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May 3 1,2006 

Honorable Beth O'Donnell, Executive Director 
Kentucky Public Service Commission 
21 1 Sower Boulevard 
P. 0. Box 615 
Frankfort, Kentucky 40602 

Subject: Case No. 2005-00057 
AG Data Request dated March 14,2006 - Supplemental Information 

Dear Ms. O'Donnell: 

Enclosed please find Atrnos Energy's filing of supplemental information in accordance 
with the May 22,2006 Commission Order in this case. The May 22 Order clarified the 
Commission's intent that the phrase "end of the first quarter 2006" in its May 9,2006 
Order meant March 3 1,2006 not December 3 1,2005 as Atmos Energy had interpreted. 

Accordingly, the Company is filing supplemental information for affected data requests 
to include information through March 3 1,2006. In compiling the information, Atrnos 
Energy discovered that our original electronically filed response varied slightly from the 
filed paper copies. A few DR responses referred to information provided in attachments 
to DR Itein 11 in the electronic filing, while the paper version referenced the same 
attachments to DR Itein 1. To synchronize the paper and electronic versions, we are 
herein moving the electronic attachments from DR Item I 1 to DR Item 1. 

In all cases where data requests were affected by the clarifying Order dated May 22, 
2006, the Company is providing a new written response to reflect the additional three 
month period. For associated attachments, the Company is typically providing the 
supplemental data which should be added to the previously submitted attachments. In a 
few cases, a new spreadsheet has been created which would replace the previously 
submitted attachments. To simplify the incorporation of the supplemental information, 
we are providing a description of the contents of this filing below: 

DR Item Description 
1 Replacement response. Supplemental information provided for 

paper attachments. In electronic version, move attachments from 
DR Item 1 1 to DR Item 1. 

Atmos Energy Corporation 
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Page - 2 
Honorable Beth O'Donnell, Executive Director 
May 3 1,2006 

DR Item 
6 

Description 
Replacement response. Supplemental information provided for 
paper and electronic attachments. Attachments provided under a 
Petition for Confidentiality. 
Replacement response. Supplemental information provided for 
paper and electronic attachments. 
Replacement response. A replacement spreadsheet is provided for 
paper and electronic attachments. 
Replacement response. Supplemental information provided for 
paper and electronic attachments in DR Item 1. 
Replacement response. Supplemental information provided for 
paper and electronic attachments in DR Item 1. 
Replacement response. A replacement spreadsheet is provided for 
electronic attachments and supplemental sheets are provided for 
paper attachments. 
Replacement response. Reflects moving of attachments from DR 
Item 11 to DR Item 1 in electronic version. 
Replacement response. Reflects moving of attachments from DR 
Item 11 to DR Item 1 in electronic version. 
Replacement response. A replacement spreadsheet is provided for 
paper and electronic attachments. 
Replacement response. Supplemental information provided for 
paper and electronic attachments in DR Item 1. 
Replacement response. A replacement spreadsheet is provided for 
paper and electronic attachments. 
Replacement response. No supplemental information required. 

Please contact me at your earliest convenience should the Commission or Staff have any 
questions regarding this matter. 

~ i &  President, Marketing & Regulatory Affairs 

Cc: Parties of Record in Case 2005-00057 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE OFFICE OF ATTORNEY GENERAL 
THE COMMONWEALTH OF KENTUCKY 

) 
1 

COMPLAINANT 
) 
) 

v. 
1 
) CASE NO. 2005-00057 

ATMOS ENERGY CORPORATION 
j 
) 
) 

DEFENDANT ) 

O R D E R  

On May 15, 2006, Atmos Energy Corporation ("Atmos") filed its responses to the 

Attorney General's ("AG") March 14, 2006 initial data request. The Commission has 

observed that several of Atmos's responses include the following statement: "In 

accordance with the Commission's Order in this Case, dated May 9, 2006, the 

Company is providing the attached information for the test year, the fiscal year prior to 

the test year and the actual months after the test year through December 2005." 

