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PART L FINANCIAL INFORMATION 

Item 1 . Financial Statements 

A'I'MOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED BALANCE Sf3oEETS 

ASSETS 
Property. plant and equipment ....................................... 

Less accumulated depreciation and amortization ........................ 
Net property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash and cash equivalents ........................................ 
Accounts receivable. net ......................................... 
Gas stored underground .......................................... 
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Goodwill and intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred charges and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current assets 

CAPITAI,IZATION AND LIABILITIES 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares authorized; issued and outstanding: 
June 30. 2009 - 92.234. 134 shares; 
September 30. 2008 - 90.814. 683 shares ........................... 

R e ~ e d e ~ n i n g s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss .............................. 

Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital ........................................ 

Long-term debt .................................................. 
Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Acconnts payable and acci-ued liabiIities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current liabilities 

Other current liabilities .......................................... 
Short-termdebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-tmn debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities ......................................... 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred credits and other liabilities .................................. 

Jme 30. September 30. 
2009 2008 

(In thousands. except 
share data) 

(Umudi ted) 

$5.963. 098 $5.730. 156 
1.623. 734 1,593. 297 

4.339. 364 4.136. 859 

125. 735 
241. 582 
317. 275 
11 1.420 

46. 717 
477. 151 
576. 617 
184.61 9 

796. 012 
738. 615 
222. 039 - 

$6.096. 030 

$ 461 
1.779. 184 

45 1. 856 
(39. 981) 

2.191. 520 
2.169. 395 

4.360. 915 

221. 968 
422. 200 

131 
- 

644. 299 
510. 901 
322. 529 
257. 386 

$6.096. 030 

1.285. 104 
739. 086 
225. 650 

$6.386. 699 

$ 4 5 4  
1.744. 384 

343 . 60 1 
(35. 947) 

2.052. 492 
2.119. 792 

4.172. 284 

395. 388 
460. 372 
350. 542 

785 

1.207. 087 
441. 302 
298. 645 
267. 381 

$6.386. 699 

See accompanying notes to condensed consolidated financial statements 
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A W O S  ENERGY CORPORATION 

CONDENSED CONSODATED STATEMIENTS OF INCOME 

Three Months Ended 
June 30 

(In kousands, &apt 
per share data) 

Operating revenues 
Natural gas distribution segment. .................................... $386,985 $ 676,639 

Natural gas marketing segment. ..................................... 453,5504 1,189,722 

Intersegment eliminations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 17,285) (277,382) 

Regulated transnrission and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . . .  49,345 46,286 

Pipeline, storage and other segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,226 3,880 

780,775 1,639,145 

Natural gas distribution segment. .................................... 195,303 476,7 1 1 
Purchased gas cost 

Regulated transmission and storage segment 
Natural gas marketing segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  438,482 1,192,353 

Intersepent eliminations. ......................................... (116,862) (276,847) 

.__ ............................ 

Pipeline, storage and other segment .................................. 4,212 706 

521,135 1,392,923 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  259,640 246,222 

Operation and maintenance. ........................................ 110,895 117,822 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54,181 50,356 
Taxes, other than income .......................................... 47,577 57,335 

3,304 I Assetimpairments ---. 
Total operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  215,957 225,513 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  43,683 20,709 
Mscellanwus income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,219 1,600 
Interest charges ................................................... 4151 1 33,470 

3,391 (1 1 ,I 61) Iucome (loss) before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses 

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

_.- 

Income tax expense (benefit) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,427 (4,573) 

Netincomefloss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,964 $ (6,588) 

Basic net income (loss) per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.02 $ (0.07) 

Diluted net income (loss) per share. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.02 r6 (0.07) 

Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.330 $ 0.325 

Weighted average shares outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91,338 89,648 

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  92,002 89,648 

S e e  accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF PNCOME 

Operating revenues 
Natural gas distribution segment .................................... 
Regdated transmission and storage segment ........................... 
Natural gas marketing segment ..................................... 
Pipeline, storage and other segment .................................. 
Tntersegment eliminations ......................................... 

Purchased gas cost 
Natural gas distribution segment .................................... 
Regulated transmission and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pipeline. storage and other segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intersegment eliminations ......................................... 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses 

Operation and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation and amortization ...................................... 
Taxes. other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assetimpairments .............................................. 

Total operating expenses ........................................ 
OperaCingincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes ......................................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Basic net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Diluted net income per share ........................................ 
Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
'Weighted average shares outstanding: 

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

Nine M o n k  Ended 
June 30 

2009 2008 
(Unaudited) 

(Tn thousands. except 
per share data) 

$2.673. 373 
163. 261 

1.949. 657 
36. 946 

(504. 724) 

4.318. 513 

1.816. 227 
. 

1.881. 068 
9. 771 

... (503. 456) 

3.203. 6 10 

1.114. 903 

365. 312 
160. 757 
150. 028 

5.382 

. 681. 479 

43 3.4 24 
(647) 

11 6. 035 

3 I 6. 742 
109. 812 

$ 206. 930 

$ 2.28 

.g 2.26 

$ 0.990 

90. 940 

91. 590 

$3.126. 672 
142. 772 

3.159. 092 
20. 629 

(668. 525) 

5.780. 640 

2.296. 020 

3.099. 428 
1. 773 

I_ 

(666. 835) 

4.730. 386 

1.050. 254 

359. 064 
147. 659 
153. 170 
. 

659. 893 

390. 361 
2. 974 

103.803 

289. 532 
1 7 8 3  10. 

$ 178, 749 

$ 2.00 

$ 1.99 

.- 

$ 0.975 

89. 281 

89. 937 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENW CONSOLIDAIED SmTEMENTS OF CASH FLOWS 

Cash Flows From Operating Activities 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
O~la . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net assetdliabilities from risk management activities. .................... 
Net change in operating assets and liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by operating activities ......................... 

Charged to other accounts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nine Months Ended 
June 30 

2009 24308 
(unaudited) 
(In thousands) 

_II- 

$ 206,930 

160,757 
60 

62,658 
23,009 
53,711 

317,469 

824,594 

$ 178,749 

147,659 
106 

77,864 
12,767 

(78,524) 
78.760 

417,381 
Cash Flows From Investing Activities 

Capital expenditures .............................................. (342,326) (312,878) 
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (6,094) (4,303) 

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net decrease in short-tmn debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net proceeds fkom debt offering. ..................................... 
Settlement of Treasury lock agreement. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayment of long-term debt.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cashdividendspaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of common stock.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in financing activities ............................... 
Net increase (decrease) in cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash Flows From Financing Activities 
(348,420) 

(366,449) 
445,623 

1,938 
(407,287) 
(90,909) 
19,928 

(397,156) 

79,018 
46,717 

(317,181) 

(35,721) 
- 
__ 

(9,945) 
(87,821) 
19,063 

(1 14,424) 

(14,224) 
60,725 

Cash and cash equivalents at end of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 125,735 !b 46,501 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

N o m  TO CONDENSED CONSOLIDA’IED FINANCIAL STATEMENTS 
(Unaudited) 

June 30,2009 

1. Nature of Business 

Amos Energy Corporation (“Atmos Energy” or the ‘Company”) and ow subsidiaries are engaged 
primarily i n  the regulated natural gas distriiution and transmission and storage businesses as well as certain 
other nonregulated businesses. Through our natural gas distribution business, we deliver natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions in the service areas 
described below: 

Division Sem’ce Area 
--_. 

Atmos Energy ColoradnXansas Division Colorado, Kansas, Missouri(’) 
Atmos Energy Kentuckymid-States Division Georgia‘”, nlinois‘l’, Iowa(*’, Kentucky, 

Missouri(’), Tennessee, Viginia(’) 
Atmos Energy Louisiana Dimon  Louisiana 
Amos Energy Rilid-Tex Division Texas, including the DallasEort Worth 

metropolitan area 
Atmos Energy Mississippi Division Mississippi 
Atrnos Energy West Texas Division West Texas 

(I)  Denotes states where we have more limited service areas. 

In addition, we transport natural gas for others through our distribution system. Our natural gas 
distribution business is subject to rederal and state regulation and/or regulation by local authorities in each of 
the states io which our natural gas distribution divisions operate. Our corporate headquarters and shared- 
services function are located in Dallas, Texas and our Lwtomer support centers are located in A m d o  and 
Waco, Texas. 

Our regulated transmission and storage business consists of the re,@ated operations of our Atmos 
Pipeline - Texas Division. The Atrnos Pipeline - Texas Division transports natural gas to our Mid-Tex 
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We 
also provide ancillary services customary to the pipeline industry including parking arrangements, lending 
services and sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas 
on our pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to 
meet market demands. 

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas 
marketing operations and pipelie, storage and other operations. These businesses are operated through various 
wholly-owned subsidiaries of Atrnos Energy Holdings, Tnc. (AEH), which is wholly owned by the Company 
and based in Houston, Texas. 

Our natural gas markehg operations are conducted through Amos Energy Marketing, LLC (AEM), 
which is wholly owned by AEH. AEM provides a variety of natilral gas management services to rnunicipal- 
ities, natural gas utility systems and industrial natural gas customers, primarily in the Southeast and Midwest 
and to our Colorado-Kansas, KentuckyMid-States and Louisiana divisions. These services consist primarily of 
fixnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of financial 
instruments. 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINMCLAL STAT-TS - (Continued) 

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and 
Storage, U C  (APS).  A P S  owns and operates a 21 mile pipeline located in New Orleans, Louisiana. This 
pipeline is used primarily to aggregate gas supply for our regulated natural gas distribution division in 
Louisiana and for Am, but also provides limited &ird party transportation services. 

APS also engages in asset optimization activities whereby it seeks to maximize the economic value 
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are 
asset management plans with regulated affiliates of the Company which have been approved by applicable 
state replatory commissions. Generally, these asset management plans require A P S  to share with our regulated 
customers a portion of the profits earned from these arrangements. 

Further, APS owns or has an interest in underground storage fields in Kentucky and Louisiana that are 
used to reduce the need of our natural gas distribution divisions to contract for pipehe capacity to meet 
customer demand during peak periods. Finally, APS manages our natural gas gathering operations, which were 
limited in nature as of June 30,2009. 

2. IJnaudited Interim Financial Information 

In the opinion of management, a l l  material adjustments (consisting of normal recurring accruals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These consolidated interim-period financial statements are condensed as permitted by the instruc- 
tions to Form IO-Q and should be read in conjunction with the audited consolidated financial statements of 
Amos Energy Corporation included in our Annual Report on Form 10-K for the fiscal year ended 
September 30, 2008. Because of seasonal and other factors, the results of operations for the nine-rnonth period 
ended June 30, 2009 are not indicative of our results of operations for the full 2009 fiscal year, which ends 
September 30, 2009. 

Significant accounting policies 

Our accounting policies are described in Note 2 to the financial statements in our Annual Report on 
Form 10-K for the fiscal year ended September 30,2008 and there have been no changes to those policies. 
However, during the nine months ended June 30, 2009, we recognized a non-recuning $7.8 million increase in 
goss profit associated with a one-time update to our estimate for gas delivered to customers but not yet billed, 
resulting from base rate changes in several jurisdictions. 

time tax benefit resulted in a favorable impact to net income of $1 1.3 dLion. 

assessment. Based on the assessment performed, we determined that our goodwill was not impaired. 

157, Fhir Value Measuretnents, the measwemerit date requirements of SFAS 158, Employers' Accouiding for 
D&ned Benefit Pension and Other Postretii eriicnl Plans, an ainendiwiit of FASB Stakinenis No. 87, 88, 106, 
and ?32(R), SFAS 159, The Fair Vulue Option for Financial Asset.s and Financial Liabilities - Inclwling an 
arnendment of FASB Statetnent No. 115 and SFAS 161, Disclosures about Derivative lnxtrunzerits urd Hedging 
Acrnrities, an atnendmerd of FASB Stdenunt No, 133. Effective April 1, 2009, the Company adopted FASB 
Staff Position (FSP) FAS 107-1 and APB 28-1, Interim Disclosures abour Fair Value of Financial Irsfnmieizts, 
FSP FAS 1 15-2 and FAS 124-2, Recognition arid Prescnlation qf Oiher-Tkn-Ternporury hnpairnzents, FSP 
FAS 157-4, Determining Fair Value When the Volume and Level of Activity for Assci or Liability Have 
SigniJicantly Ihcreased und Identifrins Trurisactions Tlmt Are Nor Orderly and SFAS 165, Subsequmt Events. 
Except for the adoption of these accounting pronouncements, which are fuizher discussed below, there were no 
si,&ficant changes to our accounting policies during the nine months ended June 30,2009. 

During the second quarter of fiscal 2009, we updated the tax rates used to record deferred taxes" The one- 

Additionally, during the second quarter of fiscal 2009, we completed OUT annual goodwill impairment 

Effective October 1,2008, the Company adopted Statement of Financial Accounting Standards (SFAS) 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDFN§ED CONSOIADATED FIHANCIAL STATEMENTS - (Continued) 

SFAS 157 dehes  fair value, establishes a framework for measuring fair value and enhances disclosure on 
fair value measurements required under other accounting pronouncements but does not change existing 
guidance as to whether or not an instrument is cmied at fair value. The adoption of this standard did not 
materially impact our financial position, results of operations or cash flows. The new disclosures required by 
this standard are presented in Note 4. 

Effective October 1, 2008, the Company adopted the measurement date requirements of SFAS 158 using 
the remeasurement approach. Under this approach, the Company remeasured our projected benefit obligation, 
fair value o€ plan assets and our fiscal 2009 net periodic cost. In accordance with the transition rules of 
SFAS 158, the impact of changing the measurement date from June 30, 2008 to September 30, 2008 decreased 
retained earnings by $7.8 &on, net of tax, decreased the unrecognized actuarial loss by $9.0 million and 
increased our postretirement liabilities by $3.5 million during the fist quarter of fiscal 2009. 

SFAS 159 permits an entity to measure certain financial assets and financial liabilities at fair value. The 
objective of the standard is to improve financial reporting by allowing entities to mitigate volatility in reported 
earnings caused by measruing related assets and liabilities differently without having to apply complex hedge 
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in 
earnings at each subsequent reporting date. The fair value option may be elected on an instrument-by-instni- 
ment basis. The fair value option is irrevocable, unless a new election date occurs. The adoption of this 
standard did not impact our financial position, results of operations or cash flows. 

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This 
statement requires specific disclosures regarding how and why an entity uses derivative instruments; the 
accounting for derivative instruments and related hedged item; and how derivative instruments and related 
hedged items affect an entity's financial position, results of operations and cash flows. Since SFAS 161 only 
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an 
impact on our fmancial position, results of operations or cash flows. The new dLsclosures required by this 
standard are presented in Note 3. 

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Interinr Disclosures about Fair Value of 
Financial Instnuneizts. This FSP requires companies to disclose d e  €air value of financial instnirnents for 
which it is practicable to estimate the value and the methods and significant assumptions used to estimate the 
fair value. The disclosure is required for interim and annual reports. The dlsclosure requirements o€ this FSP 
are presented in Note 4. 

In April 2009, the FASB issued FSP FAS I 15-2 and FAS 124-2, Recognition and Presenkztian qf 
Other- 'Tlzan-Temporary Impaiments. This FSP amends the other-than-temporary impairment guidance for debt 
securities to make &e guidance more operational and to improve the presentation and disclosure of 
other-than-temporary impairments on debt and equity securities in the financial statements. This FSP does not 
amend existing recognition and measurement guidanrs related to other-than-temporary impairments or equity 
securities. In addition, FSP FAS 115-2 and FAS 124-2 expands the existing disclosure requirements about debt 
and equity securities LO interim reporting as well as provides new disclosure requirements. We adopted the 
provisions of this FSP for the quarter ended June 30,2009. The adoption of FSP FAS 115-2 and FAS 124-2 
did not impact our financial position, results of operations or cash flows. The disclosure requirements ol this 
FSP are presented in Note 7. 

In A p d  2009, the FASB issued FSP FAS 157-4, Determining Fuir Value When the Volume and Level of 
Activity for tlze Asset or Liability Have Significanl1.y Decreased arid Idcnlifiiiig Fansactions Tlrat Arc Not 
OrderZy. This FSP provides further guidance for estimating fair value in accordance with SFAS 157 when there 
has been a significant decrease in market activity for a financial asset and also identifies circumstances that 
indicate a transaction is not orderly. The adoption of th is  FSP did not impact our financial position, results of 
operations or cash flows. 
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NOTES TO CONDENSED CONSOLDATED FINANCrAL STATEMENTS - (Continued) 

In May 2009, the FASB issued SFAS No. 165, Subsequevtt Events. SFAS 165 establishes general 
standards of accounting for and disclosure of events that occur after the balance sheet date but before the date 
the fmancial statements are issued or available to be issued. SFAS 165 requires companies to reflect in their 
frnancial statements rhe effects of subsequent events that provide additional evidence about conditions at the 
balance-sheet date. Subsequent events that provide evidence about conditions that arose after the balance-sheet 
date should be disclosed if the financial statements would otherwise be misleading. We adopted the provisions 
of SFAS 165 for quarter ended June 30, 2009. We have evaluated subsequent events from the balance sheet 
date through the date these financial statements were filed with the Securities and Exchange Commission. No 
events have occmed subsequent to the balance sheet date that would require reco,&tion or disclosure in the 
financial statements. 

Regulalory assets and liabilities 

We record certain costs as reylatoiy assets in accordance with SFAS 71, Accounting for the Effect;v of 
Certain Types of Regulation, when future recovery through customer rates is considered probable. Regulatory 
liabilities are recorded when it is probable that revenues will be reduced for amomts that wiU be credited to 
customers through the ratemaking process. Substantially all of our re,.ulatory &?sets are recorded as a 
component of deferred charges and other assets and substantiaIiy all of our regulatory liabilities are recorded 
as a component of deferred credits and other liabilities. Deferred gas costs are recorded either in  other current 
assets or liabilities and the regulatory cost of removal obligation i s  repoited separately. 

Significant regulatory assets and liabilities as of June 30, 2009 and September 30, 2008 included the 
following: 

June 30, September 30, 
2009 2008 

a n  tll0USands) 

Regulatory assets: 
Pension and postretireinenl benefit costs . . . . . . . . . . . . . . . . . . . . . . .  $ 88,472 $100,563 
Merger and integration costs, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,268 7,586 
Deferred gas costs. ....................................... 24,355 55,103 
Environmental costs ...................................... 
Rate case costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred kanchise fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes, net ................................. 
Other ................................................. 

Regulatory liabilities: 
Deferred gascos ts ........................................ 
Regulatory cost of removal obligation ......................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

685 
7,640 

577 
343 

7,085 

$1 36,425 
-- 

$ 97,495 
336,737 

5,429 

$439,66 1 

980 
12,885 

65 1 
343 

8,120 

$186,231 

$ 76,979 
3 17,273 

5,639 

$399,891 

Cwrently, our authorized rates do not include a rehm on certain o f  our merger and integration costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been 
deferred to he included in future rate filings in accordance with rulings received from various state regulatory 
commissions. 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Comprehensive income 

The following table presents the components of comprehensive income (loss), net of related tax, for the 
three-month and nine-month periods ended June 30,2009 and 2008: 

Three Months Ended Nine Months Fmded 
June 30 June 30 

2009 2008- 2,009 M08 -- 
(in thousands) 

Net income (loss) ........................... $ 1,964 $(6,588) $206,930 $178,749 
Unrealized holding gains (losses) on investments, net 

of tax expense (benefit) of $1,282 and $531 for the 
three months ended June 30, 2009 and 2008 and of 
$(2,477) and $(140) for the nine months ended 

Other than temporary impairment of investments, net 
of tax expense of $1,222 and $2,012 for the three 

June 30,2009 and 2008. .................... 2,086 866 (4,209) (23 1) 

and nine months ended June 30,2009 -_ 3.3 70 I_ . . . . . . . . . .  2,082 
Amortization and u n r d i e d  gain on interest rate 

hedging transactions, net of tax expense of $320 
and $482 for the three months ended June 30,2009 
and 2008 and $2,155 and $1,446 for the nine 
months ended June 30,2009 and 2008 . . . . . . . . . .  543 787 3,184 2,361 

Net unreaLized gains (losses) on commodity hedging 
transactions, net of tax expense (benefit) of 
$16,582 and $1,850 for the three months ended 
June 30,2009 and 2008 and $(4,759) and $9,047 
for the &e months ended June 30, 2009 and 
2008 ................................... 25,936 3,018 (6,379) 14,761 -- 

Comprehensive income (loss) . . . . . . . . . . . . . . . . . .  $32,611 $(1,917) $202,896 $195,640 -- -- 
Accumulated other comprehensive loss, net of tax, as of June 30, 2009 and September 30,2008 consisted 

of the following unrealized gains (losses): 
June 30, September 30, 

(Xn thousands) 
2009 2008 - --- 

Accumulated other comprehensive loss: 
UnreaIized holding gains on investments. ....................... $ 71 $ 910 
Treasury lock agreements. .................................. (7,920) (1 1,104) 
Cash flow hedges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (32,132) (25,753) 

$(39,5)81) $(35,947) 

3. Financial Instruments 

We currently use financial instruments to mitigate commodity price risk. Additionally, we periodically 
utilize financial instruments to manage interest rate risk. The objectives and strategies for using financial 
instruments have been tailored to our regulated and nonregdated businesses. The accounting for these financial 
instmments is fully described in Note 2 to the financial statements in our Annual Report on Form 10-K for the 
fiscal year ended September 30, 2008. Currently, we utilize financial instruments in our natural gas 
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage 
and other segment uses financial instrume.nts acquired from AEM on the same terms that AEM received from 
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N o m  TO CONQENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

an independent counterparty. On a consolidated basis, these financial instruments are reported in the natural 
gas marketing segment We currently do not manage commodity price risk with financial instruments in our 
regulated transmission and storage segment. 

Our financial instruments do not contain any credit-risk-related or other contingent features that could 
cause accelerated payments when our financial instruments are i n  net liability positions. 

Regukted Commodity Risk Management Activities 

In our natural gas distribution segment, our customers are exposed to the effect of volatile natural gas 
prices. We manage this exposure through a Combination of physical storage, fixed-price forward contracts and 
financial instruments, primarily over-the-counter swap and option contracts, in an effort to minimize the 
impact of natural gas price volatility on our customers during the winter heating season. 

Our natural gas distribution gas supply department is responsible for executing this segment’s c o ~ o d i t y  
risk management activities in conformity with regulatory requirements. Tn jurisdictions where we are permitted 
to mitigate commodity price risk through financial instruments, the relevant regulatory authorities may 
establish the level of heating season gas purchases that can be hedged. If the regulatory authority does not 
establish this level, we typically seek to hedge between 25 and 50 percent of anticipated heating season gas 
purchases using financial instruments. For the 2008-2009 heating season, in the jurisdictions where we are 
permitted to ut ike financial instruments, we hedged approximately 27 percent, or 24.3 Bcf of the winter 
flowing gas requirements. We have not designated these financial instruments as hedges pursuant to SFAS 133, 
Accounting for Dcriva/ivr Insirurnenis and Hedging A ctixities. 

The costs associated with and the gains and losses arising from the use of financial instruments to 
mitigate commodity price risk are included in our purchased gas adjustment mechanisms in accordance with 
regulatory requirements. Therefore, changes in the fair value of these financial instruments are initially 
recorded as a component of deferred gas costs and recognized in the consolidated statement of income as a 
component of purchased gas cost when the related costs are recovered through our rates and recognized in 
revenue in accordance with SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution 
segment as a result of the use of financial instruments. 

Nonregulated Commodity Risk Management Activities 

Our natural gas marketing segment, through AFM, aggregates and purchases gas supply, arranges 
transportation andor storage logistics and ultimately delivers gas to our customers at competitive prices. To 
facilitate this process, we utilize proprietary and customer-owned transportation and storage assets to provide 
the various services our customers request. 

We also perform asset optimization activities in both our natud gas marketing seDment and pipeline, 
storage and other segment. Through asset optimization activities, we seek to maximize the economic value 
associated with the storage and transportation capacity we own or control. We attempt to meet this objective 
by engaging in natural gas storage transactions in which we seek to find and profit from pricing differences 
that OCCUT over time. We purchase physical natural gas and then sell financial instruments at advantageous 
prices to lock in a gross profit margin. We also seek to participate in transactions in which we combine the 
natural gas commodity and transportation costs to minimize costs incurred to serve our customers by 
identming the lowest cost alternative within the nacural gas supplies, transportation and markets to which we 
have access. Through the use of transportation and storage services and financial instruments, we also seek to 
capture gross profit margin through the arbitrage of pricing differences that exist in various locations and by 
recognizing piicing differences that occur over time. Over time, gains and losses on the sale of storage gas 
inventory will be offset by gains and losses on the fmancial instruments, resulting in the realization of the 
economic gross profit margin we anticipated at the time we structured the oriD+al transaction. 
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NOTES TO CONDENSED CONSOLDATED FI[NANCIAI, STATEMENTS - (Continued) 

As a result of these activities, our nonregulated operations are exposed to risks associated with changes in 
the market price of natural gas. We manage our exposure to such risks through a combination of physical 
storage and financial instruments, including futures, over-the-counter and exchange-traded options and swap 
contracts with counkrparties. Futures contracts provide the right to buy or sell the commodity at a fixed price 
in the future. Option contracts provide the right, but not the requirement, to buy or sell the commodity at a 
fued price. Swap contracts require receipt of payment for the commodity based on the difference between a 
fixed price and the market price on the settlement date. 

We use financial instruments, designated as cash flow hedges of anticipated purchases and sales at index 
prices, to mitigate the commodity price risk in our natural gas marketing segment associated with deliveries 
under fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity 
dates ranging from one to 43 months. The effective portion of the unrealized gains and losses arising from the 
use of cash flow hedges is recorded as a component of accumulated other comprehensive income (AOCr) on 
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include 
(i) the amount of unrealized gain or loss that has been reclassified from AOCI when the hedged volumes are 
sold and (ii) the amount of ine€fectiveness associated with these hedges in the period the ineffectiveness arises. 

We use financial instruments, designated as fair value hedges, to hedge the exposure to changes in the 
fair value of our natural gas inventory used in our asset optimization activities in our natural gas marketing 
and pipeline, storage and other segments. Therefore, gains and losses arising from these fiancial instruments 
should offset the changes in the lair value of the hedged item to the extent the hedging relationship is 
effective. IneHectiveness is recognized in the income statement in the period the ineffectiveness arises. 

Our natural gas marketing segment also uses storage swaps and futures to capture additional storage 
arbitrage opportunities that arise subsequent to the execution of the original fair value hedge associated with 
our physical natural gas inventory, basis swaps to insulate and protect the economic value of ow fixed price 
and storage books and various over-the-counter and exchange-traded options. These financial instruments have 
not been designated as hedges pursuant to SFAS 133, Accounting for Derivative hirimenis mid Hedging 
Activities. 

Our nonregulated risk management activities are conbolled through various risk management policies and 
procedures. Our Audit Committee has oversight responsibility for our nonregulated risk management limits 
and policies. A risk committee, comprised of corporate and business unit officers, is responsible for 
establishing and enforcing our nonregulated risk management policies and procedures. 

Under our risk management policies, we seek to match our financial instrument positions to our physical 
storage positions as well as our expected current and future sales and purchase obligations to maintain no open 
positions at the end of each trading day. The determination of our net open position as of any day, however, 
requires us to make assumptions as to future circumstances, including the use of gas by our customers in 
relation to our anticipated storage and market positions. Because the price risk associated with any net open 
position at the end of each day may increase if the assumptions are not realized, we review these assumptions 
as part of our daily monitoring activities. Our operations can also he affected by intraday fluctuations of gas 
prices, since the price of natural gas purchased or sold for future delivery earlier in the day may not he hedged 
until Iater in the day. At times, limited net open positions related to our existing and anticipated commitments 
may occur. At the close of business on June 30, 2009, AEH had net open positions (including existing storage) 
of 0.3 Bcf. 

Interest Rate Risk Management Activities 

In March 2009, we entered into a Treasury lock agreement to fix the Treasury yield component of the 
interest cost associated with our $450 million 8.50% senior notes (the Senior Notes Ofrering), which was 
completed on March 26, 2009. The Senior Notes Offering is discussed in Note 5. We designated this Treasury 
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lock as a cash Bow hedge of an anticipated transaction. This Treasury lock was settled on March 23, 2009 
with the receipt of $1.9 million from the counterparty due to an increase in the 10 year Treasury rates between 
inception of the Treasury lock and settlement. Because the Treasury lock was effective, the net $1.2 million 
unrealized gain was recorded as a component of accumulated other comprehensive income and wiU be 
recognized as a component of interest expense over the 10 year life of the senior notes. 

In prior years, we similarly managed interest rate risk by entering into Treasury lock agreements to fn 
the Treasury yield component of the interest cost associated with anticipated financings. These Treasury locks 
were settled at various times at a net loss. These realized gains and losses were recorded as a component of 
accumulated other comprehensive income (loss) and are being recognized as a component of interest expense 
over the life of the associated notes from the date of settlement. The remaining amortization periods for these 
Treasury locks extend through fiscal 2035. However, the majority of the remaining amounts of these Treasury 
locks will be recognized through fiscal 2019. 

Quantitative Disclosures Related to Financial Instruments 

condensed consolidated balance sheet and income statements. 
The following tabIes present detailed information concerning the impact of financial instruments on ow 

As of June 30,2009, our financial instruments were comprised of both long and short commodity 
positions. A long position i s  a contract to purchase the commodity, while a short position is a contract to sell 
the commodity. As of June 30,2009, we had net long/(short) commodity contracts ontstanding in the following 
quantities: 

Natural Natural Pipeline, 
Hedge GaS GaS Storage 

Distribntion Marketing and O h r  - Contract Qpe Designation 
Quantity (MMc9 

Commodity contracts Fair Value. ............................ - (22,905) (2,050) 
CashFlow . . . . . . . . . . . . . . . . . . . . . . . . . . . .  __. 31,993 (4.1 18) 
Not designated . . . . . . . . . . . . . . . . . . . . . . . . .  21,702 84,606 (51 1 

93,694 (6,219) - - 21,702 

Financial Instlzkmerzts on tlze Balance Sheet 

The following tables present the fair value and balance sheet classification of our financial instruments by 
operating segment as of June 30,2009 and September 30,2008. As requiTed by SFAS 161, the fair value 
amounts below are presented on a gross basis and do not reflect the netting of asset and liability positions 
pennitted under the terms of our master netting arrangements. Further, the amounts below do not include 
$20.6 million and $56.6 million of msh held on deposit in  margin accounts as of June 30,2009 and 
September 30, 2008 to collateralize certain frnancial instruments. Therefore, these gross balances are not 
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will 

i 
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not be equal to the amounts presented on our condensed consolidated balance sheet, nor will they be equal to 
the fair value information presented for our financial instruments in Note 4. 

Natural Natural 

June 30,2009: 
Designated As Hedges: 

Asset Financial Instnunents 
Current commodity contracts . . I 

Noncurrent commodity contracts . . 
Liability Financial Instruments 

Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 

Total ....................... 

Asset Financial Instnunents 
Not Designated As Hedges: 

Cun-ent commodity contracts I . . 
Noncurrent commodity contracts . . 

Liability Financial Instruments 
Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 

Total . . . . . . . . . . . . . . . . . . . . . . . .  

Balance Sheet Loation 

Other current assets 
Deferred charges and other assets 

Other current liabilities 
Deferred credits and other liabilities 

Other current assets 
Deferred charges and other assets 

Other current liabilities 

GaS GaS 
Distribution Marketing(” Total 

(In thousands) 

$ $ 71,992 $71,992 
- 6,383 6,383 

- (71,878) (71,878) 
(1,150) (1,150) 

- 5,347 5347 
- - -,-- 

1,233 28,887 30,120 
__ 6,381 6,381 

(22.9451 (20.428) (43.373) 
(316j ’(xI743j ‘ ( 2 J o s j  

. . . . . . . .  $(22,028) $ 18,444 $ (3,584) 

--- . Deferred credits and other liabilities 
(22,028) 13,097 (8,931) 

--- Total Financial Instruments. --- 
(I)  Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same tenns 

that AEM received from an independent counterparty. On a consolidated basis, these fullancial instruments 
are reported in the natural gas marketing segment; however, the underlying hedged item i s  reported in the 
pipeline, storage and other segment. 

Natural Natml  
Gas GaS 

Balance Sheet Location Distribution Marketing(’) Total 
(hi thousands) 

September 30,2008 
Designated As Hedges: 

Asset Financial Instruments 
Current commodity contracts. . . . . .  

Current commodity contracts. . . . . .  
Noncurrent commodity contracts . . 

Liability Financial Instruments 

Noncurrent commodity contracts . . .  
Total ........................ 
Asset Financial Insfmmenfs 

Not Designated As Hedges: 

Current commodity contracts. . . . . .  
Noncurrent commodity contracts . . .  
Current comnodity contracts. . . . . .  

Liability Financial Instruments 

Noncurrent cornmodity contracts I . . 
Tu tal ....................... 

Total Financial Instruments . . . . . . . . .  

Other current assets $ - -  $101,191 $101,191 
Deferred charges and other assets -__ 4,484 4,984 

Other current liabilities - (89.397) (89,397) 
- . (206j ’ (206) -- Deferred credits and other Liabilities 
- 16,572 16,572 

Other current assets 
Deferred charges and other assets 

- 20,010 20,010 
__ 1,093 1,093 

Other current liabilities (58,566) (20,145) (78,711) 
6 1  11) (988) (6,099) Deierrgd credits and other liabilities 

(63,677) (30) (63,707) 
-.-.- ~ 

(I) Our pipeline, storage and other se-gnent uses financial instruments acquired from AEM on the same terms 
that AEM received from an independent counterparty. On a consolidated basis, these financial instnments 
are repoiTed in the natural gas marketing segment; however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 
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bizpact of Financial Instrunzents on the Income Statement 

The following tables present the impact that financial instruments had on our condensed consolidated 
income statement, by operating segment, as applicable, €or the three and nine months ended June 30,2009 and 
2008. 

Hedge ineffectiveness for our natural gas marketing and pipeline storage and other se,ments is recorded 
as a component of unrealized gross profit and primarily results from differences in the location and timing of 
the derivative instrument and the hedged item. Hedge ineffectiveness could materially affect our results of 
operations for the reported period. For the three months ended June 30,2009 and 2008 we recognized a gain 
(loss) arising from fair value and cash flow hedge ineffectiveness of $0.2 million and $(4.7) million. For the 
nine months ended June 30,2009 and 2008 we recognized a gain arising from fair value and cash flow hedge 
ineffectiveness of $24.7 million and $40.6 miIlion. Additional information regasding ineffectiveness recognized 
in the income statement is included in the tables below. 

Fair Value Hedges _I 

The irnpact of commodity contracts designated as fair value hedges and the related hedged item on OUT 

condensed consolidated income statement for the three and nine months ended June 30,2009 and 2008 is 
presented below. 

Three Months Ended June 30,2009 

Gas Storage and 
Natural Pipeline, 

Marketing Other Consolidated 
(In thousands) 

Commodity conmcts .............................. $2,710 $1,390 $4,100 

the hedgkl item ................................ 3,929 (741) 3,188 
Fair value adjustment for natural gas inventory desi,wted as 

Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $6,639 $ 649 $7,288 

The impact on revenue is comprised of the following: 
Basisineffectiveness.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 678 $ - $ 678 
Timing ine€fectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,961 649 6,610 

$6,639 $ 649 $7,288 

Three Months Ended June 30, ZOOS 

Gas Storage and 
Natural Pipdine, 

Marketing Other Consolidated 
(In thousands) 

Commodity contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(50,391) $(2,049) $(52,440) 
Fair value adjustment for natuial gas inventory designated as 

Total impact on revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (3,626) $ (618) $ (4,1244) 

The impact on revenue is cornpiised of the €allowing: 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  46,765 48,196 1,431 
I~ -~ Y I ~  

Basisineffectiveness.. ........................... $ (2,402) $ - $ (2,402) 
........................... (1,842) Timing ineffectiveness (1,224) (61 8) 

$i (3,626) $ (618) $ (4,244) - -  - -  
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Nine Months Ended Jane 30,2009 
Natural Pipeiine, 

Gas Storageand 
- Marketing -- Other Consolidated 

(In thousands) 

Commodity contracts .............................. $48,263 $7,435 $55,698 
Fair value adjustment far narural gas inventory designated as 

Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $21,770 $4,704 $26,474 

The impact on revenue is comprised of the following: 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (26,493) (2,731) (29,224) 

- -  - -  

Basisineffectiveness.. ........................... $ 4,958 $ - $ 4,958 
Timing ineffectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,8 12 4,704 21,516 

$ 21,770 $ 4,704 $ 26,474 

Nine Months Ended June 30, BO8 
Natural Pipeline, 

GaS Storage and 
Morkcting Other Cunsolidated 

(‘In thousands) 

Commodity contracts. ............................. $ (66,612) $ (662) $ (67,274) 
Fair value adjustment for natural gas inventory designated as 

Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 37,676 $3,179 $ 40,855 

The impact on revenue is comprised of the following: 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  104,288 3,841 1 08,129 

Basisineffectiveness.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (1,185) $ - $ (1,185) 
........................... 42,040 3,179 

$ 37,676 $3,179 $ 40,855 
- - ~  Timing ineffectiveness 38,861 -- 

Basis ineffectiveness arises from nafmal gas market price differences between the locations of the hedged 
inventory and the delivery location specified in the hedge instruments. Timing ineffectiveness arises due to 
changes in the difference between the spot price and the futures price, as well as the difference between the 
timing of the settlement of the futures and the valuation of the underlying physical commodity. As the 
commodity contract nears the settlement date, spot to forward price differences should converge, which should 
reduce or eliminate the impact of this ineffectiveness on revenue. 
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Cash Flow Hedges 

The impact of cash flow hedges on our condensed consolidated income statements fur the three and nine 
months ended June 30, 2009 and 2008 is presented below. Note that this presentation does not reflect ttie 
financial impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of 
the economic goss profit we realized when the underlying physical and financial transactions were settled 

Three Months Ended June 30, MOP 
Natural Natural Pipeline, 

GaS GaS Storage 
Distribution Marketing and Other Consolidated -- 

(In thousands) 

Loss reclassified horn AOCI into revenue for 

Loss arising from ineffective portion of 
. . . . . . . . . . . . . . . . . . .  (7,120) I_ (7,1.20) 

Total impact on revenue.. . . . . . . . . . . . . . . . . .  - (43,789) (2,503) (46,292) 
Net loss on settled Treasury lock agreements 

effective portion of commodity contracts. . . . .  $ - $(36,669) $(2,503) $(39,172) 

commodity contracts - - 

(863) - -_ - - -- reclassified from AOCT into interest expense. . (863) 

Total Impact from Cash Flow Hedges. . . . .  

Three Months Ended June 30,2005 
Natural Natural Pipeline, 

GaS GaS Storage 
Distribution Marketing and Ofher Consolidated 

(In thousands) 

Gaii reclassified from AOCI into revenue for 

Loss arising from ineffective portion of 

Total impact on revenue. . . . . . . . . . . . . . . . . . .  - 9,634 57 9,691 
Net loss on settled Treasury lock agreements 

reclassified €room AOCI into interest expense . . (1,269) - - __. (1,269) 

Total Impact from Cash Flow Hedges . . . . . . . . .  $(I ,269) $ 9,634 $57 $ 8,422 

effective portion of commodity contracts. . . . .  $ - $1 0,040 $57 $10,097 

. . . . . . . . . . . . . . . . . . .  (406) (406) - commodity contracts - I( 

- - 
Nine Months Ended June 30,2009 

Gain floss) reclassified from AOCl into revenue 
for effective portion of commodity 
contracts . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Loss arising from ineffective portion of 
commodity contracts. . . . . . . . . . . . . . . . . . .  

Total impact on revenue. . . . . . . . . . . . . . . . . .  
Net loss on settled Treasury lock agreements 

reclassified from AOCl into interest 
expense ............................ 

Total Impact from Cash How Hedges . . . . . . . .  

Natural 
Gas 

Distribution 

$ -  

- 

Natural Pipeline, 
GaS Storage 

Marketing and Other 
(In thousands) 

$(142,986) $25,213 

__ (1,748) 

(144,734) 25,213 

- - 

$(144,734) $25,213 

Consolidated 

$(I 17,773 j 

(1,748) 

( I  19,521) 
-.- 

(3,401) 

$( 122,922) 
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Nine Months Ended June 30.2008 
Natural Natural Pipeline, 

siorage GaS Gas 
Distribution Marketing and Other Consolidated -- ~ - 

(In tl lOuSands) 

Gain (loss) reclassified from AOCn into revenue 

Loss arising from ineffective portion of 
for effective portion of commodity contracts. . $ - $(3,744) $9,334 $5,590 

(281) commodity contracts - 
Total impact on revenue. . . . . . . . . . . . . . . . . . .  - (4,025) 9,334 5,309 

- -- (3,807) 

. . . . . . . . . . . . . . . . . . .  - (281) 

Net loss on settled Treasury lock agreements - 
-I_ 

reclassified from AOCI into interest expense. . (3,807) 
Total Impact from Cash Flow Hedges. I I . I I I $(3,807) $(4,025) $9,334 .$ 1,502 

The following table summarizes the gains and losses arising from hedging transactions that were 
recognized as a component of other comprehensive income (loss), net of taxes, for the three and nine months 
ended June 30, 2009 and 2008. The amounts included in the table below exclude gains and losses arising from 
ineffectiveness because these amounts are immediately recognized in the income statement as incurred. 

Three Months Ended Nine Months Ended 
June 30 June 30 

2009 2008 2009 2008 
(In thousands) 

- -- -I._- - 

Increase (decrease) in fair value: 
Treasury lock agreements. .................... $ - $ -  $ 1,221 $ - 
Forward commodity contracts. ................. 2,041 9,278 (78,220) 18,227 

settlements: 
Treasury lock agreements ..................... 543 787 1,963 2,361 

Recognition of (gains) 1n.rses in earnings due $0 

Forward commodity contracts. . . . . . . . . . . . . . . . . .  23,895 (6,260) 71,841 (3,466) -- 
Total other comprehensive income (loss) from hedging, 

............................... $26,479 $ 3,805 $ (3,195) $17,122 net of tax") 
- I _ _ - -  ~ ~ - -  

(l) Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing . 
jurisdiction. 

The following amounts, net of deferred taxes, represent the expected recognition in earnings of the 
deferred losses recorded in AOCI associated with our financial instruments, based upon the fair values of these 
hancial instruments as of June 30,2009: 

Commodity 

(In thousands) 
Total 

YZT? 
Agreements Contracts 

Next twelve months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(1,687) $(30,303) $(31,990) 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (6,233) (L829) (8,062) 
Total"). . . .  . I .  . . . . .  . . . . .  . . .  . . . .  . . . .  . . . .  

( I )  Utilizing an incarne tax rate of approximately 37 percent comprised of the effective rates in each taxing 
jurisdiction. 
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Finandal Instruments Not Designated as Hedges 

The impact of financial instruments thai have not been designated as hedges on our condensed 
consolidated income statements for the three and nine months ended June 30,2009 and 2008 i s  presented 
below. Note that this presentation does not reflect the expected gains or losses arising from the underlying 
physical transactions associated with these GnanciaI instruments. Therefore, t h i s  presentation is not indicative 
of the economic gross profit we realized when the underlying physical and financial transactions were settled. 

As discussed above, financial instruments used in our natural gas distribution segment are not designated 
as hedges. However, there is no earnings impact to our natural gas distribution segment as a result of the use 
of these financial instrunients because the gains and losses arising Zrorn the use of these fmancial instruments 
are recognized in the consolidated Statement of income as a component of purchased gas cost when the related 
costs are recovered ttuough our rates and recognized in revenue. Accordiugly, the impact of these financial 
instruments is excluded ffom this presentation. 

Three Montbs Ended Nine Months Ended 
June 30 June 30 

2009 2008 2009 2008 - - - - -  
(In thousands) 

Natural gas marketing commodity contracts. . . . . . . . . $ 6,167 $( 12,786) $1 2,928 $(26,!580) 
Pipeline, storage and other commodity contracts . . . ~ (6,853) 2,594 (6,753) 1,705 

Total impact on revenue . . . . . . . . . . . . . . . . I . . . . . - 
---- 
$ (686) $(10,192) $ 6,175 $(24,875) ---- ---- 

4. Fair Vdue Measurements 

Measarements, which defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles (GAAP) and expands disclosures about fair value measurements. This 
Statement does not require any new fair value measurements; rather it provides guidance on how to perform 
fair value measurements as required OJ permitted under previous accounting pronouncements. 

and liabilities recorded on our balance sheet at fair value. Adoption of this statement for these assets and 
liabilities did not have a material impact on our financial position, results of operations or cash flows. 

provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with our 
nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be effective until October I ,  
2009 for fair value measurements for the following: 

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair VaZue 

We prospectively adopted the provisions of SFAS 157 on October 1, 2008 for most of the financial assets 

XI1 February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157, which 

Asset retirement obligations 

Most nonfinancial assets and liahilities that may be acquired in a business combination 

Impairment analyses performed for nonfinancial assets 

We believe the adoption of SFAS 157 for the reporting of these nonfinancial assets and liabilities will not 

In October 2008, Lhe FASB issued FSP FAS 157-3, Dctermining the Fair Value of a Financial Asset 

have a material impact on ow financial position, results of operations or cash flows. 

When [he Marker for Thar Assef Is Not Active, which clarified the application of SFAS 157 in inactive 
markets. This FSP did not impact our financial position, results of operations or cash flows. 

SFAS 157 also applies to the valuation of our pension and post-retirement plan assets. The adoption of 
this standard did not affect these valuations because SFAS 157 specifically excluded pension and post- 
retirement assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in 
the tabular disclosura below. However, in December 2008, the FASB issued FSP FAS 132(R)-1 - Employers’ 
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Disclosures about Postretirement Benefit Plan Assets, which will, among other things, require disclosure about 
fair value measurements similar to those required by SFAS 157. This FSP will impact our annual disclosure 
requirements beginning in fiscal 201 0. 

Activity ,for ihe Asset or Liability Have Significantly Decreused atid Identifiing Transactions That Ai-e Not 
Orderly. This FSP provides hrther guidance for estimating fair value in accordance with SFAS 157 when there 
has been a significant decrease in market activity for a financial asset and also identifies circumstances that 
indicate a transaction is not orderly. The adoption of this FSP did not impact our financial position, results of 
operations cr cash flows. 

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Infeiini Disclosures aboui Fair Value of 
Financial Instnunents. This FSP requires companies to disclose the fair value of financial instruments for 
which it is practicable to estimate the value and the methods and significant assumptions used to estimate the 
fair value. We have adopted the disclosure requirements of this FSP, which are presented below. 

In Apd 2009, the FASB issued FSP FAS 157-4, Deteiminirzg Fair Value When the Volume and Level of 

Detennining Fair Value 

SFAS 157 defines fair value as the price chat would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date (exit price). We 
primarily use quoted market prices and other observable market pricing information in valuing our frnancial 
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements. 

Prices actively quoted on national exchanges are used to determine the fair value of most of OUT assets 
and liabilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a 
mid-market pricing convention (the mid-point between the bid and ask prices) as a practical expedient for 
determining fair value measurement, as permitted under SFAS 157. Values derived from these sources reflect 
the market in which transactions involving these frnancial instruments are executed. We utilize models and 
other valuation methods to determine fair value when external sources are not available. Values are adjusted to 
reflect the potential impact o€ an orderly liquidation of our positions over a reasonable period of time under 
then-cuimnt market conditions. We believe the market prices and models used to value these assets and 
Liabilities represent the best information available with respect to closing exchange and over-the-counter 
quotations, time value and volatility factors underlying the assets and liabilities. 

involved. Our counterparties consist primarily of financial institutions and major energy companies. This 
concentration of counterparties may materially impact our exposure to credit risk resulting from market, 
economic or regulatory conditions. Recent adverse developments in the global iinancial and credit markets 
have made it more difficult and more expensive for companies to access the short-term capital markets, which 
may negatively impact the creditworthiness of our counterparties. A continued tightening of the credit markets 
could cause more of our counterparties to fail to perfom We seek to minimize counterparty credit risk 
through an evaluation of their financial condition and credit ratings and the use of collateral requirements 
under certain circumstances. 

SFAS 157 establkhes a fair value hierarchy that prioritizes the inputs used to measure fair value based on 
observable and unobservable data. The hierarchy categorizes the inputs into three levels, with the highest 
priority given to unadjusted quoted prices in active markets for identical assets and liabilities (Level 1) and the 
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below: 

Fair-value estimates also consider our own creditworthiness and the creditworthiness of the counterparties 

Leire1 I -Unadjusted quoted piices in active markets for identical assets OJ liabilities. An active 
market for the asset or liability is defined as a market in which transactions for the asset or liability occur 
with sufficient frequency and volume to provide pricing information on an ongoing basis. Our Level 1 
measurements consist primarily of exchange-traded financial instruments, gas stored underground that has 
been designated as the hedged item in a fair value hedge and our available-for-sale securities. 
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Level 2 -Pricing inputs other than quoted prices included in Level 1 that are either disectly or indirectly 
observable for the asset or liability as of the reporting date. These inputs are derived principally from, 01 
corroborated by, observable market data Our Level 2 meamements p~imarily consist of non-exchange-traded 
fmancial instruments, such as over-the-counter options and swaps where market data far pricing is observable. 

Level 3 - Generally unobservable pricing inputs which are developed based on the best information 
available, including our own internal data, in situations where there is little if any market activity for the 
asset or liability at the measurement date. The pricing inputs utilized reflect what a rnarket participant 
would use to detemline fair value. Ckrrently, we have no assets or liabilities recorded at fair value that 
would quaZrfV for Level 3 reporting. 

Quanritatve Disclosures 
Financial Instruments 

The classification of our fair value measuremerits requires jud,gnent regarding the degree to which market 
data are observable or corroborated by observable market data. The following table summarizes, by level 
within the fair value hierarchy, OUT assets and liabifities that were accounted for at fair value on a recurring 
basis as of June 30,2009. As required under SFAS 157, assets and liabilities are categorized in their entirety 
hased on the lowest level of input that is significant to the fair value measurement. 

Quoted Significant Significant 
Prices in Other Other 
Active Observable Unobservable Netting and 

Markets Inputs lnpofs Cash June 30, 
@.eve1 1) (Level 2) (L0.d 3) Collateral(') BO9 

(In thousands) 

Assets: 
Financial instruments 

Natural gas distribution segment ............. $ - $ 1,233 $ - $ -- $ 1,233 
Natural gas marketing segment .............. 40,494 73,149 _I (73,722) 39,921 

Total Gnan~ial instruments . . . . . . . . . . . . . . . . . . .  40,494 74,382 - (73,722) 41,154 
Hedged portion of gas stored underground 

--- 

Natural gas marketing segment .............. 79,604 - - - 79,604 
Pipeline, storage and other segment'2' ......... 7,023 - -. 7,023 

- -- 86,627 
Available-for-sale securities. . . . . . . . . . . . . . . . . .  38,856 - - - 38,856 
Totalassets.. ............................. $165,977 $74,382 $ - $(73,722) $166,637 

Liabilities: 
Financial instruments 

- --- 
Total gas stosed underground. . . . . . . . . . . . . . . . . .  86,627 - 

--- 

Natural gas distribution segment ............. $ - $23,261 $ - $ - $ 23,261 
Natural gas marketing segment . . . . . . . . . . . . . .  72,410 22,789 (94,336) 863 --- 

Total liabilities.. .......................... $ 72,410 $46,050 $ -- $(94,336) $ 24,124 --- 
('I This column reflect? adjustments to our gross financial instrument assets and liabilities to reflect netting 

permitted under our master netting agreements and FSP Fn\l 39-1. In addition, as of June 30, 2009, we 
had $20.6 million of cash held in margin accounts to collatadize certain financial instruments. Of this 
amount, $0.1 million was used to offset financial instruments in a liability position. The remaining 
$20.5 million has been reflected as a financial instrument asset. 

(*) Our pipeline, storage and other seewent uses financial iristiuments acquired born AEM on the same term 
rkdt AEM received from an independent counterparty. On a consohdated basis, these fmancial instruments 
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 

I 
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Other Fair Value Measures 

In addition to the financial instruments above, we have several nonfinancial assets and liabilities subject 
to fair value measures. These assets and liabilities include cash and cash equivalents, accounts receivable, 
accounts payable, debt, asset retirement obligations and pension and post-retirement plan assets. As noted 
above. fair value disclosures for asset retirement obligations and pension and post-retirement plan assets are 
not currently effective for us. We record cash and cash equivalents, accounts receivable, accounts payable and 
debt at carrying value. For cash and cash equivalents, accounts receivable and accounts payable, we consider 
carrying value to materially approximate fair value due to the short-term nature of these assets and liabilities. 
Tbe fair value of our debt is determined using a discounted cash now analysis based upon borrowing rates 
currently available to us, the remaining average maturities and our credit rating. The following table presents 
the carrying value and fair value of our debt as of June 30,2009: 

June 30,u)09 
(In thousands) 

Canying Amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,172,893 
Fairvalue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,068,388 

The fair value as of June 30, 2009 was calculated utilizing discount rates ranging from 3.5 percent to 
7.2 percent, remaining average maturities ranging liom one to 26 years, and a credit adjustment of 2.9 percent. 

5. Debt 

Lung-term debt 

Long-tern debt at June 30,2009 and September 30,2008 consisted oi the following: 
June 30, September 30, 

2009 2008 
(In thousands) 

-- 

Unsecured 4.00% Senior Notes, redeemed April 2009. ............. $ - -- $ 400,000 
Unsecured 7.375% Senior Notes, due 201 1 ...................... 350,000 350,000 

Unsecured 5.125% Senior Notes, due 201 3 ...................... 250,000 250,000 
Unsecured 4.95% Senior Notes, due 2014. . . . . . . . . . . . . . . . . . . . . . .  500,000 500,000 
Unsecured 6.35% Senior Notes, due 2017" .................... 250,000 2so,ooo 
TJnsecured 8.50% Senior Nates, due 2019. ...................... 
Unsecured 5.95% Senior Nates, due 2034. ...................... 200,000 200,000 
Medium term notes 

Series A, 1995-2, 6.27%, due December 2010. . . . . . . . . . . . . . . . . .  10,000 10,000 
Series A, 1995-1,6.67%, due 2025. . . . . . . . . . . . . . . . . . . . . . . . . .  10,000 10,OOO 

Unsecured 10% Notes, due 201 1 ............................. 2,303 2,303 

450,000 

Unsecured 6.75% Debentures, due 'LO28 ........................ 150,000 150,000 
Other term notes due in installments through 201 3 . . . . . . . . . . . . . . . .  590 1,309 

Total long-term debt..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,172,893 2,123.612 
Less: 

Original issue discount on unsecured senior notes and debentures . . .  (3,367) (3,035) 
Current maturities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (131) (785) 

$2,169,395 $2,3 19,792 
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On March 26, 2009, we closed our Senior Notes Offering. The effective interest rate on these notes is 
8.69 percent, aftex giving effect to the settlement of the $450 million Treasury lock discussed in Note 3. Most 
of the net proceeds of approximately $446 million were used to redeem our $400 minion 4.00% unsecured 
senior notes on April 30,2009, prior to their October 2009 maturity. In connection with the repayment of the 
$400 million 4.00% unsecured senior notes, we paid a $6.6 million call premium in accordance with the terns 
of the senior notes and accrued interest of approximately $0.6 million. The remaining net proceeds were used 
for general corporate purposes. 

Short-term debt 

Our short-term borrowing requirements are affected by the seasonal nature of the natural gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply our customers’ needs 
could significantly affect our borrowing requirements. Our short-term borrowings typically reach their highest 
levels in the winter months. 

We finance our short-term borrowing requirements through a conibination of a $566.7 rniilion commercial 
paper program and four committed revolving credit facilities with third-party lenders that provide approx- 
imately $1.3 billion of working capital funding. At June 30, 2009, there was 110 short-term debt outstanding. 
At September 30, 2008, there was $350.5 miIlion of short-term debt outstanding, comprised of $330.5 million 
outstanding under our bank credit facilities and $20.0 million outstanding under our commercial paper 
program. We also use intercompany credit facilities to supplement the fnnding provided by these third-party 
committed credit facilities. These facilities are described in greater detail below. 

Regulated Operdions 

We fund our re,.ulated operations as needed primarily through a $566.7 million commercial paper 
program and three conmitted revolving credit Facilities with third-party lenders that provide approximately 
$800 million of working capital funding. The first facility is a five-year unsecured facility, expiring December 
201 1, that bears interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a 
spread ranging from 0.30 percent to 0.75 percent, based on the Company’s credit ratings. ?’his credit facility 
serves as a backup liquidity facility for our commercial paper program At the time thLs credit facility was 
established, borrowings under this facility were limited to $600 &on. However, in  September 2008, the l i t  
on bonowings was effectively reduced to $566.7 million after one lender with a 5.55% share of the 
commitments ceased funding under the facility. On March 30,2009, the credit facility was amended to reflect 
this reduction. At June 30,2009, there were no borrowings under this facility and $566.7 million was 
available. 

The second facifity is a $212.5 million unsecured 364-day facility expiring October 2009, that bears 
interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from 
1.25 percent to 2.50 percent. based on the Company’s credit ratings. At June 30, 2009, there were no 
borrowings outstanding under this facility. 

The third facility wits an $1 8 million unsecured facility that bore interest at a daily negotiated rate, 
generally based on the Federal Funds rate plus a variable margin. This facility expired on March 3 1,2009 and 
was replaced with a $25 million unsecured facility effective April 1, 2009 that bears interest at a daily 
negotiated rate. At June 30,2009, there were no borrowings outstanding under this facility. 

The availability of funds under these credit facilities is subject to conditions specified in the respective 
credit agreements, all or which we currently satisfy. These conditions include our compliance with financial 
covenants and the continued accuracy of representations and warranties contained in these agreements. We are 
required by the financial covenants in  each of these facilities to maintain, at the end of each fiscal quarter, a 
ratio of total debt to total capitalization of no greater than 70 percent. At June 30, 2009, our total-debt-to- 
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total-capitalization ratio, as defined, was 52 percent. In addition, both the interest margin over the Eurodollar 
rate and the fee that we pay on unused amounts under each of these facilities are subject to adjustment 
depending upon our credit ratings. 

In  addition to these third-party facilities, our regulated operations have a $200 million intercompany 
revolving credit facility with AEEI. Through December 31, 2008, this hcility bore interest at the one-month 
LIBOR rate plus 0.20 percent. In January 2009, this facility was replaced with a new $200 million 364 day- 
facility that bears interest at the lower of (i) the one-month TJBOR rate plus 0.45 percent or (ii) the marginal 
borrowing rate available to the Company on the date of borrowing. The marginal borrowing rate is defmed as 
the lower of (i) a rate based upon the lower of the Prime Rate or the Eurodollar rate under the five year 
revolving credit facility or (ii) the lowest rate outstanding under the commercial papa program. Applicable 
state regulatory commissions have approved the new facility through December 31, 2009. There was 
$40.3 miIlion outstanding under this facilily at June 30, 2009. 

Nnnregulated Operations 

On December 30, 2008, AEh4 and the participating banks amended and restated W s  former 
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a 
364-day $375 miIlion committed revolving credit facility and extend it to December 29,2009. Effective 
April 1 ,  2009, the borrowing base was increased to $450 million through the exercise of an accordion feature 
in the facility. 

The amended facility also adds a swing line loan feature; adjusts the interest rate on borrowings as 
discussed below and increases the fees paid to reflect the facility’s conversion to a committed facility and 
current credit market conditions. The swing line loan feature allows AEM to borrow, on a same day basis, an 
amount ranging from $1 7 million to $27 million based on the terms of an election within the agreement 

AEM uses this facility primarily to issue letters of credit and, on a less €requent basis, to borrow funds 
for gas purchases and other working capital needs. At AEM’s option, borrowings made under the credit facility 
are based on a base rate or an offshore rate, in each case p l t ~  an applicable margin. The base rate is a flodthg 
rate equal to the higher of: (a) 0.50 percent per annum above the latest federal funds rate; (b) the per annum 
rate of interest established by BNP Paribas from time to time as its “prime rate” or “base rate” for U.S. dollar 
loans; (c) an offshore rate (based on LTBOR with a one-month interest period) as in effect from time to time; 
and (d) the “cost of funds” rate based on an average of interest rates reported by one or more of the lenders to 
the administrative agent. The offshore rate is a floating rate equal to the higher of (a) an offshore rate based 
upon LJBOR for the applicable interest period; and (b) a “cost of funds” rate referred to above. In the case of 
both base rate and offshore rate loans, the applicable margin ranges from 2.250 percent to 2.625 percent per 
annum, depending on the excess tangible net worth of AEM, as defmed in the credit facility. This facility i s  
collateralized by substantially all of the assets of AEM and is guaranteed by AEH. 

At June 30,2009, there were no borrowings outstanding under this credit facility. However, at June 30, 
2009, A.EM letters of credit totaling $24.0 million had been issued under the facility, which seduced the 
amount available by a corresponding amount. The amount available under this credit facility is also limited by 
various covenants, including covenants based on working capital. Under the most resaictive covenant, rhe 
amount available to AEM under this credit facility was $1 00.6 million at June 30, 2009. 

AEM is required by the financial covenants in this facility to maintain a ratio of total liabilities to 
tangible net worth that does not exceed a maximum of 5 to 1 .  At June 30, 2009, AEM’s ratio of total 
liabilities to tangible net worth, as defined, was 0.86 to 1 .  Additionally, AEM must maintain minimum levels 
of net working capital and net worth ranging from $75 million to $1 12.5 d o n .  As defined in the financial 
covenants, at June 30, 2009, AEWs net working capital was $195.5 million and its tangible net worth was 
$210.5 million, 
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To supplement borrowings under this facility, through December 31,2008, AEM had a $200 million 
intercompany demand credit facility with AEH, which bore interest at the rate for AEM’s oftshore borrowings 
under i t s  committed credit facility plus 0.75 percent. Amounts outqtanding under this facility are subordinated 
to AEM’s cornnutted credit facility. This facility was replaced with another $200 million 364-day facility in 
January 2009 with no material changes to its ternis except for the rate of interest, which is the greater of 
(i) the one-month LIBOR rate plus 2.00 percent or (ii) the rate for AEM’s offshore borrowings under its 
committed credit faciljty plus 0.75 percent “tiere were no borrowings outstanding under this facility at 
June 30, 2009. 

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with 
AEU, which bore interest at the rate for AEM’s offshore borrowings under its committed credit facility plus 
0.75 percent This facility was replaced with another $200 million 364-day facility in January 2009 with no 
material changes to its terms except for the n t e  of interest, which is the greater of (i) the one-month LLBOR 
rate plus 2.00 percent or (ii) the rate for AEMs offshore borrowings under its comnitted credit facility plus 
0.75 percent Applicable state regulatory commissions have approved the new facility through December 3 1, 
2009. There were no borrowings outstanding under this facility at June 30, 2009. 

Shelf Registration 

On March 23,2009, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in common stock andlor debt securities available €or 
issuance, including approximately $450 million of capacity carried over from our prior shelf registration 
statement filed with the SEC in December 2006. 

As of June 30, 2009, we had $450 million of availability remaining under the registration statement after 
completing our Senior Notes Offering. However, due to certain restrictions placed by one state regulatory 
commission on our ability to issue securities under the registration staternenL we now have remaining and 
available for issuance a total of approximately $300 million of equity securities and $150 million of 
subordinated debt secmities. 

Debt Covenants 

In addition to the hancial covenants described above, our debt Instruments contain varjous covenants 
that are usual and customary for debt instrurnents of these types. 

Additionally, our public debt indentures relating to our senior notes and debentures, as weU as our 
revolving credit agreements, each contain a default provision that is triggered if outstanding indebtedness 
arising out of any ocher credit agreements in amounts ranging from in excess of $15 million to in excess of 
$100 million becomes due by acceleration or is not paid at maturity. 

Further, AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if 
it defaults on other indebtedness, as defined, by at least $250 thousand in &e aggregate. 

Finally, AEM’s credit agreement contains a provision that would limit the amount of credit available if 
Amos Energy were downgraded below an S&P rating of BBB and a Moody’s rating of Baa2. We have no 
other triggering events in our debt instruments that are tied to changes in specified credit ratings or stock 
price, nor have we entered into any transactions that would require us to issue equity, based on our credit 
rating or other triggering events. 

We were in compliance with all of our debt covenants as of June 30, 2009. If we were unable to comply 
witti our debt covenants, we would likely be required to repay our ourstanding balances on demand. provide 
additional collateral or take other corrective actions. 
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6. Earnings Per Share 

Basic and diluted earnings per share for the three and nine months ended June 30,2009 and 2008 are 
calculated as follows: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2009 2508 2009 2008 -- 
(In thousands, except per sham amounts) 

Net income (loss). .......................... $ 1,964 $(6,588) $206,930 $178,749 

Denominator for basic income per share - weighted 

Effect of dilutive securities: 

-- -- 
average common shares.. ................... 91,338 89,648 90,940 89,281 

.................. 61 1 557 Restricted and other shares 616 - 
.... . . . . . . . . . . . . . . . . . . . . . . . .  39 99 48 Stock options 

weighted average common shares . . . . . . . . . . . . .  92,002 89,648 91,590 89,937 

Income (Ioss) per share- basic. . . . . . . . . . . . . . . .  $ 0.02 $ (0.07) $ 2.28 $ 2.00 

Income (loss) per share- diluted . . . . . . . . . . . . . .  $ 0.02 $ (0.07) $ 2.26 $ 1.99 

- 
~ ~ "- 

Denominator for diluted income per share - 
-- 
-- -- 
-- -- 

There were approximately 33,000 and 132,000 out-of-the-money stock options excluded from the 
computation of diluted earnings per s h e  for the three and nine months ended June 30,2009. 

were excluded fmm the calculation of diluted earnings per share for the three months ended June 30, 2008 as 
their inclusion in the computation would be anti-dilative. There were no out-of-the-money stock options exclad4 
fiom the cornputation of diluted ea r~ngs  per share for the three and nine months ended June 30,2008 as their 
exercise price was less than the average market price of the common stock during that period. 

There were approximately 557,000 restricted and other shares and approximately 99,000 stock options that 

7. Interim Pension and Other Postretirement Beneat Plan Information 

The components of our net periodic pension cost for our pension and other postretirement benefit plans 
for the three and nine months ended June 30, 2009 and 2008 are presented in the following table. Most of 
these costs are recoverable through our gas distribution rates; however, a portion of these costs is capitalized 
into our gas distribution rate base. The remaining costs are recorded as a component of operation and 
maintenance expense. 

Three Months Ended June 30 
Pension Benefits Other Benefits 

2009 2008 2009 2008 
(In thousands) 

Components of net periodic pension cosc 
Service cost. ................................. $3,703 
Interest cost. ................................. 7,554 
Expected return on assets. . . . . . . . . . . . . . . . . . . . . . . .  (6,238) 
Amortization of transition asset - 
Amortization of prior service cost . . . . . . . . . . . . . . . . .  (1 83) 
Amortization of actuarial loss . . . . . . . . . . . . . . . . . . . .  955 

$5,791 

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

Net periodic pension cost. . . . . . . . . . . . . . . . . . . . . .  

(171) 
1,926 

$ 6,059 

$2,946 
3,520 
(573) 
378 

$3,342 
2,912 
(715) 
377 

- 

$5,916 
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Nine Months Ended June 30 
Pepension Benefits Other Benefits 

2009 2008 2009 2008 
@ thousands) 

- - I - -  

Components of net periodic pension cost: 
Servicecost.. ............................ $ 11,109 $ 11,635 $ 8,838 $10,024 
Interest cost .............................. 22,662 20,208 10,560 8,736 
Expected return on assets .................... (18,714) (18,932) (1,719) (2,145) 

- 1,134 1,133 Amortization of transition asset - 
Amortization of prior service cost. (54’j)) (513) 
Amortization of actuarial loss . . . . . . . . . . . . . . . . .  2,865 5,778 

. . . . . . . . . . . . . . .  
. . . . . . . . . . . . .  - - 

._I - - - - ~ -  

I I 

Net periodic pension cost . .  . . . . . . . . . . . . . . . .  $ 17,373 $18,176 $18,813 $17,748 - - - ~  ---- 
The assumptions used to develop our net periodic pension cost €or the three and nine months ended 

Pension Benefits Other Benefits 
2008 2009 

June 30, 2009 and 2008 are as follows: 

2008 - - _ _ I  

2009 - 
Discountrate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7.57% 6.30% 7.57% 6.30% 
Rate of compensation increase. ....................... 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets. . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 5.00% 5.00% 

The discount rate used to compute the present value of a plan’s liabilities generally is based on rates of 
high-grade corporate bonds with maturities similar to the average period over which the benefits wiU be paid. 
Generally, our funding policy has been to contribute annually an amount in accordance with the requirements 
of the Employee Retirement Income Security Act of 1974. Tn accordance with the Pension Protection Act of 
2006 (PPA), we determined the funded status of our plans as of January 1,2009. In June 2009, we contributed 
$21 million in cash to our pension plans to achieve a desired level of funding while maximizing the tax 
deductib13ity of this payment. 

We contributed $8.2 million to our other post-retirement benefit plans during the nine months ended 
June 30, 2009. We expect to contribute a total of approximately $1 1 million to these plans during fiscal 2009. 

In April 2009, the FASB issued FSP FAS 115-2 and FAS 124-2, Recognition and Presentation cf 
Other-Than-Emporary Impairments. This FSP amends the other-than-temporary impairment guidance for debt 
securities and expands the presentation and disclosure of other-than-temporary i m p h e n t s  OD debt and equity 
securities i n  interim and annual financial statements. This FSP does not amend existing recognition and 
measurement guidance related to other-than- temporary impairments of equity securities. 

For our Supplemental Executive Benefit Plztns, we own equity securities that are classified as 
available-for-sale securities. These securities are reported at market value with unrealized gains and losses 
shown as a component of accumulated other comprehensive income (loss). We regularly evaluite the 
perfoimance of these investments on a fund by fund basis for impairment, taking into consideration the fund’s 
purpose, volitility and current returns. If a determination is made that a decline in fair value is other than 
temporary, the related fand is written down to its estimated fair value and the other-than-temporary impairment 
is recognized in the income statement. 
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Assets for the supplemental plans are held i n  separate rabbi trusts and comprise the following: 

Amortized 
cost 

As of June 30,2009: 
Domestic equity mutual fnnds ............... $25,824 
Foreign equity mutual funds. . . . . . . . . . . . . . . . .  4,047 
Money market funds . . . . . . . . . . . . . . . . . . . . . .  8,699 

$38,570 

Domestic equity mutual funds ............... $31,041 
5,309 

As of September 30,2008 

Foreign equity mutual funds. ................ 
$36,350 

GrosS Gross 
Unrealized Unrealized 

Gaio Loss 
fin thousands) 

$ 286 $ - 

$1,625 $(394) 

$1,984 $(394) 

- 359 - 
- 

Fair 
Value 

$26,110 
4,047 
8,699 

$38,856 
-- 

$32,272 
5,668 

$37,940 
-- 

The following table presents interest and dividends on available-for-sale securities for the three and nine 
months ended June 30,2009 and 2008: 

Three Months Ended 

2009 

Nine Months Ended 
June 30 June 30 

2008 2009 2008 
(In thousands) 
- -- - 

Interest.. .................................. $ 8 $ - -  $ 8 $ -  
Dividends. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  184 190 1,607 2,032 

Total interest and dividends. . . . . . . . . . . . . . . . . . . . .  $192 $190 $1,615 $2,032 
_ _ -  - 
- -  - -  - - 

The following table presents realized gains and losses on available-far-sale securities for the thee and 
nine months ended June 30, 2009 and 2008. The gross realized investment losses exclude losses from 
other-than-temporary impairment: 

Three Months Ended Nine MonUis Ended 
June 30 June 30 - 

2008 
~ 

2008 2009 - -  m9 - 
(In thousands) 

.................... $51 $ -- $97 Crross realized investment gains $-.- 

- - (2) (1) ~ (3) 
........................ $49 $(I291 $94 Net realized gains (losses) $-- - 

.. . . . . . . . . . . . . . . . . .  - Grass realized investment losses 

__. - - -  - - 
Due to the recent deterioration of the financial markets and rhe uncertainty of a full recovery of these 

investments given the current economic environment, we have recorded a $3.3 million and $54 million 
noncash charge to impair certain available-for-sale investments during the three and nine months ended 
June 30,2009. As a result of these impairments, at June 30, 2009, we did not maintain any investments that 
are in an unrealized loss position. 

8. Commitments and Contingencies 

Litigation and Environmental Matters 

With respect to the specific litigation and environmental-related matters or claims that were disclosed in 
Note 12 to the financial statements in our Annual Report on Form IO-K for the fiscal year ended September 30, 
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2008, there were no material changes in the status of such litigation and environmental-related matters or 
claims during the nine months ended June 30,2009. We continue to believe that the Goal outcome of such 
litigation and environmental-related matters or claims will not have a material adverse effect on our financial 
condition, results of operations or cash flows. 

In addition, we are involved in other litigation and environmental-related matters or claims that arise in  
the ordinary course of our business. While the ultimate results of such Litigation and response actions to such 
environmental-related matters or claims cannot be predicted with certainty, we believe the final outcome of 
such litigation and response actions will not have a material adverse effect on our fmancial condition, results 
of operations or cash flows. 

Purchase Contminnents 

A m  has commitments to purchase physical quantities of natural gas under contracts indexed to the 
foiward NYMEX strip or fixed price contracts. At June 30,2009, AEM was cornmitted to purchase 83.0 Bcf 
within one year and 25.4 Bcf wWn one to three years under indexed contracts. AEM is committed to 
purchase 2.9 Bcf within one year under fixed price contracts with prices ranging Erom $3.15 to $7.68 per Mcf. 
Purchases under these contracts totaled $256.0 million and $842.1 rnillion for the three months ended June 30, 
2009 and 2008 and $1,215.0 million and $2,274.4 million for the nine months ended June 30, 2009 and 2008. 

Our natural gas distribution divisions, except for our Mid-Tex Division, maintain supply contracts with 
several vendors that generally cover a period of up to one year. Commitments for estimated base gas volunies 
are established under these contracts on a monthly basis at contractually negotiated prices. Commitments for 
incremental daily purchases are made as necessary during the month in accordance with the terms of the 
individual contract 

Our Mid-’lex Division maintains long-term supply contracts to ensure a reliable source of gas for our 
customers in this service area which obligate it to purchase specified volumes at market and fixed prices. The 
estimated cornmitrnents under these contracts as of June 30, 2009 are as follows (in thousands): 

2009 ............................................................... $ 20,256 
2010 ............................................................... 120,481 
2011 ............................................................... 5,658 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,302 
2013 ............................................................... 7,711 
Thereafter ........................................................... 2,614 -~ 

$164,022 

Regulalory Matters 

As previously described in Note 12 to the consolidated financial statements in our Annual Report on 
Form 10°K for the fiscal year ended September 30,2008, in December 2007, the Company received data 
requests From the Division of Investigations of the Office of Enforcement of the Federal Energy Regulatory 
Commission (the “Co~nmission”) in connection with its investigation into possible violations of the 
Commission’s posting and competitive bidding regulations for pre-ananged released firm capacity on natural 
gas pipelines. 

After responding to two sets of data requests received fmm the Commission, the Commission agreed to 
allow us to conduct our own internal investigation into compliance with the Commission’s rules. We have 
completed our internal investigation and submitted the results to the Commission. During our investigation, we 
identified certain transactions that could possibly be considered non-compliant, and we continue to fully 
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cooperate with the Commission as we work to resolve tbis matter. We have accrued what we believe is an 
adequate amount for the anticipated resolution of this proceeding. While the ultimate resolution of this 
investigation cannot be predicted with certainty, we believe that the final outcome will not have a material 
adverse effect on our financial condition, results of operations or cash flows. 

As of June 30, 2009, rate cases were in progress in our City of Dallas and Virginia service areas and 
annual rate filing mechanisms were i n  progress in  our City of Dallas and Amarillo service areas. These 
regulatory proceedings are discussed in further detail in Maimgemnt’s Discussion and Analysis -- Recent 
Raternuking Developments. 

9. Concentration of Credit Risk 

Information regarding our concentration of credit rhk is disclosed in Note 14 to the financial statements 
in our Annual Report on Form 10-K for the fiscal year ended September 30,2008. During the nine months 
ended June 30, 2009, there were no material changes in our concentration of credit risk. 

10. Segment Information 

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution, 
transmission and storage business as well as other nonregulated businesses. We distribute natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority 
and industrial customers through our six regulated natural gas disbibution divisions, which cover service areas 
located in 12 states. In addition, we transport natural gas for others through our distribution system. 

Through our nonregulated businesses. we primarily provide natural gas management and marketing 
services to municipalities, other local distribution companies and industrial customers primarily in the Midwest 
and Southeast. Additionally, we provide natural gas transportation and storage services to certain of our natural 
gas distribution operations and to third parties. 

We operate the Company through the foUowing four segments: 

The natural gas distribution segment, which includes our regulated naturd gas distribution and related 
sales operations. 

9 The regulated transm.ission and storage segment, which includes the regulated pipeline and storage 
operations of the Atmos Pipeline - Texas Division. 

The natural gas marlccting segment, which includes a variety of nonregulated natural gas management 
services. 

The pipeliire, storage and other segment, which indudes out’ nonregulated natural gas transmission and 
storage services. 

Our determination of reportable segments considers the strategic operating units under which we manage 
sales of various products and services to customers in &Rering regulatory environments. Although our natural 
gas distribution segment operations are geographically dispersed, they are reported as a single se,ment as each 
natural gas distribution division has similar economic characteristics. The accounting policies of the segments 
are the same as those described in the summary of significant accounting policies found in our Annual Report 
on Fom 10-K for the fiscal year ended September 30, 2008. We evaluate performance based on net income or 
loss of the respective operating units. 
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I 1 

Income statements for the three and nine month periods ended June 30,2009 and 2008 by segment are 
presented in the following tables: 

-.- Three Months Ended June 30,2009 
Natural Regulated Natural Pipeline, 
Gas Transmission Gas Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(In thousands) 

Operating revenues from external 
parties . . . . . . . . . . . . . . . . . . .  

Intersegment revenues . . . . . . . . .  

Purchased gas cost. . . . . . . . . . . .  
Gross profit. .............. 

Operating expenses 
Operation and maintenance . . I 
Depreciation and 

amortization . . . . . . . . . . . . .  
Taxes, other than income I . , . . 
Asset impairments . . . . . . . . . .  

Total operating expenses . . . . . . .  
Operating income . . . . . . . . . . . .  
Misceilaneous income . . . . . . . . .  
Interest charges . . . . . . . . . . . . . .  

$386,774 
21 1 

386,985 
195,303 

191,682 
1 1 ~  

89534 

47,928 
44,014 
2,823 

184,299 

7,383 
2,167 

32,798 

$29,558 
19,787 

49,345 
- 

49,345 

13,784 

5,066 
2,569 

370 

$358,458 
95,046 

453,504 
438,482 

15,022 
-- 

6,44S 

392 
628 
90 

$5,985 
2,241 

8,226 
4,212 

4,014 
-- 

1,641 

795 
366 
21 

$ -- 
(1 17,285) 

(1 17,285) 
(1 36,862) 

(423) 

(509) 

21,789 

27,556 
615 

8,152 

7,555 

7,467 
71 

4,020 

2,823 

1,191 
2,3 19 

408 

$780,775 
- 

780,775 
521,135 

259,640 

1 10,895 

54,181 
47,577 
3.304 

21 5,957 

43,683 
1,219 

41.511 

Income (loss) before income 
taxes .................... (23,248) 20,019 3,518 3,102 - 3,391 

Income tax expense (benefit) . . . .  (8,307) 7,065 1,419 1,250 - 1,427 . 1~ 

Net income (loss). . . . . . . . .  $(14,941) $12,954 $ 2,099 $1,852 $ -. $ 1,964 

Capital expenditores . . . . . . . . . .  $ 86,861 $28,216 $ 82 $5,837 $ $120,996 
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Operating revenues from 
external parties . . . . . . ~. . . . 

Interse,.ment revenues . . . . . . . . 

Purchased gas cost . ~ . . . I . . . . 
Gross profit. . . . . . . . . I . . . 

Operating expenses 
Operation and maintenance . ~ 

Depreciation and 
amortization . . . . . . , . . . 

Taxes, other than income. . . . 
Total operating expenses. . . . . . 
Operating income (loss) . . . . . . 
Miscellaneous income. . . . . . . . 
Interest charges. . . . . I ~ . I I . . . 
Income (loss) before income 

taxes. . . . . . . . . . . . . . . . . . . 
Income tax expense (benefit). . . 

Net income (loss) . . . . . . . 

--”- Three Months Ended June 30,2008 
Regdated Nafmd Pipeline, 

and Storage 

Capital expenditures . . . . . . . . . $ 92,856 $18,252 

Nahvai 
Gas 

Distribution 

$676,41 8 
221 

676,639 
476,711 

199,928 

95,853 

44,737 
54,141 

194,73 1 

5,197 
3,508 

28,504 

(19,799) 

(7,421 1 
$ (12,378) 

Tkansmission 

$27,3 2 1 
18,965 

46,286 
- 

46,286 

17,042 

4,860 
2,493 

24,395 

21,891 
550 

6,606 

15,835 
5,570 

$1 0,265 

Gas Storage and 
Marketing Other Elinations Consolidated 

(In thousands) 

$ 933,931 $1,475 $ - $1,639,145 
255,791 2,405 (277,382) __ 

1,189,722 3,880 (277,382) 1,639,145 
706 (276,847) 1,392,923 I ,  192,353 

(2,631) 3,174 (535) 246,222 
-- 

4,433 1,115 (621) 117,822 

381 378 .- 50,356 
39 1 310 - 57,335 

5,205 - 1,803 (621) 225513 

(7,836) 1,371 86 20,709 
377 2,273 (5,108) 1,600 

2,850 532 (5,022) 33,470 

-- __I__ 

(1 0,309) 3,112 - (11,161) 
(3,995) 1,273 - (4,573) 

$ (6,314) $1,839 $ - $ (6,588) 

$ 132 $2,916 $ - $ 114,256 
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Nine Months Ended June 30,2009 
Natural Redated Natural Piodine. 

GaS WaGmission Gas %&age ahd 
Distribution andStorage Marketing Other 

(In thousands) 

Operating revenues fTom 
external parties . . . . . . I I .  . $2,672,742 $ 91,877 $1524,438 $29,456 

Intersemmerit revenues . . . . . . . 631 71,384 425,219 7,490 

2,673,373 163,261 1949,657 36,946 
Purchased gas cost. I . . . . . - ~ 1,816,227 - 1,881,068 9,771 

Gross profit - .  . . . . I . . . . . . 857,146 163,261 68,589 27,175 
Operating expenses 

Operation and maintenance. . 276,462 58,448 27,228 4,700 
Depreciation and 

amortization . . . . . . . . . . 142,608 15,027 1,189 1,933 
Taxes, other than income . , . 139,861 7,929 1,667 57 1 
Asset impairments . . . . . . . . 4,599 602 146 35 

Total operating expenses . . . . 563,530 82,006 30,230 7,239 

Operating income . . . . . . . . . . 293,616 81,255 38,359 19,936 
Misceilaneous income 

(expense) . . . . . . . I . . . . . . 6,123 1,713 490 6,540 
Interest charges . . . . , . . . . . . 94,506 23,580 17,383 1,821 

Income before income taxes. . . 205,233 59,388 27,466 24,655 
Income tax expense . . . . . . . . . 68,465 19,308 11,444 10,595 

Net income . 1  _ I  " _ .  I .  . .  $ 136,768 $ 40,080 $ 16,022 $14,060 

Capital expenditures " .  . . . . . . $ 260,482 $ 61,579 $ 199 $20,066 

Eliminations Consolidated 

$ - $4,318,513 
(504,724) - 

(504,724) 4,318,513 
(503,456) 3,203,610 

(1,268) 1 , 1 14,903 

(1,526) 365,312 

160,757 
- 150,028 
- 5,382 

(I  ,526) 681,479 

258 433,424 

(15,513) (647) 
(1 5,255) 116,035 -.- 

.- 316,742 
_. 1093 12 

$ - $ 206,930 

$ - $ 342,326 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Nine Months Ended June 30, ZOOS 
Natural Regulated Nahval Pipeline, 

Gas 'Ikansmission Gas Storageand 
Distribution and Storage Marketing Other Eliminations Consoiidated 

(Ill thonsands) 

Operating revenues from 

Intersegment revenues . . . . . . I 
external parties . . . . . . . . . . $3,126,083 $ 72,588 $2,568,643 $13,326 $ - $5,780,640 

589 70,184 590,449 7,303 (668,525) - 

3,126,672 142,772 3,159,092 20,629 (663,525) 5,780,640 
Purchased gas cost. . . . . . . . . . 2,296,020 3,099,428 1,773 (666,835) 4,730,386 

Gross profit . . . . . . . . . . . . . 830,652 142,772 59,664 18,856 (1,690) 1,050,254 

Operation and maintenance . . 29 1,678 47,560 17,835 3,939 (1,948) 359,064 

---- - 

Operating expenses 

Depreciation and 
amortization. . . . . . . . . . . 

Taxes, other than income . . . 
130,699 
142,063 

Total operating expenses . . . . --- 544,440 

Operating income . . . . . . . . . . 266,212 
Miscellaneous income I . . . 7,654 
Interest cbarges . . . . . . . . . . . . 88,802 

Income before income taxes. . . 185,064 
Income tax expense. . . . . I , I 71,622 

Net income . . . . . . . . . . $ 113,442 

Capital expenditures . . . . . , $ 266,840 

14,683 
6.322 

68,565 

74,207 
933 

20,453 

54,687 
19,351 

$ 35,336 

$ 40,334 

1,142 
3,798 

22,775 

36,889 
1,775 
6,166 

32,498 
12,933 

$ 19,565 

$ 201 

1,135 
987 

6,061 

12,795 
6,243 
1,755 

17,283 
6,877 

$1 0,406 

$ 5,503 

- 147,659 
153,170 

(1,948) 659,893 

258 390,361 
(13,631) 2,974 
(13,373) 103,803 

- 289,532 
- 11 0,763 -- l_l-- 

$ - 3 178,749 

$ - $ 312,878 
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ATMOS ENERGY COlRpORATION 

NOTES TO CONDENSED CONSOLJDATED E"ENANCLAL STATEMENTS - (Continued) 

Balance sheet idomtion at June 30,2009 and September 30,2008 by segment is presented in the 
following tables: 

ASSETS 
Property, plant and equipment, net . . 
Investment in subsidiaries . . . . . . . .  
Current assets 

Cash and cash equivalents . . . . . .  
Assets from risk managemeni 

activities . . . . . . . . . . . . . . . . .  
Other current assets. . . . . . . . . . .  
Intercompany receivables. ~ . ~ . - . 

Total current awds . . . . . . . . .  
lotangible assets . . . . . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . . . . .  
Noncurrent assets from risk 

management aclivities . . . . . . . . .  
Deferred charges and orher assets. . .  

CAPITALIZATION AND 

Shareholders' equity . . . . . . . . . . .  
Long-term deb[. . . . . . . . . . . . . . . .  

Total capitalization. . . . . . . . . .  
Current liabilities 

LIABILITIES 

Current maturities of long-term 
debt .................... 

Short-term debt. . . . . . . . . . . . . .  
Liabilities from risk management 

activities . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . .  
lntercompany payablaq . . . . . . .  

Total current liabilities . . . . . . .  
Deferred income taxes. . . . . . . . . . .  
Noncurrent liabilities from risk 

management activities . . . . . . . .  
Regulatory cost of removal 

obligation . . . . . . . . . . . . . . . .  
Defened credits and other 

liabilities . . . . . . . . . . . . . . . . . .  

June 30,2009 - ~ -  
Natural Regulated Natural Pipeline, 

Gas llansmission Gas Storage and 
Distribution and Storage Marketing Other Eliminations Consolidated 

an thousands) 

$3,625,656 $631,136 $ 7,232 $ 75,340 $ - $4,339,364 
526.94 1 - (2,096) I (524,845) - -. 

39,276 - 76,111 10,348 I 125,735 

1,233 --- 30,696 3,835 (4,510) 31,254 
416,144 16,481 211,197 55,510 (60,309) 639,023 

963,931 16,481 318,004 215,833 (718,237) 796,012 
_.- - 1,617 - - 1,617 

569,920 132,367 24,282 10,429 __. 736,998 

507,278 _. I 146,140 (653,418) _..- - - - - -  

- 9,900 - - 9,900 
9,959 1,045 19,190 - 21 2,139 

$5,868,393 --- $789,943 $359,984 $320,792 $(I ,243,082) $6,096,030 

- 
- - _ _ _ _ _  18 1,945 

- - _ _ _  

$2,191,520 $170,224 $101,997 $254,720 $ (526,941) $2,191,520 
- 45 8 - 2,169,395 2,168,937 

4,360,457 170,224 101,997 255,178 (526,941) 4,360,915 
-- -~ - -- 

- - 131 - 131 - 
40,340 - __ - (40,340) - 

22,945 4,668 705 (4,510) 23,808 
427,859 8,270 15 1,717 50,274 (17,760) 620,360 

-- - 530,513 122,905 - (653,418) --- 
491,144 538,783 279,290 51,110 (716,028) 644,299 
444,621 76,837 (21,955) 1 1 ,SI 1 (113) 510,901 

- - 322,529 322,529 - - 

4,099 652 2,993 __ 257,070 

$5,868,393 $789,943 $359,984 $320,792 $( 1,243,082) $6,096,030 
--- 249,326 

--- 
- I _ _ _ p  
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEIblFmS - (Continued) 

Seutembcr 30.2008 
Natural Regulated Natural Pipeline, 
Gas Transmission GE Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(xu thousands) 

ASSETS 
Property, plant and equipment, net I . 
Investment in subsidiaries ........ 
Current assets 

Cash and cash equivalents . . . . .  
Assets from risk management 

activities. . . . . . . . . . . . . . . . .  
Other cutrent assets. . . . . . . . . . .  
Intercompauy receivables . . . . . . .  

Total current assets . I . . . 
Intangible assets . . . . . . . . . . . . . . .  
Goodwill .................... 
Noncuuenl assets from risk 

Deferred charges and other assets. - . 
management activities . . . . . . . . .  

$3,483,556 
463,158 

$585,160 
- 

$ 7,520 
(2,096) 

$ 60,623 
- 

$ .- $4,136,859 
(461,062) - 

30,878 9,120 6,719 - 46,717 

69,008 
411,648 

(20,956) 68,29 1 
(91,672) 1,170,096 

(714,628) _- 
(827,256) 1,2851 04 

2,088 
- 736,998 

-- 

20,239 
56,791 

135,795 
21 9,544 

10,429 
- 

- 
18,396 

.- 

774,933 
578,833 

1,384,644 

569,920 
- 

18,396 

132,367 
- 

489,776 
2,088 

24,282 

5,473 
- 220,177 

$(I ,288,318) $6,386,699 

- 5,473 
1,182 

$528,225 
195,985 11,212 1 1,798 

CAPITALIZATION AND 

Shareholders' equity . . . . . . . . . . . .  
hng-terrn debt. . . . . . . . . . . .  

LLABILITIES 

Total capitaliition" . . . . . . . . .  
Current liabilities 

C'wrent matw5ties of long-term 
debt.. . . . . . . . . . . . . . . . . . .  

Shott-term debt. . . . . . . . . . . . . .  
Liabilities from risk managemeut 

activities . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . .  
Intercompany payables . . . . . . . .  

Total current liabilities 
Deferred income taxes. . . . . . . .  
Noncurrent liabilities korn risk 

Regulatory cost of removal 

Deferred credits and other 

management activities . . . . . . .  

obligation. . . . . . . . . . . . . . . . .  

liabilities . . . . . . . . . . . . . . . . .  

$1 30,144 $1 14,559 $2 1 8,455 
525 

21 8,980 
-- 

$ (463.1 58) $2,052,492 
- 2,119,792 

(463,158) 4,172,284 
-~ 

$2,052,492 
2,119,267 
4,i 71,759 

- 
114,559 

_- 
130.144 

785 
- 

- 785 
(41,550) 350,542 

"I._ 

385,592 
- 

6,500 

58,566 
53 8,777 

- 

616 
62,796 

(20,956) 58,914 
(47,997) 796,846 

(7 14,628) - 
(825,231) 1,207,087 

(29) 441,302 

20,688 
236,217 
171,244 
434,649 
(21,936) 

-- 
7 ,05 3 

543,384 
550,437 
62,720 

__c_ 

64,197 982,935 
384,860 15,687 

5,111 258 - 5,369 

- 298,645 298,645 

253.953 262,012 

$(1,288,318) $6,386,699 

- 695 

$528,225 

3,530 
$3 0 2,3 9 4 

3,834 

$747,135 $6,097,263 
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FWPORT OF JNDIWENDENT REXLS'ITWXD PUBLIC ACCOUNTING FIRM 

The Board o€ Directors and Shareholders of 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of June 30, 
2009, the related condensed consolidated statements of income for the three-month and nine-month periods 
ended June 30,2009 and 2008, and the condensed consolidated statements of cash flows for the nine-month 
periods ended June 30,2009 and 2008. These financial statements are the responsibility of h e  Company's 
management. 

We conducted OUI review in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial infomation consists principally of applying analytical 
procedures and making inquiries of pemons responsible for fiuancial and accounting matters. It is substantially 
less in scope than an audit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the 
condensed consolidated financial statements referred to above for them to be in conformity with U.S. generally 
accepted accounting principles. 

We have previously audited, i n  accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheet of Atmos Energy Corporation as of 
September 30, 2008, and the related consolidated statements of income, shareholders' equity, and cash flows 
for the year then ended, not presented herein, and in our report dated November 18,2008, we expressed an 
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in  the 
accompanying condensed consolidated balance sheet as of September 30, 2008, i s  fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived 

Dallas, Texas 
August 5,2009 
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Item 2. Management’s Discussion and Anarysis of Financial Condition and Results of Operations 

INTRODUCTION 

The iollowing discussion should be read in conjunction with the condensed consolidated financial 
statements in this Qurnterly Report on Form l0-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-K for the year ended September 30, 2008. 

Cautionary Statement for the Purposes of the Safe Harbor under the Private Securities Litigation Reform 
Act of 1995 

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made in good fGth by us and are intended to qualify for the safe harbor from 
liability established by the Private Secuuities litigation Reform Act of 1995. W e n  used in this Report, or any 
other of our documents or oral presentations, the words “anticipate”, “believe”, ‘‘estimate”, “expect”, 
“forecast‘, “goal”, “intend”, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended 
to identify forward-looking statements. Such forward-looking statements are subject to risks and uncertainties 
that could cause actual results to differ materially Erom those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. 
These risks and uncertainties, which are discussed in more derail in our Annual Report on Form 10°K for the 
fiscal year ended September 30, 2008, include the following: our ability to continue to access the credit 
markets to satisfy our liquidity requirements; the impact of recent adverse economic conditions on our 
customers; increased costs of providing pension and postretirement bealth care benefits and increased Funding 
requirements; market risks beyond our control affecting our risk management activities including market 
Liquidity, commodity price volatility, increasing interest rates and counterparty creditworthiness; regulatory 
trends and decisions, including the impact of rate pmceedings before various state regulatory commissions; 
increased federal regulatory oversight and potential penalties; the impact of environmental regulations on our 
business; the concentration of our distribution, pipeline and storage operations in Texas; adverse weather 
conditions; the effects of inflation and changes in the availability and price of natural gas; the capital-intensive 
nature of our gas distribution business; increased competition from energy suppliers and alternative forms of 
energy; the inherent hazards and risks involved in operating our gas distribution business; natural disasters, 
terrorist activities or other events; and other risks and uncertainties discussed herein, all of which are difficult 
to predict and many of which are beyond our control. Accordingly, while we believe these forward-looking 
statements to be reasonable, there can be no assurance that they will approximate actual experience or that the 
expectations derived from them will be realized. Further, we undertake no obligation to update or revise any 
of our forward-looking statements whether as a result of new infurrnation, future events or otherwise. 

Atmos Energy and our subsidiaries we engaged primarily in the regulated natural gas distribution and 
transportation and storage businesses as well as other nonregulated natural gas businesses. We diskibute 
natural gas through sales and transportation arrangements to approximately 3.2 million residential, commercial, 
public authority and industrial customers throughout our six regulated natural gas distribution divisions, which 
cover service areas located in 12 states. In addition, we hansport natural gas for others through our distribution 
system, 

Through our nonregulated businesses, we primarily provide natural gas management and marketing 
services to municipalities, other local gas distribution companies and industrial customers primarily in the 
Midwest and Southeast and natural gas transportation and storage services to certain of our natural gas 
distribution divisions and to third parties. 



We operate the Company through the following four segments: 

* the natural gas dism'bution segment, which includes our regulated natural gas distribution and related 
sales operations, 

9 the regula&d transmission and storage segment, which includes the regulated pipeline and storage 
operations of the Amos Pipeline - Texas Division, 

the natural gas marketing segnmt, which includes a variety of nomeagdated natural gas management 
services and 

0 the pipeline, storage and other segment, which is comprised of our nonregdated natural gas gathering, 
transmission and storage services. 

CRITICAL ACCOUWING ESTIMATEX AND POIAIC71Es 

Our condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these financial statements requires us to make estimates 
and judgments that affect the reported amounts of assets, liahilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activities, the allowance for doubtful 
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actnal results may differ from such estimates. 

Our critical accounting policies used in the preparation of our consolidated financial statements are 
described in our Annual Repor? on Form 10-K for the fiscal year ended September 30,2008 and include the 
following: 

Regulation 

9 Revenue Recognition 

., Allowance for DoubtN. Accounts - Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

Our critical accounting policies are reviewed quarterly by the Audit Committee. There were no significant 
changes to these critical accounting policies during the nine months ended June 30, 2009. 

RESULTS OF OPERATIONS 

During the current fiscal year, several external factors have impacted Atnios Energy, including but not 
limited to adverse developments in  the global and financial credit markets and the unfavorable impact of the 
economic recession. 

The tightening of the credit markets has made it more difficult and more expensive for us to access the 
capital markets. However, during the fiscal year, we have undertaken several steps to improve our fiancjal 
position. In March 2009, we successfully completed an offering of $450 million 8.5% senior notes, and used 
most of the proceeds in April 2009 to redeem $400 million of senior notes that were scheduled to mature in 
October 2009. Additionally, we enhanced our liquidity sources in various ways. In October 2008, we replaced 
our former $300 million 364-day committed credit facility with a new 364-day $212.5 million committed 
credit facdity. Additionally, we converted A E W s  former $580 million uncommitted credit facility to a 
364-day $375 million committed credit facility. This facility was subsequently increased to $450 million in 
April 2009. Finally, in April 2009 we replaced an expiring $18 million unsecured committed credit facility 
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with a $25 million unsecured committed credit facility. After entering into these new facilities, we currently 
have a total of approximately $1.3 billion available to us under four committed Lredit €acilities. As P result of 
these developments and our continued successful financial performance, Standard & Poor’s Corporation (S&P) 
upgraded our credit rating from BBB to BBB+ i n  December 2008 and Moody’s Investors Service (Moody’s) 
upgraded the credit rating on our senior long-term debt from Baa3 to Baa2 and our commercial paper f?om 
P-3 to P-2 in May 2009. These ratings upgrades should improve our ability to access the short-term capital 
markets to satisfy our liquidity requirements on more economical terms in the future. 

Challenging economic times have also impacted most of our business segments. The impact of the 
economic downturn is most apparent in a general decline in throughput. Our natural gas distribution se,ment 
has experienced a year-over-year four percent decrease in consolidated throughput, primarily associated with 
lower residential, commercial and industrial consumption. Declines in the demand for natural gas as a result of 
idle production and plant closures have contributed to a seven percent year-over-year decrease in consolidated 
throughput in our regulated transmission and storage segment and a five percent year-over-year decrease in 
consolidated sales volumes in our natural gas marketing segment- However, recent improvements in rate 
design in our natural gas distribution segmmt and the ability to earn higher per-unit margins in our regulated 
transmission and storage and natural gas marketing segments has more than offset the decline in throughput 
and sales volumes. Additionally, reduced demand for natural gas has resulted in lower nahual gas prices, 
which has contributed significantly to the incrcase in our operating cash flow from $417 million for the nine 
months ended June 30,2008 to $825 million for the nine months ended June 30, 2009. 

The seasonality of our distribution business typically results in a loss in our fiscal third quarter. However, 
we reported net income of $2.0 million, or $0.02 per diluted share for the three months ended June 30, 2009 
compared with a net loss of $6.6 million, or $0.07 per diluted share in the prior-year  quarter^ The 
quarter-overquarter improvement reflects higher gross profit in our regulated transmission and storage and 
natural gas marketing segments combined with lower consolidated operation and maintenance expense, which 
more than offset lower natural gas clisrribntion margins and a $3.3 &on charge to impair certain 
available-for-sale investments. 

For the first nine months of fiscal 2009, net income increased 16 percent to $206.9 million, or $2.26 per 
diluted share. Re,plated operations contributed 85 percent of our net income during this period with our 
nonregulated operations contributing the remaining IS percent, Results for the nine months ended June 30, 
2009 include the favorable impact of a one-time tax benefit of $1 1.3 million, or $0.1 2 per diluted share and 
the unfavorable impact of a $5.4 million charge, or $0.04 per diluted share, to impair c e d  available-for-sale 
investments. Additionally, results for the nine-month period ended June 30,2009 reflect increased gross profit 
across all of our business se,pents, partially offset by higher depreciation expense, pipeline maintenance and 
employee costs and interest expense. 

The following table presents our consolidated financial highhghts for the three and nine months ended 
June 30,2009 and 2008: 

Operating revenues . . . I . . . . . . . . . .I I . . . . 
Gross profit . . . I I . . . . . . , . . . . . I . . . . 
Operating expenses I . I . . . . . . . . . . . ~ . . 
Operating income . . I . . . . . . . . . . . . . . 
Miscellaneous income (expense) . . . . . . . . . 
Interest charges. . . . . . . . . . . . . . . . . . . . . . 
Income (loss) before income taxes. . . . . . . . . 
Income tax expense (benefit). . . . . . . . . . 
Net income (loss) . . , I , I . . . . . . . I . I I . . . 
Diluted net income (loss) per share . . . I . . , 

Three Months End4  Nine Months Ended 
June 30 June 30 

(In tiionsands, except per share data) 

$780,775 $1,639,145 $4,318,513 $5,780,640 
259,640 246,222 1,114,903 1,050,254 
215.957 22531 3 681,479 659,893 
43,683 20.709 433,424 390,361 

1,219 1,600 (647) 2,974 
4 1 3  1 33.470 1 16,035 103,803 
3,391 (11,161) 316,742 289,532 
1,427 (4,573) 109,812 1 10,783 

$ 1,964 $ (6,588) $ 206,930 $ 178,749 
$ 0.02 $ (0.07) $ 2.26 $ 1.99 

-. 
2008 2009 2008 x l 0 Y  --I--_-.- -- .-.-- 
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Our consolidated net income (loss) during the three and nine months ended June 30,2009 and 2008 was 
earned in each of OUT business segments as follows: 

Three Months Ended 
Jnne30 .--- 

2.009 2008 Change --- 
(In thousands) 

Natural distribution segment.. . . . . . . . . . . . . . . . . . . . . . . . .  $(14,941) $(12,378) $(2563) 
Regulated transmission and storage segment. . . . . . . . . . . . . . . . .  12,954 10,265 2,689 
Natural gas marketing segment.. . . . . . . . . . . . . . . . . . . . . . . . . .  2,099 (6,314) 8,413 
Pipeline, storage and other se,ment ....................... 1,852 1,839 13 --- 
Net income (loss) .................................... $ 1,964 $ (6,588) $ 8352 --- --- 

Nine Months Euded 
June 30 -- 

2009 2008 Change 
(In thousands) 

Natural gas distribution segment. ........................ $136,768 $113,442 $23,326 

Natural gas marketing segment. ......................... 16,022 19,565 (3,543) 
Re,dated transmissiori and storage segment. ............... 40,080 35,336 4,744 

Pipeline, storage and other seewent ...................... 14,060 10,406 3,654 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $206,930 $178,749 $28,181 

The Following tables segregate our consolidated net income (loss) and diluted earnings per share between 
our regulated and nonregulated operations: 

Three Months Ended 
June 30 

2009 2.008 Change 
(Tn thousands, except per share data) 

Regulated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(3,987) $(2,113) $ 126 
Nonreadated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,951 (4,475) 8,426 

Consolidated net income (loss) ............................ $ 1,964 $(6388) $8,552 

Diluted EPS from regulated operations ...................... $ (0.02) $ (0.02) $ - 
Diluted EPS from nonregulated operations. . . . . . . . . . . . . . . . . . . .  0.04 (0.05) 0.09 

Consolidated diluted EPS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.02 $ (0.07) $ 0.09 

- - -  

- - -. 
- = =  

- - -  
--- - - -  

Nine Months Ended 
June 30 

2008 Change 
(Tn thousands, except per share data) 

-- 
--- - 2009 

Regulated operations ................................. $176,848 $1 48,778 $28,070 
Nonregulated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30,082 29,971 111 

Consolidated net income .............................. $206,930 $178,749 $28,181 

Diluted EPS frornreguhted operations.. . . . . . . . . . . . . . . . . . .  $ 1.93 $ 1.66 $ 0.27 
Diluted EPS from nonregulated operations . . . . . . . . . . . . . . . . .  0.33 0.33 -- - 
Consolidated dilutedEPS. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2.26 $ 1.99 $ 0.27 
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Tluee hfunths Ended June 30,2009 compared wiih Three Months Ended June 3 4  2008 

Nitturd Gas Dishibution Segment 

The primary €actors that impact d e  results of our natural gas distribution operations are our ability to 
earn our authorized rates of retum, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service areas. 

