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Primary Credit Analyst:  Brian Janiak, New York (1) 212-438-5025; 
brian_janiak@standardandpoors.com  

  

 

On its surface, analyzing U.S. gas distributors' credit quality would appear straightforward. After 
all, the core business simply involves distributing a commodity to mainly captive customers 
within a given service territory under a regulated environment. What could be more 
uncomplicated or have lower business risk? But, in reality, the universe of local natural gas 
distribution companies (LDCs) that Standard & Poor's Ratings Services rates has great credit 
diversity, as evidenced by ratings ranging from 'AA-' to 'BB-'.  

Thus, the business risk profile is a defining attribute of an LDC's creditworthiness, as is the case 
with any corporate issuer. In most cases, Standard & Poor's categorizes pure LDCs as having 
well above average ('1' and '2') or above average ('3') business profiles (business profiles are 
categorized from '1' (strong) to '10' (weak)). Nonregulated business segments outside the 
relatively low-risk gas distribution arena generally weaken a company's business risk profile.  

Clearly, higher-risk activities pressure the consolidated profiles and often require stronger 
financial performance to merit the same rating as a pure LDC. ONEOK Inc. (BBB/Watch Neg/A-
2), an extreme example, has gas gathering and processing and energy trading and marketing 
activities that account for roughly two-thirds of its business mix and elevate the company's 
business profile to '6'. The inherent volatility of ONEOK's higher-risk businesses dwarfs the 
relative stability of its regulated gas distribution operations and exposes the company to greater 
cash flow volatility.  

We look at five broad categories when reviewing an LDC's business risk profile: regulation, 
markets and competition, operations, management, and diversified activities. Below, key factors 
are highlighted and specific LDCs are identified that demonstrate strong or weak characteristics 
along these lines.  

The business risk profiles of 14 LDCs operating in the U.S. can be seen in table 1.  

Table 1  |  Download Table  

U.S. Gas Distributors Comparison  

Company  Rating  
Business 

profile 
Gas adjustment 

mechanism 
Supply 

position 
Storage 

capacity (%) 
Hedging 

policy in place 

AGL Resources 
Inc.  

A-/Negative/A-2  4  Yes  4  35  Yes  

Cascade Natural 
Gas Corp.  

BBB+/Stable/--  2  Yes  3  25  Yes  

New Jersey 
Natural Gas Co.  

A+/Stable/A-1  2  Yes  2  60  Yes  
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Nicor Inc.  AA/Negative/A-1+  3  Yes  8  55  Yes  

Northwest Natural 
Gas Co.  

A+/Stable/A-1  1  Yes  1  58  Yes  

ONEOK Inc.  BBB/Watch Neg/A-2  7  Yes  8  15  Yes  

Peoples Energy 
Corp.  

A-/Negative/A-2  5  Yes  6  60  Yes  

Piedmont Natural 
Gas Co. Inc.  

A/Stable/--  2  Yes  5  50  Yes  

SEMCO Energy 
Inc.  

BB-/Stable/--  5  yes  4  35  Yes  

South Jersey Gas 
Co.  

BBB+/Neg/--  3  Yes  2  40  Yes  

Southern Union 
Co.  

BBB/Negative/--  3  Yes  8  30  Yes  

Southwest Gas 
Corp.  

BBB-/Stable/--  3  Yes  6  10  Yes  

UGI Utilities Inc.  BBB/Watch Neg/--  4  Yes  3  N.A.  Yes  

WGL Holdings Inc.  AA-/Negative/A-1  3  Yes  4  30  Yes  

N.A.--Not available.  

 

Regulation   
Table 2  |  Download Table  

Regulatory Comparison  

Company  
Weather 

normalization 
Allowed ROE 

(%) 
Earnings 

sharing 
Regulatory protection of LDC 

finances 

AGL Resources Inc.  Yes 11 to 11.5  Yes  No  

Cascade Natural Gas 
Corp.  

No 11 to 11.5  Yes  No  

New Jersey Natural Gas 
Co.  

