents of any of the Acquired Companies, any indenture, 
mortgage, deed of trust, security agreement, loan agreement, or other Applicable Contract to 
which any of the Acquired Companies is a party or by which its assets are bound, or violate any 
Order, with such exceptions as are not, individually or in the aggregate, reasonably likely to have 
a PVY Material Adverse Effect. This Agreement constitutes and the Related Documents to be 
executed by any of the Acquired Companies when executed and delivered will constitute valid 
and legally binding obligations of such Acquired Company, enforceable against such Acquired 
Company in accordance with their terms, except as enforceability may be limited by 
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(i) 
rights generally or (ii) the availability of equitable remedies generally. 

Governmental Approvals. Except as set forth in Section 5.5 of the PVY 
Disclosure Schedule and as required by the HSR Act, no approval or authorization of any 
Governmental Body with respect to performance under this Agreement or the Related 
Documents by any Acquired Company is required to be obtained by any Acquired Company in 
connection with the execution and delivery by PVY of this Agreement or the Related Documents 
or the consummation by the Acquired Companies of the transactions contemplated hereby or 
thereby, the failure to obtain which are, individually or in the aggregate, reasonably likely to have 
a PVY Material Adverse Effect. 

or laws from time to time in effect affecting the enforcement of creditors’ 

Section 5.5 

Section5.6 Public Utility Holding Company Status: Regulation as a Public 
Utility. PVY is a “holding company” (as such term is defined in PUHCA) exempt &om all 
provisions of PUHCA (except Section 9(a)(2) thereon pursuant to Section 3(a) of PUHCA, and 
has received no adverse notice from the SEC with respect to the validity of its exempt status. 
ProvGas and Attleboro are both “public utility companies” (as such term is defined in PUHCA). 
Each of ProvGas and Attleboro is a “subsidiary company” of PVY, and an “aff3iate” of the other 
and of PVY (as such terms are defined in PUHCA). Except as set forth above in this Section 5.6 
and with respect to their relationship to PVY, ProvGas and Attleboro, none of the Acquired 
Companies is a “holding company,” a “subsidiary company,” a “public utility company,” or an 
‘‘affiliate’’ of a “public utility company” or a ‘‘holding company,” as such terms are defined in 
PUHCA. ProvGas is subject to regulation as a public utility or public service company (or 
similar designation) in the state of Rhode Island and Attleboro is subject to regulation as a public 
utility or public service company (or similar designation) in the state of Massachuse~. Except 
as stated in the preceding sentence, neither PVY and nor its “affiliates” (as such term is defined 
in PUHCA) are subject to regulation as a public utility or public service company (or similar 
designation) in any other state. 

Section 5.7 Compliance with Legal Requirements; Governmental ~ u f i ~ - t i ~ ~ ~ .  

(a) Except as set forth in Section 5.7(a) of the PVY Disclosure Schedule or as 
specifically described in the PVY SEC Documents delivered to SUG prior to the date of this 
Agreement, and subject to Section 5.19 of this Agreement, to the Knowledge of any Acquired 
Company, no Acquired Company is in violation of any Legal Requirement that is applicable to it, 
to the conduct or operation of its business, or to the owne*p or use of any of its assets, other 
than such violations, if any, which are not, individually or in the aggregate, reasonably likely to 
have a PVY Material Adverse Effect. 

The PVY SEC Documents delivered to SUG prior to the date of this 
Agreement accurately describe all material regulation of each Acquired Company that relates to 
the utility business of any Acquired Company. Except as set forth on Section 5.7(a) of the PVY 
Disclosure Schedule, each Acquired Company has and is in material compliance with all material 
Governmental Authorizations necessary to conduct its business and to own, operate and use all of 
its assets as currently conducted. 

(b) 
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section 5.8 Legal proceedings; Orders. Except as set forth in Section 5.8 of the 
p v y  ~ i ~ ~ l ~ ~ ~ ~  Schedule or as specifically described in the PVY SEC DocOents delivered 
SUG prior to the date of this Agreement, there is no pending Proceeding: 

(1) that h a  been commenced by or against, or that otherwise relates to, 
any Acquired Company that is reasonably likely to have a PVY Material Adverse 
Effect; or 

(2) as of the date of this Agreement, that challenges, or that may have 
the effect of preventing, delaying, making illegal, Or Otherwise interfering with, 
the Mergers or any of the transactions contemplated hereby. 

To the Knowledge of PVY, except as set forth in Section 5.8 of the PVY Disclosure Schedule, as 
of the date of this Agreement, no such Proceedings, audits or investigations have been 
Threatened that are, individually or in the aggregate, reasonably likely to have a PVY Material 
Adverse Effect. As of the date of this Agreement, none of the Acquired Companies is subject to 
any Orders that are, individually or in the aggregate, reasonably likely to have a PVY Material 
Adverse Effect. 

Section 5.9 SEC Documents. PVY has made (and, with respect to such documents 
filed after the date hereof through the Closing Date, will make) available to SUG a true and 
complete copy of (i) each report, schedule, registration statement (other than on Form S-8), and 
definitive proxy statement filed by PVY or ProvGas with the SEC since September 30, 1998 
through the Closing Date in substantially the form filed with the SEC (the “PVY SEC 
Documents”) and (ii) the PVY Audited Financials. As of their respective dates, the PVY SEC 
Documents, including without limitation any linancial statements or schedules included therein, 
complied (or will comply), in all material respects with the requirements of the Securities Act or 
the Exchange Act, as the case may be, and the rules and regulations of the SEC thereunder 
applicable to such PVY SEC Documents, and did not (or will not) contain any untrue statement 
of a material fact or omit to state a material fact required to be stated therein or necessary to 
make the statements therein, in light of the circumstances under which they were made, not 
misleading. The audited consolidated financial statements and unaudited interim financial 
statements of PVY and ProvGas included in the PVY SEC Documents and the PVY Audited 
Financials (collectively, the “PVY Financial Statements”) were (or will be) prepared in 
accordance with GAAP (except as may be indicated therein or in the notes thereto and except 
with respect to unaudited statements as permitted by Form Y-Q) and fairly present (or will fairly 
present) in all material ~spects  the financial position of PV and its Subsidiaries, or ProvGas, as 
the case may be, as of the respective dates thereof or the results of operations and cash flows for 
the respective periods then ended, as the case may be, subject, in the case of unaudited interim 
financial statements, to normal adjustments which are not material in the aggregate. 
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Section 5.10 Taxes. Except as set forth in Section 5.10 of the PVY Disclosure 
Schedule: 

(a) - n e  Acquired Companies have timely filed all United States federal, state 
and local income Tax Returns required to be filed by or with respect to them or requests for 
extensions to file such Tax Returns have been timely filed, granted and have not expired, and the 
Acquired Companies have timely paid and discharged all Taxes due in connection with or With 
respect to the periods or transactions covered by such Tax Returns and have paid all other Taxes 
as are due or made adequate provision therefor in accordance with GAAF' except where failures 
to so file, pay or discharge are not, individually or in the aggregate, reasonably likely to have a 
PVY Material Adverse Effect. There are no pending audits or other examinations relating to any 
Tax matters. There are no Tax liens on any assets of the Acquired Companies. As of the date of 
this Agreement, none of the Acquired Companies has granted any waiver of any statute of 
limitations with respect to, or any extension of a period for the assessment of, any Tax. The 
accruals and reserves (including deferred taxes) reflected in the PVY Balance Sheet are in all 
material respects adequate to cover all material Taxes accruable through the date thereof 
(including interest and penalties, if any, thereon and Taxes being contested) in accordance with 
GAAP. 

(b) None of the Acquired Companies is obligated under any Applicable 
Contract with respect to industrial development bonds or other obligations with respect to which 
the excludability h m  gross income of the holder for federal or state income tax purposes could 
be affected by the Merger or any of the transactions contemplated by this Agreement. 

Section 5.11 Intellectual Property. Except as set forth in Section 5.1 1 of the PVY 
Disclosure Schedule, no Acquired Company has any Knowledge of (i) any infringement or 
claimed infringement by any Acquired Company of any patent rights or copyrights of others or 
(ii) any infringement of the patent or patent license rights, trademarks or copyrights owned by or 
under license to any Acquired Company, except for any such infringements of the type described 
in clause (i) or (ii) that are not, individually or in the aggregate, reasonably likely to have a PVY 
Material Adverse Effect. 

Section 5.12 Title to Assets. Except (i) as specifically described in the PVY SEC 
Documents delivered to SUG prior to the date of this Agreement, (ii) as set forth in Section 5.19 
of this Agreement or (iii) as set forth in Section 5.19 of the PVY Disclosure Schedule, none of 
the Acquired Companies' assets are subject to any Encuffbrance other than PVY Permitted 
Liens. 

Section 5.13 Indebtedness. All outstanding principal amounts of indebtedness for 
borrowed money of the Acquired Companies as of October 30,1999 are set forth in Section 5.13 
of the PVY Disclosure Schedule. 

Section 5.14 Machinery and Equipment. Except for normal wear and tear, and with 
such other exceptions as are not, individually or in the agpregate, reasonably likely to have a 
PVY Material Adverse Effect, the machinery and equipment of the Acquired Companies 

20 
W6-NY992390.003 
VI6 



necessary for the conduct by the Acquired Companies of their respective businesses as presently 
conducted are in operating condition and in a state of reasonable maintenance and repair. 

5.15 Contracts, Set in Section 5.15(a) of the PVY Disclosure Schedule is 
a kst as the date hereof of all Applicable Contracts which are Material b m a c t s .  Except as 
described in Section 5.15(b) ofthe PVY Disclosure Schedule Or as Specifically described in the 
p v y  SEC Documents delivered to SUG prior to the date of this Ageement, and with such 
exceptions as are not, individually or in the aggregate, reasonably likely to have a pvy Material 
Adverse Effect, all Applicable contracts of the Acquired Companies are in 111 force and effect 
and no Acquired company nor, to the Knowledge of PVY, any other party thereto is in default 
thereunder nor h a  any event occurred or is any event occurring that with notice or the passage of 
time or othenvise, is reasonably likely to give rise to an event of default thereunder by any party 
thereto. 

Section 5.16 Insurance. Section 5.16(a) of the PVY Disclosure Schedule sets forth a 
list of all policies of insurance held by the Acquired Companies as of the date of this Agreement. 
Except as set forth in Section 5.16@) of the PVY Disclosure Schedule, since September 30, 
1994, the assets and the business of the Acquired Companies have been continuously insured 
with what PVY reasonably believes are reputable insurers against all risks and in such amounts 
normally insured against by companies of the same type and in the same line of business as any 
of the Acquired Companies. As of the date of this Agreement, no notice of cancellation, non- 
renewal or material increase in premiums has been received by any of the Acquired Companies 
with respect to such policies, and no Acquired Company has Knowledge of any fact or 
circumstance that could reasonably be expected to form the basis for any cancellation, non- 
renewal or material increase in premiums, except for such cancellations, non-renewals and 
increases which are not, individually or in the aggregate, reasonably likely to have a PVY 
Material Adverse Effect. None of the Acquired Companies is in default with respect to any 
provision contained in any such policy or binder nor has there been any failure to give notice or 
to present any claim relating to the business or the assets of the Acquired Companies under my  
such Policy Or binder in a timely fashion or in the manner or detail required by the policy or 
binder, except for Such defaults or failures which are not, individually or in the agpgate ,  
reasonably likely to have a PVY Material Adverse Effect. As of the date of this Agreement, 
there are no outstanding unpaid Premiums (except premiums not yet due and payable), and no 
notice of cancellation or renewal with respect to, or disallowance of any claim under, any such 
Policy Or binder has been received by the Acquired Companies as of the date hereof, except for 
such non-PaPents of PEmiumS, cancellations, renewal% or disallowances which are not, 

Or in the aggegate, reasonably likely to have a PVY Material Adverse Effect. 

Section 5.17 Employees. PVY has made available to SUG prior to the date hereof a 
list as of no more than thirty (30) days prior to the date of this Agreement of all the then present 
oficers and employees of the Acquired Companies, indicating each employee’s base salary or 
wage rate and identifylng those who are union employees and those who are part-time 
employees. Except as set forth in Section 5.17(a) of the PVY Disclosure Schedule, as of the date 
of this Agreement, no labor union or other collective bargaining unit has been certified or 
recognized by any of the Acquired Companies, and, to the Knowledge of the Acquired 
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Companies, as of the date of this Agreement, there are no elections, organizing drives or material 
controversies pending or Threatened between any of the Acquired Companies and any labor 
union or other collective bargaining unit representing any of the Acquired Companies’ 
employees. There is no pending or, to the Knowledge of PVY, Threatened labor practice 
complaint, arbitration, labor strike or other labor dispute (excluding grievances) involving any of 
the Acquired Companies which are, individually or in the aggregate, reasonably likely to have a 
PVY Material Adverse Effect. Except for collective bargaining agreements that have been 
provided to SUG prior to the date of this Agreement or as set forth in Section 5.1 7(b) of the PVY 
Disclosure Schedule, as of the date of this Agreement, none of the Acquired Companies is a party 
to any employment agreement with any employee pertaining to any of the Acquired Companies. 

Section 5.18 Employee Benefit Plans. 

(a) Except as would not, individually or in the aggregate, result in a PVY 
Material Adverse Effect: 

(1) Each of the PVY Benefit Plans has been operated and administered 
in all respects in accordance with its governing documents and applicable federal 
and state laws (including, but not limited to, ERISA and the IRC). 

(2) As to any PVY Benefit Plan subject to Title IV of ERISA, (i) there 
is no event or condition which presents the risk of plan termination, @)no 
reportable event within the meaning of Section 4043 of ERISA (for which the 
notice requirements of Regulation $4043 promulgated by the PBGC have not been 
waived) has occurred within the last six years, (iii) no notice of intent to terminate 
the P W  Benefit Plan has been given under Section 4041 of ERISA, (iv)no 
proceeding has been instituted under Section 4042 of ERISA to terminate the 
PVY Benefit Plan, (v) there has been no termination or partial termination of the 
PVY Benefit Plan within the meaning of Section 41 I(d)(3) of the IRC within the 
last six years, (vi) no event described in Sections 4062 or 4063 of ERISA has 
occurred, and (vii) all PBGC premiums have been timely paid and no liability to 
the PBGC has been incurred, except for PBGC premiums not yet due. 

Each trust funding a PVY Benefit Plan, which trust is intended to 
be exempt from federal income taxation pursuant to Section 501(c)(9) of the IRC, 
satisfies the requirements of such sect iy  and has received a favorable 
determination letter fiom the IRS regarding such exempt status and has not, since 
receipt of the most recent favorable determination letter, been amended or 
operated in any way which would adversely af€ect such exempt status. 

With respect to any PVY Benefit Plan or any other “employee 
benefit plan” as defined in Section 3(3) of ERISA which is established, sponsored, 
maintained or contributed to, or with respect to any such plan which has been 
established, sponsored, maintained or contributed to within six years prior to the 
Closing Date, by the Acquired Companies or any corporation, trade, business or 

(3) 

(4) 
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entity under co-on control or being a part of an affiliated service P U P  with 
any ofthe Acquired Companies, within the meaning of Section 414(b), (c) or (m) 
of the ~c or Section 4001 of ERISA (“PVY Commonly Controlled Entity”), (i) 
no withdrawal liability, within the meaning of Section 4201 of ERISA, has been 
incurred, which liability has not been satisfied and no such withdrawal 
liability is reasonably expected to be incurred, (ii) no liability under Title Iv of 
ERISA (including, but not limited to, liability to the PBGC) has been incurred bY 
the Acquired Companies or any PVY Commonly Controlled Entity, which 
liability has not been satisfied (other than for PBGC premiums not yet due), (iii) 
no accumulated fUnding deficiency, whether or not waived, within the meaning of 
Section 302 of ERISA or Section 412 of the IRC has been incurred for which my 
liability is outstanding, (iv) there has been no failure to make any contribution 
(including installments) to such plan required by Section 302 of ERISA and 
Section 412 of the IRC which has resulted in a lien under Section 302 of ERISA 
or Section 412 of the IRC and for which any liability is currently outstanding, (v) 
no action, omission or transaction has occurred with respect to any such plan or 
any other PVY Benefit Plan which could subject any of the Acquired Companies, 
the plan or trust forming a part thereof, or SUG to a civil liability or penalty under 
ERISA or other applicable laws, or a Tax under the IRC, (vi) any such plan which. 
is a Group Health Plan has complied in all respects with the provisions of 
Sections 601-608 of ERISA and Section 4980B of the IRC, (vii) there are no 
pending or Threatened claims by or on behalf of any such plan or any other PVY 
Benefit Plan, by any employees, former employees or plan beneficiaries covered 
by such plan or otherwise by or on behalf of any person involving any such plan 
(other than routine non-contested claims for benefits) which could result in a 
liability to the Acquired Companies taken as a whole and (viii) neither the 
Acquired Companies nor any PVY Commonly Controlled Entity has engaged in, 
or is a successor or parent corporation to any entity or person that has engaged in, 
a transaction described in Section 4069 of ERISA. 

There is no matter pending (other than qualification determination 
applications and filings and other required periodic filings) with respect to my of 
the PVY Benefit Plans before the IRS, the Department of Labor, the PBGC or in 
or before any other Governmental Body. 

e) Except as set forth in Section 5.18@) bf the PVY Disclosure Schedule, the 
execution and delivery of this Agreement and the consummation of the transactions 

h e b y  will not (i) increase the amount of benefits othenvise payable under my 
pvy Benefit PlaR (ii) result the acceleration of the time of eligibility to participate in my 
pvy Benefit plan, Or Payment, exercisability, funding or vesting of any benefit under my 
pvy  Benefit plan, (iii) result in any payment becoming due to or with respect to any current or 
former employee, director or COnSUltant, or (iv) result in any payment becoming due in the event 
of a termination of employment or service of any employee, diector or consultant. 

( 5 )  
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(c) Except as set forth in Section 5.18(c) of the PVY Disclosure Schedule, 
none of the Acquired Companies is a party to any Contract nor has it established any policy or 
practice, which would require it or SUG to make a payment or provide any other form of 
compensation or benefit to any Person performing (or who within the past twelve months 
performed) services for any of the Acquired Companies during or upon termination of such 
services which would not be payable or provided in the absence of the consummation of the 
transactions contemplated by this Agreement. 

(d) Section 5.18(d) of the PVY Disclosure Schedule contains a true and 
complete list of each PVY Benefit Plan, all Acquired Company Option Plans and any 
management, employment, deferred compensation, severance (including any payment, right or 
benefit resulting from a change in control), bonus, or other contract for personal services with 
any current or former officer, director or employee, any consulting contract with any person who 
prior to entering such contract was a director or officer of any Acquired Company or any plan, 
agreement, arrangement or understanding similar to any of the foregoing. Except as set forth in 
Section 5.18(d) of the PVY Disclosure Schedule, there are no outstanding options to purchase 
capital stock or other securities of PVY or any of its Subsidiaries. PVY has provided to SUG a 
complete and correct copy of each PVY Benefit Plan (or written summary of any unwritten PVY 
Benefit Plan), and with respect to each PVY Benefit Plan, the current summary plan description, 
related trust agreements, related insurance contracts, the latest IRS determination letter, the last 
three annual reports on Form 5500 series (including all required schedules), and the most recent 
actuarial report and annual financial statements. 

(e) None of the Acquired Companies has contributed or been obligated to 
contribute to any “multi-employer plan” within the meaning of Section 3(37) of ERISA within 
the last six years. None of the Acquired Companies has any outstanding liability with respect to 
any such plan which, individually or in the aggregate with the events or conditions described in 
Section 5.18(a), is reasonably likely to result in a PVY Material Adverse Effect. 

Section 5.19 Environmental Matters. Except as set forth in Section 5.19 of the PVY 
Disclosure Schedule or as specifically described in the PVY SEC Documents delivered to SUG 
prior to the date of this Agreement, and with such other exceptions as are not, individually or in 
the aggregate, reasonably likely to have a PVY Material Adverse Effect: 

To the Knowledge of any Acquired Company, no Facility owned or 
operated by any Acquired Company is currently, or was Rt any time, listed on the National 
Priorities List promulgated under CERCLA, or on any comparable state list, and no Acquired 
Company has received any written notification of potential or actual liability or a written request 
for information fiom any Person under or relating to CERCLA or any comparable Legal 
Requirement with respect to any Acquired Company or the Facilities; 

To the Knowledge of any Acquired Company, each Acquired Company 
and any Person for whose conduct any Acquired Company is reasonably likely to be held 
responsible, is currently and at all times has been, in material compliance with any 
Environmental Law. No Acquired Company has received any Order, written notice, or other 
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written communication kom (i) any Governmental Body or private citizen acting in the public 
interest, or (ii) the current or prior owner or operator of any Facilities, of any violation or failure 
to comply with any Environmental Law, or of any obligation to undertake or bear the cost of any 
environmental cleanup, or seeking information regarding prior disposal at or with respect to 
potential liability regarding any property or Facility at which Hazardous Materials generated by 
any Acquired Company were transported for disposal; 

There are no pending or, to the Knowledge of any of the Acquired 
Companies, Threatened claims arising under or pursuant to any Environmental Law with respect 
to or affecting any of the Facilities or any other properties and assets (whether real, personal, or 
mixed) in which any Acquired Company has or had a direct or indirect interest (including by 
ownership or use); and 

(c) 

(d) PVY has delivered or made available to SUG true and complete copies 
and results of any environmental site assessments, studies, analyses, tests or monitoring 
possessed by any Acquired Company of which any Acquired Company has Knowledge 
pertaining to Hazardous Materials or Hazardous Activities in, on or under the Facilities, or 
concerning compliance by any Acquired Company or any other Person for whose conduct any 
Acquired Company is reasonably likely to be held responsible, with Environmental Laws. 

Section 5.20 No Material Adverse Change. Since the date of the PVY Balance Sheet, 
except as specifically described in the PVY SEC Documents delivered to SUG prior to the date 
of this Agreement, there has not been any PVY Material Adverse Effect, and no events have 
occurred or circumstances exist that are, individually or in the aggregate, reasonably likely to 
have a PVY Material Adverse Effect, except that any PVY Material Adverse Effect that results 
from or relates to (a) general business or economic conditions, @) conditions generally affecting 
the industries in which the Acquired Companies compete or (c) the announcement and 
consummation of the transactions contemplated by this Agreement shall be disregarded. 

Section5.21 Brokers. Except as set forth in Section 5.21 of the PVY Disclosure 
Schedule, no Acquired Company is a party to, or in any way obligated under any Applicable 
Contract, and there are no outstanding claims against any Acquired Company, for the payment of 
any broker’s or finder’s fees in connection with the origin, negotiation, execution or performance 
of this Agreement. 

Section 5.22 P W  Stock Rights Agreement. Prio to the date of this Agreement, PVY 

consummation of the transactions contemplated by this Agreement will not result in the 
triggering of any right or entitlement of the holders of the PVY Common Stock or other PVY 
securities under the P W  Stock Rights Agreement. Neither PVY nor any of its Subsidiaries is a 
P W  to any agreement similar to the PVY Stock Rights Ageement. 

Section 5.23 Regulatory Proceedings. Except as set forth in Section 5.23 of the PVY 
Disclosure Schedule or in the PVY SEC Documents delivered to SUG prior to the date of this 
Ageement, other than purchase gas adjustment provisions, none of PVY or its Subsidiaries all or 
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part of whose rates or services are regulated by a Governmental Body (a) has rates that have been 
or are being collected subject to refund, pending final reSOlUtiOn Of any rate Proceeding pending 
before a Governmental Body or on appeal to the C O W S ,  Or (b) is a P m  to rate proceeding 
before a Governmental Body that are, individually or in the aggregate, reasonably likely to result 
in any Orders having a PVY Material Adverse Effect. 

Section 5.24 Vote Required. Other than the approval of the Merger by the holders of a 
of h e  outstanding shares of PVY Common Stock (the “PVY Shareholders’ APProvfl), 

no vote of the holders of any class or series of the capital stock of any Acquired company is 
required to approve this Agreement and the Mergers. The consent of the holden of 80% in 
aggregate principal amount of all First Mortgage Bonds outstanding under the ProvGas Indenture 
to each of the amendments to the ProvGas Indenture described on Schedule 6.l(n) hereto is the 
only consent required to adopt such amendments. 

The Board of Directors of PVY has 
received the opinion of Salomon Smith Barney Inc., dated as of the date hereof, to the effect that, 
as of such date, the Merger Consideration is fair from a financial point of view, to the holders of 
pVY Common Stock. PVY will provide a copy of such opinion to SUG. 

Section 5.25 Opinion of Financial Advisor. 

Section 5.26 Disclaimer of Representations and Warranties. EXCEPT FOR THE 
REPRESENTATIONS AND WARFUNTIES CONTAINED IN THIS ARTICLE V, PVY 
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, 
AND PVY HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR 
WARRANTIES, WHETHER BY PVY, ANY SUBSIDIARY OF PVY, OR ANY OF THEIR 
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR REPRESENTATIVES, 
OR ANY OTHER PERSON, WITH RESPECT TO THIS AGREEMENT AND THE 
TRANSACTIONS CONTEMPLATED HEREBY, NOTWITHSTANDING THE DELIVERY 
OR DISCLOSURE TO SUG OR ANY OF ITS DIRECTORS, OFFICERS, EMPLOYEES, 
AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, OF ANY 
DOCLJMENTATION OR OTHER INFORMATION BY PVY, ANY SUBSDIARY OF p v y ,  
OR ANY OF THEIR RESPECWE DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR 
REPRESENTAmS,  OR ANY OTHER PERSON, WITH RESPECT TO my OF 
FOREGOING. 

ARTICLE VI 
COVENANTS 5 

Section 6.1 
covenants and agreements: 

Covenants of P w .  PVY agrees to observe and perfom the follo-g 

(a) @. with respect to the 
Acquired Companies, except (i) aS contemplated in this Agreement, (ii) as required by law or 

(iii) as set forth in the PVY Capid budget, a Written copy of which has been provided 
to SUG bY letter dated November 15, 1999, which letter refers to this Agreement, (iv) for any 

of First Mortgage Bonds outstanding under the ProvGas Indenture that is required to 
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be made by the terms thereof on the date of any such redemption (such redemption to be made in 
accordance with the applicable mandatory redemption provisions of such Indenture), (v) for any 
commercially reasonable action that PVY determines in good faith, after consulting with SUG, 
should be taken by ProvGas in order to satisfy the condition set forth in the second sentence of 
Section 7.l(e), or (vi) as otherwise expressly consented to in Writing by SUG, which consent 
will not be unreasonably withheld or delayed, prior to the Closing, PVY will cause each 
Acquired Company to: 

(1) Not make or permit any material change in the general nature of its 
business; 

(2) Maintain its Ordinary Course of Business in accordance with 
prudent business judgment and consistent with past practice and policy, and 
maintain consistent with its Ordinary Course of Business its assets in good repair, 
order and condition, reasonable wear and tear excepted, subject to retirements in 
the Ordinary Course of Business; 

(3) Use reasonable efforts to preserve the Acquired Company as an 
ongoing business and maintain the goodwill associated with the Acquired 
Company; 

(4) Preserve all of the Acquired Companies’ hnchises, tariffs, 
certificates of public convenience and necessity, licenses, authorizations and other 
governmental rights and permits; 

( 5 )  Not enter into any material transaction or Material Contract other 
than in the Ordinary Course of Business; 

(6)  Not purchase, sell, lease, dispose of or otherwise transfer or make 
any contract for the purchase, sale, lease, disposition or transfer of, or subject to 
lien, any of the assets of the Acquired Company other than in the Ordinary Course 
of Business; 

(7) Not hire any new employees except in the Ordinary Course of 
Business (and in no event hire, for any calendar month, a number of new 
employees greater than the average monthly number of new employees hired by 
the Acquired Company over the prior 12 c a l e h  months); 

(8) Not file any material applications, petitions, motions, orders, 
briefs, settlement or agreements in any material Proceeding before any 
Governmental Body which involves any Acquired Company, and appeals related 
thereto without, to the extent reasonably practicable, consulting SUG; provided, 
however, that if such Proceeding is reasonably likely to have a PVY Material 
Adverse Effect, PVY shall not make any such filing without the consent of SUG, 
which consent shall not be unreasonably withheld or delayed. 
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(9) Not engage in or modify, except in the Ordinary Course of 
Business, any material intercompany transactions involving any other Acquired 
Company; 

Not voluntarily change in any material respect or terminate any 
insurance policies disclosed on Section 5.16(a) of the PVY Disclosure Schedule 
that presently are in effect unless equivalent coverage is obtained; 

(IO) 

(1 1) Except as disclosed or specifically contemplated in this Agreement 
and except with respect to budgeted expenditures known and specifically 
disclosed in writing to SUG, subject to adjustments in the Ordinary C o m e  of 
Business and other deviations (which in the aggregate shall not exceed 5% on an 
annualized basis during the period from the date of this Agreement until the 
Closing Date), not make any capital expenditure or capital expenditure 
commitment; 

(12) Not make any changes in financial policies or practices, or strategic 
or operating policies or practices, in each case which involve any Acquired 
Company; 

(13) Comply in all material respects with all applicable material Legal 
Requirements and permits, including without limitation those relating to the filing 
of reports and the payment of Taxes due to be paid prior to the Closing, other than 
those contested in good faith; 

(14) Not adopt, amend (other than amendments that reduce the amounts 
payable by SUG or any of its Subsidiaries or amendments required by law) or 
assume an obligation to contribute to any PVY Benefit Plan or collective 
bargaining agreement or enter into any employment, consulting, severance or 
similar Contract with any Person (including without limitation, contracts with 
management of any Acquired Company or any of its Affiliates that might require 
payments be made upon consummation of the transactions contemplated hereby) 
or amend any such existing contracts to increase any amounts payable thereunder 
or benefits provided thereunder; 

Except in the Ordinary Course of Business or as required by the 
terms of any existing Contract, PVY Behefit Plan or collective bargaining 
agmment, not grant any increase or change in total compensation, benefits or pay 
any bonus to any employee, director or consultant; 

(15) 

(16) Not grant or enter into or extend the term of any Contract with 
respect to continued employment or service for any employee, officer, director or 
consultant; 

(1 7) Not make any loan or advance to any officer, director, stockholder, 
employee or any other Person other than in the Ordinary Course of Business; 
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(18) Not terminate any existing gas purchase, exchange or 
transportation contract necessary to supply firm gas at all city gate delivery points 
or enter into any new contract for the supply, transportation, storage or exchange 
of gas with respect to the Acquired Companies’ regulated gas distribution 
operations or renew or extend or negotiate any existing contract providing for the 
same where such contract is not terminable within sixty (60) days without penalty 
other than in the Ordinary Course of Business; 

(1 9) Not amend any of its Organizational Documents; and 

(20) Subject to Section 6.l(k), not issue or assume any note, debenture 
or other evidence of indebtedness which by its terms does not mature within two 
years f?om the date of execution or issuance thereof, unless otherwise redeemable 
or subject to prepayment at any time at the option of the Acquired Company on 
not more than thirty (30) days’ notice without penalty for such redemption or 
prepayment. 

(b) Customer Notifications. At any time and from time to time reasonably 
requested by SUG prior to the Closing Date, each Acquired Company will permit SUG at SUGs 
expense to insert preprinted single-page customer education materials into billing documentation 
to be delivered to customers affected by this Agreement; provided, however, that PVY has 
reviewed in advance and consented to the content of such materials, which consent shall not be 
unreasonably withheld or delayed. Other means of notifying customers may be employed by 
either party, at the expense of the initiating party, but in no event shall any notification be 
initiated without the prior consent of the other party (which consent shall not be unreasonably 
withheld or delayed). 

(c) Access to the Acauired Comuanies’ Offices. Prooerties and Records; 
Uudatine Information. 

(1) From and after the date hereof and until the Closing Date, the 
Acquired Companies shall permit SUG and its Representatives to have, on 
reasonable notice and at reasonable times, reasonable access to such of the offices, 
properties and employees of the Acquired Companies in a manner that will not 
unreasonably disrupt the operations of the Acquired Companies or their 
relationship with their customers, suppliers employees, and shall disclose, and 
make available to SUG and its Represen % twes in a manner that will not 
unreasonably disrupt the operations of the Acquired Companies or their 
relationship with their customers, suppliers or employees, all books, papers and 
records (other than confidentiality agreements related to a possible sale of PVY 
entered into prior to the date of this Agreement) to the extent that they relate to the 
ownership, operation, obligations and liabilities of or pertaining to the Acquired 
Companies, their businesses, assets and liabilities. Without limiting the 
application of the Confidentiality Agreement dated October 6, 1999 between PVY 
and SUG (the “Confidentiality Agreement”), all documents or information 
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furnished by the Acquired Companies hereunder shall be subject to the 
Confidentiality Agreement. 

(2) PVY will notify SUG as promptly as practicable of any significant 
change in the Ordinary Course of Business or operation of any of the Acquired 
Companies and of any material complaints, investigations or hearings (or 
communications indicating that the same may be contemplated) by any 
Governmental Body, or the institution or overt threat or settlement of any material 
Proceeding involving or affecting any of the Acquired Companies or the 
transactions contemplated by this Agreement, and shall use reasonable efforts to 
keep SUG fully informed of such events and permit SUG’s Representatives access 
to all materials prepared in connection therewith, consistent with any applicable 
Legal Requirement or Contract. 

(3) As promptly as practicable after SUG’s request, PVY will furnish 
such financial and operating data and other information pertaining to the Acquired 
Companies and their businesses and assets as SUG may reasonably request; 
provided. however, that nothing herein will obligate any of the Acquired 
Companies to take actions that would unreasonably disrupt its Ordinary Course of 
Business or violate the terms of any Legal Requirement or Contract to which the 
Acquired Company is a party or to which any of its assets is subject in providing 
such information, or to incur any costs with respect to SUG’s external auditors (or 
the Acquired Companies’ external auditors in the event a report by such auditors 
is requested by SUG) providing accounting services with respect to issuing an 
auditor’s report required by or for SUG. 

(d) Governmental Auurovals: Third Partv Consents. PVY will use its 
commercially reasonable best efforts at PVY’s sole expense (except as provided otherwise in the 
last sentence of Section 6.l(n))to obtain all necessary consents, approvals and waivers from any 
Person required in connection with the transactions contemplated hereby under any license, lease, 
permit or Contract applicable to the Acquired Companies, including, without limitation, the 
Letters of Tax Good Standing referred to in Section 7.1(i), the approvals of those Governmental 
Bodies and the consents of those third parties listed in Section 5.4 and Section 5.5 of the PVY 
Disclosure Schedule and as required by the HSR Act. 

(e) Dividends. PVY shall not, nor shall$ permit any of irs Subsidiaries to: 
(i) declare or pay any dividends on or make other distributions in respect of any of its or their 
capital stock other than (A) dividends by a wholly-owned Subsidiary to PVY or another wholly- 
owned Subsidiary, @) dividends by a less than wholly-owned Subsidiary consistent with past 
practice, (C) regular quarterly dividends on PVY Common Stock with usual record and payment 
dates that do not exceed the current rate of S 1 .08 per fiscal year, or (D) regular cumulative cash 
distributions on the ProvGas Preferred Stock not to exceed an annual rate of $8.70 per share; 
(ii) split, combine or reclassify any capital stock or the capital stock of any Subsidiary or issue or 
authorize or propose the issuance of any other securities in respect of, or in substitution for, 
shares of capital stock or the capital stock of any Subsidiary; or (iii)redeem, repurchase or 
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otherwise acquire any shares of its capital stock or the capital stock of any Subsidiary other than 
(A) redemptions, repurchases and other acquisitions of shares of capital stock in connection with 
the administration of employee benefit and dividend reinvestment and customer stock purchase 
plans as in effect on the date hereof in the ordinary course of the operation of such plans 
consistent with past practice, (B) intercompany acquisitions of capital stock, (C) the redemption 
of the ProvGas Preferred Stock as contemplated herein or @) as set forth in Section 6 . l Q  of this 
Agreement. 

(0 Issuance of Securities. PVY shall not, nor shall it permit any of its 
Subsidiaries to, issue, agree to issue, deliver, sell, award, pledge, dispose of or otherwise 
encumber or authorize or propose the issuance, delivery, sale, award, pledge, disposal or other 
encumbrance of, any shares of its or their capital stock of any class or any securities convertible 
into or exchangeable for, or any rights, warrants or options to acquire, any such shares or 
convertible or exchangeable securities, other than the issuance of shares of PVY Common Stock 
pursuant to (i) outstanding grants or awards made prior to the date of this Agreement under the 
PVY Benefit Plans and Acquired Company Option Plans and (ii) any dividend reinvestment plan 
of PVY in effect as of the date hereof. 

(9) Accounting. PVY shall not, nor shall it permit any of its Subsidiaries to, 
make any changes in their accounting methods, principles or practices except as required by law, 
rule, regulation or GAAP. Prior-to the Closing, PVY shall comply with the then current 
accounting rules for costs deferred for Y2K. 

(h) No Shoming. 

(1) PVY shall not, and shall not authorize or permit any of its (or any 
of its Subsidiaries’) officers, directors, agents, financial advisors, attorneys, 
accountants or other Representatives to, directly or indirectly, solicit, initiate or 
encourage submission of proposals or offers from any Person relating to, or that 
could reasonably be expected to lead to, a Business Combination or participate in 
any negotiations or substantive discussions regarding, or furnish to any other 
Person any information with respect to, or otherwise cooperate in any way with, or 
assist or participate in, facilitate or encourage, any effort or attempt by any other 
Person to do or seek a Business Combination; provided, however, that, prior to 
the PVY Shareholders’ Approval, PVY may, in response to an unsolicited written 
proposal from a third party with respect to Business Combination that PVY’s 

and the receipt of the advice of its financial advisor and outside counsel with 
customary qualifications, is a Superior Proposal, (i) furnish information to, and 
negotiate, explore or otherwise engage in substantive discussions with such third 
party, only if PVY’s Board of Directors determines, in its good faith judgment 
after consultation with its financial advisors and outside legal counsel, that it is 
reasonably necessary in order to comply with its fiduciary duties under applicable 
law and (ii) take and disclose to PVY’s shareholders a position with respect to 
another Business Combination proposal, or amend or withdraw such position, 

Board of Directors determines, in its good f a  aa. judgment, after consultation with 
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pursuant to Rule 14d-9 and 14e-2 under the Exchange Act, or make such 
disclosure to PVY’s shareholders which in the good faith judgment of PVY’s 
Board of Directors, based on the advice of its outside counsel, is required by 
applicable law. Prior to furnishing any non-public information to, entering into 
negotiations with or accepting a Superior Proposal from such third party, PVY 
will (i) provide written notice to SUG to the effect that it is furnishing information 
to or entering into discussions or negotiations with such third party and (ii) receive 
from such third party an executed confidentiality agreement containing 
substantially the same terms and conditions as the Confidentiality Agreement. 
PVY will immediately cease and cause to be terminated any existing solicitation, 
initiation, encouragement, activity, discussion or negotiations with any parties 
conducted heretofore by PVY or any of its representatives with respect to any 
Business Combination. 

(2) Except as expressly permitted by this Section 6.l(h), neither the 
PVY Board of Directors nor any committee thereof may, (i) withdraw or modify, 
or propose publicly to withdraw or modify, in a manner adverse to SUG, the 
approval or recommendation by such Board of Directors or such committee of the 
Merger or this Agreement, (ii) approve or recommend, or propose publicly to 
approve or recommend, a Business Combination or (iii) cause PVY to enter into 
any letter of intent, agreement in principle, acquisition agreement or other similar 
agreement related to any Business Combination. Notwithstanding the foregoing, 
prior to the time at which the PVY Shareholders’ Approval has been obtained, in 
response to an unsolicited Business Combination proposal from a third party, if 
PVY’s Board of Directors determines, in its good faith judgment, after 
consultation with and the receipt of the advice of its financial advisor and outside 
counsel with customary qualifications, that such proposal is a Superior Proposal 
and that failure to do any of the actions set forth in clauses (i), (ii) or (iii) above 
would create a reasonable possibility of a breach of the fiduciary duties of PVY’s 
Board of Directors under applicable law, PVY’s Board of Directors may withdraw 
or modify its approval or recommendation of the Merger or this Agreement, 
approve or recommend a Business Combination or cause PVY to enter into a 
Business Combination or an agreement related to a Business Combination and, 
subject to PVY having paid to SUG the fees described in Section 8.3(a) hereof 
and having entered into a definitive agreement with respect to such Business 
Combination proposal, terminate this Agreedent; provided, however, that prior to 
entering into a definitive agreement with respect to a Business Combination 
proposal, PVY shall give SUG at least two (2) business days’ notice thereof, and 
shall cause its Representatives to, negotiate with SUG to make such adjustments 
in the terms and conditions of this Agreement as would enable PVY to proceed 
with the transactions contemplated herein on such adjusted terms; provided, 
further, that if PVY and SUG are unable to reach an agreement on such 
adjustments within two (2) business days after such notice from PVY, PVY may 
enter into such definitive agreement, subject to the provisions of Article VIn. 
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(3) PVY shall notify SUG orally and in writing of any such inquiries, 
offers or proposals (including the material terms and conditions of any such offer 
or proposal and the identity of the Person making it), within two business days of 
the receipt thereof, shall use all reasonable efforts to keep SUG informed of the 
status and revised material t e r n  and conditions of any such inquiry, offer or 
proposal and shall give SUG one (1) day’s advance notice of the first delivery of 
non-public information to such Person. If any such inquiry, offer or proposal is in 
writing, PVY shall promptly deliver to SUG a copy of such inquiry, offer or 
proposal. 

(4) For purposes of this Agreement, (i) “Business Combination’’ 
means (other than the transactions contemplated or permitted by this Agreement) 
(A) a merger, consolidation or other business combination, share exchange, sale 
of a minimum of 2% of the outstanding shares of capital stock, tender offer or 
exchange offer or similar transaction involving PVY or any of its Subsidiaries, (B) 
acquisition in any manner, directly or indirectly, of a material interest in any 
capital stock of, or a material equity interest in a substantial portion of the assets 
of, PVY or any of its Subsidiaries, including any single or multi-step transaction 
or series of related transactions that is structured to permit a third party to acquire 
beneficial ownership of a majority or water equity interest in PVY or any of its 
Subsidiaries, or (C) the acquisition in any manner, directly or indirectly, of any 
material portion of the business or assets (other than inventory in the Ordinary 
Course of Business) of PVY or any of its Subsidiaries and (ii) “Superior 
Proposal” means a proposed Business Combination involving at least 50% of the 
shares of capital stock or a material portion of the assets of PVY that PVY’s 
Board of Directors determines, after consulting with P W ’ s  financial advisors and 
outside counsel, is financially superior to the fzansactions contemplated hereby 
and it appears that the party making the proposal is reasonably likely to have the 
funds necessary to consummate the Business Combination. 

(i) Solicitation of Proxies. Subject to Section 6.l(h), PVY shall use its 
reasonable best efforts to solicit from its shareholders proxies in favor of the Merger and shall 
take all other action necessary to secure the PVY Shareholders’ Approval. PVY shall cause 
ProvGas and Attleboro to approve the ProvGas Merger and the Attleboro Merger. 

(1) Subject to the provisions of Section 6.101) and Section 6.1Q)(2), 
PVY shall, as soon as reasonably practicable after the date hereof (i) take all steps 
necessary to duly call, give notice of, convene and hold a meeting of its 
shareholders (including all adjournments thereof, the “PVY Meeting”) for the 
purpose of securing the PVY Shareholders’ Approval, (ii) distribute to its 
shareholders the Proxy Statement in accordance with applicable federal and state 
law and with its Organizational Documents, (iii) subject to the fiduciary duties of 
its Board of Directors, recommend to its shareholders the approval of this 
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Agreement and the transactions contemplated hereby and (iv) cooperate and 
consult with SUG with revect to each of the foregoing matters. 

(2) The PVY Meeting for the purpose of securing the PVY 
Shareholders’ Approval, including any adjournments thereof, will be held on such 
date or dates as PVY and SUG mutually determine. 

