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Case No. 2015-00343
Atmos Energy Corporation, Kentucky Division
AG RFI Set No. 1
Question No. 1-31
Page 1 of 1

REQUEST:

Refer to page 36, lines 3 through 4 of Dr. Vander Weide Direct testimony wherein he
states that be added an additional 18 basis points to his risk premium ROE estimate to
allow for flotation costs. Please explain why it is appropriate to add a flotation cost
adjustment to a ROE estimate based on a risk premium or on a CAPM analysis.

RESPONSE:
It is appropriate to add a flotation cost adjustment to an ROE estimate based on a risk
premium and a CAPM analysis because the risk premium and CAPM results do not

include an adjustment to allow for the recovery of flotation costs.

Respondent: Dr. James Vander Weide
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Case No. 2015-00343
Atmos Energy Corporation, Kentucky Division
AG RFI Set No. 1
Question No. 1-32
Page 1 of 1

REQUEST:
Please provide the current credit and senior secured bond ratings for Atmos Energy.
RESPONSE:
Moody's - Long Term Rating - A2, Senior Unsecured Debt - A2
Standard and Poor's - LT Local Issuer Credit - A- (Positive Outlook)
Fitch - LT Issuer Default Rating - A-, Senior Unsecured Debt - A

Respondent: Greg Waller
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Case No. 2015-00343
Atmos Energy Corporation, Kentucky Division
AG RFI Set No. 1
Question No. 1-33
Page 1 of 1

REQUEST:

Please provide a copy of all bond rating agency reports, e.g., Standard and Poor's,
Moody's, and Fitch, for Atmos Energy from 2013 through the present date.

RESPONSE:

Please see Attachment 1 for rating agency reports issued from January 2013 through
December 2015.

ATTACHMENT:

ATTACHMENT 1 - Atmos Energy Corporation, AG_1-33_Att1 - Rating Agency Reports
2013-2015.pdf, 108 Pages.

Respondent: Greg Waller



CASE NO. 2015-00343
ATTACHMENT 1
TO AGDRNO. 1-33

One State Streat Plaza T 212 908 0500/ 800 75 FITCH
New York, NY 10004 v, fitchratings.com

Daniel Meziete.

Vice President & Treasurer
Atmos Energy Corporation
5430 LBJ Freeway — Suit 1800
Dallas, TX 75240

January 10, 2013

Dear Mr. Meziere,

Re: Atmos Energy Corporation’ $500 million Senior Unsecured Note Issaance

Fitch (see definition below) assigns the following ratings, subject to receipt of final documents:
‘A=’ to $500 million, 4.15% Senior Unsecured Notes, due January 15, 2043

The Rating Outlook is Stable, |

In issuing and maintaining its ratings, Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts
a reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given
Jurisdiction. '

The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains
will vary depending on the hature of the rated security and its issuer, the requirements and
practices in the jurisdiction in which the rated security is offeied and sold and/or the issuer is
located, the availability and nature of relevant public information, access to the management of
the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures letters, appraisals; actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of indépendent and
competent third-party verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors.

Users of Fitch’s ratings should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information Fitch relies on in connection with a
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rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible for
the accuracy of the information they provide to Fitch and to the market in offering documents
and other reports. In issuing its ratings Fitch must rely on the work of experts, including
independent auditors with tespect to financial statements and attorneys with respect to legal and
tax matters. Further, ratings are inherently forward-looking and embody asstimptions and
predictions about future events that by their nature cannot be verified as facts. As a result,
despite any verification of current facts, ratings can be affected by future events or conditions
that were not anticipated at the time a rating was issued or affirmed.

Fitch seeks to continuously improve its ratings ciiteria and methodologies, and periodically
updates the descriptions on its website of its criteria and methodologies for securities of a given
type. The criteria and methodology used to determine a rating action are those in effect at the
time the rating action is taken, which for public ratings is the date of the related rating action
commentary. Each ratmg action commentary provides information about the critetia and
methodology used to arrive at the stated rating, which may differ from the general criteria end
methodology for the applicable security type posted on the website at a given time. For this.
reason, you should always consult the applicable rating action commentary for the most accurate
information on the basis of any given public rating,

Ratings are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the
opinions stated therein. The individuals are named for contact purposes only.

Ratings are not a fecommendation or suggestion, directly or indirectly, to you or any other
person, to buy, sell, make or hold any investment, loan or security or to undertake any
investment strategy with respect to any investment, loan or security or any issuer. Ratings do not
comment on the adequacy of market price, the suitability of any investment, loan or security for
a particular investor (including without limitation, any accounting and/or regulatory treatment),
or the tax-exempt nature or taxability of payments made i respect of any irivestment, loan or
security. Fitch is not your advisor, nor is Fitch providing to you or any other party any financial
advice, or any legal, auditing, accounting, appraisal, valuation or actuarial services. A rating
should not be viewed as a replacement for such advice or services.

The assignment of a rating by Fitch does not constitute consent by Fitch to the use of its name as
an expert in connection with any registration statement or other ﬁhngs under US, UK or any
other relevant securities laws. The assignment of a rating by Fitch does not constitute consent by
Fitch to the use of its name as an expert in connection with any registration statement or other
filings under US, UK or any other relevant securities laws. Fitch does not consent to the
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FitchRatings

inclusion of its ratings in any offering document in any instance in which US, UK or any other
relevant securities laws requires such consent. Fitch does not consent to the inclusion of any
written letter communicating its rating action in any offering document.

1t is important that you pr omptly provide us with all information that may be material to the
ratings so that our ratings continue to be appropriate. Ratings may be raised, lowered,
withdrawn, or placed on Rating Watch due to changes in, additions to, accuracy of or the
inadequacy of information orfor-any-other reason Fitch deems sufficient:

Nothing in this letter is intended to or should be constived as creating a fiduciary relationship
between Fitch and you or between Fitch and any user of the ratings.

~ In this letter, “Fitch” means Fitch, Inc. and any subsidiary or successor in interest.

We are pleased to have had the opportunity to be of service to you. If we can be of further
assistance, please contact me at (212) 908-0577.

Sincerely,

Bl fn b

Glen Grabelsky
Managing Director




Electric-Corporate /lUS.A.

Atmos Energy Corp.

Full Rating Report

Ratings

Long-Term iDR BBB+
Shorf-Term IDR F2
Senior Unsecured A-
Commercial Paper F2

{DR - Issuer Default Rating.

Rating Outlook
Stable

Financial Data
Atmos Energy Corp. .

($ MIl, Fiscal Year
Ended Sept. 30 2011 2012

otal Debt/Total
Capitalization (%) 5447 5424

Note: 2011 as originally reported,
including Fitch adjustments.

Related Research
Fitch Rates Atmos Energy's Senior

Notes A Outlook Stable
(January 2013)

2013 Outlook: Utilities, Power, and
Gas (December 2012)

Analysts

Lindsay Minneman
+1 212 908-1592
lindsay. minneman@fitchratings.com

Danie! Neama
+1 212 908-1562
daniel.neama@fitchratings.com

Cynthia Polesz
+1 212 908-0562
cynthia. poiesz@fitchratings.com

Key Rating Drivers

Constructive Regulatory Environment: The ratings of Atmos Energy Corporation (Atmos)
are supported by a constructive regulatory environment in its multijurisdictional service territory.
Atmos has been able to implement several reguiatory mechanisms, inciuding annual
ratemaking, purchased gas cost adjustments, and weather normalization, across many of its
jurisdictions.

Emphasis on Regulated Operations: Management has been able to achieve steady growth
in Atmos' regulated distribution and transmission businesses, while the economically and
market-sensitive nonreguiated operations hold greater long-term growth potential. Fitch
Ratings expects regulated operations to average more than 90% of net income over the long
term, although this level should remain higher in the near term given weak market conditions
that have been affecting the nonreguiated operations.

Large Geographically Diverse Operations: Atmos benefits from the low-risk nature of its
large and geographically diverse regulated operations, and its large Texas intrastate pipeline
and associated storage assets. Management has focused on exiting nonstrategic regions
through asset sales, and redeploying proceeds in the remaining regions with higher growth
operations.

Strong Financial Performance: Fitch expects Atmos to maintain its strong financial metrics,
which have been driven by organic growth in Atmos' regulated natural gas distribution segment.
For the next three years, Fitch expects FFO to total debt to average more than 20%, with total
debt to EBITDA to range between approximately 3.8x and 3.6x.

Volatility at Nonregulated Operations: Atmos Energy Holdings, Inc. {AEH) and its wholly
owned subsidiary, Atmos Energy Marketing, LLC {AEM), are responsible for the majority of
Atmos' nonregulated earnings. These nonregulated gathering, storage. transportation, and
supply-management operations exhibit greater earnings volatility than the regulated operations
due to their exposure to natural gas prices and the supply and demand effects on market
conditions.

Rating Outlook: The Stable Outlook for Atmos reflects predictable and stable earnings driven
by a constructive regulatory environment and the low-risk nature of its regulated operations.

What Could Trigger a Rating Action

Potential Positive Factors: The downsizing of Atmos’ nonregulated operations along with
continued strong performance of the regulated distribution and transmission and storage
businesses could result in a positive rating action.

Potential Negative Factors: A significant increase in the size or risk of Atmos' nonregulated
operations, or a large or heavily debt-financed acquisition could result in a negative rating
action.

www. fitchratings.com

January 29, 2013



Related Criteria
Corporate Rating  Methodology
(August 2012)

Rating North American Utilities,
Power, Gas, and Water Companies
(May 2011)

Key Rating Issues

Regulatory Environment

Atmos operates in Texas, Louisiana, Mississippi, Kansas, Colorado, Tennessee, Kentucky, Virginia,
and Georgia. Fitch considers Atmos' regulatory environment to be constructive, enabling the utility to
earn a reasonable return.

The state of Texas, in which nearly 60% of Atmos' distribution customers are located, has a
relatively deceniralized reguiatory approach. The governing body of each municipality has original
jurisdiction over all rates, operations, and services within its city limits. The Railroad Commission of
Texas (RRC) has exclusive appellate jurisdiction over all rate and regulatory orders and ordinances
of the municipalities, and exclusive original jurisdiction over rates and services to customers not
located within the limits of a municipality. Atmos’ natural gas distribution jurisdictions within Texas
have authorized retums on equity (ROE) that range from 10.1% io 10.5%, with the most recent
decision for the Mid-Tex region at a 10.5% ROE.

The eight other states in which Atmos distributes natural gas are regulated by each state's public
service commission. The authorized ROEs in these states range from 9.89% to 10.5%.

Regulatory Mechanisms Stabilize Cash Flows

Atmos has been able fo implement rate designs in recent years on its approximately
$4.2 billion rate base that have reduced regulatory lag and helped decoupie gross margin from
customer usage patterns. These cash flow-stabilizing regulatory mechanisms include annuai
ratemaking, timely capital cost recovery, purchased gas cost adjustments, and weather
nomalization.

Annual ratemaking mechanisms are in place in Louisiana, Mississippi, Texas, and Georgia that
allow for the annual recovery of capex, and except for Texas, operating and maintenance (O&M)
expenses. These mechanisms provide for filing an annual rate review and adjustment to rates
instead of a formal rate case, covering approximately 77% of Atmos' natural gas distribution gross
margin in fiscal 2012,

The gas reliability infrastructure program (GRIP) in Texas allows Afmos to include annually
approved capex incurred in the prior calendar year in rates without the need to file a formal rate case.
The GRIP applies to Atmos’ natural gas distribution customers in Texas not located within the limits
of @ municipality. Similar mechanisms that provide accelerated capital recovery have been enacted
in Atmos' service territories in Kentucky, Virginia, Kansas, and Georgia. Additionally, 100% of capex
in Atmos’ regulated transmission and storage segment are recoverable through GRIP.

Purchased gas cost adjustment mechanisms provide a dollar-for-doliar offset to increases or
decreases in natural gas distribution purchased gas cosis monthly or quarterly, depending on the
jurisdiction, without the need to file a rate case. Some jurisdictions also have performance-based
ratemaking adjustments to provide incentives to minimize purchased gas costs through improved
storage management and the use of hedges to lock in gas costs. Trackers cover the gas cost
portion of customer bad-debt expense in most of Atmos' Texas service territory and in several other
states, covering approximately 75% of Atmos' natural gas distribution gross margin.

importantly, Aimos has been able fo implement weather normalization adjustment (WNA)
mechanisms in Texas, Louisiana, Mississippi, Kentucky, Tennessee, Kansas, Virginia, and Georgia,
covering roughly 97% of the natural gas distribution segment’s residential and commercial customer
gross profit. WINA mechanisms lessen the effect of abnormal weather, adding further certainty to
cash flows.

Atmos Energy Corp.
January 29, 2013



Nonregulated Operations
{Contribution to Adjusted

Obtaining the aforementioned regulatory mechanisms has been a key focus of management,
which has been effective in improving the regulatory environment throughout its muitistate
distribution service territory. These efforts have led to organic growth in rate base, which when
combined with careful oversight of O&M expenses and a manageable capital spending
program, has improved the company's financial profile over the past few years.

Asset Sales

Atmos completed the sale of its regulated distribution assets in nonstrategic regions, inciuding
Missouri, lowa, and Hlinois, to Liberty Energy Corp., an affiliate of Algonquin Power & Utilities
Corp., for approximately $128 million in August 2012. The sale of the regulated distribution
assets in Georgia for approximately $141 million is expected to close in late fiscal 2013.

Texas intrastate Pipeline

Atmos' regulated fransmission and storage segment, Texas Intrastate Pipeline, is an
approximately 8,000-mile pipeline that connects to three major market hubs and has five
storage facilities. It Is subject to regulation by the RRC, with an authorized ROE of 11.8%.

A prolonged period of low basis differentials has negatively affected Atmos' transportation and
storage business during the past two years, and will likely continue to affect it in 2013. However,
Atmos stands to benefit when natural gas market fundamentals improve due to its strong
market position in Texas, and its access to the major Texas hubs of Waha, Katy, and Carthage.

Nonregulated Operations

The company’s nonregulated operations, which include gas supply management, marketing,
and gathering and storage services that are mainly conducted at the company's AEH

Net inco¢e) subsidiary. In Fitch's opinion, these operations have a higher level of business risk than the
%) company’s regulated operations, due to greater earnings volatility and commodity exposure.

30 \ AEH has been negatively affected in recent years by the extreme narrowing or elimination of

25 basis differentials, which is expected to continue. As a result, Fitch expects contributions from

20 \ these operations to net income to be less than 10% in the near term.

15 \ . . .

0 \ Financial Overview

5 \ -

Liquidity and Debt Structure
0 ¥ T T y
2009 2010 2011 2012 2013F

F - Forecast Debt Maturities and Liquidity Total Debt and Leverage

Source: Company reports, Fitch. (At 2012 Year-End) e Total Debt (LHS) s Debt/EBITDA (RHS)
3,000 ® M) v ) 42
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Source: Company reports, Fitch.

Atmos Energy Corp. 3
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in January 2013, Afmos issued
$500 milion 4.15% senior unsecured
notes due Jan. 15, 2043.

Total available liquidity stood at approximately $669 miliion as of Sept. 30, 2012. Atmos
increased its $750 million revolving credit facility by $200 million to $950 million in
December 2012, while maintaining its accordion feature at $250 million. The facility now allows
Atmos to obtain same-day funding on base rate loans. At the same time, AEM terminated its
$200 million secured credit facility and replaced it with two $25 million, 364-day bilateral
facilities. Atmos retained its various one-year facilities totaling $39 million. Given the lower cost
of gas inventories in storage and the increased facility size, Fitch considers Atmos’ liquidity
sufficient.

In addition to these third-party facilities, there are three infercompany credit facilities that
simulate a money pool and allow for the efficient management of cash among Atmos, AEH,
and AEM. AEH serves as the intermediary between Atmos and AEM with respect to these
facilities, allowing for up to $500 million to be borrowed from or ient to Atmos, and for up to
$500 million to be lent to AEM. These facilities are renewed annually at calendar year end.
There was $211.5 million outstanding under this facility as of Sept. 30, 2012.

Significant debt covenants include a ratio of total debt to capitalization of no greater than 70%,
and cross-default provision triggers at $15 million—$100 million for different facilities. Atmos
was in compliance with all debt covenants as of Sept. 30, 2012, and maintained a total debt-to-
total capitalization ratio, as defined in the credit agreement, of 56%.

Atmos has a manageable near-term debt maturity schedule, with its $500 million, 4.95% notes
maturing on Oct. 15, 2014, the only significant notes maturing before 2017. Fitch considers the
company's access to capital as unrestricted. The current interest rate environment facilitates
low cost of capital over the near term, which Atmos has already taken advantage of with the
issuance of senior unsecured notes in January 2013.

Capitalization Structure
$ Mil., As of Sept. 30, 2012 Amount % of Total Debt

Operating Lease Equivalent 269 10 5

Short-Term Debt

Source: Company reports, Fitch analysis.

Lease-Equivalent Debt

Atmos has long-term, noncancelable operating leases for office and warehouse ‘space used in
its operations. Consolidated lease and rental expense for fiscal year-end 2012, 2011, and 2010
were $33.6 million, $35.5 million, and $36.7 million, respectively.