Yes > 11.5  Yes  No  

Nicor Inc.  Yes 11 to 11.5  No  No  

Northwest Natural Gas 
Co.  

Yes < 11  Yes  No  

ONEOK Inc.  Yes N.A.  No  No  

People's Energy Corp.  No 11 to 11.5  No  No  

Piedmont Natural Gas 
Co. Inc.  

Yes > 11.5  No  No  

SEMCO Energy Inc.  No 11 to 11.5  No  No  

South Jersey Gas Co.  Yes < 11  Yes  No  

Southern Union Co.  No < 11  Yes  Yes  

Southwest Gas Corp.  No < 11  No  No  

UGI Utilities Inc.  No N.A.  No  Yes  

WGL Holdings Inc.  No < 11  No  No  

N.A--Not available. LDC--Local distribution company. > -- Greater than. < -- Less than.  

A prolonged period of high natural gas prices without timely reimbursement of deferred gas cost 
balances will rapidly deplete an LDC's liquidity. Given today's high and volatile natural gas 
prices, maintaining strong credit quality necessitates that ratepayers bear the responsibility for 
commodity costs. Automatic pass-through mechanisms linked to gas price indices provide the 
strongest level of support because they largely remove regulatory risk from the picture. Lesser 
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New Jersey LDCs, for instance, can adjust rates up to three times a year without an official rate 
case. Although this acts as a pressure release valve in high-price environments, it still exposes 
LDCs to regulatory uncertainty when the price of gas rises above a preset level. In such 
circumstances, history provides Standard & Poor's with its best guide to regulators' willingness 
to accommodate LDCs in their jurisdiction.  

Due to the extreme volatility and significant increase in gas prices over the past few heating 
seasons, more state regulators have revised the timing of their gas adjustment clauses by 
providing monthly gas adjustment clauses rather than the seasonal end of the heating season 
adjustment. This expedited treatment helps LDCs to reduce any regulatory lag to recover costs 
and streamline working capital needs, which in turn should allow LDCs to modestly temper 
rising gas bills to their customers. In today's new cost paradigm, how quickly the purchased-gas 
adjustment is "trued up" can have a significant bearing on an LDC's credit quality. Slow 
recovery could impinge on the firm's liquidity as short-term funds are consumed to finance high-
cost gas working-capital needs. In turn, this may necessitate a larger bank line that increases 
borrowing costs or increased debt levels to term out the short-term borrowings with medium-
term notes, potentially increasing pressure on a company's financial profile.  

However, some companies like Piedmont Natural Gas Co. Inc. (A/Stable/--) have actually begun 
the new year by requesting the North Carolina Utilities Commission to reduce the wholesale 
benchmark to calculate its retail rates from an approved $13 per thousand cubic feet (mcf) in 
December 2005 to $11 per mcf in January, and make the change effective as of Jan. 1, 2006. 
This unprecedented request is primarily due to the recent decline in gas prices from peak highs 
in December 2005 of $15.78 per million Btu to about $7.20 per million Btu today. This 
represents an example of a working relationship between regulators and LDCs to contain high 
gas costs and customers' bills.  

 
Weather protection  
An LDC's ability to collect a consistent cash stream, regardless of a service territory's weather 
conditions, provides an important level of stability. Several warmer-than-normal winters or 
cooler-than-normal summers could significantly change an LDC's financial health unless 
regulators provide normalization measures. Such protection can be achieved via a 
normalization clause or rate design. Some jurisdictions such as New Jersey recognize the 
potential implications of adverse temperatures on unprotected LDCs and provide support 
accordingly. Other jurisdictions are not as accommodating. SEMCO Energy Inc. and Southwest 
Gas Corp. have seen their financial profiles weaken partially in response to significant adverse 
weather conditions.  

The growing popularity of weather derivatives serves as an additional avenue for LDCs to 
pursue weather protection. Regulators that recognize these products as a way to reduce risk for 
LDCs and their ratepayers tend to allow for derivative cost pass-throughs and do not question 
the prudence of the strategy.  
 