(k) Financing Activities. PVY shall, and shall cause its Subsidiaries to, 
cooperate, to the fullest extent commercially reasonable and practicable, with SUG’s requests 
with respect to refinancing by the Acquired Companies of the current maturities of any of their 
indebtedness, and any repurchase, redemption or prepayment by any of the Acquired Companies 
of any of its indebtedness or preferred stock that may be required because of the Mergers or that 
SUG may request that the Acquired Companies effect, so as to permit SUG to have the 
maximum opportunity to refinance, on or promptly after the Closing Date without any penalty 
except as may be due pursuant to the terms of the Acquired Companies’ indebtedness and 
preferred stock as in effect on the date of this Agreement, any of the Acquired Companies’ 
indebtedness or preferred stock outstanding on the Closing Date; provided, however, that, except 
as provided in Section 6.l(m), no Acquired Company shall be required to consummate prior to 
the Effective Time any such refinancing, repurchase, redemption or repayment requested by 
SUG. 

(1) PVY Disclosure Schedule. On the date hereof, PVY has delivered to SUG 
the PVY Disclosure Schedule, accompanied by a certificate signed by an executive officer of 
PVY stating the PVY Disclosure Schedule is being delivered pursuant to this Section 6.1(1). The 
PVY Disclosure Schedule constitutes an integd part of this Agreement and modifies the 
representations, warranties, covenants or agreements of PVY contained herein to the extent that 
such representations, warranties, covenants or agreements expressly refer to the PVY Disclosure 
Schedule; provided that (i) terms used in the PVY Disclosure Schedule, unless otherwise 
defined, shall have the meanings, if any, ascribed to them in this Agreement, (ii) information 
provided in one section of the PVY Disclosure Schedule shall suffice, without repetition or 
cross-reference, as a disclosure of such information in any other relevant section of the PVY 
Disclosure Schedule if the disclosure in the first section is sufficient on its face without further 
inquiry to reasonably inform SUG of the information required to be disclosed in such other 
sections of the PVY Disclosure Schedule in order to avoid a breach under the counterpart 
sections of this Agreement and (iii) the inclusion of any item in the PVY Disclosure Schedule 
shall not establish any threshold of materiality. % 

(m) Redemution of ProvGas Preferred Stock. PVY shall cause ProvGas (i) to 
redeem 16,000 shares of ProvGas Referred Stock on February 15,2000 pursuant to Section 4 of 
the Certificate of Authorization for the ProvGas Preferred Stock, and (ii) to redeem the remaining 
16,000 shares of ProvGas Preferred Stock on March 1, 2000 pursuant to Section 4 of such 
Certificate of Authorization. 

(n) Amendment of ProvGas Indenture. PVY shall cause ProvGas to use its 
good faith commercially reasonable efforts to obtain prior to the Effective Time the consent of 
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holders of at least 80% in aggregate principal amount of all First Mortgage Bonds outstanding 
under the ProvGas Indenture to each of the amendments to the ProvGas Indenture described on 
Schedule 6. I(n) hereto; provided, however, that PVY and its Subsidiaries shall not be required to 
make any payment to any holder of First Mortgage Bonds prior to the Effective Time, other than 
such payments that are required to be made under the ProvGas Indenture, which payments 
ProvGas shall make as required under the ProvGas Indenture. If this Agreement is terminated 
and the Mergers do not occur, (i) within 30 days after the tennination of this Ageement, PVY 
shall provide SUG with a schedule showing the reasonable out-of-pocket fees and reasonable 
out-of-pocket expenses, including fees and expenses of a solicitation agent, an information agent, 
and legal fees and expenses, incurred by or on behalf of PVY and ProvGas in connection with 
complying with the covenant set forth in the preceding sentence (excluding payments made to 
holders of the First Mortgage Bonds), (ii) within 30 days after the termination of this Agreement, 
SUG shall provide PVY with a schedule showing the reasonable out-of-pocket fees and 
reasonable out-of-pocket expenses, including legal fees and expenses, incurred by or on behalf of 
SUG in connection with the solicitation of consents described in the preceding sentence 
(excluding payments made to holders of the First Mortgage Bonds), (iii) if PVY’s fees and 
expenses, as set forth on the schedule provided by PVY pursuant hereto, exceed SUG’s fees and 
expenses, as set forth on the schedule provided by SUG pursuant hereto, SUG shall pay PVY 
50% of such excess within 60 days after the termination of this Agreement, and (iv) if SUGs 
fees and expenses, as set forth on the schedule provided by SUG pursuant hereto, exceed Pw’s 
fees and expenses, as set forth on the schedule provided by PVY pursuant hereto, PVY shall pay 
SUG 50% of such excess within 60 days after the termination of this Agreement; provided, 
however, that if this Agreement is terminated based on the breach by any party of its obligations 
under this Agreement, such breaching party shall bear its own such fees and expenses and shall 
pay the non-breaching party the fees and expenses, as set forth on the applicable schedule 
provided in accordance with this section by the non-breaching party, within 60 days after the 
termination of this Agreement. 

Section 6.2 
covenants and agreements: 

Covenants of SUG. SUG agrees to observe and perform the following 

(a) Governmental ADUroVdS: Third Part?‘ Consents. SUG will use its 
commercially reasonable best efforts at SUGs sole expense to obtain all necessary consents, 
approvals and waivers fiom any Person required in COMeCtiOn with the transactions 
contemplated hereby under any license, lease, permit, Contract or agreement applicable to SUG, 
including, without limitation, the approvals of those Govequnental Bodies listed in Section 4.3 
of the SUG Disclosure Schedule and as required by the HSR Act. 

(3) EmDlovees: Benefits. With respect to the employees of the Acquired 
Companies (excluding unionized employees) (the “Employees”), except as otherwise specified 
herein, SUG agrees as follows: 

(1) To assume and maintain for their term all employment and change 
in conml agreements of PVY in effect as of the Effective Time; 
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(2) During the 24 months immediately following the Closing Date. to 
maintain for the Employees who continue their service with SUG OT any 
Subsidiary of SUG base salary levels, bonus opportunity levels and overall 
employee benefits (other than the 1989 Stock Option Plan, the 1989 Non- 
Employee Director Stock Option Plan, the Non-Employee Director Stock Plan, 
the 1998 Performance Share Plan, the Restricted Stock Incentive Plan and the 
Employee Stock Purchase Plan, all of which shall be terminated as of the Closing 
Date) that are no less favorable in the aggregate than those currently provided to 
Employees generally, except for any changes made to comply with applicable law 
or tax qualification nondiscrimination rules; provided, however, that (i) during 
such 24-month period, all PVY qualified and non-qualified defined benefit 
pension plans shall be maintained without adverse amendment or modification, 
except for any changes made to comply with applicable law or, in the case of the 
PVY tax-qualified defined benefit plan, tax qualification nondiscrimination rules; 
and (ii), with respect to any severance from employment occurring during such 
24-month period, to provide severance benefits to such Employees on a basis no 
less favorable than would otherwise be provided to such Employees under the 
applicable severance pay plans of PVY as in effect on the date of this Agreement. 
After the 24 months immediately following the Closing Date, SUG agrees to 
maintain during the next 24-month period, for Employees who continue their 
service with SUG or any Subsidiary of SUG, base salary levels, bonus opportunity 
and overall employee benefits that are appropriate for the market given SUGs 
financial circumstances, the industry in which it operates, and regulatory 
considerations. Nothing in this Agreement shall restrict, limit or interfere with the 
ability (after the Closing Date) of SUG to terminate, amend or replace any 
particular agreement, plan or program, or terminate the employment of any 
person, provided that the requirements of this Section 6.2@)(2) are otherwise 
satisfied. 

(3) For purposes of eligibility, vesting and benefit accrual under all 
benefit plans provided to the Employees after the Closing Date, SUG will 
recognize the tenure of employment, as recognized by the Acquired Companies as 
of the Closing Date. 

(4) All vacation time earned by the Employees prior to the Closing 
Date must be taken by the end of the calen((ar year in which the Closing Date 
occurs, except where the Employee is requested by PVY or SUG to forego their 
vacation for business-related reasons. For purposes of awarding vacation time at 
the beginning of each calendar year following the Closing Date, SUG will 
recognize the tenure of employment, as recognized by the Acquired Company as 
of the Closing Date. 

( 5 )  SUG will permit each of the Employees to carry forward all days 
of sick leave accrued prior to the Closing Date. 
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(6)  Effective immediately following the Closing Date, each Employee 
who satisfies the eligibility criteria used by SUG for similarly situated employees 
of sUG shall be eligible for awards under SUG’s Long-Term Incentive Stock 
Option plan. SUG represents that, as of the date of this Agreement, such plan is 
the only plan in which SUG employees actively participate which provides 
benefits in the form of SUG capital stock, other than the SUG Employee Stock 
Purchase plan or SUG tax-qualified or supplemental retirement pians. 

(7) For a five ( 5 )  year period from the Closing Date, SUG agrees to 
provide retiree medical plan coverage which is substantially comparable to the 
coverage under the PVY retiree medical plan as of the date hereof, subject to 
SUG’s right to adjust copayment and cost sharing provisions (which may be 
continued in the same proportions to the PVY-provided portions of cost) to any 
former Employee (and his or her eligible dependents) who is currently receiving 
such benefits thereunder, or any active Employee (and his or her eligible 
dependents) who would be eligible for such benefits if he or she retired on the 
Closing Date (or who, within five ( 5 )  years of the Closing Date, retires and is 
eligible to receive benefits thereunder). 

(c) WARN. Neither SUG nor any Acquired Company shall, at any time prior 
to 90 days after the Effective Time, effectuate a “plant closing” or “mass layoff,” as those terms 
are defined in the Worker Adjustment and Retraining Notification Act of 1988, as amended 
(“WARN”), affecting in whole or in part any site of employment, facility, operating unit or 
employee without complying with the notice requirements and other provisions of WARN. 

(d) Directors. Immediately after the Effective Time on the Closing Date, the 
Chief Executive Officer of PVY immediately prior to the Effective Time shall be elected to the 
Board of Directors of SUG, and thereafter nominated and recommended for reelection if 
necessary such that such individual shall have a term of at least three years from the Closing 
Date, and such individual shall hold office in accordance with the Certificate of hcorporation 
and Bylaws of SUG, provided. however. that if such individual is also an officer or employee of 
SUG, such individual shall be required to resign as a director of SUG if he resigns or is 
terminated as an officer or employee of SUG. 

(e) Officers of PVY Division of SUG. 

(1) From the Effective Time u n t i l h e  earlier of their resignation or 
removal by the President of SUG, (i) h4r. James Dodge shall serve as Chief 
Executive Officer and President and (ii) James DeMetro shall serve as Executive 
Vice President, Energy Services, in each case, of the PVY Division of SUG and 
all other energy-related businesses of SUG conducted in New England. 

(2) From the Effective Time until the earlier of their resignation or 
removal by SUG, the following individuals shall serve the PVY Division of SUG 
in the following capacities: 
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Kenneth Hogan as Vice President, Chief Financial Officer and Treasurer 
Susann G. Mark as Vice President and General Counsel 
James A. Grasso as Vice President, Public Government Affairs 
Gerald A. Yurkevicz as Vice President, Business Development and 

Royalynne Hourihan as Vice President, Human Resources 
Timothy S. Lyons as Vice President, Marketing and Regulatory Affairs 
Robert W. Owens as Senior Vice President, Gas Distribution 
Peter J. Gill as Vice President, Information Technology 
James M. Stephens as President of Providence Energy Services 
Paul E. O'Keefe as General Manager of Providence Energy Oil 
George Mason as Vice President of Providence Energy Oil 

The provisions of this Section 6.2(e) are subject to the specific terms of 
the employment contracts referred to in Section 6.2@)(1), and the duties and 
responsibilities attributable to the positions referred to in Section 6.2(e) shall be as 
set forth in such contracts. 

(f) Charitable Contributions. SUG will maintain PVY's charitable 
contributions for at least the calendar year in which the Effective Time occurs and the next two 
calendar years thereafter at no less than %175,000, which PVY represents is the current year 
budget for the fiscal year ending September 30,2000. 

Marketing 

(g) Comrate Offices. For at least three years after the Effective Time, SUG 
will operate the Acquired Companies' operations in Rhode Island and Massachusetts as a 
separate division of SUG. For at least three years after the Effective Time, SUG will maintain 
the principal executive offices of the Acquired Companies in Rhode Island and, for at least three 
years after the Effective Time, SUG will maintain such Rhode Island offices as the principal 
executive offices for all of SUG's energy-related businesses conducted in New England; 
provided. however, that SUG will not be required to maintain such Rhode Island offices as the 
principal executive offices for all of SUG's energy-related businesses conducted in New England 
if Mr. James Dodge ceases to be the Chief Executive Officer of the PVY Division of SUG. 

(h) Collective Barrraininrr Aereements. At the Effective Time, SUG agrees to 
assume all collective bargaining agreements covering employees of any Acquired Company, and 
shall discharge when due any and all liabilities of any Acq d Company under such collective 
bargaining agreements relating to periods after the Effective Y ime. 

(i) SUG Disclosure Schedule. On the date hereof, SUG has delivered to PVY 
the SUG Disclosure Schedule, accompanied by a certificate signed by an executive officer of 
SUG stating that the SUG Disclosure Schedule is being delivered pursuant to this Section 6.2(i). 
The SUG Disclosure Schedule constitutes an integral part of this Agreement and modifies the 
representations, warranties, covenants or agreements of SUG contained herein to the extent that 
such representations, warranties, covenants or agreements expressly refer to the SUG Disclosure 
Schedule; provided that (i) terms used in the SUG Disclosure Schedule, unless otherwise 
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defined, shall have the meanings, if any. ascribed to them in this Agreement, (ii) information 
provided in one section of the SUG Disclosure Schedule shall suffice, without repetition or 
cross-reference, as a disclosure of such information in any other relevant section of the SUG 
Disclosure Schedule if the disclosure in the first section is sufficient on its face without further 
inquiry to reasonably inform PVY of the information required to be disclosed in such other 
sections of the SUG Disclosure Schedule in order to avoid a breach under the counterpart 
sections of this Agreement and (iii) the inclusion of any item in the SUG Disclosure Schedule 
shall not establish any threshold of materiality. 

Section 6.3 Additional Agreements. 

(a) The Proxy Statement. As soon as practicable after the date hereof, PVY 
shall take such reasonable steps as are necessary for the prompt preparation and filing With the 
SEC of a proxy statement relating to the PVY Meeting (together with any amendments thereto or 
supplements thereto, the “Proxy Statement”). Each of SUG and PVY shall furnish all 
information concerning it, its officers and directors, and the holders of its capital stock as the 
other may reasonably request in connection with the preparation and filing of the Proxy 
Statement. PVY will use all commercially reasonable efforts to cause the Proxy Statement to be 
cleared by the SEC as promptly as practicable after filing and as promptly as practicable after 
such clearance, PVY shall mail the Proxy Statement to its stockholders entitled to notice of and 
to vote at the PVY Meeting. As promptly as practical after consultation between SUG and PVY, 
PVY shall respond to any comments made by the SEC with respect to the Proxy Statement. 

(ii) The information supplied by PVY for inclusion or incorporation by 
reference in the Proxy Statement shall not, at the date of the mailing of the Proxy Statement (or 
any supplement thereto) and at the time of the PVY Meeting, contain any untrue statement of a 
material fact or omit to state any material fact required to be stated therein or necessary in order 
to make the statements therein, in the light of the circumstances under which they were made, not 
misleading. If at any time prior to PVY Meeting any event or circumstance relating to PVY or 
any of its Subsidiaries, or its or their respective officers or directors, should be discovered by 
PVY that should be set forth in a supplement to the Proxy Statement, PVY shall promptly inform 
SUG. All documents that PVY is responsible for filing with the SEC in connection with the 
transactions contemplated herein shall comply as to form in all material respects with the 
applicable requirements of the Securities Act and the regulations thereunder and the Exchange 
Act and the regulations thereunder. 

)r 
(iii) The information supplied by SUG for inclusion or incorporation by 

reference in the Proxy Statement shall not, at the date of the mailing of the Proxy Statement (or 
any supplement thereto), at the time of the PVY Meeting, contain any untrue statement of a 
material fact or omit to state any material fact required to be stated therein or necessary in order 
to make the statements therein, in the light of the circumstances under which they are made, not 
misleading. If at any time prior to the PVY Meeting any event or circumstance relating to SUG 
or any of its Subsidiaries, or to their respective officers or directors, should be discovered by 
SUG that should be set forth in a supplement to the Proxy Statement, SUG shall promptly inform 
PVY. 
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(iv) No representation, warranty, covenant or agreement is made by or on 
behalf of PVy with respect to information supplied by any other Person for inclusion in the 
Proxy Statement. No representation, warranty, covenant or agreement is made by or on behalf of 
SUG with respect to information supplied by any other Person for inclusion in the Proxy 
Statement. No filing of, or amendment or supplement to, the Proxy Statement shall be made by 
PVY without providing SUG with the opportunity to review and comment thereon (except for 
any ongoing SEC reporting required of PVY or ProvGas that will be incorporated by reference). 
If at any time prior to the PVY Meeting any information relating to any party hereto or any of 
their respective officers, directors, shareholders or Subsidiaries, should be discovered by any 
party hereto which should be set forth in an amendment or supplement to the Proxy Statement so 
that the Proxy Statement would not include any untrue statement of a material fact or omit to 
state any material fact necessary to make the statements therein, in light of the circumstances 
under which they were made, not misleading, the party which discovers such information shall 
promptly notify the other party hereto and an appropriate amendment or supplement describing 
such information shall be promptly prepared, filed with the SEC and, to the extent required by 
law, disseminated to the shareholders of PVY. 

(b) Further Assurances. Each of SUG and PVY agrees, and PVY agrees to 
cause its Subsidiaries, to take all such reasonable and lawful action as may be necessary or 
appropriate in order to effectuate the Mergers in accordance with this Agreement as promptly as 
possible. If, at any time after the Effective Time, any such further action is necessary or desirable 
to cany out the purpose of this Agreement and to vest SUG with full right, title and possession to 
all assets, property, rights, privileges, powers and h c h i s e s  of the Acquired Companies, the 
officers and directors of SUG will be fully authorized to take, and will take, all such lawful and 
necessary action. 

(c) Financial Statements to be Provided. Upon SUG’s request, PVY shall 
(i) provide to SUG audited and unaudited financial statements required to be included in the 
proxy statements and the registration statement contemplated by the Agreement of Merger, dated 
as of October 4, 1999, by and between SUG and Fall River Gas Company and (ii) cause its 
independent accountants to deliver to SUG and Fall River Gas Company the required consents in 
connection therewith. 

ARTICLE VI1 
CONDITIONS 

Section 7.1 Conditions to SUG’s Obligation to E ffect the Merger. The obligations 
of SUG and Newco to effect the transactions contemplated by this Agreement shall be subject to 
fulfiIlment at or prior to the Closing of the following conditions: 

(a) Reuresentations and Warranties True as of the Closing Date. PVY’s 
representations and warranties in this Agreement shall have been accurate in all respects as of the 
date of this Agreement and shall be accurate in all respects as of the Closing Date as if made on 
the Closing Date, except for such inaccuracies (without regard to any materiality qualifications 
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contained therein) which, individually and in the aggregate, would not be reasonably likely to 
result in a PVY Material Adverse Effect. 

(b) Comoliance with Agreements. The covenants, agreements and conditions 
required by this Agreement to be performed and complied with by any of the Acquired 
Companies shall have been performed and complied with in all material respects prior to or at the 
Closing Date. 

(c) Certificate. PVY shall execute and deliver to SUG a certificate of an 
authorized officer of PVY, dated the Closing Date, stating that the conditions specified in 
Sections 7.l(a) and 7.l(b) of this Agreement have been satisfied. 

(d) Governmental ADUrOVak. d l  approvals, consents, opinions or rulings of 
all Governmental Bodies required in order to consummate the transactions contemplated hereby 
shall have been obtained by Final Order in such form as are not, and with no conditions that are, 
individually or in the aggregate, reasonably likely to have a PVY Material Adverse Effect or a 
material adverse effect on the business, financial condition or results of operations of SUG, or 
which would otherwise, in the reasonable determination of SUG, be unduly burdensome to SUG 
in a manner that would be, individually or in the aggregate, reasonably likely to have a PVY 
Material Adverse Effect or a material adverse effect on the business, financial condition or 
results of operations of SUG. The applicable waiting period under the HSR Act with respect to 
the transactions contemplated hereby shall have expired or have been terminated. 

(e) Third Partv Consents. Each of the consents required under Section 5.4 of 
this Agreement shall have been obtained to the reasonable satisfaction of SUG, other than any 
such consents which, if not obtained, are not, individually or in the aggregate, reasonably likely 
to result in a PVY Material Adverse Effect after the Closing. In addition, the consent of the 
holders of at least 80% in aggregate principal amount of all First Mortgage Bonds outstanding 
under the ProvGas Indenture to each of the amendments to the ProvGas Indenture described on 
Schedule 6.1 (n) hereto shall have been obtained. 

(t) Iniunctions. On the Closing Date, there shall be no Orders which operate 
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Mergers. 

(9) 
by SUG, resign a n y  
Date in accordance 

Resimations. Each director of each Acquired Company shall, if requested 
r position as a director of an Acquired Company effective as of the Closing 
with such Acquired Company’s O r g d t i o n a l  Documents and applicable 

provisions of the RIBCA or MBCL, as the case may be; provided. however, that such 
resignations shall not cause the termination of any such Person’s employment as an employee of 
an Acquired Company or reduce any such employee’s then current level of compensation. 

(h) Shareholder A D U ~ V ~ ~ S .  The PVY Shareholders’ Approval shall have been 
obtained, and all of the Outstanding shares of the ProvGas Preferred Stock shall have been 
redeemed in accordance with the Organizational Documents of ProvGas. 
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(i) Tax Good Standing. Letters of Tax Good Standing shall have been 
obtained for PVY and ProvGas kom the Rhode Island Department of Taxation. 

G) Conversion of ODtions. All directors who have options outstanding under 
the 1989 Non-Employee Director Stock Option Plan shall have consented to the conversion of 
such options into a right to receive in respect thereof a cash payment on the basis set forth in 
Section 3.3. 

Section 7.2 Conditions to PVY’s Obligations to Effect the Mergers. The obligation 
of PVY to effect the transactions contemplated by this Agreement shall be subject to fulfillment 
at or prior to the Closing of the following conditions: 

(a) Representations and Warranties True as of the Closine Date. SUG’s 
representations and warranties in this Agreement shall have been accurate in all respects as of the 
date of this Agreement and shall be accurate in all respects as of the Closing Date as if made on 
the Closing Date, except for such inaccuracies (without regard to any materiality qualifications 
contained herein) which, individually and in the aggregate, would not be reasonably likely to 
result in a SUG Material Adverse Effect. 

(b) Comuliance with Amements. The covenants, agreements and conditions 
required by this Agreement to be performed and complied with by SUG shall have been 
performed and complied with in all material respects prior to or at the Closing Date. 

(c) Certificate. SUG shall execute and deliver to PVY a certificate of an 
authorized officer of SUG, dated the Closing Date, stating that the conditions specified in 
Sections 7.2(a) and 7.2@) of this Agreement have been satisfied. 

(d) Governmental ADurovals. All approvals, consents, opinions or rulings of 
all Governmental Bodies required in order to consummate the transactions contemplated hereby 
shall have been obtained by Final Order. The applicable waiting period under the HSR Act with 
respect to the transactions contemplated hereby shall have expired or have been terminated. 

(e) Iniunctions. On the Closing Date, there shall be no Orders which operate 
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Mergers. 

(t) Shareholder Auurovals. The PVY Shareholders’ Approval shall have been 
obtained. J 

ARTICLE VI11 
TEWMINATION 

Section 8.1 Termination Rights. This Agreement may be terminated in its entirety at 
any time prior to the Closing: 

(a) By the mutual written consent of SUG and PVY; 



c 

(b) By PVY, on the one hand, or SUG, on the other hand, in writing if there 
shall be in effect a non-appealable order of a court of competent jurisdiction prohibiting the 
consummation of the Mergers in accordance with this Agreement; 

(c) By PVY, by written notice to SUG, if there is a breach of any 
representation or warranty of SUG, which breach cannot be cured and would cause the 
conditions set forth in Section 7.2(a) to be incapable of being satisfied; 

(d) By SUG, by written notice to PVY, if there is a breach of any 
representation or warranty of PVY, which breach cannot be cured and would cause the 
conditions set forth in Section 7.l(a) to be incapable of being satisfied; 

(e) By PVY, by written notice to SUG in accordance with Section 6.l(h)(2); 
provided. however, that the termination described in this clause (e) shall not be effective unless 
and until PVY shall have paid SUG the fee described in Section 8.3(a) and PVY has substantially 
contemporaneously entered into a definitive agreement with respect to the proposed Business 
combination; 

(0 By PVY, by written notice to SUG, if the PVY Shareholders’ Approval is 
not obtained at the PVY Meeting upon the taking of such vote including all adjournments, or by 
SUG, by written notice to PVY, if the PVY Shareholders’ Approval is not obtained at the PVY 
Meeting upon the taking of such vote including all adjournments; 

(g) By SUG, by written notice to PVY, if the Board of Directors of PVY or 
any committee thereof (i) withdraws or modifies, or proposes publicly to withdraw or modify, in 
a manner adverse to SUG, the approval or recommendation by the Board of Directors or such 
committee of the Merger or this Agreement, (ii) approves or recommends, or proposes publicly 
to approve or recommend, a Business Combination, (iii) causes PVY to enter into a definitive 
agreement related to any Business Combination, (iv) resolves to take any of the actions specified 
in clause (i), (ii) and (iii) above or (v) fails to cause Pro- to redeem all of the outstanding 
shares of ProvGas Preferred Stock as provided in Section 6.l(m); 

(h) By SUG, by written notice to PVY, if a third party, including a group (as 
defined under the Exchange Act), acquires securities representing greater than 50% of the voting 
power of the outstanding voting securities of PVY; or 

(i) By either party in writing at any tide after 5:OO p.m., Eastern Time on 
November 15, 2000 (the “Initial Termination Date”), if the Closing has not occurred prior 
thereto; provided, however, that the right to terminate this Agreement under this Section 8.l(i) 
will not be available to any party that is in material breach of its representations, warranties, 
covenants or agreements contained herein, and provided, further, that if on the Initial 
Termination Date (i) the conditions to closing set forth in Sections 7.l(d) and 7.2(d) shall not 
have been fulfilled or (ii) any approval or authorization of any Governmental Body required in 
connection with the consummation of the Mergers shall have not been obtained and such 
approval or authorizations shall not have become a Final Order, but all other conditions to 
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Closing shall be fulfilled or shall be capable of being fulfilled, then the Initial Termination Date 
will be extended to April 1,200 1. 

Section 8.2 Effect of Termination. If this Agreement is terminated pursuant to 
Section 8.1, this Agreement shall be of no further force and effect and there shall be no further 
liability hereunder on the part of any party or its Affiliates, directors, officers, shareholders, 
agents or other Representatives; provided, however, that (i) any fee payable under Section 8.3(a) 
is paid to SUG and (ii) no such termination shall relieve any party of liability for any claims, 
damages or losses suffered by the other party as a result of the negligent or willful failure of a 
party to perform any obligations required to be performed by it hereunder on or prior to the date 
of termination. Notwithstanding anything to the contrary contained herein, the provisions of 
Section 8.2, Sections 10.1 through 10.6 and Sections 10.8 through 10.1 1 of this Agreement shall 
survive any termination of this Agreement. 

Section 8.3 Termination Fee; Expenses. 

(a) Termination Fee. If this Agreement is terminated pursuant to Section 
8.l(e), 8.l(g) or 8.1(h), then PVY shall pay to SUG promptly @ut not later than five business 
days after notice is received from PVY) an amount equal to $7.5 million in cash. 

(b) Exuenses. The parties agree that the agreements contained in this Section 
8.3 are an integral part of the hamactions contemplated by this Agreement and constitute 
liquidated damages and not a penalty. Notwithstanding anythmg to the contrary contained in this 
Section 8.3, if PVY fails to pay promptly to SUG the fee due under Section 8.3(a), in addition to 
any amounts paid or payable pursuant to Section 8.3(a), PVY shall pay the costs and expenses 
(including legal fees and expenses) in connection with any action, including the filing of any 
lawsuit or other legal action, taken to collect payment, together with interest on the amount of 
any unpaid fee calculated using an annual percentage rate of interest equal to the prime rate 
published in The WufZ Street Journuf on the date (or preceding business day if such date is not a 
business day) such fee was required to be paid, compounded on a daily basis using a 360-day 
year. 

ARTICLE IX 
INDEMNIFICATION; REMEDIES 

Section 9.1 Directors’ and Officer’s Indemnification. 

Indemnification and Insurance. 
3 

(a) For a period of six years after the 
Effective Time, SUG will indemnify and hold harmless the present and former officers and 
directors of PVY and its Subsidiaries (the “Indemnified Parties”) in respect of acts or omissions 
occurring prior to the Effective Time to the extent provided under PVY’s articles of 
incorporation and bylaws in effect on the date hereof; provided. however, that if any claim or 
claims are asserted or made within such six-year period, all rights to indemnification in respect of 
such claims shall continue until the f d  disposition of any and all such claims. For six years 
after the Effective Time, SUG will use its reasonable best efforts to provide officers’ and 
directors’ liability insurance in respect of acts or omissions occurring prior to the Effective Time 
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covering each such person currently covered by PVY’s officers’ and directors’ liability insurance 
policy on terms with respect to coverage and amount no less favorable than those of such policy 
in effect on the date hereof; provided. however, that in satisfying its obligation under this 
Section, if the annual premiums of such insurance coverage exceed 200% of the previous year’s 
premiums, SUG will be obligated to obtain a policy with the best coverage available, in the 
reasonable judgment of the Board of Directors of SUG, for a cost not exceeding such amount. 

(b) Successors. In the event SUG or any of its successors or assigns (i) 
consolidates with or merges into any other Person and is not the continuing or surviving 
corporation or entity of such consolidation or merger or (ii) transfers all or substantially all of its 
properties and assets to any Person, then and in either such case, proper provisions must be made 
so that the successors and assigns of SUG will assume the obligations set forth in this Section 
9.1. 

(c) Survival of Indemnification. To the fullest extent permitted by law, from 
and after the Effective Time, all rights to indemnification as of the date hereof in favor of the 
employees, agents, directors and officers of any Acquired Company with respect to their 
activities as such prior to the Effective Time, as provided in their respective Organizational 
Documents in effect on the date hereof, or otherwise in effect on the date hereof, will survive the 
Mergers and will continue in full force and effect except for amendments to make changes 
permitted by law that would enhance the rights of past or present officers and directors to 
indemnification or advancement of expenses in respect of acts or omissions occurring prior to the 
Effective Time. for a period of not less than six years kom the Effective Time (or, in the case of 
matters occurring prior to the Effective Time which have not been resolved prior to the sixth 
anniversary of the Effective Time, until such matters are finally resolved). 

Section 9.2 Representations and Warranties. Each and every representation and 
warranty of either party shall expire at, and be terminated and extinguished with, the Effective 
Time. 

ARTICLE X 
GENERAL PROVISIONS 

Section 10.1 Expenses. Each of the parties will pay all costs and expenses of its 
performance of and compliance with this Agreement, except (i) as provided in the last sentence 
of Section 6.l(n) or Section 8.3 and as expressly provided-otherwise herein, (ii) PVY shall pay 
all fees and expenses of counsel for PVY, (iii) SUG shall pay all fees and expenses of counsel for 
SUG and Newco, (iv) SUG will pay all real estate transfer taxes and real estate reccrding fees, if 
any, including expenses of counsel associated with real estate title, transfer and recording issues 
in connection with the Mergers, and all filing and application fees paid to Governmental Bodies 
in connection with the Mergers and (v) PVY will pay all of the costs of printing and mailing the 
Proxy Statement to the PVY stockholders. 

h 

Section 10.2 Notices. All notices, requests and other communications hereunder shall 
be in writing and shall be deemed to have been given upon receipt if either (a) personally 
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delivered, (b) sent by prepaid first class mail, and registered or certified and a return receipt 
requested or (c) by facsimile telecopier with completed transmission acknowledged: 

if to SUG or to Newco, to: 

Southern Union Company 
504 Lavaca Street, Suite 800 
Austin, Texas 78701 
Attention: Peter H. Kelley 

Telecopier: (512) 477-3879 
President and Chief Operating Officer 

with a copy to: 

Hughes Hubbard & Reed LLP 
One Battery Park Plaza 
New York, New York 10004 
Attention: Garett J. Albert 
Telecopier: (212) 422-4726 

if to PVY, to: 

Providence Energy Corporation 
100 Weybosset Street 
Providence, Rhode Island 02903 
Attention: James H. Dodge 

Telecopier: (401) 421-4887 
Chairman, President and CEO 

with a copy to: 

Simpson Thacher 8c Bartlett 
425 Lexington Avenue 
New York, New York 10017 
Attention: Peter J. Gordon 
Telecopier: (212) 455-2502 

or at such other address or number as shall be given in writing by a party to the other parties. 

Section 10.3 Assignment. This Agreement may not be assigned by any party hereto 
without the prior written consent of the other parties hereto. Any assignment in violation of the 
terms of this Agreement shall be null and void ob initio. 

Section 10.4 Successor Bound. Subject to the provisions .of Section 10.3, this 
Agreement shall be binding upon and inure to the benefit of the parties hereto and their 
respective successors and permitted assigns. 
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Section 10.5 Governing Law: Forum; Consent to Jurisdiction. Thls Agreement 
shall be construed in accordance with and governed by the laws of the State of New York except 
to the extent that the terms and consummation of the Mergers are subject to the DGCL, the 
RIBCA or the MBCL, in which case such laws shall govern. Each party to this Agreement hereby 
irrevocably and unconditionally (i) consents to submit to the exclusive jurisdiction of the federal 
courts of the Southern District of New York in the county of New York and the borough of 
Manhattan for any proceeding arising in connection with this Agreement (and each such party 
agrees not to commence any such proceeding, except in such courts), (ii) to the extent such party 
is not a resident of the State of New York, agrees to appoint an agent in the State of New York as 
such party’s agent for acceptance of legal process in any such proceeding against such party with 
the same legal force and validity as if served upon such party personally within the State of New 
York, and to notify promptly each other party hereto of the name and address of such agent, (iii) 
waives any objection to the laying of venue of any such proceeding in the federal courts of the 
Southern District of New York in the county of New York and the borough of Manhattan, and 
(iv) waives, and agrees not to plead or to make, any claim that any such proceeding brought in 
any federal court of the Southern District of New York has been brought in an improper or 
otherwise inconvenient forum. 

Section 10.6 Waiver of Trial By Jury. EACH PARTY TO THIS AGREEMENT 
HEREBY WAIVES TRIAL BY JURY IN ANY ACTION OR PROCEEDING TO WHICH 
ANY SUCH PARTY MAY BE A PARTY ARISING OUT OF OR IN ANY WAY 
PERTAINING TO (i) THIS AGREEMENT, (ii) THE MERGERS, (iii) THE 
CONFIDENTIALITY AGREEMENT OR ( i )  ANY RELATED DOCUMENTS. IT IS 
AGREED AND UNDERSTOOD THAT THIS WAIVER CONSTITUTES A WAIVER OF 
TRIAL BY JURY OF ALL CLAIMS AGAINST ALL PARTIES WHO ARE PARTIES 
TO THIS AGREEMENT. THIS WAIVER IS KNOWINGLY, WILLINGLY AND 
VOLUNTARILY MADE BY EACH PARTY HERETO, AND EACH SUCH PARTY 
HEREBY REPRESENTS AND WARRANTS THAT NO REPRESENTATIONS OF 
FACT OR OPINION HAVE BEEN MADE BY ANY PERSON TO INDUCE THIS 
WAIVER OR TRIAL BY JURY OR TO IN ANY WAY MODIFY OR NULLIFY ITS 
EFFECT. EACH PARTY TO THIS AGREEMENT FURTHER REPRESENTS AND 
WARRANTS THAT EACH SUCH PARTY HAS BEEN REPRESENTED IN THE 
SIGNING OF THIS AGREEMENT AND IN THE ht4IUNG OF THIS WAIVER BY 
INDEPENDENT LEGAL COUNSEL, SELECTED OF EACH SUCH PARTY’S OWN 
FREE WILL, AND THAT EACH SUCH PARTY HAS HAD THE OPPORTUNITY TO 
DISCUSS THIS WAIVER WITH COUNSEL. A 

Section 10.7 Cooperation; Further Documents. 

(a) Each of the parties hereto agrees to use its reasonable best efforts to take 
or cause to be taken all action, and to do or cause to be done all things necessary, proper or 
advisable under applicable laws, regulations or otherwise, to consummate and to make effective 
the transactions contemplated by this Agreement, including, without limitation, the timely 
performance of all actions and things contemplated by this Ageement to be taken or done by 
each of the parties hereto. 
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(b) Each party shall cooperate with the other party in such other party’s 
discharge of the obligations hereunder, which shall include making reasonably available to the 
other party such of its books and records as contain, and such of its personnel as have, relevant 
information, with respect thereto. 

Section 10.8 Construction of Agreement. The terms and provisions of this Agreement 
represent the results of negotiations between the parties and their Representatives, each of which 
has been represented by counsel of its own choosing, and neither of which has acted under duress 
or compulsion, whether legal, economic or otherwise. Accordingly, the terms and provisions of 
this Agreement shall be interpreted and construed in accordance with their usual and customary 
meanings, and each of the parties hereto hereby waives the application in connection with the 
interpretation and construction of this Agreement of any rule of law to the effect that ambiguous 
or conflicting terms or provisions contained in this Agreement shall be interpreted or consmed 
against the party whose attorney prepared the executed dmft or any earlier draft of this 
Agreement. 

Section 10.9 Publicity; Organizational and Operational Announcements. No party 
hereto shall issue, make or cause the publication of any press release or other announcement with 
respect to this Agreement or the transactions contemplated hereby, or otherwise make any 
disclosures relating thereto, without the consent of the other parties, such consent not to be 
unreasonably withheld or delayed; provided, however, that such consent shall not be required 
where such release or announcement is required by applicable law or the rules or regulations of a 
securities exchange, in which event the party so required to issue such release or announcement 
shall endeavor, wherever possible, to furnish an advance copy of the proposed release to the 
other parties. 

Section 10.10 Waiver. Except as otherwise expressly provided in this Agreement, 
neither the failure nor any delay on the part of any party to exercise any right, power or privilege 
hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or waiver of 
any such right, power or privilege preclude any other or further exercise thereof, or the exercise 
of any other right, power or privilege available to each party at law or in equity. 

Section 10.11 Parties in Interest. This Agreement (including the documents and 
instruments referred to herein) is not intended to confer upon any Person, other than the parties 
hereto and their successors and permitted assigns, any rights or remedies hereunder, except that 
the parties hereto agree and acknowledge that the agreemenff and covenants contained in Section 
6.2(d) are intended for the direct and irrevocable benefit of the director of P W  specified therein, 
and that the agreements and covenants contained in Section 9.1 arc intended for the direct and 
irrevocable benefit of the Indemnified Parties described therein and their respective heirs or legal 
representatives (such director or Indemnified Party, a “Third Party Beneficiary”), and that each 
such Third Party Beneficiary, although not a party to this Agreement, shall be and is a direct and 
irrevocable third party beneficiary of such agreements and covenants and shall have the right to 
enforce such agreements and covenants against SUG in all respects fully and to the same extent 
as if such Third Party Beneficiary were a party hereto. 
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Section 10.12 Specific Performance. The parties hereto agree that irreparable damage 
would occur to a paay in the event that any of the provisions of this Agreement were not 
performed in accordance with their specific terms or were otherwise breached. It is accordingly 
agreed that any party shall be entitled to an injunction or injunctions to prevent breaches of this 
agreement by any other party and to enforce specifically, to the fullest extent available, the terms 
and provisions hereof, including each party’s obligation to close, in any court of the United 
States or any state having jurisdiction, this being in addition to any other right or remedy to 
which any party is entitled at law or in equity. 

Section 10.13 Section and Paragraph Headings. The section and paragraph headings 
in this Agreement are for reference purposes only and shall not affect in any way the meaning or 
interpretation of this Agreement. 

Section 10.14 Amendment. This Agreement may be amended only by an instrument in 
writing executed by the parties hereto. 

Section 10.15 Entire Agreement. This Agreement, the exhibits, annexes and schedules 
hereto and the documents specifically referred to herein and the Confidentiality Agreement 
constitute the entire agreement, understanding, representations and warranties of the parties 
hereto with respect to the subject matter hereof and supersede all prior apements  with respect 
thereto. 

Section 10.16 Counterparts. This Agreement may be executed in one or more 
counterparts, each of which shall be deemed an original, but all of which together shall constitute 
one and the same instrument. 
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M WlTNESS WHEREOF, the parties have executed and delivered this Agrenncnt as 
of the date fim written above. 

-;i 

SOUTHERN UNION COMPANY 

0 
By ( d b . k ! ? f ~ ,  

Name: Peter H. KeUey 
Title: Resident and Chief Operating Officer 

GUS ACQUISITION CORPORATION 

Title: Resident 

PROVIDENCE ENERGY CORPORATION 
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AGREEMENT AND PLAN OF MERGER 

BY AND AMONG 

VALLEY RESOURCES, INC., 

SOUTHERN UNION COMPANY 

AND 

SUG ACQUISITION CORPORATION 

DATED AS OF NOVEMBER 30,1999 
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AGREEMENT AND PLAN OF MERGER. dated as of November 30. 1999 (this 
”Agreement”), by and among Valley Resources. Inc.. a Mode Island corporation (the 
“Company”), Southern Union Company, a Delaware corporation (“Parent”), and SUG 
Acquisition Corporation, a Rhode Island corporation and a wholly-owned subsidiary of Parent 
(“Merger Sub) .  

WHEREAS, the Company and Parent have determined to engage in a business 
combination transaction on the terms stated herein: and 

WHEREAS, the respective Boards of Directors of the Company, Parent and Merger Sub 
have approved and deemed it advisable and in the best interests of their respective shareholders 
to consummate the transactions contemplated herein under which the businesses of the Company 
and Parent would be combined by means of the merger of Merger Sub with and into the 
Company and the subsequent mergers of the Company and its regulated subsidiaries into Parent; 

NOW, THEREFORE, in consideration of the premises and the representations, 
warranties, covenants and agreements contained herein. the parties hereto, intending to be legally 
bound hereby, agree as follows: 

ARTICLE I 
THE MERGER 

Section 1.1 The Merger. Upon the terms and subject to the conditions of this 
Agreement, at the Effective Time (as defined in Section 1.3), Merger Sub shall be merged with 
and into the Company (the “Merger”) in accordance with the laws of the State of Rhode Island. 
As a result of the Merger, the separate corporate existence of Merger Sub shall cease and the 
Company shall be the surviving corporation in the Merger and shall continue its corporate 
existence under the laws of the State of Rhode Island. The effects and the consequences of the 
Merger shall be as set forth in Section 1.2. Throughout this Agreement, the term the “Company” 
shall refer to the Company prior to the Merger and the term “Surviving Corporation” shall refer 
to the Company in its capacity as the surviving corporation in the Merger. 

Section 1.2 Efects of the Merger. Pursuant to the Merger, (i) the Articles of 
Incorporation of the Surviving Corporation shall be amende and restated at and as of the 

immediately prior to the Effective Time, until thereafter amended as provided by law, except that 
Article 1 of the Articles of Incorporation shall be changed so that the name of the Surviving 
Corporation shall be “Valley Resources, Inc.“ and (ii) the By-laws of the Surviving Corporation 
shall be amended and restated at and as of the Effective Time to be identical to the By-laws of 
Merger Sub, as in effect immediately prior to the Effective Time, until thereafter amended as 
provided by law, except that the By-laws shall be changed so that the name of the Surviving 
Corporation shall be “Valley Resources. Inc.” Subject to the foregoing, the additional effects of 
the Merger shall be as provided in Section 7-1 .l-69 of the Rhode Island Business Corporation 
Act (the “RIBCA”). 

Effective Time to be identical to the Articles of Incorporatio fl of Merger Sub, as in effect 

I 
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Section I .3  Effective Time of the .Lferger. On the Closing Date (as defined in Section 
3.1) .  with respect to the Merger, a duly executed Articles of Merger complying with Section 7- 
1.1-65 of the RIBCA shall be filed with the Secretary of the State of Rhode Island. The Merger 
shall become effective upon the issuance of a Certificate of Merger by the Secretary of State of 
the State of Rhode Island (the “Effective Time”). 