Fitch calculates a debt equivalent using 8x the latest full fiscal year's rental expense. This
calculation resulted in $268.8 million being added to Atmos' adjusted long-term debt for 2012
and in each year of Fitch’s projections.

Atmos Energy Corp.
January 29, 2013



Peer Group

Country

Source; Fitch.

Issuer Rating History

LTIDR Outlook/
Date

BRB+

Stable

June 2, 2011

BBB+

Dec. 6, 2006

LT IDR ~ Long-term issuer Default Rating.
FC — Foreign currency.
Source: Fitch,

Negative

Cash Flow Analysis

Atmos historically has been able to fund the majority of its capex through cash flows. Due to the
larger capital program in 2011 and especially 2012, Atmos has added approximately
$200 million of debt fo its capital structure in fotal. Fitch expecis Atmos to fund its future capex
through cash flows supported by debt issuances over the next three years. Fitch expects dividends
to continue to grow, consistent with Atmos’ frack record of dividend growth year over year, when
adjusted for asset sales.

Atmos announced in the fourth quarter eamings call the fiscal 2013 capital budget is
$770 milion~790 million, focused mainly on safety and compliance expenditures, aiong with
increased customer expansion expenditures and system improvements. Distribution capex plans for
fiscal 2013 and beyond include steel service line replacement in Texas and additional enhanced
infrastructure replacement plans in Texas, Kentucky, Kansas, and Georgia. Transmission and
storage capex plans include two service reliability enhancement projects currently underway.

CFO and Cash Use

®Cash Flow from Operations mNet Debt B Net Equity B Capex mDividends

($ Mil.)

1,200

800

400

0 -

(400)
(800)
2008 2009 2010 2011 2012
Source: Company reports, Fitch.
Peer and Sector Analysis
Peer Group Analysis
Atmos NSTAR Southwest

Gas Compan Gas Corporation

Ene Cor

Ltong-Term IDR BBB+ A— BBB+

Credit Metrics (x)

Cape 286.92

IDR ~ Issuer Default Rating.
Source: Company reports, Fitch analysis.

Atmos Energy Corp.
January 29, 2013



More than 80% of Aimos' customer base
is retained annually.

in general, the Utilities, Power, and Gas sector outlooks remain stable. See the Sector Outlook
Distribution chart below for Fitch's outlook distribution on the Utilities, Power, and Gas sector.

Sector Outlook Distribution

m2012 m2011
(%)

100

80

80

40

20

Negative Stable Positive

Source: Fitch.

Fitch's outlook for gas utility companies remains Stable. Gas utilities are advantaged by low
natural gas prices, which minimize customer conservation, and long-term forecasts of
abundant and low-priced natural gas supplies, which stimulate conversions to natural gas from
other fuel sources and stimulate organic growth. While the slow pace of economic recovery has
limited sales growth, local distribution companies remain well positioned with modest capex
requirements, mostly related to system reliability and maintenance.

Company Profile

Atmos is one of the largest natural gas-only distributors in the U.S., currently serving-more than
three million natural gas distribution customers in nine states, The company's natural gas
distribution segment has accounted for 67% of consolidated operating income on average over
the past three years, excluding asset impairments.

Atmos has reguiated natural gas pipeline and storage assets, including a nearly 6,000-mile
intrastate natural gas pipeline system in Texas. The company’s regulated transmission and
storage segment has accounted for 24% of consolidated operating income on average over the
past three years, excluding asset impairments.

Atmos' nonregulated operations include transmission and storage assets, and AEM's natural
gas marketing and procurement services to customers primarily located in the Midwest and
Southeast, and compliment regulated operations.

Atmos Energy Corp.
January 29, 2013



Business Trends

Fitch considers Atmos' strategy of pursuing rate mechanisms that provide for full and timely
recovery of costs and expenditures as key to maintaining consistent results. EBITDA margins
have increased, due, in part, to low natural gas prices and rate base increases. The company
experienced some earnings headwind in the first half of 2012 from the mild winter heating
season.

Revenue Dynamics EBITDA Dynamics
(Net Revenue)
, mmmm EBITDA  ewowews EBITDA Margin
i % Mil.) %
1,400 750 L2 M. ) 250
1,350

1,150 A

2Q11 3Q11 4Q11 1Q12 2Q12 3Q12 4Q12
Note: Each quarter is as originally reported. Note: Each quarter is as originally reported.
Source: Company reports, Fitch. Source: Company reports, Fitch.

Atmos Energy Corp.
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Definitions

e leverage: Gross debt plus
lease adjustment minus equity
credit for hybrid instuments
plus prefered stock divided by
FFO plus gross interest paid
plus prefered dividends plus
rental expense.

» Interest Cover. FFO plus gross
inferest paid plus prefered
dividends divided by gross
interest paid pius prefered
dividends.

e  FFOMDebt FFO divided by
gross debt plus  lease
adjustment minus equity credit
for hybrid instruments plus

preferred sfock,
Fitch's expectations are based on the
agency's  intemally  produced,

conservative rating case forecasts.
They do not represent the forecasts
of rated issuers individually or in
aggregate. Key Fitch forecasis
assumptions include:

s An increase in operating
income in 2013 due to rate
base increases.

e Nomal weather.

Key Metrics

Leverage — Total Adjusted Debt/
Op. EBITDA

e Atmos Energy Corp
wasson Power and Utility U.S. Median
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Note: As originally reported, including Fitch adjustments.

Source: Company reports, Fitch analysis.

Capex/CFO
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Note: As originally reported, including Fitch adjustments.

Source: Company reports, Fitch analysis.

Interest Coverage: Op. EBITDA/
Gross Interest Expense
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Organizational Structure

Organizational Structure — Atmos Energy Corp.
($ Mit., As of Sept. 30, 2012)
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Financial Summary — Atmos Energy Corp.
{8 Mil, Fiscat Years Ended Sept. 30) 2008 2009 2010 2011 2012

Common Dividend Payout (%) 65.00 63.35 §0.19 58.62 58.06

Capital Expenditures/Depreciation (%) 228,02 227.23 230,00 253.81 286.92
Profitabili

Net Revenues ) 1,321 1,347 1,368 1,327 1,324

Operating EBITDA 642 683 743 735 723

FCF ' (221) 284 56 (168) (272)

Net Change In Debt 190 (2486) 54 117 97

Total Capital

Total Hybrid Equity and Minority interest/Total Capital (%) —— e — — —

Note: As originaily reported, including Fitch adjustments,
Source: Company reports, Fitch analysis.

Atmos Energy Corp. 10
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The ratings above were solicited by, or on behalf of, the issuer, and thesrefore, Fitch has been
compensated for the provision of the ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP/FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCYS PUBLIC WEB SITE AT
VWW.FITCHRATINGS,.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE CODE OF CONDUCT SECTION OF THIS SITE.

Copyright © 2013 by Fitch Ratings, Inc., Fitch Ratings Lid. and ifs subsidiaries, One State Street Plaza, NY, NY
10004.Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or refransmission In whole or in part is
prohibited except by permission. All rights reserved. in issuing and maintaining its rafings, Fitch relies on factual information it
receives from issuers and underwriters arxd from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verificaion of that information from independent sources, o the extent such sources are available for a given security orin a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary
depending on the nature of the rated security and Its issuer, the requirements and praclices in the jurisdiction in which the rated
security Is offered and sold and/or the issuer is located, the availability and nature of relevant pubiic information, access fo the
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-
upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third
parties, the availability of independent and competent third-party verification sources with respect to the pardticular security or in
the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings should understand that neither an
enhanced factual investigation nor any thind-party verification can ensure that all of the information Fitch relies on in connection
with a rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing fts ratings Fitch must rely
on the work of experts, including independent auditors with respect to financial statements and attomeys with respect to legal
and tax matiers, Further, ratings are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of cuent facls, ratings can be affected by
future events or conditions that were not anticipated at the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or wamanty of any kind. A Fitch rafing is an opinion
as to the creditworthiness of a securily. This opinion Is based on established criteria and methodologies that Fitch is
confinuously evaluating and updating. Therefore, rafings are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rafing. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fifch reporis have shared
authorship, individuals identified in a Fitch report were involved in, but are not solely responsibie for, the opinions stated therein.
The individuals are named for contact purposes only. A report providing a Fifch rating is neither a prospectus nor a substitute for
the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the
securiies. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch. Fitch does not
provide invesiment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any secusity for a particular investor, or the {ax-exempt nature or
taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors,
and undemwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable cumrency
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
1US$1,500,000 {or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall
not constitute & consent by Fitch to use its name as an expert in connection with any registration statement filed under the
United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of
any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available
fo electronic subscribers up to three days earlier than to print subscribers.

Atmos Energy Corp.
January 29, 2013
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Atmos Energy Corp.

Credit
Rating: BBB-+/Stable/A-2
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Standard & Poor's Ratings Services' ratings on Dallas-based Atmos Energy Corp. reflect the company's "excellent”

business risk and "significant" financial risk profiles under our criteria.

The "excellent” business risk profile for Atmos incorporates the company's low-operating risk regulated natural gas
distribution and gas pipeline transmission operations that contribute about 90% of operating income. These businesses
benefit from operations under generally constructive regulatory frameworks and jurisdictions and, in many but not all
jurisdictions, include the use of weather-normalization clauses, revenue-stabilization mechanisms, and capital recovery
mechanisms which support cash flow stability, Atmos' business risk profile also benefits from operating and regulatory
diversity; however, the company's Texas operations provide about 60% of operating income. The regulated customer
base is large at more than three million customers and residential and commercial customers provide the bulk of
revenues and sales, which, in combination with the constructive regulatory environments, supports stable cash flow

generation,

Atmos’ regulated transmission and storage segment transports natural gas to the company's Mid-Tex division,
transports natural gas for third parties, and manages underground storage reservoirs in Texas. This is a strategic asset
because it supplies gas to a substantial proportion of Atmos' distribution network and provides access to natural gas
from several basins in Texas, which have substantial reserves. We expect this segment to generate relatively stable

cash flow.

These strengths are offset by the company's higher-risk, nonregulated operations that engage in retail gas supply, gas
storage and transportation and asset optimization. The retail gas supply business relies on large volumes and small per
unit margins in order to contribute to operating income, while the asset optimization business relies on natural gas
price volatility. The contribution of these businesses has decreased in recent years as natural gas prices have
decreased and stabilized at low levels. Volatile natural gas prices can create profit opportunities, but such profits are
not necessarily recurring in nature. In addition to potential volatility in operating income, the unregulated operations
can also create significant swings in liquidity requirements due to collateral needs. Notably, these businesses require
stringent risk management and oversight to avoid and/or minimize the impact of unexpected price movements,

We view the financial risk profile of Atmos as significant, incorporating the company's stable regulated cash flows, and
somewhat high debt leverage. Notwithstanding the volatility associated with the unregulated operations' financial
performance, credit protection measures have remained fairly stable in the past few years, benefiting from additions to
ratebase and timely recovery of invested capital. For the 12 months ended Sept. 30, 2012, Atmos generated about
$562 million in funds from operations (FFO} and had about $2.73 billion in debt, leading to FFO to total debt of about
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Summary: Atmos Energy Corp.

21.6%. Debt leverage decreased somewhat from the previous year to 53.6% and debt to EBITDA was 3.6x. These
measures remain within the significant category for the financial risk profile, supporting current ratings. Atmos' share
repurchase program is relatively modest, and we do not expect any significant effect on key credit measures.
Liquidity

The short-term rating on Atmos is 'A-2' and reflects the company's corporate credit rating and the stable cash flow
generation of its regulated operations. Atmos' liquidity is "adequate" under Standard & Poor's liquidity methodology

criteria,
We base our liquidity assessment on the following factors and assumptions;

* We expect the company's liquidity sources (including FFO and credit facility availability) over the next 12 months to
exceed its uses by more than 1.2x.

+ Atmos has a manageable debt maturity schedule with no debt maturities in fiscal years 2013 and 2014 and $500
million due in 2015.

» Even if EBITDA decreases by 15%, we believe net sources of liquidity will exceed liquidity requirements,

s The company has good relationships with its banks, in our assessment, and has a good standing in the credit
markets.

In our analysis we assumed liquidity of about $1.2 billion over the next 12 months, consisting mainly of FFO and
availability under the revolving credit facilities. We estimate the company could use as much as $900 million during
the same period for capital spending, debt maturities, and shareholder dividends,

Atmos has a $950 million revolving credit facility expiring in May 20186. Total availability under the credit facilities was
$380 million as of Dec. 31, 2012,

Atmos' ability to absorb high-impact, low-probability events, its flexibility to lower capital spending, its sound bank
relationships, and its solid standing in credit markets, further support our description of liquidity as strong.

Umatlnok

The stable rating outlook on Atmos incorporates the company's emphasis on regulated gas distribution and
transmission pipeline operations while still maintaining a somewhat meaningful exposure to unregﬁlated operations,
mainly retail gas supply. The stable outlook is predicated on our base case scenario under which we expect that Atmos
will achieve FFO to total debt of between 19% and 21% during 2013 and 2014, and debt leverage of about 55%, while
effectively managing its liquidity needs in light of the unregulated operations. We could lower the ratings on Atmos if
FFO to total debt decreases to less than 18% and debt leverage approaches 60% on a consistent basis. A higher rating
would require sustained FFO to total debt of 24% to 25% and debt leverage that approaches 50% or incremental

" improvernent in business risk,

Heolated Oviterig And Research

¢ Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
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¢ Key Credit Factors: Business And Financial Risks In The Investor-Owned Utilities Industry, Nov. 26, 2008
¢ Key Credit Factors For US. Natural Gas Distributors, Feb. 28, 2006
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Rating Drivers

- Diverse and generally supportive regulation
- Low business risk operations

- Consistent and solid financial performance
Corporate Profile

Atmos Energy Corporation (Atmos; Baa1 senior unsecured, stable outlook) is primarily engaged in regulated
natural gas distribution in eight states (Texas, Louisiana, Mississippi, Kentucky, Tennessee, Kansas, Colorado and
Virginia} and transmission and storage in Texas. Atmaos has an intermediate holding company Atmos Energy
Holdings, Inc. {AEH) that owns non-utility subsidiaries engaged principally in gas marketing, housed at its Atmos
Energy Marketing, LLC (AEM) subsidiary, as well as minor pipeline and storage operations in Louisiana and
Kentucky.

In Aprit 2013, Almos completed the sale of its natural gas distribution assets located in Georgia, representing about
64,000 customers, for approximately $141 million, ‘

SUMMARY RATING RATIONALE

Atmos' ratings are supported by the low risk of its rate-regulated gas distribution utilities in generally constructive
regulatory jurisdictions, strong operating history, solid credit metrics, and a conservative management approach.
Gas marketing is the riskiest element of the company, but it is expected to remain a small part of Afmos,

DETAILED RATING CONSIDERATIONS
DIVERSE AND GENERALLY SUPPORTIVE REGULATION

With distribution and pipeline operations in eight states, Atmos has jurisdictional diversity that reduces its exposure
to any one adverse regulatory decision or warmer-than-normal weather in any of its service territories. It does have
some asset concentration in Texas (60% of customer meters) with their next largest service areas being in
Louisiana (11%) and Mississippi {9%). The regulatory frameworks in these states are credit-supportive, with Texas
and Louisiana utilities generally scored as Baa in Factor 1 under Moody's regulated utilities rating methodology and
Mississippi scored as A. Further regulatory diversity results from the many municipalities that hold original
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jurisdictions in Texas as well as separate ratemaking for pipelines in Texas and Louisiana.

Atmos has been successf{ul in increasing and stabilizing its regulated margins through rate increases and rate
design improvements. Given its disparate operations and rising costs, regulatory lag is an issue that Aimos
addresses through numerous and continual rate activity including regular rate adjustments, outside of base rate
cases, for small amounts spread over its many jurisdictions. Such mechanisms increase the certainty of obtaining
some timely rate relief while reducing the company's exposure to an adverse rate decision. However, Atmos needs
many such small increases to affect margins materially. Over the last three years, about 33% of these operating
income increases from rate activity have come from infrastructure programs, such as the Gas Reliability
infrastructure Program (GRIP) in Texas, which allows Atmos to recover capital investments made in the prior year
without a rate case. In addition, the company has obtained rate design changes that mitigate earnings volatility
from weather and lower consumption (covering over 90% of its meters) and bad debts {(covering over two thirds of
its meters). .

LOW RISK BUSINESS OPERATIONS

Being predominantly regulated, Atmos has low business risk with core rate-regulated gas distribution in numerous
states accounting for approximately 68% of 2012 net income. With only moderately higher risk, Atmos' pipeline
business accounts for approximately 29% of 2012 net income. Atmos unregulated businesses are not of
significant scale, contributing approximately 2% of 2012 net income.

Gas marketing is Atmos' riskiest business segment being exposed to commeodity price, basis, counterparty, and
other risks which makes it difficult to predict its financial resuilts with a high degree of accuracy. As a management
strategy, Almos has been de-emphasizing its unregulated operations in light of the weak medium-term outiook. in
particular, AEMs asset optimization business has been suffering from reduced sales volumes as arbitrage
opporiunities on AEMs assels have dissipated in the current market environment. The drop in asset optimization
profits has caused AEM's overall earnings to decline significantly in the last few years, and we do not anticipate a
turnaround anytime soon. We have assumed very little earnings from this business.