It appears to the Commission that Atmos has interpreted the findings of our May 

9, 2006 Order differently than the Commission intended. The May 9, 2006 Order states, 

"[wle find, therefore, that Atmos should be required to provide information for the test 

year, the 12 months prior to the test year, and actual data through the end of the first 



quarter 2006."' It appears that Atmos has interpreted the reference to "the end of the 

first quarter 2006" to mean its fiscal year first quarter 2006, which ended December 31, 

2005. The Commission intended the "end of the first quarter 2006" to mean March 31, 

2006. 

The only reference to Atmos's fiscal years in the May 9, 2006 Order was to the 

information to be provided in response to AG Data Request Nos. 66 and 67. With 

regard to all other requests, the Commission stated the information was to be provided 

for the test year, the 12 months prior to the test year, and the months through the end of 

the first quarter 2006. 

Therefore, the Commission, upon its own motion, clarifies its May 9, 2006 Order 

to the extent that, except for the responses to AG Data Request Nos. 66 and 67, the 

financial information to be provided by Atmos is to cover the months si~bsequent to test- 

year end through March 31, 2006. The Commission finds that Atmos should amend its 

data responses to provide the additional information to the AG no later than June 1, 

2006. 

IT IS THEREFORE ORDERED that: 

1. The May 9, 2006 Order is clarified to the extent that references to "the 

end of the first quarter 2006" shall mean "through March 31, 2006." 

2. Atmos shall amend its data responses to the AG to reflect the additional 

months and shall file its amended responses no later than June 1, 2006. 

3. All other findings of the May 9, 2006 Order shall remain in full force. 

' May 9, 2006 Order at 3. The same language is contained in ordering 
paragraph 4. 

Case No. 2005-00057 



Done at Frankfort, Kentucky, this 22" day of May, 2006. 

By the Commission 

ATTEST: 

Case No. 2005-00057 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 1 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
With regard to AEC-W's Quarterly (rolling 12-month) ROE reports sent to the PSC, 
please provide the following information: 

a. Complete copies of the Quarterly ROE reports for each quarter from 9/30/01 through 
9130105. In addition provide accompanying workpapers showing the calculations and 
calculation components in support of the Quarterly ROE numbers. 

b. Indicate when the Quarterly ROE report for 1213 1/05 will be available, and provide a 
complete copy of this report as soon as it has become available. 

Response: 

a. In accordance wit11 the Commission's Order in this Case, dated May 9, 2006, the 
Company is providing Quarterly ROE reports for each qua]-ter fi-0117 1213 1/04 
through 9/30/05, and all associated worlcpapers that were iilcluded in reports 
previously sent to the Comn~ission. The requested infol-~uatioll is included in the 
attachment. 

b. In accordance with the Colnmission's Order in this Case, dated May 22, 2006, the 
Conlpany is providing an annended response. 111 O L I ~  initial response, we provided 
the 1213 1/05 report, and now attach the Q~iarterly ROE report for the quarter 
ended 03/31/06. All associated workpapers that were included in reports 
previously sent to the Commission are also attached. 



Kentucky Public Service Commission 
Attn: Joyce Spear 
P.O. Box 615 
Frankfort, ICentucky 40602 

RE: Atmos Energy ICentuclcy Division - Monthly Operating Report 

Enclosed are the following schedules for Atmos Energy Kentucky Division 
for the month ended Janusuy 3 1,2006: 

Balance Sheet 
Statement of Income 

Additional fmaucial data: 

Dallas General Office Capital Allocation ($1,099,173) 
Weighted Average Cost of Debt 5.66% 
Percentage of Debt to Total Capitalization 61% 

If you have any questions regarding these schedules, please call me at (972) 855-3214. 

Regards, 

Chis Forsythe 
Director, Financial Repoi-ting 



ATMOS ENERGY KENTlJCKY DIVISION 
BALANCE SHEET 

September 30, 
2005 
( 4  

January 3 1, 
Description 2006 

(a> (b> 
ASSETS .. , 

~ i o i ~ e ~ t y ,  plant and equipment 
Utility plant 
Non-utility plant 
Constn~clion work in progress 

Less acc~mt~lated del~reciation and 
amortization 

Net property, plant and eqt~ipment 169,645,864 

CIurent assets 
Cash and temporay cash investments 
Accormls receivable, less allowance for 

d o u ~ b ~ d  accounts 
Inventories 
Gas stored undergrotmd 
Other c t m t  assets 
Total current assets 