Section I .4 Direcfors and Oflcers. The directors and officers of Merger Sub 
immediately prior to the Effective Time shall be the directors and officers of the Surviving 
Corporation and shall hold office from the Effective Time until their respective successors are 
duly elected or appointed and qualified in the manner provided in the Articles of Incorporation 
and By-laws of the Surviving Corporation. or as otherwise provided by the RIBCA. 

Section I .5 Orher Trunsacfions. Immediately after the Effective Time, the Surviving 
Corporation shall adopt an agreement and plan of merger pursuant to which Valley Gas 
Company (“Valley”). a wholly-owned Subsidiarl; (as defined in Section 4.1) of the Company, 
shall merge with and into the Surviving Corporation on the Closing Date, with the Surviving 
Corporation being the surviving corporation. by complying with the requirements of the RIBCA 
(the “Valley Merger”). Immediately following the consummation of the Valley Merger, the 
Surviving Corporation shall adopt an agreement and plan of merger pursuant to which Bristol 
and Warren Gas Company (“Bristol”), a wholly-owned Subsidiary of the Company, shall merge 
with and into the Surviving Corporation on the Closing Date, with the Surviving Corporation 
being the surviving corporation, by complying with the requirements of the RIBCA (the -‘Bristol 
Merger”). Immediately following the consummation of the Bristol Merger, Parent shall adopt an 
agreement and plan of merger pursuant to which the Surviving Corporation shall merge with and 
into Parent on the Closing Date. with Parent being the surviving corporation by complying with 
the requirements of the RIBCA and the Delaware General Corporation Law (the “Company 
Merger‘’). The Merger, the Bristol Merger, the Valley Merger and the Company Merger shall 
hereinafter be referred to collectively as the ”Mergers.” 

Section 1.6 Certificate of Incorporarion: By-laws. Pursuant to the Company Merger, 
the Restated Certificate of Incorporation of Parent. as in effect immediately prior to the Effective 
Time, shall be the Certificate of Incorporation of Parent until thereafter amended as provided by 
law and (ii) the By-laws of Parent, as in effect immediately prior to the Effective Time, shall be 
the By-laws of Parent until thereafter amended as provided by law. 

Section 1.7 Directors and Oficers. The directorshd officers of Parent immediately 
prior to the Effective Time will be the directors and officers of Parent after consummation of the 
Company Merger, each to hold office in accordance with Restated Certificate of Incorporation 
and By-laws of Parent. 

W6-NY993200. I70 
V6 



ARTICLE I1 
TREATMENT OF SHARES 

Section 2.1 Eflect of rhe Merger on Capital Srock. At the Effective Time, by virtue of 
the Merger and without any action on the part of any holder of any capital stock of the Company 
or Merger Sub: 

(a) Shares of Merger Sub Stock. Each share of common stock, $1 .OO par value, of 
Merger Sub that is issued and outstanding immediately prior to the Effective Time shall be 
converted into and become one fully paid and nonassessable share of common stock. $1 .OO par 
value, of the Surviving Corporation. 

0) Cancellation ofcertain Company Common Stock. Each share of common stock. 
$1.00 par value, of the Company (the “Company Common Stock”) that is owned by the 
Company as treasury stock and all shares of Company Common Stock that are owned by Parent 
shall be canceled and shall cease to exist, and no stock of Parent or other consideration shall be 
delivered in exchange therefor. 

(c) Conversion ofcompany Common Sfock Subject to the provisions ofthis Section 
2.1, each share of Company Common Stock (which shall be deemed to include without limitation 
each related associated preferred stock purchase right (collectively, the “Rights”) issued pursuant 
to the Rights Agreement, dated as of June 18.199 1, between the Company and State Street Bank 
and Trust Company, as Rights Agent (the “Company Rights Agreement”), which will be 
terminated at the Effective Time (any reference in this Agreement to Company Common Stock 
will be deemed to include without limitation the associated Rights)), other than shares canceled 
pursuant to Section 2.1(b), issued and outstanding immediately prior to the Effective Time shall 
by virtue of the Merger and without any action on the part of the holder thereof, be converted into 
the right of each holder thereof to receive $25.00 in cash (the “Merger Consideration”). 

Section 2.2 Exchange of Certificates. 

(a) Deposit with Exchange Agent. As soon as practicable after the Effective Time, 
Parent shall deposit with a bank or trust company as may be selected by Parent and be reasonably 
acceptable to the Company (the ”Exchange Agent”), pursuant to an agreement in form and 
substance reasonably acceptable to Parent and the Company, an amount of cash representing the 
aggregate Merger Consideration. % 

(b) Exchange and Payment Procedures. As soon as practicable after the Effective 
Time, Parent shall cause Parent’s transfer agent and registrar, as paying agent (the “Paying 
Agent“), to mail to each holder of record as of the Effective Time of a certificate or certificates 
representing the shares of Company Common Stock (“Company Certificates”) that have been 
converted pursuant to Section 2.l(c): (i) a letter of transmittal (which shall specify that delivery 
shall be effected, and risk of loss and title to the Company Certificates shall pass, only upon 
actual delivery of the Company Certificates to the Paying Agent and shall be in such form and 
have such other provisions as Parent may reasonably specify) and (ii) instructions for effecting 
the surrender of the Company Certificates and receiving the Merger Consideration to which such 
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holder shall be entitled therefor pursuant to Section 2. I .  Upon surrender of a Company 
Certificate for cancellation to the Paying Agent or to such other agent or agents as may be 
appointed by Parent. together with a duly executed letter of transmittal and such other documents 
as the Paying Agent may require, the holder of such Company Certificate shall be entitled to 
receive in exchange therefor the Merger Consideration to which such holder is entitled in 
accordance with Section 2.1 (c), and the Company Certificate so surrendered shall forthwith be 
canceled. If payment of the Merger Consideration is to be made to any person other than the 
person in whose name the surrendered Company Certificate is registered, it shall be a condition 
of payment that the Company Certificate so surrendered shall be properly endorsed or shall be 
otherwise in proper form for transfer and that the person requesting such payment shall have paid 
any transfer and other Taxes (as defined in Section 4.8) required by reason of the payment of the 
Merger Consideration to a person other than the registered holder of the Company Certificate 
surrendered or shall have established to the satisfaction of Parent that such Tax either has been 
paid or is not applicable. Until surrendered as contemplated by this Section 2.2, each Company 
Certificate (other than a certificate representing shares of Company Common Stock to be 
canceled in accordance with Section 2. I(b)) shall be deemed at any time after the Effective Time 
to represent only the right to receive upon such surrender the Merger Consideration contemplated 
by Section 2. I .  No interest will be paid or will accrue on any cash payable to holders of Company 
Certificates pursuant to the provisions of this Article 11. 

(c) Invesrrnenr of Funds. The Exchange Agent shall invest the funds representing the 
aggregate Merger Consideration. as directed by the Parent, in (i) direct obligations of the United 
States of America, (ii) obligations for which the full faith and credit of the United States of 
America is pledged to provide for the palment of principal and interest or (iii) commercial paper 
rated the highest quality by either Moody’s Investors Service, Inc. or Standard and Poor’s 
Ratings Services, a division of The McGraw-Hill Companies, Inc.; provided. however, that, 
notwithstanding anything to the contrary in this Agreement, if the Exchange Agent is not able or 
refuses to so invest such funds. the Parent may deposit such funds in trust with another bank or 
tmst company which has a net capital of not less than $100,000,000. as may be selected by 
Parent. so long as the Exchange Agent is allowed to draw on such funds to the extent required to 
pay the Merger Consideration. Any net earnings with respect to such funds shall be the property 
of and paid over to Parent as and when requested by Parent. 

(d) Lost, Stolen or Destroyed Cerrificates. In the event any Company Certificate shall 
have been lost, stolen or destroyed, upon the making of an a idavit of that fact by the person 

in exchange for such lost, stolen or destroyed Company Certificate the Merger Consideration 
deliverable in respect thereof as determined in accordance with this Article 11; provided, 
however, that the person to whom the Merger Consideration is paid shall, if required by Parent, 
as a condition precedent to the payment thereof. give the Exchange Agent a bond in such sum as 
it may ordinarily require and indemnify Parent in a manner satisfactory to it against any claim 
that may be made against Parent with respect to the Company Certificate claimed to have been 
lost. stolen or destroyed. 

claiming such Company Certificate to be lost. stolen or dest !i yed, the Exchange Agent will issue 

(e) Closing of Transfer Books. After the Effective Time, the stock transfer books of 
the Company shall be closed and there shall be no transfers on the stock transfer books of the 
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Surviving Corporation of shares of Company Common Stock that were outstanding immediately 
prior to the Effective Time. If, after the Effective Time, Company Certificates are presented to 
Parent, they shall be canceled and exchanged for the appropriate amount of Merger 
Consideration as provided in Section 2.1 and in this Section 2.2.  

Ifl Termination ofExchange Agent. All funds held by the Exchange Agent for 
payment to the holders of unsurrendered Company Certificates and unclaimed at the end of one 
year from the Effective Time shall be returned to Parent, after which time any holder of 
unsurrendered Company Certificates shall look as a general creditor only to Parent for payment 
of such funds to which such holder may be due, subject to applicable law. 

(gJ Escheat. Neither the Surviving Corporation nor Parent shall be liable to any 
holder of Company Common Stock for Merger Consideration delivered to a public official 
pursuant to any applicable abandoned property, escheat or similar law. Any amounts remaining 
unclaimed by holders of any such shares of Company Common Stock five years after the 
Effective Time (or such earlier date immediately prior to the time at which such amounts would 
otherwise escheat to or become property of any Governmental Authority (as defined in Section 
4.4(c)) shall, to the extent permitted by applicable law, become the property of Parent, free and 
clear of any claims or interest of any such holders or their successors, assigns or personal 
representatives previously entitled thereto. 

ARTICLE 111 
THE CLOSING 

Section 3.1 Closing. The closing of the Merger (the “Closing”) shall take place at the 
offices ofHughes Hubbard & Reed LLP, New York, New York, at 1O:OO am., Eastern time, on a 
date selected by Parent and reasonably satisfactory to the Company which is no more than five 
business days following the date on which the last of the conditions set forth in Article VI11 
hereof is fulfilled or, if permissible, waived (other than conditions that by their nature are 
required to be performed on the Closing Date. but subject to satisfaction of such conditions), or 
at such other time and date and place as the Company and Parent shall mutually agree (the 
“Closing Date”). 

ARTICLEIV 
REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

The Company represents and warrants to Parent as follows: 

Section 4.1 Organization And Qualification. The Company and each of its 
Subsidiaries (as defined below) is a corporation duly organized, validly existing and in good 
standing under the laws of its jurisdiction of incorporation or organization, has all requisite 
corporate power and authority, and has been duly authorized by all necessary approvals and 
orders of the Rhode Island and all other regulatory authorities, in each such case, to own. lease 
and operate its assets and properties to the extent owned, leased and operated and to carry on its 
business as it is now being conducted and is duly qualified and in good standing to do business in 
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each jurisdiction in which the nature of its business or the ownership or leasing of its assets and 
properties makes such qualification necessary. other than in such jurisdictions where the failure 
to be so qualified and in good standing will not, when taken together with all other such failures. 
have a material adverse effect (i) on the business, properties, financial condition or results of 
operations of the Company and its Subsidiaries taken as a whole or (ii) on the ability of the 
Company and its Subsidiaries to consummate the Mergers in accordance with this Agreement 
and the Related Documents (as defined in Section 4.4(a)) (any such material adverse effect being 
hereafter referred to as a “Company Material Adverse Effect”). As used in this Agreement. the 
term ”Subsidiary” of a person shall mean any corporation or other entity (including partnerships 
and other business associations) of which a majority of the outstanding capital stock or other 
voting securities having the power under ordinary circumstances to elect directors or similar 
members of the governing body of such corporation or entity (or otherwise having the power to 
direct the business and policies of that other corporation or other entity) shall at the time be held, 
directly or indirectly, by such person. 

Section 4.2 Subsidiaries. Section 4.2(i) of the Company Disclosure Schedule (as 
defined in Section 7.6) sets forth a description of all Subsidiaries and Joint Ventures (as defined 
below) of the Company and its Subsidiaries. including the name of each such entity, the state or 
jurisdiction of its incorporation or organization. the Company’s or its Subsidiary’s interest 
therein and a brief description of the principal line or lines of business conducted by each such 
entity. Except as set forth in Section 4.2(ii) of the Company Disclosure Schedule, none of the 
Company’s Subsidiaries is a “public utility company,” a “holding company,” a “subsidiary 
company” or an “affiliate” of any “public utility company” or of any “holding company” within 
the meaning of Section 2(a)(5), 2(a)(7), 2(a)(8) or 2(a)(ll) of the Public Utility Holding 
Company Act of 1935, as amended (the “1935 Act”). Except as set forth in Section 4.2(i) of the 
Company Disclosure Schedule, all of the issued and outstanding shares of capital stock owned, 
directly or indirectly, by the Company of each Subsidiary or Joint Venture of the Company are 
validly issued, fully paid, nonassessable and free of preemptive rights, and are owned, directly or 
indirectly, by the Company free and clear of any liens, claims, encumbrances, security interests. 
equities, charges and options of any nature whatsoever (collectively, “Liens”), and there are no 
outstanding subscriptions, options, calls. contracts, voting trusts, proxies or other commitments. 
understandings, restrictions, arrangements. rights or warrants. including any right of conversion 
or exchange under any outstanding security. instrument or other agreement, obligating the 
Company or any Subsidiary of the Company to issue, deliver or sell, or cause to be issued, 
delivered or sold, additional shares of its capital stock or obwt ing  it to grant, extend or enter 
into any such agreement or commitment. As used in this Agfeement, the term “Joint Venture“ of 
a person shall mean any corporation or other entity (including partnerships and other business 
associations) that is not a Subsidiary of such person, in which such person or one or more of its 
Subsidiaries owns an equity interest. other than equity interests held for passive investment 
purposes which are less than 2% of any class of the outstanding voting securities or equity of any 
such entity. 

Section 4.3 Capi/aliza/ion. The authorized capital stock of the Company consists of 
(i) 20,000,000 shares of Company Common Stock and (ii) 500,000 shares of preferred stock. 
$100 par value (the “Company Preferred Stock”). As of the close of business on November 
29, 1999, there were issued and outstanding 4.991.264 shares of Company Common Stock. No 
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shares of Company Preferred Stock are issued or outstanding. There are no shares of Company 
Common Stock or Company Preferred Stock reserved for issuance upon exercise of outstanding 
Company stock options or stock appreciation rights. All of the issued and outstanding shares of 
the capital stock of the Company are validly issued. fully paid, nonassessable and free of 
preemptive rights. Except as set forth in Section 4.3 of the Company Disclosure Schedule, there 
are no outstanding subscriptions, options, stock appreciation rights, calls. contracts. voting trusts, 
proxies or other commitments, understandings. restrictions. arrangements, rights or warrants, 
including any right of conversion or exchange under any outstanding security, instrument or other 
agreement, obligating the Company or any Subsidiary of the Company to issue, deliver or sell. or 
cause to be issued. delivered or sold, additional shares of the capital stock of the Company or any 
Subsidiary of the Company, or obligating the Company or any of its Subsidiaries to grant. extend 
or enter into any such agreement or commitment. 

Section 4.4 

(u) 

Authority; Non-contravention: Statutory Approvals: Compliance. 

Authority. The Company and each applicable Subsidiary of the Company has all 
requisite corporate power and authority to enter into this Agreement and the Related Documents 
and, subject to obtaining the Company Shareholders’ Approval (as defined in Section 4.12), the 
Company Required Statutory Approvals (as defined in Section 4.4(c)) and the Legislative 
Actions (as defined in Section 6 .  I(y)), to consummate the transactions contemplated hereby and 
thereby. The execution and delivery of this Agreement and the Related Documents and the 
consummation by the Company and its Subsidiaries of the transactions contemplated hereby and 
thereby have been duly authorized by all necessary corporate action on the part of the Company 
and its Subsidiaries. subject to obtaining the Company Shareholders’ Approval. This Agreement 
has been, and as of the Closing the Related Documents to be executed by the Company and its 
applicable Subsidiaries will be, duly and validly executed and delivered by the Company or its 
applicable Subsidiary, as the case may be, and. assuming the due authorization, execution and 
delivery by the other signatories hereto and thereto. constitutes or will constitute. as the case may 
be, the valid and binding obligations of the Company or its applicable Subsidiary. as the case 
may be, enforceable against it in accordance nith its terms, except to the extent that 
enforceability may be limited by applicable bankruptcy, insolvency or other laws affecting the 
enforcement of creditors’ rights generally and subject to the general principles of equity 
(regardless of whether enforcement is sought in a court of law or equity). As used in this 
Agreement, the term (i) “Related Documents“ shall mean any Contract provided for in this 
Agreement to be entered into by one or more of the parties hereto or their respective Subsidiaries 
in connection with the Mergers, and (ii) “Contract“ shall meah any agreement, contract, 
document, instrument, obligation, promise. commitment or undertaking (whether written or oral) 
to which any person is a party or by which any person or its assets may be bound. 

(3) Non-Contravention. The execution and delivery of this Agreement and the 
Related Documents by the Company and its Subsidiaries do not, and the consummation of the 
transactions contemplated hereby and thereby will not, violate. conflict with, or result in a breach 
of any provision of. or constitute a default (with notice or lapse of time) under. or result in the 
termination or modification of, or accelerate the performance required by, or result in a right of 
termination, cancellation, or acceleration of any obligation or the loss of a benefit under, or result 
in the creation of any Lien upon any of the properties or assets of the Company or any of its 
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Subsidiaries or any of its Joint Ventures (any such violation. conflict, breach. default, right of 
termination, modification, cancellation or acceleration. loss or creation. a “Violation“ with 
respect to the Company, its Subsidiaries and Joint Ventures) pursuant to any provisions of (i) the 
articles of incorporation, by-laws or similar governing documents of the Company. subject to 
Section 4.4(b)(i) of the Company Disclosure Schedule. any of its Subsidiaries or any of its Joint 
Ventures, (ii) subject to obtaining the Company Required Statutory Approvals and the receipt of 
the Company Shareholders’ Approval, any statute. law. ordinance, rule, regulation. judgment, 
decree. order, injunction. writ, permit or license of any Governmental Authority applicable to the 
Company, any of its Subsidiaries or any of its Joint Ventures, or any of their respective properties 
or assets or (iii) subject to obtaining the third-party consents or other approvals set forth in 
Section 4.4(b)(iii) of the Company Disclosure Schedule (the “Company Required Consents“). 
any note, bond, mortgage, indenture, deed of trust. license, franchise, permit. concession, 
contract, lease. commitment, security agreement. loan agreement, or other instrument, obligation, 
agreement or other Contract of any kind to which the Company, any of its Subsidiaries or any of 
its Joint Ventures is a party or by which any of such persons or any of their properties or assets 
may be bound or affected, excluding from the foregoing clauses (ii) and (iii) such Violations as 
would not have, individually or in the aggregate. a Company Material Adverse Effect. 

(c) Statutory Approvals. Except as described in Section 4.4(c) of the Company 
Disclosure Schedule (the “Company Required Statutory Approvals”), no declaration, filing or 
registration with, or notice to or authorization. consent or approval of, any court, federal, state, 
local or foreign governmental or regulatory body (including a stock exchange or other self- 
regulatory body) or authority (each, a “Governmental Authority”) is necessary for the execution 
and delivery of this Agreement and the Related Documents by the Company and its Subsidiaries 
or Joint Ventures or the consummation by the Company and its Subsidiaries or Joint Ventures of 
the transactions contemplated hereby and thereby. the failure to obtain, make or give which are, 
individually or in the aggregate, reasonably likely to have a Company Material Adverse Effect, it 
being understood that references in this Agreement to “obtaining” such Company Required 
Statutory Approvals shall mean making such declarations, filings or registrations, giving such 
notices, obtaining such authorizations, consents or approvals and having such waiting periods 
expire as are necessary to avoid a violation of law. 

fdi Compliance: Contracts. Except as set forth in Section 4.10 of the Company 
Disclosure Schedule, or as disclosed in the Company SEC Reports (as defined in Section 4.5) 
delivered to Parent prior to the date of this Agreement, neither the Company nor any of its 
Subsidiaries nor any of its Joint Ventures is in violation of, i t  under investigation with respect to 
any violation of, or has been given notice of. or been charged with any violation of, or failure to 
comply with, any law, statute, order, rule. regulation, tariff, franchise agreement, principle of 
common law, ordinance or judgment (including. without limitation, any applicable 
Environmental Law, as defined in Section J.lO(i)(ii)) of any Governmental Authority except for 
violations that. individually and in the aggregate. do not have a Company Material Adverse 
Effect. The Company and its Subsidiaries and Joint Ventures have all permits, licenses, 
franchises and other governmental authorizations, consents and approvals necessary to conduct 
their respective businesses and to own, operate and vote all of their respective assets as currently 
conducted in all respects, except those which the failure to obtain would not, individually or in 
the aggregate, have a Company Material Adverse Effect. Neither the Company nor any of its 
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Subsidiaries nor any of its Joint Ventures nor to the Knowledge (as defined below) of my of the 
foregoing, any other party thereto, is in breach or violation of or in default in the performance or 
observance of any term or provision of, and no event has occurred or is occurring which. with 
lapse of time or action by a third party. could result in a default by any party thereto under, (i) its 
articles of incorporation or by-laws or similar governing document or (ii) any commitment. deed 
of trust, franchise, permit, concession, security agreement, obligation, agreement, indenture. 
mortgage, loan agreement, note, lease. bond, or other Contract. license, approval or other 
instrument to which it is a party or by which it is bound or to which any of its property is subject. 
except for breaches, violations or defaults that. individually and in the aggregate, do not have a 
Company Material Adverse Effect. Set forth in Section 4.4(d) of the Company Disclosure 
Schedule is a list as the date hereof of all Contracts to which any of the Company or any of its 
Subsidiaries is a party involving a total commitment by or to any party thereto of more than 
$125.000 on an annual basis or more than $500.000 on its remaining term which cannot be 
terminated on no more than sixty (60) days‘ notice without penalty or additional cost to the 
Company or its applicable Subsidiary as the terminating party. Except as disclosed in the 
Company SEC Reports delivered to Parent prior to the date of this Agreement, and with such 
exceptions as are not, individually or in the aggregate, reasonably likely to have a Company 
Material Adverse Effect, each Contract to which the Company or any of its Subsidiaries is a party 
is in full force and effect and constitutes the valid and binding obligation of the parties thereto, 
enforceable against such party in accordance with its terms, except to the extent that 
enforceability may be limited by applicable bankruptcy, insolvency or other laws affecting the 
enforcement of creditors’ rights generally and subject to the general principles of equity 
(regardless of whether enforcement is sought in a court of law or equity). For purposes of this 
Agreement, (i) an individual will be deemed to have “Knowledge” of a particular fact or other 
matter if such individual is actually aware of such fact or other matter and (ii) a person (other 
than an individual) will be deemed to have “Knowledge” of a particular fact or other matter if 
any individual who is serving as a director or officer of such person or any Subsidiary of it has 
actual knowledge after reasonable inquiry of such fact or other matter. 

( e )  Except as set forth in Section 4.+(e) of the Company Disclosure Schedule. there is 
no “non-competition” or other similar Contract that restricts the ability of the Company or any of 
its Affiliates to conduct business in any geogaphic area or that would reasonably be likely to 
restrict Parent or any of its Affiliates to conduct business in any geographic area. As used in this 
Agreement, the term “Affiliate” shall mean, with respect to any person, any other person that 
directly, or through one or more intermediaries. controls or ifcontrolled by or is under common 
control with such first person. As used in this definition, ‘‘control” (including with correlative 
meanings, “controlled by” and “under common control with”) shall mean possession, directly or 
indirectly, or power to direct or cause the direction of management or policies (whether through 
ownership of securities or partnership or other ownership interests, by contract or otherwise). 

Section 4.5 Reports and Financiul Statements. The filings required to be made by the 
Company and its Subsidiaries and Joint Ventures since January I ,  1996 under the Securities Act 
of 1933, as amended (the “Securities Act”), the Securities Exchange Act of 1934, as amended 
(the “Exchange Act”), the 1935 Act and applicable state public utility laws and regulations have 
been filed with the Securities and Exchange Commission (the “SEC”) or the appropriate state 
public utilities commission, as the case may be, including all forms, statements, financial 
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statements, reports, agreements (oral or written) and all documents. exhibits, schedules, 
amendments and supplements appertaining thereto, were duly made and complied (or, with 
respect to such documents to be filed after the date of this Agreement. will be duly made and will 
comply), as of their respective dates, in all material respects with all applicable requirements of 
the appropriate statute and the rules and regulations thereunder. The Company has made 
available to Parent a true and complete copy of each report. schedule. registration statement and 
definitive proxy statement filed by the Company with the SEC since January 1, 1997 (as such 
documents, including those filed after the date of this Agreement. have since the time of their 
filing been amended, the “Company SEC Reports”). As of their respective dates, the Company 
SEC Reports did (or will) not contain any untrue statement of a material fact or omit to state a 
material fact required to be stated therein or necessary to make the statements therein, in light of 
the circumstances under which they were made, not misleading. The audited consolidated 
financial statements and unaudited interim financial statements of the Company included in the 
Company SEC Reports (collectively, the “Company Financial Statements”) have been (or will 
be) prepared in accordance with US. generally accepted accounting principles applied on a 
consistent basis (“GAAP) (except as may be indicated therein or in the notes thereto and except 
with respect to unaudited statements as permitted by Form 10-Q of the SEC) and fairly present 
(or will fairly present) the consolidated financial position of the Company and its Subsidiaries as 
of the dates thereof and the consolidated results of operations and cash flows for the periods then 
ended. True, accurate and complete copies of the articles of incorporation and by-laws of the 
Company, each of its Subsidiaries and each of its Joint Ventures have been made available to 
Parent. The Company SEC Reports delivered to Parent prior to the date of this Agreement 
accurately disclose all material regulation of the Company and each of its Subsidiaries and Joint 
Ventures that relates to the utility business of any of the Company and each of its Subsidiaries 
and Joint Ventures. 

Section 4.6 Absence ofcertain Changes or Events. Except as disclosed in the 
Company SEC Reports delivered to Parent prior to the date of this Agreement, from August 3 1, 
1999, the Company and each of its Subsidiaries have conducted their businesses only in the 
ordinary course of business consistent with past practice, and there has not been, and no fact or 
condition exists which, individually or in the aggregate, would have or, insofar as reasonably can 
be foreseen, could have, a Company Material Adverse Effect. 

Section 4.7 Lifigution. Except as disclosed in the Company SEC Reports delivered to 
Parent prior to the date of this Agreement or as set forth in Section 4.8(g) or Section 4.10 of the 

to the Knowledge of the Company and its Subsidiaries, threatened, nor are there any 
investigations, requests for information. or reviews pending or, to the Knowledge of the 
Company and its Subsidiaries, threatened against. relating to or affecting the Company or any of 
its Subsidiaries, and (b) there are no judgments. decrees, injunctions, rules or orders of any court. 
governmental department, commission, agency. instrumentality or authority or any arbitrator 
applicable to the Company or any of its Subsidiaries, except for any of the foregoing under 
clauses (a) and (b) that, individually and in the aggregate, would not reasonably be expected to 
have a Company Material Adverse Effect. There is no claim. suit, action or proceeding pending 
that challenges, or that may have the effect of preventing, delaying, making illegal. or otherwise 
interfering with, the Mergers or any of the transactions contemplated hereby. 

Company Disclosure Schedule, (a) there are no claims, suits, 5 ’  actions or proceedings pending or, 
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Section 4.8 Tax ,Mufters Taxes." as used in this Agreement, means any federal. state, 
county, local or foreign taxes, charges, fees. levies or other assessments, including, without 
limitation, all net income, gross income. sales and use, ad valorem, transfer, gains, profits, 
excise, franchise, real and personal property. gross receipts. capital stock. production, business 
and occupation, disability. employment, payroll, license, estimated, stamp, custom duties, 
severance or withholding taxes or charges imposed by any governmental entity, and includes any 
interest and penalties (civil or criminal) on or additions to any such taxes. "Tax Return,'' as used 
in this Agreement. means a report, return or other written information required to be supplied to a 
governmental entity with respect to Taxes. 

Company Disclosure Schedule. the Company and each of its Subsidiaries have duly filed (or 
there has been filed on its behalf) within the time prescribed by law all material Tax Returns 
(including withholding Tax Returns) required to be filed by each of them under applicable law. 
Any such Tax Returns were and are in all material respects true, complete and correct. 

(a) Filing of Timely Tux Refzrmns. Except as set forth in Section 4.8(a) of the 

(b) Payment of Taxes. Except as set forth in Section 4.8(a) of the Company 
Disclosure Schedule. the Company and each of its Subsidiaries have, within the time and in the 
manner prescribed by law, paid all Taxes (including withholding Taxes) required to have been 
paid except for those contested in good faith and for which adequate reserves have been taken. 

(c) Tar Reserves. All material Taxes payable by the Company and its Subsidiaries 
for all taxable periods and portions thereof through the date of the most recent financial 
statements contained in the Company Financial Statements delivered to Parent prior to the date 
of this Agreement are properly reflected in such financial statements in accordance with GAAP, 
and the unpaid Taxes of the Company and its Subsidiaries do not exceed the amount shown 
therefor on such financial statements, adjusted for the Taxes incurred in the ordinary course of 
business through the Effective Time. 

(4 Extensions of Time for  Filing Tar Returns. Except as set forth in Section 4.8(d) 
of the Company Disclosure Schedule, neither the Company nor any of its Subsidiaries have 
requested any extension of time within which to file any material Tax Return, which Tax Return 
has not since been filed. 

(e) Waivers of Statute of Limitations. Neither the Company nor any of its 
Subsidiaries has executed any outstanding waivers or comp-ble consents regarding the 
application of the statute of limitations with respect to any Taxes or Tax Returns. 

&I Expiration of Stafufe ofLimirations. The statute of limitations for the assessment 
of all material Taxes has expired for all applicable material Tax Returns of the Company and 
each of its Subsidiaries, or those material Tax Returns have been examined by the appropriate 
taxing authorities for all periods through the date hereof, and no deficiency for any material 
Taxes has been proposed, asserted or assessed against the Company or any of its Subsidiaries that 
has not been resolved and paid in full. 

I I  
W6-NY993200.170 
V6 



(gj Audit, Administrative and Court Proceedings. Except as set forth in Section 
4.8(g) of the Company Disclosure Schedule. no material claims. audits. disputes. controversies. 
examinations, investigations or other proceedings are presently pending, or. to the Knowledge of 
the Company and its Subsidiaries, threatened. with regard to any Taxes or Tax Returns of the 
Company or any of its Subsidiaries. 

/,$) Tax Rulings. Neither the Company nor any of its Subsidiaries has received a Tax 
Ruling (as defined below) or entered into a Closing Agreement (as defined below) with any 
taxing authority that would have a continuing effect after the Closing Date. “Tax Ruling.” as 
used in this Agreement, shall mean a written ruling of a taxing authority relating to Taxes. 
“Closing Agreement,’’ as used in this Agreement, shall mean a written and legally binding 
agreement with a taxing authority relating to Taxes. 

(i) Availabilify of Tax Returns. The Company has provided or made available to 
Parent complete and accurate copies of (i) all Tax Returns, and any amendments thereto, filed by 
the Company or any of its Subsidiaries (or any predecessors thereto) for all open years, (ii) all 
audit reports received from any taxing authority relating to any Tax Return filed by the Company 
or any of its Subsidiaries and (iii) any Closing Agreements entered into by the Company or any 
of its Subsidiaries with any taxing authority. 

0) Tar Sharing Agreements. Except as set forth in Section 4.8cj) of the Company 
Disclosure Schedule, neither the Company nor any of its Subsidiaries is a party to any agreement, 
understanding or arrangement relating to allocating or sharing of Taxes. 

(k) Liabiiify for Others. Neither the Company nor any of its Subsidiaries has any 
liability for any material Taxes of any person other than the Company and its Subsidiaries (i) 
under Treasury Regulation Section I .1502-6 (or any similar provision of state, local or foreign 
law), (ii) as a transferee or successor, (iii) by contract or (iv) otherwise. 

(I) Code Section 897. To the Knowledge of the Company and its Subsidiaries after 
due inquiry, no foreign person owns or has owned beneficially more than five percent of the total 
fair market value of Company Common Stock during the applicable period specified in Section 
897(c)(l)(A)(ii) of the Internal Revenue Code of 1986, as amended (the “Code”). 

(m) Code Section 280G. Neither the Company nor any of its Subsidiaries is a party to 
any agreement that could result in a non-deductible expensepder Section 280G of the Code. 

In) Code Section 181. Neither the Company nor any of its Subsidiaries has agreed to 
or is required to make any adjustment pursuant to Section 48 1 of the Code. 

(0) Code Section 3 4 I a .  Neither the Company nor any of its Subsidiaries has made 
an election under Section 341(t) of the Code. 

(pl Code Secfion 33j. Neither the Company nor any of its Subsidiaries has made a 
distribution or has been the subject of a distribution intended to qualify under Section 355 of the 
Code. 
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Section 4.9 Employee Matters. ERISA 

(a) For purposes ofthis Section 4.9. the following terms have the definitions set forth 
below: 

(i) “Controlled Group Liability” means any and all liabilities (a) under 
Title IV of the Employee Retirement Income Security Act of 1974, as amended 
(“ERISA”), (b) as a result of a failure to comply with the minimum funding 
requirements of Section 302 of ERISA or Section 412 of the Code, (c) under 
Section 4971 of the Code, and (d) as a result of a failure to comply with the 
continuation coverage requirements of Section 601 
49808 of the Code. other than such liabilities that arise solely out of, or relate 
solely to, the Employee Benefit Plans. 

m. of ERISA and Section 

(ii) “ERISA Affiliate” means, with respect to any entity, trade or 
business, any other entity, trade or business that is a member of a group described 
in Section 414(b), (c), (m) or (0) of the Code or Section 4001(b)(l) of ERISA that 
includes the first entity, trade or business. or that is a member of the same 
“controlled group” as the first entity, trade or business pursuant to Section 
4001 (a)( 14) of ERISA. 

(iii) An “Employee Benefit Plan” means any employee benefit plan, 
program, policy, practice, agreement or other arrangement providing benefits to 
any current or former employee. officer or director of the Company or any of its 
Subsidiaries or any beneficiary or dependent thereof that is sponsored or 
maintained by the Company or any of its Subsidiaries or to which the Company or 
any of its Subsidiaries contributes or is obligated to contribute, whether or not 
written, including without limitation any employee welfare benefit plan within the 
meaning of Section 3(l) of ERISA, any employee pension benefit plan within the 
meaning of Section 3(2) of ERISA (whether or not such plan is subject to ERISA) 
and any bonus, incentive, deferred compensation, vacation, sick leave, disability, 
stock purchase, stock option, stock award. phantom stock, stock appreciation 
right, severance, employment, change of control or fringe benefit plan, program or 
agreement. 

(iv) A “Plan” means any Employee BenetA Plan other than a 
Multiemployer Plan. 

(v) A “Multiemployer Plan” means any “multiemployer plan” within 
the meaning of Section4001(a)(3) or 3(37) of ERISA. 

(vi) “Withdrawal Liability” means liability to a Multiemployer Plan as 
a result of a complete or partial withdrawal from such Multiemployer Plan, as 
those terms are defined in Part I of Subtitle E of Title IV of ERISA or under the 
terms of the Multiemployer Plan. 
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(b) Section 4.9(b) of the Company Disclosure Schedule includes a complete list of all 
Employee Benefit Plans and, with respect to executive welfare benefit plans and nonqualified 
pension, savings and deferred compensation plans. states the number of employees participating 
in or covered by such plans. Such list identifies all Plans which are funded with or provide 
benefits in the form of Company Common Stock or other securities of the Company or its 
Subsidiaries. 

(c) With respect to each Plan. the Company has delivered to Parent a true. correct and 
complete copy of  (i) each writing constituting a part of such Plan. including without limitation 
all plan documents, trust agreements, and insurance contracts and other funding vehicles. and a 
description of each unwritten plan; (ii) the three most recent Annual Reports (Form 5500 Series) 
and accompanying schedules. if any; (iii) the current summary plan description and any material 
modifications thereto, if required to be furnished under ERISA; (iv) the most recent annual 
financial report, if any; (v) the three most recent actuarial reports, if any; (vi) the most recent 
determination letter from the Internal Revenue Service (the “IRS”), if any; (vii) the three most 
recent Pension Benefit Guaranty Corporation (”PBGC”) Forms I:  and (viii) loan documents in 
connection with loans by the Plan. Prior to the date of this Agreement, the Company has 
delivered to Parent a true. correct and complete copy of each current employee handbook relating 
to employees of the Company or any of its Subsidiaries. Except as specifically provided in the 
foregoing documents delivered to Parent. there are no amendments to any Plan that have been 
adopted or approved nor has the Company or any of its Subsidiaries undertaken to make any such 
amendments or to adopt or approve any new Plan. 

(d) Section 4.9(b) of the Company Disclosure Schedule identifies each Plan that is 
intended to be a “qualified plan” within the meaning of Section 401(a) of the Code (“Qualified 
Plans”). The IRS has issued a favorable determination letter with respect to each Qualified Plan 
and the related trust that has not been revoked. and. to the Knowledge of the Company and its 
Subsidiaries, nothing has occurred since the date of such determination letter which cannot be 
remedied by timely amendment and which would adversely affect the qualified status of such 
plan. Section 4.9(b) of the Company Disclosure Schedule identifies each Plan or related trust 
which is intended to meet the requirements of Code Section 50l(c)(9) (a “VEBA”). and except as 
disclosed in Section 4.9(d) of the Company Disclosure Schedule, each such VEBA meets such 
requirements, has received a favorable determination letter from the IRS, and provides no 
disqualified benefits (as such term is defined in Code Section 4976(b)). 

(e) All contributions required to be made to any kan by applicable law or regulation 
or by any Plan document or other contractual undertaking, and all premiums due or payable with 
respect to insurance policies funding any Plan. have been timely made or paid in full. Each Plan 
that is an employee welfare benefit plan under Section 3(1) of ERISA (i) is funded through an 
insurance company contract or a contract with a health maintenance organization, (ii) is. or is 
funded through, a VEBA identified as such in Section 4.9(b) of the Company Disclosure 
Schedule, or (iii) is unhnded. 

(0 With respect to each Employee Benefit Plan, the Company and its Subsidiaries 
have substantially complied, and are now in substantial compliance, with all provisions of 
ERISA, the Code and all laws and regulations applicable to such Employee Benefit Plans and 
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each Plan has been administered in all material respects in accordance with its terms and the 
terns of any applicable collective bargaining agreement. There is not now. nor do any 
circumstances now exist that could reasonably be expected to give rise to, any requirement for 
the posting of security with respect to a Plan or the imposition of any Lien on the assets of the 
Company or any of its Subsidiaries under ERISA or the Code. To the Knowledge of the 
Company and its Subsidiaries, no non-exempt prohibited transaction (as defined in Section 406 
of ERISA or Section 4975 of the Code) or breach of fiduciary duty has occurred with respect to 
any Plan. and no event has occumed which would subject the Company or Parent to any material 
liability for any excise tax, tax on unrelated business taxable income, penalty, or fine under 
ERISA or the Code. 

(g) With respect to each Plan that is subject to Title IV of ERISA. the minimum 
funding requirements of Section 302 of ERISA or Section 412 of the Code, or Section 4971 of 
the Code: (i) there does not exist any accumulated funding deficiency within the meaning of 
Section 4 12 of the Code or Section 302 of ERISA. whether or not waived; (ii) as of August 3 1, 
1999, the fair market value of the assets of each such Plan that is a defined benefit plan equals or 
exceeds the "projected benefit obligation" (within the meaning of Financial Accounting Standard 
No. 87) under such Plan, based upon the actuarial assumptions set forth in the most recent 
actuarial report for such Plan; (iii) no reportable event within the meaning of Section 4043(c) of 
ERISA for which the 30-day notice requirement has not been waived has occurred since 
December 3 I ,  1994 in respect of any such Plan which is a defined benefit Plan; (iv) all premiums 
to the PBGC have been timely paid in full: (v) no liability (other than for premiums to the PBGC 
not yet due and for the payment of benefits and contributions in the ordinary course) under Title 
IV of ERISA has been incurred by the Company or any of its Subsidiaries; (vi) to the Knowledge 
of the Company and its Subsidiaries, the PBGC has not instituted proceedings to terminate any 
such Plan and no condition exists that presents a material risk that such proceedings will be 
instituted or which would constitute grounds under Section 4042 of ERISA for the termination 
of, or the appointment of a trustee to administer. any such Plan; and (vii) neither the Company 
nor any of its Subsidiaries has taken any action to terminate such Plan. 

(h) No Employee Benefit Plan is a Multiemployer Plan or a plan that has two or more 
contributing sponsors at least two of which are not under common control, within the meaning of 
Section 4063 of ERISA (a "Multiple Employer Plan"). None of the Company and its 
Subsidiaries nor any of their respective ERISA Affiliates has, at any time during the last six 
years, contributed to or been obligated to contribute to any ultiemployer Plan or Multiple 

Affiliates has incurred any Withdrawal Liability or other liability that has not been satisfied in 
full. 

Employer Plan. None of the Company and its Subsidiaries 33 r any of their respective ERISA 

(i) There does not now exist. nor do any circumstances exist that could reasonably be 
expected to result in, any Controlled Group Liability to the Company, any of its Subsidiaries. or 
Parent with respect to any employee benefit plan of any ERISA Affiliate of the Company or any 
its Subsidiaries. Without limiting the generality of the foregoing, neither the Company nor any 
of its Subsidiaries. nor any of their respective ERISA Affiliates, has engaged in any transaction 
described in Section 4069 or Section 4204 or 4212(c) of ERISA since December 31, 1993. 
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(j) Except as set forth in Section 4.9(j) of the Company Disclosure Schedule and 
except for health continuation coverage as required by Section 49808 of the Code or Part 6 of 
Title I of ERISA or applicable state law. the Company and its Subsidiaries have no material 
liability for life, health, medical or other welfare benefits to former employees or beneficiaries or 
dependents of former employees. 

(k) Neither the execution and delivery of this Agreement nor the consummation of 
any of the transactions contemplated hereby will (either alone or in conjunction with any other 
event) cause any amount to be payable, cause the accelerated knding, vesting, exercisability, 
payment or delivery of, or increase the amount or value of, any payment or benefit to any current 
or former employee. officer or director of the Company or any of its Subsidiaries. 

(1) Section 4.9(l)(i) of the Company Disclosure Schedule sets forth a list as of no 
more than thirty (30) days prior to the date of this Agreement, of all the present officers and 
employees of the Company and its Subsidiaries. indicating each employee's base salary or wage 
rate and identifying those who are union employees and those who are part-time employees. 
Except as set forth in Section 4.9(l)(ii) of the Company Disclosure Schedule, as of the date of 
this Agreement, no labor union or other collective bargaining unit has been certified or 
recognized by the Company or any of its Subsidiaries. The Company has provided to Parent a 
true, complete and correct copy of each collective bargaining agreement covering employees of 
the Company and its Subsidiaries. No labor organization or group of employees of the Company 
or any of its Subsidiaries has made a pending demand for recognition or certification, and there 
are no representation or certification proceedings or petitions seeking a representation proceeding 
presently pending or, to the Knowledge of the Company or any of its Subsidiaries, threatened to 
be brought or filed with the National Labor Relations Board or any other labor relations tribunal 
or authority. There are no organizing activities. strikes, work stoppages, slowdowns, lockouts, 
arbitrations or material grievances, or other material labor disputes pending or, to the Knowledge 
of the Company or any of its Subsidiaries. threatened against or involving the Company or any of 
its Subsidiaries. Each of the Company and its Subsidiaries is in compliance in all material 
respects with all applicable laws and collective bargaining agreements respecting employment 
and employment practices, terms and conditions of employment, wages and hours and 
occupational safety and health. 