CONSISTENT, SOLID FINANCIAL PERFORMANCE

Over the years, Atmos has been accruing sufficient rate increases to sustain a modest but steady improvement in
its credit metrics. During its fiscal year ended September 30, 2012, Atmos received approval for $31 million in
annual rate increases. As of December 31, 2012, Atmos has received about $64 million in rate relief and had $7
million of pending rate requests. Of the $64 million received in rate relief, $56.7 million came from three completed
rate cases and $3.6 million from infrastructure programs.

Atmos' baseline cash flow from operations before working capital changes (CFO pre-WC) is in the low $600
million range ($621 million in the last twelve months ended December 2012), up from the $612 million in fiscal year
2012. Atmos's credit metrics currently map to the low A, high Baa range under Moody's regulated utilities rating
grid. CFO pre-WC-to-debt is af or above 20% (23.5% in fiscal year 2012, 20.8% in the 12 months ended
December 2012). CFO pre-WC plus inferest-to-interest has remained in the high 4 times range (4.9x in both fiscal
2012 and the 12 months ended December 2012),

Liquidity Profile
Atmos’ liquidity is considered adequate in the near term. Factors in our liquidity analysis include:
Cash - At December 31, 2012, cash on hand was $125 million.

Internal Cash Flow - Atmos had capital spending of $768 million and dividends of $126 million for the twelve
months ended December 31, 2012, With cash from operations of $632 million for the same time period, Atmos
was reliant upon other sources of financing for approximately $262 million.

External Liquidity - In December 2012, Atmos amended the terms of their $750 million unsecured credit facllity to
increase the borrowing capacity fo $950 million, with an accordion feature, which, if utilized, would increase the
borrowing capacity to $1.2 billion. Atmos also has a $25 million unsecured faciiity and a $14 million revolving credit
facility. In total Atmos had $570.9 million outstanding under its credit facilities at December 31, 2012. Atmos must
maintain a debt fo total capitalization ratio below 70% in order to borrow under this facility and was in compliance
(55%) at December 31, 2012.

In December 2012, AEM terminated its committed $200 million facility and replaced it with two $25 million credit
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facilities, one of which is committed. These facilities will be used primarily to issue letters of credit. The amount
available under these two facilities was $40 million at December 31, 2012.

Next Debt Maturity - Atmos has $500 million due in 2014.
Rating Outlook

The stable outlook is based on Atmos's low-risk, regulated activities that produce consistent financial performance
and the expectation that the company will continue to maintain adequate liquidity resources. The outlook also
assumes that the credit metrics will be sustained around current levels (for example, CFO pre-WC-to-debt in the
low 20% range).

What Could Change the Rating - Up

The rating could be upgraded if the company were to demonstrate a sustained improvement in its credit metrics
(for example, with CFO pre-WC-to-debt in the mid 20% range) while reducing exposure to unregulated activities.

What Could Change the Rating - Down

A sustained weakening in Atmos’ credit metrics (including CFO pre-WC-to-debt in the high teens) could cause the
rating to be downgraded. In addition, M&A activity that results in higher financial and business risks could also
negatively affect the rating. ‘

Atmos Energy Corporation
Regulated Electric and Gas Utilities industry [1][2] LTM Moody's
1213172012 ' 12418
month
Forward
View*
As of
May
2013
Factor 1: Regulatory Framework {25% Measure {Score Measure{Score
a) Regulatory Framework Baa Baa
Factor 2: Ability To Recover Costs And Farn Returns (25%)
a) Ability To Recover Costs And Earn Returns Baa Baa
Factor 3: Diversification (10%)
a) Market Position (10%) A A
b} Generation and Fuel Diversity (0%) N/A N/A
Factor 4: Financial Strength, Liquidity And Key Financial Metrics (40%)
a) Liquidity (10%) Baa Baa
b} CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 4.9% A 45¢ | A |
5.5x
c) CFO pre-WC / Debt (3 Year Avg) (7.5%) 20.8% | Baa 19%- |Baa/
24% A
d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%) 16.7% | Baa 14%- |Baa/
18% A
e} Debt/Capitalization (3 Year Avg) (7.5%) 47.5% | Baa 45%- | Baa
' 49%
Rating:
a) indicated Rating from Grid Baat Baa1
b) Actual Rating Assigned Baat Baa1

* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE VIEW
OF THE ISSUER; AND UNLESS NOTED IN THE TEXT DOES NOT
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INCORPORATE SIGNIFICANT ACQUISITIONS OR BVESTITURES

[1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 12/31/2012; Source: Moody’s Financial
Metrics
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© 2013 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S™). All rights
reserved.
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THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
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information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary
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Moody's considers to be reliable, including, when appropriate, independent third-party sources. However, MOODY'S
is not an auditor and cannot in every instance independently verify or validate information received in the rating
process. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
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financial reporting analysis, projections, and other observations, if any, constituting part of the information contained
herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations
to purchase, sell or hold any securities. Each user of the information contained herein must make its own study and
evaluation of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
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MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO™), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MiS's ratings and rating processes. Information regarding certain
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MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
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For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to
be provided only fo "wholesale clients" within the meaning of section 761G of the Carporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are accessing
the document as a representative of, a "wholesale client" and that neither you nor the entity you represent will
directly or indirectly disseminate this document or its contents to "retail clients” within the meaning of section 761G
of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of
the issuer, not on the equity securities of the issuer or any form of security that is available to retail clients. tt would
be dangerous for retall clients to make any investment decision based on MOODY'S credit rating. If in doubt you
should contact your financial or other professional adviser.
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Atmos Energy Corp. Corporate Cmdﬁ: And Senior
Unsecured Debt Ratings Raised To 'A-' On
Improved Business Risk Profile
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* We are reviging our assessment of Atmos Energy's credit profile in light
of the winding down of the company's asset optimization business and
plans to limit unregulated operations primarily to retail gas supply
though we expect its contribution to consolidated operating income to
decline over time as a percent of the total,

* We are raising the corporate credit and senior unsecured issue ratings on
Atmos Energy to 'A-' from 'BBB+'. The outlook is stable.

¢ Atmog' commitment to limit unregulated operations to retail gas supply
and marketing while winding down its asset optimization business
strengthens what we deem as the company's already "excellent" business
risk profile. While Atmos will continue to pursue the retail gas supply
business, the company has demonstrated a good track record of operations
and hasg congistently hedged load commitments to avoid exposure to market
prices.

*» The stable rating outlock incorporates our view of the company's emphasis
on regulated gas distribution and transmission pipeline operations and
declining emphasis and contribution of its unregulated operations.

On Oct. 8, Standard & Poor's Ratings Services raised the corporate credit and
senior unsecured debt ratings on Dallas-based Atmos Energy Corp. to 'A-' from
'BBB+'. The long-term rating outloock on Atmos Energy is stable. Standard &
Poor's also affirmed its 'A-2' short-term credit rating and commercial paper
rating on the company.
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The upgrade on Atmosg reflects our agsessment of incremental improvement to the
company's business risk profile stemming from the expected wind down of its
agset optimization business. While we expect that Atmos will continue to
pursue the retail gas marketing and supply business, we also expect the
contribution of thisg business to decline somewhat over time as Atmos continues
to expand its regulated asset base. Importantly, we expect that Atwos will
continue to maintain rigorous risk management practices including prompt
hedging of all retail gas supply load commitments, thereby limiting exposure
to market prices, and maintaining contracts with short-term tenors, which
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Research Update: Atmos Energy Corp. Corporate Credit And Senior Unsecured Debt Ratings Raised To 'A-' On
Improved Business Risk Profile

should enable the company to re-price or exit potentially unfavorable
transactions and minimizing losses. On an ongoing basis, we expect that the
unregulated business will contribute less than 5% of total operating income
and this centribution will decline over time as the regulated part of the
company continues to grow.

The balance of Atmos' business consists of regulated natural gas distribution
operations that provide about 70% of requlated operating income and regulated
gas transmission and storage operations that provide about 30% of operating
income. Atmos serves more than 3 million customers in eight states, and while
Texas makes up about 60% of total customers and operating income, the company
has adequate regulatory and operating diversity. Atmos’ utility businesses
benefit from operations under generally constructive regulatory frameworks and
jurisdictions and, in many but net all jurisdictions, include the use of
weather-normalization clauses (covering 97% of margins), annual rate
stabilization mechanisms (77% of margins), and accelerated capital recovery
mechanisms (74% of margins) all of which lend support to cash flow stability,
Atmos' regulated gas transmission and storage segment provides natural gas to
requlated utilities in Texas including the company's Mid-Tex division,
transports natural gas for third parties, and manages underground storage
reservoirs in Texas. This is a strategic asset because it supplies gas to a
substantial proportion of Atmos' distribution network and provides access to
natural gas from several basins in Texas, which have substantial regerves. We
expect this segment to generate relatively stable cash flow.

We view the financial risk profile of Atmos as "significant'. Notwithstanding
the volatility associated with the unregulated operations' financial
performance, credit protection measures have remained fairly stable the past
few years, benefiting from additions to rate base and timely recovery of
invested capital. For the 12 months ended June 30, 2013, Atmos generated about
$584 wmillion in funds from operations (FFO) and had about $2.9 billion in
debt, leading to FFO to total debt of about 20%. Debt leverage has remained
stable at 53% and debt to EBITDA was 3.8%, with both measures remaining within
the significant category for the financial risk profile and supporting current
ratings.

Our base case scenario incorporates net margin growth of about 4% annually and
indicates that Atmos will achieve FFO to debt of just over 20% over the next
few years, while debt leverage will rise modestly with debt to EBITDA
approaching 4x and debt to capital of just over 55%, benefiting from
incremental annual rate increases to recover invested capital, the use of
proceeds from recent asset sales to fund capital spending, and a dividend
payout ratio of 55% to 60%. Our base case scenario incorporates immaterial
contributions from the company's retail gas marketing business. In the event
the capital spending program remains elevated, we expect that Atmos will
preserve its balanced capital structure, providing ongoing support to its
credit profile.

www.standardandpoors.com 3
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Improved Business Risk Profile

Liquidity

We view Atmos' liquidity as Yadeqguate® under Standard & Poor's liquidity
methodology criteria. The short-term rating on Atmos is 'A-2' and largely
reflects the long-term corxrporate credit rating on the company and the large
proportion of operating income generated by the company's regulated utility
operations.

We base our liguidity assessment on the following factors and assumptions:

* We expect the company'’s liquidity sources (including FFO and credit
facility availability) over the next 12 wonths to exceed its uses by more
than 1.2x.

¢ There are no scheduled debt maturities in fiscal 2014.

& Even if EBITDA decreases by 15%, we believe net sources will be well in
excess of liquidity requirements.

* The company has good relationships with its banks, in our assessment, and
has a good standing in the credit markets.

* Atmos has a $950 million revolving credit facility maturing August 2018.
Ag of June 30, 2013, Atmos had about $810 million still undrawn under its
revolving credit facility.

In our analysis, based on information available as of June 30, 2013, we
assumed ligquidity of $1.3 billion over the next 12 months, consisting mainly
of about $625 million to $650 million in cash from operations, ongoing
availability under the revolving credit facility of about $550 to $600
million, and asset sale proceeds of about $153 million.

We estimate the company could use about $750 million to §800 million for
maintenance and growth capital spending and about $130 million to $135 million
for dividends.

Also supporting ocur assessment of Atmos' liquidity as adequate are the
company's ability to absorb high-impact, low-probability events with a limited
need for refinancing; flexibility to lower capital spending; sound bank
relationships; solid standing in credit markets; and generally prudent rigk
management .,

Chatlook

The stable rating outlock on Atmos incorporates our view of the company's
emphasis on regulated gas digstribution and regulated gas transmission and
storage operations and declining emphasis and contribution of its unregulated
operations, egpecially "asset optimization"., We expect that Atmos will be able
to generate sufficient cash flow to maintain recent levels of financial
performance, with FFO to total debt of about 20% and debt leverage that
remaing at about 55% and debt to EBITDA that approaches 4x, while effectively
managing its liguidity needs.

Downside scenario

Standard & Poor’s | Research | October 8, 2013
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We would lower the corporate credit rating by one notch if Atmos' financial
performance weakened so that FFO to total debt were less than 18%, debt to
capital approached 60%, and debt to EBITDA exceeded 4x on a consistent basis,
mainly due to an inability to recover invested capital in a timely manner, We
would also lower the ratings on Atmos if business risk increased due to the
larger involvement in and contribution of the unregulated operations.

Upside scenario

Any positive rating action would depend on incremental improvement in the
business risk profile in combination with stronger credit measures of FFO to
debt in excess of 23%, debt to EBITDA of less than 4x, and debt to capital
that approaches 50% on a sustainable basisg.
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Ratings List

Long-Term Rating Raised; Short-Term Rating Affirmed

To From
Atmos Energy Corp.
Corporate credit rating A-/Stable/A-2 BBB+/Stable/A-2
Rating Raised
To From
Atmos Energy Coxp.
Senior unsecured A~ BBB+
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Ratings Affirmed

Atmos Energy Corp.
Commercial paper A-2

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitalig.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at

www. standardandpoors.com. Use the Ratings search box located in the left
column.
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Rating Action: Moody's upgrades Atmos Energy; Outlook stable

Global Credit Rasearch - 30 Jan 2014
Approximately $2.5 Billion of Debt Affected

New York, January 30, 2014 -- Moody's Investors Service upgraded Atmos Energy Corporation's senior
unsecured rating to A2 from Baa1 and commercial paper rating to P-1 from P-2, This rating action completes our
review of Atmos Energy Corporation (Atmos) initiated on November 8, 2013. The outlook for Atmos is stable.

RATING RATIONALE

The primary driver of today's rating action was Moody's more favorable view of the relative credit supportiveness
of the US regulatory environment, as detailed in our September 2013 Request for Comment titled "Proposed
Refinements fo the Regulated Utilities Rating Methodology and our Evolving View of US Utility Regulation.”

With distribution and pipeline operations in eight states, Atmos has jurisdictional diversity that reduces ifs exposure
{o any one adverse regulatory decision or warmer-than-normal weather in any of its service tefritories. It does
have some asset concentration in Texas (62% of customer meters) with their next largest service areas being in
Louisiana (11%) and Mississippi (9%). Further regulatory diversity results from the many municipalities that hold
original jurisdictions in Texas as well as separate ratemaking for pipelines in Texas and Louisiana.

Atmos has been successful in increasing and stabilizing its regulated margins through rate increases and rate
design improvements. Given its disparate operations and rising costs, regulatory lag is an issue that Atmos
addresses through numerous and continual rate activity including regular rate adjustments, outside of base rate
cases, for small amounts spread over its many jurisdictions. Such mechanisms improve timely rate relief while
reducing the company's exposure to an adverse rate decision. However, Atmos heeds many such small
increases to affect margins materially. Over the last three years, about 32% of these operating income increases
from rate activity have come from infrastructure programs, such as the Gas Reliability Infrasfructure Program
{GRIP) in Texas, which allows Atmos to recover capital investments made in the prior year without a rate case. In
addition, the company has obtained rate design changes that mitigate earnings volatility from weather and lower
consumption (covering over 95% of its meters) and bad debts (covering 75% of the meters).

Atmos was upgraded two notches versus one notch for most other US utilities. This two notch upgrade
incorporates the limited unregulated operations at Atmos and financial performance appropriate for the mid-A
range.

WHAT COULD CHANGE RATING -- UP

The rating could be upgraded if the company were to demonstrate a sustained improvement in its credit metrics
(for example, with CFO pre-WC-to-debt in the high 20% range) while further reducing exposure to unregulated
activities.

WHAT COULD CHANGE RATING -- DOWN

A sustained weakening in Atmos' credit metrics (including CFO pre-WC-to-debt in the high teens) could cause the
rating to be downgraded. In addition, M&A activity that results in higher financial and business risks could also
negatively affect the rating.

Ratings upgraded include:

Atmos Energy Corporation

Senior Unsecured to A2 from Baa
Commercial paper rating to P-1 from P-2

The principal methodology used in this rating was Regulated Electric and Gas Utilities published in December
2013. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.
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REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation fo each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assighed subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in @ manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this rating
action, and whose ratings may change as a result of this rating action, the associated regulatory disclosures will
be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, if applicable to
jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.

John Grause

Analyst

Corporate Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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CREDIT RATINGS ISSUED BY MOODY’S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATION") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RiSK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC, CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF iN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.,

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
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and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses of
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not fimited
to: {a) any loss of present or prospective profits or (b} any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not iimited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCQ"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies
and procedures {o address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients™ within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients” within the meaning of
section 761G of the Corporations Act 2001, MOODY'S credit rating is an opinion as to the creditworthiness of a
debt abligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for "retail clients" to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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Atmos Energy Corp.