Deferred charges and other assets 10,988,816 

Total assets 

L;LABILITIES AND KENTlJCKY DIVISION CAPITAL ACCOUNT 

Kentucky Division capital account - net 

Current liabilities 
Accotults payable 
Accrued taxes 
Customer Del~osits 
Other cturent liabilities 
Total ctment liabilities 

Deferred iucolue taxes 
Deferred credits 

Total liabilities and Kenalcky Division capital account 

NOTE: Ketltucky Division is an operating division of Atmos Energy Corporation (Atmos) and therefore does not maintain 
a separate capital stn~cture. Cash is transferred to the general of6ce daily and ret~med as needed. Debt and interest 
payable are carried on the corporate books of Amos. A portion of accnted income taxes and defel'red income taxes are 
reflected on Kentucky Division's books. Since Kentucky Division is operated as a division, it has no retained earnings. 
However, beginning in Febn~ary 2000, corporate balance sheet mounts are being allocated to Kentucky Division and the 
other divisions of Aunos Energy Co~ljoration. Intercompany payables and receivables, as well as an allocated portion of 
corporate shareholders' equity, long-term debt, and short-term debt, are included in the Kentucky Division Capital 
Account. 



ATMOS ENERGY KENTUCKY DMSION 
STATEMENTS OF INCOME 

FOR THE MONTH, FOUR MONTHS AND TWELVE MONTHS ENDED JANUARY 3 1,2006 

Current Month Year to Date 
Line 
No. - Description Actual Prior Year Actual Actud Prior Year Actual 

(a) (b) (c) ( 4  (el 

Operating revenues 
1 Gas $36,466,186 $31,921,154 $128,812,249 $88,382,815 
2 Transportation 1,397,333 946,645 3,728,098 3,486,279 . - 

3 other- 388,696 293,863 993,092 839,s 16 
4 Total operating revenues 38,252,215 33,161,662 133,533,439 92,708,610 

5 Purchased gas 31,729,356 26,149.318 I1 i,887,955 71,204,937 

6 Gross Profit 6,522,859 7,012,344 21,645,484 21,503,673 

Operating expenses 

7 Operation & maintenance (2) 1,982,007 1,891,058 7,354,148 7,306,098 
8 Depreciation 872,763 934,201 3,556,858 3,437,745 
9 Taxes - other than income taxes 256,393 282,020 1,131,265 1,009,677 

I0 Income Taxes (1) 1,164,734 1,358,321 3,062,159 3,151,273 
1 I Total operating expenses 4,275,897 4,465,600 15,104,430 14,904,793 

12 Operating income (loss) 2,246,962 2,546,744 6,541,054 6,598,880 

Other income 
13 Merchandise 26,345 23,105 121,397 56,155 
14 Interest income (2) 57,23 1 30,254 209,254 76,618 
15 Other nonoperating income (2) 68,815 45,764 144,497 119,489 
16 Total other income (loss) 152,391 99,123 475,148 252,262 

17 Income (loss) before interest charges 2,399,353 2,645,867 7,016,202 6,851,142 

18 Interest charges (2) 583,704 500,653 2,243,016 1,875,337 

19 Net income (loss) (1) $i,815,649 $2,145214 $4,773,186 $4,975,805 

Twelve Months Ended 
Line 

Actual No. - 
(Q 

Notes: 
(1) Atmos Energy Kentucky Division is an operating division of Atmos Energy Corporation and federal income taxes are 

allocated from the general office and booked each month to Kentucky Division. 

(2) Includes certain amounts that are allocated from the general office and booked each month to Kentucky Division. 



ICentucky Public Service Commission 
Attn: Joyce Spear 
P.O. Box 615 
Frankfoi-t, ICelltucky 40602 

RE: Atmos Energy ICentucly Division - Monthly Operating Report 

Enclosed are the following schedules for Atmos Energy Kentuclcy Division 
for the month ended Februay 28,2006: 

Balance Sheet 
Statement of Income 

Additional financial data: 

Dallas General Office Capital Allocation ($1,057,438) 
Weighted Average Cost of Debt 5.90% 
Percentage of Debt to Total Capitalization 61% 

If you have any questions regarding these schedules, please call me at (972) 855-3214. 