(m) There are no pending or, to the Knowledge of the Company and its Subsidiaries. 
threatened claims (other than claims for benefits in the ordinary course), lawsuits or arbitrations. 
and, to the Knowledge of the Company and its Subsidiaries, h e r e  is no set of circumstances 
which may reasonably give rise to a claim or lawsuit, against the Plans, any fiduciaries thereof 
with respect to their duties to the Plans, or the assets of any of the trusts under any of the Plans 
which could reasonably be expected to result in a material liability. No Plan is the subject of any 
pending, or. to the Knowledge of the Company and its Subsidiaries, threatened, governmental 
audit or investigation. 

(n) Except as set forth in Section 4.9(n) of the Company Disclosure Schedule. the 
Company and its Subsidiaries, as applicable. have reserved the right to unilaterally amend and 
terminate each Plan which is an "employee welfare benefit plan," as such term is defined in 
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Section 3( I )  of ERISA, which provides health or life insurance benefits after termination of 
employment. 

(0) Except as set forth in Section 1.!%0) of the Company Disclosure Schedule. as of 
the date of this Agreement. none of the Company and its Subsidiaries is a party to any 
employment agreement with any employee pertaining to any of the Company and its 
Subsidiaries. 

Section 4.10 Environmenrul Protecrion. Except as set forth in Section 4. I O  of the 
Company Disclosure Schedule or as disclosed in the Company SEC Reports delivered to Parent 
prior to the date of this Agreement: 

(u) Compliance. Except where the failure to be in such compliance would not, 
individually or in the aggregate, have a Company Material Adverse Effect, (i) the Company and 
each of its Subsidiaries are in compliance with all applicable Environmental Laws (as defined in 
Section 4.lO(i)(ii)) and (ii) neither the Company nor any of its Subsidiaries has received any 
communication from any Governmental Authority or any written communication from any other 
person that alleges that the Company or any of its Subsidiaries is not in compliance with 
applicable Environmental Laws. 

(a) Environmental Permits. The Company and each of its Subsidiaries has obtained 
or has applied for all environmental, health and safety permits and governmental authorizations 
(collectively, the “Environmental Permits“) necessary for the construction of its facilities or the 
conduct of its operations. and all such Environmental Permits are in good standing or, where 
applicable, a renewal application has been timely filed and is pending agency approval, and the 
Company and its Subsidiaries are in compliance with all terms and conditions of the 
Environmental Permits, and the Company reasonably believes that any transfer, renewal or 
reapplication for any Environmental Permit required as a result of the Mergers can be 
accomplished in the ordinary course of business. except where the failure to obtain or to be in 
such compliance would not, individually or in the aggregate, have a Company Material Adverse 
Effect. 

(c) Environmentul Claims. There are no Environmental Claims (as defined in 
Section 4.10(i)(i)) pending or, to the Knowledge of the Company and its Subsidiaries, threatened 
(i) against the Company or any of its Subsidiaries or Joint Ventures, or (ii) against any real or 
personal property or operations that the Company or any of i)s Subsidiaries owns. leases or 
manages, in whole or in part, that, if adversely determined, would have, individually or in the 
aggregate. a Company Material Adverse Effect. 

(4 Releases. Except for Releases of Hazardous Materials the aggregate liability for 
which would not have a Company Material Adverse Effect, there have been no Releases (as 
defined in Section 4. IO(i)(iv)) of any Hazardous .Material (as defined in Section 4.1 O(i)(iii)) that 
would be reasonably likely to (i) form the basis of any Environmental Claim against the 
Company or any of its Subsidiaries or Joint Ventures, or (ii) to the Knowledge of the Company 
and its Subsidiaries. cause damage or diminution of value to any of the operations or real 
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properties owned, leased or managed. in whole or in part. by the Company or any of its 
Subsidiaries or Joint Ventures. 

(e) Predecessors. The Company and its Subsidiaries have no Knowledge of any 
Environmental Claim pending or threatened. or of any Release of Hazardous Materials that 
would be reasonably likely to form the basis of any Environmental Claim, in each case against 
any person or entity (including, without limitation, any predecessor of the Company or any of its 
Subsidiaries) whose liability the Company or any of its Subsidiaries or Joint Ventures retained, 
succeeded to, acquired, or assumed, either contractually or by operation of law. or against any 
real or personal property which the Company or any of its Subsidiaries or Joint Ventures 
formerly owned, leased or managed, in whole or in part, except for Releases of Hazardous 
Materials the liability for which would not have, individually or in the aggregate, a Company 
Material Adverse Effect. 

v) Lisred Sires. There have been no Hazardous Materials generated by the Company 
or q y  of its Subsidiaries or Joint Ventures (or predecessors of any of them) that have been 
disposed of or come to rest at any site that has been included in any published federal, state, or 
local priority list of hazardous or toxic waste sites. 

(g) Environmental Reports. A copy of all environmental investigations, studies, 
audits, tests, reviews or analyses relating to the Company or any of its Subsidiaries or Joint 
Ventures conducted by any of them or any consultant engaged by any of them within the last 
three years have been provided to Parent prior to the date of this Agreement. 

(h) Liens. The real property owned. operated or leased by the Company and its 
Subsidiaries is not subject to any Lien, securing the costs of environmental remediation, arising 
under Environmental Laws. 

As used in this Agreement: 

(i) “Environmental Claim” means any and all administrative, 
regulatory or judicial actions, suits. demands, demand letters, directives, claims, 
liens, investigations. requests for information, proceedings or notices of 
noncompliance or violation by any person or entity (including any Governmental 
Authority) alleging potential liability (including, without limitation, potential 
responsibility for or liability for enforcement costs, iyestigatory costs, cleanup 
costs, governmental response costs. removal costs, remedial costs, natural- 
resources damages, property damages. personal injuries, fines or penalties) arising 
out of, based on or resulting from (A) the presence, or Release or threatened 
Release into the environment, of any Hazardous Materials at any location, 
whether or not owned, operated, leased or managed by the Company, Parent or 
any of their respective Subsidiaries or Joint Ventures; or (B) circumstances 
forming the basis of any violation. alleged violation of, or failure to comply with 
any Environmental Law; or (C) any and all claims by any third party seeking 
damages, contribution, indemnification. cost recovery, compensation or injunctive 
relief resulting from the presence or Release of any Hazardous Materials. 

W6-NY993200.170 
V6 

18 



(ii) “Environmental Laws” means all federal, state, local laws, rules, 
ordinances and regulations relating to pollution, the environment (including, 
without limitation, ambient air. surface water, groundwater. land surface or 
subsurface strata), protection of human health as it relates to the environment, or 
occupational health and safety. including. without limitation, laws and regulations 
relating to Releases or threatened Releases of Hazardous Materials. damage to the 
environment, resource extraction or other activities that could have impact on the 
Environment, or the manufacture. processing, distribution, use, treatment. storage, 
disposal, transport or handling of Hazardous Materials. 

(iii) “Hazardous Materials“ means (A) any petroleum or petroleum 
products, radioactive materials, asbestos in any form that is or could become 
friable, urea formaldehyde foam insulation. coal tar residue, and transformers or 
other equipment that contain dielectric fluid containing polychlorinated biphenyls 
(“PCBs”) in regulated concentrations; and (B) any chemicals, materials or 
substances which are now defined as or included in the definition of “hazardous 
substances,” “hazardous wastes.“ “hazardous materials,” “extremely hazardous 
wastes,” “restricted hazardous wastes,” “toxic substances,’’ “toxic pollutants,” 
“hazardous constituents” or words of similar import, under any Environmental 
Law; and (C) any other chemical. material, substance or waste, exposure to which 
is now prohibited, limited or regulated under any Environmental Law in a 
jurisdiction in which the Parent, the Company or any of their Subsidiaries or Joint 
Ventures operates or has stored, treated or disposed of Hazardous Materials. 

(iv) “Release” means any release, spill, emission, leaking, injection, 
deposit, disposal, discharge, dispersal, leaching or migration into the atmosphere. 
soil, surface water, groundwater or property. 

Section 4.1 1 Regulation as a L‘tility. Except as set forth in Section 4.1 I of the 
Company Disclosure Schedule, neither the Company nor any ”associate company,” “subsidiary 
company” or “affiliate” (as such terms are defined in the 1935 Act) of the Company is subject to 
regulation as (a) a “holding company,“ a “public-utility company,” a “subsidiary company” or an 
“affiliate” of a “holding company,” within the meaning of Sections 2(a)(7), 2(a)(S), 2(a)(8) and 
2(a)(l l), respectively, of the 1935 Act, (b) a “public utility” under the Power Act, (c) a “natural- 
gas company” under the Natural Gas Act or (d) a public utility or public service company (or 
similar designation) by any state in the United States other ti& Rhode Island or by any foreign 
country. 

Section 4.12 Vote Required. The approval of the Merger by a majority of the shares 
entitled to be voted by the holders of Company Common Stock (the “Company Shareholders’ 
Approval”) is the only vote of the holders of any class or series of the capital stock of the 
Company or any of its Subsidiaries required to approve this Agreement, the Mergers and the 
other transactions contemplated hereby. 

Section 4. I 3  Opinion ofFinunciul Advisor. The Company has received the opinion of 
PaineWebber Incorporated, dated as of the date of this Agreement, to the effect that the Merger 
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Consideration is fair from a financial point of view to the holders of Company Common Stock. 
and a copy of such opinion will be provided to Parent promptly after the execution of this 
Agreement. 

Section 4.14 Ownership of Parent Common Stock. The Company does not 
“beneficially own” (as such term is defined for purposes of Section 13(d) of the Exchange Act) 
any shares of common stock of Parent. 

Section 4.15 Intellectual Properry. Neither the Company nor any of its Subsidiaries has 
any Knowledge of (i) any infringement or claimed infringement by the Company or any of its 
Subsidiaries of any patent or patent license rights. trademarks or copyrights of others or (ii) any 
infringement of the patent or patent license rights, trademarks or copyrights owned by or under 
license to the Company or any of its Subsidiaries. except for any such infringements of the type 
described in clause (i) or (ii) that are not. individually or in the aggregate, reasonably likely to 
have a Company Material Adverse Effect. 

Section 4.16 Title to Assets. Except as disclosed in the Company SEC Reports 
delivered to Parent prior to the date of this Agreement, none of the assets of the Company or any 
of its Subsidiaries are subject to any Lien. 

Section 4.17 Indebtedness. All outstanding principal amounts of indebtedness for 
borrowed money of the Company and its Subsidiaries as of November 23, 1999 are set forth in 
Section 4.17 of the Company Disclosure Schedule. 

‘ 
Section 4.18 Machinery and Equipment. Except for normal wear and tear, and with 

such other exceptions as are not, individually or in the aggregate, reasonably likely to have a 
Company Material Adverse Effect, the machinery and equipment of the Company and its 
Subsidiaries are in good operating condition and in a state of reasonable maintenance and repair. 

Insurance. Section 4.19 of the Company Disclosure Schedule sets forth a Section 4.19 
list of all policies of insurance held by the Company and its Subsidiaries as of the date of this 
Agreement. Since September 30, 1997. the assets and the business of the Company and its 
Subsidiaries have been continuously insured with what the Company reasonably believes are 
reputable insurers against all risks and in such amounts normally insured against by companies of 
the same type and in the same line of business as the Company and its Subsidiaries. No notice of 
cancellation, non-renewal or material increase in premiums $its been received by any of the 
Company and its Subsidiaries with respect to such policies, &d none of the Company and its 
Subsidiaries has Knowledge of any fact or circumstance that could reasonably be expected to 
form the basis for any cancellation, non-renewal or material increase in premiums. except for 
such cancellations, non-renewals and increases which are not, individually or in the aggregate, 
reasonably likely to have a Company Material Adverse Effect. None of the Company and its 
Subsidiaries is in default with respect to any provision contained in any such policy or binder nor 
has there been any failure to give notice or to present any claim relating to the business or the 
assets of the Company and its Subsidiaries under any such policy or binder in a timely fashion or 
in the manner or detail required by the policy or binder, except for such defaults or failures which 
are not, individually or in the aggregate. reasonably likely to have a Company Material Adverse 
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Effect. There are no outstanding unpaid premiums (except premiums not yet due and payable). 
and no notice of cancellation or renewal with respect to. or disallowance of any claim under, any 
such policy or binder has been received by the Company and its Subsidiaries, except for such 
non-payments of premiums, cancellations. renewals or disallowances which are not, individually 
or in the aggregate, reasonably likely to have a Company Material Adverse Effect. 

Section 4.20 Regulatory Proceedings. Except as disclosed in the Company SEC 
Reports delivered to Parent prior to the date of this Agreement, other than purchase gas 
adjustment provisions, none of the Company or its Subsidiaries all or part of whose rates or 
services are regulated by a Governmental Authority (a) has rates that have been or are being 
collected subject to refund, pending final resolution of any rate proceeding pending before a 
Governmental Authority or on appeal to the courts. or (b) is a party to any rate proceedings 
before a Governmental Authority that are, individually or in the aggregate, reasonably likely to 
result in any orders having a Company Material Adverse Effect. 

Section 4.2 1 The Company Rights Agreement. Prior to the date of this Agreement. the 
Company has delivered to Parent a tme and complete copy of the Company Rights Agreement. 
The consummation of the transactions contemplated by this Agreement will not result in the 
triggering of any right or entitlement of the holders of the Company Common Stock or other 
Company securities under the Company Rights Agreement. Neither the Company nor any of its 
Subsidiaries is a party to any agreement similar to the Company Rights Agreement. 

ARTICLE V 
REPRESENTATIONS A i  WARRANTIES OF PARENT 

Parent represents and warrants to the Company as follows: 

Section 5.1 Organization and Qualification. Each of Parent and Merger Sub is a 
corporation duly organized, validly existing and in good standing under the laws of its 
jurisdiction of incorporation, has all requisite corporate power and authority, and Parent has been 
duly authorized by all necessary approvals and orders of the Florida, Missouri, Pennsylvania and 
Texas regulatory authorities and the Federal Energy Regulatory Commission (the “FERC”), to 
own, lease and operate its assets and properties to the extent owned, leased and operated and to 
carry on its business as it is now being conducted. 

% Section 5.2 Authorily: Statutory Approvals. 

(a) Authoriw. Each of Parent and Merger Sub has all requisite corporate power and 
authority to enter into this Agreement and, subject to the applicable Parent Required Statutory 
Approvals (as defined in Section 5.2(b)), to consummate the transactions contemplated hereby. 
The execution and delivery of this Agreement. and the consummation by Parent and Merger Sub 
of the transactions contemplated hereby have been duly authorized by all necessary corporate 
action on the part of Parent and Merger Sub. This Agreement has been duly and validly executed 
and delivered by Parent and Merger Sub and. assuming the due authorization. execution and 
delivery by the other signatories hereto, constitutes a valid and binding obligation of Parent and 
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Merger Sub enforceable against them in accordance with its terms. except to the extent that 
enforceability may be limited by applicable bankruptcy. insolvency or similar laws affecting the 
enforcement of creditors’ rights generally and subject to the general principles of equity 
(regardless of whether enforcement is sought in a court of law or equity). 

(b) Stututory Approval. Except as described in Section 5.2(b) of the Parent 
Disclosure Schedule (as defined in Section 7.6) (the “Parent Required Statutory Approvals”), no 
declaration, filing or registration with. or notice to or authorization, consent or approval of, any 
Governmental Authority is necessary for the execution and delivery of this Agreement by Parent 
or Merger Sub or the consummation by Parent or Merger Sub of the transactions contemplated 
hereby, the failure to obtain, make or give which would have, individually or in the aggregate, a 
material adverse effect on the ability of Parent and Merger Sub to consummate the Mergers in 
accordance with this Agreement (any such material adverse effect being hereafter referred to as a 
“Parent Material Adverse Effect”), it being understood that references in this Agreement to 
“obtaining” such Parent Required Statutop Approvals shall mean making such declarations, 
filings or registrations; giving such notices: obtaining such authorizations, consents or approvals; 
and having such waiting periods expire as are necessary to avoid a violation of law. 

ARTICLE VI 
CONDUCT OF BUSINESS PENDING THE MERGER 

Section 6.1 Covennnts ofthe Company. From the date hereof until the Effective Time 
or earlier termination of this Agreement, the Company agrees as follows, as to itself and to each 
of its Subsidiaries, except as expressly consented to in writing by Parent: 

(a) Ordinary Course ofBusiness. The Company shall, and shall cause its 
Subsidiaries to, carry on their respective businesses in the usual, regular and ordinary course in 
substantially the same manner as heretofore conducted and use all commercially reasonable 
efforts to (i) not make or permit any material change in the general nature of its business. 
(ii) preserve intact their present business organizations and goodwill, preserve the goodwill and 
relationships with customers, suppliers and others having business dealings with them, 
(iii) subject to prudent management of workforce needs and ongoing programs currently in force, 
keep available the services of their present officers and employees as a group, (iv) maintain and 
keep material properties and assets in as good repair and condition as at present, subject to 
ordinary wear and tear, and maintain supplies and inventoriQ in quantities consistent with past 
practice, and (v) preserve all franchises, tariffs. certificates of public convenience and necessity, 
licenses, authorizations and other governmental rights and permits. 

(b) Dividends. The Company shall not, nor shall it permit any of its Subsidiaries to: 
(i) declare or pay any dividends on or make other distributions in respect of any capital stock 
other than (A) dividends by a wholly-owned Subsidiary of the Company to the Company or 
another wholly-owned Subsidiary of the Company, and (B) regular dividends on Company 
Common Stock with usual record and pajment dates that do not exceed the current rate of $0.75 
per share of Company Common Stock per year. (ii) split, combine or reclassify any of its capital 
stock or the capital stock of any of its Subsidiaries or issue or authorize or propose the issuance 
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of any other securities in respect of. in lieu of. or in substitution for, shares of its capital stock or 
the capital stock of any of its Subsidiaries. or (iii) redeem, repurchase or otherwise acquire any 
shares of its capital stock or the capital stock of any of its Subsidiaries, other than redemptions. 
repurchases and other acquisitions of shares of capital stock in connection with the 
administration of employee benefit and dividend reinvestment plans as in effect on the date 
hereof in the ordinary course of the operation of such plans consistent with past practice. 

[c) Issuance ofSecuriries. Except as set forth in Section 6. I(c) of the Company 
Disclosure Schedule, the Company shall not. nor shall it permit any of its Subsidiaries to, issue. 
agree to issue, deliver, sell, award. pledge. dispose of or otherwise encumber or authorize or 
propose the issuance, delivery, sale. award. pledge, disposal or other encumbrance of, any shares 
of their capital stock of any class or any securities convertible into or exchangeable for, or any 
rights, warrants or options to acquire. any such shares or convertible or exchangeable securities. 

(4 Compliance With Law. The Company shall, and shall cause its Subsidiaries to. 
comply in all material respects with all applicable legal requirements and permits, including 
without limitation those relating to the filing of reports and the payment of Taxes due to be paid 
prior to the Closing, other than those contested in good faith with adequate reserves set forth in 
the Company Financial Statements delivered to Parent prior to the date of this Agreement. 

(e) Charter Documents; Other .4ctions. The Company shall not, nor shall it permit 
any of its Subsidiaries to, (i) amend or propose to amend its respective articles of incorporation, 
by-laws or regulations, or similar organizational documents or (ii) take or fail to take any other 
action, which in any such case would reasonably be expected to prevent or materially impede or 
interfere with the Mergers. 

(jl Acquisitions. Except as disclosed in Section 6.l(f) of the Company Disclosure 
Schedule, the Company shall not, nor shall it permit any of its Subsidiaries to, acquire or agree to 
acquire, by merging or consolidating with. or by purchasing an equity interest in or a portion of 
the assets of, or by any other manner. any business or any corporation, partnership, association or 
business organization or division thereof. or otherwise acquire or agree to acquire any material 
amount of assets. 

(gJ Confracrs. The Company and its Subsidiaries shall not enter into any transaction 
or any Contract involving a total commitment by or to any party thereto of more than $125,000 
on a yearly basis or more than $500.000 on its remaining tern which cannot be terminated on no 
more than 60 days’ notice without penalty or cost to the Company or any of its Subsidiaries as a 
terminating party. Without limiting the prior sentence, the Company shall not, except in the 
ordinary course of business consistent with past practice, modify, amend, terminate, renew or fail 
to use reasonable business efforts to renew any material Contract to which the Company or any 
of its Subsidiaries is a party or waive. release or assign any material rights or claims with respect 
thereto. 

(h) Capiral Expenditures. The Company shall not, nor shall it permit any of its 
Subsidiaries to, make capital expenditures in an aggregate amount in excess of the amount 
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budgeted by the Company or its Subsidiaries for capital expenditures as set forth in Section 
6.l(h) of the Company Disclosure Schedule. 

(i) No Dispositions. The Company shall not, nor shall it permit any of its 
Subsidiaries to. sell, lease. license. encumber or otherwise dispose of, any of its respective assets, 
other than encumbrances or dispositions in the ordinary course of business consistent with past 
practice, 

0) Indebtedness. The Company shall not, nor shall it permit any of its Subsidiaries 
to. incur or guarantee any indebtedness (including any debt borrowed or guaranteed or otherwise 
assumed including, without limitation. the issuance of debt securities or warrants or rights to 
acquire debt) or enter into any ”keep well” or other agreement to maintain any financial 
statement condition of another person or enter into any arrangement having the economic effect 
of any of the foregoing other than (i) short-term indebtedness in the ordinary course of business 
consistent with past practice which is subject to redemption or prepayment at any time at the 
option of the Company or its applicable Subsidiary on no more than 30 days’ notice without any 
penalty or premium or (ii) arrangements between the Company and its wholly-owned 
Subsidiaries or among its wholly-owned Subsidiaries. 

(k) Compensation, Benefits; Employees. Except as may be required by applicable law 
or under existing Employee Benefit Plans or collective bargaining agreements, as may be 
required to facilitate or obtain a determination letter from the IRS that a plan is a Qualified Plan, 
or as expressly contemplated by this Agreement. the Company shall not, nor shall it permit any 
of its Subsidiaries to, (i) enter into, adopt or amend or increase the amount or accelerate the 
payment or vesting of any benefit or amount payable under any Employee Benefit Plan, or 
otherwise increase the compensation or benefits of any director, officer or other employee of the 
Company or any of its Subsidiaries, except for normal increases in compensation and benefits 
(including incentive compensation) or actions in the ordinary course of business, that are 
consistent with the Company’s past practice of adjusting compensation and benefits to reflect the 
average compensation and benefits as determined by general industry or market surveys; 
provided that prior to implementing any such increases on the basis of such surveys the Company 
shall advise Parent of its intention so to increase compensation or benefits and of the basis 
therefor and shall otherwise consult with Parent concerning such proposed increases, or (ii) enter 
into or amend any employment, severance or special pay arrangement with respect to the 
termination of employment or other similar contract. agreement or arrangement with any director 
or officer or other employee. This subsection (k) is not intehed to (A) restrict the Company or 
its Subsidiaries from granting promotions to officers or employees based upon job performance 
or workplace requirements in the ordinary course of business consistent with past practice or 
(B) restrict the Company’s ability to make available to employees the plans, benefits and 
arrangements that have customarily and consistent with past practices been available to officers 
and employees in the context of such merit-based promotion. The Company and its Subsidiaries 
shall not hire any new employee unless such employee is a bona fide replacement for a presently- 
filled position with the Company or a Subsidiary as of the date hereof. 
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/I, 1 9 3 j  Act. The Company shall not, nor shall it permit any of its Subsidiaries to, 
engage in any activities which would cause a change in its status. or that of its Subsidiaries, 
under the 1935 Act. . 

(m) Accounting. The Company shall not. nor shall it permit any of its Subsidiaries to, 
make any changes in their accounting methods. principles and practices. except as required by 
law. rule. regulation or GAAP. 

(n) Cooperation. Norrfication. The Company shall, and shall cause its Subsidiaries 
to. (i) confer on a regular and frequent basis with one or more representatives of Parent to 
discuss, subject to applicable law, material operational matters and the general status of its 
ongoing operations. (ii) promptly notify Parent of any significant changes in its business, 
properties, assets, condition (financial or other), results of operations or prospects, (iii) advise 
Parent of any change or event which has had or, insofar as reasonably can be foreseen, is 
reasonably likely to result in a Company Material Adverse Effect, and (iv) without limiting the 
Company’s and its Subsidiaries’ obligations under Section 6.l(u)(i), promptly provide Parent 
with copies of all filings made by the Company or any of its Subsidiaries with any state or federal 
court, administrative agency, commission or other Governmental Authority in connection with 
this Agreement and the transactions contemplated hereby. 

(0) Third-party Consents. The Company shall, and shall cause its Subsidiaries to, use 
all commercially reasonable efforts to obtain all the Company Required Consents and other 
consents required to consummate the transactions contemplated hereby. The Company shall 
promptly notify Parent of any failure or prospective failure to obtain any such consents and, if 
requested by Parent, shall provide copies of all the Company Required Consents obtained by the 
Company to Parent. 

(p) Discharge of Liabilities. The Company shall not, nor shall it permit any of its 
Subsidiaries to, pay, discharge or satisfy any material claims, liabilities or obligations (absolute, 
accrued, asserted or unasserted, contingent or otherwise), other than the payment, discharge or 
satisfaction, in the ordinary course of business consistent with past practice (which includes the 
payment of final and unappealable judgments) or in accordance with their terms, of liabilities 
reflected or reserved against in, or contemplated by, the most recent consolidated financial 
statements (or the notes thereto) of the Company included in the Company SEC Reports 
delivered to Parent prior to the date of this Agreement, or incurred in the ordinary course of 
business consistent with past practice. % 

(4) Insurance. The Company shall. and shall cause its Subsidiaries to, maintain with 
financially responsible insurance companies insurance in such amounts and against such risks 
and losses as are customary for companies engaged in the electric and gas utility industry. 

(r) Permits. The Company shall, and shall cause its Subsidiaries to, use reasonable 
efforts to maintain in effect all existing governmental permits pursuant to which the Company or 
any of its Subsidiaries operate. 
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(s) No Righrs Triggered. The Company shall ensure that the entering into of this 
Agreement and the Related Documents and the consummation of the transactions contemplated 
hereby and thereby and any other action or combination of actions, or any other transactions 
contemplated hereby and thereby, do not and will not result, directly or indirectly. in the grant of 
any rights to any person under any Contract (other than the employment agreements disclosed in 
Section 6.l(s) of the Company Disclosure Schedule) to which it or any of its Subsidiaries is a 
party or otherwise. In addition, the Company shall not amend or waive any rights in a manner 
that would adversely affect any party's ability to consummate the Mergers or the economic 
benefits of the Mergers to Parent. 

(f) Taxes. The Company shall not. and shall cause its Subsidiaries not to, (i) make or 
rescind any express or deemed material election relating to Taxes, (ii) settle or compromise any 
material claim, audit, dispute, controversy. examination, investigation or other proceeding 
relating to Taxes, (iii) materially change any of its methods of reporting income or deductions for 
federal income Tax purposes, except as may be required by applicable law, or (iv) file any 
material Tax R e m  other than in a manner consistent with past custom and practice. 

fu) The Company and its Subsidiaries shall: 

(i) Not file any material application, petition, motion, order, brief, 
settlement or agreement in any material proceeding before any Governmental 
Authority which involves the Company or any of its Subsidiaries, and appeals 
related thereto without, to the extent reasonably practicable, consulting Parent; 
provided, however, that if such proceeding is reasonably likely to have a 
Company Material Adverse Effect. the Company shall not make any such filing 
without the consent of Parent, which consent shall not be unreasonably withheld 
or delayed; 

(ii) 
any material intercompany transactions involving any other Subsidiary of the 
Company; 

(iii) 

Not engage in or modify. except in the ordinary course of business, 

Not make any changes in financial policies or practices, or strategic 
or operating policies or practices; 

(iv) Not make any loan or advance to any flicer, director, shareholder, 
employee or any other person other than advances for'business purposes to 
employees in the ordinary course of business; 

(v) Not purchase, sell. lease. dispose of or otherwise transfer or make 
any Contract for the purchase, sale. lease. disposition or transfer of, or subject to 
Lien, any of the assets of the Company or its Subsidiaries other than in the 
ordinary course o f  business; and 

(vi) Not terminate any existing gas purchase, exchange or 
transportation contract necessary to supply firm gas at all city gate delivery points 
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or enter into any new contract for the supply. transportation. storage or exchange 
of gas with respect to the Company’s or its Subsidiaries‘ regulated gas distribution 
operations or renew or extend or negotiate any existing contract providing for the 
same where such contract is not terminable within sixty (60) days without penalty 
without obtaining Parent’s prior written consent; provided, however, that if the 
Company provides Parent with a copy of any such proposed new Contract. Parent 
shall be deemed to have consented to the entering into of such Contract if Parent 
does not notify the Company of its disapproval of such Contract by the end of the 
second business day after receipt by Parent of such copy of such proposed new 
Contract. 

(v) Cusromer Norificarions. At any time and from time to time as reasonably 
requested by Parent prior to the Closing Date. each of the Company and its Subsidiaries will 
permit Parent at Parent’s expense to insert preprinted single-page customer education materials 
into billing documentation to be delivered to customers affected by this Agreement; provided, 
however, that the Company has reviewed in advance and consented to the content of such 
materials, which consent shall not be unreasonably withheld or delayed. Other means of 
notifying customers may be employed by either the Company or Parent, at the expense of the 
initiating party, but in no event shall any notification be initiated without the prior consent of the 
other party (which consent shall not be unreasonably withheld or delayed). 

(w) Company Bondholders ’ Consenr. The Company shall use its reasonable best 
efforts to obtain consents from all holders of each series of First Mortgage Bonds issued under 
the Indenture of First Mortgage dated as of December 15, 1992 between Valley, the Company, as 
Guarantor, and State Street Bank and Trust Company, as Trustee, and from all holders of each 
series of debentures issued under the Indenture between the Company and Mellon Bank, N.A., 
dated as of September 1. 1997, each as amended or supplemented from time to time, to such 
amendments to such Indentures as requested by Parent. 

6‘) Financing Acfivifies. The Company shall, and shall cause its Subsidiaries to, 
cooperate, to the hllest extent commercially reasonable and practicable, with Parent’s requests 
with respect to refinancing by the Company and its Subsidiaries of the current maturities of any 
of their indebtedness, and any repurchase. redemption or prepayment by the Company or any of 
its Subsidiaries of any of their indebtedness that may be required prior to or because of the 
Mergers or that Parent may request that the Company or any of its Subsidiaries effect prior to the 
Mergers, so as to permit Parent to have the maximum opporthnity to refinance, on or promptly 
after the Closing Date without any penalty except as may be due pursuant to the terms of the 
Company’s or its Subsidiaries’ indebtedness as in effect on the date of this Agreement, any of the 
Company’s or its Subsidiaries’ indebtedness outstanding on the Closing Date; provided, 
however, that neither the Company nor any of its Subsidiaries shall be required to consummate 
prior to the Effective Time any such refinancing, repurchase. redemption or repayment requested 
by Parent. 

(y) Legislarive Acrion. The Company shall, and shall cause its Subsidiaries to. use 
commercially reasonable efforts to cause the Rhode Island Legislature to: (i) unconditionally 
amend the legislative charter of Valley to expressly and unconditionally approve and authorize 
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the valley Merger, (ii) unconditionally amend the legislative charter of Bristol to expressly and 
unconditionally approve and authorize the Bristol Merger, (iii) expressly and unconditionally 
approve and authorize .the Company Merger. and (iv) expressly and unconditionally Permit 
parent to qualify to do business in mode Island in accordance with the RIBCA, notwithstanding 
contrary provisions of $7-1.1-3 and $7- 1.1-99 (collectively. the “Legislative Actions”). All 
Legislative Actions shall be in form and substance reasonably acceptable to €’arent. The 
company shall, and shall cause its Subsidiaries to. cooperate with Parent to effect the Legislative 
Actions as soon as practicable after the date ofthis Agreement. 

date hereof. the Company agrees (i) that it will not. its Subsidiaries will not, and it will not 
authorize or permit any of its or its Subsidiaries’ officers, directors. employees, agents and 
representatives (including, without limitation. any investment banker, financial advisor, attorney 
or accountant retained by it or any of its Subsidiaries or any of the foregoing) to, directly or 
indirectly, encourage, initiate or solicit (including by way of furnishing information) or take any 
other action designed or which could be reasonably expected to facilitate any inquiries or the 
making of any proposal or offer (including. without limitation, any proposal or offer to its 
shareholders) which constitutes or may reasonably be expected to lead to an Alternative Proposal 
(as defined below) from any person or engage in any discussion or negotiations concerning, or 
provide any non-public information or data to make or implement or otherwise in any way 
cooperate or facilitate the making of an Alternative Proposal; (ii) that it will immediately cease 
and cause to be terminated any existing solicitation, initiation, encouragement, activity, 
discussions or negotiations with any parties conducted heretofore with a view of formulating an 
Alternative Proposal; and (iii) that it will notify Parent orally and in writing of any such inquiry, 
offer or proposals, within one business day of the receipt thereof, and that it shall keep Parent 
informed of the status of any such inquiry. offer or proposal; provided, however, that 
notwithstanding any other provision hereof. the Company may (1) at any time prior to the time at 
which the Company Shareholders’ Approval shall have been obtained, engage in discussions or 
negotiations with a third party who (without solicitation in violation of the terms of this 
Agreement) seeks to initiate such discussions or negotiations and may furnish such third party 
information concerning the Company and its business, properties and assets if, and only to the 
extent that, (A) (x) the third party has first made an Alternative Proposal that, in the good faith 
judgment of the Company’s Board of Directors (after consulting with its financial and legal 
advisors) is financially superior to the Company’s shareholders than the Merger and has 
demonstrated that it will have adequate sources of financing o consummate such Alternative 

upon the advice of outside counsel and such other matters as the Board of Directors of the 
Company deems relevant, that such actions are necessary for the Company’s Board of Directors 
to act in a manner consistent with its fiduciary duties to shareholders under applicable law, and 
(B) prior to furnishing such information to. or entering into discussions or negotiations with, such 
person or entity, the Company (x) provides at least two business days’ prior written notice to 
Parent to the effect that it intends to furnish information to, or intends to enter into discussions or 
negotiations with, such person or entity. and of the identity of the person or group making the 
Alternative Proposal and the material terms thereof, including a copy of any offer or proposal 
submitted in writing, and (y) receives from such person an executed confidentiality agreement 

Section 6.2 Covenant of the Company: Alternative Proposals. (a) From and after the 

Proposal, and (y) the Board of Directors of the Company sh ah conclude in good faith, based 
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containing the same tenns and conditions as the Confidentiality Agreement (as detined in Section 
7.1) except that such confidentiality agreement shall not prohibit such person from making an 
unsolicited Alternative Proposal, and (2) comply with Rule 14e-2 promulgated under the 
Exchange Act with regard to a tender or exchange offer. "Alternative Proposal" shall mean any 
merger, acquisition, consolidation, reorganization. business combination, share exchange. tender 
offer. exchange offer or similar transaction involving the Company or any of the Company's 
Subsidiaries. or any proposal or offer to acquire in any manner, directly or indirectly, a material 
equity interest in or a material portion of the assets of the Company or any of the Company's 
Subsidiaries. including any single or multi-step transaction or series of related transactions. 

(b) Neither the Board of Directors of the Company nor any committee thereof may, 
(i) withdraw or modify, or propose publicly to withdraw or modify, in a manner adverse to 
Parent, the approval or recommendation by the Board of Directors of the Company or such 
committee of the Merger or this Agreement. (ii) approve or recommend or propose publicly to 
approve or recommend an Alternative Proposal or (iii) cause the Company or any of its 
Subsidiaries to enter into any letter of intent. agreement in principle, acquisition agreement or 
other similar agreement related to any Alternative Proposal. Notwithstanding the foregoing. 
prior to the time at which the Company Shareholders' Approval has been obtained, in response to 
an Alternative Proposal (without solicitation in violation of the tenns of this Agreement) from a 
third party. if the Board of Directors of the Company detennines. in its good faith judgment, after 
consultation with and the receipt of the advice of its financial advisor and outside counsel, that 
such proposal is financially superior to the Company's shareholders than the Merger and that 
failure to do any of the actions set forth in clauses (i), (ii) or (iii) above of this Section 6.2(b) 
would create a reasonable possibility ofa breach of the fiduciary duties of the Company's Board 
of Directors under applicable law, the Board of Directors of the Company may (i) withdraw or 
modify its approval or recommendation of the Merger or this Agreement, approve or recommend 
an Alternative Proposal or cause the Company to enter into an Alternative Proposal and (ii) 
negotiate with a third pany with respect to such Alternative Proposal, and subject to the 
Company having paid to Parent the fees described in Section 9.3 hereof and having entered into a 
definitive agreement with respect to such Alternative Proposal, tenninate this Agreement; 
provided, however, that prior to entering into a definitive agreement with respect to an 
Alternative Proposal, the Company shall give Parent at least five (5) days' notice thereof, and 
shall cause its representatives to negotiate with Parent to make such adjustments in the tenns and 
conditions of this Agreement as would enable the Company to proceed with the transactions 
contemplated herein on such adjusted tenns: provided, furt~r, that if the Company and Parent 
are unable to reach an agreement on such adjustments within 'five (5) days after such notice from 
the Company, the Company may enter into such definitive agreement, subject to the provisions 
of Article IX. 

Section 6.3 Employment Agreement. Parent and Mr. Alfred P. Degen have entered 
into an employment agreement in the fonn attached hereto as Exhibit A (the "Employment 
Agreement"). which will become effective upon consummation of the Merger. 
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ARTICLE VI1 
ADDITIONAL AGREEMENTS 

Section 7.1 Access to Informallon 

(a) Upon reasonable notice and during normal business hours. the 
Company shall. and shall cause its Subsidiaries to, afford to the officers. directors. 
employees. accountants, counsel, investment bankers, financial advisors and other 
representatives of Parent reasonable access. throughout the period prior to the Effective 
Time, to all of its and its Subsidiaries’ properties, books, contracts, commitments and 
records (including, but not limited to, Tax Returns) and during such period, the Company 
shall, and shall cause its Subsidiaries to, furnish promptly to Parent access to each report, 
schedule and other document filed or received by it or any of its Subsidiaries pursuant to 
the requirements of federal or state securities laws or filed with or sent to the SEC, the 
Department of Justice. the Federal Trade Commission or any other federal or state 
regulatory agency or commission. Each party shall, and shall cause its Subsidiaries to, 
afford to the officers, directors, employees. accountants, counsel, investment bankers and 
other representatives of the other reasonable access to all information concerning 
themselves, their subsidiaries, directors, officers and shareholders and such other matters 
as may be reasonably requested by the other party in connection with any filings, 
applications or approvals required or contemplated by this Agreement. Each party shall, 
and shall cause its Subsidiaries and representatives to, hold in strict confidence all 
Information (as defined in the Confidentiality Agreement) concerning the other parties 
furnished to it in connection with the transactions contemplated by this Agreement in 
accordance with Confidentiality Agreement dated November 1, 1999 between the 
Company and Parent, as it may be amended from time to time (the “Confidentiality 
Agreement”). 

(b) As promptly as practicable after Parent’s request, the Company 
will furnish such financial and operating data and other information pertaining to the 
Company or its Subsidiaries and their businesses and assets as Parent may reasonably 
request; provided. however, that nothing herein will obligate the Company or any of its 
Subsidiaries to take actions that would unreasonably disrupt its ordinary course of 
business or violate the terms of any legal requirement or Contract to which the Company 
or its Subsidiary is a party or to which any of its assets is sub’ect in providing such 

Company’s or its Subsidiaries’ external auditors in the event a report by such auditors is 
requested by Parent) providing accounting services with respect to issuing an auditor’s 
report required by or for Parent. 

information, or to incur any costs with respect to Parent’s ex h mal auditors (or the 

Section 7.2 Proxy Statement. 

(a) (i) As soon as practicable after the date hereof, the Company shall take such 
reasonable steps as are necessary for the prompt preparation and filing with the SEC of a proxy 
statement relating to the Company Special bieeting (as defined in Section 7.4(a)) (together with 
any amendments thereto or supplements thereto. the “Proxy Statement”). Each of Parent and the 
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Company shall furnish all information concerning it. its officers and directors. and the holders of 
its capital stock as the other may reasonably request in connection with the preparation and filing 
of the Proxy Statement. The Company will use all commercially reasonable efforts to cause the 
Proxy Statement to be cleared by the SEC as promptly as practicable after filing and as promptly 
as practicable after such clearance, the Company shall mail the Proxy Statement to its 
shareholders entitled to notice of and to vote at the Company Special Meeting. As promptly as 
practical after consultation between Parent and the Company, the Company shall respond to any 
comments made by the SEC with respect to the Proxy Statement. 

(ii) The Company agrees that information supplied by the Company for 
inclusion or incorporation by reference in the Proxy Statement shall not, at the 
date of the mailing of the Proxy Statement (or any supplement thereto) and at the 
time of the Company Special Meeting, contain any untrue statement of a material 
fact or omit to state any material fact required to be stated therein or necessary in 
order to make the statements therein, in the light of the circumstances under which 
they were made, not misleading. If at any time prior to the Company Special 
Meeting any event or circumstance relating to the Company or any of its 
Subsidiaries, or its or their respective officers or directors, should be discovered 
by the Company that should be set forth in a supplement to the Proxy Statement, 
the Company shall promptly inform Parent. All documents that the Company is 
responsible for filing with the SEC in connection with the transactions 
contemplated hereby shall comply as to form in all material respects with the 
applicable requirements of the Securities Act and the regulations thereunder and 
the Exchange Act and the regulations thereunder. 

(iii) Parent agrees that information supplied by Parent for inclusion or 
incorporation by reference in the Proxy Statement shall not, at the date of the 
mailing of the Proxy Statement (or any supplement thereto) or at the time of the 
Company Special Meeting, contain any untrue statement of a material fact or omit 
to state any material fact required to be stated therein or necessary in order to 
make the statements therein, in the light of the circumstances under which they 
are made, not misleading. If at any time prior to the Company Special Meeting 
any event or circumstance relating to Parent or any of its Subsidiaries, or to their 
respective officers or directors, should be discovered by Parent that should be set 
forth in a supplement to the Proxy Statement. Parent hall promptly inform the 
Company. 4 

(iv) No representation, warranty. covenant or agreement is made by or on 
behalf of the Company with respect to information supplied by any other person 
other than its Subsidiaries for inclusion in the Proxy Statement. No 
representation, warranty, covenant or agreement is made by or on behalf of Parent 
with respect to information supplied by any other person for inclusion in the 
Proxy Statement. No filing of, or amendment or supplement to, the Proxy 
Statement shall be made by the Company without providing Parent with the 
opportunity to review and comment thereon; provided, however, that no such 
filing, amendment or supplement (i) that relates to Parent or any of its 
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Subsidiaries or (ii) that is reasonably likely to have a material adverse effect on 
Parent or any of its Subsidiaries. shall be made without Parent’s prior written 
approval. If at any time prior to the Company Special Meeting any information 
relating to any party hereto or any of their respective officers, directors. 
shareholders or Subsidiaries. should be discovered by any party hereto which 
should be set forth in an amendment or supplement to the Proxy Statement SO that 
the Proxy Statement would not include any untrue statement of a material fact or 
omit to state any material fact necessary to make the statements therein, in light of 
the circumstances under which they were made, not misleading, the party which 
discovers such information shall promptly notify the other party hereto and an 
appropriate amendment or supplement describing such information shall be 
promptly prepared, filed with the SEC and. to the extent required by law, 
disseminated to the shareholders of the Company. 

(b) Letter ofthe Company’s Accountant. Following receipt by Grant Thomton LLP, 
the Company’s independent auditor, of an appropriate request from the Company pursuant to 
SAS No. 72, the Company shall use its best efforts to cause to be delivered to Parent a letter of 
Grant Thomton LLP dated a date within two business days before the date of the Proxy 
Statement, and addressed to Parent, in form and substance reasonably satisfactory to Parent and 
customary in scope and substance for the “cold comfort” letters delivered by independent public 
accountants in connection with proxy statements similar to the Proxy Statement. 