Earnings sharing  
Mechanisms that mandate earnings sharing between shareholders and ratepayers compensate 
well run LDCs with a share of the profits when companies earn more than their allowed ROE. 
This gives management an incentive to make their companies' operations more efficient. 
Sharing also provides downside protection to shareholders and partially shields LDCs during 
troubled times by, in effect, requiring ratepayers to foot the bill for a portion of lost earnings. 
AGL Resources Inc., Cascade Natural Gas Corp., Northwest Natural Gas Co., and Southern 
Union Co. all benefit from earnings sharing in at least a portion of their respective service 
territories.  
 
Allowed ROE  
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Like all other for-profit businesses, earning a healthy ROE helps drive success. Fairly set ROEs 
provide LDCs with capital for system maintenance, growth projects, and capital structure 
improvement.  
 
Other regulatory mechanisms  
Both regulators and LDCs are increasing customer-education programs on energy efficiency 
and conservation. Lawmakers, state regulators, and LDCs are in preliminary discussions to 
potentially restructure the current rate structures to encourage these goals of energy 
conservation and efficiency without hurting an LDC's bottom line and still allow companies to 
achieve their approved regulated rate of return. In essence, "conservation tariffs" would aim to 
decouple earnings and rates of return from delivered volumes and should eliminate a current 
major disincentive for utilities to develop such conservation programs. This would also better 
align the interest of consumers with utility shareholders by implementing innovative rate designs 
that would encourage energy conservation and efficiency.  

Northwest Natural has a very constructive relationship with the Oregon Public Utility 
Commission (OPUC) that has resulted in favorable rate design and incentive programs. 
Northwest Natural is one of the few LDCs that operates under a conservation tariff that insulates 
its margins from a decline in gas usage levels. Northwest Natural also has a purchased-gas 
adjustment tariff under which 67% of any difference between actual gas costs and estimated 
costs (incorporated into rates) will be deferred and charged to customers in subsequent periods, 
providing protection against commodity price volatility. Finally, Northwest Natural also operates 
under a weather-normalization tariff that neutralizes 80% of the impact of varying weather 
patterns on a monthly basis without any dead bands. Oregon regulation also provides for a 
future test year for ratemaking purposes, thereby minimizing the potential for regulatory lag. All 
these measures provide for highly stable revenues and margins and contribute to Northwest 
Natural's solid and very low risk business profile of '1'.  
 
Financial protection from affiliates  
Earning a good return provides little benefit if the corporate entity squanders the proceeds. An 
LDC's credit quality suffers when parent or affiliate companies extract cash proceeds and invest 
in higher-risk businesses without producing commensurate returns. Regulatory restrictions 
preventing such dividend flow or mandating minimum equity layers buffer LDCs from more 
aggressive management teams. Northwest Natural benefits from strong regulatory oversight in 
Oregon that serves as a template for protecting an LDC's financial interests. In Missouri, 
regulators have restricted Southern Union from further investment in Panhandle Eastern Pipe 
Line LLC subsequent to its significant acquisition of the pipeline from CMS Energy Corp. WGL 
Holdings Inc.'s LDC must gain prior approval from Virginia's regulators to provide intercompany 
loans to its parent or affiliates, thus contributing to its credit strength. These protective measures 
provide an added degree of comfort for bondholders.   
 

Markets And Competition   
Table 3  |  Download Table  

Markets and Competition Comparison  

Company  
Service territory growth 

(%) 
Service territory saturation 

(%) 
Customer mix* 

(%) 

AGL Resources Inc.  1.5 to 2.5 N.A. 80 to 90  

Cascade Natural Gas Corp.  > 2.5 < 60 < 80  

New Jersey Natural Gas Co.  > 2.5 > 90 80 to 90  

Nicor Inc.  1.5 to 2.0 > 90 < 80  

Northwest Natural Gas Co.  > 2.5 < 60 80 to 90  

ONEOK Inc.  < 1.5 > 90 > 90  
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People's Energy Corp.  > 2.5 < 60 80 to 90  

Piedmont Natural Gas Co. 
Inc.  