Regards, 

Chris Forsytlie 
Director, Financial Reporting 



ATMOS ENERGY KENTUCKY DIVISION 
BALANCE SHEET 

Febixary 28, September 30, 
Description 2006 2005 

(a) (b) ( 4  
ASSETS 

Property, plant and qu~ipment 
Utility plant 
Non-utility plant 
Constnlction work in progress 

Less accmnlated rlcl>reciatiou and 
moitization 

Net property, plant and equipment 169,890,088 167,209,100 

ctu+rent assets 
Cash and temporary cash investments 
Acco~nts receivable, less allowance for 

doubtfill accoumts 
Inventories 
Gas stored underground 
Other current assets 
Total culrrent assets 

Defmed charges and otlier assets 10,740,997 10,414,538 

Total assets $320,084,766 $245,139,825 

Kentucky Division capital account - net $157,637,359 $160,900,337 

Ctu-rmt liabilities 
Accotnts payable 
Accnied taxes 
Customer Deposits 
Other current liabilities: 
Total crrrent liabilities 

Defmed income taxes 
Deferred credits 

Total lial>ilities and Kenhlcky Division capital account 

NOTE: Kentucky Division is an operating division of Atmos Enesgy Corporation (Atmos) aud therefore does not nlaintain 
a sel)arate capital stmcture. Cash is transferred to the general office daily and returned as needed. Debt and interest 
payable are carried on the corporate books of Ahos.  A portion of accn~ed incolne taxes aid defeired income taxes are 
1-effected on Kentucky Division's books. Since Kentucky Division is operated as a clivisiotl, it llas no retained e<arnings. 
However, beginning in Febn~ary 2000, corj~orate balance sheet aulauuts are being allocated to Kei1h1cky Division and the 
other tlivisious of Amos Energy Corporation. Intercompany payables and receivables, as well as an allocated l>ortion of 
r~rl~orate  shareholders' equityj long-tam debt, and shost-term debt, are included in the Kentr~cky Division Capital 
Accoumt. 



ATMOS ENERGY IENTUCKY DIVISION 

STATEMENTS OF INCOME 
FOR THE MONTH, FIVE MONTHS AND TWELVE MONTHS ENDED FEBRUARY 28,2006 

Current Month Year to Date Twelve Months Ended 
Line Line 
No. Actual No. - Description Actual Prior Year Actual Actual Prior Year Actuai - 

fa) Co) (c) ( 4  (el ( f) 

Operating revenues 
1 Gas $42,944,247 $29,050,545 $171,756,496 $117,433,359 $251,242,722 1 
2 Tmnsportation 1,009,653 957,909 4,737,751 4,444,189 9,783,636 2 
3 Other 454,595 325,100 1,447,687 1,164,616 2,591,246 3 
4 Total operating revenues 44,408,495 30,333,554 177,941,934 123,042,164 263,617,604 4 

5 Purchased gas 37,746,759 23,419,728 149,634,714 94,624,664 

6 Gross Profit 6,661,736 6,913,826 28,307,220 28,417,500 

Operating expenses 

7 Operation & maintenance (2) 1,913,046 1,865,530 9,267,193 9,171,627 
8 Depreciation 855,556 994,791 4,412,414 4,432,536 
9 Taxes - other than income taxes 367,284 292,918 1,498,550 1,302,596 

10 Income Taxes (1) 1,213,775 1,313,880 4,275,934 4,465,153 
11 Total operating expenses 4,349,661 4,467,119 19,454,091 19,371,912 

12 Operating income (loss) 2,3 12,075 2,446,707 8,853,129 9,045,588 

Other income 
13 Merchandise 26,573 24,075 147,970 80,230 
14 Interest income (2) 37,773 16,069 247,027 92,687 
15 Other nonoperating income (2) 21,635 35,805 166,132 155,293 
16 Total other income (loss) 85,981 75,949 561,129 328,210 

17 Income (loss) before interest charges 2,398,056 2,522,656 9,414,258 9,373,798 

18 Interest charges (2) 505,960 447,627 2,748,976 2,322,964 

19 Net income (toss) (I) $1,892,096 $2,075.029 $6,665,282 $7,050,834 

Notes: 
(1) Atrnos Energy Kentucky Division is an operating division of Atmos Energy Corporation and federal income taxes are 

allocated from the general office and booked each month to Kentucky Division. 

