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Clerk and Administrative Services
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Tallahassee, Florida 32399-0850

Re: In re: Application of Atlantic Utilities, a Florida
Division of Southern Union Company d/b/a South
Florida Natural Gas 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. 000691-
GU

Dear Ms. Bayo:

Enclosed for filing on behalf of Southern Union Company are the original

and three (3) copies of its Securities Transaction Consummation Report, dated
August 31, 2001.

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

Sincerely,

HOLLAND & KNIGHT LLP

O

aren D. Walker
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Application of Atlantic Utilities,
A Florida Division of Southern Union

Company d/b/a South Florida Natural Gas Docket No. 000691-GU
For Authority to Issue and Sell \
Securities Pursuant to Section 366.04, Filed: August 31, 2001

Florida Statutes, and Chapter

25-8, Florida Administrative Code; and
Request for Approval to Borrow Funds
for Short-term Financing Purposes.

/

SECURITIES TRANSACTION CONSUMMATION REPORT

Atlantic Utilities, a Florida Division of Southern Union Company d/b/a South
Florida Natural Gas (“Southern Union”), by and through its undersigned counsel,
and pursuant to Rule 25-8.009, Florida Administrative Code, and Order No. PSC-
00-1525-FOF-GU, hereby reports on the issuance of securities for the period from
August 1, 2000 through June 30, 2001.

1. In conjunction with its acquisition of Fall River Gas Company ("FRG"),
. Southern Union issued approximately 1,371,000 shares of Southern Union common
stock.

2. In conjunction with its acquisition of FRG, Providence Energy Corp.
("PVY™), and Valley Resources, Inc. ("VR"), Southern Union assumed $107,688,000
of mortgage debt and $6,875,000 of senior debt,

3. In order to finance the cash portion of the FR, PVY and VR purchase
price, finance certain acquisition costs, and refinance certain short-term and long-
term debt of FR, PVY and VR, Southern Union entered into a $535,000,000 Term

Loan Facility on August 28, 2000, with an option to renew.
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4. Each of the issues is described in more detail in Exhibit "A" which
includes the terms and conditions of the issues, any amounts realized or net
proceeds from each issue, and the expenses of each issue. Exhibit "A" also contains
a statement showing capitalization, pretax interest coverage, and debt interest and
preferred stock dividend requirements as of the end of the fiscal year ending June
30, 2000.
5. Pursuant to Rule 25-8.009, Florida Administrative Code, Southern
Union submits the following additional documents relative to the above referenced
transactions:
(a)  Agreement of Merger between Southern Union and FRG dated October
4, 1999;

(b) Terr;l Loan Credit Agreement dated August 28, 2000;

(c) Form S-4 Registration Statement as filed with the Securities Exchange
Commission on July 7, 2000;

(d)  Opinion dated August 28, 2000 of Susan M. Westbrook, Managing
Attorney for Southern Union;

(e) Form 10-K/A Annual Report (Commission File No. 1-6407) as filed
with the Securities Exchange Commission under the Securities Act of
1934 for the fiscal year ended June 30, 2000; and

® Form 10-Q Quarterly Report (Commission File No. 1-6407) as filed

with the Securities Exchange Commission under the

Securities Act of 1934 for the quarter ended March 31, 2001.



6. On February 18, 2000, Southern Union filed an application with the
Pennsylvania Public Utility Commission seeking approval of Southern Union's
acquisition of all of the stock FRG, PVY, and VR, and the merger of each of the
acquirees with and into Southern Union. On May 11, 2000, the Pehnsylvania
Public Utility Commaission issued an Order approving the application. In its Order,
the Pennsylvania Public Utility Commission did not address the issues that are the
subject of this Consummation Report.

Respectfully submitted this 31st day of August, 2001.