Our ability to earn our authorized rates of return is based primarily on our ability to improve rhe rate 
design in our various ratemaking jurisdictions by reducing or eliminating regulatory lag and, ultimately, 
separating the recovery of our approved margins from customer usage patterns. Improving rate design is a 
long-term process and is further complicated by the fact that we operate in multiple rate jurisdictions. 

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of 
weather that is above or below n o d  is substantially offset through weather normalization adjustments, 
known as WNA, which has been approved by state regulatory commissions for approximately 90 perrmt of 
our residential and commercial meters in the following states for the following time periods: 

Georgia ............. 
Kansas. ............. 
Kentucky ............ 
Louisiana. ........... 
Mississippi. .......... 
Tennessee ........... 
Texas: Mid-Tex ....... 
Texas: West Texas ..... 
Virginia ............. 

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

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

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

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

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

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

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

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

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

October - May 
October - May 
November -April 
December - March 
November -" April 
November - April 
November - April 
October -May 
January - December 

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therefore, increases in the cost of gas are ofkiet by a 
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial 
performance than revenues. 

Gross profit in our Texas and Mississippi service areas includes franchise fees and gross receipts taxes, 
which are calculated as a percentage of revenue (inclusive of gas costs). Therefore, the amount of these taxes 
included in revenues is influenced by the cost of gas and the level of gas sales volumes. We record the 
associated tax expense as a component of taxes, other than income. Although changes in these revenue-related 
taxes arising from changes in gas costs affect gross profit, over time the impact of these timing differences is 
generdy offset within operating income. Prior to January 1,2009, timing differences existed between the 
recognition of revenue for franchise fees collected from our customess and the recognition of expense of 
fi-anchise taxes. These timing differences had a significant temporary effect on operating income in periods 
with volatile gas prices, particularly in OUT Mid-Tex Division. Be,.inning January 1,2009, changes in our 
franchise fee agreements in our Mid-Tex Division became effective which should significantly reduce the 
impact of this timing difference on a prospective basis. However, this timing difference will stili be present for 
gross receipts taxes. 

debt expense and may require us to increase borrawings under our credit facilities resulting in higher interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions may cause customers ta conserve or use alternative energy sources. 

Higher gas costs may also adversely impact om accounts receivable collections, resulting in higher bad 
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Review of Financial and Operating Results 

Financial and operational highlights €or our natural gas distribution segment for the three months ended 
June 30, 2009 and 2008 are presented below. 

Three Months Ended 
.lune 30 

2009 2008 -ge 
(in thousands, unless otberwise noted) 

Gross profit.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $191,682 $199,928 $ (8,246) 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  184,299 194,731 (10,432) 

Operating income .................................. 7,383 5,197 2,186 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,167 3,508 (1,341) 

................................... 4,294 Interest charges.. 32,798 28,504 ~- 
Loss before income taxes ............................ (23,248) (19,799) (3,449) 
Income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (8,307) (7,421) (886) 

Net loss., ........................................ $(14,941) $(12,378) $ (2,563) 

Consolidated natural gas distribution sales volumes -- MMcf. . .  40,081 41,357 (1,276) 
Consolidated natural gas distribution transportation volumes - 

MMcf.. ........................................ 29,597 32,126 (2,529) 

Total consolidated natural gas distribution throughput - 
MMcf. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69,678 73,483 (3,805) 

Consolidated natural gas distribution average transportation 
revenneperMcf.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.46 $ 0.43 $ 0.03 

Consolidated natural gas distribution average cost of gas per 
Mcfsold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4.87 $ 11.53 $ (6.66) 

Tile following table shows our operating income by natural gas distribution division, in order of total 
customers served, for the three months ended June 30, 2009 and 2008. The presentation o€ our natural gas 
distribution operating income is included for financial reporting purposes and may not be appropriate for 
ratenlaking purposes, 

Three Months Ended 
June 30 

2009 2008 Change 
(In tliousands) 

- - .- 

Mid-'rex. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(3,598) $(3,043) $ (555) 
KentucIcyMid-States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,93 1 5,757 (2,826) 
Louisiana ............................................ 5,459 5,086 373 
WestTexas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,010 (563) 1,573 
Mississippi ........................................... (585) (946) 361 
Colorado-Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,247 y12 705 

919 (1,636) 2,555 Other ............................................... -- 
Total.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $7,383 $5,197 $2,186 -~~ --- 
The $8.2 million decrease in natural gas distribution gross profit primarily reflects a net $5.4 million 

decrease in margins in the Mid-Tex Division. "his reduction in margins was primarily due to rate design 
changes implemented i n  November 2008 that decreased the monthly base charge and increased the volumehic 
charge for most of the Mid-Tex Division's customas. This change results in higher gross profit during the 
wiuter heating season and lower gross profit in the summer months. The current year period also reflects a 
$3.3 million increase in rate adjustments primarily in Georgia, Kansas, Louisiana and West 'Texas. The 
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decrease in gross profit also reflects a $3.5 million decrease as a result of a five percent decrease in 
distribution throughput, primarily associated with lower residential, commercial and industrial consumption. 
FinaIly, service revenue and fate charges, which are based on the customer’s outstanding balance, decreased 
$1.3 million due to the lower cost o€ natural gas in the current-year period 

Partially offsetting these decreases was an increase of approximately $1.3 million in revenue-related taxes 
in the current-year quarter compared to the prior-year quarter primarily due to the timing change in franchise 
fees in our Mid-Tex Division. This increase was combined with a $9.5 million quarter-over-quarter decrease in 
the associated fianchise and state gross receipts tax expense recorded as a component of taxes, other than 
income, resulting in a $10.8 million increase in operating income when compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense, taxes, other than income, and asset impairments decreased 
$10.4 million. 

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased $4.9 million, 
primarily due to lower legal and other administrative costs. These decreases were partially offset by a 
$2.8 million noncash charge to impair certain available-for-sale investments as the Company believed the fair 
value of these investments would not recover within a reasonable period of time. 

Depreciation and amortization expense increased $3.2 million for the third quarter of fiscal 2009 
compared with third quarter of fiscal 2008. The increase primarily was attributable to additional assets placed 
in service during the cursent-year period. 

Interest charges allocated to the natural gas distribution segment increased $4.3 million due to the effect 
of the Company’s March 2009 issuance of $450 million 8.50% senior notes EO repay $400 million 4.00% senior 
notes in April 2009. 

Recent Ratemuk<?ig Developnaents. 

Significant ratemaking developments that occurred during the nine months ended June 30,2009 are 
discussed below. The amounts desmibed below represent the operating income that was requested or received 
in each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain 
operating costs may have changed as a result of a commission’s final ruling. 

Annual Rate Filing Mechanisms 

In March 2009, the Mid-Tex Division filed its second Rate Review Mechanism (RRM) with the Settled 
Cities. The filing requested an increase in annual operating income of $9.7 million for the Settled Cities. The 
Mid-Tex Division and representatives of the Settled Cities reached an agreement to increase annual operating 
income by $2.0 million, which will be implemented in rates beginning in August 2009. Beginning in 
November 2008, rates were implemented from onr first RRM ffing with the Settled Cities, which resulted in 
an increase in annual operating income on a system-wide basis of approximately $27.3 million. The impact to 
the Mid-Tex Division for the Settled Cities was approximately $21.8 million. 

Tn April 2009, the West Texas Division filed its second RRM with the West Texas Cities. The Wing 
requested an increase in annual operating income of $1 1 .I  miihon. The West Texas Division and representa- 
tives of the West Texas Cities reached an agreement to increase annual operating income $7.8 million, which 
will be implemented in rates beginning in August 2009. Beginning in November 2008, rates were implemented 
from our first RRM with the West Texas Cities, which resulted in an increase in operating income of 
$4.5 million, of which $3.9 million is being collected over B 9% month period. 

In April 2009, the City of Lubbock approved an RRM tarS similar to the RRM tariff utilized by the 
West Texas Cities. The West Texas Division filed its first RRM with the City of Lubbock on April 15, 2009. 
The Wing requested an increase in annual operating income of $3.5 LniItion. The City of Lubbock is currently 
reviewing the filing and a final determination is expected in October 2009. 
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In June 2009, the City of Amarillo approved an RRM tariff similar to the RRM tariff: utilized by the West 
Texas Cities. The West Texas Division Filed its f i t  RRM with the City of Amarillo on June 17, 2009. The 
f i i g  requested an annual increase in operating income of $2.3 million. The City of Amarillo is currently 
reviewing the filing and a final determination is expected in October 2009. 

In December 2008, the Louisiana Division firled its TransLa annual rate stabilization clause with the 
Louisiana Public Service Commission (LPSC) for the test year ended September 30,2008. The filing resulted 
in an annual increase in operating income of $0.6 miltion and was implemented in April 2009. 

In April 2009, the Louisiana Division piled its LGS annual rate stabitiidtion clause with the LPSC. The 
filing was for the test year ended December 31,2008. The filing resulted in an annual increase in operating 
income of $3.3 million and was implemented in July 2009. 

In September 2008, we filed our Mississippi stable rate filing with the Mississippi Public Service 
Commission (MPSC) requesting an increase in annual operating income of $3.5 million. In January 2009, we 
withdrew this request after we were unable to reach a mutually agreeable settlement with the MPSC. 

GRIP Filings 

In May 2008, the Mid-Tex Division made a GRIP filing seeking a $10.3 nlillion increase on a system- 
wide basis. However, this filing was only applicable to the City of Dallas and the Mid-Tex environs and 
sought a $1.8 million increase for customers in those service areas. Rates were approved for this f i g  in 
December 2008 and were implemented in January 2009. However, in Apd 2009, the City of Dallas challenged 
the legality of the implementation of the GRIP rates, which the Company is contesting in the District Courts 
of Dallas and ' hv i s  Counties. 

In March 2009, the Mid-Tex Division made a GRIP filing seeking an $18.7 million increase on a system- 
wide basis. However, this filirtg is applicable to the City of Dallas only and seeks a $2.7 million increase for 
customers in the City of Dallas. The City of Dallas denied this GRIP filing in June 2009 and the Mid-Tex 
Division has appealed this action to the Railroad Commission of Texas (RRC). 

Any rate increases granted from these GRIP filings will be i n  effect until such rime that they are 
superseded by the statement of intent filed with the City of Dallas discussed below. 

Rate Case Filings -- 
In October 2008, our KentuckyMid-States Division filed a rate case with the Tennessee Regulatory 

Authority seeking an increase in annual operating income of $6.3 million. In January 2009, the Consumer 
Advocate and Protection Division recommended a decrease in rates of $3.7 million In March 2009, a 
unanimous stipulation was filed and approved i n  the case. The parties agreed to an increase in annual 
operating income of $2.5 million with a stated retnrn on equity of 10.3 percent. The increase in rates was 
implemented in April 2009. 

In November 2008, the Mid-Tex Division filed a statement of intent to increase annual opaating income 
for customers within the City of DalIas by $9.1 million. The City of Dallas suspended the filing in December 
2008 and denied the increase i n  March 2009. The Mid-'rex Division has appealed the filing and i n  April 2009 
we requested an increase in annual operating income of $7.5 milIion and concurrently filed for a statement of 
intent to increase annual operating income $1.3 mjllion applicable to the Mid-Tex unincorporated areas. The 
City of Dallas has proposed a reduction of rates of $28.9 million to annual operating income system-wide, or 
approximately $5.8 million for the City of Dallas and environs customeis. On August 4, 2009, the Mid-Tex 
Division Wed a rebuttal revising the requested increase in annual operating income to $6.6 million for the City 
of Dallas and $1.1 million for the Mid-Tex unincorporated areas. A hearing is scheduled with the RRC in 
August 2009 and a final ruling is expected in November 2009. If the statement of intent applicable to the City 
of Dallas is approved by the RRC, the new rates implemented could supersede the City of Dallas GRIP rates 
discussed above. 
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In April 2009, the KentucLciMid-States Division filed an expedited rate case with the Virginia State 
Corporation Commission seeking an increase in annual operating income of $1.7 million. Interim rates were 
implemented subject to refund on May 1,2009. The application is currently in discovery with a final 
determination expected in October 2009. 

In July 2009, the ColoradoKansas Division filed a rate case with the Colorado Public Service 
Commission seeking an increase in annual operating income of $3.8 million effective in August 2009. A 
procedural schedule has not been established; however the Commission is expected to suspend the filing. 

Other Ratemaking Activity 

In May 2007, our Mid-Tex Division fied for a 36-month gas contract review f h g .  This filing was 
mandated by prior RRC orders and related to the prudency of gas purchases made from November 2003 
through October 2006, which total approximately $2.7 billion. The intervening parties recommended disallow- 
ances ranging from $58 million to $89 million. A hearing was held at the RRC in  September 2008. In 
December 2008, a proposal for decision was issued by the Hearing Examiner reconmending no gas cost 
disallowance. In February 2009, the RRC approved the Hearing Examiner’s recommendation to disallow no 
gas costs. 

process. Briefk were filed in Apd 2009 and the Hearing Examiner issued a proposal for decision i n  June 2009 
which recommended the elimination of the 36-month gas contract review process. The RRC] has not taken any 
action on the proposed final order. 

In March 2009, the RRC established a procedural schedule to examine the 36-month gas contract review 

Regulated Transmission and Storage Segment 

Our regulated transmission and storage segment consists of the regulated pipelie and storage operations 
of the Atmos Pipeline Texas Division transports natural gas to our 
Mid-Tex Division and third parties and mauages five underground storage reservoirs in Texas. We also provide 
ancillary savices customary in the pipeline industry including parking and lending arrangements and sales of 
inventory on hand 

impacted by seasonal weather patterns, competitive factors in the energy industry and economic conditions in 
om service areas. Further, as the Atmos Pipeline - Texas Division operations supply all of the natural gas for 
our Mid-Tex Division, the results of this segment are highly dependent upon the natural gas requirements of 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Atmos Pipeline - Texas Division 
may be impacted by the timing of when costs and expenses are incurred and when these costs and expenses 
are recovered through its tariffs. 

Texas Division. The Atmos Pipeline 

Similar to our natural gas distribution segment, our regdated transmission and storage segment is 
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Review of Financial and Operating Results 

Financial and operational highlights for our regulated transZnissiom and storage segrnent for the three 
months ended June 30, 2009 and 2008 are presented below. 

Three Months Ended 
June 30 

2009 20U8 Change 
(m thousands, unless otherwise noted) 

Mid-Tex transportation ............................... $ 19,507 $ 18,761 $ 746 
Third-party transportation ............................. 24,285 22,485 1,800 
Storage and park and lend seivices . . . . . . . . . . . . . . . . . . . . . .  3,137 2,387 750 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,416 2,653 (237) 
Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income before income taxes .......................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netmcome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

4 9 3 5  
21,789 
27,556 

61 5 
8.152 

20,019 
7,065 

$ 12,954 

46,286 
24,395 
21,891 

550 
6,606 

15,835 
5,570 

$ 10,265 

3,059 
(2,606) 
5,665 

65 
1,546 
4,184 
1,495 

$ 2,689 

-- 

Gross pipeline transportation volumes --MMcf.. . . . . . . . . . . .  169,641 181,112 (1 1,471) 

Consolidated pipeline transportation volumes .-MMcf . . . . . . .  141,556 152,450 (10,894) 

The $3.1 million increase in gross profit was attributable primarily to a $3.5 nillion increase from higher 
demand-based fees. The improvement in gross profit also reflects a $1.1 million increase due to our GRIP 
filings. These increases were partially offset by a $0.7 million decrease arising from a seven percent decrease 
in city-gate, electrical generation, Barnett Shale and H7Jl3 deliveries. 

Operating expenses decreased $2.6 million primarily due to a decrease in pipehe niaintenance costs 
during the current-year quarter. 

Recenf Ratemaking Developments 

In February 2009, the Atmos Pipeline - Texas Division made a GRZP filing seeking an increase in 
annual operating income of $6.3 million. The iiIing was approved by the RRC and a final order was issued io 
April 2009. 

Natural Gas Marketing Segment 

Our natural gas marketing activities are conducted through Atrnos Energy Marketing, LLC (AEM). AEh4 
aggregates and purchases gas supply, airanges transportation and/or storage logistics and ultimately delivers 
gas to our customers at competitive prices. To facilitate this process, we utilize proprietaly and customer- 
owned transportation and storage assets to provide the various services our customers request, including 
furnishing natural gas supplies at fried and market-based prices, contract negotiation and adminiskation, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilhtion strategies and gas price hedging through the use of kdnncial 
instruments. As a result, our revenues arise from the types of commercial transactions we have structured with 
our customers and include the value we extract by optimizing the storage and transportation capacity we own 
or control as well as revenues received for services we deliver. 

Our asset optimization activities seek to niaxiniize the economic value associated with the storage and 
transportation capacity we own or control. We attempt to meet this objective by engaging in natural gas 
storage transactions in which we seek to find and profit from the pricing differences that occur over time. We 
purchase physical natural gas and then sell financial instruments at advantageous piices to lock in a gross 
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profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and 
transportation costs to minimize our costs incurred to save our customers by identifying the lowest cost 
alternative withim the natural gas supplies, transportation and markets to which we have access. Through the 
use of transportation and storage services and financial instruments, we also seek to capture gross profit 
margin through the arbitrage of pricing differences that exist in various locations and by recognizing pricing 
differences that occur over time. 

AJZM continually manages its net physical position to attempt to increase in the future the potential 
economic gross profit that was created when the original &insaction was executed Therefore, AEM may 
subsequently change its originally scheduled storage injection and withdmwal plans from one time period to 
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to 
accelerate the withdrawal of physical gas, it will execute new fmancial instruments to economically hedge the 
original financial instruments. If AEM elects to defer the withdrawal of gas, it wiU reset its financial 
instruments by settling the original financial instruments and executing new financial instruments to 
correspond to the revised withdrawal schedule. 

our natural gas marketing storage activities. These financial instruments are marked to market each month 
based upon the NYMEX price with changes in fair value recognized as unrealized gains and losses in  the 
period of change. The hedged natural gas inventory is marked to market at the end of each month based on 
the Gas Daily index with changes in fair value recognized as unrealized gains and losses in the period of 
change. Changes in the spreads between the forward natural gas prices used to value the financial hedges 
designated against our physical inventory and the market (spot) prices used to value our physical storage result 
in unrealized margins until the underlying physical gas is withdrawn and the related financial instruments are 
settled. Once the gas is withdrawn and the financial instruments are settled, the previously unrealized margins 
associated with these net positions are realized 

after the execution of the original physical inventory hedge and to attempt to insdate and protect the economic 
value within its asset optimization activities. changes in fair value associated with these financial instruments 
are recognized as a component of unrealized margins until they are settled 

We use financial instruments, designated as fair value hedges, to hedge our natural gas inventory used in 

AEM also uses financial instruments to capture additional storage arbitrage opportunities that may arise 

Rmiew of Financial and Operating Results 

Financial and operational highlights for our natural gas marketing segment for the three months ended 
June 30, 2009 and 2008 are presented below. Gross profit margin consists primarily of margins eained %om 
the delivery of gas and related services requested by our customers and margins earned from asset optimization 
activities, which are derived from the utikatian of our proprietary and managed third-party storage and 
transportation assets to capture favorable arbitrage spreads through natural gas trading activities. 

Unrealized margins represent the unrealized gains or losses on our net physical gas position and the 
related financial instruments used to manage commodity price risk as described above. These margins fluctuate 
based upon changes in the spreads between the physical (spot) and forward natural gas prices. Generally, if the 
physicalhancial spread narrows, we wiLl record unrealized gains or lower unrealized losses. If the physicall 
financial spread widens, we wiU record unrealized losses or lower unrealized gains. The magnitude of the 
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unrealized gains and losses is also contingent upon the levels of our net physical position at the end of the 
reporting period. 

Three Months Ended 
June 30 

2009 2008 Change 
(In thousands, nnless otherwise noted) 

Realized margins 
Ddjvered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Unrealizedmarljls . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross profit ....................................... 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income .................................. 
Miscellaneous income. ............................... 
Interest charges. .................................... 
Income (loss) before income taxes. . . . . . . . . . . . . . . . . . . . . .  
Income tax expense (benefit). .......................... 
Net income (Ioss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cross naturaI gas marketing sales volumes - MMcf . . . . . . . .  
Consolidated natural gas marketing sales volunies -- MMcf. ... 
Net physical position (Bcf) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 16,598 
( 14,580) 

2,018 
13,004 

15,022 
7,555 

7,467 
71 

4,020 

3,518 
1,419 

$ 2,099 

103,146 

84,162 

20.0 

$ 11,231 
(37,551) 

(26,320) 
23,689 

(2,631 1 
5,205 

(7,836) 
377 

2,850 

(10,309) 
(3,995) 

$ (6,314) 

103,403 

82,122 

17.5 

-- 
$ 5,367 

22,971 

28,338 
(10,685) 

17,653 
2,350 

15,303 

(306) 
1,170 

13,827 
5,434 

$ 8,413 

(257) 

2,040 

2.5 

The $17.7 &on increase in our natural gas marketing segment's gross profit was driven primarily by a 
$23.0 &on increase in asset optimization mar,&& The increase was primarily the result of a decrease in 
losses realized on financial settlements during the m e n t  quarter when compared to the prior-year quarter. 
Settlements during both years were primarily related to the deferral of storage withdrawals as AEM had 
elected to reset the corresponding financial instruments to future periods to increase the potential gross profit 
it could realize from its asset optimization activities. The reduction in realized losses was caused by greater 
price volatility in the prior-year period which had a greater impact on the settlement of fiancial instruments 
used to hedge ow physical storage. 

"he increase in asset optimization margins was partially offset by a $10.7 million decrease i n  unrealized 
margins. This decrease reflects lower volatility during the current quartm compared with the prior-year quarter 
between cuirent cash prices used to value our physical inventory and fume natural gas prices, which influence 
the prices used to value the financial instruments used to hedge our physical inventory. 

In addition, delivered gas mar,&s increased $5.4 million compared with the prior-year quarter largely 
attribulable to a 48 percent increase in gross per-unit rnargins on similar gross .sale< volumes period over 
period as a result of greater basis opportunities in certain market areas and successfd contract renewals. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense, taxes, other than income taxes, and asset irnpairments increased 
$2.4 million primarily due to an increase in legal and other adminisfxative costs. 

Ecoriomic Gross Profit 

AIIM monitors the impact of its asset optimization efforts by estimating the gross protit, before associated 
storage iees, that it captured through the purchase and sale of physical natural gas and the execution of the 
associated financial instruments. +This economic gross profit, combined with the effect of the future reversal of 
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unrealized gains or losses currently recognized in the income statement is referred to as the potential gross 
profit(’) Tbe following table presents AEM’s economic gross profit and its potential gross profit at June 30, 
2009, March 3 1, 2009, December 31, 2008, September 30, 2008 and June 30,2008. 

Associated Net 
Net Physical Economic Umealized Potential Gross 

Period Ending Posidon Gross Profit Gain Profit[’) 
(Sa) (h millions) On millions) (In millions) 

June 30,2009. . . . . . . . . . . . . . . . . . . . .  20.0 $42.0 $16.7 $25.3 
March 31, 2009 . . . . . . . . . . . . . . . . . . .  21.9 $33.4 $ 2.4 $31.0 
December 31,2008.. . . . . . . . . . . . . . . .  16.3 $20.7 $ 4.8 $15.9 

June 30,2008. .................... 17.5 $48.2 $34.3 $13.9 
September 30,2008 . . . . . . . . . . . . . . . .  8 -0 $48.5 $36.4 $12.1 

(’) Potential gross profit represents the increase in AEMs gross profit in future periods if its optimization 
efforts are executed as planned. This amount does not include storage and other operating expenses and 
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti- 
mated increase in future net income. There is no assurance that the economic gross profit or the potential 
gross profit will be fully realized in the future. We consider this measure a non-GAM financial measure 
as it is calculated using both forward-looking storage injectiodwithdrawal and hedge settlement estimates 
and historical financial information. This measure is presented because we believe it provides our investors 
a more comprehensive view of our asset optimization efforts and thus a better understanding of these activ- 
ities than would be presented by GAAF measures alone. 

As of June 30, 2009, based upon AEW’s planned inventory withdrawal schedule and associated planned 
settlement of financial instruments, the economic gross profit was $42.0 million. This amount wiU be reduced 
by $16.7 million of net unrealized gains recorded in the financial statements as of June 30, 2009 that wilI 
reverse when the inventory is withdrawn and the accompanying financial instruments are settled. Therefore, 
the potential gross profit associated with these positions was $25.3 million at June 30, 2009. 

During the nine months ended Jwe  30, 2009, AEM increased its potential gross profit by $1 3.2 million 
to $25.3 million. In the first quarter, AEM withdrew gas and substantially realized the associated potential 
gross profit reported as of September 30, 2008. Since that time, as a result of falling current cash prices, AEM 
has been deferring storage withdrawals and has been a net injector of gas into storage to increase the potential 
gross profit it could realize in future periods from its asset optimization activities. As a result of these 
activities, AETvl has increased its net physical position by 12.0 Bcf since September 30,2008. However, the 
captured spreads on these positions have been lower than those captured as of September 30, 2008, resulting 
in a lower economic gross profit compared to that time. This decrease from September 2008 to June 2009 was 
partially offset by lower unrealized gains associated with these positions primarily due to lower current cash 
prices and lower volatility between cash and future prices. 

The economic gross profit is based upon planned storage injection and withdrawal schedules and its 
realization i s  contingent upon the execution of this plan, weather and other execution factors. Since AEM 
actively manages and optimizes its poi-tfolio to attempt to enhance the future profitability of its storage 
position, it may change its scheduled storage injection and withdrawal plans from one time period to another 
based on market conditions. Therefore, we cannot ensure that the economic gross profit or the potential gross 
profit calculated as of June 30,2009 will be fully realized in the future nor can we predict in what time 
periods such realization may occur. Further, if we experience operational or other issues which limit our ability 
to optimally manage our stored gas positions, our eamings could be adversely impacted. Assuming AEM fully 
executes its plan in place on June 30, 2009, without encountering operational or other issues, we anticipate 
that approximately $15.9 million of the economic gross profit as of June 30, 2009 will be recognized in fiscal 
2009 with the remaining $26.1 million expected to be recognized during the first six months of fiscal 2010. 
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Pipeline, Storuge and Other Segment 

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and 
Storage, LLC (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana. 'I'his 
pipeline is primarily used to aggregate gas supply for our regulated natural gas distribution division in 
Louisiana and for A M ,  but also provides limited third party transportation services. 

A P S  also engages in asset optimization activities whereby i t  seeks to maximize the economic value 
associated with the storage and transportation capacity it  owns or controls. Certain o€ these arrangements are 
asset management plans with regulated affiates of the Company which have been approved by applicable 
state regulatory commissions. Generally, these asset management plans require APS to share with our regulated 
customers a portion of the profits earned from these arrangements. 

Further, APS owns or has an interest i n  underground storage fields in Kentucky and Louisiana that are 
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet 
Customer demand during peak periods. Finally, APS manages our natural gas gathering operations, which were 
limited in nature as of June 30, 2009. 

Results for this segment are impacted primarily by seasonal weather patterns and volatility in the natural 
gas markets. Additionally, this segment's results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 

Review of Financial and Operating Resulrs 

Financial and operational highlights for OUT pipeline, storage and other segment for the three months 
ended June 30, 2009 and 2008 are presented below. 

Assetoptimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Storage and transportation services. . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unredkedmargins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit ........................................... 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income .................................... 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income txxes. .............................. 
Income tax expense. ..................................... 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Three Mouths Ended 
lune 30 -. 

2009 2008 Change 
(In thousands) 

$ 1,051 $ (4S4) $1,535 
3,470 3,464 6 

737 592 145 
(1,244) (398) (844) 

4,014 3,174 840 
2,823 1,803 1,020 

1,191 1,371 (180) 
2,319 2,273 46 

408 532 (124) 

3,102 3,112 (1 0) 
~ - -  1,250 1,273 (23) 

$ 1,852 $1,839 $ 13 

- - ~  

- _ 1 _ 1 -  

- -- 

--- --- 
Gross profit from our pipeline, storage and other segment increased $0.8 inillion primarily due to a 

$1.5 million increase in asset optimization mnargins resulting from larger basis gains earned from utilizing 
controlled pipeline capacity. These increases were partially offset by a $0.8 miltion decrease in unrealized 
margins associated with our asset optimization activities due to a widening of the spreads between current 
cash prices and forward natural gas prices. 

Operating expenses for the three months ended June 30, 2009 increased $1 .O million primarily due to 
increased employee costs and higher depreciation expense, which was largely attributable to additional assets 
placed in service during the current-year period. 
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Nine Months Ended June 30,2009 compared with Nine Months Ended June 30,2008 

Natural Gas Distribution Segment 

Review of Financial and Operating Results 

June 30, 2009 and 2008 are presented below. 
Financial and operational highlights for our natural gas distribution segment for tbe nine months ended 

Nine Months Ended 
June 30 

2009 2008 Change 
(In thousands, unless otherwise noted) 

Gross profit. . . . . . . . . . . . . . . I . . . . . . . . . . . . . . . . . . , . I . . $857,146 $830,652 $26,494 
Operating expenses.. . . . . . , . .  . . ~ . . . . . . . ~. . , , . . . . . . . . . 563,530 564,440 , (9 10) 

Operating income.. . . . I . . . . . . . . . . . . . . . . . . I . . I . . . . . . 293,616 266,212 27,404 
7,654 (I,S31) MisceUaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,123 

Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94,506 88,802 5,704 

Income before income taxes . . . . I . . . . . . . . . . . . . . . . . . . 205,233 185,064 20,169 
Income tax expense - .  - .  . . . . . . . - .  . . . . . . . . . . . . " .  . . . . . . -~ 68,465 71,622 (3,157) 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . - $136,768 $1 13,442 $23,326 

Consolidated natural gas distribution sales volumes - MMcf. . . 253,087 261,692 (8,605) 
Consolidated nataral gas distribution transpoitation 

volumes ---MMcf.. . . " .  " . .  . . . . . . . " .  . . . . . . . . . . . . . . . (6,611) 
Total consolidated natural gas distribution 

throughput --MuMcf . . . . . . . . . . . . . . . . . . . , . . . . . . . . . 367,297 (15,216) 

revenueperMcf". . . . . . . . , " .  . . . . . . . . . . . . . . . . . . " .  . . 0.46 $ 0.44 $ 0.02 

Mcfsold _... . . . . . . .  . .  . . . . . .  . " . . . , . . .  ...... $ 7.18 $ 8.77 $ (1.59) 

-- - 

98,994 105,605 

352,08J 

Consolidated natural gas distribution average transportation 

Consolidated natural gas distribution average cost of gas per 

The following table shows our operating income by natural gas distribution division, in order of total 
customers served, for the nine months ended June 30, 2009 and 2008. The presentation of our natural gas 
distribution operating income is included for financial reporting purposes and may not be appropriate for 
ratetnakirtg purposes. 

$ 

Nine Months Ended 
June 30 

2009 2008 Change 
flu thousands) 

$119,661 $ 9,793 
49,800 W O )  
36,254 3,571 
13,332 10,497 
23,397 1,224 

Colorado-Kansas . . . . . . . , . . . . . , . 22,766 705 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,056 1,002 2,054 

Total " . .  . . . . . . . . . . . " .  . " .  . " .  . ~. - ~. - ~. ~. ~ ~. . . . . ~. . . , $293,616 $266,212 $27,404 

Mid-Tex . . ~ ~. . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . 

Louisiana.. . . . . . . . . . . . . . " . .  . " .  . . . . . . . . " .  . . . . ~. " .  . . 
West Texas , . I I . . . . . . . . . . . . . . . . . . . . I . . . . . . . . . . . . 

$129,454 
49,360 
39,825 
23,829 
24,621 
23,47 1 

KentuckyMid-States . . . . . - .  ~. . ~. . . . . , . . . . . . . . . . . " ,  . . . 

Mississippi . . " . .  . " .  . . " .  . . . I . . " , " .  . . . . . . . . . . . . . . I .. . . 
. . . . . . . . . . . . . . . . . .. 
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The $265 million increase in natural gas distribution gross profit primarily reflects a net $35.1 million 
increase in rates. The net increase in rates was attributable primarily to the Mid-Tex Division, which increased 
$22.4 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) &g with all 
incorporated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments for 
customers i n  the City of Dallas. The current year period also reflects a $12.7 million increase in rate 
adjustments primarily in Georgia, Kansas, Louisiana and West Texas. The increase in gross profit also reflects 
the reversal of a $7.0 million uncollectible gas cost accrual recorded in a prior year and a $7.8 million inmease 
attributable to a non-recumng update to our estimate for gas delivered to customers but not yet billed to 
reflect changes in base rates in several of our jurisdictions recorded in the fiscal first quarter. These increases 
in gross profit were partially offset by an $18.8 rnillion decrease as a result of a four percent decrease in 
distribution throughput primarily associated with lower residential, commercial and industrial consumption and 
warmer weather in our Colorado service area, which does not have weather-nonnalized rates. 

Partially offsetting these increases was a decrease of approximately $8.0 million in revenue-related taxes 
primarily due to lower revenues, on which the tax is calculated, in the current-year period compared to the 
prior-year period. This decrease, partially offset by a $2.2 million period-over-period decrease in the associated 
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in 
a $5.8 million decrease in operating income when compared with the prior-year period. 

Operating expenses, which include operation and maintenance expense, provision €or doubtful accounts, 
depreciation and amortization expense, taxes, other than income, and asset impairments decreased 
$0.9 million. 

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased 
$1 1.3 million, primarily due to lower legal, fuel and other adminiskative costs. These decreases were pariially 
offset by a $4.6 million noncash charge to impair certain available-for-sale investments as the Company 
beIieved the fair value of these investments would not recover within a reasonable period of time. 

Depreciation and amortization expense increased $1 1.9 million €or the current-year period compared with 
nine months ended June 30, 2008. The increase primarily was attributable to additional assets placed in service 
during the curren t-year period. 

West Texas Division 
Results for the prior-year period also included a $1.2 million gain on the sale of irrigation assets in our 

Interest charges allocated to the natural gas distribution segment increased $5.7 million primarily due to 
the effect of the Company’s March 2009 issuance of $450 million 8.50% senior notes to repay $400 million 
4.00% senior notes in April 2009. In addition, higher average short-term debt balances, interest rates and 
commitment fees were experienced during the current-year period compared to the prior-year period. 

used to determine our deferred taxes. 
Results €or the current-year period include a $10.5 million tax benefit associated with updating the rates 
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Regukted Tmnsrnission and Storage Segment 

Review of Financial and Operaling Resulis 

Financial and operational highlights for our regulated transmission and storage segment for the nine 
months ended June 30, 2009 and 2008 are presented below. 

Nine Months Ended 
June 30 

2008 Change 
(In thousands, unless otherwise noted) 

Mid-Tex cramportation ............................... $ 70,920 $ 69,409 $ 1,511 
Third-party transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  73,497 58,946 14,551 
Storage and park and lend services ...................... 8,151 6,288 1,863 
otber . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,693 8,129 2,564 

Gross profit. ...................................... 163,261 142,772 20,489 
Operating expenses.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  82,006 68,565 13,441 

2009 -I - 

--- 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  81,255 74,207 7,048 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,713 933 780 
Interest charges.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,580 20,453 3,127 

Tncome before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . .  59,388 54,687 4,701 
Income tax expense ................................. 19,308 19,351 (43) 

Net income ....................................... $ 40,080 $ 35,336 $ 4,744 

Gross pipeline transportation volumes - MMcf. . . . . . . . . . . . .  555,169 593,452 (38,283) 

-_..- 

Consolidated pipeline transportation volumes - MMcf . . . . . . .  400,699 429,758 (29,059) 

The $20.5 million increase i n  goss profit was attributable primarily to an $1 1 .O million increase €?om 
higher demand-based fees and a $7.5 rnilIion increase resulting from higher transportation fees on through- 
system deliveries due to market conditions. The improvement in gross profit also reflects a $3.8 million 
increase due to o w  GFW filings and a $2.9 d l i o n  gain on the sale of excess gas during the current-year 
period. These increases were partidly offset by a $4.2 million decrease associated with a seven percent 
decrease in city-gate, electrical generation, Barnett Shale and HCTB deliveries. 

nance costs. 

rates used to determine our defened taxes. 

Operating expenses increased $13.4 million primarily due to increased employee and pipeline mainte- 

Results for the current-year period also include a $1.7 million tax benefit associated with updating the 
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Natural Gas Marketing Segment 

Review of Financial and Operating Results 

Financial and operational highlights for our natural gas marketing segment for the nine months ended 
June 30, 2009 and 2008 are presented below. 

Nine Months Ended 
.lune 30 

Realized margius 
Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization ................................ 

Unrealized margins. ................................. 
Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expeuses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income. ............................... 
Interest charges. .................................... 
Income before income taxes .......................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income ....................................... 
Cross natural gas marketing sales volumes - MMcf . . . . . . . . .  

2009 2008 change 
(m thousands, unless otherwise noted) 

$ 58,316 
20,286 

78,602 
(1 0,OJ 3) 

68,589 
30,230 

38,359 
490 

1 1.383 

---- 
$ 55,599 

(10,339) 

45,260 
14,404 

59,664 
22,775 

36,889 
1,775 
6.166 

27,466 
11,444 

$ 16,022 

336,870 

32,498 
12,933 

$ 19,565 

348,789 

$ 2,717 
30,625 

33,342 
(24,4 17) 

8,925 
7,455 

1,470 
(1,285) 
5,217 

(5,032) 
(1,489) 

$ (3,543) 

(1 1,919) 

Consolidated natural gas marketing sales volumes - Mh4cf. . . .  282,443 298,35 1 (15,908) 

Net physical position (Bcf) ............................ 20.0 17.5 2.5 

The $8.9 million increase in our natural gas marketing segment's gross profit was driven primarily by a 
$30.6 million increase in asset optimization margins. During the first quarter of fiscal 2009, AEM withdrew 
physical storage inventory and realized the spreads it had captured during fiscal 2008 as a result of deferring 
storage withdrawals and increasing the spreads associated with those physical positions. These gains were 
p a m y  offset by margin losses incurred in the second and third fiscal quarters as a result of deferring storage 
withdrawals and injecting gas into storage. In the prior-year period, AEM deferred storage wirhdnwals from 
the first quarter into the second quarter, and recognized the storage withdrawal gains during the second quarter 
of fiscal 2008. 

Tlie increase in asset optimization margins was partially offset by a $24.4 million decrease in unrealized 
margins. This decrease reflects lower volatility during the current year compared with the prior-year period 
between current cash prices used to value our physical inventory and future natural gas prices, which influence 
the prices used to value the financial inshuments used to hedge our physical inventory. 

Additionally, realized delivered gas margins increased by $2.7 million. The increase was largely 
attributable to a nine percent increase in gross per-unit margins as a result of' improved basis spreads in certain 
market areas where we were able to better optimize transportation assets and successful contract renewals, 
partially offset by a three percent decrease in gross sales volumes primarily associated with lower industrial 
demand due to the current economic climate. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense, taxes, other than .income taxes, and asset ixripairrnents increased 
$7.5 d o n  primarily due to an increase in legal and other administrative costs partially offset by the absence 
in the current year of $2.4 million related to tax matters incurred in the pior-year period. 

i 
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Pipeline, Storage and Other Segment 

Revim of Financial arid Operating Resltlts 

Financial and operational highlights for our pipeline, storage and other segment for the nine months 
ended June 30, 2009 and 2008 are presented below. 

Nine Months Ended 
.lune 30 

2009 2008 Change 
(In thousands) 

--- 
Asset optimization. .................................... $21,675 
Storage and transportation services. . . . . . . . . . . . . . . . . . . . . . . . .  10,097 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,076 
Unrealized margins .................................... (6,673) 

Gross profit ......................................... 27,175 
Operating expenses .................................... 7,239 

Operating income .................................... 19,936 
Miscellaneous income .................................. 6,540 
Interest charges. ...................................... 1,821 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24,655 
Income tax expense .................................... 10,595 

Net income. ......................................... $14,060 
- 

$ 5,890 
10,487 
2,432 

47 

18,856 
6,061 

12,795 
6,243 
1,755 

17,283 
6,877 

$10,406 

$15,785 
(390) 
(356) 

(6,720) 

8,319 
1,178 

7,141 
297 
66 

7,372 
3.71 8 

$ 3,654 

-- 

Gross profit from our pipeline, storage and other segment increased $8.3 million primarily due to a 
$15.8 million increase in asset optimkation margins as a reLdt of larger realized gains from the settlement of 
financial positions associated with storage and trading activities, basis gains earned imm utilizing controlled 
pipeline capacity and higher margins earned under asset management plans during the current-year period 
compared with the prior-year period These increases were partially offset by a $6.7 million decrease in 
unrealized margins associated with our asset optimization activities due to a widening of the spreads between 
current cash prices and forward natural gas prices. 

Operating expenses for the nine months ended June 30,2009 increased $1.2 million primarily due to 
increased employee costs and higher depreciation expense which was largely attributable to additional assets 
placed in service during the current-year period. 

Liquidity and Capital Resources 

The liquidity required to fbnd our working capital, capital expenditures and other cash needs is provided 
from a variety of sources including internally generated funds and borrowings under our commercial paper 
p r o g m  and bank credit facilities. Additionally, we have various uncommitted trade credit Lines with our gas 
suppliers that we utilize to purchase natural gas on a monthly basis. Finally, from time to time, we raise funds 
from the public debt and equity capital markets to furid our liquidity needs. 

The primary means we use to fund OUT working capital needs and growth is to utilize internally generated 
funds and to access the commercial paper markets. Recent adverse developments in global financial and credit 
markets have made it more difficult and more expensive for the Company to access the short-term capital 
markets, including the commercial paper market, to satisfy our liquidity requirements. Consequently, during 
the first quarter, we experienced higher than naimal borrowings under our five-year credit facility used to 
backstop our commercial paper program in lieu of commercial paper borrowings to fimd our working capital 
needs. However, subsequent to the end of the frrst quarter, credit market conditions improved, bod as to 
availability and interest rates, and we have been able to access the commercial paper markets on more 
reasonably economical terms. At June 30, 2009, there were no borrowings or commercial paper outstanding 
under this facility and $566.7 million was available. 
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On March 26,2009, we closed our offering of $450 million of 8.50% senior notes due 2019. Most of the 
net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured senior 
notes on April 30,2009, prior to their October 2009 maturity. In connection with the repayment of the 
$400 million 4.00% unsecured senior notes, we paid a $6.6 million call premium in accordance with the t e r n  
of the senior notes and accrued interest oi approximately $0.6 million. The remaining net proceeds were used 
for general corporate purposes. 

During the nine months ended June 30, 2009, we enhanced our liquidity sources in various ways. In 
October 2008, we replaced our former $300 million 364-day committed credit facility with a new facility that 
wiU allow borrowings up to $21 2.5 million and expires in October 2009. We are currently evaluating 
alternatives to replace this facility and beIieve we will successfully replace this facility on reasonably 
economical terms 

In December 2008, we converted A m ’ s  former $580 million uncommitted credit facility to a 
$375 million committed credit facility that will expire in December 2009. Effective April 1, 2009, we 
exercised the accordion ieature of this facility to increase the credit available under the facility to $450 million. 
In addition, we replaced our $1 8 million unsecured committed credit facility that expired in March 2009 with 
a $25 million unsecured facility effective April 1,2009. As a result of executing these new agreements, we 
have a total oi approximately $1.3 billion available to us under four committed credit facilities. As of June 30, 
2009, the amount available to us under our credit facilities, net of outstanding letters of credit, was 
approximately $905 miUioa 

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our 
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program Tor 
the remainder of fiscal 2009. 

Cash Flows 

Our internally generated funds may change in the future due to a number of factors, some of which we 
cannot control. These include regulatory changes, prices for our products and services, demand for such 
products and services, margin requirements resulting from significant changes in commodity prices, opera- 
tional risks and other factors. 

C~s l z  flows porn operating activitiex 

Period-over-period changes in om operating cash flows primarily are attributable to changes in net 
income and wwking capital changes, particularly within our natural gas distribution segment resulting from 
the price of naturaI gas and the tirning of customer collections, payments for natural gas purchases and 
deferred gas cost recoveries. 

For the nine months ended June 30,2009, we generated operating cash flow of $824.6 million from 
operating activities compared with $417.4 million for the nine months ended June 30,2008. Period over 
period, the $407.2 million increase was attributable primarily to the favorable impact on our working capital 
due to the decline in natural gas prices in the current year compared to the prior-year period which increased 
operating cash flow by $251.1 million. “he increase in operating cash flow was also positively impacted by 
$99.9 million due to lower cash margin requirements related to our natural gas marketing financial instruments 
and by $49.0 million due to the favorable timing in the recovery of gas costs during the current year. Partially 
offsetting these increases in operating cash flows was the $2 I .O million contribution to our pension plans in 
the current year. 

Cash J C ~ ) H ~ S  fiam iizvestin.g aclii<ties 

In recent years, a substantial portion of ow cash resources has been used to fund growth projects, our 
ongoing construction program and improvements to information technology systems. Ow ongoing construction 
program enables us to provide natural gas distribution services to our existing customer base, expand our 
natural gas disuibution services into new markets, enhance the integrity of our pipelines and, more recently, 
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expand our intrastate pipeline network. In executing our current rate strategy, we are directing discretionary 
capital spending to jurisdictions that permit us to earn a timely return on our investment. Currently, our Mid- 
Tex, Louisiana, rvlississippi and West Texas natural gas distribution divisions and ow Atmos Pipeline - Texas 
Division have rate designs that provide the opportunity to include in their rate base approved capital costs on a 
periodic basis without being required to file a rate case. 

Capital expenditures for fiscal 2009 are expected to range from $500 miUion to $515 million. For the 
nine months ended June 30, 2009, capital expenditures were $342.3 million compared with $31 2.9 million for 
the nine months ended June 30, 2008. The increase in capital spending primarily reflects spending €or a 
nonregulated growth project and the construction of a pipeline extension in our regulated operations. 

Cash flows from Jinancing aciivities 

For the nine months ended June 30, 2009, our financing activities used $397.2 million compared with 
$1 14.4 million in the prior-year period. Our significant financing activities for the nine months ended June 30, 
2009 and 2008 are summarized as follows: 

On March 26, 2009, we issued $450 million of 8.50% senior notes due 2019. The effective interest rate 
of this offering, inclusive of all debt issue costs, was 8.74 percent. After giving effect to the settIement 
of our $450 million Treasury lock agreement on March 23, 2009, the effective rate on these senior 
notes was reduced to 8.69 percent. Most of the net proceeds of approximately $446 rdlion were used 
to repay our $400 million unsecured 4.00% senior notes on Apd 30, 2009. 

During the nine months ended June 30, 2009, we decreased our borrowings by a net $366.4 million 
under our short-term Lredi t  facilities compared with $35.7 million in the prior-year period. The 
reduction in the net borrowings reflects the cornbindtion of inLTedsed cash flows and lower natural gas 
prices during the current year. 

We repaid $407.3 million of long-term debt during d e  nine months ended June 30, 2009 compared 
with $9.9 million during the nine months ended June 30,2008. The increase in payments in the current 
year reflects the redemption of our $400 million unsecured 4.00% senior notes discussed above. 

During the nine months ended June 30, 2009, we paid $90.9 million in cash dividends compared with 
$87.8 million for the nine months ended June 30, 2008. The increase in dividends paid over the prior- 
year period reflects the increase i n  our dividend rate from $0.975 per share during the nine months 
ended June 30, 2008 to $0.99 per share during the nine months ended June 30,2009 combined with 
new share issuances under our various equity plans. 

9 During the nine months ended June 30, 2009, we issued 0.9 million shares of common stock under our 
various equity plans, which generated net proceeds of $19.9 million. In addition, we issued 0.5 million 
shares of common stock under our 1998 Long-Term Incentive Plan. 

The foIlowing table summarizes our share issuances for the nine months ended June 30, 2009 and 2008. 

Nine Months Ended 
June 30 

WUY 2008 -- 
Shares issued: 

Direct Stock Purchase Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 1 9,732 294,07 1 
Retirement Savings Plan and Trust. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  484,I 1 I 410,350 
1998 Long-Term Incentive Plan ............................... 613,314 538,100 
Outside Directors StockXor-Fee Plan ........................... 2,294 2,399 

Total shares issued. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,419,451 1,244,920 
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Credit Facilities 

Our short-term borrowing requirements are affected by the seasonal nature of the natuxal gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply to meet our customers’ 
needs could si,pificantly affect our borrowing requirements. However, our short-term borrowings reach their 
highest levels in the winter months. 

We finance our short-term borrowing requirements through a combination of a $566.7 million commercial 
paper program and four committed revolving credit facilities with third-party lenders that provide approx- 
imately $1.3 billion of working capital funding. As of June 30,2009, the amount available to us under our 
credit facilities, net of outstanding letters of credit, was approximately $905 million. ‘I’hese facilities are 
described in further detail in  Note 5 to the unaudited condensed consolidated financial statements. 

Shelf Registration 

On March 23,2009, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in common stock and/or debt securities available for 
issuance, including approximately $450 nillion of capacity carried over from our prior shelf registration 
statement filed with the SEC in  December 2006. Immediately following d e  filing of the registration statement, 
we issued $450 million of 8.50% senior notes due 2019 under the registration statement. Most of the net 
proceeds of approximately $446 milJ.ion were used to repay our $400 million unsecured 4.00% senior notes on 
April 30,2009. 

As of June 30, 2009, we had $450 million of availability remaining under the registration statement. 
However, due to certain restrictions placed by one state re,datory commission on our ability ro issue 
securities under the registration statement, we now have remaining and available for issuance a total of 
approximately $300 &on of equity securities and $150 million of subordinated debt securities. 

Credit Ratings 

the cost of such financing. In determining OUT credit ratings, the rating agencies consides a number d 
quantitative factors, including debt to total capitalization, operating cash €low relative to outstanding debt, 
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency of ow earnings over time, the quality of our 
management and business strategy, the risks associated with our regulated and nonre,.dlated businesses and the 
regulatory structures that govern our rates in the states where we operate. 

Our debt is rated by three rating agencies: Standard Br Poor’s Corporation (S&P), Moody’s Investors 
Service (Moody’s) and Fitch Ratings, Ltd @itch). In December 2008, S&P upgraded our senior long-term 
debt credit rating from BBB to BBB+ and changed our rating outlook from positive to stable. S&P cited 
improved financial performance and rate case decisions that have increased cash flow as the key drivers for 
the upgrade. In January 2009, Moody’s changed our rating outlook From stable to positive. In May 2009, 
Moody’s upgraded the credit Tating on our senior long- tern debt From Baa3 to Baa2 and on our commercial 
paper born P-3 to P-2 and changed our rating outlook fi-om positive to stable. Moody’s stated that the key 
drivers for the upgrade were the completion of a major debt refinancing and the Company improving its 
alternate liquidity resources while maintaining solid financial performance. Fitch still maintains its stable 
outlook. Our current debt ratings are all considered investment grade and are as follows: 

S&P Moody’s Filch 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to 

--- 
Unsecured senior long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  BBB+ Baa2 BBB+ 
Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A-2 P-2 F-2 

A significant degradation in our operating performance or a significant reduction in our liquidity caused 
by more limited access to the private and public credit markets as a result of the recent adverse global 
financial and credit conditions could trigger a negative change in our ratings outlook or even a reduction in 
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our credit ratings by the three credit rating agencies. This would mean more limited access to the private and 
public credit markets and an increase in the costs of such borrowings. 

A credit rating is not a recommendation to buy, sell or hold secxnities. The highest investment grade 
credit rating for S&P is M A ,  Moody’s is Aaa and Fitch is AAA. The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is Baa3 and Fitch is BBB-. Our credit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be 
no assurance that a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in its judgment, Circumstances so warrant. 

Debt Covenants 

We were in compliancx with all of our debt covenants as of June 30,2009. Our debt covenants are 
described in greater detail in Note 5 to the unandited condensed consolidated financial statements. 

Capitalization 

long-term debt as of June 30, 2009, September 30,2008 and June 30, 2008: 
The following table presents our capitalization inclusive of short-term debt and the current portion of 

Jane 30,2009 September 30,2008 June 30,2008 
(In thousands, except percentages) 

Short-tern debt.. . . . . . . . . . . . . . . . . .  $ - -% $ 350,542 7.7% $ 113,257 2.6% 
Long-term debt. .  . . . . . . . . . . . . . . . . .  2,169,526 49.7% 2,120,577 46.9% 2,120,788 48.9% 
Sharebolders’ equi!y ............... 2,191,520 50.3% 2,052,492 45.4% 2,105,407 48.5% 
TotaI.. ......................... $4,361,046 100.0% $4,523,611 - 100.0% $4,339,452 100.0% - 

Total debt as a percentage of total capitalization, including short-term debt, was 49.7 percent at June 30, 
2009, 54.6 percent at September 30, 2008 and 51.5 percent at June 30, 2008. Our ratio of total debt to 
capitalization is typically greater during the winter heating season as we incur short-term debt to fund namal 
gas purchases and meet our working capital requirements. We intend to maintain our debt to capitalization 
ratio in a target range of 50 to 55 percent through cash flow generated from operations, continued issuance of 
new common stock under ow Direct Stock Porchase Plan and Retirement Savings Plan and access to the 
equity capital markets. 

Contractual Obligations and Commercial Commitments 

Significant commercial commitments are described in Note 8 to the unaudited condensed consolidated 
financial statements. There were no significant changes in our contractual obligations and commercial 
commitments during the nine months ended June 30, 2009. 

In February 2008, Atmos Pipeline and Storage, LL,C announced plans to construct and operate a salt- 
cavern gas storage project in Franklin Parish, Louisiana. The pmject, located near several large interstate 
pipelines, includes the development of three 5 bilion cubic feet @cf) caverns for a total of 15 Bcf of working 
gas storage, with six-turn injection and withdrawal capacity. Testing of the salt core samples was completed in 
March 2009 which showed favorable conditions for development. In June 2009, we received our 7C 
certification from the Federal Energy Regulatory Commission (FERC) to constnrct and operate the project and 
expect approval of this request in June 2009. Finally, we have engaged the services of an investment bank to 
assist us in determining the optimal ownership and/or development altei-natives for this project, which is stiU 
in process. 

Risk Management Activities 

We conduct iisk management activities through our natural gas distribution, natural gas marketing and 
pipeline, storage and other segments. In our natural gas distribution se-ornent, we use a combination of physical 
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storage, k e d  physical contracts and fixed financial contracts to reduce our exposure to unusually large winter- 
period gas price increases. 

In our natural gas marketing and pipeline, storage and other segments, we manage our exposure to the 
risk of natural gas price changes and lock in our gross profit margin through a combination of storage and 
financial instruments, including futures, over-the-counter and exchange-traded options and swap contracts with 
connterparties. To the extent our inventory cost and actual sales and actual purchases do not correlate with the 
changes in d e  market indices we use in our hedges, we could experience ineffectiveness or die hedges m y  no 
longer meet the accounting requirements for hedge accounting, resulting in the fmancial instmments being 
treated as mark to market instruments through earnings. 

The following table shows the components of the change in fair value of ow natural gas distribution 
segment’s financial instruments for the three and nine months ended June 30, 2009 and 2008: 

Three Months Ended Nine Months Ended 
June 30 June 30 

(In thousands) 
m9 2008 2009 20ns -- 

Fair value of contracts at beginning of period . I I I . $(21,863) $ 9,505 $ (63,677) $(21,053) 

Fair value of new contracts . . . . . . . . . . . . . . . . .  (885) 5,675 (4,891) 5,395 
Contracts realizedhettled . . . . . . . . . . . . . . . . . . .  (84.4) 339 (101,840) (26,971) 

Other changes in value . . . . . . . . . .  . . . . . . . . .  1,564 21,847 148,380 79,995 ~- 
Fair value of contracts at end of period . . . . . . . . . .  -- $(22,028) $37,366 $ (22,028) $ 37,366 - - 
The fair value of our natural gas distribution segment’s financial instruments at June 30, 2009 is presented 

below by time period and fair value source: 

Fair Value of Contracb at June 30,2009 
Maturitg in Years 

Greater TotalJFair 
Lessthan 1 1-3 4-5 than 5 Value - -~ Source of yair Value 

Prices actively quoted. .................... $(21,712) $(316) $- $-- $(22,028) 
Prices based on models and other valuation 

o n  tiL&d.s) 

- I- -- .- - - - -  - -  .... . . . . . . . . . . . . . . . . . . . . . . . . .  methods 

Total Fair Value ......................... $(21,‘712) $(316) $-- $-- $(22,028) - -  - - -  - - -  
The following table shows the components of the change in fair value of our natural gas marketing 

segment’s financial instruments for the three and nine months ended June 30,2009 and 2008: 

Three Months Ended 
June 30 

Nine Months Ended 
June 30 

2009 2008 2009 2008 
(In thousan&) 

- - - --- 
Fair value of contracts at beginning of period. . . . . .  $(32,646) $(22975) $ 16,542 $ 26,808 

Contracts realizedsettled . . . . . . . . . . . . . . . . . . .  42,535 30,185 29,260 (1 1,071) 
Fair value of new contracts - - - - 
Other changes io value. .................... 8,555 (50,182) (27,358) (58,709) 

Fair value of contracts at end of period . . . . . . . . . .  18,444 (42,972) 18,444 (42,972) 

. . . . . . . . . . . . . . . . .  
- - -- -~ 

Netting of cash collateral.. . . . . . . . . . . . . . . . . . . .  20,614 62,152 20,614 62,152 - - - ~  
Cash collateral and fair value of contracts at period 

end . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $39,058 $ 19,180 $39,058 $ 1.9,180 ---- ---- 
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The fair value of our natutal gas marketing segment’s financial instruments at June 30,2009 i s  presented 
below by time period and fair value source: 

Fair Value of Conb-ads at June 30,2009 
Maturitv’ in Years 

Source of Fair Value 
Greakr Tofai Fair 

Lesstlran 1 1-3 __ 4-5 than 5 Value 

(In thousands) 

Pricesaceively quoted . . . . . . . . . . . . . . . . . . . .  $8544 $9,900 $- $- $18,444 
Prices based on models and other valuation 

ToialFairValue.. . . . . . . . . . . . . . . . . . . . . . . .  $8,544 $9,900 $- & $18,444 

- - -  - .- . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - -  methods 

- - -  

Pension and Posfretirernent Benefits Obligations 

Etiective October I ,  2008, the Company adopted the requirement under SFAS 158, EmpZoyers‘ 
Accounting for D&ncd Benefit Pensinn and Other Postretirement Plaits, an mculzendmenf of FASB Statemerats 
No. 87, 88, 106, and 132(R), that the measurement date used to determine our projected benefit and 
postretirement obligations and net periodic pension and postretirement costs must correspond to a fiscal year 
end. In accordance with the transition rules, the impact of chan,@ng the measurement date from June 30, 2008 
to September 30,2008 decreased retained earnings by $7.8 million, net of tax, decreased the unrecognized 
actuarial loss by $9.0 million and increased our postretirement liabilities by $3.5 million. 

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of 
September 30, 2008, interest and corporate bond mtes utilized to determine our discount rates were 
significantly higher than the interest and corporate bond rates as of June 30, 2007, the measurement date for 
ow fiscal 2008 net periodic cost Accordingly, we increased OUT discount rate used to deteimine our fiscal 
2009 pension and benefit costs to 7.57 percent. We maintained the expected return on our pension plan assets 
at 8-25 percent, despite the recsnt decline in de  financial markets as we believe this rate reflects the average 
rate of expected earnings on plan assets that wiU fund our projected benefit obligation. Although the fair value 
of our plan assets has declined as the fixvktl markets have declined, the impact of this decline is mitigated 
by the fact that assets are “smoothed for purposes of determining net periodic pension cost. Accordingly, 
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for 
our Pension Account Plan, our largest funded plan. Therefore, our fiscal 2009 pension and postretirement 
mdca l  costs were materially the same as in Fiscal 2008. 

For the nine months ended June 30, 2009 and 2008, our total net periodic pension and other benefits cost 
was $36.2 million and $35.9 million. Those costs relating to om natural gas diswibution operations are 
recoverable through our gas distribution rates; however, a portion of these costs is capitalized into OUI 

distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

In accordance with the Pension Protection Act of 2006 (PPA), we determined the funded status of our 
plans as of January 1 ,  2009. Based upon this valuation, we contsibuted $21 million to our pension plans in 
June 2009. The need for this funding reflected the decline in the fair value of the plans’ assets resulting from 
the unfavorable market conditions experienced during the latter half of calendar year 2008. This contribution 
increased the level of our plan assets to achieve a desirable PPA funding keshold. With respect to our 
postretirement medical plans, we anticipate conbibuting a total of apprnximately $1 1 million to these plans 
during fiscal 2009. 

The projected pension liability, future funding requirements and the amount of pension expense or income 
recognized for the plan are subject to change, depending upon the actuarial value of plan assets and the 
determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts are 
impacted by actual investment returns, changes in interest rates and changes in the demographic composition 
of the participants in  the plan. 
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OPERATING STATISTICS AND OTEIER INFORMATION 

”he following tables present certain operating statistics for our natural gas distribution. replated 
transmission and storage. natural gas marketing and pipeline. storage and other segments for the three and 
nine-month periods ended June 30. 2009 and 2008 . 

Natural Gas Distribution Sales and Statistical Daia 

METEM IN SERVICE. end of period 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial ............................. 
Industrial ............................... 
Public authority and other . . . . . . . . . . . . . . . . . . .  

Total meters ........................... 
INVENTORY STORAGE BALANCE-Bcf ..... 
SALES VOLUMES - MMd” 
Gas sales volumes 

Residential .............................. 
Commercial ............................. 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other . . . . . . . . . . . . . . . . . . .  

Total gas sales volumes . . . . . . . . . . . . . . . . . . .  
Transportation volumes . . . . . . . . . . . . . . . . . . . . . . .  
Total throughput ............................ 
OPERATING REVENUES (000’s)‘’) 
Gas sales revenues 

Residential .............................. 
Commercial ............................. 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other ................... 

Total gas sales revenues ................... 
Transportation revenues . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . .  
Average transportation revenue per Mcf . . . . . . . . . . .  
Average cost oP gas per Mcf sold ............... 

Other gas revenues .......................... 

Three Months Ended 
June 30 

2009 2008 ...... 

2.924. 160 
274. 739 

2. 195 
9.231 

2.922. 4 1 5 
27 1. 542 

27265 
9.234 

3.210. 325 

37.9 

19. 043 
14. 398 
3. 921 
2. 719 

40. 08 1 
30. 637 

70. 718 

$ 224. 629 
106. 739 
21. 028 
13. 712 

366. 108 
13. 756 
7. 121 

$ 386. 985 

$ 0.45 
$ 4.87 

3.205. 456 

41.7 

18. 584 
15. 199 
4. 687 
2. 887 

41. 357 
33. 211 

74. 568 

$ 352. 893 
21 3. 594 

53. 843 
33. I35 

653. 465 
14. 163 
9. 011 

$ 676.639 

$ 0.43 
$ 11.53 

Nine Months Ended 
June 30 

2008 
-c_ 

2009 

2.924. 160 2.922. 415 
274. 739 27 1. 542 

2. 195 2. 265 
9. 23 1 9. 234 

3.210. 325 3.205. 456 

37.9 41.7 

147. 718 151,!549 
79. 416 82. 325 
15. 079 17. 899 
10. 874 9. 919 

253. 087 261. 692 
102. 091 109. 002 

355. 178 370. 694 
-- 

$1.657. 185 
744. 248 
1 17. 442 
82. 097 

2.600. 972 
46. 41 I 
25. 990 

$2.673. 373 

$ 0.45 
$ 7.18 

$1.878. 855 
903. 771 
167. 154 
100. 983 

3.050. 763 
46. 954 
28. 955 

$3.126. 672 

$ 0.43 
$ 8.77 

See footnote foliowing these tables . 
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Regulated Transmission and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations 
Sales and Statistical Rata 

Three Months Ended 

2009 2508 2009 2008 - 
Nine Months Ended 

June 30 June 30 

- 
CUSTOMERS, end of period 

Industrial ................................. 706 702 706 702 
Municipal ................................ 63 56 63 56 

503 Other .................................... 505 503 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,274 1,261 1,274 1,261 
505 --___ -- 

- 
INVENTORY STORAGE BALANCE - Bcf 

Natural gas marketing ....................... 23.3 18.8 23.3 18.8 

To tal .................................. 25.8 20.0 25.8 20.0 

VOLUMES - MMcf“) . . . . . . . . . . . . . . . . . . . . .  1 69,H 1 181,112 555,169 593,452 

VOLUMES - MMcfC’) ..................... 103,146 103,403 336,870 348,789 

Regulated transmission and storage . . . . . . . . . . . . .  $ 49,345 $ 46,286 $ 163,261 $ 142,772 
Natural gas marketing . . . . . . . . . . . . . . . . . . . . . . .  453,504 1,189,722 1,949,657 3,159,092 
Pipeline, storage and other . . . . . . . . . . . . . . . . . . . .  8,226 3,880 36,946 20,629 

Total operating revenues. . . . . . . . . . . . . . . . . . . .  $511,075 $1,239,888 $2,149,864 $3,322,493 

Pipeline, storage and other. . . . . . . . . . . . . . . . . . . .  2.5 1.2 2.5 1.2 

REGfJLATED TRANSMISSION AND STORAGE 

NATURAL GAS MARKETING SALES 

OPERATING REVENUES (OOO’s)(’) 

Note to preceding tables: 

Sales volumes and revenues reflect segnent operations, including intercompany sales and transportation 
amounts. 

RECENT ACCOUNTING DEVELOPMENTS 

Recent accounting developments and their impact on our financial position, resalts of operations and cash 
flows are described in Note 2 to the unaudited condensed consolidated financial statements. 

Item 3. Qwntitutive and QuatMve Disclosures About M m h t  Risk 

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in 
Item 7A in our Annual Report on Form IO-K for the fiscal year ended September 30,2008. LMng the nine 
months ended June 30, 2009, there were no material changes in our quantitative and qualitative disclosures 
about market risk. 

Item 4. Controts and Procedures 

Management’s Evaluation of Disclosure Controls and Procedures 

We carried out an evaluation, under the supervision and with the participation o i  our management, 
including our principa1 executive officer and principal financial officer. of the effectiveness of the Company’s 
disclosure controls and procedures, as such term is deiined in Rules 13a-l5(e) and 15d-lS(e) under the 
Securities Exchange Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s 
principal executive officer and principal financial officer have concluded that the Company’s disclosure 
controls and procedures were effective as of June 30, 2009 to provide reasonable assurance that information 
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required to be disclosed by us, including our consolidated entities, in the reports that we file or submit under 
the Exchange Act is recorded, processed, summwized, and reported wirhin the time periods specified by the 
SEC’s rules and forms, including a reasonable level of assurance that such information is accumulated and 
communicated to our management, including our principal executive and principal financial officers, as 
appropriate to allow timely decisions regarding required disclosure. 

Changes in Internal Control over Financial Reporting 

Rules 13a-150 and ISd-lS(f) under the Exchange Act) during the third quarter of the fiscal year ended 
September 30, 2009 that have materially aflected, or are reasonably likely to materially affect, our internal 
control over financial reporting. 

We did not make any changes in our internal control over financial reporting (as defined in 

PART 1l. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the nine months ended June 30, 2009, except as noted in Note 8 to the unaudited condensed 
consolidated financial statements, there were no material changes in the status of the litigation and other 
matters that were disclosed in Note 12 to our Annual Report on Form IO-K for the fiscal year ended 
September 30, ZOOS. We continue to believe that the final outcome of such litigation and other matters or 
claims will not have a material adverse effect on ow financial condjtion, results of operations or cash flows. 

Item 6. Exhibifs 

A list of exhibits required by Item 601 of Regulation S-K and Wed as part of this report is set forth in 
the Exhibits Index, which immediately precedes such exhibits. 
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SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behal€ by the undersigned, thereunto duly authorized 

ATMOS ~ G Y  CORPORATION 
(Registrant) 

---.I 

By: is/ FRED E.  MEI IS EN HEM EX 

Fred E. Meisenheimer 
Senior Vice PresideM and Chief Financial Of3icer 

(Duly authorized signatory) 

Date: August 5, 2009 
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Exhibit 
Number 

E-rrsmm 
Item 6 

Description 
page 

Number 

10.1 

10.2 

12 
15 
31 Rule 13a-14(a)/15d-l4(a) Certifications 
32 Section 1350 Certifications* 

Form of Award Agrement of Time-Lapse Restricted Stock Units under the Amos Energy 
Corporation 1998 Long-Term Incentive Plan 
Form of Award Agreement of Performance-Based Restricted Stock Units under the Amos 
Energy Corporation 1998 Long-Term Incentive Plan 
Computation of ratio of earnings to fixed charges 
Letter regarding unaudited interim financial information 

- 
* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Execu- 

tive Officer and Chief Financial Officer, furnished as Exhibit 32 to &is Quarterly Report on Form IO-Q,  will 
not be deemed to be filed with the Commission or incorporated by reference into any filing by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to d e  extent that the Com- 
pany specifically incorporates such certifications by reference. 
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PART I . FINANCIAL INFORMATION 

Item 1 . Financial Sialenents 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED BALANCE SHEETS 

March 31. September 30. 

(Unaudited) 
2009 2008 

(In thousands. except 
share data) 

ASSETS 
Property. plant and equipment ....................................... $5.873. 028 $5.730. 156 

Less accumulated depreciation and amortization ........................ I .609. 836 1.593. 297 

Net property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.263. 192 4.136. 859 
Current assets 

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gas stored underground .......................................... 
Accounts receivable. net ......................................... 

0thercurrenr.asse ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Goodwill and intangible assets ...................................... 
Deferred charges and other assets .................................... 

CAPITALIZATION AND LJABDLdTIES 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares autharized; issued and outstanding: 
March 31. 2009 - 91.947. 614 shares; 
September 30. 2008 ... 90.814. 683 shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retained e a ~ i n g s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
L.on g.te1-m debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total capitalization ........................................... 
Chment liabilities 

Accounts payable and accrued liabilities ............................. 
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-tenndebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Dererred wedits and other Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

482. 085 
53 1. 749 
327. 288 
13.1. 433 

1.478. 555 
738. 772 
205. 242 

$6.685. 761 

$ 460 
1.768. 307 

480. 355 
(70. 628) 

2.178. 494 
2. 169. I41 

4.347. 635 

472. 078 
41 3. 764 

.. 

400. 225 

1.286. 067 
466. 868 
3 13. 486 
27 1 .  705 

$6.685. 761 

46. 717 
477. 15 1 
576. 617 
184. 619 

1.285. 104 
739. 086 
225. 650 

$6.386. 699 

...- 

$ 4 5 4  
1.744. 384 

343. 601 
(35. 947) 

2.052. 492 
2.1 19.792 
4.172. 284 

395. 388 
460. 372 
350. 542 

785 
1.207. 087 

441. 302 
298. 645 
267.381 

$6-386.699 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STA'rEMlQYTS OF INCOME 

Three Months Ended 
March 31 

2009 2008 
(Unaudited) 

(In thousands, except 
per share data) 

-- 

Operating revenues 
Natwrtl gas distribution se,gnent .................................... $1,230,420 $1,521,656 

Natural gas marketing segment ..................................... 708,658 1,128,653 

intersegment eliniinations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 89,178) (227,986) 

1,821,406 2,483,985 

Regulated transmission and storage segment ........................... 59,234 5 1,440 

Pipeline, storage and other segment. ................................. 12,272 10,022 

Purchased gas cost 
Natural gas distribution se,gnent. ................................... 
Re,.ulated transmission and storage segment ........................... 
Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intersegment eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Totid operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operat in~inco~e ................................................. 

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses 

Miscellaneous income (expense). ..................................... 

863,340 

685,114 
1,656 

(1 88,755) 

1,361,355 

460,051 

- 

121,740 
53,450 
58,314 

233,504 

226,547 
(1,565) 
35,533 

189,449 

___.___- 

1,164,332 

1,112,321 
338 

(227,400) 

- 

2,049,59 1 

434,394 

120,053 
48,790 
54,408 

223,25 1 

211,143 
1,467 

3351 6 

179,094 

II-- 

-- 

Tncometaxexpense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  60,446 67,560 

Netincome. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 129,003 $ 111,534 

Basic net income pa. share.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1.42 $ 1.25 

Diluted net income per share ........................................ $ 1.41 $ 1.24 

Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.330 $ 0.325 

Weighted average sham$ outstanding: 
Basic ........................................................ 90,895 89,314 

D~uted ....................................................... 9 1,567 89,990 

S e e  accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSID) CONSOLrnATED STATEMENTS OF INCOME 

Six Months Ended 
March 31 

2008 2009 
(Unaudited) 

(In thousands, except 
per share data) 

~- 

Operating revenues 
Natural gas distribution segment .................................... $2,286,388 $2,450,033 
Replated transmission and storage segment ........................... 
Natural gas marketing segment ..................................... 1,496,153 1,969,370 

Intersegment eliminations ......................................... (387,439) (391,143) 

96,486 

Pipeline, storage and other segment. ................................. 28.720 16,749 

3,537,738 4,141,495 

I 13,916 

Purchased gas cost 
Natural gas distribution se,.ment .................................... 1,620,924 1,819,309 
Regulated transmission and storage segment ........................... 
Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pipeline, storage and other segment. ................................. 
Intersegment eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses 

-_ 
1,442,586 

5,559 
(386,594) 

2,682,475 

855,263 

256,495 
106,576 
102,451 

__ 

1,907,075 
1,067 

(389,988) 

3,3 3 7,463 

804,032 

241,242 
97,303 
95,835 -- 

Total operating expenses ........................................ 465,522 434,380 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  389,741 369,652 

Interestcharges 74,524 70,333 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  300,693 Income before income taxes 3 I 3,35 1 
1 15,356 

Miscellaneous income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( I  ,866) 1,374 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  108,385 - 
Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 204,966 $ 185,337 

Basic net income per share. ......................................... $ 2.26 $ 2.08 

Diluted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2.24 $ 2.06 

Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.66 $ 0.65 

Weighted average shares outstanding: 
Basic 90,637 89,133 

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91,311 89,8 17 

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

See accompanying notes to condensed consolidated financial statements 
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ATMOS ElVERGY CORFORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Six Months %ded 
March 31 

2.009 wos 
(Unaudited) 
(lo thousands) 

Cash Flows From Operating Activities 
Net income.. ................................................... $204,966 $ 185,337 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net assets/liabilities from risk management activities. . . . . . . . . . . . . . . . . . . . .  

Charged to other accounts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net change in operating assets and liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Chh Flows From Investing Activities 
Capitalexpenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other,net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in investing activities ............................... 

Net decrease in short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net proceeds from debt offering. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Settlement of Treasury lock agreement" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayment of Iong-term debt, ....................................... 
Cash dividends paid. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tssuance of common stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by (used in) financing activities . . . . . . . . . . . . . . . . . . . .  

Cash Flows From Financing Activities 

106,576 
21 

97,892 
13,634 
5,810 

185,723 

614,622 

(221,330) 
(3,925) 

(225,255) 

(353,468) 
446,188 

1,938 
(625) 

(60,446) 
12414 

46,001 

97,303 
67 

72,277 
6,853 

(22,667) 
140,022 

479,192 

(1 98,722) 

(3,132) 

(201,854) 

(150,582) 

- 
(2,253) 

(58,431 ) 
12,839 

(198,427) 

Net increase in cadi and cash equivalents. ................................ 
Cash and cash equivalents at beginning of period. .......................... 

435,368 
46,717 

Cash and cash equivalents at end of period. ............................... $I 482,085 

78,91 I 
60,725 

$139,636 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLJDATED FINANCW, STATEMENTS 
(Unaudited) 

March 31,2009 

1. Nature of Business 

Atmos Energy Corporation (“Atmos Energy” or the ‘cCompany”) and our subsidiaries are engaged 
primarily in the regulated natural gas distribution and transmission and storage businesses as well as certain 
other nonregulated businesses. Through our natural gas distribution business, we deliver natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions in the service areas 
described below: 

-- Divisison Service Area 

Colorado, Kansas, Missouri“) 
Georgia“’, Illinois“), Iowa‘*’, Kentucky, 
Missou.ri‘”’, Tennessee, Virginia(’) 

-_I_. 

Atmos Energy Colorado-Kansas Division 
Atmos Energy KentuckyMd-States Division 

Atmos Energy Louisiana Division 
Atrnos Energy Mid-Tex Division 

Atmos Energy Mississippi Division 
Atmos Energy West Texas Division 

Louisiana 
Texas, including the DaUaslFort Worth 
metropolitan area 

Mississippi 
West Texas 

(l) Denotes states where we have more limited service areas. 

In addition, we transport natural gas Tor others through our distribution system. Our natural gas 
distribution business is subject to federal and state regulation and/or regulation by local authorities in each of 
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shared- 
services [unction are located in Dallas, Texas, and our customer support centers are located in Amadlo and 
Waco, Texas. 

Our regulated transmission and storage business consists of the re,plated operations of our Atmos 
Pipeline -Texas Division. The Atmos Pipeline - Texas Diviiion transports natural gas to our Mid-Tex 
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We 
also provide ancfiry semices customary to the pipeline industry including parking arrangements, lending and 
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our 
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet 
market demands. 

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas 
marketing operations and pipeline, storage and other operations. These businesses are operated through various 
wholly-owned subsidiaries of Atmos Energy Holdings, Tnc. (AEH), which is  wholly owned by the Company 
and based in Houston, Texas. 

Om natural gas marketing operations are conducted through Atmos Energy Marketing, LL,C (AEM), 
which is wholly owned by AEH. AEM provides a variety of natural gas management services to municipal- 
ities, natural gas utility systems and industrial natural gas customers, primarily in the Southeast and Midwest 
and to our Colorado-Kansas, KentuckylMid-States and Louisiana divisions. These services consist primady of 
furnishing natui-al gas supplies at fmed and market-based piices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of financial 
instruments. 
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ATMOS ENERGY CORPORATlON 

NOTES TO CONDENSED CONSOLDATED FINANCIAL STATEMENTS - (Continued) 

Our pipeline, storage and other segment consists primarily of the operations of Amos Pipeline and 
Storage, LLC (APS). AF'S owns and operates a 21 mile pipeline located i n  New Orleans, Louisiana. This 
pipeline is used primarily to aggregate gas supply for our regulated natural gas distribution division in 
huisiana and for AEM, but also provides limited third party transportation services. 

A P S  also engages in asset optimization acrivities whereby it seeks to maximize the economic value 
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are 
asset management plans with regulated affiliates of the Company which have been approved by applicable 
state replatory commissions. Generally, these asset management plans require APS to share with ow regulated 
customers a portion of the profits earned irom these arrangements. 

Further, APS owns or tias an interest in underground storage fields in Kentucky and Louisiana that are 
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet 
customer demand during peak periods. Finally, A P S  manages our natural gas gathering operations, which were 
Limited in nature ;is of March 31,2009. 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These consolidated interim-period financial statements are condensed as permitted by the instruc- 
tions to Form 10-Q and should be read in conjunction with the audited consolidated financia1 statements of 
Atmos Energy Corporation included in our Annual Repoi-I on Form 10-K for the fiscal year ended 
September 30, 2008. Because of seasonal and other factors, the results of operations for the six-month period 
ended March 3 1,2009 are not indicative of our results of operations for the full 2009 fiscal year, which ends 
September 30, 2009. 

Signijicanl accounting policies 

cfur accounting policies are descnied in Note 2 to the financial statements in ow Annual Report on 
Foim 10-K for the fiscal year ended September 30, 2008, and there were no changes to those policies. 
However, during the six months ended March 31,2009, we recognized a non-recurring $8.3 million increase 
in gross profit associated with a one-time update to our estimate for gas delivered to customers but not yet 
billed, resulting from base rate changes in several jurisdictions. 

time tax benefit resulted in a favorable impact to net income of $1 1.3 million. 

assessment Based on the assessment performed, we determined that our goodwill was not impaired 

157, Fair Value Meusuremenfs, the measurement date requirements of SFAS 158, Employers' Accouniing for 
Defined Bcrtejif Pension and Other Postretirement Plans, (UI aniendrmnt of FASB Stuternents No. 87, 88, 106, 
and 132(R), SFAS 159, me Fair Value Option for Financial Assets and Financial Liabilities - Including an 
amadmcnt of FASB Staternend No. 1 IS, SFAS 161, Disclosures aborrt Doiva.tive Instnuncnts and Hedging 
Activities, un amendment of FASB Staternent No. 133 and FASB Staff Position (FSP) PAS 107-1 and APB 
28-1, Interim Disclosures about Fair Value of Financial Instnrnzmts. Except for the adoption of these 
accounting pronouncement?, which are further discussed below, there were no si,pificant changes to our 
accounting policies during the six months ended March 3 1,2009. 

fair value measurements required under other accounting pronouncements but does not change existing 

During the second quarter of fiscal 2009, we updated the tax rates used to record deferred taxes. The one- 

Additionally, during the second quarter of fiscal 2009, we completed our annual goodwill impairment 

Effective October 1, 2008, the Company adopted Statement of Financial Accounting Standards (SFAS) 

SFAS I57 defines fair value, establishes a framework for measuriug fair value and enhances disclosure on 
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NOTES TO CONnENSED CONSOLIDATED HNANCIAI, STATEMENTS - (Continued) 

guidance as to whether or not an instrument is carried at fair value. The adoption of this standard did not 
materially impact our financial position, results of operations or cash flows. The new disclosures required by 
this standard are presented in Note 4. 

Effective October 1,2008, the Company adopted the measurement date requirements of SFAS 158 using 
the remeasurement approach. Under this approach, the Company remeasured its projected benefit obligation, 
fair value of plan assets and its fiscal 2009 net periodic cost Ji accordance with the transition rules of 
SFAS 158, the impact of changing the measurement date fiom June 30,2008 to September 30, 2008 decreased 
retained earnings by $7.8 million, net of tax, decreased the unrecognized actuarial loss by $9.0 million and 
ihcreased our posh-etirement Iiabili-ties by $3.5 million during the first quarter of fiscal 2009. 

SFAS 159 permits an entity to measure certain financial assets and financial liabilities at fair value. The 
objective of the standard is to improve financial reporting by allowing entities to mitigate volatility in reported 
earnings caused by measuring related assets and liabilities differently withom having to apply complex hedge 
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in 
earnings at each subsequent reporting date. The fair value option may be elected on an instrument-by-instru- 
ment basis. The fair value option is irrevocable, unless a new election date occurs. The adoption of this 
standard did not impact ow financial position, results of operations or cash flows. 

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This 
statement requires specific disclosures regarding how and why an entity uses derivative instruments; the 
accounting for derivative instruments and related hedged items; and how derivative instruments and related 
hedged items affect an entity’s financial position, results of operations and cash flows. Since SFAS 161 only 
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an 
impact on our financial position, results of operations or cash flows. The new disclosures required by this 
standard are presented in Note 3. 

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, interim Disclosures about Fair Value of 
Financial hstninients. This FSP requires companies to disclose the fair value of financial instlvments for 
which it is practicabIe to estimate the value and the methods and signifkmt assumptions used to estimate the 
fair value. The disclosure i s  required for interim and annual reports. The disr:losure requirements of this FSP 
are presented in Note 4. 

Regulniory assets and liabilities 

We rewrd certain costs as re,datory assets in accordance with SFAS 71, Accounting for the Efects of 
Certain Types of Regulation, when future recovery through customer rates is considered probable. Regulatory 
liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to 
customers through the rdtemaking process. Substantially all of our regulatory assets are recorded as a 
component of deferred charges and other assets and substantially all of our regulatory liabilities are recorded 
as a component of deferred credits and other liabilities. Deferred gas costs are recorded either in other current 
assets or liabilities and the regulatory cost of removal obligation is reported separately. 
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NOTES TO CONDENSFlD CONSOLIDATED FINANCLAL STATEMENTS - (Continued) 

I 

Siguit5cant regulatory assets and liabilities as of March 31, 2009 and September 30, 2008 included the 
following: 

March 31, September 30, 
2009 2008 

(In thousands) 
- 

Regulatory assets: 
Pension and postretirement benefit costs . . . . . . . . . . . . . . . . . . . . . . .  
Merger and integration costs, net ............................. 
Deferred gas costs. ....................................... 
Environmental costs ...................................... 
Ratecasecosts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred franchise fees .................................... 
Deferred income taxes, net ................................. 
Other ................................................. 

Regulatory liabilities: 
Deferredgas costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation ......................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 89,244 
7,374 

58,660 
74 1 

9,144 
597 
343 

7,846 

$173,949 

$100,563 
7,586 

55,103 
980 

12,885 
651 
343 

8,120 

$186,231 

$ 61,177 $ 76,979 
329,120 317,273 

5,499 5,639 

$395,796 $399,891 

Currently, our authorized rates do not include a return on certain of our merger and integration costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been 
deferred to be included in future rate filings in accordance with rulings received from various state regulatory 
commissions. 
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Comprehensive income 

The following table presents the components of comprehensive income (loss), net of related tax, for the 
three-month and six-month periods ended March 31,2009 and 2008: 

Three Months Ended Six Months Ended 
March 31 March 31 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealized holdmg losses on investments, net of 

tax benefit of $429 and $1,385 for the three 
months ended March 31,2009 and 2008 and of 
$3,759 and $671 for the six months ended 
March 31,2009 and 2008 . . . . . . . . . . . . . . . .  

Other than temporary impairment of investments, 
net of tax expense of $790 for the six months 
ended March 31,2009. . . . . . . . . . . . . . . . . . . .  

Amortiation and unrealized gain on interest rate 
hedging transactions, net of tax expense of 
$1,353 and $482 for the three months ended 
March 31,2009 and 2008 and $1,835 and $964 
for the six months ended March 31, 2009 and 
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net unrealized gains (losses) on commodity 
hedging transactions, net of tax expense 
(benefit) of $(7,.524) and $2,260 for the three 
months ended March 31, 2009 and 2008 and 
$(21,341) and $7,197 for the six months ended 
March 31,2009 and 2008 . . . . . . . . . . . . . . . . .  

Comprehensive income ..................... 

mw 200s 2009 2008 
(In thousands) 

$129,003 $111,534 $204,966 $1 85,337 

(862) (2,262) (6,295) (1,097) 

- - 1.288 __ 

1,854 787 2,641 1,574 

(9,771) 3,690 (32,315) 11,743 

$120,224 $1 13,749 $170,285 $197,557 

Accumulated other comprehensive loss, net of tax, as of March 31, 2009 and September 30, 2008 
consisted of the following unrealized gains (losses): 

March 31, September 30, 

(In thousands) 
2009 2008 

- "  

Accumukdted other comprehensive loss: 
Unredized holding gains (losses) on investments . . . . . . . . . . . . . . . . .  $ (4,097) $ 910 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (8,463) (11,104) 
cdsh flow hedges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (58,068) (25,753) -- 

3. Financial Instruments 

We currently use Enancial instruments to mitigate commodity price risk. Additionally, we periodically 
utilize financial inshuments to manage interest rate risk. The objectives and strategies far using financial 
instruments have been tailored to our regulated and nonre,dated businesses. The accounting for rhese financial 
instruments is fully described in Note 2 to the fmanciai statements in our Annual Report on Form IO-R €or the 
fiscal year ended September 30, 2008. Currently, we ut&e financial instruments in our natural gas 
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage 
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N O W  TO CONDENSED CONSOLJDATED FINANCTAL STATEMENTS - (Continued) 

and other segment uses financial instruments acquired fiom AI34 on the same terms that AEM received from 
an independent counterparty. On a consolidated basis, these financial instruments are reported in the natural 
gas marketing segment We currently do not manage commodity price risk with financial instruments in our 
regulated transmission and storage segment. 

Our financial instruments do not contain any credit-risk-related or other contingent features that could 
cause accelerated payments when our financial instruments are in net liability positions. 

Regulated Commodity Risk Management Activities 

In our natural gas distribution segment, our customers are exposed to the effect of volatile natural gas 
prices. We manage this exposure through a cornbination of physical storage, fwed-price forward contracts and 
financial instruments, primarily over-the-counter swap and option contracts, in an effort to minimize the 
impact of natural gas price volatility OD our customers during the winter heating season. 

Our natural gas distribution gas supply department is responsible for executing this segment’s commodity 
risk management activities in confomuty with regulatory requirements. Tn jurisdictions where we are pennitted 
to mitigate commodity price risk through financial instruments, the relevant regulatory authorities may 
establish the level of heating season gas purchases that can be hedged. If the regulatory authority does not 
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases 
using financial instruments. For the 2008-2009 heating season, in the jurisdictions where we are pennitted to 
utilize financial instruments, we anticipated hedging approximately 29 percent, or 25.5 Bcf of the winter 
flowing gas requirements. We have not designated these funancia1 instruments as hedges pursuant to SFAS 133, 
Accounting far Drrrivah’ve Inslrrunents and Hedging Activities. 

The costs associated with and the gains and losses arising from the use of Financial instruments to 
mitigate commodity price risk are included in our purchased gas adjustment mechanisms in accordance with 
regdatory requirements. Therefore, changes in the fair value of these financial instruments are initially 
recorded as a component of deferred gas costs and recognized in the consolidated statement of income as a 
component of purchased gas cost when the related costs are recovered through our rates and recognized in 
revenue in accordance with SFAS 71. Accordingly, there i s  no earnings impact to our natural gas distribution 
segment as a result of the use of financial instruments. 

Nonregukted Cummodity Risk Management Activities 

Our natural gas marketing segment, through AEM, aggregates and purchases gas supply, a m g e s  
transportation and/or storage logistics and ultimately delivers gas to our customers at competitive plrices. To 
facilitate this process, we utilize proprietary and customer-owned transportation and storage assets to provide 
d e  various services our customers request. 

We also perform asset optimization activities in bo% our natural gas marketing segment and pipeline, 
storage and other segment Through asset optimization activities, we seek to maximize the economic value 
associated with the storage and transportation capacity we own or control. We attempt to meet this objective 
by engaging in natural gas storage transactions in which we seek to find and profit from the pricing differences 
that occur over time. We purchase physical natural gas and then sell financial instruments at advantageous 
prices to lock in a gross profit margin. We also seek to participate in tmnsactions in which we combine the 
natural gas commodity and Winsportation costs to minimize our costs incurred to serve our customers by 
identoing the lowest cost alternative within the natural gas supplies, transportation and markets to which we 
have access. Through the use of transportation and storage senices and financial instruments, we also seek to 
capture gross profit margin through d e  arbitrage of pricing differences that exist in various locations and by 
recognizing pricing differences that occur over time. Over time, gains and losses on the sale of storage gas 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

inventory will be offset by gains and losses on the financial instruments, resulting in the realization of the 
economic gross profit margin we anticipated at the time we structured the original transaction. 

As a result of these activities, our nonregulated operations are exposed to risks associated with changes in 
the market price of natural gas, We manage our exposure to such risks through a combination of physical 
storage and financial instruments, including futures, over-the-counter and exchange-traded options and swap 
contracts with counterparties. Futures contracts provide the right to buy or sell the commodity at a fixed price 
in the future. Option contracts provide the right, but not the requirement, to buy or sell the commodity at a 
fixed price. Swap contracts require receipt of payment for the commodity based on the difference between a 
fixed price and the market price on the settlement date. 

We use financial instruments, designated as cash flow hedges of anticipated purchases and sales at index 
prices, to mitigate the commodity price risk i n  our natural gas marketing segment associated with deliveries 
under fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity 
dates ranging from one to 46 months. The effective portion of the unreaLized gains aud losses arising from the 
use of cash flow hedges i s  recorded as a component of accumulated other comprehensive income (AOCI) on 
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include 
(i) the amount of unrealized gain or loss that has been reclassified from AOCI when the hedged volumes are 
sold and (i) the amount of ineffectiveness associated with these hedges in the period the ineffectiveness arises. 

We use financial instruments, designated as fair value hedges, to hedge the exposure to changes in the 
fair value of our natural gas inventory used in our asset optimization activities in our natural gas marketing 
and pipeline, storage and other se,oments. Therefore, gains and losses arising from these financial instruments 
should offset the changes i n  the Pair value of the hedged item to the extent the hedging relationship is 
effective. Ineffectiveness is recognized in the income statement in the period the ineffectiveness arises. 

Also, in our natural gas marketing segment, we use storage swaps and futures to capture additional 
storage arbitrage opportunities that arise subsequent to the execution of the original fair value hedge associated 
with our physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed 
price and storage books and various over-the-counter and exchange"-traded options. These financial instruments 
have not been designated as hedges pursuant to SFAS 133, Accounting for Derivative Instmmerzts and Hedging 
Activities. 

Our nonregulated risk management activities are controlled through various risk management policies and 
procedures. Our Audit Committee has oversight responsibility €or our nonregulated risk management limits 
and policies. Our risk management committee, comprised of corporate and business unit officers, is responsible 
for establishing and enforcing our nonregulated risk management policies and procedures. 

Under our risk management policies, we seek to match our fmancial instlvment positions to our physical 
storage positions as well as our expected current and future sales and purchase obligations to maintain no open 
positions at the end of each trading day. The determination of our net open position as of any day, however, 
requires us to make assumptions as to future circumstances, including the use of gas by our customers in 
relation to our anticipated storage and market positions. Because the price risk associated with any net open 
position at the end of each day may increase if the assumptions are not realized, we review these assumptions 
as part of our daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since 
the price of natural gas purchased or sold for future delivefy earlier in  the day may not be bedged until later 
in the day. At times, limited net open positions related to our existing and anticipated commitrnenls may occur. 
At the close of business on March 31, 2009, AEH had net open positions (including existing storage) of less 
than 0.1 Bcf. 
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Interest Rate Rkk Management Activities 

In March 2009, we entered into a Treasury lock agreement to fix the Treasury yield component of the 
interest cost associated with our $450 million 8.50% senior notes (the Senior Notes Offering), which was 
completed on March 26, 2009. The Senior Notes Offering is discussed in Note 5. We designated this Treasury 
lock as a cash flow hedge of an anticipated transaction. This Treasury lock was settled on March 23,2009 
with the receipt of $1.9 million from the counterparty due to an increase in the 10 year Treasury rates between 
inception of the Treasury lock and settlement. Because the Treasury lock was effective, the net $1.2 million 
unrealized gain was recorded as a component of accumulated other coniprehensive income and will be 
recognized over the 10 year life of the senior notes. 

In prior years, we similarly managed interest rate risk by entering into Treasury lock agreements to fix 
the Treasury yield component of the interest cost associated with anticipated financings. These Treasury locks 
were settled at various times at a net loss. These realized gains and losses were recorded as a component of 
accumulated other comprehensive income (loss) and are being recognized as a component of interest expense 
over the life of the associated notes from the date of settlement The remaining amortization periods for these 
Treasury locks extend through fiscal 2035. However; the majority of the remaining amounts of these Treasury 
locks will be reco,gki.ed as a component of inmest expense through fiscal 2019. 

Quantitative Disclosures Related to Financial Instrumenis 

The following tables present detailed information concerning the impact of financial instruments on our 
condensed consolidated balance sheet and income statements. 

As of March 3 1,2009, our financial instruments were comprised of both long and short commodity 
positions. A long position is a contract to purchase the commodity, while a short position is a contract tu sell 
the commodity. As of March 31, 2009, we had net long/(short) commodity contracts outstanding in the 
following quantities: 

Natural Natural Pipeline, 
Hedge Gas GaS Storage 

Contract 'Qpe DesignaCion Distribution Marketing and Other 
Qwtics Wcf.) 

Commodity contracts Fair VaIue.. ........................... __I (19,052) (1,410) 
CashHow . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 38,822 (1,905) 
Not designated . . . . . . . . . . . . . . . . . . . . . . . . .  7,727 109,450 (688) - 

7,727 129,220 (4,003) - 

Financial Jnslrunients on the Balance Sheei 

The following tables present the fair value and balance sheet classification of our financial instruments by 
operating segment as of March 31,2009 and Seplember 30,2008. As required by SFAS 161, the fair value 
amounts below are presented on a gross basis and do not reflect the netting of asset and liability positions 
permitted under the teims of our master netting arrangements. Further, the amounts below do not include 
$79.1 million and $56.6 d o n  of cash held on deposit in margin accounts as of March 31, 2009 and 
September 30, 2008 to collateralize certain financial instruments. Therefore, these gross balances are not 
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will 
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not be equal to the amounts presented on ow condensed consolidated balance sheet, nor will they he equal to 
the fair value information presented for our financial instruments in Note 4. 

Natural Natural 
GBS Gas 

Baiance Sheet Location Distribution Marketing"' Total 
(Jn thousands) 

March 31,2009: 
Designated As Hedges: 

Asset Fmancial Instruments 
Cwcnt  commodity contracts. . . . .  

Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 

Liability Financial hshvments 

Noncurrent commodity contracts . . 
Total ....................... 
Asset Financial Insfruments 

Not Designated As Hedges: 

Current commodity contracts. ~ ~ . . 
Noncurrent commodity contracts ~ ). 

Current commodity contracts. . I . . 
Noncurrent commodity contracts . . 

Total ....................... 
Total Financial htrurncnts. . I . I . . 

Liability Financial Jnstruments 

Other current assets $ -  $ 73,163 $ 73,163 
Deferred charges and other assets - 8,018 8,018 

Other current liabilities - (116,698) ( I  16,698) 
- (1,712) (1,712) Deferred credits and other liabilities 
- (37,229) (37,229) 
-- 

Other current assets 676 40,262 40,938 
Deferred charges and other assets 5,108 5,108 

-..-.A) --__. __.I- 

Other current liabilities (22,535) (39,098) (61,633) 
(1,689) (1,693) Deferred credits and other liab~ties 

(21,863) 4,583 (17,280) 
$(21,863) $ (32,646) $ (54,509) 
- ~ -  
--- ~ - -  

(I) Oor pipeline, storage and other segment uses financial instmments acquired Erom AEM on the same terms 
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments 
are reported in the natural gas marketing segmenS however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 

N a W  Natural 
GBS Gas 

Balance Sheet Location Distribution Marketin$') Total 
CIn thousands) 

September 30,2008 
Designated As Hedges: 

Asset Financial Insfrutnents 
Current commodity contracts. . . . .  
Noncurrent commodity contracts . 
Current commodity contracts. . . . .  
Noncurrent commodity contracts . ~ 

Total ....................... 
Asset Financial Tnstruments 

Liability Financial Instruments 

Not Designated As Hedges: 

Current commodity contracts, I I I I 

Noncurrent commodity contracts . . 
Current commodity contracts. . . . .  
Noncurrent commodity contracts 

Total ....................... 
Total Financial Lnshvmcnts . . . . . . .  

Liability Financial Xnstnunents 

Other current assets 
Deferred charges and other assets 

Other current liabilities 
Deferred credits and other liabilities 

Othei current assets 
Deferred charges and other assets 

Other current liabilities 
Derened credits and other liabilities 

- 

- 
_. 

(58,566) 
(5,ll I )  

(63,677) 
$(63,677) 

$101,191 $101 ,I  91 
4,984 4,984 

(89,397) (89,397) 
(206) (206) 

16,572 16572 

20,010 20,010 
1,093 1,093 

(I) Our pipeline, storage and other segment uses financial instruments acquired f-rom AEM on the same terms 
that AE34 received from an independent counterparty. On a consolidated basis, these hanc id  instruments 
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 
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Impact of Financial Instruntents on the income Statement 

The following tables present the impact that financial instruments had on our condensed consolidated 
income statement, by operating segment, as applicable, for the three and six months ended March 31, 2009 
and 2008. 

Unrealized margins recorded in our natural gas marketing and pipeline, storage and other se,ments are 
coniprised of various components, including, bnt not linlited to, unrealized gains and losses arising from hedge 
ineffectiveness. Our hedge ineffectiyeness primarily results from differences in the location and timing of tbe 
derivative instrnment and the hedged item and could materially afFect our results of operations for &e reported 
period For the three months ended March 31,2009 and 2008 we recognized a gain arising from fair value and 
cash flow hedge ineffectiveness of $4.2 million and $6.5 million. For the six months ended March 31, 2009 
and 2008 we recognized a gain arising from fair value and cash flow hedge ineffectiveness of $24.6 million 
and $45.2 million. Additional information regarding ineffectiveness recognized in the income statement is 
included in the tables below. Although these unrealized gains and losses are currently recorded in our income 
statement, they are not necessarily indicative of the economic gross profit we anticipate realizing when the 
underlying physical and financial transactions are settled 

Fair Value Hedges 

The impact of commodity contracts designated as fair value hedges and the related hedged itern on our 
condensed consolidated income statement for the three and six months ended March 31,2009 and 2008 is 
presented below. 

Three Months Ended March 31,2009 
Natural Pipeline, 
Gas Storageand 

Marketing Other Consolidated 
@n thousands) 

$2,105 $ 21,975 Commodity contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 19,870 
Fair value adjustment for natural gas inventory designated as 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 8,562) 
Total impact on revenue. ........................... 9; 1,308 

The impact on revenue is comprised of the following: 
Basis ineffectiveness. ............................ $ 2,327 
Timing ineffectiveness ........................... ( I  ,019) 

$ 1,308 

(437) ( 1  8,999) 
$1,668 $ 2,976 

$ - $ 2,327 
1,668 649 

$1,668 $ 2,976 
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Three M o n ~  Ended March 31,2008 

Gas Storage and 
Natural Pipeline, 

consolidated -- Markefing Other 

Commodity contracts .............................. 
Fair value adjustment for natural gas inventory designated as 

the hedged item ................................ 
Total impact on revenue. ........................... 
The impact on revenue i s  comprised of the following: 

Basis ineffectiveness. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Timing ineffectiveness ........................... 

Commodity contracts .............................. 
Fair value adjustment for natural gas inventory designated as 

the hedged item ................................ 
Total impact on revenue. ........................... 
The impact on revenue is comprised of the following: 

Basis ineffectiveness. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Timing ineffectiveness ........................... 

(In thousands) 

$(33,448) $ (735) $(34,163) 

39,922 1,352 4 1,274 

$ 6,474 $ 617 $ 7,091 
-- 

$ (739) $ - $ (739) 
7,213 617 7,830 

$ 6,474 $ 617 $ 7,091 

Si Montlls Ended Mar& 31,2009 

~ . -  

Natural Pipeline, 
Gas Storageand 

Consolidated Marketing Other 

$ 45,553 $ 6,044 $ 51,597 
(bl thDnSaIlds) 

- -  (30,422) (1,990) (32,412) 

-~ $ 15,131 $ 4,054 $ 19,185 

$ 4,279 $ - $ 4,279 
10,852 4,054 14,906 

$ 15,131 $ 4,054 $ 19,185 
-_.-_. - 

Sin Months Ended March 32,2008 
Natural Pipeline, 
Gas Storage and 

Marketing Other . Consolidated 
(In thousands) 

Commodity contracts .............................. $(16,221) $1,387 $(14,834) 
Fair value adjustment for natural gas inventory designated as 

Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $41,302 $3,797 $45,099 

The impact on revenue is comprised of the following: 

the hedged item ................................ 57,523 2,4 10 59,933 

Basis ineffectiveness. ............................ $ 1,217 $ - $ 1,217 
Timing ineffectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . .  40,085 3,797 43,882 

$ 41,302 $3,797 $ 45,099 

Basis inelTectiveness arises from natural gas market price differences between the locations of the hedged 
inventory and the de1i.ira-y location specified in the hedge instruments. Timing ineffectiveness arises due to 
changes in the difference between the spot price and the futures price, as well as the difference between the 
timing of the settlement of the futures and the valuation of the underlying physical commodityy. As the 
commodity contract nears the settlement date, spot to forward price differences should converge, which should 
reduce or eliminate the impact of rh is ineffectiveness on revenue. 
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Cash Flow Hedges - 
The impact of cash flow hedges on our condensed consolidated income statements for the three and six 

months ended March 31, 2009 and 2008 is presented below. Note that this psesentation does not reflect rhe 
financial impact arising from he  hedged physical transaction. Therefore, ttiis presentation is not indicative of 
the economic gross profit we realized when the underlying physical and financial transactions were settled. 