(2) Includes certain amounts that are allocated from the general ofice and booked each month to Kentuclcy Division. 



Kentucky Public Service Commission 
Attn: Joyce Spear 
P.O. Box 615 
Frankfoi-t, ICentucky 40602 

RE: Atmos Energy Kentucky Division - Monthly Operating Repoit 

Enclosed are the following schedules for Atmos Energy Kentucky Division 
for the month ended March 3 1,2006: 

Balance Sheet 
Statement of Income 

Additional fmancial data: 

Dallas General Office Capital Allocation ($840,3 15) 
Weighted Average Cost of Debt 5.89% 
Percentage of Debt to Total Capitalization 59% 

If you have any questions regasding these schedules, please call me at (972) 855-32 14. 

Regasds, 

Chis  Forsythe 
Director, Financial Repoiting 



ATMOS ENERGY KENTUCKY DIVISION 
BALANCE SHEET 

March 3 1, September 3 0, 
Description 2006 2005 

(a) (b) (c) 
ASSETS 

Property, plant and equipment 
Utility plant 
Non-utility plant 
Construction work in progress 

Less accmnu~lated depreciation and 
amortization 

Net property, plant and equipment 170,385,894 167,209,100 

Ciurent assets 
Cash and teinporary casll investments 
Accounts receivable, less allowance for 

cIot1btfi11 accounts 
Inventories 
Gas stored uu~derground 
Other current assets 
Total cument assets 

Deferred charges and other assets 10,799,624 10,414,538 

Total assets $275,199,395 $245,139,825 

LIABILITIES AND KENTUCKY DIVISION CAPITAL ACCOIJNT 

Kentl~clcy Division capital account - net $130,882,039 $160,900,337 

Current liabilities 
Accoumts payable 
Accnled taxes 
Custotner Deposits 
Other cument liabilities 
Total current liabilities 

Deferred incoiile taxes 
Deferred credits 

Total liabilities and Kenhlcky Division capital account $275,199,395 $245,139,825 

NOTE: Kentucky Division is an operating division of Atlnos Energy Corporati011 (Ahnos) and therefore does not maintain 
a separate capital slnlchre. Cash is transferred to tile general office daily and rehml~i  as needed. Debt and interest 
payable are can id  on the corporate books of Ahnos. A portion of accnletl incolne taxes mcl deferred incoille taxes are 
reflected on Kentucky Division's books. Since Kentucky Division is operated as a division, it has no retained earnings. 
However, beginning in Febntary 2000, coillorate balance sheet an~o~mts are being allocated to Kentucky Division and the 
other divisions of Ahnos Energy Corporation. Interco~npmy payables and receivables, as well as an allocatetl portion of 
corporate sbarebolders' equity, long-tmn debt, and short-term debt, are inclitded in the Kentucky Division Capital 
Account. 



ATMOS ENERGY KENTUCKY DIVISION 

STATEMENTS OF INCOME 
FOR THE MONTH, SIX MONTHS AND TWELVE MONTHS ENDED MARCH 3 1,2006 

Current Month Year to Date Twelve Months Ended 

Actual 
(f) 

Line 
No. - 

Line 
No. - Description Actual Prior Year Actual Actual Prior Year Actual 

(a) (b) ( 4  ( 4  (el 

Operating revenues 
Gas $24,806,458 $25,094,686 $196,562,955 $142,528,045 
Transportation 758,989 820,678 5,496,740 5,264,867 
Other 417,498 249,534 1,865,184 1,414,150 

Total operating revenues 25,982,945 26,164,898 203,924,879 149,207,062 

Purchased gas 20,900,034 21,340,957 170,534.748 ! 15,965.621 

Gross Profit 5,082,911 4,823,94 1 33,390,131 33,241,441 

Operating expenses 

Operation & maintenance (2) 1,821,722 521,554 11,088,915 9,693,181 
Depreciation 862,854 960,447 5,275,268 5,392,983 
Taxes - other than income taxes 280,121 249,816 1,778,671 1,552,412 
Income Taxes (1) 608,491 920,205 4,884,425 5,385,358 