-y
7). Bruce May
Florida Bar No. 354473
Karen D. Walker
Florida Bar No. 0982921
Holland & Knight LLP
Post Office Drawer 810
Tallahassee, Florida 32302
(850) 224-7000

Attorneys for Southern Union
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Southern Union Company
Florida Consumation Report

A. Terms and conditiomns

Exhibit A

Maturity Balance Ann Int Interest Pmt
Debt Assumed wilh Acquisition Date Assumed Rate Dates
Providence Series M 10.25% 7/31/08 2,182,000 10.25% Y131 & 731
Providence Series N 9.63% 5/30/20 10,000,000 9.63% 5/31 & 11/30
Providence Series O 8.46% 9/30/22 12,500,000 8.46% /31 & 5430
Providence Series P 8.09% 9/30/22 12,500,000 8.09% 3/31 & 9430
Providence Series Q 5.62% 11/30/03 6,400,000 5.62% 51 & 111
Providence Scries R 7.5% 12/15/25 15,000,000 7.50% 6/15 & 12/15
Providence Serics S 6.82% 4/1/18 15,000,000 6.82% 4/1 & /1
Providence Series T 6.5% 2/1129 14,606,000 6.50% 2 &S5N&EL &1L
Fall River 9.44% 2/15/20) 6,500,000 9.44% 2115 & ¥/15
Fall River 7.99% 12/15/26 7,000,000 7.96% 315 & 915
Fall River 7.24% 12115427 6,000,000 7.24% 6/15 & 12/18
Total mortage debt 107,688,000

Valley Resources 7.7%--Senior Debt 971727 6,875,000 7.70% 3/1 & 9/1
Term Loan 08/27/01 535,000,000  LIBOR+87.5% Monthly

B. Realized amounts
The debt of the New Fngland divisions that was assumed 1 the merger had no net proceeds.
The term loan had a net proceed of $535 nullion.
The stock issuance of 1.3 million shares was valued at $27.5 million and used for the acquisition of Fall River.

C. Expenses
Mortgage Debt

Prov Q 122,269.00
Prov T 247,883.23
Prov S 290,836.35
Prov R 289,666.50
Prov P 238,811.00
ProvQ 238,811.00
Prov N 210,057.78
Sertes M 45,543.89
Fall River 2027 53,531.02
Fall River 2026 62,243.35
Fall River 2020 59,557.26
Total mortgage assumed 1,859,210.38

Valley Resources -
Term I .0an 1,470,797.96
Stock Issuance -

1. Total capitahzation
2000 1,569,028,000
2001 Mot yel released

E. Pretax interest coverage
2000 90,114,000
2001 Not yet released

F. Preferred stock dividend reguirements

2000 9,480,000
G, Interest requiveinents

2000 57,867,000
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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 (“FAL”).

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 SUQG, 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:

ARTICLEI
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):

“dcquired Companies”-FAL and its Subsidiaries, collectively, and each, an “Acquired
Company.”

“Affiliate”--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 otherwise).

“Applicable Contract’--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
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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 Date”-the date on which the Closing actually takés place.

“Contract”—any agreement, contract, document, insfrument, obligation, promise or
‘undertaking (whether written or oral) that is legally binding.

“DGCL"-the Delaware General Corporation Law.

“Encumbrance”--any char; <, adverse claim, lien, mortgage, led €, 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 ratural resource.

“Environmental Law’--any Legal Requirement that requires or relates to:

@) 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 materiais 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 Act”—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 Effect’—-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 (if)
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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"“GAAP"—~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) 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 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.

“Hazardous Activity"—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.

“Hazardous Materials”--any waste or other substance that is listed, defined, designated,
or classified as, or otherwise determined to be, hazardous, radioactive, or toxic or a poliutant 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-Rodino Antitrust Improvements Act of 1976, as amended, or
any successor law;-and regulations and rules issued by the U.S. Department of Justice or the
Federal Trade Commission pursuant to that act or any successor law.

“IR(C”-~the Internal Revenue Code of 1986, as amended.
“IRS”--the Internal Revenue Service or any successor agency.

“Knowledge”--an individual will be deemed fo have “Knowledge” of a particular fact or
other matter if such individual is actually aware of such fact or other matter. A Person (other
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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 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 agreement, statute or treaty.

“Material Contract”—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 of Business”—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 T

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; (¢) the limited partnership 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 (f}
any amendment to any of the foregoing.