Three Months Ended March 31,2009 
Watural Natural Pipeline, 

GSS Gas Storage 
Distribution Marketing and Other Consolidated 

(ln thousands) 

Gain (loss) reclassified from AoG into revenue 
for effective portion of commodity contracts . . $ - $(48,585) $16,170 $(32,415) 

Gain arising from ineffective portion of 
. . . . . . . . . . . . . . . . . . .  1,180 - 1,180 - commodity contmcts 

Total impact on revenue. . . . . . . . . . . . . . . . . . .  - (47,405) 16,170 (31,235) 
Net loss on settled Treasury lock agreements 

__ ( 1,269) 

Total k p a c t  from Cash Flow Hedges. . . . . . . . .  $(1,269) $(47,405) $16,170 $(32,504) 

-- _I__ I____- 

reclassified from AOCI into interest expense. e (1,269) .- 

- - -  --- 
Three Months Ended March 31,2008 

Natural Natural Pipeline, 
GaS Gas Storage 

Distribution Marketing and Other Consolidated 
(in thousands) 

Gain (loss) reclassified from AOCI into resenue 
for effective portion of commodity contracts. . $ - $(8,040) $13,492 $5,452 

Loss arising from ineffective portion of 
................... (634) (6%) commodity contracts - 

Total impact on revenue. . . . . . . . . . . . . . . . . . .  - (8,674) 13,492 4,818 
Net loss on settled Treasury lock agreements 

- (1,269) 

Total Tmpact from Cash Flow Hedges. . . . . . . . .  $(1,269) $(8,674) $13,492 $ 3,549 

.- -- 

- - -  reclassified €~om AOCI into interest expense. . ( I  ,269) 

- -  
Six Months Ended March 31,2009 

Natural Natural Pipeline, 
G5S GaS Storage 

Distribution Marftrting and Other -- 
(In thonsands) 

Gain (loss) reclassified .from AOCI into revenue 

Gain arising from ineffective portion of 
for effective portion of commodity contracts. . $ - 

commodity contracts . . . . . . . . . . . . . . . . . . .  - 
Total impact on revenue. .................. - 
Net loss on settled Treasury lock agreements 

reclassified kom AOCT into interest expense. . 
Total Impact from Cash Flow Hedges. . . . . . . . .  

(2,538) 

$(2,538) 
-. 

$(76,829) $24,139 

5,372 I_ 

(71,457) 24,139 
- p  

Consolidated 

$(52,690) 

5,372 

(47,318) 

(2,538) 

$(49,856) 

--- 
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Six Months Ended March 31,2008 
Natural Natura1 Pipeline, 

GaS GaS storage 
Distribution Marketing and Otker Consolidated_ 

(In thousands) 

Gain (loss) reclassified from AOCI into revenue 

Gain arising from ioeffective portion of 
for effective portion of commodity contracts. . $ .-I- $(17,294) $13,916 $(.3,378) 

. . . . . . . . . . . . . . . . . . .  126 - 126 - commodity contracts --- 
Total impact on revenue. . . . . . . . . . . . . . . . . . .  - (17,168) 13,916 (3,252) 

- (2,538) 
Net loss on settled Treasury lock agreements 

- -- ~ 

reclassified from AOCI into interest expense. . (2,538) 

Total Impact from Cash Flow Hedges. . . . . . . . .  $(2,538) -- $(17,168) $13,916 $(5,790) -~ 

The following table summarizes the gains and losses arising Cram hedging transactions that were 
recognized as a component of other comprehensive income (loss), net of taxes, for the three and six months 
ended March 31, 2009 and 2008. The amounts included in the table below exclude gains and losses arising 
from ineffectiveness because these amounts are immediately recognkd in the income statement as incurred. 

Three Months Ended Six Months Ended 
March 31 March 31 

2009 2008 an9 2008 
(In thousands) 

---- -- -- - 
Increase (decrease) in fair value: 

Treasury lock agreements .................... $ 1,221 $ - $ 1,221 $ - 
Forward commodity contracts. . . . . . . . . . . . . . . . .  (29,544) 7,070 (64,659) 9,649 

setilcments: 
Treasury lock agreements .................... 633 787 1,420 1,574 

Recognition of (gains) losses in earniiigs due 10 

Forward commodity contracts . . . . . . . . . . . . . . . . .  

hedging, net of tad'). ....................... 
Total other comprehensive income (loss) from 

19,773 (3,380) 32,344 2,094 
~ - -- 

$ (7,917) $4,477 $(29,674) $13,317 

(') 'ZJtilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing 
jurisdiction. 

The following amounts, net of deferred taxes, represent the expected recognition in earnings of the 
deferred losses recorded in AOCT associated with ow financial instruments, based upon the €air values of these 
financial instruments as of March 31, 2009: 

Commodity 

(In thousands) 
Total 

7!2zv 
Agreements Confracts 

Next twelve months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(2,426) $(54.233) $(56,659) 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (4,037) (3,835) (9,872) 

Tot&). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(8,463) $(58,068) $(66,531) -- 
-- 
(l) Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing 

jurisdiction. 
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Financial Instruments Not Designafed as Hedges 

The impact of financial instruments that have not been designated as hedges on our condensed 
consolidated income statements for the three and six months ended March 31, 2009 and 2008 is presented 
below- Note that this presentation does not reflect the expected gains or losses arising from the underlying 
physical transactions associated with these financial instruments. Therefore, this presentation is not indicative 
of the economic gross profit we realized when the underlying physical and financial transactions were settled. 

As discussed above, frnancial instruments used in our natural gas distribution segment are not designated 
as hedges. However, there is no earnings impact to our natural gas distribution segment as a result of the use 
of these financial instruments because the gains and losses arising from the use of these financial instnunents 
are recognized in the consolidated statement of income as a component of purchased gas cost when the related 
costs are recovered through our sates and recognized in revenue. Accordingly, the impact of these financial 
instruments is excluded from this presentation. 

Three Months Ended 
March 31 

Six Months Ended 
March 31 

2009 2008 2009 2008 
(Io thousands) 

- - - - -  

Natural gas marketing commodity contracts . . . . . . . . . $10,593 $(14,120) $6,761 $(13,794) 
Pipeline, storage and other commodity contracts. . . . . . _--- 183 - (245) 100 (889) 
Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . $(14,683) $10,776 $(14,365) $6,861 ---- ~ - - -  

4. Fair Value Measurements 

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Value 
Measurements, which defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles (GAAP) and expands disclosures about fair value rneasurernents. This 
Statement does no& require any new fair value measurements; rather it provides guidance on how to perform 
fair value measurements as required or permitted under previous accounting pronouncements. 

We prospectively adopted the provisions of SFAS 157 on October 1 ,  2008 for most of the financial assets 
and liabilities recosded on our balance sheet at fair value. Adoption of this statement for these assets and 
liabilities did not have a material impact on our financial position, resuits of operations or cash flows. 

In February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Slatemeid No. 157, which 
provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with our 
nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be effective until October 1, 
2009 for fair value measurements for the following: 

Asset retirement obligations 

Most nonfinancial assets and liabilities that may be acquired in a business combination 

Impairment analyses performed for nonfiiancial assets 

We believe the adoption of SFAS 157 for the reporting of these nonfiiancial assets and liabilities will not 
have a material impact on our financial position, results of operations or cash flows. 

Who1 the Marketfiw That Assel Is Not Actiiw, which clarified the application of SFAS 157 in inactive 
markets. This FSP did not impact our frnancial position, results of operations or cash flows. 

this standard did not affect these valuations because SFAS 157 specifically excluded pension and post- 

In October 2008, the FASB issued FSP FAS 157-3, Determinitag thc Fair Value of a Firlwicial Asset 

SFAS 157 also applies to the valuation of our pension and post-retirement plan assets. The adoption of 

19 



A’IMOS ENERGY CORPORATION 

NOTES TO CONDENfZD CONSOLJDATED FINMC1A.L STATEMENTS - (Continued) 

retirement assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in 
the tabular disclosures below. However, in December 2008, the FASB issued FSP FAS 132(R)-1- Enzployers’ 
Disclosures about Posfretiremeni BencJif Plan Assets, which will, among other things, require disclosure ahout 
fair value measurements similar to those required by SFAS 157. This FSP will impact our annual disclosure 
requirements beginning in fiscal 2010. 

In April 2009, the FASB issued FSP FAS 107-1 and APB 26-1, Interinz Disclosures about Fair Value of 
Financia2 hzr/rurtzents. This FSP requires companies to disclose the fair value of financial instruments €or 
which it is practicable to estimate the value and the methods and significant assumptions used to estimate the 
fair value. We have adopted the disclosure requirements oi this FSP, which are presented below. 

Determining Fair Value 

SFAS 157 defines fair value as the price that would he received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date (exit price). We 
primarily use quoted &et prices and other observable market pricing information in valuing our financial 
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements. 

Prices actively quoted on national exchanges are used to determine the fair value of most of our assets 
and liabilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a 
mid-market pricing convention (the mid-poinr between the bid and ask prices) as a practical expedient for 
determining fair value measuremenf as pennited under SFAS 157. Values derived Erom these sources reflect 
the market in which wansactions involving these financial instruments are executed. We utilize models and 
other valuation methods to determine fair value when external sources are not available. Values are adjusted to 
reflect the potential impact of an orderly liquidation of our positions over a reasonable period ol time under 
then-current market conditions. We believe the market prices and models used to value these assets and 
liabilities represent the best idormation available with respect to closing exchange and over-the-counter 
quotations, time value and volatility factors underlying the assets and liabilities. 

Fair-value estimates also consider our own weditworthiness and the creditworthiness of the counterparties 
involved. Our counterparties consist primarily of financial institutions and major energy companies. This  
concentration of counterparties may materially impact our exposure to credit risk resulting from market, 
economic or regulatory conditions. Recent adverse developments in  the global financial and credit markets 
have made it more dficult and more expensive for companies to access the short-term capital markets, which 
may negatively impact the creditworthiness of our counterparties. A continued tightening of the credit markets 
could cause more of our counterparties to fail to perform. We seek to minimize counterparty credit risk 
through an evaluation of their financial condition and credit racings and the w e  of collateral requirerneiits 
under certain circumstances. 

SFAS 157 establishes a fair value hierarchy that prioritizes the inputs used to meaSure fair value based on 
ohservable and unobservable data. The hierarchy categorizes the inputs into three levels, with the highest 
priority given to unadjusted quoted prices in acthe markets for identical assets and liahilities (Level 1) and the 
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below: 

Level 1 -Unadjusted quoted prices in active markets for identical assets or liabilities. An active 
market €or the asset or liability is defined as a market in which transactions for the asset or liability occur 
with sufficient frequency and volume to provide pricing information on an ongoing basis. Our Level 1 
measurements consist primarily of exchange-Lraded hancial instruments, gas stored underground that has 
been designated as the hedged item in a fair value hedge and our available-for-sale securities. 

.Level2 - PIicing inputs other than quoted prices included in Level 1 that are either directly or 
indirectly observable for the asset or liability as of the reporting date. These inputs are derived principally 
from, or corroborated by, observable market data. Our Level 2 measurements primarily consist of non- 
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exchange-traded financial instruments, such as over-the-counter options and swaps where market data for 
pricing is observable. 

Level 3 - Generally unobservable pricing inputs which are developed based on the best information 
available, including our own internal data, in situations where there is little if any market activity for the 
asset or liability at the measurement date. The piicing inputs utilized reflect what a market participant 
would use lo determine fair value. currently, we have no assets or liabilities recorded at fair value that 
would qualify for Level 3 reporting. 

Quantitative Disclosures 

Financial Insfrurnents 

The classification of our fair value measurements requires judgment regarding the degree to which market 
data are observable or corroborated by observable market data. The following table surmarizes, by level 
within the fair value hierarchy, our assets and liabilities that were accounted for at fair value OD a recumng 
basis as of March 31,2009. As required under SFAS 157, assets and liabilities are categorized io their entirety 
based on the lowest level of input that i s  significant to the fair value measurement. 

Quoted Significant Significant 
Pricesin Other Other 

Active Observable Unobservable Netting and 
Markets Inputs Inputs Cash March31, 
fievel 1) (Level 2) (Level 3) Collateral”’ 2009 

(In thousands) 

ASsets. 
Financial instruments 

Natural gas distribution segment ............. $ - 
Naeurai gas marketing segment .............. 45,770 

Total financial instruments . . . . . . . . . . . . . . . . . . .  45,770 
Hedged portion of gas stored underground 

Natural gas marketing segment .............. 62,912 
Pipeline, sforage and other segment(’) ......... 3,656 

Total gas stored underground. . . . . . . . . . . . . . . . . .  66568 
AvailabIe-for- sale securities. . . . . . . . . . . . . . . . . . .  26,605 
Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $138,943 

Liabilities: 
Financial instruments 

Natural gas distribution seawent . . . . . . . . . . . . .  $ - 
Natural gas marketing segment . . . . . . . . . . . . . .  117,413 

Total liabilities ............................ $1 17,413 

$ 676 
80,564 
8 1,240 

$ - $ - $ 676 
_I_ (75,558) 50,776 
I_ (75,558) 51,452 

$81,240 

$22,539 
41,567 

$64,106 
.- 

$ (75,558) 

62,912 
3,656 

66,568 
26,605 

$144,625 

~- 

$ - $ - $ 22,539 
- (154,656) 4,324 

$ - $(154,656) $ 26,863 
- -~ 

(l) This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netring 
permitted under our master n e h g  agreements and FSP FIN 39-1. In addition, as of March 31, 2009, we 
had $79.1 million of cash held in margin accounts to collateralize certain fmanciai instruments. Of Ibis 
amount, $71.6 million was used to offset financial instruments in a liability position. The remaining 
$7.5 million has been reflected as a financial instrument asset. 

(2) Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same tenus 
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments 
are reported in the natural gas marketing segment; howevex, the underlying hedged item is reported in the 
pipeline, storage and other segment. 
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Olher Fair Value Measures 

In addition to the financial instruments above, we have several nonfinancial assets and liabilities subject 
to fair value measures. These assets and liabilities include cash and cash equivalents, accounts receivable, 
accounts payable, debt, asset retirement obligations and pension and post-retirement plan assets. As noted 
above, fair value disclosures for asset retirement obligations and pension and post-retirement plan assets are 
not currently effective for us. We record cash and cash equivalents, accounts receivable, accounts payable and 
debt at carrying value. For cash and cash equivalents, accounts receivable and accounts payable, we consider 
carrying value to materially approximate fair value due to the short-term nature of these assets and liabilities. 
The fair value of our debt is determined using a discounted cash flow analysis based upon borrowing rates 
currently available to us, the remaining average maturities and our credit rating. The following table presents 
the carrying value and fair value of ow debt as of March 31,2009: 

March 31.2009 
(Tn thousands) 

Carrying Amount.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,572,987 
Fair Value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,166,454 

The fair value as of March 31, 2009 was calculated utilizing discount rates ranging from 6.4 percent to 
9.6 percent, remaining average maturities ranging &om one to 26 years, and a credit adjustment of 6.0 percent. 

5. Debt 

Long-term debt 

Long-tern debt at March 31, 2009 and September 30, 2008 consisted of the following: 

Unsecured 4.00% Senior Notes, due April 2009 .................. 
Unsecured 7.375% Senior Notes, due 201 1 ...................... 
ITnsecured 10% Notes, due 201 1 
Unsecured 5.125% Senior Notes, due 2013 . . . . . . . . . . . . . . . . . . . . . .  
LJnsecured 4.95% Senior Notes, due 2014. . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 6.35% Senior Notes, due 201 7.  . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 8.50% Senior Notes, due 2019. ...................... 
Unsecured 5.95% Senior Notes, due 2034. ...................... 

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

March 31, September 30, 
2009 2008 

(In thousands) 

$ 400,000 $ 400,000 
350,000 350,000 

2,303 2,303 
250,000 250,000 
500,000 500,000 
250,000 2.50,000 
450,000 -. 

200,000 200,000 
Medium term notes 

Series A, 1995-2,6.27%, due 2010. ......................... 10,000 10,000 
Series A, 1995-1,6.67%, due 2025 .......................... 10,000 10,000 

. . . . . . . . . . . . . . . . . . . . . . . .  150,000 150,000 Unsecured 6.75% Debentures, due 2028 
684 1,309 

Total long-term debt..  ................................. 2,572,987 2,123,612 

Original issue discount on unsecured senior notes and debentures . . .  (3,035) 
Current maturities. (400,225) (785) 

Other term notes due in installments through 2013 . . . . . . . . . . . . . . . .  

Less: 
(3,421 1 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
$2,119,792 
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On March 26, 2009, we closed our Senior Notes Offering. The effective interest rate on these nota is 
8.69 percent, after giving effect to the settlement of the $450 million treasmy lock discussed i n  Note 3. Most 
of the net proceeds of approximately $446 million were used to redeem our $400 i d i o n  4.00% unsecured 
senior notes, which, on March 30,2009, were called for redemption on April 30, 2009, prior to their October 
2009 maturity. In connection with the repayment of the $400 million 4.00% unsecured senior notes, we paid a 
$6.6 million call premium in accordance with the terms of the senior notes and accrued interest of 
approximately $0.6 million. The remaining net proceeds will be used for general corporate purposes. 

Short-term debt 

Our short-term borrowing requirements are affected by the seasonal nature of the natural gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply our customers’ needs 
could significantly affect our borrowing requirements. Our short-term borrowings reach their highest levels in 
the winter months. 

We Gnance our short-term borrowing requirements though a Combination of a $566.7 million cornmacial 
paper program and four committed revolving credit facilities with third-party lenders that provide appmx- 
imately $1.2 billion of working capital funding. At March 31, 2009, there was no short-term debt outstanding. 
At September 30, 2008, there was $350.5 million of short-term debt outstanding, comprised of $330.5 million 
outstanding under our bank credit facilities and $20.0 million outstanding under our commercial paper 
program. We also use intercompany credit facilities to supplement the funding provided by these third-party 
committed credit facilities. These facilities are described in greater detail below. 

Regulated Operations 

We fund our regulated operations as needed primarily through a $566.7 inillion commercial paper 
program and three committed revolving credit facilities with third-party lenders that provide approximately 
$800 d o n  of working capital finding. The first facility is a five-year unsecured facility, expiring 
December 201 3 ,  that bears interest at a base rate or at a LIBOR-based rate for the applicable interest period, 
plus a spread ranging from 0.30 percent to 0.75 percent, based on the Company’s credit ratings. This credit 
facility serves as a backup liquidity facility for our commercial paper program. At the time this credit facility 
was established, borrowings under this facility were limited to $400 million. Howeva, in September 2008, the 
limit on borrowings was effectively reduced to $566.7 million after one lender with a 5.55% share of the 
commitments ceased funding under the facility. On March 30, 2009, the credit facility was amended to reflect 
this reduction. At March 31,2009, there were no bonowings under this facXity and $566.7 million was 
available. 

The second facility is a $212.5 million unsecured 364-day facility expiring October 2009, that bears 
interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from 
1.25 percent to 2.50 percent, based on the Company’s credit ratings. At March 31, 2009, there were no 
borrowings outstanding under this facility. 

The third facility was an $18 IU~UOD unsecured facility that bore interest at a daily negotiated rate, 
generally based on the Federal Funds rate plus a variable margin. At March 31, 2009, there were no 
bonowings outstanding under this facility. This facility expired on March 31, 2009 and was replaced with a 
$25 million unsecured facility effective April 1, 2009 that bears interest at a daily negotiated rate. 

‘The availability of funds uader these credit facgities is subject to conditions specified in the respective 
credit agreements, all of which we currently satisfy. These conditions include our compliance with financial 
CoJrenants and the continued accuracy of representations and warranties contained in these agreements. We are 
required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter, a 
ratio of total debt to total capitalization of no greater than 70 percent. At March 31, 2009, our total-debt-to- 
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total-capitalization ratio, as defined, was 56 percent. In  addition, both the interest margin over the Eurodollar 
rate and the fee that we pay on unused amounts under each of these facilities are subject to adjustment 
depending upon our credit ratings. 

In addition to these third-party facilities, our regulated operations had a $200 million intercompany 
revoiving credit €acility with AEH. Through December 31, 2008, this facility bore interest at the one-month 
LT&OR rate plus 0.20 percent. In January 2009, this facility was replaced with a new $200 million 364 day- 
facility that bears interest at the lower of (i) the one-month LTBOR rate plus 0.45 percent or (ii) the m a r a ~ a l  
borrowing rate available to the Company on the date of borrowing. The marginal borrowing rate is defined as 
the lower of (i) a rate based upon the lower of the Prime Rate or the Eurodollar rate under the five year 
revolving credit facility or (ii) the lowest rate outstanding under the commercial paper program Applicable 
state regulatory commissions have approved the new facility through December 31, 2009. There were no 
borrowings outstanding under this facility at March 3 1, 2009. 

Nonregulated Operations 

On December 30, 2008, AEM and the participating banks amended and restated AEhTs former 
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a 
364-day $375 million committed revolving credit facility and extend it to December 29, 2009. 

The amended facility also provides the ability for AEM to increase the borrowing base up to a maximum 
of $450 million tbrough an accordion feature, subject to the approval of the participating banks; adds a swing 
line loan feature; adjusts the interest rate on borrowings as discussed below and increases the fees paid to 
reflect the facility’s conversion to a committed facility and current credit market conditions. The swing line 
loan feature allows AEM to borrow, on a same day basis, an amount ranging Erom $17 million to $27 million 
based on the terms of an election within the agreement. Effective April I ,  2009, the borrowing base was 
increased to $450 million as a result of the exercise of the accordion feature in the faciIity. 

AEM uses this facility pharily to issue letters of credit and, on a less kepent basis, to borrow funds 
for gas purchases and other working capital needs. At AEM’s option, borrowings made under the credit Iacility 
are based on a base rate or an offshore rate, in each case plus an applicable margin. The base rate is a floating 
rate equal to the higber of: (a) 0.50 percent per annum above the latest federal funds rate; (b) the per annum 
rate of interest established by BNP Paribas irom time to time as its ‘‘prime rate” or “base rate” for U S .  dollar 
loans; (c) an offshore rate (based on l,IBOR with a one-month interest period) as in effect from time to time; 
and (d) the “cost of funds” rate based on an average of interest rates reported by one or more of the lenders to 
the administrative agent. The offshore rate is a floating rate qua1 to the higher of (a) an offshore rate based 
upon LIBOR for the applicable interest period; and (b) a “cost of funds” rate referred to above. In the case or 
both base rate and offshore rate loans, the applicable margin ranges from 2.250 percent to 2.625 percent per 
annum, depending on the excess tangible net worth of AEM, as defined in the credit facility. This facility is 
collateralized by substantially all of the assets of AEM and is guaranteed by M H .  

At March 31, 2009, there were no borrowings outstanding under this credit facility. However, at Mach 31, 
2009, AEM letters of credit totaling $48.4 million had been issued under the facility, which reduced the 
amount available by a corresponding amount. The amount available under this credit facility is also limited by 
various covenants, including covenants based on working capital. Under the most restrictive covenant. the 
amount available to AEM under this credit facility was $201 “0 million at March 31, 2009. 

AEM is required by the financial covenants in this facility to maintain a ratio of total liabilities to 
tangible net worth that does not exceed a maximum of 5 to 1. At March 31, 2009, AElIWs ratio of total 
liabilities to tangible net worth, as defined, was 0.83 to 1. Additionally, AEM must maintain minimum levels 
of net working capital and net worth ranging from $75 m.illion to $1 12.5 million. As defined in the financial 
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covenants, at March 3 1, 2009, AEM’s net working capital was $251.5 million and its tangible net worth was 
$271.3 million. 

To supplement borrowings under this facility, through December 31, 2008, AEM had a $200 rrdlion 
intercompany demand credit facility with AEH, which bore interest at the rate for AEM’s offshore borrowings 
under its committed credit facility plus 0.75 percent. Amounts outstanding under this facility are subordinated 
to AEM’s committed credit facility. This facility was replaced with another $200 nlillion 364-day facility in 
January 2009 with no material changes to its terms except for the rate of interest, which is the greater of 
(i) the one-month LIBOR rate plus 2.00 percent or (ii) the rate for AENl’s offshore borrowings under its 
committed credit facility plus 0.75 percent. A total of $60.0 million was outstanding under this facility at 
March 31, 2009. 

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with 
AEC, which bore interest at the rate for AEM’s offshore borrowings under its committed credit facility plus 
0.75 percent. This facility was replaced with another $200 million 364-day facility in ImUarY 2009 with no 
material changes to its terms except for the rate of interest, which i s  the greater of (i) the one-month LIBOR 
rate plus 2.00 percent or (ii) the rate for AEM’s offshore borrowings under its committed credit facility plus 
0.75 percent. Applicable state regulatory commissions have approved the new facility through December 3 1, 
2009. There were no borrowings outstanding under this facility at March 3 1, 2009. 

Shelf Registration 

On March 23, 2009, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in common stock and/or debt securities avaiIable for 
issuance, including approximately $450 million of capacity carried over from our prior shelf registration 
statement filed with the SEC in December 2006. 

As of March 31, 2009, we had $450 million of availability remaining under the registration statement 
after completing our Senior Notes Offering. However, due to certain restrictions placed by one state regulatory 
commission on our ability to issue securities under the registration statement, we now have remaining and 
availabIe for issuance a total of approximately $300 million of equity securities and $150 million of 
subordinated debt securities. 

Debt Covenanb 

In addition to the financial covenants described above, ow debt instruments contain various covenants 
that are usual and cuslomary Tor debt instruments of these types. 

Additionally, our public debt indentures relating to our senior notes and debentures, as well as our 
revolving credit agreements, each contain a default psovision that is triggered if outstanding indebtedness 
arising out of my orher credit agreements in amounts ranging from in excess of $15 milkon to in excess of 
$100 nillion becomes due by acceleration or Is not paid at maturity. 

Further, AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if 
it defaults on other indebtedness, as defined, by at least $250 thousand in the aggregate. 

Finally, AI3M’s credit agreement contains a provision that would limit ?he amount of credit available if‘ 
Atmos Energy were downgraded below an S&P rating of BBB and a Moody’s rating of Baa2. We have no 
other triggering events in our debt instruments that =e tied to changes in specified credit ratings or stock 
price, nor have we entered into any transactions that would require us to issue equity, based on our credit 
rating or other triggering events. 
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We were in compliance with all of our debt covenants as of March 31, 2009. If we were unable to 
comply with our debt covenants, we would likely be required to repay our outstanding balances on demand, 
provide additional collateral or take other corrective actions. 

6. Earnings Per Share 

Basic and dduted earnings per share for the three and six months ended March 3 1 ,  2009 and 2008 are 
calculated as follows: 

Three Months Ended Six Months Ended 
March 31 March 31 

2009 2008 2009 2008 
(In thousands, except per share amounfs) 

_- -- 

Net income. ............................. $129,003 $111,534 $204,966 $185,337 - 
Denominator For basic income per share 

Effect of dilutive securities: 
weighted average common shares . . . . . . . . . . .  90,895 89,314 90,637 89,133 

Restricted and other shares ................ 639 583 639 585 
Stock options . . . . . . . . . . . . . . . . . . . . . . . . . .  33 93 35 99 

Denominator for diluted income per share - 
weighted average common shares . . . . . . . . . . .  91,567 89,990 91,311 89,817 - 

lncomepershare- basic . . . . . . . . . . . . . . . . . .  $ 1.42 $ 1.25 $ 2.26 $ 2.08 

Tncomepershare- diluted . . . . . . . . . . . . . . . . .  $ 1.41 $ 1.24 $ 2.24 $ 2.06 

There were approximately 260,000 out-of-the-money stock options excluded from the computation of 
diluted earnings per share €or the three and six months ended March 31, 2009. There were 
no out-of-the-money stock options excluded from the computation of diluted earnings per share for the three 
and six months ended March 31, 2008 as their exercise price was less than h e  average market price of the 
common stock duiing that period 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of ow net periodic pension cost for our pension and other postretirement benefit plans for 
the three and six months ended March 31, 2009 and 2008 are presented in the following table. AU of these costs 
are recoverable through our gas distribution rates; however, a p0rti011 of these costs is capitalized into our gas 
distribution rate base. The remaining costs are recorded as a component o€ operation and maintenance expense. 

Three Months Ended March 31 
Pension Beneiitq Other Eenefifs 

200s 2808 2009 2008 
(In thousands) 

- - _ _ _ _ -  

Components of net periodic pension cost: 
Service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tnterest cost. ................................. 
Expected return on assets. ....................... 
Amortization of transition asset . . . . . . . . . . . . . . . . . . .  
Amortization of prior service cost . . . . . . . . . . . . . . . . .  
Amortization of actuarial loss .................... 

Net periodic pension cost. ..................... 

$ 3,703 
7,554 

(6,238) 

(1 83) 
95s 

$ 5,791 

__ 

$ 3,878 
6,736 

(6,311) 

(171) 
1,926 

9; 6,058 

$2,946 
3,520 
(573) 
378 

$6,27 1 

$3,341 
2,912 
(71.5) 
378 

$5,916 
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Si Months Ended March 31 
Pension Benefits Other Benefits 

2009 2008 2009 2008 
(In thousands) 

~ - ~ -  
Components of net periodic pension cost: 

Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7,406 $ 7,756 $ 5,892 $ 6,682 
Interestcost.. ............................ 15,108 13,472 7,040 5,824 
Expected return on assets . . . . . . . . . . . . . . . . . . . .  (12,476) (12,621) (1,146) (1,430) 

. . . . . . . . . . . . . . .  756 756 Amortization of transition asset - - 
Amortization of prior service cost. . . . . . . . . . . . . .  (366) (342) 
Amortization of actuarial loss. ................ 1,910 3,852 

__ 

- - 
_.I-- -- ~ ~ 

Net periodic pension cost . . . . . . . . . . . . . . . . . .  $ 11,582 $ 12,117 $12,542 $11,832 ---- ---- 
The assumptions used to develop our net periodic pension cost for the three and six months ended 

March 31, 2009 and 2008 are as follows: 

Pension Benefits Other Benefits 
2008 2009 2008 - - - -  2009 

Discountrate. .................................... 7.57% 6.30% 7.57% 6.30% 
Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . .  4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets. . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 5.00% 5.00% 

The discount rate used to compute the present value of a plan's liabilities generally is based on rates of 
high-grade corporate bonds with maturities similar to the average period over which the benefits will be paid 
Generally, our funding policy has been to contribute annually an amount in accordance with the requirements 
of the Employee Retirement Income Security Act of 1974. In accordance with the Pension Protection Act of 
2006 (PPA), we determined the funded status of our pians as of January 1 ,  2009. Based upon this valuation, 
we expect we wig be required to contribute less than $25 million to our pension plans by September 15, 2009. 

We contributed $5.2 inillion to our other post-retirement benefit plans during the six months ended 
March 31,2009. We expect to contribute a total of approximately $10 million to these plans during fiscal 
2009. 

8. Comnitments and Contingencies 

Litigation and Emironmenial Matters 

With reqect to the specific litigation and environmental-related matters or claims that were disclosed in 
Note 12 to the financial statements in OUT Annual Report on Form 10-K for the fiscal year ended September 30, 
2008, there were no materid changes in the status of such litigation and environmental-related matters or 
claims during the six months ended March 31, 2009. We continue to believe that the final outcome of such 
litigation and environmental-related matters or clairns will not have a material adverse effect on our financial 
condition, results of operations or cash flows. 

In addition, we are involved in other litigation and envhnmenkd-related matters or claims that arise in 
the ordinary course of our business. While the ultimate results of such litigation and response actions to such 
environmental-related matters OT claims cannot be predicted with certainty, we believe the final outcome of 
such litigation and response actions wiU not have a material adverse effect on our financial condition, results 
of operations or cash flows. 
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Purchase Cornmibnents 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the 
folward NYMEX strip or fixed price contracts. At March 31,2009, AElM was committed to purchase 97.6 Bcf 
within one year, 32.5 Bcf within one to three years and 1.0 Bcf after three years under indexed contracts. 
AEM is committed to purchase 1.3 Bcf within one year under fixed price contracts with prices ranging from 
$2.59 to $7.68 per Mcf. Purchases under these contracts totaled $431.5 million and $860.3 million for the 
three months ended March 31,2009 and 2008 and $959.0 million and $1,432.3 million fur the six months 
ended March 31, 2009 and 2008. 

Our natural gas distribution divisions, except for our Mid-Tex Division, maintain supply contracts with 
several vendors that generally cover a period of up to one year. Commitments for estimated base gas volumes 
are established under these contracts on a monthly basis at contractually negotiated prices. Commitments for 
incremental daily purchases are made as necessary during the month in accordance with the terms of the 
individual contract 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas €or our 
customers in its service area which obligate it to purchase specified volumes at market and fEed prices. The 
estimated commitments under these contracts as of March 31, 2009 are as follows (in thousands): 

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 40,033 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53,425 
2011 ............................................................... 5,245 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,769 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,453 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,571 

$115,496 

Regulatory Matters 

As previously described in Note 12 to the consolidated financial statements in our Annual Report on 
Form 10-K for the fiscal year ended September 30,2008, in December 2007, the Company received data 
requests from the Division of Investigations of the Office o€ Enforcement of the Federal Energy Regulatory 
Commission (the “Commission”) in connection with its investigation into possible violations of the 
Commission’s posting and competitive bidding regulations for pre-mnged released firm capacity on natural 
gas pipelines. 

After responding to two sets of data requests received f?om the Commission, the Commission agreed to 
allow us to conduct our own internal investigation into compliance with the Commission’s ides. Lk ing  the 
second quarter, we completed our internal investigation and submitted the results to the Commission b r i n g  
our investigation, we identifed certain transactions that could possibly be considered non-compliant, and we 
continue to fully cooperate with the Commission as we work to resolve this matter. We have accrued what we 
believe is an adequate amount for the anticipated resolution of th is proceeding. While the ultimate resolution 
of this investigation cannot be predicted with certainty, we believe that the final outcome will not have a 
material adverse effect on our fiancial condition, results of operations or cash flows. 

As of March 31, 2009, rate cases were in progress in our City of Dallas and Virginia service areas and 
annual rate filing mechanisms were in progress in our Mid-Tex, West Texas, Louisiana and Amos Pipeline - 
Texas divisions. These re,datory proceedings are discussed in further detail in Marurgemcrtt ’s Discussion uiul 
Analysis - Receni Ratemuking Developments. 
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9. Concentration of Credit Risk 

Information regarding our concentration of credit risk is disclosed in Note 14 to the financial statements 
i n  our Annual Report on Form 10-K for the fiscal year ended September 30,2008. During the six months 
ended March 31,2009, there were no material changes in our concexitration of uedit risk. 

10. Segment Information 

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution, 
h-ansmission and storage business as well as other nonregulated businesses. We distribute natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, cornmercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions, which cover service areas 
located in 12 states. In addition, we transport natural gas for others through our distribution system 

Through our nonregulated businesses, we primarily provide natural gas management and marketiug 
services to municipalities, other local distribution companies and industrial customers primarily in the Midwest 
and Southeast. Additionally, we provide natural gas transportation and storage services to certain of our natural 
gas distribution operations and to third parties. 

We operate the Company through the following four segments: 

0 The nalurd gas distn'bution segment, which includes our regulated natural gas distrihution and related 
sales operations. 

operations of the Atmos Pipeline - Texas Division. 

services. 

storage services. 

The reguluted tran,~rnission and sior-age segment, which includes the regulated pipeline and storage 

The nahcral gas marketing segment, which includes a variety of nonregulated natural gas management 

* The pipeline, storuge and other srgmenl, which iaclndes OUT nonregulated natural gas transmission and 

Our detem~inatioo of reportable segments considers the strategic operating units under which we manage 
sales of various products and services to customers in differing re,uulatory environments. Although our natural 
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each 
natoral gas distribution division has similar economic characteristics. The accounting policies of the segments 
are the same as those described in the summary of significant accounting policies found in our Annual Report 
on Form 10-E for the fiscal year ended Septemher 30,2008. We evaluate performance based on net income or 
loss of the respective operating units. 
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Tncome statements for the three and six montb periods ended March 3 1,2009 and 2008 by segment are 
presented in the following tables: 

Three Months Ended March 31,2009 
Natural Regolated Natural Pipeline, 

GaS Wansmission Gas Storage and 
Distribution and Storage Marketing Other Eliminations Consolidated 

Qn thousands) 

Operating revenues fiorn 
external parti es... . . . . . . . . .  $1,230,196 $32,097 $549,136 $ 9,977 $ - $1,821,406 

Intersegment revenues . . . . . . . .  224 27,137 159,522 2,295 (189,178) _. 

1,230,420 59,234 708,658 12,272 (1 89,178) 1,821,406 
Purchased gas cost . , . . , . . 863,340 - 685,114 1,656 (188,755) 1,361,355 

Gross profit .............. 367,080 59,234 23,544 10,616 (423) 460,05 1 

Operation and maintenance . . 90,710 17,327 12,323 1,889 (509) 121,740 
Operating expenses 

Depreciation and 
amortization . . . . . . . . . . . .  47,541 

. . . .  55,101 Taxes, other than income --- 
Total operating expenses. . . . . . .  193,352 

Operating income. . . . . . . . . . . .  173,728 
Miscellaneous income 

(expense) . . . . . . . . . . . . . . . .  835 
. . . . . . . . . . . . .  28,821 Interest charges 

Income before income taxes . . . .  145,742 
. . . . . . . . . .  44,166 Income tax expense 

Net income, . . . . . . . . . . . .  $ 101,576 

Capital expenditures. . . . . . . . . .  $ 84,618 

-- 

-- 

-- 

5,006 
2,572 

24,905 

34,329 

283 
7,349 

27,263 
7.798 

$19,465 

$28,303 

396 
446 

13,165 

10,379 
-I- 

118 
3,461 

7,036 
3,688 

$ 3,348 

$ 88 

507 
195 

259 1 

8,025 
"-- 

2,060 
677 

9,408 
4,794 

$ 4,614 

$ 954 

--- 

__ 53,450 
_- 58,314 

(509) 233,504 

86 226,547 

(4,861) (1,565) 
(4,775) 35,533 

- 189,449 
- 60,446 

$ - $ 129,003 
---- 

S -- $ 113,963 
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Operating revenues from 
external parties . . . . . . . . . . 

Interseepent revenues . . . . . . . 

Purchased gas cost. ~ . - . . . . . . 
Gross profit . . . . . . . . . - . . 

Operating expenses 
Operation and maintenance. . 
Depreciation and 

amortization . . . . . . . . . . . 
Taxes, other than income . . . 

Total operating expenses . . . . . 
Operating income . . . . . . . . . 
Miscellaneous income . . . . . . . 
Interest charges . . . . . . . . . . . . 
Income before income taxes. . . 
Income tax expense. . . . . . . 

Net income . . . . . . . . . . . 
Capital expenditures . . . . . . 

Three Months Ended March 31, ZOOS ._ 
R e s t e d  Natural Pipeline, 

n-anSmission Gas Storage and 
and Stoage Marketing Other Eliminations Consolidated 

Natural 
GaS 

Distribution 

$152 1,636 
220 

1,521,856 
I ,  164,332 

357,524 

98,578 

43,130 
52,304 

194,012 

163,512 
3,670 

29,084 

138,098 
52,442 

$ 85,656 

$ 89,671 

-- 

-.- 

$22,830 $ 931,990 $ 7,529 $ - $2,483,985 
196,663 2,493 (227,986) '28,610 

51,440 1,128,653 10,022 (227,986) 2,483,985 
___ 1,112,321 338 (227,400) 2,049,591 

51,440 16,332 9,684 (586) 434,394 

- -.- -~ 

- -  

15,086 5,525 1,536 (672) 120,053 

4,907 374 379 -. 48,790 
1,385 407 312 -- 54,408 

6,306 2,227 (672) 223,251 21,378 

30,062 10,026 7,457 86 211,143 
209 602 1,942 (4,956) 1,467 

-- 6,776 2,002 524 (4,870) 3331 6 

23,495 8,626 8,875 - 179,094 

- ---- - 

8,271 3,347 3,500 - 67,560 

$15,224 $ 5,279 $ 5,375 $ - $ 111,534 

$13,700 $ 38 $ 1.158 $ - $ 104,567 
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Six Months Ended March 31,2009 
Natural Regulated Natural Pipehe, 

Gas 'hnsmission Gas Storageand 
Distribution and Storage Marketing Other Eliminations Consolidated 

(In thousands) 

Operating revenues from 

Intersemwent revenues . . . . . . 
external parties . . . . ~ . - . , . 

Purchased gas cost. I . . ~ . . . ~ - 

Gmss profit. . . . . . . . . . . . . 
Operating expenses 

Operation and maintenance. . 
Depreciation and 

amortization. . . . . ~ . . . . . 
Taes, other than income . . 

Total operating expenses . . . . . 
Operating income . . . . . . . . . . 
Miscellaneous income 

(expense) . . . . . . . . . . . . . . . 
Interest charges . . . . . . . . . . . . 
Income before income taxes. . - 
Income tax expense. . . . . . . . . 

Net income . . . , . . . . . . . 
Capital expenditures . . . . . . . . 

$2,285,968 
420 

2,286,388 
1,620,924 

665,464 

188,704 

94,680 
95,847 

-. 379,23 1 

286,233 

3,956 
61,708 

228,4 8 1 
76,772 

$ 151,709 

$ 173,621 

$ 62,319 
51,597 

113,916 
- 

113,916 

44,896 

9,961 
5,360 

60,217 

53,699 

1,098 
15,428 

39,369 
12,243 

$ 27,126 

$ 33,363 

I- 

$1,165,980 $23,471 
330,173 5,249 

1,496,153 28,720 
1,442,586 5,559 

53,567 23,161 

20,839 3,073 

797 1,138 
1,039 205 

22,675 4,416 

30,892 18,745 

419 4,221 
7,363 1,413 

23,948 21 553 
10,025 9,345 

$ 13,923 $12,208 

$ 117 $14,229 

$ - $3,537,738 
(387,439) - 
(387,439) 3,537,738 
(386,594) 2,682,475 

(845) 855,263 

(1 ,O 17) 256,495 

106,576 
___ 102,45 1 

(1,017) 465,522 

172 389,741 

(11,560) (1,866) 
(11,388) 74,524 

313,351 
108,385 - 

$ - $ 204,966 

$ - $ 221,330 
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..- Sm Months Ended March 31,2008 -- 
Natural Regulated Nataral Pipeline, 

GaS Transmission Gas Storageand 
Distribution and Storage Marketing Other Eliminations Consolidated 

(In thousands) 

Operating revenues from 

Interse,sment revenues . . . . . . . 368 51,219 334,658 4,898 (391,143) - 
external parties ~ I I I ~. " .  . $2,449,665 $45,267 $1,634,712 $11,851 $ -- $4,141,495 

2,450,033 96,486 1,969,370 16,749 (391,143) 4,141,495 
Purchased gas cost. - . . . . . , . . 1,s 19,309 - 1,907,075 1.067 (389,988) 3,337,463 

Gross profit. . . . . . . . . . . . . 630,724 96,486 62,295 15,682 ( 1  ,155) 804,032 

Operation and maintenance I . 195,825 30,518 13,402 2,824 (1,327) 241,242 
Operating expenses 

Depreciation and 
amortization.. . . . . . . . . ~ 

Taxes, other than income . . . 
Total operating expenses . . . . . 
Operating income . . . . . . . . . . 
Miscellaneous income . . . . . . 
Interest charges . . . . . . . . . . . . 
Income before income taxes. . . 
Income tax expense. . . . . . . . . 

Net income . . . . . . . . . . . 
Capital expenditures . . . . . . . . 

85,962 
87,922 

369,709 

261,015 
4,146 

60,298 

204,863 
79.043 

-_I 

$ 125,820 

$ 173.984 

9,823 
3,829 

44,170 

52,3 16 
383 

13,847 

38,852 
13,781 

$25,07 1 

$22,082 

761 
3,407 

17,570 

44,725 
1,398 
3,316 

42,807 
16.928 

- - - ~  

$ 25,879 

$ 69 

757 
677 

4,258 

1 1,424 
3,970 
1,223 

14,171 
5,604 

$ 8,567 

$ 2,587 

-- 

- 97,303 
__ 95,835 

(1,327) 434,380 

172 369,652 
(8323) 1,374 
(8,351) 70,333 

- 300,693 
- 115,356 

$ - $ 185,337 

$ - $ 198,722 
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Balance sheet information at Mwch 31,2009 and September 30,2008 by segment is presented in the 
following tables: 

March 31,2009 
Natural Regulated Natural Pipeline, 

Gas ‘lkansmission Gas Storageand 
Witribution and Storage Marketing Other Eliminations Consolidated 

(xu thousands) 
ASSETS 
Property, plant and equipment, net . . $3,577,546 $608,118 $ 7,312 $ 70,216 $ 

Cumnt  assets 

- $4,263,192 
Investment in subsidiaries . . . . . . . .  484,117 (2,0961 - (482,021) - 

Cash and cash equivalents . . . . . .  379,391 __ 86,143 16,551 - 482,085 
Assets from risk management 

Oher current assets. . . . . . . . . . .  671,993 16,614 265,457 77,428 (76,735) 954,757 
activities . . . . . . . . . . . . . . . . .  676 - 42,266 2,394 (3,623) 41,713 

Intercompany receivablas . . . . . . .  504,887 - - 147,783 (652,670) - -- - - -I__ 

Total cnrrent assets . . I . . ~ . . 1,556,947 16,614 

132,367 
- 

393,866 
1,774 

24,282 

244,156 

10,429 
- 

(733,028) 1,478555 
1,774 

- 736,998 
Intangible assets . . . . . . . . . . . . . . . .  
Goodwill .................... 
Noncurrent assets from risk 

management activities . . . . . . . . .  
Deferred charges and other assets. . .  

- 
569,920 

9,739 
873 

I_ 9,739 
195,503 

$(I ,215,049) $6,685,761 

- 
20.096 166,610 

$6,355,140 
7,924 

$765,023 $435,750 $344,897 

CAPJTALIUTION AND 

Shareholders’ equity . . I . . , . 
LIABILITIES 

Long-term debt.. . . . . . . . . . . . . .  
Total capitalization. . . . . . . . . .  

Current liabilities 

$157,270 
- 

$ 75,451 
- 

$25 1,396 
458 

$ (484,117) $2,178,494 
- 2,169,141 

(484,117) 4,347,635 
---- 

$2,178,494 
2,168,683 

4,347,177 15’7,270 75,451 25 1,854 

Current maturities of long-term 

Short-term debt. . . . . . . . . . . . . .  
Liabilities from risk management 

debt . . . . . . . . . . . . . . . . . . .  400,000 
- 

activities . . . . . . . . . . . . . . . . .  22,535 
Other current liabilities . . . . . . . .  586,656 
Intercompany payables . . . . . . . .  _. 

Total current liabilities . . . . .  1,009,191 
Deferred income taxes. . . . . . . . . . .  422,381 
Noncurrent liabilities from risk 

Regulatory cost of removal 

Deferred credits and other 

management activities . . . . . . . . .  4 

obIigaLion . . . . . . . . . . . . . . . . . .  313,486 

liabilitias . . . . . . . . . . . . . . . . . .  262,901 

225 
- 

__ 400,225 
(60,000) - 

- 
60,000 

1,200 
76,973 

6,734 
203,044 
127,421 

397,199 
(37,5861 

(3,623) 26,846 
(14,527) 858,996 

(652,670) ___ 

(730,820) 1,286,067 
(1 12) 466,868 

- 
6,850 

525,249 
532,099 
7 1.643 

-- 
78,398 
10,542 

17 - 13 

- 3 13,486 

4,Ol I 
~, 

673 4,103 21 1,688 .-- -- 
$6,355,140 ~~- $765,023 $435,750 $344,897 $( 1,215,049) $6,685,761 ~~- 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATlEMlENTS - (Continued) 

September 30,2008 
Natural Pipeiine, 
Gas Storage and 

Marketing Other 
(In thousands) 

Natural 
GaS 

Distribution 

Regulated 
Transmission 
and Storage Eliminations Consolidated -- 

ASSETS 
Property, plant and equipment, net . . 
Invatment in subsidiaries . . . . . . . .  
Lhrent assets 

Cash and cash equivalents . . . . . .  
Asset% from risk management 

activities . . . . . . . . . . . . . . . . .  
Other current assets. . . . . . . . . . .  
Intercompany receivables . . . . . . .  

Total current assets . . . . . . . . .  
Intangible assets . . . . . . . . . . . . . . .  
Goodwill .................... 
Noncurrent assets from risk 

management activities . . . . . . . . .  
Deferred charges and other assets. . .  

$3,483,556 
463,158 

$585,160 $ 7,520 $ 60,623 
(2,096) - 

$ - $4,136,859 
(461,062) I_. 

30,878 9,120 6,719 - 46,7 17 

69,008 20,239 
41 1,648 56,791 

135,795 

489,776 21 9,544 
2,088 - 

24,282 10,429 

~- 

(20,956) 68,291 
(91,672) 1,170,096 

(714,628) - 
(827,256) 1,285,104 

..-. 2,088 
- 736,998 

-- _.-- 

- 

774,933 
578,833 

1,384,644 

569,920 
- 

18,396 

18,396 

132,367 

5,473 I 

1,182 11,798 

$528,225 $302,394 
-- 
-- -- 

- 5,473 
- 220,177 

$( 1,288.3 1 8) $6,386,699 

195,985 17,212 

$6,097,263 $747,135 

CAPITALIZATION AND 

Shareholders' equity . . . . . . . . . . . .  
Long-term debt. . . . . . . . . . . . . . . .  

Total capitalization. . . . . . . . . .  

LIABILITIICS 

Cumnt liabilities 
Current maturities of long-lerm 

debt .................... 
Short-term debt. . . . . . . . . . . . .  
Liabilities from risk management 

activities . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . .  
Intercompany payables . . . . . . . .  

Total current liabilities . . . . . . .  
Deferred income taxes. . .  
Noncurrent liabilities from risk 

Regulatory cost of removal 

Deferred credits and orher 

management activities . . . . . . . . .  

obligation . . . . . . . . . . . . . . . . . .  

liabilities . . . . . . . . . . . . . . . . . .  

$2,052,492 
2.1 19.267 

$130,144 $1 14,559 $21 8,455 
525 

114,559 21 8,980 

I_ -- 
$ (463,158) $2,052,492 

- 2,119,792 

(463,158) 4,172,284 
--- 

4,17 1,759 130,144 

785 
6.500 - 
- - 785 

(41,550) 350,542 
___ 

385,592 

58,566 
538,777 

- 

20,688 61 6 
236,217 62,796 
171,244 - 
434,649 64,197 

~ 

(21,936) 15,687 

(20,956) 58,914 
(47,997) 796,846 

- --.- (714,628) 

(825,131) 1,207,087 
(29) 441,302 

- 
7,053 

543,384 

550,437 
62.720 

982,935 
384,860 

5,111 258 I_ - 5,369 

298,645 ..- 298.645 

3,834 -- 695 3,530 

-- $528,225 $302,394 
_.- ~ 

-- 
253,953 -- 262,012 

$(I ,288,318) $6,386,699 
-- 

$6,097,263 $747,135 
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WPORT OF LNDEPENDENT REGISTERED PUEiLIC ACCOUNTING FIRM 

The Board of Directors and Shareholders of 
Ahnos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Amos Energy Corporation as of 
March 3 1, 2009, the related condensed consolidated statements of income for the three-month and &-.month 
perjods ended March 31, 2009 and 2008, and the condensed consolidated statements of cash flows lor the 
six-month periods ended March 3 1 ,  2009 and 2008. These l3nancial statements are the responsibility oi the 
Company’s management. 

We conducted our review in acsordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial information consists principally of applying analytical 
procedures and making inquiries of persons responsible for financial and accounting matters. It is substantially 
less in scope than an audit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, [he objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not exprass such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the 
condensed consolidated financial statements referred to above for them to he in conformity with LJ.S. generally 
accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheet of Amos Energy Corporation as of 
September 30,2008, and the related consolidated statements of income, shareholders’ equity, and cash flows 
for the year then ended, not presented herein, and in ow report dated November 18, 2008, we expressed an 
unqualified opinion on those consolidated financial statements. In our opinion, the idormation set forth in the 
accompanying condensed consolidated balance sheet as of September 30, 2008, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived. 

/s/ ERNST & YOUNG LLP 

Dallas, Texas 
April 30, 2009 
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Item 2. Management’s Discrcssion and Analysis of Financial Condition mzd Results of Operations 

INTRODUCTlON 

The following discussion should be read in conjunction with the condensed consolidated fiiancial 
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-K for the year ended September 30,2008. 

Cautionary Statement for B e  Purposes of the Safe Harbor under the Private Securities Litigation Refonn 
Act of 1995 

The statements contained in this Quarterly Report on Form 10-(2 may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made i n  good faith by us and are intended to qualify for the safe harbor from 
liability established by the Private Securities Litigation Reform Act of 1995. When used in this Report, or any 
other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, 
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended 
to identify forward-looking statements. Such forward-looking statements are subject to r isks and uncertainties 
that could cause actual r e d t s  to mer materially from those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. 
These iisks and uncertainties, which are discussed in more detail in our Annual Report on Form 10-R for the 
year ended September 30, 2008, include the following: our ability to continue to access the credit markets to 
satisfy our liquidity requirements; the impact of recent economic conditions on our customers; increased costs 
of providing pension and postretirement health care benefits and increased funding requirements; market risks 
beyond our control affecting our risk management activities including market liquidity, commodity price 
volatility, increasing interest rates and counterparty credihvorthiness; regulatory trends and deckions, including 
the impact of rate proceedings before various state regulatory commissions; increased federal regulatory 
oversight and potential penalties; the impact of environmental readations on ow business; the concentration of 
our distnibution, pipeline and storage operations in Texas; adverse weather conditions; the effects of inflation 
and changes in the availability and price of natural gas; the capital-intensive nature of our gas distribution 
business; increased competition from energy suppliers and alternative forms of energy; the inherent hazards 
and risks involved in operating our gas distribution business, natural disasters, terrorist activities or other 
events; and other dsks and uncertainties discussed herein, all of which are difficult to predict and many of 
which are beyond our controL Accordingly, while we believe these forward-looking statements in be 
reasonable, there can be no assurance that they will approximate actual experience or that the expectations 
derived from them will be realized. Further, we undertake no obligation to update or revise any of our 
Coward-looking statements whether as a result of new information, future events or otherwise. 

OVERVIEW 

Atmos Energy and our subsidiaries are engaged primarily in the regdlated natural gas distribution and 
transportation and storage businesses as well as other nonre-dated natural gas businesses. We distribute 
natural gas through sales and transportation arrangements to approximately 3.2 million residential, commercial, 
public authority and industrial customers throughout our six regulated natural gas distribution divisions, which 
cover service areas located in 12 states. In addition, we transport natural gas for others through our distribution 
system. 

services to municipalities, other local gas distribution companies and industrial customers primarily in the 
Midwest and Southeast and natural gas transportation and storage services to certain of OUI natural gas 
distribution divisions and to third parties. 

‘lkough our nonregulated businesses, we primarily provide natural gas management and marketing 

We operate the Company through the following four segments: 
* the rurtural gas dishibrction segrrrent, which includes our regulated natural gas distribution and related 

sales operations, 
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the regulated transiizission and storage segment, which includes the regulated pipeline and storage 

the -Tal gas marketing segment, which includes a variety of nonregulated natural gas management 

9 the pipeline, s1oragc and other segment, which is comprised of our nonregulated natural gas gathering, 

operations of the Amos Pipeline .- Texas IXvision, 

services and 

transmission and storage services. 

CRITICAL ACCOUNTING ESTIMATES ANI) POLICIES 

Our condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these financial statement7 requires us to make estimates 
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activihx, allowance for doubtful 
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actual results may differ from such estimates. 

Our critical accounting policies used in the preparation of our consolidated financial staments are described 

Regulation 

Revenue Recognition 

Allowance for Doubtful Accounts 

Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

in our Annual Report on Form 10-K for the fiscal year ended September 30,2008 and include the following: 

Our critical accounting policies are reviewed quarterly by the Audit Committee. There were no significant 
changes to these critical accounting policies during the six months ended March 31,2009. 

RESIJLTS OF OPERATIONS 

The following table presents our consolidated financial highlights for the three and six months ended 
March 3 1, 2009 and 2008: 

Si Munths Ended Time Months Ended 
Match 31 Matclr 31 

zoo8 - 2009 zoo8 2009 ---- -.- 

Operating revenues. . . . . . . . . . . . . . . . . . .  
Gross profit ........................ 
Operating expenses . . . . . . . . . . . . . . . . . .  
Operating income. . . . . . . . . . . . . . . . . . . .  

Interest charges . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . . . . . .  

Netincome ........................ 
Diluted net income per share . . . . . . . . . . .  

Miscellaneous income (expense) . . . . . . . . .  

Income tax expense . . . . . . . . . . . . . . . . . .  

on  thousands, except per share data) 

$1,821,406 $2,483,985 $3,537,738 $4.1 41,495 
460,OS I 434,394 855,263 804,032 
233,504 223,251 465,522 434,380 
226,547 21 1,143 389,741 369,652 

(1,565) 1,467 (1,866) 1,374 
35,533 33,516 74,524 70,333 

189,449 179,094 313,351 300,693 
60,446 67,560 108,385 1 15,356 

9; 129,003 $ 111,534 $ 204,966 $ 185,337 
9; 1.41 $ 1.24 !b 2.24 $ 2.06 
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Our consolidated net income during the three and six months ended March 31, 2009 and 2008 was earned 
i n  each of our business segments as follows: 

Three Months Ended 
March 31 

(In thousands) 

$ 85,656 

2008 Change 2009 , ~ "  ~ 

Natural gas distribution se,.ment. . . , . . . . . . . . . . . . . . ~. . . . . 
Regulated transmission and storage segment. . . . . . I . . . . . . . . . 
Natural gas marketing segment. . . . . . . . . . . . . . . . . . . . . . . . , I 

$101,576 
19,465 
3,348 
4,614 

$15,920 
1 5 a  4,241 
5,279 (1,93 1) 

Pipehe, storage and other segment . . . . . . . . . . . . . . . . . . . . . . 5,375 (761 1 
Net income . . . . . , . . . . . . . . . . . " . .  . . . . . . . . . . . . . . . . . . . . $129,003 $111,534 $17,469 

Si Months Ended 
March 31 

(In thousands) 
2(tW 2008 Change 

Natural gas distribution se-ment . . . . . . . , . . . . . . . . . . . . . . . 
Regulated transmission and storage seawent . . . . . . , . . . . . . . . 
Natural gas marketing s e p e n t  . . . . . ~ . . . . . . . . I . . . . . . . . . . 
Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . 
Net income.. . . I . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . 

$151,709 
27,126 
13,923 
12,208 

$204,966 

$125,820 $25,889 
25,071 2,055 
25,879 (11,956) 
8,567 3,641 

$185,337 $19,629 

The following tables segregate our consolidated net income and diluted earnings per share between OUT 

re,dated and nonregulated operations: 

Three Months Ended 
March 31 

2009 2008 Change 
fln thousands, except per share data) 

$100,880 $20,161 Re,aalated operations . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . . . . 
Nonregulated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,962 -- 10,654 - (2,692) 

Consolidated net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1 11,534 $17,469 

DilutedEPS from regulated operations.. . . . . . . . . . . . I . .  . . . . $ 1.32 $ 1.12 $ 0.20 

$121,041 

$129,003 

0.12 (0.03) Diluted EPS from nonregulated operations . . . . . . . . . . . . . . . . . 0.09 _.- - 
Consolidated diluted W S  . . . . . . . . . . . . I . . . . , . . . . , . . .... $ 1.41 $ 1.24 $ 0.17 

Six Months Ended 
March 31- 

2009 2008 Change 
(In thousands, except per share data) 

$150,891 $27,944 
34,446 (8,325) 

Regulated operations . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . 
Nonregulated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$178,835 
26,131 

Consolidated net income . . . . . . . . I ~ , _ . . . . .  . . . . . . . . . . .  $204,966 $1 85,337 $19,629 

DilutedEPSfromregulatedoperations.. . . . . . .. . . . . .. . . . . . $ 1.96 $ 1.68 $ 0.28 
0.38 (0.10) Diluted EPS from nonregulated operations . . . ~. . . . . ~. . . . . . . 0.28 - - ~  

Consolidated diluted EPS . . . . . . . . . . . . . . . . .  . . . . . . . . . . , . .  $ 2.24 $ 2.06 $ 0.18 
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The following summarizes the results of our operations and other significant events for the six months 

Regulated operations generated 87 percent of our net income during the six months ended March 31, 
2009 compared to 81 percent during the six months ended March 31, 2008. The $27.9 million increase 
in our regulated operations net income primarily reflects favorable ratemaking activity coupled with a 
one-time tax benefit discussed below. 

Nonregulated operations contributed 13 percent of net income during the six months ended March 31, 
2009 compared to 19 percent during the six months ended March 31, 2008. The $8.3 million decrease 
in our nonregulated operations net income primarily reflects a decrease in unrealized margins and an 
increase in operating expenses partially offset by favorable asset optimization margins. 

compared with $479.2 million for the six months ended March 31,2008, primarily reflecting the 
favorable impact on our working capital due to the decfine in natural gas prices in the current year 
compared to the prior-year period and the favorable timing of the recovery of gas costs. 

. On March 23,2009, we filed a $900 million shelf registration statement with the Securities and Exchange 
Commission (SEC) that replaced our previously existing shelf registration statement. On March 26,2009, 
we completed an offering of $450 million unsecured 8.50% senior notes and received net proceeds of 
approximately $446 &on. Most of the net proceeds received were used to repay our $400 million 
unsecured 4.00% senior notes, which were called on March 30,2009 for redemption on April 30,2009. 

ended March 31, 2009: 

For the six months ended March 31, 2009, we generated $614.6 million in operating cash flow 

Quarter-to-date and year-to-date results were favorably impacted by a one-time tax benefit of 
$1 1.3 &on, or $0.12 per diluted share. The benefit arose during the quarter when we updated the tax 
rates used to record our deferred taxes. This benefit increased natural gas distribution net income by 
$10.5 million and regnlated transmission and storage income by $1.7 million. However, net income for 
the natnral gas marketing and pipehe, storage and other segments’ net income were reduced by 
$0.3 million and $0.6 million. 

Three Months Ended Murch 31,2009 compared with Three Months Ended March 31,2008 

Natural G a s  Distribution Segment 

The primary factors that impact the results of our natural gas distribution operations are OUT ability to 
earn our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service areas. 

Our ability to earn OUT authorized rates of return i s  based primarily on our ability to improve the rate 
design in our various ratemaking jurisdictions by reducing OT eliminating regulatory lag and, ultimately, 
separating the recovery of our approved margins from customer usage patterns. Improving rate design is a 
long-term process and is iurther complicated by the fact that we operate in multiple rate jurisdictions. 

Seasonal weather patterns can also aflect our natural gas distribution operations. However, the effect of 
weather that is above or below normal is substantially offset ~ o u g h  weather normalization adjustments, 
known as WNA, which has been approved by state regulatory commissions for approximately 90 percent of 
our residential and commercial meters in the following states for the following time periods: 

Georgia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kansas. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kentucky. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
‘Louisiana. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  December -March 
Mississippi. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November .. April 
Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Texas: Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Texas: West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Viginia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Januay - December 

October - May 
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Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therefore, increases in the cost of gas are offset by a 
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of our fmancial 
performance than revenues. However, gross profit in our Texas and Mississippi service areas include franchise 
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). 
Therefore, the amount of these taxes included in revenues is influenced by the cost of gas and the level of gas 
sales volumes. We record the associated tax expense as a component of taxes, other than income. Although 
changes in revenue-related taxes arising from changes in gas costs affect gross profit, over time the impact is 
offset within Operating income. Prior to January 1, 2009, timing differences exist between the recognition of 
revenue for franchise fees collected from our customers md the recognition of expense of irancbise taxes. The 
effect of these timing differences couid be significant in periods of volatile gas prices, particularly in our Mid- 
'rex Division. These timing differences may favorably or unfavorably affect net income; however, these 
amounts stiouId offset over time with no permanent impact on net income. Beginning January I, 2009, changes 
in our h c h k s e  fee agreements in our Mid-Tex Division became effective which should significantly reduce 
the impact of this timing difference on a prospective basis. However, this timing difference still occurs for 
gross receipts taxes. 

debt expense and may require us to increase borrowings under our credit facilities resulting in higber interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions may cause customers to conserve or use alternative energy SOUTC~S. 

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad 

Review of Financial mrd Operating Results 

Financial and operational highlights for our natural gas distribution segment for the three months ended 
March 31, 2009 and 2008 are presented below. 

Three Months Ended 
March 31 

2009 2.008 Change 
(In thousands, unless otherwise noted) 

Grossprofit.. ..................................... $367,080 $357,524 $ 9,556 
Operating expenses.. ...- 193,352 194,012 (660) 

Operating income.. ................................ 173,728 163,512 10,216 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  835 3,670 (2,835) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,084 Interest charges. 28,821 (263) 

Income before income taxes 145,742 138,098 7,644 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44,166 52,442 (8,276) 

Net income ....................................... $101,576 $ 85,656 $ 15,920 

Consolidated natural gas distribution sales volumes -MMcf. . - 121,560 135,568 (14,008) 
Consolidated natural gas distribution transportation 

volumes - Mh4cf. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35,061 39,730 (4,669) 

Total consolidated natural gas distribution 

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

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

throughput --MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  156,621 175,298 (18,677) 

Consolidated natural gas distribution average transportation 

Consolidated natural gas distribution average cost OP gas per 
revenueperMd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.48 $ 0.44 $ 0.04 

Mcfsold.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7.10 $ 8.59 $ (1.49) 
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The following table shows our operating income by natural gas distribution division, i n  order of total 
customers served, for the three months ended March 31, 2009 and 2008. The presentation of our natural gas 
distribution operating income is included for financial reporting purposes and may not be appropriate for 
ratemaking purposes. 

Three Months Ended 
March 31 

a 0 9  2008 Change 

Mid-Tex ..................................... 
Kentuckyhlid-States ............................ 
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
West Texas ................................... 
Mississippi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Colorado-Kansas ............................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . .  

.... 

.... 

.... 

. . . .  

. " . .  

. . . .  

. . .  

(In thousands) 

$ 80,374 $ 72,479 $ 7,895 
27,404 29,875 (2,471) 
19,782 19,236 546 
14,806 8,919 5,887 
1 6,77 1 16,514 257 
13,623 15,536 (1,913) 

15 - - ~  968 953 -.-- 
$173,728 $163,512 $10,216 

The $9.6 million increase in  natural gas distribution gross profit primarily reflects a net $21.9 million 
increase in rates. The net increase in rates was attributable primarily to the Mid-Tex Division, which increased 
$16.5 million as a r e d t  of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all 
incorporated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments €or 
customers in the City of Dallas. The current year period also reflects a $5.4 million increase in rate 
adjustments primarily in Georgia, Louisiana and West Texas. The increase also reflects the reversal of a 
$7.0 million accrual for estimated unrecoverable gas costs recorded in a prior year. These increases in gross 
profit were partially offset by a $1 3.5 &on decrease as a result of an 1 1 percent decrease in distribution 
throughput, primiuily associated with lower residential and commercial consumption and warmer weather in 
our Colorado service area, which does not have weather-normaljzed rates. 

Partially offsetting these increases was a decrease of approximately $8.9 million in revenue-related taxes 
primarily due to lawer revenues, on which the tax is calculated, in the current-year quarter compared to the 
prior-year quarter. This decrease was pmtialIy offset by a $0.8 million quarter-averquarter decrease in the 
associated franchise and state gross receipts tax expense recorded as a component of taxes other than income, 
resulting in an $8.1 million decrease in operating income when compared with the prior-year quarter. 

depreciation and amortization expense and taxes, other than income, decreased $0.7 million. 
Operating expenses, which include operation and maintenance expense, provision for doubtfui accounts, 

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased $6.9 million, 

Depreciation and amortization expense increased $4.4 million for the second quarter of fiscal 2009 

primarily due to lower legal, fuel and other administrative costs. 

compared with second quarter of fucal 2008. The increase primarily was attributable to additional assets 
placed in service during the current-year period 

Results for the quarter include the aforementioned $105 million tax benefit which more than offset the 
decrease attributable to the absence in the current-year quarter of a $ I  .2 million gain on the sale of irrigation 
assets in our West Texas Division in the prior-year quarter. 

Recent Ra&mahing Developments 

Significant ratemaking deiielopments that occurred during the six months ended March 3 1, 2009 are 
discussed below. The amounts described below represent the operating income that was requested or received 
in each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain 
operating costs may have changed as a result of a commission's final ruling. 
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h u a l  Rate Filing Mechanisms 

an increase in operating income of $9.7 million for the Settled Cities. Representatives of the Settled Cities are 
currently reviewing the filing and a final determination is expected in July 2009. Beginning in November 
2008, rates were implemented from our first RRM filing with the Settled Cities, which resulted in an increase 
in operating income on a system-wide basis of approximately $27.3 million. The impact to the Mid-Tex 
Division for the Settled Cities was approximately $21.8 million. 

In April 2009, the West Texas Division filed its second RRM with the West Texas Cities. The filing 
requested an increase in  operating income of $ 1  1 . I  million. Representatives of the West Texas Cities are 
currently reviewing the filing and a final determination is expected in August 2009. Beginning in November 
2008, rates were implemented from our first RRM with the West Texas Cities, which resulted in an increase i n  
operating income of $4.5 million, of which $3.9 million is being collected over a 9% month period. 

In Apnl2009, tbe City of Lubbock approved an RRM tariff similar to the FtRM tariff utilized by the 
West Texas Cities. Tbe West Texas Division filed its first RRM with the City of Lubbock on April 15,2009. 
The filing requested an increase in  operating income of $3.5 million. The City of Lubbock is currently 
reviewing the filing and a final determination is expected in October 2009. 

In December 2008, the Louisiana Division filed it$ TransLa annual rate stabilization clause with the 
Louisiana Public Service Commission (LPSC) for the test year ended September 30, 2008. The fXng resulted 
in an increase in operating income of $0.6 million and was implemented in April 2009. 

requesting an increase in  operating income of $3.9 million. The filing was for the test year ended Deceruher 31, 
2008. We anticipate final resolution of this proceeding by June 2009. 

Commission (MPSC) requesting an increase of $3.5 miltion. In January 2009, we withdrew this request after 
we were unable to reach a mutually agreeable settlement with the MPSC. 
GRIP Filings 

wide basis. However, this filing was onIy applicable to the City of D W  and the Mid-*rex environs and 
sought a $1 "8 uliUion increase for customers in those service areas. Rates were approved €or this f h g  in 
December 2008 and were implemented in January 2009. However, in April 2009, the City of Dallas challenged 
the legality of the implementation of the GRTP rates, which the Company is contesting in the District Courts 
of Dallas and Travis Counties. 

wide basis. However, this filing is applicable to the City of Dallas only and seeks a $2.7 million increase for 
customers in the City of Dallas. The City of Dallas has until July 10,2009 to either accept or object to the 
filing. If this filing is accepted, the rates will go into effect until such time that they are superseded by the 
statement of intent filed with the City o f  Dallas discussed below. 

Rate Case Filings 
In October 2008, our KentuckyMd-States Division filed a rate case with the Tennessee Re,.ulatory 

Autfiority seeking an increase in operating income of $6.3 ndlion. In Jan~mry 2009, the Consumer Advocate and 
Protection Division recommended a decrease in rates of $3.7 ndlion. In March 2009, a unanimous stipulation 
was filed and approved in the case. The paiZieS agreed to an increase in operating income of $2.5 million with a 
stated retuin on equity of 10.3 percent. The increase in rates was implemented in April 2009. 

In November 2008, the Mid-Tex Division filed a skitement of intent to increase operating income for 
customers within the City of Dallas by $9.1 million. The City of Dallas suspended the filing on December 10, 
2008 and denied the increase in March 2009. The Company has appealed the frling and in A p d  2009 we 
requested an increase in operating income of $7.5 miLon and concurrently filed for a statement of intent to 
increase operating income $1.3 million applicable to the Mid-Tex unincorporated areas. A final ruling by the 
Railroad Commission of Texas (RRC) is expected by October 2009. If the statement of intent applicable to the 

In March 2009, the Mid-Tex Division filed its second RRM with the Settled Cities. The filing requested 

In April 2009, the Louisiana Division filed its LGS annual rate stabilization clause with the LPSC 

In September 2008, we fied our Mississippi stable rate filing with the Mississippi Public Service 

In May 2008, the Mid-Tex Division made a GRIP f h g  seeking a $10.3 million increase on a system- 

In March 2009, the Mid-Tex Division made a G R P  filing seeking an $18.7 xniUion increase on a system- 
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City o€ Dallas is approved by the RRC, the new rates implemented could supersede the City of Dallas CJRZp 
rates discussed above. 

In April 2009, the KentuckyMid-States Division Bed an expedited rate case with the Viginia State 
Corporation Commission seeking an increase in operating income of $I "7 million Interim rates will be 
implemented subject to refund on May 1,2009. The application is currently in discovery with a final 
debi-mination expected in October 2009. 

Other Ratemaking Activitv 

In May 2007, OW Mid-Tex Division filed for a 36-month gas contract review F i g .  This filing was 
mandated by prior RRC orders and related to the prudency of gas purchases made Itom November 2003 through 
October 2006, which total approximately $2.7 billion. The intervening parlies recommended disallowances 
ranging from $58 million to $89 million. A hearing was held at the RRC in September 2008. In December 2008, 
a pmposal for decision was issued by the Hearing Examiner recommending no gas cost disallowance. In 
Fehruary 2009, the RRC approved the Hearing Exart~iner's recommendation to disallow no gas costs. 

Regulated Transmimion and Storage Segmciit 

Our regulated transmission and storage segment consists of the regulated pipeline and storage operations 
of the Atmos Pipeline - Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our 
Mid-Tex Division and third parties and manages five underground storage reservoirs in Texas. We also provide 
ancillary savices customary in the pipeline industry including parking and lending arrangements and sales of 
inventory on hand. 

impacted by seasonal weather patterns, competitive €actors in the energy industry and economic conditions in 
our service areas. Further, as the Atmos Pipeline -Texas Division operations supply all of the natural gas for 
our Mid-Tex Division, the results of this segment are highly dependent upon the natural gas requirements of 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Amos Pipeline Texas Division 
may be impacted by the timing of when costs and expenses are inctmed and when these costs and expenses 
are recovered through its tariffs. 

S i d a r  to our natural gaq distribution segment, our regulated transmission and storage segment is 

Review of Financial aid Operating Results 

Financial and operational highlights for OUT regulated transmission and storage segment for the three 
months ended March 31, 2009 and 2008 are presented below. 

Three Months Ended 
Mar& 31 

Mid-Tex transportation ....................... . . . . . . .  
Third-party transportation ............................. 
Storage and park and lend services ...................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
h o m e  before income taxes .......................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netincome ....................................... 

2009 2008 Change 
(In thousands, unless otherwise noted) 

$ 27,061 
23,846 
2,657 
5,670 

59,234 
24,905 
34,329 

283 
7,349 

27,263 
7,798 

$ 19,445 

$ 28,260 
18,229 
1,862 
3,089 

51,440 
21.378 
30,062 

209 
6,776 

23,495 
8,271 

$ 15,224 

!!i (1,199) 
5,617 

795 
238 I 
7,794 
3,527 
4,267 

74 
573 

3,768 

$ 4,241 

-.I" 

-- (473) 

(30s pipeline transportation volumes "- MMcf. . . . . . . . . . . . .  193,356 223,476 (30,120) 

Consolidated pipeline transportation voIumes - . r n c f . .  . . . . .  123,285 141,108 (17,823) 
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The $7.8 million increase in gross profit was attributable prirnarily to a $3.6 W o n  increase resulting 
from higher transportation fees on through-system deliveries due to market conditions and a $3.3 million 
increase frorn higher demand-based fees. The improvement in gross profit also reflects a $2.9 rniliion gain on 
the routine sale of excess gas during die quarter and a $1.4 million increase due to our 2006 and 2007 GRIP 
filings. These increases were partially offset by a $4.1 d i o n  decrease arising from lower city-gate, electrical 
generation, Barnett Shale and HUB deliveries. 

Operating expenses increased $3.5 million primarily due to increased employee and pipeline maintenance 

Results for the quarter also include the aforementioned $1.7 million tax benefit associated with updating 

costs. 

tile rates used to determine our deferred taxes. 

Recenf Ratenzaking Developrents 

In February 2009, the Atmos Pipeline - Texas Division made a GRIP filing seeking an increase in 
operating income of $6.3 million. The filing was approved by the RRC and a final order was issued i n  
April 2009. 

Natural Gas Marketing Segment 

Our natural gas marketing activities are conducted through Atmos Energy Marketing, LLC (AEM). AEM 
aggregates and purchases gas supply, arranges transportation and/or storage logistics and ultiniately delivers 
gas to our customers at competitive prices. To facilitate this process, we utilizx proprietary and customer- 
owned transportation and storage assets to provide the various services our customers request, including 
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas pice hedging through the use of financial 
instruments. As a result, our revenues arise from the types of commercial transactions we have structured with 
our customers and include the value we extract by optimizing the storage and transportation capacity we own 
or control as well as revenues received for services we deliver. 

Our asset optimization activities seek to maximize the economic value associated with the storage and 
transportation capacity we own OJ control. We attempt to meet this objective by engaging in natural gas 
storage transactions in which we seek to fiid and profit from the pricing differences that occur over time. We 
purchase physical natural gas and then sell financial instruments at advantageous prices to lock in a gross 
profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and 
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost 
alternative within the natural gas supplies, transportation and markets to which we have access. Through the 
use of transportation and storage services and financial instruments, we also seek to capture gross profit 
margin through the arbitrage of pricing differences that exist in various locations and by recognizing pricing 
differences that occur over h e .  

AEM conthually manages its net physical position to attempt to increase in the future the potential 
economic gross profit that was created when the orighal transaction was executed. Therefore, AEM may 
subsequently change its originaUy scheduled storage injection and withdrawal plans from one time period to 
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to 
accelerate the withdrawal of physical gas, it  will execute new financial instruments to economically hedge the 
original fmancial instruments. xf AEM elects to defer the withdrawal of gas, it will reset its financial 
instruments by settIing the original financial instruments and executing new financial instruments to 
correspond to the revised withdrawal schedule. 

our natural gas marketing storage activities. These financial instruments are marked to market each monrh 
based upon the NYMEX piice with changes in fair value recognimd as unrealized gains and losses in the 
period of change. The hedged natural gas inventory is marked to market at the end of each month based on 

We use fiincial instruments, designated as fair value hedges, to hedge our natural gas injfentory used in  
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the Gas Daily index with changes in fair value recognized as unrealized gains and losses in the period of 
change. Changes in the spreads between the forward natural gas prices used to value the financial hedges 
designated amenst our physical inventory and the market (spot) prices used to value our physical storage result 
io unrealized margins until the underlying physical gas is withdrawn and the related financial insmments are 
settled. Once the gas is withdrawn and the financial instruments are settled, the previously unrealized margins 
associated with these net positions are realized. 

after the execution of the original physical inventory hedge and to attempt to insulate and protect the economic 
value within its asset optimization activities. Changes in fair value associated with these financial instruments 
are recognized as a component of unrealized marn@.ns until they are settled. 

AEM also uses financial instruments to capture additional storage arbitrage oppoitunities that may arise 

Review of Financial and Operating Results 

Financial and operational hiflights for our natural gas marketing segment for the threz months ended 
March 31,2009 and 2008 are presented below. Gross profit margin consists primarily of margins earned liom 
the delivery of gas and related services requested by our customers and margins earned finm asset optimization 
activities, which are derived from the utilization oi' our proprietary ant1 managed third-party storage and 
transportation assets to capture favorabIe arbitrage spreads through natural gas trading activities. 

Unrealized margins represent the unreaIized $pins or losses on our net physical gas position and the 
related financial instruments used to manage commodity price risk as described above. These margins fluctuate 
based upon changes in the spreads between the physical (spot) and forward natural gas prices. Generally, if the 
physicallfinancial spread narrows, we will record unrealized gains or lower unreahzed losses. If the physicall 
financial spread widens, we will record unrealized losses or lower unrealized gains. The magnitude of the 
unrealized gains and losses is also contingent upon the levels of our net physical position at the end of the 
reporting period 

Three Months Ended 
March 31 

2008 Change 
(In thousands, unless otherwise noted) 

3 0 9  -- - 
Realized margins 

Delivered gas .................................... 
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Unrealized mar-' oms . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating income .................................. 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Nethcome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross wdtural gas marketing sales volumes - h%Mcf . . . . . . . . .  
Consolidated natural gas marketing sales volumes - MMcf. . . .  
Net physical position (Bcf) . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 23,165 
(2,073) 

21,092 
2,452 

23,544 
13,165 

10,379 
118 

3,461 

7,036 
3,688 

$ 3,-M8 

123.066 

104,973 

-- 

$ 26,195 
27,737 

53,932 
(37,600) 

16,332 
6,306 

10,026 
602 

2,002 

8,626 
3,347 

$ 5,279 

136,677 

120,023 

$ (3,030) 
(29,810) 

(32,840) 
40,052 

7,212 
6,859 

353 
(484) 

1,459 

(1,590) 
34 1 

$ (1,931) 

(13,611) 

( I  5,050) 

-- 

21.9 20.7 I .2 

The $7.2 million increase in our natural gas marketing segment's gmss profit was driven primarily by a 
$40.1 million increase in unrealized margins. This increase reflects lower volatility during the current quarter 
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compared with the prior-year quarter between current cash prices used to value o w  physical inventory and 
future natural gas prices, which influence the prices used to value the fmancial instruments used to hedge our 
physical inventory. 

The increase in unrealized margins was partially offset by a $29.8 million decrease in asset optimization 
margins. During the current quarter, as a result of falling current cash prices, AEM elected to defer storage 
withdrawals, reset the corresponding financial instruments and inject additional gas into storage to increase the 
potential gross profit it could realize in fume periods from its asset optimization activities. Accordingly, 
AEM's results for the quarter reflect lower realized gains €Tom storage withdrawals and the settlement of the 
associated financial instruments. Jn the prior-year quarter, AEM elected to withdraw storage and realize the 
corresponding storage withdrawal gains. 

In addition. delivered gas mar,+s decreased $3.0 million compared with the prior-year quarter largely 
attributable to a 10 percent decrease in gross sales volumes, primarily associated with lower industrial demand 
due to the current economic climate. Per-unit margins for the quarter were approximately two percent lower 
compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, increased $6.9 million primarily 
due to an increase in legal and other administrative costs. 

Economic Gross Profit 

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated 
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the 
associated financial instruments. This economic gross profit, combined with the effect of the future reversal of 
unrealized gains or losses currently recognized in the income statement is referred to as the potential gross 
profit.") The following table presents AEM's economic gross profit and its potential gross profit at March 3 1, 
2009, December 31, 2008 and September 30,2008. 

Associated Net 
Net Physical Economic Unrealized Potential Cross 

Period Ending Posifioo Gross Profit Gain Profit(') 
(s4 flu millions) (In millions) (In millions) 

March 31,2009 . . . . . . . . . . . . . . . . . . .  21.9 $33.4 $ 2.4 $3 1 .O 
December 31,2008.. . . . . . . . . . . . . . . .  16.3 $20.7 $ 4.8 $15.9 
September 30,2008 . . . . . . . . . . . . . . . .  8.0 $48.5 $36.4 $12.1 

( I )  Potential gross profit represents the increase in AE;M'S gross profit in future periods if its optimization 
efforts are executed as planned This amount does not include storage and other operating expenses and 
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti- 
mated increase in future net income. There is no assurance that the economic gross profit or the potential 
gross profit will be fully realized io the future. We consider this measure a n0n-GA.A.F' financial measure 
as it is calculated using both forward-looking storage injectiodwithdrawal and hedge settlement estimates 
and historical financial information. This measure is presented because we believe it provides our investors 
a more comprehensive view of our asset optimization efforts and thus a better understanding of these activ- 
ities than would be presented by GAAP measures alone. 

As of March 3 1,2009, based upon AEM's planned inventory withdrawal schedule and associated planned 
setdement of finaricial instruments, the economic gross profit was $33.4 million. This amount will be reduced 
by $2.4 million of net unrealized gains recorded in the financial statements as of March 3 I ,  2009 that will 
reverse when the inventory is withdrawn and the accompanying financial instruments are settled Thereroore, 
the potential gross profit was $3 1 .0 d i o n  at March 3 1, 2009. 

to $31 -0 million. In the frst quarter, AEM withdrew gas and substantially realized the associated potential 
gross profit reported as of September 30, 2008, Since that time, as a result of i a l h g  current cash prices, AElM 

During the six months ended March 3 1,2009, AEM increased its potential gross profit by $1 8.9 million 
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has been deferring storage withdrawals and has been a net injector o€ gas into storage to increase the potential 
gross profit it could realize in future periods from its asset optimization activities. As a result of these 
activities, AEM has increased its net physical position by 13.9 Bcf since September 30, 2008. However, the 
captured spreads on these positions have been lower than those captured as of September 30, 2008, resulting 
in a lower economic gross profit compared to that time, but higher than the economic gross profit of 
$10.8 miJJion as of March 31, 2008. "his decrease from September 2008 to March 2009 was partially offset 
by lower unrealized gains associated with these positions primarily due to lower current cash prices. 

The economic gross profit is based upon planned storage injection and withdrawal schedules and i ts  
realization is contingent upon the execution of this plan, weather and other execution factors. Since AEM 
actively manages and optimizes its pordolio to attempt to enhance the future profitability of its storage 
position, it may change its scheduled storage injection and withdrawal plans from one time period to another 
based on market conditians. Therefore, we cannot ensure that the economic gross profit or the potential gross 
profit calculated as of Mach 31, 2009 will be fnlIy realized in the future nor can we predict i n  what time 
periods such realization may occuro Fui-ther, if we experience operational or other issues which limit our abiity 
to optimally manage our stored gas positions, our earnings could be adverseIy impacted. Assuming AEM fully 
executes its plan in place on March 3 1, 2009, without encountering operational or other issues, we anticipate 
that approximately $1 million of the potential gross prafit as of March 3 1 ,  2009 will be recognized in fiscal 
2009 with the remaining $30 millian expected to be recognized during the first six months of fiscal 2010. 

Pipeline, Storage and Other Segment 

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and 
Storage, LLC (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana Tiis 
pipeline is primarily used to aggregate gas supply for our regulated natural gas distribution division in 
Louisiana and for AEM, but also provides limited third party transportation services. 

APS also engages in asset optimization activities whereby it seeks to maximize the economic value 
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are 
asset management plans with regulated affiliates of the Company which have been approved by applicable 
state regulatory commissions. Generally, these asset management plans require APS to share with our regulated 
customers a portion of the profits earned from these arrangements. 

Further, APS owns or has an interest in  underground storage fields in Kentucky and Louisiana that are 
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet 
customer demand during peak periods. Fmally, APS manages our natural gas gathering operations, which were 
limited in nature as of March 3 1, 2009. 

Results for this segment are impacted piimarily by seasonal weather patterns and volatility in d e  natural 
gas markets. Additionally, this segment's results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 



Review of Financial and Operating Rcsults 

Financial and operational highlights for our pipeline, storage and other segment for the three months 
ended March 31, 2009 and 2008 are presented below. 

Three Months Ended 
March 31 

2009 2008 Change 
(In thousands) 

Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $15,157 $6,604 $8,553 
Storage and transportation services 3,312 3,895 (583) 
otho: 350 1,113 (763) 
IJnsealized margins ..................................... (8,203) (I ,928) (6,275) 

Gross profit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,616 9,684 932 

--- 

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

-- 

Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,591 2,227 364 - - 
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,025 7,457 568 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,060 1,942 118 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  677 524 153 I n t e r e s t ~ ~ e s  

Income before income taxes ............................. 9,408 8,875 533 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,794 3,500 1,294 

Netincome.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4,614 $5,375 $ (761) 

Gross profit from our pipeline, storage and other segment increased $0.9 million primarily due to an 
$8.6 million increase in asset optimization margins resulting from larger realized gains from the settlement of 
financial positions associated with storage and trading activities and basis gains earned from utilizing 
controlled pipeline capacity. These increases were partially offset by a $6.3 million decrease in unrealized 
margins associated with our asset optimization activities due to a widening of the spreads between current 
cash prices and forward natural gas prices. 

--- 

-- - - 
--- --- 

Operating expenses for the three months ended March 31, 2009 were consistent with the prior-year quarter. 

i 
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Six Months Ended March 31, 2009 compared with Six Months Ended March 31,2008 

Natural Gas Distribution Segment 

Review of Financial and Operating Results 

Financial and operational highlights for our natural gas distribution segment for the six months ended 
March 3 1, 2009 and 2008 are presented below. 

Si Months Ended 
March 31 

2009 2008 Cllanre 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses. . . . . . . . . . . . . . . . . . . . . I . . . . . . . . . . . . 
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . 
Miscellaneous income. . . . . . . I . I . I . . . . . - . . . . . , . . . . . . 
Interest charges. . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . , . . . 
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Net income . . . . . . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . l l l .  

Consolidated natural gas distribution sales volumes - MMcf. . . 
Consolidated natural gas distribution transportation 

volumes - MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

., 
(In thousands, uuletis otherwise noted) 

$665,464 
379,23 1 

286,233 
3,956 

61,708 

228,481 
76,772 

$1 5 1,709 

21 3,006 

69,397 

$630,724 
369,709 

261,015 
4,146 

60,298 

204,863 
79,043 

$125,820 

220,3 3 5 

-- 

73,479 

$ 34,740 
9,522 

25,218 
(190) 

1.410 

23,618 
(2927 1) 

$ 25,889 

(7,329) 

(4,082) 

Total consolidated natural gas distribution 
throughput - MMcf . . . . . . . . . . . . . . . . . . . I . . . . . 282,403 293,814 (1 1,411) 

revenue perMcf . . . " .  . . . . . . . . . . . . . . . . . . . . , . . " .  . . . . $ 0.44 $ 0.02 

Mcfsold.. . . .  . . .  ... . . . .  . . m e n  I _..._.. . . . . . . .  . . . . .  $ 7.61 $ 8.26 $ (0.65) 

Consolidated natural gas distribution average transportation 

Consolidated natural gas distribution average cost of gas per 

The following table shows our operating income by natural gas distribution division, in order of total 
customers served, for the six months ended March 31, 2009 and 2008. The presentation of our nalwal gas 
distribution operating income is included for financial reporting purposes and may not be appropiate for 
ratemaking purposes. 

$ 0.46 

Six Months Ended 
March 31 

(In thousands) 
2009 2008 Change 

Mid-Tex . I . I , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $133,052 
Kentucky/Mid-States . . . . . . . _ . . . . . . . . . . . . . l . . . . l . . . . . .  46,429 
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  " " . " " . . " . .  34,366 
West Texas , . . . , . . . . . . . . . . . . . . . I . . . . . . . . . . . . . . . . 22,819 
Mississippi . . ~ . . . . . . . . . . . . . . . , . . . . . I - . . . . . . . . . . . . 25,206 
Colorado-Kansas . . . . . . . . - . . . . . . . . . . . . . . . . . . . . . . . . . ~ 22,224 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,137 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $286,233 

$122,704 
44,043 
31,168 
13,895 
24,343 
22,224 
2,638 

$261 ,O 15 

$10,348 
2,386 
3,198 
8,924 

863 

The $34.7 million increase in natural gas distribution gross profit primarily reflects a net $37.2 million 
increase in  rates. The net increase io rates was attributable primarily to the Mid-Tex Division, which increased 
$27.8 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all 
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incoyorated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments for 
customers in the City of Dallas. The current year period also reflects a $9.4 million increase in rate 
adjustments primarily in Georgia, Kansas, Louisiana and West Texas. ?%e increase in gross profit also reflects 
the reversal of a $7.0 million uncollectible gas cost accrual recorded m a prior year and an $8.3 million 
inmease attributable to a non-recurring update to our estimate €or gas delivered to customers but not yet billed 
to reflect changes in base rates in sevaal of our jurisdictions recorded in the fiscal first quarter. These 
increases in gross profit were partially offset by a $14.8 million decrease as a result of a four percent decrease 
in distribution throughput primarily associated with lower residential and commercial consumption and warmer 
weather i n  our Colorado service area, which does not have weather-normalized rates. 

Partially offsetting these increases was a decrease of approximately $9.2 million in revenue-related taxes 
primarily due to lower revenues, on which the tax is calculated, in the current-year period compared to the 
prior-year period. Thh decrease, combined with a $7.3 million period-over-period increase in the associated 
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in 
a $1 6.5 million decrease in operating income when cornpared with the prior-year period. 

depreciation and amortization expense and taxes, other than income, increased $9.5 million. 

prirnady due to lower legal, fuel and other administrative costs. These decreases were partially offset by a 
$2.1 million noncash charge in the first quarter of fiscal 2009 to impair certain availablefor-sale investments 
due to the recent deterioration of the financial markets. 

Depreciation and amortization expense increased $8.7 million for the current-year period compared with 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased $4.7 million, 

six months ended March 3 1, 2008. The increase prirnmily was attributable to additional assets placed in 
service during the current-year period. 

Wesf Texas Division. 
Results for the prior-year period also included a $1.2 million gain on the sale of irrigation assets in our 

Xnterest charges aUocated to the natural gas distribution seawent increased $1.4 million due to higher 
average short-term debt balances, interest rates and commitment fees experienced during the current-year 
period compared to the prior-year period. These increases are associated with the recent adverse conditions in 
the credit markets. 

Results for the current-year period include the aforementioned $10.5 d i o n  tax benefit associated with 
updating the rates used to determine our deferred taxes. 
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Regulated Transmission and Storage Segment 

Revim of Financial and Operding Residt,s 

Financial and operational highlights for our regulated transmission and storage segment for the six months 
ended March 31, 2009 and 2008 are presented below. 

Six Months Ended 
March 31 

Mid-Tex transportation ............................... 
Third-party transportation ............................. 
Storage and park and lend services ...................... 
Other ............................................ 
Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income tares .......................... 
'Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2009 2008 change 
(In thousands, unless otherwise noted) 

$ 51,413 $ 50,648 $ 765 
49,212 36,461 12,751 
5,014 3,90 1 1,113 
8,277 5,476 2,801 

113,916 96,486 17,430 
60,217 44,170 16,047 

53,699 52,3 16 1,383 
1,098 383 715 

13,847 1,581 15,428 

39,369 38,852 51 7 
12,243 13,781 (1,538) 

-I 

x- - 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 27,126 $ 25,071 $ 2,055 

Gross pipeline transportation volumes - MMcf. . . . . . . . . . . . .  385,528 412,340 (26,812) 

Consolidated pipeline transportation volumes-MMcf . . . . . . .  259,143 277,308 (18,165) 

The $17.4 million increase in gross profit was attributable primarily to a $7.6 miIIioo increase resulting 
from higher transportation fees on through-system deliveries due to market conditions and a $6.4 million 
increase from higher demand-based fees. The improvement in ,mss profit also reflects a $2.9 million gain on 
the sale of excess gas during the current-year period and a $2.7 million increase due to our 2006 and 2007 
GRI'P fdings. These increases were partially offset by a $3.4 million decrease associated with lower city-gate, 
electrical generation, Barnett Shale and HUB deliveries. 

Operating expenses increased $16.0 million primarily due to increased employee and pipeline mainte- 

Results for the current-year period also include the aforementioned $1.7 million tax benefit associated 

nance costs. 

with updating the rates used to determine our deferred taxes. 
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Natural Gas Marhting Segment 

Review of Fitmicia1 and Operating Results 

Financial and operationd highlights for our natural gas marketing segment for the six months ended 
March 31, 2009 and 2008 are presented below. 

Six Months Ended 
March 31 

2008 Change 
(In thousands, unless otherwise noted) 

2009 ~ _ I  ~ 

Realized margins 
Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  !& 41,718 
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,866 

76,584 
Unrealized margns . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (23,017) 

Gross profit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53,567 
Operating expenses. ................................. 22,675 

Operating income .................................. 30,892 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41 9 
Interest charges. .................................... 7,363 

Income before income taxes .......................... 23,948 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,025 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 13,923 

Gross nataral gas marketing safes volumes - MMcf . . . . . . . . .  233,724 

Consolidated natural gas marketing sales volumes - MMcf. . . .  198,281 

21.9 

-- 

Net physical position (Bcf) ............................ 

$ 44,368 
27,212 

71,580 
(9,285) 
62,295 
17,570 

44,725 
1,398 
3,3 16 

42,807 
16,928 

$ 25,879 

245,386 

21 6,229 

20.7 

$ (2,650) 
7,654 

5,004 
(13,732) 

(8,728) 
5,105 

(1 3,833) 

(979) 
4,047 

(18,859) 
~- (6,903) 

$(11,956) 

(1 1,662) 

(1 7,948) 

1.2 

-~ 

The $8.7 million decrease in our natural gas marketing segment’s gross profit was driven primarily by a 
$1 3.7 million decrease in unrealized margins. This decrease reflects higher volatility during the current period 
between current cash prices used to value our physical inventory and future natural gas prices, which iduence 
the prices used to value the financial instruments used to hedge our physical inventory. 

Additionally, realized delivered gas margins decreased hy $2.7 million. The decrease was largely 
attributable to a five percent decrease i n  gross sales volumes primarily associated with lower industrial demand 
due to the current economic climate combined with a one percent decrease in per-unit margins, compared with 
the prior-year period. 

The decrease in unrealized margins and delivered gas margins was partially offset by a $7.7 million 
increase in asset optimization margins. During the fist quarter of fiscal 2009, AEM withdrew physical storage 
inventory and realized the spreads i t  had captured during Gscd2008 as a result of deferring storage 
withdrawals and increasing the spreads associated with those physical positions. These gains were partidy 
ofhet by the margin loss incurred in the second quarter as a result of deferring storage withdrawals and 
injecting gas into storage. In the prior-year period, AEM deferred storage withdrawals from the first quarter 
into the second quarter, .and recognized the storage withdrawal gains during the second quarter of fiscal 2008. 

Operating expenses, which include operation and maintenance expense, provision for doubtfiIl accounts, 
depreciation and amortization expense and taxes, other than income taxes, increased $5.1 million primariIy 
due to an increase in legal and other administrative costs partially offset by the absence in  the current year of 
$2.4 million related to tax matters incuired in the prior-year period. 
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Pipeline, Storage and Other Segment 

Review of Financial and Operating Results 

Financial and operational highlights for our pipelime, storage and other segment for the six months ended 
March 31, 2009 and 2008 are presented below. 

Asset optimization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Storage and transportation services. . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealized margins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross profit ......................................... 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income .................................... 
Miscellaneous income .................................. 
interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. ............................ 
Tncome tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netincome ......................................... 

Six Months Ended 
March 31 

2009 200s Change 
(In thousands) 

$20,624 $ 6,374 $14,250 

6,627 7,023 (396) 
1,339 1,840 (501 ) 

(5,429) 445 (5,874) 

- -- - 

- - _ I _  

23,161 15,682 7,479 
4,416 4,258 158 

18,745 11,424 7,321 
4,221 3,970 251 
1,413 1,223 190 

21,553 14,171 7,382 
9,345 5,604 3,741 

$12,208 $ 8,567 $ 3,641 

- -- - 

--- 

--- 
--- --- 

Gross profit from our pipeline, storage and other segment increased $7.5 million primarily due to a 
$14.3 million increase in asset optimization mara@ns as a result of larger realized gains from the settlement of 
financial positions associated with storage and trading activities, basis gains earned from utilizing controlled 
pipeline capacity and higher margins earned under asset management plans during the current-year period 
compared with the prior-year period. These increases were partially offset by a $5.9 million decrease in 
unrealized mara* associated with our asset optimization activities due to a widening of the spreads between 
current cash prices and forward natural gas prices. 

Operating expenses for the six months ended March 3 1, 2009 were consistent with the prior-year period. 

Liquidity and Capital Resources 

The liquidity required to fund our working capital, capital expenditures and other cash needs is provided 
from a variety of sources including internally generated funds and borrowings under our commercial paper 
program and bank credit facilities. Additionally, we have various uncommitted wade credit lines with our gas 
suppliers that we utilize to purchase natural gas on a monthly basis. Finally, from time to time, we raise funds 
from the public debt and equity capital markets to fund our liquidity needs. 

The primary means we use to fund our working capital needs and growth is to utilize internally generated 
funds and to access the cammercial paper markets. Recent adverse developments in global financial and credit 
markets have made it more diffrculr and more expensive for the Company to access the short-term capital 
markets, including the commercial paper market to satisfy our liquidity requirements. Consequently, during 
the first quarter, we experienced higher than normal boil-owings under our five-year credit facility used to 
backstop our commercial paper program in lieu of commercial paper borrowings to fund our working capital 
needs. However, subsequent to the end of the first quarter, credit market conditions improved, both as to 
availability and interest rates, and we have been able to access the commercial paper markets on more 
reasonably economical terms. At March 3 1, 2009, there were no borrowings or commercial paper outstanding 
under this facility and $566.7 d o n  was available. 
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On March 26,2009, we closed our offering of $450 million of 8.50% senior notes due 2019. Most of the 
net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured senior 
notes, which, on March 30,2009, were called for redemption on April 30, 2009, prjor to their October 2009 
maturity. In connection with the repayment of the $400 million 4.00% unsecured senior notes, we paid a 
$6.6 million call premium in accordance with the terns of the senior notes and accrued interest of 
approximately $0.6 million. The remaining net proceeds will be used for general corporidte purposes. 

During the six months ended March 31, 2009, we increased our liquidity sources in various ways. In 
October 2008, we replaced our fonner $300 million 364-day committed crdit facility with a new facility that 
will allow borrowings up to $21 2.5 million and expires in October 2009. In December 2008, we converted 
AEMs former $580 d i o n  uncommitted credit facility to a $375 million committed a d i t  facility that will 
expire in December 2009. Effective April 1,2009, we exercised the accordion feature of this facility to 
increase the credit available under the facility to $450 million. In addition, we replaced OUJ' $18 million 
unsecured committed credit facility that expired in March 2009 with a $25 million unsecured facility effective 
April 1,2009. As a result oi executing these new agreements, we will have a total of approximately $1.3 billion 
available to us under four c o d t t e d  credit facilities beginning April 1,2009. As of March 31,2009, the 
amount available to us under our credit facilities, net of outstanding letters of credit, was approximately 
$998 million. 

We believe tbe liquidity provided by our senior notes and committed credit facilities, combined with our 
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program fox 
the remainder of fiscal 2009. 

Cash Flows 

Our internally generated funds may change in the future due to a number of factors, some of which we 
cannot control These include remylatory changes, prices for our products and services, demand for such products 
and services, margin requirements resulting &om significant changes in commodity prices, operational risks and 
other factors. 

Cash flows from operaling activities 

Period-over-period changes in our operating cash flows primarily are attributable to changes in net 
income and working capital changes, particularly within our natural gas distribution segment resulting from 
the price of natural gas and the timing of customer collections, payments for natural gas purchases and 
deferred gas cost recoveries. 

For the six months ended March 31,2009, we generated operating cash flow of $614.6 million from 
operating activities compared with $479.2 million for the six months ended March 31,2008. Period over 
period, the $1 35.4 million increase was attributable primarily to the favorable impact on our working capital 
due to the decline in natural gas prices in the current year compared to the prior-year pexiod which increased 
operathg cash flow by $61.2 million, coupled with a $51.9 rnill.ion increase due to the favorable timing in the 
recovery of gas costs during the current year. 

Cash flows porn itwesting activities 

In recent years, a substantial polzion of our cash resources has been used to fund growth projects, our 
ongoing construction program and improvements to information technology systems. Our ongoing construction 
program enables us to provide natural gas distribution services to our existing customer base, expand our natural 
gas distribution services into new markets, enhance the integity of our pipelines and, more recently, expand our 
intrastate pipeline network. To executing our current rate strategy, we are directing discretionary capital spending 
to jurisdictions that permit us to earn a timely return on our investment. Currently, OUT Md-'rex, Louisiana, 
Mississippi and West Texas natu.ral gas distribution divisions and our Amos Pipeline - Texas Division have rate 
designs that provide the oppormnity to include in their late base approved capital costs on a periodic basis 
without heing required to Gle a rate case. 

I 
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Capital expenditures for fiscal 2009 are expected to range from $500 million to $515 &Eon. For the 
six months ended March 31, 2009, cilpital expenditures were $221.3 million compared with $198.7 million for 
the six months ended March 31, 2008. The increase in capital spending primarily reflects spending for a 
nonregdated growth project and the construction of a pipeline extension in our regulated operations. 

Cash flows from financing activities 

For the six months ended March 31, 2009, our financing activities provided $46.0 m a o n  compared with 
a use of cash of $198.4 W o n  in  the prior-year period. Our significant financing activities for the six months 
ended March 31,2009 and 2008 are summarized as follows: 

On March 26, 2009, we issued $450 million of 8.50% senior notes due 2019. The effective interest rate 
of this offering, inclusive of all debt issue costs, was 8.74 percent. After giving effect to the settlement 
of our $450 million Treasury lock agreement on March 23, 2009, the effective rate on these senior 
notes was reduced to 8.69 percent. Most of the net proceeds of approximately $446 million were used 
to repay our $400 million unsecured 4.00% senior notes, which were called on March 30, 2009 for 
redemption on April 30,2009. 

