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PAIUTE PIPELINE COMPANY
STATEMENT F-1
RATE OF RETURN CLAIMED

Paiute Pipeline Company requires an' overall rate of return of 10.89 percent
given the capital market conditions and in order to be adequately compensated
for the risks of transporting and storing natural gas.

The overall rate of return is based on a hypothetical capital structure of 45.6
percent long-term debt and 54.4 percent common equity. The hypothetical
capital structure was developed based on the average capital structure of the
proxy group used to estimate the cost of common equity. This capital structure
represents a reasonable capital structure for Paiute Pipeline Company and also
reflects Paiute’s status as a wholly - owned subsidiary of Southwest Gas
Corporation.

In developing the cost of debt for this proceeding, Paiute used the debt cost
rates of the long-term debt issued by its parent, Southwest Gas Corporation
(Southwest), exclusive of tax exempt industrial development revenue bonds
issued exclusively for the benefit of the residents of Clark County, Nevada and
San Bernardino, California.

The cost of common equity is estimated to be 13.83 percent. The cost of
common equity is developed using the Federal Energy Regulatory Commission’s
recommended Two-Step DCF Model. The proxy group used to estimate the cost
of common equity was comprised of five natural gas pipelines. For the proxy
group companies, the DCF model resulted in a median cost of equity estimate of
13.33 percent. The cost of common equity was adjusted upward by 50 basis
points to reflect Paiute’s higher level of contract risk. The proxy group’s average
common equity component was 54.4 percent at September 30, 2008. The cost
of common equity and the overall rate of return meet the capital attraction and
comparability standards set in Bluefield Water Works and Improvement
Company v. Public Service Commission of West Virginia 262 U.S. 679 (1923)
and the Federal Power Commission v. Hope Natural Gas Company 320 U.S.
591 (1944).
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PAIUTE PIPELINE COMPANY
Total Debt Capital[1]
As of November 30, 2008
Line Line
No. Description Total No.
(a) (b)
1 Principal Amount of all Issues $ 707,500,000 1
2 Gross Proceeds $ 707,500,000 2
3 Underwriters Discount $ 6,374,125 3
4 Issuance Expense $ 1,441,443 4
5 Net Proceeds $ 699,684,432 5
6 Net Debt Outstanding as of Balance Sheet Date $ 686,403,789 6
7 Amounts due within One Year (Net) $ - 7
8 Net Debt Capital less Current Maturities $ 686,403,789 8
9 Annual Dollar Cost of Total Debt Instruments $ 47,518,290 9
10 Weighted Average Cost of Debt Capital 6.92% 10
11 Plus: Amortization of (Gain)/Loss on 11
12 Reacquired Debt, Annualized $ 408,079 12
13 Adjusted Annual Dollar Cost of Debt $ 47,926,369 13
14 Weighfed Average Cost of Debt Capital 6.98% 14

[1] Based on parent company's records. The Clark County and Big Bear tax-exempt IDRB's are
excluded from computing the cost of debt for Paiute Pipeline Company as these debt issues are
solely to fund qualified construction expenditures in Clark County, Nevada and San Bernadino

County, California, respectively.



Docket No. RP09-

Statement F-3
Sheet 4 of 7

"(6) uwN|o) ‘G “ON BuIT ‘/ JO £ 198YS ‘¢-o Juswajejg douaiaey [z]
‘AjoAnoadsad ‘elulojen
fjuno) oulpeuIag UES pue BpeASN ‘Auno) uelD Ul sainjipuadxa LoNdNISUOD palienb puny o} Ajajos aie sanss Jgap asay} se Auedwo)
aujjadig eInied 1oy 1gap Jo 1509 sy} Bundwos woly pepnioxe ale s,gydl idwexe-xe) Jeag Big pue Auno e syl “spiodas s,Auedwoo jussed uo paseq [}]