> 2.5 < 60 80 to 90  

SEMCO Energy Inc.  1.5 to 2.0 60 to 90 < 80  

South Jersey Gas Co.  > 2.5 60 to 90 80 to 90  

Southern Union Co.  < 1.5 < 60 80 to 90  

Southwest Gas Corp.  > 2.5 < 60 80 to 90  

UGI Utilities Inc.  > 2.5 60 to 90 < 80  

WGL Holdings Inc.  > 2.5 < 60 80 to 90  

*Customer mix defined as residential and commercial margins as % of total gross margins. > -- Greater than. < -- Less than.  

 
Service territory growth  
High growth within a service territory due to population influx and new construction could lead to 
an LDC's greater profitability or rate stability. However, as evidenced by Southwest Gas' 
struggles, high growth sometimes cuts both ways. Arizona and Nevada benefit from rapid 
population growth, but the slow pace of regulatory rate adjustments acts as a drag on 
Southwest Gas' financial ratios because revenues fail to adequately compensate the LDC for its 
growth capital expenditures on a timely basis. Slower growth in Illinois, on the other hand, 
provides limited upside for companies, such as Nicor Gas Co. and Peoples Energy Corp., but 
alleviates the associated regulatory dependence faced by Southwest Gas.  
 
Service territory saturation  
Customer saturation refers to the proportion of customers in a given area that use their LDC's 
services. LDCs that operate in service territories with low growth potential still can grow at 
healthy rates if a relatively low level of customer saturation permeates the service territory. For 
example, customers who convert to natural gas from other fuel sources (such as oil) provide 
growth opportunities to LDCs operating in low population growth service areas. Northwest 
Natural benefits from its sub-50% saturation rate and good service territory growth, while 
Peoples Energy faces a disadvantageous combination of a relatively high saturation rate and 
low service territory growth.  
 
Customer mix  
An LDC serving a large proportion of industrial or wholesale customers faces greater instability 
than an LDC serving only residential customers. Nicor and Peoples Energy, for instance, serve 
a broad customer base consisting of many small retail users, as opposed to a few large 
industrial users, which reduces dependence on individual customers. LDCs that depend on the 
sustainability of a few key industrial users carry not only gas distribution risk, but also business 
risk associated with the large customers. Furthermore, large users often have greater financial 
incentive to switch to alternative fuel sources because of extreme input cost sensitivity in certain 
energy-intensive industries.  
 
Protection against bypass  
Due to their proximity to interstate gas pipelines, some large customers have the ability to 
directly tie into a transmission line and completely bypass LDCs' services. Although such 
pipelines provide key sources of gas supply for LDCs, it is important to recognize this bypass 
risk. Ideally located LDCs have adequate transmission access but have industrial customers far 
from interstate pipelines.  
 
Wealth demographics  
A wealthy customer base reduces the risk of customer nonpayment and often translates into 
less resistance to distribution rate increases. Furthermore, wealthy customers are less sensitive 
to their marginal gas consumption, which can lead to higher usage. Suburban areas of New 
Jersey--outside of New York City and Philadelphia--offer examples of high-wealth customer 
concentrations that benefit the regional LDCs.   
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Operations   
 
Supply position  
Drawing from a single interstate pipeline or relying on a particular gas basin exposes LDCs to 
event risk and negative supply shocks, respectively. The ability to access multiple sources of 
gas supply through multiple pipelines protects LDCs from such disruptions. With its strategic 
location in Chicago, Ill., Peoples Energy has an ideal supply position. The company has direct 
interconnections to six major pipelines (Natural Gas Pipeline Co. of America, ANR Pipeline Co., 
Trunkline Gas Co., Midwestern Gas Transmission Co., Northern Border Pipeline Co., and 
Alliance Pipeline L.P.) and can draw gas from the Midcontinent, Gulf Coast, and Canada. The 
numerous pipeline connections allow the company to negotiate gas purchases and storage 
arrangements at competitive prices.  
 