BUSINESS RISK EXCELLENT } [ p—
Vulnerable Excellent

B TEt Rt R GIEVES T -—giﬂ‘-y‘,f‘é&.‘§= i RTINS PRSI TR RS
FINANCIAL RISK SIGNIFICANT ) = e e A R S |
Highly leveraged Minimatl

imitial Analytical Outcome ("Anchor™) And Rating Besult
Our 'A- issuer credit rating on Atmos Energy Corp. {Atmos) is derived from:

+ Qur anchor of 'a-', based on our "excellent” business risk and "significant” financial risk profile assessments for the
company.
o All modifiers are neutral for the rating,

Ravionale

» Regulated, low operating risk natural gas ¢ Robust credit protection measures
transmission and distribution operations » Generally conservative financial policies
+ Operations in jurisdictions with generally s Large planned capital spending program
constructive regulatory frameworks necessitating ongoing balanced funding to support
e Large service territory benefiting from operating credit profile
and regulatory diversity '

o Higher-risk retail gas marketing operations
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Swmmary: Atmos Energy Corp.

The stable rating outlook on Atmos incorporates the company's emphasis on regulated gas distribution and
regulated gas transmission and storage operations and the declining emphasis and contribution of its unregtﬂated
operations, especially "asset optimization", We expect that Atmos will be able to generate sufficient cash flow to
maintain recent levels of financial performance, with funds from operations (FFO) to total debt of about 20% and
debt to EBITDA that approaches 4x, while effectively managing its liquidity needs,

Downside scenario

‘We would lower the corporate credit rating if Atmos' financial performance weakened so that FFO to total debt
were less than 13% and debt to EBITDA exceeded 4.5x on a consistent basis, mainly due to an inability to recover
invested capital in a timely manner. We would alsc lower the ratings on Atmos if business risk increased dug to
larger involvement in and contribution of the unregulated operations.

Upside scenario
Any positive rating action would depend on incremental improvement in the business risk profile along with
stronger credit measures with FFO to debt in excess of 23% and debt to EBITDA of less than 3.5x on a consistent

basis.

P T S PR ¥ 1 KPP )
Btandard & Poor's Bage-Case Scenario

* Gross margin growth in the mid-single digits 2013A 2014E 2015E

. . . " 07 _ 910,
* Capital spending of about $850 million annually g‘: gt’;%%b[fm T ;2;’: ?ﬁuzszz;i ;‘%{: — ﬁi %
¢ Dividend payout ratio of about 60% CFO/debt 21,3% 19%-21% 18%- 0%

A--Actual. E--Estimated. FFO--Funds from operations.
CFO--Cash flow from operations.

Pusiness Risk Excellent

We assess Atmos' business risk profile as "excellent", incorporating the company's regulated, low operating risk natural
gas transmission and distribution operations that benefit from generally constructive regulatory frameworks in their
regions of operation. Many, but not all, of these jurisdictions provide for the use of weather-normalization clauses,
annual rate stabilization mechanisms, and accelerated capital recovery mechanisms, all of which lend support to cash
flow stability. At the same time, we incorporate the impact of the company's retail gas marketing operations, which we
view as having higher business risk and whose contribution should decline over time because Atmos is targeting most
of its planned capital spending for the regulated utility operations, Importantly, we expect that Atmos will continue to
maintain rigorous risk management practices for its retail gas marketing operations, including prompt hedging of all
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Summary: Atmos Energy Corp.

retail gas supply load commitments, helping to limit exposure to market prices, and maintaining contracts with
short-term tenors, enabling the company to re-price or exit potentially unfavorable transactions thereby minimizing
losses, On an ongoing basis, we expect that the unregulated business will contribute less than 5% of total operating
income and this contribution will decline over time as the regulated part of the company continues to grow.

franncial Riske

Bt

ignificant

We view the financial risk profile of Atmos as "significant”, Notwithstanding the volatility associated with the
unregulated operations' financial performance, we expect that credit protection measures will remain fairly stable,
benefiting from additions to rate base and timely recovery of invested capital through the use of accelerated capital
recovery mechanisms. We expect these factors will lead to FFO/debt that averages just over 20% and debt/EBITDA

of about 4x.

Figundity: Adeguate

Atmos' liquidity is "adeguate", in our view. The short-term rating on Atmos is 'A-2",

We expect that the company's liquidity sources will exceed uses by 1.1x or more, the minimurn threshold for an
adequate designation under our criteria, and that the company will also meet our other criteria for such & designation.
At the same time, we expect that Atmos will continue to have access to the capital markets under favorable terms to

fund a portion of capital spending needs and to refinance maturing debt obligations,

Atmos has a $950 million revolving credit facility, which backstops the company's eommercial paper program. As of
Dec. 31, 2013, the undrawn capacity was about $260 million. The facility matures in August 2018,

» Cash from operations of about $650 million
+ Ongoing availability under the revolving credit
facility of about $550 million to $600 million

Ratings Score Snapshot
Corporate Credit Rating: A-/Stable/A-2
Business risk: Excellent

» Country risk: Very low
* Industry risk: Very low
» Competitive position: Strong

Financial risk: Significant

WWW.STANDARDANDRPOORS, COM

+ Maintenance and growth capital spending of about
$750 million to $800 million
» Dividends of about $130 million to $135 million
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Suntmary: Atmos Energy Corp.

Cash flow/leverage: Significant

Anchor: 'a-'

Modifiers

.
.
]
.

Diversification/portfolio effect: Neutral
Capital structure: Neutral

Liguidity: Adegnate

Financial policy: Neutral )
Management and governance: Satisfactory
Comparable rating analysis: Neutral
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Rating Drivers

Diverse array of generally supportive regulatory jurisdictions
Low business risk operations

Consistent, solid financial performance

Corporate Profile

Atmos Energy Corporation (Atmos; A2 senior unsecured, stable outlook), headquartered in Dallas Texas, has
three business segments. Atmos' largest segment is regulated natural gas local distribution companies (LDC) with
operations in eight states (Texas, Louisiana, Mississippi, Tennessee, Kansas, Colorado, Kentucky, and Virginia),
serving over 3 million customers, It accounted for approximately 67% of the company's 2013 net income. The
second segment is its pipeline and storage operations, which owns and operates over 5,600 miles of intra-state
pipeline in Texas. Atmos Pipeline Texas (APT) division is one of the largest Intra-state pipeline operations in the
state and transports natural gas to Atmos' Mid-Tex Division, other third parties and manages five natural gas
reservoirs. APT accounted for 28% of the company's 2013 net income. Atmos' third segment engages in natural
gas management, fransmission, storage and other services in the non-regulated sector primarily in the Midwest
and Southeast regions. While this segment's net income contribution in 2013 was only 5%, we note the higher
level of operational and commodity risk given the non-regulated nature of its business.

Summary
Rating Rationale

Atmos’ rating is supported by the low risk of LDC operations in generally constructive regulatory jurisdictions,
good operating history, solid credit mettics, and a conservative management approach. We expect Atmos to
continue managing its non-regulated segment conservatively and keeping it a minor part of its larger business
profile.

Detailed Rating Considerations

DIVERSE ARRAY OF GENERALLY SUPPORTIVE REGULATORY JURISDICTIONS
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Atmos has operations in credit-supportive regulatory jurisdictions, where it is given opportunities to recover its
costs and earn reasonable returns on a timely basis. Furthermore, Atmos benefits from the diversity of various
regulatory jurisdictions as it operates in eight states. Approximately 70% of Atmos' asset base is located in Texas
and we view the regulatory environment in Texas to be constructive. Texas has a regulatory framework which
supports and incentivizes investment in system reliability and safety while reducing recovery lag. The regulatory
environment in Louisiana and Mississippi, where Atmos has its two next largest operations, also have credit-
supportive regulatory frameworks. Further regulatory diversity results from the many municipalities that hold
original jurisdictions in Texas as well as separate ratemaking for pipelines in Texas and Louisiana.

Atmos has been successful in increasing and stabilizing its regulated margins through rate increases and rate
design improvements. Given its disparate operations and rising costs, regulatory lag is an issue that Atmos
addresses through numerous and continual rate activity including regular rate adjustments, outside of base rate
cases, for small amounts spread over its many jurisdictions. Such mechanisms increase the certainty of obtaining
some timely rate relief while reducing the company's exposure to an adverse rate decision. However, Atmos
needs many such small increases to affect margins materially.

Over the last three years, about 32% of these operating income increases from rate activity have come from
infrastructure programs, such as the Gas Reliability Infrastructure Program (GRIP) in Texas, which allows Atmos
to recover capital investments made in the prior year without a rate case. In addition, the company has obtained
rate design changes that mitigate eamings volatility from weather (covering over 97% of its meters) and bad debts
(covering over 75% of its meters). In the fiscal year 2013, Atmos earned 10% ROE compared to its average
allowed ROE of 10.3%.

LOW RISK BUSINESS OPERATIONS

Being predominantly regulated, Atmos has low business risk with core LDC operations in eight states and a tariff-
based pipeline in Texas (mostly serving its affiliate Mid-Tex). Atmos benefits from having constructive rate making
mechanisms which reduce business risk. For example, Atmos utilizes weather normalization adjustments (WNA),
which mitigates risks and costs the company may encounter due to weather above or below normal, This
adjustment allows Atmos fo either increase or decrease customers' bills to offset the effect of gas usage due to
abnormal weather. Other mechanisms proposed or approved to Atmos include, annual adjustment mechanisms in
half of their states (mainly their larger service territories) and infrastructure enhancement mechanisms in 6 out of
the 8 states, These mechanisms result in greater transparency in cash flows and accelerated recovery of capital
spending.

In 2013, Atmos invested $836 million primarily on safety and reliability of which 73% was in Texas and 75% was
recovered within 6 months. The company plans to utilize regulatory mechanisms like their Gas Reliability
Infrastructure Program (GRIP) by continuing an escalated capital expenditure program through 2018. Atmos is
expected to invest between $850-$950 million annually from 2014 through 2018. The company's capital
expenditure investment has yet to peak and will be funded through a combination of internally generated cash
flows, long-term debt and issuance of equity fo preserve their current equity o debt capital structure.

Gas marketing is Atmos' riskiest business segment being exposed to commodity price, basis, counterparty, and
other risks which makes it difficult to predict its financial results with a high degree of accuracy. As a management
strategy, Atmos has been de-emphasizing its unregulated operations in light of the weak medium-term outlook. In
particular, Atmos Energy Marketing (AEM)'s asset optimization business has been suffering from reduced sales
volumes as arbitrage opportunities on AEM's assets have dissipated in the current market environment. The drop
in asset optimization profits has caused AEM's overall earnings to decline significantly in the last few years, and
we do not anticipate a turnaround anytime soon. We have assumed very little earnings from this business.

CONSISTENT,SOLID FINANCIAL PERFORMANCE

Over the years, Atmos has been accruing sufficient rate increases to sustain a modest but steady improvement in
its credit metrics. During its fiscal year ended September 30, 2013, Atmos received approval for $98.1 million in
annual rate increases. As of December 31, 2013, Atmos has received about $16 million in rate relief and had $37
million of pending rate requests. Of the $16 million received in rate relief, $12.5 million came from annual rate filing
mechanisms and $3.5 million from infrastructure programs.

. Atmos' baseline cash flow from operations before working capital changes (CFO pre-WC) is in the $650 - $700
million range. In the last twelve months ended December 2013, the company generated CFO pre-WC of $708
million, up from the $615 million in fiscal year 2012, and resulting in CFO pre-WC/Debt of 20.8%. This ratio maps to
the low A range under the Low Business Risk scale of our regulated utilities rating methodology grid.
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Liguidity Profile
Atmos' liquidity is adequate in the near term.

At December 31, 2013, Atmos had approximately $195 million cash on hand. The company had capital spending
of $836 million primarily on reliability and safety, and paid dividends of $130 million for the twelve months ended
December 31, 2013. With cash from operations of $618 million for the same time period, Atmos was reliant upon
other sources of financing for approximately $275 milfion,

In August 2013, Atmos extended the terms of their $950 million unsecured credit facility to August 2018, This
credit facility has an accordion feature, which, if utilized, would increase the borrowing capacity to $1.2 bitlion.
Atmos also has a $25 million unsecured facility and a $10 million revolving credit facility. In total, Atmos had $695.6
million outstanding under its credit facilities at December 31, 2013. Atmos must maintain a debt to total -
capitalization ratio below 70% in order to borrow under this facility and was in compliance (56%) at December 31,
2013. . '

AEM had two $25 million 364-day bilateral credit facilities that expired in December 2013. The $25 miillion
uncommitted facility was extended to December 2014. The other $25 miliion committed facility was replaced by a
smaller $15 million committed 364-day bilateral credit facility. These funds are used to cover letters of credit. At
December 31, 2013, AEM had $24.6 million outstanding under these bilateral credit facilities. On January 29, 2014,
due to increased volumes and prices during the colder winter months, the $25 million uncommitted facility was
amended to femporarily increase the borrowing amount to $50 million through June 30, 2014 at which point the
amount will revert to the original $25 million capacity. Lastly, Atmos Energy Holdings holds a $500 million
intercompany demand credit facility with Atmos.

Atmos has $500 million of debt maturing in October 2014 and another $250 milfion due in 2017, Atmos is in the
process of refinancing these notes.

Rating Outlook

The stable outlook is based on Atmos' low-risk, regulated activities that produce consistent financial performance
and the expectation that the company will continue to maintain adequate liquidity resources. The outlook also
assumes that the credit metrics will be sustained around current levels, for example, CFO pre-WC/Debt in the low
20% range.

What Could Change the Rating - Up

Given the company's recent two notch upgrade, another upgrade is unlikely. However, if the company is able to
further strengthen and sustain strong credit metrics (including CFO pre-WC/Debt above 25%) could positively
affect the rating.

What Could Change the Rating - Down

A sustained weakening in Atmos' credit metrics (including CFO pre-WC/Debt in the high teens) could cause the
rating to be downgraded. In addition, M&A activity that results in higher financial and business risks could also
negatively affect the rating.

Atmos Energy Comporation

Regulated Electric and Gas Utilities Industry Grid] LTM [3]Moody's 12-18 Month

{112l 12/31/2013 Forward ViewAs of May 2014

Factor 1 : Regulatory Framework (25%) Measure |Score Measure Score
a) Legislative and Judicial Underpinnings of the A A A A
Regulatory Framework

b) Consistency and Predictability of Regulation Aa Aa Aa Aa
Factor 2 : Ability to Recover Costs and Eam

Returns (25%)

a) Timeliness of Recovery of Operating and A A A A
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Capital Costs

b) Sufficiency of Rates and Returns Baa Baa Baa Baa
Factor 3 : Diversification (10%)

a) Market Position A A A A
b) Generation and Fuel Diversity N/A I NA N/A N/A
Factor 4 ; Financial Strength (40%)

a} CFO pre-WC + Interest / Interest (3 Year 5.2x A 5.0x-7.0x AlAa
Avg)

b} CFO pre-WC / Debt (3 Year Avg) 20.5% A 20%-26% A
¢} CFO pre-WC - Dividends / Debt (3 Year 16.5% | A 15%-23% A
Avg)

d) Debt / Capitalization (3 Year Avg) 474% | A 35%-45% AlAa
Rating:

Grid-Indicated Rating Before Notching A2 Al
Adjustment

HoldCo Structural Subordination Notching 0 0
a) Indicated Rating from Grid A2 A1l
b) Actual Rating Assigned A2 A2

[11 All ratios are based on 'Adjusted’ financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. [2] As of 12/31/2013(LTM); Source: Moody's Financial Metrics [3] This represents Moody's
forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures.
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MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
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COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
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RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
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DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER



CASE NO. 2015-00343
ATTACHMENT 1
TO AG DR NO. 1-33

CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND [T WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS iN MAKING ANY INVESTMENT DECISION. iF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE CR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sotrces believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is nhot an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assighed by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensots
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability fo use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, -
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
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- WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCQ™), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior {o assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moady's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients” within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for "retail clients" to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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Fitch Affirms Atmos Energy Corp's IDR at 'BBB+'; Outlook Revised to Positive
Ratings Endorsement Policy
21 May2014 12:32 PM (EDT)

Fitch Ratings-New York-21 May 2014: Fitch Ratings has affirmed Atmos Energy Corporation's (Atmos) ratings,
including its issuer Default rating (IDR) at BBB+' and senior unsecured debi rating at 'A-". The Rating Outioock is
revised fo Positive from Stable. Acomplete list of ratings actions is shown af the end of this release.

These rating actions affect approximately $2.5 billion of long-term debt.

Atmos is a divisionally structured utility operating in three segments: regulated gas distribution through local
distribution companies (LDC), regulated pipelines with its Texas intrastate pipeline system, and through
subsidiary Atmos Energy Holdings, Inc. (AEH), non-regulated gas marketing and storage businesses.

Key Rating Drivers

--Capital sfructure repositioning and earnings growth lead to predictable and sustained improvement in credit
mefrics;

--Consiructive regulatory environment that includes annual rate-setting mechanisms and weather
normalization covering most LDC jurisdictions;

--Strong earnings contribution from regulated Texas intrastate pipeline network with an authorized return on
equity (ROE) of 11.8%;

--Exposure to high-growth markets and elevated capex program;

--Moderate volume and pricing exposure through non-regulated operations conducted at AEH as well as
exposure to market-based revenues atthe pipeline.