During the six months ended March 31,2009, we decreased our bolrowings by a net $353.5 million 
under our short-term credit facilities compared with $150.6 million in  the prior-year period. The 
reduction in the net borrowings reflects the tiruing of the use of our line of credit to finance natural gas 
purchases and working capital. 

We repaid $0.6 million of long- term debt during the six months ended March 31,2009 compared with 
$2.3 million during the six months ended March 31, 2008. Payments in both periods reflected regularly 
scheduled payments in accordance with our various debt agreements. 

Jhring the six months ended March 31, 2009, we paid $60.4 million in cash dividends compared with 
$58.4 million for the six months ended March 31, 2008. The increase in dividends paid over the prior- 
year period reflects the increase in our dividend rate from $0.65 per share during the six months ended 
March 31, 2008 to $0.66 per share during the six months ended March 31, 2009 combined with new 
share issuances under our various equity plans. 

During the six monas ended March 3 1,2009, we issued 0.6 million shares of common stock under our 
various equity plans, which generated net proceeds of $1 2.4 million. In  addition, we issued 0.5 &on 
shares of common stock under our 1998 Long-Term Incentive Plan. 

The following table summarizes our share issuances for the six months ended March 31, 2009 and 2008. 
Six Months Ended 

March 31 
2009 2008 

Shares issued: 
Direct Stock Purchase Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  220,361 203,025 
Retirement Savings Plan and Trust .............................. 330,990 268,712 
1998 Long-Term Incentive Plan ................................ 579,990 343,500 

1,590 1,602 

Total shares issued ........................................ 1,132,931 816,839 

Outside Directors Stock-for-Fee Plan. ............................ 

Credit Facilities 

Our short-term borrowing requirements are affected by the seasonal nature of the natural gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply to meet our customers' 
needs cuuld significantly affect OUT borrowing requirements. However, our short-term borrowings reach their 
highest levels in the winter months. 
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We fiance our short-tern borrowing requirements through a combination of a $566.7 W i o n  commercial 
paper pro,.;Illm and four committed revolving credit facilities with third-party lenders that provide approximately 
$1.2 billion of worbing capital funding. As of March 31,2009. the amount available to us under our credit 
facilities, net of outstanding letters of credit, was approximately $998 million These facilities are described in 
further detail in Note 5 to the unaudited condensed consolidated ijiancial statements. 

Shelf Registration 

On March 23,2009, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in common stock and/or debt securities available for 
issuance, including approximately $450 million of capacity carried over from our prior shelf registration 
statement filed with the SEC i n  December 2006. Immediately following the f i g  of the registration statement, 
we issued $450 million of 8.50% senior notes due 2019 under the registration statement. Most of the net 
proceeds of approximately $446 million were used to repay our $400 million unsecured 4.00% senior notes, 
which were called on March 30,2009 for redemption on April 30, 2009. 

As of March 31,2009, we had $450 million of availability remaining under the registration statement. 
However, due to certain restrictions placed by one state regulatory commission on our ability to issue 
securities under the registration statement, we now have remaining and available for issuance a total of 
approximately $300 million of equity securities and $150 million of subordinated debt securities. 

Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to 
the cost of such financing. In determining our credit ratings, the rating agencies consider a number of 
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt, 
operating cash flow coverage of interest and pension liabilities and funding statas. Tn addition, the rating 
agencies consider qualitative factors such as consistency of our earnings over time, the quality of our 
management and business strategy, the risks associated with our regulated and nonregulated businesses and the 
regulatory structures that govern our rates in the states where we operate. 

Our debt is rated by three mting agencies: Standard & Poor’s Corporation (SLkP), Moody’s Investors 
Service (Moody’s) and Fitch Ratings, Ltd. @itch). In December 2008, S&P upgraded our credit rating from. 
BBB to BBB+ and afEirmed a stable outlook S&P cited improved financial performance and rate case 
decisions that have increased cash flow as the key drivers for the upgrade. In January 2009, Moody’s changed 
our rating outlook from stable to positive. Additionally, our credit rating is currently under review for a 
possible upgrade by Moody’s. Etch still maintains its stable outlook. Our current debt ratings are all 
considered investment grade and are as follows: 

S&P Moody’s Pitch ~~- 
Unsecured senior long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  BBB+ Baa3 BBB+ 
Conrmercialpaper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A-2 P-3 F-2 

A sigmficant degradation in our operating performance or a significant reduction in our liquidity caused 
by more lirnited access to the private and public credit markets as a result of the recent adverse global 
financial and credit conditions could trigger a negative change in our ratings outlook OT even a reduction in 
OUT’ credit ratings by the three credit rating agencies. This would mean more limited access to the private and 
public credit markets and an inciease in the costs of such borrowings. 

A credit rating i s  not a recommendation to buy, sell or hold securities. The highest investment gade 
credit rating for S&P is AAA, Moody’s is Aaa and Fitch is AAA. The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is Baa3 and Fitch is BBB-. Our credit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be 
no assurance that a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in its jud,went, circurnstances so wai-rant 
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Debt Covenants 

We were in compliance with all of our debt covenants as of March 31,2009. Our debt covenants are 
described in greater detail in Note 5 to the unaudited condensed consolidated riancial statements. 

Capitalization 

2008: 
The following table presents our capitalization as of March 31,2009, September 30, 2008 and March 31, 

March 31,2009 September 30,2008 March 31,2008 
on thousands, except percentages) 

Short-term debt . . . . . . . . . . . . . . . $ .- -% $ 350,542 7.7% $ - -% 

Long-term debt . . . . . . . . - .  . . . . . 2,569,366 54.1% 2,120,577 46.9% 2,128,149 50.0% 
Shareholders’ equity. . . . . . . . . . . . 2,178,494 45.9% 2,052,492 45.4% 2,125,993 - 50.0% 

Total capitalization. . I . . . , . . . . . . 100.0% $4,523,611 - 100.0% $4,254,142 - 100.0% $4,747,860 
_I_ - - 

Total debt as a percentage of total capitalization, including short-term debt, was 54.1 percent at March 31, 
2009, 54.6 percent at September 30, 2008 and 50.0 percent at March 31, 2008. Our ratio of total debt to 
capitalization is typically greater during the winter heating season as we incur short-term debt to fund natnral 
gas purchases and meet our working capital requirements. The increase in the debt to capital ratio compared 
to March 3 I ,  2008 is due to the timing of the repayment of our $400 million unsecured 4.00% unsecured 
senior notes. Had we repaid the notes as of March 31, 2009, our total-debt-to-capital ratio would have been 
49.9 percent. We intend to maintain our debt to capitalization ratio in a target range of 50 to 55 percent 
through cash flow generated from operations, continued issuance of new common stock under our Direct Stock 
Purchase Plan and Retirement Savings Plan and access to the equity capital markets. 

Contractual Obligations and Commercial Commitments 

financial statements. There were no significant changes in our contractual obligations and commercial 
commitments during the six months ended March 31, 2009. 

In February 2008, Atmos Pipeline and Storage, LLC announced plans to construct and operate a salt-cavern 
gas storage project in Fr& Parish, Louisiana The project, located near several large interstate pipelines, 
includes the development of three 5 billion cubic feet (Bcf) caverns for a total of 15 Bcf of working gas storage, 
with six-turn injection and withdrawal capacity. Testing of the salt core samples was completed in rvZarch 2009 
which showed favorable conditions for development. We have filed a 7C application with the Federal Energy 
Regulatory Commission (FERC) to constrnct and operate the project and expect approval of this request in 
June 2009. Finally, we have engaged the services of an investment bank to assist us in determining the optimal 
ownership and/or development alternatives f a  this project, which is still in process. 

Significant commercial commitments are described in Note 8 to the unaudited condensed consolidated 

Risk Management Activities 

We conduct. risk management activities through our natural gas distribution, natural gas marketing and 
pipeline, storage and other segments. In our natural gas distribution segment, we use a combination of physical 
storage, fixed physical contracts and fixed financial contracts to reduce our exposure to unusually large winter- 
period gas price increases. 

In our natural gas marketing and pipeline, storage and other segments, we manage our exposure to the 
risk of natural gas price changes and lock in our gross profit margin through a combination of starage and 
financial instruments, including futures, over-the-counter and exchange-traded options and swap contracts with 
counterparties. To the extent our inventory cost and actual sales and actual purchases do not correlate with the 
changes in the market indices we use in OW hedges, we could experience ineffectiveness or the hedges may no 
longer meet the accounting requirements for hedge accounting, resulting in the financial instruments being 
treated as mark to market instruments through earnings. 
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The following table shows the components of the change in fair value of our natural gas distribution 
segment’s iinancial instruments for the three and six months ended March 31,2009 and 2008: 

Thee Months Ended Six Months Ended 
March 31 

II_ March 31 . --.--I 
2009 2008 2009 BO8 

(In thousands) 
-- 

Fair value of contracts at be,oinning of period. . . . .  $(51,314) $(21,528) $ (63,677) $(21,053) 
Contracts realizedlsettled . . . . . . . . . . . . . . . . . .  (47,231) (4,972) (100,996) (27,310) 

Other changes in value. . . . . . . . . . . . . . . . . . . .  76,405 34,604 146,816 58,148 
. . . . . . . . . . . . . . . .  Fair value of new contmcts. 277 1,40 I (4,006) (280) 

- -- -- 
Fair value of contracts at end of period . . . . . . . . .  $ 9,505 $ (21,863) $ 9,505 

‘I%e fair value of our natural gas dislribution segment’s financial instruments at March 31, 2009 is 
presented below by time period and fair value source: 

Fair Value of Contracts at March 31,2009 --.- 
Maturity in Years 

Greater Total Fair 
Less than 1 1-3 4-5 than 5 Value - - - -  

(in tbOWdnds) 
Source of Fair Value 

Prices actively quoted ...................... $(21,859) $(4) $-- $-- $(21,863) 
Prices based on models and other valuation 

TotalFairValue.. ......................... $(21,859) $(4) & e $(21,863) 

The following table shows the components of the change in fair value of our natural gas marketing 

Six Months Ended 

- - -  - - .... . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - - -  methods 

- - - -  

segment’s €inancial instruments for the three and six months ended March 3 1, 2009 and 2008: 
Three Months Ended 

March 31 ~ - -  March 31 
2009 2008 2809 2008 ---- 

(In thousands) 

Fair value of contracts at beginning of period. . . . . .  $(28,598) $51,859 $ 16,542 $ 26,808 
Contracts realizedsettled . . . . . . . . . . . . . . . . . . .  6,972 (46,331) (13,275) (41,256) 
Fair value of new contracts - -_ -. -- 
Other changes in value. .................... (11,020) (28,503) (35,913) (8,527) 

Fair value o€ contracts at end of period . . . . . . . . . .  (32,646) (22,975) (32,646) (22,975) 
Netfing of cash collateral. .................... 79,098 29,591 79,098 29,591 

Cash coflateral and fair value of contracts at period 
end . .  ................................. $46,452 $ 6,616 $46,452 $ 6,616 

. . . . . . . . . . . . . . . . .  
-- - - 

---- 

---- 
The €air value of our natural gas marketing segment’s financial instruments at March 31, 2009 is 

presented below by time period and fair value source: 
Fair Value nf fintracts at March 31,2009 ____ 

Source of Fair Value 

Maturity in Years 
Greater Total Fair 

Lessthan 1 1-3 4-5 than5 Value - - - - -  
(In thousands) 

Prices actively quoted .................... $(42,372) $9,726 $- $- $(32,646) 
Prices based on models and other valuation 

TotalFairValue ........................ $(42,372) $9,726 $- $- $(32,646) 

- - -  - -- - - -_ 11-1 -- ............................ methods 

- - - - -  - - -  
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Pension and Postretirement Benefits Obligations 

EBFective October 1,2008, the Company adopted the requirement under SFAS 158, Ernplo-yers' Accolulting 
for Depned Bencjit Pcilsion and Other Pmtriiireineit Plans, an at~iendnzs21 of FASB Statements No. 87, 88, 106, 
and 132(R), that the measurement date used to determine our projected benefit and posfretirement obligations 
and net periodic pension and postretirement costs must correspond to a fiscal year en& In accordance with the 
transition rules, the impact of changing the measurement date h m  June 30,2008 to September 30,2008 
decreased retained earnings by $7.8 million, net of tax, decreased the unrecogrkzed actuarial loss by $9.0 million 
and increased our postretirement liabilities by $3.5 million. 

September 30, 2008, interest and corporate bond rates utilized to determine our discount rates, were 
significantly higher than the interest and corporate bond rates as of June 30, 2007, the measurement date for 
our fiscal 2008 net periodic cost. Accordingly, we increased our discount fate used to determine our fiscal 
2009 pension and benefit costs to 7.57 percent. We maintained the expected Ietuin on our pension plan assets 
at 8.25 percent, despite the recent decline in the financial markets as we believe this rate reflects the average 
rate of expected earnings on plan assets that will fiind our projected benefit obligation. Although the fair value 
of our plan assets has declined as the financial markets have declined, the impact of this decline is mitigated 
by the fact that assets are "smoothed" for purposes of determining net periodic pension cost Accordingly, 
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for 
our Pension Account Plan, OUT largest funded plan. Therefore, our fiscal 2009 pension and postretirement 
medical costs were materially the same as in  fiscal 2008. 

was $24.1 million and $23.9 million. Those costs relating to our natural gas distribution operations are 
recoverable through om gas distribution rates; however, a portion of these costs is capitaLized into our 
distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

plans as of January 1, 2009. Based upon this valuation, we expect we will be required to contribute less than 
$25 million to our pension plans by September 15,2009. The need for this funding reflects the decline in the 
fair value of the plans' assets resulting from the unfavorable market conditions experienced during the latter 
half of calendar year 2008. This contribution will increase the level of ow plan assets to achieve a desirable 
PPA funding threshold. With respect to our postretirement medical plans, we anticipate contributing a total of 
approximately $10 million to these plans during fiscal 2009. 

The projected pension liability, future funding requirements and the amount of pension expense or income 
recognized for the plan are subject to change, depending upon the actuarial value of plan assets and the 
determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts are 
impacted by actual investment returns, changes in interest rates and changes in the demographic composition 
of the participants i n  the plan. 

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of 

For the six months ended March 31, 2009 and 2008, our total net periodic pension and other benefits cost 

In accordance with the Pension Protection Act of 2006 (PPA), we determined the funded status of our 
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OPERATiNG S"IcS AND OTHER INFOEUMATION 

The following tables present certain operating statistics fur our natural gas distribution, re,pIated 
transmission and storage, natiual gas marketing and pipeline, storage and other segments for the three and six- 
month periods ended March 31, 2009 and 2008. 

Natural Gas Disiribufion Sales and Statistical Dnta 

METERS IN SERVICE, end of period 
Residential .............................. 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and ocher. . . . . . . . . . . . . . . . . . .  

Total meters ........................... 
INVENTORY STORAGE BALANCE - Bcf ..... 
SALES VOLUMES - MMd') 
Gas sales volumes 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial ............................. 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other. . . . . . . . . . . . . . . . . . .  

Total gas sales volumes. . . . . . . . . . . . . . . . . . .  
Tmqmtation volumes . . . . . . . . . . . . . . . . . . . . . . .  
Total throughput . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
OPERATING REVENUES (000's)'') 
Gas sales revenues 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and otha ................... 

Total gas sales revenues. . . . . . . . . . . . . . . . . . .  
Transportation revenues . . . . . . . . . . . . . . . . . . . . . .  
Other gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . .  
Average transportation revenue per Mcf. . . . . . . . . . .  

Three Months Ended 
March 31 

2009 2008 .... ..-- .. 

2,937,865 2,933,980 
274,449 275,998 

2,212 2,269 
9,243 8,948 

3,223,769 3,221,195 

31.9 34.4 

74,467 
36,689 
5,758 
4,646 

121,560 
I 36,169 

157,729 

-__. 

$ 785,456 
334,815 
46,259 

- 36,991 

1,20352 1 
16,889 
1 0.01 0 

$1,230,420 

$ 0.47 

83,934 
40,506 
'7,258 
3,870 - 

135,568 
40,938 

176,506 

$ 971,673 
42 1,708 

62,135 
37,244 

1,492,760 
17,786 
11,310 

$1,521,856 

$ 0.43 

Si  Months Ended 
March 31 

2009 2008 
_- 

2,937,865 2,933,980 
274,449 275,998 

2,212 2,269 
9,243 8,948 

3,223,769 3,221,195 

31.9 34.4 

-- 
- 

128,675 
65,O 18 
11,158 
8.155 

132,965 
67,126 
13,212 
7.032 

213,006 
7 1,454 

284.460 

$1,432,556 
637,509 
96,414 
68,385 

2,234,864 
32,655 
18,869 

$2,286,388 

$ 0.46 

220,335 
75,791 

296,126 

$1,525,962 
690,177 
113,311 
67,848 

2,397,298 
32,791 
t 9,944 

$2,450,033 

$ 0.43 
Average cost of gas per Mcf sold ............... $ 7.10 $ 8.59 $ 7.61 $ 8.26 

See footnote following these tables. 
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Regulated Trmisrnission and Slorage, Natural Gas Marketing and Pbeline, Storage and Other Operations 
Sales arid Statistical Data 

Three Months h d e d  
March 31 

2009 2008 

CUSTOMERS, end of period 
Industrial. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  698 
Municipal. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  61 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  527 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,286 

INVENTORY STORAGE BALANCE - BcF 
Natural gas marketing ....................... 20.4 
Pipeline, storage and other. . . . . . . . . . . . . . . . . . . .  2.0 

Total .................................. 22.4 

VOLUMES - MMcf"' ..................... 193356 

VOLIJMEB - MMcr<') ..................... 123,066 

Regulated tnnsrnission and storage ............. $ 59,234 
Natural gas marketing ....................... 708,658 

12,272 

Total operiiting revenues. ................... $780,164 

REGULATED TRANSMlSSION AND STORAGE 

NATURAL GAS MARKJ3TING SALES 

OPERATING REVlXNUES (000's)''' 

Pipeline, storage and other. ................... -- 

Note to preceding tables: 

716 
61 

474 

1,251 

19.6 
1.2 

20.8 

223,476 

136,677 

$ 51,440 
1,128,653 

10,022 

$1 ,I 90,115 

Si Months Ended 
March 31 

2009 zoos 

698 71 6 
61 61 

527 474 

1,286 1,25 I 

20.4 19.6 
2.0 1.2 

22.4 20.8 

385,528 412,340 

233,724 245,386 

$ 113,916 $ 96,486 
1,496,153 1,969,370 

16,749 

$1,638,789 $2,082,605 
-- 28,720 

( I )  Sales volumes and revenues reflect segment operations, including intercompany sales and transportation 
amounts. 

RECENT ACCOUNTING DEVEJNPIMENTS 

flows are described in Note 2 to the unaudited condensed consolidated rmancial statements. 

Item 3. 

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in 
Item 7A in our Annual Report on Form 10-K €or the year ended September 30,2008. During the six months 
ended March 31, 2009, there were no material changes in our quantitative and qualitative disclosures about 
market risk. 

Recent accounting developments and their impact on our Zinincial position, results of operations and cash 

Quantitutive and Qualitative Disclosures About Market Risk 

litem 4. Controls and Procedures 

Management's Evaluation of Disclosure ControIs and Procedures 
We carried out an evaluation, under the supervision and with the participation of our management, 

including our principal executive officer and principal financial officer, of the effectiveness of the Company's 
disclosure controls and procedures, as such term is defined in Rules 13a-l5(e) and 15d-l5(e) under the 
Securities Exchange Act of 1914, as amended (Exchange Act). Based on this evaluation, the Company's 
principal executive officer and principal financial officer have concluded that the Company's disclosure 
coritrols and procedures were effective as of March 31, 2009 to provide reasonable assurance that information 
required to be disclosed by us, including our consolidated entities, in the reports that we N e  or submit under 
the Exchange Act is recorded, processed, summarized, and repoited within the time periods specified by the 
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SEC’s rules and forms, including a reasonable level of assurance that such information is accumulated and 
communicated to our management, including our principal executive and principal financial officers, as 
appropriate to allow timely decisions regarding required disclosure. 

Changes in Internal Control over Financial Reporting 

We did not make any changes in our internal control over financial reporting (as defined in 
Rules 13a-l5(f) and 15d-l5(f) under the Exchange Act) during the second quarter of the fiscal year ended 
September 30, 2009 that have materially affected, or are reasonably likely to materially affect, our internal 
control over financial reporting. 

PART II. OT- INFORMATION 

Item 1. Legal Proceedings 

During the six months ended March 31,2009, except as noted in Note 8 to tlie unaudited condensed 
consolidated financial statements, there were no material changes in the status of the litigation and other 
matters that were disclosed in Note 12 to our Annual Report on Form IO-IC for the fiscal year ended 
September 30,2008. We continue to believe that the final outcome of such litigation and other matters or 
claims will not have a material adverse effect on our financial condition, results of operations or cash flows. 

Item 4. Submission of Matters lo a vote of Security Eolders 

At the Annual Meeting of Shareholders of Atmos Energy Corporation on February 4,2009, 79,385,275 
votes were cast as follows: 

votes 
votes Withheldl votes 
For Against Abstaining -- 

CkdSS I Director: 
Ruben E. Esquivel. _. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  77,254,669 2,130,606 
Class II Directors: 
Richard W. Cardin.. - ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  77,675,895 1,709,380 
Thomas C. Meredith - .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  77,720,662 1,664,613 
Nancy E;. Quinn - .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78,057,677 1,327,598 
Stephen R Springer - ..................................... 77,027,075 2,358,200 
Richard Ware TI - .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  77,735,952 1,649,323 
Ratification oi the Audit Committee’s engagement of Ernst & Young 

LW to serve as the Company’s registered independent public 
accounting firm for fiscal year 2009. ....................... 78,424,677 767,618 192,980 

Shareholder proposal regarding declassification of the Board of 
Directors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45,212,206 17,596,650 527,384 

Mr. Dan Busbee, a Class I director, retired on February 4, 2009, at the conclusion of the Annual Meeting 
of Shareholders, in accordance with the Board’s mandatory retirement poficy. The remaining directors will. 
continue to serve until the expiration oi their teims. The term of the Class I directors, Travis W. Bain II, 
Richard W. Douglas, Ruben E. Esquivel and Richard K. Gordon, will expire in 201 1. The term of the Class II 
directors, Richard W. Cardin, Thomas e. Meredith, Nancy K. Quinn, Stephen R. Springer and Richard Ware 
II, wdl expire in 2012. The term of the Class III directors, Robert W. Best, Thomas 3. Garland, Phillip E. 
Nichoi and Charles K. Vaughan, will expire in 2010. 

Item 6. Exhibits 

A list of exhibits required by Item 601 of Regulation S-K and filed as part of this report is set forth in 
the Exhibits Index, which immediately precedes such exhibits. 
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SIGN- 

Porsuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

ATMOS ENERGY CORPORATION 

(Registrant) 

BY: __ Is/ ERm E. MEISENHEIMER 
Fred E. Meisenheimer 

Senior vice President, Chief Financial 
Oflcer and Carztn?ller 

(Duly authorized signatory) 

Date: May 1,2009 
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EXHIBITS INDEX 
Item 6 

Descriution 
Page 

Number 

12 
15 
31 Rule 13a-14(a)/15d-14(a) Certifications 
32 Section 1350 Certifications* 

These certi€ications, which were made pursuant to I8 U.S.C. Section 1350 by the Company’s Chief Executive 
Officer and Chief Financial OfGcer, furnished as Exhibit 32 to this Quarterly Report on Form IO-Q, will not 
be deemed to be a e d  with the Commission or incorpoiited by reference into any filing by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the 
Company specifically incorporates such certifications by reference. 

Computation of ratio of earnings to fixed charges 
Letter regarding unaudited interim financial in€onnation 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

Form 10-Q 

(Mark One) 
El QtJARTERIX REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended December 31,2008 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from 

or 
0 

to 

Commission File Number 1-10042 

Atmos Energy Corporation 
(Exact name of re&trant m specified in it.7 charter) 

Texas and Virginia 
(State or other jurisdicrion of 
incoporation or orgmizatirm) 

Three Lincoln Centre, Suite 1800 
5430 LBJ Freeway, Dallas, Texas 

~Auiiress ofpiiiicipul executive ofices) 

75-1743247 
(IRS en yloyer 

iden@7cation nu.) 

75240 
(Zip code) 

(972) 934-9227 
(Rcgisfrant ’s telephone 7mhe l ;  iircludihg area code) 

Indicate by check mark whether the registrant (1) has filed $1 reports required to be filed by Section 13 
or JS(d) of the Securities Exchange Act @f 1934 during the preceding 12 months (or for such shorter period 
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for 
the past 90 days. Yes El No 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non- 
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated 
filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one): 

Large Accelerated Filer El Accelerated Filer D Non-Accelerated Filer El Smaller Reporting Company 

(Do not check if a srnaUer reporting company) 

Indicate by check mark whether the registrant is a shell company (as de.fined in Rule 12b-2 of the 

Number of shares outstanding of each of the issuer’s classes of comrnan stock, as of January 27, 2009. 

Exchange Act) Yes No 

Class Shares Outstanding - 
No Par Value 91,634,602 



GLOSSARY OF KEY "ERMS 

AEC . . . . . . . . . . . . . . . . . . . . . . .  
AEH . . . . . . . . . . . . . . . . . . . . . . .  
AEM . . . . . . . . . . . . . . . . . . . . . . .  
AOCI ....................... 
APS ........................ 
Bcf . . . . . . . . . . . . . . . . . . . . . . . .  
FASB.. ..................... 
Fitch ....................... 
GRIP ....................... 
Mcf ........................ 
MMcf ...................... 
Moody's. . . . . . . . . . . . . . . . . . . . .  
NYMEX .................... 
RRC ....................... 
........................ 
S&P ........................ 
SEC . . . . . . . . . . . . . . . . . . . . . . . .  
SFAS ....................... 
.A ....................... 

A tmos Energy Corporation 
Amos Energy Holdings, Inc. 
Amos Energy Marketing, LLC 
Accumulated other comprehensive income 
Atmos Pipeline and Storage, LLC! 
Billion cubic feet 
Financial Accounting Standards Board 
Fitch Ratings, Ltd 
Gas Reliability Infiastmcture Program 
Thousand cubic feet 
Million cubic feet 
Moody's Investors Services, Inc. 
New York Mercantile Exchange, Inc. 
Railroad Commission of Texas 
Rate Review Mechanism 
Standard & Poor's Corporation 
United States Securities and Exchange Commission 
Statement of Financial Accounting Standards 
Weather Nonualization Adjustment 
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PART T . FINANCHI. INFORMATION 

Item 1 . Financial Statements 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLJDATED BALANCE SHEETS 

ASSETS 
Property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less accumulated depreciation and amortization ....................... 
Net property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total cwentasse ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current assets 

Goodwill and intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred charges and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CAPITALIZATION AND LIABIIL,ITXE!3 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares authorized; issued and outstanding: 
December 31. 2008 .- 91.599. 495 shares; 
September 30. 2008 - 90.814. 683 shares .......................... 

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retained earnings ............................................... 

Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated other comprehensive loss .............................. 

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current liabilities 
Accounts payable and accrued liabfities ............................. 
Other current Liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred credits and other liabilities ................................... 

Current maturities of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31. September 30. 
2008 

(In thousands, except 
share data) 

.- .. 2005 
(Unaudited) 

$5.803.4 91 $5.730. 156 
1.608. 743 1.593. 297 
4.194. 748 4.136. 859 

69. 799 46. 717 
833. 125 477. 151 
582. 743 576. 617 
197. 441 1 6 1 9  84. 

1.683. 108 1.285. 104 
738. 929 . 0 8 6  739. 
202. 1 I4 225. 650 

$6.818. 899 $6.386. 699 

!$ 458 
1.757. 834 

381. 633 
(61. 849) 

2.078. 076 
1. 7 1 9. 920 

3.797. 996 

8 15. 095 
441. 481 
360. 833 
400. 507 

2.017. 9 16 
43 I. 324 
305. 784 
265. S 79 

$6.818. 899 

!$ 454 
1.744. 384 

343. 601 
(35. 947) 

2.052. 492 
2.119. 792 
4.172. 284 

-.-- 

395. 388 
460. 372 
350. 542 

785 

1.207. 087 
441.3 02 
298. 645 
267. 381 

$6.386. 699 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

COMDWSIED CONSOLIDATED STATEMENTS OF INCOME 
Three Months Ended 

December 31 
2008 2007 

(UlElUditea) 
(In thousands, except 

per share data) 

-~ 

Operating revenues 
Natural gas distribution segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,055,948 $ 928,177 
Re,plated trmsInission and storage segment ........................... 54,682 45,046 
Natural gas marketing segmenx ..................................... 787,495 840,7 1 7 
Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,448 6,727 
Intersegment eliminations ......................................... (1 98,26 1) (1 63,157) 

1,716,332 1,657510 

Natural gas distribution segnent .................................... 757,584 654,977 
purchased gas cost 

Re-dated transmission and storage segment ........................... 
Natural gas marketing segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pipeline, storage and other segment. ................................. 
Intersegment elhinations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses 

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

Total operating expenses ........................................ 
Operatingincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MiFcellaneous expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

757,472 
3,903 

(1 97,839) 

1,321,120 

395,212 

134,755 
53,126 
44,l 37 

232,018 

163,194 

38,991 

123,902 
47,939 

-- 

(301 1 

.I 

794,754 
729 

(162,588) 

1,287,872 

369,638 

121,189 
48,513 
41,427 

21 1,229 

158,509 
(93) 

36,817 

121,599 
47,796 

-- 

Netincome. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75,963 $ 73,803 

Basic net income per share. . . . . . . . . . . . . . . .  . . . . . . .  . . . . . . . . . .  . . . . . . .  $ 0.84 $ 0.83 - 
Diluted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.83 $ 0.82 

Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.330 $ 0.325 

Weighted average shares outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  90,47 1 89,006 

D~uted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 1,066 89,608 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Cash Flows From Operating Activities 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization ............................ 
Charged to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
csther . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net assets / liabilities from risk management activities . . . . . . . . . . . . . . . . . . . .  
Net change in operating assets and liabilities ........................... 

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash Rows From lnvesting Activities 

Othe~. net ....................................................... 
Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash Flows From Financing Activities 
Net increase in short-.tem debt 
Repayment of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cashdividendspaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by (used in) financing activities ..................... 
Net increase (decrease) in cash and cash equivalents ......................... 

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

Cash and cash equivalents at beginning of period ............................ 
Cash and cash equhalents at end of period ............................... 

Three Months Ended 
December 31 

2008 2007 
(Unaudited) 

(In thousands) 

$ 75. 963 $ 73. 803 

53. 126 4831 3 
8 23 

27. 175 11. 978 
7. 683 4. 406 

(22. 793) 16. 883 
9. 553 (94. 169) 

150. 715 61. 437 

(107. 367) (94. 155) 
(1. 210) (1. 874) 

(108. 577) (96. 029) 

5. 312 50. 690 
(278) (1. 741) 

(30. 165) (29. 178) 
6. 075 5. 970 

(19. 056) 25. 741 

23. 082 
46. 717 60. 725 

$ 69. 799 $ 51. 874 

(8. 85 1 ) 

See accompanying notes to condensed consolidated financial statements 
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A”h%OS ]ENERGY CORPORATION 

NOTES TO COMDENSED CONSOLIDAIED FINANCLAL STATEMENTS 
(Unaudited) 

December 31,2008 

1. Nature of Business 

Atmos Energy Corporation (“Atmos Energy” or the “Company”) and our subsidiaries are engaged 
primarily in the regulated natural gas distribution and transmission and storage businesses as well as certain 
other nonregulated businesses. Through our natural gas distribution business, we deliver natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions in the service areas 
described below: 

” ~ - .  Service Area 

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri‘’) 
Amos Energy KentuckyMd-States Division Georgia(”, XUinois‘”, Iowa‘”, Kentucky, 

~issouri‘”, Tennessee, Virginia(’) 
Atmos Energy Louisiana Division Louisiana 
Atmos Energy Mid-Tex Division Texas, including the Dallas/Fort Worth 

metropolitan area 
Atrnos Energy Mississippi Division Mississippi 
Atnios Energy West Texas Division West Texas 

I.I___ Division - 

Denotes states where we have more limited service areas. 

In addition, we transport natural gas for others through our distribution system. Our natural gas 
distribution business is subject to federal and state regulation andor regulation by local authorities in each of 
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shared- 
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and 
Waco, Texas. 

Our regulated transmission and storage business consists of the regulated operations of our Amos 
Pipeline 
Division, transports natural gas for third parties and manages five under,orund storage reservoirs in Texas. We 
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and 
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our 
pipeline. Lending services provide short-tern1 interruptible loans of natural gas from our pipeline to meet 
market demands. 

Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our Mid-Tex 

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas 
marketing operations and pipeline, storage and other operations. These businesses are operated through various 
wholly-owned subsidiaries of Atmos Energy Holdings, Tnc. (AEH), which is wholly owned by the Company 
and based in Houston, Texas. 

Our natural gas marketing operations are conducted through Atmos Energy Marketing, LLC (AEM), 
which is wholly owned by AEH. AEM provides a variety of natural gas management services to rnunicipal- 
ities, natural gas utility systems and industrial natural gas customers, piirnarily in the Southeast and Midwest 
and to ow Colorado-Kansas. RentuckylMid-States and Louisiana divisions. These ser-vices consist primarily of 
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of financial 
instruments. 
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ATMOS EMERGP CORPORATION 

NOTES TO CONDENSED CCINS01,IIIATED FINANCIAL STATEMENTS - (Continued) 

Our pipeline, storage and other segment primarily consists of the operations of Atrnos Pipeline and 
Storage, LLC ( A P S )  and Atmos Power Systems, Inc., which are wholly owned by AEH. APS owns or has an 
interest in underground storage fields in Kentucky and Louisiana We use these storage facilities to reduce the 
need to contract for additional pipeline capacity to meet customer demand during peak periods. Additianally, 
AF'S manages our natural gas gathering operations. These operations did not significantly impact our financial 
results for the period ended December 31, 2008. Through Atmos Power Systems, Inc., we have rmstructed 
electric peaking power-generating plants and associated facilities and lease these plants through lease 
agreements that are accounted for as sales under generally accepted accounting principles in the United States. 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring acciuals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These consolidated interim-period financial statements are condensed as permitted by the instroc- 
tions to Form IO-Q and should be read in conjunction witb the audited consolidated financial statements of 
Atmos Energy Carporation included in our Annual Report on Form 10-K for the fiscal year ended 
September 30, 2008. Because of seasonal and other factors, the results of operations for the three-month 
period ended December 31, 2008 are not indicative of our results of operations for the full 2009 fiscal year, 
which ends September 30, 2009. 

Signijkant accounting policies 

Our accounting policies are described in Note 2 to the financial statements in our Annual Report OD 

Form 10-K for the fiscal year ended September 30,2008, and there were no changes to those policies. 
However, during the three months ended December 3 1, 2008, we recognized a non-recurring $8.1 million 
increase in gross profit associated with a one-time update to our estimate for gas delivered to customers but 
not yet billed, resulting from base rate changes in several jurisdictions. 

EEective October 1, 2008, the Company adopted Statement of Financial Accounting Standards (SFAS) 
157, Fair Value Measurements, the measurement date requirements of SFAS 158, Enzployers' Accounting for 
Defined Benefit Pewion and Other Postretirement Plans, an amendPnen1 of FASB Statenien$s No. 87, 88, 106, 
and 132(R ), SFAS 159, The Fair Value Option .for Financial Assets and Financial Liabilities -_ Including an 
amendmeni of FASB Statement No. I15 and SFAS 161, Disclosures about Derivative l n s ~ m e n f s  and Hedging 
Activities, an arnendnzenf of FASB Sfatement No. 133. Except for the adoption of these accounting pronounce- 
ments, which are further discussed below, there were no significant changes to our accounting policies during 
the three months ended December 31,2008. 

SFAS 157 defines fair value, establishes a fkamework for measuring fair value and enhances disclosure on 
fair value measurements required under other accounting pronouncements but does not change existing 
guidance as to whether or not an instrument is carried at fair value. The adoption of this standard did not 
materially impact our financial position, results of operations or cash flows. The new disclosures required by 
this standard are presented in Note 4. 

Effective October 1 ,  2008, the Company adopted the measuremen1 date requlrements of SFAS 158 using 
the remeasurement approach. Under this approach, the Company remeasured its projected benefit obligation, 
fair value of plan assets and its fiscal 2009 net periodic cost. In accordance with the transition rules of 
SFAS 158, the impact of changing the measurement date from June 30, 2008 to September 30, 2008 decreased 
retained earnings by $7.8 million. net of tax, decreased the unrecognized actuarial loss by $9.0 million and 
increased our posh-etirement liabilities by $3.5 &ion. 

SFAS 159 permits an entity to measure certain Iinancial assets and financial liabilities at fair value. The 
objective of the standard is to improve financial repoiling by dowing entities to mitigate volatility in reported 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED J3NANCXAL STATlEMENTS - (Continued) 

earnings caused by measuring related assets and liabilities dBerently without having to apply complex hedge 
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in 
earnings at each subsequent reporting date. The fair value option may be elected on an instrument-by-instm- 
ment basis. The fair value option is irrevocable, unless a new election date occurs. ?Ihe adoption of this 
standard did not impact our financial position, results of operations or cash flows. 

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This 
statement requires specific disclosures regarding how rind why an entity uses derivative instruments; the 
accounting for derivative insbvments and rekited hedged items; and how derivative instruments and related 
hedged items affect an entity’s financial position, results of Operations and cash flows. Since SFAS 161 only 
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an 
impact on our financial position, results of operations or cash flows. The new disclosures required by this 
standard are presented in Note 3. 

Regulatory assets and liabilities 

We record certain costs as re,datory assets in accordance with SFAS 71, Accounting for the Effects of 
Certain Types of Regulation, when future recovery &rough customer rates is considered probable. Regulatory 
liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to 
customers through the rdtemaking process. Substantially all of our re,datory assets are recorded as a 
component of deferred charges and other assets and substantially all of our reOdatory Liabilities are recorded 
as a component of deferred credits and other liabilities. Deferred gas costs m e  recorded either in other current 
assets or liabilities and the regulatory cost of removal obligation is reported separately. 

Significant re,@atory assets and liabilities as of December 31,2008 and September 30,2008 included the 
following: 

December 31, September 30, 
2008 2008 

(Io thousands) 
- . - ~  

Regulatory assets: 
Pension and postretirement benefit costs. . . . . . . . . . . . . . . . . . . .  9; 90,394 $100,563 
Merger and integration costs, net ........................... 7,480 7,586 
Deferred gas costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  122,524 5x1 03 
Environmentalcos ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  888 980 
Rate case costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 1,243 12,885 
Deferred francbe fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  627 651 
Defened income taxes, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  343 343 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,294 8,120 

$240,793 $ I  86,231 
-- 

Regulatory liabilities: 
Deferred gas costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 68,226 $ 76.979 
Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . .  323,517 317,273 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,569 5,639 

$397,312 $399,891 

Currently, our authorized rates do not include a return on certain of our merger and integation costs; 
however, we recover the amoihtion of these costs. Merger and integration costs, net, are generally amortized on 
a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been deferred to 
be included in hture rate firings in accordance with iuhgs received from various state regulatory commissions. 
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ATMOS ENERGY CORPORATION 

NOmS TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS -- (Continued) 

Comprehensive income 

The following table presents the components of comprehensive income (loss), net of related tax, fur the 
threemonth periods ended December 31,2008 and 2007: 

Three Months Ended 
December 31 

2008 2007 
(Io thousands) 

-- - 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $75,963 $73,803 

of $(3,33O) and $714 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (5,433) 1,165 
Unrealized holding gains (losses) on investments, net o€ tax expense (benefit) 

Other than temporary impairment of investments, net of tax expense of 

Amortization of interest rate hedging transactions, net of tax expense of $482 

Net unrealized gains (losses) on commodity hedging transactions, net of tax 

- $790 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,288 

and$482 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  787 787 

......................... (22,544) 8,053 expense (benefit) of $(13,817) and $4,937 -~ - 
Cnmprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $50,061 $83,808 ~- 
Accumulated other comprehensive loss, net of tax, as of December 31, 2008 and September 30, 2008 

December 31, September 30, 
2008 u)08 

consisted of the foIlowing unrealized gains (losses): 

(In thousands) 

Accumulated other comprehensive loss: 
Unrealized holding gains (losses) on investments . . . . . . . . . . . . . . .  $ (3,235) $ 910 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (10,317) (1 1,104) 
Cash flow hedges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (48,297) (25,753) 

$(61,849) $(35,947) 

3. Financial Instments 

We currently use financial instruments to mitigate Commodity price risk. Additionally, we periodically 
utilize financial instruments to manage interest rate risk. The objectives and strategies €or using financial 
instruments have been tailored to our regulated and nonregdated businasses. The accounting for these financial 
instruments is fully described in Note 2 to the financial statements in our Annual Report on Form 10-IC for the 
fiscal year ended September 30, 2008. Cuuently, we utilize financial instruments i n  our natural gas 
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage 
and other segment uses financial instruments acquired from AEM on the same terms that AEM received from 
an independent counterparty. We currently do nat manage commodity price risk with fmancial instruments 
our re,aulated transmission and storage segment. On a consolidated basis, these financial instruments are 
reported in the natural gas marketing segment. 

cause accelerated payments when our financial instruments are in net liability positions. 
Our financial instruments do not contain any credit-risk-related or other contingent features that could 

Regulated Commodity Risk Management Acfivities 

In our natural gas distribution segment, ow customers are exposed to the effect of volatile natural gas 
prices. We manage this exposure through a combination of physical storage, fixed-price forward contracts and 
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ATMOS ENEXGV CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS - (Continued) 

frnancial instruments, pri~narily over-the-counter swap and option contracts, in an effort to minimize the 
impact of natural gas price volatility on our customers during the winter heating season. 

Our natural gas distribution gas supply department i s  responsible for executing this segment’s commodity 
risk management activities in couforrnity with regulatory requirements. In jurisdictions where we are permitted 
to mitigate commodity price risk through finaucial instruments, the relevant regulatory authorities m y  
establish the level of heating season gas purchases that can be hedged. If the regulatory authority does not 
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases 
using financial instruments. For the 2008-2009 heating season, in the jurisdictions where we are permitted to 
utilize financial instruments, we anticipate hedging approximately 29 percent, or 25,450 MMcf of the 
anticipated winter flowing gas requirements. We have not designated these financial instruments as hedges 
pursuant to SFAS 133, Accounting for Derivative Instruiiwnts and Hedging Activities. 

The costs associated with and the gains and losses arising from the use of financial instnunents to 
mitigate commodity price risk are included in our purchased gas adjustment mechanisms in accordance with 
regulatory requirements. Therefore, changes in the fair value of these fmancial instruments are initially 
recorded as a component of deferred gas costs and recognized in the consolidated statement of income as a 
component of purchased gas cost when the related costs are recovered through our rates and recognized in 
revenue in accordance with SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution 
segment as a result of the use of financial instruments. 

Nonregulated Commodity Risk Management Activities 

Our natural gas marketing segment, through AEM, aggregates and purchases gas supply, arranges 
transportation andor storage logistics and ultimately delivers gas to our customers at competitive prices. To 
facilitate this process, we utilize proprietary and customer-owned transportation and storage assets to provide 
the various services our customers request 

We also perfom asset optimization activities in both our natural gas marketing segment and pipeline, 
storage and other segment. Through asset optimization activities, we seek to maximize the economic value 
associated with the storage and transportation capacity we own or control. We attempt to meet this objective 
by engaging in natural gas storage transactions in which we seek to find and profit from the pricing differences 
that occur over time. We purchase physical natural gas and then sell financial instruments at advantageous 
prices to lock in a gross prolit margin. We also seek to participate in transactions in which we combine the 
natural gas commodity and transportation costs to minimize our costs incurred to serve our customers by 
identifying the lowest cost alternative within the natural gas supplies, transportation and markets to which we 
have access. Through the use of transportation and storage services and financial instruments, we also seek to 
capture gross profil margin through the arbitrage of pricing dEerences that exist in various locations and by 
recognizing pricing differences that occur over time. Over time, gains and losses on the sale of storage gas 
inventory will be ofisel by gains and losses on the financial instruments, resulting in the realization of the 
economic gross profit margin we anticipated at the time we structured the original transaction. 

As a result of these activities, our nonregulated operations are exposed to risks associated with changes in 
the market price of natural gas. We manage our exposure to such risks through a combination of physical 
storage and financial instruments, including futures, over-the-counter and exchange-traded options and swap 
contracts with counterparties. Future contracts provide the right to buy or sell the commodity at a fixed price 
in the future. Option cor~tracts provide the right, but not h e  requirement, to buy or sell the commodity at a 
fixed price. Swap contracts require receipt of payment for the commodity based on the difference between a 
fixed price and the market price on the settlement date. 

We use financial insbxments, designated as cash flow hedges of anticipated purchases and sales at index 
prices, to mitigate the commodity price risk in our natural gas marketing segment associated with deliveries 

9 



ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLJDATJ3D FINANCIAL, STATEMENTS - (Continued) 

under fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity 
dates ranging from one to 54 months. The effective portion of tbe unrealized gains and losses arising from the 
use of cash flow hedges is recorded as a component of accumulated other comprehensive income (AOCT) on 
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include 
(1) the amount of unrealized gain or loss that has been reclassified fiom AOCl when the hedged volumes are 
sold and (2) the amount of ineffectiveness associated with these hedges in the period the ineffectiveness arises. 

We use financial instruments, designated as fair value hedges, to hedge the exposure to changes in the 
fair value of our natural gas inventory used in our asset optimization activities in our natural gas marketing 
and pipeline, storage and other segments. Therefore, gains and losses arising from these financial instruments 
should offset the changes in the fair value of the hedged item to the extent the hedging relationship is 
eftective. Ineffectiveness is recognized in the income statement in the period the ineffectiveness arises. 

Also, in our natural gas marketing segment, we use storage swaps and futures to capture additional storage 
arbitrage opportunities that arise subsequent to the execution oi the original fair value hedge associated with our 
physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed price and 
storage books and various over-the-counter and exchange-traded options. These financial instruments have not 
been designated as hedges pursuant to SFAS 133, Accounting for Derfvat've Instnunents and Hedging Activities. 

Onr nonregulated risk management activities are controlled through various risk management policies and 
procedures. Our Audit Committee has oversight responsibility for ow nonregulated risk management limits 
and policies. Our risk management corrmitlee, comprised of corporate and business unit officers, is responsible 
for establishing and enforcing our nonre,oulated risk management policies and procedures. 

Under our risk management policies, we seek to match our financial instrument positions to our physical 
storage positions as well as our expected cuuent and future sales and purchase obligations to maintain no open 
positions at the end of each trading day. The determination of our net open position as of any day, however, 
requires us to make assumptions as to hture circumstances, including the use of gas by our customers in relation 
to ow anticipated storage and market positions. Because the price risk associated with any net open position at 
the end of each day may increase if the assumptions are not realized, we review these assumptions as part of our 
daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since the price of 
natural gas purchased or sold for future delivery earlier in the day may not be hedged until later in the day. At 
times, limited net open positions related to OIV existing and anticipated commitments may occur. At the close of 
business on December 3 1, 2008, AEH had a net open position (including existing storage) of 0.1 Bcf. 

Zntcrest Rate Risk Management Activities 

Currently, we are not managing interest rate risk with financial instruments. However, in prior years, we 
periodically managed interest rate risk by entering into Treasury Iock agreements to f i i  the Treasury yield 
component of the interest cost associated with anticipated Gnancings. These Treasury locks were settled at 
various times at a net loss. These reahed gains and losses were recorded as a component o€ accumulated 
other comprehensive income (loss) and are being iecognized as a component of interest expense over the life 
of the associated notes from the date of settlement. The remaining amortization periods for these Treasury 
locks extend through fiscal 2035. However, the majority of the remaining amounts of these Treasury locks will 
be recognized as a component of interest expense through fiscal 201 7. 

Quantitalive Disclosrrres Related to Financial lnstruments 

The following tables present detailed information concerning the impact of financial instruments on our 
condensed consolidated balance sheet and income statements. 

As of Decernher 3 1, 2008, our financial instruments were comprised of both long and short commodity 
positions, whereby a long position is a contract to purchase the commodity, while a short position is a contract 
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to sell &e commodity. As of December 31, 2008, we had net long/(short) commodity contracts outstanding in 
the following quantities: 

Natural Natural Pipdine, 
Hedge GaS GaS Storage 

Distribution Marketing and Other 
(Mntif-YmCf) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 3,655) (1,883) 
Cash Row ............................ - &,MI (3,390) 

-- - Contract Type Designation 

Commodity contracts Fair Value. - 

Not designated ......................... 14,314 5 1,467 1,428 
I _ ~ _  

14,314 82,453 (3,845) 

Financial Iiistriuiients on the Balance Sheei 

The following cables present the fair value and balance sheet classifhition of our financial instruments by 
operating segment as of December 31,2008 and September 30,2008. As required by SFAS 161, the fair value 
amounts below are presented on a gross basis and do not reflect the netting of asset and liability positions 
permitted under the terms of our master netting arrangements. Further, the amounts below do not include 
$75.5 million and $56.6 million of cash held on deposit in margin accounts as of December 31, 2008 and 
September 30, 2008 to collateralize certain financial instruments. Therefore, these gross balances are not 
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will 
not agree with the amounts presented on our condensed consoIidated balance sheet, nor will they agree to the 
fair value information presented for our financial instruments in Note 4. 

Natural Natural 
Gas Gas 

Distribution Marketing‘” Total -- Balance Sheet Lwation 
(Tn thousands) 

December 31,2008 
Designated As Hedges: 

Asset Fhancial Instrumats 
Current commodity Contracts. .... 
Noncurrent commodity contracts . . 

Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 

Total ....................... 

Asset Financial Instruments 

Liability Finaocial Instrnments 

Not Designated As Hedges: 

Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 
Current commodity contracts. . . . .  
Noncurrent commodity contracts . . 

Total ....................... 
Total Financial Insfrnments. . . . . . . .  

Liability financial Instruments 

Other current assets 
Deferred charges and other assets 

Other current liabilities 
Deferred credits and other liabilities 

Other ament assets 
Deferred charges and other assets 

Other ament liabilities 
Deferred credits and other liabilities 

$ - -  $ 115,937 
- 10,678 

- (145,464) 
- (1,246) 

(20,09S) 
-- 

- 252,168 
19 44,524 

(47,448) (264,359) 
(3,885) (40,836) -~ 

(51314) (8,503) 
$(51,314) $ (28,598) - - -- 

$ 115,937 
10,678 

(145,464) 

252,168 
44,543 

(31 1,80’7) 
(44,723) 
(59,817) 

$ (79,912) 

Our pipeline, storage and other segment uses financial inslrurnents acquired from AEM on the same terms 
that AEM received from an independent counterparty. On a consolidated basis, these financial instivments 
are reported in the natural gas marketing se,ment; however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 
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NOTW TO CONDENSED CONSOLIDATED lllN4NCLAL STATEMENTS - (Continued) 

September 30,2008: 
Designated As Hedges: 

Asset Financial Insfmments 
W e n t  commodity contracts. . I I 

Noncurrent commodity contracts . . 

Current commodity contracts. . . . .  
Noncurrent cormnodity contracts . ~ 

Total.. ..................... 

Asset Financial Instruments 

Liability Financial Instruments 

Not Designated As Hedges: 

Current commodity conimcts. . . . .  
Noncmrent commodity contracts . . 

Current commodity contracts. . . . .  
Noncurrent commodity contracts . I 

Tofal ....................... 
Total Financial Instruments. ....... 

Libility F'imncial Instruments 

N a W  Natural 
GaS Gas 

Balance Sheet Location- Distribution Marketing") Total 
(In thousands) 

Other current assets $ -  $ 1 10,696 $ 110,696 
Deferred charges and other assets - 4,984 4,984 

Other current liabilities - (98,900) (98,900) 
- (206) (206) Deferred credits and other liabilities 

16,574 16,574 
-- 

Ocher current assets - I 15,200 I 15,700 
Defend charges and other assets - 7,071 7,071 

Other current liabilities (58,566) ( 1  15,337) (173,903) 
Deferred d i t s  and other liabilities ( 5 1  1 1 )  (6,966) (12,077) 

(63,6771 (32) (63,709) 
$(63,677) $ 16,542 $ (47,135) -- -- 

(I) Our pipeline, storage and other seoment uses financial instruments acquired fiom AEM on the same terms 
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments 
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the 
pipeline, storage and othm segment. 

impact of Financial li;rstnunents on the Income Staiermnt 

The folIowing tables present the impact that financial instruments had on our condensed consolidated 
income statement, by operating segment, as applicable, for the three months ended December 31, 2008 and 
2007. 

Unrealized margins recorded in our nahral gas marketing and pipeline, storage and other segments are 
comprised of various components, including, hut not limited to, unrealized gains and losses arising from hedge 
ineffectiveness. Our hedge ineffectiveness primarily resuIts from differences in the location and timing of the 
derivative instrument and the hedged item and could materially affect our results of operations for the reported 
period For the three months ended December 31, 2008 and 2007 we recognized a gain arising f i ~ m  fair value 
and cash flow hedge ineffectiveness of $20.4 million and $38.8 million. Additional information regarding 
ineffectiveness recognized in the income statement is included in the tables below. Although these unrealized 
gains and losses are cumently recorded in our income statement, they are not necessarily indicative of the 
economic gross profit we anticipate realizing when the underlying physical and financial transactions are 
settled 
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Fair Value Hedges 

The impact of commodity contracts designated as fair value hedges and the related hedged item on our 
condensed consolidated income statement for the three months ended December 31,2008 and 2007 is 
presented below. 

Three Months Ended December 31. ZOOS 
Natural Pipeline, 

GaS Storage and 
Marketing Other Consnlidated 

(In thousands) 

Commodity contracts .............................. $25,683 $3,939 $29,6Z 
Fair value adjustment for natural gas inventory designated as 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (11,860) (1,553) (13,413) 

Total impact on revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $13,823 $2,386 $ 16,209 

The impact on revenue is comprised of the folJowing: 
Basisineffectiveness.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,952 $ - $ 1,952 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  14,257 T i i g  ineffectiveness - -  11,871 2386 
$ 13,823 $ 2,386 $ 16,209 - -  

Three Months Ended December 31,2007 
Natural Pipeline, 

GaS Storage and 
Marketing Other Consolidated 

(In thousands) 

Commodity contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $17,227 $2,123 $19,350 

the hedged item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,601 1,057 18,658 

Total impact on revenue ............................ $34,828 $3,180 $38,008 

Basisineffectiveness.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,956 $ - $ 1,956 
Timing ineffectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,872 3,180 36,052 

$34,828 $3,180 $38,008 

Fair value adjustment for natural gas inventory designated as 
-- 

The irnpact on revenue is comprised of the following: 

Basis ineffectiveness arises from natural gas market piice differences between the locations of the hedged 
inventory and the delivery location specified in the hedge instruments. Timing ineffectiveness arises due to 
changes in the difference between the spot psice and the futures price, as well as the difference between the 
timing of the settlement of the futures and the valuation of the underlying physical commodity. As the 
commodity contract nears the settlement date, spot to forward psice differences should converge, which should 
reduce or eliminate the impact of this ineffectiveness on revenue. 

Cash Flow Hedges 

The impact of cash flow hedges on our condensed consolidated income statemeut for the three months 
ended December 31,2008 and 2007 is presented below. Note that this presentation does not reflect the 
financial impact arising from the hedged physical rransaction. Therefore, this presentation is not indicative of 
the economic gross profit we realized when the underlying physical and financial transactions wese settled. 
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Three Months Ended December 31,2008 ___ 
Natural Natural Pipeline, 

Gas GaS Storage 
Distribution Marketing and Other Consolidated 

(In tliousands) 
-~ 

Gain (loss) reclassified from AOCI into revenue 

Gain arising -from ineffective portion of 
for effective portion oi  commodity contracts . . 

commodity contracts ................... 
Total impact on revenue. . . . . . . . . . . . . . . . . . .  
Loss on settled Treasury lock agreements 

reclassified from AOCl into interest expense I . 
Total Impact from Cash How Hedges. . . . . . . . .  

$ -  $(28,244) $7,968 $(20,276) 

- 4,192 - 4,192 
___ (24,052) 7,968 (1 6,084) 
- -  

( 1,249) I__ (1,269) 
$(I ,269) $(24,052) $7,968 $( 17,353) - - -  

Three Months Ended December 31.2007 
Natural Natural Pipeline, 

GaS GaS Storage 
Distribution Marketing and Otber Consolidated 

(In thousands) 

Gain (loss) reclassified from AOCT into revenue 
for effective portion of commodity contracts . . $ - $(9,254) $425 $(8,829) 

Gaii arising from ineffective portion of 
759 ___ - 759 commodity contracts -- 

.. . . . . . . . . . . . . . . . .  (8,495) 425 (8,070) Total impact on revenue. - 

- (1,269) 

_I ................... 

Loss on settled Treasury lock agreements 
- - reclassified from AOCI into interest expense. . (1,269) 

Total Tmpact from Cash Flow Hedges. . . . . . . . .  

The following table summarizes the gains and losses arising from hedging transactions that were 
recognized as a component of other comprehensive income (loss), net of taxes, for the three months ended 
December 31, 2008 and 2007. The amounts included in the table below exclude gains and losses mising From 
ineffectiveness because these amounts are immediateIy recognized in the income statement as incurred. 

Three Months Ended 
December 31 

Moa 2007 
(Tn thousands) 
-- 

Increase (decreme) in fair value: 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ -  
Forward commodity contracts. ................................... (35,l IS) 2.579 

Treasury Iock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  787 787 
Forward commodity contracts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,571 5,474 

Recognition of lo,wes in earnings due to senlemenls: 

-- 
Total other coinprehensive income (loss) from hedging, net of tax(') . . . . . . . . .  $(21,757) $8,840 -- -- 

('I Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in  each taxing 
jurisdiction. 
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The following amounts, net of deferred taxes, represent the expected recognition in earnings of the 
deferred losses recorded in AOC? associated with our financial instruments, based upon the fair values of these 
financial instruments as of December 3 1, 2008: 

nasurg 
Lo& Conimodity 

(In thousands) 
Total Agreements Conb-ads 

Next twelve months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (2,908) $(45,271) $(48,179) 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7,409) (3,026) (10,435) 

Total"). ......................................... $(10,317) $(48,297) $(58,614) 
--- 
--- 

( I )  Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing 
jurisdiction. 

Financial Iiistniments Nol Designated as Hedges 

The impact of financial instruments that have not been designated as hedges on our condensed 
consolidated income statement for the three months ended December 31, 2008 and 2007 is presented below. 
Note that this presentation does not reflect the expected gains or losses arising from the underlying physical 
transactions associated with these financial instruments. Therelore, chis presentation i s  not indicative of the 
economic gross profit we realized when the underlying physical and financial transactions were setfled. 

As discussed above, financial instruments used in our natural gas dim'hution segment are not designated 
as hedges. However, there is no earnings impact to our natural gas distribution segment as a result of the use 
of these financial insh-oments because the gains and losses arising from the use of these financial instruments 
are recognized in the consolidated statement of income (1s a component of purchased gas cost when the related 
costs are recovered through our rates and recognized i n  revenue. Accordingly, the impact of these financial 
instruments i s  excluded from this presentation. 

Three Months 
Ended 

December 31 
200s 2007 
(Tu thousands) 
- -  

Natural gas marketing commodity contracts.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(3,832) $326 
......................... Pipeline, storage arid other commodity contracts (83) (644) 

Total impact on revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(3,915) $(318) - -  
4. Fair Value Measurements 

Measurements, which defines fair value, establishes a framework for measuring fair value i n  generally 
accepted accounting principles (GAAP) and expands disclosures about fair value measurements. This 
Statement does not require any new fair value measurements; rather it provides guidance on how to perform 
fair value measurements as required or permitted under previous accounting pronouncements. 

and liabilities recorded on our balance sheet at fair value. Adoption of this statement for these assets and 
liabilities did not have a material impact on our financial position, resultc of operations or cash flows. 

provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with our 

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Vulw 

We prospectively adopted the provisions of SFAS 157 on October 1, 2008 for most of the financial assets 

In Febrvary 2008, the FASB issued FSP FAS 157-2, Efective Dute of FASB Statemeial No. 157, which 
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nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be egective until October I ,  
2009 for fair value measurements in the following areas: 

Asset retirement obligations 

. Most nonfinancial assets and liabilities that may be acquired in a business combination - Impairment analyses performed for nonfinancial assets 

We believe the adoption of SFAS 157 to these nonfinancial areas will not have a material impact on our 

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Firrancia1 Asset 

financial position, results of operations or cash flows. 

lWmz the Market for W Asset Is Not Active, which clarified the application of SFAS 157 in inactive 
markets. This FSP did not impact our financial position, results of operations or cash flows. 

SFAS 157 also applies to the valuation of our pension and post-retirement plan assets, and the adoption 
of this standard did not affect these valuations. SFAS 157 specifically excluded pension and post-retirement 
assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in the tabular 
disclosures below. However, in December 2008, the FASB issued FSP FAS 132(R)-I - Employers' Disclo- 
sures about Postretirement Benejit Plan Assets, which witl, among other things, require disclosure about fair 
value measurements similar to those required by SFAS 157. This FSP will impact our annual disclosure 
requirements beginning i n  fiscal 2010. 

Determining Fair Value 

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date (exit price). We 
primarily use quoted market prices and other observable market pricing idormation in valuing our financial 
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements. 

Prices activeIy quoted on national exchanges are used to determine the fair value of most of our assets 
and liabilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a 
mid-market pricing convention (the mid-point between the bid and ask prices) as a practical expedient for 
determining fair value measurement, as permitted under SFAS 157, Values derived from these sources reflect 
the market in which transactions involving these financial instruments are executed. We utilize models and 
other valuation methods to determine fair value when external sources are not available. Values are adjusted to 
reflect the potentid impact of an orderly liquidation of our positions over a reasonable period of time under 
then-current market conditions. We believe the market prices and models used to value these assets and 
liabilities represent the best information available with respect to closing exchange and over-the-counter 
quotations, time value and volatility factors underlying the assets and liabilities. 

Fajr-value estimates also consider our own creditworthiness and the creditworthiness of the counterparties 
involved. Our count6arties consist primarily of financial institutions and major energy companies. This 
concentration of counterparties may materially impact our exposure to credit risk resulting from market, economic 
or regulatory conditions. Recent adverse developments in the global financial and credit markets have made it 
more difficult and more expensive for companies to access the short-term capital markets, which may negatively 
impact the creditworthiness of our counterparties. A continued tightening of the credit markets could cause more 
of our counterparries to €ail to perrom We seek to minimize counterparty credit risk through an evaluation of 
their financial condition and credit mtings and the use of collakial requirements under certain chcumstances. 

SFAS 157 establishes a fair value hierarchy that prioritizes the inputs used to measure fair value based on 
observable and unobservable data. The hierarchy categorizes the inputs into three levels, with the highest 
priority given to unadjusted quoted prices in active maikets for identical assets and liabilities (Level 1) and the 
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below: 

Level I - TJnadjusted quoted prices in active markets for identical assets or liabilities, An active 
market lor the asset or liabiIity is deiiied as a market in which transactions €or the asset or liability occur 
with sufficient frequency and volume to provide pricing information on an ongoing basis. Our Level 1 
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measurements consist primarily of exchange-traded financial instruments, gas stored underground that has 
been designated as the hedged item in a €air value hedge and our available-for-sale securities. 

h v e l 2  -Pricing inputs other than quoted prices included in h e 1  1 that ~IE either directly or indrectly 
observable €or the asset or liability as of the reporting date. These inputs are derived principally h m  or 
corroborated by observable market data. Our Level 2 measurements primarily consist of non-exchange-traded 
financial instruments such as over-the-counter options and swaps where market data for pricing i s  observable. 

Level 3 - GeneralIy unobservable pricing inputs which are developed based on the best information 
available, including our own internal data, in  situations where there is little if any market activig €or the 
asset or liability at d e  measurement date. The pricing inputs utilized reflect what a market participant 
would use to determine fair value. Currently, we have no assets or liabilities recorded at fair value that 
would qualify for Level 3 reporting. 

Qmntitaiivs Disclosures 

The classification of our fair value measurements requires judgment regarding the degree to which market 
data ai-e observable or corroborated by observable market data. The following table summarizes, by level 
within the fair value hierarchy, our assets and liabilities that were accounted for at fair value on ;i recurring 
basis as of December 31, 2008. As required under SFAS 157, assets and liabiljties are categorized in their 
entirety based on the lowest level of input that is significant to the fair value measurement 

Assets: 
Financial instruments 

Natural gas distribution segment. . . . . .  
Natural gas marketing segment. . . . . . .  

Total financial instruments. ........... 
Hedged portion of gas stored underground 

Natw;al gas marketing segment. ...... 
Pipeline, storage and other segment(2). . 

Total gas stored underground. ......... 
Available-for-sale semiities . . . . . . . . . . .  
Total assets. . . . . . . . . . . . . . . . . . . . . . .  
Liabilities: 
Financial instmments 

Natural gas distribution segment. ~ - . - .  
Natural gas marketing se-ment. ...... 

Total liabilities .................... 

Quoted 
Prices in 

Active 
Markets 
(Level 1) 

$ -  
- 
-- 

7 1,478 
6,812 

78,290 
27,983 

$1 06,273 

$ - -  
61,567 

$ 61,567 
-- 

Significant Significant 
Other Other 

Observable Unobservable Netting uf 
Inputs Inputs Cash 

(Lev4 2) (Lev& 3)-- ColIateraI(’) 
(In thousands) 

$ 1 9  $ -  $ -  
39,03 1 ___ 14,258 
39,050 - 14258 

$39,050 $ 14,258 

$51,333 $ - $ -  
(61 567) 

$57,395 $ - $(61,567) 

6,062 __ 

December 31, 
2008 

$ 19 
53,289 
53,308 

71,478 
6,812 

78,290 
27,983 

$159,581 

$ 51,333 
6,062 

$ 57,395 

( I )  As of December 31, 2008, we had $75.8 miUion of cash held in margin accounts to collateralize certain 
financial instruments. Of this amount, $61.6 iniUioo was used to offset financial instruments in a liability 
positiou. The remaining $14.2 miLlion bas been reflected as a linancial inshument asset. 

(*) Our pipeline, storage and other segment uses financial instruments acquired horn AEh4 on the same terms 
that AEM received from an independent counterparty. On a consolidated basis, these GnanLial instruments 
are reported in the natural gas marketing se-pent; however, the underlying hedged item is reported in the 
pipeline, storage and other segment. 
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NOTES TO CONI3E3SED CONSOLDDA'IXD FINANCIAJi STATEMENTS - (Continued) 

Our long-term debt, including current maturities, is recorded on ow balance sheet at carrying value. 
However, SFAS 107, Disclosures about Fair Value of Financial Instruments, requires disclosure concerning the 
fair value of our debt. The fair value of our debt i s  determined using a discounted cash flow analysis based 
upon borrowing rates currently available to us, the remaining average maturities and our credit rating. The 
following table presents &e carrying value and fair value of our debt as of December 31, 2008: 

Carrying Amount. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,123,334 
Fair Value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,773,669 

The fair value as of December 31, 2008 was calculated utilizing discount rates ranging from 6.8 percent 
to 9.4 percent, remaining average maturities raoging from one to 26 years, and a credit adjustment of 
6.4 percent.. 

5. Debt 

Long-ienn debt 

Long-term debt at December 3 1,  2008 and September 30, 2008 consisted of the following: 
December 31, September 30, 

2008 2008 
(In thousmds) 

Unsecured 4.00% Senior Notes, due October 2009 . . . . . . . . . . . . . . . .  $ 400,000 .P; 400,000 
350,000 Unsecured 7.375% Senior Notes, due 201 I 

Unsecured 10% Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,303 2,303 
Unsecured 5.125% Senior Nates, due 2013 ..................... 250,000 250,000 
Unsecured 4.95% Senior Notes, due 2014 ...................... 500,000 500,000 
Unsecured 6.35% Senior Notes, due 2017 ...................... 250,000 250,000 
Unsecured 5.95% Senior Notes, due 2034 ...................... 200,000 200,000 
Medium term notes 

Series A, 1995-2, 6.27%, due 2010 ......................... 10,000 10.000 
Series A, 1995-1,6.67%, due 2025 . . . . . . . . . . . . . . . . . . . . . . . . .  10,000 10,000 

Unsecured 6.75% Debentures, due 2028. ....................... 150,000 150,000 
. . . . . . . . . . . . . . . .  1,031 1,309 Other teim notes due in installments through 201 3 

Total long-term debt. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,123,334 2,123,612 

..................... 350,000 

--.- - - ~ -  

Less: 
Original issue discount on unsecured senior notes and debentures . . .  (3,035) 
Current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (400,507) (785) 

(2,907) 

$1,7 19,920 $2,119,792 

As noted above, our unsecured 4~00% senior notes will mature in October 2009; accordingly, they have 
been classified within the current maturities of long-term debt We are currently evduating aIternatives to 
refinance this debt, and we believe this refinancing effort wiU be successful. 

Short-term debt 

Our short-term borrowing requirements are affected by the seasonal nature of the natural gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply our customers' needs 
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NOTES TO CONDENSED CONSOLIDATED FINANtll[A.I, STATEMENTS - (Continued) 

could significantly affect our borrowing requirements. Our short-term borrowings reach their highest levels in 
the winter months. 

We linance our short-term borrowing requirements through a combination of a $600 million commercial 
paper program and four committed revolving credit facilities with third-paty lenders that provide $1.2 billion 
of working capital funding. At December 31, 2008, there was $360.8 million of short-term debt outstanding, 
comprised of $202.9 snitlion under our bank credit facilities and $157.9 million outstanding under our 
commercial paper pro-garn. At September 30, 2008, there was $350.5 million of short-term debt outstanding, 
comprised of $330.5 million outstanding under our bank credit facilities and $20.0 ruiU.ion outstanding under 
our commercial paper program. We also use intercompany credit facilities to supplement the funding provided 
by these third-party committed credit facilities. These facilities are described in greater detail below. 

Regulated Operations 

We fund our regulated operations as needed primarily through a $600 million commwcial paper progam 
and three committed revolving credit facilities with third-party lenders that provide approximately $800 million 
of working capital funding. The first facility is a five-year unsecured facility, expiring December 201 I ,  that 
bears interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging 
from 0.30 percent to 0.75 percent, based on the Company's credit ratings. This credit facility serves as a 
backup liquidity facility for our comercial paper program. At the time this credit facility was established, 
borrowings under this facility were limited to $600 million. However, i n  September 2008, the limit on 
borrowings was effectively reduced to $566.7 milliori after one lender with a 5.55% share of the commitments 
ceased funding under the facility. At December 3 1,2008, the total amount used under this facility was 
$360.8 million and $205.9 million was available. 

The second facility is a $212.5 Illillion unsecured 364-day facility expiring October 2009, that bears 
interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from 
1.25 percent to 2.50 percent, based on the Company's credit ratings. At December 31, 2008, there were no 
borrowings outstanding under this f"acility. 

The third ZaciLity is an $1 8 milIion unsecured facility expiring in March 2009 that bears interest at a daily 
negotiated rate, generally based on the Federal Funds rate plus a variable margin. At December 31, 2008, there 
were no borrowings outstanding under this facility. 

The availability of hnds under these credit facilities is subject to conditions specified in the respective 
credit agreements, all of which we currentry satisfy. These conditions include our compliance with financial 
covenants and the continued accuracy of representations and warranties contained in these agreements. We are 
required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quuter, a 
ratio of total debt to total capitalization of no greater than 70 percent. At December 31, 2008, our total-debt- 
to-total-capitalization ratio, as defined, was 57 percent. In addition, both the interest margin over the 
Eurodollar rate and the fee that we pay on unused amounts under each of these facilities are subject to 
adjustment depending upon our credit ratings. 

In addition to these third-party iacilities, our regulated operations had a $200 million intercompany 
revolving credit facility with AEH. Through December 31, 2008, this facility bore interest at the one-month 
LTBOR rate plus 0.20 percent. There was $40.9 million outstanding under this facility at Deccmher 3 1, 2008. 
In January 2009, this facility was replaced with a new $200 million 364 day-facility that beais interest at the 
lower of (i) the one month LTBOR rate plus 0.45 percent or (3) the marginal borrowing rate available to the 
Company on the date of borrowing. The marginal bonmbg  rate is defined as the lower of (i) a rate based 
upon the lower of the Prime Rate or the Eurodollar rate under the five year revolving credit facility or (ii) the 
lowest rate outstanding under the commercial paper progm.  Applicable state regulatory commissions have. 
approved the new facility through December 31, 2009. 
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Nonregulated Operah‘ons 

On December 30, 2008, AEM and the participating banks amended and restated AEMs former 
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a 
364-day $375 d o n  committed revolving credit facility and extend it to December 29,2009. 

The amended facility also provides the ability for AEM to increase the borrowing base up to a maximum 
of $450 million, subject to the approval of the participating banks; adds a swing Line loan feature; adjusts the 
interest rate on borrowings as discussed below and increases the fees paid to reflect the facility’s conversion to 
a committed facility and current credit market conditions. 

AT34 will use this facility primarily to issue letters of credit and, on a less frequent basis, to borrow 
funds for gas purchases and other working capital needs. At A E W s  option, borrowings made under the credit 
facility are based on a base rate or an offshore rate, in each case plus an applicable margin. The base rate is a 
floating rate equal to the higher oi: (a) 0.50 percent per annum above the latest federal funds rate; (b) the per 
annum rate of interest established by BNP Paribas from time to time as its “prime rate” or “base rate” for 
U.S. dollar loans; (c) an offshore rate (based on LIBOR with a one-month interest period) as in effect from 
time to time; and (d) the “cost of funds” rate based on an average of interest rates reported by one or more of 
the lenders to the administrative agent. The offshore rate is a floating rate equal to the higher of (a) an 
offshore rate based upon LJBOR for the applicable interest period; and (b) a “cost of funds” rate referred to 
above. In the case of both base rate and offshore rate loans, the applicable margin ranges from 2.250 percent 
to 2.625 percent per annum, depending on the excess tangible net worth of AEM, as defied in the credit 
facility. This facility is collateralized by substantially all of the assets of AEM and is guaranteed by AEH. 

December 31,2008, AEM letters of credit totahg $100.0 million had been issued under the facility, which 
reduced the amount available by a corresponding amount. The amount available under this credit facility i s  
also limited by various covenants, including covenants based on working capiiaL Under the most restrictive 
covenant, the amount available to AEM under this credit facility was $177.8 million at December 31,2008. 

AEM is required by the financial covenants in this facility to maintain a ratio of total liabilities to 
tangibIe net worth that does not exceed a maximum of 5 to 1 .  At December 3 I ,  2008, AEM’s ratio of total 
liabilities to tangible net worth, as defined, was 1.48 to I. Additionally, AEM must maintain minimum levels 
of net working capital and net worth ranging from $75 miIlion to $1 12.5 miLJion. As defined in the financial 
covenants, at December 31, 2008, W s  net working capital was $215.2 d i o n  and its tangible net worth 
was $240.2 million. 

At December 3 I ,  2008, there were no borrowings outstanding under this credit facility. However, at 

To supplement borrowings under this facility, thmugh December 31, 2008, AEM had a $200 million 
intercompany demand credit fadity with AEH, which bore interest at the rdte for AEM’s offshore borrowings 
under its committed credit lacility plus 0.75 percent. Amounts outstanding under this facility are subordinated 
to AEM’s committed credit facility. There were no borrowings outstanding under this facility at December 3 I ,  
2008. This facility was replaced with another $200 million 364-day facility in January 2009 with no material 
changes to its terms except for the rate of interest, which is the greater of (i) the one-month LIBOR rate plus 
2.00 percent or (Li) the rate for AEM’s offshore borrowings under its committed credit facility plus 
0.75 percent 

AEC, which bore interest at the rate for AEM’s offshore borrowings under its committed t?edit facility plus 
0.75 percent. There were no borrowings outstanding under this facility at December 31, 2008. ’”his facility 
was replaced wilh another $200 million 364-day facility in January 2009 with no m a t e d  changes to its terms 
except for the rate of interest, which is the greater of (i) the one-month LIBOR rate plus 2.00 percent or (ii) the 
rate for AEMs offshore borrowings under its committed credit facility plus 0.75 percent. Applicable state 
regulatoiy cornmissions have approved the new facility through December 31, 2009. 

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with 
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Shelf Regisiration 

On December 4,2006, we filed a registration statement with &e Securities and Exchange Commission 
(SEC‘) to issue, from tirne to time, up to $900 million in new common stock andor debt securities. As of 
December 31,2008, we had approximately $450 million of availability remaining under the registration 
statement. h e  to certain restrictions placed by one .state ragalatory commission on our ability to issue 
securities under the registration statement, we are permitted to issue a total of approximately $200 miltion of 
equity securities and $250 million of senior debt securities. In addition, due to restrictions imposed by another 
state reguIatoiy commission, if the credit ratings on ow senior unsecured deht were to fall below investment 
grade from either Standard & Poor’s Corporation (BBB-), Moody’s Investon Services, hc .  (Baa3) or Fitch 
Ratings, Ltd (BBB-), our ability to issue any type of debt securities under the registration statement would be 
suspended until we received an invesbnent grade rating from all of the three credit rating agencies. 

Debt Covenants 

In addition to the financial covenants descrihed above, our debt instruments contain various covenants 
that are usual and customary For debt instruments of these types. 

Additionally, our public debt indentures relating to our senior notes and debentures, as well as our 
revolving credit agreements, each contain a default provision that is triggered if outstanding indehtedness 
arising out of any other credit agreements in amounts ranging from in excess of $15 nlillion to in excess of 
$100 million becomes due by acceleration or is not paid at maturity. 

it deiaults on other indebtedness, as defined, by at least $250 thousand in the aggregate. 

Atmos Energy were downgraded below an S&P rating of BBB and a Moody’s rating of Baa2. We have no 
other triggering events in  our debt insments  that are tied to changes in specified credit ratings or stock 
price, nor have we entered into any transactions that would require us to issue equity, based on om credit 
rating or other higgeriug events. 

comply with ow debt covenants, we may be required to repay ow outstanding balances on demand, provide 
additional coLlateral or take other corrective actions. 

Further, AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if 

Finally, AEM’s credit agreement contains a provision that would limit the amount of credit available if 

We were in compliance with all of our debt covenants as of December 3 I ,  2008. If we were unable to 
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6. Earnings Per Share 

Basic and diluted earnings per share for the three months ended December 31, 2008 and 2007 are 
calculated as follows: 

Three Months Ended 
December 31 

2008 2007 
(In thousands, except 
per share amomls) 

~~ 

Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $75,963 $73,803 -- -- 
Denominator for basic income per share weighted average common shares. . 90,471 89,006 
Effect of dilutive securities: 

Restricted and other shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  559 496 
............................................... 36 106 Stock options 

shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91,066 89,608 

-- 
Denominator for diluted income per share - weighted average common 

~- -~ 
Tncome per share - basic ....................................... $ 0.84 $ 0.83 -- -- 
Income per share- diluted.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.83 $ 0.82 -- -- 
There were approximately 23 I ,000 out-of-the-money options excluded from the computation of diluted 

earnings per share for the three months ended December 3 I ,  2008. There were no out-of-the-money options 
excluded from the computation of diluted earnings per share for the three months ended December 31,2007 
as their exercise price was less than the average market price of the common stock during that period. 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net peiiodic pension cost for our pension and other postretirement benefit plans 
for the three months ended December 31,2008 and 2007 are presented in the following table. All of these 
costs are recoverable through our gas distribution rates; however, a portion o i  these costs is capitalized into 
our gas distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

Threc Months Ended December 31 
Pension Benefits Other Benefits 

2008 2007 200s 2007 
(In thousands) 

---- 
Components of net periodic pension cost 

Service cost. ................................. $ 3,703 $3,878 $2,946 $3,341 
Interest cost.. ................................ 7,554 6,736 3,520 2,912 
Expected return on assets.. ...................... (6,238) (6,310) (573) (715) 

. . . . . . . . . . . . . . . . . . .  - 378 378 Amortization of transition asset - 
Arnoidzation of prior service cost - - .. . . . . . . . . . . . . . . .  ( I  83) (1 7 1 ) 

955 1,926 .- - Amortization of actuarial loss . . . . . . . . . . . . . . . . . . . .  - .--- - - 
Net periodic pension cost. . . . . . . . . . . . . . . . . . . . . .  $ 5,791 $ 6,059 $6,271 $5,916 ---- - ~ - -  
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The assumptions used to develop our net periodic pension cost for the three months ended December 31, 
2008 and 2007 are as follows: 

Pension Benefits Other Benefits 
2007 2008 2007 - - -  2008 - 

Discountrate.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7.57% 6.30% 7.57% 6.30% 
Rate of compensation increase. ....................... 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets. ....................... 8.25% 8.25% 5.00% 5.00% 

The discount rate used to compute the present value of a plan's liabilities generally is based on rates of 
high-grade corporate bonds with maturities similar to the average period over which the benefits will be paid. 
Generally, our funding policy has been to contribute annually an amount ia accordance with the requirements 
of the Employee Retirement Income Security Act of 1974. In accordance with the Pension Protection Act 
(PPA), we determined the funded status of our plans as of January 1 ,  2009. Based upon this valuation, we 
expect we will be required to contribute less than $25 million to our pension plans by September 15,2009. 

We contributed $2.6 million to our other post-retirement benefit plans during the three months ended 
December 31, 2008. We expect to contribute a total of approximately $10 million to these pirans during fiscal 
%009. 

8. Comnitonents and Contingencies 

IAgation and Environmental Matters 

With respect to the specific litigation and environmental-reIa?zd matters or claims that were disclosed i n  
Note 22 to the financial statements in our Aiuiual Report on Form 10-K for the fiscal year ended September 30, 
2008, there were no material changes in the status of such litigation and environmental-reIated matters or 
claims during the three months ended December 31,2008. We continue to believe that the final outcome of 
such litigation and environmental-related matters or claims wiU not have a material adverse effect on our 
financial condition, results of operations or cash flows. 

In addition, we are involved in other litigation and environmental-related matters or claims that arise in  
the ordinary course of our business. While the ultimate results of such litigation and response actions to such 
environmentat-related matters ur claims cannot be predicted with certainty, we believe the find outcome of 
such litigation and response actions will not have a material adverse effect on our financial condition, results 
of operations or cash flows. 

Purchase Commitments 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the 
forward NYMEX strip or fixed price contracts. At December 31, 2008, AEM was committed to purchase 
77.6 Bcf within one year, 30.2 Bcf within one to three years and 1.2 Bcf afer three years under indexed 
contracts. AEM is committed to purchase 1.6 Bcf within one year under fixed price contracts with prices 
ranging from $4.14 to $13.20 per Mcf. Purchases under these contracts totaled $527.5 million and $572.0 mil- 
lion for the three months ended December 31, 2008 and 2007. 

Our natural gas distribution divisions, except for our Mid-Tex Division, maintain sclpply contracts with 
several vendors that generally cover a period of up to one year. Commitments for estimated base gas volumes 
are established under these contracts on a monthly hasis at contractually negotiated prices. Commitments for 
incremental daily purchases are made as necessary duiing the month in accordance with the terrns of the 
individual contract. 
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Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our 
customers in its service area which obligate it to purchase specified volumes at market and fmed prices. The 
estimated commitments under these contractsas of December 31, 2008 are as follows (in thousands): 

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $243,310 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  90,146 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,240 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,006 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,102 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,727 

$360,531 

Regulatory Matters 

During the three monlhs ended December 31,2008, we concluded annual rate filing mechanisms we had 
fiied in our Mid-Tex and West Texas service areas. As of December 31, 2008, rite cases were in progress in 
our City of Dallas and Tennessee service areas. These regdatory proceedings are discussed in further detail in 
Mamgement 's Discussion and Analysis - Recent Ratenuzking Developments. 

9. Concentration of Credit Risk 

Information regarding our concentration of credit risk is disclosed in Note 14 to the frnancial statements 
in our Annual Report on Form 10-K for the fiscal year ended September 30,2008. During the three months 
ended December 31,2008, there were no material changes in our concentsation of credit risk. 

10. Segment Information 

Atmos Energy and our subsidiaries are engaged primarily in  the regulated natural gas distribution, 
(sansmission and storage business as well as other norregulated businesses. We distribute natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, cammercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions, which cover service areas 
located in 12 states. In addition, we transport natural gas for others through our distribution system. 

Through our nonregulated businesses, we pritnatily provide natural gas management and marketing 
services to municipalities, other local distribution companies and industrial customers primwily in the Midwest 
and Southeast. Additionally, we provide natural gas transportation and storage services LO certain of our natural 
gas distribution operdtions and to third parties. 

We operate the Company through the following four segments: 

The tzalural gas distribufion segnienl, which includes our regulated natural gas distribution and related 
sales operations. 

The regulated bansmission arld storage segmenl, which includes the regulated pipeline and stosage 
operations of the Atmos Pipeline - Texas Division. 

9 The natural gas markctirig segntent, which includes a variety of nonregulated natural gas management 
services. 

8 The pipeliiw, storage arid iither scgnzent, which includes our nonregulated natural gas transmission and 
storage services. 
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Our determination of reportable segments considers the sb-ategic operating units under which we manage 
sales of various products and services to customers in differing regulatory environments. Although our natural 
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each 
natural gas distribution division has similar economic characteristics. The accounting policies of the segments 
are the same as those described in the sununary of significant accounting policies found in our Annual Report 
on Form 10-K for the fiscal year ended September 30, 2008. We evaluate performance based on net income 01 

loss of the respective operating units. 

Income statements €or the three-month periods ended December 31, 2008 and 2007 by segment are 
presented in the following tables: 

Three Months Ended December 31,2008 
Natural Regulated Natural Pipeline, 

Gas Transmission Gas Storage and 
Dffitribution and Storage Marketing Other Eliminations Consolidated 

(In thousands) 

Operating revenues from external 

. . . . . . . .  24,460 170,651 2,954 (198,261) 196 I__y__ 

Intersegment revenues 
parties . . . . . . . . . . . . . . . . . .  $1,055,772 $30,222 $616,844 $13,494 $ - $1,716,332 

- 

1,055,968 54,682 787,495 16,448 (198,261) 1,716,332 
Purchased gas cost. . . . . . . . . . .  757,584 - 757,472 3,903 (197,839) 1,321,120 - I I _ ~  -- ~ 

Gross profit . . . . . . . . . . . . . .  298,384 54,682 30,023 12545 (422) 395,212 
Operating expenses 

Operation and maintenance. . 97,994 27,569 8,516 1,184 (508) 134,755 
Depreciation and 

amortization . . . . . . . . . . . .  47,139 4,955 40 I 63 I I_ 53,126 
Taxes, other than income . . . .  40,746 2,788 593 10 __. 44,137 - _I- ~ 

Total operating expenses. . . . . . .  185,879 353 12 9,510 1,825 (508) 232,018 

Operating income. . . . . . . . . . . .  1 12505 19,370 20,513 10,720 86 163,194 
I_- 

Miscellaneous income 
(expense) . . . . . . . . . . . . . . . .  3,121 815 301 2,161 

Interest charges . . . . . . . . . . . . .  32,887 8,079 3,902 736 

Income before income taxes . . . .  82,739 12,106 16,912 12,145 
Income tax expense . . . . . . . . . .  32,606 4,445 6,337 4,551 

Net income.. . . . . . . . . . . .  $ 50,133 9; 7,661 $ 10,575 $ 7,594 

Capital expenditures. . . . . . . . . .  $ 89,003 $ 5,060 $ 29 $13,275 

~ -- - 
(6,699) (301) 
(6,613) 38,991 
- 123,902 
- 47,939 

$ - $ 75,963 
-- 

$ -- $ 107,367 

I 

25 



AWOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSO1,IDATED FINANCIAL SIIATEMENTS - (Continued) 

Three Months Ended December 31,2007 

Operating revenues from external 
parties . . . . . . . . . . . . . . . . . . .  

Intersegment revenues . . . . . . . . .  

Purchased gas cost. . . . . . . . . . . .  
Gross profit. . . . . . . . . . . . . . .  

Operation and maintenance . . .  
Operating expenses 

Depreciation and 
amortization . . . . . . . . . . . . .  

Taxes, other than income . . . . .  
Total operating expenses . . . . . . .  
Operating income . . . . . . . . . . . .  
Miscellaneous income 

Interest charges . . . . . . . . . . . . . .  
rncome before income taxes. . . . .  
Income tax expense.. . . . . . . . . .  

Net income . . . . . . . . . . . . .  
Capital expenditures . . . . . . . . . .  

(expense). . . . . . . . . . . . . . . . .  

Natural 
Gas 

Distribution 

$928,029 
148 

928,177 
654,977 

273,200 

97,247 

42,832 
35,6 18 

175,697 

97,503 

476 
31,214 

66,765 
26,601 

$ 40,164 

$ 84,313 

-- 

Regulated Natural PipeIine, 
Transmission Gas Storage and 
and Storage Marketing Other -- 

(In thousands) 

$22,437 $702,722 $4,322 
22,609 137,995 -- 2,405 

45,046 840,717 6,727 
729 

45,046 45,963 5,998 
_.-- 

- 794,754 

15,432 7,877 1,288 

4,916 387 378 
2,444 3,000 365 

22,792 11,264 2,031 

22,254 34,699 3,967 

1 74 796 2,028 
7,07 1 1,314 699 

15,357 34,181 5,296 
5,510 13,581 2,104 

$ 9,847 $ 20,600 $3,192 

$ 8,382 $ 31 $1,429 --- 

Eliminations Consolidated 

$ - $1,657,520 
(1 63,157) - -~ 
(163,157) 1,657,510 
(162,588) 1,287,872 

(569) 369,638 

(655) 121,189 

- 48,513 
- 4 1,427 

(655) 21 1,129 

86 158,509 

(3,567) (93) 
-.- (3,481) 36,817 

- 121,599 
- 47,796 

$ - $ 73,803 

$ - $ 94,155 
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=OS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLJDATED FINANCIAL STATEMENTS - (Continued) 

Balance sheet information at December 31, 2008 and September 30,2008 by se,ment is presented in the 
following tables: 

December 31,2008 
Natural Regulated Natural Pipdine, 

Gas Transmission Gas Storage and 
Distribution and Storage Marketing Other Eliminations Consolidated 

(Tn thousands) 
-- 

ASSETS 
Propefiy, plant and equipment, net . . $3,533,249 $584,882 $ 7,387 $ 69,230 $ - $4,194,748 
Investmenl in subsidiaries . . . . . . . .  466,443 - _I (464,347) -I (2,096) 
C'urrent assets 

Cash and cash equivalents . . . . . .  36,931 - 32,052 816 I_ 69,799 
Ass& from risk management 

activities . . . . . . . . . . . . . . . . .  - - 41,016 24,608 (25549) 40,075 
Other current assets . . . . . . . . . .  1,151,129 27,029 413,676 62,728 (81,328) 1,573,234 
Inkrcompany receivablm . . . . . . .  - - 142,753 (677,749) - -. --.. -- 534,996 

Total current assets . . . . . . . . .  1,723,056 27,029 486,744 230,905 (784,626) 1,683,108 
Intangible assets . . . . . . . . . . . . . . .  I_. - 1,931 - ___ 1,931 
Goodwill .................... 569,920 132,367 24,282 10,429 - 736,998 
Noncurrent assets from risk 

Deferred charges and other assets. . .  166,669 6,718 853 14,641 
management activities . . . . . . . . .  19 - 13,214 44 (44) 13,233 

188,881 

$6,459,356 $750,996 $532,315 $325,249 $(1 ,249,017) $6,818,899 

- 

--- 
CAPITALIZATION AND 

Shareholders' equity . . . . . . . . . . . .  $2,078,076 $137,805 $102,735 $225,903 $ (466,443) $2,078,076 
. . . . . . . . . . . . . . .  524 - 1,7 19,920 Long-term debt. 1,719,396 -"" - 

LIABILITIES 

- ~- 
Total capitalization. . . . . . . . . .  

Current liabilities 
Lken t  maturities of long-tenn 

debt .................... 
Short-term debt. . . . . . . . . . . . . .  
Liabilities ftom risk management 

activities.. . . . . . . . . . . . . . . .  
Other current liabilitia~ . . . . . . . .  
Intercompany payables . . . . . . .  

Total current liabilities I I . . . . 
Deferred income taxes. . . . . . . . . . .  
Noncurrent liabilities from risk 

management activities . . . . . . . . .  
Regulatory cost of removal 

obligation . . . . . . . . . . . . . . . . . .  

3,797,472 

400,000 
401,683 

47,448 
863,569 

- 
1,712,700 

385.547 

3,885 

305,784 

137,805 102,735 226,427 (466,443) 3,797,996 

400,507 
(40,850) 360,833 

-- __. 507 -- 
II - - 

-. 30,596 937 (25,549) 53,432 
8,330 291,154 78,442 (38,351) 1,203,144 

535,064 142,685 - (677,749) -. 
I _ - - ~  - ~ 

543,394 464,435 79,586 (782,499) 2,017,916 
65,874 (35,664) 15,598 (31) 431,324 

Deferred credits and other 
liabilities . . . . . . . . . . . . . . . . . .  253,968 3,923 687 3,338 - 261,916 

$6,459,356 --- $750,996 $532,315 $325,249 $(I ,'249,0 17) $6,8 18,899 
-I_-- 

--- 
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ATMOS ENERGY COIRPOJXATION 

NOTES TO CONDENSED CONSOLIDATED FNANCIAL STATEMENTS - (Continued) 

September 30,2008 
Natural Pipeline, 

Gas Storage and 
Marketing Other 

(In thousands) 

Natural 
Gas 

Distribution 

Regulated 
Transmission 
and Storage Eliminations Consolidated 

ASSETS 
Properly, plant and equipment, net . . 
Investment in subsidiaries . . . . . . . .  
Current assets 

Cash and cash equivalents . . . . . .  
Assets from risk management 

activities . . . . . . . . . . . . . . . . .  
Other current assets. . . . . . . . . . .  
Intercompany receivables. . . . . .  

Total current assets . . . . . . . . .  
Zntangible assets . . . . . . . . . . . . . . .  
Goodwill .................... 
Noncurrent assets From risk 

management activities . . . . . . . . .  
Deferred charges and other assets. . .  

$3,483,556 
463,158 

$585,160 
-_ 

$ 7,520 $ 60.623 
- (2,096) 

$ $4,136,859 
(461,062) - 

30,878 9,120 6,7 19 - 46,717 

69,008 20,239 
41 1,648 S6,791 

- 135,795 

489,776 219,544 
2,088 - 

24,282 10,429 

--- - 

(20,956) 68,291 
(91,672) 1,170,096 

- 
111--- 

(7 14,628) 

(827,256) 1,285,104 
- 2,088 
- 736,998 

- 
18,396 
- 

- 
774,933 
578,833 

1,384,644 

569,920 
- 

18,396 

132,361 
- 

5,473 -- 
1,182 11,798 

$528,225 $302,394 
-- 
-- -- 

- 5,473 
220,177 

$(I ,288,318) $6,386,699 

- 
- 

195,985 

$6,097,263 
_.-- 11,212 

$747.1 35 

CAPITALIZATION AND 
LIABKITIES 

Shareholders’ equity . . . . . . . . . .  
Long-term debt. . . . . . . . . . . . . . . .  

Total capitalization . . . . . . . . . .  
Current liabilities 

C m n t  maturities of long-term 
debt..  . . . . . . . . . . . . . . . . .  

Short-term debt. . . . . . . . . . . . . .  
Liabilities from risk management 

activities . . . . . . . . . . . . . . .  
Other cunent liabilities . . . . . . . .  
Intercompany payables . . . . . . . .  

Total current Liabilities . . . . . . .  
Deferred income taxes. . . . . . . . . . .  
Noncurrent liabilities kom risk 

management activities . . . . . . . . .  
Regulatory cost of removal 

Defetred credits and oher 
obligation . . . . . . . . . . . . . . . . . .  

liabilities . . . . . . . . . . . . . . . . . .  

$130,144 
- 

$1 14,559 $218,455 
- 525 

I 14,559 21 8,980 
-- -*-_I 

$ (463,158) $2,052,492 
- 2,119,792 

(463,158) 4,172,284 

$2,052,492 
2,119,267 

4,17 1,759 130,144 

-- 785 
6,500 - 

.--_. 785 
(41,550) 350,542 

- 
385,592 

58566 
5 3 8,777 

- -- 
982,935 
384,860 

20,688 616 
236,217 62,796 

(20,956) 58,914 
[47,997) 796,846 

- -.---.- (714,628) 

(825,131) 1,207,087 
(29) 441,302 

- 
7,053 

543,384 

550,437 
62,720 

171,244 I_ ~- 
434,649 64,197 
(21,936) 15,687 

5,111 258 -- 5,369 

298,645 __. 298,645 

695 3,530 

$528.225 $302,394 
-- ~- 
~- -- 

_-- 262.01 2 

$11,288,318) $6,386,699 

253,953 

$6,097,263 

3,834 

$747,135 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directurs and Shareholders of 
Amos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of 
December 31,2008, and the related condensed consolidated statements of income and cash flows for the 
threemonth periods ended December 31,2008 and 2007. These financial statements are the responsibility o€ 
the Company's management. 

We conducted. OUT review in accordance with the standards of the Public Company Accounting Oversight 
Board (United Staks). A review of interim financial information consists principally of applying analytical 
procedures and making inquiries of persons responsible for financial and accounting matters. It is substantially 
less in scope than an audit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not express such an opinion. 

Based on oar review, we are not aware of any material modifications that should be made to the 
condensed consolidated financial statements referred to above for diem to be in conformity witb U.S. generally 
accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheet of Atmos Energy Corporation as of 
September 30, 2008, and the related consolidated statements of income, shareholders' equity, and cash flows 
for the year then ended, not presented herein. and in our report dated November 18, 2008, we expressed an 
nnquali€ied opinion on those consolidated financial statements. In oar opinion, the information set forth in the 
accompanying condensed consolidated balance sheet as of September 30,2008, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived. 

Dallas, Texas 
February 3,2009 
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Itern 2. Management’s Discussion and Analysis of Financial Condition and Result3 of Operations 

INTRODUCTION 

The following discussion should be read in conjunction with the condensed consolidated financial 
statements in this Quarterly Report on Fom 10-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-K for the year ended September 30,2008. 

Cautionary Statement for the Purposes of the Safe Harbor under the Private Securiiies Litig&*on Refom 
Act of 1995 

The statements contained in this Quarterly Report on Fom 10-0 may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made in good faith by us and are intended to qualify for the safe harbor from 
liability established by the Private Securities Litigation Refoim Act of 1995. When used in this Report, or any 
other of our documents or oral presentations, &e words Lcanticipate’’, “believe”, “estimate”, “expect”, 
“forecast“, “goal”, “intend”, “objective”, “pIan”, “projection”, “seek”, “strategy” or s h i l a r  words are intended 
to identify forward-looking statements. Such forward-looking statements are subject to risks and uncertainties 
that could cause actual results to differ materially from those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. 
These risks and uncertainties, which are discussed in more detail i n  our Annual Report on Form 10-K for the 
year ended September 30, 2008, include the following: our ability to continue to access the credit markets to 
satisfy our liquidity requirements; the impact of recent economic conditions on our customers; increased costs 
of providing pension and postretirement health care benefits and increased funding requirements: market risks 
beyond our control affecting our risk management activities including market liquidity, comodity price 
volatility, increasing interest rates and counterparty creditworthiness; regulatory trends and decisions, including 
the impact of rate proceedings before various state regulatory commissions; increased federal regulatory 
oversight and potential penalties; the impact of environmental regulations on our business; the concentration of 
our distribution, pipeline and storage operations in Texas; adverse weather conditions; the effects of inflation 
and changes in  the availability and price of natural gas; the capital-intensive nature of our gas distribution 
business; increased competition from energy suppliers and alternative forms of energy; the inherent hazards 
and risks involved in operating our gas distribution business, natural disasters, terrorist activities or other 
events; and other risks and uncertainties discussed herein, all of which are difficult to predict and many of 
which are beyond our controL Accordingly, while we believe these forward-looking statements to be 
reasonable, there can be no assurance that they will approximate actual experience or that the expectations 
derived from them will be realized. Further, we undertake no obligation to update or revise any of our 
forward-looking statements whether as a result of new information, future events or otherwise. 

OVERVIEW 

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution and 
transportation and storage businesses as well as other nonregulated natural gas businesses. We distribute 
natural gas through sales and transportation arrangements to approximately 3.2 million residential. commercial, 
public authority and industrial customers throughout our six regulated natural gas dishibution divisions, which 
cover service areas located in 12 states. In addition, we transport natural gas for others through our distribution 
system. 

Through our nonregulated businesses, we primarily provide natural gas management and marketing 
services to municipalities, other local gas distribution companies and industrial customers primarily in the 
Midwest and Southeast and natural gas transportation and storage services to certain o€ our natural gas 
distribution divisions and to third parties. 
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We operate the Company through the following four segments: 

0 the natural gas distribution segmenl, which includes our reguiated natural gas distribution and related 

- the replated transttussion and storage segment, which includes &e segulated pipeline and storage 

* the natural gas marketing segment, which includes a variety of nonregulated natural gas management 

the pipeline, starage and other segment, which is comprised of our nonregulated natural gas gathering, 

sales operations, 

operations of the Atmos Pipeline - Texas Division, 

services md 

transmission and storage services. 

CRITICAL ACCOUNTmG ESTIMATES AND POLICES 

Our condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these financial statements requires us to make estimates 
and judgments that affect rhe reported amounts of assets, liabilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on hktorical experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activities, allowance for doubtful 
accounts, legal and environmental accmals, insurance accruals, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actual results may differ from such estimates. 

Oar critical accounting policies used i n  the preparation of our consolidated finmcial statements are 
described in our Annual Report on Form 10-K for the fiscal year ended September 30,2008 and include the 
following: 

Regulation 

Revenue Recognition 

0 Allowance for Doubtfd Accounts 

* Derivatives and Hedging Activities 

0 Impairment Assessments 

Pension and Other Postretirement Plans 

Our critical accounting policies are reviewed quarterly by the Audit Cornmitttee. There were no significant 
changes to these critical accounting policies during the three months ended December 31, 2008. 
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RESULTS OF OPERATIONS 

The following table presents our consolidated financial highlights for the three months ended Decem- 
ber 31,2008 and 2007: 

Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross prooM . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income .......................................... 
Miscellaneous expense. ...................................... 
Interest charges ............................................ 
Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income ............................................... 
Diluted net income per share .................................... 

T h  Months Ended 
December 31 

2008 2007 
(In Uiousands, except per 

share data) 

$1,716,332 $1,657,510 
395,212 369,638 
232,018 211,129 
163,194 lS8509 

(301) (93) 
38,991 36,817 

123,902 121,599 
47,939 47,796 

.$ 75,963 $ 73,803 
$ 0.83 $ 0.82 

Our consotidated net income during the three months ended December 31,2008 and 2007 was earned in 
each of our business segments as follows: 

Three Months Ended 
December 31 

2008 2007 Change 
(in thousands) 

-- ~ ~ 

Natural gas distribution segment . . . . . . . . . . . . . . . . . . . . . . . . . .  $50,133 $40,164 $ 9,969 

Natural gas marketing segment. . . . . . . . . . . . . . . . . . . . . . . . . .  10,575 20,600 (10,025) 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $75,963 $73,803 $ 2,160 

Regulated transmission and storage segment . . . . . . . . . . . . . . . . .  7,661 9,847 (2,186) 

Pipeline, storage and other segment. ....................... 7,594 3,192 4,402 --- 
--- --- 

The following tabIes segregate our consolidated net income and diluted earnings per share between our 
regulated and nonregulated operations: 

Three Months Ended 
December 31 

2008 2U07 Change 
(in thousands, except per share data) 

Nonregulated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 8,169 23,792 (5,623) 

Consolidated net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $75,963 $73,803 $2,160 

Diluted EPS from regulated operations . . . . . . . . . . . . . . . . . . . . .  .$ 0.63 $ 0.56 $ 0.07 
Diluted EPS from nonregulated operations . . . . . . . . . . . . . . . . . . .  0.20 0.26 (0.06) 

ConsolidateddilutedEPS.. .............................. $ 0.83 $ 0.82 $ 0.01 

The following summarizes the results of our operations and other significant events for the three months 

~ - -  

Regulated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $57,794 $50,011 $7,783 

--- 
- - L _ _  --- 

--- 
--- 

ended December 31,2008: 

Regulated operations generated 76 percent of our net income during the three months ended 
December 3 1,2008 compared to 68 percent during the three months ended December 31,2007. The 
$7.8 million increase in our regulated operations net income primarily reflects favorable ratemaking 
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activity coupled with higher transportation and priority reservation fees, which were pastidy offset by 
;ill 11 percent increase in operating expenses. 