Section 7.3 Regulatory Matters. Each party hereto shall cooperate and use its 
commercially reasonable efforts to promptly prepare and file all necessary documentation. to 
effect all necessary applications, notices, petitions. filings and other documents, and to use all 
commercially reasonable efforts to obtain no later than the Initial Termination Date (as defined in 
Section 9.l(b)), as such date may be extended pursuant to Section 9.l(b), all necessary permits, 
consents, approvals and authorizations of all Governmental Authorities necessary or advisable to 
consummate the transactions contemplated by this Agreement, including, without limitation, the 
Company Required Statutory Approvals, the Parent Required Statutory Approvals and the 
Legislative Actions. Notwithstanding anything to the contrary contained in this Agreement, 
including this Section 7.3, neither Parent. nor any of Parent’s Affiliates shall be required to divest 
themselves of any of their respective assets or properties or agree to limit the ownership or 
operation by Parent or any of Parent’s Affiliates of any assets including any of the assets of the 
Company and its Subsidiaries and Joint Ventures. 

% 
Section 7.4 Company Shareholders’ Approval. 

(0) Company Special Meeting. Subject to the provisions of Section 7.4(b), the 
Company shall. as soon as reasonably practicable after the date hereof (i) take all steps necessary 
to duly call, give notice of, convene and hold a meeting of its shareholders (the “Company 
Special Meeting“) for the purpose of securing the Company Shareholders’ Approval, 
(ii) distribute to its shareholders the Proxy Statement in accordance with applicable federal and 
state law and with its articles of incorporation and by-laws, (iii) subject to the fiduciary duties of 
its Board of Directors. recommend to its shareholders the approval of this Agreement and the 
transactions contemplated hereby, (iv) solicit from its shareholders proxies in favor of the Merger 
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and take all other action reasonably necessary. or, in the reasonable opinion of Parent, advisable 
to secue the Company Shareholders‘ Approval. and (v) cooperate and consult with Parent with 
respect to each of the foregoing matters. 

(h) 1Meeting Date. The Company Special Meeting for the purpose of securing the 
Company Shareholders’ Approval shall be held on such date as the Company and Parent shall 
mutually determine. 

Section 7.5  

(a) 

Directors ’ and Officers ’ Indemnification. 

lndemnrfication and Insurance. For a period of six years after the Effective Time, 
Parent will indemnify and hold harmless the present and former officers and directors of the 
Company and its Subsidiaries (the ‘‘Indemnified Parties”) in respect of acts or omissions 
occurring prior to the Effective Time to the extent provided under the Company’s articles of 
incorporation and by-laws in effect on the date hereof; provided, however, that if any claim or 
claims are asserted or made within such six-year period, all rights to indemnification in respect of 
such claims shall continue until the final disposition of any and all such claims. For six years 
after the Effective Time, Parent will use its reasonable best efforts to provide officers’ and 
directors’ liability insurance in respect of acts or omissions occurring prior to the Effective Time 
covering each such person currently covered by the Company’s officers’ and directors’ liability 
insurance policy on terms with respect to coverage and amount no less favorable than those of 
such policy in effect on the date hereof; provided. however, that in satisfying its obligation under 
this Section, if the annual premiums of such insurance coverage exceed 200% of the previous 
year’s premiums, Parent will be obligated to obtain a policy with the best coverage available, in 
the reasonable judgment of the Board of Directors of Parent, for a cost not exceeding such 
amount. 

(3) Successors. In the event Parent or any of its successors or assigns (i) consolidates 
with or merges into any other person and is not the continuing or surviving corporation or entity 
of such consolidation or merger or (ii) transfers all or substantially all of its properties and assets 
to any person, then and in either such case, proper provisions must be made so that the successors 
and assigns of Parent will assume the obligations set forth in this Section 7.5.  

(c) Survival of Indemnijjcution. To the hllest extent permitted by law, from and after 
the Effective Time, all rights to indemnification as of the date hereof in favor of the employees, 
agents. directors and officers of the Company and its Subsidlsries with respect to their activities 
as such prior to the Effective Time, as provided in its respective articles of incorporation and by- 
laws in effect on the date hereof, or otherwise in effect on the date hereof, shall s w i v e  the 
Merger and shall continue in f t l l  force and effect for a period of not less than six years from the 
Effective Time (or in the event any relevant claim is asserted or made within such six-year 
period. until final disposition of such claim). 

(4 Benefit. The provisions of this Section 7.5  are intended to be for the benefit of. 
and shall be enforceable by, each Indemnified Party, his or her heirs and his or her 
representatives. 
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Section 7.6 Disclosure Schedules On the date hereof, (a) Parent has delivered to the 
Company a schedule (the “Parent Disclosure Schedule”), accompanied by a certificate signed by 
an authorized officer of Parent stating the Parent Disclosure Schedule is being delivered pursuant 
to this Section 7.6(a), and (b) the Company has delivered to Parent a schedule (the “Company 
Disclosure Schedule”), accompanied by a certificate signed by an authorized officer of the 
Company stating the Company Disclosure Schedule is being delivered pursuant to this Section 
7.6(b). The Company Disclosure Schedule and the Parent Disclosure Schedule are collectively 
referred to herein as the “Disclosure Schedules.” The Disclosure Schedules constitute an integral 
part of this Agreement and modify the respective representations. warranties, covenants or 
agreements of the parties hereto contained herein to the extent that such representations. 
warranties, covenants or agreements expressly refer to the Disclosure Schedules. Anything to the 
contrary contained herein or in the Disclosure Schedules notwithstanding, any and all statements, 
representations, warranties or disclosures set forth in the Disclosure Schedules shall be deemed 
to have been made on and as of the date hereof. 

Section 7.7 Public Announcemenrs. Subject to each party’s disclosure obligations 
imposed by law or the applicable regulations of any securities exchange upon which such party’s 
securities are listed, the Company and Parent will cooperate with each other in the development 
and distribution of all news releases and other public information disclosures with respect to this 
Agreement or any of the transactions contemplated hereby and shall not issue any public 
announcement or statement with respect hereto without the consent of the other party (which 
consent shall not be unreasonably withheld). 

Section 7.8 Cerfain Employee Agreements. Subject to Section 7.9, Parent shall 
assume all contracts, agreements and collective bargaining agreements of the Company and its 
Subsidiaries which apply to any current or former employee or current or former director of the 
Company or any of its Subsidiaries; provided, however, that the foregoing shall not prevent 
Parent from enforcing such contracts, agreements and collective bargaining agreements in 
accordance with their terms, including, without limitation, any reserved right to amend, modify, 
suspend, revoke or terminate any such contract. agreement or collective bargaining agreement. It 
is the present intention of Parent and the Company that following the Effective Time there will 
be no involuntary reductions in force at the Company or its Subsidiaries, but that Parent will 
achieve workforce reductions through attrition; however, Parent reserves the right to respond as 
it deems appropriate based on business conditions and regulatory environments. If reductions in 
workforce in respect of employees of the Company and its Subsidiaries become necessary, they 
shall be made on a fair and equitable basis. in light of the cirhmstances and the objectives to be 
achieved. giving consideration to previous work history, job experience, qualifications, and 
business needs, and any employees whose employment is terminated or jobs are eliminated by 
Parent shall be entitled to participate on a fair and equitable basis in the job posting programs 
offered by Parent. Any workforce reductions carried out following the Effective Time by Parent 
shall be done in accordance with all applicable collective bargaining agreements, and all 
applicable laws and regulations governing the employment relationship and termination thereof 
including, without limitation, the Worker Adjustment and Retraining Notification Act and 
regulations promulgated thereunder, and any comparable state or local law. 
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Section 7.9 Employee Bene$! Plans. 

(a) Except as may be required by applicable law. each Plan in effect on the date 
hereof (or as amended or established in accordance with or as permitted by this Agreement) shall 
be maintained in effect with respect to the employees, former employees, directors or former 
directors of the Company and any of its Subsidiaries who are covered by such plans, programs, 
agreements or arrangements immediately prior to the Effective Time until Parent determines 
othenvise on or after the Effective Time. and Parent shall assume as of the Effective Time each 
Plan maintained by the Company immediately prior to the Effective Time and perform such plan, 
program. agreement or arangement in the same manner and to the same extent that the Company 
would be required to perform thereunder; provided, however, that nothing herein contained shall 
limit any reserved right contained in any such Plan to amend, modify, suspend, revoke or 
terminate any such plan, program, agreement or arrangement; provided, further, that, except as 
may be required by applicable law, Parent or its Subsidiaries shall provide to the employees of 
the Company and its Subsidiaries who are employed immediately prior to the Effective Time and 
who are not covered by a collective bargaining agreement (“Covered Company Employees”) for 
a period of no less than 24 months following the Effective Time, base salary levels, bonus 
opportunity levels and employer-provided benefits under Qualified Plans, supplemental 
retirement benefit plans which are not Qualified Plans and welfare plans that are comparable in 
the aggregate to those provided immediately prior to the Effective Time. Without limiting the 
foregoing, each Covered Company Employee who is a participant in any Plan shall receive credit 
for purposes of eligibility to participate. vesting and eligibility to receive benefits (but 
specifically excluding for benefit accrual purposes) under any replacement benefit plan of Parent 
or any of its Subsidiaries or Affiliates in which such employee becomes a participant for service 
credited for the corresponding purpose under any such Plan, unless such crediting of service 
would operate to cause any such plan or agreement to fail to comply with the applicable 
provisions of the Code and ERISA or other applicable law. Notwithstanding the foregoing, but 
subject to Section 7.9(b). Parent acknowledges that each Covered Company Employee who is a 
participant in the Valley Gas Company Supplemental Retirement Plan (the “SERP”) as of the 
date hereof shall continue to accrue benefits for 24 months after the Effective Time under terms 
at least as favorable as the terms of the S E W  in effect on the date of this Agreement, taking into 
account service and compensation earned while employed by Parent and its Subsidiaries after the 
Effective Time. After the 24 months immediately following the Effective Time, Parent agrees to 
maintain during the next 24-month period. for Covered Company Employees who continue their 
service with Parent, base salary levels, bonus opportunity an4 employer-provided benefits under 
Qualified Plans, supplemental retirement benefit plans which’are not Qualified Plans and welfare 
plans that are appropriate for the market given Parent’s financial circumstances, the industry in 
which it operates, and regulatory considerations. No provision contained in this Section 7.9 shall 
be deemed to constitute an employment contract between Parent or any of its Subsidiaries and 
any individual, or a waiver of Parent’s or any of its Subsidiaries’ right to discharge any employee 
at any time, with or without cause. 

(b) The Company shall take all necessary actions so that, effective no later than 
immediately before the date the Company Shareholders’ Approval is obtained, (i) each of the 
SERP, the Morris Merchants, Inc. Executive Deferred Compensation Plan and all other executive 
benefit plans and programs of the Company and its Subsidiaries shall be amended to the extent 
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necessary so that any provisions therein that prohibit or limit the amendment or termination 
thereof following a change of control do not apply to individuals who are not participants therein 
as of the date of this Agreement and (ii) subject to applicable law and the provisions of any 
applicable collective bargaining agreement. each Qualified Plan shall be amended to the extent 
necessary so that any provisions therein that call for the waiver or elimination of vesting 
requirements upon or following a change in control shall apply only to individuals who are 
participants therein immediately before the Effective Time. Section 7.9(b) of the Company 
Disclosure Schedule sets forth a list of all Plans which contain provisions that either (x) prohibit 
or limit the amendment or termination thereof following a change of control. or (y) call for the 
waiver or elimination of vesting requirements upon a change of control. 

(c) Parent will permit each of the Covered Company Employees to carry forward all 
days of sick leave accrued prior to the Effective Time. 

(d) For a 5-year period from the Effective Time, Parent agrees to provide retiree 
medical plan coverage which is substantially comparable to the coverage under the Company 
retiree medical plan as of the date hereof. subject to Parent’s right to adjust copayment and cost 
sharing provisions (which may be continued in the same proportions to the Company-provided 
portions of cost) to any former Covered Company Employee (and his or her eligible dependents) 
who is currently receiving such benefits thereunder, or any active Covered Company Employee 
(and his or her eligible dependents) who would be eligible for such benefits if he or she retired on 
the Effective Time (or who, within 5 years of the Effective Time, retires and is eligible to receive 
benefits thereunder). 

Section 7.10 Company StockPlum. With respect to each Plan that provides for benefits 
in the form of Company Common Stock (“Company Stock Plans”), the Company and Parent 
shall take all corporate action necessary or appropriate to (i) provide for the issuance or purchase 
in the open market of common stock of Parent rather than Company Common Stock, pursuant 
thereto, and otherwise to amend such Company Stock Plans to reflect this Agreement and the 
Merger, (ii) obtain shareholder or board of director approval with respect to such Company Stock 
Plans to the extent such approval is required for purposes of the Code or other applicable law, or 
to enable such Company Stock Plans to comply with Rule 16b-3 promulgated under the 
Exchange Act, (iii) reserve for issuance under such Company Stock Plans or otherwise provide a 
sufficient number of shares of Parent Common Stock for delivery upon payment of benefits, 
grant of awards or exercise of options under such Company Stock Plans and (iv) as soon as 
practicable after the Effective Time, file registration statemehs on Form S-8 (or any successor or 
other appropriate forms), with respect to the shares of Parent Common Stock subject to such 
Company Stock Plans to the extent such registration statement is required under applicable law, 
and Parent shall use its best efforts to maintain the effectiveness of such registration statements 
(and maintain the current status of the prospectuses contained therein) for so long as such 
benefits and grants remain payable and such options remain outstanding. With respect to those 
individuals who subsequent to the Merger will be subject to the reporting requirements under 
Section 16(a) of the Exchange Act, the Company shall administer the Company Stock Plans. 
where applicable, in a manner that complies with Rule 16b-3 promulgated under the Exchange 
Act. This Section 7.10 shall not limit any reserved right contained in any Plan to amend, modify. 
suspend, revoke or terminate any such plan. program, agreement or arrangement. 
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Section 7.1 1 Expenses. Subject to Section 9.3, all costs and expenses incurred in 
connection with this Agreement and the transactions contemplated hereby shall be paid by the 
party incurring such expenses. 

Section 7.12 Further Assurances. Each party will, and will cause its Subsidiaries to, 
execute such further documents and instruments and, subject to the last sentence of Section 7.3 
take such further actions as may reasonably be requested by any other party in order to 
consummate the Mergers in accordance bith the terms hereof. 

Section 7. I 3  Communi@ Involvement. For two years after the Effective Time, Parent 
will make at least $60,000 per year in charitable contributions to the communities served by the 
Company prior to the Merger and otherwise maintain a substantial level of involvement in 
community activities in the State of Mode Island that is similar to, or greater than. the level of 
community development and related actibities carried on by the Company. 

Section 7.14 Financial Sratements to be Provided. Upon Parent’s request, the 
Company shall (i) provide to Parent audited and unaudited financial statements required to be 
included in (a) the proxy statements and the registration statement contemplated by the 
Agreement of Merger, dated as of October 4. 1999, by and between Parent and Fall River Gas 
Company and (b) the proxy statement contemplated by the Agreement and Plan of Merger, dated 
as of November 15, 1999, by and between Parent, GUS Acquisition Corporation and Providence 
Energy Corporation. and (ii) cause its independent accountants to deliver to Parent, Fall River 
Gas Company and Providence Energy Corporation the required consents in connection therewith. 

Section 7.15 Oflcers of Valley Division. From the Effective Time until the earlier of 
their resignation, removal by Parent, or reassignment by Parent in the event of a restructuring of 
the Valley Division, the following individuals shall serve the Valley Division of the New 
England Business Unit of Parent in the following capacities: 

Alfred P. Degen as President and Chief Executive Officer 
Charles K. Meunier as Vice President. Operations 
Richard G. Drolet as Vice President. Information Systems and Corporate Planning 
Sharon Partridge as Vice President. Chief Financial Officer and Treasurer 
Jeffrey P. Polucha as Vice President. Marketing and Development 
James P. Camey as Assistant Vice President, Human Resources 
William D. Mullin as Assistant Vice President, Opentions 
Alan H. Roy as Assistant Vice President, Gas Supply 
Robert A. Young as Assistant Vice President and Chief Engineer 

Parent expressly reserves the right to restructure the operations of the Valley Division or the New 
England Business Unit at any time and from time to time in any manner that it deems appropriate 
in its sole discretion. - 
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ARTICLE VI11 
CONDITIONS 

Section 8.1 Conditions to Each Parry's Obligation to Ef/ect the Mergers. The 
respective obligations of each party to effect the Mergers shall be subject to the satisfaction at or 
prior to the Closing of the following conditions. except, to the extent permitted by applicable 
law, that such conditions may be waived in writing pursuant to Section 9.5 by the joint action of 
the parties hereto: 

(u) Shareholder Approval. The Company Shareholders' Approval shall have been 
obtained. 

(b) No Injunction. No temporary restraining order or preliminary or permanent 
injunction or other order by any federal or state court preventing consummation of the Mergers 
shall have been issued and be continuing in effect, and the Mergers and the other transactions 
contemplated hereby shall not have been prohibited under any applicable federal or state law or 
regulation. 

Section 8.2 Conditions to Obligation of Parent fo Effect the Mergers. The obligation 
of Parent to effect the Mergers shall be further subject to the satisfaction, at or prior to the 
Closing, of the following conditions, except as may be waived by Parent in writing pursuant to 
Section 9.5: 

(a) Performance ofobligations ofthe Company. The Company (and its appropriate 
Subsidiaries) shall have performed in all material respects its agreements and covenants 
contained in or contemplated by this Agreement to be performed by it at or prior to the Effective 
Time. 

(b) Representations and Warranties. The representations and warranties of the 
Company set forth in this Agreement shall be true and correct (i) on and as of the date hereof and 
(ii) on and as of the Closing Date with the same effect as though such representations and 
warranties had been made on and as of the Closing Date (except for representations and 
warranties that expressly speak only as of a specific date or time other than the date hereof or the 
Closing Date, which need only be true and correct as of such date or time) except in the case of 
clauses (i) and (ii) for such failures of representations or warranties to be true and correct 
(without regard to any materiality qualifications contained i3any of such representations or 
warranties) which, individually and in the aggregate, would not be reasonably likely to result in a 
Company Material Adverse Effect. 

(c) Closing Certz3cares. Parent shall have received a certificate signed by an 
authorized officer of the Company, dated the Closing Date, to the effect that the conditions set 
forth in Section 8.2(a) and Section 8.2(b) of this Agreement have been satisfied. 

(d) Statutory Approvals. The Company Required Statutory Approvals, the Parent 
Required Statutory Approvals and all other approvals, consents, opinions or rulings of 
Governmental Authorities required in order to consummate the transactions contemplated 
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hereby, shall have been obtained, such approvals shall have become Final Orders (as defined 
below) and such Final Orders shall not impose terms or conditions which, individually or in the 
aggregate, would be reasonably likely to have a Company Material Adverse Effect or a material 
adverse effect on the business, operations. properties, financial condition or results of operation 
of Parent, or which would otherwise, in the reasonable determination of Parent, be unduly 
burdensome to Parent in a manner that would be, individually or in the aggregate, reasonably 
likely to have, a Company Material Adverse Effect or a material adverse effect on the business, 
operations. properties, financial condition or results of operation of Parent. A “Final Order” 
means an action by a Governmental Authority as to which: (a) no request for stay of the action is 
pending, no such stay is in effect and if any time period is permitted by statute or regulation for 
filing any request for such stay, such time period has passed; (b) no petition for rehearing, 
reconsideration or application for review of the action is pending and the time for filing any such 
petition or application has passed; (c) such Governmental Authority does not have the action 
under reconsideration on its own motion and the time in which such reconsideration is permitted 
has passed; and (d) no appeal to a court. or a request for stay by a court of the Governmental 
Authority‘s action is pending or in effect and the deadline for filing any such appeal or request 
has passed. The applicable waiting period under the Hart-Scott-Rodino Antitrust Improvements 
Act of 1976, as amended, with respect to the transactions contemplated hereby, shall have 
expired or been terminated. 

(e) No Company Material Adverse Effect. No Company Material Adverse Effect 
shall have occurred, and there shall exist no fact or circumstance other than facts and 
circumstances disclosed in the Company SEC Reports delivered to Parent prior to the date of this 
Agreement which is reasonably likely to have a Company Material Adverse Effect. 

It, Company Required Consenrs. Each of the Company Required Consents shall 
have been obtained to the reasonable satisfaction of Parent, other than any such consents which, 
if not obtained, are not. individually or in the aggregate, reasonably likely to result in a Company 
Material Adverse Effect after the Closing. In addition, all consents and approvals required under 
the terms of any note. bond or indenture listed in Section 4.4(b) of the Company Disclosure 
Schedule to which the Company or any of its Subsidiaries is a party, shall have been obtained. 

(& Resignations. Each director of the Company, and each director of the Subsidiaries 
of the Company, shall resign or retire as a director of the applicable entity effective as of the 
Effective Time in accordance with such entity‘s organizational documents and applicable 
provisions of the RIBCA or other applicable state law, as th&ase may be; provided, however, 
that such resignations (but not retirements) shall not cause the termination of any such person’s 
employment as an employee of the Company or its Subsidiaries. 

Tax Good Standing. Letters of Tax Good Standing shall have been obtained for f i )  
the Company and its Subsidiaries from the Rhode Island Department of Taxation. 

(i) Company Bondholders ’ Consent. All holders of each series of First Mortgage 
Bonds issued and outstanding under the Indenlure of First Mortgage, dated as of December 15, 
1992, between Valley, the Company, as Guarantor, and State Street Bank and Trust Company, as 
Trustee, and all holders of each series of debentures issued and outstanding under the Indenture 
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between the Company and Mellon Bank. N.A.. dated as of September I ,  1997. each as amended 
or supplemented from time to time, shall have consented to such amendments to such Indentures 
as requested by Parent. 

0) 

Section 8.3 

Legislative Actions. The Legislative Actions shall have been completed 

Conditions to Obligation ofrhe Company to Effect the Mergers. The 
obligation of the Company to effect the Mergers shall be further subject to the satisfaction, on or 
prior to the Closing Date, of the following conditions, except as may be waived by the Company 
in writing pursuant to Section 9.5: 

(a) Performance of Obligations of Parent. Parent shall have performed in all material 
respects its agreements and covenants contained in or contemplated by this Agreement to be 
performed by it at or prior to the Effective Time. 

(b) Representations and Warranties. The representations and warranties of Parent set 
forth in this Agreement shall be true and correct (i) on and as of the date hereof and (ii) on and as 
of the Closing Date with the same effect as though such representations and warranties had been 
made on and as of the Closing Date (except for representations and warranties that expressly 
speak only as of a specific date or time other than the date hereof or the Closing Date, which 
need only be true and correct as of such date or time) except in the case of clauses (i) and (ii) for 
such failures of representations or warranties to be true and correct (without regard to any 
materiality qualifications contained in any of such representations and warranties) which, in the 
aggregate, would not be reasonably likely to result in a Parent Material Adverse Effect. 

(c) Statutory Approvals. The Company Required Statutory Approvals and the Parent 
Required Statutory Approvals shall have been obtained. The applicable waiting period under the 
Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, with respect to the 
transactions contemplated hereby, shall have expired or been terminated. 

(d) Closing Certificates. The Company shall have received a certificate signed by an 
authorized officer of Parent, dated the Closing Date. to the effect that the conditions set forth in 
Section 8.3(a) and Section 8.3(b) of this Agreement have been satisfied. 

ARTICLE IX 
TERMINATION, AMENDMENT &D WAIVER 

Section 9.1 
Closing Date, whether before or after approval by the shareholders of the Company contemplated 
by this Agreement: 

Terminufion This Agreement may be terminated at any time prior to the 

(a) 

(b) 

by mutual written consent of the Company and Parent; 

by any party hereto. by written notice to the other parties, if 
the Effective Time shall not have occurred on or before the date that is 15 
months from the date hereof (the "Initial Termination Date"); provided, 
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however, that if on the Initial Termination Date the conditions to the 
Closing set forth in Section 8.2(d), 8.3(c) or 8.2Q) shall not have been 
fulfilled but all other conditions to the Closing shall be fulfilled or shall be 
capable of being fulfilled, then the Initial Termination Date shall be 
extended to the 18-month anniversary of the date hereof; and erovided, 
further, that the right to terminate this Agreement under this Section 9 . 1 0  
shall not be available to any party whose failure to fulfill any obligation 
under this Agreement or whose breach of any agreement or covenant has 
been the cause of, or resulted directly or indirectly in, the failure of the 
Effective Time to occur on or before the Initial Termination Date or as it 
may be so extended; 

(c) by any party hereto, by written notice to the other parties, if 
the Company Shareholders’ Approval shall not have been obtained at a 
duly held Company Special Meeting, including any adjournments thereof, 
by the Initial Termination Date; 

(d) by any party hereto, by written notice to the other parties if 
any state or federal law, order, rule or regulation is adopted or issued, 
which has the effect of prohibiting the Mergers, or by any party hereto if 
any court of competent jurisdiction in the United States or any State shall 
have issued an order, judgment or decree permanently restraining, 
enjoining or otherwise prohibiting the Mergers, and such order, judgment 
or decree shall have become final and nonappealable; 

(e) by the Company prior to the time at which the Company 
Shareholders’ Approval shall have been obtained, upon five days’ prior 
written notice to Parent, if the Board of Directors of the Company 
determines in good faith that termination of this Agreement is necessary 
for the Board of Directors of the Company to act in a manner consistent 
with its fiduciary duties to shareholders under applicable law by reason of 
an Alternative Proposal meeting the requirements of Section 6.2 having 
been made; provided that 

(A) the Board of Directors of the Company shall determine based 
on advice of outside counsel with respect to the Board of Directors’ 
fiduciary duties that notwithstanding a binding commitment to 
consummate an agreement of the nature of this Agreement entered into in 
the proper exercise of its applicable fiduciary duties, and notwithstanding 
all concessions which may be offered by Parent in negotiation entered into 
pursuant to Section 6.2(b), it is necessary pursuant to such fiduciary duties 
that the directors reconsider such commitment as a result of such 
Alternative Proposal; 

- 

- (B) the other provisions of Section 6.2(b) have been complied 
with by the Company; and 
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(C) the Company's ability to terminate this Agreement pursuant to 
Section 9.l(e) is conditioned upon the payment by the Company to Parent 
of the amounts owed by it pursuant to Section 9.3; 

(0 by the Company, by written notice to Parent. if (i)  there 
exist breaches of the representations and warranties of Parent made herein 
as of the date hereof which breaches. individually or in the aggregate, 
would or would be reasonably likely to result in a Parent Material Adverse 
Effect, and such breaches shall not have been remedied within 20 days 
after receipt by Parent of notice in writing from the Company, specifying 
the nature of such breaches and requesting that they be remedied. or 
(ii) Parent shall have failed to perform and comply with. in all material 
respects, its agreements and covenants hereunder, and such failure to 
perform or comply shall not have been remedied within 20 days after 
receipt by Parent of notice in writing from the Company, specifying the 
nature of such failure and requesting that it be remedied; 

(8) by Parent, by written notice to the Company, if (i) there 
exist breaches of the representations and warranties of the Company made 
herein as of the date hereof which breaches, individually or in the 
aggregate, would or would be reasonably likely to result in a Company 
Material Adverse Effect, and such breaches shall not have been remedied 
within 20 days after receipt by the Company of notice in writing from 
Parent, specifying the nature of such breaches and requesting that they be 
remedied, (ii) the Company (or its appropriate Subsidiaries) shall not have 
performed and complied with its agreements and covenants contained in 
Sections 6.l(b) and 6.l(c) or shall have failed to perform and comply With, 
in all material respects, its other agreements and covenants hereunder, and 
such failure to perform or comply shall not have been remedied within 20 
days after receipt by the Company of notice in writing from Parent, 
specifying the nature of such failure and requesting that it be remedied, or 
(iii) the Board of Directors of the Company or any committee thereof (A) 
shall withdraw or modify or proposes to withdraw or modify in any 
manner adverse to Parent its approval or recommendation of this 
Agreement or the transactions contemplated hereby. B) shall fail to 

two days of such request, (C) shall approve or recommend any acquisition 
of the Company or any of its Subsidiaries or a material portion of their 
respective assets or any tender offer for the shares of capital stock of the 
Company or any of its Subsidiaries or any other Alternative Proposal. in 
each case by a party other than Parent or any of its Affiliates, (D) causes 
the Company or any of its Subsidiaries to enter into a definitive agreement 
related to the Alternative Proposal or (E) shall resolve to take any of the 
actions specified in clause (A), (B). (C) or (D); or 

reaffirm such approval or recommendation upon Par 5 nt's request within 
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(h) by Parent, by written notice to Company, if a third party, 
including a group (as defined under the Exchange Act), acquires securities 
representing greater than 50% of the voting power of the outstanding 
voting securities of Company. 

Section 9.2 Effect of Termination. In the event of termination of this Agreement by 
either the Company or Parent pursuant to Section 9.1, there shall be no liability on the part of any 
party or its Affiliates, shareholders, officers or directors, agents or other representatives 
hereunder; provided, however, that (i) any fee payable under Section 9.3 is paid to Parent and (ii) 
no such termination shall relieve any party of liability for any claims, damages or losses suffered 
by the other party as a result of the negligent or willful failure of a party to perform any 
obligations required to be performed by it hereunder on or prior to the date of termination and 
(iii) the agreement contained in the last sentence of Section 7 .  I(a) and Sections 7.11, 9.3. 10.3. 
10.4, 10.5, 10.6. 10.7, 10.8. 10.9 and 10.10 shall survive any termination of this Agreement. 

Section 9.3 Terminarion Fee; Expenses 

(a) The Company shall pay Parent a fee of $5.0 million in cash (“Termination Fee”) 
upon the termination of this Agreement by the Company pursuant to Section 9.l(e) or by Parent 
pursuant to Section 9.l(g)(iii) or 9.l(h). 

(7~) Liquidated Damages; Prompt Puymenr. The parties agree that the agreements 
contained in this Section 9.3 are an integral pan of the transactions contemplated by the 
Agreement and constitute liquidated damages and not a penalty. If the Company fails to pay 
promptly to Parent the fee due under Section 9.3. in addition to any amounts paid or payable 
pursuant to Section 9.3, the Company shall pay the costs and expenses (including legal fees and 
expenses) in connection with any action, including the filing of any lawsuit or other legal action, 
taken to collect payment, together with interest on the amount of any unpaid fee at the prime rate 
published in The Wall Street Journal on the date (or preceding business day if such date is not a 
business day) such fee was required to be paid. compounded on a daily basis using a 360-day 
year. 

Section 9.4 Amendmenf. This Agreement may be amended by the Boards of Directors 
of the parties hereto, at any time before or after approval hereof by the shareholders of the 
Company and prior to the Effective Time, but after such approvals, no such amendment shall 
(a) alter or change the amount of the Merger Consideration, (b) alter or change any of the 
terms and conditions of this Agreement if any of the alterations or changes, alone or in the 
aggregate, would materially adversely affect the rights of holders of Company capital stock, 
except for alterations or changes that could otherwise be adopted by the Board of Directors of the 
Company, without the further approval of such shareholders. This Agreement may not be 
amended except by an instrument in writing si-med on behalf of each of the parties hereto. 

Section 9.5 Waiver. At any time prior to the Effective Time, the parties hereto may (a) 
extend the time for the performance of any of the obligations or other acts of the other parties 
hereto, (b) waive any inaccuracies in the representations and warranties contained herein or in 
any document delivered pursuant hereto and (c) waive compliance with any of the agreements or 
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conditions contained herein. to the extent permitted by applicable law. Any agreement on the 
part of a party hereto to any such extension or waiver shall be valid if set forth in an instrument in 
writing signed on behalf of such party. Except as otherwise expressly provided in this 
Agreement, neither the failure nor any delay on the part of any party to exercise any right, power 
or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or 
waiver of any such right, power or privilege preclude any other or further exercise thereof, or the 
exercise of any other right, power or privilege available to each party at law or in equity. 

ARTICLE X 
GENERAL PROVISIONS 

Section 10.1 Non-survival. All representations, warranties and agreements in this 
Agreement shall not survive the Merger, except as otherwise provided in this Agreement and 
except for the agreements contained in this Section 10.1, in Articles I and I1 and in Sections 7.5, 
7.11.9.3, 10.3, 10.4, 10.5, 10.6, 10.7, 10.8. 10.9and 10.10. 

Section 10.2 Brokers. The Company represents and warrants that, except for 
PaineWebber Incorporated whose fees have been disclosed to Parent prior to the date hereof, no 
broker, finder or investment banker is entitled to any brokerage, finder’s or other fee or 
commission in connection with the Mergers or the transactions Contemplated by this Agreement 
based upon arrangements made by or on behalf of the Company or any of its Subsidiaries. Parent 
represents and warrants that no broker, finder or investment banker is entitled to any brokerage, 
finder’s or other fee or commission in connection with the Mergers or the transactions 
contemplated by this Agreement based upon arrangements made by or on behalf of Parent. 

Section 10.3 Notices. All notices and other communications hereunder shall be in 
writing and shall be deemed given if (a) delivered personally, (b) sent by reputable overnight 
courier service on the business day after mailing, (c) telecopied (which is confirmed) (if 
confinned during business hours) at the time of such confirmation or (if confirmed outside of 
business hours) the next business day or (d) mailed by registered or certified mail (return receipt 
requested) five days after being so mailed, in each case to the parties at the following addresses 
(or at such other address for a party as shall be specified by like notice): 

(i) If to the Company, to: 

Valley Resources, Inc. 
1595 Mendon Road 
P.O. Box 7900 
Cumberland, Rhode Island 06144 
Attention: Sharon Partridge 

Telephone: (401) 334-1 188 
Telecopy: (401) 334-9135 
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Vice President. Chief Financial Officer, Secretary and Treasurer 
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with a copy to: 

Edwards and Angell, LLP 
5 I John F. Kennedy Parkway 
Short Hills, New Jersey 07078 
Attention: Christine M. Marx, Esq. 
Telephone: (973) 921-5219 
Telecopy: (973) 376-3380 

If to Parent or Merger Sub, to: (ii) 

Southern Union Company 
504 Lavaca Street, Suite 800 
Austin, Texas 78701 
Attention: Peter H. Kelley 

Telephone: (512) 370-8307 
Telecopy: (5 12) 477-3879 

President and Chief Operating Officer 

with a copy to: 

Hughes Hubbard & Reed LLP 
One Battery Park Plaza 
New York, New York 10004 
Attention: Kenneth A. Lefkowitz, Esq. 
Telephone: (212) 837-6557 
Telecopy: (212) 422-4726 

Section 10.4 Miscellaneous. This Agreement (including the documents and instruments 
referred to herein) (a) constitutes the entire agreement and supersedes all other prior agreements 
and understandings, both written and oral, among the parties, or any of them, with respect to the 
subject matter hereof other than the Confidentiality Agreement; and (b) shall not be assigned by 
operation of law or otherwise without the prior written consent of the other parties hereto. Any 
assignment in violation of the terms of this Agreement shall be null and void ab initio. This 
Agreement shall be construed in accordance with and governed by the laws of the State of 
New York (without regard to its principles of conflicts of la9other than Sections 5-1401 and 5- 
1402 of the New York General Obligations Law), including dl matters of construction, validity 
and performance, except to the extent that the terms and consummation of the Mergers are 
subject to the Delaware General Corporation Law or the RIBCA, in which case such laws shall 
govern. 

Section 10.5 Interpretation. When a reference is made in this Agreement to Sections or 
Exhibits, such reference shall be to a Section or Exhbit of this Agreement, respectively, unless 
otherwise indicated. The table of contents and headings contained in this Agreement are for 
reference purposes only and shall not affect in any way the meaning or interpretation of this 
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Agreement. Whenever the words “include.” “includes” or “including” are used in this 
Agreement, they shall be deemed to be followed by the words “without limitation.” 

Section 10.6 .Counterparts: Effect. This Agreement may be executed in one or more 
counterparts, each of which shall be deemed to be an original, but all of which shall constitute 
one and the same agreement. 

Section 10.7 Parties in Interest. This Agreement shall be binding upon and inure solely 
to the benefit of each party hereto and their respective successors and permitted assigns. and, 
except for rights of Indemnified Parties as set forth in Section 7.5, nothing in this Agreement. 
express or implied, is intended to confer upon any other person any rights or remedies of any 
nature whatsoever under or by reason of this Agreement. 

Section 10.8 Waiver ofJury Trial. Each party to this Agreement waives, to the fullest 
extent permitted by applicable law, any right it may have to a trial by jury in respect of any 
action, suit or proceeding arising out of this Agreement. 

Section 10.9 Enforcement. The parties agree that irreparable damage would occur in 
the event that any of the provisions of this Agreement were not performed in accordance with 
their specific terms or were otherwise breached. It is accordingly agreed that the parties shall be 
entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce 
specifically the terms and provisions of this Agreement in any court of the United States located 
in the State of Rhode Island or in the Southern District of New York in the county of New York 
and the borough of Manhattan, or in Rhode Island state court or in New York state court in the 
county of New York and the borough of Manhattan, this being in addition to any other remedy to 
which they are entitled at law or in equity. In addition, each of the parties hereto (a) consents to 
submit itself to the personal jurisdiction of any federal court located in the State of Rhode Island 
or in the Southern District of New York in the county of New York and the borough of 
Manhattan, or any Rhode Island state court or in any New York state court in the county of New 
York and the borough of Manhattan in the event any dispute arises out of this Agreement or any 
of the transactions contemplated by this Agreement, (b) agrees that it will not attempt to deny 
such personal jurisdiction by motion or other request for leave from any such court and (c) agrees 
that it will not bring any action relating to this Agreement or any of the transactions contemplated 
by this Agreement in any court other than a federal or state court sitting in the State of Rhode 
Island or in the county of New York and the borough of Manhattan. 

% 
Section 10.10 Consfruction ofilgreement. The terms and provisions of this Agreement 

represent the results of negotiations between the parties and their representatives, each of which 
has been represented by counsel of its own choosing, and neither of which has acted under duress 
or compulsion, whether legal, economic or otherwise. Accordingly, the terms and provisions of 
this Agreement shall be interpreted and construed in accordance with their usual and customary 
meanings. and each of the parties hereto hereby waives the application in connection with the 
interpretation and construction of this Agreement of any rule of law to the effect that ambiguous 
or conflicting terms or provisions contained in this Agreement shall be interpreted or construed 
against the party whose attorney prepared the executed draft or any earlier draft of this 
Agreement. 
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IN WITNESS WHEREOF, the Company, Parent and Merger Sub have caused this 
Agreement to be signed by their respective officers thereunto duly authorized as of the date first 
written above. 

VALLEY RESOURCES, INC. 

By: 
Name: Al&d P. d&en 
Title: President &i Chief Executive Officer 

SOUTHERN UNION COMPANY 

Name: Peter H. Kelley 
Title: President and Chief Operating Officer 

SUG ACQULSITION CORPORATION 

Name: Peter H. Kelley 
Title: President 

48 



IN WITNESS WREREOF, tha Company, Parait and Merger Sub have caused this 
Agreement to k signed by thcu respective officers thermmo duly authorized as of the date first 
wittenabove. 

VALLEY RESOURCES, PIC. 

By: 
Name: Alfred P. Degea 
Title: Presidcnt and Chief Executive OiEccr 

SOUTHERN UNION COMPANY - 
Title: P r a i a  and Chief operaring Officer 

SUO ACQUISITION CORPORATION 

Title: Resident 

LEGAL APPfiOVAL I 
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AGREEMENT OF MERGER 

This AGREEMENT OF MERGER (this “Agreement”) is made as of the 4th day of 
October, 1999, by and between SOUTHERN UNION COMPANY, a Delaware corporation 
(“SUG), and FALL RIVER GAS COMPANY, a Massachusetts corporation CFAL”). 

RECITALS 

WHEREAS, the Board of Directors of each of SUG and FAL has approved and deems it 
advisable and in the best interests of their respective stockholders to consummate the merger of 
FAL with and into SUG upon the terms and subject to the conditions set forth herein; and 

WHEREAS, in furtherance thereof, the Board of Directors of each of SUG and FAL has 
approved this Agreement and the merger of FAL with and into SUG, with SUG being the 
surviving corporation (the “Merger”); 

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and 
agreements herein contained, and intending to be legally bound hereby, SUG and FAL hereby 
agree as follows: 

ARTICLE I 
DEFINITIONS 

Section 1.1 Certain Defined Terms. For purposes of this Agreement, the following 
terms have the meanings specified or referred to in this Article I (such definitions to be equally 
applicable to both the singular and plural forms of the terms defined): 

“Acquired Companies”--FAL and its Subsidiaries, collectively, and each, an “Acquired 
Company.” 

“@?liure”--with respect to any Person. any other Person that directly, or through one or 
more intermediaries, controls or is controlled by or is under common control with such first 
Person. As used in this definition, “control” (including with correlative meanings, “controlled 
by” and “under common control with”) shall mean possession, directly or indirectly, of power to 
direct or cause the direction of management or policies (whether through ownership of securities 
or partnership or other ownership interests, by contract or o&rwise). 

“Applicuble Confrucf”--any Contract (a) under which any Acquired Company has any 
rights, (b) under which any Acquired Company has any obligation or liability, or (c) by which 
any Acquired Company or any of the assets owned or used by it is bound. 

“Average Trading Price”--of SUG Common Stock, as of any date, will equal the average 
of the reported closing market prices of such stock for the ten consecutive trading days ending on 
the third trading day prior to such date (counting from and including the trading day immediately 
preceding such date). The closing market price for each day in question will be the last sale 
price, regular way or, if no such sale takes place on such day, the average of the closing bid and 
WbNY992090.199 
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asked prices, regular way, in either case as reported in the principal consolidated transaction 
reporting system of the principal national securities exchange on which SUG Common Stock is 
listed or admitted to trading. 

“CERCLA”-the Comprehensive Environmental Response, Compensation and Liability 
Act of 1980, as amended. 

“Closing Dare”--the date on which the Closing actually takes place. 

“ConrracP’--any agreement, contract. document, instrument, obligation, promise or 
undertaking (whether written or oral) that is legally binding. 

“DGCL”--the Delaware General Corporation Law. 

“Encumbrance”--any charge, adverse claim, lien, mortgage, pledge, security interest or 
other encumbrance. 

“Environmenr”--soiI, land surface or subsurface strata, surface waters (including 
navigable waters, ocean waters, streams, ponds, drainage basins, and wetlands), groundwaters, 
drinking water supply, stream sediments, ambient air (including indoor air), plant and animal 
life, and any other environmental medium or narural resource. 

“Environmenfd Law”--any Legal Requirement that requires or relates to: 

(a) advising appropriate authorities, employees, and the public of intended or 
actual releases of pollutants or hazardous substances or materials, violations of discharge 
limits, or other prohibitions and of the commencements of activities, such as resource 
extraction or construction, that could have significant impact on the Environment; 

(b) preventing or reducing to acceptable levels the release of pollutants or 
hazardous substances or materials into the Environment; 

(c) reducing the quantities, preventing the release, or minimizing the 
hazardous characteristics of wastes that are generated; 

(d) reducing to acceptable levels the risks inherent in the transportation of 
hazardous substances, pollutants, oil, or other potentially harmful; or 

(e) making responsible parties pay private parties, or groups of them, for 
damages done to their health or the Environment, or permitting self-appointed 
representatives of the public interest to recover for injuries done to public assets or for 
damages to natural resources. 

“ERISA”--the Employee Retirement Income Security Act of 1974, as amended, or any 
successor law, and regulations and rules issued pursuant to that act or any successor law. 
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“Exchange Ad--the Securities Exchange Act of 1934, as amended, or any successor law, 
and regulations and rules issued by the SEC pursuant to that act or any successor law. 

“Facilities”--any real property, leaseholds, or other interests currently or formerly owned 
or operated by any Acquired Company and any buildings, plants, structures, or equipment 
(including motor vehicles, tank cars, and rolling stock) currently or formerly owned or operated 
by any Acquired Company. 

“FAL Balance Sheet”--the audited consolidated balance sheet of the Acquired Companies 
at September 30, 1998 (including the notes thereto), provided by FAL to SUG as part of the FAL 
Financial Statements. 

“FAL Common Stock’--the common stock, par value $.83’/, per share, of FAL. 

“FAL Disclosure Schedule”--the disclosure schedule delivered by FAL to SUG 
concurrently with the execution and delivery of this Agreement. 