Capital Structure and Sustained iImprovement in Credit Metrics

Atmos has completed, or will have completed within Fitch's rating horizon, several measures that reduce
leverage and lower the cost of debt. In February 2014, Atmos raised $390 million of new equity, substantially
meeting the equity component of its large five-year capital investment program. The equity raise improves
Atmos' capitalization, which Fitch expects to be maintained over the next few years at close to a 50%/50%
debtfequity mix similar to the average of the regulatory approved capital structures in the various Atmos
divisions.

Debt costs remain elevated as Atmos typically issues long-term fixed-rate unsecured debt. Fitch expects
interest expenses to decline as higher coupon long-term debt matures and is replaced with lower cost debt.
Almos has used forward-rate contracts to lock in a substantial portion of its maturing debt. Fitch models the
upcoming $500 million 4.95% coupon debt maturity in October 2014 to be refinanced at an interest cost of 4%,

Future maturities will be refinanced with even greater reductions in interest expenses. In the outer years, $250
miliion of 6.35% notes mature in 2017 and $450 million of 8.5% notes mature in 2018. Fitch expects financing
costs to replace the maturing debt to decline between 200bps and 350bps.

Constructive Regulatory Environment

Several regulatory mechanisms including annual rate-making, weather normalization, and purchased gas cost
adjustments are presentin most of Atmos' LDC utility jurisdictions which reduce regulatorylag and add stability
to earnings and cash flows.

hitps:/Aww fitchratings.comvcreditdesk/press_releases/detail.cfm?print=1&pr_id=831179 113



CASE NO. 2015-00343
7/28/2014 Fitch Ratings | Press Release ATTACHMENT 1

TO AG DR NO. 1-33

Approximately 70% of the distribution segment's operating margin is subject to annual rate-making, which
allows for the recovery of both capexand operating and maintenance (O&M) expenses without filing a formal
rate case. Roughly 97% of the LDC utility division's operating margin is covered under weather normalization
mechanisms eliminating weather-related wolumetric risks on margins. Almos has purchased gas cost
adjusitments pass-through increases or decreases in purchased gas costs in all distribution service territories.
High-Growth Markets

Atmos has a large presence in Texas, which remains a high-growth market benefitting from population and
employment growth, new household formations, and high energy-related investments connected to shale
development, Aimos has exposure to this growth through its L.DCs including the large Dallas-Fort Worth area
and operation of an approximately 5,600-mile infrastate pipeline system and five working storage sites. Aimos
derives between 65% and 70% of operating income from Texas, a percentage that will Ilkelymcrease as capex
is predominately centered across its Texas LDCs and pipeline operations.

The Atmos pipeline system connects with the three major Texas hubs located in Waha, Katy, and Carthage.
The pipeline has a current authorized ROE of 11.8%. The authorized ROE will be reviewed in 2016, adding
predictability to earnings over the next two years. Fitch believes the natural gas supply/demand dynamics are
favorable in Texas and that Atmos will continue to make growth investments in its pipeline system.

Capital expenditures totaled approximately $845 million in the fiscal year ended Sept. 30, 2013, approximately
15% above the prior fiscal year. Fitch expects capex fo remain elevated and average between $900 million and
$950 million over the forecast period. The largest portion is dedicated to distribution integrity, or the
replacement of pipe or other upgrades. Approximately 20% of the capexbudget is related to customer growth at
its disfribution segments and pipeline expansion projects, Regulatory mechanisms at the distribution segment
allow for timely recovery and pipeline expansion projects have relatively short completion time periods of one
year or less.

Non-Regulated and Market Sensitive Operations

Atmos has a modest exposure to non-regulated activities and market-sensitive commaodity exposure. At AEH,
Almos conducts a variety of non-regulated operations including natural gas management and fransportation
senvices. Profitability has been pressured in recent years reflecting relatively low natural gas prices and
compressed basis differentials, although the record cold 2013/2014 winter has provided some uplift to this
business. Similarly, in the regulated transmission and storage segment, margins from market-based ancillary
services have been under pressure in recent years, although recent natural gas pricing remains wéll above
fiscal 2013 level.

Strong Earnings and Improving Credit Metrics

Fitch expects organic growth in regulated businesses to continue to drive earnings. Rate-base investments
drive EBITDA growth in the high single digits over the next few years with some variability from non-regulated
AEH and the portion of market-based revenues and earnings at the pipeline. Higher natural gas prices and
stronger natural gas demand improves the prospects for these businesses,

Fitch expects keyleverage measures, currently robust due to the $390 million equity raise in February 2014, to
deteriorate slightly, Adjusted debt to EBITDAR, 3.13xat March 31, 2014, is expected to average approximately
3.5xover the next three fiscal years. Similarly, Fitch projects funds from operations (FFO)-to-adjusted leverage,
3.08x at March 31, 2014, to average 3.44x over the next three fiscal years. Coverage measures improve in
Fitch's models over the forecast period. FFO fixed charge coverage improves from 5.37xat March 31,2014 to
an average of 6.06x over the next three fiscal years.

Rating Sensitivities
Future developments, individually or collectively, that could lead to a positive rating action include:

--Achieving and maintaining a total adjusted debt-to-EBITDAR leverage measure of 3.25x or below;
--Maintaining consolidated leverage consistent with regulatory approved capital structures.

hitps:/imww.fitchrating s.com/creditdeskipress_releases/detail.cfm?print=1&pr_id=831173
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Future developments, individually or collectively, that could lead fo a negative rating action include:
~-Failure to maintain the present capital structure while pursuing an elevated capex program;
--Expansion of non-regulated business activities;

~-An unexpected adverse regulatory decision,

Fitch has affirmed the following ratings with a Positive Outlook:

Atmos Energy Corporation
--Long term IDR at 'BBB+,
--Senior unsecured debt at'A-’;
--Short term IDR at 'F2"
--Commercial paper at 'F2".

Media Relations: Brian Berisch, New York, Tei: +1 212-908-0549, Email: brian.berisch@fitchratings.com,
Additional information is available at ‘www fitchratings.com'.

Applicable Criteria and Related Research:
--'Corporate Rating Methodology, Aug. 5, 2013;
-'Rating U.S. Utilities, Power and Gas Companies (Sector Credit Factors) March 11, 2014

Applicable Criteria and Related Research:
Corporate Rating Methodology: Including Short-Term Ratings and Parent and Subsidiary Linkage
Rating U.S, Utilities, Power and Gas Companies (Sector Credit Factors)

Additional Disclosure
Solicitation Status

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP/IFITCHRATINGS.COMUNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIAAND METHODOLOGIES ARE AVAIL ABLE
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU~
REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH
WEBSITE.

Copyright © 2014 by Fitch Ratings, Inc., Fitch Ratings Lid. and its subsidiaries.

hitps:/Aww.fitchratings.comvcreditdesifpress_releases/detail.cfm?print=18&pr_id=831179
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FitchRatings

Fitch Rates Atmos Energy Corp's Senior Notes 'A-"; Outlook Positive Ratings
Endorsement Policy
07 Oct 2014 12:42 PM (EDT)

Fitch Ratings-New York-07 October 2014: Fitch Ratings assigns an 'A-" rating to Atmos Energy Corporation's (Atmos) $500
million 4.125% senior unsecured notes due 2044. The Rating Outlook is Positive. Issuance proceeds will be used to
replace a like amount of 4.95% bonds maturing on Oct. 15, 2014.

KEY RATING DRIVERS

--Capital structure repositioning and earnings growth lead to predictable and sustained improvement in credit metrics;
--Constructive regulatory environment that includes annual rate-setting mechanisms and weather normalization covering
most LDC jurisdictions;

--fSﬁogog/ earnings contribution from regulated Texas intrastate pipeline network with an authorized Return on Equity (ROE)
Q .00,

~Exposure to high growth markets and elevated capital expenditures {capex) program;

~-Moderate volume and pricing exposure through non-regulated operations as well as exposure to market-based revenues
at the pipeline. :

CAPITAL STRUCTURE AND SUSTAINED IMPROVEMENT IN CREDIT METRICS

In February 2014, Atmos raised $390 million of new equity, substantially meeting the equity component of its large five-
year capital investment program. The equity raise improves Atmos' capitalization which Fitch expects to be maintained
over the next few years close to a 50%/50% debt/equity mix similar to the average of the regulatory approved capital
structures in the various Atmos divisions.

Debt costs remain elevated as Atmos typically issues long-term fixed rate unsecured debt. Fitch expects interest expenses
to decline as higher coupon long term debt matures and is replaced with lower cost debt. Atmos has used forward rate
contracts to lock in a substantial portion of its maturing debt. Fitch had modeled the $500 million 4.95% coupon debt
maturity in October 2014 to be refinanced at an interest cost of 4%. The actual 4.125% coupon represents a negligible
different in Fitch's models and still results in lower interest expense and modestly improved coverage measures.

Future maturities will likely be refinanced with even greater reductions in interest expenses, In the outer years, $250 million
of 6.35% notes mature in 2017 and $450 miliion of 8.5% notes mature in 2019. Fitch expects financing costs to replace the
maturing debt to decline between 175bps and 300bps.

CONSTRUCTIVE REGULATORY ENVIRONMENT

Several regulatory mechanisms including annual rate-making, weather normalization, and purchased gas cost adjustments
are present in most of Atmos' LDC utility jurisdictions which reduce regulatory lag and add stability to earnings and cash
flows. ’

Approximately 75% of the distribution segments operating margin is subject to annual rate-making, which allows for the
recovery of both capex and operating and maintenance (O&M) expenses without filing a formal rate case. Roughly 97% of
the LDC utility divisions operating margin is covered under weather normalization mechanisms eliminating weather-related
volumedtric risks on margins Atmos has purchased gas cost adjustments pass through increases or decreases in
purchased gas costs in all distribution service territories.

HIGH GROWTH MARKETS

Atmos has a large presence in Texas, which remains a high growth market benefitting from population and employment
growth, new household formations and high energy-related investments related to shale development. Atmos has
exposure to this growth through its LDCs including the large Dallas Fort Worth area and operation of an approximately
5,600 mile intrastate pipeline system and five working storage sites. Atmos derives between 65% and 70% of operating
income from Texas, a percentage that will likely increase as capex is predominately centered across its Texas LDCs and
pipeline operations. '

https://www fitchratings.com/creditdesk/press releases/detail.cfm?print=1&pr 1d=891894  2/26/2015
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The Atmos pipeline system connects with the three major Texas hubs located in Waha, Katy, and Carthage. The pipeline
has a current authorized return on equity (ROE) of 11.8%. The authorized ROE will be reviewed in 2016 adding
predictability to earnings over the next two years. Fitch believes the natural gas supply/demand dynamics are favorable in
Texas and Atmos will continue to make growth investments in its pipeline system.

Capital expenditures totaled approximately $845 million in fiscal year ended Sept. 30, 2013, approximately 15% above the
prior fiscal year. Fitch expects capex to remain elevated and average between $900 million and $850 million over the
forecast period. The largest portion is dedicated to distribution integrity or the replacement of pipe or other upgrades.
Approximately 20% of the capex budget is related to customer growth at its distribution segments and pipeline expansion
projects. Regulatory mechanisms at the distribution segment allow for timely recovery and pipeline expansion projects
have relatively short completion time periods of one-year or less.

NON-REGULATED AND MARKET SENSITIVE OPERATIONS

Atmos has a modest exposure to non-regulated activities and market sensitive commodity exposure. At Atmos Energy
Holdings (AEH), Atmos conducts a variefy of non-regulated operations including natural gas management and
transportation services. Profitability has been pressured in recent years reflecting relatively low natural gas prices and
compressed basis differentials, although the record cold 2013/2014 winter has provided some uplift to this business.
Similarly, in the regulated transmission and storage segment, margins from market based ancillary services have been
under pressure in recent years although recent natural gas pricing remains well above fiscal 2013 level.

STRONG EARNINGS AND IMPROVING CREDIT METRICS

Fitch expects organic growth in regulated businesses to continue to drive earnings. Rate base investments drive EBITDA
growth in the high single digits over the next few years with some variability from non-regulated AEH and the portion of
market based revenues and earnings at the pipeline. Higher natural gas prices and stronger natural gas demand improves
the prospects for these businesses.

Fitch expects key leverage measures, currently robust due to the $390 million equity raise in February 2014, to deteriorate
slightly, Adjusted debt to EBITDAR, 3.02x at June 30, 2014, is expected to average approximately 3.5x over the next three
fiscal years. Similarly, Fitch projects FFO to Adjusted leverage, 2.85x at June 30, 2014, to average 3.44x over the next
three fiscal years. Coverage measures improve in Fitch's models over the forecast period. FFO Fixed Charge Coverage
averages 5.50x to 6.10x over the next three fiscal years.

RATING SENSITIVITIES
Future developments, individually or collectively, that could lead to a positive rating action include:

--Achieving and maintaining a Total Adjusted Debt to EBITDAR leverage measure of 3.25x or below;
--Maintaining consolidated leverage consistent with regulatory approved capital structures.

Future developments, individually or collectively, that could lead to a negative rating action include: -

-Failure to maintain the present capital structure while pursuing an elevated capex program.
~-Expansion of non-regulated business activities;
--An unexpected adverse regulatory decision.

Atmos is a divisionally structured utility operating in three segments: regulated gas distribution through local distribution
companies (LDC), regulated pipelines with its Texas intrastate pipeline system, and through subsidiary Atmos Energy
Holdings, Inc. (AEH), non-regulated gas marketing and storage businesses.

Contact:

Primary Analyst
Glen Grabelsky
Managing Director
+1-212-908-0577
Fitch Inc.

33 Whitehall Street
New York, NY 10004

Secondary Analyst
Daniel Neama
Associate Director

https://www.fitchratings.com/creditdesk/press releases/detail.cfm?print=1&pr_id=891894  2/26/2015
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+1-212-908-0561

Committee Chairperson
Michael Weaver
Managing Director
+1-312-368-3156

Media Relations: Brian Bertsch, New York, Tel; +1 212-908-0549, Email: brian.bertsch@fitchratings.com.
Additional information is available at 'www. fitchratings.com’.

Applicable Criteria and Related Research:

-'Corporate Rating Methodology including Short Term Ratings and Parent and Subsidiary Linkage', May 28, 2014,
--Rating U.8. Utilities, Power and Gas Companies (Sector Credit Factors), March 11, 2014;

--'Recovery Ratings and Notching Criteria For Utilities’, Nov. 19, 2013,

Appiicable Criteria and Related Research:

Corporate Rating Methodology - including Short-Term Ratings and Parent and Subsidiary Linkage
Rating U.S. Utilities, Power and Gas Companies (Sector Credit Factors)

Recovery Ratings and Notching Criteria for Utilities

Additional Disciosure
Solicitation Status

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
"WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE
SERVICE TO THE RATED ENTITY OR TS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2015 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries.
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MUY
Atmos Energy Corp.

Business Risk: fXCEULINT o T [ -
s . | CORPORATE CREDIT RATING © |
Vuinerable Excellent 5. . o me e ‘
) o 0 Lt
 Financial Risk: SGNF CANT ' A-/Stable/A-2 o
Highly leveraged Minimal ) T C ) "
Anchor Modifiers Group/Gov't ST

» Regulated, low operating risk natural gas ¢ Robust credit protection measures
transmission and distribution operations * Generally conservative financial policies
¢ Operations in jurisdictions with generally » Large planned capital spending program
constructive regulatory frameworks necessitates ongoing balanced funding and timely
« Large service territory benefiting from operating cost recovery to support credit profile

and regulatory diversity
» Higher-risk retail gas marketing operations
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Summary: Atmmos Energy Corp.

The stable rating outlook on Atmos accounts for the company's emphasis on regulated gas distribution and
regulated gas transmission and storage operations along with its declining emphasis and contribution of its
unregulated operations, especially "asset optimization." Under our base case scenario, we project that Atmos will
be able to generate sufficient cash flow to maintain recent levels of financial performance, with funds from
operations {FFO) to total debt of about 21% and debt to EBITDA that averages about 3.5x, while effectively
managing its liquidity needs in light of its unregulated operations.

Downside scenario

We would lower the corporate credit rating on Atmos if the company's financial performance weakened so that
FFO to total debt were less than 13% and debt to EBITDA exceeded 4.5x on a consistent basis, mainly due to an
inability to recover invested capital in a timely manner. We would also lower the ratings on Atmos if business risk
increased due to larger involvement in and contribution of the unregulated operations.

Upside scenario
Any positive rating action would depend on incremental improvement in the business risk profile along with
stronger credit protection measures with FFO to debt in excess of 23% and debt to EBITDA of less than 3.5x on a

consistent basis.

Semndard & Poor's Base-Case Scanario

%ﬁ‘ﬁa
+ Gross margin growth in the mid-single digits driven 2013A 2014E 2015E
; ; oo FFO/debt 22% __ 20% - 24% 21%~23%
by investment recovery mechanisms utilized ~Debi/EEITOA 36 % —38% T%—3Ex

throughout Atmos' service territory CFO/debt 213% 19%-21% 18% - 20%
« Capital spending of about $950 million annually
+ Dividend payout ratio of 55% to 60%

A--Actual, E--Estimated, FFO--Funds from operations,
CFO--Cash flow from operations.