0 Nonregulated operations contributed 24 percent of net income during the three months ended Decem- 
ber 31,2008 compared to 32 percent during the three months ended December 31, 2007. The 
$5.6 trdlion decrease in our nonregdated operations net income primarily reflects a decrease in 
unrealized margins partially offset by favorable asset optimization margins. 

compared with $61.4 million for the three month. ended December 3 1, 2007, primarily reflecting the 
timing of accounts receivable collections and purchases of gas stored ~ n d e r ~ p u n d .  

wiU provide $587.5 million to help fund ow natud gas purchases and working capital needs. 

- For the three months ended December 31,2008, we generated $150.7 million in operating cash flow 

During the first quarter of fiscal 2009, we entered into two new 364-day committed credit facilities that 

mree Months Ended December 31, 2008 compared with Three Months Ended December 31,2007 

Natural Gas Distribution Segment 

The primary factors that impact the results of our natural gas distribution operations are our ability to 
earn our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service areas. 

Our ability to earn our authorized rates of return is based primarily on our ability to improve the rate 
design in our various ratemaking jurisdictions by reducing or eliminating regulatory lag and, ultimately, 
separating the recovery of our approved margins from customer usage patterns. Improving rate design is a 
long-term process and is fortber cornplicated by the fact that we operate i n  multiple rate jurisdictions. 

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of 
weather that is above ar below n o d  is substantially offset through weather nomahation adjustments, 
known as W A ,  which has been approved by state regulatory cornmissions for approximately 90 percent of 
our residential and commercial meters in the following states for the following time periods: 

G e o r ~ a  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kentucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
 si ana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Texas:Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Texas: West Texas ............................................. 
Vrrginia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Missis~ppi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

October - May 
Odober - May 
November .- April 
December -March 
November - April 
November - A p d  
November - April 
October -May 
January - December 

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therelore, increases in the cost of gas are offset by a 
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial 
performance than revenues. However, gross profit in our Texas and Mississippi service areas include franchise 
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). 
Therefore, the amount of these taxes inciuded in revenues is influenced by the cost of gas and the level of gas 
sales volumes. We record the associated tax  expense as a component of taxes, other than income. AIthough 
changes in revenue-related taxes aiising from changes in gas costs affect gross profit, over time the irnpact is 
offset within operating income. Timing differences exist between the recognition of revenue for franchise fees 
collected from our customers and the -lecognition of expense of franchise taxes. The effect of these timing 
differences can be si,onificant in periods of volatile gas prices, particularly in our Mid-Tex Division. These 
timing differences may favomhly or unfavorahly affect net income; however, these amounts should offset over 
tirne with DO peimanent impact on net income. 
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Beginning January 1,2009, changes in our franchise fee agreements wiII become effective that should 
si,&ficantly reduce the impact of this timing difference on a prospective basis. 

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad 
debt expense and may require us to increase borrowings under our credit facilities resulting in higher interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions m y  cause customers to conserve or use alternative energy sources. 

Review of Financial arid Opcr&:ng Results 

Financial and operational highlights for our natural gas distribution segment for the three months ended 
December 31, 2008 and 2007 are presented below. 

Three Months Ended 
December 31 

2008 BO7 Change 
(In thousands, unless otherwise noted) 

Grossprofit ....................................... 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges ...................................... 
Income before income taxes. .......................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Consolidated natural gas distribution sales volumes - MMcf . . .  

$298,384 
185,879 

112,505 
3,121 

32,887 

82,739 
32,606 

$ 50,133 

91,446 

$273,200 
175,697 

97,503 
476 

31,214 

66,765 
26,601 

$ 40,164 

84,767 

$25,184 
10,182 

15,002 
2,645 
1.673 

15,974 
6,005 

$ 9,969 

6,679 
Consolidated natural gas distribution transportation volumes - 

MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,336 33,749 587 

Total consolidated natural gas distribution throughput -- 
MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  125,782 118,516 7,266 

Consolidated natural gas distribution average transpostation 

Consolidated natural gas distribution average cost of gas per Mcf 

The following table shows our operating income by natural gas distribution division for the three months 

revenueperM d... ................................ $ 0.45 $ 0.44 $ 0.01 

sold.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  !$ 8.28 $ 7.73 $ 0.55 

ended December 31,2008 and 2007. The presentation of our natural gas distribution operating income is 
included for financial reporting purposes and may not be appropriate for ratemaking purposes. 

Three Months Ended 
December 31 

2008 2007 Change 

Mid-Tex ........................................... 

Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
WestTexas ......................................... 
Mississippi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Colorado-Kansas ..................................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
To tal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

KentuckyMd-States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(In thousands) 

$ 52,678 $50,225 
19,025 14,168 
14,584 11. ,932 
8,013 4,976 
8,435 7,829 
8,601 6,688 
1,169 1,685 

$1 12,505 $97,503 

$ 2,453 
4,857 
2,652 
3,037 

606 
1,913 

(5 16) 

$15,002 
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The $25.2 million increase in natural gas distribution gross profit primarily reflects a $15.3 million 
increase in rates. The net increase in rates primarily was attributable to the Mid-Tex Division, which increased 
$1 1.3 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all 
incorporated cities in the division other than the City of Dallas (the Settled Cities). The current year period 
also reflects $4.0 million in rate adjustments primarily in Georgia, Kansas, Louisiana and West Texas. In 
addition, the increase io gross profit reflects a six percent increase in distribution throughput. Finally, gross 
profit increased $8.1 milIion compared With the prior-year quarter due to a non-recurring update to our 
estimate for gas delivered to customers but not yet billed to reflect changes in base rates in several of our 
jurisdictions. 

Partially offsetting these increases was a decrease of approximately $0.3 million in revenue-related taxes 
primarily due to lower revenues, on which the tax is calculated, in the current-year quarter compared to the 
prior-year quarter. This decrease, combined with an $8.1 million quarter-over-quarter increase in the associated 
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in 
an $8.4 million decrease in operating income when compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income, increased $10.2 million. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $2.2 million, 
primarily due to a $2.1 million noncash charge to impair certain available-for-sale investments due to the 
recent deterioration of the financsial markets. 

Depreciation and amortization expense increased $4.3 million for the first quarter of fiscal 2009 compared 
with first quarter of fiscal 2008. The increase primarily was attributable to additional assets placed in service 
dwing the current-year period. 

Interest charges allocated to the natural gas distribution segment increased $1.7 million due to higher 
average short-term debt balances, interest sates and commitment fees experienced during the current-year 
quarter cornpared to the prior-year quarter. These increases are associated with the recent adverse conditions in 
the credit markets. 

Recent R d ~ k i i i g  Developments 

Significant ratemaking developments that occurred during the three months ended December 3 1, 2008 are 
discussed below. The amounts described below represent the gross revenues that were requested or received in 
each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain 
operating costs may have increased as a result of a commission’s final ruling. 

Annual Rate Filing Mechanisms 

In April 2008, the Mid-Tex Division filed its first RRM with the Settled Cities. The filing requested an 
increase in rates of $33.3 miUion on a systemwide basis, of which $26.7 million applied to the Settled Cities. 
We reached an agreement with representatives of the Settled Cities to increase rates $20.0 rnillion on a 
system-wide basis, which were implemented beginszing in November 2008. The impact to the Mid-Tex 
Division for the Settled Cities is approximately $16.0 million. 

In  the West Texas Division, the Company reached an agreement with representatives or the West Texas 
Cities with respect to its RRM filing to increase rates a total of: $3.9 million. The $3.9 million will be 
collected through the true-up portion of the RRh4 tarB rates over a 9% month period beginning in November 
2008. 

In May 2008, the City of Lubbock approved its Conservation and Customer Value Plan (CCVP), which 
contained an annual rate review mechanism that would adjust rates to reflect changes in  the West Texas 
Uvision’s cost of service and rate base. The West Texas Division filed its annual review f h g  under the 
CCVP i n  June 2008. The Company and city officials wese unable to reach a mutually agreeable settlement, 
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and in December 2008, the City Council passed an ordinance withdrawing the C W  tariff. The Company is 
currently evaluating it options. 

In December 2008, we filed our TmsLa annual rate stabilization clause with the Louisiana Public 
Service Commission requesting an increase of $0.9 million. The filing was for the test year ended 
September 30,2008. We anticipate final resolution of this proceeding by March 2009. 

In September 2008, we fied our Mississippi stable rate filing with the hGssissippi Public Service 
Cammission (MPSC) requesting an increase of $3.5 million. Tn January 2009, we withdrew this request after 
we were unable to reach a mutually agreeable settlement with the MPSC. 

GRIP Filings 

wide basis. However, this filing is only applicable to the City of Dallas and the Mid-Tex environs and seeks a 
$1.8 million increase for customers i n  those service areas only. Rates were approved for this filing in 
December 2008 and will be implemented in February 2009. 

In May 2008, the Mid-Tex Division made a GRE’ filing seeking a $10.3 d i o n  increase on a system- 

Rate Case Fiines 

In October 2008, our KentuckyMd-States Division filed a rate case with the Tennessee Regulatory 
Authority seeking a rate increase of $6.3 million. The filing includes a rate base of approximately 
$191 .O d o n ,  a SO/SO capital shucture and requests an authorized return on equity of 11.7 percent. We are 
currently working through discovery on the case. In January 2009, the Consumer Advocate and Protection 
Division recommended a decrease in rates of $3.7 million. Any adjustment to rates is expected to be 
implemented no later than April 2009. 

In November 2008, the Mid-Tex Division filed a statement of intent to increase rates for customers within 
the City of Dallas by $9.1 million. The City of Dallas suspended the filing on December 10, 2008 and is 
expected to take final action on the filing by the end of February 2009. 

Other Ratemaking Activity 

In May 2007, our Mid-Tex Division filed fur a 3Ci-month gas contract review filing. This Ning is 
mandated by prior Railroad Commission of Texas (RRC) orders and relates to the prudency of gas purchases 
made from November 2003 through October 2006, which total approximately $2.7 billion. The intervening 
parties recornended disallowances ranging from $58 &on to $89 million. A hearing was held at the RRC 
in September 2008. In December 2008, a proposal for decision was issued by the Hearing Examiner 
recommending no gas cost disallowance. The RRC is expected to render it decision in FehruarJr 2009. 

Regulated 12ansmisswn and Storage Segment 

Our regulated transmission and storage segment consists of the regul4te.d pipeline and storage operations 
of the Atmos Pipeline - Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our 
Mid-Tex Division and third parties and manages five underground storage reservoks in Texas. We also provide 
ancillary services customary in the pipeline industry including paking and lending arrangements and sales of 
inventory on hand. 

Similar to our natural gas distribution segment, our regulated transmission and storage segment is 
impacted by seasonal weather patterns, competitive factors in the energy industry and economic conditions in 
our service areas. Further, as the Atmos Pipeline - Texas Division operations supply all of the natural gas for 
our Mid-Tex Division, the results of this segment are highly dependent upon the natural gas requirements or 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Atmos Pipeline .- Texas Division 
may be impacted by the timing of when costs and expenses are incurred and when these costs and expenses 
are recovered h u g h  its tariffs. 
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Review of Financial and Operating Results 

Financial and operational highlights for our regulated transmission and storage segment for the thee 
months ended December 31, 2008 and 2007 are presented below. 

Three Months Ended 
December 31 

2007 Change 
(In thousands, unless otherwise noted) 

-- - 2008 

Mid-Tex transportation.. .............................. $ 24,352 $ 22,388 $ 1,964 
Third-party transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25,366 18,232 7,134 
Storage and park and lend services. . . . . . . . . . . . . . . . . . . . . . .  2,357 2,039 318 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,607 2,387 220 

Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54,682 45,046 9,636 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35,312 22,792 12,520 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,370 22,254 (2,884) 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  815 174 641 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,079 7,07 1 1,008 

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . .  12,106 15,357 (3,251) 

-~ - 

Income tax expense . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  4,445 ~- 5,510 

Net income . . . . . .  . . . . . . .  . . . . . . .  .................. $ 7,661 !$ 9,847 $(2,186) 

Gross pipeline transportation volumes - MMcf . . . . . . . . . . . .  
Consolidated pipeline transpo13ation volumes - MMcC . . . . . . . .  

192,172 

135,858 

188,844 

136,200 

3,308 

(342) 

The $9.6 million increase in gross profit primarily was attributable to a $3.7 million increase resulting 
from higher transportation fees on through-system deliveries due to market conditions and a $3.3 million 
increase from higher priority reservation fees. The improvement in gross pntfit also reflects a $1 -4 million 
increase due to our 2006 and 2007 GRIP f i g s .  Throughput was flat as increased city-gate, electrical 
generation and HUB deliveries offset decreased Barnett Shale receipts and industrial deliveries. 

Operating expenses increased $12.5 million primarily due l~ increased employee and pipeline mainte- 
nance costs. 

Natural Gas Marketing Segmeni 

Our natural gas marketing activities are conducted through Atmos Energy Marketing, LLC (AEM). AEM 
aggregates and purchases gas supply, arranges transportation andlor storage logistics and ultimately delivers 
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer- 
owned transportation and storage assets to provide the various services our customers request, including 
furnishing natural gas supplies at fixed and market-hased prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of financial 
instruments. As a result, our revenues arise from the types of commercial transactions we have structured with 
OUT customers and include the value we extract by optimizing the storage and transportation capacity we own 
or control as well as revenues received for services we deliver. 

Our asset optiniu;ation activities seek to maximize the economic value associated with the storage and 
wansportation capacity we own OT control. We attempt to meet this objective by engaging in natural gas 
storage transactions in which we seek to find and profit from the pricing daerences that occur over time. We 
purchase physical natural gas and then sell fiancial instruments at advantageous piices to lock in a gross 
profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and 
transportation costs to minimize OUT costs incurred to serve our customers by identifying the lowest cost 
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alternative within the natural gas supplies, transportation and markets to which we have access. Through the 
use of transportation and storage services and financial instruments, we also seek to capture gross profit 
margin through the arbitrage of pricing differences that exist in various locations and by recognizing pricing 
differences that occur over h e .  

AEM continually manages its net physicd position to attempt to increase in the future the potential 
economic gross profit that was created when the original transaction was executed. Therefore, AEM may 
subsequently change its originally scheduled storage injection and withdrawal plans from one time period to 
another based on market conditions and recognize any associated gains or losses at that time. If AE%f eIects to 
accelerate the withdrawal of physical gas, it will execute new financial instruments to hedge the original 
financial instniments. If AEM elects to defer the withdrawal of gas, it will reset its financial instruments by 
settling the original financial instrunients and executing new financial instruments to correspond to the revised 
withdrawal schedule. 

We use fmancial instruments, designated as fair value hedges, to hedge our natural &ps inventory used in 
our natural gas marketing storage activities. These financial instruments are marked to market each month 
based upon the NYMEX price with changes in fair vdue recognized as unrealized gains and losses in the 
period of change. The hedged natural gas inventory is marked to market at the end of each month based on 
the Gas Daily index with changes in fair value recognized as unrealized gains and losses in the period of 
change. Changes in the spreads between the forward natural gas prices used to value the financial hedges 
designated against our physical inventory and the market (spot) prices used to value our physical storage result 
in unrealized margins until the underlying physical gas is withdrawn and the related financial instruments are 
settled. Once the gas is withdrawn and the financial instruments are settled, the previously unrealized margins 
associated with these net positions are realize& 

after the execution of the original physical inventory hedge and to attempt to insulate and protect the economic 
value within its asset optimization activities. Changes in fair value associated with thme financial instruments 
are recognized as a component of unrealized margins until they are settled. 

AEM also uses financial instruments to capture additional storage arbitrage opportunities that may arise 

Revkw of FinaJzcial and Operating Results 

Financial and operational highlights for our natural gas marketing segment for the three months ended 
December 31, 2008 and 2007 are presented below. Gross profit margin consists primarily of margins earned 
fkom the delivery of gas and related services requested by our customers and margins earned from asset 
optimization activities, which are desived from the utikation of our proprietary and managed third-party 
storage and mnsportation assets to caplure favorable arbitrage spreads through natural gas trading activities. 

IJnrealized margins represent the unrealized gains or losses on our net physical gas position and the 
related rinancial instruments used to manage commodity price risk as described above. These margins fluctuate 
based upon changes in the spreads between the physical (spot) and forward nahlllll gas prices. Generally, if the 
physicaWfiiancia1 spread narrows, we will record unrealized gains or lower unrealized losses. If the physical/ 
financial spread widens, we will record unrealized losses or lower unrealized gains. The magnitude of the 
unrealized gains and losses is also contingent upon the levels of our net physical position at the end of the 
reporting period. 
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Three Months Ended 
Derember 31 

2008 2007 mange 
(In thousands, unless otherwise noted) 

Realized margins 
Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization ................................ 

Unrealized n1argins.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses. ................................. 
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges. .................................... 
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense ................................. 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross natural gas matketing sales volumes -- MMcf . . . . . . . . .  

$ 18,553 
36,939 

55,492 
- 1 ~ -  (25,469) 

30,023 
9,510 

2051 3 
30 1 

3,902 

16,912 
6,337 

$ 10,575 

1 10,658 

-- 

$ 18,173 
(525) 

17,648 
283 15 

45,963 
1 1,264 

34,699 
796 

1,314 
--_L 

34,181 
13,581 

$ 20,600 

108,709 

$ 380 
37,464 

37,844 
(53,784) 

( 1  5,940) 
(1,754) 

(14,186) 
(495) 

2,588 

(1 7,269) 
(7,244) 

$(10,025) 

.- 

1,949 

Consolidated natnral gas marketing sales volumes-MMcf. . . .  93,308 96,206 (2,898) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  17.7 Net physical position @cf) 16.3 (1.4) 

The $15.9 million decrease in our natural gas marketing segment’s gross profit primarily was driven by a 
$53.8 million decrease in unrealized margins. This decrease primarily reflects the recognition of previously 
unrecognized margins in realized margins, as a result of cycling more gas %om storage and settlement of the 
corresponding financial instruments. This decrease was partially ofket by a smaller widening during the 
cm-ent quarter compared with the prior-year quarter of the spreads between current cash prices and forward 
natural gas prices as cash prices have declined more rapidly than prices for the forward delivery months. 

The decrease in unrealized margins was partially offset by a $37.5 million increase in asset optimization 
nmgins. In the prior year, as a result of a less volatile natural gas market, AEM elected to defer storage 
withdrawals and reset the corresponding financial instruments to increase the potential gross profit it could 
realize in future periods from its asset optimization activities. During the quarter, AEM realized substantially 
all of the gains it had captured as a result of deferring storage in prior periods as the storage was withdrawn 
and the corresponding financial instruments were settled. 

In  addition, the decrease in gross profit generated from unrealized margins was also partially offset by a 
$0.4 million increase i n  realized delivered gas margins. The increase was largely attributable to higher gross 
sales volumes combined with slightly higher per-unit margins, compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other ttian income taxes, decreased $1 .S million primarily 
due to the absence in the current year of $2.4 million related to tax matters incurred in the prior-year quarter 
partially offset by an increase in employee and other administrative costs. 

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated 
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the. 
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associated financial instruments. This economic gross profit, combmed with the effect of the future reversal of 
unrealized gains or losses currently recognized in the income statement is referred to as the potential gross 
profit.”) The following table presents AEM’s economic gross profit and its potential gross profit at 
December 31,2008 and September 30,2008. 

Associated Net 
Net Physical Economic Iinrealized Potential Gross 

Period Ending Position Gross Profit Gain -  profit^' 

December 31,2008. ................ 16.3 $20.7 $ 4.8 $15.9 
September 30,2008 ................ 8.0 $48.5 $36.4 $12.1 

(Rc9 (Tn millions) (In millions) (In minions) 

_I--_- 

(’) Potential gross profit represents the increase in AEM’s gross profit in future periods if its opWZation 
efforts are executed as planned. This amount does not include storage and other operating expenses and 
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti- 
mated increase i n  fiiture net income. There is no assurance that the economic gross profit or the potential 
gross profit will be fully realized in the future. We consider this measure a non-GAAP financial measure 
as it is calculated using both Eorward-looking storage injection/withdrawal and hedge setdement estimates 
and historical financial information. This measure is presented because we believe it provides our investors 
a more carnprehensive view of our asset optimization efforts and thus a better understanding of these activ- 
ities than would be presented by GAAP measures alone. 

As of December 31, 2008, based upon AEM’s planned inventory withdrawal schedule and associated 
planned settlement of financial instruments, the economic gross profit was $20.7 million. This amount will be 
reduced by $4.8 million of net unrealized gains recorded in rhe financial statements as of December 3 1,2008 
that will reverse when the inventory is withdrawn and the accompanying financial instruments are settled 
Therefore, the potential gross profit was $15.9 million at December 31, 2008. 

$31.6 million decrease in unrealized gains and an unfavorable movement in the market prices used to value 
our natural gas storage inventory, partially offset by a $27.8 million decrease in the economic gross profit, 
principally due to the withdrawal of physical inventory and the realization of financial instruments settled 
during the period During this process, AEM increased i t s  net physical position 8.3 Bcf; however, the captured 
spreads were lower than in prior periods. 

The economic gross profit is based upon planned storage injection and withdrawal schedules and its 
realization is contingent upon the execution of this plan, weather and other execution factors. Since AEM 
actively manages and optimizes its portfolio to attempt to enhance the future profitability of its storage 
position, it may change its scheduled storage injection and withdrawal plans from one time period to another 
hased on market conditions. Therefore, we cannot ensure that the economic gross profit or the potential gross 
profit calculated as of Decemher 31, 2008 will be fully realized in the future nor can we predict in what time 
periods such realization may occur: Further, if we experience operational or other issues which limit our ability 
to optimally manage our stored gas positions, our earnings coifid be adversely impacted. Assuming AEM fully 
executes its plan in place on December 31, 2008, without encountering operational or other issues, we 
anticipate that approximately half of the potential gross profit as of December 31, 2008 will be recognized 
during the second quarter of f i s d  2009. 

The $3.8 million increase in potential gross profit as compared to September 30, 2008, is comprised of a 

Pipeline, Storage and Other Segment 

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and 
Storage, LLC (APS) and Amos Power Systems, hc., which are each whoLly owned by Atmos Enei-gy 
Holdings, Inc. 

facilities to reduce the need to contract for additional pipeline capacity to meet customer demand during peak 
periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering business. As 
of Decembes 3 1, 2008, these activities did not represent a significant portion of this segment’s operations. 

APS owns or has an interest in underground storage fields in Kentucky and Louisiana. We use these storage 
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Through Amos Power Systems, Inc., we have constructed electric peaking power-generating plants and 
associated facilities and lease these plants through lease agreements that are accounted for as sales under 
generally accepted accounting principles. 

gas markets. Additionally, this se,gnent’s results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 

Results for this se,lrxnent are primarily impacted by seasonal weather patterns and volatility in the natural 

Review of Fiiurrzcial and Operating Results 

Financial and operational highlights for our pipeline, storage and other segment for the three months 
ended December 31, 2008 and 2007 are presented below. 

Three Months Eaded 
December 31 

2008 2,007 Change --- 
(In thousands) 

Storage and transportation services . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2,988 $2,981 $ 7 
Asset optimization. ...................................... 4,340 (231) 4,571 
Other 875 1,568 ................................................ 2,443 
Unrealized margins. ..................................... 2,774 2,373 40 1 -- - - 
Gross profit.. ......................................... 12,545 5,998 6,547 
Operating expenses ...................................... 1,825 2,031 (206) --- 
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,720 3,967 6,753 
Miscellaneous income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,161 2,028 133 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  736 699 37 Interest charges. 

Income before income taxes .............................. 12,145 5,296 6,849 
--- 

Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 4,551 2,104 2,447 - - -- 
Net income.. .......................................... !I 7,594 $3,192 $4,402 - ~ -  

_ I _ _ - -  

Gross profit fiom our pipeline, storage and other segment increased $6.5 million primarily due to a 
$4.6 million increase in asset optimization margins as a result of strong transportation margins earned on 
excess pipeline capacity under certain asset management agreements in the current-year period coupled with a 
sale of inventory in  the quarter. 

Operating expenses for the three months ended December 3 1, 2008 were consistent with the prior-year 
quarter. 

Liquidity and Capital Resources 

The liquidity required to fund our working capital, capital expenditures and other cash needs is provided 
from a variety of sources including internally generated funds and borrowings under our commercial paper 
program and bank credit facilities. Additionally, we have various uncommitted trade credit lines with our gas 
suppliers that we urilize to purchase natural gas on a monthly basis. Finally, kom time to time, we raise funds 
from the public debt and equity capital rnarkets to fbnd our liquidity needs. 

The primary means we use to fund our working capital needs and yowth is to utilize internally generated 
funds and to access the commercial paper markets. Recent adverse developments in global financial and credit 
markets have made it more difficult and more expensive for the Company to access the short-term capital 
markets, including the commercial paper market, to satisfy our liquidity requirements. Consequently, during 
the quarter, we experienced higher than normal borrowings under our five-year credit facility used to backstop 
our commercial paper program in lieu of commercial paper borrowings to fund our working capital needs. At 
December 31,2008, the total amount used under this facility was $360.8 million and $205.9 miltion was 
available. However, subsequent to quarter end, credit market conditions have improved, both as to availability 
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and interest rates, and we have been able to obtain sufficient levels of commercial paper to substantially 
reduce direct borrowings on this facility. 

I k i n g  the first quarter of fiscal 2009, we strengthened the sources of our liquidity with the execution of 
two new committed credit facilities. In October 2008, we replaced our former $300 million 364day committed 
credit facility with a new facility that wiLI borrowings up to $212.5 million and expires in October 2009. 
In December 2008, we converted AJZMs former $580 million uncommitted credit facility to a $375 million 
committed credit facility that will expire in December 2009. As a result of executing these new agreements, 
we have a total of $1.2 billion available to us under four committed credit facilities. As of December 31, 
2008, the amount available to us under our credit facilities, net of outstanding letters of credit, was 
approximately $614 million. 

Our $1 8 million unsecured committed credit facility expires in  March 2009. We are working to renew 
this credit facility and we believe these renewal efforts will be successiul. Additionally, our $400 million 
4.00% unsecured senior notes will mature in October 2009. We are currently evaluating alternatives to finance 
this debt, and we believe we wig be able to successfully refinance these notes. 

We believe the liquidity provided by OUT committed credit facilities, combined with our operating cash 
flows, will be sufficient to fund our working capital needs and capital expenditure prqprn  for the remainder 
of fiscal 2009. 

Cash Flows 

Our internally generated funds may change in rhe future due to a number of factors, some of which we 
cannot control. These include regulatory changes, prices for our products and services, demand for such 
products and services, margin requirements resulting from significant changes in commodity prices, opera- 
tional risks and other factors. 

Cash flaws from ol~erating activities 

Period-over-period changes in our operating cash flows primarily are attributable to changes in net 
income and working capital changes, particularly within our natural gas distribution segment resulting fiom 
the price of natural gas and the timing of customer collections, payments for natural gas purchases and 
deferred gas cost recoveries. 

For the three months ended December 31, 2008, we generated operating cash flow of $150.7 million fi-om 
operating activities compared with $61.4 million for the three months ended December 31, 2007. Period over 
period, the $89.3 million increase primarily was attrihutable to favorable changes in accounts receivable and 
gas stored underground, which increased operating cash flow by $83.9 million. These changes reflect improved 
t i i g  of accounts receivable collections and purchases of natural gas EO N I  our storage facilities. 

Cmh ,flows from inves/ing acfivitics 

Tn recent years, a substantial portion of our cash resources has heen used to fund growth projects, our 
ongoing construction program and improvements to information technology systems. Our ongoing construction 
program enables us to provide natural gas distribution services to ow existing customer base, expand our 
natural gas distribution services into new markets, enhance the integrity of our pipelines and, more recently, 
expand our intrastate pipeline network. In executing our current rate strategy, we are directing discretionary 
capital spending to jurisdictions that permit us to earn a timely return on our investment, Currently, our Mid- 
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Amos Pipeline - Texas 
Division have rate designs that provide the opportunity to include in their rate base approved capital costs on a 
periodic basis without being required to file a rate case. 

Capital expenditures for fiscal 2009 are expected to range from $SO0 million to $5 15 d o n .  For the 
three months ended December 31, 2008, capital expenditures were $107.4 million compared with $94.2 million 
for the h-ee  months ended Dergmber 3 1,2007. The increase in capital spending primarily reflects spending 
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for nonregulated growth projects and increased levels of regulatory compliance-related spending in the Mid- 
Tex Division. 

Cash flowsfioni firtaricing activities 

For the &lee months ended December 31, 2008, our financing activities reflected a use of cash of 
$19.1 nullion. For the three months ended December 31, 2007, financing activities provided $25.7 1niI1ion. 
Our significant financing activities for the three months ended December 31, 2008 and 2007 are surnmarixd 
as follows: 

0 During the three months ended December 31,2008, we increased our borrowings by a net $5.3 million 
under our short-term credit facilities compared witb $50.7 milIion in the prior-yeax quarter. The 
reduction in the net bonuwings reflects the timing of the use of our line of credit to finance natural gas 
purchases and working capital. 

0 We repaid $0.3 million of long-term debt during the three months ended December 3 1, 2008 compared 
with $1.7 million during the three months ended December 31,2007. Payments in both periods 
reflected regularly scheduled payments in accordance with our various debt agreements. 

During the three months ended December 31,2008, we paid $30.2 miIlion in cash dividends compared 
with $29.2 million for the three months ended December 31, 2007. The increase in dividends paid over 
the prior-year period reflects the increase in our dividend rate from $0.325 per share during the three 
months ended December 31,2007 to $0.33 per share during the three months ended December 31, 
2008 combined with new share issuances under our various equity plans. 

* During the three months ended December 3 1,2008, we issued 0.3 million shares of common stock 
under our various equity plans, which generated net proceeds of $6.1 million. In addition, we santed 
0.5 million shares of common stock under our 1998 Long-Teim Incentive Plan. 

The following table summarizes our share issuances for the three months ended December 31, 2008 and 
2007. 

Three Man ths Ended 
December 31 

2008 2007 ~.-- 
Shares issued 

Direct Stock Purchase Plan ..................................... 108,582 95,891 
Retirement Savings Plan and Trust. ............................... 155,195 140,07 1 
1998 Long-Tern Incentive Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  520,124 343,673 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91 1 817 Outside Directors Stock-for-Fee Plan -- 
Total shares issued. ... 

Credit Facilities 

. . .  ... ........ . . . .  .... . . . . . . . . . . .  784,812 580,452 -- -- 

Our short-term borrowing requirements are affected by the seasonal nature of the natural gas business. 
Changes in the price of natural gas and the amount of natural gas we need to supply to meet our customers’ 
needs could significantly affect our borrowing requirements. However, our short-term borrowings reach their 
highest levels in the winter months. 

We finance our short-term borrowing requirements through a combination of a $600 million commercial 
paper program and four committed revolving credit facilities with third-party lenders that provide $1.2 billion 
of worlung capital funding. As of December 31, 2008. the amount available to us under our credit facilities, 
net of outstanding letters of credit, was approximately $614 million. These facilities are described in fui-tber 
detail in Note 5 to the unaudited condensed consolidated financial statements. 
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Shelf Registration 

On December 4,2006, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities. As of 
December 31, 2008, we had approximately $450 million available for issuance under the registration 
statement. Due to certain restrictions imposed by one state regulatory commission on our ability to issue 
securities under the registration statement, we are permitted to issue a total of approximately $200 d o n  of 
equiv securities and $250 million of senior debt securities. In addition, due to restrictions imposed by another 
state regalatory commission, if the credit ratings on our senior unsecured debt were to fall below investment 
grade from either Standard & Poor’s Corporation (BBB-), Moody’s Investors Services, Inc. 03aa3) or Fitch 
Ratings, Ltd. (BBB-), our ability to issue any type of debt securities under the registration statement would be 
suspended until an investment grade rating from all three credit rating agencies was achieved. 

Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to. 
lfie cost of such financing. In determining our credit ratings, the rating agencies consider a number of 
quantitative factors, including debt to total capitakatian, operating cash flow relative to outstanding debt, 
operating cash flow caverage of interest and pension liabilities and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency af our earnings o v a  the, the quality of our 
management and business strategy, the risks associated with our regulated and nonreylated businesses and the 
regulatory structures that govern our rates in the states where we operate. 

Our debt is rated by three lrating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors 
Service (Moody’s) and Fitch Ratings, Ltd. (Fitch). Tn December 2008, S&P upgraded our credit rating from 
BBB to BBB+ and af!5ied a stable outlook. S&P cited improved financial performance and rate case 
decisions that have increased rash flow as the key drivers for the upgrade. Additionally, in January 2009, 
Moody’s changed our rating outlook from stable to positive. Fitch still maintains its stable outlook. Our 
current debt ratings are all considered investment grade and are as follows: 

SSrP Moody’s Fit& --- 
Unsecured senior long-term debt I I . . . . . . , . . . . , . , . . . . I . . . BBB+ Baa3 BBB+ 
Commercial paper. . . . . . . . . I . . . . . . . ~ . . . . . . . . . . . . . I . . , . . . A-2 P-3 F-2 

None of our ratings are currently under review. However, a significant degradation in our operating 
performance, a signifcant reduction in our liquidity caused by more limited access to the private and public 
credit markets as a result of the recent adverse global financial and credit conditions or our inability to 
refinance on a timely basis our $400 million 4.00% unsecured senior notes maturing in October 2009 could 
trigger a negative change in our ratings outlook or even a reduction i n  our credit ratings by the three credit 
rating agencies. This would mean even more limited access to the private and public credit markets and an 
increase in the costs of such borrowings. 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade 
credit rating for S&P is ILAA, Moody’s is Aaa and Fitch is AAA. The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is Baa3 and Fitch is BBB-. Our credit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should he evaluated independent of any other rating. There can be 
no assurance that a rating wiIl remain in effect for any given period of time or that a rating wiU not be 
lowered, os withdrawn entirely, by a rating agency if, i n  i ts  jud-pent, circumstances so warrant. 

Debt Covenants 

We were in compliance with all of our debt covenants as of December 3 1,2008. Our debt covenants are 
described in greater detail in Note 5 to the unaudited condensed consolidated financial statements. 
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Capitaljzation 

The following table presents our capitalization as of December 31, 2008, September 30, 2008 and 
December 31, 2007: 

S h 0 r t - k ~ ~ ~  debt . . . . ” .  I . . 
Long-term debt . . . . . . . . . 
Shareholders’ equity. . . . . . 
Total capitalization . . . . . . 

December 31,2008 September 30,2008 - December 31,2007 
(In thoasan&, except percentages) 

. . . . . $ 360,833 7.9% $ 350,542 7.7% $ 202,244 4.6% 

. ” . .  . 2,120,427 46.5% 2,120,577 46.9% 2,128,533 48.8% 

. . . . . 2,078,076 45.6% 2,052,492 45.4% 2,032,483 -- 46.6% 

. . . . $4,559,336 100.0% $4,523,611 - 100.0% $4,363,260 100.0% 
- .  - 
- - - 

TotaI debt as a percentage of total capitalization, including short-term debt, was 54.4 percent at 
December 31, 2008,54.6 percent at September 30, 2008 and 53.4 percent at December 31,2007. Our ratio of 
total debt to capitalization is typically greater during the winter heating season as we incur shoit-tm debt to 
fund natural gas purchases and meet our working capital requirements. We intend to maintain our debt to 
capitalization ratio in a target range of 50 to 55 percent through cash flow generated from operations, 
continued issuance of new common stock under our Direct Stock Purchase Plan and Retirement Savings Plan 
and access to the equity capital markets. 

Contractual Obligations and Commercial Commitments 

Significant commercial commitments are descxibed in Note 8 to the unaudited condensed consolidated 
financial statements. There were no significant changes in our contractual obligations and commercial 
commitments during the three months ended December 3 1,2008. 

In F e w  2008, Amos Pipehe and Storage, LLC announced plans to construct and operate a salt- 
cavern gas storage project in Eanklin Parish, Louisiana The project, located near several large interstate 
pipelines, includes the development of three 5 billion cubic feet (Bcf) caverns for a total of 15 Bcf of working 
gas storage, with six-turn injection and withdrawal capacity. We have drilled a test well and are currently 
evaluating the results. Additionally, we have submitted a pre-filing request with the Federal Energy Regulatory 
Commission (FmC) to consti-uct and operate the project We expect approval of this request in the third 
quarter of fiscal 2009. Finally, we have engaged the services of an investment bank to assist us in determining 
the optimal ownership and/or development alternatives with respect to this project. 

Risk Management Activities 

We conduct risk management activities through our natural gas distribution, natural gas marketing and 
pipeline, storage and other segments. In  our natural gas distribution segment, we use a combination of physical 
storage, fixed physical contracts and fixed financial contracts to reduce our exposure to unusually large winter- 
period gas price increases. 

In our natural gas marketing and pipeline, storage and other se,ments, we manage our exposure to the 
risk of natural gas price changei and lock in our gross profit margin through a combination of storage and 
fiancial instmrnents, including futures, over-the-counter and exchange-traded options and swap conwdcts with 
counterparties. To the extent our inventory cost and actual sales and actual purchases do not correlate with the 
changes in the market indices we use in our hedges, we could experience ineffectiveness or the hedges may no 
longer meet the accounting requirements for hedge accounting, resulting in the financial instruments being 
treated as rnark to market instruments through earnings. 
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The following table shows the components of the change in fair value of our natural gas distribution 
segment's financial instruments for the three months ended December 31,2008 and 2007: 

Three Months Ended 
December 31 

2008 2007 
(In thousands) 
-- 

Fair value of contracts at beginning of period ........................ $(63,677) $(21,053) 
Contracts realizeusenled. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (53,766) (22,338) 
Fair value of new contracts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (3,223) (1,681) 
Other changes i n  value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69,352 23,544 

Fair value of contracts at end of period. ............................ $(51,314) $(21,528) 
-- 
-- -- 

The fair value of our natural gas distribution segment's financial instruments at December 3 I ,  2008 i s  
presented below by time period and fair value source: 

Fair Value of Contracts at December 31,2008 
Maturity in Yearr, 

Greater Total Fair 
1-3 4-5 than5 Value -thanl ~ - - - 

(In thousands) 

$(47,448) $(3,866) $-- $- $(51,314) 

Source of Fair Value 

Prices actively quoted. . . . . . . . . . . . . .  . " . " .  
Prices based on models and other valuation 

TotalFairValue ........................ $(47,448) $(3,866) & & $(51,314) 

_I - -  - .- . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - -  -- methods 

- - -  - 
The following table shows the components of the change in fair value of our natural gas marketing 

segment's financial insnuments for d e  three months ended December 3 1,2008 and 2007: 

Three Months Ended 
December 31 

2008 2007 
(Tn thowands) 
-- 

Fair value of contracts at beginning of period ........................ $ 14,542 $26,808 
Contracts realized/settled. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (20,247) 5,075 
Fair value of new contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other changes in  value ....................................... (24,893) 19,976 

Fair value of contracts at end of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  51,859 
Netting of cash collateral . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75,825 (30,189) 

- 

(28,598) 

-- -- 
Cash collateral and fair value of contracts at period end. . . . . . . . . . . . . . . . .  $ 47,227 $ 21,670 -- -- 
The fair value of our natural gas marketing segment's financial instruments at December 31,2008 is 

presented below by time period and fair value source: 

Fair Palue of Contracts at December 31,2008 ----"-.- 
Maturity in Years 

Greater TotalFair 
Less than 1 1-3 4-5 than5 Value -- - - "- - Source of Fair Value 

Prices activety quoted . . . . . . . . . . . . . . . . . . .  $(41,734) $13,136 $- $--- $(28,598) 
Prices based on models and other valuation 

(in thousands) 

___ - - - -  ............................ -- - - -- methods 

Total Fair Value. ....................... $(41,734) $13,136 & & $(28,598) - - -  - 
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Pension and Postretirement Benefits Obligations 

ing for Defined Benefit Pension and Other Postretirmenf Plans, M amemlrnent of FASB Statenzenky No. 87, 
88, 106, and 132(R), that the measurement date used to determine our projected benefit and postretirement 
obligations and net periodic pension and postretirement costs must correspond to a fiscal year end. In 
accordance with the transition d e s ,  the irnpact of changing the measurement date fiom June 30, 2008 to 
September 30,2008 decreased retained earnings by $7.8 million, net of tax, decreased the unrecognized 
actuarial loss by $9.0 million and increased om postretirement liabilities by $3.5 million. 

September 30, 2008, interest and corporate bond rates utilized to determine our discount rates, were 
significantly higher than the interest and corporate bond rates as of June 30,2007, the measurement date €or 
our fiscal 2008 net periodic cost. Accordingly, we increased our discount rate used to determine our fiscal 
2009 pension and benefit costs to 7.57 percent. We maintained the expected return on our pension plan assets 
at 8.25 percent, despite the recent decline in the financial marbets as we believe this rate reflects the average 
rate of expected earnings on plan assets that will fund our projected benefit obligation. Although the fair value 
of our plan assets has declined as the financial markets have declined, the impact of this decline is mitigated 
by the fact that assets are "smoothed" for parposes of determining net periodic pension cost. Accordingly, 
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for 
our Pension Account Plan, our largest funded plan Accordingly, our fiscal 2009 pension and postretirement 
medical costs were materially the same as in fiscal 2008. 

For the three months ended December 31,2008 and 2007, our total net periodic pension and other 
benefits cost was $12.1 million and $12.0 million. n o s e  costs relating to our natural gas distribution 
operations are recoverable fhrougb our gas disbibution rates; however, a portion of these costs is capitalized 
into our distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

In accordance with the Pension Protection Act (PPA), we determined the funded status of our plans as of 
January I ,  2009. Based upon this valuation, we expect we will be required to conmbute less than $25 million 
to our pension plans by September 15, 2009. The need for this funding reflects the decline in the fair value of 
the plans' assets resulting from the unfavorable market conditions experienced during the latter half of 
calendar year 2008. This contribution will increase the level of our plan assets to achieve a desirable PPA 
funding threshold With respect to our postretirement medical pIans, we anticipate contributing ;L total of 
approximately $10 million to these plans during fiscal 2009. 

The projected pension liability, hture funding requirements and the amount of pension expense or income 
recognized for the plan are subject to change, depending upon the actuarial value of plan assets and the 
determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts are 
impacted by actual investment returns, changes in interest rates and changes in the demographic composition 
of the participants in the plan. 

Effective October 1, 2008, the Company adopted the requirement under SFAS 158, Employers' Account- 

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of 
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OPERATDIG STATISTICS AND OTHER JNFORMATION 

transmission and storage. natural gas marketing and pipeline. storage and other segments for the three-month 
periods ended December 31. 2008 and 2007 . 

The following tables present certain operating statistics for our natural gas distribution. regulated 

Natural Gas Distribution Sales and Sfatistical Dafa 
Three Months Ended 

December 31 
mns 2.007 

METERS IN SERVICE. end of period 
Residential ..................................................... 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial ..................................................... 
Public authority and other. ........................................ 

Totalmeters ................................................. 
LNVENTORY STORAGE BAIANCE - Bcf ........................... 
SALES VOIdUMES - MMd” 
Gas sales volumes 

Residential .................................................... 
Commercial ................................................... 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority andother . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total gas sales volumes ......................................... 
Transportation volumes. ............................................ 
Total throughput .................................................. 
OPERATING REVENUES (OOO’s)(’’ 
Gas sales revenues 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

..... 

. . . . .  

. . . . .  

. . . . .  
Total gas sales revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Transportation revenues ............................................ 
Other gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Average transportation revenue per Mcf ................................ 
Average cost of gas per Mcf sold ..................................... 

Tatal operating re.venues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2.929. 319 
273. 590 

2. 232 
9. 236 

3.214. 377 

58.2 

.- 

54. 208 
28. 329 
5. 400 
3. 509 

9 I. 446 
35. 285 

126.731 
-- 

$ 647. 100 
302. 694 
50. 155 
3 1. 394 

1.031. 343 
15. 766 
8. 859 

$1.055. 968 

$ 0.45 
$ 8.28 

~- 

2.925. 426 
275. 438 

2. 319 
19. 147 

3.222. 330 

60.0 

-- 

49. 031 
26. 620 
5. 954 
3. 162 

84. 767 
34. 853 

1 6 2 0  19. 

$ 554. 289 
268. 469 
51. I76 
30. 604 

904. 538 
15. 005 
8.634 

$ 928. 177 

$ 0.43 
$ 7.73 

See footnates following these tables . 
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Regdated Transmissioiz and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations 
Sales and Stah’stical Dnta 

Tbree Months Ended 
December 31 

2008 2007 

CUSTOMERS, end of period 
Tnduslrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Municipal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
INVENTORY STORAGE BALANCE - Bcf 

Naturalgasmarketing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pipeline, storage and other ........................................... 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
REGULATED TRANSMISSION AND STORAGE VOLUMES - MMd?) . . . . . .  

OPERATING REVENUES (000’s)“’ 
NATURAL GAS MARRETING SALES VOLUMES - MMCP . . . . . . . . . . . . . .  

Regulated transmission and storage. .................................... 
Natudgas marketing .............................................. 
Pipeline, storage and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

703 
59 

490 

1,252 

15.8 
2.5 

18.3 

192,172 
1 10,658 

$ 54,682 
787,495 

16,448 

735 
61 

469 

1,265 

22.3 
2.6 

24.9 

188,864 
108,709 

$ 45,046 
840,717 

6,727 

Total operating revenues. .......................................... $858,625 $892,490 

Notes to preceding tables: 

( I )  Sales volumes and revenues reflect se,pent operations, including intercompany sales and transportation 
amounts. 

RECENT ACCOUNTING DEVELOFMENTS 

Recent accounting developments and their impact on our frnancial position, results of opemtions and cash 
flows are described in Note 2 to the unaudited condensed consolidated fmancial statements. 

Item 3. Quantitative and Qualiidive Discbsures About Markt  Risk 

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in 
Item 7A in our Annual Report on Form 10-K for the year ended September 30,2008. During the three months 
ended December 3 1, 2008, there were no material changes in  our quantitative and qualitative disclosures about 
market risk. 

Itan 4. Controls and Procedures 

Management’s Evaluation of Disclosure Controls and Procedures 

We camed out an evaluation, under the supervision and with the participation of our management. 
including our piincipal executive officer and principal financial officer, of the effectiveness of the Company’s 
disclosure controls and procedures, as such term is defined in Rules 13a 15(e) and 15d-I5(e) under the 
Securities Exchange Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s 
principal executive officer and piincipal financial officer have concluded that the Company’s disclosure 
controls and procedures were effective as of December 3 I ,  2008 to provide reasonable assurance rhat 
information required to be disclosed by us, including our consolidated entities, in  the reports that we tile or 
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submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods 
specified by the SEC's rules and forms, including a reasonable level of assurance that such information is 
accumulated and communicated to our management, including our principal executive and principal financial 
officers, as appropriate to aUow timely decisions regarding required disclasure. 

Changes in Internal Control oyer Financial Reporting 

Rules 13a-I5(f) and 15d-.15(1) under the Exchange Act) during the first quarter o€ the fiscal year ended 
September 30, 2009 that have materially affected, or are reasonably Likely to materially affect, our internal 
control over financial reparting. 

We did not make any changes in our internal control over financkal reporting (as defined in 

PART II. OTHER INFOR1MATION 

Item 1. Legal Proceedings 

consolidated financial statements, there were no material changes in the status of the Iitigation and 
environmental-related matters that were disclosed in Note 12 to our Annual Report on Form 10-K for the 
fiscal year ended September 30, 2008. We continue to believe that the final outcome of such litigation and 
environmental-related matters or claims will not have a material adverse effect on our financial condition, 
results of operations or cash flows. 

During the three months ended December 3 1, 2008, except as noted in Note 8 to the unaudited condensed 

Item 6. Exhihits 

A l i t  of exhibits required by Item 601 of Regulation S-H and Ned as part of this report is set foflh in 
the Exhibits Index, which immediately precedes such exhibits. 
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SIGNATURE 

Pursuant to the requirements of the Semrities Exchange Act of 1934, the regisfrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized 

ATMOS ENERGY CORPURATION 
(Registrant) 

By: lst FRED E. M 
Fred E. Meisenheimer 

Senior Vice Presidenl, Chief Financial 
Officer and Controller 

(Dnly authorized signatory) 

Date: February 4, 2009 
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EXHIBlTS KNDEX 
Item 6 

Exhibit 
Number 

12 
1s 
31 
32 

Description 

Computation of ratio of earnings to fixed charges 
Letter regarding unaudited interim financial idormation 
Rule 13a-14(a)/15d-l4(a) Certifications 
Section 1350 Certifications* 

PaEe 
Number 

* These certifications, which were made pursuant to 18 TJ.S.C. Section 1350 by the Company’s Chief Execu- 
tive Officer and Chief Financial Officer, fumished as Exhibit 32 to this Quarterly Report on Form l@Q, will 
not be deemed to be filed with the Commission or incorporated by reference into any Ning by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com- 
pany specifically incorporates such certifications by reference. 
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PART I. FINANCIAL INFORMATION 

Itern 1 . Financial Statements 

Al’MOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED BALANCE SHEETS 
June 30. September 30. 

2008 2007 

(In thousands. except 
share data) 

(Unaudited) 

ASSETS 
Property. plant and equipment ....................................... $5.604. 416 

Less accumulated depreciation and amortization ........................ 1.591. 528 
Net property. plant and equipment ................................ 4. 0 12. 888 

........................................ 46. 501 Cash and cash equivdents 
62. 152 Cash held on deposit in margin account .............................. 

Accounts receivable. net ......................................... 601. 164 
Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  571. 532 
Olher current assefs ............................................. 115. 609 

Total current assets ........................................... 1.396. 958 
FoodwiU and intangible assets ...................................... 737. 221 
Deferred charges and other assets .................................... 237. 723 

$6.384. 790 

b e n t  assets 

--- 

CAPITALIZATION AND LIABILITIES 
Shareholders’ equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares authorized; issued and outstanding: 
June 30. 2008 - 90.571. 457 shares; 
September 30. 2007 -. X9.326. 537 shares ........................... 

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . .  
Shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Retainedearnings .............................................. 

L o n g - t ~ d e b t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total capitalization ........................................... 

Current liabilities 
Accounts payabJe and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-term debt ................................ 

$ 453 
1.732. 775 

37 I. 486 
693 

2,105, 407 
2,119. 729 
4,225.1 36 

-- 

582. 353 
472. 088 
1 13. 257 

1. 059 .- 
Total current liabilities ......................................... 

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred credits and other liabilities .................................. 

1.168. 757 
450. 669 
280. 108 
260. 120 

$6.384. 790 

Regulatory cost of removal obligation ................................. 

$5.396. 070 
1.559. 234 
3.836. 836 

60. 725 

380. 133 
515. 128 
1 9 0 9  12. 

1.068. 895 
737. 692 
253. 494 

$5.896. 917 

. 

$ 4 4 7  
1.700. 378 

28 1. 127 
(1 6. 198) 

1.965. 754 
”_ 2.126. 315 

4.092. 069 

355. 255 
409. 993 
150. 599 

3. 831 

919. 678 
370. 569 
271. 059 
243.542 

$5.896. 917 

See accompanying notes to condensed consolidated financial statements 
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M O S  ENERGY CORPORATION 

COMDENSED CONSOLIDATED S m T m T S  OF INCOME 
Three Months Ended 

June 30 
BO8 2007 

(Unaudited) 
(In thousands, except 

per share data) 

Y 

Operating revenues 
Natural gas distribution segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 676,639 $ 548,251 
Regulated transmksion and storage segment ........................... 46,286 36,707 
Natural gas marketing segnent ..................................... 1,189,722 854,167 
Pipeline, storage and other segment. ................................. 3,880 2,073 
Intersegment eliminations ......................................... (277,382) (‘223,046) 

1,639,145 1,218,152 

Natural gas distribution se,gnent .................................... 476,711 357,608 

Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,192,353 854,743 
Pipelie, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  706 228 
lntersegrnent eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (276,847) (222,443) 

1,392,923 990,136 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  246,222 228,OI 6 

Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11 7,822 115,141 
Depreciation and amortization. ..................................... 50,356 48,974 
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  57,335 52,881 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 3,289 

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  225,513 220,285 

0peratin::inCome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,709 7,731 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,600 4,266 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,479 Interest charges 33,470 
Loss before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 1,161) (22,482) 
Tncome tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (4,573) (9,122) 

Purchased gas cost 

Re,auIated transIllission and storage segment - ........................... 

Operating expenses 

Impairment of long-lived assets. I -  

Net loss ......... . . . . . . .  .................................. 
Basic net loss per Share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (0.07) $ (0.15) 

Diluted net loss per share. ............. . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  $ (0.07) $ (0.15) 

Cash dividends per share ........................................... $ 0.325 $ 0.320 

Weighted average shares outstanding 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,648 88,366 

L)iluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,648 88366 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSE3 CONSOLIDATED STATEMENTS OF INCOME 
Nine Months Ended 

June 30 
2008 2007 

(Unaudited) 
(In thousands, except 

per share data) 

Operating revenues 
Natural gas distribution segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,126,672 $2,973,528 

Natural gas marketing seewent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,1.59,092 2,360,902 

Intersegment eliminations ......................................... (668,525) (588,193) 

Re,dated transmission and storage segment ........................... 142,772 122,647 

Pipeline, storage and other segment. ................................. 20,629 27,483 

5,780,640 4,896,367 
Purchased gas cost 

Natural gas distribution segment .................................... 2,296,020 2,174,071 
Re,.ulated transmission and s tmge segment ........................... 
Natural gas marketing segment ..................................... 3,099,428 2,275,291 

Intersegment eliminations ......................................... (666,835) (585,971) 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,050,254 1,032,294 

- - 

Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,773 682 

4,730,386 3,864,073 

Operating expenses 
Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  359,064 342,373 
Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  147,659 149,035 
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  153,170 149,694 

.................................... - 3,289 'Impairment of long-lived assets. -.- 
Total operating expenses ........................................ 659,893 644,39_1 -~ 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  390,361 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,974 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  103,803 

289532 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  110,783 

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 178,749 

Basic net income per share. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2.00 

muted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1.99 

Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.975 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

387,903 
7,683 

109.273 

286,313 
I 1 1,907 

9; 174,406 

9; 2.02 

$ 2.00 

-- 

$ 0.960 

Weighted average shares outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,281 86,378 

niIut ed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,937 87,011 

See accompanying notes to condensed consolidated financial statements 
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ATRlOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

I 

Niie Mouths Ended 
June 30 

2008 2007 
(Unaudited) 
(In thousands) 

I 

Cash Flows From Operating Activities 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 178. 749 $ 174. 406 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization ........................... 
Charged to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net assets I liabilities from risk management activities ................... 
Net change in operating assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in investing activities ............................... 

Net decrease in short-term debt ...................................... 
Net proceeds from long-tarn debt offering .............................. 
Setrlement of Treasury lock agreement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayment of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of common stock .......................................... 
Net proceeds from equity offering .................................... 

Cash Flows From Investing Activities 

Cash Flows From Financing Activities 

147. 659 
106 

77. 864 
12. 767 
35. 169 

(34. 933) 

417. 381 

(31 2. 878) 
(4. 303) 

(317. 181) 

(35. 723) 

. 

(9. 945) 
(87. 821) 
19. 063 
- 

149. 035 
148 

37. 266 
17. 959 
12. 325 

1613 31 

552. 670 

(263. 023) 
WW) 

(272. 890) 

(382. 416) 
247. 461 

4. 750 
(2. 685) 

(83. 118) 
18. 883 

191. 913 

Net cash used in financing activities ............................... (114.4 24) I (5. 212) 

(14. 224) 274. 568 Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . .  60. 725 75. 815 

Cash and cash equivalents at end of period ................................ $ 46. 501 $350. 383 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENEEGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATEB J?lNANCIAL STATEMIPITS 
(Unaudited) 

June 30,2008 

1. Nature of Business 

Amos Energy Corporation (“Atmos Energy” or the ”Company”) and our subsidiaries are engaged 
primarily in the regulated namral gas distribntion and transmission and storage businesses as well as certain 
other nomegulated businesses. Through our natural gas distribution business, we deliver natural gas through 
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority 
and industrial customers through our six regulated natural gas distribution diviiions in the service areas 
described below: 

Service Area 

Colorado, Kansas, Missouri“) 
Georgia”’, Illinois“), Iowa“’, Kentucky, 
Missouri”’ Tennessee, Viginia‘l) 

- Division - 
Atmos Energy Colorado-Kansas Division 
Amos Energy KentuckyMd-States Division 

Atmos Energy 1 ,oUiSi  Division Louisiana 
Amos Energy Mid-Tex Division Texas, including the DaUas/For& Worth 

metropolitan area 
Amos Energy Mississippi Division Mississippi 
Amos Energy West Texas Division West Texas 

Denotes states where we have more limited service areas. 

In addition, we transport natural gas for others through our distribution system. Our natural gas 
distribution business i s  subject to federal and state regulation andor regulation by local authorities in each of 
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shared- 
services function are located in Dallas, Texas, and our customer support centers are located in A m d o  and 
Waco, Texas. 

Our regulated transmission and storage business consists of the re,dated operations of our Atmos 
Pipeline -Texas Division. The Atmos Pipeline -- Texas Division transports natural gas to our Mid-Tex 
Division, transports nahual gas for third parties and manages five underground storage reservoirs in Texas. We 
also provide anciliary services customary to the pipeline industry including parking arrangements, lending and 
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our 
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet 
market demands. 

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas 
marketing operations and pipeline, storage and other operations. These businesses are operated through various 
wholly-owned subsidiaries of Atmos Energy Holdings, lnc. (AEH), which i s  wholly-owned by the Company 
and based in Houston, Texas. 

Our natural gas marketing operations are managed by Amos Energy Marketing, LLC (AEM), which is 
wholly-owned by AEH. AEM provides a variety of natural gas management services to municipalities, natural 
gas utility systems and industrial natuTal gas customers, primarily in the southeastern and midwestem states 
and to our Colorado-Kansas, KentuckyMid ,States and Louisiana divisions. These services consist primarily of 
furnishing natural gas supplies at fued and market-based prices, contriict negotiation *and addstration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
baIancing sei-vices, capacity utilization strategies and gas price hedging through the use of derivative 
instruments. 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAT, STATEMENTS - (Continued) 

001 pipeline, storage and other segment primarily consists of the operations of Amios Pipeline and 
Storage, LLC (APS) ,  Atmos Energy Services, LLC (AES) md Annos Power Systems, Inc., each of which are 
wholly-owned by AEH: APS owns or has an interest in underground storage fields in Kentucky and Louisiana. 
We use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer 
demand during peak periods. Additionally, APS manages our natural gas gathexing operations, which were 
limited in nature as of June 30, 2008. AES provides limited services to our natural gas distribution divisions, 
and the revenues AES receives are equal to the costs incurred to provide those services. Through Atmos Power 
Systems, Tnc., we have constructed electric peaking power-generating plants and associated facilities and lease 
these plants through lease agreements that are accounted for as sales under generally accepted accounting 
principles. 

2. IJnaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These Consolidated inkrimperiod financial statements are condensed as permitted by the instluc- 
tions to Foim 10-Q and should be read in conjunction with the audited consolidated frnancial statements of 
Amos Energy Corporation included in its Annual Report on Form IO-K for the fwcal year ended 
September 30, 2007. Because of seasonal and other factors, the results of operations for the three and 
nine-month periods ended June 30,2008 are not indicative of our results of operations for the full 2008 fiscal 
year, which ends September 30, 2008. 

Significant accounting policies 

Our accounting policies are described in Note 2 to the hancial statements in our Annual Report on 
Foini 10-K for the year ended September 30, 2007. Except for the Company’s adoption of FASB Interpretation 
No. 48, Accounting for Uncertaiw in Inconze Taes,  an interpretation of FASB Staternerd No. 109 (maU 48), 
discussed below, there were no significant changes to those accounting policies during the nine months ended 
June 30,2008. 

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an 
interpretation of FASB Statement No. 109. EIN 48 addresses the determination of whether tax benefits claimed 
or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the 
Company may recognize the tax benefit from uncertain tax positions only if it is at least more likely than not 
that the tax position wiu be sustained on examination by the taxing authorities, based on the technical merits 
of the position. The tax benefits recognized in the financial statements from such a position should be 
measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon 
settlement with the taxing authorities. FIN 48 also provides guidance on derecognition, classification, interest 
and penalties on income taxes, accounting in interim periods and requires increased disclosures. 

We adopted the provisions of FIN48 on October 1, 2007. As a result of adopting 48, we determined 
that we had $6.1 Inillion of liabilities associated with uncertain tax positions. Of this amount, $0.5 million was 
recognized as a result of adopting FIN 48 with an offsetting reduction to retained earnings. 

Prior to October 1 ,  2007, the $5.6 million liability previously recorded for uncertain tax positions was 
reflected on the consolidated balance sheet as a component of deferred income taxes. As a result of adopting 
FTN 48, we recorded a $3.7 million liability as a component of other current liabilities and $2.4 million as a 
component of deferred credits and other liabilities, with offsetting decreases to the deferred .income tax 
Liability. 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEh4JWTS - (Continued) 

As of June 30,2008, we had recorded liabilities associated with uncertain tax positions totaling 
$8.0 million. The realization of all of these tax benefits would reduce our income tax expense by 
approximately $8.0 million. 

2008 (in thousands): 
The following table presents the changes in unrecognized tax benefits for the nine months ended June 30, 

Total unrecognized tax benefits at October 1,2007. .............................. $6,156 

Gross increases for prior years' tax positions. ................................. 2,331 
Gross decreases for prior years' tax positions ................................. (528) 
Settlements - 

$7,959 

- Gross increases for current year's tax positions ................................ 

.......................................................... 
Total unrecognized tax benefits at June 30,2008. ................................ 

We recognize accrued interest related to unrecognized tax benefits as a component of interest expense. 
We recoDpize penalties related to unrwgnized tax benefits as a component of miscellaneous income (expense) 
in accordance with regulatory requirements. We did not recognize any material penalty and interest expenses 
during the nine months ended June 30,2008. 

We file income tax returns in the 1J.S. federal jurisdiction as well as in various states where we have 
operations. We have concluded substantially a l l  ITS. federal income tax matters through fiscal year 2001. The 
Internal Revenue Service is mi~ently conducting a routine examination of our fiscal 2002,2003 and 2004 tax 
returns, and we anticipate these examinations will be completed by the end of fiscal 2008. We believe all 
material tax items which relate to the years under audit have been properly accrued. 

assessment. Based on the assessment performed, we determined that our goodwill was not impaired. 
Additionally, during the second quarter of fiscal 2008, we completed our annual goodwill impailment 

Regulatory assets and liabilities 

We record certain costs as regulatory assets in accordance with Statement of Financial Accounting 
Standards (SFAS) 71, Accounting for the Effects of Cerlain Types of Regulafiort, when future recoveiy througb 
customer rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will 
be reduced for amounts that will be credited to customers through the ratemaking process. Substantially all of 
our regulatory assets are recorded as a component of deferred charges and other assets and substantially all of 
our regulatory liabilities are recorded as a component of deferred credits and other liabilities. Defend gas 
costs are recorded either in other current assets or liabilities and the regulatory cost of removal obligation is 
reported separately. 

8 



ATMOS ENERGY CORPQR.AXIQN 

NOTE3 TO CONDENSED CONSOLIDAlXD FINANCU STATEMENTS - (Continued) 

Significant regulatory assets and liabilities as of June 30,2008 and September 30, 2007 included the 
following: 

June 30, September 30, 
2008 2007 

(rn thousands) 

Regulatory assets: 
Pension and postretirement benefit costs . . . . . . . . . . . . . . . . . . . . . . .  
Merger and integration costs, net.. ........................... 

Environmental costs ...................................... 
Kate case costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred franchise fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other ................................................. 

Deferred gas costs. ....................................... 

$ 52,623 $ 59,022 
7,689 7,996 

2 1,473 14,797 
1,014 1,303 

13,758 10,989 
690 796 

8,474 10,719 

$105,721 $105,622 

Regulatory liabilities: 
Deferred gas costs. ....................................... $109,439 $ 84,043 
Re,aulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . .  300,994 295,241 
Deferred income taxes, net ................................. 165 165 
Other ................................................. 7,292 7,503 

$41 7,890 $386,952 

Currently, our authorized rates do not include a retum on certain of our merger and integration costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been 
deferred to be included in fume rate filings in accordance with rulings received from various state regulatory 
commissions. 
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NOTES TO CONDENSED CONSOLXDATED FINANCIAL STATEMENTS - (Continued) 

Comprehensive income 

The iollowing table presents the components of comprehensive income (loss), net of related tax, for the 

Nine Months Ended 

three-month and nine-month periods ended June 30,2008 and 2007: 
Three Months Ended 

June 30 June 30 
2007 zm8 -- 2008 2007 -- 

(in thousands) 

Net income (loss). .................................... $(6,588) $(13,360) $178,749 $174,406 
Unrealized holding gains (losses) on investments, net of tax 

expense (benefit) of $531 and $215 for the thee months ended 
June 30,2008 and 2007 and oi $(140) and $964 for the nine 
months ended June 30,2008 and 2007 ................... 866 353 (231) 1575 

Amortization and unrealized gain on interest rate hedging 
transactions, net of tax expense of $482 and $1,863 for the 
three months ended June 30,2008 and 2007 and $1,446 and 
$3,373 for the nine months ended June 30,2008 and 2007 .... 787 3,039 2,361 5,501 

Net un rdzed  gains (losses) on commodity hedging transactions, 
net of tax expense (benefit) of $1,850 and $(2,832) for the three 
months ended June 30,2008 and 2007 and $9,047 and $12,504 
for the nine months ended June 30,2008 and 2007 .......... -- 3,018 ~ (4,621) 14,761 20,401 

Comprehensive income (loss) ...... ...................... $(1,917) $(14,589) $195,640 $201,883 -- -- 

Accumulated other comprehensive income (loss), net of tax, as of June 30, 2008 and September 30, 2007 
consisted of the following unrealized gains (losses): 

h n e  30. Seatemher 30. 
zoos u)07 

(in thousands) 

Accumulated other Comprehensive income (loss): 
1Jnrealized holding gains on investments. . . . . . . . . . . . . . . . . . . . . . . .  $ 2,576 $ 2,807 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (11,891) (14,252) 
Cash flow hedges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,008 (4,753) 

!$ 693 $(16,198) 

Recently issued accounting pronorincements 

In March 2008, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 161, 
Disclosures about Derivative hrshI.uiients and Hedging Activities, an amendment of FASB Statement No. 133 
SFAS 161 expands the disclosure requirements for derivative instruments and for hedging activities. This 
statement requires specific disclosures regarding how and why an entity uses derivative instruments; how 
derivative instruments and related hedged items are accounted for; and how derivative instruments and related 
hedged i tem aflect an entity’s financial position, results of operations and cash flows. The provisions of this 
standard will be effective for us beginning January 1,2009. Since SFAS 161 only requires additional 
disclosures concerning derivatives and hedging activities, this standard is not expected to have a material 
impact on our financial position, results of operations or cash flows. 

SFAS 141 (R) establishes principles and requirements for how the acquirer in a business combination 
recognizes and measures in its financial statements the identifiable assets acquired, the Liabilities assumed and 
any noncontrolhng interest in the acquiree at the acquisition date fair value. SFAS 141(R) significantly 

In December 2007, the FASB issued FASB Statement No. 141 (revised 2007), Business Combirzatiotw. 
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changes the accounting for business combinations in a number of areas, including the treatrrient of contingent 
consideration, preacquisition contingencies, transaction costs and restructuring costs. In addition, under 
SFAS 141(R), changes in an acquired entity's deferred tax assets and uncertain tax positions after the 
measurement period will impact income tax expeuse. The provisions of this standard will apply to any 
acquisitions we may complete after October 1, 2009. 

In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Chmlidated 
Financial Siatewni, an amendment of ARB No. 51. SFAS 160 changes the accounting and reporting for 
minority interests, which will be recharacterized as noncontrollig interests and classified as a component of 
equity. This new consolidation method significantly changes the accounting for transactions with minority 
interest holders. The provisions of the standard will be effective for us beginning October 1, 2009. This 
standard is not expected to have a material impact on ow financial position, results of operations or cash 
flows. 

3. Derivative Instruments and Hedging Activities 

We conduct risk management activities through both our natural gas distribution and natural gas 
marketing segments. We record our derivatives as a component of risk management assets and liabilities, 
which are classified as current or noncurrent other assets or liabilities based upon the anticipated settlement 
date of the underlying derivative. Our determination of the €air value of these derivative financial instruments 
reflects the estimated amounts that we would receive or pay to terminate or close the contracts at the reportiug 
date, taking into account the current unrealized gains and losses on open contracts. In our determination of fair 
value, we consider various €actors, including closing exchange and over-the-counter quotations, time value and 
volatility factors underlying che contracts. These risk management assets and liabilities are subject to 
continuing market risk until the underlying derivative contracts are settled. 

The foltowing table shows the fair values of our risk management assets and liabilities by segment at 
.Tune 30,2008 and September 30,2007: 

Natural Natural 
Gas Gas 

Distribution Marketing Toial 
On thousands) 

June 30,2008: 

Assets from risk management activities, noncurrent . . . . . . . . .  
Liabilities from risk management activities, current ......... 

Net assets (liabilities). ............................... 
September 30,2007: 

Assets ii-om risk management activities, noncurrent ......... 
Liabilities from ri.& management activities, current . . . . . . . . .  
Liabilities from risk management activities, noncurrent. ~ ~ - . ~ ~ 

Net assets (liabilities). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Assets from risk management activities, current . . . . . . . . . . . .  

Liabilities from risk management activities, noncurrent. . . . . . .  

Assets from risk management activities, current ............ 

$ 37,366 
- 
- 
- 

$ 37,366 

$ -  

(21,053) 

- 

- 

$(21,053) 

$ 5,534 $ 42,900 
5,904 5,904 

(50,686) (50,686) 
(3,724) (3,724) 

$(42,972) $ (5,606) -- -- 

$21,849 $ 21,849 
5,535 5,535 
(286) (21,339) 
(290) (290) 

$ 26,808 $ 5,755 -- -~ 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Natural Gas Dislribution Derivative Activities 

In  our natural gas distribution segment, we use a combination of physical storage and financial derivatives 
to partially insulate our natural gas distribution customers against gas price volatility during the winter heating 
season. These financial derivatives have not been designated as hedges pursuant to SFAS 133, Accounting for 
Derivative lnsiriunents and Hedging Activities. Accordingly, they are recorded at fair value. However, because 
the costs associated with and be gains and losses arising from these financial derivatives are included in our 
purchased gas adjustment mechanisms, changes in the fair value of rhese financial derivatives are initially 
recorded as a component of defersed gas costs and recognized in the consolidated statement of income as a 
component of purchased gas costs when the related costs are recovered through ow rates i n  accordance with 
SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution segment its a result of the 
use of financial derivatives. 

Natural Gas Mark&-ng Derivative Activities 

Our natural gas marketing risk management activities are conducted through AEM. B M  is exposed to 
&ks associated with changes in the market price of natural gas, and we manage our exposure to the risk of 
natural gas price changes through a combination of physical storage and financial derivatives, including 
futures, over-tbe-counter and exchange-traded options and swap contracts with counkrparties. M M  uses 
financial derivatives designated as fair value hedges to offset changes in the fair vahe of its natural gas 
inventoiy and derivatives designated as cash flow hedges to offset anticipated purchases and sales of gas in the 
future. M M  also utilizes basis swaps and other non-hedge derivative instruments to manage its exposure to 
market volatility. 

Pipeline, Storage and Other Derivative Activities 

Our pipeline, storage and other activities are also exposed to risks associated with changes in the market 
price of natural gas, which are managed through a combination of physical storage and financial derivatives, 
including futures, over-the-counter and exchange-traded options and swap contracts with counkrparties. Atmos 
Pipeline and Storage, LLC uses financial derivatives designated as fair value hedges to offset changes in the 
fair value of its natural gas inventory. 

Under our risk management policies for our nonregulated operations, we seek to match our financial 
derivative positions to our physical storage positions as weLl as our expected current and future sales and 
purchase obligations to maintain no net open positions at the end of each trading day. The determination of 
our net open position as of any day, however, requires us to make assumptions as to future circumstances, 
including the use of gas by our customers in relation to our anticipated storage and market positions. Because 
the price risk associated with any net open position at the end of each day may increase if the assumptions are 
not realized, we review these assumptions as part of our daily monitoring activities. We may also be affected 
by intraday fluctuations o€ gas prices since the price of natural gas purchased or sold for future delivery earlier 
in the day may not be hedged until later in the day. At times, limited net open positions related to our existing 
and anticipated commitments may occur. At the close of business on June 30, 2008, AEH had a net open 
position (including existing storage) of 0.1 Bcf. 

Treasui y Derivative Activities 

We periodically manage our exposure to interest rate changes by entering into Treasury lock agreements 
to fix the Treasury yield component of the interest cost associated with anticipated financings. Since fiscal 
2004, we have executed five Treasuiy lock agreements. 

The most recent treasury lock agreement was executed in March 2007, which fixed the Treasury yield 
component of the interest cost associated with $100 million of our $250 million 6.35% Senior Notes that were 
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issued in June 2007. This Treasury lock agreement was settled in June 2007, and resulted in the receipt of 
$4.8 million from the countaparties. 

The settlement of the five Treasury lock agreements resulted in a net $39.0 million payment to the 
comterpaaies. We designated these Treasury lock agreements as a cash flow hedge of an anticipated 
transaction at the time the agreements were executed. Accordingly, unrealized gains and losses associated with 
the Treasury lock agreements were recorded as a component of accumulated other compehensive income. The 
net realized loss recognized upon settlement of the Treasury lock agreements was initially recorded as a 
component of accumulated other comprehensive income and is currently being recognized as a component of 
interest expense over the life of the related financing arrangements. 

The following table summarizes the gains and losses arising from hedging transactions that were 
recognized as a component of other comprehensive income (loss), net of taxes, for the three and nine months 
ended June 30, 2008 and 2007: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2008 2007 2808 2007 
(In ulou.sands) 

- - ~ -  

Increase (decrease) in fair value: 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . .  $ - $ 2,204 $ - $ 2,945 
Forward commodity contracts.. . . . . . . . . . . . . . . . . .  6,636 (4,750) 16,285 (6,975) 

settlements: 
Tkeasury lock agreements. ..................... 787 835 2,361 2356 
Forward commodity contracts. . . . . . . . . . . . . . . . . . .  (3,618) 129 (1,524) 27,376 

Recognition of (gains) losses in earnings due to 

---- 
Total other comprehensive income (loss) irom hedging, 

net of tax('). ............................... $3,805 $(1,582) $17,122 $25,902 _ _ _ _ _ _ _ - _ _ _  ---- 

( I )  Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing 
jurisdiction. 

Hedge hejfjiectiveness 

Unrealized margins recorded in our natural gas marketing and pipeline, storage and other segments are 
comprised of various components, including, but not Limited to, unrealized gains and losses arising from hedge 
ineffectiveness. Our hedge ineffectiveness primarily results from differences in the location and timing of the 
derivative instrument and the hedged item and could materially affect our results of operations for the reporkd 
period. Although these unrealized gains and losses are currently recorded i n  our income statement, they are 
not indicative of the economic gross profit we anticipate realizing when the underlying physical and financial 
transactions are settled. 

Fair value and cash flow hedge ineffectiveness arising from natural gas market price ddferences between 
the locations of the hedged inventory and the delivery location specified in the hedge instruments is referred to 
as basis ineffectiveness. Ineffectiveness arising fiom changes in the fair value of the fair value hedges due to 
changes in the difference between the spot price and the fbtures price, as weU as the difference between the 
timing of the settlement of the f u h ~ e s  and the valuation of the underlying physical commodity are referred to 
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as timing ineffectiveness. The portion of our unrealized margins related to basis and timing ineffectiveness 
gains and losses for the three and nine months ended June 30, 2008 and 2007 are a s  follows: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2008 2007 2008 2007 
(In thousands) 

- - - I _ _ -  

Basis ineffectiveness: 
Fair value basis ineffectiveness. ................. $(2,402) $ 1,073 $ (1,185) $ 942 
Cash flow basis ineffectiveness. ................. (406) 1,479 (281) 710 

Total basis ineffectiveness . . . . . . . . . . . . . . . . . . . . . . .  (2,808) 2,552 (1,466) 1,652 
Timing ineffectiveness: 

Fair value timing ineffectiveness.. . . . . . . . . . . . . . . .  (1,842) (1,759) 42,040 80,456 -- 
Tob1 hedge ineffectiveness ...................... $(4,650) $ 793 $40,574 $82,108 ---- ---- 

4. Debt 

Long-term debt 

Long-term debt at June 30, 2008 and September 30, 2007 consisted of the following: 
June 30, September 30, 

2008 2007 
(in thousands) 

TJnsecured 4.00% Senior Notes, due October 2009 . . . . . . . . . . . . . . . .  $ 400,000 $ 400,000 
TJnsecured 7.375% Senior Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . . .  350,000 350,000 
Unsecured 10% Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,303 2,303 
Unsecured 5.1 25% Senior Notes, due 201 3 ...................... 250,000 
IJnsecured 4.95% Senior Notes, due 2014. ...................... 500,000 500,000 
Unsecured 6.35% Senior Notes, due 2017. . . . . . . . . . . . . . . . . . . . . . .  250,000 250,000 
Unsemred 5.95% Senior Notes, due 2034. . . . . . . . . . . . . . . . . . . . . . .  200,000 200,000 
Medium term notes 

Series A, 1995-2,6.27%, due 2010.. . . . . . . . . . . . . . . . . . . . . . . . .  10,000 10,000 
Series A, 1995-?,6.67%, due 2025 .......................... 10,000 10,000 

250,000 

Unsecured 6.75% Debentires, due 2028 ........................ 150,000 150,000 
First Mortgage Bonds 

Series P, 10.43% due May 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,500 
Other term notes due in instaIlments through 2013 ................ 3,890 

Total long-term debt. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,123,951 2,133,693 

Original issue discount on unsecured senior notes and debentures . . .  (3547) 
Current maturities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1 ,05s> (3,831 1 

$2,I 19,729 $2,126,315 

1,648 

Less: 
(3,163) 
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Short-tem debt 

At June 30,2008, there was $113.3 million outstanding under our commercial paper program and bank 
credit facilities. At September 30, 2007, there was $150.6 milIion outstanding under our commercial paper 
program and bank credit facilities. 

Shelf Regisfration 

On December 4,2006, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in new common stock andlor debt securities available 
for issuance. As of June 30,2008, we had approximately $450 million of availability remaining under the 
registration statement Due to certain restrictions placed by one state regulatory conirnission on our ability to 
issue securities under the registration statement, we are permitted to issue a total of approximately $100 million 
of equity securities, $50 million of senior debt secusities and $300 million of subordinated debt securities. Tn 
addition, due to restrictions itxiposed by another state regulatory commksion, if the credit ratings on our senior 
unsecured debt were to fall below investment grade from either Standard & Poor's Corporation (BBB-), 
Moody's Investors Services, Tnc. (Baa3) or Fitch Ratings, LkL @BE-), our ability to issue any type of debt 
securities under the registration statement would be suspended until we received an investment grade rating 
fi01ri all of the three credit rating agencies. 

Credit fuciliries 

We maintain both committed and uncommitted credit facilities. Borrowings under our uncommitted credit 
facilities are made on a when-and-as-needed basis at the discretion of the banks" Our credit capacity and the 
amount of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our 
short-term borrowing requirements, which are typically highest during colder winter months. Our working 
capital needs can vary significantly due to changes in the price of natural gas and the increased gas supplies 
required to meet customers' ueeds during periods of cold weather. 

Cornrriitted credit facilities 

At of June 30, 2008, we had thee short-term committed revolving credit facilities totaling $918 miltion. 
The first facility is a five-year unsecured facility, expiring December 201 1, for $600 million that bears interest 
at a base rate or at the LIBOR rate for the applicable interest period, plus from 0.30 percent to 0.75 percent, 
based on the Company's credit ratings, and serves as a backup liquidity facility for our $600 million 
commercial paper program. At June 30, 2008, there was $1 13.3 million outstanding under our commercial 
paper pro,.;ram. 

The second racitity is a $300 million unsecured 364-day facility expiring November 2008, that bears 
interest at a base rate or the LIBOR rate for the applicabje interest period, plus from 0.30 percent to 
0.75 percent, based on the Company's credit ratings. At June 30, 2008, there were no borrowings under this 
facility. 

The third facility is an $18 million unsecured facility that bears interest at a daily negotiated rate, 
generally based on the Federal Funds rate plus a variable margin. This facility expired on March 31, 2008 and 
was renewed effective April 1, 2008 for one year with no material changes to the terrns and pricing. At 
June 30, 2008, there were no borrowings under this facility. 

The availability of funds under our credit facilities is subject to conditions specified in the respective 
credit agreements, all of which we currently satisfy. These conditions include OLV compliance with financial 
covenants and the continued accuracy of representations and warranties contained in these agreements. We are 
required by the fmancial covenants in our revolving credit facilities to maintain, at the end of each fiscal 
quarter, a ratio of total debt to total capitalization of no greater than 70 percent. At June 30,2008, our 
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total-debt-to-total-capitalization ratio, as defined, was 55 percent. In addition, both the interest margin over the 
Eurodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to 
adjustment depending upon our credit ratings. The revolving credit facilities each contain the same limitation 
with respect to our total-debt-to-total-capitalization ratio. 

Vrtcommitied rredil facilities 

AEM has a $580 million uncommitted demand working capital credit facility. On March 31, 2008, AEM 
and the participating banks amended the facility, primarily to extend it to March 31,2009. Tn addition, the 
amendment removed the financial covenant relating to the amount of cumulative losses that could be incurred 
by AEM and its subsidiaries over a specific period of time and included provisions permitting tbe participating 
banks, or their affiiates, to participate in physical commodity transactions with AEM. 

Borrowings under the credit facility can be made either as revolving loans or offshore rate loans. 
Revolving loan borrowings will bear interest at a floating rate equal to a base rate defined as the higher of 
(i) 0.50 percent per annum above the Federal Funds rate or (ii) the lender’s prime rate plus 0.25 percent. 
Offshore rate loan borrowings will bear interest at a floating rate equal to a base rate based upon LIBOR for 
the applicable interest period plus an applicable margin, ranging from 1.25 percent to 1.625 percent per annum, 
depending on the excess tangible net worth of m M ,  as defined in the credit facility. Borrowings drawn down 
under letters of credit issued by the banks will bear inmest at a floating rate equal to the base rate, as deked 
above, plus an applicable margin, which will range from 1 .OO percent to 1.875 percent per annum, depending 
on the excess tangible net worth of AEM and whether the letters of credit are swap-related standby letters of 
credit. 

AEM is required by the financial covenanfs in the credit facility not to exceed a maximum ratio af total 
liabilities to tangible net worth of 5 to 1. At June 30, 2008, AEM’s ratio of total liabilities to tangible net 
worth, as defined, was 1.97 to 1. Additionally, AEM must maintain minimum levels of net working capital 
ranging from $20 million to $120 million and a minimum tangible net worth ranging from $21 million to 
$121 million. As defied in the financial covenants, at June 30,2008, AEM’s net working capital was 
$253.3 million and its tangible net worth was $256-5 miUion. 

2008, AEM letters of credit totaling $1 61.9 million had been issued under the facility, which reduced the 
amount available by a corresponding amount. The amount available under this credit facility is also limited by 
various covenants, including covenants based an working capital. TJnder the most restrictive covenant, the 
amount available to AEM under this credit facility was $88.1 million at June 30, 2008. Th is  line of credit is 
collateralized by substantially all of the assets of AEM and is guaranteed by AEH. 

The Company also had an unsecured short-term uncommitted credit line of $25 million that is used for 
working-capital and letter-of-credit purposes. In January 2008, the unused portion of this facility was 
terminated by the lending bank and the remaining balance will be terminated as the outstanding letters of 
credit expire. At June 30, 2008, there was $5.3 million in letters of credit outstanding under l h i s  facility. 

The Company has a $200 million intercompany uncommitted revolving credit facility with AEH. This 
facility bears interest at the lesser of (i) the one-month LIBOR rate plus 0.20 percent or (E) the marginal 
horrowing rate available to the Company on any such date under its commercial paper program. Applicable 
state regulatory commissions have approved this facility through December 71, 2008. At June 30, 2008, there 
were no boil-mings outstanding uDder this facility. 

AEH has a $200 million intercompany uncommitted demand credit facility with the Company, which 
bears interest at the rate of AEM’s $580 million uncommitted demand working capital credit facility plus 
0.75 percent. Applicable state regulatory commissions have approved this facility through December 31, 2008. 
At June 30, 2008, there was $17.3 W o n  outstanding under this facility. 

At June 30,2008, there were no borrowings outstanding under this credit facility. However, at June 30, 
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Tn addition, to supplement its $580 million credit facility, AEM has a $200 million intercompany 
uncommitted demand credit facility with AEH, which bears interest at the rate of AEM's $580 million 
uncommitted demand working capital credit facility plus 0.75 percent. Any outstanding amounts under this 
facility are subordinated to AEM's $580 million uncommitted demand credit facility. At June 30, 2008, there 
was $41 .O ndlion outstanding under this facility. 

Debt Covenants 

We had other covenants in addition to those described above. Our Series P First Mortgage Bonds 
contained provisions that altowed us to prepay the outstanding balance in whole at any time, subject to a 
prepayment premium. The Fist  Mortgage Bonds provided for cerrain cash flow requirements and resbictions 
on additional indebtedness, sale of assets and payment of dividends. In May ZOOS, we redeemed our Series P 
First Mortgage Bonds which were scheduled to mature in November 201 3. Since the bonds have been 
redeemed, the debt covenants described above no longer apply. 

We were in compliance with all of our debt covenants as of June 30, 2008. If we were unable to Comply 
with ow debt covenants, we could be required to repay our outstanding balances on demand, provide 
additional collateral or take other corrective actions. Our public debt indentures relating to our senior notes 
and debentures, as well as our revolving credit agreements, each contain a default provision that is triggered if 
outstanding indebtedness arising out of any other credit agreements in amounts ranging h m  in excess of 
$15 million to in excess of $100 million becomes due by acceleration or is not paid at matnriv. In addition, 
AEM's credit agreement contains a cross-defanlt provision whereby AJ34 would be in default if it defaults on 
other indebtedness, as dehed, by at least $250 thousand in the aggregate. Additionally, this agreement 
contains a provision that would limit the amount of credit available if Atmos Energy were downgraded below 
an S&P rating of BBB and a Moody's rating of Baa2. 

Except as described above, we have no triggering events in our debt instruments that are tied to changes 
in specified credit ratings or stock price, nor have we entered into any transactions that wodd require us to 
issue equity, based on ow credit rating or other triggering events. 

5. Shareholders' Equity 

Public Oflering 

On December 13, 2006, we completed a public offering of 6,325,000 shares of our common stock 
including the unde~writers' exercise of their overallotment option of 825,000 shares. The offering was priced 
at $31 S O  and generated net proceeds of approximately $192 million. We used the net proceeds from this 
offering to reduce short-term debt. 

Slimeholder Rights Plan 

In November 1997, our Board of Directors declared a dividend distribution of one right for each 
outstanding share of our couimon stock to shareholders of record at the close of bnsiness on May 10, 1998, 
the description and t e r n  of which were set forth in a rights agreement between us and the rights agent dated 
May 10, 1998. From that tirne until the expiration of the rights agreement on May 10, 2008, when all rights 
terminated, each share of common stock we issued included a right that entitled the holda to purchase from 
us a one-tenth share of our common stock at a purchase price of $8.00 per share, subject to adjustment. 

17 



ATMOS JENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMEXTS - (Continued) 

6. Earnings Per Share 

Basic and diluted earnings (loss) per share €or the three and nine months ended June 30,2008 and 2007 
are calculated as follows: 

Three Months Ended Nine Months Ended 

2007 
June 30 June 30 

(In thousands, except per share amounts) 
--_ 200% 2007 2008 -- 

Net income (loss) .......................... -- $(6,588) $(13,360) $178,749 $174,406 

Denominator for basic income per share - 
weighted average common shares. . . . . . . . . . . . . .  89,648 88,366 89,281 86,378 

EEect of dilutive securities: 
. . . . . . . . . . . . . . . . .  557 464 Restricted and other shares. __ ___ 

. . . . . . . . . . . . . . . . . . . . . . . . . .  99 169 Stock options.. 

weighted average common shares. . . . . . . . . . . . .  89,648 88,366 89,937 87,011 

-- 

- - -- 
Denominator for diluted income per share - 

-- -- 
Income (loss) per share basic . . . . . . . . . . . . . . .  $ (0.07) $ (0.15) 2.00 $ 2-02 

~~ -- 
Tncome (loss) per share- dilubd. . . . . . . . . . . . . .  $ (0.07) $ (0.15) $ 1.99 $ 2.00 - - -- 
There were approximately 557,000 and 466,000 restricted and other shares and approximately 99,000 and 

165,000 stock options that were excluded from the calculation of diluted earnings per share for the three 
months ended June 30,2008 and 2007 as their inclusion in the computation would be anti-dilutive. 

There were no out-of-the-money options excluded from the computation of diluted earnings per share for 
the three and nine months ended June 30,2008 and 2007 as their exercise price was less than the average 
market price of the c o m o n  stock during that period. 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net periodic pension cost for our pension and other postretirement benefit plans 
for the three and nine months ended June 30, 2008 and 2007 are presented in the following table. All of these 
costs are recoverable through ow gas distribution rates; however, a portion of these costs is capitalized into 
our gas distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

Three Mnnths Ended June 30 
Pension Benefits Other Benefits 

200% 2007 200% 2007 
(In thousands) 

---- 
Components of net periodic pension cost: 

Service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tnterest cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Expected return on assets. . . . . . . . . . . . . . . . . . . . . . . .  
Amortization of transition asset . . . . . . . . . . . . . . . . . . .  

hortimtion of actuarial loss . . . . . . . . . . . . . . . . . . . .  
Amortization of prior service cost . . . . . . . . . . . . . . . . .  

Net periodic pension cost. ..................... 

(171 1 
1,926 

9; 6,059 

$ 4,017 
6,496 

(6,089) 
- 
4.4 

2,435 

$ 6,903 

$3,342 $2,807 
2,912 2,640 
(715) (597) 
377 377 

9 
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ine Months Ended June 30 

Components of net periodic pension cost- 
Service cost. ............................. 
Interest cost. ............................. 
Expected return on assets. . . . . . . . . . . . . . . . . . . .  
Amortization of transition asset . . . . . . . . . . . . . . .  

Amortization of actuarial loss. . . . . . . . . . . . . . . . .  
Net periodic pension cost . . . . . . . . . . . . . . . . . .  

Amortization of prior service cost. . . . . . . . . . . . . .  

$ 11,635 
20,208 

(1 8,932) 

(513) 
5,778 

$ 18,176 

I_ 

$ 12,053 
19,486 

(I 8,267) 
I 

134 
7,303 

$20,709 

$1 0,024 
8,736 

(2,145) 
1,133 

__ 

- 

$ 8,421 
7,921 

0,791) 
1,133 

25 
- 

$15,709 

The assumptions used to develop our net periodic pension cost for the three and nine months ended 
June 30,2008 and 2007 are as follows: 

Pension Bendits Other Benefits 
mos - 2507 - 2008 - 2507 - 

Discountrate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.30% 6.30% 6.30% 6.30% 
Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . . .  4.00% 4.00% 4.00% 4.00% 
Expected r e m  on plan assets. ........................ 8.25% 8.25% 5.00% 5.20% 

I’he discount rate used to compute the present value of a plan’s liabilities generally is based on rates of 
high-grade corporate bonds with maturities similar to the average period over which d e  benefits will be paid. 
Generally, our funding policy has been to contribute annually an amount in  accordance with the requirements 
of the Employee Retirement Income Security Act of 1974. We are not required to contribute to our pension 
plans during fiscal 2008 and do not anticipate making contributions. However, we contributed $6.7 million to 
our other post-retirement benefit plans duririg the nine months ended June 30, 2008. We expect to contribute a 
total of approximately $10 million to these plans during fiscai 2008. 

8. Commifments and Contingencies 

Litigation and Environmental Mutters 

In December 2007, the Company received data requests from the Division of Tnvestigations of the Office 
of Enforcement of the Federal Energy Regulatory Commission (the “Commission”) in connection with its 
investigation into possible violations of the Commission’s posting and competitive bidding regulations for 
pre-arranged released firm capacity on natural gas pipelines. We have responded timely to two sets of dah 
requests received from the Commission and are fully cooperating with the Commission during this 
investigation. 

Subsequent to responding to the second set of data requests, the Commission agreed to allow the 
Company io conduct our own internal investigation into compliance with the Commission’s rules, and we wiLl 
provide the results of this internal investigation to the Commission upon its completion. We cumently are 
unable to predict the fial outcome of this investigation or the potential impact it  could have on our irnancial 
position, results of operations or cash flows. 

will be applicable to al l  natural gas utility companies operating in Texas concerning the replacement of 
compression couplings at pre-bent gas meter risers. Compliance with this rule will require us to expend 
significant amounts of capital. This will muse us to redirect a greater portion of our capital budget towards 

On May 29,2008, the Texas Railroad Commission adopted a rule effective September 1, 2008, which 
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our Mid-Tex Division but these prudent and mandatory expenditures should be recoverable through our rates 
in this division. As a result, we anticipate no long-term adverse impact on our financial position, results of 
operations or cash flows. 

With respect to the specific litigation and environmental-related matters or claims that were disclosed in 
Note 13 to the financial statements in our Annual Report on Form 10-K for the year ended September 30, 
2007, there were no material changes in the status of such litigation and environmental-related matters or 
claims during the nine months ended June 30,2008. We continue to believe that the final outcome o€ such 
Litigation and environmental-related matters or claims will not have a material adverse effect on our financial 
condition, results of operations or cash flows. 

In addition, we are involved in other litigation and environmental-related matters or claims that arise in 
the ordinary course of our business. While the ultimate results o€ such litigation and response actions to such 
environmental-related matters or claims cannot he predicted with certainty, we believe the final outcome of 
such litigation and response actions will not have a material adverse effect on our financial condition, results 
of operations or cash flows. 

Purchase Commitments 

A I M  has commitments to purchase physical quantities of natural gas under contracts indexed to the 
forward IWMEX strip or fixed price contracts. At June 30,2008, AEM was committed to purchase 76.5 Bcf 
within one year, 38.4 Bcf within one to three years and 1.8 Bcf after three years under indexed contracts. AEM 
is committed to purchase 1.3 Bcf within one year and 0.1 Bcf within one to three years under fixed price 
contracts with prices ranging from $7.68 to $14.37. Purchases under these contracts totaled $842.1 million and 
$567.9 million for the three month ended June 30, 2008 and 2007 and $2,274.4 million and $1,551.3 million 
for the nine months ended June 30,2008 and 2007. 

Our natuml gas distribution operations, other than the Kd-Tex Division, maintain supply contracts with 
several vendors hat generally cover a period of up to one year. Commitments for estimated base gas volumes 
are established under these contracts on a monthly basis at contractually negotiated prices. Commitments For 
incremental daily purchases are made as necessary during the month in accordance with the terms of the 
individual contract. 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source uf gas for our 
customers in its service area, which obligate it to purchase specified volumes at market prices. The estimated 
fiscal year commitments under these contracts as of June 30, 2008 are as follows (in thousands): 

2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 71,430 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  632,496 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  164,008 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,066 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,878 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,124 

$91 1,002 

Regututory Matters 

During the three months ended June 30,2008, we concluded rate cases we had filed in our Kansas and 
Mid-Tex service areas. As of June 30, 2008, rate cases were in progress in our Georgia and Virghia service 
areas, and we were working with the intervenors to complete their review of the Wcl-Tex Division’s first Rate 
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Review Mechanism filing made in April 2008. These regulatory proceedings are discussed in further detaiI in 
Manugcmcnt 's Discussion and Analysis - R e c e ~  Rdemaking Developmias. 

9. Concentration of Credit Risk 

Information regading our concentration of credit risk is disclosed in Note 15 to the financial statements 
in our Annual Report on F m  10-K for the year ended September 30,2007. During the nine niorittts ended 
June 30,2008, there were no material changes in our concentration of credit risk. 

10. Segment Information 

Atmos Energy Corporation and our subsidiaries are engaged primarily in the re,plated natural gas 
distribution, transmission and storage businesses as well as certain other nonregulated businesses. We distribute 
natural gas through sales and transportation arrangements to approximately 3.2 million residential, commercial, 
public authority and industrial customers throughout our six regulated natural gas distribution divisions, which 
cover service areas located in 12 states. In addition, we transport natural gas for others through our distribution 
system. 

Through our nonregulated businesses, we provide natural gas management and mketing services to 
municipalities, other local distribution companies and industrial customers primarily in the Midwest and 
Southeast. Additionally, we provide natural gas transportation and storage services to certain of our natural gas 
distribution operations and to third parties. 

We operate the Company through the following four segments: 

9 the natural gas distribution segment, which includes our regulated natural gas distribution and related 
sales operations, 

* the regulated transmission and storage segment, which includes h e  regulated pipeline and storage 
operations of the Atmos Pipeline -- Texas JXvision, 

0 the natural gas marketing segment, which includes a variety of nonregulated natural gas management 
services and 

the pipeline, storage and other segment, which is comprised of our nom-egulated natural gas gathering, 
transmission and storage services. 

In  our deterhation of reportable segments, we consider the strategic operating units under which we 
manage sales of various products and services to customers in differing regulatory environments. Although our 
natural gas distribution segment operations are geographically dispersed, they are reported as a single segment 
as each natural gas distribution division has similar economic characteristics. The accounting poxicies of the 
segments are the same as those described in the summary of si,Wicant accounting policies found in our 
Annual Report on Form 10-K for the fiscal year ended September 30,2007. We evaluate perfomlance based 
on net income or loss of the respective operating uuits. 

As described in our Annual Report on Form IO-R for the fiscal year ended September 30,2007, we 
changed the composition of our uperating segments. Effective September 2007, all prior period segment 
information has been restated to conform to our new segment presentation. 
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Income statements for the three and nine-month periods ended June 30, 2008 and 2007 by segment are 
prasented in the following tables: 

Three Months Ended June 30,2008 
Natural Regulated Natural Pipeline, 
Gas Transmission Gar Sforageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(h thousands) 

Operating revenues from external 

Tntersegment revenues . . . . . . . . . .  221 18,965 255,791 2,405 (277,382) - 

Purchased gas cost . . . . . . . . . . . .  476,711 I 1,192,353 706 (276,847) 1,392,923 

Gross prof3 ................ 199,928 46,286 (2,631) 3,174 (535) 246,222 

Operation and maintenance .... 95,853 17,042 4,433 1,115 (621) 117,822 
Depreciation and amortization . . 44,737 4,860 381 378 - 50,356 
Taxes, other than income. . . . . .  54,141 2,493 391 310 57,335 

Total operating expenses . . . . . . . .  1 9473 1 24395 5,205 1,803 (621) 225,513 

Operating income (loss). ........ 5,197 21,891 (7,836) 1,371 86 20,709 
. . . . . . . . . .  1,600 Miscellaneous income 3,508 550 377 2,273 (5,108) 

Interest charges. . . . . . . . . . . . . . .  28,504 6,606 - 2,850 532 (5,022) 33,470 

parties . . . . . . . . . . . . . . . . . . . .  $676,418 $27,321 $ 933,931 $1,475 $ - $1,639,145 

676,639 46,286 1,189,722 3,880 (277,382) 1,639,145 

Operating expenses 

- --- - 

Income (loss) before income 
taxes.. ................... (19,799) 15,835 (10,309) 3,112 - (11,161) 

. . . . .  (4,573) Income tax expense (benefit) (7,421) 5,570 (3,995) 1,273 I 

Netincome (loss). . . . . . . . . .  $(12,378) $10,265 $ (6,314) $1,839 $ - $ (6,588) 

Capital expenditrires . . . . . . . . . . .  $ 92,856 $18,252 $ 132 $2,916 $ -- $ 114,156 
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Operating revenues from external 
parties . . . . . . . . . . . . . . . . . . . . .  

Intersegment revenues . . . . . . . . . . .  

Purchased gar; cost. . . . . . . . . . . . . .  
Gross profit ................. 

Operating expenses 
Operation and maintenance. ..... 
Depreciation and amortization. ... 
Taxes, other than income . . . . . . .  
Impairment of long-lived assets. .. 

Total operating expenses, ......... 
Operating income (loss) . . . . . . . . . .  
Miscellaneous bcome . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . .  
Income (loss) before income taxes . . 
Income tax expense (beuefit) ...... 

Net income (loss) . . . . . . . . . . .  
Capital expenditures. . . . . . . . . . . . .  

Three Months Ended June 30,2007 
Natural Regulated Natural Pipeline, 
Gas 'kinmission Gas Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(In thousands) 

$548,104 $20,694 $649,633 $ (279) $ - $1,218,152 
147 16,013 204,534 2,352 (223,046) - ~- 

548,251 36,707 854,167 2,073 (223,046) 1,218,152 
357.608 _- 854,743 228 (222,443) 990,136 

190,643 36,707 (576) 1,845 (603) 228,016 
-- ~ 

93,623 
43,661 
50,005 
3,289 

190,578 

65 
2,232 

28,987 

(26,690) 
(1 1,000) 

$ (1 5,690) 

$ 78,829 

14,139 
4359 
2,268 

20,986 

15,721 
620 

6,720 

9,621 
3,459 

$ 6,162 

$10,761 

6,854 
376 
295 

7.525 

(8,101) 
1,578 
2,012 

(8,535) 
(2,925) 

$ (5,610) 

$ 187 

1,214 
378 
293 
-.-. 

1,885 

(40) 
3,992 

830 

3,122 
1,344 

$1,778 

$ 454 

(689) 115,141 
I__ 48,974 
- 52,881 
- 3,289 

(689) 220,285 

86 7,731 
(4,156) 4,266 
(4,070) 34,479 

.- (22,482) 
- (9,122) 

$ - $ (13,360) 

$ 1-1 !$ 90,231 

1 
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Operating revenues .from external 
parties . . . . . . . " . .  ~. " . .  . . . . 

Intersegment revenues . . . . . . . . . 

Purchased gas cost. . . . . . . . . . . 

Operating expenses 
Gross profit . . . . . . . . . . . . . I . 

Operation and maintenance. . . . 
Depreciation and amortization. . 
Taxes, other than income . . . . . 

Total operating expenses. . . . . . . . 
Operating income. . . . . . . I . . I . 
MisceIlaneous income . . . . . . . . . 
Tnterest charges . . . . ~ . . . . . . . . . 
Income before income taxes. . . . . 
Income tax expense . . . . . . . . . . . 

Net income I . . I . . . . . . . . . 
Capital expenditures. . . . . . . . . . 

Nine Montlls Ended June 30,2008 
N a m l  Regulated Natural Pipefine, 
Gas 'Ikammimion Gas Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(In thousands) 

$3,126,083 $ 72588 $2,568,643 $13,326 $ -- $5,780,640 
589 70,184 590,449 7,303 (668,525) - 

3,126,672 142,772 3,159,092 20,629 (668,525) 5,780,640 
- 3,099,428 1,773 (666,835) 4,730,386 2,296,020 -- -- - 

830,652 142,772 59,664 18,856 (1,690) 1,050,254 

291,678 47,560 17,835 3,939 (1,948) 359,064 
130,699 14,683 1,142 1,135 - 147,659 
142,063 6,322 3,798 987 - 153,170 

564,440 --- 68,565 22,775 6,061 (1,948) 659,893 

266,212 74,207 36,889 12,795 258 390,361 
7,654 933 1,775 6,243 (13,631) 2,974 

6,166 1,755 (13,373) 103,803 

185,064 54,687 32,498 17,283 289,532 
71,622 -- 19,351 - 12,933 6,877 - 110,783 

-- 

-- - 88,802 20,453 

$ 113,442 $ 35,336 $ 19,565 $10,406 $ - $ 178,749 

$ 266,840 $ 40,334 $ 201 $ 5,503 $ - $ 312,878 
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Nine Months Ended June 30,2007 
I_ 

Natural Regulated Natural Pipefie, 
Gas 'hamission Gas Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(In thousands) 

Operating revenues from external 
parties. .................. $2,973,048 $ 59,029 $1,844,271 $20,019 $ - $4,896,367 

.c__ Intersegment revenues . . . . . . . . .  480 63,618 516,631 7,464 (588,193) 

Purchased gas cost.. . . . . . . . . . .  2,174,071 - 2,275,291 682 (585,971) 3,864,073 

Gross profit . . . . . . . . . . . . . . .  799,457 122,647 85,611 26,801 (2,222) 1,032,294 
Operating expenses 

2,973,528 122,647 2,360,902 27,483 (588,193) 4,896,367 

Operation and maintenance. . I . 284,064 37,594 19,022 4,173 (2,480) 342,373 
Depreciation and amortization. . 133,287 13,400 1,153 1,195 -- 149,035 
Taxes, other than income . . . . .  141,292 6,584 95 1 867 - 149,694 
Impairment of long-lived 

assets .................. 
Total operating expenses. . . . . . . .  
Operating income. ............ 
Miscellaneous income . . . . . . . . .  
Interest charges . . . . . . . . . . . . . .  
Income before income taxes . . . . .  
Income tax expense . . . . . . . . . . .  