“Person”--any 1nd1v1dual corporation (including any non-profit corporation), general or
limited partnership, limited liability company, joint venture, estate, trust, associatiom,
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”nany spilling, leaking, emitting, discharging, depositing, escaping, leaching,
dumping, or other releasing into the Environment, whether intentional or unintentional.

“Representative”—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.

“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 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 $1.00 per share, of SUG.

“SUG Disclosure Schedule”—-the disclosure schedule 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.

“Tax"--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 custoins 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), impesed, 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 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.

“Threatened’—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 Section
Agreement Introductory Paragraph
Business Combination 6.1(h)(4)
Cash Consideration 3.1(a)
Cash Election 3.1(b)
Cash Election Number 3.1(b)
Cash Election Shares 3.1(c)
Cash Fraction 3.1(c)
Certificates _ 3.2(c)
Closing 23
Confidentiality Agreement 6.1(c)(1)
Dissenting Shares . 33
Effective Time 2.2
Election Deadline : 3.2(b)

7
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Emi)loyees

Exchange Ratio

FAL

FAL Benefit Plans

FAL Commonly Controlled Entity
FAL Financial Statements
FAL Meeting

FAL Proxy Statement’
FAL SEC Documents
FAL Stockholders’ Approval
Form of Election
Indemnified Parties

Initial Termination Date
Maximum Value

Merger

Merger Consideration
Minimum Value

NYSE

Paying Agent

PBGC

PEI’

PEI Merger Agreement
Registration Statement
Rule 145 Affiliates

' Rile 145 Letters

Stock Consideration
SUG
SUG Benefit Plans

SUG Commonly Controlled Entity -

8 .

6.2(b)
3.1(a)
Introductory Paragraph
5.18(a)
5.18(e)
5.9
6.1G)(1)
4.18
59
524
3.2(b)
9.1(a)
8.1(k)
3.1(a)
Rec;.itals
3.1(a)
3.1(2)
3.1(e)
3.2(a) .
4.14(b)
42
4.2
4.18

6.1(k)
6.1(k)

3.1(a)
Introductory Paragraph
4.14(a)

4.14(d)



SUG Financial Statements 4.9

SUG SEC Documents : 4.9

Supérior Proposal : 6.1(h)(4)

Surviving Corporation 2.1

Third Party Beneficiary 10.11

Total Consideration 3.1(e)
ARTICLE I1

THE MERGER; OTHER TRANSACTIONS

Section 2.1 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 Article VI hereof, the closing of the
transactions contémplated by this Agreement (the “Closing™) wiil take place at 10:00 am,
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 VII
hereof (other than Sections 7.1(a), 7.1(b), 7.1(c), 7.1(f), 7.1(g), 7.1(h), 7.1(k), 7.1(1), 7.2(a),
7.2(b), 7.2(c), 7.2(¢), 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 IIT
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 3.1(b), 3.1(c), and 3.1(¢). 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 and/or the Stock
Consideration to be recetved 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” will be $19.6875.

{b) ~ Subject to the immediately following sentence and to Section 3.1(c) and
3.1(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 Time
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shall, except as provided in Section 3.1(g), be converted solely into shares of SUG Common
Stock. :

“Cash Election Number” shall equal, subject to reduction pursuant to Section
3.1(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 3.1(g),

-and (b) the number of Dissenting Shares.

(c) If the aggregate number of shares of FAL Common Stock covered by Cash
Elecnons (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) 2 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) SUG will make all computations to give effect to this Section 3.1.

(e)  If, after having made the calculation under Section 3.1(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)(1)(A) of the IRC, the trading price as of the time of the Closing), as reported on the New
York Stock Exchange (“NYSE”), 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 shail 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 converted into the right tc 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 (i) the
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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 pnor to the Effective Txme Payment of such amounts shall be made by

SUG. N

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.

(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 3.1(b) will have been properly made only if the Paying Agent shall have
received at its designated office or offices, by 4:00 p.m., 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 FAIL, Common Stock were converted
pursuant to Section 3.1(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
Paying Agent or to such other agent or agents as may be appointed by SUG, together with such
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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 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 (and cash in lieu of fractional shares) deliverable in respect thereof as
determined in accordance with this Article I, 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 cash in lieu of fractional shares) as
provided in this Article III.