Total operating expenses 3,573,188 2,652,022 23,027,279 22,023,934 

Operating income (loss) 1,509,723 2,171,919 10,362,852 11,217,507 

Other income 
Merchandise 
Interest income (2) 
Other nonoperating income (2) (161897) 23,593 149.234 178,885 

Total other income (loss) 52.852 78,904 613,981 407.1 14 

Income (ioss) before interest charges 1,562.575 2,250,823 10,976,833 11,624,621 

Interest charges (2) 548,887 495,838 3,297,864 2,818,803 

Net income (loss) (1) $1,013,688 $1,754,985 $7,678,969 $8,805,818 

Notes: 
(1) Atmos Energy Kentucky Division is an operating division of Atmos Energy Corporation and federal income taxes are 

allocated from the general office and booked each month to Kentucky Division. 

Includes certain amounts that are allocated from the general ofice and booked each month to Kentucky Division. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 6 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide Atmos Energy Corporation's Monthly Managerial reports for each month 
in the test year and for all available months after September 2005. 

Response: 
111 accorda~lce with tlie Commission's Order in this Case, dated May 9, 2006, attached are 
the Company's 111ontllly managerial reports for each month in the period December 2004 
through March 2006. Monthly 111anagerial reports for October and Noveillber 2004 were 
not prepared. The infonll~ation attached is filed under a Petition for Confidentiality. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 6 Attachment 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

- 

The attachment may be found on 
the enclosed CD. 

-- 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 7 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide Atmos Energy Corporation's consolidating balance sheets for the months 
of September 2002,2003,2004, for each month of the test year ended September 2005 
and for each available month after September 2005. 

Response: 

In accordance with the Co~nmission's Order in this Case, dated May 9, 2006, the 
Company is providing a consolidatilig balance sheet for September 2004, December 
2004, March 2005, June 2005, September 2005, December 2005 and March 2006. 
Co~lsolidating balance slieets for all other n~ontlis requested have not been provided 
because At~ilos Energy olily prepares consolidatilig balance slieets 011 a fiscal quarterly 
basis. 

Co~lsolidati~lg balance slieets for September 2004 and Septe~ilber 2005 are included in the 
Conlpany7s For111 10-I<, which have bee11 provided in response to DR Item 2. 

Co~lsolidating balance sheets for Decelilber 2004, March 2005, June 2005 and Marcla 
2006 are included in the Company's Fonn 10-Q, wllicll are attaclied. 

A consolidating balance sheet for Decelnber 2005 is included in the Company's Form 10- 
Q for the 3 months ended December 3 1,2005, which has been provided ill  response to 
DR llelil 5. 



UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

Form 10-Q 

(Mark One) 
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended March 31,2006 

or 

E l  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from to 

Commission File Number 1-10042 

Atmos Energy Corporation 
(Emct rranle of registrant as specified irl its charter) 

Texas and Virginia 
(Smte or other jurisdiction of 

irlcorporatiorz o r  organization) 

Three Lincoln Centre, Suite 1800 
5430 LBJ Freeway, Dallas, Texas 

(Address of principal execrctit~e oflces) 

75-1743247 
( I @  e~nployer 

iderzr(ficariorz no.) 

75240 
(Zip code) 

(972) 934-9227 
(Regi.snant3s telepho~te rzunzbe~: i~zclzrding area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) 
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant 
was required to file such reports), and (2) has been subject to such filing requirements for the past 
90 days. Yes PI No 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non- 
accelerated filer. See definition of "Accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act. 
(Check one): 

Large accelerated filer El Accelerated filer Non-accelerated filer U 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 
AC~).  Y ~ S  n NO 

Number of shares outstanding of each of the issuer's classes of common stock, as of April 28, 2006. 
Class - Shares Outstanding 

No Par Value 81,151,592 



GLOSSARY OF KEY TERMS 

AEH ........................... 
AEM . . . . . . . . . . . . . . . . . . . . . . . . . .  
AES . . . . . . . . . . . . . . . . . . . . . . . . . . .  
APB . . . . . . . . . . . . . . . . . . . . . . . . . . .  
APS . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Bcf . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
FASB . . . . . . . . . . . . . . . . . . . . . . . . . .  
FERC . . . . . . . . . . . . . . . . . . . . . . . . . .  
FIN . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fitch . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GPSC . . . . . . . . . . . . . . . . . . . . . . . . . .  
GRIP . . . . . . . . . . . . . . . . . . . . . . . . . . .  
KPSC . . . . . . . . . . . . . . . . . . . . . . . . . .  
LGS . . . . . . . . . . . . . . . . . . . . . . . . . . .  