Storage position  
Adequate storage access not only helps supply incremental gas needed to meet peak demand, 
but also provides opportunities for LDCs without purchased-gas adjustment clauses to arbitrage 
seasonal pricing fluctuations. LDCs benefit from storage if the cost of buying peak gas exceeds 
the cost of making off-season purchases and the associated carrying cost. Northwest Natural 
can meet more than 60% of peak demand with company-owned storage, leased storage, and 
recall agreements. Such storage has lowered the company's average commodity costs and 
allowed it to meet peak demand without having to pay for additional transportation costs.  
 
System condition  
Outdated systems requiring extensive maintenance and capital expenditures lower LDCs' 
profitability and efficiency metrics. Newly installed systems mainly consisting of plastic pipe 
require limited expenditures over the long term compared with older, cast-iron systems that 
need replacing as they age. In addition, LDCs generate operational efficiencies through the use 
of new technology. Technology allows Southwest Gas field employees to receive work orders 
without driving to the office in the morning and read meters without leaving their vehicles. 
Although often involving material upfront costs, such technological improvements provide 
significant long-term savings.  
 
Hedging  
LDCs can hedge against gas price volatility by using financial instruments and locking in long-
term purchase contracts with its suppliers. The hedging of fixed-price purchases reduces 
exposure to physical market price volatility, preserves the value of storage inventories, and 
provides risk-management services to a variety of customers. Those companies that have 
locked in prices through long-term contracts, financial instruments, or both that are below the 
high average prices over the past three heating seasons have reduced their exposure to high 
gas prices. Many LDCs' hedging programs need to be preapproved by regulators. We view 
prudent, consistent hedging programs that have been preapproved by regulators as a credit 
strength. For example, Piedmont Natural Gas provides a hedging program, which requires 
preapproval by its regulators.   
 

Management   
As in all business segments, ownership structure, management practices, internal controls, 
corporate governance, and financial disclosure policies fall under the management umbrella 
and are all regularly examined as part of our ratings methodology for LDCs.  

Within the ownership structure analysis, links to parent companies or affiliates are important 
considerations. Ownership by stronger or weaker parents substantially affects the rated entity's 
credit quality. The nature of the owner--holding company or strategically linked business--can 
also hold significant implications for business and financial aspects of the rated entity. Standard 
& Poor's deems many LDCs to have the same creditworthiness as other entities within their 
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corporate structure because of strategic linkages and the free flow of funds among the entities.  

Assessment of management personnel and practices is an especially significant determinant of 
a rating. Standard & Poor's analysis considers many factors that pertain to management, 
including track record and competence, management background and reputation, and 
management depth and turnover. Business strategies that stray from core competencies, 
initiatives that bear elevated risk, and actions inconsistent with public or private statements 
detract from credit quality. We place a higher degree of confidence in management teams that 
possess significant industry experience, consistently meet or exceed forecast projections, and 
deal openly with pressing credit issues.  

Financial disclosure and management oversight help round out the broader area of governance. 
Does an impartial board of directors help monitor critical decisions? Are all potential conflicts of 
interest disclosed in a timely manner? Are all SEC filings on time? The answers to these 
questions help provide intangibles to the rating process.  
 

Rating Actions   
There have been several adverse rating actions in the LDC universe over the past three to four 
heating seasons (36-40 months) for a variety of reasons, with 10 outlook revisions to negative, 
five CreditWatch placements with negative implications, and five downgrades. During 2005, 
there were two outlook revisions (one to negative from stable and one to stable from positive), 
one CreditWatch placement with negative implications, and one downgrade compared with only 
one upgrade that occurred in early January 2005. Thus far in 2006, there has been two rating 
actions, with a negative outlook revision from stable and a CreditWatch placement with negative 
implications, due to a combination of increased regulatory uncertainty and increased exposure 
to nonregulated activities.  