® The Surviving Corporation shall not be liable to any holder of FAL
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
any claims or interest of any such holders or their successors, assigns or personal representatives
previously entitled thereto.
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Section 3.3  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 appraxsal 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 ail
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 Material Adverse 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
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
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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 “PEl Merger Agreement”™), by and between SUG and
Pennsylvania Enterprises, Inc. (“PEI™)) or other securities of SUG or any of its material
. Subsidiaries.

~ Section4.3  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 ail 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 generally.

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 ard
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.

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 déemed not to be a public utility company for purposes of, PUHCA
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pursuant to Section 33 thereof with réspect 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,” ora “holdmg compan)f within
the meaning of such terms in PUHCA. :

Section 4.7 Compliance with Legal Requirements; Governmental Authorizations.

(a) 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.

(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:

¢)) 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 Agreement, that challenges, or that xhay 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, feasonably likely to have a SUG Material Adverse Effect.

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
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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 2 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 nder
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 10-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 unaundited 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:

(@) 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 to, 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.

()  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.

() 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

17
W6-NY992090.199
vi4



Merger Consideration, other than repurchases in the open market pursuant to stock repurchas.e
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 or its 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 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 411(d)(3) of the IRC within the last six years, except with respect to the
conversion of the retirement income plan to a cash balance plan for which full vesting was
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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.

(¢)  Except as set forth in Section 4.14 of the SUG Disclosure Schedule, each
trust funding 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 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 ERISA and Section 412 of the IRC which has resuited 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 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 pian
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 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.

(¢) . The execution and delivery of this Agreement and the consummation of
the transactions contemplated hereby will not (i) increase the amount of benefits otherwise
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- 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.

® 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.

(g)  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 Affiliate 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:

() 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 (i) 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

(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).
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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 4.17 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
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,
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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. :

ARTICLEYV
REPRESENTATIONS AND WARRANTIES OF FAL

FAL,asto 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 5.1(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 FAL 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 FALL 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.

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
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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 aggregate, reasonably likely to have a FAL
Material Adverse Effect.

Section 5.6 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 “affiliate” of a “public utility company” or a “holding company”
within the meaning of such terms in PUHCA. '

“Section 5.7  Compliance with Legal Requirements; Governmental Authorizations.

(a) Except as set forth in Section 5.7(a) 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 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
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than such violations, if any, which are not, individually or in the aggregate, reasonably likely to
have a FAL Material Adverse Effect.

(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
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 staterments 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 10-Q) and fairly present (or will fairly present) in all
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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 noxmal 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 Retumns 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.

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
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.
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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 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 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,
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
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wage rate and identifying those who are union employees and those who are part-time-
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 certifted 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 bargaining 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.

(b) As to any FAL 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 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 411(d)(3) of the IRC within the last six years, 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)  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 Bénefit Plan, which trust is intended to be
exempt from federal income taxation pursuant to Section 501(c)(9) of the IRC, satisfies the
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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 opcrated 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), (¢) 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, (if) 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 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) 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 any of the Acquired Companies, the plan or trust
forming a part thereof, or SUG 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 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 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.

(f) — 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, funding 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. |
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(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
termipation 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.

® 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 Acqmred Companies has any outstanding liability with respect
to any such plan. ‘

G) 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 prior 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.

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 agpregate, 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 GERCLA or any comparable Legal
Requirement with respect to any Acquired Company or the Facilities;
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(®)  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 cumrently and at all times has been, in material compliance with any
Environmental Law. No Acquired Company has 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;

(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 Acquu'cd
Company is reasonably likely to be held responsible, with Environmental Laws.

Section 5.20 No Material Adverse Change. Since the 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.

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 Gevernmental Body (2) 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.
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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 as of the date hereof, with respect to
the Merger Consideration to be recetved by the holders of FAL Commion 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 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.
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ARTICLE VI
COVENANTS

Section 6.1 Covenants of FAL. FAL agrees to observe and perform the following
covenants and agreements:

(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

Cq_mpany to:
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‘be unreasonably withheld or delayed, prior to the Closing, FAL will cause each Acquired

(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 ali of the Acquired Companies’ franchises, 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;

(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 