S9JON

8l %6€"L 6002 ‘L€ 1snBny (eyded 1gea 8l
A 101500 abesany payyblopn 1l
9l 681°16025 $ 1800 398Q wie]-Buc |enuuy (ejoL 9l
Gl 16e'zge ¢ [zZhaeq papunjey Jo paiinboeay Gl
vl uo (ure)sso jo uonezowy vl
€l 86.'882°LG § 960'8L¥'¥0L  $ %¥e L 06°86 2eV'¥89'669  $ 000005202 $ 1geq wuel-6uo fejo L. €l
42 - - %000 - - - syjuop Z1 uiyim Buunjep 1qeq 4!
L 86.'8€.'1G $ 960'8Lv'v0L $ %ve L 06'86 zZev'v89'669 % 000°'00G'20L $ jg8Q ejoL b
oL 6v1°029'9 $ GP6'Go9'6YL  $ %9v'v 09°66 clL'le6e'erl  $ 000'000°0SL ¢ Ayjroeq wis | oL
6 G89'c9L'9 $ $£6'62028 $ %9L L 0166 9€8'09.2°L8 $ 000°005°28 $ SSJON Wwia ] wnipaiy |ejol 6
8 000'0LG 000'00S°Z %889 G166 168°GEY'L 000°005°L 2202 9na ‘NLW %9.9 8
VA 005'¥86°L 252'908've %00°8 1066 6€.2'99.'vC 00000062 220z @nQ ‘N.LIN %26°L L
9 G.1¥'2G6'L 6¥9'0¥8'v2 %98 L 2166 00L'6LL'VC 00000062 220z ®ng ‘NLN %8. L 9
] oL2'0L6'L $ ve0'6.8'vc  $ %89°L 2166 00L'6LL'vC 00000062 210z anQ ‘NLN %65 L ]

$S10N W9 Wnipajy
14 ¥96'70.'8€ $ 012'922'z.y  $ %618 ¥9'86 ¥¢¥'925'89y 000°'000°G.LY sanjueqaq Aunn rejol 14
€ 619°21G'GL £22'661°661 %6.L L 886 8G6'129'/61 000°000'002 210z ang ‘Bl0N G29°'L €
4 Lov'99lL L1 6.1'8.€'661 %198 Gi'86 912'€68'061 000000002 L 10Z ®nQ ‘910N %G.E'8 4
3 ¥88'020'9 $ sig'srl'v. $ %ZL'8 19'86 0G2'6S6'cL 000°000°G2 920z @nQ ‘aimuaqgaq %0'8 b
saimuaqgaqg
(B) ® (e) (p) )] (q) (e)
"ON 1S0D |enuuy souejeg Kauop wn aouenss| Iy aNnss| JO JUNoWY uonduoseq "ON
ounn BuipueisinO 1N J0150D 19d 19N $pe8d0ld jedipund aul
BAlOBY 1N

[11600Z ‘1€ LSNONV 1V AOIYAd 1S3L IHL ¥O4 @3aLsnrav sv
1930 WJ3L-ONOT 40 LSOO
ANVdINOD 3NIT3dId 31NIvd



Docket No. RP09-___
Statement F-3

Sheet 5 of 7
PAIUTE PIPELINE COMPANY
Total Debt Capital[1]
As Adjusted For the Test Period At August 31, 2009
Line Line
No. Description Total No.
(a) (b)
1 Principal Amount of all Issues $ 707,500,000 1
2 Gross Proceeds $ 707,500,000 2
3 Underwriters Discount $ 6,374,125 3
4 Issuance Expense 3 1,441,443 4
5 Net Proceeds $ 699,684,432 5
6 Net Debt Outstanding as of Balance Sheet Date $ 704,418,096 6
7 Amounts due within One Year $ - 7
8 Net Debt Capital less Current Maturities $ 704,418,096 8
9 Annual Dollar Cost of Total Debt Instruments $ 51,738,798 9
10 Weighted Average Cost of Debt Capital 7.34% 10
11 Plus: Amortization of (Gain)/Loss on 11
12 Reacquired Debt, Annualized $ 352,391 12
13 Adjusted Annual Dollar Cost of Debt $ 52,091,189 13
14 Weighted Average Cost of Debt Capital 7.39% 14

[1] Based on parent company's records. The Clark County and Big Bear tax-exempt IDRB's are
excluded from computing the cost of debt for Paiute Pipeline Company as these debt issues are
solely to fund qualified construction expenditures in Clark County, Nevada and San Bernadino

County, California, respectively.
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PAIUTE PIPELINE COMPANY
STATEMENT F-4
PREFERRED STOCK CAPITAL

The capital structure used to develop the rate of return is based on a
hypothetical capital structure and does not include any preferred or preference

stock.