“FAL Material Adverse E’ecr’’--a material adverse effect (i) on the business, operations, 
financial condition or results of operations of FAL and its Subsidiaries, taken as a whole, or (ii) 
on the ability of FAL and its Subsidiaries to consummate the Merger in accordance with this 
Agreement. 

“FAL Permitted Liens”--Encumbrances securing Taxes, assessments, governmental 
charges or levies, or the claims of materialmen. mechanics, carriers and like persons, all of which 
are not yet due and payable or which are being contested in good faith, Encumbrances (other 
than any Encumbrance imposed by ERISA) incurred on deposits made in the Ordinary Course of 
Business in connection with worker’s compensation, unemployment insurance or other types of 
social security; the Encumbrances created by the Indenture of First Mortgage, dated as of 
December 1, 1952, between FAL and State Street Bank and Trust Company, successor in interest 
to the First National Bank of Boston, successor by merger to Old Colony Trust Company, as 
Trustee, as amended or supplemented from time to time; in the case of leased real property, 
Encumbrances (not attributable to an Acquired Company as lessee) affecting the landlord‘s (and 
any underlying landlord’s) interest in any leased real property; and such other Encumbrances 
which are not, individually or in the aggregate, reasonably likely to have a FAL Material 
Adverse Effect. 

% 
“Final Order”--an action by a Governmental Body as to which: (a) no request for stay of 

the action is pending, no such stay is in effect and if any time period is permitted by statute or 
regulation for filing any request for such stay, such time period has passed; (b) no petition for 
rehearing, reconsideration or application for review of the action is pending and the time for 
filing any such petition or application has passed (c) such Governmental Body does not have the 
action under reconsideration on its own motion and the time in which such reconsideration is 
permitted has passed; and (d) no appeal to a court, or a request for stay by a court of the 
Governmental Body’s action is pending or in effect and the deadline for filing any such appeal or 
request has passed. 
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“GAP”--generally accepted United States accounting principles, applied on a consistent 
basis. 

“Governmental Authorization”--any approval, consent, license, franchise, certificate of 
public convenience and necessity, permit, waiver or other authorization issued, granted, given, or 
otherwise made available by or under the authority of any Governmental Body or pursuant to any 
Legal Requirement. 

“Governmental Body”--any: 

(a) 
any nature; 

(b) 

nation, state, county, city, town, village, district or other jurisdiction of 

federal, state, county, local, municipal or other government; 

(c) governmental or quasi-governmental authority of any nature (including 
any governmental agency, branch, department, official or entity and any court or other 
tribunal); or 

(d) body exercising, or entitled to exercise, any administrative, executive, 
judicial, legislative, police, regulatory or taxing authority or power of any nature. 

“Hazurdous Activiry”--the distribution, generation, handling, importing, management, 
manufacturing, processing, production, refinement, Release, storage, transfer, transportation, 
treatment, or use (including any withdrawal or other use of groundwater) of Hazardous Materials 
in, on, under, about, or from the Facilities or any part thereof into the Environment, any other act, 
business, operation, or thing that increases the danger, or risk of danger, or poses an unreasonable 
risk of harm to persons or property on or off the Facilities, or that may affect the value of the 
Facilities or the Acquired Companies. 

“Hazurdous Mareriuls”--any waste or other substance that is listed, defined, designated, 
or classified as, or otherwise determined to be, hazardous, radioactive, or toxic or a pollutant or a 
contaminant under or pursuant to any Environmental Law, including any admixture or solution 
thereof, and specifically including petroleum and all derivatives thereof or synthetic substitutes 
therefor and asbestos or asbestos-containing materials. 

“HSR Act’--the Hart-Scott-Xodino Antitrust Improvthents Act of 1976, as amended, or 
any successor law, and regulations and rules issued by the US. Department of Justice or the 
Federal Trade Commission pursuant to that act or any successor law. 

“IRC--the Internal Revenue Code of 1986, as amended. 

“IW--the Internal Revenue Service or any successor agency. 

“Knowledge”--an individual will be deemed to have “Knowledge” of a particular fact or 
other matter if such individual is actually aware of such fact or other matter. A Person (other 

4 
WbNY99205’0.199 
VI4 



than an individual) will be deemed to have “Knowledge” of a particular fact or other matter if 
any individual who is serving as a director or officer of such Person or any material Subsidiary of 
it or other management employee with direct responsibility for such particular fact or other 
matter of such Person or any material Subsidiary of it (or in any similar capacity) has actual 
knowledge of such fact or other matter. 

Legal Requiremenr”--any federal, state, county, local, municipal, foreign, international, 
multinational, or other administrative order, constitution, law, ordinance, principle of common 
law, regulation, rule, tariff, franchise agreement, statute or treaty. 

“ 

“Marerial Connucr”--a Contract involving a total commitment by or to any party thereto 
of at least $65,000 on an annual basis or at least $250,000 on its remaining term which cannot be 
terminated on no more than sixty (60) days’ notice without penalty or additional cost to the 
Acquired Company as the terminating party. 

“MBCL”--the Massachusetts Business Corporation Law. 

“Order”--any award, decision, decree, injunction, judgment, order, writ, ruling, subpoena, 
or verdict entered, issued, made, or rendered by any court, administrative agency, or other 
Governmental Body or by any arbitrator. 

“Ordinary Course ofBusiness”--an action taken by a Person will be deemed to have been 
taken in the “Ordinary Course of Business” only if: 

(a) such action and authorization therefor is consistent with the past practices 
of such Person and is taken in the ordinary course of the normal day-to-day operations of 
such Person; and 

(b) such action is not required by law to be authorized by the board of 
directors (or similar authority) of such Person or of such Person’s parent company (if 
any). 

“Organizational Documents”--(a) the articles or certificate of incorporation or 
organization and the bylaws of a corporation; (b) the partnership agreement and any statement of 
partnership of a general Partnership; (c) the limited partnership agreement and the certificate of 
limited partnership of a limited partnership; (d) the certifiyte of formation and the members, 
operating or similar agreement of a limited liability company; (e) any charter or similar 
document adopted or filed in connection with the creation, formation or organization of a Person; 
and (0 any amendment to any of the foregoing. 

“Person”-any individual, corporation (including any non-profit corporation), general or 
limited partnership, limited liability company, joint venture, estate, trust, association, 
organization, labor union, organized group of persons, entity of any other type, or Governmental 
Body. 
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“Proceeding”--any action, arbitration. hearing, litigation or suit (whether civil, criminal, 
administrative, investigative, or informal) commenced, brought, conducted, or heard by or 
before, or otherwise involving, any Governmental Body or arbitrator. 

“PUHCA”--the Public Utility Holding Company Act of 1935, as amended, or any 
successor law, and regulations and rules issued by the SEC pursuant to that act or any successor 
law. 

“Related Documents”--any Contract provided for in this Agreement to be entered into by 
one or more of the parties hereto or their respective Subsidiaries in connection with the Merger. 

“Release”--any spilling, leaking, emitting, discharging, depositing, escaping, leaching, 
dumping, or other releasing into the Environment, whether intentional or unintentional. 

“Represenrative”--with respect to a particular Person, any director, officer, employee, 
agent, consultant, advisor, or other representative of such Person, including legal counsel, 
accountants, and financial advisors. 

“SEC-the United States Securities and Exchange Commission or any successor agency. 

“Securities Act”--the Securities Act of 1933, as amended, or any successor law, and 
regulations and rules issued by the SEC pursuant to that act or any successor law. 

“Subsidiq”--with respect to any Person (the “Owner”), any Person of which securities 
or other interests having the power to elect a majority of that other Person’s board of directors or 
similar governing body, or otherwise having the power to direct the business and policies of that 
corporation or other Person (other than securities or other interests having such power only upon 
the happening of a contingency that has not occurred) are held by the Owner or one or more of its 
Subsidiaries; when used without reference to a particular Person, “Subsidiary” means a 
Subsidiary of FAL. 

“SUG Balance Sheet”--the audited consolidated balance sheet of SUG at June 30, 1999 
(including the notes thereto), provided by SUG to FAL as part of the SUG Financial Statements. 

“SUG Common Stock?--the common stock, par value $1 .OO per share, of SUG. 

“SUG Disclosure Schedule”--the disclosure s c h e h e  delivered by SUG to FAL 
concurrently with the execution and delivery of this Agreement. 

“SUG Material Adverse Effect’--a material adverse effect (i) on the business, operations, 
financial condition or results of operations of SUG and its Subsidiaries, taken as a whole, or (ii) 
on the ability of SUG to consummate the Merger in accordance with this Agreement. 

“Tar”--any tax (including any income tax, capital gains tax, value-added tax, sales and 
use tax, franchise tax, payroll tax, withholding tax or property tax), levy, assessment, tariff, duty 
(including any customs duty), deficiency, franchise fee or payment, payroll tax, utility tax, gross 
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receipts tax or other fee or payment, and any related charge or amount (including any fine, 
penalty, interest or addition to tax), imposed, assessed or collected by or under the authority of 
any Governmental Body or payable pursuant to any tax-sharing agreement or any other Contract 
relating to the sharing or payment of any such tax, levy, assessment, tariff, duty, deficiency or 
fee. 

“Tax Refurn”--any return (including any information return), report, statement, schedule, 
notice, form, or other document or information filed with or submitted to, or required to be filed 
with or submitted to, any Governmental Body in connection with the determination, assessment, 
collection, or payment of any Tax or in connection with the administration, implementation, or 
enforcement of or compliance with any Legal Requirement relating to any Tax. 

“Threutened”--a claim, Proceeding. dispute, action, or other matter will be deemed to 
have been “Threatened” if any demand or statement has been made (orally or in writing) or any 
notice has been given (orally or in writing), or if any other event has occurred or any other 
circumstance exists, that would lead a director, officer or management employee of a comparable 
gas distribution company to conclude that such a claim, Proceeding, dispute, action, or other 
matter is likely to be asserted, commenced. taken or otherwise pursued in the future. 

Section 1.2 Other Defined Terms. In addition to the terms defined in Section 1.1, 
certain other terms are defined elsewhere in this Agreement as indicated below and, whenever 
such terms are used in this Agreement, they shall have their respective defined meanings. 

Term 
Agreement 

Business Combination 

Cash Consideration 

Cash Election 

Cash Election Number 
Cash Election Shares 

Cash Fraction 

Certificates 

Closing 

Confidentiality Agreement 

Dissenting Shares 

Effective Time 

Election Deadline 

Section 

Introductory Paragraph 

4 . 1 ( ~ 4 )  

3.l(a) 

3.l(b) 

3.l(b) 

3.l(c) 

3.l(c) 

3.2(c) 

2.3 

6 .  I(c)(l) 
3.3 

% 

2.2 

3.2(b) 
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Employees 

Exchange Ratio 

FAL 

6.2(b) 

3.l(a) 

Introductory Paragraph 

FAL Benefit Plans 5.18(a) 

FAL Commonly Controlled Entity 5.18(e) 

FAL Financial Statements 

FAL Meeting 

FAL Proxy Statement 
FAL SEC Documents 5.9 

FAL Stockholders’ Approval 

Form of Election 

5.24 

3.2(b) 

Indemnified Parties 9.l(a) 

Initial Termination Date 

Maximum Value 

Merger 

Merger Consideration 

Minimum Value 

NYSE 

Paying Agent 

PBGC 

PEI 

PEI Merger Agreement 

Registration Statement 

Rule 145 Affiliates 

8.l(k) 

3.l(a) 

Recitals 

3.l(a) 

3.l(a) 

3.l(e) 

3.2(a) 

4.14(b) 

4.2 

4.2 

4.18 ‘ 6.l(k) 

Rule 145 Letters 6.1 (k) 

Stock Consideration 3.l(a) 

SUG Introductory Paragraph 

SUG Benefit Plans 4.14(a) 

SUG Commonly Controlled Entity 4.14(d) 
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SUG Financial Statements 4.9 

SUG SEC Documents 4.9 

Superior Proposal 6.l(h)(4) 

Surviving Corporation 2.1 

Third Party Beneficiary 10.1 1 

Total Consideration 3.l(e) 

ARTICLE I1 
THE MERGER OTHER TRANSACTIONS 

Section2.1 The Merger. Upon the terms and subject to the conditions of this 
Agreement, at the Effective Time, FAL will be merged with and into SUG in accordance with 
the laws of the State of Delaware and the Commonwealth of Massachusetts. SUG will be the 
surviving corporation in the Merger (the “Surviving Corporation”) and will continue its corporate 
existence under the laws of the State of Delaware. The Merger will have the effect as provided 
in the applicable provisions of the DGCL and the MBCL. Without limiting the generality of the 
foregoing, upon the Merger, all the rights, privileges, immunities, powers and franchises of FAL 
and SUG will vest in the Surviving Corporation and all obligations, duties, debts and liabilities 
of FAL and SUG will be the obligations, duties, debts and liabilities of the Surviving 
Corporation. 

Section 2.2 Effective Time of the Merger. On the Closing Date, with respect to the 
Merger, (i) a duly executed certificate of merger complying with the requirements of the DGCL 
will be executed and filed with the Secretary of State of the State of Delaware and (ii) duly 
executed articles of merger complying with the requirements of the MBCL will be filed with the 
Secretary of State of the Commonwealth of Massachusetts. The Merger will become effective 
upon filing the certificate of merger with the Secretary of State of the State of Delaware and the 
articles of merger with the Secretary of State of the Commonwealth of Massachusetts (the 
“Effective Time”). 

Section 2.3 Closing. Unless this Agreement has been terminated and the transactions 
contemplated herein have been abandoned pursuant to &le VI11 hereof, the closing of the 
transactions contemplated by this Agreement (the “Closing”) will take place at 1O:OO a.m., 
Eastern Time, on the Closing Date to be specified by the parties, which shall be no later than the 
tenth business day after satisfaction or waiver of all of the conditions set forth in Article VI1 
hereof (other than Sections 7.l(a), 7.l(b), 7.l(c), 7.l(f), 7.l(g), 7.l(h), 7.l(k), 7.1(1), 7.2(a), 
7.2(b), 7.2(c), 7.2(e), 7.2(f) and 7.2(h), which shall be satisfied or waived on the Closing Date) at 
the offices of Hughes Hubbard & Reed LLP, New York, counsel to SUG, unless another date or 
place is agreed to in writing by the parties hereto. 
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Section 2.4 Certificate of Incorporation; Bylaws. Pursuant to the Merger, the 
Restated Certificate of Incorporation of SUG, as in effect immediately prior to the Effective 
Time, shall be the Certificate of Incorporation of the Surviving Corporation until thereafter 
amended as provided by law and (ii) the bylaws of SUG as in effect immediately prior to the 
Effective Time, shall be the bylaws of the Surviving Corporation until thereafter amended as 
provided by law. 

Section 2.5 Directors and Officers. The directors and officers of SUG immediately 
prior to the Effective Time will be the directors and officers of the Surviving Corporation, each 
to hold office in accordance with the Certificate of Incorporation and bylaws of the Surviving 
Corporation. 

ARTICLE 111 
CONVERSION OF SHARES 

Section 3.1 Effect of the Merger. As of the Effective Time, by virtue of the Merger 
and without any action on the part of the holders of any shares of FAL Common Stock 

(a) Each issued and outstanding share of FAL Common Stock (other than 
Dissenting Shares) will be converted into the right of each holder thereof to receive (i) that 
number of fully paid and nonassessable shares of SUG Common Stock (the “Stock 
Consideration”) equal to $23.50 divided by the Exchange Ratio rounded to the nearest hundred- 
thousandth or (ii) upon a valid Cash Election as provided in Section 3.1(b), $23.50 in cash (the 
“Cash Consideration”), subject to the limitations set forth in Section 3.l(b), 3.l(c), and 3.l(e). In 
the case of the consideration to be received by the holders of FAL Common Stock in the 
aggregate, “Merger Consideration” shall mean the Cash Consideration together with the Stock 
Consideration. In the case of the consideration to be received by an individual holder of FAL 
Common Stock, “Merger Consideration” shall mean the Cash Consideration andor the Stock 
Consideration to be received by such holder, as the case may be. 

“Exchange Ratio” shall mean the Average Trading Price of SUG Common Stock as of 
the Closing Date. Notwithstanding the foregoing, if the Exchange Ratio as calculated pursuant 
to the preceding sentence and without regard to this sentence (i) is less than the Minimum Value, 
then the Exchange Ratio will be equal to the “Minimum Value,” or (ii) is greater than the 
“Maximum Value,” then the Exchange Ratio will be equal to the “Maximum Value.” 
“Minimum Value” will be $16.875 and “Maximum Value” All be $19.6875. 

(b) Subject to the immediately following sentence and to Section 3.l(c) and 
3.l(e), each record holder of shares of FAL Common Stock immediately prior to the Effective 
Time shall be entitled to elect to receive cash for all or any part of such shares of FAL Common 
Stock (a “Cash Election”). Notwithstanding the foregoing, the aggregate number of shares of 
FAL Common Stock that may be converted into the right to receive cash consideration shall not 
exceed the Cash Election Number. To the extent not covered by a properly given Cash Election. 
all shares of FAL Common Stock issued and outstanding immediately prior to the Effective 
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Time shall, except as provided in Section ;.l(g), be converted solely into shares of SUG 
Common Stock. 

“Cash Election Number” shall equal, subject to reduction pursuant to Section 
3.l(e), the amount by which (i) 50% of the number of shares of FAL Common Stock outstanding 
immediately prior to the Effective Time, exceeds (ii) the sum of (a) the number of shares of FAL 
Common Stock to be exchanged for cash in lieu of fractional shares pursuant to Section 3.l(g), 
and (b) the number of Dissenting Shares. 

(c) If the aggregate number of shares of FAL Common Stock covered by Cash 
Elections (the “Cash Election Shares”) exceeds the Cash Election Number, each Cash Election 
Share shall be converted into (i) the right to receive an amount in cash, without interest, equal to 
the product of (a) $23.50 and (b) a fraction (the “Cash Fraction”), the numerator of which shall 
be the Cash Election Number and the denominator of which shall be the total number of Cash 
Election Shares, and (ii) a number of shares of SUG Common Stock equal to the product of (a) 
$23.50 divided by the Exchange Ratio and (b) a fraction equal to one minus the Cash Fraction. 

(d) 

(e) 

SUG will make all computations to give effect to this Section 3.1. 

If, after having made the calculation under Section 3.l(b), the value of the 
SUG Common Stock (excluding fractional shares to be paid in cash) to be issued in the Merger, 
valued at the lesser of the Average Trading Price as of the Closing Date and the closing price of 
SUG Common Stock on the last trading day before the Closing Date (or, if determined to be 
more appropriate to ensure the status of the Merger as a reorganization under Section 
368(a)(l)(A) of the IRC, the trading price as of the time of the Closing), as reported on the New 
York Stock Exchange (‘?rlYSE), is less than 50% of the total consideration to be paid in 
exchange for the shares of FAL Common Stock (including, without limitation, the amount of 
cash to be paid in lieu of fractional shares and treating any Dissenting Shares as having been 
exchanged for the Cash Consideration) (the “Total Consideration”), then the Cash Election 
Number shall be reduced to the extent necessary so that the value of the SUG Common Stock to 
be issued in the Merger (as determined above) is 50% of the Total Consideration. 

(f) Each holder of FAL Common Stock shall surrender all such holder’s 
certificates formerly representing ownership of FAL Common Stock in the manner provided in 
Section 3.2. All such shares of FAL Common Stock, when so converted, shall no longer be 
outstanding and shall be canceled and automatically conkrted into the right to receive the 
Merger Consideration (and cash in lieu of fractional shares) therefor upon the surrender of such 
certificate in accordance with Section 3.2. Any payment made pursuant to this Section 3.1 shall 
be made net of applicable withholding taxes to the extent such withholding is required by law. 

(g) No fractional share of SUG Common Stock shall be issued in connection 
with the Merger. Each holder of shares of FAL Common Stock shall be entitled to receive in 
lieu of any fractional share of SUG Common Stock to which such holder otherwise would have 
been entitled pursuant to this Section 3.1 (after taking into account all shares of FAL Common 
Stock then held of record by such holder) a cash payment in an amount equal to the product of 
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(i) the fractional interest of a share of SUG Common Stock to which such holder otherwise 
would have been entitled and (ii) the closing price of a share of SUG Common Stock on the 
NYSE on the trading day immediately prior to the Effective Time. Payment of such amounts 
shall be made by SUG.~ 

Section 3.2 Exchange of FAL Common Stock Certificates. 

SUG’s registrar and transfer agent, or such other bank or trust company as 
may be selected by SUG and be reasonably acceptable to FAL, will act as paying agent (“Paying 
Agent”) for the holders of FAL Common Stock in connection with the Merger, pursuant to an 
agreement providing for the matters set forth in this Section 3.2 and such other matters as may be 
appropriate and the terms of which shall be reasonably satisfactory to SUG and FAL. 

(a) 

(b) (i) Not fewer than 15 business days prior to the Closing Date, SUG will 
cause the Paying Agent to mail a form of election (the “Form of Election”) to holders of record 
of shares of FAL Common Stock (as of a record date as close as practicable to the date of 
mailing). In addition, the Paying Agent will use its reasonable efforts to make the Form of 
Election available to the Persons who become stockholders of FAL during the period between 
such record date and the Election Deadline. Any election to receive Cash Consideration 
contemplated by Section 3.l(b) will have been properly made only if the Paying Agent shall have 
received at its designated office or offices, by 4:OO pm., Eastern Time, on the third business day 
prior to the Closing Date (the “Election Deadline”), a Form of Election properly completed, as 
set forth in such Form of Election. An election may be revoked only by written notice received 
by the Paying Agent prior to the Election Deadline. In addition, all elections shall automatically 
be revoked if the Paying Agent is notified by SUG and FAL that the Merger has been abandoned. 
SUG shall have the discretion, which it may delegate in whole or in part to the Paying Agent, to 
determine whether Forms of Election have been properly completed, signed and submitted or 
revoked pursuant to this Section 3.2(b), and to disregard immaterial defects in Forms of Election. 
The decision of SUG (or the Paying Agent, as the case may be) in such matters shall be 
conclusive and binding. 

(c) At the Effective Time of the Merger, SUG will instruct the Paying Agent 
to promptly, and in any event not later than three (3) business days following the Effective Time, 
mail (and to make available for collection by hand) to each holder of record of a certificate or 
certificates. which immediately prior to the Effective Time represented outstanding shares of 
FAL Common Stock (the “Certificates”), whose shares of I%L Common Stock were converted 
pursuant to Section 3.l(a) into the right to receive the Merger Consideration (and cash in lieu of 
fractional shares) (i) a letter of transmittal (which shall specify that delivery shall be effected, and 
risk of loss and title to the Certificates shall pass, only upon delivery of the Certificates to the 
Paying Agent and shall be in such form and have such other provisions as SUG may reasonably 
specify) and (ii) instructions (which shall provide that at the election of the surrendering holder 
Certificates may be surrendered, and payment therefor collected, by hand delivery) for use in 
effecting the surrender of the Certificates in exchange for payment of the Merger Consideration 
(and cash in lieu of fractional shares). Upon surrender of a Certificate for cancellation to the 
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Paying Agent or to such other agent or agents as may be appointed by SUO, together with such 
letter of transmittal, duly executed, the holder of such Certificate shall be entitled to receive in 
exchange therefor the Merger Consideration for each share of FAL Common Stock formerly 
represented by such Certificate (and cash in lieu of fractional shares), to be mailed (or made 
available for collection by hand if so elected by the surrendering holder) within three (3) business 
days of receipt thereof, and the Certificate so surrendered shall forthwith be canceled. If 
payment of the Merger Consideration (and cash in lieu of fractional shares) is to be made to a 
Person other than the Person in whose name the surrendered Certificate is registered, it shall be a 
condition of payment that the Certificate so surrendered shall be properly endorsed or shall be 
otherwise in proper form for transfer and that the Person requesting such payment shall have paid 
any transfer and other Taxes required by reason of the payment of the Merger Consideration (and 
cash in lieu of fractional shares) to a Person other than the registered holder of the Certificate 
surrendered or shall have established to the satisfaction of the Surviving Corporation that such 
Tax either has been paid or is not applicable. Until surrendered as contemplated by this Section 
3.2, each Certificate (other than Certificates representing FAL Common Stock held by SUG or 
Dissenting Shares) shall be deemed at any time after the Effective Time to represent only the 
right to receive the Merger Consideration (and cash in lieu of fractional shares) as contemplated 
by this Section 3.2. 

(d) In the event any Certificate shall have been lost, stolen or destroyed, upon 
the making ofan affidavit of that fact by the Person claiming such Certificate to be lost, stolen or 
destroyed, the Paying Agent will issue in exchange for such lost, stolen or destroyed Certificate 
the Merger Consideration (and cash in lieu of fractional shares) deliverable in respect thereof as 
determined in accordance with this Article III, provided that the Person to whom the Merger 
Consideration (and cash in lieu of fractional shares) is paid shall, as a condition precedent to the 
payment thereof, give the Paying Agent a bond in such sum as it may ordinarily require and 
indemnify the Surviving Corporation in a manner satisfactory to it against any claim that may be 
made against the Surviving Corporation with respect to the Certificate claimed to have been lost, 
stolen or destroyed. 

(e) After the Effective Time, the stock transfer books of FAL shall be closed 
and there shall be no transfers on the stock transfer books of the Surviving Corporation of shares 
of FAL Common Stock that were outstanding immediately prior to the Effective Time. If, after 
the Effective Time, Certificates are presented to the Surviving Corporation, they shall be 
canceled and exchanged for the Merger Consideration (and liash in lieu of fractional shares) as 
provided in this Article III. 

(t) The Surviving Corporation shall not be liable to any holder of F AL 
Common Stock for Merger Consideration (and cash in lieu of fractional shares) delivered to a 
public official pursuant to any applicable abandonment, escheat or similar law. Any amounts 
remaining unclaimed by holders of any such shares of FAL Common Stock seven years after the 
Effective Time (or such earlier date immediately prior to the time at which such amounts would 
otherwise escheat to or become property of any Governmental Body) shall, to the extent 
permitted by applicable law, become the property of the Surviving Corporation, free and clear of 
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any claims or interest of any such holders or their successors, assigns or personal representatives 
previously entitled thereto. 

Section 33  Dissenting Shares. Notwithstanding any provision of this Agreement to 
the contrary, the shares of any holder of FAL. Common Stock who has demanded and perfected 
appraisal rights for such shares in accordance with the MBCL and who, as of the Effective Time, 
has not effectively withdrawn or lost such appraisal rights (“Dissenting Shares”), shall not be 
converted into or represent a right to receive the Merger Consideration (and cash in lieu of 
fractional shares) pursuant to Section 3.1,  but the holder thereof shall only be entitled to such 
rights as are granted by the MBCL. Notwithstanding the foregoing, if any holder of shares of 
FAL. Common Stock who demands appraisal of such shares under the MBCL shall effectively 
withdraw the request for appraisal or lose the right to appraisal, then, as of the later of the 
Effective Time and the occurrence of such event, such holder’s shares shall automatically be 
converted into and represent only the right to receive the Merger Consideration and cash in lieu 
of fractional shares, without interest thereon, upon surrender of the certificate representing such 
shares. FAL shall give SUG prompt notice of any demands received by FAL for appraisal of 
FAL Common Stock, and, prior to the Effective Time, SUG shall have the right to participate in 
all negotiations and proceedings with respect to such demands. Prior to the Effective Time, FAL 
shall not, except with the prior written consent of SUG, make any payment with respect to or 
offer to settle, any such demands. 

ARTICLE IV 
REPRESENTATIONS AND WARRANTIES OF SUG 

SUG, as to SUG and its Subsidiaries. represents and warrants to FAL that: 

Section 4.1 Organization, Existence and Qualification. SUG is a corporation duly 
incorporated, validly existing, and in good standing under the laws of the State of Delaware, with 
full corporate power and authority to conduct its business as it is now being conducted, to own or 
use the properties and assets that it purports to own or use, to perform its obligations under all 
Contracts to which it is a party, and to execute and deliver this Agreement. SUG is duly 
qualified to do business as a foreign corporation and is in good standing under the laws of each 
state or other jurisdiction in which either the ownership or use of the properties owned or used by 
it, or the nature of the business conducted by it, requires such qualification as a foreign 
corporation except for such failures to be so qualified or in good standing as are not, individually 
or in the aggregate, reasonably likely to have a SUG MateridAdverse Effect. 

Section 4.2 Capitalization. As of the date of this Agreement, the authorized capital 
stock of SUG consists of (i) 50,000,000 shares of SUG Common Stock, of which 31,288,321 
shares were issued and 31,236,696 were outstanding on September 30, 1999, and (ii) 1,500,000 
shares of Cumulative Preferred Stock, no par value, none of which are issued or outstanding. 
The issued and outstanding shares of SUG Common Stock have been validly issued and are fully 
paid and nonassessable. The shares of SUG Common Stock to be issued as the Merger 
Consideration have been duly authorized and when issued and delivered in accordance with the 
terms of this Agreement, will have been validly issued and will be fully paid and nonassessable 
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and the issuance thereof is not subject to any preemptive or other similar right. Except as 
specifically described in the SUG SEC Documents delivered to FAL prior to the date of this 
Agreement, as of the date of this Agreement, no shares of SUG Common Stock are held, in 
treasury or otherwise, by SUG or any of its Subsidiaries and except as set forth in Section 4.2 of 
the SUG Disclosure Schedule, as of the date of this Agreement, there are no outstanding (i) 
securities convertible into SUG Common Stock or other capital stock of SUG or any of its 
material Subsidiaries, (ii) warrants or options to purchase SUG Common Stock or other 
securities of SUG or any of its material Subsidiaries or (iii) commitments to issue shares of SUG 
Common Stock (other than pursuant to the Merger and other than pursuant to the Agreement of 
Merger, dated as of June 7, 1999 (the “PEI Merger Agreement”), by and between SUG and 
Pennsylvania Enterprises, Inc. (“PEI”)) or other securities of SUG or any of its material 
Subsidiaries. 

Section 4.3 Subsidiaries; Investments. Except as set forth in Section 4.3 of the SUG 
Disclosure Schedule, as of the date of this Agreement, SUG has no Subsidiaries or investments 
in any Person except for marketable securities reflected in the SUG SEC Documents delivered to 
FAL prior to the date of this Agreement, and SUG is the registered owner and holder of all of the 
issued and outstanding shares of capital stock of its Subsidiaries and has good title to such 
shares. The outstanding capital stock of each material Subsidiary of SUG has been validly issued 
and is fully paid and nonassessable. 

Section 4.4 Authority Relative to this Agreement and Binding Effect. The 
execution, delivery and performance of this Agreement and the Related Documents by SUG have 
been duly authorized by all requisite corporate action. The execution, delivery and performance 
of this Agreement and the Related Documents by SUG will not result in a violation or breach of 
any term or provision of, constitute a default, or require a consent, approval or notification, or 
accelerate the performance required under, the Organizational Documents of SUG, any 
indenture, mortgage, deed of trust, security agreement, loan agreement, or other Contract to 
which SUG is a party or by which its assets are bound, or violate any Order, with such 
exceptions as are not, individually or in the aggregate, reasonably likely to have a SUG Material 
Adverse Effect. This Agreement constitutes and the Related Documents to be executed by SUG 
when executed and delivered will constitute valid and binding obligations of SUG, enforceable 
against SUG in accordance with their terms. except as enforceability may be limited by (i) 
bankruptcy or similar laws from time to time in effect affecting the enforcement of creditors’ 
rights generally or (ii) the availability of equitable remedies qnerally. 

Section 4.5 Governmental Approvals. Except as set forth in Section 4.5 of the SUG 
Disclosure Schedule and as required by the HSR Act, no approval or authorization of any 
Governmental Body with respect to performance under this Agreement or the Related 
Documents by SUG is required to be obtained by SUG in connection with the execution and 
delivery by SUG of this Agreement or the Related Documents or the consummation by SUG of 
the transactions contemplated hereby or thereby, the failure to obtain which are, individually or 
in the aggregate, reasonably likely to have a SUG Material Adverse Effect. 
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Section 4.6 Public Utility Holding Company Status; Regulation as a Public 
Utility. SUG is a “gas utility company” (as such term is defined in PUHCA). SUG indirectly 
owns a minority interest in a “foreign utility company” (as such term is defined in PUHCA) that 
is exempt from, and is deemed not to be a public utility company for purposes of, PUHCA 
pursuant to Section 33 thereof with respect to which SUG has filed with the SEC a Form U-57 
notification of foreign utility company status. Except as stated above in this Section 4.6, neither 
SUG nor any of its Subsidiaries is a “holding company,” a “subsidiary company,” a “public 
utility company” or an “affiliate” of a “public utility company,” or a “holding company” within 
the meaning of such terms in PUHCA. 

Section 4.7 Compliance with Legal Requirements; Governmental Authorizations. 

Except as set forth in Section 4.7 of the SUG Disclosure Schedule or 
specifically described in the SUG SEC Documents delivered to FAL prior to the date of this 
Agreement, and subject to Section 4.15 of this Agreement, to the Knowledge of SUG, SUG is 
not in violation of any Legal Requirement that is applicable to it, to the conduct or operation of 
its business, or to the ownership or use of any of its assets, other than such violations, if any, 
which are not, individually or in the aggregate, reasonably likely to have a SUG Material 
Adverse Effect. 

(a) 

(b) The SUG SEC Documents delivered to FAL prior to the date of this 
Agreement accurately describe all material regulation of SUG that relates to the utility business 
of SUG as of the date of this Agreement. Except as set forth in Section 4.7 of the SUG 
Disclosure Schedule, SUG has, and is in material compliance with, all material Governmental 
Authorizations necessary to conduct its business and to own, operate and use all of its assets as 
currently conducted. 

Section 4.8 Legal Proceedings; Orders. Except as set forth in Section 4.8 of the 
SUG Disclosure Schedule or as specifically described in the SUG SEC Documents delivered to 
FAL prior to the date of this Agreement, there is no pending Proceeding: 

(1 )  that has been commenced by or against, or that otherwise relates 
to, SUG or, if the merger with PEI is consummated, PEI, that is reasonably likely 
to have a SUG Material Adverse Effect; or 

(2) as of the date of this Agreemeit, that challenges, or that may have 
the effect of preventing, delaying, making illegal, or otherwise interfering with, 
the Merger or any of the transactions contemplated hereby. 

To the Knowledge of SUG, no such Proceedings, audits or investigations have been Threatened 
that are, individually or in the aggregate, reasonably likely to have a SUG Material Adverse 
Effect. As of the date of this Agreement, SUG is not subject to any Orders that are, individually 
or in the aggregate, reasonably likely to have a SUG Material Adverse Effect. 
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Section 4.9 SEC Documents. SUG has made (and, with respect to such documents 
filed after the date hereof through the Closing Date, will make) available to FAL a true and 
complete copy of each report. schedule, registration statement (other than on Form S-8). and 
definitive proxy statement filed by SUG with the SEC since September 16, 1999 and through the 
Closing Date in substantially the form filed with the SEC (the “SUG SEC Documents”). As of 
their respective dates, the SUG SEC Documents, including without limitation any financial 
statements or schedules included therein, complied (or will comply), in all material respects with 
the requirements of the Securities Act or the Exchange Act, as the case may be, and the rules and 
regulations of the SEC thereunder applicable to such SUG SEC Documents, and did not (or will 
not) contain any untrue statement of a material fact or omit to state a material fact required to be 
stated therein or necessary to make the statements therein, in light of the circumstances under 
which they were made, not misleading. The audited consolidated financial statements and 
unaudited interim financial statements of SUG included in the SUG SEC Documents 
(collectively, the “SUG Financial Statements”) were (or will be) prepared in accordance with 
GAAP applied on a consistent basis (except as may be indicated therein or in the notes thereto 
and except with respect to unaudited statements as permitted by Form IO-Q) and fairly present 
(or will fairly present) in all material respects the financial position of SUG as of the respective 
dates thereof or the results of operations and cash flows for the respective periods then ended, as 
the case may be, subject, in the case of unaudited interim financial statements, to normal, 
recurring adjustments which are not material in the aggregate. 

Section 4.10 Taxes. Except as set forth in Section 4.10 of the SUG Disclosure 
Schedule: 

(a) SUG and its Subsidiaries have timely filed all United States federal, state 
and local income Tax Returns required to be filed by or with respect to them or requests for 
extensions to file such Tax Returns have been timely filed, granted and have not expired, and 
SUG and its Subsidiaries have timely paid and discharged all Taxes due in connection with or 
with respect to the periods or transactions covered by such Tax Returns and have paid all other 
Taxes as are due or made adequate provision therefor in accordance with GAAP except where 
the failures to so file, pay or discharge are not, individually or in the aggregate, reasonably likely 
to have a SUG Material Adverse Effect. As of the date of this Agreement, there are no pending 
audits or other examinations relating to any Tax matters. There are no Tax liens on any assets of 
SUG or its Subsidiaries. As of the date of this Agreement, SUG and its Subsidiaries have not 
granted any waiver of any statute of limitations with respect t ~ ,  or any extension of a period for 
the assessment of, any Tax. The accruals and reserves (including deferred taxes) reflected in the 
SUG Balance Sheet are in all material respects adequate to cover all material Taxes accruable 
through the date thereof (including interest and penalties, if any, thereon and Taxes being 
contested) in accordance with GAAP. 

(b) Neither SUG nor any of its Subsidiaries is obligated under any Contract 
with respect to industrial development bonds or other obligations with respect to which the 
excludability from gross income of the holder for federal or state income tax purposes could be 
affected by the Merger or any of the transactions contemplated by this Agreement. 
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(c) SUG has no present plan or intention after the Merger to ( i )  sell or 
otherwise dispose of any of the assets of the Surviving Corporation, including the assets of FAL 
acquired pursuant to the Merger, except for dispositions made in the ordinary course of business 
or to a corporation controlled by the Surviving Corporation within the meaning of 
Section 368(a)(2)(C) of the IRC, or (ii) reacquire any of the SUG Common Stock included in the 
Merger Consideration, other than repurchases in the open market pursuant to stock repurchase 
plans undertaken for reasons unrelated to the transactions contemplated by this Agreement. 

Section 4.11 Intellectual Property. SUG has no Knowledge of (i) any infringement or 
claimed infringement by it of any patent rights or copyrights of others or (ii) any infringement of 
the patent or patent license rights, trademarks or copyrights owned by or under license to it, 
except for any such infringements of the type described in clause (i) or (ii) that are not, 
individually or in the aggregate, reasonably likely to have a SUG Material Adverse Effect. 

Section 4.12 Contracts. Except as described in Section 4.12 of the SUG Disclosure 
Schedule or as specifically described in the SUG SEC Documents delivered to FAL prior to the 
date of this Agreement, and with such exceptions as are not, individually or in the aggregate, 
reasonably likely to have a SUG Material Adverse Effect, all of SUG’s Contracts are in full force 
and effect and neither SUG nor, to the Knowledge of SUG, any other party thereto is in default 
thereunder nor has any event occurred or is any event occurring that, with notice or the passage 
of time or otherwise, is reasonably likely to give rise to an event of default thereunder by any 
party thereto. 

Section 4.13 Indebtedness. All outstanding principal amounts of indebtedness for 
borrowed money of SUG as of October 1, 1999 are set forth in Section 4.13 of the SUG 
Disclosure Schedule. 

Section 4.14 Employee Benefit Plans. 

(a) Except as set forth in Section 4.14 of the SUG Disclosure Schedule, each 
of the SUG Benefit Plans has been operated and administered in all material respects in 
accordance with its governing documents and applicable federal and state laws (including, but 
not limited to, ERISA and the IRC). For purposes of this Agreement, “SUG Benefit Plans” shall 
mean all employee retirement, welfare, stock option, stock ownership, deferred compensation, 
bonus or other benefit plans, agreements, practices, policies, programs, or arrangements that are 
applicable to any employee, director or consultant of SUG o&ts Subsidiaries or maintained by or 
contributed to by SUG or its Subsidiaries. 

(b) Except as set forth in Section 4.14 of the SUG Disclosure Schedule, as to 
any SUG Benefit Plan subject to Title IV of ERISA, there is no event or condition which 
presents the material risk of plan termination, no accumulated funding deficiency, whether or not 
waived, within the meaning of Section 302 of ERISA or Section 412 of the IRC has been 
incurred for which any liability is outstanding, no reportable event within the meaning of Section 
4043 of ERISA (for which the notice requirements of Regulation $4043 promulgated by the 
Pension Benefit Guaranty Corporation (“PBGC”) have not been waived) has occurred within the 
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last six years, no notice of intent to terminate the SUG Benefit Plan has been given under Section 
4041 of ERISA, no proceeding has been instituted under Section 4042 of ERISA to terminate the 
SUG Benefit Plan, there has been no termination or partial termination of the SUG Benefit Plan 
within the meaning of Section 41 l(d)(3) of the IRC within the last six years, except with respect 
to the conversion of the retirement income pian to a cash balance plan for which full vesting was 
granted with respect to affected employees. no event described in Sections 4062 or 4063 of 
ERISA has occurred, all PBGC premiums have been timely paid and no liability to the PBGC 
has been incurred, except for PBGC premiums not yet due. 

(c) Except as set forth in Section 4.14 of the SUG Disclosure Schedule, each 
tmst fimding a SUG Benefit Plan, which trust is intended to be exempt from federal income 
taxation pursuant to Section 501(c)(9) of the IRC, satisfies the requirements of such section and 
has, whenever required by law, received a favorable determination letter from the IRS regarding 
such exempt status, and to the Knowledge of SUG has not, since receipt of the most recent 
favorable determination letter, been amended or operated in any way which would adversely 
affect such exempt status. 

(d) Except as set forth in Section 4.14 of the SUG Disclosure Schedule, with 
respect to any SUG Benefit Plan or any other ”employee benefit plan” as defined in Section 3(3) 
of ERISA which is established, sponsored, maintained or contributed to, or has been established, 
sponsored, maintained or contributed to or, to the Knowledge of SUG, with respect to any such 
plan which has been established, sponsored. maintained or contributed to within six years prior 
to the Closing Date, by SUG or its Subsidiaries or any corporation, trade, business or entity 
under common control or being a part of an affiliated service group with SUG, within the 
meaning of Section 414(b), (c) or (m) of the IRC or Section 4001 of ERISA (“SUG Commonly 
Controlled Entity”), (i) no withdrawal liability, within the meaning of Section 4201 of ERISA, 
has been incurred, which withdrawal liability has not been satisfied and no such withdrawal 
liability is reasonably expected to be incurred. (ii) no liability under Title IV of ERISA 
(including, but not limited to, liability to the PBGC) has been incurred by SUG or any SUG 
Commonly Controlled Entity, which liability has not been satisfied (other than for PBGC 
premiums not yet due), (iii) no accumulated fimding deficiency, whether or not waived, within 
the meaning of Section 302 of ERISA or Section 412 of the IRC has been incurred for which any 
liability is outstanding, (iv) there has been no failure to make any contribution (including 
installments) to such plan required by Section 302 of ERISA and Section 412 of the IRC which 
has resulted in a lien under Section 302 of ERISA or Sectioq412 of the IRC and for which any 
liability is currently outstanding, (v) to the Knowledge of SUG, no action, omission or 
transaction has occurred with respect to any such plan or any other SUG Benefit Plan which 
could subject SUG or the plan or trust forming a part thereof to a material civil liability or 
penalty under ERISA or other applicable laws. or a material Tax under the IRC, (vi) any such 
plan which is a Group Health Plan has complied in all material respects with the provisions of 
Sections 601-608 of ERISA and Section 4980B of the IRC, (vii) there are no pending or, to the 
Knowledge of SUG, Threatened claims by or on behalf of any such plan or any other SUG 
Benefit Plan, by any employees, former employees or plan beneficiaries covered by such plan or 
otherwise by or on behalf of any person involving any such plan (other than routine non- 
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contested claims for benefits) which could result in a material liability to SUG and its 
Subsidiaries, taken as a whole, and (viii) neither SUG nor any SUG Commonly Controlled Entity 
has engaged in, or is a successor or parent corporation to any entity or person that has engaged 
in, a transaction described in Section 4069 of ERISA. 