Business Risk: Bxcellent

We assess Atmos' business risk profile as "excellent,” incorporating the company's regulated, low operating risk natural
gas transmission and distribution operations that benefit from generally constructive regulatory frameworks in their
regions of operation. Many, but not all, of these jurisdictions provide for the use of weather-normalization clauses,
annual rate stabilization mechanisms, and accelerated capital recovery mechanisms, all of which lend support to cash
flow stability. Our ‘assessment of business risk also accounts for Atmos' large customer base of more than 3.2 million
customers across multiple states, although the Texas operations represent about two-thirds of total operating income.

WWW.STANDARGANDPOORS.COM NOVEMBER 10, 2014 3
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Summary: Atmos Energy Corp.

At the same time, our assessment of business risk incorporates the impact of Atmos' retail gas marketing operations,
which we view as having higher business risk and whose contribution should decline over time because Atmos is
targeting most of its planned capital spending for the regulated utility operations. Importantly, we expect that Atmos
will continue to maintain rigorous risk management practices for its retail gas marketing operations, including prompt
hedging of all retail gas supply load commitments, helping fo limit expasure to market prices, and maintaining
contracts with short-term tenors, enabling the company to re-price or exit potentially unfavorable transactions thereby
minimizing losses. On an ongoing basis, we expect that the unregulated business will contribute less than 5% of total
operating income and this contribution will decline over time as the regulated part of the company continues to grow.

Finansial Risk: Signdficant

We assess Atmos' financial risk profile as being in the *significant” category using the medial volatility financial ratio
benchmarks. Under our base case scenario, we expect that Atmos will comfortably maintain its "significant” financial
risk profile, with FFO/debt that averages about 21% and debt/EBITDA that averages 3.5x. At the same time, we
expect that Atmos will continue to effectively manage its liquidity needs in Iight of the unregulated operations. The
company's robust credit protection measures benefit from the constructive regulatory frameworks under which Atmos
operates and which provide for timely recovery of approved invested capital, absent which the financial risk profile
would weaken given Atmos' large planned capital spending program,

Liguidity: Adequate

In our opinion, Atmos' liquidity is "adequate” to cover its needs over the next 12 to 18 months, We expect the
company's liquidity sources will exceed its uses by 1.1x or more, the minimum threshold for an "adequate" designation
under our criteria, and that the company will also meet our other criteria for such a designation. The short-term rating

on Atmos is 'A-2"

Atmos has a $1.25 billion revolving credit facility, which backstops the company's commercial paper program, and
which matures in August 2019.

¢ FFO of about $750 million annually in 2015 and « Maintenance and growth capital spending of about
2016 . $650 million annually

¢ Ongoing availability under the revolving credit ¢ Debt maturities of $500 million in fiscal 2015
facility of about $850 million ¢ Dividends of about $160 million annually

Other Modifiers

We assess all modifiers as "neutral” with no further impact on the anchor score.
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Summary: Atmos Energy Corp.

ws Seore Soapshot

Corporate Credit Rating
A-/Stable/A-2

Business risk: Excellent

* Country risk: Very low
o Industry risk: Very low

s Competitive position: Strong
Financial risk: Significant

¢ Cash fiow/Leverage: Significant
Anchor: a~

Modifiers
¢ Diversification/Portfolio effect: Neutral (no impact)
o Capital structure: Neutral (no impact)
¢ Financial policy: Neutral {(no impact)
¢ Liquidity: Adequate (no impact)
¢ Management and governance: Satisfactory {no impact)

¢ Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile : a-

* Group credit profile: a-

Related Criterin And Research

Related Criteria

» Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Jan. 2, 2014

» Criteria - Corporates - General; Corporate Methodology, Nov. 19, 2013

¢ Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov, 19, 2013

» Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

¢ General Criteria: Methodology: Industry Risk, Nov. 19, 2013

* General Criteria: Méthodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012

o Criteria -~ Corporates - General: Methodology: Business Risk/Financial Risk Matrix Expanded, Sept, 18, 2012

¢ Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each Issue, April 15, 2008

» Criteria - Corporates - General: 2008 Corporate Criteria: Commercial Paper, April 15, 2008

WWW.BTANDARDANDPOORS.COM NOVEMRER 10, 2014 &

@© Standard & Poor's. All rights reserved. No reprint or dissemination without Standard & Poor’s permission. See Terms of Use/Disclaimer on the last page 361463 | UGt




CASE NQ. 2015-00343

ATTACHMENT 1

TO AG DR NO. 1-33

Suntimary: Atmos Energy Corp.

Business Risk Profile Minimal Modest Intermediate Sigaificant Aggressive Highly leveraged
Excellent asa/aat aa at/a a- bbb bbb-/bb+
Strong aa/aa- at/a a-/bbb+ bbb bb+ bb
Satisfactory a‘a- bbb+ Bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-
Vulnerable bb- bb- bb-/b+ b+ b b-
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INFRASTRUCTURE AND FROJECT FINANCE

Atmos Energy Corporation

Robust Capex Program with Minimal
Cost Recovery Lag in 2015, a Credit
Positive

Analyst Update on November 19: Atmos Enetgy's management hosted an investor
meeting to provide a business update along with its 2015 strategic and financial plans.
The company expects its capital expenditure program to be higher than its 2014 level
and its regulatory calendar to be very active in 2015. Atmos also reiterated its 2015
total net income guidance of $295 million - $312 million, with its midpoint being 14%
higher than its 2014 weather adjusted net income of $267 million.

Robust Capital Investment Planned in 2015: In fiscal year 2015, Atmos plans to
spend between $900 million and $1 billion of capiral expenditures. Approximately $750
million - $900 million has been earmarked for safety and reliability capital investments
such as pipeline integrity, system integrity and other system improvements. In 2014,
Atmos’ total capital expenditures were $835 million. Atmos has been steadily increasing
fts capirtal program over the past three years as state and federal pipeline integrity
compliance created opportunities for investments. With these growth opportunities,
Atmos projects its compounded annual growth rate of its rate base to be 9-10% between
2012 and 2018. By 2018, Atmos estimates its rate base value will be between $7.2 and
$7 4 billion.

Constructive Regulatory Environments Allow for Timely Recovery of Costs: Atmos
enjoys constructive regulatory frameworks in its operating jurisdictions, The company
plans to make 18-20 filings for rate increases, targeting to achieve total rate increases
ranging from $105 million to $125 million in 2015 and to further reduce regulatory lag
in states still using a historical test year. In 2014, Atmos benefited from approximately
$134 million of rate increases. While the total rate increase in 2014 was higher than

the 2015 target, the amount of investment cost recovery without any regulatory lag

in 2015 is projected to be higher due to the company's increased efforts to make rider
enhanced investments. In 2014, $307 million of investment was recovered without any
regulatory lag through various rate stabilization clauses and rate review mechanisms. In
2015, Atmos projects investment recovery without any lag will range from $400 million
to $450 million, a credit positive. Furthermore, with approximately 69% of its rate base
in Texas, where the regulatory treatment has been constructive towards the utility and
pipeline investments, Atmos is well positioned to benefit from the greater transparency

and certainty of its investment cost recovery, another credit positive.
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Credit Metrics Expected to be Strong, Consistent with its A2 Rating: We expect Atmos' key credit metrics in 2015 to be
consistent with its current A rating category. Based on the 2015 financial expectations provided at the investor meeting, we
project the company's CFO pre-WC to debt to range from 23%-25% and interest coverage ratio to be about 7x. At the end of
fiscal year 2014, Atmos' CFO pre-WC to debr and interest coverage ratios were 28% and 6.7, respecnveiy On a 3-year average
ending fiscal year 2014, the company's metrics were 24% and 5.7x, respectively.
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Credit Opinion: Atmos Energy Corporation

Global Credit Research ~ 17 Mar 2015
Dallas, Texas, United Stales

Category Moody's Rating
Outlook Stable
Senior Unsecured A2
Subordinate Shelf {(P)A3
Bkd Commercial Paper P-1

Analyst Phone

Jairo Chung/New York City 212.653.5123
William L. Hess/New York City 212.553.3837

[1]Atmos Energy Corporation

12/31/2014(L)  9/30/2014  9/30/2013  9/30/2012  9/30/2011
CFO pre-WC + interest / Interest 6.9x 6.7x 5.8x 4.8x 4.8x
CFO pre-WC / Debt 25.3% 28.0% 22.4% 21.5% 22.5%
CFO pre-WC - Dividends / Debt 20.6% 23.0% 18.2% 17.1% 18.2%
Debt / Capitalization 43.0% 39.9% 45.1% 45.9% 47.3%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. Source: Moody's Financial Metrics

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Thnit

Rating Drivers

- Diverse array of generally supportive regulatory jurisdictions
- Low business risk operations

- Consistent financial performance with stable credit metrics
Corporate Profile

Atmos Energy Corporation (Atmos; A2 senior unsecured, stable), headquartered in Dallas, Texas, is comprised of
three business segments. Atmos' largest segment is regulated natural gas local distribution companies (LDC) with
operations in eight states (Texas, Louisiana, Mississippi, Tennessee, Kansas, Colorado, Kentucky, and Virginia),
serving over 3.1 million customers. It accounted for approximately 59% of the company's 2014 net income. The
second segment is its pipeline and storage operations, with Atmos owning and operating over 5,400 miles of intra-
state pipeline in Texas. The Atmos Pipeline Texas (APT) division is one of the largest intra-state pipeline
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operations in the state and transports natural gas to Atmos' Mid-Tex Division and other third parties, as well as
managing five natural gas reservoirs. APT accounted for 30% of the company’s 2014 net income. Atmos’ third
segment engages in natural gas management, transmission, storage and other services in the non-regulated
sector primarily in the Midwest and Southeast regions. While this segment's net income contribution in 2014 was
only 11%, we note the higher level of operational and commodity risk given the non-regulated nature of its
business.

4

Rating Rationale

Atmos’ rating is supported by the low risk of its LDC operations in mostly in constructive regulatory jurisdictions,

- good operating history, consistent credit metrics, and a conservative management approach. We expect Atmos to
continue managing its non-regulated segment conservatively and maintaining it as a minor part of its larger
regulated business profile.

Detailed Rating Considerations
- Diverse array of generally supportive regulatory jurisdicti_ons

Atmos has operations in credit supportive regulatory jurisdictions, where it is given opportunities to recover its
costs and earn reasonable returns on a timely basis. Furthermore, Atmos benefits from the diversity of its
regulatory jurisdictions as it operates in eight states. Approximately 70% of Atmos' asset base is located in Texas,
where we view the regulatory environment to be consiructive. Texas has a regulatory framework which supports
and incentivizes investment in system reliability and safety while reducing recovery lag. The regulatory
environment in Louisiana and Mississippi, where Atmos has its two next largest operations, also have credit
supportive regulatory frameworks.

Atmos has been successful in increasing and stabilizing its regulated margins through rate increases and rate
design improvements. Atmos has addressed much of its regulatory lag through numerous and continual rate filings
that have led to regular rate adjustments, outside of base rate cases, for relatively small amounts spread over its
many jurisdictions. Such mechanisms increase the certainty of obtaining timely rate relief while reducing the
company's exposure fo an adverse rate decision. As a result, approximately 91% of the company's capital
spending is expected to be recovered within 6 months, a credit positive. In 2015, Atmos plans to make 18-20
filings for rate increases, targeting to achieve fotal rate increases ranging from $105 million to $125 million during
the year.

- Low business risk operations

Being predominantly regulated, Atmos is characterized by low business risk with core LDC operations in eight
states and a fariff-based pipeline in Texas (mostly serving its affiliate Mid-Tex). Atmos benefits from having
constructive rate making mechanisms which further reduce uncertainty and provide greater transparency. For
example, Atmos utilizes weather normalization adjustments (WNA), which mitigate risks and costs the company
may encounter due to weather that is above or below normal. This adjustment allows Atmos to either increase or
decrease customers' bills to offset the effect of gas usage due to abnormal weather. Another mechanism example
includes Atmos' Purchased Gas Adjustment mechanism (PGA), which allows the company to pass through
purchased gas costs to the customers, insulating the company from gas price fluctuation risks. Other
mechanisms approved for Atmos include annual adjustment mechanisms in half of their states (mainly its larger
service territories) and infrastructure enhancement mechanisms in 6 out of the 8 states. These mechanisms result
in greater transparency in cash flows and accelerated recovery of capital spending; alt credit positive.

In fiscal 2014, Atmos invested $835.3 million primarily on safety and reliability of which approximately 70% was in
Texas. The company plans to utilize a combination of its regulatory mechanisms to recover costs associated with
an escalated capital expenditure program through 2018. Such mechanisms include the Gas Reliability
Infrastructure Program (GRIP) and Rule 8.209 in Texas, and the Rate Stabilization Clause (RSC) in Louisiana, all
which allow for faster recovery of capital invested in infrastructure safety and reliability. More specifically, the RSC
is a rate design change allowing for deferred asset treatment on infrastructure spending, thus reducing associated
regulatory lag in a previously lagging regulatory environment.

Atmos is expected to invest between $300 million and $1.1 billion annually from 2015 through 2018, Given the
company's large amount of organic investment opportunities for the medium to long-term, capital expenditure
investment has yet to peak and will be funded through a combination of internally generated cash flows, long-term
debt and issuance of equity to preserve their current equity to debt capital structure.
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Gas marketing is Atmos' riskiest business segment as it is exposed to commodity price, basis, counterparty, and
other risks. As a management strategy, Atmos has been de-emphasizing its unregulated operations through
Atmos Energy Holdings {AEH) and focusing on its predominantly low risk regulated L. DC. During fiscal 2014, AEH
contributed a higher than normal level of earnings of approximately $32 million, or 11% of consolidated net income.
These higher earnings were primarily due to the colder than normal weather, which is not expected fo be repeated.
AEH's contribution normally ranges from 3%-5% of consolidated net income. Based on Atmos’ management and
the strategy being deployed at AEH, we expect AEH to continue to be a minor earnings contributor and Atmos to
maintain AEH’s current risk and business profile. We expect minimal capital investment from Atmos to support
AEH, a credit positive.

- Consistent financial performance with stable credit metrics

Over the years, Atmos has been accruing sufficient rate increases io sustain a modest but steady improvement in
its credit metrics. During fiscal 2014, Atmos received approval for $93.3 million in annual rate increases. As of
December 31, 2014, Atmos had received about $5.3 million in additional rate relief and had seven rate proceedings
pending for a cumulative $54.1 million of potential additional annual operating income.

Atmos' baseline cash flow from operations before working capital changes (CFO pre-WC) has been in the $650 -
$700 million range. In the last twelve months ended December 2014, the company generated CFO pre-WC of
$824 million, up from the $688 miillion in fiscal year 2013, resulting in CFO pre-WC to debt of 25.3%. Based on the
robust capital investments with shorter regulatory lag, we expect the company's baseline CFO pre-WC to
increase to a range of around $800 million. Furthermore, we expect Atmos to maintain key credit metrics
consistent with the mid A range under the Low Business Risk scale in our regulated utilities rating methodology
grid. For example, we expect CFO pre-WC to debt and retained cash flow (RCF) to debt to range from 22%-25%
and 19%-21%, respectively.

Liquidity Profile

Atmos' liquidity is good for the company's working cash flow needs and it maintains a short-term rating for
commercial paper of P-1.

At December 31, 2014, Atmos had approximately $124 miillion of cash on hand. The company had capital
spending of $916 million primarily on reliability and safety, paid dividends of $152 million for the twelve months
ended December 31, 2014, and reported cash from operations of $733 miillion for the same time period.

In August 2014, Atmos amended $950 miillion unsecured credit facility to increase it to $1.25 billion and extended
the terms to August 2019. As before, the company kept the accordion feature on the credit facility, which would
increase borrowing capacity to $1.5 billion, if utilized. In total, Atmos had $550.9 million outstanding under its credit
facilities at December 31, 2014, Atmos must maintain a debt to total capitalization ratic below 70% in order to
borrow under this facility and was in compliance {(51%) at December 31, 2014.

Atmos Energy Marketing maintains two 364-day bilateral credit facilities: a $25 million unsecured facility and a $15
million revolving credit facility. These facilities will expire in December 2015. At December 31, 2014, AEM had $8.9
million outstanding under these bilateral credit facilities. Lastly, Atmos Energy Holdings holds a $500 million
intercompany demand credit facility with Atmos.

Atmos has $250 million of debt maturing in 2017 and another $450 million due in 2019,
Rating Outlook

The stable outlook is based on Atmos' low risk, regulated activities that produce a consistent financial
performance and the expectation that the company will continue to maintain adequate liquidity resources. The
outlook also assumes that the credit metrics will be sustained around current levels, for example, CFO pre-WC to
debt in the low fo mid 20% range.

What Could Change the Rating - Up

If the company is able to further strengthen and sustain a stronger financial profile and credit metrics (including
CFO pre-WC to debt above 25%), a rating upgrade could be considered.

