
Independence, Integrity and Investor Respect

Capital Market Considerations and
Disclosure Concerns

Donato J. Eassey
President

Royalist Independent Equity Research, Ltd.



October 1, 2003 Royalist Independent Equity Research, Ltd. 2

Gas Industry – Wellhead to Burnertip
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R = Regulatory

I = Interest Rates

S = Senior Management

K = A Kaleidoscope of Other Issues

R-I-S-K
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The “Don’ts”

Transco Stock Price
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Merger Announcement

- Black Warrior basin
- Mobile Bay Pipeline - 
     landowner lawsuits
- FERC investigations
- CEO turnover
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The “Don’ts”

LGE Stock Price
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PowerGen
Merger Announcement

Discontinuance of
merchant energy

Continuing problems
with merchant contracts

Announcement of
writeoff and sale of
gathering and proc.
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The “Don’ts”

Sonat Stock Price
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EP Merger
Announcement

Zilka E&P property
purchase; $3+/Mcf 
purchase price with 
expensive exploration
potential
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The “Don’ts”

KN Energy/Kinder Morgan, Inc. Stock Price
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KMI Merger
Announcement

Overpaid
for Midcon

Weather fails
to materialize
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The “Don’ts”

MCN Energy Stock Price
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DTE Merger
Announcement

Exploration troubles begin;
exploration a big dryhole

Exiting exploration
business; E&P writedowns

Coal fines founder:
more E&P
writedowns
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The “Don’ts”

Enron Stock Price
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Skilling resigns
ML downgrade

SEC letter
of inquiry

SEC investigation
ML downgrade
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• Invest wisely and FULLY disclose
investment details

• With respect to disclosure -
“When in doubt put it out”

• With respect to accounting -
KISS:  KEEP IT SIMPLE STUPID

• Stick with core competencies & remain 
disciplined

The “Do’s”
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• Traditional price-to-earnings (P/E)

• 6-factor relative valuation

• Dividend discount model

• M&A takeover analysis

Four Valuation Methods
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Natural Gas Equity P/Es: A Historical Perspective
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Natural Gas Group



October 1, 2003 Royalist Independent Equity Research, Ltd. 13

Natural Gas Equity P/Es: A Historical Perspective
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Combination Gas/Electrics
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Natural Gas Equity P/Es: A Historical Perspective
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Integrated Gas Utilities
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Natural Gas Equity P/Es: A Historical Perspective
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Gas Utilities (LDCs)
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Natural Gas Equity Yield: A Historical Perspective
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Natural Gas Equity Yield: A Historical Perspective

50%

75%

100%

125%

150%

175%

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Average 3% Risk
Premium to 10-yr

Current 1%
Risk Premium to
10-year Treasury

Combination Gas/Electrics Average Risk Spread to 10-year Treasury, 1994-present



October 1, 2003 Royalist Independent Equity Research, Ltd. 18

Natural Gas Equity Yield: A Historical Perspective
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Natural Gas Equity Yield: A Historical Perspective
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Gas Prices vs. Equity Prices: A Historical Perspective

Natural Gas Equities Compared to Spot Natural Gas Prices
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Gas Prices vs. Equity Prices: A Historical Perspective

Natural Gas Equities Compared to Spot Natural Gas Prices
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Natural Gas Group Current P/Es & Yields
Royalist Gas Group 2004E P/Es
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PGL

CGC

LG

ATO

NWN

SWX

NJR*

PNY*

* "Best-in-Class/Core Holding."  With the exception of SRE, we believe the market 
already recognizes and appreciates these companies premium investing credentials.  
We recommend accumulating on price dips.

Royalist Gas Group Current Yield
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* "Best-in-Class/Core Holding."  With the exception of SRE, we believe the market 
already recognizes and appreciates these companies premium investing credentials.  
We recommend accumulating on price dips.
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• P/E multiples for gas group overall appear 
modestly attractive; Integrateds undervalued, 
LDCs overvalued

• Yields for the group seem very attractive relative 
to 10-year, but this is an anomaly.  In reality, 
yields probably only modestly attractive.

• Gas commodity price drives equity prices –
which way will they go?

• Final analysis: focus on a select few.

Gas Equity Valuation Conclusion
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Visit Royalist Research!