Net income.. . . . . . . . . . . . .  
Capital experiditures . . . . . . . . . . .  

3,289 

561,932 

237,525 
6,633 

91,164 

152,994 
60.530 

$ 92,464 

$ 222.526 

57,578 

65,069 
1,530 

20,852 

45,747 
16,661 

$ 29,086 

$ 37,142 

21,126 

64,485 
5,816 
3,418 

66,883 
26.515 

6,235 

20,566 
5,588 
5,465 

20,689 
8-20 1 

$ 40,368 

$ 837 

$1 2,488 

$ 2,518 

3,289 

(2,480) 644,391 

258 387,903 
(1 1,884) 7,683 
(11,626) 109,273 

- 286,313 
- 111,907 

-- 

$ - $ 174,406 

$ - $ 263,023 
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Balance sheet information at June 30, 2008 and September 30, 2007 by segment is presented in the 
following tables: 

-- June 30, XI08 
Natural Regulated Natural Pipeline, 

GaS Transmission Gas Storage and 
Distribution and Storage Marketing Other Eliminations Consolidated 

(In thonsands) 

ASSETS 
Property, plant and equipment, 

net.. - $4,012,888 
. . . . .  - (474,446) - Tnvestment in subsidiaries 476,542 - (2,096) 

Current assets 
Cash and cash equivalents. . .  32,949 - 13,308 244 __ 46,501 
Cash held on deposit in 

margin account ......... _. - 62,152 __ - 62, I52 
Assets from risk management 

activities . . . . . . . . . . . . . .  37,366 - 19,770 147 (14,383) 42,900 
Other current assets. . . . . . . .  687,453 16,669 627,786 49,919 (136,422) 1,245,405 

Total current assets ...... 1,248,747 16,669 723,016 253,425 (844,899) 1,396,958 
Intangible assets. ........... - 2,245 - - 2,245 
Goodwill . . . . . . . . . . . . . . . . .  567,775 132,490 24,282 10,429 -. 734,976 
Noncurrent assets from risk 

management activities. . . . . .  -- - 5,904 _-__ __ 5,904 
Deferred charges and other 

assets . . . . . . . . . . . . . . . . . .  203,663 9,477 1,228 17,451 - 231,819 
$5,895,044 $714,832 $762,125 $332,134 $(1,319,3&) $6,384,790 

. . . . . . . . . . . . . . . . . .  $3,398,317 $556,196 $ 7,546 $ 50,829 $ 

Jntacompany receivables . . .  490,979 - -- 203,115 (694,094) - 

_I_- 

CAPITALIZATION AND 

Shareholders’ equity . . . . . . . . .  $2,105,407 $124,055 $155,832 $196,655 $ (476,542) $2,105,407 
Long-term debt. . . . . . . . . . . . .  2,119,140 - - 589 ___ 2,119,729 

Total capitalization . . . . . .  4,224,547 124,055 155,832 197,244 (476,542) 4,225,136 
Current liabilities 

IJABIIJTES 

Current maturities of 
long-term debt. . . . . . . . . .  - - - 1,059 - 1,059 

Short-term debt. . . . . . . . . . .  113,257 - 41,000 17,275 (58,275) 113,257 
Liabilities Zrom risk 

management activities . . . .  - - 50,822 14,247 (14,383) 50,686 
Other current LabiJities . . . . .  635,200 6,078 343,238 95,290 (76,051) 1,003,755 
Intercompany payables .-- - . . . . .  --- - .- 536,235 157,859 - (694,094) 

Total current Liabilities. . . .  748,457 542,313 592,919 127,871 (842,803) 1,168,757 
Deferred income taxes . . . . . . .  393,426 44,710 8,948 3,585 450,669 
Noncunent liabilities from risk 

management activities. . . . . .  - - 3,724 - - 3,724 
Regulatory cost of removal 

obligation . . . . . . . . . . . . . . .  280,108 - - -- --_ 280,1 08 
Deferred credits and other 

256,396 liabilities ............... 248,506 3,754 702 
$5,895,044 $714,832 $762,125 $332,134 $( 1,319,345) $6,384,790 

3,434 - - 
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ATMQS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

September 30,2007 
Natural Pipeline, 
Gas Sbrarreand 

N a M  
GaS 

Distribution 

Regulated 
Wansmission 
and Storage Marketing Of%er 

(r-n thollsanas) 
Eliminations Consolidated 

ASSETS 
Property, plant and equipment, 

net . . . . . . . . . . . . . . . . . . . .  
Investment in subsidiaries . - ~ - I 
Current assets 

Cash and cash equivalents. . .  
Cash held on deposit in 

margin account . . . . . . . . .  
Assets &om risk management 

activities . . . . . . . . . . . . . .  
Other current assets. . . . . . . .  
Intercompany receivables ... 
Total ament assets . . . . . .  

Tntangible assets . . . . . . . . . . . .  
Goodwill ................. 
Noncurrent assets from risk 

management activities. . . . . .  
Deferred charges and other 

assets . . . . . . . . . . . . . . . . . .  

$3,251,144 
396,474 

$531,921 
- 

$ $3,836,836 
(394,378) - 

$ 7,850 $ 45,921 
(2,096) 

28,881 3 1,703 141 y_ 60,725 

(17,881) 21,849 
(90,997) 986,321 

(651,285) - 
(760,163) 1,068,895 

.- 2,7 16 

..I. 734,976 

26,783 12,947 
337,169 76,731 

c__ 1 14,300 
395,655 204,119 

24,282 10,429 
2,716 

- 
643,353 
536.985 

__ 

20,065 
___ 

1,209,219 

567,775 
I_ 

20,065 

132,490 
___ 

5.535 - - 5535 _I- 

- 247,959 
$(1,154,541) $5,896,917 

227,869 
$5,652,48 I 

4,898 
$689,374 

1,279 13,913 
$435,221 $274,382 

CAPITALIZATION ANL, 

Shareholders' equity ........ 
Long-term debt. ........... 

Current liabilities 

LIABILITUES 

Total capitalization ...... 

Current maturities of 
long-tern debt. . . . . . . . . .  

Short-tern debt. . . . . . . . . . .  
Liabilities fiom risk 

management activities . . . .  
Other c u e n t  liabilities . . . . .  
Intercompany payables . . . . .  

Total current liabilities. . . .  
Deferred income taxes ....... 
Noncwrent liabilities from risk 

management activities. ..... 
Regulatory cost of removal 

obligation ............... 
Deferred credits and other 

liabilities . . . . . . . . . . . . . . .  

$ 88,719 

88,719 

___ 
$ (396,474) $1,965,754 

- 2,126,315 
(396,474) 4,092,069 

$ J,965,754 
2,125,007 
4,090,761 

$107,090 $200,665 
- 1,308 

107,090 201,973 

1,250 
187,284 

.- 238 1 
30,000 -.- 

I 333 1 
(66,685) 150,599 

(17,881) 21,339 
(22,216) 743,909 

(651,285) 
(758,067) 91 9,678 

- 370,569 

- 

2 1,053 
5 19,642 

-. 

18,167 - 
186,792 53,297 
101,101 I_ 

336,060 55,878 
(8,925) 12,411 

- 
6,394 

550,184 
556,578 
40,565 

_L--- 

729,T29 
3263 18 

290 I_ 290 

27 1.059 -- 27 1,059 I- -- - 

234,9 14 
$5,652,481 

3,512 
$689,374 

706 4,120 
$435,221 $274,382 

- 243,252 
$ ( I  ,154,541) $5,896,917 
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REPORT OF INDEPENDENT REGISTERED PIIIBLIC ACCOUNTING FIRM 

The Board of Directors 
Amos Energy Corporation 

We have reviewed the condensed consolidated balance sheet ai‘ Armos Energy Corporation as of June 30, 
2008, and the related condensed consolidated statements of income for the three-month and nine-month 
periods ended June 30, 2008 and 2007, and the condensed consolidated statements of cash flows for the nine- 
month periods ended June 30,2008 and 2007. These financial statements are the responsibility of the 
Company’s management 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial information consists principally of applying analytical 
procedures and making inquiries of persons resporisible for financial and accounting matters. It is substantially 
less in scope than an andit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the 
condensed consolidated financial statements referred to above for them to be in conformity with U.S. generally 
accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (IJnited States), the consolidated balance sheet of Amos Energy Corporation as of 
September 30, 2007, and the related consolidated statements of income, shareholders’ equity, and cash flows 
for the year then ended Dot presented herein, and in our report dated November 27, 2007, we expressed an 
unqualified opinion on those consolidated financial statements. Tn our opinion, the idormation set forth in the 
accompanying condensed consolidated balance sheet as of September 30, 2007, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived. 

Is/  ERNST & YOUNG LLP 

Dallas, Texas 
August 5,2008 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

The following discussion should be read in conjunction with the condensed consolidated financial 
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-E: Tor the year ended September 30, 2007- 

Cautionmy SZalement for the Purposes of the Safe Harbor under the Private Securities Litigation Reform 
Act of 1995 

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statements of historicai fact included in chis Repoit are 
forward-looking statements made in good faith by us and are intended to qualify for the safe harbor from 
liability established by the Private Securities Litigation Reform Act of 1995. W e n  used in this Report, or any 
other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, 
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended 
to identify forward-looking statements. Such forward-looking statements are subject to risks and uncertainties 
that could cause actual results to differ materially from those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other fadctors. 
These risks and uncertainties, which are discussed in more detail in our Annual Report on Form 10-R for the 
year ended September 30, 2007, include the following: regulatory trends and decisions, including deregulation 
initiatives and the impact of rate proceedings before various state regulatory commissions; market risks beyond 
our control affecting our risk management activities including market liquidity, commodity price volatility, 
increasing interest rates and counterparty creditworthiness; the concentration of our distribution, pipeline and 
storage operations in one state; adverse weather conditions; our ability to continue to access rhe capital 
markets; the effects of inflation and changes in the availability and prices of namd gas, including the 
volatility of natural gas prices; the capital-intensive nature of our distribution business, increased competition 
from energy suppliers and alternative forms of energy; increased costs of providing pension and postretirement 
health care benefits; the impact of environmental regulations on our business; the inherent hazards and risks 
involved in operating our distribution business, na!xral disasters, terrorist activities or other events; and other 
uncertainties, which may be discussed herein, including the outcome of any pending federal or state regulatory 
investigations, all of which =e difEicult to predict and many of which are beyond our control. Accordingly, 
while we believe these forward-looking statements to be reasonable, there can be no assurance that they wiU 
approximate actual experience or that the expectations derived from them will be realized Further, we 
undertake no obligation to update or revise any of our forward-looking statements whether as a result of new 
information. future events or otherwise. 

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regulated natural gas 
distribution and transportation and storage businesses as well as other nonregulated natural gas businesses. We 
distribute natural gas through sales and transportation arrangements to approximately 3.2 million residential, 
commerciaL, public authority and industrial customers throughout ow six regulated natural gas distrihution 
divisions, which cover service areas located in 12 states. In addition, we transport natural gas for others 
through our distribution system. 

Through our nonregulated businesses, we priniariIy provide natural gas management and marketing 
services to municipalities, other local gas distribution companies and industiial customers primarily in the 
Midwest and Southeast. and natural gas transportation and storage savices to certain of our natural gas 
distribution divisions and to third parties. 
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We operate the Company through the following four segments: 

the natural gas distribution segment, which includes our regulated natural gas distribution and related 

the regulated transmission and storage segment, which includes the regulated pipeline and storage 

sales operations, 

operations of the Atmos Pipeline -- Texas Division, 

the natural gas marketing segment, which includes a variety of nonregulated natural gas management 
services and 

the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering, 
transmission and storage services. 

CRITICAL ACCOUNTING ESTIlMATES AND POLICIES 

chu: condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the LJnited States. Preparation of these financial statements requires us to make estimates 
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activities, allowance for doubtful 
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actual result7 may differ from such estimates. 

described in our Annual Report on Form 10-K for the year ended September 30, 2007 and include the 
following: 

Our critical accounting policies used i n  the preparation of our consolidated financial statements are 

Regulation 

Revenue Recognition 

Allowance €or Doubtful Accounts - Derivatives and Hedging Activities - Impairment Assessments 

Pension and Other Postretirement Plans 

Our critical accounting policies are reviewed by the Audit Committee quarterly. There were no significant 
changes to these critical accounting policies during the nine mouths ended June 30, 2008. 
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RESULTS OF OPERATIONS 

The following table presents our consolidated financial highlights for the three and nine months ended 
June 30,2008 and 2007: 

Three Months Ended Nine Months Ended 
June 30 June 30 

200s 2007 2008 2007 

Operating revenues. . . . . . . . . . . . . . . . . . .  
Gross profit. . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses . . . . . . . . . . . . . . . . . .  
Operating income. ................... 
Miscellaneous income . . . . . . . . . . . . . . . .  
Interest charges ..................... 
Income (Ioss) before income taxes . . . . . . .  
Income tax expense (benefit) . . . . . . . . . . .  
Net income (loss). . . . . . . . . . . . . . . . . . . .  
Diluted net income (loss) per share. . . . . . .  

-- -~ 
(In thousands, except per share data) 

$1,639,145 $1,Z 8,152 $5,780,640 $4,896,367 
246,222 228,016 1,050,254 1,032,294 
2255 13 220,285 659,893 644,391 
20,709 7,73 1 390,361 387,903 

1,600 4,266 2,974 7,683 
33,470 34,479 103,803 109,273 
(1 1,161) (22,482) 289,532 286,3 13 
(4,573) (9,122) 110,783 1 1 1,907 

$ (6,588) $ (13,360) $ 178,749 $ 174,406 
$ (0.07) $ (0.15) $ 1.99 $ 2.00 

Our consolidated net income (ioss) during the three and nine months ended June 30,2008 and 2007 was 
earned in each of our business segments as follows: 

Three Months Ended 
June 30 

200s 2007 Change ~ - -  
(In thousands) 

Natural gas distribution se-ment .......................... $(12,378) $(15,690) $3,312 
Regdated transmission and storage segment . . . . . . . . . . . . . . . . .  10,265 6,162 4,103 
Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . .  (6,314) (5,610) (704) 
Pipeline, storage and other segment. ....................... 1,839 1,778 61 - ~ -  
Netloss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (6,588) $(13,360) $6,772 --- - ~ -  

Nine Months Ended 
June 30 

2008 2007 Change 
(In thousands) 

Natural gas distribution segment ........................ $1 13,442 $ 92,464 $20,978 

Natural gas marketing segment ......................... 19,565 40,368 (20,803) 
Pipeline, storage and other segment. ..................... 10,406 12,488 (2,082) 

Regulated transmission and storage segment . . . . . . . . . . . . . . .  35,336 29,086 6,250 

-- 
Netincome.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $178,749 $174,406 $ 4,343 
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The €oilowing tables segregate our consolidated net income (loss) and diluted earnings per shax between 
our regulated and nonregulated operations: 

Three Months Ended 
June 30 

2008 2007 Change 
(in thousands, except per share data) 
--- 

Regulated operations.. .................................. $(2,113) $ (9,528) $7,415 
Nonregulated operations ................................. (4,475) (3,832) (643) 

Consolidated net loss ................................... $(6,588) $(13,360) $6,772 

Diluted EPS from regulated operations ...................... $ (0.02) $ (0.11) $ 0.09 
Diluted EPS from nonregulated operations. ................... (0.05) (0.04) (0.01) 

Consolidated diluted ERS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (0.07) $ (0.15) $ 0.08 

--- 
--- --- 

-- 
--- 

Nine Months Ended 
June 30 -__ 

ChanEe 2008 2007 
(In thousands, except per share data) 

Regulated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $148,778 $121,550 $27,228 
Nonregulated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,971 52,856 (22,885) 

Consolidated net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $178,749 $174,406 $ 4,343 

DilutedEPS from regulated operations ................... $ 1.66 $ 1.39 $ 0.27 
(0.28) Diluted EPS from nonregulated operations. . . . . . . . . . . . . . . . .  0.33 0.61 

Consolidated diluted EPS ............................. $ 1.99 $ 2.00 $ (0.01) 

The following summarizes the results of our operations and other significant events for the nine months 

- Regulated operations generated 83 percent of net income during the nine months ended June 30,2008 
compared to 70 percent during the nine months ended June 30,2007. The $27.2 million increase in our 
regulated operations net income primarily reflects rate increases in  our Wd-TeJr, Kansas, Kentucky, 
Louisiana, Tennessee and West Texas service areas coupled with higher rates and throughput in our 
Atmos Pipeline -Texas Division. 

Nonre,.ulated operations contributed 17 percent of net income during the nine months ended June 30, 
2008 compared to 30 percent during the nine months ended June 30, 2007. The $22.9 million decrease 
in our nonregulated operations net income primarily reflects lower asset optimization margins partially 
offset by higher delivered gas margins and higher unrealized gains. 

compared with $552.7 million for the nine months ended June 30, 2007, primarily reflecting an increase 
in cash required to collateralize ow risk management accounts. 

Tex Division. During the fiscal 2008 second quarter, we reached a settlement agreement with 
approximately 80 percent of the Mid-Tex Division's customers. In June 2008, the Railroad Commission 
of Texas (RRC) issued a final order, which ended the case for the remaining 20 percent of the Mid-Tex 
Division's customers. 

.I - 

ended June 30, 2008: 

For the nine months ended June 30,2008, we generated $417.4 million in operating cash flow 

In September 2007, we filed a statement of intent seeking a rate increase of $51.9 million in our Mid- 

32 



Three Months Ended June 30,2008 compared with Three Months Ended June 30,2007 

Natural Gas Distribution Segment 

The primary factors that impact the results of our natural gas distribution operations are our ability to 
earn our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service areas. 

Our ability to earn our authorized rates of return is based primarily on our ability to improve the rate 
design in our various ratemaking jurisdictions by reducing or eliminating regulatory lag and, ultimately, 
separating the recovery of our approved margins from customer usage patterns. Improving rate design is a 
long-term process arid is further complicated by the fact that we operate in multiple rate jurisdictions. 

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of 
weather that is above or below normat is substantially offset through weather normalization adjustments, 
known as WNA, which has been approved by state regulatory comnissions for approximately 90 percent of 
our residential and commercial meters in the following states for the following time periods: 

I I 

G e o r ~ a  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kentoc ky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mississippi. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Texas:Mid-Tex ............................................... 
Texas: West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

October - May 
October - May 
November - April 
December - March 
November - April 
November - April 
November - April 
October - May 
January - December 

Our natural gas distribution operations are also airected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therefore, increases in the cost of gas are offset by a 
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial 
performance than revenues. However, goss profit in our Texas and Mississippi service areas include franchise 
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). 
Therefore, the amount of these taxes included in revenues is influenced by the cost of gas and the level of gas 
sales volumes. We record the associated tax expense as a component of taxes, other than income. Although 
changes in revenue-related taxes arising from changes in gas costs affect gross profit, over time the impact is 
offset within operating income. Timing differences exist between the recognition of revenue for franchise fees 
collected from our customers and the recornpition of expense of fi-anchise taxes. The effect of these timing 
differences can be significant in periods of volatile gas prices, particularly in our Mid-Tex Division. These 
timing differences may favombly or unfavorably affect net income; however, these amounts should offset over 
time with no permanent impact on net income. 

debt expense, and may require us to increase borrowings under our credit facilities resulting in higher interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions may cause customers to conserve or use alternative energy sources. 

Higher gas costs may also adversely impact ow accounts receivable collections, resulting in higher bad 
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Review of Financial and Operating Results 

Financial and operational highlights for our natural gas distribction segment for the three months ended 
June 30, 2008 and 2007 are presented below. 

Three Months Ended 
June 30 

Gross profii . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $199,928 $190,643 $9,285 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  194,731 190,578 4,153 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,197 65 5,132 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,508 2,232 1,276 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28,504 28,987 (483) 

Loss before income taxes ............................. (19,799) (26,690) 6,891 
Income tax benefit ................................... (7,421) (11,000) 3,579 

Net loss.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(12,378) $(15,690) $3,312 

Consolidated natural gas distribution sales volumes -MMcf. . . .  41,357 45,252 (3,895) 
Consolidated natural gas distribution transportation volumes - 

MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,126 29,311 2,815 

Total consolidated natural gas disbibution throughput - 
h4Mcf.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  73,483 74,563 (1,080) 

Consolidated natural gas distribution average transportation 
reveuueperMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.43 $ 0.41 $ 0.02 

Consolidated natural gas distribution average cost of gas per Mcf 
sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 11.53 $ 7.90 $ 3.63 

The following table shows our operating income by nahlral gas distribution division for the thee months 
ended June 30,2008 and 2007. The presentation of ow nataral gas distribution operating income is included 
for financial reporting purposes and may not be appropriate for ratemaking purposes. 

Three Months Ended 
.lune 30 

~~ 

2008 2007 Change 
(In thousands) 

- - -- 
Colorado-Kansas ...................................... $ 542 
KentuckyNid-States ................................... 5,757 
Louisiana ........................................... 5,086 
Mid-Tex (3,043) 
Mississippi (946) 
WestTexas (563) 
Other (1,636) 

Total ............................................... $5,197 

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

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

$ 884 
1,762 
5,921 

(1 1,415) 
2,115 
(391) 

1,189 

$ 65 

The $9.3 million increase in natural gas distribution gross profit primarily reflects an $8.9 million 
increase in rates. The increase in sates primarily was attributable to the Mid-Tex Division, which inneased 
$5.0 million as a result of the 2006 Gas Reliability Infrastructure Program (GRIP) fding, the current year Mid- 
Tex rate case and the absence of a one-time GRIP refund in the prior year. The cuuent-year period also 
reflects $3.9 million in rate increases in our Kansas, Kentucky, Louisiana, Missouri, Tennessee and West Texas 
service aseas. 
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Gross profit also increased approximately $0.4 Inillion in revenue-related taxes primarily due to higher 
revenues, on which the tax is calculated, in the current-year quarter compared to the prior-year quarter. This 
increase, offset by a $2.9 million quarter-over-quarter increase in the associated franchise and state gross 
receipts tax expense recorded as a component of taxes other than income, resulted in a $2.5 d o n  decrease 
in operating income when compared with the prior-year quarter. 

depreciation and amortization expense and taxes, other than income, increased $4.2 million. 
Operating expenses, which include operation and maintenance expense, provision for doubtSul accounts, 

Operation and rriainteuance expense, excluding the provision for doubtful accounts, increased $2.3 million, 

Depreciation and amortization expense increased $1.1 miiiion for the third quarter of fiscal 2008 

primarily due to an overall increase i n  administrative costs. 

compared with third quarter of fiscal 2007. The increase primarily was attributable to increases in assets 
placed i n  service during the current year. 

Operating expenses for the prim-year quarter also include a $3.3 ndlion noncash charge associated with 

Interest charges allocated to the natural gas distribution segment decreased $0.5 million due to lower 
average effective interest rates experienced during the current-year quarter cornpared to the prior-year quarter. 

the write-off of software costs. 

Recent Ratcnwking Dcvelopiizents 

Significant ratemaking developments that occurred during the nine months ended June 30, 2008 are 
discussed below. The amounts described below represent the gross revenues that were requested or received in 
each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain 
operating costs may have increased as a result of a commission's final ruling. 

Mid-Tex Division Rate Case 

In September 2007, Atmos Energy fded a statement of intent seeking a system-wide rate increase of 
$51.9 million in our Mid-Tex Division. During the fiscal 2008 second quarter, we reached a settlement with 
438 of the 439 cities (the "Settlement Cities"), which represent approximately 80 percent of the Mid-Tex 
Division's customers. The settlement agreement includes i) an annual system-wide rate increase of approxi- 
mately $10 idlion, of which approximately $8 million related to the Settlement Cities; u) the ability to 
recover the gas cost portion of bad debt expense, iii) a rate review mechanism (RRM) that will adjust rates fm 
d e  Settlement Cities annually to reflect changes in the Mid-Tex Division's cost of service and rate base; iv) an 
authorized return on equity of 9.6 percent; v) an approved capital sb-ucture of 52 percent debU48 percent 
equity and vi) the establishment of a new program designed to encourage natural gas conservation. New rates 
for the Settlement Cities were implemented April 1, 2008. 

In April 2008, the Mid-Tex Division filed its fist RRM that wiU adjust rates, effective October 1, 2008, 
for the Settlement Cities only. The filing seeks an annual system-wide rate increase of $33.5 million 
($26.8 million for the Settlement Cities) and is currently under review. 

The City of Dallas and unincorporated areas, which represent the remaining 20 percent of the Mid-Tex 
Division's customers, elected not to participate in the settlement agreement The Mid-Tex Division, the City of 
Dallas and representatives for the unincorporated areas conducted a full rate case before the Railroad 
Commission of Texas (RRC), culminating in the issuance of a final order in June 2008. Key terms of the final 
order include j) a $1 9.6 million system-wide annual rate increase, of which approximately $3.9 million related 
to the City of Dallas and unincorporated areas, ii) the ability to recover the gas cost portion of bad debt 
expense, E )  an authorized return on equity of 10 percent; iv) an approved capital structure of 52 percent 
debU48 percent equity and v) the establishment of a new program designed to encourage natural gas 
conservation. New rates for the City of Dallas mid the unincorporated areas were implemented in July 2008. 

Texas Gas ReLiabLlity Infrastiucture Program (GRIP) in order to update rates for customers in the City of 
The final order did not include an RRM, therefore, we will continue to make annual filings under the 
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Dallas and in the unincorporated areas for approved capital expenditures, and we will continue to file 
traditional rate cases as necessary to assist in earning our authorized return in these areas. 

In May 2008, the Mid-Tex Division filed a system-wide 2007 GRIP f i l ing  with the RRC. The filing seeks 
authorization to increase annual rates, on a system-wide basis by $10.3 million based on $58.2 million of 
capital costs incurred in 2007. It is currently anticipated that the RRC will issue a final order in this 
proceeding by November 2008. If approved as filed, the filing should result in  an annual rate increase of 
approximately $2 million for customers in the City of Dallas and the unincorporated areas. 

Other Rate Case Filings 

In May 2006, Amos Energy began receiving ”show cause” ordinances h m  several of the cities in  the 
West Texas Division. In December 2007, our West Texas Division reached a settlement agreement with the 
West Texas cities, resulting in an approved GRP filing to include in rate base approximately $7.0 million of 
capital costs incurred during calendar year 2006. The Wing should result in additional annual revenues of 
approximately $1 1 mittion. 

In July 2008, the West Texas cities signed an agreement to implement a rate review mechanism for our 
West Texas system. The 
Division’s cost of service and rate base for this service area. The West Texas Division expects to file its first 
RRM in September 2008, which will adjust cates for the West Texas cities effective November 15, 2008. 

contains an annual rate review mechanism that would adjust rates to reflect changes in the West Texas 
Division’s cost of service and rate base. The West Texas LXvision filed its annual review filing under the 
CCVP in June 2008, which is currently under review by the City of Lubbock. The Ning recommends a 
$0.5 million decrease in annual rates, and i s  expected to become effective October I ,  2008. 

will adjust rates on a periodic basis to reflect changes in the West Texas 

In May 2008, the City of Lnbbocb approved its Conservation and Customer Value Plan (CCW), which 

In October 2007, our KentuckylMid-States Division settled its $1 1 . I  million rate case filed in May 2007 
with the Tennessee Regulatory Authority. The Settlement resulted in an increase in annual revenues of 
$4.0 million and a $4.1 d l i o n  reduction in depreciation expense. 

lo September 2007, we filed an application with the Kansas Corporation Commission (KCC) requesting a 
rate increase of $5.0 million in our Kansas service area. A final order adopting the Company’s settlement with 
the KCC Staff was issued in May 2008 resulting in an increase in annuai revenues of $2.1 million. 

In February 2008, we filed for an annual rate increase of $0.9 million in the Virginia jurisdiction of OUT 
RentuckyMd-States Division. New rates, subject to refund, were implemented in April 2008. A procedural 
schedule has been established that should result in a find order being issued by the fourth quarter of fiscal 
year 2008. 

In March 2008, we filed for an annual rate increase of $6.2 million in the Georgia jurisdiction of our 
KentuckylMid-States Division. The fust round of hearings was completed in July 2008. A procedural schedule 
has been established that should result in a fmal order being issued by the fourth quarter of fiscal year 2008. 

Stable h t e  Filings 

L,ouisiuna Division. In December 2007, we filed our TransLa annual rate stabilization clause with the 
Louisiana Public Service Commission requesting an increase of $2.2 million, including an increase in 
depreciation expense of approximately $0.4 million. The filing was for the test year ended September 30, 
2007. The TransLa filing was approved in March 2008 and resulted in an increase of $2.1 million in annual 
revenues effective April 1,2008. In April 2008, we filed the LCJS annual rate stabilization clause, requesting 
an increase of $2.6 million. The ftling was for the test year ended Decernher 31, 2007. The LGS fiLing was 
approved in June 2008 and resulted in an increase of $1.7 million in annual revenues effective July 1, 2008. 

annual stable rate filing with no change in rates. 
Mississippi Division In December 2007, the Mississippi Public Service Commission approved OUI 
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Regulated i’Yansrnis.sion and Storage Segment 

Our regulated transmission and storage segment consists of the regulated pipeline and storage operations 
of the Atrnos Pipeline - Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our 
Mid-Tex Division and third parties and manages five underground storage reservoirs in Texas. We also provide 
ancillary services customary in the pipeline industry including parking and lending arrangements and sales of 
inventory on hand. 

Similar to our natural gas distribution segment, our regulated transmission and storage segment is 
impacted by seasonal weather patterns, competitive factors in the energy industry and economic conditions in 
OUT service areas. Further, as the Atmos Pipeline -- Texas Division operations supply all of the natural gas for 
our Mid-Tex Division, the results o€ this segment are highly dependent upon the natural gas requirements of 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Atmos Pipeline Texas Division 
may be impacted by the timing of when costs and expenses are incurred and wheu these costs and expenses 
are recovered through its tarBss.  

Review of Financial and Operating Results 

Financial and operational highlights for our regulated transmission and storage segment for the three 
mouths ended June 30, 2008 and 2007 are presented below. 

Three Months Ended 
June 30 

Mid-”ex transportation. ............................... 
Third-party transportation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Storage and park and lend services. ...................... 
Other ............................................. 
Gross profit ....................................... 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income. .................................. 
Miscellaneous income ................................ 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. .......................... 
Income tax expense .................................. 
Net income ........................................ 
Gross pipeline transportation volumes - MMcf ............. 
Consolidated pipeline transportation volumes - MMcf ........ 

2008 2007 Change 
(In thousan&, d e s s  otherwise noted) 

$ 18,761 
22,485 
2,387 
2,653 

46,286 
24,395 

21,891 
550 

6,606 

15,635 
5,570 

$ 10,265 

181,112 

152,450 

$ 15,718 
16,807 
1,893 
2,289 

36,707 
20,986 

15,721 
620 

6,720 

9,621 
3,459 

$ 6,162 

157,825 

125,639 

$ 3,043 
5,678 

494 
364 

9,579 
3,409 

6,170 

(70) 
(1 14) 

6,214 
2,111 

$ 4,103 

23,287 

26,811 

-- 

~- 

The $9.6 million increase in gross profit primarily was attributable to a $4.4 million increase from rate 
adjustments resulting fioni our 2006 and 2007 GFXP filings and a $2.5 million increase from transpoi-tation 
volumes. Consolidated throughput increased 21 percent, primarily due to increased transportation in the 
Barnett Shale region of Texas. The improvement in gross profit also reflects $1.5 million of increased per-unit 
transportation margins due to favorable market conditions. 

Operating expenses increased $3.4 d i o n  primarily due to increased pipeline integrity and maintenance 
costs. 

Recent Ratenuking Developments 

In April 2008, the RRC approved the GRIP filing for our Atmos Pipeline - Texas Division to include in 
rate base approximately $46.6 million of capital costs incurred during calendar year 2007. The filing should 

37 



result in additional annual revenues of approximately $7.0 million. These revenues represent the gross revenues 
that were rersived in the filing, which may not necessarily result in an equal increase in operating income, as 
some operating costs may increase. 

Natural Gas Marketing Segment 

Our natural gas marketing activities are conducted through Amos Energy Marketing, LLC (AEM). AEM 
aggregates and purchases gas supply, arranges transportation and/or storage logistics and dthately delivers 
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer- 
owned transportation and storage assets to provide the various services our customers request, including 
furnishing natural gas supplies at fued and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of financial 
instruments. As a result, our revenues arise from the types of commercial transactions we have structured with 
our customers and include the value we extract by optimizing the storage and transportation capacity we own 
or control as well as revenues received for services we deliver. 

Our asset optimization activities seek to maximize the economic value associated with the storage and 
transportation capacity we own OT control. We attempt to meet this ohjective by engaging in natural gas 
storage Cramactions in which we seek to find and profit from the pricing differences that occur over time. We 
purchase physical natural gas and then sell financial instruments at advantageous prices to lock in a gross 
profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and 
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost 
alternative within the natural gas supplies, transportation and markets to which we have access. Through the 
use of transportation and storage services and financial instruments, we also seek to capture gross profit 
margin through the arbitrage of pricing differences that exist in various locations and by recognizing pricing 
differences that occur over time. 

AEM continually manages its net physical position to attempt to increase in the future the potential 
economic gross profit that was created when the original transaction was executed Therefore, AEM may 
subsequently change its originally scheduled storage injection and withdrawal plans from one time period to 
another based on market conditions and recognize any associated gains or losses at that h e .  If AEM elects to 
accelerate the withdrawal of physical gas, it will execute new financial instruments to hedge the original 
financial instruments. Tf A m  elects to defer the withdrawal of gas, it will reset its financial instruments by 
settling the original financial instruments and executing new ones to cotrespond to the revised withdrawal 
schedule. 

We use financial instruments, designated as fair value hedges, to hedge our natural gas inventory used i n  
our natural gas marketing storage activities. These frnancial instruments are marked to market each month 
based upon the NYMEX piice with changes in fair value recognized as unrealized gains and losses in the 
period of change. The hedged natural gas inventory is marked to market at the end of each month based on 
the Gas Daily index with changes in fair value reco,~zed as unrealized gains aud losses in the period of 
change. Changes in the spreads between the foiward natural gas prjces used to value the financial hedges 
designated against our physical inventory and the market (spot) prices used to value our physical storage result 
in unrealized margins until the underlying physical gas is withdrawn and the related financial inshuments are 
settled Once the gas is withdrawn and the financial instruments are settled, the previously unrealized margins 
associated with these net positions are realized. 

AElvl also uses financial instruments to capture additional storage arbitrage opportunities that may arise 
after the execution of the ori,&al physical inventory hedge and to attempt to insulate and protect the economic 
value within its asset optimization activities. Changes in fair value associated with these financial instruments 
are recognized as a component of unrealized margins until they are settled. 

38 



Review of Financial and Operaxing Results 

Financial and operational highlights for our natural gas marketing se,gnent for the three months ended 
June 30,2008 and 2007 are presented below. Gross profit margin consists primarily of margins earned from 
the delivery of gas and related services requested by our customers and margins earned from asset optimization 
activities, which are derived from the utilization of our proprietary and managed third-party storage and 
transportation assets to capture favorable arbitrage spreads through natural gas trading activities. 

Unrealized r n m s  represent the unrealized gains or losses on our nef physical gas position and the related 
hancial instruments used to manage commodity price risk as described above. These margins fluctuate based upon 
changes in the .spreads between the physical (spot) and forward natuIal gas prices. Genedy, if the physicalfinmcial 
spread narrows. we will record unrealized gains or lower urn- losses Jf the physicalfinancial spread widens, we 
will recoTd unrealized losses or lower unrealized gains. The magnitude of the UnreaLiZed gains and losses is also 
contingent upon the levels of our net physical position at the end of the reporting period 

Three Months Ended 
June 30 

2008 m7 Change 
(Jn thousands, unlm otherwise noted) 

Realized margins 
Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization ................................ 

Unrealized margins. .................................. 
Grossprofit ........................................ 

Operatingloss ...................................... 
Operating expenses ................................... 

Miscellaneous income. ................................ 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Loss before income taxes ............................. 
Income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netlo ss ........................................... 

$ 11231 
(37,551) 

(26,320) 
23,689 

(2,63 1 ) 
5.205 

. . ~ -  

$ 9,999 
(33,376) 

(23,377) 
22,801 

(576) 
7.525 

(7,836) 
377 

2,850 

(10,309) 
-- (3,995) 

$ (6,314) 

Gross natural gas marketing sales volumes --MMcf . . . . . . . . . .  103,403 104,783 (1,380) 

Consolidated natural gas marketing sales volumes - MMcf. . . . .  82,122 85,413 (3,291) 

Net physical position (Bcf) . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  17.5 21.5 (4.01 

The $2.1 million decrease in our natural gas marketing segment’s gross profit primarily reflects a 
$4.2 million decrease in realized asset optimization margins. Natural gas market conditions were sigdicantly 
less volatile during the current-year compared with the prior-year, which created fewer opportunities to realize 
arbitrage gains. During the quarter, AEM elected to defer storage withdrawals and reset the corresponding 
financial instruments in order to increase, in future periods, the potential gross profit it could realize from its 
asset optimization activities. As a result, AEM realized settlement losses without corresponding storage 
withdrawal gains in the current quarter. In the prior year, AEM accelerated the withdrawal of physical gas into 
the fiscal 2007 second quarter and executed new financial instruments to hedge the original financial 
instruments. The losses incurred on the settlement of these financial irishwnents in the prior-year quarter were 
smaller than the settlement losses experienced in the cunent quarter. 

The increased loss generated from realized asset optimization activities was partially offset by a 
$1.2 million increase in reali7A delivered gas margins. The increase was largely attributable to slightly higher 
per-unit margins, compared with the prior-year quarter, partially offset by slightly lower saIes volumes. 

39 



a o s s  profit margin was also favorably impacted by a $0.9 &on increase in unrealized margins 
attributable to a narrowing of the spreads between current cash prices and forward natural gas prices. The 
change in unrealized margins also reflects the recognition of previously unrealized margins as a component of 
realized margins as a result of injecting and withdrawing gas and settling fmancial instruments as a part of 
AEM’s  asset optimization activities. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, decreased $2.3 million primarily 
due to a decrease in employee and other administrative costs. 

Ecoriornic Gross Pro fil 

AEM monitors the impact of it9 asset optimization efforts by estimating the gross profit, before associated 
storage fees, that it captured through the purchase atid sale of physical natural gas and the execution of the 
associated financial instnlments. This economic gross profit, combined with the effect of the future reversal of 
unrealized gains or losses currently recognized in the income statement is referred to as the potential goss 
profit.(’) The following table presents AEM’s economic gross profit and its potential gross profit at June 30, 
2008, March 31,2008, December 31, 2007 and September 30,2007. 

Associated Net 
Net Physical Fx.onomic Gross U n d i d  Gain Potential Gross 

Period Ending Position Profit o.@& profit‘” 
(In millions) (In millions) (In millions) ma) 

June 30,2008 . . . . . . . . . . . . . . . . .  17.5 $48.2 $34.3 $13.9 
March 31,2008. . . . . . . . . . . . . . . .  20.7 $10.8 $ (0.6) $1 1.4 
December 3 1,2007 . . . . . . . . . . . . .  17.7 $44.2 $32.9 $1 1.3 
September 30,2007. . . . . . . . . . . . .  12.3 $40.8 $10.8 $30.0 

( I )  Potential gross profit represents the increase in AEW’S gross profit in future periods if its optimization 
efforts are executed as planned. This amount does not incIude storage and other operating expenses and 
increased income taxes that will be incun-ed to realize this amount. Therefore, it does not represent an 
estimated increase in future net income. There is no assurance that the economic gross profit or the 
potential gross profit will be fully realized in the future. We consider this measure a non-GAAP financial 
measure as it is calculated using both fomard-looking storage injectionlwithdrawal and hedge settlement 
estimates and historical financial information. This measure is presented because we believe it provides a 
more comprehensive view to investors of our asset optimization efforts and thus a better understanding of 
these activities than would be presented by CJAAP measures alone. 

As of June 30, 2008, based upon AEM’s planned inventory withdsawal schedule and associated planned 
settlement of financial instruments, the economic gross profit was $48.2 million. This amount will be reduced 
by $34.3 million of net unrealized gains recorded in the financial statements as of June 30, 2008 that will 
reverse when the inventory is withdrawn and the accompanying financial instruments are settled. Therefore, 
the potential gross profit was $13.9 million at June 30, 2008. 

The $2.5 million increase in potential gross profit as compared to March 31, 2008, is comprised of a 
$37.4 million increase in the economic gross profit, principaliy due to the election to roll positions into 
forward months as described above, partially offset by ;I $34.9 million increase in unrealized gains primarily 
athibutable to recognizing as a component of realized margin previously unrealized losses and a favorable 
movement in the market prices used to value our natural gas storage inventory. 

The economic gross profit is based upon planned storage injection and withdrawal schedules and its 
realization is contingent upon the execution of tt.lis plan, weather and other execution factors. Since AEM 
actively manages and optimizes its portfolio to attempt to enhance the future profitability of its storage 
position, it may change its scheduled storage injection and withdrawal plans from one time period to another 
based on market conditions. Therefore, we cannat ensure that the economic gross profit or the potential gross 
profit calculated as of June 30, 2008 will be fully realized in the future nor can we predict in what time 
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periods such realization may occar. Further, if we experience operational or other issues which limit our ability 
to optimally manage our stored gas positions, our earnings could be adversely impacted Assuming AEM fulry 
executes its plan in place on June 30, 2008, without encountering operational or other issues, we anticipate a 
portion ol the potential goss profit as of June 30,2008 will be recognized during the final quarter of iiscal 
2008 with most o€ the remainder recognized during fiscal 2009. 

Pipeline, Storage and Other Segment 

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and 
Storage, LLC (APS), Atmos Energy Services, LLC (AES) and Atmos Power Systems, Tnc., which are each 
wholly-owned by Amos Energy Holdings, Inc. 

APS owns or has an interest in underground storage fields in Kentucky and Louisiana We use these 
storage facilities to reduce the need to contract for additional pipeline capacity to meet customer demand 
during peak periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering 
business. As of June 30, 2008, these activities were Iimited in nature. 

A E S ,  through December 31,2006, provided natural gas management services to our natural gas 
dhtribution operations, other than the Mid-Tex Division. These services included aggregating and purchasing 
gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our natural gas 
distribution service areas at competitive prices. Effective January 1,  2007, these services were moved to our 
shared services function included in our natural gas distxibution segment AES continues to provide limited 
services to our natural gas distribution divisions, and the revenues AES receives are equal to the costs incurred 
to provide those services. 

associated facilities and lease these plants through lease agreements that are accounted for as sales under 
generally accepted accounting principles. 

Through Atnios Power Systems, Inc., we have constructed electric peaking power-generating plants and 

Results for chis segment are primarily impacted by seasonal weather patterns and volatility in the natural 
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 

Review of Financial and Operating Results 

Financial and operational highlights for our pipeline, storage and other segment for rhe three months 
ended June 30,2008 and 2007 are presented below. 

Three Months Ended 
June 30 -- 

2008 ZOO7 Change 
(la thousands) 

- - ~  

Storage and transportation services. ......................... 
Asset optimization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealizedmargins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income (loss). ................................ 
Miscellaneous income ................................... 
Interest charges. ....................................... 

Grosspro~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 3,691 
(1,329) 
1210 
(398) 

3,174 
1,803 

1,371 
2,273 

532 

-- 

$ 4,060 
(2,247) 

845 
(813) 

1,845 
1,885 

(40) 
3,992 

830 

-- 

$ (369) 
91 8 
365 
415 

1,329 
(82) 

1,42 1 
(1,719) 

(298) 

............................. Income before income taxes. 3,l I2 3,122 11 0)  
Income tax expense. - 1,273 - ~ -  1,344 - (71) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

i 

Netincome.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,839 9; 1,778 $ 61 --- --- 
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Pipeline, storage and other gross profit increased $1.3 million primarily due to a $0.9 inillion increase in 
asset optimization margins as a result of a more favorable settlement of our asset management contracts in the 
current-year period This increase was coupled with a $0.4 million increase in unrealized margins associated 
with asset optimization activities. 

Operating expenses for the three months ended June 30, 2008 were consistent with the prior-year quarter. 

Nine Months Ended June 30,2008 compared with Nine Months Ended June 30,2007 

Natural Gas Dikh-butimt Segment 

Review of Financial arid Operating Results 

Financial and operational highhghts for our natural gas distribution segment for the nine months ended 
June 30, 2008 and 2007 are presented below. 

Nine Months Ended 
June 30 

2008 2007 Change 
(Tn thOIISdnds, unless otherwise noted) 

Gross profit ........................................ $830,652 $799,457 $3 1,195 
Operating expenses .................................. 564,440 561,932 2,508 

Operating income.. ................................. 266,212 237,525 28,687 
Miscellaneous income ................................ 7,654 6,633 1,021 
Interest charges ..................................... 88,802 91,164 (2,362) 

Income before income taxes. .......................... 185,064 152,994 32,070 
Income tax expense.. ................................ 71,622 60,530 11,092 

Netincome.. ...................................... $113,442 $ 92,464 $20,978 

Consolidated natural gas distribution sales volumes-MMcf . . .  261,692 265,508 (3,816) 
Consolidated natural gas distribution transportation volumes - 

MMcf. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  105,605 101,572 4,033 

Total consolidated natural gas distribution throughput .- 
MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  367,297 367,080 21 7 - 

Consolidated natural gas distribution average transportation 

Consolidated natural gas distrihution average cost of gas per Mcf 
revenueperMcf. .................................. $ 0.44 $ 0.46 $ (0.02) 

sold. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 8.77 $ 8.19 $ 0.58 
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The following table shows our operating income by natural gas diswibution disision for the nine months 
ended June 30, 2008 and 2007. The presentation of our naturd gas distribution operating income is included 
for Gnancid reporting purposes and may not be appropriate for ratemaking pnrposes. 

Nine Months Ehded 
June 30 - 

Colorado-Kansas .................................... 

Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

KentuckyMid-S tates ................................. 

2008 2007 

$ 22,766 $ 24524 
49,800 44,913 
36,254 39,540 

119,661 82,932 
23,397 25,918 
13,332 18,230 
1,002 1,468 

$266,212 $237,525 

---_ 
(In thousands) 

Change 

The $31.2 million increase in natural gas distribution gross profit primarily reflects a $31.7 million net 
increase in rates. The net inaease in rates priinarily was attributable to the Mid-Tex Division which increased 
$24.1 ndlion as a result of the 2006 GRIP fllng, the previous and current year Mid-Tex rate cases and the 
absence of a one time GRIP refund in the prior year. The current-year period also reflects $10.7 Inillion in 
rate increases in OUT Kansas, Kentucky, Louisiana, Tennessee and West Texas service areas. 

Gross profit also increased approximately $6.5 million in revenue-related taxes primarily due to higher 
revenues, on which the tax is calcuiated, in  the current-year period compared to the prior-year period. This 
increase, partially offset by a $2.5 &on period-over-period increase in the associated franchise and state 
gross receipts tax expense recorded as a component of taxes other than income, resulted in a $4.0 ndlion 
increase in operating income, when cornpared with the prior-year period. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income, increased by $2.5 million. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased 
$11.1 million, primarily due to increased administrative and natural gas odorization costs partially offset by 
lower employee costs. The increase i n  operation and maintenance expense also reflects the absence i n  the 
current-year period of a nonrecuning $4.3 million deferral of hurricane-related operation and maintenance 
expenses in the prior-year period. 

The provision for doubtful accounts decreased $3.5 million to $10.2 million for the nine months ended 
June 30,2008. The decrease primarily was attributable to strong collection efforts. 

Depreciation and amortization expense decreased $2.6 inillion for the nine months ended June 30, 2008 
compared with the nine months ended June 30,2007. The decrease primarily was attributable to changes in 
depreciation rates as a result of recent rate cases. 

Operating expenses for the prior-year period also include a $3.3 million noncash charge associated with 
the write-off o i  software costs. 

Results for the current-year period include a $1.2 million gain on the sale of irrigation assets in our West 
Texas Division during the fiscal 2008 second quarter, 

Interest charges allocated to the natural gas distribution segment decreased $2.4 million due to lower 
average outstanding short-tem debt balances in  the current-year period compared with the prior- year period. 
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Reguluted Transmission and Storage Segment 

Review of Financial and Operating Results 

Financial and operational highlights for our regulated transmission and storage segment for the nine 
months ended June 30, 2008 and 2007 are presented below. 

Nine Months Ended 
.Tune 30 

Mid-Tex transportation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Third-party transportation. ............................. 
Storage and park and lend services. ...................... 
Other ............................................. 
Gross profit ....................................... 
Operating expenses .................................... 
Operating income. .................................. 
Miscellaneous income ................................ 
Interest charges ..................................... 
Income before income taxes. .......................... 

2007 Change 
(in thousands, uniess otherwise noted) 

2008 -- - 
$ 69,409 

58,946 
6,288 
8,129 

142,772 
68,565 

74,207 
933 

20,453 

54,687 

$ 62,149 
45,162 
6,943 
8,393 

122,647 
57,578 

65,069 
1,530 

20,852 

45,747 

-- 

$ 7,260 
13,784 

(655) 
(2641 

20,125 
10,987 

9,138 
(597) 
(399) 

8,940 
Income tax expense .................................. 19,351 16,661 2,690 

Netincome.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 35,336 $ 29,086 $ 6,250 

Gross pipeline transportation volumes - MMcf ............ 593,452 528,144 65,308 

Consolidated pipeline transportation volumes - MMcf . . . . . . . .  429,758 359,447 70,311 

The $20.1 million increase in gross profit primarily was attributable to a $1 0.0 million increase from rate 
adjustments resulting from our 2006 and 2007 GRIP filings and a $6.1 million increase from transportation 
volumes. Consolidated throughput increased 20 percent primarily due to increased transportation in the Bamett 
Shale region of Texas. The improvement in gross profit also reflects increased service fees and pa-unit 
transportation margins due to favorable market conditions which contributed $3.6 milljon. New compression 
contracts and transportation capacity enhancements atso contributed $2.4 million. These increases were 
partially offset by a $1.6 million decrease in sales of excess gas compared to the same period in the prior year 
and a $1 .O million decrease in parking and lending services due to market conditions. 

Operating expenses increased $1 1 .O d o n  primarily due to increased pipehe integrity and maintenance 
costs. 
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N&rd G u s  Marketing Segment 

Review of Finmicia1 at& Operating Results 

Financial and operational highlights for our natural gas marketing se,.pent €or the nine months ended 
June 30,2008 and 2007 are presented below. 

Nine Months Ended 

Realized margins 
Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Unrealizedm argins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grosspr~fit ....................................... 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income .................................. 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

-- Juue 36 
2007 Change -- ~ 

2008 
(In thousands, unless otherwise noted) 

$ 55,599 
(10,339) 

45,260 
14,404 

59,664 
22,775 

36,889 
1,775 
6,166 

---. 

$ 44,320 
38558 

82,878 
2,733 

85,61 I 
21,126 

64,485 
5,816 
3,4 1 8 

--- 

$ 11,279 
(48,897) 

(37,618) 
11,671 

(25,947) 
1,649 

(27,596) 

2,748 
(4,041 ) 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . .  32,498 66,883 (34,385) 
Income tax expense ................................. 12,933 26,515 (13,582) 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 19,565 $ 40,368 $(20,803) 

Gross natural gas marketing sales volumes - W c f  . . . . . . . . .  348,789 306,931 41,858 

Consolidated natural gas marketing sales volumes - MMcf. ... 298,351 264,325 34,026 

-- --- -- 

Net physical position (Bcf) ............................ 17.5 21 5 (4.0) 

The $25.9 nlilfion decrease in our natural gas marketing segment’s gross profit primarily reflects a 
$48.9 million decrease in realized asset optimization mar gins^ As a result of a less volatile natural gas market 
experienced daring the year, AEM has been re,aularly defening storage withdrawals and resetting the 
associated financial inshvments to increase the potential gross profit it could realize from its asset optimization 
activities in future periods. As a result, M M  recognized settlement losses without corresponding storage 
withdrawal gains duting the current fiscal year. Additionally, AEn/l experienced increased storage fees charged 
by chid parties during this time period. In the prior year, AEM was able to recognize arbitrage gains as 
changes in its originally scheduled storage injection and withdrawal plans had a significantly smaller impact. 

The decrease in realized asset optimization margins was partially offset by an $1 1.3 million increase in 
realized delivered gas margins. The increase reflects both increased sales volumes and increased per-unit 
margins. Gross sales volumes increased 14 percent compared with the prior-year period as we were able to 
successfulIy execute our marketing initiatives. The increase in the per-unit margin piimarily reflects favorable 
basis gains on certain contracts. After excluding the effect of these location basis gains, our per-unit margins 
decreased four percent in the cuuent-year period due tu increased competition experienced during the third 
fiscal quafter in a higher-priced natural gas market. 

Gross profit margin was also favorably impacted by an $1 1.7 million innease in unrealized margins 
attributable to a narrowing of the spreads between current cash prices and forward natural gas prices. The 
change in unrealized margins also reflects the recognition of previously unrealized margins as a component of 
realized margins as a result of injecting and withdrawing gas and settling financial instruments as a part of 
AEM’s asset optimization activities. 
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Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, increased $1.6 miltion. The increase 
reflects $2.4 million for the settlement of certain tax matters pdii l ly o&et by a $0.8 million decrease in 
employee and other administrative costs. 

Pipeline, Storage and Other Segment 

Review qf Financial and Operating Results 

Financial and operational highlights for our pipeline, storage and other segment for the nine months 
ended June 30, 2008 and 2007 are presented below. 

Nine Months Ended 
June 30 

2008 2007 Cliange --- 
(In tbousands) 

Storage and transportation sefvices ......................... $1 1,325 $1 1,850 $ (525) 
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,783 10,947 (7,164) 

UnreaLized margins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  47 1,012 (965) 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,856 26,801 (7,943 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,061 6,235 (1 74) 

Operating income. .................................... 12,795 20,566 (7.771) 

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,755 5,465 (3,710) 

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,283 20,689 (3,406) 
Income tax expense .................................... 6,877 8,201 (1,324) 

Other.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,701 2,992 709 

~~- 

--- 

Miscellaneous income .................................. 6,243 5,588 655 

--- 
--- 

Net income ..................... . . . . . . . . . . . . . . . . . . . . .  $10,406 $12,488 $(2,082) --- --- 
Pipeline, storage and other gross profit decreased $7.9 ndlion primarily due to a $7.2 d o n  decrease in 

asset optimization margins as a result of a less volatile natural gas market The change in  gross profit also 
reflects a decrease of $1 .0 million in unrealized margins associated with asset optimization activities. 

Operating expenses for the nine months ended June 30, 2008 remained generally unchanged compared 
with the prior-year period. 

Liquidity and Capital Resources 

Our working capital and liquidity for capital expenditures and other cash needs are provided from 
internally generated funds and borrowings under our credit facilities and commercial paper program. 
Additionally, from time to time, we raise funds from the public debt and equity capital markets to fund our 
Liquidity needs. 

Cash Flows 

Our internally generated funds may change in the future due to a number of factors. some of which we 
cannot control. These include regulatory changes, pikes for our products ,and services, demand for such 
products and services, margin requirements resulting from siguficant changes in commodity piices, opera- 
tional risks and other iactors. 

Cash j h w s  from operating activities 

Period-over-period changes in our operating cash flows primarily are attributable to changes in net 
income, working capital changes, particulady within our natural gas dish-ihution segment resulting fiom the 
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price of natural gas and the timing of customer collections, payments for natural gas purchases and deferred 
gas cost recoveries. 

For the nine months ended June 30,2008, we generated operating cash flow of $417.4 million from 
operating activities compared with $552.7 million for the nine months ended June 30, 2007. Period over 
period, our operating cash ffow was reduced primarily by cash required to collateralize our r isk management 
accounts, which reduced operating cash flows by $84.2 million. Additionally, changes in accounts receivable 
and gas stored underground reduced operating cash flow by $219.9 million. These decreases were partially 
offset by favorable timing o€ accounts payable and accrued Tiabilities which increased operating cash flow by 
$141.8 million. Finally, other changes in working capital and other items increased operating cash flow by 
$27.0 million. 

Cash flows from investing activities 

In recent years, a substantial portion of our cash resources has been used to fund acquisitions and growth 
projects, our ongoing construction program and improvements to information systems. Our ongoing construc- 
tion program enables us to provide natural gas distribution services to our existing customer base, expand our 
natural gas distribution services into new markets, enhance die integrity of out pipelines and, more recently, 
expand our intrastate pipeline network. In executing our current rate strategy, we are directing disnetionary 
capital spending to jurisdictions that permit us to earn a timely return on our investment. Currently, our Mid- 
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline - Texas 
Division have rate designs that provide the opportunity to include in their rate base approved capital costs on a 
periodic basis without being required to file a rate case. 

Capital expenditures for fiscal 2008 are expected to range from $455 million to $465 million. For the 
nine months ended June 30, 2008, we incurred $312.9 million for capital expenditures compared with 
$263.0 million for the nine months ended June 30,2007. The increase in capital spending primarily reflects an 
increase in ~nain replacements in our Mid-Tex Division and spending in the natunl gas distribution segment 
€or our new automated metering initiative. This initiative is expected to improve de  efficiency of our me& 
reading process through the installation of equipment that automatically reads and transfers customer 
consumption and other data to our customer information systems. 

Cash flows frnm jhancing activities 

For the nine months ended June 30, 2008, our financing activities reflected a use of cash of $1 14.4 million 
compared with $5.2 million in the prim-year period. Our significant financing activities for the nine months 
ended June 30,2008 and 2007 are summarized as follows. 

During d e  nine months ended June 30,2008, we repaid a net $35.7 million under our short-term credit 
facilities. The net repayment reflects the timing of the use of our line of credit to finance natural gas 
purchases. 

We repaid $9.9 million of long-term debt during the nine months ended June 30, 2008 compared with 
$2.7 million during the nine months ended June 30, 2007. "he increased payments during the current- 
year period reflects the prepayment of $7.5 million of our Series P First Mortgage Bonds. In connection 
with this prepayment we paid a $0.2 million make-whole premium in accordance with the terms of the 
bonds and related indenture. 

In December 2006, we sold 6.3 million shares of common stock in an offering, including the 
underwriters' exercise of their overallotment option of 0.8 million shares, generating net proceeds of 
approximately $192 million. "he net proceeds from this issuance were used to reduce our short-term 
debt. 

0 During the nine months ended June 30,2008, we paid $87.8 million in cash dividends compared with 
$83.1 million for the nine months ended June 30, 2007. The increase in dividends paid over the prior- 
year period reflects the increase in our dividend rate from $0.96 per share during the nine months 
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ended June 30,2007 to $0.975 per share during the nine months ended June 30,2008 combined with 
om December 2006 equity oflering and new share issuances under our various equity plans. 

During the nine months ended June 30,2008, we issued 0.7 million shares of common stock under our 
various equity plans which generated net proceeds of $1 9.1 million. In addition, we granted 0.5 million 
shares of common stock under our 1998 Long-Term Incentive Plan. 

The following table summarizes our share issuances for the nine months ended June 30,2008 and 2007. 
Nine Months Ended 

June 30 
2008 2007 

Shares issued: 
Direct Stock Parchase Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  294,071 238,689 
Retirement Savings Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  410,350 306,920 
1998 Long-Term Incentive Plan ............................... 538,100 500,684 
Outside Directors Stock-for-Fee Pian ........................... 2,399 1,776 
PublicOffering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -I 6,325,000 

Total shares issued. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,244,920 7,373,069 

Credit Facilities 

As of June 30, 2008, we had a total of approximately $1.5 billion of credit facilities, comprised of three 
short-term committed credit facilities totaling $91 S million and, through AEM, an uncommitted credit facility 
that can provide tip to $580 d o n .  Borrowings under our uncommitted credit facilities are made on a 
when-and-as-needed basis at the discretion of the banks. Our credit capacity and the amount of unused 
borrowing capacity are affected by the seasonal nature of the natural gas business and our short-term 
borrowing requirements, which are typically highest during colder winter months. Our working capital needs 
can vary si,..Ificantly due to changes in the price of natural gas charged by suppliers and the increased gas 
supplies required to meet customers’ needs during periods of cold weather. 

As of June 30, 2008, the amount available to us under our credit facilities, net of outstanding letters of 
credit, was $1 .O billion. We believe these credit facilities, combined with our operating cash flows, wiU be 
sufficient to fund our working capital needs. These facilities are described in further detail in Note 4 to the 
unaudited condensed consolidated financial statements. 

Shelf Registration 

On December 4,2006, we Ned a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in new common stock andor debt securities available 
for issuance. As of June 30,2008, we had approximately $450 miltion available for issuance under the 
registration statement. Due to certain restrictions imposed by one state regulatory commission on our 3bility to 
issue securities under the registration statement, we are permitted to issue a total of approximately $100 million 
of equity securities, $50 million of senior debt secilrities and $300 million of subordinated debt securities. In 
addition, due to restrictions imposed by another state seeplatory commission, if the credit ratings on our senior 
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation (BBB-1, 
Moody’s Investors Services, Inc. (Bad) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of deht 
securities under the registration statement would be suspended until an investment grade rating from all three 
credit rating agencies was achieved. 

Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in  addition to 
the eosi of such financing. In determining our credit ratings, the rating agencies consider a number 01 
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt, 
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operating cash flow coverage of interest and pension liabilities and funding status. Xn addition, the rating 
agencies consider qualitative factors such as consistency of our eamjngs over time, the quality of our 
management and business strategy, the lisks associated with our regulated and nonregulated businesses and the 
regulatory structures that govern our rates in the states where we operate. 

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors 
Service (Moody’s) and Fitch Ratings, Ltd (Fitch). Our current debt ratings are all considered investment grade 
and are as follows: 

S&P Moody’s Rich - - -  
Unsecured senior long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  BBB Baa3 BBB+ 
Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A-2 P-3 F-2 

Currently, with respect to our unsecured senior long-term debt, S&P maintains its positive outlook and 
Fitch maintains its stable outlook. Moody’s recently reaffmed its stable outlook. None of our ratings are 
currently under review. 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade 
credit rating for S&P is AAA, Moody’s is Aaa and Fitch is AAA. The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is Baa3 and Etch is BBB-. Our credit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be 
no assurance that a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warant. 

Debt Covenants 

We were in compliance with all of our debt covenants as of June 30, 2008. Our debt covenants are 
described in Note 4 to the unaudited condensed consolidated financial statements. 

Capi faIizafion 

The following table presents our capitalization as of June 30, 2008, September 30,2007 and June 30, 
2007: 

June 30, September 30, June 30, 

(In thousands, except percentages) 
2007 2007 --- 2008 

. . . . . . . . . . . . . . .  --YO Short-termdebt $ 113,257 2.6% $ 150,599 3.5% $ - 
Long-term debt ............... 2,120,788 48.9% 2,130,146 50.2% 2,430,518 55.0% 
Shareholders’ equity.. . . . . . . . . . .  2,105,407 48.5% 1,965,754 3 2 %  1,988,142 45.0% 

Total capitaliition.. ........... $4,339,452 100.0% $4,246,499 =% $4,418,660 100.0% 
- 

- - - 
Total debt as a percentage of total capitalization, including short-term debt, was 51.5 percent at June 30, 

2008, 53.7 percent at September 30, 2007 and 55.0 percent at June 30, 2007. Our ratio of total debt to 
capitalization is typically greater during the winter heaiiag season as we incur short-term debt to hnd natural 
gas purchases and meet our working capital requirements. We intend to maintain our deb1 to capitalization 
ratio in a target range of 50 to 55 percent through cash flow generated from operations, continued issuance of 
new comrnon stock under our Direct Stock Purchase Plan and Retirement Savings Plan and access to the 
equity capital markets. 

Contractual Obligations and Commercial Commitments 

Sig;nificant commercial commitments are described in Note 8 to the unaudited condensed consolidated 
financial statements. There were no significant changes in our contractual obligations and commercial 
cornmitments during the nine months ended June 30,2008. 
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In  February 2008, Amos Pipeline and Storage, LLC announced plans to construct and operate a sal& 
cavern gas storage project in Franklin Parish, Louisiana The project, located near several large interstate 
pipelines, includes the development of three 5 billion cubic feet (Bcf) caverns for a total of 15 Bcf of working 
gas storage, with six-turn injection and withdrawal capacity. Pending regulatury approval, the Grst cavern i s  
projected to go into operation by mid-201 '1, with the other two caverns projected to be operational by 201 2 
and 2014. Based on market demand, four additional storage caverns could potentially be developed. 

Risk Management Activities 

We conduct risk management activities through bod our natural gas distribution and natural. gas 
marketing segments. In our natural gas dis&ibution segment, we use a combination of physical storage, fixed 
physical contracts and fixed financial contracts to reduce our exposure to unusually large winter-period gas 
price increases. In our natural gas marketing segment, we manage our exposure to the risk of natural gas price 
changes and lock in our grass profit margin through a combination o i  storage and financial derivatives, 
including futures, over-the-counter and exchange-traded options and swap contracts with counterparties. To the 
extent our inventory cost and actual sales and actual purchases do not correlate with the changes in the market 
indices we use in our fair value hedges, we could experience ineffectiveness or the hedges may no longer 
meet the accounting requirements for hedge accounting, resulting in the derivatives being treated as mark-to- 
market instruments through earnings. In addition, natural gas inventory would be reflected on the balance sheet 
at the lower of cost or market instead of at fair value. 

We record our derivatives as a component of risk management assets and liabilities, which are classified 
as current or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially 
all of our derivative fmancial instruments are valued using external market quotes and indices. The following 
tables show the components of the change in the fair value of our natural gas distribution and natural gas 
marketing commodity derivative contracts for the three and nine months ended June 30,2008 and 2007: 

Three Months Ended Three Months Ended 
June 30,2008 June 30,2007 

Natural Gas Natural Gas Natural Gas Natnrd Gas 
Distribution Marketing Distribution Marketing 

(In thousands) 

Fair value of contracts at beginning of 
period ............................ $ 9505 $(22,975) $3,802 $(24,994) 

Fair value of new contracts. 5,675 - (5,797) .- 

Fair value of contracts at end of period . . . . .  $37,366 $(42,972) $(7,524) $ 15,898 

Contracts realizdsettled . . . . . . . . . . . . . .  339 30, I 85 (144) 15,994 

Other changes in value ................ 21,847 (50,182) (5,385) 24,898 
. . . . . . . . . . . .  

Nine Montils Ended Nine Months Ended 
June 30,2008 June 30,2007 

Natural Gas Natural Gas Natural Gas Natural Gas 
Distribution Marketing Distribution Marketing 

(In thnusands) 

Fair value of contracts at beginning of 
period ............................ $(21,053) $ 26,808 $(27,209) $ 15,003 
Contracts realizedlsettled . . . . . . . . . . . . . .  (26,971) (1 1,071) (27,662) (10,593) 

- ('7,058) - Fair value of new contracts. . . . . . . . . . . . .  
Other changes in value. . . . . . . . . . . . . . . .  79,995 (58,709) 54,405 1 1,488 

Fair value of contracts at end of period . . . . .  $ 37,366 $(42,972) $ (7,524) $ 15,898 

5,395 
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The fair value of our natural gas dis~bution and natural gas marketing derivative contracts at June 30, 
2008, is segregated below by time period and €air value source: 

Fair Value of Contracts at June 30,2008 
Maturity in Years 

Greater TotalFair 
Less than 1 1-3 4-5 Than 5 Value - - - -  Source of Fair Value 

(In thousands) 

Prices actively quoted . . . . . . . . . . . . . . . . . . . .  $(7,511) $2,373 $- $- $(5,138) 

(468) 
Prices based on models and other valuation 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -" - methods (275) (193) L- 
Total Fairvalue.. . . . . . . . . . . . . . . . . . . . . . . .  $(7,786) $2,150 e $- $(5,606) - - - -  - 

Pension and Postretirement Benefits Obligations 

was $35.9 million and $36.4 million. These costs relating to our natural gas distribution operations are 
recoverable through our gas dismiution rates; however, a portion of these costs is capitalized into our 
distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

year period when compared with the prior-year period as the assumptions we made during our annual pension 
plan valuation completed June 30, 2007 were consistent with the prior year. The discount rate used to compute 
the present value of a plan's liabilities generally is based on rates of high-grade corporate bonds with 
maturities similar to the average period over which the benefits will be paid. At our June 30,2007 
measurement date, the interest rates were consistent wirh rates at our prior-year measurement date, which 
resulted in no change to our 6.30 percent discount rate used to determine our fiscal 2008 net periodic and 
post-retirement cost. In addition, our expected return on our pension plan assets remained constant at 
8.25 percent. 

conditions as of the June 30,2008 valuation date, we expect no significant increase in our fiscal 2009 net 
periodic pension cost 

Duriug the nine months ended June 30, 2008, we contributed $6.7 rdlion to our other postretirement 
plans, and we expect to cont~bute a total of approximately $10 million to these plans during fiscal 2008. 

For the nine months ended June 30, 2008 and 2007, our total net periodic pension and other benefits cost 

Our total net periodic pension and other benefit costs remained relatively unchanged during the current- 

We are currently in the process of completing our fiscal 2008 pension plan valuation. Based upon market 

51 



OPWTING STATISTTCS AND OTHER INFORMLATION 

The following tables present certain operating statistics for our natural gas distribution, regulated 
transmission and storage, natural gas marketing and pipeline, storage and other segments for rhe three and 
nine-month periods ended June 30,2008 and 2007. 

Natural Gas Distribution Sales and Statisfical Data 
Three Months Ended 

2008 2007 200s 

Nine Months Ended 
June 30 June 30 

2007 
---I-- 

MEYXRS IN SERVICE, end of period 
Residential .............................. 
Commercial ............................. 
Industrial ............................... 
Public authority and other. . . . . . . . . . . . . . . . . . . .  

Total meters ........................... 
INVENTORY STORAGE BALANCE - Bcf ..... 
HEATING DEGREE DAYSQf 

Actual (weighted average). . . . . . . . . . . . . . . . . . .  
Percent of normal . . . . . . . . . . . . . . . . . . . . . . . . .  

SALES VOIAJTt4FS - MMcfc2) 

2,922,415 2,900,716 2,922,415 2,900,716 
27 1,542 274,273 27 1,542 274,273 

2,265 2,739 2,265 2,739 
9,234 16,576 9,234 16,576 

3,205,456 3,194,304 3,205,456 3,194,304 

41.7 43.9 41.7 43 "9 

174 163 2,810 2,873 
102% 98% 100% 101% 

Gas sales volumes 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,584 21,421 151,549 155,021 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15,199 16,672 82,325 83,231 
Industrial ............................... 4,687 5,248 17,899 18,551 
Public authority and other. . . . . . . . . . . . . . . . . . .  2,887 1,911 9,919 8,705 -- 

Total gas sales volumes . . . . . . . . . . . . . . . . . . .  4 1,357 45,252 261,692 265,508 

Total throughput ............................ 74,568 75,683 370,694 370,633 

. . . . . . . . . . . . . . . . . . . . . . .  33,211 30,431 109,002 105,125 Transportation volumes - - - . ~  

OPERATtNG REVElVlJE3 (OoOO%)(z' 
Gas sales revenues 

Residential .............................. 
Commercial ............................. 
Industrial ............................... 
Public authority and other.. ................. 

Total gas sales revenues. . . . . . . . . . . . . . . . . . .  
Transportation revenues . . . . . . . . . . . . . . . . . . . . . .  
Other gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues .................. 
Average transportation revenue per Mci'. . . . . . . . . . .  
Average cost of gas per Mcf sold . . . . . . . . . . . . . . .  

$ 352,893 
21 3,594 
53,843 
33,135 

653,465 
14,163 
9.01 1 

$ 294,756 
170,425 
44,345 
18,193 

527,719 
12,040 
8.492 

$ 676,639 

$ 0.43 
$ 11-53 

$ 548,251 

$ 0.40 
$ 7.90 

$1,878,855 
903,771 
167,154 
100,983 

3,050,763 
46,954 
28,955 

$3,126,672 

$ 0.43 
$ 8.77 

~- 

$ I  ,795,124 
855,468 
162,621 
84,550 

2,897,763 
46,997 
28,768 

$2,973,528 

$ 0.45 
$ 8.19 

See footnotes following these tables. 
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Regulaied Transrnissioii and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations 
Sales and Statistical Data 

Three Months Ended Nine Months Ended 
June 30 June 30 

2008 2007 2008 2007 
~ 

CUSTOMERS, end of period 
Industrial. ................................ 702 
Municipal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  56 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  SO3 

To tal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,261 

Natural gas marketing ....................... 18.8 
INVENTORY STORAGE BAIANCE - Bcf 

. . . . . . . . . . . . . . . . . . .  1.2 Pipeline, storage and other. 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.0 
1_1- 

REGUL4TED TRANSMISSION AND STORAGE 

NATURAL GAS MARKETING SALES VOLuNLlES 

OPERATING REYENUES (OOO’S)‘~) 

VOLUMES - MMcf(’) ..................... 181,112 

- hXMcf‘2) 103,403 

Regulated transmission and storage . . . . . . . . . . . . .  $ 46,286 

Pipeline, storage and other. ................... 3,880 

Total operating revenues. ................... $1,239,888 

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

Natural gas marketing . . . . . . . . . . . . . . . . . . . . . . .  1,189,722 

700 
64 

424 

1,188 

25.1 
1.9 

27.0 

157,825 

104,783 

$ 36,707 
854, I67 

2,073 

$892,947 

702 
56 

503 

1,261 

18.8 
1.2 

20.0 

5 93,452 

348,789 

$ 142,772 
3,159,092 

20,629 

$3,322,493 
-- 

700 
64 

424 

1,188 

25.1 
1.9 

27.0 

528,144 

306,93 I 

$ 122,647 
2,360,902 

27.483 

$2,5 1 1,032 

Notes to preceding tables: 

(I) A beating degree day i s  equivalent to each degree that the average of the high and the low temperatures 
€or a day is below 65 degrees. The colder the climate, the greater the number of heating degree days. 
Heating degree days are used in  the natural gas industry to measure the relative coldness 01 weather and 
to compaxe relative temperatures between one geographic area and another. Generally, normal degree days 
are based on 30-year average National Weather Service data for selected locations. For service areas that 
have weather normalized operations, normal degree days are used instead of actual degree days in 
computing the total number of heating degree days. 

amounts. 

-. 

(2) Sales volumes and revenues reflect segment operations, including intercompany sales and transportation 

RECENT ACCOUNTING DEWLOPhEENTS 

Recent accounting developments and their impact on our financial position, results of operations and cash 
Bows are described in Note 2 to the unaudited condensed consolidated financial statements. 

Item 3. QuanNative and Qualitafive Disclosures About Market Risk 

Information regading our quantitative and qualitative disclosures about market risk are disclosed in 
Item 7A in our Annual Report on Form 10-K for the year ended September 30,2007. During the nine months 
ended June 30, 2008, there were no material changes in our quantitative and qualitative disclosures about 
market ikk. 
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Item 4. Controls and Procedures 

As indicated in the certifications in  Exhibit 3 1 of this report, the Company’s Chief Executive Officer and 
Chief Financial Officer have evaluated the Company’s disclosure controls and procedures as of June 30, 2008. 
Based on that evaluation, these officers have concluded that the Company’s disclosure controls and procedures 
are effecthe in ensuring that material information required to be disclosed by the Company in the reports we 
fide or submit under the Securities Exchange Act of 1934 is accumulated and communicated to our 
management, including our principal executive and principal frnancial officers, as appropriate, to allow timely 
decisions regarding required disclosure. In addition, there were no changes during the Company’s last fiscal 
quarter that materially affected, or are reasonably likely to materially affect, the Company’s internal control 
over financial reporting. 

PART IL OTIEER NORMATION 

k m  1. h g a l  hoceedings 

financial statements, there were no material changes in the status of the litigation and errvironm.ental-related matters 
that were disclosed in Note 13 to our Annual Report on F m  10-K for the year ended September 30,2007. We 
continue to believe that the final outcome of such litigation and environmental-related matters or claims will not have 
a material adverse effect on our financial condition, results of operations or ash flows. 

During the nine months ended June 30,2008, except as noted in Note 8 to the unaudited condensed consolidated 

Item 6. Exhibits 

A list of exhibits required by Item 601 of Regulation S-R and fiIed as part of this report is set forth in 
the Exhibits Tndex, which immediately precedes such exhibits. 
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SIGNATURES 

Porsuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

Amos ENERGY CORPORATION 
(Registrant) 

Is/ JOHN P. ~ D D Y  

John P. Reddy 
Senior 'Vice President and Chief Financial OJ3Tcm 

(Duly aurhorized signatory) 

~- By: 

Date: August 6, 2008 
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EXHIBITS ZNDEX 
Item 6(a) 

&bibit 
Number Description 

12 Computation of ratio of earnings to fixed charges 
15 Letter regarding unaudited inkrim rmancial 

information 
31 Rule 13a-14(a)/l5d-l4(a) Certifkalions 
32 Section 1350 Certifications* 
---- 
* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Exec~- 

tive Officer and Chief Financial OfErcer, furnished as Exhibit 32 to this Quarterly Report on Form IO-Q. will 
not be deemed to be filed with the Commission. or incorporated by reference into any filing by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com- 
pany specifically incorporates such certifications by reference. 
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UI?$ITED STATES SECU CHANGE CO SION 
Washington, D.C. 20549 

F -Q 
(Mark One) 

El QUARTERLY REPORT PURSUANT TO SECTION 13 OR f5(d) 
OF TEIE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended March 31,2008 

TRANSITION REPORT PURSUANT TQ SECTION 13 OK 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from 

or 
U 

to 

Commission File Number 1-10042 

Atmos Energy Corporation 
(fiacr name of registrant as specified in irs charter) 

Texas and Viiginia 
(Stare or other jurisdiction of 
incorporution or organizatici~~) 

Three Lincoln Centre, Suite 1800 
5430 LBJ Freeway, Dallas, Texas 
(Address of priiicipal executive offices) 

75-1743247 
(IRS eniployer 

identification no.) 

75240 
{Zip code) 

(972) 934-9227 
(Registrants telephone m m h e G  irrcldwg area code) 

Indicate by check mark whether the registmnt ( 1 )  has filed all reports required to be filed by Section 13 
or 15(d) of the Securities Exchange Act o i  1934 during the preceding 12 months (or for such shorter period 
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for 
thepast90days. Yes No C I  

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non- 
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated fier,” “accelerated 
filer” and “smaller reporting company” in Rule 12h-2 of the Exchange Act (Check one): 

Large Accelerated Filer El Accelerated Filer 0 Non-AcceIerated Filer 0 Smatler Reporting Company c] 

(Do not check if a smaller reporting company) 

Indicate by check mark whether the registfdut is a shell company (as defined in Rule 12b-2 of the 

Number of shares outstanding of each of the issuer’s classes of common stock, as of April 25, 2008. 

Exchange Act) Yes El No El 

class Shares Outstanding - 
No Par Value 90,188,545 



GLOSSARY OF KEY TERMS 

AEC ....................... 
AI33 . . . . . . . . . . . . . . . . . . . . . . .  
AlEM . . . . . . . . . . . . . . . . . . . . . . .  
AES . . . . . . . . . . . . . . . . . . . . . . . .  
APS ........................ 
Bcf . . . . . . . . . . . . . . . . . . . . . . . .  
ErIF ....................... 
FASB . . . . . . . . . . . . . . . . . . . . . . .  
FIN ........................ 
Fitch . . . . . . . . . . . . . . . . . . . . . . .  
GFUP ....................... 
KCC ....................... 
LGS ........................ 

LPSC ....................... 
Mcf . . . . . . . . . . . . . . . . . . . . . . . .  
MMcf ...................... 

NYMEB . . 
RRC ..... 
RSC. . . . . .  
S&P . . . . . .  
SEC.. .... 
SFAS. . . . .  
TRA ..... 
mTNA. . . . .  

Moody’s.. . 

Atmos Energy Corporation 
Amos Energy Holdings, Inc. 
Amos Energy Marketing, LLC 
Atrnos Energy Services, U C  
Amos Pipeline and Storage, Id,C 
Billion cubic feet 
Emerging Tssues Task Force 
Financial Accounting Standards Board 
FASB Interpretation 
Etch Ratings, Ltd. 
Gas Reliability Infrastructure Program 
Kansas Corporation Commission 
Louisiana Gas Service Company and LGS Natural Gas Company, 
which were acquired July 1, 2001 
Louisiana Public Service Commission 
Thousand cubic feet 
Million cubic feet 
Moody’s Investors Services, Inc. 
New Yo& Mercantile Exchange, Inc. 
Railroad Commission of Texas 
Rate Stabilization Clause 
Standard & Poor’s Corporation 
IJnited States Securities and Exchange Commission 
Statement of Financial Accounting Standards 
Tennessee Regulatory Authority 
Weather Normalization Adjustment 
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Item 1 . Financial Stizternents 

ATMOS EIWRGY CORPORATION 

CONDENSED C O N S O A T E D  BALANC'E SHEETS 

ASSETS 
Property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less accumulated depreciation and amortization ........................ 
Net proper@ plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current assets 
Cash and cash equivalents ........................................ 
Cash held on deposit in margin account .............................. 
Accountsreceivable, net ......................................... 
Gas stored underground .......................................... 
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Deferred charges and other assets .................................... 
G o o d d  and intangible assets ...................................... 

CAPITALIZATION AND LIABJHTJES 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares authorized; issued and outstanding: 
March 3 I .  2008 - 90.143. 376 shares; 
September 30. 2007 - 89.326. 537 shares ........................... 

R e t a i n e d ~ g s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total capitalization ........................................... 
Current liabilities 

Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-term d ~ t  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-tern debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities ......................................... 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred aedits and other Liabilities .................................. 
Regulatory cost a€ removal obligation ................................. 

March 31. September 30. 

@lnandited) 
2008 2007 

(In thousands. except 
share data) 

$5.518. 436 
1.5695 70 

3.948. 866 

139. 636 
29. 591 

805. 940 
421. 980 

95. 567 

1.492. 714 
737. 380 
2.42. 034 

$6.420. 994 

$ 451 
1.722. 056 

407. 464 
(3. 978) 

2.125. 993 
2.119. 696 

4.245. 689 
-- 

809. 140 
408. 575 

8. 453 

1.226. 168 
420. 232 
277. 560 
25 1. 345 

$6.420. 994 

- 

$5.396. 070 
1.559. 234 

3.836. 836 

60. 725 

380. 133 
5 1 2 8  15. 
1 9 0 9  12. 

1.068. 895 
737. 692 
253. 494 

$5.896. 917 

. 

$ 4-47 
1.700. 378 

281. 127 
( 1  6. 198) 

1.965. 754 
2.1 26.3 15 

4.092. 069 

355. 255 
409. 993 
150. 599 

3331 

919. 678 
370. 569 
27 1. 059 
243. 542 

$5.896. 917 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORA'ITON 

CONDENSED CONSOI.IxI ATED STATEMENTS OF INCOME 

Operating revenues 
Natural gas distribution segment .................................... 

Natural gas marketing segment ..................................... 
Pipeline, storage and other segment .................................. 
Intersegment eliminations ......................................... 

Re,dated transmission and storage segment ........................... 

Purchased gas cost 
Natural gas distribution segment .................................... 
Re.@ ated transmission and storage segment ........................... 
Natural gas marketing segment ..................................... 
Pipeline. storage and other segment .................................. 
Intersegment eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses 

Operation and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation and amortization. ..................................... 
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Totaloperating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income ................................................. 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tncometaxexpense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Basic net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Diluted net income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Weighted average shares outstanding: 

Three Months Ended 
March 31 

2008 2007 
(umndited) 

(In thousands, except 
per share data) 

$1.521. 856 
51. 440 

1.128. 653 
10. 022 

(227. 986) 

2.483. 985 

1 . 164. 332 

1.112. 321 
338 

- 

(227. 400) 

2.049. 591 

434. 394 

120. 053 
48. 790 
54.408 

223. 25 1 

21 1. 143 
1. 467 

33. 516 

179. 094 
67. 560 

$ 111.534 

~I 

$1.461. 033 
46. 068 

795. 041 
14. 077 

(240. 637) 

2.075. 582 

1.114. 787 

771. 988 
229 

(240. 108) 

1.646. 896 

428. 686 

- 

11 1. 862 
51. 066 
56.746 

21 9. 674 

209. 012 
1. 838 

35.262 

175. 588 
69. 083 

$ 106.505 

$ 1.25 

$ 1.24 

$ 1.21 

$ 1.20 

$ 0.325 $ 0.320 

Basic ........ .... ....... .................... . . . .  . . . . . . . .  . . . . .  89. 3 14 88. 078 

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89. 990 88. 735 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CQNDENSED CONSOLIDATED STATEMENTS OF INCOME 
Si Months Ended 

March 31 
mm 2007 

(Unaudited) 
('In thousands, except 

per share dah) 

Operating revenues 
Natural gas distribution segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,450,033 $2,425,277 

Natural gas marketing segment ..................................... 1,969,370 1,506,735 

Intersegment eliminations ......................................... (391,143) (365,147) 

Regulated transmission and storage segment ........................... 96,486 85,940 

Pipeline, storage and other segment. ................................. 16,749 25,410 

4,141,495 3,478,%15 
Purchased gas cost 

Natural gas distribution se,gment .................................... 1,819,309 1,8 16,463 

Natural gas marketing segment ..................................... 1,907,075 1,420,548 
Pipeline, storage and other segment. ................................. 1,067 454 
Intersegment eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (389,988) (363,528) 

- _""_ Re,oulated transmission and storage segment ........................... 

3,337,463 2,873,937 

................................................... 804,278 Gross profit 804,032 

Operation and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  241,242 227,232 
Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  97,303 100,061 

95,835 96,813 
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  434,380 424,106 

Operating income. ................................................ 369,652 380,172 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,374 3,417 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  70,333 74,794 Interestcharges --- 
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  300,693 308,795 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  121,029 Income tax expense 115,356 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 185,337 $ 187,766 

Basic net income per share.. ........................................ $ 2.08 $ 2.20 

Dilutednetincornepershare ........................................ $ 2.06 $ 2.18 

Operating expenses 

......................................... Taxes, other than income -- 

Cash dividends per share . . . . . . . .  ................................... $ 0.65 $ 0.64 

Weighted average shares outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,133 85,404 

Diluted. ........... ................. .......................... 89,817 86,061 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOJXDATED STATEMJ3NTS OF CASH FLOWS 

Cash Rows &om Operating Activities 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization ........................... 
Charged to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes ........................................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net change in operating assets and liabilities ............................ 
Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other, net ...................................................... 

Net cash used in investing activities ............................... 

Net decrease in short-term debt ...................................... 

Cash dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net proceeds from equity offering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net increase in cash and cash equivalents ................................. 
Cjtsh and rash equivalents at beginning of period ........................... 

Net assets / liabilities from risk management activities . . . . . . . . . . . . . . . . . . .  

Cash Rows From Investing Activities 

Cash Flows From Financing Activities 

Repayment of long-term debt ........................................ 

Cash and cash equivalents at end of period ................................ 

Si Months Ended 
k c h  31 

200s 2407 
(Unaudited) 

(In thousands) 

$ 185. 337 $ 187. 766 

97. 303 100. 061 
67 118 

72. 277 72. 755 
6. 853 9. 472 

38. 165 50340 
79. 190 91. 215 

479. 192 511. 927 

(1 98. 722) (172. 792) 
( X I  32) (3. 749) 

(201. 854) (176. 541) 

(150,.582) 

(58. 431) 
12. 839 

(2. 253) 

. 

(382. 416) 
(2. 206) 

(54. 640) 
12. 428 

191.913 

(1 98. 427) 

78. 911 
60. 725 

$ 139. 636 

(234. 921) 

100. 465 
75. 815 

$ 176. 280 

See accompanying notes to condensed consolidated frnancid statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CQNSOLXDATED FKNANCm STATEMENTS 
(Unaudited) 

Mar& 31,2008 

1. Nature of Business 

Atmos Energy Corporation (“‘Atmos Energy” or the “Company”) and our subsidiaries are engaged 
primarily in d e  regulated natural gas distribution and bransmission and storage businesses as well as certain 
other nonregulated businesses. Through our natural gas distribution business, we distribute natural gas through 
sales and transportation arrangements to approximately 3 2  million residential, commercial, public authority 
and industrial customers through our six regulated natural gas distribution divisions, in the service areas 
described below: 

1.- 

D i v i s i o L ,  Sem-ce Area 

Colorado, Kansas, Missouri‘’’ 
Georgia‘”, Illinois“’, Iowa‘”, Kentucky, 
Missouri(’), Tennessee, Virginia(’) 

~ I -  

Atmos Energy Colorado-Kansas Division 
Amos Energy KentuckyMd-States Division 

Amos Energy Louisiana Division 
Atmos Energy Mid-Tex Division 

Atrnos Energy Mississippi Division 
Amos Energy West Texas Division 

Louisiana 
Texas, including the DallasFort 
Worth metropolitan area 
Mississippi 
West Texas 

( I )  Denotes states where we have more limited service areas. 

Tn addition, we transpart natural gas for others through our distribution system. Our natural gas 
distribution business is subject to federal and state regulation andlor regulation by local authorities in each of 
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shared- 
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and 
Waco, Texas. 

Our regulated transmission and storage business consists of the re,dated operations of our Amos 
Pipeline - Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our Mid-Tex 
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We 
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and 
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our 
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet 
market demands. 

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas 
marketing operations and pipeline, storage and other operations. These businesses are operated through various 
wholly-owned subsidiaries of Atmos Energy Holdings, Inc. (AEH), which is wholly-owned by the Company 
and based in Houston, Texas. 

Our natural gas marketing operations are managed by Atrrios Energy Marketing, LLC (AEh4), which is 
wholly-owned by AEH. AEM provides a variety of natural gas management services to muuicipalities, natural 
gas utility systems and industrial natud gas customers, primarily in the southeastern and midwestern states 
and to our Colorado-Kansas, KentuckyMid-States and Louisiana divisions. These services consist primarily of 
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation services, peaking sales and 
balaucing services, capacity utilization strategies and gas price hedging through the use of derivative 
instruments. 
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ATMOS ENERGY CORPORATION 

NOTE3 TO COmENSED CONSOLIDATED FINANCW STATEMENTS - (Continued) 

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipehe and 
Storage, LLC (APS),  Atmos Energy Services, LJX (AES) and Atmos Power System, Inc., each of which are 
wholly-owned by AEH. APS owns or has an interest in underground storage fields in Kentucky and Louisiana 
We use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer 
demand during peak periods. Additionally, APS manages our nahiral gas gatheling operations, which were 
limited in nature as of March 31, 2008. AES provides limited services to our natural gas distribution divisions, 
and the revenues A E S  receives are equal to the costs incurred to provide those services. Through Atmos Power 
Systems, Inc., we have constmcted electric peaking power-generating plants and associated facilities and lease 
these plants through lease agreements that are accounted for as sales under generally accepted accounting 
principles. 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) 
necessay far a fair presentation have been made to the unaudited consolidated interim-period financial 
stakments. These consolidated inkrim-period financial statements aTe condensed as permitted by the instruc- 
tions to Form 10-Q and should be read in conjunction with the audited consolidated financial statements of 
Amos Energy Corporation included in its Annual Report on Form 10-K for the fiscal year ended 
September 30, 2007. Because of seasonal and other factors, the results of operations for the three and six- 
month periods ended March 31,2008 are not indicative of our results of operations for the full 2008 fiscal 
year, which ends September 30,2008. 

Sigtiifiant accounting policies 

Our accounting policies are described in Note 2 to the fmancial statements in our Annual Report an 
Form 10-R for the year ended September 30, 2007. Except for the Company’s adoption of FASB Interpretation 
No, 48, Accounting for Zlncertmnty in Income Tm-es, an interpretation of FASB Stafetnent No. KO9 (FIN 48), 
discussed below, there were no significant changes to those accounting policies during the six months ended 
March 31,2008. 

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainly in Income Tmes, an 
irzterprelatiori of FASB Sfafemend No. 109. F;IN 48 addresses the determination of whether tax benefits claimed 
or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the 
Company may recognize the tax benefit from uncertain tax positions only if it is at least more likely than not 
that the tax position will be sustained on examination hy the taxing authorities, based on the technical merits 
of the position. The tax benefits recognized in the financial statements from such a position should be 
measured hased on the largest benefit that has a 5eater than fifty percent likelihood of being realized upon 
settlement with the taxing authorities. RN 48 also provides guidance 00 derecognition, classification, interest 
and penalties on income taxes, accounting in interim periods and requires increased disclosures. 

We adopted the provisions of FIN 48 on October 1,2007. As a result of adopting FIN 48, we determined 
that we had $6.1 million of liabilities associated with uncertain tax positions. Of this amount, $0.5 million was 
recognized as a result of adopting FIN 48 with an offsetting reduction to retained earnings. 

Prior to October 1, 2007, the $5.6 million liability previously recorded for uncertain tax positions was 
reflected on the consolidated balance sheet as a component of deferred income taxes. As a result of adopting 
FlN 48, we recoided a $3.7 milljon liability as a component of other current liabilities and $2.4 d i o n  as a 
component of deferred credits and other Liabilities, with ogsetting decreases to the deferred income tax 
liability. 
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KiMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

As of March 31, 2008, we bad recorded liabilities associated with uncertain tax positions totaling 
$5.6 million. The realization of all of these tax benefits would reduce our income tax expense by 
approximately $5.6 d o n .  

We recognize accrued interest related to unrecognized tax benefits as a component of interest expense. 
We recognize penalties related to unrecognized tax benefits as a component of miscellaneous income (expense) 
in accordance with regulatory requirements. We did not recognize any material penalty and interest expenses 
during the six months ended March 3 1, 2008. 

We file income tax returns in  the US. federal jurisdiction as well as in various states where we have 
operations. We have concluded substantially all U.S. feederal income tax matters through fiscal year 2001. The 
Internal Revenue Service is currently conducting a routine examination of our fiscal 2002,2003 and 2004 tax 
returns, and we anticipate these examinations wiU be completed by the end of fiscal 2008. We believe all 
material tax items which relate to the years under audit have been properly accrued 

Additionally, during the second quarter of fiscal 2008, we completed our annual goodwill impairment 
assessment. Based on the assessment performed, we determined that our goodwill was not impaired. 

Regulatory assets and liabilities 

We record certain costs as regulatory assets in accordance with Statement of Financial Accounting 
Standards (SFAS) 71, Accouizting for the Effects of Certaiiz Zjpes of Regulation, when future recovery through 
customer rates is considered probable. Re@atory liabilities are recorded when it is probable that revenues will 
be reduced for amounts that will be credited to customers through the ratemaking process. Substantially all of 
our regulatory assets are recorded as a component of deferred charges and other assets and substantially all of 
our rep4atory liabilities are recorded as a component of deferred credits and other liabilities. Deferred gas 
costs are recorded either in other current assets or liabilitias and the regulatory cost of removal obligation is 
reported separately. 

following: 
Significant regulatory assets and liabilities as of March 31, 2008 and September 30, 2007 included the 

March 31, September 30, 

(In thousands) 
2008 2007 

Regulatory assets: 
Pension and postretirement benefit costs ....................... $ 54,758 $ 59,022 
Merger and integration costs, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,791 7,996 
Deferred gas cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41.1 13 14,797 
Environmental costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,083 1.303 
Rate case costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,538 10,989 
Deferred Eranchise fees .................................... 721 796 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,676 10,719 

$127,680 $105,622 

Reguiatory liabilities: 
Deferred gas cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 27,388 .8: 84,043 
Re,datory cost of removal obligation ......................... 301,678 295 34 I 
Deferred income taxes, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  165 165 
Other . . . . . . . . . .  ..................................... 7,363 7,503 -- 

$336,594 $386,952 
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NMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDA’IED FINANCIAL STATJ3MENTS - (Continued) 

Currently, our authorized rates do not include a return on certain of our merger and integration costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been 
deferred to be included in future rate filings in accordance with rulings received from various state regulatory 
commissions. 

Comprehenshw income 

Tbe following table presents the components of comprehensive income, net of related tax, for the three- 
month and six-month periods ended March 31,2008 and 2007: 

Three Months Ended Six Months Ended 

2007 
March 31 Mardl 31 

-- 2008 M07 2008 
(In thousands) 

Net income. . . . . . . . . . . . . . . .  ........................ $111,534 $106,505 $185,337 $187,766 
Unrealized holding gains (losses) on investments, net of tax 

expense (benefit) of $(1,385) and $(134) for rhe three months 
ended March 31, 2008 and 2007 and of $(671) and $749 for 
the six months ended March 31, 2008 and 2007. .......... 

transactions, net of tax expense of $482 and $982 for the 
three months ended March 31,2008 and 2007 and $964 and 

Net unrealized gains on commodity hedging transactions, nei of 
tax expense of $2,260 and $8,117 for the three months ended 

(2,262) (219) 
Amortization and unrealized gain on interest rate hedging 

$1,510 for the six months ended March 31,2008 and 2007. . .  787 1,602 

1,097) 1,222 

1,574 2,462 

March 31,2008 and 2007 and $7,197 and $15,336 for the six 
months ended March 31,2008 and 2007 ................ 3,690 13,244 11,743 25,022 

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $I  13,749 $121,132 $197,557 $216,472 

Accumulated other comprehensive loss, net of tax, as of March 31, 2008 and September 30, 2007 
consisted of the following unrealized gains (losses): 

March 31, September 30, 
20nu 20117 _.._ ._ 

(In thousands) 

Accumulated other comprehensive loss: 
tJnrealized holding gains on investments. . . . . . . . . . . . . . . . . . .  

Cash flow hedges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1 . .  I 

.... 

.... 

$ 1,710 $ 2,807 
(1 2,678) (14,252) 

6,990 (4,753) 

$ (3,978) $(16,198) 

Recent& issued accounliltg pronouncements 

In March 2008, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 161, 
Disclosures abour Derivative In.struiizenis ad Hedging Activities, an wnendnrent of FASB Stutmeizf No. 133. 
SFAS 161 expands the disclosure requirements for derivative instruments and for hedging activities. T h i s  
statement requires specific disclosures regarding how and why an entity uses derivative instruments; how 
derivative instruments and related hedged items are accounted for; and how derivative instnments and related 
hedged items affect an entity’s financial position, results of operations and cash flows. The provisions of this 
standard will be effective for us beginning January 1,2009. Since SFAS 161 only requires additional 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLXDA'IXD JXiYANCL4.L STATEMENTS - (Continued) 

disclosures concerning derivatives and hedging activities, this standard is not expected to have a material 
impact on our financial position, results of operations or cash flows. 

SFAS 141(R) establishes principles and requirements for how the acquirer in a business combination 
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed and 
any noncontrolfing interest in the acquiree at the acquisition date fair value. SFAS 141 (R) significantly 
changes the accounting for business combiuations in a number of areas, including the treatment of contingent 
consideration, preacquisition contingencies, transaction costs and restructuring costs. In addition, under 
SFAS 141 (R), changes in an acquired entity's deferred tax assets and uncertain tax positions after the 
measurement period will impact income tax expense. The provisions of this standard will apply to any 
acquisitions we may complete after October 1, 2009. 

In December 2007, the FASB issued FASB Statement No. 160, NoncontroZZing Interests in Conwlidiiied 
Rnuncial Slaiernent, an amendnient of ARB No. 51. SFAS 160 changes the accounting and reporting for minority 
interests, which wiU be recharacterized as noncontroIling interests and classified as a component of equity. This 
new consolidation method significantly changes the accounting fa transactions with minority interest holders. 
The provisions of the standard will be effective for us beginning October 1, 2009. Tbis standard is not expected 
to have a material impact on onr financial position, results of operations or cash flows. 

3. Derivative Instruments and Hedging Activities 
We conduct Iisk management activities through both our natural gas distribution and natural gas 

marketing segments. We record our derivatives as a component of risk management assets and liabilities, 
which are classified as current or uoncurrent other assets or liabilities based upon the anticipated settlement 
date of the underlying derivative. Our determination of the fair value of these deiivative financial instruments 
reflects the estimated amounts that we would receive or pay to terminate or dose the contracts at the reporting 
date, taking into account the cuiTent unrealized gains and losses on open contracts. In our deteimhation of fair 
value, we consider various factors, including closing exchange and over-the-counter quotations, time value and 
volatility factors underlying the contracts. These risk management assets and liabilities are subject to 
continuing market risk until the underlying derivative contracts are settled. 

March 3 1 ,  2008 and September 30,2007: 

Tu December 2007, the FASB issued FASB Statement No. 141 (revised 2007), Business Combinafiotzs. 

The following table shows the fair values of our risk management assets and liabilities by segment at 

Natural Natural 
Gas Gas 

Distribution Marketing Tohl 
(In thousands) 

March 31,2008: 
Assets from risk management activities, current ............ 
Assets from risk management activities, noncurrent ......... 
Liabilities from risk management activities, current . . . . . . . . .  
Liabilities from risk management activities, noncurrent. . . . . . .  
Net assets (liabilities). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
September 30,20Q7: 
Assets from risk management activities, current . . . . . . . . . . . .  

$ 9,505 $ 4,951 $ 14,456 
- 4,952 4,952 
- (31,908) (3 1,908) 

"."__ X) ".--- (970) 

$ 9,505 $(22,975) $(13,470) ~ - -  --- 

$ -  $ 21,849 $ 21,849 
Assets from risk management activities, noncurrent ......... - 5,535 5,535 
Liabilities from risk management activities, current ......... (21,053) (286) (21,339) 

. . . . . .  (290) (290) Liabilities from risk management activities, noncuaent. 

Net assets (liabilities). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(21,053) $ 26,808 $ 5,755 

I -- 
--- --- 
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ATMOS ENERGY CORPORATION 

NO’IES TO CONDENSED CONSOLIDATED FINANCIAL S T A T E M S  - (Continued) 

Natural Gas Distribution Hedging Activities 

We use a combination of physical storage, fixed physical contracts and fiied financial contracts to 
partially insulate us and our customers against gas price volatility during the winter heating season. Because 
the gains or losses of financial derivatives used in our natural gas distribution segment uItimately are recovered 
through our rates, current period changes in the assets and liabilities from these risk management activities are 
recorded as a component of deierted gas costs in accordance with SFAS 71, Acco~itti~ig fur the Eflects of 
Certain Qpes  of Regulalion. Accordingly, there is no unpact on earnings from our natural gas distribution 
operations as a result of the use of financial derivatives. 

Noizregulated Hedging Activities 

AEH manages its exposure to the risk of natural gas price changes through a combination of physical 
storage and financial derivatives, including futures, over-the-counter and exchange-traded options and swap 
contracts with counterparties. Our financial derivative activities include fair value hedges to offset changes in 
the fair value of our natuid gas inventory and cash flow hedges to offset anticipated purchases and sales of 
gas in the fukre. AEH also utilizes basis swaps and other non “hedge derivative instruments to manage its 
exposure to market volatility. 

For the three and six-month periods ended March 31, 2008, the change in the deferred hedging position 
in accumulated other comprehensive loss primarily was attributable to increases in future commodity prices 
relative to the commodity prices stipulated in the deijvative contracts, and the recognition for the six months 
ended March 31,2008 of $2.1 million in net deferred hedging losses ($3.4 milIion in net deferred hedging 
gains being attributable to the three months ended March 31,2008) in net income when the derivative 
contracts matured according to their terms. The net deferred hedging gain associated with open cash flow 
hedges remains subject to market price fluctuations until the positions are either settled under the terms of the 
hedge contracts or terminated prior to settlement. Most of the deferred hedging balance as of March 3 1,2008 
is expected to be recognized in net income in fiscal 2008 along with the corresponding hedged purchases and 
sales of natural gas. 

Unrealized mar,gjns recorded in our income statement axe comprised of various components, including, 
but not limited to, unrealized gains and losses arising from hedge ineffectiveness. Our hedge ineffectiveness 
primarily results from differences in the location and timing of the derivative instrument and the hedged item 
and could materiauy affect our results o i  operations for the reported period. Although these unrealized gains 
and losses are currently recorded in our income staremerit, they are not indicative of the economic gross profit 
we anticipate to realize when the undedying physical and financial transactions are settled 

1 1  



ATMOS ENERGY CORPORATION 

N O W  TO CONDENSED CONSOLIDATED FINANCIAL STATEMIE3vTS - (Continued) 

Fair value and cash flow hedge ineffectiveness arising fmm natural gas market price differences between 
the locations of the hedged inventory and the delivery location specified in the hedge instmments is referred to 
as basis ineffectiveness. Ineffectiveness arising from changes in the fair value of the fair value hedges due to 
changes in the dif€erence between the spot price and the futures price, as well as the difference between the 
timing of the settlement of the futures and the valuation of the underlying physical comniodity are referred to 
as timing ineffectiveness. The portion of our unrealized margins related to basis and timing ineffectiveness 
gains and losses for the three and six months ended March 31,2008 and 2007 are as follows: 

Three Month Ended Six Months Ended 
March 31 March 31 

2008 2007 2008 2007 - - ~ ..- 
On thousands) 

Basis ineffectiveness: 
Fair value basis ineffectiveness.. . . . . . . . . . . .  $ (739) $ 515 $ 1,217 $ (131) 
Cash flow basis ineffectiveness. . . . . . . . . . . . .  (634) (893) 126 (769) 

Total basis ineffectiveness (1,373) (378) 1,343 (900) 

. .......... 6,965 19,570 43,618 80,302 Fair value timing ineffectiveness. 