What Could Change the Rating - Down

A sustained deterioration in Atmos' credit profile and metrics (including CFO pre-WC fo debt in the high teens)
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could result in a rating downgrade. In addition, M&A activity or other strategic activities that result in higher
financial and business risks could also affect the rating negatively.

cf
it i A

Atmos Energy Corporation

Regulated Electric and Gas Utilities industry | Current LTM [3]Moody's 12-18 Month

Grid [1][2] 12131/2014 Forward ViewAs of 3/10/2015
Factor 1 : Regulatory Framework (25%) Measure |Score Measure Score|
a) Legislative and Judicial Underpinnings of A A A A
the Regulatory Framework

b) Consistency and Predictability of Aa Aa Aa Aa
Regulation

Factor 2 : Ability to Recover Costs and Eamn

Returns (25%) »

a) Timeliness of Recovery of Operating and A A A A
Capital Costs

b) Sufficiency of Rates and Returns Baa Baa Baa Baa
Factor 3 : Diversification (10%)

a) Market Position A A A A
b) Generation and Fuel Diversity NIA N/A N/A N/A
Factor 4 : Financial Strength (40%)}

a) CFO pre-WC + Interest / Interest (3 Year 5.9x A 6x - 8x Aa
Avg)

b) CFO pre-WC / Debt (3 Year Avg) 22.1% A 23% - 27% A
¢) CFO pre-WC - Dividends / Debt (3 Year 17.8% A 18% - 21% A
Avg) ,

d) Debt / Capitalization (3 Year Avg) 45.5% A 38% - 43% A
Rating:

Grid-indicated Rating Before Notching A2 A2
Adjustment

HoldCo Structural Subordination Notching 0 0

a) Indicated Rating from Grid A2 A2
b} Actual Rating Assigned ‘ A2 A2

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. [2] As of 12/31/2014(L); Source: Moody's Financial Metrics [3] This represents Moody's
forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on http:/iwww.moodys.com for the most updated credit rating
action information and rating history.
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("MIS"} ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES,
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY’S ("MOODY’S PUBLICATIONS") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT, CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY, CREDIT RATINGS AND MOCDY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE

. NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSC INCLUDE
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'’S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S
PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH
THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE (TS
OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY’S CREDIT
RATINGS OR MOODY’'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody's Publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence {but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.
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Key Rating Drivers

Positive Outlook: The Positive Outlook reflects Atmos Energy Corporation’s (Atmos) strong
credit metrics, constructive regulatory environment, and growing energy-based economy.

Strong Credit Metrics: Even though the large capex program at the regulated utility will
modestly pressure leverage credit metrics, Fitch Ratings expects Atmos' rating profile to remain
strong for the current rating category throughout the forecast period. Fitch expects
debt/EBITDAR, FFO-adjusted leverage and FFO fixed-charge coverage to average 3.5x, 3.5x
and 5.75x, respectively, over the next three years.

High Growth Market Area: Atmos derives 65%—70% of operating income from Texas, which
has been a high-growth market benefitting from population and employment growth, new
household formations and high energy-related investments related to shale development. The
slowdown in oil and gas activity could temper the growth a bit but at this time, Fitch does not
expect the impact {o be material.

Constructive Regulatory Environment: Fiich expects Atmos' regulatory environment to
remain constructive and notes a blended allowed return on equity (ROE) of 10.4% across all its
jurisdictions. Atmos' Texas distribution system currently has an allowed ROE range of
10.1%~10.5%, and Atmos’ Texas pipeline system has a current authorized ROE of 11.8%,
which is favorable compared to peers.

Stable Earnings and Cash Flows: Several regulatory mechanisms, including annual rate-
making, weather normalization, purchased gas cost adjustments and infrastructure recovery
mechanisms (IRM), are present in most of Atmos' local distribution company (LDC) utility
jurisdictions, which reduce regulatory lag and result in stable earnings and cash flows.

Large Distribution Capex Program: Fitch expects EBITDAR growth to average 7% per
annum through 2018, driven by annual capital investments of $900 million—$1.1 biflion, levels
approximately 43% higher than the preceding four years. Due fo the large capex program,
Atmos wili be moderately FCF negative through 2018. Atmos’ various |RMs will reduce
regulatory lag and provide a timely return on invested capital and, notably, Atmos will begin to
earn on 86% of 2015 capital expenditures within one year.

Small Non-Regulated Operations: Atmos’ regulated distribution and pipeline segments
comprised 89% of net income for 2014, with Atmos' unregulated gas marketing and storage
operations accounting for the remainder. Atmos' unregulated operations are conducted through
Atmos Energy Holdings, Inc. (AEH), its wholly owned subsidiary, which Fitch expects to remain
a small part of consolidated operations.

Rating Sensitivities

Positive Rating Action: Achieving and maintaining total adjusted debt/EBITDAR of 3.25x or
below; or maintaining consolidated leverage consistent with regulatory approved capital
structures could lead to a positive action,

Negative Rating Action: Failure to maintain the present capital structure while pursuing an
elevated capex program, expansion of non-regulated business activities; or an unexpected
adverse regulatory decision could lead to a negative action.

www fitchratings.com

April 13, 2015
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Financial Overview

Liquidity and Debt Structure

Credit Facility Availability — Atmos Energy Corporation
(3 Mil.,, As of Dec. 31, 2014)

Credit Facility Amount Available Under

Amount Borrowings LOC CP Revolving Credit Facili

Type Expiration

o
Availability . 759

Note: Atmos Energy can upsize its $1.25 billion credit facility to $1.5 billion pending approval of the bank group. Credit
facilities subject to maximum debt to capitalization covenant of 70%. LOC ~ Letter of credit. CP ~ Commercial paper.
Source: Company reports.

Atmos maintains approximately $883 million of available liquidity as of Dec. 31, 2014, through
credit facilities that coliectively provide $1.3 billion of borrowing capacity and approximately
$124 million of unrestricted cash and cash equivalents. The credit facilities are primarily used
for working capital needs, and borrowings are typically concentrated during the winter heating
season. The credit facilities are subject to a maximum debt/capitalization covenant of 70%, and
Atmos was in compliance as of Dec. 31, 2014, with a debt/capitalization ratio of 48.5%.

Total Debt and Leverage
wusisne Total Adjusted Debt (LHS)
s DEbYEBITOAR (RHS)

Debt Maturities and Liquidity

(3 Mil., As of Dec, 31, 2014)

($ Mil.) ) )

S =
2018 » — 3,000 S , 50
Cash and Cash Equivalents 124 2000 2.0
1,000 1.0

o 0.0

2010 2011 2012 2013 2014

Source: Company data, Fitch,

Source: Company data, Fitch.

Debt maturities are manageable over the next five years and include $250 million of unsecured
notes maturing in 2017 and $450 million of unsecured notes maturing in 2019. Fitch expects
these maturities to be refinanced upon expiry.

Atmos Energy Corporation
Aprit 13, 2015
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Atmos Energy Corporation
Capital Structure

$ Mil., As of Dec. 31, 2014

Common Equity

Ap!
Total Debt/Total Capital (%) 49,5

Common Equity/Total Capital (%) 50.5

Source: Fitch model.

Cash Flow Analysis

Atmos exhibited a balanced capital structure as of Dec. 31, 2014, with a debt/capitalization
ratio of 498.5%, in line with management’s target of 50%-55%.

CFO and Cash Use

wCFO wCapex # Dividends
(5 Mil.)

600

400

200

0

2010 2011 2012 2013 2014

Source; Company data, Fitch.

Due to its large capex program, Atmos will be moderately FCF negative through 2018. Fitch
expects future funding needs will be financed by a roughly 50% mix of debt and equity to
maintain the present balanced capital structure, in line with management's debt/capitalization
target.

Atmos Energy Corporation
April 13, 20156



Peer Group

Issuer Country
BBB+

DTE Gas Co. United States

Issuer Rating History
LTIDR Outlook!

Aprl 17,2008 A+ Stable

Dec. 6, 2005 A+ Stable

Jan, 14, 2000 AA— Stabie

Feb, 26, 1993 BBB+  Stable

LT IDR —~ Long-term Issuer Default Rating.
FC - Foreign currency.
Source: Fiich,

Peer and Sector Analysis

‘Peer Group Analysis

DTE Southwest Gas
Gas Co. Corporation

Atmos Laclede

$ Mil. Gas Co,

IDR BBB+ BBB+ . BBB+ . A-

Fundamental Ratios {x}

FFO Fixed-Charge Coverage

FFO/Total Adjusted Debt (%)

Common Dividend Payout (%) 50.5 66.0 63.0 46.4

Capex/Depreciation (%) . 349.2 219.0 2276 163.2

Financial Information

Revenue Growth (%) 20.4 41.4 10.7 8.8

Operating EBITDA Margin (%) 20.3 18.4 25.8 18.5

Total Adjusted Debt with Equity Credit 3,008 1,135 1,244 1,459

Funds Flow From Operations . 795 223 187 460

IDR ~ Issuer Defauit Rating,
Source; Company data, Fitch.

Atmos’ credit metrics are in line with peers’ and are strong for the current rating category.

Atmos Energy Corporation
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Key Rating Issues

Constructive Regulatory Environment

Several regulatory mechanisms, including annuai rate-making, weather normaiization, and
purchased gas cost adjustments, are present in most of Atmos’ LDC utility jurisdictions, which
reduce regulatory lag and add stability to earnings and cash flows.

Approximately 75% of the distribution segment's operating margin is subject to annual rate-
making, which allows for the recovery of both capex and operating and maintenance (O&M)
expenses without filing a formal rate case. Roughly 97% of the LDC utility division's operating
margin is covered under weather normalization mechanisms, eliminating weather-related
volumetric risks on margins. Atmos has purchased gas cost adjustments pass-through
increases or decreases in purchased gas costs in all distribution service territories.

Fitch expects Atmos’ regulatory environment to remain constructive and notes a blended
allowed ROE of 10.4% across all its jurisdictions. Atmos’' Texas distribution system currently
has an allowed ROE range of 10.1%-10.5%, and Atmos' Texas pipeline system has an
authorized ROE of 11.8%, which is favorable compared to peers.

High Growth Markets

Atmos has a large presence in Texas, which has been a high-growth market benefitting from
population and employment growth, new household formations and high energy-related
investments related to shale development. Atmos has exposure to this growth through its LDCs,
including the large Dallas-Fort Worth area, and operation of an approximately 5,600-mile
intrastate pipeline system and five working storage sites. Atmos derives 65%—70% of operating
income from Texas, a percentage that will likely increase, as capex is predominately centered
across its Texas LDCs and pipeline operations. The slowdown in oil and gas activity due to a
drop in commodity prices could temper the growth rate a bit, but at this time Fitch does not
expect the effect to be material. Texas' economy is well-diversified, and falling oil prices have
positive ramifications for energy-intensive industrial segments.

The Atmos pipeline system connects with the three major Texas hubs located in Waha, Katy
and Carthage. As noted, the pipeline has an authorized ROE of 11.8%. The authorized ROE
will be reviewed in 2016, adding predictability to earnings over the next two years, Fitch
believes the natural gas supply/demand dynamics are favorable in Texas, and Atmos will
continue to make growth investments in its pipeline system.

Improvements in Capital Structure

In February 2014, Atmos raised $390 million of new equity, substantially meeting the equity
component of its large five-year capital investment program. The equity raise improved Atmos'
capitalization, which Fitch expects to be maintained over the next few years ciose to a 50%-
50% debt/equity mix, similar to the average of the regulatory approved capital structures in the
various Atmos divisions.

Fitch expects interest expenses to decline as higher couponed long-term debt matures and is
replaced with a like amount of lower-cost debt. Atmos has used forward rate contracts to lock
in a substantial portion of its maturing debt and as of Dec. 31, 2014, had entered into forward
interest rate swaps to fix the Treasury yield component associated with the anticipated
issuance of $250 million and $450 million unsecured senior notes in fiscal 2017 and fiscal 2019

Atmos Energy Corporation
April 13, 2015



at 3.37% and 3.78%, respectively. The expected long-term debt issuances will be used to
refinance a like amount of higher couponed maturing debt.

Large Capex Could Modestly Pressure Credit Metrics

Fitch expects annual capital investments of $900 million-$1.1 billion, levels approximately 43%
higher than the preceding four years. Due to the large capex program, Atmos will be
moderately FCF negative through 2018. Atmos’ various IRMs will reduce reguiatory lag and will
provide a timely return on invested capital and, notably, Atmos will begin fo earn on 96% of
2015 capital expenditures within one year.

Even though the large capex program at the regulated utility will modestly pressure leverage
credit metrics, Fitch expects Atmos' rating profile to remain strong for the current rating
category throughout the forecast period. Fitch expects deb/EBITDAR, FFO-adjusted leverage
and FFO fixed-charge coverage to average 3.5x, 3.5x and 5.75x, respectively, over the next
three years.

Atmos Energy Corporation
Aprit 13, 2015



" Organizational Structure

Atmos maintains a divisional organizational structure across eight states.

Organizational and Debt Structure — Atmos Energy Corporation
($ Mil.,, As of Sept. 30, 2014)

Atmos Energy Corporation
. DReERBR

Totel Adjustad Debt - i spee

élue Flameo: i
cinsurance Services; LI
L (Beruda)

LATnoS Energy
Lin Holdihasine

Atmos Energy Atmos Pipeline and S Atmos Powsr Atmos Energy
Serviges, LLC Storages, LLC . Systems; g e Marketing, LLC

Egasco, LLC

- Trans Lolisiana Gas

uge Stgrage, tn;.“ : Storage, Ific.

Trans Lb‘uislana Cas
L Pipalide dne

wKG étbragé, ing,

Atrios Expior‘aéion‘a 1 | | Fort Necessity Gas
Proguetion: Jnc. o Storage, LLC

Atmos Gathering
Company, LLC

. Phosnix Gas

Gathering Company

3 Entity Disregarded for Federal Tax Purposes, but Treated as Separate Entity

3gniity includes the following divisions: Atmos Pipeline-Texas, Colorado-Kansas, Kentucky/Mid-States, Louisiana, Mid-Tex, Mississippl, and West Texas.
Source; Company reports, )
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Definition

* FFO-Adjusted Leverage: Gross
debt plus lease adjustment minus
equity credit for hybrid instruments
plus preferred stock divided by
FFO pius gross interest paid plus
preferred dividends plus rental
expense,

Key Metrics
Total Adjusted Debt/Op. EBITDAR

ssessn AIMOS wemswrs UDC Median

x)
6.0

3.0
20

4.0

1.0
0.0

2010 2011 2012 2013 2014

UDG — Utility distributien company.
Source: Company data, Fitch,

FFO-Adjusted Leverage
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uDC ~ Utility distribution company.
Source: Company data, Fitch,

FFO Fixed-Charge Coverage
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UDC — Utility distribution company.
Source: Company data, Fitch.

Capex/Depreciation
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UDC — Utitity distribution company.
Source: Company data, Fitch,
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Business Trends

Revenue Dynamics

rammen Revenue e REVenue Growth

($ Mit.} (%)
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Source: Company data, Fitch.

EBITDA Dynamics

smemsee EBITDA sz 23| TDA Margin

($ Mil.) (%)
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Source: Company data, Fitch,
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Fitch expects annual EBITDAR growth to average 7% through 2018, driven by annual capital

investments of $900 million—-$1.1 billion.

Company Profile

Atmos is a divisionally structured utility operating in three segments: regulated gas distribution
through LDCs; regulated pipelines with its Texas infrastate pipeline system; and, through
subsidiary AEH, non-regulated gas marketing and storage businesses. Atmos serves over
3 million residential, commercial and industrial customers across Texas, Louisiana, Mississippi,
Kentucky, Tennessee, Kansas, Colorado and Virginia.

Atmos Energy Corporation
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Financial Summary — Atmos Energy Corporation

(IDR: BBB+/Rating Outlook Positive) ) : LTM Ended
($ Mil., Year-End As of Sept. 30, 2014) 2011 2012 2013 2014 1213112014
Fundamenta! Ratios

FFO Fixed-Charge Coverage (x) 4.2 44 4.9 5.7 5.9

FFO/Total Adjusted Debt (%) 3.1 28.8 27.1 33.6 31.8

Common Dividend Payout (%) 59.6 58.1 52.7 50.3

Capex/Depreciation (%)

Revenue Growth (%)

Operating and Maintenance Expense 449 453 488 506 508
Qperating EBITDAR 733 721 769 897 923
Operating EBIT 472 451 502 611 628
Net Income for Common 208 217 243 290 301
Operating EBIT % of Net Revenues 35.6 34.1 ) 356 38.6 38.9
Cash Flow

Change in Working Capital (28} {3) {24 (29) 1)

Capital Structure

Total Long-Term Debt 2,208 1,966

Total Adjusted Debt with Equity Credit 2,549 2,663

Total Common Sharehelder's Equity

Total Debt/Total Capital (%)

Quity, p

DR — Issuer Default Rating.
Source: Company data, Fitch.
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The ratings above were solicited by, or on behaif of, the issuer, and therefore, Fitch has been
compensated for the provision of the ratings. :

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
READ  THESE LIMITATIONS  AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://FITCHRATINGS, COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD
PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN
EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE
FITCH WEBSITE.