These adverse rating actions have been due to some combination of the following:  

• Sustained high leverage and weaker-than-expected credit protection measures,  
• Increased exposure to, or investment in, nonregulated businesses,  
• Increased debt-financed acquisitions or capital investments, and  
• Weak regulatory mechanisms and support.  

Conversely, the favorable rating actions during the past three heating seasons, which have 
been more modest, have consisted of three upgrades, one outlook revision to positive (which 
recently was revised back to stable in 2005), and two rating affirmations with an outlook revision 
to stable from negative. These positive rating actions have been attributable to:  

• Increasing customer growth and improving cash flow and financial profile, while 
maintaining sound liquidity,  

• Prudent financings by using a combination of debt and equity as well as the successful 
integration of acquisitions in certain cases, and  

• Demonstrated strength of regulatory support and rate mechanisms during challenging, 
high natural gas price heating seasons.  

The outlook for the LDC universe continues to have some negative pressures with eight out of 
the 14 rated LDCs possessing a negative outlook or CreditWatch with negative implications, 
and no company with a positive outlook. The remaining six LDCs have a stable outlook (two of 
which were recently downgraded in 2005). In general, the majority of the LDCs possess 'A' 
ratings, a stable outlook, or both which represent our general view of LDCs' cash-flow stability 
and low business risk profiles.  

Attachment RBH-8

Page 77



Nevertheless, current high gas prices will remain a challenge for all LDCs and may further 
pressure ratings for those LDCs that have a negative outlook and whose financial measures are 
somewhat stretched for their current ratings. In addition, management's financial policy and 
commitment to credit quality will also play an integral role in a company's ability to manage and 
sustain its credit quality during a fourth consecutive heating season with a higher-than-average 
natural gas pricing environment.  

Table 4  |  Download Table  

Financial Profile Comparison*  

Company  

FFO 
interest 

coverage 
(x) 

FFO to 
total 

debt (%) 

Net cash 
flow/capital 

expenditures (%) 

Discretionary 
cash flow 

(mil. $) 

Average return on 
capital 2002-2004 

(%) 

Total debt to 
total capital 

(%) 

AGL 
Resources 
Inc.  

5.0  18.4  86.7  (52.0)  10.5 59.2  

Cascade 
Natural Gas 
Corp.  

4.3  24.5  79.9  (18.3)  9.6 59.8  

New Jersey 
Natural Gas 
Co.  

7.0  19.1  87.3  (157.9)  12.4 56.6  

Nicor Inc.  6.6  26.1  96.4  45.3  9.7 58.3  

Northwest 
Natural Gas 
Co.  

4.2  20.0  51.9  67.2  8.8 51.4  

ONEOK Inc.  4.8  19.8  169.5  (148.5)  10.5 63.8  

People's 
Energy Corp.  

4.9  20.6  63.3  (66.6)  8.8 52.9  

Piedmont 
Natural Gas 
Co. Inc.  

3.8  16.4  58.1  (50.7)  10.9 47.8  

SEMCO 
Energy Inc.  

1.8  6.7  101.6  6.0  7.1 71.8  

South Jersey 
Gas Co.  

5.3  20.9  89.6  (15.3)  9.8 55.2  

Southern 
Union Co.  

3.4  12.3  96.0  (28.6)  2.9 55.0  

Southwest 
Gas Corp.  

3.6  18.0  70.3  (180.0)  7.1 66.8  

UGI Utilities 
Inc.  

3.5  21.4  204.8  67.8  13.0 65.6  

WGL 
Holdings Inc.  

5.5  26.4  131.4  66.4  10.0 46.8  

*Financials as of fiscal year-end 2004. FFO--Funds from operations.  