(e) The execution and delivery of this Agreement and the consummation of 
the transactions contemplated hereby will not (i)  increase the amount of benefits otherwise 
payable under any SUG Benefit Plan, (ii) result in the acceleration of the time of eligibility to 
participate in any SUG Benefit Plan, or of any payment, exercisability, funding or vesting of any 
benefit under any SUG Benefit Plan, (iii) result in payment becoming due or with respect to any 
current or former employee, director or consultant, or (iv) result in any payment becoming due in 
the event of a termination of employment or service of any employee, director or consultant. 

(f) SUG is not a party to any Contract nor has it established any policy or 
practice, which would require SUG to make a payment or provide any other form of 
compensation or benefit to any Person performing (or who within the past twelve months 
performed) services for SUG during or upon termination of such services which would not be 
payable or provided in the absence of the consummation of the transactions contemplated by this 
Agreement. 

(9) Except as would affect unionized employees and/or retirees who are 
covered by bargaining agreements, if any, and as otherwise set forth in Section 4.14 of the SUG 
Disclosure Schedule, each SUG Benefit Plan which is an “employee welfare benefit plan,” as 
such term is defined in Section 3(1) of ERISA, may be unilaterally amended or terminated in its 
entirety without any liability being incurred by SUG or any Affdiate of SUG, except as to 
benefits accrued thereunder prior to such amendment or termination. 

(h) As of the date of this Agreement, SUG has not contributed nor been 
obligated to contribute to any “multi-employer plan” within the meaning of Section 3(37) of 
ERISA within the last six years and has no outstanding liability with respect to any such plan. 

Section 4.15 Environmental Matters. Except as set forth in Section 4.15 of the SUG 
Disclosure Schedule or as specifically described in the SUG SEC Documents delivered to FAL 
prior to the date of this Agreement, and with such other exceptions as are not, individually or in 
the aggregate, reasonably likely to have a SUG Material Adverse Effect: 

h 
(a) To the Knowledge of SUG, SUG and any Person for whose conduct SUG 

is reasonably likely to be held responsible, is currently and at all times has been, in material 
compliance with any Environmental Law. SUG has not received any Order, notice, or other 
communication from (i) any Governmental Body or private citizen acting in the public interest, 
or (ii) the current or prior owner or operator of any Facilities, of any violation or failure to 
comply with any Environmental Law, or of any obligation to undertake or bear the cost of any 
environmental cleanup, or with respect to any property or Facility at which Hazardous Materials 
generated by SUG or any other Person for whose conduct SUG may be held responsible were 
transported for disposal; and 
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(b) There are no pending or. to the Knowledge of SUG, Threatened claims or 
Encumbrances arising under or pursuant to any Environmental Law with respect to or affecting 
any of the Facilities or any other properties and assets (whether real, personal, or mixed) in 
which SUG has or had a direct or indirect interest (including by ownership or use). 

Section 4.16 No Material Adverse Change. Except as described in the SUG SEC 
Documents that have been provided to FAL prior to the date of this Agreement, since the date of 
the SUG Balance Sheet, there has not been any SUG Material Adverse Effect, and no events 
have occurred or circumstances exist that are, individually or in the aggregate, reasonably likely 
to have a SUG Material Adverse Effect, except that any SUG Material Adverse Effect that 
results from or relates to (a) general business or economic conditions, (b) conditions generally 
affecting the industries in which SUG competes or (c) the announcement of the transactions 
contemplated by this Agreement shall be disregarded. 

Section 1.17 Brokers. SUG is not a party to, or in any way obligated under any 
Contract, and there are no outstanding claims against SUG, for the payment of any broker’s or 
finder’s fees in connection with the origin, negotiation, execution or performance of this 
Agreement. 

Section 4.18 Proxy Statement; Registration Statement. None of the information 
supplied or to be supplied to FAL by or on behalf of SUG for inclusion in the proxy statement, in 
definitive form, relating to the FAL Meeting to be held in connection with the Merger (the “FAL 
Proxy Statement”), or supplied by or on behalf of SUG in the Registration Statement on Form S- 
4 (and any amendments thereto) to be filed by SUG with the SEC pursuant to the Securities Act 
to register the shares of SUG Common Stock constituting the Stock Consideration (the 
“Registration Statement”) will, in the case of the Registration Statement, at the effective time of 
the Registration Statement, at any time the Registration Statement is amended or supplemented, 
at the date the FAL Proxy Statement is first mailed to FAL’s stockholders, at any time the FAL 
Proxy Statement is amended or supplemented. at the time of the FAL Meeting and at the 
Effective Time, and in the case of the FAL Proxy Statement, at the date the FAL Proxy 
Statement is first mailed to FAL’s stockholders. at any time the FAL Proxy Statement is 
amended or supplemented and at the time of the FAL Meeting (giving effect to any documents 
incorporated by reference therein), contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to make the statements 
therein, in light of the circumstances under which they are made, not misleading. The 
Registration Statement will comply as to form and in substance in all material respects with the 
applicable provisions of the Securities Act and the rules and regulations thereunder. 

% 

Section 4.19 No Vote Required. No vote of the holders of any class or series of the 
capital stock of SUG is required to approve this Agreement and the Merger. 

Section 4.20 Disclaimer of Representations and Warranties. EXCEPT FOR THE 
REPRESENTATIONS AND WARRANTIES CONTAINED IN THIS ARTICLE IV, SUG 
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, 
AND SUG HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR 
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WARRANTIES, WHETHER BY SUG, ANY SUBSIDIARY OF SUG, OR ANY OF THEIR 
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR 
REPRESENTATIVES, OR ANY OTHER PERSON, WITH RESPECT TO THIS 
AGREEMENT AND THE TRANSACTIONS CONTEMPLATED HEREBY, 
NOTWITHSTANDING THE DELIVERY OR DISCLOSURE TO FAL OR ANY OF ITS 
DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY 
OTHER PERSON, OF ANY DOCUMENTATION OR OTHER INFORMATION BY SUG, 
ANY SUBSIDIARY OF SUG, OR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS, 
EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, WITH 
RESPECT TO ANY OF THE FOREGOING. 

ARTICLE V 
REPRESENTATIONS AND WARRANTIES OF FAL 

FAL, as to the Acquired Companies, represents and warrants to SUG as follows: 

Section 5.1 Organization, Existence and Qualification. 

(a) Each Acquired Company is a corporation duly incorporated, validly 
existing, and in good standing under the laws of its state of incorporation or organization, with 
full corporate power and authority to conduct its business as it is now being conducted, to own or 
use the properties and assets that it purports to own or use, and to perform all its obligations 
under all Applicable Contracts. Section 5.l(a) of the FAL Disclosure Schedule sets forth the 
name of each Acquired Company, the state or jurisdiction of its incorporation or organization, 
and each state or jurisdiction where such Acquired Company is duly qualified as a foreign 
corporation. Each Acquired Company is duly qualified to do business as a foreign corporation 
and is in good standing under the laws of each state or other jurisdiction in which either the 
ownership or use of the properties owned or used by it, or the nature of the business conducted 
by it, requires such qualification as a foreign corporation except for such failures to be so 
qualified or in good standing as are not. individually or in the aggregate, reasonably likely to 
have a FAL Material Adverse Effect, 

(b) FAL has delivered to SUG copies of the Organizational Documents, as 
currently in effect, of each Acquired Company. 

Section 5.2 Capitalization. The capital stock of W consists of 2,951,334 shares of 
FAL Common Stock, of which 2,220,086 shares are issued and outstanding. The issued and 
outstanding shares of FAL Common Stock have been validly issued and are fully paid and 
nonassessable. Except as specifically described in the FAL SEC Documents delivered to SUG 
prior to the date of this Agreement, no shares of FAL Common Stock are held, in treasury or 
otherwise, by FAL or any of its Subsidiaries and there are no outstanding (i) securities 
convertible into FAL Common Stock or other capital stock of FAL or any of its Subsidiaries, (ii) 
warrants or options to purchase FAL Common Stock or other securities of FAL or any of its 
Subsidiaries or (iii) other commitments to issue shares of FAL Common Stock or other securities 
of FAL or any of its Subsidiaries. 
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Section 5.3 Subsidiaries; Investments. Except as set forth in Section 5.3 of the FAL 
Disclosure Schedule, FAL has no Subsidiaries or investments in any Person (except for 
marketable securities disclosed to SUG prior to the date of this Agreement) and FAL is the 
registered owner and holder of all of the issued and outstanding shares of capital stock of its 
Subsidiaries and has good title to such shares. The outstanding capital stock of each Subsidiary 
has been validly issued and is fully paid and nonassessable. All such capital stock owned by any 
Acquired Company is free and clear of any Encumbrance (except for any Encumbrance disclosed 
in the FAL SEC Documents delivered to SUG prior to the date of this Agreement, or created or 
incurred by this Agreement in favor of SUG, or imposed by federal or state securities laws). 

Section 5.4 Authority Relative to this Agreement and Binding Effect. The 
execution, delivery and performance of this Agreement and the Related Documents by FAL have 
been duly authorized by all requisite corporate action, except, as of the date of this Agreement, 
for the FAL Stockholders’ Approval. Except as set forth in Section 5.4 of the FAL Disclosure 
Schedule, the execution, delivery and performance of this Agreement and the Related Documents 
by FAL will not result in a violation or breach of any term or provision of, or constitute a default, 
require a consent, approval or notification. or accelerate the performance required under, the 
Organizational Documents of any of the Acquired Companies, any indenture, mortgage, deed of 
trust, security agreement, loan agreement, or other Applicable Contract to which any of the 
Acquired Companies is a party or by which its assets are bound, or violate any Order, with such 
exceptions as are not, individually or in the aggregate, reasonably likely to have a FAL Material 
Adverse Effect. This Agreement constitutes and the Related Documents to be executed by any 
of the Acquired Companies when executed and delivered will constitute valid and binding 
obligations of such Acquired Company, enforceable against such Acquired Company in 
accordance with their terms, except as enforceability may be limited by (i) bankruptcy or similar 
laws from time to time in effect affecting the enforcement of creditors’ rights generally or (ii) the 
availability of equitable remedies generally. 

Section 5.5 Governmental Approvals. Except as set forth in Section 5.5 of the FAL 
Disclosure Schedule and as required by the HSR Act, no approval or authorization of any 
Governmental Body with respect to performance under this Agreement or the Related 
Documents by any Acquired Company is required to be obtained by FAL in connection with the 
execution and delivery by FAL of this Agreement or the Related Documents or the 
consummation by the Acquired Companies of the transactions contemplated hereby or thereby, 
the failure to obtain which are, individually or in the aggregqe, reasonably likely to have a FAL 
Material Adverse Effect. 

Public Utility Holding Company Status: Regulation as a Public 
Utility. None of the Acquired Companies is a ”holding company,” a “subsidiary company,” a 
“public utility company,” or an ‘‘afiliate” of a “public utility company” or a “holding company” 
within the meaning of such terms in PUHCA. 

Section 5.6 
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Section 5.7 Compliance with Legal Requirements; Governmental Authorizations. 

Except as set forth in Section 5.7(a) of the FAL Disclosure Schedule or as 
specifically described i n  the FAL SEC Documents delivered to SUG prior to the date of this 
Agreement, and subject to Section 5.19 of this Agreement, to the Knowledge of any Acquired 
Company, no Acquired Company is in violation of any Legal Requirement that is applicable to 
it, to the conduct or operation of its business, or to the ownership or use of any of its assets, other 
than such violations, if any, which are not, individually or in the aggregate, reasonably likely to 
have a FAL Material Adverse Effect. 

(a) 

(b) The FAL SEC Documents delivered to SUG prior to the date of this 
Agreement accurately describe all material regulation of each Acquired Company that relates to 
the utility business of any Acquired Company. Except as set forth on Section 5.7(a) of the FAL 
Disclosure Schedule, each Acquired Company has, and is in material compliance with, all 
material Governmental Authorizations necessary to conduct its business and to own, operate and 
use all of its assets as currently conducted. 

Section 5.8 Legal Proceedings: Orders. Except as set forth in Section 5.8 of the 
FAL Disclosure Schedule or as specifically described in the FAL SEC Documents delivered to 
SUG prior to the date of this Agreement, there is no pending Proceeding: 

(1) that has been commenced by or against, or that otherwise relates 
to, any Acquired Company that is reasonably likely to have a FAL Material 
Adverse Effect; or 

(2) as of the date of this Agreement, that challenges, or that may have 
the effect of preventing, delaying, making illegal, or otherwise interfering with, 
the Merger or any of the transactions contemplated hereby. 

To the Knowledge of FAL, except as set forth in Section 5.8 of the FAL Disclosure Schedule, as 
of the date of this Agreement, no such Proceedings, audits or investigations have been 
Threatened that are, individually or in the aggregate, reasonably likely to have a FAL Material 
Adverse Effect. As of the date of this Agreement, none of the Acquired Companies is subject to 
any Orders that are, individually or in the aggregate, reasonably likely to have a FAL Material 
Adverse Effect. 

% 
Section 5.9 SEC Documents. FAL has made (and, with respect to such documents 

filed after the date hereof through the Closing Date, will make) available to SUG a true and 
complete copy of each report, schedule, registration statement (other than on Form S-8), and 
definitive proxy Statement filed by FAL with the SEC since September 30, 1998 through the 
Closing Date in substantially the form filed with the SEC (the “FAL SEC Documents”). As of 
their respective dates, the FAL SEC Documents, including without limitation any financial 
statements or schedules included therein, complied (or will comply), in all material respects with 
the requirements of the Securities Act or the Exchange Act, as the case may be, and the rules and 
regulations of the SEC thereunder applicable to such FAL SEC Documents, and did not (or will 
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not) contain any untme statement of a material fact or omit to state a material fact required to be 
stated therein or necessary to make the statements therein, in light of the circumstances under 
which they were made, not misleading. The audited consolidated financial statements and 
unaudited interim financial statements of FAL included in the FAL SEC Documents 
(collectively, the “FAL Financial Statements”) were (or will be) prepared in accordance with 
GAAP (except as may be indicated therein or in the notes thereto and except with respect to 
unaudited statements as permitted by Form IO-Q) and fairly present (or will fairly present) in all 
material respects the financial position of FAL and its Subsidiaries, as of the respective dates 
thereof or the results of operations and cash flows for the respective periods then ended, as the 
case may be, subject, in the case of unaudited interim financial statements, to normal, recurring 
adjustments which are not material in the aggregate. 

Section 5.10 Taxes. Except as set forth in Section 5.10 of the FAL Disclosure 
Schedule: 

(a) The Acquired Companies have timely filed all United States federal, state 
and local income Tax Returns required to be filed by or with respect to them or requests for 
extensions to file such Tax Returns have been timely filed, granted and have not expired, and the 
Acquired Companies have timely paid and discharged all Taxes due in connection with or with 
respect to the periods or transactions covered by such Tax Returns and have paid all other Taxes 
as are due or made adequate provision therefor in accordance with GAAP except where failures 
to so file, pay or discharge are not, individually or in the aggregate, reasonably likely to have a 
FAL Material Adverse Effect. There are no pending audits or other examinations relating to any 
Tax matters. There are no Tax liens on any assets of the Acquired Companies. As of the date of 
this Agreement, none of the Acquired Companies has granted any waiver of any statute of 
limitations with respect to, or any extension of a period for the assessment of, any Tax. The 
accruals and reserves (including deferred taxes) reflected in the FAL Balance Sheet are in all 
material respects adequate to cover all material Taxes accruable through the date thereof 
(including interest and penalties, if any, thereon and Taxes being contested) in accordance with 
GAAP. 

(b) None of the Acquired Companies is obligated under any Applicable 
Contract with respect to industrial development bonds or other obligations with respect to which 
the excludability from gross income of the holder for federal or state income tax purposes could 
be affected by the Merger or any of the transactions contemplated by this Agreement. 

h 

Section 5.11 Intellectual Property. No Acquired Company has any Knowledge of (i) 
any infringement or claimed infringement by any Acquired Company of any patent rights or 
copyrights of others or (ii) any infringement of the patent or patent license rights, trademarks or 
copyrights owned by or under license to any Acquired Company, except for any such 
infringements of the type described in clause (i) or (ii) that are not, individually or in the 
aggregate, reasonably likely to have a FAL Material Adverse Effect. 

Section 5.12 Title to Assets. Except ‘(i) as set forth in Section 5.12 of the FAL 
Disclosure Schedule, (ii) as specifically described in the FAL SEC Documents delivered to SUG 
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prior to the date of this Agreement, (iii) as set forth in Section 5.19 of this Agreement or (iv) as 
set forth in Section 5.19 of the FAL Disclosure Schedule, none of the Acquired Companies’ 
assets are subject to any Encumbrance other than FAL Permitted Liens. 

Section 5.13 Indebtedness. All outstanding principal amounts of indebtedness for 
borrowed money of the Acquired Companies as of October 4, 1999 are set forth in Section 5.13 
of the FAL Disclosure Schedule. 

Section 5.14 Machinery and Equipment. Except for normal wear and tear, and with 
such exceptions as are not, individually or in the aggregate, reasonably likely to have a FAL 
Material Adverse Effect, the machinery and equipment of the Acquired Companies necessary for 
the conduct by the Acquired Companies of their respective businesses as presently conducted are 
in good operating condition and in a state of reasonable maintenance and repair. 

Section 5.15 Applicable Contracts. Set forth in Section 5.15(a) of the FAL Disclosure 
Schedule is a list as the date hereof of all Applicable Contracts to which any Acquired Company 
is a party involving a total commitment by or to any party thereto of more than $65,000 on an 
annual basis or more than $250,000 on its remaining term which cannot be terminated on no 
more than sixty (60) days’ notice without penalty or additional cost to the Acquired Company as 
the terminating party. Except as specifically described in the FAL SEC Documents delivered to 
SUG prior to the date of this Agreement, and with such exceptions as are not, individually or in 
the aggregate, reasonably likely to have a FAL Material Adverse Effect, all Applicable Contracts 
of the Acquired Companies are in full force and effect and no Acquired Company nor, to the 
Knowledge of FAL, any other party thereto is in default thereunder nor has any event occurred or 
is any event occurring that with notice or the passage of time or otherwise, is reasonably likely to 
give rise to an event of default thereunder by any party thereto. 

Section 5.16 Insurance. Section 5.16(a) of the FAL Disclosure Schedule sets forth a 
list of all policies of insurance held by the Acquired Companies as of the date of this Agreement. 
Since June 30, 1994, the assets and the business of the Acquired Companies have been 
continuously insured with what FAL believes are reputable insurers against all risks and in such 
amounts normally insured against by companies of the same type and in the same line of 
business as any of the Acquired Companies. As of the date of this Agreement, no notice of 
cancellation, non-renewal or material increase in premiums has been received by any of the 
Acquired Companies with respect to such policies, and no Acquired Company has Knowledge of 
any fact or circumstance that could reasonably be expected to%orm the basis for any cancellation, 
non-renewal or material increase in premiums, except for such cancellations, non-renewals and 
increases which are not, individually or in the aggregate, reasonably likely to have a FAL 
Material Adverse Effect. None of the Acquired Companies is in default with respect to any 
provision contained in any such policy or binder nor has there been any failure to give notice or 
to present any claim relating to the business or the assets of the Acquired Companies under any 
such policy or binder in a timely fashion or in the manner or detail required by the policy or 
binder, except for such defaults or failures which are not, individually or in the aggregate, 
reasonably likely to have a FAL Material Adverse Effect. As of the date of this Agreement, 
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there are no outstanding unpaid premiums (except premiums not yet due and payable), and no 
notice of cancellation or renewal with respect to. or disallowance of any claim under, any such 
policy or binder has been received by the Acquired Companies as of the date hereof, except for 
such non-payments of premiums, cancellations, renewals or disallowances which are not, 
individually or in the aggregate, reasonably likely to have a FAL Material Adverse Effect. 

Section 5.17 Employees. Section 5.17(a) of the FAL Disclosure Schedule sets forth a 
list as of no more than thirty (30) days prior to the date of this Agreement of all the present 
officers and employees of the Acquired Companies, indicating each employee’s base salary or 
wage rate and identifying those who are union employees and those who are part - t‘ m e  
employees. Except as set forth in Section 5.17(b) of the FAL Disclosure Schedule, as of the date 
of this Agreement, no labor union or other collective bargaining unit has been certified or 
recognized by any of the Acquired Companies, and, to the Knowledge of the Acquired 
Companies, as of the date of this Agreement, there are no elections, organizing drives or material 
controversies pending or Threatened between any of the Acquired Companies and any labor 
union or other collective bargaining unit representing any of the Acquired Companies’ 
employees. There is no pending or, to the Knowledge of FAL, Threatened labor practice 
complaint, arbitration, labor strike or other material labor dispute (excluding grievances) 
involving any of the Acquired Companies which are, individually or in the aggregate, reasonably 
likely to have a FAL Material Adverse Effect. Except for collective mgaining agreements or as 
set forth in Section 5.17(c) of the FAL Disclosure Schedule, none of the Acquired Companies is 
a party to any employment agreement with any employee pertaining to any of the Acquired 
Companies. 

Section 5.18 Employee Benefit Plans. 

(a) Each of the FAL Benefit Plans has been operated and administered in all 
material respects in accordance with its governing documents and applicable federal and state 
laws (including, but not limited to, ERISA and the IRC). For purposes of this Agreement, “FAL 
Benefit Plans” shall mean all employee retirement, welfare, stock option, stock ownership, 
deferred compensation, bonus or other benefit plans, agreements, practices, policies, programs, 
or arrangements, that are applicable to any employee, director or consultant of the Acquired 
Companies or maintained by or contributed to by any of the Acquired Companies. 

As to any FAL Benefit Plan subject30 Title IV of ERISA, there is no 
event or condition which presents the material risk of plan th ina t ion ,  no accumulated funding 
deficiency, whether or not waived, within the meaning of Section 302 of ERISA or Section 412 
of the IRC has been incurred for which any liability is outstanding, no reportable event within the 
meaning of Section 4043 of ERISA (for which the notice requirements of Regulation $4043 
promulgated by the PBGC have not been waived) has occurred within the last six years, no 
notice of intent to terminate the FAL Benefit Plan has been given under Section 4041 of ERISA, 
no proceeding has been instituted under Section 4042 of ERISA to terminate the FAL Benefit 
Plan, there has been no termination or partial termination of the FAL Benefit Plan within the 
meaning of Section 41 l(d)(3) of the IRC within the last six years, no event described in Sections 
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4062 or 4063 of ERISA has occurred, all PBGC premiums have been timely paid and no liability 
to the PBGC has been incurred. except for PBGC premiums not yet due. 

(c) There is no matter pending (other than qualification determination 
applications and filings and other required periodic filings) with respect to any of the FAL 
Benefit Plans before the IRS, the Department of Labor, the PBGC or in or before any other 
governmental authority. 

(d) Each trust funding a FAL Benefit Plan, which trust is intended to be 
exempt from federal income taxation pursuant to Section SOl(c)(9) of the IRC, satisfies the 
requirements of such section and has received a favorable determination letter from the IRS 
regarding such exempt status and to the Knowledge of any Acquired Company has not, since 
receipt of the most recent favorable determination letter, been amended or operated in any way 
which would adversely affect such exempt status. 

(e) With respect to any FAL Benefit Plan or any other “employee benefit 
plan” as defined in Section 3(3) of ERISA which is established, sponsored, maintained or 
contributed to, or to the Knowledge of the Acquired Companies, with respect to any such plan 
which has been established, sponsored, maintained or contributed to within six years prior to the 
Closing Date, by the Acquired Companies or any corporation, trade, business or entity under 
common control or being a part of an affiliated service group with any of the Acquired 
Companies, within the meaning of Section 414(b), (c) or (m) of the IRC or Section 4001 of 
ERISA (“FAL Commonly Controlled Entity”), (i) no withdrawal liability, within the meaning of 
Section 4201 of ERISA, has been incurred, which withdrawal liability has not been satisfied and 
no such withdrawal liability is reasonably expected to be incurred, (ii) no liability under Title IV 
of ERISA (including, but not limited to, liability to the PBGC) has been incurred by the 
Acquired Companies or any FAL Commonly Controlled Entity, which liability has not been 
satisfied (other than for PBGC premiums not yet due), (iii) no accumulated funding deficiency, 
whether or not waived, within the meaning of Section 302 of ERISA or Section 412 of the IRC 
has been incurred for which any liability is outstanding, (iv) there has been no failure to make 
any contribution (including installments) to such plan required by Section 302 of ENSA and 
Section 412 of the IRC which has resulted in a lien under Section 302 of ERISA or Section 412 
of the IRC and for which any liability is currently outstanding, (v) to the Knowledge of any 
Acquired Company, no action, omission or transaction has occurred with respect to any such 
plan or any other FAL Benefit Plan which could subject of the Acquired Companies, the 
plan or trust forming a part thereof, or SUG to a material CIVI liability or penalty under ERISA 
or other applicable laws, or a material Tax under the IRC, (vi) any such plan which is a Group 
Health Plan has complied in all material respects with the provisions of Sections 601-608 of 
ERISA and Section 4980B of the IRC, (vii) there are no pending or, to the Knowledge of any 
Acquired Company, Threatened claims by or on behalf of any such plan or any other FAL 
Benefit Plan, by any employees, former employees or plan beneficiaries covered by such plan or 
otherwise by or on behalf of any person involving any such plan (other than routine non- 
contested claims for benefits) which could result in a material liability to the Acquired 
Companies taken as a whole, and (viii) neither the Acquired Companies nor any FAL Commonly 
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Controlled Entity has engaged in, or is a successor or parent corporation to any entity or person 
that has engaged in, a transaction described in Section 4069 of ERISA. 

(0 The execution and delivery of this Agreement and the consummation of 
the transactions contemplated hereby will not (i) increase the amount of benefits otherwise 
payable under any FAL Benefit Plan, (ii) result in the acceleration of the time of eligibility to 
participate in any FAL Benefit Plan, or any payment, exercisability, finding or vesting of any 
benefit under any FAL Benefit Plan, (iii) result in any payment becoming due to or with respect 
to any current or former employee, director or consultant, or (iv) result in any payment becoming 
due in the event of a termination of employment or service of any employee, director or 
consultant. 

(8) None of the Acquired Companies is a party to any Applicable Contract nor 
has it established any policy or practice, which would require it or SUG to make a payment or 
provide any other form of compensation or benefit to any Person performing (or who within the 
past twelve months performed) services for any of the Acquired Companies during or upon 
termination of such services which would not be payable or provided in the absence of the 
consummation of the transactions contemplated by this Agreement. 

(h) Except as would affect unionized employees and/or retirees who had been 
unionized employees, each FAL Benefit Plan which is an “employee welfare benefit plan,” as 
such term is defined in Section 3(1) of ERISA, may be unilaterally amended or terminated in its 
entirety without any liability being incurred by any of the Acquired Companies, SUG or any 
Affiliate of SUG, except as to benefits accrued thereunder prior to such amendment or 
termination. 

(i) None of the Acquired Companies has contributed nor been obligated to 
contribute to any “multi-employer plan” within the meaning of Section 3(37) of ERISA within 
the last six years, and none of the Acquired Companies has any outstanding liability with respect 
to any such plan. 

(j) Section 5.18(j) of the FAL Disclosure Schedule contains a true and 
complete list of each FAL Benefit Plan, and any management, employment, deferred 
compensation, severance (including any payment, right or benefit resulting from a change in 
control), bonus, or other contract for personal services with any current or former officer, director 
or employee, any consulting contract with any person who$rior to entering this such contract 
was a director or officer or owner of 5% or more of the stock of any Acquired Company or 
family member of any such director, officer or stockholder, or any plan, agreement, arrangement 
or understanding similar to any of the foregoing. There are no outstanding options to purchase 
FAL capital stock or other securities. FAL has provided to SUG a complete and correct copy of 
each FAL Benefit Plan (or written summary of any unwritten FAL Benefit Plan), and with 
respect to each FAL Benefit Plan, the current summary plan description, related trust agreements, 
related insurance contracts, the latest IRS determination letter, the last three annual reports on 
Form 5500 series (including all required schedules), and the most recent actuarial report and 
annual financial statements. 
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Section 5.19 Environmental Matters. Except as set forth in Section 5.19 of the FAL 
Disclosure Schedule or as specifically described in the FAL SEC Documents delivered to SUG 
prior to the date of this Agreement, and with such other exceptions as are not, individually or in 
the aggregate, reasonably likely to have a FAL Material Adverse Effect: 

(a) To the Knowledge of any Acquired Company, no Facility owned or 
operated by any Acquired Company is currently, or was at any time, listed on the National 
Priorities List promulgated under CERCLA, or on any comparable state list, and no Acquired 
Company has received any written notification of potential or actual liability or a written request 
for information from any Person under or relating to CERCLA or any comparable Legal 
Requirement with respect to any Acquired Company or the Facilities; 

(b) To the Knowledge of any Acquired Company, each Acquired Company 
and any Person for whose conduct any Acquired Company is reasonably likely to be held 
responsible, is currently and at all times has been, in material compliance with any 
Environmental Law. received any Order, notice, or other 
communication from (i) any Governmental Body or private citizen acting in the public interest, 
or (ii) the current or prior owner or operator of any Facilities, of any violation or failure to 
comply with any Environmental Law, or of any obligation to undertake or bear the cost of any 
environmental cleanup, or with respect to any property or Facility at which Hazardous Materials 
generated by any Acquired Company were transported for disposal; 

No Acquired Company has 

(c) There are no pending or, to the Knowledge of any Acquired Company, 
Threatened claims arising under or pursuant to any Environmental Law with respect to or 
affecting any of the Facilities or any other properties and assets (whether real, personal, or 
mixed) in which any Acquired Company has or had a direct or indirect interest (including by 
ownership or use); and 

(d) FAL has delivered or made available to SUG true and complete copies and 
results of any environmental site assessments, studies, analyses, tests or monitoring possessed by 
any Acquired Company of which any Acquired Company has Knowledge pertaining to 
Hazardous Materials or Hazardous Activities in, on or under the Facilities, or concerning 
compliance by any Acquired Company or any other Person for whose conduct any Acquired 
Company is reasonably likely to be held responsible, with Environmental Laws. 

Section 5.20 No Material Adverse Change. Sincehe date of the FAL Balance Sheet, 
except as specifically described in the FAL SEC Documents delivered to SUG prior to the date 
of this Agreement, there has not been any FAL Material Adverse Effect, and no events have 
occurred or circumstances exist that are, individually or in the aggregate, reasonably likely to 
have a FAL Material Adverse Effect, except that any FAL Material Adverse Effect that results 
from or relates to (a) general business or economic conditions, (b) conditions generally affecting 
the industries in which the Acquired Companies compete or (c) the announcement of the 
transactions contemplated by this Agreement shall be disregarded. 

30 
w6-NY992090.199 
VI4 



Section 5.21 Brokers. No Acquired Company is a party to, or in any way obligated 
under any Applicable Contract, and there are no outstanding claims against any Acquired 
Company, for the payment of any broker’s or finder’s fees in connection with the origin, 
negotiation, execution or performance of this Agreement. 

Section 5.22 Regulatory Proceedings. Except as set forth in Section 5.22 of the FAL 
Disclosure Schedule, other than purchase gas adjustment provisions, none of FAL or its 
Subsidiaries all or part of whose rates or services are regulated by a Governmental Body (a) has 
rates that have been or are being collected subject to refund, pending final resolution of any rate 
proceeding pending before a Governmental Body or on appeal to the courts, or (b) is a party to 
any rate proceeding before a Governmental Body that are, individually or in the aggregate, 
reasonably likely to result in any Orders having a FAL Material Adverse Effect. 

Section 5.23 Proxy Statement; Registration Statement. None of the information 
supplied or to be supplied by or on behalf of the Acquired Companies in either the FAL Proxy 
Statement or supplied or to be supplied by the Acquired Companies to SUG for inclusion in the 
Registration Statement, will, in the case of the Registration Statement, at the effective time of the 
Registration statement, at any time the Registration Statement is amended or supplemented, at 
the date the FAL Proxy Statement is first mailed to FAL’s stockholders, at any time the FAL 
Proxy Statement is amended or supplemented, at the time of the FAL Meeting and at the 
Effective Time, and in the case of the FAL Proxy Statement, at the date the FAL Proxy 
Statement is first mailed to FAL’s stockholders, at any time the FAL Proxy Statement is 
amended or supplemented and at the time of the FAL Meeting (giving effect to any documents 
incorporated by reference therein), contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to make the statements 
therein, in light of the circumstances under which they are made, not misleading. The FAL 
Proxy Statement will comply as to form and in substance in all material respects with the 
applicable provisions of the Exchange Act and the rules and regulations thereunder. 

Section 5.24 Vote Required. Other than the approval of the Merger by the holders of 
two thirds of the outstanding shares of FAL Common Stock entitled to vote on the question (the 
“FAL Stockholders’ Approval”), no vote of the holders of any class or series of the capital stock 
of any Acquired Company is required to approve this Agreement and the Merger. 

Section 5.25 Opinion of Financial Advisor. FAL has provided SUG a copy of the 
opinion of Legg Mason Wood Walker, Incorporated, dated A of the date hereof, with respect to 
the Merger Consideration to be received by the holders of FAL Common Stock pursuant to the 
transactions contemplated by this Agreement. 

Section 5.26 Disclaimer of Representations and Warranties. EXCEPT FOR THE 
REPRESENTATIONS AND WARRANTIES CONTAINED IN THIS ARTICLE V, FAL 
MAKES NO OTHER REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, 
AND FAL HEREBY DISCLAIMS ANY SUCH OTHER REPRESENTATIONS OR 
WARRANTIES, WHETHER BY FAL, ANY SUBSIDIARY OF FAL, OR ANY OF THEIR 
RESPECTIVE OFFICERS, DIRECTORS, EMPLOYEES, AGENTS OR 
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REPRESENTATIVES, OR ANY OTHER PERSON, WITH RESPECT TO THIS 
AGREEMENT AND THE TRANSACTIONS CONTEMPLATED HEREBY, 
NOTWITHSTANDING THE DELIVERY OR DISCLOSURE TO SUG OR ANY OF ITS 
DIRECTORS, OFFICERS, EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY 
OTHER PERSON, OF ANY DOCUMENTATION OR OTHER INFORMATION BY FAL, 
ANY SUBSIDIARY OF FAL, OR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS, 
EMPLOYEES, AGENTS OR REPRESENTATIVES, OR ANY OTHER PERSON, WITH 
RESPECT TO ANY OF THE FOREGOING. 

ARTICLE VI 
COVENANTS 

Section 6.1 
covenants and agreements: 

Covenants of FAL. FAL agrees to observe and perform the following 

(a) Conduct of the Business Prior to the Closing Date. With respect to the 
Acquired Companies, except (i) as contemplated in this Agreement, (ii) as required by law or 
regulation, or (iii) as otherwise expressly consented to in writing by SUG which consent shall not 
be unreasonably withheld or delayed, prior to the Closing, FAL will cause each Acquired 
Company to: 

(1) Not make or permit any material change in the general nature of its 
business; 

(2) Maintain its Ordinary Course of Business in accordance with 
prudent business judgment and consistent with past practice and policy, and 
maintain its assets in good operating repair, order and condition, reasonable wear 
and tear excepted, subject to retirements in the Ordinary Course of Business; 

(3) Preserve the Acquired Company as an ongoing business and use 
reasonable efforts to maintain the goodwill associated with the Acquired 
Company; 

(4) Preserve all of the Acquired Companies’ fianchises, tariffs, 
certificates of public convenience and necessity, licenses, authorizations and other 
governmental rights and permits; 5r 

( 5 )  

(6 )  

Not enter into any material transaction or Material Contract; 

Not purchase, sell, lease, dispose of or otherwise transfer or make 
any contract for the purchase, sale, lease, disposition or transfer of, or subject to 
lien, any of the assets of the Acquired Company other than in the Ordinary Course 
of Business; 
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(7) Not hire any new employee unless such employee is a bona fide 
replacement for a presently-filled position with the Acquired Company as of the 
date hereof; 

(8) Not file any material applications, petitions, motions, orders, 
briefs, settlement or agreements in any material Proceeding before any 
Governmental Body which involves any Acquired Company, and appeals related 
thereto; 

(9) Not engage in or modify, except in the Ordinary Course of 
Business, any material intercompany transactions involving any other Acquired 
Company; 

(IO) Not voluntarily change in any material respect or terminate any 
insurance policies disclosed on Section 5.16(a) of the FAL Disclosure Schedule 
that presently are in effect unless equivalent coverage is obtained; 

(1 1) Except as disclosed or specifically contemplated in this Agreement 
or in Section 6.l(a)(11) of the FAL Disclosure Schedule, and with respect to 
budgeted expenditures known and specifically disclosed in writing to SUG, 
subject to adjustments in the Ordinary Course of Business and other deviations 
(which in the aggregate shall not exceed 5% on an annualized basis during the 
period from the date of this Agreement until the Closing Date), not make any 
capital expenditure or capital expenditure commitment; 

(12) Not make any changes in financial policies or practices, or 
strategic or operating policies or practices, in each case which involve any 
Acquired Company; 

(13) Comply in all material respects with all applicable material Legal 
Requirements and permits. including without limitation those relating to the filing 
of reports and the payment of Taxes due to be paid prior to the Closing, other than 
those contested in good faith; 

(14) Not adopt, amend (other than amendments that reduce the amounts 
payable by SUG or any of its Subsidiaries qr amendments required by law) or 
assume an obligation to contribute to any FAL Benefit Plan or collective 
bargaining agreement or enter into any employment, consulting, severance or 
similar Contract with any Person (including without limitation, contracts with 
management of any Acquired Company or any of its Affiliates that might require 
payments be made upon consummation of the transactions contemplated hereby) 
or amend any such existing contracts; 

(15) Except in the Ordinary Course of Business or as required by the 
terms of any existing Contract. FAL Benefit Plan or collective bargaining 
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agreement, not grant any increase or change in total compensation, benefits or pay 
any bonus to any employee, director or Consultant; 

(16) Not grant or enter into or extend the term of any Contract with 
respect to continued employment or service for any employee, officer, director or 
consultant; 

(17) Not make any loan or advance to any Person other than to any 
officer, director, stockholder or employee in the Ordinary Course of Business; 

(18) Not terminate any existing gas purchase, exchange or 
transportation contract necessary to supply firm gas at all city gate delivery points 
or enter into any new contract for the supply, transportation, storage or exchange 
of gas with respect to the Acquired Companies’ regulated gas distribution 
operations or renew or extend or negotiate any existing contract providing for the 
same where such contract is not terminable within sixty (60) days without 
penalty; 

(1 9) 

(20) 

Not amend any of its Organizational Documents; and 

Subject to Section 6.1(1), not issue or assume any note, debenture 
or other evidence of indebtedness which by its terms does not mature within one 
year from the date of execution or issuance thereof, unless otherwise redeemable 
or subject to prepayment at any time at the option of the Acquired Company on 
not more than thirty (30) days notice without penalty for such redemption or 
prepayment. 

(b) Customer Notifications. At any time and from time to time reasonably 
requested by SUG prior to the Closing Date, each Acquired Company will permit SUG at F a ’ s  
expense to insert preprinted single-page customer education materials into billing documentation 
to be delivered to customers affected by this Agreement; provided, however, that FAL has 
reviewed in advance and consented to the content of such materials, which consent shall not be 
unreasonably withheld or delayed. Other means of notifying customers may be employed by 
either party, at the expense of the initiating party, but in no event shall any notification be 
initiated Without the prior consent of the other party (which consent shall not be unreasonably 
withheld or delayed). % 

(c) Access to the Acquired Companies’ Offices, Properties and Records; 
Updating Information. 

(1) From and after the date hereof and until the Closing Date, the 
Acquired Companies shall permit SUG and its Representatives to have, on 
reasonable notice and at reasonable times, reasonable access to such of the offices, 
properties and employees of the Acquired Companies, and shall disclose, and 
make available to SUG and its Representatives all books, papers and records to 
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the extent that they relate to the ownership, operation, obligations and liabilities of 
or pertaining to the Acquired Companies, their businesses, assets and liabilities. 
Without limiting the application of the Confidentiality Agreement dated October 
4, 1999 between FAL and SUG (the “Confidentiality Agreement”), all documents 
or information furnished by the Acquired Companies hereunder shall be subject to 
the Confidentiality Agreement. 

(2) FAL will notify SUG as promptly as practicable of any significant 
change in the Ordinary Course of Business or operation of any of the Acquired 
Companies and of any material complaints, investigations or hearings (or 
communications indicating that the same may be contemplated) by any 
Governmental Body, or the institution or overt threat or settlement of any material 
Proceeding involving or affecting any of the Acquired Companies or the 
transactions contemplated by this Agreement, and shall use reasonable efforts to 
keep SUG fully informed of such events and permit SUG’s Representatives 
access to all materials prepared in connection therewith, consistent with any 
applicable Legal Requirement or Contract. 

(3) As promptly as practicable after SUG’s request, FAL will furnish 
such financial and operating data and other information pertaining to the Acquired 
Companies and their businesses and assets as SUG may reasonably request; 
provided, however, that nothing herein will obligate any of the Acquired 
Companies to take actions that would unreasonably disrupt its Ordinary Course of 
Business or violate the terms of any Legal Requirement or Contract to which the 
Acquired Company is a party or to which any of its assets is subject in providing 
such information, or to incur any costs with respect to SUG’s external auditors (or 
the Acquired Companies’ external auditors in the event a report by such auditors 
is requested by SUG) providing accounting services with respect to issuing an 
auditor’s report required by or for SUG. 

(d) Governmental Approvals; Third Party Consents. FAL will use its 
reasonable best efforts to obtain all necessary consents, approvals and waivers from any Person 
required in connection with the transactions contemplated hereby under any license, lease, permit 
or Contract applicable to the Acquired Companies, including, without limitation, the approvals of 
those Governmental Bodies and the consents of those third parties listed in Section 5.4 and 
Section 5.5 of the FAL Disclosure Schedule and as required #y the HSR Act. 

(e) Dividends. FAL shall not, nor shall it permit any of its Subsidiaries to: 
(i) declare or pay any dividends on or make other distributions in respect of any of its or their 
capital stock other than (A) dividends by a wholly-owned Subsidiary to FAL or another wholly- 
owned Subsidiary, or (B) regular quarterly dividends on FAL Common Stock with usual record 
and payment dates that do not exceed the current rate of $0.96 per fiscal year; (ii) split, combine 
or reclassify any of its capital stock or the capital stock of any Subsidiary or issue or authorize or 
propose the issuance of any other securities in respect of, or in substitution for, shares of its 
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capital stock or the capital stock of any Subsidiary; or (iii) redeem, repurchase or otherwise 
acquire any shares of its capital stock or the capital stock of any Subsidiary other than 
redemptions, repurchases and other acquisitions of shares of capital stock in connection with the 
administration of employee benefit and dividend reinvestment and customer stock purchase plans 
as in effect on the date hereof in the ordinary course of the operation of such plans consistent 
with past practice. 

Subsidiaries 
encumber 01 

(Q Issuance of Securities. FAL shall not, nor shall it permit any of its 
to, issue, agree to issue, deliver. sell, award, pledge, dispose of or othenvise 

’ authorize or propose the issuance, delivery, sale, award, pledge, disposal or other 
encumbrance of, any shares of its or their capital stock of any class or any securities convertible 
into or exchangeable for, or any rights, warrants or options to acquire, any such shares or 
convertible or exchangeable securities, other than as provided for in the FAL Benefit Plans, and 
its dividend reinvestment plan in effect as of the date hereof. 

(g) Accounting. FAL shall not, nor shall it permit any of its Subsidiaries to, 
make any changes in their accounting methods, principles or practices except as required by law, 
rule, regulation or GAAP. 

(h) No Shopping. 