Total hedge ineffectiveness. . . . . . . . . . . . . . . . . .  $5,592 $19,192 $44,961 $79,402 

Under our risk management policies, we seek to match our financial derivative positions to our physical 
storage positions as well as our expected current and future sales and purchase obligations to maintain no net 
open positions at the end of each trading day. The determination of our net open position as of any day, 
however, requires us to make assumptions as to fume circumstances, including the use of gas by our 
customers in relation to our anticipated storage and d e t  positions. Because the price risk associated with 
any net open position at the end of each day may increase if the assumptions are not realized, we review these 
assumptions as part of our daily monitoring activities. We may also be affected by intraday fluctuations of gas 
prices, since the price of natural gas purchased or sold for future delivery earlier io the day may not be hedged 
until later in the day. At times, limited net open positions related to our existing and anticipated commitments 
may occur. At the close of business on March 31,2008, AEH had a net open position (including existing 
storage) of 0.2 Bcf. 

. . . . . . . . . . . . . . . . . .  
‘fiming ineffectiveness: 

- -- -- - 
- - - -  - - - -  
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AXNOS ENERGY CORPORATION 

NOTE3 TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

4. Debt 

Long-term debt 

Long-term debt at March 31, 2008 and September 30, 2007 consisted of the following: 
March 31, September 30, 

On thousands) 
2007 
I- 

2008 

Unsecured 4.00% Senior Notes, due October 2009 . . . . . . . . . . . . . . . .  
Unsecured 7.375% Senior Notes, due 2011 . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 10% Notes, due 201 1 
Unsecured 5.125% Senior Notes, due 2013. ..................... 
Unsecured 4.95% Senior Notes, due 2014. ...................... 
Unsecured 6.35% Senior Notes, due 2017. . . . . . . . . . . . . . . . . . . . . . .  
TJnsecured 5.95% Senior Notes, due 2034. . . . . . . . . . . . . . . . . . . . . . .  
Medium term notes 

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

Series A, 1995-2,6.27%, due 2010. ......................... 
Series A, 1995-1,6.67%, due 2025 .......................... 

Unsecured 4.75% Debentures, due 202s . . . . . . . . . . . . . . . . . . . . . . . .  
First Mortgage Bonds 

Series P, 10.43% due May 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other term notes due in installments tlxough 20 13 ................ 

Total long-term debt. .................................. 
Less: 

$ 400,000 
350,000 

2,303 
250,000 
500,000 
250,000 
200,000 

10,000 
10,000 

150,000 

6,250 
2,881 

2,131,440 

$ 400,000 
350,000 

2,303 
250,000 
500,000 
250,000 
200,000 

10,000 
I0,OOO 

150,000 

7,500 
3,890 

2,133,693 

Original issue discount on unsecured senior notes and debentures . . I (3,291 1 (3,547) 
....................................... ~ e n t m a t u r i t i e s  (8,453) (3,831) 

$2,119,696 $2,126,315 

Short-term debt 

At March 31, 2008, there were no boimxvings outstanding under our commercial paper program or bank 
credit facilities. At September 30, 2007, there was $150.6 million outstanding under our commercial paper 
pro,qm and bank credit facilities. 

Shelf Registrution 

On Deczmber 4,2006, we fled a registration statement with the Securities and Exchange Commission 
(SEC) to iswe, from time to time, up to $900 million io new cammon stock and/or debt securities available 
for issuance. As of March 31, 2006, we had approximately $450 million of availability remaining under the 
registration statemem Due to certain restrictions placed by one state regulatory commission on our ability to 
issue securities under the registration statement, we are permitted to issue a total of approximately $100 milIion 
of equity securities, $50 million of senior debt securities and $300 million of subordinated debt securities. In 
addition, due to restrictions imposed by another state regulatory commission, if the credit ratings on our senior 
unsecured debt wet-e to fall below investment grade f h m  either Standard & Poor’s Corporation (BBE-), 
Moody’s Investors Services, Tnc. (Baa3) or Fit& Ratings, Ltd (BBB-), our ability to issue any type of debt 
securities under the registration statement would be suspended until we received an investment grade rating 
from all of the three credit rating agencies. 
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Credit fmiZities 

We maintain both committed and uncommitted credit facilities. Borrowings under our uncommitted credit 
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the 
amount of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our 
short-term borrowing requirements, which are typically highest during colder winter months. Our working 
capital needs can vary significantly due To changes in the price of natural gas and the increased gas supplies 
required to meet customers' needs during periods of cold weather. 

Committed credit facilities 

As of March 31,2008, we had three short-term committed revolving credit facilities totaling $918 million. 
The first iacility is a five-year unsecured facility, expiring December 201 1, for $600 miUion that bears interest 
at a hase rate or at the LIBOR rate for the applicable interest period, plus Erom 0.30 percent to 0.75 percent, 
based on the Company's credit ratings, and serves as a backup liquidity facility for our $600 million 
commercial paper program. At March 31,2008, there were no borrowings outstanding under our commercial 
paper program. 

The second facility is a $300 W o n  unsecured 364-day facility expiring November 2008, that bears 
interest at a base rate or the LIBOR rate €or the applicable interest period, plus fiom 0.30 percent to 
0.75 percent, based on the Company's credit ratings. At March 31,2008, there were no borrowings under this 
facility. 

generally based on the Federal Funds rate plus a variable margin. This facility expired on Mar& 3 1.2008 and 
was renewed effective April 1 ,  2008 for one yew with no material changes to the terms and pricing. At 
March 31, 2008, there were no borrowings under this facility. 

The availability of funds under our credit facilities is subject to conditions specified in the respective 
credit agreements, all of which we currently satisfy. These conditions include our compliance with financial 
covenants and the continued accuracy of representations and warranties contained in these agree1nents. We are 
required by the financial covenants in our revolving credit facilities to maintain, at the end of each fiscal 
quarter, a ratio of total debt to total capitalization of no greater than 70 percent, At March 31, 2008, ow total- 
debt-to-total-capitalization ratio, as defined, was 54 percent. In addition, both the interest margin over the 
Eurodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to 
adjustment depending upon our credit ratings. The revolving credit facilities each contain h e  same hitation 
with respect to our total-debt-to-total-capitalization ratio. 

The third facility is an $1 8 million unsecured facility that bears intaest at a daily negotiated rate, 

Uncoinrnittcd credit facilities 

AEM has a $580 million uncommitted demand working capital credit facility. On March 31,2008, AEM 
and the participating banks amended the facility, primarily to extend it to March 31, 2009. In addition, the 
amendment removed the rinancial covenant relating to the amount of cumulative losses that could be incurred 
by AEM and its subsidiaries over a specific period of time and included provisions permitting the participating 
banlcs, or their affiliates, to participate in physical commodity transactions with AEM. 

Borrowings under the credit facility can be made either as revolving loans or offshore rate loans. 
Revolving loan borrowings wiU bear interest at a floating rate equal to a base rate defined as the higher of 
(i) 0.50 percent per annum above the Federal Funds rate or (ii) the lender's prime rate plus 0.25 percent. 
Offshore rate loan borrowings will bear interest at a floating rate equal to a base rate based upon LIBOR for 
the applicable interest period plus an applieable mareg, ranging from 1.25 percent to 1.625 percent per 
annum, depending on the excess tangible net worth of AEJM, as defined in the credit facility. Borrowings 
drawn down under letters of credit issued by the banks will bear interest at a floating rate equal to the base 
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rate, as defined above, plus an applicable margin, which will range fiom I .OO percent to 1.875 percent per 
annum, depending on the excess tangible net worth of AEM and whether the letters of credit are swap-related 
standby letters of credit. 

AEM i s  required by the financial covenants in the credit facility not to exceed a maximum ratio of total 
liabilities to tangible net worth of 5 to 1 .  At March 31, 2008, AEM’s ratio of total liabilities to tangible net 
worth, as defined, was 2.21 to 1. Additionally, AEM must maintain minimum levels of net working capital 
ranging fiom $20 million to $120 million and a minimum tangible net worth ranging from $21 million to 
$121 million. As defined in the financial covenants, at March 31, 2008, a ’ s  net working capital was 
$206.7 million and its tangible net worth was $214.9 million. 

At March 31, 2008, there were no borrowings outstanding under this credit facility. However, at March 31, 
2008, AI34 letters of credit totaling $172.1 million had been issued under the facility, which reduced the 
amount available by a corresponding amount. The amount available under this credit facility i s  also limited by 
various covenants, inchding covenants based on working capital. Under the most restrictive covenant, the 
amount available to AE.34 under tbis credit facility was $27.9 million at March 31,2008. This line of credit is 
collaterahed by substantially all of the assets of AEM and is guaranteed by AEK 

The Company also has an unsecured short-term uncommitted credit line of $25 million that is used for 
working-capital and letter-of-credit purposes. In January 2008, the unused portion of this facility was 
terminated by the lending bank and the remaining balance will be terminated as the outstanding letters of 
credit expire. At March 31, 2008, there was $5.4 million in letters of credit outstanding under this facility. 

The Company has a $200 million intercompany uncommitted revolving credit facility with AEH. This 
facility bears interest at the lesser of (i) the one-month LIBOR rate plus 0.20 percent or (u) the marginal 
borrowing rate available to the Company on any such date under its commercial paper progmm. Applicable 
state regulatoiy commissions have approved this facility through December 31,2008. At March 31,2008, 
there was $16.1 million outstanding under this facility. 

AEH has a $200 million intercompany uncommitted demand credit facility with the Company, which 
bears interest at the rate of AEM’s $580 million uncommitted demand working capjtal credit facility plus 
0.75 percent. Applicable state regulatory commissions have approved this facility through December 31, 2008. 
At March 31, 2008, there were no borrowings under this facility. 

In  addition, to supplement its $S80 million credit facility, AEM has a $200 million intercompany 
uncommitted demand credit facility with AJZH, which bears interest at the rate of AEM’s $580 million 
uncommitted demand working capital credit facility plus 0.75 percent. Any outstanding amounts under this 
facility are subordinated to AEM’s $580 million uncommitted demand credit facility. At March 3 I ,  2008, there 
were no borrowings under this facility. 

Debi Coyenants 

RJe have other covenants in addition to those described above. Our Series P First Mortgage Bonds conlain 
provisions that allow us to prepay the outstanding balance in whole at any time, suhject to a prepayment 
premium. The First Mortgage Bonds provide for certain cash flow requirements and restrictions on additional 
indebtedness, sale of assets and payment of dividends. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 31, 1985 may not exceed the sum of accumulated net income 
for periods after December 31. 1985 plus $9 milIion. At March 31, 2008 approximately $387.1 million of 
retained earnings was unrestricted with respect to the payment of dividends. In April 2008, we gave notice to 
the trustee and the holders of our intent to redeem our Series P Frrst Mortgage Bonds which mature in 
November 2013. As the bonds will be redeemed in May 2008, the debt covenants described above will no 
longer apply. 

15 



ATMOS ENERGY CORPORATION 

NOTES TO CONDEPiSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

We were in compliance with all of ow debt covenants as of March 31, 2008. If we were unable to 
comply with our debt covenants, we could be required to repay our onkTtanding balances on demand, provide 
additional collateral or take other corrective actions. Our public debt indentures relating to our senior notes 
and debentures, as welt as OUT revolving credit agreements, each contain a default provision that is triggered if 
outstanding indebtedness arising out of any other credit agreements in mounts ranging from in excess of 
$15 million to in excess of $100 million becomes due by acceleration or i s  not paid at maturity. In addition, 
AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if it defaults on 
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement 
contains a provision that would limit the amount of credit available if Atmos Energy were downgraded below 
an S&R rating of BBB and a Moody’s rating of Baa2. 

Except as described above, we have no triggering events in our debt instruments that are tied to changes 
in specified mx5t ratings or stock price, nor have we entered into any transactions that would require us to 
issue equity, based on ow credit rating or other triggering events. 

5. Shareholders’ Equity 

Public Offering 

On December 13, 2006, we completed a public offering of 6,325,000 shares of our common stock 
including the underwriters’ exercise of their overallotment option of 825,000 shares. The offering was priced 
at $31 S O  and generated net proceeds of approximately $192 million We used the net proceeds from this 
offering to reduce short-term debt 

Shareholder Rights Pian 

In November 1997, our Board of Directors declared a dividend distribution of one right for each 
outstanding share of our common stock to shareholders of record at the close of business on May 10, 1998. 
Since that time, each share of common stock we have issued has included a right that entitles the holder to 
purchase from us a one-tenth share of our common stock at a purchase price of $8.00 per share, subject to 
adjustment The description and terms of the rights are set forth in a rights agreement between us and the 
rights agent. The rights will terminate upon the expiration of the rights agreement on May 10,2008. 
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ti. Earnings Per Share 

Basic and diloted earnings per share for the three and six months ended March 31, 2008 and 2007 are 
calculated as follows: 

Three Months Ended Six Months Ended 

2007 2008 2007 
March 31 March 31 

(In thousands, except per share amounts) 
-- 2008 

Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $111,534 $106,505 $185,337 $187,766 

Denominator for basic income per share -- 

Effect of dilutive securities: 
weighted average common shares . . . . . . . . . . .  89,314 88,078 89,133 85,404 

Restricted and other shares ................ 583 486 585 486 
Stock options .......................... 93 171 99 171 

weighted average common shares . . . . . . . . . . .  89,990 88,735 89,817 86,061 

__- 
Denominator for diluted income per share - 

income pershare-basic ................... $ 1.25 $ 1.21 $ 2.08 $ 2.20 

Zncomepershare-diluted.. . . . . . . . . . . . . . . . .  $ 1.24 $ 1.20 $ 2.06 $ 2.18 

There were no out-of-the-money options excluded from the computation of diluted earnings per share for 
the three and six months ended March 31,2008 and 2007 as their exercise price was less than the average 
market price of the common stock during that period. 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net periodic pension cost for onr pension and other postretirement benefit plans 
for the three and six months ended March 3 1, 2008 and 2007 are presented in the lollowing table. All of these 
costs are recoverable through our gas distribution rates; however, a portion of these costs is capitalized into 
our gas distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

Three Months Ended March 31 
Pension Benefits Other Benefits 

2008 2007 2008 2507 
(In thousands) 

--_I I..--- -- -- 

Components of net periodic pension cost: 
Service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,878 
Interest cost. ................................. 6,736 
Expected retmn on assets. . . . . . . . . . . . . . . . . . . . . . . .  (6,311) 
Amortization of transition asset . . . . . . . . . . . . . . . . . . .  
Amortization of prior service cost . . . . . . . . . . . . . . . . .  (171) 
Amortization of actuarial loss . . . . . . . . . . . . . . . . . . . .  J ,926 

$ 6,058 Net periodic pension cost. ..................... 

$ 4,018 
6,495 

(6,089) 

45 
2.434 

$ 6,903 

$3,341 $2,807 
2,912 2,641 
(715) (597) 
378 378 

8 - 

$5,916 $5,237 -- -- 
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Six Months Ended March 31 
Pension Benefits Other Benefits 

2008 2007 2008 2007 
(in thousands) 

- _ _ I _ . - - -  

Componeuts of net periodic pension cost: 
Servicecost.. ............................ $ 7,756 $ 8,036 $ 6,682 $ 5,614 
Interestcost.. ............................ 13,472 12,990 5,824 5,281 
Expected return on assets. . . . . . . . . . . . . . . . . . . .  (12,621) (12,178) (1,430) (1,194) 

. . . . . . . . . . . . . . .  756 756 Amortization of transition asset - - 

16 Amortization of prior service cost. . . . . . . . . . . . . .  (342) 90 
Amortization of actuarial loss. . . . . . . . . . . . . . . . .  3,852 4,868 

-- 
I_ - - -I- - - 

Net periodic pension cost . . . . . . . . . . . . . . . . . .  $ 12,117 $ 13,806 $11,832 $10,473 ---- ---- 
The assumptions used to develop our net periodic pension cost fur the three and six months ended 

March 31, 2008 and 2007 are as follows: 
Pension Benefits 
2008 - 2507 
-- - 

Discount rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.30% 6.30% 
Rate of compensation increase. ........................ 4.00% 4.00% 
Expected return on plan assets. . . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 

The discount rate used to compute the present value of a plan’s liabilities generally is 

Other Benefits 
200% - 2007 - 
6.30% 6.30% 
4.00% 4.00% 
5.00% 5.20% 

based 011 rates of 
high-grade corporate bonds with maturities similar to the average period over which the benefits will be paid. 
Generally, our funding policy has been to contribute annually an amount in accordance with the requirements 
of the Employee Retirement Income Security Act of 1974. However, we have made additional voluntary 
contributions to satisfy readatow requirements in certain of our jurisdictions. During the six months ended 
March 31, 2008, we contributed $4.7 million to our other postretirement plans, and we expect to contribute a 
total of approximately $10 inillion to these plans during fiscal 2008. 

8. Commitments and Contingencies 

Litigation and Erzvironmsntul Matters 

The Company has continued to respond on a timely basis to data requests received born the Division of 
Investigations of the Office of Enforcement of the Federal Energy Regulatory Commission (the “Commission”) 
in connection with its investigation initiated in December 2007 into possible violations of the Commission’s 
posting and competitive bidding regulations for pre-aimged released firm capacity on natural gas pipelines. 
The data requests include requests for information and documents concerning specified short-term capacity 
release transportation transactions. We intend to hlly cooperate with the Commission during its inirestigation. 
However, we cuirently are unable to predict the final outcome of this investigation or the potential impact it 
could have on our financial position, results of operations or cash flows. 

Tlie Texas Railroad Commission recently issued a directive and is currently developing a rulemaking 
concerning the replacement of compression couplings at pre-bent gas meter risers which could &ect all 
natural gas utility companies operating in Texas. Con~liance with the directive along with adoption of the 
pending rulemaking will require us to re-direct significant capital spending. These amounts should be 
recoverable through our rates. 

Note 13 to the financial statements in our Annual Report on Form 10-K for the year ended September 30, 
With respect to the specific litigation and environmental-related matters or claims that were disclosed in 
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2007, there were no material changes in the status of such litigation and environmental-related matters or 
claims during the six months ended March 31, 2008. We continue to believe that the final outcome of such 
lj tigation and environmental-related matters or claims will not have a material adverse effect on our financial 
condition, results of operations or cash flows. 

Xn addition, we are involved in other litigation and environmental-related matters or claims that arise in 
the ordinary course of our business. While the ultimate results of such litigation and response actions to such 
environmental-related matters or claims cannot be predicted with certainty, we believe the final outcome of 
such Litigation and response actions will not have a material adverse effect on our financial condition, results 
of operations or cash flows. 

Purchase Commitments 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the 
forward NYMJ3X strip or fixed price contracts. At March 31, 2008, AEh4 was committed to purchase 85.7 Bcf 
within one year, 31.7 Bcf within one to three years and 0.6 Bcf after three years under indexed contracts. 
AEM is committed to purchase 1.6 Bcf within one year and 0.1 Bcf within one to three years under fixed 
price contracts with prices ranging from $6.27 to $11.25. Purchases under these contracts totaled $860.3 million 
and $563.0 million for the three months ended March 31, 2008 and 2007 and $1,432.3 million and $983.4 for 
the six months ended March 3 I ,  2008 and 2007. 

Our natural gas distribution operations, other than the Mid-Tex Division, maintain supply contracts with 
several vendors that generally cover a period of up to one year. Commitments for estimated base gas volumes 
are established under these contracts on a monthly basis at contractually negotiated prices. Commitments for 
incremental daily purchases are made as necessary during the month in accordance with the terms of the 
individual contract. 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our 
customers in its service area, which obligate it to purchase specified volumes at market prices. The estimated 
fiscal year commitments under these contracts as of March 31,2008 are as foIlows (in thousands): 

2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $134,763 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  200,640 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  125,092 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,891 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,774 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,380 

$496,540 
I- 

Regulatory Mutlers 

At March 31. 2008, we had rate cases in progress in our Georgia, Kansas, Mid-Tex and Virginia service 
areas. During the three months ended March 31, 2008, we reached settlement agreements with 438 of the 439 
municipalities in our Mid-Tex Division, with the exception of the City of Dallas. The Railroad Commission of 
Texas heard arguments from the City of Dallas and Amos Energy in late March and a final order i s  expected 
in June 2008. In our Kansas rate case, we reached a tentative settlement agreement with the Kansas 
Commission's Staff in March 2008. These regulatory proceedings are discussed in further detail in 
Manageiiieizl 's Disciission and Analysis - R K C I ~ I  Rateiaking Devehpiiients. 
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9. Concentxation of Credit Risk 

Information regarding our concentdon of credit risk is disclosed in Note 15 to the financial statements 
in our Annual Report on Form 10-K for the year ended September 30,2007. During the six months ended 
March 31, 2008, there wese no material changes in our concentration of credit risk. 

10. Segment information 

distribution, transmission and storage businesses as weIl as certain other nomegulated businesses. We distribute 
naturd gas through sales and transportation arrangements to approximately 3.2 million residential, commercial, 
public authority and industrial customers thJougbout our six regulated natural gas distribution divisions, which 
cover service areas located in 12 states. In addition, we transport natural gas for others through our distribution 
system. 

Through our nonregulated businesses, we provide natural gas management and marketing services to 
municipalities, other local distribution companies and industrial customers primarily in the Midwest and 
Southeast Additionally, we provide natural gas transportation and storage services to certain of our natural gas 
distribution operations and to third parties. 

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regulated natural gas 

Our operations are divided into four segments: 

* the ~ h ~ a l  gas distribution segment, which includes our regulated natural gas distribution and related 

the regulated transmission and storage segment, which includes the re,dated pipeline and storage 

0 the natural gas marketing segment, which includes a variety of nonre,dated natural gas management 

* the pipeline, storage and other segment, which is comprised of ow nonregulated natural gas gathering, 

In our determination of reportable se,oments, we consider the strategic operating units under which we 
manage sdes of various products and services to customers in differing regulatory environments. Although our 
natlznl gas distribution segment operations are geographically dispersed, they are reported as a single segment 
as each natural gas distribution division has s imi la r  economic characteristics. The accounting policies of the 
segments are the same as those described in the summary of significant accounting policies found in our 
Annual Report on Form 10-R for the fiscal year ended September 30,2007. We evaluate performance based 
on net income or loss of the respective operating units. 

sales operations, 

operations of the Amos Pipeline - Texas Division, 

services and 

transmission and storage services. 
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As described in our Annnal Report on Form 10-K for the fiscal year ended September 30,2007, we 
changed the composition of our operating segments. All prior period segment information has been restated to 
con€orm to our new segment presentation. 

presented in the following tables: 
Income statements for the three and six-month periods ended March 31,2008 and 2007 by segment are 

Three Months Ended March 31,2008 
Natural Regulated Natural Pipeline, 
Gas 'IhnsmiSSion Gas Storage and 

Distribution and Storage Marketing Other Eliminations Consolidated 
On thousands) 

Operating revenues from external 
parties . . . . . . . . . . . . . . . . . . . 

Intersegment revenues . I . . . . . . . 

Purchased gas cost. . . . . . . . . . . 
Gross profit . . . . , , . . . . . - . . . 

C)peracing expenses 
Operation and maintenance. . . . 
Depreciation and amortization. . 
Taxes, other than incarne . . . . . 

Total operating expenses. . I .. . . . . 
Operating income. . . . I . . . . . . . . 
MiscelIaneous income . . . . . . . . 
Interest charges . . . . . . . . I . . . . 
Income before income taxes . . . . . 
Income tax expense . . . . . . . . . . . 

Net income. . . . . . . . . . . . . . 
Capitd expenditures , . . , . I , , . , 

$1,521,636 
220 

1521,856 
1,164,332 

357,524 

98,578 
43,110 
52,304 

194,012 

163512 
3,670 

29,084 

138,098 
52,442 

$ 85,656 

$ 89,671 

$22,830 
28,610 

51,440 
- 

5 1,440 

15,086 
4,907 
1,385 

21,378 

30,062 
209 

6,776 

23,495 
8,27 1 

$15,224 

$13,700 

$ 931,990 $ 7,529 
196,663 2,493 

1,128,653 10,022 
3 ,I 12,321 338 

16,332 9,684 
-- - 

5,525 
374 
407 

6,306 

10,026 
602 

2,002 

8,626 
3,347 

$ 5,279 

$ 38 

1,536 
379 
312 

2,227 

7,457 
1,942 

524 

8,875 
3,500 

$ 5,375 

$ 1,158 

$ - $2,483,985 
__. (227,986) 

(227,986) 2,483,985 
(227,400) 2,04939 1 

(586) 434,394 

(672) 3 20,053 
48,790 

- 54,408 

(672) 223,251 

86 211,143 
(4,956) 1,467 
(4,870) 33,516 

- 179,094 
- 67,560 

$ - 9; 111,534 

$ - $ 104,567 

-- 
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Operating revenues from external 

Intersegment revenues . . . . . . . . . . .  
parties ..................... 

Purchased gas cost ............. 
Gross profit. ................ 

Operation and maintenance . . . . .  
Depreciation and amortization.. . 
Taxes, other than income, ...... 

Total operating expenses.. ....... 
Operating income . . . . . . . . . . . . . .  
Miscellaneous income. . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . .  
Income before income taxes ...... 
Income tax expense.. ........... 

Net income.. ............. 
Capital expenditures . . . . . . . . . . . .  

Opexating expenses 

- Three Months Ended March 31,2007 
Natural Redated Natural Pioefie. 

G8s 'Ika&mission Gas Stokgeahd 
Distribution and Storage Marketing Other Eliminations Consolidated 

(In thnusands) 

$1,460,861 
172 

1,46 1,033 
1,114,787 

346,246 

92,328 
45,904 
53,665 

191,897 

154,349 
2,621 

- 29,704 

127,266 
50.946 

~- 

$ 76,320 

$ 71,278 

$1 9,658 
%6,4 10 

46,068 
I-. 

46,068 

12,353 
4,324 
2,360 

19,037 

27,031 
581 

6,641 

20,971 
7,698 

$1 3,273 

$12,777 

I- 

$583,269 
21 1,772 

79504 1 
77 1,988 

23,053 
-~ 

6,590 
448 
407 

7,445 

15,608 
2,522 

379 

17,75 1 
6.720 

$ 11,031 

$ 312 

$11,794 
2,283 

14,077 
229 

13,848 

1,206 
390 
314 

1.910 

1 1,938 
696 

3,034 

9,600 
3,719 

$ 5,881 

$ 1,439 

$ - $2,075,582 
(240,637) - 

(240,637) 2,075,582 
(240,108) 1 ,&k6,896 

(529) 428,686 

(615) 111,862 
- 5 1,066 
- 56,746 

(615) 219,674 

86 209,012 
(4,582) 1,838 
(4,496) 35,262 
- 175,588 

__ - 69,083 

~~ 

$ - $ 106,505 

$ I- $ 85,806 
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ATMOS ENERGY CORPORATION 

NOTEX TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

- S i  Months Ended March 31,2008 
Natural Regulated Natural Pipeline, 
Gas l[tansmksion Gas Storageand 

Distribution and Storage Marketing Other Eliminations Consolidated 
(In thousands) 

Operating seventies from external 
parties . _ .  . - .  . . . .  ... ... ... $2,449,665 $45,267 $1,634,712 $11,851 $ - $4,141,495 

Interseapent revenues . . . . . . . . . 368 51,219 334,658 4,898 (391,143) - 

Purchased gas cost. . . . ~ . . . . . . . 
2,450,033 96,486 1,969,370 16,749 (391,143) 4,141,495 

1,907,075 1,067 (389,988) 3,337,463 1,819,309 

Gross profit . . . . . . . . I . . . . . . 630,724 96,486 62,295 15,682 ( 1,155) 804,032 
-- 

I_ 

Operating expenses 
Operation and maintenance. . . . 195,825 
Depreciation and amortization. .. 85,962 
Taxes, other than income . . . , . 87,922 

Total operating expenses. . . . . . . . 369,709 

Operating income. . I . . . . . . . . . . 261,015 
Miscellaneous income . . . . . . . . . 4,146 
Interest charges . . . . . . . . . . . . . . 60,298 

Income before income taxes. . . . . 204,863 
Income tax expense . . . . . . . . . . . 79,043 

Net income.. . . . . . . , . . . . - $ 125,820 

Capital expenditures. . . . . . . . . . . $ 173,984 

30,518 
9,823 
3,829 

44,170 

52,316 
383 

13,847 

38,852 
13,781 

$25,07 1 

$22,082 

-- 

13,402 
761 

3,407 

17570 

44,725 
1,398 
3,316 

42,807 
16,928 

$ 25,879 

.% 69 

2,824 
757 
677 

4,258 

1 I ,424 
3,970 
1,223 

14,171 
5,604 

$ 8,567 

$ 2,587 

( I  ,327) 241,242 
- 97,303 
"_ 95,835 

(1,327) 434,380 

172 369,652 

(8,351) 70,333 

- 300,693 
115,356 

$ -.-I $ 185,337 

--- 

(8,523) 1,374 

$ - $ 198,722 
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ATMOS ENERGY CORPQRATION 

NOTES TO CQNQENSED CONSOLIDATED FTNANCIAL STA'EMENTS --. (Continued) 

Operating revenues from external 

Intersegment revenues . I . . I . . I . 
parties ................... 

Purchased gas cost. . . . . . . . . . . . 
Gross profit . I . . . . . . . ~ . , . . . 

Operation and maintenance. . . . 
Depreciation and amortization. . 
Taxes, other than income . , . . . 

Total operating expenses. . . . . . . - 
Operating income. . . . . . . . . . . . . 
Miscellaneous income . . . . ~ . . . . 
Interest charges . . . . . . . . . . . . . . 
Income before income taxes . . . . . 
Income tax expense . . . . . . . . . . . 

Net income. . . . . . . . . . . . . . 
Capital expenditures. . . . . . . . . . . 

Operating expenses 

S h  Months Ended March 31,2007 
Natural Regdated Natural Pipdine, 
Gas 'Itansmission Gas Storageand 

Distribution and Storage Marketing Other Eiiminations Consolidated 
(In thousands) 

$2,424,944 
333 

2,425,277 
1,816,463 

608,8 14 

190,441 
89,626 
91,287 

37 1,354 

237,460 
4,40 1 

62,177 

179,684 
71,530 

$ 108,154 

$ 143,697 

-- 

$38,335 
47,605 

85,940 
I 

85,940 

23,455 
8,841 
4,296 

36,592 

49,348 
91 0 

14,132 

36,126 
13,202 

$22,924 

$26,381 

--- 

-- 

$1,194,638 
3 12,097 

1,506,735 
1,420,548 

86.1 87 

12,168 
777 
656 

$20,298 
5,112 

25,410 
454 

24,956 

2,959 
817 
574 

13,601 

72,586 
4,238 
1,406 

7541 8 
29,440 

$ 45,978 

$ 650 

4,350 

20,606 
1,596 
4,635 

17,567 
6.857 

$10,710 

$ 2,064 

$ --- $3,678,215 
- (365,147) - 

(365,147) 3,678,215 
(363,528) 2,873,937 

(1,619) 804,278 

(1,791) 227,232 
- 100,061 
- 96,813 

(1,791) 424,106 

172 380,172 
(7,728) 3,417 
(7,556) 74,794 

- 308,795 

-~ -- 

_- 121,029 

$ - $ 18'7,766 

$ - $ 172,792 
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ATMOS ENERGY CORPORATION 

NOTFS TO CONDENSED CONSOLIDATED FINANCIAL STATXMI3NTS - (Continued) 

Balance sheet information at 
following tables: 

ASSETS 
Property, plant and equipment, 

net .................... 
Investment in subsidiaries. . . 
Current assets 

Cash and cash equivalents. . .  
Cash held on deposit in 

margin account ......... 
Assets from iisk management 

activities . . . . . . . . . . . . . .  
Other current assets. ....... 
Intercompany receivables . . 

Total current assets ...... 
Intangible assets ............ 
Goodwill. . . . . . . . . . . . . . . . . .  
Noncurrent assets Gorn risk 

management activities. . . . . .  
Deferred charges and other 

assets . . . . . . . . . . . . . . . . . .  

CAPITALI2,ATION AND 
LIABILITIES 

Shareholders’ equity ......... 
Long-term debt. . . . . . . . . . . . .  

Total capitalization . . . . . .  
Current liabilities 

Current maturities of long- 
term debt . . . . . . . . . . . . .  

Short-term debt. . . . . . . . . . .  
Liabilities from risk 

management activities . . . .  
Other current Liabilities . . . . .  
Lntercornpany payables . . . . .  

Total current liabilities. . . .  
Deferred income taxes . . . . . . .  
NoncuiTent liabilities &om risk 

management activities. . . . . .  
Regulatory cost of removal 

obligation . . . . . . . . . . . . . . .  
Deferred credits and other 

liabilities . . . . . . . . . . . . . . .  

March 3 1,  2008 and September 30, 2007 by segment is presented in the 

March 31,2008 
Natural Regulated Natural Pipeline, 

GaS Ilransmission Gas Storage and 
Distribution and Storage Marketing Other Eliminations Consolidated 

(In thousands) 

$3,350,194 $542,913 $ 7,579 $ 48,180 $ - $3,948,866 
_I (465,638) 467,734 - (2,096) - 

139,636 48,027 __. 56,760 34,849 - 

- - 29,591 - 29,591 

9,505 I_ 8,416 I43 (3,608) 14,456 
730,288 16,733 598,872 31,476 (68,338) 1,309,03 1 

-- - 182,483 (681,783) _- 499,300 
1,287,120 16,733 693,639 248,9S I (753,729) 1,492,714 

- 2,404 - - 2,404 
567,775 132,490 24,282 10,429 - 734,976 

- --- -- _ I _ . ~  

-- 

237,082 
$5,884,022 $699,796 $732,013 $324,530 $(1,219,367) $6,420,994 

- 1,253 16,970 21 1 .I 99 7,660 

$2,125,993 $113,789 $153,582 $200,363 $ (467,734) $2,125,993 
2,119,696 2,119,012 

4,245,005 I 13,789 153,582 201,047 (467,734) 4,245,689 

- - 684 - -.- ----__ 

6,250 - __ 2,203 -- 8,453 
16,100 - __ __ (1 6,100) - 

- - 32,046 3,470 (3,608) 3 1,908 
729,350 3,335 396,087 107,177 (50,142) 1,185,807 

751,700 540,198 573,053 112,850 (751,633) 1,226,168 
367,415 42,134 3,700 6,983 - 420,232 

- -- -.... - . 536,863 144,920 - (681,783) .- 

242,342 3,675 708 3,650 - 250,375 
$5,884,022 $699,796 $732,013 $324,530 $( 1,219,367) $6,420,994 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOL2DATED F'HYANCLAL STATEMEWS - (Continued) 

---- September 30,2001 
Natural Regulated Natural Pipeline, 

Gas Transmission Gas Starage and 
Distribution and Storage Marketing Other Eliniinations Consolidated 

(In thonsands) 

ASSETS 
Property, plant and equipment, 

net .................... 
Investment in subsidiaries . . . . .  
Current assets 

Cash and cash equivalents. .. 
Cash held on deposit in 

margin account . . . . . . . . .  
Assets from risk management 

activities" . . . . . . . . . . . . .  
Other current assets. ....... 
Intercompany receivables . . .  

Total current assets . . . . . .  

Goodwill . . . . . . . . . . . . . . . . .  
Noncurrent assets from risk 

Deferred charges arid other 

Intangible msets ............ 

management activities. . . . . .  
assets . . . . . . . . . . . . . . . . . .  

$ - $3,836,836 
(394,378) - 

$3,25 I ,  144 
396,474 

$531.921 
- 

$ 45,921 
- 

28,881 3 1,703 14 1 - 60,725 

26,783 
337,169 

(17,881) 21,849 
(90,997) 986,321 

(760,163) 1,068,895 
- 2,7 16 
- 734,976 

(651,285) - - 

12,947 
76,731 

114,300 
204,119 

- 
643,353 
536.985 

- 
20,065 
- 

1,209,219 

567,775 
__ 

20,065 

132,490 
- 

395,655 
2,7 16 

24,282 
- 

10,429 

- 5,535 5,535 

- 247,959 
$(I ,154,541) $5,896,917 

13,913 
$274,3 82 

227,869 
$5,652,481 
-- 4,898 

$689,374 
1,279 

$435,221 

CAP-ION AND 

Shareholders' equity . . . . . . . . .  
Long-term debt. . . . . . . . . . . . .  

Current liabilities 

LLABILI'z?Es 

Total capitalization . . . . . .  

Current maturities of long- 
term debt ............. 

Shoit-tm debt. .......... 
Liabilities from risk 

Other cunent Liabilities . . . . .  

Total current Liabilities. . . .  
Deien-ed income taxes . . . . . . .  
Noncurrent Liabilities from risk 

Regulatory cost of removal 

Deferred credits and other 

management activities.. . .  

Intercompany payables . . . . .  

management activities. ..... 
obligation . . . . . . . . . . . . . . .  

liabilities . . . . . . . . . . . . . . .  

$1 07,090 

107,090 

- 
I- 

$ (396,474) $1,965,754 
- 2,126,315 

(396,474) 4,092,069 

$200,665 
1,308 

20 1,973 

$1,965,754 
2,125,007 
4,090,76 I 

$ 88,719 

88,719 

- 

1,250 
187,284 

2,581 
- 

- 3,831 
(66,685) 150,599 

- 
30,000 

21,053 
519,642 

- 

(17,881) 21,339 
(22,216) 743,909 

(651,285) 
(758,067) 919,678 

-I 370,569 

- 

18,167 
186,792 
101,101 
336,060 

(8,925) 

- 
53,297 

I_ 

- 
6,394 

550, I 84 
556,578 
40,565 

729,22Y 
326,5 18 

55,878 
12,411 

I 290 290 

- 27 1,059 271,059 

2343 14 

1-1 .- 

243,252 - 4,120 3,512 706 
$5,652,481 $689,374 $435,221 $274,382 $( 1,154,541) $5,896.917 
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REPORT OF INDEPENDENT REGIS-D PUBLIC ACCOUNTING FURM 

The Board of Directors 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of 
March 31,2008, and the related condensed consolidated statements of income for the three-month and six- 
month periods ended March 31,2008 and 2007, and the condensed consolidated statements of cash flows for 
the six-month periods ended March 31,2008 and 2007. These financial statements are the responsibfity of the 
Company's management. 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial information consists principally of applying analytical 
procedures and making inquiiies of persons responsible for financial and accounting matters. It is substantially 
less in scope than an audit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the 
condensed consolidated hancial  statements referred to above for them to be in conformity with U.S. generally 
accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheet of Atmos Energy Corporation as of 
September 30, 2007, and the related consolidated statements of income, shareholders' equity, and cash flows 
for the year then ended, not presented herein, and in our report dated November 27, 2007, we expressed an 
unqualifjed opinion on those consolidated financial statements. In our opinion, the information set forth in the 
accompanying condensed consolidated balance sheet as of September 30, 2007, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived. 

Is/ ERNST & YOUNG LLP 

Dallas, Texas 
May 5,2008 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

INTRODUCTlON 

The following discussion should be read in conjunction with the condensed consolidated financial 
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-K for the year ended September 30,2007. 

Cautionary Statement for the Purposes of the Safe Harbor under the Private Securities Litigation Reform 
Act of 1995 

The statements contained in this Quarterly Report on Fom 10-Q may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statemmts of historical fact included in this Report are 
forward-looking statements made in good faith by us and are intended to qualify for the safe harbor from 
liability established by the Private Securities Litigation Reform Act of 1995. When used in this Report, or any 
other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, 
“forecast“, “goal”, “intend”, “objective”, “plan”, “projection”, ‘‘seek”, ‘‘strategy” or similar words are intended 
to identify forward-looking statements. Such forward-looking statements are subject to risks and uncertainties 
that could cause actual results to differ materially from those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. 
These risks and uncertainties, which are discussed in more detail in  our Annual Report on Form 10-K for the 
year ended September 30,2007, include the following: regulatory trends and decisions, including deregulation 
initiatives and the impact of rate proceedings before various state regulatory commissions; market risks beyond 
our control afFecting our risk management activities including market liquidity, commodity price volatility, 
increasing interest rates and counterparty creditworthiness; the concentration of our distribution, pipeline and 
storage operations in one state; adverse weather conditions; our ability to continue to access the capital 
markets; the effects of innation and changes in the availability and prices of natural gas, including the 
volatility of natural gas prices; the capital-intensive nature of our distribution business, increased competition 
from ertergy suppliers and alternative forms of energy; increased costs of providing pension and postretirement 
health care benefits; the impact of environmental regulations on our business; the inherent hazards and risks 
involved in operating our distribution business, natural disasters, terrorist activities or other events; and other 
uncertainties, which may be discussed herein, including the outcome of any pending federal or state regulatory 
investigations, al l  of which are difficult to predict and many of which are beyond our control. Accordingly, 
while we believe these forward-looking statements to be reasonable, there can be no assurance that they will 
appIoximate actual experience or that the expectations derived from them will be realized Further, we 
undertake no obligation to update or revise any of our forward-looking statements whether as a result of new 
information, future events or otherwise. 

OVERVIEW 

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regulated natural gas 
distribution and transportation and storage businesses as well as other nonregulated natural gas businesses. We 
distribute natoral gas through sales and transportation arrangements to approximately 3.2 million residential, 
commercial, public authority arid industrial customers throughout our six regulated natural gas distribution 
divisions, which cover service areas located in 12 states, In addition, we transport natural gas for ochers 
through our distribution system. 

Through our nonregulated businesses, we pri~~arily provide natural gas management and marketing 
services to municipalities, other local gas distribution companies and industrial customers primarily in the 
Midwest and Southeast and natural gas transportation and storage services to certain of our natural gas 
dislribution divisions and to third parties. 
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Our operations are divided into €our segments: 

the natural gas distribution segment, which includes our regulated natural gas distribution and related 

the regulated transmission and storage segment, which includes the regulated pipeline and storage 

the natural gas marketing segment, which includes a variety of noweedated natural gas management 

the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering, 

sales operations, 

opetations oi the Amos Pipeline -. Texas Division, 

services and 

transmission and storage services. 

CRITICAL ACCOUNTING ESTIMATES AM) POLICIES 

Our condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these fmancial statements requires zzs to make estimates 
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activities, allowance for doubtful 
accounts, legal and environmental accruals, insurance acauais, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actual results may di.fFer from such estimates. 

described in our Annual Report on Fom 10-R €or the year ended September 30, 2007 and include the 
following: 

Our critical accounting policies used in the preparation of our consolidated financial statements are 

Regulation 

Revenue Recognition 

Allowance for Doubtful Accounts 

Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

Our critical accounting policies are reviewed by the Audit Committee quarterly. There were no significant 
changes to these critical accounting policies during the six months ended March 31, 2008. 
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RESULTS OF OPERATIONS 

The following table presents our consolidated financial highlights for the three and six months ended 
March 3 1, 2008 and 2007: 

Operating revenues. . . . . . . . . . . . . . . . . . .  
Gross profit . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses . . . . . . . . . . . . . . . . . .  
Operating income. . . . . . . . . . . . . . . . . . . .  
Miscellaneous income . . . . . . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. I . . - . . ~ - . I . 
Income tax expense . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . .  
Dihted net income per share ........... 

Three Months Ended 
March 31 March 31 

2008 2007 2008 2007 
(Ln tholJ.sands) 

$2,075,582 $4,141,495 
428,686 804,032 
219,674 434,380 
209,O 12 369,652 

1,838 1,374 
35,262 70,333 

175,588 300,693 
69.083 1 15,356 

$ 106,505 $ 185,337 
$ 1.20 $ 2.06 

Six Months Ended 
- 

$2,483,985 
434,394 
223,251 
211,143 

1,467 
33,516 

179,094 
67,560 

$ 111,534 
$ 1.24 

$3,678,215 
804,278 
424,106 
380,172 

3,417 
74,794 

308,795 
1 21,029 

$ 187,766 
$ 2.18 

Our consolidated net income during the three and six months ended March 31,2008 and 2007 was earned 
in each of our business segments as follows: 

Three Months Ended 
March 31 

2008 2007 Change 
(Tu thoosands) 

Natural gas distribution segment . . . . . . . . . . . . . . . . . . . . . . . . .  $ 85,656 $ 76,320 $9,336 
Regulated transmission and storage segment . . . . . . . . . . . . . . . .  15,224 13,273 1,951 
Natural gas marketing segment. . . . . . . . . . . . . . . . . . . . . . . . . .  5,279 11,031 (5,752) 
Pipeline, storage and other segment. -. 5,375 - - . - ~  5,881 - (506) . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1 11,534 $106,505 $5,029 

Stx Months Ended 
March 31 

2008 2007 Change 
(In thousonds) 

Natural gas distribution segment ........................ $125,820 $108,154 $ 17,666 
Regulated transmission and storage segment . . . . . . . . . . . . . . .  25,071 22,924 2,147 

Pipeline, storage and ocher segment. . . . . . . . . . . . . . . . . . . . . .  8,567 10,710 (2,143) 

Netincome.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $185,337 $187,766 $ (2,429) 

Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . .  25,879 45,978 (20,099) 

-- 
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The following tables segregate our consolidated net income and diluted earnings per share between our 
regulated and nonregulated operations: 

Three Months Ended 
March 31 

2407 Change 
(In thousands, except per share data) 

Regulated operations ................................. $100,880 $ 89,593 $1 1,287 
Nonregulated operations. .............................. 10,654 16,912 (6,258) 

Consolidated net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $111,534 $106,505 $ 5,029 

Diluted EPS from re,.ulated operations.. .................. $ 1.12 $ 1.01 $ 0.11 
Diluted EPS from nonregulated operations ................. 0.12 0.19 (0.07) 

Consolidated diluted EPS.. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1.24 $ 1.20 $ 0.04 

-- 2008 

Si Months Ended 
March 31 

2008 2007 Change 
(In thousands, except per share dah) 

Regulated operations.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $150,891 $131,078 $ 19,813 

Consolidated net income.. ............................ $185,337 $187,766 $ (2,429) 

Nonregdated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,446 56,688 (22,242) -- 

Diluted EPS from regulated operations . . . . . . . . . . . . . . . . . . .  $ 1.68 $ 1.52 $ 0.16 
Diluted EPS kom nonregulated operations. . . . . . . . . . . . . . . . .  0.38 0.66 (0.28) 

Consolidated diluted EPS . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2.06 $ 2.18 $ (0.12) 

The following summarizes the results of our operations and other significant events for the six months 

Regulated operations generated 81 percent of net income during the six months ended March 31,2008 
compared to 70 percent during the six months ended March 31, 2007. The $19.8 million increase in our 
regulated operations net income p d a d y  reflects rate increases in our Mid-Tex, Kentucky, Louisiana 
and Tennessee service areas coupled with higher rates and throughput in our Amos Pipeline -- Texas 
Division. 

Nonreplated operations contributed 19 percent of net income during the six months ended March 3 1, 
2008 compared to 30 percent during the six months ended March 31, 2007. The $22.2 million decrease 
in our noruegdated operations net income prhnady reflects lower asset optimization margins pXtiaUy 
offset by higher delivered gas margins and lower unrealized losses. 

compared with $51 1.9 million for the six months ended March 3 1 ,  2007, primarily reflecting an 
increase in cash required to collateralize our risk management accounts. 

In September 2007, we filed a statement of intent for a rate increase of $51.9 million in our Mid-Tex 
Division. During the three months ended March 31, 2008, we reached settlement agreements with 438 
of the 439 cities in our Mid-Tex Division. The only city that has not settled is the City of Dallas. In 
March 2008, hearings were conducted at the Railroad Conunission of Texas on the rate case with the 
City of Dallas, with a final order expected in June 2008. 

ended March 3 1, 2008: 

For the six months ended March 31,2008, we generated $479.2 million in operating cash flow 
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Three Months Ended March 31,2008 compared with Three Months Ended March 31,2007 

Natural Gas Distribution Segment 

The p~%.~iary factors that impact the results of our natural gas distribution operations are our ability to 
earn our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service areas. 

Our ability to earn our authorized rates of return is based primarily on our ability to improve the rate 
design in our various ratemaking jurisdictions by reducing or eliminating regulatory lag and, ultimately, 
separating the recovery of our approved margins from customer usage patterns. Improving rate design is a 
long-term process and is further complicated by the fact that we operate in multiple rate jurisdictions. 

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of 
weather that is above or below normal is substantially offset through weather normalization adjustments, 
known as WNA, which has been approved by state regulatory commissions for approximately 90 percent of 
our residential and commercial meters in the following states for the following time periods: 

O ~ r  ...................................................... 
Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
I(entucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Loaisiana .................................................... 

Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Texas: Mid-Tex ............................................... 
Texas: West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Mississippi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

October - May 
October - May 
November - April 
December March 
November - April 
November - April 
November - April 
October .- May 

Virginia. .................................................... January - December 

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therefore, increases in the cost of gas are offset by a 
corresponding increase in revenues. Accordingly, we believe gross profit i s  a better indicator of our financial 
performance than revenues. However, gross profit in our Texas and Mississippi service areas include franchise 
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). 
Therefore, the amount of these taxes included in revenues is influenced hy the cost of gas and the level of gas 
sales volumes. We record the associated tax expense as a component of taxes, other than income. Although 
changes in revenue-related taxes arising from changes in gas costs affect gross profit, over time the impact is 
offset within operating income. liming differences exist between the recognition of revenue for franchise fees 
collected from our customers and the recognition of expense of franchise taxes. The effect of these timing 
differences can be significant in periods of volatile gas prices, particularly in our Mid-Tex Division. These 
timing differences may favorably or unfavorably affect net income; however, these amounts should offset over 
time with no pemianent impact on net income. 

debt expense, and may sequire us to increase bor-iowings under our credit facilities resulting in higher interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions may cause customers to conserve os use alternative energy sources. 

Higber gas costs may also adversely impact our accounts receivable collections, resulting in higher bad 
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Review of Financial and Operating Results 

Financial and operational hi@&& for our natural gas distribution segment for the three months ended 
March 31, 2008 and 2007 are presented below. 

Three Months Ended 
March 31 

2008 2007 Change 
(In thousands, unless otherwise noted) 

Gross profit. ....................................... $357,524 
Operaring expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  194,012 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  163,5 12 
MisceUaneous income ................................ 3,670 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,084 

Income before income taxes. .......................... 138,098 
Income tax expense .................................. 52,442 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 85,656 

Consolidated natural gas distribution sales volumes -- MMcf . . .  135,568 

.- 

$346,246 
191,897 

154,349 
2,621 

29,704 

127,266 
50,946 

$ 76,320 

133,856 

$1 1,278 
2,115 

9,163 
1,049 
(620) 

10,832 
1,496 

$ 9,336 

1,712 
Consolidated natural gas distribution transportation volumes 

Total consolidated natural gas distribution throughput - 

Consolidated naanal gas distribution average transportation 

Consolidated natural gas distribution average cost of gas per Mcf 

163 MMcf .......................................... 39,730 39,567 
,~ 

MMcf ........................................ 175,298 173,423 1,875 

revenueperMcf.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.44 $ 0.48 $ (0.04) 

sold.. .......................................... $ 8.59 $ 8.33 $ 0.26 

The following table shows our operating income by natural gas distribution division for the three months 
ended March 31, 2008 and 2007. The presentation of our natural gas distribution operating income is included 
for fmancial reporting purposes and may not be appropriate for ratemaking purposes. 

Thee Months Ended 
March 31 

(In tbousands) 

- 
Change ,- 2008 24t07 

Colorado-Kansas.. .................................. $ 15,536 $ 14,968 $ 568 
KentuckylMid-States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,875 28,948 
Louisiana .......................................... 19,236 23,026 (3,790) 
Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  72,479 59,007 13,472 
Mississippi ........................................ 16,514 16,204 

927 

310 
West Texas ........................................ 8,919 12,115 (3,196) 

872 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  g1 - other 953 

Total.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $163,512 $154,349 $ 9,163 

The $1 1.3 million increase in natural gas distribution gross profit primarily reflects a $13.4 million net 
increase in rates. The net increase in rates primatay was attributable to the Mid-Tex Division, which increased 
$1 2.4 million as a result of the 2006 Gas Reliability Infrastructure Program (GRIP) filing, the prior Mid-Tex 
rate case, which was substantially concluded in March 2007 and the absence of a one-time GRIP refund in the 
prior year. The current-year period also reflects $3.8 million in rate increases in our Kentucky, Louisiana, 
Tennessee and West Texas service areas. 
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Gross profit also increased approximately $4.0 million in revenue-related taxes primarily due to higher 
revenues, on which the tax is calculated, in the current-year quarter compared to the prior-year quarter. This 
increase, partially offset by a $1.3 million quarter-over-quarter increase in the associated fmnchise and state 
gross receipts tax expense recorded as a component of taxes other than income, resulted in a $2.7 million 
increase in operating income when compared with the prior-year quarter. 

depreciation and amortization expense and taxes, other than income, increased $2.1 million. 

primarily ‘due to an overall increase in administrative costs. ?he prior-year quarter includes the favorable 
impact of a nonrecuning $4.3 million deferral of incremental Hurricane Katrina-related operation and 
maintenance expenses in the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 

Operation and maintenance expense, excluding the provision for doubdul accounts, increased $7.9 million, 

The provision for doubtful accounts decreased $1.6 million to $2.8 million for the three months ended 

Depreciation and amortization expense decreased $2.8 million for the second quarter of fiscal 2008 

March 3 1, 2008. The decrease primalily was attributable to stronger collection efforts. 

compared with second quarter of fiscal 2007. The decrease primarily was attributable to changes in 
depreciation rates as a result of recent rate cases. 

Results for rhe quarter include a $1.2 million gain on the sale of irrigation assets in our West Texas 

Interest charges allocated to the natural gas distribution segment decreased $0.6 d o n  due to lower 
average effective interest rates experienced during the current-year quarter compared to the prior-year quarter. 

Division. 

Receni Ratemaking Developments 

Significant raternaking developments that occurred during the six months ended March 3 I ,  2008 are 
discussed below. The amounts described below represent the gross revenues that were requested or received in 
each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain 
operating costs may have increased as a result of a commission’s final ruling. 

Mid-’rex Division Rate Settlements 

In September 2007, Atmos Energy filed a statement of intent for a rate increase of $5 1.9 million in our 
Mid-Tex Division. During the fiscal 2008 second quarter, we reached settlement agreements with 438 of the 
439 cities, and have support from Railroad Commission of Texas staff to implement the settlement for our 
environs customers. The City of Dallas is the only city with whom we have not reached a settlement The 
setdement agreement includes i) an increase of approximately $10 ulillion, that was implemented effective 
April 1, 2008; ii) a rate review mechanism (RRM) that will reflect annual changes in the Mid-Tex Division’s 
cost of service and rate base; iii) an authorized return on equity of 9.6 percent; and iv) the establishment of a 
new program designed to encourage natural gas conservation. 

In March 2008, hearings were conducted at the Railroad Commission of Texas (RRC) on the rate case 
with the City of Dallas. We expect to receive a proposal for decision in mid-May 2008 with a final order 
expected in June 2008. 

October 1 ,  2008, for the cities that have agreed to the settlement The proposed increase to base rates is 
$33.5 million. 

In April 2008, the Mid-Tex Division filed its first Rate Review Mechanism that will adjust iates. effective 

Other Rate Case Filings 

In May 2006, Atmos Energy began receiving ‘‘show cause” ordinances from several of the cities in the 
West Texas Division. In Decembn 2007, our West Texas Division reached a settlement agreement with the 
West Texas cities resulting in an approved GRIP filing to include in rate base approximately $7.0 rnillion of 

--- 
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capital costs incurred during calendar year 2006. The fiLing should result in additional annual revenues of 
approximately $1.1 million. The settlement agreement also included an agreement to work on a rate review 
mechanism for our West Texas system during 2008 which, like the Mid-Tex Division’s RRM, would adjust 
rates on a periodic basis to reflect changes in the West Texas Division’s cost of service and rate base for this 
service area. 

In October 2007, our KentuckyMd-States Divkion settled its $11.1 million rate case filed in May 2007 
with the Tennessee Regulatory Authority. The settlement resulted in an increase in annual revenue of 
$4.0 million and a $4.1 million reduction in depreciation expense. 

In September 2007, we filed an application with the Kansas Corporation Commission (KCC) requesting a 
rate increase of $5.0 million in our Kansas service area. A tentative settlement for an increase in annual 
revenue of $2.1 million was reached with the Kansas Commission Staff in March 2008. The settlement was 
contested by the Consumer Utility Ratepayer Board. A hearing on the merits of the settlement was conducted 
in April 2008 and a final order is expected in May 2008. 

In February 2008, we fded for ;1 rate increase of $0.9 million in the Vuginia jurisdiction of our Kentucky/ 
Mid-States Division. A procedural schedule has been established that should result in a final order being 
issued by the fourth quarter of fiscal year 2008. 

In March 2008, we filed for a rate increase of $6.2 million in the Georgia jurisdiction of our Kentucky/ 
Mid-States Division. A procedural schedule has been established that shonld result in a final order being 
issued by the fourth quarter of Gscal year 2008. 

Stable Rate Filings 

Louisiaim Division. In December 2007, we filed our TransLa annual rate stabilization clause with the 
Louisiana Public Service Commission requesting an increase of $2.2 million, including an increase in 
depreciation expense of approximately $0.4 million. The filing was for the test year ended September 30, 
2007. The TransLa filing was approved in March 2008 and resulted in an increase of $2.1 million in annual 
revenue effective April 1, 2008. In April 2008, we filed the LGS annual rate stabilization clause, requesting an 
increase of $2.6 million. The f img  was for the test year ended December 3 1, 2007 and is expected to be 
effective July 1,2008. 

Mississippi Division. In December 2007, the Mississippi Public Service Commission approved OW 
annual stable rate Wing with no change in rates. 

Regulated Transmission and Storage Segmen f 

Our regulated transmission and storage segment consists of the regulated pipeline and storage opei-ations 
of the Amos Pipeline - Texas Division. The Atmos Pipeline - Texas Division transports natural gas to our 
Mid-Tex Division and third parties and manages five underground storage reservoirs in Texas. We also provide 
ancillary services customary in the pipeline industry including parking and lending arrangements and sales of 
inventory on hand. 

Similar to our natural gas distribution segment, our regulated transmission and storage segment is 
impacted by seasonal weather patterns, competitive factors in the energy industry and economic conditions in 
our service areas. Further, as the Atmos Pipeline - Texas Division operations supply aU of the natural gas for 
our Mid-Tex Division, the results of this se,.ment are highly dependent upon the natural gas requirements of 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Atmos Pipeline Texas Division 
may be impacted by the timing of when costs and expenses are incurred and when these costs and expenses 
are recovered through its tarif%. 
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Review of Financial and Operating Resukv 

Financial and operational highlights for om regulated transmission and storage segment for the thee 
months ended March 31, 2008 and 2007 are presented below. 

Three Months Ended 

Mid--Tex transportation ................................ 
Third-party transportation .............................. 
Storage and park and lend servjces ....................... 
O ~ l  er . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit ....................................... 
Operating expenses .................................. 
Operating income. .................................. 
Miscellaneous income ................................ 
Interest charges ..................................... 
Income before income taxes. .......................... 
Income tax expense .................................. 

March 31 
30s 2007 Change 

(zn thonsands, anless otherwise noted) 

$ 28,260 
18,229 
1,862 
3,089 

5 1,440 
21,378 
30,062 

209 
6,776 

23,495 
8,27 1 

$ 25,967 
13,702 
1,876 
4,523 

46,068 
19,037 
27,031 

581 
6,6441 

20,971 
7,698 

$ 2,293 
4,527 

(14) 
( 1,434) 
5,372 
2,341 
3,03 1 
(372) 
135 

2,524 
573 ---. 

Netmcome.. ...................................... $ 15,224 $ 13,273 $ 1,951 

Gross pipeline transportation volumes -MMcf ............. 223,476 199,701 23,775 

Consolidated pipeline transportation volumes --MMcf. . . . . . . .  141,108 116,995 24,113 

The $5.4 million increase in gross profit primarily was attributable to a $3.0 million increase from rate 
adjustments resulting f?om our 2006 GRTP filing and a $1.7 million increase from transportation volumes. 
Consolidated throughput increased 21 percent, primarily due to hicreased transportation in the Barnett Shale 
and Carthage regions of Texas. The improvement in gross profit also reflects increased service fees and unit 
transportation margins due to favorable market conditions which contributed $1.7 million. These increases 
were partially offset by a $1.5 million decrease in sales of excess gas that occurred in the prior-year quarter. 

Operating expenses increased $2.3 million primarily due to increased pipeline integrity and maintenance 
costs. 

Recent Ratetnaking Developments 

In April 2008, the RRC approved the GRIP Wing for our Atmos Pipeline -- Texas Division to include in 
rate base approximately $46.6 million of capitaI costs incurred during calendar year 2007. The fding should 
result in additional annual revenues of approximateIy $7.0 million. These revenues represent the gross revenues 
that were received in the filing, which may not necessarily result i n  an equal increase in operating income, as 
some operating costs may increase. 

Natural Gas Marketing Segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges transportation and/or 
storage logistics and ultimately delivers gas to our customers at competitive prices. To facilitate this process, 
we utilize proprietary and customer-owned transportation and slorage assets to provide the various services our 
customers request, including furnishing natud gas supplies at fixed and markebbdsed prices, contract 
negotiation and administration, load forecasting, gas storage acquisition and rrianagernent services, transporta- 
tion services, peaking sales and balancing services, capacity utilization strategies and gas price hedging 
through the use of derivative products. As a result, our revenues arise from the types of commercial 
transactions we have structured with our customers and include the value we extract by optimizing the storage 
and transportation capacity we own or control as well as revenues received for services we deliver. 

To optimize the storage and transportation capacity we own or control, we participate i n  transactions in 
which we combine the natural gas commodity and transportation costs to minimize our costs incurred to serve 
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our customers by identifying the lowest cost alternative within the natural gas supplies, transportation and 
markets to which we have access. Additionally, we engage in natural gas storage transactions i n  which we 
seek to find and profit from the pricing differences that occur over time. We purchase physical natural gas and 
then sell financial contracts at advantageous prices to lock in a gross profit margin. Through the use of 
transportation and storage services and derivative contracts, we are able to capture gross profit margin through 
the arbitrage of pricing differences in  various locations and by recognizing pricing differences that occur over 
time. 

Atmos Energy Marketing, LLC (AEM) continually manages its net physical position to enhance the 
future economic profit it captured when an original transaction was executed. There€ore, AEM may change its 
scheduled injection and withdrawal plans from one time period to another based on market conditions or 
adjust the amount of storage capacity it holds on a discretionary basis in an effort to achieve tlhis objective. 

We use derivatives, designated as fair value hedges, to hedge our natural gas inventory used in ow natural 
gas marketing storage activities. These derivatives are marked to market each month based upon the NYMEX 
price with changes in fair value recognized as unrealized gains and losses in the period of change. The hedged 
natural gas inventory is marked to market at the end of each month based on the Gas Daily index with 
changes in fair value recognized as unrealized gains and losses in the period of change. Changes in the spreads 
between the forward natnral gas prices used to value the financial hedges designated against our physical 
inventory and the market (spot) prices used to value our physical storage result in the unrealized margins 
reported as a part of our storage activities until the underlying physical gas is cycled and the related financial 
derivatives are settled. 

AEM also uses derivative insb-aments to capture additional storage arbitrage opportunities that arise 
subsequent to the execution of the original physical inventory hedge and to insulate and protect the economic 
value within its storage and marketing activities. Changes in fair value associated with these financial 
instruments are recognized as unrealized gains and losses within AEM’s storage and marketing activities until 
they are settled. 

Review of Financial and Operating Results 

Financial and operational highlights for our natural gas marketing segment for the three months ended 
March 31, 2008 and 2007 are presented below. Gross profit margin for our natural gas marketing segment 
consists primarily of margins earned from the delivery of gas and related services requested by our customers 
and asset optimization activities which are derived from the utiIization of our managed proprietary and third 
party storage and transportation assets to capture favorable arbitrage spreads through natural gas trading 
activities. 
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Unrealized margins represent the unrealized gains or losses on net physical gas position and related 
derivative contracts used by our natural gas marketing segment to manage commodity price risk as described 
aboye. These margins fluctuate based upon changes in the spreads between the physical and forward natural 
gas prices. Generally, if the physical/financial spread narrows, we will record unrealized gains or lower 
unrealized losses. If the physicalbancia1 spread widens, we will record uwealied losses or lower unrealized 
gains. The magnitude of the unrealized gains and Iosses is also contingent upon the levels of our net physical 
position at the end of the reporting period. 

Three Months Ended 
March 31 

2008 2007 Change 
(In thousands, unless otherwise noted) 

Delivered gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 26,195 $ 14,252 $ 11,943 
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,737 77,724 (49,987) 
Unrealized margins. . . . . . . . .  . . . . . . . . . . . . . . .  . . . . . . . .  (37,600) (68,923) 31,323 

Grossprofit.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,332 23,053 (6,721) 
Operating expenses. .................................. 6,306 7,445 (1,139) 

Operating income 15,608 (5,582) .................................. 10,026 
Miscellaneous income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  602 2,522 (1,920) 
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  379 1,623 

- I _ ~  - . . 2,002 

Income before income taxes .......................... 8,626 I7,75 1 (9,125) 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,347 . 6,720 (3,373) 

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 5,279 $ 11,031 $ (5,752) 

Gross natural gas marketing sales volumes - MMcf . . . . . . . . .  136,677 114,110 22,567 

Consolidated natural gas marketing sales volumes ---.MMcf. . . .  120,023 101,386 18,637 

Net physical position (Eci) ............................ 20.7 19.6 1.1 

The $6.7 million decrease in our natural gas marketing segment's gross profit primarily reflects a 
$50.0 million decrease in asset optimization margins. Natural gas market conditions were significantly less 
volatile during the current-year quarter compared with the prior-year quarter, which created fewer opportunities 
to capitalize on price fluctuations. As a result, the decrease in asset optimization is primarily attributable to 
smaller gains realized fkom the settlement of financial positions related to physical gas deliveries from our 
storage assets compared with h e  prior-year quarter. Additionally, increased storage demand fees incui~ed to 
support our asset optimization activities contributed to the decrease in gross profit 

An $1 I .9 million increase in delivered gas maigins partially offset the decrease in asset optimization 
activities resulting from increased sales voIumes and increased per unit margins. Gross sales volumes increased 
20 percent compared with the prior-year quarter as a result of the successful execution of our marketing 
eflorts. ?%e increase in delivered gas rnargin was also attributable to the realization of favorable gains due to 
the location of gas sold After excluding the effect of these location basis gains, we experienced a 24 percent 
increase in per-unit margins during the three months ended March 31, 2008 cornpared with the prior-year 
quarter. 

Gross profit margin was also favorably impacted by a $31.3 million increase in unrealized margins 
attributable to a nan-owing of the spreads between the current cash prices and forward natural gas prices 
during the current-year Quarter compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, decreased $1.1 million primarily 
due to a decrease in employee and other administrative costs. 
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Economic GTOSS Prost 

AEM monitors the impact of its asset optimization efforts by estimating the gross profit that it captured 
through the purchase and sale of physical natural gas and the associated fmancial derivatives. The reconcilt- 
ation below of the economic gross profit, combined with the effect. of unrealized gains or losses recognized in 
accordance with generally accepted accounting piinciples in the financial statements in  prior periods, is 
presented to provide a measure of the potential gross profit fiom asset optimization that could occur in future 
periods if AEM's optimization efforts are executed as planned. We consider this measure of potential gross 
profit a non-GAAP financial measure as it is calcuIated using both forward-looking and historical financial 
information. The following table presents AFM's economic gross profit and its potentiil gross profit at 
March 31, 2008, December 31, 2007 and September 30, 2007. 

Associated Net 
Net Pbysical Economic Gross Unrealized Gain Potential Gross 

Period Ending position Profit (Lo=) Profit 
0 (In millions) (In millions) (In millions) 

March 31,2008. . . . . . . . . . . . . ~ . . !b (0.6) $11.4 
December 31,2007.. . . . . . " .  . . . . 17.7 $44.2 $32.9 $11.3 
September 30,2007. . . . . . . . . . . . 12.3 $40.8 $10.8 $30.0 

As of March 31,2008, based upon M M ' s  derivatives position and inventory withdrawal schedule, the 
economic gross profit was $10.8 million. amount i s  increased by $0.6 million of net unrealized losses 
recorded in the financial statements as of March 3 1, 2008 that will reverse when de  inventoiy is withdrawn 
and the accompanying financial derivatives are settled Therefore, the potential gross profit was $1 1.4 million. 
This potential gross profit amount will likely not result in an equal increase in future net income as AF!M will 
incur additional storage and other operational expenses and increased income taxes to realize this amount. 

The $0.1 million increase in potential gross profit as compared to December 31, 2007, reflects a 
$33.5 million decrease in unrealized gains primarily attributable to realizing previously recorded gains offset 
by a $33.4 million decrease in the economic gross profit As a result of the natural gas market conditions 
experienced during the quarter, ABM elected to reco-he most of the economic value captured as of 
December 31,2007 by cycling gas kom storage and executing the associated financial contmcts. During this 
process, AEM increased its net physical position; however, the captured spreads were lower than in prior 
periods. 

of the economic gross profit is contingent upon the execution of this plan, weather and other execution factors. 
Since AEI\II actively manages and optimizes its portfolio to enhance the future profitability of its storage 
position, it may change its scheduled injection and withdrawal plans from one time. period to another based on 
market conditions. Therefore, we cannot ensure that the economic gross profit or the potential gross profit 
calculated as of March 3 1,2005 will be fuuy realized in the future nor can we predict in what time periods 
such realization will occur. Further, if we experience operational or other issues which limit our ability to 
optimally manage our stored gas positions, our earnings could be adversely impacted Assuming AEM fully 
executes its plan in place on March 31, 2008, without encountering operational or other issues, we anticipate a 
portion of the potential gross profit as of March 3 1, 2008 will be recognized during the remainder of fiscal 
2008 with most of the remainder recognized during fiscal 2009. 

20.7 $10.8 

The economic gross profit is based upon planned injection and withdrawal schedules, and the realization 

Pipeline, Storage and Other Segment 

Our pipeline, storage and other segment primarily consists of the operations of Amos Pipeline and 
Storage, LLC (AF'S), Atmos Energy Services, LLC (AES) and Atrnos Power Systems, Inc., which are each 
wholly-owned by Atrnos Energy Holdings, Inc. 

APS owns or has an interest in underground storage fields in Kentucky and Louisiana. We use these 
storage facilities to reduce the need to contract for additional pipeline capacity to meet ctistomer demand 
during peak periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering 
business. As of March 31, 2008, these activities were limited in nature. 
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AES, through December 31,2006, provided nahual gas management services to our natural gas 
distribution operations, other than the Mid-Tex Division. These services included aggregating and purchasing 
gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our natural gas 
distribution service areas at competitive prices. Effective January 1, 2007, these activities were moved to our 
shared services function included in our natural gas distribution segment. AES continues to provide limited 
services to OUT natural gas distribution divisions, and the revenues AES receives are equal to the costs incurred 
to provide those services. 

associated facilities and lease these plants through lease agreements that are accounted for as sales under 
generally accepted accounting principles. 

gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 

Through Atmos Power Systems, Inc., we have constructed electric peaking power-generating plants and 

Results for this segment are primarily impacted by seasonal weather patterns and volatility in the natural 

Review of Firurncia1 and Operating Results 

Financial and operational highlights for our pipeline, storage and other segment for the three months 
ended March 3 1, 2008 and 2007 are presented below. 

Three Months Ended 
March 31 

Storage and transportation services . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealized margins.. ................................... 
Grossprofit .......................................... 
Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income ..................................... 
Miscellaneous income. .................................. 
Interest charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense .................................... 
Netincome .......................................... 

2008 2007 Change 
(In thousands) 

$4,317 $ 3,726 $ 591 
6,070 13,729 (7,659) 
1,225 788 437 

(1,928) (4,395) 2,467 

9,684 13,848 (4,164) 
2,227 1,910 317 

7,457 11938 (4,481) 
1,942 696 1,246 

524 3,034 (2,510) 

8,875 9,600 (725) 
--- 3,500 3,719 (21 9) 

$ 5,375 $ 5,881 $ (506) 

--- 

-- 

- - -- 

-. _-I_- -II 

--- - - ~  
Pipeline, storage and other gross profit decreased $4.2 million primariky due to a $7.7 &on decrease in 

asset optimization margins as a result of a less volatile natural gas market. This decrease was partially offset 
by a $2.5 &on iuuease in unrealized margins associated with asset optimization activities. 

Opei-ating expenses increased $0.3 million primarily due to an increase in employee and other adminis- 
trative costs. 
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Six Months Ended March 31,2008 compared with Six Months Ended March 31,2007 

Natural Cns Distribution Segment 

Review of Firmitrial and Operating Results 

Financial and operational highlights for our natural gas distribution segment for the six months ended 
March 31, 2008 and 2007 are presented below. 

Six Months Ended 
March 31 

2008 2007 Change 
(In thousands, unless otherwise noted) 
~- 

Gross profit. ....................................... $630,724 $608,814 $21,910 
Operating expenses .................................. 369,709 37 1,354 (1,645) 
Operating income. .................................. 261,015 237,460 23,555 
Miscellaneous income ................................ 4,146 4,401 (255) 
Interest charges ..................................... 60,298 62,177 (1,879) 

Income before income faxes ........................... 204,863 179,684 25,179 
Income tax expense.. ................................ 79,043 71,530 7,513 

Net income.. ...................................... $125,820 $108,154 $17.666 

Consolidated natural gas distribution sales volumes - MMcf , . . 220,335 220,256 79 
Consolidated natural gas distribution transportation volumes 

MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  73,479 72,261 1,218 

Total consolidated natural gas distribution throughput - 
MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  293,814 292,517 1,297 

Consolidated natural gas distribution aveiage transportation 

Consolidated natural gas distribution average cost of gas per Mcf 

The following table shows our operating income by natural gas distribution division for the six months 

revenueperMcf. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.44 $ 0.48 $ (0.04) 

sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 8.26 $ 8.25 $ 0.01 

ended March 31,2008 and 2007. The presentation of our natural gas distribution operating income is included 
for financial reporting purposes and may not be appropriate for ratemahiog purposes. 

Si Months Ended 
March 31 

_I- 

Colorado-Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
KentuckylMid-S tates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Toral . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2008 2007 -~ 
(In fhousands) 

$ 22,224 $ 23,640 
44,043 43,151 
31,168 3.3619 

122,704 94,347 
24,343 23,X03 
13,895 18,621 
2,638 279 

$261,015 $237,460 

Change 
,- 

$11,416) 
892 

(2,45 1 ) 
28,357 

540 
(4,726) 
2,359 

$23,555 

The $21.9 million increase in natural gas distribution gross profit primarily reflects a $22.8 d o n  net 
increase in rates. The net increase in rates primarily was attributable to the Mid-Tex Division which increased 
$19.1 million as a result of the 2006 GRIP fXhg, the previous Mid-Tex rate case, which was substantially 
concluded in March 2007 and the absence of a one time GRIP refund in the prior year" The current-year 
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period dso reflects $7.2 million in rate increases in our Kentucb, Louisiana, Tennessee and West Texas 
service areas. 

Gross profit also increased approximately $6.0 million in revenue-related taxes primarily due to higher 
revenues, on which the tax is calculated, in the current-year period compared to the prior-year period This 
increase, coupled with a $0.4 million period-over-period decrease in the associated franchise and state poss 
receipts tax expense recorded as a component of taxes other than income, resulted in a $6.4 &on increase in 
operating income. when compared with the prior-year period. 

depreciation and amortization expense and mes ,  other than income, decreased by $1 -6 million. 
Operating expenses, which include opemtion and maintenance expense, provision for doubtful accounts, 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $8.8 million, 
primarily due to increased administrative and natural gas odorization costs partially offset by lower employee 
costs. The increase in operation and maintenance expense also reflects the absence in the current-year period 
of the aforementioned nonrecurring $4.3 million deferral of hurricane-related operation and maintenance 
expenses. 

The provision for doubtful accounts decreased $3.4 million to $7.4 million €or the six months ended 
March 31, 2008. The decrease primarily was attributable to stronger collection efforts. 

Depreciation and amortization expense decreased $3.7 million for the six rnonths ended March 31, 2008 
compared with the six months ended March 31, 2007. The decrease primarily was attributable to changes in 
depreciation rates as a result of recent rate cases. 

Texas Division. 
Results for the current-year period include a $1.2 ndlion gain on the sale of inigation assets in our West 

Interest charges allocated to the natural gas distribution segment decreased $1.9 million due to lower 
average outstanding short-term debt balances in the current-year period compared with the prior-year period 

Regulaled Transmission and Storage Segment 

Review of Financial and Operahg Results 

Financial and operational highlights for our regulated transmission and storage segment for the six months 
ended March 31,2008 and 2007 are presented below. 

Six Months Ended 
March 31 

2008 2007 Change 
(In thumnds, unless otherwise noted) 

Mid-Tex transportation.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50,448 $ 46,431 $ 4,217 
Third-party transportation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  36,461 28,355 8,106 
Storage and park and lend services. ...................... 3,901 5,050 (1,149) 
Other. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  96,486 85,940 10,546 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44,170 36,592 7,578 
Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  52,316 49,348 2,968 
h4iscellaneous income ................................ 383 91 0 (527) 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,847 14,132 (285) 
Income before income taxes. .......................... 38,852 36,126 2,726 

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 25,071 $ 22,924 $ 2,147 
Income tax expense .................................. 13,781 13,202 579 

Gross pipeline transportation volumes - MMcf . . . . . . . . . . . . .  41 2,340 370,3 19 42,021 

Consolidated pipeline transportation volumes - MMcf . . . . . . . .  277,308 233,808 43,500 
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The $10.5 million increase in gross profit primarily was attributable to a $5.7 million increase from rate 
adjustments resulting from our 2006 GRIP filing and a $3.7 million increase from transportation volumes. 
Consolidated throughput increased 19 percent primarily due to increased transportation in the Barnett Shale 
and Csthage regions of Texas. The improvement in gross profit also reflects increased service fees and unit 
transportation margins due to favorable market conditions which contribnkd $2.1 million. New compression 
contracts and transportation capacity enhancements also contributed $1.6 million. These increases were 
partially offset by a $1.5 million decrease in sales of excess gas compared to the same period in the prior year 
and a $1.2 million decrease in storage, parking and lending services due to market conditions. 

Operahg expenses increased $7.6 million primarily due to increased pipeline integrity and maintenance 
costs. 

Nntural Gas Marketing Segment 

Review of Aimitcia1 and Uperaling Resulls 

Financial and operational highlights for our natural gas marketing segment for the six months ended 
March 31, 2008 and 2007 are presented below. 

Six Months Ended 
March 31 

2008 2007 Change 
(In thousands, unless otherwise noted) 

Delivered gas.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 44,368 $ 34,321 $10,047 
Asset optimization .................................. 27,212 71,934 (44,722) 
Unrealized margins" . . . . . .  . . . . . . . . . . .  . . . . . . . . . . . . . . . .  (9,285) (20,068) 10,783 --- 
Grossprofit ....................................... 
Operating expenses. ................................. 
Operating income .................................. 
Miscellaneous income. ............................... 
Interest charges. .................................... 
Income before income taxes .......................... 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netincome ....................................... 

62,295 
17,570 

44.725 
1,398 
3.316 

42,807 
16,928 

$ 25,879 
-- 

86,187 
13,601 

72,586 
4,238 
1,406 

75,418 
29,440 

$ 45,978 
*_..- 

(23,892) 
3,969 

(27,861) 
(2,840) 
1,910 

(32,61 I )  
(12,512) 

$(20,099) 

Gross natural gas marketing sales volumes -..-- MMcf . . . . . . . . .  245,386 202,148 43,238 

Consolidated natural gas marketing sales volumes -- MMcf ..... 21 6,229 178,912 37,3 17 

Net physical position (Bcf) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.7 19.6 1.1 

The $23.9 million decrease in our natural gas marketing segment's gross profit primarily reflects a 
$44.7 million decrease in asset optimization margins. As a result of the less volatile natural gas market, we 
recognized smaller gains on the settlement of financial positions related to physical gas deliveries from storage 
assets. Additionally, increased storage fees charged by third parties contributed to the decrease in asset 
optimization gross profit. 

The decrease was partially offset by a $10.0 million increase in delivered gas margins. Gross sales 
volumes increased 21 percent compared with the prior-year period. The increase in dehered gas margin was 
also attributable to the realization of favorable gains due to the location of gas sold in certain market areas on 
certain contracts. Mter excluding the effect of these location basis gains, we experienced an 11 percent 
decrease in per-unit margins during the six months ended March 31,2008, compared with the prior-year 
period as the increases experienced during the second quarter pai2ially offset the decreases experienced duiing 
the fist quai-ter of fiscal 2008. 
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h s s  profit margin was also iavorably impacted by a $10.8 million increase in unrealized margins 
attributable to a narrowing of the spreads between the current cash pnces and forward natural gas prices 
during the current-year period compared with the prior-year period 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, inmeased $4.0 million. The increase 
reflects $2.4 million for the settlement of certain tax matters coupled with a $1.6 d o n  increase in employee 
and other administrative costs. 

Pipeline, Storage and Other Segment 

Review of F'inaticial and Operating Results 

Financial and operational highhghts for our pipeline, storage and other segment €or the six months ended 
March 3 1, 2008 and 2007 are presented below. 

Six Months Ended 
March 31 

fin thousands) 
2007 Change 2008 -- ~ - 

Sturage and transportation services . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7,634 

O ~ e r  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,491 
Asset optimization ..................................... 5,112 

U ~ ~ ~ i l i z e d m ~ g i ~ s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  445 

Grossprofit ......................................... 15,682 
Operating expenses .................................... 4,258 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,424 
Miscellaneous income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,970 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,223 

Income before income faxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,171 
Income tax expense .................................... 5,604 

Netincome .......................................... $ 8,567 

$ 7,790 
13,194 
2,147 
1,825 

24,956 
4,350 

20,606 
1596 
4,635 

17,567 
6,857 

$10,710 
-- 

Pipeline, storage and other gross profit decreased $9.3 million primarily due to an $8.1 million decrease 
in asset optimization margins as a result of a less volatile natural gas market. The change in gross profit also 
reflects a decrease of $1.4 million in unrealized margins associated with asset optimization activities. 

Operating expenses for the six months ended March 31, 2008 remained generally unchanged compared 
with the prior-year period. 

Liquidity and Capital Resources 

Our working capital and liquidity for capital expenditures and other cash needs are provided fmm 
internally generated funds, borrowings under our credit facilities and commercial paper program. Additionally, 
from time to time, we raise funds iiom the public debt and equity capital markets to fund our Liquidity needs. 

Cash Flows 

Our internally generated funds may change in the future due to a number of factors, some of which we 
rannot control. These include regulatory changes, prices for our products and services, demand for such 
products and services, margin requirements resulting from significant changes in commodity prices, opera- 
tional risks and other factors. 
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Cash flows front operating activities 

Period-over-period changes in our operating cash flows primarily are attributable to changes in net 
income, working capital changes, particularly within our natural gas distribution segment resulting from the 
price of natural gas and the timing of customer collections, payments for natural gas purchases and deferred 
gas cost recoveries. 

For the six months ended March 31, 2008, we generated operating cash flow of $479.2 million from 
operdting activities compared with $51 1.9 million for the six months ended March 31,2007. Period over 
period, our operating cash flow was reduckd primarily by cash required to collateralize our risk management 
accounts, which reduced operating cash flows by $24.5 million. Changes in accounts receivable and other 
current assets reduced operating cash flow by $103.7 million These decreases were partially ogset by 
favorable timing of accounts payable and accrued liabdities which increased operating cash flow by 
$133.8 million. Finally, other changes in working capital and other items deneased operating cash flow by 
$38.3 million, primarily resulting from unfavorable net changes associated with our risk management 
activities. 

Cash flows porn imwsting activities 

In recent years, a substantial portion of our cash resources has been used to fund acquisitions and growth 
projects, our ongoing construction program and improvements to information systems. Our ongoing construc- 
tion program enables us to provide natural gas distribution services to our existing cnstomer base, expand our 
natural gas distribution services into new markets, enhance the integrity of our pipelines and, more recently, 
expand our intrastate pipeline network. In executing our current rate strategy, we are directing discretionary 
capital spending to jurisdictions that permit us to earn a timely return on our investment. Currently, our Mid- 
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline - Texas 
Division have rate designs that provide the opporlunity to include in their rate base approved capital costs on a 
periodic basis without being required to file a rate case. 

Capital expenditures for fiscal 2008 are expected to range from $450 million to $465 million. For the six 
months ended h h c h  31, 2008, we incurred $198.7 million for capital expenditures compared with $172.8 mil- 
Lion for the six months ended March 31, 2007. The increase in capital spending primarily reflects an increase 
in main replacements in our Mid- Tex Division and spending in the natural gas distribution segment for our 
new automated metering initiative. This initiative involves the installation of equipment that automatically 
reads and transfers customer consumption and other data to our customer information systems. This initiative 
is expected to improve the efficiency of our meter reading process. 

Cash flows from financing uctivilies 

For the six months ended March 31, 2008, our financing activities reflected a use of cash of $1 98.4 mil- 
lion compared with $234.9 million in the prior-year period. Our significant financing activities for the six 
months ended March 31, 2008 and 2007 are summarized as follows. 

D h g  the six months ended March 31, 2008, we repaid all amounts outstanding under our cxedit 
facilities, which represented a $150.6 miUion use o i  cash. The repayment reflects the positive impact of 
our strong operating cash flow during, 2008. 

In December 2006, we sold 6.3 million shares of common stock in an offering, including the 
underwriters’ exercise of their ovesallotment option of 0.8 million shares, generating net proceeds 01 
approximately $1 92 million. The net proceeds from this issuance were used to reduce our short-term 
debt 

During the six months ended March 31, 2008, we paid $58.4 rniIlion in cash dividends compared with 
$54.6 million for the six months ended March 3 1, 2007. The increase in dividends paid over the 
prior-year period reflects the increase in our dividend rate from $0.64 per share during the six months 
ended March 31, 2007 to $0.65 per shase dnring the six months ended March 31,2008 combined with 
our December 2006 equity offering and new share issuances under our various equity plans. 
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e During the six months ended March 31,2008, we issued 0.5 million shares of common stock under our 
various equity plans which generated net proceeds of $12.8 million. In addition, we granted 0.3 million 
shares of common stock under our 1998 Long-Term Incentive Plan. 

The following table summarizes onr share issuances for the six months ended March 31, 2008 and 2007. 
Six Months Ended 

March 31 
2008 2007 

Shares issued 
Direct Stock Purchase Plan. ................................... 203,025 158,416 
Retirement Savings Plan.. .................................... 268,712 191,617 
1998 Long-Term Incentive Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  343,500 348,642 
Outside Directors Stock-for-Fee Plan. ............................ 1,602 1,162 
PublicOffering - 6,325,000 

Total shares issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  816,839 7,024,837 

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

Credit Facilities 

As of March 31,2008, we had a total of approximately $1.5 billion of credit facilities, comprised of three 
short-term committed credit facilities totaling $918 million and, through AEM, a second uncommitted credit 
facility that can provide up to $580 million. Borrowings under our uncommitted credit facilities are made on a 
when-and-as-needed basis at the disuetion of the banks. Our credit capacity and the amount of unused 
borrowing capacity are affected by the seasonal nature of the natural gas business and our short-term 
borrowing requirements, which are typically highest during colder winter months. Our working capital needs 
can vary significantly due to changes in the price of natural gas charged by suppliers and the increased gas 
supplies required to meet customers’ needs during periods of cold weather. 

As of March 31, 2008, the amount available to us under our credit facilities, net of outstanding letters of 
credit, was $945.9 million. We believe these a d i t  facilities, combined with our operating cash flows, will be 
sufficient to fund our working capital needs. These facilities are described in further detail in Note 4 to the 
unaudited condensed financial statements. 

Shelf Registration 

On December 4,2006, we filed a registration statement with die Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in new common stock andor debt securities available 
for issuance. As of March 3 I ,  2008, we had approximately $450 million available for issuance under the 
registration statement. Due to certain restrictions imposed by one state regulatory commission on ow ability to 
issue securities under the registration statement, we are permitted to issue a total of approximately $100 d i o n  
of equity securities, $50 million of senior debt securities and $300 million of subordinated debt securities. In 
addition, due to restrictions imposed by another state regulatory commission, if the credit iatings on our senior 
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation @BE.-), 
Moody’s Investors Services, Tnc. (Bad) or Fitch Ratings, Ltd. (EBB-), our ability to issue any type of debt 
securities under the registration statement would be suspended until an investment grade rating from all three 
credit rating agencies was achieved. 

Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-tam financing, in addition to 
the cost of such financing. in  determining our credit ratings, the rating agencies consider a number of 
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt, 
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency of our earnings over time, the quality of our 
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management and business strategy, the risks associated with our regulated and noruegulated businesses and the 
regul&iry structures that govern our rates in the states where we operate. 

Our debt i s  rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors 
Service (Ivloody’s) and Fitch Ratings, Ltd. (Fitch). Our current debt ratings are all considered investment grade 
and are as follows: 

S&P Moody’s Etch - - -~ 
Unsecured senior long-term debt .............................. EBB Baa3 BBB+ 
Commercial paper ......................................... A-2 P-3 F- 2 

Currently, with respect to our unsecured senior long-term debt, S&P rnaintahs its positive outlook while 
Moody’s and Fitch maintain their stable outlook. None of our ratings are currently under review. 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade 
credit rating for S&P is AAA, Moody’s is Aaa and Fitch is AAA, The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is B a d  and Fitch is BBB-. Our credit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be 
no assurance that a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in i ts  ,judgment, circumstances so warrant. 

Debt Covenants 

We were in compliance with all of our debt covenants as of March 31, 2008. Our debt covenants are 
described in  Note 4 to the unaudited condensed consolidated financial statements. 

Capitalization 

2007: 
The foUowing table presents our capitalization as of March 31, 2008, September 30, 2007 and March 31, 

March 31, March 31, September 30, 
2007 2007 - - - - ~ . -  2008 

(In thousands, except percentagesf 

Short-term debt . . . . . . . . . . . . . . .  $ - -% $ 150,599 35% $ - -% 
Long-kim debt . . ” .  ” .  ” .  , I ” .  . 2,128,149 50.0% 2,130,146 50.2% 2,181,563 51.9% 
Shareholders’ equity. . . . . . . . . . . .  2,125,993 50.0% 1,965,754 - 46.3% 2,021,953 3% 
Total capitalization. ............ $4,254,142 - 100.0% $4,246,499 - 100.0% $4,203,516 100.0% - 

Total debt as a percentage of total capitalization, including short-term debt, was 50.0 percent at March 31, 
2008, 53.7 percent at September 30, 2007 and 51.9 percent at March 31, 2007. Our ratio of total debt to 
capitalization is typically greater during the winter heating season as we incur short-term debt to fund natural 
gas purchases and meet our working capital requirements. We intend to mainlain ow debt to capitalization 
ratio in a target range of 50 to 55 percent through cash flow generated h m  operations, continued issuance of 
new common stock under OUT Direct Stock Purchase Plan and Retirement Savings Plan and access to the 
equity capital markets. 

Contractual Obligations and Commercial Commitments 

financial statements. There were no significant changes in our contractual obligations and commercial 
commitments during the six months ended March 3 1.2008. 

In February 2008, Amos Pipeline and Storage, LLC announced plans to consbuct and operate a salt- 
cavern gas storage project in Franklin Parish, Louisiana The project, located near several large interstate 
pipelines, includes the development of three 5 biliion cubic feet (Bcf) caverns for a total of 15 Bcf of working 
gas storage, with six-turn injection and withdrawal capacity. Pending regulatory approval, the fust cavern is 

Signifkant commercial commitments are described in Note 8 to the unaudited condensed consolidated 
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projected to go into operation by early 201 1, with the other two caverns projected to be operational by 2012 
and 2014. Based on market demand four additional storage caverns could potentidy be developed. 

Risk Management Activities 

We conduct risk management activities through both our natural gas distribution and natural gas 
marketing segrtients. In ow natural gas distribution se,oment, we use a combination of physical storage, fixed 
physical contracts and fixed financial contracts to reduce our exposure to unusually large winter-period gas 
price increases. In our natural gas marketing segment, we manage our exposure to the risk of natural gas price 
changes and lock in our gross profit margin through a combination of storage and financial derivatives, 
including futures, over-the-counter and exchange-traded options and swap contracts with counterparties. To the 
extent ow inventory cost and actual sales and actual purchases do not correlate with the changes in the market 
indices we use i n  our fair value hedges, we could experience ineffectiveness or the hedges may no longer 
meet the accounting requirements for hedge accounting, resulting in the derivatives being treated as mark-to- 
market instruments through earnings. In addition, natural gas inventory would be reflected on the balance sheet 
at the lower of cost or market instead of at fair value. 

We record our dnivatives as a component of risk management assets and liabilities, which are classified 
as current or noncurrent based upon d e  anticipated settlement date of the underlying derivative. Substantially 
all of our derivative financial instiuments are valued using external market quotes and indices. The following 
tables show the components of the change in d e  fair value of our natural gas dktribution and natural gas 
marketing commodity derivative contracts for the three and six months ended Mar& 31, 2008 and 2007: 

Three Months Ended Ththret: Months Ended 
March 31,2068 March 31,2007- 

Natural Gas Natural Gas Natural Gas Natural Gas 
Distribution Marketing Distribution Marketin:: 

(In thousands) 

Fair value of contracts at beginning of 
period . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Contracts realizedsettled . . . . . . . . . . . . . .  
Fair vdue of new contracts. . . . . . . . . . . . .  
Other changes in value. . . . . . . . . . . . . . . .  

Fair value of contracts at end of' period ..... 

$(21,528) $ 51,859 $(33,315) $ 74,963 
(4,972) (46,331) (11,761) (72,486) 
1,401 - 649 - 

34,604 (28,501) 48,229 (27,471) 

$ 9,505 $(22,975) $ 3,802 $(24,994) 
- . ~  

S i  Months Ended Six Months Ended 
March 31, HOB,-- _I March 31,2007 

Natural Gas Natural Gas Natural Gas Natural Gas 
Distribution Marketing Distribution Marketing 

(m thousands) 

Fair value of contracts at he,oining of 
period . . . . . . . . . . . . . . .  
Contracts realizedsettled . 
Fair value of new contracts 
Other changes in value. . .  

Fair value of cxmtracts at end 

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

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

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

. . . . . . . . . . . .  
)f period . . . . .  

$(21,053) $ 26,808 $(27,209) $ 15,003 
( 2 7 ~  1 0) (4 1,256) (273 1 8) (26,587) 

- (1,261) I_ 

58,148 (8,527) 59,790 (1  3,410) 

$ 9,505 $(22,975) $ 3,802 $(24,994) 

(280) 

, 
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The fair value of our natural gas distribution and natural gas marketing derivative contracts at March 31, 
2008, is segregated below by time period and fair value source: 

Fair Value of Contracts at March 31,2008 
MaturiQ in Years 

Greater Total Fair 
Source of Fair Value Less than 1 1-3 __ 4-5 Than5 Value 

Prices actively quoted .................... $(17,404) $4,446 $-- $-- $(12,958) 
Prices based on models and other valuation 

(512) 

(In thousands) 

............................ - (48) (4W - methods 

Total Fair Valne ........................ $(17,452) $3,982 $- $-- $(13,470) - - - - -  - - -  
Pension and Postretirement Benefits Obligations 

was $23.9 million and $24.3 million. These costs relating to our natural gas distribution operations are 
recoverable through our gas distribution rates; however, a portion of these costs are capitalized into our 
distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

year period when compared with the prior-year period as the assumptions we made during our annual pension 
plan valuation completed June 30, 2007 were,consistent with the prior year. The discount rate used to compute 
the present value of a plan's liabilities generally is based on rates of high-grade corporate bonds with 
maturities similar to the average period over which the benefits will be paid. At our June 30,2007 
measurement date, the interest rates were consistent with rates at our prior-year measurement date, which 
resulted in no change to our 6.30 percent discount rate used to determine our fiscal 2005 net periodic and 
post-retirement cost. In addition, our expected return on our pension plan assets remained constant at 
8.25 percent. 

plans, and we expect to contribute a total of approximately $10 million to these plans during fiscal 2008. 

For the six months ended March 31,2008 and 2007, our total net periodic pension and other benefits cost 

Our total net periodic pension and other benefit costs remained relatively unchanged during the current- 

During tbe six months ended March 31,2008, we conh-ibuted $4.7 million to our other postretirement 
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OPERATING STATISTICS AND OTHER INFORMATION 

The following tables present certain operating statistics for OUT natural gas distribution. regulated 
transmission and storage. naturat gas marketing and pipeline. storage and other segments for the three and six- 
month periods ended March 31. 2008 and 2007 . 

Natural Gas Distribution Sales and Statistical Data 
Three Monllrs Ended 

2008 2007 2008 2007 

Six Months Ended 
March 31 March 31 --.--- 

METERS IN SERVICE. end of period 
Residential .............................. 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial ............................... 
Public authority and other . . . . . . . . . . . . . . . . . . .  

Total meters . . . . . . . . . . . . . . . . . . . . . . . . . . .  
INVENTORY STORAGE BALANCE - Bcf ..... 
HEATING DEGREE DAYS'') 

Actual (weighted average) . . . . . . . . . . . . . . . . . . .  
Percent of normal . . . . . . . . . . . . . . . . . . . . . . . . .  

SALES VOLUMES - MMCP' 
Gas sales volumes 

Residential .............................. 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other . . . . . . . . . . . . . . . . . . .  

Total gas sales volumes . . . . . . . . . . . . . . . . . . .  
Transportation volumes . . . . . . . . . . . . . . . . . . . . . . .  

2.933. 980 2.922. 314 2.933. 980 2.922. 314 
275. 998 276. 901 275. 998 276. 901 

2. 269 2. 745 2. 269 2. 745 
8. 948 16. 718 8. 948 16. 718 

3.221. 195 3.218. 678 3.221. 195 3.218. 678 

34.4 31.4 34.4 31.4 

1. 555 1. 575 2. 636 2. 710 
101% 100% 100% 101% 

83. 934 82. 901 132. 965 13 3. 600 
40. 506 39. 474 67. 126 66. 559 

7. 258 7. 568 13. 212 13. 303 
3. 913 7. 032 6. 794 3. 870 

135. 568 133. 856 220. 335 220. 256 
74. 694 

... .......- . II. 

--- 40. 938 40. 81 I 75. 791 

Total throughput . . . . . . . . . . . . . . . . . . . . . . . . . . . .  176. 506 174. 667 296. 126 294. 950 

OPERATING REVENUES (OO07s)'2' 
Gas d e s  revenues 

Residential .............................. 
Commercial ............................. 
Industrial ............................... 
Public authority and other ................... 

Total gas sales revenues ................... 
'lhnsportation revenues . . . . . . . . . . . . . . . . . . . . . .  
Other gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . .  
Average transportation revenue per Mcf . . . . . . . . . . .  
Average cost of" gas per Mcf sold . . . . . . . . . . . . . . .  

$ 971. 673 
421. 708 
62. 135 
37. 244 

1.492. 760 
17. 786 
11. 310 

$1.521. 856 

$ 0.43 
$ 859 

$ 925. 632 
402. 0 I O  
64. 293 
38. 613 

1.430. 548 
19. 107 
11. 378 

$1. 46 1. 033 

$ 0.47 
$ 8.33 

$1.525. 962 
690. 177 
113. 311 
67. 848 

2.397. 298 
32. 79 1 
19. 944 

$2.450. 033 

$ 0.43 
$ 8.26 

.- 

$1.500. 368 
685. 043 
1 2 7 6  18. 
66. 357 

2.370. 044 
34. 957 
20. 276 

$2.425. 277 

$ 0.47 
$ 8.25 

See footnotes following these tables . 
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Regulated Transmission and Storage, Natural Gas h4arketing and Pipeline, Storage and Other Operations 
Sales and Stutisfical Dafa 

Three Months Ended 
March 31 March 31 

2008 2807 znm 2807 

Six Months Ended 

CIISTOMERS, end of period 
Tndustri al ................................. 716 
Municipal ................................ 61 
Other .................................... 474 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,25 1 

INVENTORY STORAGE BALANCE - Bff 
Natural gas marketing ....................... 19.6 

1.2 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.8 

VOLUMES - MMwcf'2) ..................... 223,476 

-MMcf"'. .............................. 136,677 

Regulated transmission and storage . . . . . . . . . . . . .  $ 51,440 
Natural gas marketing . . . . . . . . . . . . . . . . . . . . . . .  1,128,453 

................... 10,022 Pipeline, storage and other. -.- 
Total operating revenues.. .................. $1,190,115 

Pipeline, storage and other. . . . . . . . . . . . . . . . . . . .  

REGULATED TRANSMISSION AND STORAGE 

NATIIRAL GAS MARRETING SALES VOLUMES 

OPERATING REVENUES (000'~)'~' 

717 
62 

453 

1,232 

21 "2 
1 .O 

22.2 

199,701 

114,110 

$ 46,068 
795,041 

14,077 

$855,186 

716 
61 

474 

1,251 
-_- 

19.6 
1.2 

20.8 
-_I_ 

4 12,340 

245,386 

$ 96,486 
1,969,370 

16.749 

717 
62 

453 

1,232 

21.2 
1 .o 

22.2 
-- 

370,319 

202,148 

$ 85,940 
1,506,735 

25.41 0 

$2,082,605 - $1,618,085 

Notes to preceding tables: 

(') A heating degree day is equivalent to each degree that the average of the high and the low temperatures 
Cor a day is below 6S degrees. The colder the climate, the greater the number of heating degree days. 
Heating degree days are used in the natural gas inciustry to measure the relative coldness of weather and 
to compare relative temperatures between one geographic area and another. Generally, normal degree days 
are based on 30-year average National Weather Service data for selected locations. For service areas that 
have weather normalized operations, normal degree days are used instead of actual degree days in comput- 
ing the total number of heating degree days. 

(2) Sales volumes and revenues reflect segment opemtions, including intercompany sales and transportation 
amounts. 

-"- 

RECENT ACCOUNTING DEVELOPMENTS 

Recent accounting developments and their impact on our financial position, resnlts of operations and cash 
flows are described in Note 2 to the unaudited condensed consolidated financial statements. 

Item 3. Quantitative and QIsoZitative Dischsures About Market Risk 

lnformation regarding our quantitative and qualitative disclosures about market risk are disclosed in 
Item 7A in our Annual Report on Form 10-K for the year ended September 30, 2007. During the six months 
ended March 3 I ,  2008, there were no material changes in our quantitative and qualitative disclosures about 
market risk. 



Item 4. Controls and Procedures 

As indicated in the certifications in Exhibit 31 of this report, the Company’s Chief Executive Officer and 
Chief Financial Officer have evaluated the Company’s disclosure controls and procedures as of March 31, 
2008. Based on that evaluation, these officers have concluded that the Company’s disclosure controls and 
procedures are effective in ensuring that material information required to be disclosed by the Company in the 
reports we file or submit under the Securities Exchange Act of 1934 is accumulated and communicated to our 
management, including our principal executive and principal financial officers, as appropriate, to allow tirnely 
decisions regarding required disclosure. In addition, there were no changes during the Company’s last fiscal 
quarter that materially affected, or are reasonably likely to materially af€ect, the Company’s internal contsol 
over financial reporting. 

PART IL OTBOER INFORMATION 

Item 1. Legal Proceerdings 

Daring the six months ended March 31,2008, except as noted in Note 8 to d e  unaudited condensed 
consolidated financial statements, there were no material changes in the status of the litigation and 
environmental-related matters that were disclosed in Note 13 to our Annual Report on Form IO-K for the year 
ended September 30,2007. We continue to believe that the final outcome of such litigation and environmen- 
tal-related matters or claims will not have a material adverse effect on our financial condition, results of 
operations or cash flows. 

Item 4. Submission of Matters lo a Vote of Security Holders 

At the Annual Meeting of Shareholders of Atmos Energy Corporation on February 6,2008, 75,769,041 
votes were cast as follows: 

Votes votes votes Broker 
For Withheld Abstaining Non-Votes 

CIass T Directors: 
Travis W. Bain 11.. -.-. _I . . . . . . . . . . . . . . . . . . . . . .  74,817,823 951,218 
Dan Busbee.. - - .......................... 74,820,363 948,678 
Richard W. Douglas.. .................... 73,997,241 1,771,800 - _. 

Richard EL Gordon.. - .... . . . . . . . . . . . . . . . . .  74,984,609 784,432 
Ratification of the Audit Committee’s 

engagement of Ernst & Young LLP ro seme as 
the Company’s registered independent public 

-- accounting fum for fiscal year 2008.. . . . . . . .  75,295,028 334,699 139,314 

The term of the Class I directors, Travis W. Bain TI, Dan Busbee, Richard W- Douglas aud Richard K. 
Gordon, will expire in 201 I .  The term of the Class n directors, Richard W. Cardin, Thomas C. Meredith, 
Nancy K. Quinn, Stephen R Springer and Richard Ware TT, will expire in 2009. The term o€ the Class ID 
directors, Robert W. Best, Thornas J. Garland, Phillip E. Nichol and Charles K. Vaughn, will expire in 2010. 