We expect many of these companies listed in the table above to either maintain or continue to 
gradually improve their financial profiles. Still, the outlook for six LDCs is negative. The negative 
outlook for Southern Union, Nicor Inc., and AGL primarily reflects their increased financial 
leverage and weakened credit protection measures and their respective near-term challenges to 
significantly improve their financial profiles. In addition, AGL's and UGI Utilities Inc.'s negative 
outlooks are also related to their increased exposure to nonregulated operations (i.e., energy 
marketing and propane business) increasing their business risk profiles and need to generate 
stronger financial measures commensurate with their respective ratings. Finally, the negative 
outlook on WGL reflects its absence of weather normalization and increased exposure to its 
retail energy marketing business, which could further reduce the company's current liquidity 
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cushion.  

Cascade Natural Gas has a positive outlook tied to its improving financial profile based on solid 
customer growth, a reliable purchased-gas adjustment mechanism that ensures full recovery of 
gas supply costs, and a manageable capital spending program that should allow the company 
to continue to meet its debt reduction plans in 2006.  
 

The Credit Challenges Ahead   
Regulators will always have to balance timely and prudent gas cost recovery with ratepayer 
resistance to rising gas bills. Continued regulatory support is paramount to credit quality for 
LDCs, especially during periods of prolonged high natural gas prices and the likely need for 
LDCs to fund working capital needs with additional debt. LDCs will remain challenged in this 
elevated gas price environment to reduce short-term debt balances and avoid creeping debt 
leverage, which could trigger deterioration in credit quality.  

Peoples energy is an example of how an uncertain and challenging regulatory environment can 
put pressure on a company's credit quality. In February 2006, Standard & Poor's revised the 
outlook on Peoples Energy to negative from stable due to the challenging regulatory climate in 
Illinois, which has become highly politicized as the historically supportive gas distribution 
regulation has become more contentious. In addition, the outlook revision also incorporated the 
company's continued increased investment in nonregulated diversified businesses, which 
include oil and gas production, power generation, midstream services, and retail energy 
services.  

In the end, a company's business risk profile must be analyzed in conjunction with its financial 
risk profile (see table 4). Because investors in the LDC universe rely on stable cash flow, strong 
financial metrics may simply overpower chinks in the business profile armor. Nicor's 
stratospheric cash flow ratios drive the company's 'AA' rating despite average regulatory, 
market, and competition characteristics. Good financial metrics at New Jersey Natural Gas also 
support that company's strong rating.  

More recently, Standard & Poor's has further scrutinized the financial profiles and overall 
liquidity for companies that have increased their exposure to nonregulated energy trading 
activities. For example, AGL's credit quality is tempered by the heavy liquidity requirements of 
its nonregulated businesses (primarily through its subsidiary Sequent, a gas marketing and 
trading company) and the company's growth strategy that could potentially increase its 
exposure to unregulated activities (see table 5).  

Table 5  |  Download Table  

Diversified Activities Comparison  

Company  
Diversified activities as % of 

consolidated entity Main areas of focus  

AGL Resources Inc.  20  Wholesale and retail services  

Cascade Natural 
Gas Corp.  

Less than 5  Retail gas marketing to a small number of large customers  

New Jersey Natural 
Gas Co.  

22  Natural gas utility, energy marketing, and pipeline capacity 
management  

Nicor Inc.  10  Shipping  

Northwest Natural 
Gas Co.  

9  Interstate gas storage  

ONEOK Inc.  70  Gas gathering and processing; energy marketing and trading  

Peoples Energy 
Corp.  

10  Gas distribution  
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Piedmont Natural 
Gas Co. Inc.  

10  Pipelines and retail gas marketing  

SEMCO Energy Inc.  90  Propane and retail energy services  

South Jersey Gas 
Co.  

30  Natural gas utility, energy marketing, and marina energy 
(Borgata project in Atlantic City, N.J.)  

Southern Union Co.  88  Natural gas pipelines; gas gathering and processing  

Southwest Gas 
Corp.  

Less than 10  Construction  

UGI Utilities Inc.  50  Propane and retail energy services  

WGL Holdings Inc.  2  Retail gas    
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