Copyright © 2015 by Fitch Ratings, inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.Telephone:
1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435, Reproduction or retransmission in whole or in part is prohibited except
by pemmission. All rights reserved. In issuing and maintaining its ratings, Fiich relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information refied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given securty or in a given jurisdiction.
The manner of Fitch's faciual investigation and the scope of the thind-party verification it obtains wilt vary depending on the
nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered
and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the
issuer and its advisers, the availability of Fre-existing third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reporis, engineenng reports, legal opinions and other reports provided by third parties, the
availabiiity of irdependent and competent third-parly verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors. Users of Fiich's ratings should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relfies on in connection
with & rating wili be accurate and complete. Uitimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fiich and to the market in offering documents and other reports. Inissuing its ratings Fitch must rely
on the work of experts, including independent auditors with respect to financial statements and attomeys with respect to legal
and tax matters. Further, ratings are inherently forwardHooking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of cument facts, ratings can be affected by
future events or conditions that were not anticipated at the time a rating was issued or affimned. ‘

The information in this report is provided “as is” without any representation or wamanty of any kind. A Fitch rating is an opinion
as to the creditworthiness of a securily. This opinion is based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a raling. The rating does not address the risk of loss due to risks other than credi risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. Ali Fitch reporls have shared
authership, Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein.
The individuals are named for contact pumposes only. A report providing & Fitch rating is neither a prospectus nor a substitute
for the information assembied, verified and presented to investors by the issuer and its agents in connection with the sale of the
securities, Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt naiure or
{axability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors,
and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable curency
equivalert) per issue. In certain cases, Fitch will rate all or a number of issues Issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 {or the applicable curmency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall
not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the
United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities iaws of
any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available
fo electronic subscribers up to three days earfier than to print subscribers.
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CASE NO. 2015-00343
ATTACHMENT 1
TO AG DR NO. 1-33

01 JUL 2015 3:16 PM

Fitch Upgrades Atmos Energy to 'A-"; Outlook
Stable

Fitch Ratings-New York-01 July 2015: Fitch Ratings has upgraded Atmos Energy Corporation's
(Atmos) Long-Term Issuer Default Rating (IDR) to 'A-' from 'BBB+' and its Senior Unsecured
- Debt rating to 'A’ from 'A-". A complete list of rating actions is shown at the end of this press

release.
The Rating Outlook is Stable.
These rating actions affect $2.46 billion of long-term debt.

The upgrade reflects Fiich's expectation of continued strong financial performance, which has
been driven primarily by organic gfowth in Atmos' regulated natural gas distribution and pipeline
segments. For the next three years, Fitch expects each of the leverage metrics total adjusted
debt/EBITDAR and funds from operations (FFO) adjusted leverage to average less than 3.5x.
Coverage metrics are also expected to remain robust and to strengthen over the next three
years, with EBITDAR/interest expense and FFO fixed charge coverage to both increase to

greater than 6.0x.

Almos is a divisionally structured utility that operates in three business segments: regulated gas
distribution through local distribution companies (LDCs); regulated pipelines through its Texas
intrastate pipeline system; and non-regulated gas marketing and storage through subsidiary

Atmos Energy Holdings, Inc.'s (AEH) operations.
KEY RATING DRIVERS

Constructive Regulatory Mechanisms
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The majority of Atmos' LDC utility service territory benefits from several constructive regulatory

mechanisms, including annual ratemaking, weather normalization, and purchased gas cost

adjustments, which reduce regulatory lag and add stability to earnings and cash flows.

Approximately 77% of the distribution segment's operating income is subject to annual
ratemaking without filing a formal rate case. Roughly 97% of the distribution segment's
operating income is covered under weather normalization mechanisms, and Atmos has
purchased gas cost adjustment mechanisms that provide a dollar-for-dollar offset of increases -
or decreases in purchased gas costs in all its distribution service territories. In addition, 76% of
operating income is from jurisdictions with trackers that cover the gas portion of customer bad-
debt expense.

Obtaining these aforementioned regulatory mechanisms throughout Atmos' multi-state service
territory has made the distribution segment’s operating income and cash flows more
predictable, while improving system reliability and safety. These efforis have also led to strong
organic growth opportunities, resulting in a greater share of operating income and cash flows
from Atmos' stable, low-risk operations. Management's careful oversight of O&M expenses and
its manageable capital spending program also have helped continue the multi-year

improvement to the company's financial profile.
Large, Geographically Diverse Operations in High-Growth Markets

The ratings are further supported by Atmos' large and geographically diverse regulated
operations, with LDC utility busines»ses ih eight states, although roughly 80% of rate base is
located in Texas, Louisiana, and Mississippi. Atmos also benefits from its regulated Texas
intrastate pipeline system and associated storage assets, which provide access from several
natural gas basins to three of the major Texas hubs. The 5,600-mile pipeline system has an
authorized return on equity (ROE) of 11.8% and benefits from annual gas reliability
infrastructure program (GRIP) filings, which allow for the recovery of capex, including pipe

replacement associated with improving safety and reliability.

More than 60% of operating income is from operations in Texas, which remains a high-growth



CASE NO. 2015-00343
ATTACHMENT 1
- . . TOAGDRNO, 1-33
market benefitting from population and employment growth. Despite the dramatic decrease in

oil prices that occurred in the second half of 2014, the Texas economy has remained vibrant,
led by strong growth in the Dallas-Fort Worth area, which is Atmas' major service territory and

focus for capex growth.
Capex Growth and Timely Recovery

Capex totaled $835 million in the fiscal year ended Sept. 30, 2014, and management has given
guidance for capex in fiscal 2015 in the range of $900 million to $1 billion, with safety and
reliability capex estimated at $750 million to $200 million. Fitch expects these system
improvement programs to continue to drive growth well into the future and for capex to average
$1.1 billion per year over the 2016-2018 timeframe. Regulatory mechanisms allow for timely
recovery of capital spending, with 91% of expected 2015 capex to be added to rate base within
six months (half of that with no lag) and only 4% subject to general rate case filings resulting in

more than a 12-month lag.
Capital Structure and Sustained !mbrovement in Credit Metrics

Atmos has completed, or will have completed within Fitch's rating horizon, several measures
that reduce leverage and lower the cost of debt. In February 2014, Atmos raised $390 million of
new equity, substantially meeting the equity component of its large, five-year capital investment
program. The equity raise improves Atmos' capitalization, which Fitch expects to be maintained
over the next few years at close to a 50%/50% debt/equity mix similar to the average of the

regulatory-approved capital structures in the various Atmos divisions.

Fitch expects Atmos' overall cost of debt to continue to decline as higher-coupon long-term
debt matures and is replaced with lower-cost debt. Atmos' next long-term debt maturity is in
June 2017, when $250 million of 6.35% notes mature, followed in March 2-()19, when $450
million of 8.5% notes mature. Atmos has forward starting interest rate swaps on the
replacement of both these notes, effectively fixing the Treasury yields at 3.367% and 3.782%,
respectively. Coverage metrics will benefit accordingly.
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Non-regulated and Market-Sensitive Operations :

Slightly offsetting these strengths are the company's non-regulated operations, which include
gas supply management, marketing, and gathering and storage services that are mainly
conducted at the company's AEH subsidiary. These operations have a higher level of business
risk than the company's regulated gas disiribution and pipeline operations, in the form of
greater earnings volatility and commodity exposure. AEH's physical hedges and few net open
positions help mitigate these concerns. Over the past three fiscal years, non-regulated
operations have contributed an average of 6% of consolidated net income, while requiring only

a nominal amount of capex {o support them.

KEY ASSUMPTIONS

- Fitch's key assumptions within the rating case for Atmos include:

-—~Gross profit increases 2.5% in 2015 and 6.5% per year in 2016 through 2019;
-0O&M expense increases 3%-4% per year through 2019;

--Regulated rate base CAGR of 9%-10% through 2019;

-~Capex averaging $1.1 billion per year over the 2016-2018 timeframe;
--Normal weather; '

--No asset divestitures or acquisitions.

RATING SENSITIVITIES

Positive: Given the upgrade and an already strong rating, near-term positive rating actions are
unlikely. However, achieving adjusted debt-to-EBITDAR leverage of less than 3.0x and FFO
adjusted leverage of less than 3.25x on a sustainable basis could lead to another posiﬁve rating

action.

Negative: A negative rating action could result from the following:

--Failure to maintain the current capital structure while pursuing a relatively elevated capex
program;

--Expansion of non-regulated business activities;

--An unexpected adverse regulatory decision;
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--An increase on a sustainable basis of adjusted debt-to-EBITDAR leverage to greater than

3.75x and FFO adjusted leverage to greater than 4.0x.

LIQUIDITY

Liquidity is adequate, supported by sufficient availability under Atmos' $1.25 billion commercial
paper (CP) program, which is backed up by an equal-sized revolving credit facility. The facility
- has an accordion feature that allows for an increase in borrowing capacity to $1.5 billion. The
five-year facility matures Aug. 22, 2019, As of March 31, 2015, there was $225 million of CP
outstanding, leaving $1.025 billion of availability under the facility.

Atmos Energy Marketing, LLC (AEM), the wholly owned subsidiary of AEH, has two 364-day
bilateral credit facilities totaling $40 million, which mature in December each year and are used

primarily to issue letters of credit.

In addition, there is a $500 million intercompany facility, which primarily enables the regulated
operations to borrow directly from AEH, and indirectly from AEM, thus allowing for an efficient
use of infernal cash to fund operations.

FULL LIST OF RATING ACTIONS

Fitch has upgraded the following ratings:

Atmos

~Long-Term IDR {o 'A-' from 'BBB+'; Stable Qutlook;

~-Senior unsecured debt to 'A’ from 'A-.

Fitch has affirmed the following ratings:

Atmos

--Short-Term IDR at 'F2",

-~-Commercial Paper at 'F2".
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Contact:

Primary Analyst
Kevin L. Beicke, CFA
Director
+1-212-908-0618
Fitch Ratings, Inc.

33 Whitehall St.

New York, NY 10004

Secondary Analyst
Shalini Mahajan, CFA
Managing Director
+1-212-908-0351

Committee Chairperson
Philip W. Smyth, CFA
Senior Director
+1-212-908-0531

Media Relations: Alyssa Castelli, New York, Tel: +1 (212) 808 0540, Email:
alyssa.castelli@fitchratings.com.

Additional information is available on www fitchratings.com

Applicable Criteria

Corporate Rating Methodology - Including Short-Term Ratings and Parent and Subsidiary
Linkage (pub. 28 May 2014)

Recovery Ratings and Notching Criteria for Utilities (pub. 05 Mar 2015)

Additional Disclosures
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Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING
- THIS LINK:HTTP:/IFITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE
AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE WWW.FITCHRATINGS.COM.
PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS
SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF
THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE
RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR
RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH
WEBSITE.
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Atmos Energy Corp. Ouﬁeok Revised
To Positive From Stable; 'A-' Ratings
Affirmed

Primary Credit Analyst:
Dimitri Nikas, New York (1) 212-438-7807; diinitri.nikas@standardandpoors.com

Secondary Contact:
Gerrit W Jepsen, CFA, New York (1) 212-438-2529; gerrit jepsen@standardandpoors.com

Overview

Rating Action

Rationale

Outlook

Ratings Score Snapshot
Related Criteria And Research
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Atmos Energy Corp. Outlook Revised To Positive
From Stable; 'A-' Ratings Affirmed

Orverview

* U.S.-based Atmos Energy Corp.'s financial performance remains robust
largely as a result of consistent and timely recovery of invested capital.

¢ We are affirming our 'A-' issuer credit rating on Atmos Energy Corp.
{Atmos) and revising the ocutloock to positive from stable.

e The positive outlook reflects the potential for higher ratings over the
next six to 12 months if Atmos demonstrates that it can maintain its
robust financial performance while capital spending remains elevated.

Rating Action

On Oct. 29, 2015, Standard & Poor's Ratings Services affirmed its ratings on
Atmos Energy Corp., including the 'A-' issuer credit rating, and revised the
outlook to positive from stable.

The positive outlook on Atmos reflects the potential for higher ratings if the
company can demonstrate that it can maintain its robust financial performance
as capital spending remains elevated. Based on our forecasts, we anticipate
that Atmos will benefit from the consistent recovery of invested capital via
riders as well as the ongoing ryealization of material deferred tax benefits
annually over the next several years, thereby supporting cash flow generation,

Over the past few years, Atmos Energy has continued to recover increasing
amounts of invested capital in a timely manner as a result of varilous
regulatory constructs that have contributed to robust credit measures in
conjunction with prudent financial policies.

We agsess Atmog' business risk profile as "excellent," accounting for the
company's regqulated natural gas utility operations that benefit from generally
constructive regulatory frameworks in eight states, a relatively large and
diverse customer base, and low operating rigk, These strengths are partially
offset by Atmos' nonregulated operations in retail gas supply, which we view
as having considerably higher business risk because they operate in highly
competitive environments with significant exposure to market forces. Moreover,
we expect that Atmos will continue to maintain rigorous risk management
practices for its retail gas marketing operations, including prompt hedging of
all retail gas supply load commitments, helping to limit exposure to market
prices, and maintaining contracts with short-term tenoxrs, enabling the company
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to re-price or exit potentially unfavorable transactions and thereby minimize
losses. On an ongoing basis, we expect that the unregulated busginess will
contribute less than 5% of total operating income and this contribution could
decline over time as the regulated part of the company continues to grow.

We assess Atmos' financial risk profile ag Ysignificant® using the medial
volatility financial ratio benchmarks. We expect that Atmos' financial risk
profile will continue to benefit from timely recovery of invested capital with
funds from operations (FFO) to debt that remains in the upper end of the
"gignificant® category, with FFO to debt near 22% and debt to EBITDA of about
3.5X. Moreover, our base-case gcenario anticipates that Atmos will preserve
its balanced capital structure over time at levels that are in line with the
regulatory approved capital structures of its operating utilities, further
supporting its overall credit profile.

Liquidity o

We assess Atmos' liquidity as "adequate" to cover its needs over the next 12
months. We expect the company's liguidity sources to exceed its uses by 1.1x
or more, the minimum threshold for an adequate designation under our criteria,
and that the company will also meet our other requirements for such a
designation. Atwmos' liquidity benefits from stable cash flow generation, ample
availability under the revolving credit facilities, and manageable debt
maturities over the next few years. The short-term rating on Atmos is 'A-2°'.

Atmos has a $1.25 billion revolving credit facility, maturing in September
2020 that backstops the company's commercial paper program.

Principal liquidity sources:
¢ Revolving credit facility of $1.25 billion; and
¢ FFO of about $750 million to $800 million annually.

Principal liquidity uses:

¢ Debt maturities of about $700 million in 2015, including commercial paper
outstanding, and no debt maturities in 2016;

e Maintenance capital spending of about $700 million to $800 million, in
2015 and 2016, respectively; and

* Dividends of about $160 million to $170 miilion annually.

{Outlook

The positive outlook on Atmos reflects the potential for higher ratings over
the next six to 12 months if the company can maintain its robust financial
performance while its capital spending stays elevated. At the same time, the
positive outloock anticipates that the contribution of Atmos' nonutility
operations to operating income will remain limited to a nonmaterial level and
the company will continue to prudently manage the liquidity needs of these
operations.
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Downside scenario

We could affirm the ratings on Atmos and revise the outlook to stable if the
company's financial profile weakens as a result of its inability to recover
invested capital in a timely manner or due to the use of incremental debt,
guch that FFO to debt averages 18% on a consistent basis or if the
contribution of the nonutility operations begins to grow to more than 5% of
total operating income.

Upside scenario

We could raise the ratings on Atmos by one notch over the next six to 12
months if the company's financial performance remains healthy as a result of
the consistent recovery of invested capital via riders as well as the ongoing
realization of material deferred tax benefits that support a ratio of FFO to
debt near or above 23% on a consistent basis.

I

Ratings Scere Snapshot
Coxporate Credit Rating: A-/Posgitive/A-2

Business risk: Excellent

» Country risk: Very low

e Industry risk: Very low

¢ Competitive position: Strong

Financial risk: Significant
* Cash flow/Leverage: Significant

Anchor: a-

Modifiers:

Diversification/Portfolio effect: Neutral (no impact)
Capital structure: Neutral ({(no impact)

Financial policy: Neutral ({(no impact)

Liguidity: Adequate (no impact)

Management and governance: Satisfactory (no impact)
Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: a-

Issuer credit profile: A-

Related Criteris And Resesrch

Related Criteria
s Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
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* General Criteria: Methodology: Industry Risk, Nov. 19, 2013

s @General Criteria: Group Rating Methodology, Nov. 19, 2013

» Criteria - Corporates - Utilities: XKey Credit Factors For The Regulated
Utilities Industyry, Nowv, 19, 2013

s Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

¢ General Criteria: Methodology For Linking Short-Term And Long-Term
Ratings For Corporate, Insurance, And Sovexreign Issuers, May 7, 2013

e General Criteria: Methddology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov., 13, 2012 '

* Criteria - Coxporates - General: Methodology: Business Risk/Financial
Rigk Matrix Expanded, Sept. 18, 2012

s Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
Issue, April 15, 2008 '

Ratings List
Ratings Affirmed; CreditWatch/Outlook Action
) To From

Atmos Energy Corp.

Corporate Credit Rating A-/Pogitive/A-2 A-/Stable/A-2
Atmos Energy Corp.

Senior Unsecured A-
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