(1) FAL shall not, and shall not authorize or permit any of its (or any 
of its Subsidiaries’) officers, directors, agents, financial advisors, attorneys, 
accountants or other Representatives to, directly or indirectly, solicit, initiate or 
encourage submission of proposals or offers from any Person relating to, or that 
could reasonably be expected to lead to, a Business Combination or participate in 
any negotiations or discussions regarding, or furnish to any other Person any 
information with respect to, or othenvise cooperate in any way with, or assist or 
participate in, facilitate or encourage, any effort or attempt by any other Person to 
do or seek a Business Combination; provided, however, that, prior to the FAL 
Stockholders’ Approval, FAL may. in response to an unsolicited written proposal 
from a third party with respect to a Business Combination that FAL’s Board of 
Directors determines, in its good faith judgment, after consultation with and the 
receipt of the advice of its financial advisor and outside counsel with customary 
qualifications, is a Superior Proposal, (i) fuFnish information to, and negotiate, 
explore or otherwise engage in substantive dihssions with such third party, only 
if F a ’ s  Board of Directors determines, in its good faith judgment after 
consultation with its financial advisors and outside legal counsel, that it is 
reasonably necessary in order to comply with its fiduciary duties under applicable 
law and (ii) take and disclose to FAL’s stockholders a position with respect to 
another Business Combination proposal, or amend or withdraw such position, 
pursuant to Rule 14d-9 and 14e-2 under the Exchange Act, or make such 
disclosure to FAL’s stockholders which in the good faith judgment of FAL’s 
Board of Directors is required by applicable law, based on the advice of its 
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outside counsel. Prior to furnishing any non-public information to, entering into 
negotiations with or accepting a Superior Proposal from such third party, FAL 
will (i) provide written notice to SUG to the effect that it is furnishing information 
to or entering into discussions or negotiations with such third party and 
(ii) receive from such third party an  executed confidentiality agreement containing 
substantially the same terms and conditions as the Confidentiality Agreement. 
FAL will immediately cease and cause to be terminated any existing solicitation, 
initiation, encouragement, activity, discussion or negotiations with any parties 
conducted heretofore by FAL or any of its representatives with respect to any 
Business Combination. 

(2) Except as expressly permitted by this Section 6.l(h), neither the 
FAL Board of Directors nor any committee thereof may, (i) withdraw or modify, 
or propose publicly to withdraw or modify, in a manner adverse to SUG, the 
approval or recommendation by such Board of Directors or such committee of the 
Merger or this Agreement, (ii) approve or recommend, or propose publicly to 
approve or recommend, a Business Combination or (iii) cause FAL to enter into 
any letter of intent, agreement in principle, acquisition agreement or other similar 
agreement related to any Business Combination. Notwithstanding the foregoing, 
prior to the time at which the FAL Stockholders’ Approval has been obtained, in 
response to an unsolicited Business Combination proposal from a third party, if 
FAL’s Board of Directors determines, in its good faith judgment, after 
consultation with and the receipt of the advice of its financial advisor and outside 
counsel with customary qualifications, that such proposal is a Superior Proposal 
and that failure to do any of the actions set forth in clauses (i), (ii) or (iii) above 
would create a reasonable possibility of a breach of the fiduciary duties of FAL’s 
Board of Directors under applicable law, FAL’s Board of Directors may 
(i) withdraw or modify its approval or recommendation of the Merger or this 
Agreement, approve or recommend a Business Combination or cause FAL to 
enter into a Business Combination and (ii) negotiate with a third party with 
respect to such Business Combination proposal and, subject to FAL having paid 
to SUG the fees described in Section 8.3(a) hereof and having entered into a 
definitive agreement with respect to such Business Combination proposal, 
terminate this Agreement; provided, however, that prior to entering into a 
definitive agreement with respect to a Busin* Combination proposal, FAL shall 
give SUG at least five (5) day’s notice thereof, and shall cause its Representatives 
to, negotiate with SUG to make such adjustments in the terms and conditions of 
this Agreement as would enable FAL to proceed with the transactions 
contemplated herein on such adjusted terms; provided, further, that if FAL and 
SUG are unable to reach an agreement on such adjustments within five ( 5 )  days 
after such notice from FAL, FAL may enter into such definitive agreement, 
subject to the provisions of Article VIII. 
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(3)  FAL shall notify SUG orally and in writing of any such inquiries, 
offers or proposals (including, without limitation, the material terms and 
conditions of any such offer or proposal and the identity of the Person making it), 
within one business day of the receipt thereof, shall use all reasonable efforts to 
keep SUG informed of the status and details of any such inquiry, offer or proposal 
and shall give SUG two (2) days advance notice of the first delivery of non-public 
information to such Person. If any such inquiry, offer or proposal is in writing, 
FAL shall promptly deliver to SUG a copy of such inquiry, offer or proposal. 

(4) For purposes of this Agreement, (i) “Business Combination” 
means (other than the transactions contemplated or permitted by this Agreement) 
(A) a merger, consolidation or other business combination, share exchange, sale 
of shares of capital stock, tender offer or exchange offer or similar transaction 
involving FAL or any of its Subsidiaries, (B) acquisition in any manner, directly 
or indirectly, of a material interest in any capital stock of, or a material equity 
interest in a substantial pORiOn of the assets of, FAL or any of its Subsidiaries, 
including any single or multi-step transaction or series of related transactions that 
is structured to permit a third party to acquire beneficial ownership of a majority 
or greater equity interest in FAL or any of its Subsidiaries, or (C) the acquisition 
in any manner, directly or indirectly, of any material portion of the business or 
assets (other than immaterial or insubstantial assets or inventory in the Ordinary 
Course of Business) of FAL or any of its Subsidiaries and (ii) “Superior Proposal” 
means a proposed Business Combination involving at least 50% of the shares of  
capital stock or a material portion of the assets of FAL that FAL’s Board of 
Directors determines, after consulting with FAL’s financial advisors and outside 
counsel, is financially superior to the transactions contemplated hereby and it 
appears that the party making the proposal is reasonably likely to have the funds 
necessary to consummate the Business Combination. 

(i) Solicitation of Proxies; FAL Proxy Statement. Subject to Section 6.l(h), 
FAL shall use its reasonable best efforts to solicit from its stockholders proxies in favor of the 
Merger and shall take all other action necessary or, in the reasonable opinion of SUG, advisable 
to secure the FAL Stockholders’ Approval. 

h 
6) FAL Stockholders’ Approval. 

(1) Subject to the provisions of Section 6.l(h) and Section 6.16)(2), 
FAL shall, as soon as reasonably practicable after the date hereof (i) take all steps 
necessary to duly call, give notice of, convene and hold a meeting of its 
stockholders (including all adjournments thereof, the “FAL Meeting”) for the 
purpose of securing the FAL Stockholders’ Approval, (ii) distribute to its 
stockholders the FAL Proxy Statement in accordance with applicable federal and 
state law and with its Organizational Documents, (iii) subject to the fiduciary 
duties of its Board of Directors, recommend to its stockholders the approval and 
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adoption of this Agreement and the transactions contemplated hereby and (iv) 
cooperate and consult with SUG with respect to each of the foregoing matters. 

(2) The FAL Meeting for the purpose of securing the FAL 
Stockholders’ Approval, including any adjournments thereof, will be held on such 
date or dates as FAL and SUG mutually determine. 

(k) Rule 145 Letters. FAL shall promptly identify to SUG all officers and 
directors of any Acquired Company and any other persons who are “af€Xates” within the 
meaning of such term as used in Rule 145 under the Securities Act (“Rule 145 Affiliates”), and 
FAL shall use its reasonable efforts to provide to SUG undertakings from such persons (“Rule 
145 Letters”) to the effect that no disposition of shares of SUG Common Stock received in the 
Merger will be made by such persons except within the limits and in accordance with the 
applicable provisions of said Rule 145, as amended from time to time, or except in a transaction 
which, in the opinion of legal counsel satisfactory to SUG, is exempt from registration under the 
Securities Act. 

(I) Financing Activities. FAL shall, and shall cause its Subsidiaries to, 
cooperate, to the fullest extent commercially reasonable and practicable, with SUG’s requests 
with respect to refinancing by the Acquired Companies of the cwent  maturities of any of their 
indebtedness, and any repurchase, redemption or prepayment by any of the Acquired Companies 
of any of its indebtedness that may be required prior to or because of the Merger or that SUG 
may request that the Acquired Companies effect prior to the Merger, so as to permit SUG to have 
the maximum opportunity to refinance, on or promptly after the Closing Date without any 
penalty except as may be due pursuant to the terms of the Acquired Companies’ indebtedness as 
in effect on the date of this Agreement, any of the Acquired Companies’ indebtedness 
outstanding on the Closing Date; provided, however, that no Acquired Company shall be 
required to consummate prior to the Effective Time any such refinancing, repurchase, 
redemption or repayment requested by SUG. 

(m) FAL Disclosure Schedule. On the date hereof, FAL has delivered to SUG 
the FAL Disclosure Schedule, accompanied by a certificate signed by an executive officer of 
FAL stating the FAL Disclosure Schedule is being delivered pursuant to this Section 6.l(m). The 
FAL Disclosure Schedule constitutes an integral part of this Agreement and modifies the 
representations, warranties, covenants or agreements of FAG contained herein to the extent that 
such representations, warranties, covenants or agreements exbressly refer to the FAL Disclosure 
Schedule. 

(n) FAL Bondholders’ Consent. FAL shall use its reasonable best efforts to 
obtain consents from all holders of each series of First Mortgage Bonds issued and outstanding 
under the Indenture of First Mortgage, dated as of December I, 1952, between FAL and State 
Street Bank and Trust Company, successor in interest to the First National Bank of Boston, 
successor by merger to Old Colony Trust Company, as Trustee, as amended or supplemented 
from time to time, to such amendments to such Indenture as requested by SUG. 
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Section 6.2 
covenants and agreements: 

Covenants of SUG. SUG agrees to observe and perform the following 

(a) Governmental Approvals; Third Party Consents. SUG will use its 
reasonable best efforts at SUG’s sole expense to obtain all necessary consents, approvals and 
waivers from any Person required in connection with the transactions contemplated hereby under 
any license, lease, permit, Contract or agreement applicable to SUG, including, without 
limitation, the approvals of those Governmental Bodies and the consents of those third parties 
listed in Section 4.5 of the SUG Disclosure Schedule and as required by the HSR Act. 

(b) Employees; Benefits. With respect to the employees (excluding unionized 
employees) listed in Section 5.17(a) of the FAL Disclosure Schedule (or their successors 
employed pursuant to Section 6.l(a)(7) above) (the “Employees”), except as otherwise specified 
herein, SUG agrees as follows: 

(1) During the 12 months immediately following the Closing Date, to 
make available to the Employees who continue their service with the Surviving 
Corporation or any Subsidiary of the Surviving Corporation employee benefit 
plans or arrangements that are no less favorable, in the aggregate, than the FAL 
Benefit Plans listed in Section 5.18G) of the FAL Disclosure Schedule offered to 
the Employees immediately prior to the date of this Agreement. 

(2) For purposes of eligibility, vesting and benefit accrual under all 
benefit plans provided to the Employees after the Closing Date, SUG will 
recognize the tenure of employment, as recognized by the Acquired Companies as 
of the Closing Date. 

(3) All vacation time earned by the Employees prior to the Closing 
Date must be taken by the end of the calendar year in which the Closing Date 
occurs, except where the Employee is requested by FAL or SUG to forego their 
vacation for business-related reasons. For purposes of awarding vacation time at 
the beginning of each calendar year following the Closing Date, SUG will 
recognize the tenure of employment, as recognized by the Acquired Company as 
of the Closing Date. 

(c) Blue Sky Permits. SUG shall use it% reasonable best efforts to obtain, 
prior to the effective date of the Registration Statement, all necessary state securities laws or 
“blue sky” permits and approvals required to carry out the transactions contemplated by the 
Agreement, and will pay all expenses incident thereto. 

(d) Listing Application. Prior to the Closing, SUG shall cause the shares of 
SUG Common Stock constituting the Stock Consideration to be listed on the NYSE, subject to 
official notice of issuance thereof. 
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(e) Collective Bargaining Agreements. At the Effective Time. SUG agrees to 
assume all collective bargaining agreements covering employees of any Acquired Company, and 
shall discharge when due any and all liabilities of any Acquired Company under such collective 
bargaining agreements relating to periods after the Effective Time. 

(f) SUG Disclosure Schedule. On the date hereof, SUG has delivered to FAL 
the SUG Disclosure Schedule, accompanied by a certificate signed by an executive officer of 
SUG stating that the SUG Disclosure Schedule is being delivered pursuant to this Section 6.2(f). 
The SUG Disclosure Schedule constitutes an integral part of this Agreement and modifies the 
representations, warranties, covenants or agreements of SUG contained herein to the extent that 
such representations, warranties, covenants or agreements expressly refer to the SUG Disclosure 
Schedule. 

(g) Conduct of the Business Prior to the Closing Date. Except (i) as 
contemplated in this Agreement, (ii) in connection with the transactions contemplated by the PEI 
Merger Agreement, (iii) as required by law or regulation or (iv) as otherwise expressly consented 
to in writing by FAL which consent will not be unreasonably withheld or delayed, prior to the 
Closing, SUG will: 

(1) Not make or permit any material change in the general nature of its 
business; 

(2) Maintain its present operations in the Ordinary Course of Business 
in accordance with prudent business judgment and consistent with past practice 
and policy, and maintain its assets in good repair, order and condition, reasonable 
wear and tear excepted, subject to retirements in the Ordinary Course of Business; 

Preserve SUG as an ongoing business and use reasonable efforts to (3) 
maintain the goodwill associated with SUG; and 

(4)  Preserve all of SUG’s franchises, tariffs, certificates of public 
convenience and necessity, licenses, authorizations and other governmental rights 
and permits. 

(h) Access to SUG’s Offices, Properties and Records; Updating Information. 

(1) 
% 

From and after the date hereof and until the Closing Date, SUG 
and its Subsidiaries shall permit FAL and its Representatives to have, on 
reasonable notice and at reasonable times, reasonable access to such of the offices, 
properties and employees of SUG and its Subsidiaries, and shall disclose, and 
make available to FAL and its Representatives all books, papers and records to the 
extent that they relate to the ownership, operation, obligations and liabilities of or 
pertaining to SUG, its Subsidiaries and their respective businesses and assets. 
Without limiting the application of the Confidentiality Agreement, all documents 
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or information furnished by SUG and its Subsidiaries hereunder shall be subject 
to the Confidentiality Agreement. 

(2) SUG will notify FAL as promptly as practicable of any significant 
change in the Ordinary Course of Business or operation of SUG or any of its 
Subsidiaries and of any material complaints, investigations or hearings (or 
communications indicating that the same may be contemplated) by any 
Governmental Body, or the institution or overt threat or settlement of any material 
Proceeding involving or affecting SUG or any of its Subsidiaries or the 
transactions contemplated by this Agreement, and shall use reasonable efforts to 
keep FAL fully informed of such events and permit FAL’s Representatives access 
to all materials prepared in connection therewith consistent with any applicable 
Legal Requirement or Contract. 

Section 6.3 Additional Agreements. 

(a) The Registration Statement and the FAL Proxy Statement. As soon as 
practicable after the date hereof, FAL and SUG shall take such reasonable steps as are necessary 
for the prompt preparation and filing with the SEC of (i) the FAL Proxy Statement by FAL and 
(ii) the Registration Statement, which will include certain information contained in the FAL 
Proxy Statement, by SUG. The foregoing shall include without limitation: (i) obtaining and 
furnishing the information required to be included therein, (ii) after consultation between FAL 
and SUG, responding promptly to any comments made by the SEC with respect to the FAL 
Proxy Statement and the Registration Statement and any amendments and preliminary version 
thereof and (iii) causing the Registration Statement to become effective, and the FAL Proxy 
Statement to be mailed to FAL’s stockholders at the earliest practicable date. FAL agrees, as to 
information with respect to FAL, its officers, directors, stockholders and Subsidiaries contained 
in the Registration Statement and the FAL Proxy Statement, and SUG agrees, as to information 
with respect to SUG, its officers, directors. stockholders and Subsidiaries contained in the 
Registration Statement and the FAL Proxy Statement, that such information, in the case of the 
FAL Proxy Statement at the time of the mailing of the FAL Proxy Statement and (as then 
amended or supplemented) at the time of the FAL Meeting, or in the case of the Registration 
Statement at the time of the mailing of the FAL Proxy Statement (as then amended or 
supplemented), at the time of the FAL Meeting and at the effective time of the Registration 
Statement, will not contain any untrue statement of material fact required to be stated therein or 
necessary in order to make the statements therein, in light omhe circumstances under which they 
are made, not misleading. No representation, warranty, covenant or agreement is made by or on 
behalf of FAL with respect to information supplied by any other Person for inclusion in the FAL 
Proxy Statement or the Registration Statement. No representation, w w t y ,  covenant or 
agreement is made by or on behalf of SUG with respect to information supplied by any other 
Person for inclusion in the FAL Proxy Statement or the Registration Statement. No filing of, or 
amendment or supplement to, the FAL Proxy Statement or the Registration Statement shall be 
made by any party hereto without providing the other party with the opportunity to review and 
comment thereon (except for any ongoing SEC reporting required of SUG or FAL that will be 
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incorporated by reference). If at any time prior to the Effective Time any information relating to 
any party hereto or any of their respective officers. directors, stockholders or Subsidiaries, should 
be discovered by any party hereto which should be set forth in an amendment or supplement to 
the FAL Proxy Statement or the Registration Statement so that the FAL Proxy Statement or the 
Registration Statement would not include any untrue statement of a material fact or omit to state 
any material fact necessary to make the statements therein, in light of the circumstances under 
which they were made, not misleading, the party which discovers such information shall 
promptly notify the other party hereto and an appropriate amendment or supplement describing 
such information shall be promptly prepared, filed with the SEC and, to the extent required by 
law, disseminated to the stockholders of FAL. as may be necessary. 

(b) Further Assurances. Each of SUG and FAL agrees, and FAL agrees to 
cause its Subsidiaries, to take all such reasonable and lawful action as may be necessary or 
appropriate in order to effectuate the Merger in accordance with this Agreement as promptly as 
possible. If, at any time after the Effective Time, any such further action is necessary or 
desirable to cany out the purpose of this Agreement and to vest the Surviving Corporation with 
full right, title and possession to all assets, property, rights, privileges, powers and franchises of 
the Acquired Companies, the officers and directors of the Surviving Corporation will be fully 
authorized to take, and will take, all such lawful and necessary action. 

(c) Financial Statements to be Provided. Upon SUG’s request, FAL shall 
@provide to SUG audited and unaudited financial statements required to be included in the 
proxy statements and the registration statement contemplated by the PEI Merger Agreement and 
(ii)cause its independent accountants to deliver to SUG and PEI the required consents in 
connection therewith. 

ARTICLE VI1 
CONDITIONS 

Section 7.1 Conditions to SUG’s Obligation to Effect the Merger. The obligation 
of SUG to effect the transactions contemplated by this Agreement shall be subject to fulfillment 
at or prior to the Closing of the following conditions: 

(a) Representations and Warranties True as of the Closing Date. FAL’s 
representations and warranties in this Agreement shall have been accurate in all material respects 
as of the date of this Agreement and shall be accurate in alhnaterial respects as of the Closing 
Date as if made on the Closing Date; provided, however, that any such representation or warranty 
that is qualified by any standard of materiality (including, but not limited to, FAL Material 
Adverse Effect) shall have then been, and shall then be, accurate in all respects. 

(b) Compliance with Agreements. The covenants, agreements and conditions 
required by this Agreement to be performed and complied with by any of the Acquired 
Companies shall have been performed and complied with in all material respects prior to or at the 
Closing Date. 
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(c) Certificate. FAL shall execute and deliver to SUG a certificate of an 
authorized officer of FAL, dated the Closing Date, stating that the conditions specified in 
Sections 7.l(a) and 7.l(b) of this Agreement applicable to the Acquired Companies have been 
satisfied. 

(d) Governmental Approvals. A11 approvals, consents, opinions or rulings of 
all Governmental Bodies required in order to consummate the transactions contemplated hereby 
shall have been obtained by Final Order in such form as is, and with no conditions that are, 
individually or in the aggregate, reasonably likely to have a FAL Material Adverse Effect or a 
material adverse effect on the business, operations, properties, financial condition or results of 
operations of the Surviving Corporation. or which would otherwise, in the reasonable 
determination of SUG, be unduly burdensome to the Surviving Corporation or any of its 
Affiliates. In addition, and without limitation of the condition set forth in the immediately 
preceding sentence, the Massachusetts Department of Telecommunications and Energy shall 
have resolved, by means of a Final Order, the manner in which the Surviving Corporation as a 
whole and its operating division in Massachusetts will be regulated under Chapter 164 of the 
Massachusetts General Laws, and such resolution shall be acceptable to SUG in its sole 
discretion. The applicable waiting period under the HSR Act with respect to the transactions 
contemplated hereby shall have expired or have been terminated. 

(e) Third Party Consents. Each of the consents required under Section 5.4 of 
this Agreement shall have been obtained to the reasonable satisfaction of SUG, other than any 
such consents which, if not obtained, are not, individually or in the aggregate, reasonably likely 
to result in a FAL Material Adverse Effect after the Closing. In addition, all consents and 
approvals required, under the terms of any note. bond or indenture listed in Section 5.4 of the 
FAL Disclosure Schedule to which any of the Acquired Companies is a party, shall have been 
obtained. 

(0 Injunctions. On the Closing Date, there shall be no Orders which operate 
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Merger. 

(8) Resignations. Each director of each Acquired Company shall resign any 
position as a director of an Acquired Company effective as of the Closing Date in accordance 
with such Acquired Company’s Organizational Documents and applicable provisions of the 
MBCL; provided, however, that such resignations shall no! cause the termination of any such 
Person’s employment as an employee of an Acquired Com$iny or reduce any such employee’s 
then current level of compensation. 

(h) Opinion of Tax Counsel. On the Closing Date, SUG shall have received 
from Hughes Hubbard & Reed LLP, counsel to SUG, an opinion to the effect that the Merger 
will constitute a “reorganization” within the meaning of IRC Section 368(a)(l)(A), and that no 
gain or loss will be recognized by SUG or FAL with respect to the Merger. 

(i) FAL Stockholders’ Approval. The FAL Stockholders’ Approval shall 
have been obtained. 

44 
W6-NY992090. I 9 9  
V I 4  



c) Appraisal Rights. Demand for payment for shares and appraisal thereof by 
stockholders of FAL in accordance with the MBCL with respect to the Merger shall not equal or 
exceed 5 percent of the shares of FAL Common Stock entitled to vote on the Merger. 

(k) Rule 145 Letters. Each Rule 145 Affiliate shall have executed and 
delivered to SUG a Rule 145 Letter, in form and substance reasonably satisfactory to SUG and 
its counsel. 

(I) Registration Statement. The Registration Statement shall have become 
effective, no stop order suspending the effectiveness of the Registration Statement shall have 
been issued and no proceedings for that purpose shall have been initiated or threatened by the 
SEC. 

(m) Listing of SUG Common Stock. The shares of SUG Common Stock 
constituting the Stock Consideration shall have been authorized for listing, upon official notice 
of issuance, on the NYSE. 

(n) FAL Bondholders' Consent. All holders of each series of First Mortgage 
Bonds issued and outstanding under the Indenture of First Mortgage, dated as of December I ,  
1952, between FAL and State Street Bank and Trust Company, successor in interest to the First 
National Bank of Boston, successor by merger to Old Colony Trust Company, as Trustee, as 
amended or supplemented from time to time, shall have consented to such amendments to such 
Indenture as requested by SUG. 

Section 7.2 Conditions to F a ' s  Obligations to Effect the Merger. The obligation 
of FAL to effect the transactions contemplated by this Agreement shall be subject to fulfillment 
at or prior to the Closing of the following conditions: 

(a) Representations and Warranties True as of the Closing Date. SUG's 
representations and warranties in this Agreement shall have been accurate in all material respects 
as of the date of this Agreement and shall be accurate in all material respects as of the Closing 
Date as if made on the Closing Date; provided. however, that any such representation or warranty 
that is qualified by any standard of materiality (including, but not limited to, SUG Material 
Adverse Effect) shall have then been, and shall then be, accurate in all respects. 

(b) Compliance with Ameements. The cokenants, agreements and conditions 
required by this Agreement to be performed and complied with by SUG shall have been 
performed and complied with in all material respects prior to or at the Closing Date. 

(c) Certificate. SUG shall execute and deliver to FAL a certificate of an 
authorized officer of SUG, dated the Closing Date, stating that the conditions specified in 
Sections 7.2(a) and 7.2(b) of this Agreement applicable to SUG have been satisfied. 

(d) Governmental Approvals. All approvals, consents, opinions or rulings of 
all Governmental Bodies required in order to consummate the transactions contemplated hereby 
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shall have been obtained by Final Order in such form as is, and with no conditions that are, 
individually or in the aggregate, reasonably likely to have a material adverse effect on the 
business, operations, properties, financial condition or results of operations of the Surviving 
Corporation. The applicable waiting period under the HSR Act with respect to the transactions 
contemplated hereby shall have expired or have been terminated. 

(e) Injunctions. On the Closing Date, there shall be no Orders which operate 
to restrain, enjoin or otherwise prevent the consummation of this Agreement or the Merger. 

(0 Opinion of Counsel. On the Closing Date, FAL shall have received from 
Rich, May, Bilodeau & Flaherty, P.C., counsel to FAL, an opinion to the effect that the Merger 
will be treated for federal income tax purposes as a “reorganization” within the meaning of IRC 
Section 368(a), and that no gain or loss will be recognized for federal income tax purposes by the 
stockholders of FAL who receive SUG Common Stock in the Merger upon their receipt of the 
Merger Consideration, except that any realized gain will be recognized to the extent of the 
amount of cash received (including cash in lieu of the fractional shares). 

(g) FAL Stockholders. Approval. The FAL Stockholders’ Approval shall 
have been obtained. 

(h) Registration Statement. The Registration Statement shall have become 
effective, no stop order suspending the effectiveness of the Registration Statement shall have 
been issued and no proceedings for that purpose shall have been initiated or threatened by the 
SEC. 

(i) Listing of SUG Common Stock. The shares of SUG Common Stock 
Constituting the Stock Consideration shall have been authorized for listing, upon official notice 
of issuance, on the NYSE. 

ARTICLE VI11 
TERMINATION 

Section 8.1 Termination Rights. This Agreement may be terminated in its entirety at 
any time prior to the Closing: 

(a) 

(b) 

By the mutual written consent of S U G p d  FAL; 

By FAL, on the one hand, or SUG, on the other hand, in writing if there 
shall be in effect a non-appealable order of a court of competent jurisdiction prohibiting the 
consummation of the Merger in accordance with this Agreement; 

(c) By FAL, by written notice to SUG, if there is a breach of any 
representation, warranty, covenant or agreement of SUG, which breach cannot be cured and 
would cause the conditions set forth in Section 7.2(a) or (b) to be incapable of being satisfied; 
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(d) By SUG, by written notice to FAL, if there is a breach of any 
representation, warranty, covenant or agreement of FAL, which breach cannot be cured and 
would cause the conditions set forth in Section 7.l(a) or (b) to be incapable of being satisfied; 

(e) By FAL, by written notice to SUG in accordance with Section 6.l(h)(2); 
provided, however, that the termination described in this clause (e) shall not be effective unless 
and until FAL shall have paid SUG the fee described in Section 8.3(a) and FAL has substantially 
contemporaneously entered into a definitive agreement with respect to the proposed Business 
Combination; 

(f) By FAL, by written notice to SUG, if the FAL Stockholders’ Approval is 
not obtained at the FAL Meeting or by SUG, by written notice to FAL, if the FAL Stockholders’ 
Approval is not obtained at the FAL Meeting; provided, however, that there has not been a 
material misrepresentation or a material breach of covenant, warranty or agreement contained 
herein on the part of the party asserting its right to terminate pursuant to this Section 8.1(f); 

(g) By SUG, by written notice to FAL, if the Board of Directors of FAL or 
any committee thereof (i) withdraws or modifies, or proposes publicly to withdraw or modify, in 
a manner adverse to SUG, the approval or recommendation by the Board of Directors or such 
committee of the Merger or this Agreement, (ii) approves or recommends, or proposes publicly 
to approve or recommend, a Business Combination, (iii) causes FAL to enter into a definitive 
agreement related to any Business Combination or (iv) resolves to take any of the actions 
specified in clause (i), (ii) and (iii) above; 

(h) By SUG, by written notice to F a ,  if a third party, including a group (as 
defined under the Exchange Act) acquires securities representing greater than 50% of the voting 
power of the outstanding voting securities of FAL; or 

(i) By FAL, by written notice to SUG, if the Average Trading Price of the 
SUG Common Stock as of the Closing is lower than $15.00. 

(i) By either party in writing at any time after 5:OO p.m., Eastern Time, on 
October 15, 2000 (the “Initial Termination Date”), if the Closing has not occurred prior thereto; 
provided, however, that the right to terminate this Agreement under this Section 8.l(i) will not be 
available to any party that is in material breach of its representations, warranties, covenants or 
agreements contained herein; and provided. further, that if oathe Initial Termination Date (i) the 
conditions to closing set forth in Sections 7.l(d) and 7.2(d) shall not have been fulfilled or 
(ii) any approval or authorization of any Governmental Body required in connection with the 
consummation of the Merger shall have not been obtained and such approval or authorizations 
shall not have become a Final Order, but all other conditions to Closing shall be fulfilled or shall 
be capable of being fulfilled, then the Initial Termination Date will be extended to Febntary 28, 
2001. 

Section8.2 Effect of Termination. If this Agreement is terminated pursuant to 
Section 8.1, this Agreement shall be of no further force and effect and there shall be no further 
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liability hereunder on the part of any party or its Affiliates, directors, officers. stockholders, 
agents or other Representatives; provided. however, that (i) any fee payable under Section 8.3(a) 
is paid to SUG and (ii) no such termination shall relieve any party of liability for any claims, 
damages or losses suffered by the other party as a result of the negligent or willful failure of a 
party to perform any obligations required to be performed by it hereunder on or prior to the date 
of termination. Notwithstanding anything to the contrary contained herein, the provisions of 
Section 8.2, Sections 10.1 through 10.6 and Sections 10.8 through 10.11 of this Agreement shall 
survive any termination of this Agreement. 

Section 8.3 Termination Fee: Expenses. 

(a) Termination Fee. If this Agreement is terminated pursuant to Section 
8.l(e), 8.l(g) or 8.l(h), then FAL shall pay to SUG promptly (but not later than five business 
days after notice is received from FAL) an amount equal to $1.5 million in cash. 

(b) Expenses. The parties agree that the agreements contained in this Section 
8.3 are an integral part of the transactions contemplated by this Agreement and constitute 
liquidated damages and not a penalty. Notwithstanding anything to the contrary contained in this 
Section 8.3, if FAL fails to pay promptly to SUG the fee due under Section 8.3(a), in addition to 
any amounts paid or payable pursuant to Section 8.3(a), FAL shall pay the costs and expenses 
(including legal fees and expenses) in connection with any action, including the tiling of any 
lawsuit or other legal action, taken to collect payment, together with interest on the amount of 
any unpaid fee calculated using an annual percentage rate of interest equal to the prime rate 
published in the WuN Street Journul on the date (or preceding business day if such date is not a 
business day) such fee was required to be paid, compounded on a daily basis using a 360-day 
year. 

ARTICLE IX 
INDEMNIFICATION; REMEDIES 

Section 9.1 Directors’ and Ofticen’ Indemnification. 

Indemnification and Insurance. (a) For a period of six years after the 
Effective Time, the Surviving Corporation will indemnify and hold harmless the present and 
former officers and directors of FAL and its Subsidiaries (the “Indemnified Parties”) in respect of 
acts or omissions occurring prior to the Effective Time t a the  extent provided under FAL’s 
articles of organization and bylaws in effect on the date hereof; provided, however, that if any 
claim or claims are asserted or made within such six-year period, all rights to indemnification in 
respect of such claims shall continue until the final disposition of any and all such claims. For 
six years after the Effective Time, the Surviving Corporation will use its reasonable best efforts 
to provide oficers’ and directors’ liability insurance in respect of acts or omissions occurring 
prior to the Effective Time covering each such person currently covered by FAL’s oficers’ and 
directors’ liability insurance policy on terms with respect to coverage and amount no less 
favorable than those of such policy in effect on the date hereof; provided, however, that in 
satisfying its obligation under this Section, if the annual premiums of such insurance coverage 
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exceed 200% of the previous year's premiums, the Surviving Corporation will be obligated to 
obtain a policy with the best coverage available. in the reasonable judgment of the Board of 
Directors of the Surviving Corporation for a cost not exceeding such amount. 

(b) Successors. In the event the Surviving Corporation or any of its 
successors or assigns (i) consolidates with or merges into any other Person and is not the 
continuing or surviving corporation or entity of such consolidation or merger or (ii) transfers all 
or substantially all of its properties and assets to any Person, then and in either such case, proper 
provisions must be made so that the successors and assigns of the Surviving Corporation will 
assume the obligations set forth in this Section 9.1. 

(c) Survival of Indemnification. To the fullest extent permitted by law, from 
and after the Effective Time, all rights to indemnification as of the date hereof in favor of the 
employees, agents, directors and officers of any Acquired Company with respect to their 
activities as such prior to the Effective Time, as provided in their respective Organizational 
Documents in effect on the date hereof, or otherwise in effect on the date hereof, will survive the 
Merger and will continue in full force and effect except for amendments to make changes 
permitted by law that would enhance the rights of past or present officers and directors to 
indemnification or advancement of expenses in respect of acts or omissions occurring prior to the 
Effective Time for a period of not less than six years from the Effective Time (or, in the case of 
matters occurring prior to the Effective Time which have not been resolved prior to the sixth 
anniversary of the Effective Time, until such matters are finally resolved). 

Section 9.2 Representations and Warranties. Each and every representation and 
warranty of either party shall expire at, and be terminated and extinguished with, the Effective 
Time. 

ARTICLE X 
GENERAL PROVISIONS 

Section 10.1 Expenses. Each of the parties will pay all costs and expenses of its 
performance of and compliance with this Agreement, except (i) as provided in Section 8.3 and as 
expressly provided otherwise herein, (ii) FAL shall pay all fees and expenses of counsel for FAL, 
(iii) SUG will pay all real estate transfer taxes and real estate recording fees, if any, including 
expenses of counsel associated with real estate title, transfer and recording issues in connection 
with the Merger, and all filing and application fees paid to hovementa l  Bodies in connection 
with the Merger and (iv) SUG and FAL will each pay half of the combined costs of printing and 
mailing to the FAL stockholders the prospectus that is a part of the Registration Statement and 
the FAL Proxy Statement. 

Section 10.2 Notices. All notices, requests and other communications hereunder shall 
be in writing and shall be deemed to have been given upon receipt if either (a) personally 
delivered, (b) sent by prepaid first class mail, and registered or certified and a return receipt 
requested or (c) by facsimile telecopier with completed transmission acknowledged: 
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if to SUG, to: 

Southern Union Company 
504 Lavaca Street, Suite 800 
Austin, Texas 7870 1 
Attention: Peter H. Kelley 

Telecopier: (512) 477-3879 

with a copy to: 

President and Chief Operating Officer 

Pennsylvania Enterprises, Inc. 
One PEI Center 
Wilkes-Barre, Pennsylvania 1871 1-0601 
Attention: Thomas F. Karam 

Telecopier: (570) 829-8900 
President and Chief Executive Officer 

and 

Hughes Hubbard & Reed LLP 
One Battery Park Plaza 
New York, New York 10004 
Attention: Garett J. Albert 
Telecopier: (2 12) 422-4726 

if to FAL, to: 

Fall River Gas Company 
155 North Main Street 
Fall River, Massachusetts 02722 
Attention: Bradford J. Faxon 

Telecopier: (508) 675-781 1 
President and Chief Executive Offcer 

with a copy to: 

Rich, May, Bilodeau & Flaherty, P.C. 
176 Federal Street 
Boston, Massachusetts 021 10 
Attention: Eric J. Krathwohl 
Telecopier: (617) 556-3889 

i 

or at such other address or number as shall be given in writing by a party to the other parties. 
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Section 10.3 Assignment. This Agreement may not be assigned by any party hereto 
without the prior written consent of the other parties hereto. Any assignment in violation of the 
terms of this Agreement shall be null and void ob inifio. 

Section 10.4 Successor Bound. Subject to the provisions of Section 10.3, this 
Agreement shall be binding upon and inure to the benefit of the parties hereto and their 
respective successors and permitted assigns. 

Section 10.5 Governing Law; Forum: Consent to Jurisdiction. This Agreement 
shall be construed in accordance with and governed by the laws of the State of New York except 
to the extent that the terms and consummation of the Merger are subject to the DGCL or the 
MBCL in which case such laws shall govern. Each party to this Agreement hereby irrevocably 
and unconditionally (i) consents to submit to the exclusive jurisdiction of the federal courts of the 
Southern District of New York in the county of New York and the borough of Manhattan and the 
jurisdiction of the federal courts of the District of Massachusetts in the county of Suffolk and the 
city of Boston for any proceeding arising in connection with this Agreement (and each such party 
agrees not to commence any such proceeding, except in such courts), (ii) to the extent such party 
is not a resident of the State of New York or the Commonwealth of Massachusetts, agrees to 
appoint agents in the State of New York and the Commonwealth of Massachusetts as such 
party’s agents for acceptance of legal process in any such proceeding against such party with the 
same legal force and validity as if served upon such party personally within the State of New 
York or the Commonwealth of Massachusetts, respectively, and to notify promptly each other 
party hereto of the name and address of each such agent, (iii) waives any objection to the laying 
of venue of any such proceeding in the federal courts of the Southern District of New York in the 
county of New York and the borough of Manhattan or the federal courts of the District of 
Massachusetts in the county of Suffolk and the city of Boston, and (iv) waives, and agrees not to 
plead or to make, any claim that any such proceeding brought in any federal court of the 
Southern District of New York or the District of Massachusetts has been brought in an improper 
or otherwise inconvenient forum. 

Section 10.6 Waiver of Trial By Jury. EACH PARTY TO THIS AGREEMENT 
HEREBY WAIVES TRIAL BY JURY IN ANY ACTION OR PROCEEDING TO WHICH 
ANY SUCH PARTY MAY BE A PARTY ARISING OUT OF OR IN ANY WAY 
PERTAINING TO (i) THIS AGREEMENT, (ii) THE MERGER, (iii) THE 
CONFIDENTIALITY AGREEMENT OR (iv) ANY RELATED DOCUMENTS. IT IS 

TRIAL BY JURY OF ALL CLAIMS AGAINST ALL PARTIES WHO ARE PARTIES 
TO THIS AGREEMENT. THIS WAIVER IS KNOWINGLY, WILLINGLY AND 
VOLUNTARILY MADE BY EACH PARTY HERETO, AND EACH SUCH PARTY 
HEREBY REPRESENTS AND WARRANTS THAT NO REPRESENTATIONS OF 
FACT OR OPINION HAVE BEEN MADE BY ANY PERSON TO INDUCE THIS 
WAIVER OR TRIAL BY JURY OR TO IN ANY WAY MODIFY OR NULLIFY ITS 
EFFECT. EACH PARTY TO THIS AGREEMENT FURTHER REPRESENTS AND 
WARRANTS THAT EACH SUCH PARTY HAS BEEN REPRESENTED IN THE 
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SIGNING OF THlS AGREEMENT AND IN THE MAKING OF THIS WAIVER BY 
INDEPENDENT LEGAL COUNSEL, SELECTED OF EACH SUCH PARTY’S OWN 
FREE WILL, AND THAT EACH SUCH PARTY HAS HAD THE OPPORTUNITY TO 
DISCUSS THIS WAIVER WITH COUNSEL. 

Section 10.7 Cooperation; Further Documents. 

(a) Each of the parties hereto agrees to use its reasonable best efforts to take 
or cause to be taken all action, and to do or cause to be done all things necessary, proper or 
advisable under applicable laws, regulations or otherwise, to consummate and to make effective 
the transactions contemplated by this Agreement, including, without limitation, the timely 
performance of all actions and things contemplated by this Agreement to be taken or done by 
each of the parties hereto. 

(b) Each party shall cooperate with the other party in such other party’s 
discharge of the obligations hereunder, which shall include making reasonably available to the 
other party such of its personnel as have relevant information, with respect thereto. 

Section 10.8 Construction of Agreement. The terms and provisions of this Agreement 
represent the results of negotiations between the parties hereto and their Representatives, each of 
which has been represented by counsel of its own choosing, and neither of which has acted under 
duress or compulsion, whether legal, economic or otherwise. Accordingly, the terms and 
provisions of this Agreement shall be interpreted and construed in accordance with their usual 
and customary meanings, and FAL and SUG hereby waive the application in connection with the 
interpretation and construction of this Agreement of any rule of law to the effect that ambiguous 
or conflicting terms or provisions contained in this Agreement shall be interpreted or construed 
against the party whose attorney prepared the executed drali or any earlier draft of this 
Agreement. 

Section 10.9 Publicity; Organizational and Operational Announcements. No party 
hereto shall issue, make or cause the publication of any press release or other announcement with 
respect to this Agreement or the transactions contemplated hereby, or otherwise make any 
disclosures relating thereto, without the consent of the other party, such consent not to be 
unreasonably withheld or delayed; provided, however, that such consent shall not be required 
where such release or announcement is required by applicable law or the rules or regulations of a 
securities exchange, in which event the party so required t o h u e  such release or announcement 
shall endeavor, wherever possible, to furnish an advance copy of the proposed release to the 
other party. 

Section 10.10 Waiver. Except as otherwise expressly provided in this Agreement, 
neither the failure nor any delay on the part of any party to exercise any right, power or privilege 
hereunder shall operate as a waiver thereof, nor shall any single or partial exercise or waiver of 
any such right, power or privilege preclude any other or further exercise thereof, or the exercise 
of any other right, power or privilege available to each party at law or in equity. 
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Section 10.11 Parties in Interest. This Agreement (including the documents and 
instruments referred to herein) is not intended to confer upon any Person, other than the parties 
hereto and their successors and permitted assigns, any rights or remedies hereunder. except that 
the parties hereto agree and acknowledge that the agreements and covenants contained in Section 
9.1 are intended for the direct and irrevocable benefit of the Indemnified Parties described therein 
and their respective heirs or legal representatives (each such director or Indemnified Party, a 
“Third Party Beneficiary”), and that each such Third Party Beneficiary, although not a party to 
this Agreement, shall be and is a direct and irrevocable third party beneficiary of such 
agreements and covenants and shall have the right to enforce such agreements and covenants 
against the Surviving Corporation in all respects fully and to the same extent as if such Third 
Party Beneficiary were a party hereto. 

Section 10.12 Specific Performance. The parties hereto agree that irreparable damage 
would occur to a party in the event that any of the provisions of this Agreement were not 
performed in accordance with their specific terms or were otherwise breached. It is accordingly 
agreed that any party shall be entitled to an injunction or injunctions to prevent breaches of this 
agreement by any other party and to enforce specifically, to the fullest extent available, the terms 
and provisions hereof, including each party‘s obligation to close, in any court of the United 
States or any state having jurisdiction, this being in addition to any other right or remedy to 
which any party is entitled at law or in equity. 

Section 10.13 Section and Paragraph Headings. The section and paragraph headings 
in this Agreement are for reference purposes only and shall not affect in any way the meaning or 
interpretation of this Agreement. 

Section 10.14 Amendment. This Agreement may be amended only by an instrument in 
writing executed by the parties hereto. 

Section 10.15 Entire Agreement. This Agreement, the exhibits, annexes and schedules 
hereto and the documents specifically referred to herein and the Confidentiality Agreement 
constitute the entire agreement, understanding, representations and warranties of the parties 
hereto with respect to the subject matter hereof. 

Section 10.16 Counterparts. This Agreement may be executed in one or more 
counterparts, each of which shall be deemed an original, but all of which together shall constitute 
one and the same instrument. 3 
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IN WlTNESS WHEREOF, the parties have executed and delivered this Agreement aa 
of the date first wrinen above. 

SOUTHERN UNION COMPANY 

By: 
Nafne: R o h d  J. Endres 
Title: Executive Vice President 

FALL RIVER GAS COMPANY 

By: 
Name: Bradford J. Faxon 
Title: President and Chief Executive Officer 

By: 
Name: PeterH.ThaMs 
Title: Senior Vice President and Treasum 

i 
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IN WITNESS WHEREOF, the parties have executed and delivmd this Agreement as of the date 
h written &ow. 
SOUTHERN UNION COMPANY 

By: 
Name: Peter H. Kelley 
Title: Resident and Chid Operaring 

FATL RIVER GAS COMPANY 

H. T h  
Title: Senior Vice President and TrcaJurer 