Item 6. Exhibits 

A list of exhihits required by Itern 601 of Regulation S-K and filed as part of this report is set forth in 
the Exhibits Index, which immediately precedes such exhibits. 
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SIGNATUIUS 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

ATMOS ENEBGY CORPORATION 
(Registrant) 

By: id JOHN P. ~ D D Y  

John P. Reddy 
Senior Wce President and Chief Financial Oflcer 

(Duly authorized signatory) 
Date: May 6, 2008 
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m e  
Number 

EXHIBITS INDEX 
Item 6(a) 

Exbibit 
Numher Description 

12 Computation of ratio of earnings to h e d  charges 
15 tetter regarding unaudited interim financial 

information 
31 Rule 13a-l4(a)/15d-l4(a) Certifications 
32 Section 1350 Certifications* 

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s CXef Execu- 
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will 
not be deemed to be filed with the Commission or incorporated by reference into any f i n g  by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com- 
pany specifically incorporates such certifications by reference. 
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GLOSSARY OF KEY TERMS 

AEC . . . . . . . . . . . . . . . . . . . . . . .  
AEH ....................... 
AEM . . . . . . . . . . . . . . . . . . . . . . .  
AES . . . . . . . . . . . . . . . . . . . . . . . .  
APS ........................ 
Bcf . . . . . . . . . . . . . . . . . . . . . . . .  
EITF ....................... 
FASB ....................... 
FIN ........................ 
Fitch ....................... 
GRIP ....................... 
KCC ....................... 
Lxjs ........................ 

LPSC ....................... 
Mcf . . . . . . . . . . . . . . . . . . . . . . . .  
MMcf ...................... 
Moody’s. .................... 
NYh4EX .................... 
RRC‘ ........................ 
RSC . . . . . . . . . . . . . . . . . . . . . . . .  
S&P ........................ 
SEC ........................ 
SFAS . . . . . . . . . . . . . . . . . . . . . . .  
‘IRA . . . . . . . . . . . . . . . . . . . . . . .  
WNA ....................... 

Atmos Enmgy Corporation 
Atmos Energy Holdings, Inc. 
Atmos Energy Marketing, LLC 
Atruos Energy Services, LLC 
AMOS Pipeline and Storage, LLC 
Billion cubic feet 
herm@.ng Issues Task Force 
Financial Accounting Standards Board 
FASB Interpretation 
Fitch Ratings, Ltd 
Gas Reliability Infrastrocture Program 
Kansas Corporation Commission 
Louisiana Gas Service Company and LGS Natural Gas Company, 
which were acquired July 1,2001 
Louisiana Public Service Commission 
Thousand cubic feet 
Million cubic feet 
Moody’s Investors Services, Inc. 
New York Mercantile Exchange, hc .  
Railroad Commission of Texas 
Rate Stabilization Clause 
Standard & Poor’s Corpo~ation 
United States Securities and Exchange Cornmission 
Statement of Financial Accounting Standards 
Tennessee Regulatory Authority 
Weather Normalization Adjustment 
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PART 1 . FINANCIAL IMFORMATION 

Item 1 . Financial Sfatemenfs 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIJIATED BALANCE SHEETS 

ASSETS 
Property. planr and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less accumulated depreciation and amortization ....................... 
Net property. plant and equipment ................................ 

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash held on deposit in margin account ............................. 
Accounts receivable. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Toral current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

GoodwiIl and iatangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred charges and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current assets 

Gas stored underground ......................................... 

CAPITALIZATION A M )  LIABILITIES 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 
200.000. 000 shares authorized; issued and outstanding: 
December 3 1. 2007 - 89.906. 989 shares; 
September 30. 2007 .- 89. 326.537 shares .......................... 

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retainedearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss .............................. 

Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts payable and accrued liabilities ............................. 
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Short-tenndebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Dderred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred credits and other Liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current liabilities 

Regulatory cost of removal obligation ................................. 

December 31. September 30. 
2007 2007 

(Unaudited) 
(In thousands, except 

share data) 

$5.467. 260 
1.579. 134 
3.888. 126 

51. 874 

776. 866 
564. 426 
126. 855 

1520. 021 
737. 536 
254. 080 

$6.399. 763 

. 

$ 450 
1. 7 13. 043 

325. 183 
(6. 193) 

2.032. 483 
2.124. 915 
4.1 57. 398 
-- 

739. 807 
389. 937 
202. 244 

3. 618 
1.335. 606 

378. 425 
279. 625 
248. 709 

$6.399. 763 

$5.396. 070 
1.559. 234 
3.836. 836 

60. 725 

380. 133 
5 1 5. 128 
112. 909 

1.068. 895 
737. 692 
25 3. 494 

$5.896. 917 

___ 

$ 4 4 7  
1.700. 378 

281. 127 
(1 6. 198) 

1.965. 754 
2.126. 315 
4.092. 069 

355. 255 
409. 993 
150. 599 

3. 831 
91 9. 678 
370. 569 
271. 059 
243. 542 

$5.896. 917 
-- 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOIJDATED STATEMENTS OF INCOME 
Three Months Ended 

December 31 
2007 2006 

(Unaudited) 
(In thousands, except 

per share data) 

_I____ 

Operating revenues 
Natural gas distribution segment .................................... $ 928,177 $ 964,244 
Regulated transmission and storage segment ........................... 45,046 39,872 
Natural gas muketing se,gment ..................................... 840,717 7 1 1,694 

Intersegment eliniinations ......................................... (163,157) (124,510) 

1,657,510 1,602,633 

Natural gas distribution segment.. .................................. 654,977 701,676 

Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  794,754 648,560 
Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  729 225 
Intersegment eliminations ......................................... (1 62,588) (123,420) 

Pipeline, storage and other segment. ................................. 6,727 I 1,333 

Purchased gas cost 

Regulated transmission and storage segment I_ - ........................... 

1,287,872 1,227,041 

Gross profit ................................................... 369,638 375,592 
-- - 

Operating expenses 
Operation and maintenance. ....................................... 
Depreciation and amortization, ..................................... 
Taxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Miscellaneous income (expense). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operatingincome ................................................. 

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense ............................................... 

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Basic net income per share.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Diluted net income per share ....................................... 
Cash dividends per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

121,189 
48,513 
41,427 

211,129 

158,509 

(93) 
36,817 

121,599 
47,796 

$ 73.803 

-~ 

$ 0.83 

$ 0.82 

$ 0.325 

1 15,370 
48,995 
40,067 

204,432 

17 1,160 
1,579 

39,532 

133,207 
51,946 

$ 81,261 

$ 0.98 

$ 0.97 

$ 0.320 

Weighted average shares outstandirig: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,006 82,726 

F>iluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,608 83,350 

See accompanying notes to condensed consolidated financial statements 
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ATMOS EWRGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Three Months Ended 
December 31 

2007 2006 
(Unaudited) 

(In thousands) 

- 

Cash Flows From Operating Activities 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $73,803 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Charged to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

48,s 13 
23 

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,978 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,406 
Net assets / liabilities from risk management activities .................... (I 1,586) 
Net change in operating assets and liabilities ........................... (65,700) 

Net cash provided by operating activities ............................ 61,437 
Cash Flows From Investing Activities 

Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (94,155) 
Other, net ....................................................... (1,874) 

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (96,029) 

Net increase (decrease) in short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50,690 
Repayment of long-term debt. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,741) 
Chh dividends paid. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (29,178) 

Issuance of cammon stock. .......................................... 5,970 
Net proceeds from equity offering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by (used in) financing activities ..................... 25,741 

Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . .  (8,851) 
Cash and cash equivalents at beginning of period. ........................... 60,725 

Cash and cash equivalents at end of period ................................ $ 51,874 

Cash Flows From Financing Activities 

-- 

$ 81,261 

48,995 
83 

13,869 
4,7 1 8 

(34,857) 
50.900 

164,969 

(86,986) 
(1,324) 

(88,3 10) 

(227,945) 
(1,717) 

(26,26 1 ) 
5,594 

192,261 

(58,068) 

18391 
758 15 

$ 94,406 

-- 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOUDA1”I FTNANCIAL STATEMENTS 
(Unaudited) 

December 31,2007 

1. Nature of Business 

Amos Energy Corporation (“Atmos” or the “Company”) and our subsidiaries are engaged primarily in 
the regulated natural gas distribution and transmission and storage businesses as well as certain other 
nonre,dated businesses. Througb OUT natural gas distribution business, we distribute natural gas tbrough sales 
and transportation arrangements to approximately 3.2 million residential, commercial, public authority and 
industrial customers through our six regulated natural gas distribution divisions, in  the service areas described 
below: 

S m k e  Area 

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri‘” 
Amos Energy KentuckyMd-States Division Georgia“’, Illinois“), Towa‘l’, Kentucky, 

Missouri‘”, Tennessee, Virginia“) 
Atmos Energy Louisiana Division Louisiana 
Atmos Energy Mid-Tex Division Texas, including the DallasFort 

Worth metropolitan area 
Atmos Energy Mississippi Division Mississippi 
Amos Energy West Texas Division West Texas 

-- Division 

~ - - ~  
(‘I Denotes locations where we have more limited service areas. 

In addition, we transport natural gas for others through our distribution system. Our natural gas 
distribution business is subject to federal and state regulation and/or regulation by local authorities in ewh of 
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shard- 
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and 
Waco, Texas. 

Our regulated transmission and storage business consists of the regulated operations of our Amos 
Pipeline -Texas Division. The Amos Pipeline - Texas Division transports natural gas to our Mid-Tex 
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We 
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and 
sales of inventory on hand. Parking arrangements provide short. tern interruptible storage of gas on our 
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet 
market demands. 

Our nonregulated businesses operate in 22 states and include our natural gas marketing operations and 
pipeline, storage and other operations. These businesses are operated through various wholly-owned suhsidiar- 
ies of Atmos Energy Holdings, Jnc. (AEH), which is wholly-owned by the Company and based in Houston, 
Texas. 

Our natural gas marketing operations are managed by Atmos Energy Marketing, LLC (AEM), which is 
wholly-owned by AEH. A E M  provides a variety of natural gas management services to municipalities, natural 
gas utility systems and industrial natural gas customers, piimanly in the southeastern and midwestern states 
and to our Colorado-Kansas. RentuckyMd-States and Louisiana divisions. These services consist primarily of 
furnisbing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load 
forecasting, gas storage acquisition and management services, transportation smices, peaking sales and 
balancing services, capacity utilization strategies and gas price hedging through the use of derivative 
instruments. 

I 

5 



ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCLAL STATEMENTS - (Continued) 

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and 
Storage, LLC (APS), Atmos Energy Services, LLC ( U S )  and Atmos Power Systems, Inc., which are each 
wholly-owned by AEH. APS owns or has an interest in underground storage fields in Kentucky and Louisiana. 
We use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer 
demand during peak periods. Through December 3 1, 2006, AES provided natural gas management services to 
our natural gas distribution operations, other than the Mid-Tex Division. These services included aggregating 
and purchasing gas supply, arranging transportation and storage logistics and ultimately delivering the gas to 
our utility service areas at competitive prices. Effective January 1, 2007, our shared services function began 
providing these services to our natural gas distribution operations. AES continues to provide limited services 
to our natural gas distribution divisions, and the revenues AES receives are equal to the casts incurred to 
provide those services. Through Atmos Power Systems, Inc., we have constructed electric peaking power- 
generating plants and associated facilities and lease these plants through lease agreements that are accounted 
for as sales under genedy  accepted accounting principles. 

2. IJnaudited Interim Financial Information 

In the opinion of management, all mataial adjustments (consisting of normal recurring accruals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These consolidated interim-period financial statements are condensed as pamitted by the instruc- 
tions to Form IO-Q and should be read in conjunction with the audited consolidated financial statements of 
Amos Energy Corporation included in its Annual Report on Form IO-K for the fiscal year ended 
September 30, 2007. Becanse of seasonal and other factors, the results of operations for the three-month 
period ended December 3 1,2007 are not indicative of expected results of operations for the full 2008 fiscal 
year, which ends September 30, 2008. 

Significant accounting policies 

Our accounting policies are described in Note 2 to our Annual Report on Form 10-K for the year ended 
September 30, 2007. Except for the Company’s adoption of FASB Interpretation No. 48, Accounting for 
Uncertainty in Income Tmes, an interpretation of FASB Statetirenl No. 109 (FTN 48), discussed below, there 
were no significant changes to those accounting policies during the three months ended December 31,2007. 

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncerfainty in Iticornc Taues, an 
interpretation of FASB Statentent No. 109. FTN 48 addresses the determination of whether tax benefits claimed 
or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the 
Company may recognize the tax benefit from uncertain tax positions only if it is at least more likely than not 
that the tax position will be sustained on examination by the taxing authorities, based on the technical merits 
of the position. The tax benefits recognized in the financid statements from such a position should be 
measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon 
settlement with the taxing authorities, FIN 48 also provides guidance on derecognition, classification, interest 
and penalties on income taxes, accounting in interim periods and requires increased disclosures. 

We adopted the provisions of FXN 48 on October 1, 2007. As a result of adopting FTN 48, we determined 
that we had $6.1 million of liabilities associated with uncertain tax positions. Of this amount, $0.5 million was 
recognized as a result of adopting FTN 48 with an offsetting reduction to retained earnings. As of December 31, 
2007, we had recorded liabilities associated with uncertain tax positions totaling $6.1 M o n .  The realization 
ol all of these tax benefits would reduce our income tax expense by approximately $6.1 million. 

Prior to October 1 ,  2007, the $5.6 million liability previously recorded for uncertain tax positions was 
reflected on the consolidated balance sheet as a component of deferred income taxes. As a result of adopting 
FIN 48, we recorded a $3.7 million Liabdity as a component of other current liabilities and $2.4 million as a 
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ATMQS ENEXGY CORPORATION 

NOTES TO CONDENSED CONSOLLzlATED l?INANCUL STATENEXVTS - (Continued) 

component of defexred credits and other liabilities, with offsetting decreases to the deferred income tax 
liability. 

We recognize accrued interest related to unrecognized tax benefits as a component of interest expense. 
We recognize penalties related to unreco,pized tax benefits as a component of miscellaneous income (expense) 
in accordance with regulatory requirements. For the three months ended December 31, 2007 we recognized 
$0.2 raillion in penalties and interest. 

We file income tax returns in the U.S. federal jurisdiction as well as in various states where we have 
operations. We have concluded substantially all U.S. federal income tax matters through fiscal year 2001. The 
Internal Revenue Service is currently conducting a routine examination of our fiscal 2002,2003 and 2004 tax 
returns, and we anticipate these examinations will be completed by the end of fiscal 2008. We believe all 
material tax items which relate to the years under audit have been properly accrued. 

Regulatory assefs and liabilities 

We record certain costs as re,datory assets in accordance with Statement of Financial Accounting 
Standards (SFAS) 7 1, Accounting for the Effects of Certain 7'ypes of Regirlation, when future recovery through 
customer rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will 
be reduced for amounts that will be credited to customers through the ratemaking process. Substantially all of 
our regulatory assets are recorded as a component of deferred charges and orher assets and substantially all of 
our regulatory liabilities are recorded as a component of deferred credits and other liabilities. Deferred gas 
costs are recorded either i n  other current assets or liabilities and the regulatory cost of removal obligation is 
separately reported. 

following: 
Significant regulatory assets and liabilities as of December 31, 2007 and September 30,2007 included the 

December 31, September 30, 
2007 2007 

(In thousands) 
~- 

Regulatory assets: 
Pension and postretirement benefit costs. ..................... 
Merger and integration costs, net . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred gas cost.. ..................................... 
Environmental costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Rate case costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred lranchise fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Utha . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory liabilities: 
Deferred gas cost.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation ....................... 
Deferred income taxes, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other ................................................ 

$ 56,889 
7,893 

52,164 
1,270 

11,737 
776 

10,299 

$141,028 

$ 43,162 
299,40 1 

165 
7,433 

$350, I 6 1 

$ 59,022 
7,996 

14,797 
1,303 

10,989 
796 

10,719 

$1 05,622 

$ 84,043 
295,241 

165 
7,503 

$386,952 
-~ 

Currently, our authorized rates do not include a return on certain of our merger and integration costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
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ATMOS ENERGY CORPORATION 

NOTIS TO CONDENSED CQNSO1,IDATED FINANCIAL STATEMENTS - (Continued) 

on a straight-line bask over estimated useful lives ranging up to 20 years. Environmental costs have been 
deferred to be included in future rate filings in accordance with rulings received from various state regulatory 
commissions. 

Comprehensive income 

The following table presents the components of comprehensive income, net of related tax, for the three- 
month periods ended December 31,2007 and 2006 

Three Months Ended 
December 31 

2007 2006 
(in thousands) 
-- 

Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $73,803 $81,261 

$883 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,165 1,441 

and$528 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  787 860 

$4,937 and $7,219. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,053 11,778 

IJnrealized holding gains on investments, net of tax expense of $714 and 

Amortization of interest rate hedging transactions, net of tax expense of $482 

Net unrealized gains on commodity hedging transactions, net of tax expense of 
- -- 

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $83,808 $95,340 -- -- 
Accumulated other comprehensive loss, net of tax, as of December 31,2007 and September 30,2007 

December 31, September 30, 
2067 u)07 

(m thonsands) 

consisted of the following unrealized gains (losses): 

Accumulated other comprehensive loss: 
Unrealized holding gains on investments ..................... $ 3,972 $ 2,807 
Treasury lock agreements ................................. (1 3,465) (14,252) 

$ (6,193) $(16,198) 

Cash flow hedges ...................................... 3,300 (4,753) 

Recently issued accounting pronouncements 

In December 2007, the Financial Accounting Standards Board (FASB) issued FASE Statement No. 141 
(revised 20071, Business Combinations. SFAS 141 (R) establishes principles and requirements for how the 
acquirer in a business combination recognizes and measures in its financial statements the identifiible assets 
acquired, the liabilities assumed and any noncontrolling interest in the acquiree at the acquisition date fair 
value. SFAS 141(R) significantly changes the accounting for business combinations in a number of areas, 
inchding the treatment of contingent consideration, preacquisition contingencies, transaction costs and 
restructuring costs. In addition, under SFAS 141 (R), changes in an acquired entity’s deferred tax assets and 
uncertain tax positions after Lhe measurement period will impact income tax expense. The provisions o€ this 
standasd will  apply to acquisitions we complete after October 1, 2009. 

I n  December 2007, the FASB issued FASB Statement No. 160, NoncontrolEing Iizlerest.~ in Co/isolidaled 
Firiurzcial Statement, an amendment OfARB No. 51. SFAS 160 changes the accounting and reporting for 
minority interests, which will be recharacterized as noncontrolling intexests and classified as a component of 
equity. This new consolidation method significantly changes the accounting for transactions with minority 
interest holders. The provisions of the standard wiU he effective for us beginning October 1, 2009. This 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CQNSOLrzlATED F M C T A L  STATEMENTS - (Continued) 

standard is not expected to have a material impact on our financial position, results of operations or cash 
flows. 

3. Derivative Instruments and Hedging Activities 

We conduct risk management activities througb both our natural gas distribution and natural gas 
marketing se-gnents. We record our derivatives as a component of risk management assets and liabilities, 
which are classified as current or noncurrent other assets or liabilities based upon the anticipated settlement 
date of the underlying derivative. Our determination of the fair value of these derivative financial jnstrnments 
reflects the estimated amounts that we would receive or pay to terminate or close the contracts at the reporting 
date, taking into account the current unrealized gains and losses on open contracts. In our determination of fair 
value, we consider various factors, including closing exchange and over-the-counter quotations, time value and 
volatility factors underlying the contracts. These risk management assets and Liabilities are subject to 
continuing market risk until the underlying derivative contracts are settled. 

December 31, 2007 and September 30,2007: 
The following table shows the fair values of our risk management assets and liabilities by segment at 

Natural Natural 

December 31,2007: 
Assets from risk management activities, cment ............ 
Assets &om risk management activities, noncurrent ......... 
Liabilities from rirk management activities, current ......... 
Liabilities from risk management activities, noncurrent. ...... 
Net assets (liabilities). ............................... 
September 30,2007: 
Assets from risk management activities, current . . . . . . . . . . . .  
Assets from risk management activities, noncurrent . . . . . . . . .  
Liabilities from risk management activities, current . . . . . . . . .  
Liabilities from risk management activities, noncurrent. ...... 
Net assets (liabilities). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

GaS GaS 
Distribution Marketing Total 

(In thousands) 

$ - -  

(21,528) 
_I 

-- 

$(21,528) 

$ -  
I__ 

(21,053) 

$(21,053) 

$46,660 
6,362 
(952) 
(21 1) 

$51,859 

$21,849 
5,535 
(286) 
(290) 

$26,808 

$ 46,660 
6,362 

(22,480) 
-- (21 1) 

$ 30,331 

$ 21,849 
5,535 

(21,339) 
(290) 

$ 5,755 

Natural Gus Distribution Hedging Activities 

We use a combination of physical storage, fixed physical contracts and fixed financial conh’ilcts to 
partially insulate us and our customers against gas price volatility during the winter heating season. Because 
the gains or losses of financial derivatives used in our natural gas distribution segment ultimately are recovered 
through our rates, current period changes in the assets and liabilities from these risk management activities are 
recorded as a component of deferred gas costs in accordance with SPAS 71, Accounting for /he Effecls of 
Cei-tzriir Types clf Regulation. Accordingly, there is no earnings impact on our natural gas distribution segment 
as a result of the use of financial derivatives. 

Nonregulded Hedging Activities 

AEH manages its exposure to the risk of natural gas price changes through a combination of physical 
storage and financial derivatives, including futures, over-the-counter and exchange-traded options and swap 
contracts with counterparties. Our financial derivative activities include fair value hedges to offset changes in 
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ATMOS ENERGY CORPORATION 

N O W  TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

the fair value of our natural gas inventory and cash flow hedges to offset anticipated purchases and sales of 
gas in the future. AJ5H also utilizes basis swaps and other non-bedge derivative instruments to manage its 
exposure to market volatility. 

For the three-month period ended December 31,2007, the change in the deferred bedging position in 
accumulated other comprehensive loss was attributable to increases in future commodity prices relative to the 
commodity prices stipulated in the derivative contracts, and the recognition for the three months ended 
December 31, 2007 of $5.5 million in net deferred hedging losses in net income when the derivative contracts 
matured according to their terms. The net deferred hedging gain associated with open cash flow hedges 
remains subject to market price fluctuations until the positions are either settled under the terms of the hedge 
contracts or terminated prior to settrement. Most of the deferred hedging balance as of December 3 1, 2007 is 
expected to be recognized in net income in fiscal 2008 along with the corresponding hedged purchases and 
sales o i  natural gas. 

hedging instrument and the hedged item and could materially affect our results as ineffectiveness is recognized 
in the income statement. Fair value and cash flow hedge ineffectiveness arising from natural gas market price 
differences between the locations of the hedged inventory and the delivery location specified in the hedge 
instruments is referred to as basis ineffectiveness. Fair value hedge ineffectiveness arising from the timing of 
the settlement of physical contracts and the settlement of the related fair value hedge is referred to as timing 
ineffectiveness. Gains and losses arising from basis and timing ineffectiveness for the three months ended 
December 31, 2007 and 2006 are as follows: 

Three Months Ended 

OUT hedge ineffectiveness primarily results from differences in the location and timing of the derivative 

December 31 
2007 M06 -- 
(In thousands) 

Basis ineffectiveness: 
Fair value basis ineffectiveness. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,956 $ (646) 
Cash flow basis ineffectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  759 1 24 

Total basis ineffectiveness 2,715 (522) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  99 (1,284) 

-*.- - 
...... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Timing ineffectiveness: 

_ _ _ -  Fair value timing ineffectiveness 

Total hedge ineffectiveness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,814 $(1,806) - - -~ 
Under our risk management policies, we seek to match our financial derivative positions to our physical 

storage positions as well as our expected current and future sales and purchase obligations to maintain no net 
open positions at the end of each trading day. The determination of our net open position as of any day, 
however, requires us to m&e assumptions as to future circumstances, including the use of gas by OUT 

customers in relation to our anticipated storage and market positions. Because the price risk associated with 
any net open position at the end of each day may increase if the assumptions are not realized, we review these 
assumptions as part of our daily monitoring activities. We may also be affected by intraday fluctuations of gas 
prices, since the price ol' natural gas purchased or sold for future delivery earlier in the day may not be hedged 
until later in the day. At times, Limited net open positions related to ow existing and anticipated commitments 
may occur. At the close of business on December 31, 2007, AEH had a net open posilion (including existing 
storage) of 0.1 Bcf. 
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NOTES TO COMDENS3ZD CONSOLIDA’IXD FINANCIAL STATEMENTS - (Continued) 

4. Debt 

Long-term debi 

Long-term debt at December 3 1 ? 2007 and September 30,2007 consisted of the following: 

December 31, September 30, 
2007 2007 

(In thousands) 

Unsecured 4.00% Senior Notes, due 2009 . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 7.375% Senior Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . .  
Unsecured 10% Notes, due 201 1 ............................. 
Unsecured 5.125% Senior Notes, due 2013 ..................... 
Unsecured 4.95% Senior Notes, due 2014 ...................... 
Unsecured 6.35% Senior Notes, due 2017 . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 5.95% Senior Notes, due 2034 ...................... 
Medium term notes 

Series A, 1995-2,6.27%, due 2010 ......................... 
Series A, 1995- 1,6.67%, due 2025 ......................... 

Unsecured 6.75% Debentures, due 2028. ....................... 
First Mortgage Bonds 

Series P, 10.43% due 2013.. .............................. 
Other term notes due in installments through 2013. . . . . . . . . . . . . . . .  

Total long-term debt. .................................. 

Original issue discount on unsecured senior notes and debentures . . .  
Current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less: 

$ 400,000 
350,000 

2,303 
250,000 
500,000 
250,000 
200,000 

10,000 
10,000 

150,000 

6,250 
3,399 

2,13 1,952 

(3,419) 
(3,618) 

$ 400,000 
350,000 

2,303 
250,000 
500,000 
250,000 
200,000 

10,000 
10,000 

150,000 

7,500 
3,890 

2,133,693 
-- 

Short-tern debt 

At December 31,2007 and September 30, 2007, there was $202.2 million and $150.6 million outstanding 
under our commercial paper program and bank credit Facilities. 

Shelf Registmtion 

On December 4, 2006, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities available 
foT issuance. As of December 31,2007, we had approximately $450 million of avaiIability remaining under 
the registration statement. Due to certain restrictions placed by one state regulatory commission on our ability 
to issue securities under the registration statement, we are permitted to issue a total of approximately 
$200 million of equity securities, $50 million of senior debt securities and $300 million of subordinated debt 
securities. I n  addition, due to restrictions imposed by another state regulatory commission, if the credit ratings 
on our senior unsecured debt were to fall below investment grade irom either Standard & Poor’s Coiyoration 
(BBB-), Moody’s Investors Services, h c .  (Baa3) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of 
debt securities under the registration statement would be suspended until an investment grade rating from all 
of the three credit rating agencies was achieved. 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS - (Continued) 

Credit fmiliiies 

We maintain both committed and uncommitted credit facilities. Bon-owings under our uncommitted credit 
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the 
amount of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our 
short-term borrowing requirements, which are typically highest during colder winter months. Our working 
capital needs can vary si,ofiificantly due to changes in the price of natural gas and the increased gas supplies 
required to meet customers’ needs during periods of cold weather. 

Coinmilted credit ,faciliries 

As of December 31, 2007, we had three short-term committed revolving credit facilities totaling 
$91 8 million. The first facility i s  a five-year unsecured facility, expiring December 201 1, for $600 million that 
bears interest at a base rate or at the I,TEQR rate for the applicable interest period, plus from 0.30 percent to 
0.75 percent, based on the Company’s credit ratings, and serves as a backup liquidity facility for our 
$600 million commercial paper program. At December 31,2007, there was $202.2 million outstanding under 
our commercial paper program. 

We have a second unsecured facility in place which is a 364-day facility for $300 million that bears 
interest at a base rate or the LIBOR rate for the applicable interest period, plns from 0.30 percent to 
0.75 percent, based on the Company’s credit ratings. This facility was replaced by another 364-day facility in 
November 2007 with no material changes to i t s  terms and pricing. At December 3 I ,  2007, there were no 
borrowings under this facihty. 

We have a third unsecured facility in place €or $18 million that bears interest at the Federal Funds rate 
plus 0.5 percent This facility expires in March 2008. At December 31, 2007, there were no borrowings under 
this facility. 

The availability of funds under our credit facilities is subject to conditions specified in the respective 
credit agreements, all of which we currently satidy. These conditions include orrr compliance with financial 
covenants and the continued accuracy of representations and warranties contained in these agreements. We are 
required by the financial covenants in our revolving credit facilities to maintain, at the end of each fiscal 
quarter, a ratio of total debt to total capitalization of no greater than 70 percent. At December 31,2007, our 
total-debt. to-totabcapitalization ratio, as defined, was 56 percent. In addition, both the interest margin over the 
Eurodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to 
adjustment depending upon our credit ratings. The ievolving credit facilities each contain the same limitation 
with respect to our total-debt-to-total-capitalization ratio. 

Unconznzitled credit facilities 

AEM has a $580 million uncommitted demand working capital credit facility that expires March 31, 
2008. Borrowings under the credit faciiity can be made either as revolving loans or offshore rate loans. 
Revolving loan borrowings will bear interest at a floating rate equal to a base rate defined as the higher of 
(i) 0.50 percent per annum above the Federal Funds rate or (ii) the lender’s prime rate plus 0.25 percent. 
Offshore rate loan borrowings will bear interest at a floating rate equal to a base rate based upon LTBOR for 
the applicable interest period plus an applicable margin, ranging fi.om 1.25 percent to 1.625 percent per 
annum, depending on the excess tangible net worth of AEM, as defined i n  the credit facility. Borrowings 
drawn down under letters of credit issued by the banks will bear interest at a floating rate equal to the base 
rate, as defined above, plus an applicable margin, which will range fiom 1.00 percent to 1.875 percent per 
annum, depending on the excess tangible net worth of AEM and whether the letters of credit are swap-related 
standby letters of credit 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

AEM is required by the fmancial covenants in the credit facility not to exceed a maximum ratio of total 
liabilities to tangible net worth of 5 to I ,  along with miriimurn levels of net working capital ranging from 
$20 million to $120 million. Additionally, AEM must maintain a minimum tangible net worth ranging from 
$21 million to $121 million, and must not have a maximum cumulative loss for the most recent 12 month 
accounting period exceeding $4 million to $23 million, depending on the total amount of borrowing elected 
from time to time by AEM. At December 31, 2007, AEM’s ratio of total liabilities to tangible net worth, as 
defined, was 1.91 to 1. 

At December 31,2007, there were no borrowings outstanding under this credit facility. However, at 
December 31, 2007, AEM letters of credit totaling $129.9 miUion had been issued under the facility, which 
reduced the amount available by a corresponding amount. The amount available under this credit facility is 
also limited by various covenants, including covenants based on working capital. Under the most restrictive 
covenant, the amount available to AEM under this credit facility was $70.1 million at December 31, 2007. 
This line of credit i s  collateraliisd by substantially all of the assets of AElw and is guaranteed by AEH. 

working-capital and letter-of-credit purposes. There were no borrowings under this uncommitted credit facility 
at December 31, 2007, but letters of credit reduced the amount available by $5.4 miIlion. In January 2008, the 
unused poition of this facility was teiminated by the bank and the remaining balance will be terminated as the 
outstanding letters of credit expire. 

The Company has a $200 million intercompany uncommitted revolving credit facility with AEH. This 
facility bears interest at the lesser of (i) LlBOR plus 0.20 percent or (ii) the marginal borrowing rate available 
to the Company on any such date under its commercial paper program. Applicable state regulatory 
cornmissions have approved this facility through December 31,2008. At December 31, 2007, there was 
$57.5 W o n  outstanding under this facility. 

AJ2Z-I has a $200 million intercompany uncommitted demand credit facdity with the Company which 
bears interest at the rate of AEM’s $580 million uncommitted demand working capital credit facility plus 
0.25 percent. Applicable state regulatory commissions have approved this facility through December 3 1, 2.008. 
At December 31,2007, there were no borrowings under this facility. 

In addition, to supplement its $580 million credit facility, AEh4 has a $175 million intercompany 
uncommitted demand credit facility with AEH, which bears interest at LBOR plus 2.75 percent. Any 
outstanding amounts under this facility are subordinated to AEM’s $580 rnillion uncommitted demand LTedit 
facility. At December 31, 2007, there were no borrowings under this facility. 

The Company also has an unsecured short-term uncommitted credit tine of $25 million that is used far 

Debt Covenants 

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain 
provisions that allow us to prepay the outstanding balance in whole at any time, subject to a prepayment 
premium. The First Mortgage Bonds provide for certain cash flow requirements and restrictions on additional 
indebtedness, sale of assets and payment of dividends. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 31, 1985 may not exceed the sum of accumulated net income 
€or periods after December 31, 1985 plus $9 million. At December 31, 2007 approximately $304.8 million of 
retained earnings was unrestricted with respect to the payment of dividends. 

We were in compliance with all of our debt covenants as of December 31, 2007. If we were unable to 
comply with our debt covenants, we could he required to repay our outstanding balances on demand, provide 
additional collateral or take other corrective actions. Our public debt indentures relating to our senior notes 
and debentures, as well as our revolving credit agreements, each contain a default provision that is triggered if 
outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of 
$1 5 million to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition, 

i 

I 
~ 

~ 
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NOTlES TO CONDENSED CONSOLDATf3D l?INANCW STATEMENTS -- (Continued) 

AEM's credit agreement contains a cross-default provision whereby AEM would be in default if it defaults on 
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement 
contabs a provision that would limit the amount of credit available if Atmos were downgraded below an S&P 
rating of BBB and a Moody's rating of Baa2. 

in specified credit ratings or stock price, nor have we entered into any transactions that would require us to 
issue equity, based on our credit rating or other higgering events. 

Except as described above, we have no triggering events in our debt instruments that are tied to changes 

5. Public Offering 

On December 13, 2006, we completed the public offering of 6,325,000 shares of our common stock 
including the underwriters' exercise of their overallotment option of 825,000 shares. The offering was priced 
at $3 150 and generated net proceeds of approximately $1 92 million. We used the net proceeds from this 
offering to reduce short-term debt 

6. Earnings Per Share 

calculated as follows: 
Basic and diluted earnings per share for the three months ended Decemher 3 1,2007 and 2006 are 

Three Months Ended 
December 31 

2007 2006 
(Io thousands, except 
per share amounts) 

_- - 

Net income. .. . . . . . . . . . . . . . . . .  ................................ $73,803 $81,241 -- -- 
Denominator for basic income per share .- weighted average common shares. . 
EEect of dilutive securities: 

89,006 82,726 

Restricted and other shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  496 453 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  106 171 Stock options 

shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,608 83,350 

-- 
Denominator for diluted income per share -- weighted average common 

Income per share- basic ....................................... $ 0.83 $ 0.98 

Income per share- diluted.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.82 $ 0.97 

There were no out-of-the-money options excluded €om the computation of diluted earnings per share for 
the three months ended December 31, 2007 and 2006 as their exercise price was less than the average market 
price of the cornmon stock during that period. 

~- -- 
-- -- 
-- -- 
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NOTES TO CONDENSED CONSOLIDATED FLNANCLAL STATEMENTS - (Continued) 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net periodic pension cost fur our pension and other postretirement benefit plans 
for the three months ended December 31,2007 and 2006 are presented in the following table. All of these 
costs are recoverable bough our gas disaibution rates; however, a portion of these costs is capitalized into 
our gas distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

Three Months Ended December 31 
Pension Benefits Other Benefits 
2007 2006 2007 2006 ---- 

Components of net periodic pension cost: 
Service cost.. ................................ $3,878 $4,018 
Interest cost. ................................. 6,736 6,495 
Expected return on assets. ....................... (6,310) (6,089) 
Amortization of transition asset . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  45 Amortization of prior service cost (171) 
Amortization of actuarial loss . . . . . . . . . . . . . . . . . . . .  1,926 2,434 

Net periodic pension cost. . . . . . . . . . . . . . . . . . . . . .  $6,059 $6,903 

___ .- 

~ _ _ _ .  ~ 

-- -- 

$3,341 
2,9 12 
(715) 
378 
_I. 

$5,916 

$2,807 
2,640 
(597) 
378 

8 

$5,236 

The assumptions used to develop our net periodic pension cost for the three months ended December 31, 
2007 and 2006 are as follows: 

Discount rate. . . . . . . .  . . . . . . . . .  

Pension Benefits - Outer Benefits 
2007 2007 2006 - 2006 - - ~ 

..................... 6.30% 6.30% 6.30% 6.30% 
Rate of compensation increase. ........................ 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets. ........................ 8.25% 8.25% 5.00% 5.20% 

The discount rate used to compute the present value of a plan’s liabilities generally is based on rates of 
high-grade corporate bonds with maturities similar to the average period over which the benefits will be paid. 
Generally, our hnding policy is to contribute annually an amount in accordance with the requirements of the 
Employee Retirement Income Security Act of 1974. However, additional voluntary contributions az: made to 
satisfl regulatory requirements in  certain of our jurisdictions. h r i n g  the three months ended December 31, 
2007, we contributed $2.1 -on to our other postretirement plans, and we expect to contribute a total of 
approxiniately $12 million to these plans during fiscal 2008. 

8. Commitments and Contingencies 

Litigation and Envircrnmenial Matters 

On December 13, 2007, the Company received data requests fIom the Division of Investigations of the 
Office of Enforcement of the Federal Energy Regulatory Commission (the “Commission”) in connection with 
its investigation into possible violations of the Cornmission’s posting and competitive bidding regulations for 
pre-arranged released firm capacity on natural gas pipelines. The data requests include requests for information 
and documents concerning specified short-teim capacity release transpostation transactions. We have submitted 
our responses to the data requests on a timely basis and we intend to M y  cooperate with the Commission 
during its investigation. The Company i s  currently unable to predict the final outcome of this investigation or 
the potential impact it could have on the Company’s results of opemtions, irnancial condition or cash flows. 
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NOTES TO CONDENSED CONSOLIDATED FJNANCIAI, STATEMENTS - (Continued) 

The Texas Railroad Commission recently issued a directive and is currently developing a rulemaking 
concerning the replacement of compression couplings at pre-bent gas meter risers which could afiect all 
natural gas utility companies operating in Texas. Compliance with the directive along with adoption of the 
pending rulemaking will require us to re-direct significant capital spending. These amounts should be 
recoverable through our rates. 

With respect to the specific litigation and environmental-related matters or claims that were disclosed in 
Note 13 to our Annual Report on Fom IO-K for the year ended September 30,2007, except as noted above, 
there were no material changes in the status of such litigation and environmental-related matters of claims 
during the three months ended December 31,2007. We continue to believe that the final outcome of such 
Litigation and environmental-related matters or claims will not have a material adverse effect on our financial 
condition, results of operations or cash flows. 

Tn addition, we are involved in other litigation and environmental-related matters or claims that arise in 
the ordinary course of our business. While the ultimate results o€ such Litigation and response actions to such 
environmentabrelated matters or claims cannot be predicted with certainty, we believe the final outcome of 
such litigation and response actions will not have a material adverse eEect on our fimancial condition, results 
of operations or cash flows. 

Purchase Commitments 

AEM has commitments lo purchase physical quantities of natural gas under contracts indexed to the 
forward NYMEX strip or fixed price contracts. At December 31, 2007, AEM was committed to purchase 
82.1 B d  within one year, 32.1 B d  within one to three years and 0.2 Bcf after three years under indexed 
contracts. AEM i s  committed to purchase 2.0 Bcf within one year under fixed price contracts with prices 
ranging from $6.27 to $9.85. Purchases under these contracts totaled $572.0 rnilIion and $420.4 million for the 
three months ended December 3 1, 2007 and 2006. 

Our natural gas distribution operations, other than the Mid-Tex Division, maintain supply contracts with 
several vendors that generally cover a period of up to one year. Commitments for estimated base gas volumes 
are established under these contracts on a monthly basis at contractually negotiated prices. Commitments for 
incremental daily purchases are made as necessary during the month in accordance with the terms o€ the 
individual contract. 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our 
customers in its service area which obligate it to purchase specified volumes at market prices. The estimated 
fiscal year commitments under these contracts as of December 31,2007 are as follows (in thousands): 

2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $295,493 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  168,373 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  107,259 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,871 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,057 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,648 

$604,701 

Regulatory Mutters 

At December 3 1, 2007, we had rate cases in progress in our Kansas and Mid-Tex service areas. In 
January 2008, we reached a tentative settlement agreement with h e  Atmos Cities Steering Committee, which 
represents over half of our Mid-Tex customers. We remain in negotiations with cities which represent the 
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majority of the remaining Mid-Tex customers. Zn our Kansas rate case, we are currently providing information 
to and addressing questions raised by the regulatory commission. We believe we will be able to demon.strate to 
these regulators that our rates are just and reasonable. These regulatory proceedings are discussed in further 
detail in Managenient 's Discussion and Analysis - Recent Ratemaking Developments. 

9. Concentration of Credit Risk 

Information regarding our concentration of credit risk is disclosed in Note 15 to OUT Annual Report on 
Form 'IO-K for the year ended September 30, 2007. M n g  the three months ended December 31, 2007, there 
were no material changes in om concentration of credit risk. 

10. Segment Information 

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regdated natural gas 
distribution, transmission and storage businesses as well as certain other nonregulated businesses. We distribute 
natural gas through sales and transporntion arrangements to approximately 3.2 million residential, commercial, 
public authority and industrial customers throughout our six regulated natural gas distribution divisions, which 
(;over service areas located in 12 states. ln addition, we transport natural gas for others through our distribution 
system. 

'Through our nonregulated businesses we provide natural gas management and marketing services to 
municipalities, other local distribution companies and industrial customers located in 22 states. Additionally, 
we provide natural gas transportation and storage services to certain of our natural gas distribution operations 
and to third parties, 

Our operations are divided into four segments: 

the natural gas distribution segment, which includes our regulated natural gas distribution and related 
sales operatioits, 

* the regulated transmission and storage segment, which includes the regulated pipeline and storage 
operations of the Atmos Pipeline - Texas Division, 

the natural gas marketing se,.ment, which indudes a variety of nonregulated natural gas management 
services and 

* the pipeline, storage and other segment, which i s  comprised of our norregulated natural gas gathering, 
transmission wd storage services. 

Our determination of reportable segnents considers the strategic operating units under which we manage 
sales of various products and services to customers in rtiffering regulatory environments. Although our natural 
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each 
natural gas distribution division has sirrdar economic characteristics. The accounting policies of the se,ments 
are the same as those described in the summary of signrficant accounting policies found in our Annual Report 
on Form IO-K for the fiscal year ended September 30, 2007. We evaluate performance based on net income or 
loss of the respective operating units. 
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Income statements for the three-month periods ended December 31,2007 and 2006 by segment are 
presented in the following tables: 

Three Months Ended December 31,2007 
Natural Pineline. Natural 

cas 
Dbb-iiotion 

Operating revenues li-om external 
parties . . . . . . . . . . . . . . . . . . .  

Intersegment revenues . . . . . . . . .  
$928,029 

148 

Purchased gas cost. . . . . . . . . . . .  

Operating expenses 
Operation and maintenance . . .  
Depreciation and 

amortization . . . . . . . . . . . . .  
Taxes, other than income . . . . .  

Total operating expenses . . . . . . .  
Operating income . . . . . . . . . . . .  
Miscellaneous income 

Interest charges .............. 
Income before income taxes. .... 
Income tax expense. .......... 

Net income ............. 
Capital expenditures . . . . . . . . . .  

Gross profit. . . . . . . . . . . . . . .  

(expense) . . . . . . . . . . . . . . . . .  

928,177 
654,977 

27 3,200 

97,247 

42,832 
35,6 18 

175,697 

97,503 

476 
31,214 

66,765 
26,601 

$ 40,164 

$ 84,313 

Regulated 
hnsmission 
and Shrage 

$22,437 
22,609 

45,046 
- 

45,046 

15,432 

4,916 
2,444 

22,792 

22,254 

174 
7,071 

15,357 
5.510 

~- 

?i 9,847 

$ 8,382 

Gas S6ageahd 
Marketing Other Eliminations Consolidated 

(In thousands) 

$702,722 $4,322 $ - $1,6.v,sio 
137,995 2,405 (163,157) - 
840,717 6,727 (163,157) 1,657,510 
~- 794,754 - 729 (1 62,588) 1,287,872 

45,963 5,998 (569) 369,638 

7,877 1,288 (655) 121,189 

387 378 - 48,513 
365 __ 41,427 

11,264 2,031 (655) 211,129 

34,699 3,967 86 158,509 

- _ _ - ~  3,000 

796 2,028 (3,567) (93) 
1,314 699 (3,481) 36,817 

34,181 5,296 - 121,599 
- 47,796 13,581 2,104 

$ 20,600 $3,192 $ - $ 73,803 

$ 31 $1,429 $ - $ 94,155 

--.... 
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NOTES TO CONDENSED C O N S O ~ A ~  FINANCIAL STATEMENTS - (Continued) 

Operating revenues from external 
parties.. . . . . . . . . . . . . . . . . .  

Intersepent revenues . . . . . . . . .  

Purchased gas cost. . . . . . . . . . . .  
Gross profit. . . . . . . . . . . . . . .  

Operating expenses 
Operation and maintenance ... 
Depreciation and 

amortization . . . . . . . . . . . . .  
Taxes, other than income . . . . .  

Total operating expenses ....... 
Operating income . . . . . . . . . . . .  
MisceIlaneous income . . . . . . . . .  
Interest charges .............. 
Income before income taxes. . . . .  
Income tax expense. . . . . . . . . . .  

Net income . . . . . . . . . . . . .  
Capital expenditures . . . . . . . . . .  

Three Months Ended December 31,2006 
Natural 

Gas 
Distribution 

$964,083 
161 

964,244 
701,676 

262,568 

98,113 

43,722 
37,622 

179,457 

83,111 
1,780 

32,473 

52,418 
20,584 

$ 31,834 

$ 72,419 

~- 

Regdated 
Transmission 
and Storage 

$1 8,677 
21,195 

39,872 
- -- 

39,872 

11,102 

4,517 
1,936 

17,555 

2'2,317 
329 

7,49 1 

15,155 
5,504 

$ 9,651 

$13,604 

I- 

Natural Pipeline, 

(lil thousands) 

Gas Storageand 
Marketing Other 

$61 1,369 $ 8,504 
100,325 2,829 

71 1,694 11,333 
648,560 225 

63,134 11,108 

-- 

5,578 1,753 

329 
249 

427 
260 

6,156 

56,978 
1,716 
1,027 

57,667 
22,720 

$ 34,947 

$ 338 

2,440 

8,668 
900 

I ,601 

7,967 
3,138 

$ 4,829 

$ 625 

Eliminations Consolidated 

$ - $1,602,633 
(1 2431 0) - 
(124,510) 1,602.633 
(1 23,420) 1,227,041 

(1,090) 375,592 

(1,176) 115,370 

__ 48,995 
- 40,067 

(1,176) 204,432 

86 171,160 
(3,146) 1,579 
(3,060) 39,532 

- 133,207 
- 5 1,946 -- 

$ - $ 81,261 

$ -. $ 86,986 
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Balance sheet information at December 31, 2007 and September 30, 2007 by segment is presented in the 

- December 31,307 

following tables: 

Natural Regulated Natural Pipeline, 
GaS l h t n s ~ s i o n  Gas Storageand 

Distribution and Storage- Marketing Outer Eliminations Consolidated 
(In thousands) 

ASSETS 
Property, plant and equipment, 

net .................... 
Investment in subsidiaries . . . . .  
Current assets 

Cash and cash equivalents. . - 
Cash held on deposit in 

margin account . . . . . . . . .  
Assets from risk management 

activities . . . . . . . . . . . . . .  
Other current assets. . . . . . . .  
Tnkrcornpany receivables . . .  
Total current assets . . . . . .  

htangible assets . . . . . . . . . . . .  
Goodwill ................. 
Noncurrent assets from risk 

Deferred charges and other 
management activities . . . . . .  

assetS .................. 

$ - $3,888,126 
(436,072) - 

$3,299,203 
438,168 

$533,924 
- 

$ 7,705 
(2,096) 

$ 47,294 
- 

29,328 22,379 1 67 - 51,874 

46,720 
449,016 

15,868 
68,541 
137,116 
221,692 

10,429 

-- 
- 

(15,928) 46,660 
(95,456) 1,421,487 
(669,679) 
(781,063) 1,520,021 

- 2,560 
-- 734,976 

-..1 

979,538 
532,563 
1,541,429 

567,775 

-- 

- 

- 
19,848 
- 

19,848 

132,490 
-- 

518,115 
2,560 
24,282 

6,362 - 6,362 

222,307 
$6,068,882 

6,333 
$692,595 

3,787 
$560,7 15 

15,291 
$294,706 

247,718 
$(I ,217,135) $6,399,763 

- 

CAPITALIZATION AND 

Shareholders' equity . . . . . . . . .  
Long-term debt. ............ 

Current Iiabil ities 

LLABILITIES 

Total capitalization . . . . . .  

Current maturities of long- 
term debt ............. 

Short-term debt. . . . . . . . . . .  
Liabilities from risk 

management activities .... 
Other current liabilities . . . . .  
Intercompany payables . . . . .  

Total current liabilities. . . .  
Deferred income taxes . . . . . . .  
Noncurrent liabilities from risk 

Regulatory cost of removal 

Deferred credits and othei 

management activities. ..... 

obligation . . . . . . . . . . . . . . .  

liabilities . . . . . . . . . . . . . . .  

$134,782 $2,032,483 
2,I 23,884 
4,156,367 

$ 98,565 

98,565 
I_ 

$204,821 
1,031 

205,852 

$ (438,168) $2,032,483 
- 2,124,915 

(438,168) 4,157,398 
-.--- - 

134,782 

1,250 
259,731 

2,368 
- 

_I 3,618 
(57,487) 202,244 

21,528 
776,603 

45 
69,553 
- 

16,835 
288,207 
124,559 
429,601 
(4,587) 

(15,928) 22,480 
(35,873) 1,107,264 

(778,967) 1,335,606 
- 378,425 

(669,672) - 

- 
8,774 

545,120 
553,894 
36,540 

1,059,112 
333,463 

7 I ,966 
13.009 

21 1 21 1 

279,625 - 279.625 

240,3 I5 
$6,068,882 

708 
$560.715 

- 248,498 
$(1,217,135) $6,399,763 

3:596 
$692,595 

3.879 
$294,706 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

ASSETS 
Property, plant and equipment, 

net . . . . . . . . . . . . . . . . . . . .  
Investment in subsidiaries ..... 
Current assets 

Cash and cash equivalents. . 
Cash held on deposit in 

margin account . . . . . . . . .  
Assets from risk management 

activities . . . . . . . . . . . . . .  
Other current assets. . . . . . . .  
Intercompany receivables I . .  

Total current assets . . . . . .  
Intangible assets. . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . .  
Noncurrent assets from risk 

management activities. ..... 
Deferred charges and other 

assets . . . . . . . . . . . . . . . . . .  

CAPITALIZATION AND 

Shareholders’ equity ......... 
Long-term debt. . . . . . . . . . . . .  

Total capitalization . . . . . .  
Current liabilities 

LIABKLXHES 

Current matmities of long- 
term debt ............. 

Short4mn debt. .......... 
Liabilities fiom risk 

managanent activities . . . .  
Other current liabilities ..... 
Intercompany payables . . . . .  

Total current liabilities. ... 
Deferred income taxes ....... 
Noncurrent liabilities from risk 

management activities. . . . . .  
Reguiatoiy cost of removal 

obligation ............... 
Deferred credits and other 

liabiJi ties ............... 

September 30,2007 
Natura! Regulated Natural Pipeline, 

GaS Transmission Gas Stornge and 
Distribution and Storage Marketing Other Eliminations Consolidated 

$3,251,144 
396,474 

28,881 

.-- 

__ 

643,353 
536,985 

1,209,219 

567,775 
- 

- 

227,869 

$5,652,481 

$1,965,754 
2,125,007 
4,090,761 

1,250 
187,284 

2 1,053 
5 1 9,642 

- 
729,229 
326518 

- 

271,059 

234,914 
$5,652,481 

$531,921 
- 

-- 

- 
I 

20,065 
- 

(To thc 

$ 7,850 
(2,096) 

3 1,703 

- 

26,783 
337,169 

c__ 

20,065 

132,490 
- 

- 

4,898 
$689,374 

$ 88,719 

88,719 

- 

- 
- 

- 
6,394 

550,184 
556,578 
40,565 

- 

- 

3,512 

$689,374 

21 

395,655 
2,716 

24,282 

5,535 

1,279 
$435,221 

$1 07,090 

107,090 

- 

- 
30,000 

18,167 
186,792 
101,101 
336,060 

(8,925) 

290 

I_ 

706 

lusands) 

$ 45,921 
I_ 

141 

__. 

12,947 
76,73 1 

1 14,300 
204,119 

10,429 
I 

- 

13,913 
$274,382 

$200,665 
1,308 

201,973 

2,581 
__ 

- 
53,297 
- .-- 

55,878 
12,411 

- 
I 

4.120 
$435,22 1 $274,382 

$ - $3,836,836 
(394,378) - 

I_ 60,725 

(17,881) 21,849 
(90,997) 986,321 

(760,163) 1,068,895 
- 2,716 
I 734,976 

- ~ - - -  I (651,285) 

- 5,535 

- 247,959 
$(I ,154,541) $5,896,917 
--- 

$ (396,474) $1,965,754 
- 2,126,3 15 

(396,474) 4,092,069 

-. 3,831 
(66,685) I50,599 

(17,881) 21,339 
(22,216) 743,909 

(65 1,285) - 
(758,067) 919,678 

- 370,569 

~~ 

- 290 

-- 271,059 

- 243,252 

$(1,154,541) $5,896,917 
-.__-.- 



REPORT OF JNDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

December 31, 2007, and the related condensed consolidated statements of income for the three-month periods 
ended December 31, 2007 and 2006, and the condensed consolidated statements of cash flows for the three- 
month periods ended December 31,2007 and 2006. These ilnancial statements are the responsibility of the 
Company’s management. 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial information consists principally of applying analytical 
procedures and making inquiries of persons responsible for financial and accounting matters. It is substantidy 
less in scope than an andit conducted in accordance with the standards of the Public Company Accounting 
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements 
taken as a whole. Accordingly, we do not express such an opinion. 

Based on our review, we are not aware of any material modifications that should be made to the 
condensed consolidated financial Statements referred to above for them to be in conformity with 1J.S. generally 
accepted accounting principles. 

We have previously audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consalidated balance sheet of Atmos Energy Corporation as of 
September 30, 2007, and the related consolidated statements of income, shareholders’ equity, and cash flows 
for the year then ended, not presented herein, and in our report dated November 27, 2007, we expressed an 
unqualified opinion on those consolidated financial statements. Tn onr opinion, the information set forth in the 
accompanying condensed consolidated balance sheet as of September 30, 2007, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been derived. 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of 

Dallas, Texas 
February 4, 2008 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

INTRODUCTION 

The following discussion should be read in conjunction with the condensed consolidated financial 
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual 
Report on Form 10-K for the year ended September 30, 2007. 

Cautionary Statement for the Purposes of the Safe Harbor under the Private Securities Litigaiion Reform 
Act of 1995 

The statements contained in this Quarterly Report on Form 10-Q may contain “forward.looking 
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 1934. All statements other than statements of historical fact included in this Report are 
iorward-looking statements made in good faith by us and are intended to qualifv for the safe harbor from 
liability established by the Private Securities Litigation Reform Act of 1995. When used in this Report, or any 
other of OUI’ documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, 
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended 
to identify forwwd-looking statements. Such forward-Jooking statements are subject to risks and uncertainties 
that could cause actual results to diirer rnaterially from those expressed or implied in the statements relating to 
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. 
These risks arid uncertainties, which are discussed in more &tad in our A ~ u a l  Report on Form 10-K for the 
year ended Septembw 30, 2007, include the foIlowing: regulatory trends and decisions, including deregulation 
initiatives and the impact of rate proceedings before various state regulatory commissions; market risks beyond 
our control affecting our risk management activities including market Liquidity, commodity price volatility, 
increasing interest rates and counterparty creditworthiness; the concentration of our distribution, pipeline and 
storage operations in one state; adverse weather conditions; our ability to continue to access the capital 
markets; the effects of inflation and changes in the availability and prices of natural gas, including the 
volatility of natural gas piices; the capid-intensive nature of our distribution business, increased competition 
from energy suppliers and alternative forms of energy; increased costs of providing pension and postretirement 
health care benefits; the impact of environmental regulations on our business; the inherent hazards and risks 
involved in operating our distribution business, natural disasters, terrorist activities or other events; and other 
uncertainties, which may be discussed herein, including the outcome of any pendiug federal or state regulatory 
investigations, all of which are difficult to predict and many of which are beyond our control. Accordingly, 
while we believe these forward-looking statements to be reasonable, there can be no assurance that they will 
approximate actual experience or that the expectations derived from therm will be realized Further, we 
undertake no obligation to update or revise any of our forward-looking statements whether as a result of new 
information, future events or otherwise. 

Atmos Energy Corporation and our subsidiaries iire engaged primarily in the regulated natural gas 
distribution and transportation and storage businesses as well as other nonregulated natural gas businesses. We 
distribute natural gas through sales and transportation armngements to approximately 3.2 million residential, 
commercial, public authority and industrial customers throughout our six regulated natural gas distribution 
divisions, which cover service areas located in 12 states. Tn addition, we hansport natural gas for others 
through our distribution system. 

Through our nonregulated businesses, we priruarily provide natural gas management and marketing 
services to municipalities, other local gas distribution companies and industrial customers in 22 states and 
naturai gas transportation and storage services to certain of ow natural gas distxibution divisions and to third 
parties. 
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Our operations are divided hto four segments: . the natural gas distribution segment, which includes our regulated natural gas distribution and related 

the regulated transmission and storage segment, which includes lhe regulated pipeline and storage 

the natural gas marketing segment, which includes a vaiiety of nonregulated natural gas management 

the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering, 

sales operations, 

operations of the Ahnos Pipeline - Texas Division, 

services and 

transmission and storage services. 

CRITICAL ACCOUNTING ESTIMATES AND POLICIES 

Our condensed consolidated hancial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these financial statements requires us to make estimates 
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related 
disclosures of contingent assets and liabilities. We based our estimates on historkal experience and various 
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate 
our estimates, including those related to risk management and trading activities, allowance for doubdul 
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations, 
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived 
assets. Actual results may differ from such estimates. 

described in our Annual Report on Form 10-K for the year ended September 30, 2007 and include the 
foll?wing: 

Our critical accounting policies used in the preparation of our consolidated financial statements are 

Regulation 

9 Revenue Recognition 

9 Allowance fur Doubtful Accounts 

Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

Our critical accounting policjes are reviewed by the Audit Committee quarterly. There have been no 
significant changes to these critical accounting policies during the three months ended December 31, 2007. 
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RIESULTS OF OPERATLONS 

The following table presents our consolidated financial highlights for the three-month periods ended 
December 31,2007 and 2006: 

Three Months Ended 
December 31 

2007 2006 
(In thousands, except per 

share data) 

Operating revenues ........................................ $1,657,510 
Gross profit. ............................................. 369,638 
Operating expenses ........................................ 21 1,129 
Operating income ......................................... 158,509 
Miscellaneous income (expense). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (93) 
Ioterestchar~es ........................................... 36,817 
Income before income taxes. ................................. 121,599 
Income tax expense. ....................................... 47,796 
Net income,. ............................................ $ 73,803 
Diluted net income per share ................................. $ 0.82 

$1,602,633 
375,592 
204,432 
171,160 

1,579 
39,532 

133,207 
5 1,946 

$ 81,261 
$ 0.97 

Our consolidated net income during the three months ended December 3 1, 2007 and 2006 was earned 
across our business segments as follows: 

Three Months Ended 
December 31 

2007 2006 Change 
(Tn thousands) 

--- 
Natural gas distribution segment. . . . . . . . . . . . . . . . . . . . . . . . . .  $40,164 $31,834 $ 8,330 
Regulated transmission and storage segment . . . . . . . . . . . . . . . . .  9,847 9,651 196 
Natural gas marketing segment. .......................... 20,600 34,947 (14,347) 
Pipeline, storage and other segment. . . . . . . . . . . . . . . . . . . . . . . .  3,192 4,829 (1,637) -~ - ~ 

Netinconie ......................................... $73,803 $81,261 $ (7,458) --- --- 
The following table segregates our consolidated net income and diluted earnings per share between our 

regulated and nonregulated operations: 
Three Months Ended 

December 31 
2007 2006 Change 

(In thousauds, except per share data) 

-- 
~ ~ _ I  - 

Regulated operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $50,011 $41,435 $ 8,526 
Nonregutated operations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,792 39,776 (15,984) - ~ -- 
Consolidated net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $73,803 $81,261 $ (7,458) 

Diluted EPS from regulated operations . . . . . . . . . . . . . . . . . . . . .  $ 0.56 $ 0.50 $ 0.06 

--- --- 

Diluted EPS from nonregulated operations . . . . . . . . . . . . . . . . . .  0.26 0.47 (0.21) 

Consolidated diluted EPS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.82 $ 0.97 $ (0.15) 
--- 
--- --- 



The followhg summarizes the results of our operations and other signscant events for the three months 

Regulated operations generated 68 percent of net income during the current-year gnarter cornpared to 
51 percent in the prior-year quarter. The $8.5 &lion increase i n  our regulated operations net income 
reflects rate increases in our Mid-Tex, Kentucky, Louisiana and Tennessee service areas coupled with 
higher rates and throughput in our Atmas Pipeline -Texas Division. 

Nonregulated operations contributed 32 percent of net income during the current-year quarter compared 
to 49 percent in the prior-year quarter. The $16.0 million deaease in our nonregdated operations net 
income primarily reflects lower unrealized and delivered gas margins, partially offset by lower realized 
losses. 

ended December 31, 2007: 

For rhe three months ended December 3 1, 2007, we generated $61.4 maion in operating cash flow 
compared with $1 65.0 million for the three months ended December 31, 2006, primarily reflecting the 
utilization of lower income tax receivable baIances coupled with the unfavorable timing of payments 
for various working capital items. 

In September 2007, we fled a statement of intent for a rate increase of $51 -9 million in our Mid-Tex 
Division. In January 2008, we reached a tentative settlement agreement with the Amos Cities Steering 
Committee, which represents over half of OIU Mid-Tex customas. The settlement agreement contains 
various rate changes including an increase of approximately 20 cents per month on an average 
residential customer’s bill and a rate review mechanism that will reflect annual changes in the Mid-Tex 
Division’s cost of service and rate base. 

Three Months Ended December 31,2007 compared with Three Months Ended December 31, 2006 

Natural Gas Distribution Segment 

The primary factors that impact the results of our natural gas distribution operations are our abaty to 
earn our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and 
economic conditions in our service arm. 

Our ability to earn OUT authorized rates is based primarily on o w  abilig to improve the rate design in our 
various ratemakiog jurisdictions by reducing or eliminating re,datory lag and, ultimately, separating the 
recovery o€ our approved margins from customer usage patterns. Improving rate design is a long-term process 
and is further complicated by the fact that we operate in multiple rate jurisdictions. 

weather that is above or below normal is substantially offset through weather normalization adjustments, 
known as WNA, which, beginning with the 2006-2007 winter heating season, has been approved by state 
regulatory commissions for approximately 90 percent of OUT residential and commercial meters in the 
following states for the followbg time periods: 

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of 

Georgia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kansas. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kentucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Louisiana. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  December .. March 
Mississippi. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Texas: Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Texas: West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Virginia. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  January .. December 

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is 
passed through to our customers without markup. Therefore, increases in the cost of gas are offset by a 
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of OUJ financial 
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performance than revenues. However, gross profit in our Texas and Mississippi senice areas include franchise 
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). 
Therefore, the amount of these taxes included in revenues is influenced by the cost 01 gas and the level of gas 
sales volumes. We record the tax expense as a component of taxes, other than income. Although changes in 
revenue-related taxes arising from changes in gas costs affect ,pass profit, over h e  the impact is offset within 
operating income. T i i g  difierences exist between the recognition of revenue for fianchise fees collected 
from our customers and the recognition of expense of franchise taxes. The effect of these timing differences 
can be significant in periods of volatile gas pices, particularly in our Mid-Tex Division. These timing 
differences may favorably or unfavorably affect net income; however, these amounts should offset over time 
with no permanent impact on net income. 

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad 
debt expense, and may require us to increase borrowings under our credit facilities resuldng in higher interest 
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic 
conditions may cause customers to conserve 01 use alternative energy sources. 

Review of Financial and 0perm.q Results 

Financial and operational highlights for our natural gas distribution segment for the three months ended 
December 31, 2007 and 2006 are presented below. 

Three Months Ended 
December 31 

Change 
(In thousands, unless otherwise noted) 

Gross profit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $273,200 $262,568 $10,632 

m6 - 2.007 

Operating expenses .................................. 175,697 179,457 (3,760) 

Operating income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  97,503 83,111 14,392 
Miscellaneous income ................................ 476 1,780 (1,304) 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  31,214 32,473 (1,259) 

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . .  66,765 52,418 14,347 
Income tax expense 26,601 20,584 6,017 .................................. 

” . . _ ~  

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 40,164 $ 31,834 $ 8,330 

Consolidated natural gas distribution sales volumes - MMcf . . .  84,767 86,400 (1,633) 
Consolidated natural gas distribution transportation volumes - 

MMcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33,749 32,694 1,055 

Total consolidated natural gas distribution throughput - 
MMcf 118,516 119,094 (578) 

Consolidated natural gas distribution average transportation 

Consolidated natural gas distribution average cost of gas per Mcf 

- 

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

revenueperMd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 0.44 $ 0.48 $ (0.04) 

sold. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7.73 $ 8.12 $ (0.39) 
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The following table shows our operating income by naturaI gas distribution division for the three months 
ended December 31,2007 and 2006. The presentation of our natural gas distribution operating income is 
included for financial reporting purposes and may not be appropriate for ratemaking purposes. 

Thee Months Ended 
Deeember 31 

2007 2006 Change --- 
Colorado-Kansas ...................................... 
KentuckyMid-States ................................... 
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mid-Tex . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mississippi .......................................... 
WestTexas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other ............................................... 
To tal ............................................... 

(in thousands) 

$ 6,688 $ 8,672 $(1,984) 
14,168 14,203 (35) 
11,932 10,593 1,339 
50,225 35,340 14,885 
7,829 7,599 230 
4,976 6,506 (1,530) 
1,685 198 1,487 

$97,503 $83,1 I 1  $14,392 
- - -.- 
--- --- 

The $10.6 million increase in natural gas distribution gross profit primarily reflects a $9.3 million net 
increase in rates. The net increase in rates primarily was attributable to the Mid-Tex Division which increased 
$6.6 million as a result of the 2006 Gas Reliability Iniiastructure Program (GRIP) f h g  and the Mid-Tex rate 
case, which was substantially concluded in March 2007. The current-year period also reflects $3.4 million in 
rate increases in our Kentuclq, Louisiana and Tennessee service areas. 

Gross profit also increased approximately $2.0 miliion in revenue-related taxes primarily due to higher 
revenues, on which the tax is calculated in the current-year quarter compared to the prior-year quarter. This 
increase, rmpled with a $1.7 million quarter-over-quarter increase in the associated franchise and .state gross 
receipts tax expense recorded as a component of m e s  other than income resulted in a $3.7 million increase in 
operating income when compared with the prior-year quarter. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income, decreased by $3.8 million. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $0.9 miliion, 
prirnarily due to increased administrative and natural gas odorization costs partially offset by lower employee 
costs. The increase in operation and maintenance expense also includes costs associated with the transfer of 
ow gas supply fanction from our pipeline, storage and other segment to our natural gas distribution segment 
effective January 1, 2007. 

The provision for doubtful accounts decreased $1.8 million to $4.6 million for the three months ended 
December 3 1, 2007. The decrease primarily was attributable to lower revenues associated with lower natural 
gas prices. In the natural gas distribution segment, the average cost of natural gas for the three months ended 
December 31, 2007 was $7.73 per Mcf, compared with $8.12 per Mcf for the three months ended 
December 3 1, 2006. 

Depreciation and amortization expense decreased $0.9 million for the F i t  quarter ol fiscal 2008 
compared with first quarter of fiscal 2007. The decrease primarily was attributable to changes in depreciation 
rates as a result of recent rate cases. 

Interest charges allocated to the natural gas distribution segment decreased $1.3 million due to lower 
average outstanding short-term debt balances in the current-year period compared with the prior-year period. 

Recerat Ratemking Developittents 

Si,gGficant ratemaking developments that occurred during the three months ended December 3 1, 2007 are 
discussed below. The amounts described below represent the gross revenues that were requested or received in 
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each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain 
operating costs may have increased as a result of a commission's final d ing .  

Mid-'rex Division Tentative Rate Settlement 

In September 2007, Atmos filed a statement of intent for a rate increase of $51.9 d i o n  in our Mid-Tex 
Division. In January 2008, we reached a tentative settlement agreement with the Amos Cities Steering 
Cownittee (ACSC), which represents approximately 52 percent of the Mid-Tex customers. The settlement 
agreement includes i) an increase of approximately 20 cents per month on an average residential customer's 
bill; ii) a rate review mechanism that wiU reflect annual changes in the Mid-'rex Division's cost of service and 
rate base; iii) an authorized return on equity of 9.6 percenc and iv) the establishment of a new program 
designed to encourage natural gas conservation. "be settlement agreement reached with ACSC is subject to 
approval by each of the cities it represents. The Company remains in negotiations with cities which represent 
the majority of the remaining Mid-Tex customers. Hearings are set to begin in February 2008 for the cities 
with whom we have not reached a tentative settlement. 

Other Rate Case Filings 

Texas Division. In December 2007, our West Texas Division reached a settlement agreement with the West 
Texas cities resulting in an approved GRIP frling with an increase in annual revenues of approximately 
$1.1 million, as discussed below. The settlement agreement also includes an agreement to work on a rate 
revenue mechanism to be developed by Atmos and the West Texas cities during 2008 which will adjust rates 
to reflect periodic changes in the West Texas Division's cost of service and rate base and the dismissal of all 
pending show cause actions. 

Tn October 2007, our KentuckyMid-States Division settled its $1 1 .I  million rate case frled in May 2007 
with the Tennessee Regulatory Authority. The settlement resulted in an increase in annual revenue of 
$4.0 million and a $4.1 million reduction in depreciation expense. 

rate increase of $5.0 million in our Kansas service area. Hearings are scheduled for March 2008. 

In May 2006, Atmos began receiving "show cause" ordinances from several of the cities in the West 

Tn September 2007, we filed an application with the Kansas Corporation Commission (KCC) requesting a 

GRIP Filings 

In December 2007, the Railroad Cornmission of Texas approved the GRIP filing for our West Texas 
Division to include in rate base approximately $7.0 million of capital costs incurred during calendar year 
2006. The filing shouId result in additional annual revenues of approximately $1.1 million. 

Stable Rate Filings 

Louisiana Divisiorr In December 2007, we filed our annual rate stabilization clause requesting an 
increase of $2.2 million including an increase in depreciation expense of approximately $0.4 million. "be 
filing was for the test year ended September 30, 2007 and the rate change is expected to be effective April I ,  
2008. 

Mississippi Division. 
f i g  with no change in rates. 

In December 2007, the Mississippi Commission approved our annual stable rate 

Regulated Transrnisswn and Storage Segment 

Our regulated transmission and storage segment consists of the regulated pipeline and storage operations 
of the Atmos Pipeline - Texas Division. "lie Atrnos Pipeline - Texas Division transports natural gas to our 
Mid-Tex Division and third parties and manages five underground storage reservoirs in Texas. We also provide 
ancillary services customary in the pipeline industry including parking and lending arrangements and sales of 
inventory on hand. 
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Similar to our natural gas distribution se,gnent, our regulated transmission and storage segment i s  
impacted by seasonal weather patterns, competitive factors in the energy industry and economic conditions in 
our service areas. Further, as the Atmos Pipeline -Texas Division operations supply all of the natural gas for 
our Mid-Tex Division, the results of this segment are highly dependent upon the natural gas requirements of 
the Mid-Tex Division. Finally, as a regulated pipeline, the operations of the Atrnos Pipeline - Texas Division 
may be impacted by the timing of when costs and expenses are incurred and when these costs and expenses 
are recovered through its tariffs. 

Review of Financial and Operating Results 

Financial and operational highlights €or our regulated transmission and storage segment for the three 
months ended December 31, 2007 and 2006 are presented below. 

Three Months Ended 
December 31 

Change 
(In thousands, unless otherwise noted) 

- - 
2006 "- 

2007 

Mid-Tex transportation.. .............................. $ 22,388 $ 20,464 $ 1,924 
Third-party transportation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,232 14,653 3,579 
Storage and park and lend services. ...................... 2,039 3,174 (1,135) 

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45,046 39,872 5,174 
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,792 17,555 5,237 

Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,254 22,317 (63) 
Miscellaneous income ................................ 174 329 (1 55) 
Interest charges ..................................... 7,07 I 7,491 (420) 

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . .  15,357 15,155 

Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 9,847 $ 9,651 $ 196 

Consolidated pipeline transportation volumes --MMcf. . . . . . . .  136,200 116,813 19.387 

1,581 806 Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,387 

- -- 
202 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,504 6 Income tax expense 5 5  10 

The $5.2 million increase in gross profit primmiiy was attributable to a $2.6 &on increase from rate 
adjustments resulting from our 2006 GRIP filing and a $2.0 million increase from transportatian volumes. 
Throughput increased 17 percent primarily due to increased transportation in the Barnett Shale and Carthage 
regions of Texas. The improvement in gross profit also reflects increased unit transportation margins due to 
favorable market mnditions which contributed $0.9 million. These increases were partially offset by a 
$1 . I  million decrease in storage, parking and lending services due to market conditions. 

Operating expenses increased $5.2 million primarily due to increased pipeline integrity and maintenance 
costs. 

Natural Gas Marketing Segment 

Our natural gas marketing segment. aggregates and purchases gas supply, arranges transportation andor 
storage logistics and ultimately delivers gas to our customers at competitive prices. To facilitate this process, 
we utilize proprietary and customer-owned transportation and storage assets to provide the varions services our 
customers request, including furnishing natural gas supplies at fixed and market-based prices, contract 
negotiation and administration, load forecasting, gas storage acquisition and management services, transporta- 
tion services, peaking sales and balancing services, capacity utilization strategies and gas price hedging 
through the use of derivative products. As a result, our revenues arise ffom the types of commercial 
transactions we have stmctured with our customers and include the value we extract by opthizing the storage 
and transpoitation capacity we own or control as well as revenues received for sesvices we deliver. 
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To optimize the stomge and transportation capacity we own or control, we participate in transactions in 
which we combine the natural gas commodity and transportation costs to minimize our costs incurred to serve 
our customers by identiiing the lowest cost alternative within the natural gas supplies, transportation and 
markets to which we have access. Additionally, we engage in natural gas storage transactions in which we 
seek to find and profit from the pricing merences that occur over time. We purchase physical natural gas and 
then sell financial contracts at advantageous prices to lock in a gross profit margin. Through the use of 
transportation and storage services and derivative contracts, we are able to capture gross profit margin through 
the arbitrage of pricing differences in various locations and by recognizing pricing differences that occur over 
time. 

Amos Energy Marketing, LLC (AEM) continually manages its net physical position to enhance the 
future economic profit it captured when an original transaction was executed. Therefore, AEM may change its 
scheduled injection and withdrawal plans from one time period to another based on market conditions or 
adjust the amount of storage capacity it holds on a discretionary basis in an effort to achieve this objective. 

The natural gas inventory used in our natural gas marketing storage activities is marked to market at the 
end of each month based upon the Gas Daily index with changes in fair value recognized as unrealized gains 
arid losses in  the period of change. We use derivatives, designated as fair valne hedges, to hedge this M ~ U I ~  

gas inventory. These derivatives are marked to market each month based upon the NYMEX piice with changes 
in fair value recognized as unrealized gains and losses in the period of change. tlanges in the spreads 
between the foi-ward natural gas prices used to value the financial hedges designated against our physical 
inventory and the market (spot) prices used to value our physical storage result in the unrealized margins 
reported as a part of our storage activities until the underlying physical gas is cycled and the related financial 
derivatives are settled. 

AEM also uses derivative instruments to capture additional storage arbitrage opportunities that arise 
subsequent to the execution of the original physical inventory hedge and to insulate and protect the economic 
value within its storage and marketing activities. Changes in fair value associated with these fmancial 
instruments are recognized as unrealized gains and losses within AEM's storage and marketing activities until 
they are settled. 

Review of Financial and Operating Results 

Fioancial and operational highlights for our natural gas marketing segment for the three months ended 
December 31, 2007 and 2006 are presented below. Gross profit margin for our natural gas marketing segment 
consists primarily of margins earned from the delivery of gas and related services requested by our customers 
and asset optimization activities, which are derived from the utilization of OUT managed proprietary and third 
party storage and transportation assets to capture favorable arbitrage spreads through natural gas trading 
activities. 
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Unrealized margins represent the unrealized gains or losses on the derivative contracts used by our natural 
gas marketing segment to manage commodity price risk as described above. These margins fluctuate based 
upon changes in the spreads between the physical and forward natural gas prices. Generally, if the physicall 
financial spread nmows, we will record unrealized gains or lower unrealized losses. If the physidfinancid 
spread widens, we will record unrealized Iosses or lower unrealized gains. The magnitude of the unrealized 
gains and losses is also contingent upon the levels of our net physical position at the end of the reporting 
period. 

Three Months Ended -- December 31 
2007 2006 Change 

(In thousands, unless otherwise noted) 
--- 

Deliveredgas.. ...................................... $18,173 $20,069 $ (1,896) 
Asset optimization .................................... (525) (5,790) 5,265 

Gross profit ........................................ 45,963 63,134 (17,171) 

Operatiug income.. .................................. 34,699 56,978 (22,279) 
Miscellaneous income ................................. 796 1,716 (920) 
Interest charges ...................................... 1,314 1,027 287 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,181 57,667 (23,486) 

Unrealized margins. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28,3 15 48,855 (20,540) --- 

Operating expenses. ................................... 11,264 6,156 5,108 
- - I _ _ _ _ _  

--- 

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,581 22,720 (9,139) 
___I - -- 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $20,600 $34,947 $(14,347) 

Consolidated natural gas marketing sales volumes --h4Mcf . . . . .  96,206 77,526 18,680 

--- --- 
--- --- 

Net physical position (Bcf). ............................. 17.7 21 .o (3.3) --- --- 
The $17.2 million decrease in our natural gas marketing segment’s gross profit primarily reflects a 

$20.5 million decrease in unrealized margins attributable to wider physicdfinancial spreads experienced 
during the current-year quarter compared with the prior-year quarter. 

Gross profit also reflected a $1.9 million decrease in delivered gas margins. This decrease reflects the 
impact of a less volatile market, wbich reduced opportunities to take advantage of pricing Werences between 
hubs, partially offset by a 24 percent increase in sales volumes amibutable to successful execution of our 
marketing strategies. 

These decreases were partially offset by lower realized losses incurred on the settlement of financial 
positions. This improvement was partially offset by lower margins earned from cycling gas earned in a less 
volatile natural gas market and increased storage demand fees incurred to support our asset optimization 
activities. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes, other than income taxes, increased $5.1 million. The increase 
reflects $2.4 million for the settlement of transaction and other hx matters coupled with a $2.3 million 
increase in employee and other administrative costs. 
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Economic Grom Profit 

AEM monitors the impact of its asset optimization efforts by estimating the gross profit that it captured 
through the purchase and sale of physical natural gas and the associated financial derivatives. The reconcili- 
ation below of the economic gross profit, combined with the effect of unrealized gains or losses recognized in 
accordance with generally accepted accounting principles in the f i n c i a l  statements in prior periods, is 
presented to provide a measure of the potential gross profit from asset optimization that could occur in future 
periods if AEM’s optimization efforts are executed as planned. We consider this measure of potential gross 
profit a non-GAAP financial measure as it is calculated using both forward-looking and historical financial 
information. The following table presents AEM’s economic gross profit and its potential gross profit at 
December 31, 2007 and September 30, 2007. 

Net Physical Economic Gross Associated Net Potential Gross 
Period Ending Position Profit Unrealized Gain Profit 

December 31, %O07 . . . . . . . . . . . . . 17.7 $44.2 $32.9 $11.3 
September 30,2007. . I . . . . . , . . . 12.3 $40.8 $10.8 $30.0 

As of December 31, 2007, based upon AEM’s derivatives position and inventory withdrawal schedule, the 

(Bcf) (In millions) (Tn millions) (In millions) 

economic gross profit was $44.2 million. This amount is reduced by $32.9 million of net unrealized gains 
recorded in the frnancial statements as of December 31, 2007 that will reverse when the inventory is 
withdrawn and the accompanying financial derivatives are settled Therefore, the potential gross profit was 
$1 1.3 million. This potential gross profit amount will not result in an equal increase in future net income as 
AEM will incur additional storage and other operational expenses and increased income taxes to realize this 
amount. 

The $1 8.7 million decrease in potential gross profit reflects a $22.1 million increase in unrealized gains 
attributable to a narrowing of the physiwYfnancia1 spreads during the quarter. This demease in potential gross 
profit was partially offset by a $3.4 million increase in the economic gross profit During the quarter, natural 
gas fundamentals were bearish as a result of high inventory levels and w m  weather. Therefore, AEM elected 
to increase its net physical position and execute forward sales contracts at positive spreads. Additionally, A M  
elected to modify its original withdrawal schedule to meet its delivery schedule by buying more flowing gas 
and rolling financial positions to forward months to capture more favorable spreads. 

The economic gross profit is based upon planned injection and withdrawal schedules, and the realization 
of the economic gross profit is contingent upon the execution of this plan, weather and other execution factors. 
Since AEM actively manages and optimizes its porifolio to enhance the future profitability of its storage 
position, it may change its scheduled injection and withdrawal plans from one time period to another based on 
market conditions. Therefore, we cannot ensure that the economic gross profit 01 the potential gross profit 
calculated as of December 31,2007 will be fully realized in the future nor can we predict in what time periods 
such realization will occur. Further, if we experience operational or other issues which limit our ability to 
optimally manage our stored gas positions, our earnings could be adversely impacted. Assuming AEM fully 
executa$ its plan i n  place on December 31, 2007, without encountering operational or other issues, we 
anticipate the majority of the potential gross profit as oi December 31,2007 will be recognized during the 
second quarter of fiscal 2008. 

Pipeline, Storage and Other Sogmnt 

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipehe and 
Storage, LLC (APS) ,  Amos Energy Services, LLC (AES) and Atmos Power Systems, Inc., which are each 
wholly-owned by Atmos Energy Holdings, Tnc. 

APS owns or has an interest in underground stoiage fields in Kentucky and Louisiana. We use these 
storage facilities to reduce the need to contract for additional pipeline capacity to meet customer demand 
during peak periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering 
business. As of December 31, 2007, these activities were limited in nature. I I 

I 
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AES, through December 31, 2006, provided natural gas management services to our natural gas 
distribution operations, other than the Mid-Tex Division. These services included aggregating and purchasing 
gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our natural gas 
distribution service areas at competitive prices. Effective January 1, 2007, these activities were moved to our 
shared services function included in OUT natural gas distribution segment. A E S  continues to provide limited 
services to ow natural gas disbibution divisions, and the revenues AES receives are equal to the costs incurred 
to provide those services. 

Through Atmos Power Systems, he., we have constructed electric peaking power-generating plants and 
associated facilities and lease these plants through lease agreements that are accounted for as sales under 
generally accepted accounting principles. 

Results for this segment are primarily impacted by seasonal weather patterns and volatility in the natural 
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk 
associated with its asset optimization activities. 

Review of Financial and Operating Results 

Financial and operational highlights for our pipeline, storage and other segment €or the three months 
ended December 31,2007 and 2006 are presented below. 

Three Months Ended 
December 31 

Storage and transportation services . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset optimization ...................................... 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealized margins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grossprofit .......................................... 
Operating expenses ..................................... 
Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Miscellaneous income ................................... 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
income before income taxes. ............................. 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Netincome ........................................... 

20U7 ZOO6 Change 
(m thousands) 

--- 
$3,317 

(958) 
1,266 
2,373 

5,998 
2,031 

3,967 
2,028 

699 

5,296 
2,104 

$3,192 

-~ 

$ 4,064 
(535) 

1,359 
6,220 

11,108 
2,440 

8,668 
900 

1,601 

7,967 
3,138 

$ 4,829 

Pipeline, stomge and other gross profit decreased $5.1 rnilljon primarily due to a $3.8 million decreaqe in 
unrealized margins associated with asset optimization activities. The change in gross profit also reflects a 
decrease of $0.5 million due to &e transfer of gas supply operations irom the pipeline, storage and other 
segment to our natural gas distribution segment effective January 1, 2007. 

Operating expenses decreased $0.4 million primarily due to the decrease in employee and other 
admkistrative costs associated with the transfer of gas supply operations to our natural gas distribution 
segment 

Liquidit.y and Capital Resources 

Our working capital and liquidity for capital expenditures and other cash needs are provided from 
internally generated funds, borrowings under our credit facilities and commercial paper program. Additiondy. 
fTom time to time, we raise funds from the public debt and equity capital markets to fund our liquidity needs. 
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Cash mows 

Our internally generated funds may change in the future due to a number of factors, some of which we 
cannot control. These include regulatory changes, prices €or our products and services, demand for such 
products and services, margin requirements resulting from significant changes in commodity prices, opera- 
tional risks and other factors. 

Cash flows from operating activities 

Period-over-period changes in OUI operating cash flows primarily are attributable to changes in net 
income, working capital changes, particularly within our natural gas distribution segment resulting from the 
price of natural gas and the timing of customer collections, payments for natural gas purchases and deferred 
gas cost recoveries. 

For the three months ended December 31,2007, we generated operating cash flow of $61.4 million Gorn 
operating activities compared with $165.0 million for the three months ended December 31, 2006. Quarter- 
over-quarter, our operating cash flow was unfavorably impacted by the utilization of lower income tax 
receivable balances coupled with the unfavoiable timing of payments for various working capital item. 
Specifically, changes in other current assets, accounts payable, accrued liabilities and other current Liabilities 
reduced operating cash flow by $97.3 million. Changes in cash required to collateralize our risk management 
accounts also reduced operating cash flow by $35.6 million. These decreases were partially offset by favorable 
timing of gas cost recoveries which increased operating cash flow by $16.2 million. Finally, other changes in 
working capital and other items increased operating cash flow by $13.1 million, primarily resulting from 
favorable net changes associated with our risk management activities. 

Cash flows from inws ling activities 

In recent years, a substantial portion of our cash resources has been used to fund acquisitions and growth 
projects, our ongoing construction program and improvements to information systerns. Our ongoing constmc- 
tion program enables us to provide natural gas distribution services to our existing customer base, expand our 
natural gas distribution services into new markets, enhance the integrity of our pipelines and, more recently, 
expand our intrastate pipeline network In executing our cunent rate strategy, we are directing discretionary 
capital spending to jurisdictions that permit us to e m  a timely return on our investment. Currently, our Mid- 
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atrnos Pipeline -- Texas 
Division have rate designs that provide the opportunity to include i n  their rate base approved capita3 costs on a 
periodic basis without being required to file a rate case. 

Capital expenditures for fiscal 2008 are expected to range from $450 million to $465 million. For the 
three months ended December 3 1, 2007, we incurred $94.2 million for capital expenditures compared with 
$87.0 million for the three months ended December 31,2006. The increase in capital spending primarily 
reflects spending in die natural gas distribution se,ament for our new automated metering initiative. This 
initiative involves the installation of equipment that automatically reads and transrers customer consumption 
and other data to our customer information systems. This initiative is expected to improve the efficiency of 
our meter reading process. 

Cash flows from Jinancing activities 

For the three months ended December 31, 2007, our financing activities provided $25.7 million compared 
with a use of cash of $58.1 million from financing activities in the prior-year period. Our significant financing 
activities for the three months ended December 31, 2007 and 2006 are summarized as follows. 

I I 

During the three months ended December 31,2007, we increased our borrowings under ow credit 
facilities by $50.7 million. The increase reflects borrowings to fund natural gas purchases for our winter 
heating season. 
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In December 2006, we soId 6.3 million shares of common stock, including the underwriters’ exercise of‘ 
their overallotment option of 0.8 million shares, generating net proceeds ol approximately $192 million. 
The net proceeds horn this issuance were used to reduce our short-term debt. 

During the three months ended December 31,2007, we paid $29.2 million in cash dividends compared 
with $26.3 million for the three months ended December 31, 2006. The increase in dividends paid over 
the prior-year period reflects the increase in our dividend rate from $0.32 per share during the three 
months ended December 31, 2006 to $0.325 per shilre during the three months ended December 31, 
2007 combined with our December 2006 equity offering and new share issuances under our various 
equity plans. 

During the three months ended December 31, 2007, we issued 0.2 million shares of  common stock 
under our various equity plans which generated net proceeds of $6.0 million. In addition, we granted 
0.4 million shares of common stock under our 1998 Long-Term Incentive Plan. 

The following table summarizes our share issuances €or the three months ended December 31, 2007 and 
2006. 

Three Months Ended 
December 31 

2007 2006 

Shares issued 
Direct Stock Purchase Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  95,891 80,701 
Retirement Savings Plan. ..................................... 140,071 85,162 

Outside Directors Stock-fm-Fee Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  817 669 
PUblicOffer~g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 6,325,000 

Total shares issued ........................................ 580,452 6,765,331 

1998 Long-Tern Incentive Plan ................................ 343,673 273,799 

Credit: Facilities 

As of December 3 1, 2007, we had a total of approximately $1.5 billion of credit facilities, comprised of 
three short-term committed credit facilities totaling $91 8 million, one uncommitted credit facility totaling 
$25 million and, througb AEM, a second uncommitted credit facility that can provide up to $580 million. In 
January 2008, the unused portion of our $25 million uncommitted credit facility was terminated by the bank 
and the remaining balance wiU be terminated as the outstanding letters o€ credit expire. Borrowings under our 
uncommitted credit facilities are made on a when-and-as-needed basis at the discsetion of the banks. Our 
credit capacity and the amount of unused borrowing capacity are affected by the seasonal nature of the natural 
gas business and our short-term borrowing requirements, which are typically highest during colder winter 
mouths. Our wosking capital needs can vary significantly due to changes in the price of natural gas charged by 
suppiiers and the increased gas supplies required to meet customers’ needs during periods of cold weather. 

As of December 31, 2007, the amount available to us under our credit tcilities. net of outstanding letters 
of credit, was $8052 million. We believe these credit facilities, combined with our operating cash flows, will 
be sufficient to find our woTking capital needs. These facilities are descsibed i n  further detail in Note 4 to the 
unaudited condensed financial statements. 

Shelf Registration 

On December 4, 2006, we iiled a registration statement with the Securities and Exchange Cornmission 
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities available 
for issuance. As of December 3 1 ,  2007, we have approximately $450 million available €or issuance under the 
registration statement Due to certain restrictions imposed by one state re,glatory commission on our abiLity to 
issue securities under the registration statement, we are permitted to issue a toEd of approximately $1 00 d i o n  
of equity securities, $50 miuion of senior debt securities and $300 million of subordinated debt securities. In 
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addition, due to restrictions imposed by another state regulatory commission, if the credit ratings on our senior 
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation (BBB-), 
Moody’s Investors Services, Inc. (Baa3) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of debt 
securities under the registration statement would be suspended until an investment grade rating from all three 
credit rating agencies was achieved. 

Credit Ratings 

Our me& ratings directly affect our ability to obtain short-term and long-term financing, in addition to 
the cost of such financing. Tn debrmining our credit ratings, the rating agencies consider a number of 
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt, 
operating cash flow coverage of interest and pension IiabiliCies and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency of our earnings over t h e ,  the quality of our 
management and business strategy, the risks associated with our utility and nonutility businesses and the 
regulatory shvctures that govern our rates in the states where we operate. 

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (Sap) ,  Moody’s Investors 
Service (Moody’s) and Fitch Ratings, Ltd. (Fitch). Our current debt ratings are all considered investment grade 
and are as follows; 

S&P Moody’s Etch - - -  
Unsecured senior long-term debt .............................. BBB Baa3 BBB+ 
Commercial paper ......................................... A-2 P-3 F-2 

CbrrentIy, with respect to our unsecured senior long-term debt, S&P maintains its positive outlook while 
Moody’s and Fitch maintain their stable outlook. None of our ratings are currently under review. 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade 
credit rating for S&P is AAA, Moody’s is Aaa and Fitch is A M .  The lowest investment grade credit rating 
for S&P is BBB-, Moody’s is Bad and Etch is BBB-. Ow LTedit ratings may be revised or withdrawn at any 
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be 
no assurance that a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warrant 

Debt Covenants 

We were in compliance with aIl of our debt covenants as of December 31, 2007. Our debt covenants are 
described in Note 4 to the unaudited condensed consolidated Einancial statements. 

Capitalization 

The following table presents our capitalization as of December 31,2007 and September 30, 2007: 
December 31, September 30, 

Un thousands, except percentages) 
2007 2007 

Short-termdebt. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 202,244 4.6% $ 150,599 3.5% 
Long-term debt.. ............................. 2,128,533 48.8% 2,130,146 50.2% 
Shareholders’ equity ........................... 2,032,483 46.6% 1,965,754 3% 
Total capitalization, including short-term debt . . . . . . . .  $4,363,260 100.0% $4,246,499 100.0% 

Total debt as a percentage of total capitalization, including short-term debt, was 53.4 percent at 

- 
- - 

December 3 1, 2007, and 53.7 percent ai September 30, 2007. Our ratio of total debt to capitalization i s  
typically greater during the winter heating season as we borrow short-term debt to fund natural gas purchases 
and meet our working capital requirements. We intend to maintain our debt to capitahation ratio in a target 
range of SO to 55 percent through cash flow generated from operations, continued issuance of new common 
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stock under our Direct Stock Purchase Plan and Retirement Savings Plan and access to the equity capital 
markets. 

Contractual Obligations and Commercial Commitments 

Significant Commercial commitments are described in  Note 8 to the unaudited condensed consolidated 
financial statements. There were no significant changes in our contractual obligations and commercial 
commitments during the three months ended December 31, 2007. 

Risk Management Activities 

We conduct risk management activities through both our natural gas distribution and natural gas 
marketing segments. In our natural gas distribution segment, we use a combination of physical storage, fixed 
physical contracts and fiied financial contracts to reduce our exposure to unusually large winter-period gas 
price increases, In our natural gas marketing segment, we manage our exposure to the risk of natural gas price 
changes and lock in our gross profit margin through a combination of storage and financial derivatives, 
including futures, over-the-counter and exchange-traded options and swap contracts with co~nterparties. To the 
extent our inventory cost and actual sales and actual purchases do not correlate with the changes in the market 
indices we use in our fair value hedges, we could experience ineffectiveness or the hedges may no longer 
meet the accounting requirements for hedge accounting, resulting in the derivatives being treated as mark-to- 
market instruments through earnings. In addition, natural gas inventory would be reflected on the balance sheet 
at the lower of cost or market instead of at fair value. 

We record our derivatives as a component of risk management assets and liabilities, which are classified 
as current or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially 
all of our derivative financial instruments are valued using external market quotes and indices. The following 
cables show the components of the change in the fair value of our natural gas distribution and natural gas 
marketing commodity derivative contracts for the three months ended December 3 1,2007 and 2006: 

Three Months Ended Three Months Ended 
December 31,2007 December 31,2006 

Natural Gas Natural Gas Natural Gas Natural Gas 
Distriiution Markefing Distribution Marketing 

(In thousands) 

Fair value of contracts at beginning of 
peiiod ............................ $(21,053) $%,SO8 $(27,209) $15,003 
Contracts realized/settIed . . . . . . . . . . . . . .  (22,338) 5,075 (15,757) 45,899 

Other changes in value. . . . . . . . . . . . . . . .  23,544 19,976 1 1,561 14,061 

Fair value of contracts at end of period . . . . .  $(21,528) $51,859 $(33,315) $74,963 

- Fair value of new contracts. . . . . . . . . . . . .  (I ,681) _.- (1,910) 

The fair value of our natural gas distribution and natural gas marketing derivative contracts at 
December 31,2007, i s  segregated below by time period and fair value source: 

Fair Value of Contracts at December 31, 2007 
Maturity in Years 

G r e a z  Total Fair 
Source d Fair Value Lessthan1 1-3 __ 4-5 Than 5 Value 

(In thousands) 

Prices actively quoted . . . . . . . . . . . . . . . . . . . .  $24,833 $6,870 $- 3;- $31,703 

Total Fair Value.. ....................... $24,180 $6,151 $- - $--- $30,331 

Prices based on models and ather valuation 
(1,372) __ ............................. (653) (719) ---= - methods 

- - - -  - - -  
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Pension and Postretirement Benefits Obligations 

cost was $12.0 million and $12.1 million. These costs relating to our natural gas distribution operations are 
recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our 
distribution rate base. The remaining costs are recorded as a component of operation and maintenance 
expense. 

compared with the prior-year period as the assumptions we made during our annual pension plan valuation 
completed June 30, 2007 were consistent with the prior year. The discount rate used t~ compute the piesent 
value of a plan’s liabilities geneidly is based on rates of high-grade corporate bonds with maturities similar to 
the average period over which the benefits will be paid. At our June 30,2007 measurement date, the interest 
rates were consistent with rates at ow prior-year measurement date, which resulted in no change to ow 
6.30 percent discount rate used to determine our fiscal 2008 net periodic and post-retirement cost. In addition, 
our expected return on our pension plan assets remained constant at 8.25 percent. 

ment plans, and we expect to contribute a total of approximately $12 d o n  to these plans during fiscal 2008. 

For the three months ended December 31,2007 and 2006 our total net periodic pension and other benefits 

Our total net periodic pension and other benefits cost remained flat during the current-year period when 

During the three months ended December 3 1,2007, we contributed $2.1 million to our orher postrehe 
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OPERATING STATISI'ICS AND OTHER RWORMATLON 

transmission and storage. natural gas marketing and pipeline. storage and other segments for the three-month 
periods ended December 31. 2007 and 2004 . 

The following tables present certain operating statistics for our natural gas distribution. regulated 

Naiural Gas Distribution Sales and Stntistkat Dah 
Three Months Ended 

December 31 
2007 2006 

METERS IN SERVICE. end of period 
Residential . . . . . . . . . . . . . . . . . . . . .  
Commercial . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . .  
Agricultural ................... 
Public authority and other ......... 

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

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

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

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

............................... 
Totalmeters . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

INVENTORY STORAGE BALANCE - BE€ ........................... 
EEATING DEGREE DAYS"' 

Actual (weighted average) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Percentofno rmal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

SALES VOLUMIES - MMcf@) 
Gas sales volumes 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
IndusCrial ..................................................... 
Agricultural . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other ......................................... 

Total gas sales volumes ......................................... 
Transportation volumes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tota l~oughp  nt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
OPERATING REVENIlES (000'~)'~' 
Gas sales revenues 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Agricul~lsal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public authority and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total gas sales revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other gas revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Average &ansportation revenue per Mcf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Average cost of gas per Mcf sold ..................................... 

Transportation revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2.925. 426 2.915. 864 
277. 684 

2. 3 19 3. 023 
IO. 962 8. 626 

8. 216 8. 185 
3.222. 330 3.213. 413 

60.0 60.3 

275. 438 

-~ 

1. 08 1 I .  135 
98% 101% 

49. 03 1 
26. 620 

5. 954 
550 

2. 612 
84. 767 
34. 853 

1 19. 620 
.-.- 

!$ 554. 289 
268. 469 
51. 176 
4. 983 

25. 621 
904. 538 

15. 00s 
8. 634 

$ 928. 177 

$ 0.43 
$ 7.73 

50. 699 
27. 085 
5. 735 

110 
2. 771 

86.4 00 
33. 883 

120. 283 

$ 7 3 6  574. 
283. 033 
53. 983 

575 
27. 169 

939. 496 
15. 850 

$ 2 4 4  964. 

$ 0.47 
$ 8.12 

8. 898 - 

See footnotes following these tables . 
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Regulated Transmission and Sforage, Natural Gas Marketing and Pipeline, Storage and Other Operarians 
Sales and Stativtical Data 

Three Months Ended 
December 31 

2007 

CUSTOMERS, end of period 
indn strial . ....................................................... 735 
Municipal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  61 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  469 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,265 

INVENTORY STORAGE BALANCE - Bcf 
Natural gas marketing .............................................. 22.3 
Pipeline, storage and other ........................................... 2.6 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24.9 

188,864 
NATURAL GAS IVLUCKETING S m  VOLIJh4ES - MzMcf(') .............. 108,709 

Regulated transmission and storage. .................................... $ 45,046 
Natural gas marketing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  840,717 
Pipeline, storage and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,727 

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $892,490 

REGULATED TRANSMISSION AM) STORAGE VOLUMES - MMcfcz' . . I , . . 

OPERATING REVENUES (OOO'S)(~) 

Notes to preceding tables: 

2006 

700 
60 

420 

1,180 

21.2 
2.7 

23.9 

170,618 
88,038 

$ 3 9 , s n  
71 1,694 

1 1,333 

$762,899 

A heating degree day i s  equivalent to each degree that the average of the high and the low temperatures 
for a day is below 65 degrees. The colder the climate, the greater the number of heating degree days. 
Heating degree days are used in d e  natural gas industry to measure the relative coldnas of weather and 
to compare relative ternperames between one geographic area and another. Normal degree days are based 
on 30-year average National Weather Service data for selected locations. For service areas that have 
weather normalized operations, normal degree days are used instead of actual degree days in computing 
the total number of heating degree days. 

(2) Sales volumes and revenues reflect seawent operations, including intercompany sales and transportation 
amounts. 

REXEN" A C C O m m C ;  LlEV"MENTS 

Recent accounting developments and their impact on our fiiancial position, results of operations and cash 
flows are described in Note 2 to the unaudited condensed consolidated financial statements. 

Item 3. Quantitative and Q u a E e  Disclosures About Market Uisk 

Inlormation regarding our quantitative and qualitative disclosures about market risk are discJosed in 
Item 7A in OUT Annual Report on Form IO-R for the year ended September 30, 2007. During the diree months 
ended December 31, 2007, there were no material changes in our quantitative arid qualitative disclosures about 
market risk, 

Item 4. Controls and Procedures 

As indicated in the certifications in W h i t  31 of this report, the Company's Chief Executive Officer and 
Chief Financial Officer have evaluated the Company's disclosure controls and procedures as of Decembw 31, 

I 
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2007. Based on that evaluation, these officers have concluded that the Company's disclosure controls and 
procedures are effective in ensuring that material information required to be disclosed in this quarterly report 
is accumulated and communicated to our management, including our principal executive and principal 
financial officers, as appropriate, to allow h e l y  decisions regarding required disclosure. In addition, there 
were no changes during the Company's last fiscal quarter that materially affected, or are reasonably likely to 
materiaUy affect, the Company's internal control over financial reporting. 

PART IL OTHER I"0RMA"ION 

Item 1, Legal Proceedings 

During the three months ended December 31,2007, except as noted in Note 8 to the unaudited condensed 
consolidated financial statements, there were no material changes in the status of the litigation and 
environmental-related matters that were dhclosed in Note 13 to our Annual Report on Fom 10-K for the year 
ended September 30,2007. We continue to believe that the final outcome of such litigation and environmen- 
tal-related matters or claims will not have a material adverse effect on our financial condition, results of 
operations or net cash flows. 

Item 6. ,Exhibifs 

A list of exhibits required by Item 601 of Regdation S-K and filed as part of this report is set forth in 
the Exhibits Tndex, which immediately precedes such exhibits. 
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SIGN- 

Pnrsuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf' by the undersigned, thereunto duly authorized. 

h0.S  ENERGY ~RPORATTON 
(Registrant) 

Date: Febmary 6,2008 

By: /S/ IORN p. &DDY 

John P. Reddy 
Senior Vice President and Chief Financial m c e r  

(Duly authorized signatory) 
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EXHIBITS INDEX 
Item 6(a) 

Exhibit 
Number 

12 
15 

31 
32 

Description 

Computation o i  ratio of earnings to fixed charges 
Letter regarding unaudited interim financial 
information 
Rule 13a- 14(a)/15d-l4( a) Certifications 
Section 1350 Certifications* 

Page 
Number 

- 
* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Execn- 

tive Officer and Chief Financial Officer, fiunished as Exhibit 32 to this Quarterly Report on Form 10-Q, will 
not be deemed to be filed with the Commission or incorporated by reference into any Wing by the Company 
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com- 
pany specifically incorporates such certifications by reference. 
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