LPSC . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mcf . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MMcf . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . .  Moody's 
MPSC . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . .  NYMEX 
RRC . . . . . . . . . . . . . . . . . . . . . . . . . . .  
RSC . . . . . . . . . . . . . . . . . . . . . . . . . . .  
S&P . . . . . . . . . . . . . . . . . . . . . . . . . . .  
SEC . . . . . . . . . . . . . . . . . . . . . . . . . . .  
SFAS . . . . . . . . . . . . . . . . . . . . . . . . . .  
TRA . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  TXU Gas 
WNA . . . . . . . . . . . . . . . . . . . . . . . . . .  

Atnios Energy Holdings, Inc. 
Atmos Energy Marketing, LLC 
Atmos Energy Services, LLC 
Accounting Principles Board 
Atmos Pipeline and Storage, LL,C 
Billion cubic feet 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
FASB Interpretation 
Fitch Ratings, Ltd. 
Georgia Public Service Commission 
Gas Reliability Infrastructure Program 
Kentucky Public Service Commission 
Louisiana Gas Service Company and LGS Natural Gas Company, 
which were acquired July 1, 2001 
Louisiana Public Service Commission 
Thousand cubic feet 
Million cubic feet 
Moody's Investors Services, Inc. 
Mississippi Public Service Commission 
New York Mercantile Exchange, Inc. 
Railroad Commission of Texas 
Rate Stabilization Clause 
Standard & Poor's Corporation 
United States Securities and Exchange Commission 
Statement of Financial Accounting Standards 
Tennessee Regulatory Authority 
TXU Gas Company, which was acquired on October 1, 2004 
Weather Normalization Adjustment 



PART 1 . FINANCIAI. INFORMATION 

Item 1 . Firtartcia1 Staternertts 

ATMOS ENERGY CORPORATION 

CONDENSED CONSO1,IDATED BALANCE SHEETS 

March 31. September 30. 
2006 2005 

(Unaudited) 
(In thousands. except 

share data) 

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

. . . . . . . . . . . . . . . . . . . . . . . .  Less accumulated depreciation and amortization 

Net property. plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current assets 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Cash and cash equivalents 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Cash held on deposit in margin account 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Accou~lts receivable. net 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Gas stored underground 

Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

CAPITALIZATION AND LIABILITIES 
Shareholders' equity 

Common stock. no par value (stated at $.005 per share); 200.000. 000 shares 
authorized; issued and outstanding: 
March 3 1. 2006 - 8 1.077. 197 shares; 
Septembcr 30. 2005 -. 80.539. 401 shares . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Accumulated other comprehensive loss 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Shareholders' equity 
Long-termdebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Shofl-termdebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current maturities of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

See accompanying notes to condensed consolidated financial statements 



ATMOS ENERGY CORPOFUTION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended 
Rkrch 31 

2006 2005 
(Unaudited) 

(In thousands. except 
per share data) 

Operating revenues 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  TJtility segment $1.447. 620 $1.235. 377 

Natural gas marketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 18. 629 5 8 9 1  12. 
Pipeline and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45. 483 45. 546 
Other nonutility segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1. 595 1. 278 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Intersegment eliminations -- (279. 481) (1 10. 007) 

2.033. 846 1.685. 085 
Purchased gas cost 

Utility segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I. 13 1. 885 91 2. 309 

Natural gas masketing segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  774. 652 501. 731 
Pipeline and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21 1 4. 407 
Other nonutility segment - - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Intersegrnent eliminations (278. 305) (109. 256) . 

1.628. 443 I .309. 191 

Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  405. 403 375. 894 
Operating expenses 

Operation and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 12. 698 103. 420 
Depreciation and an~ortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  47. 076 45. 326 
Taxes. other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64. 796 54. 967 

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  224. 570 203. 713 -- 
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  180. 833 172. 181 
Misceilaneous (expense) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2. 439) 958 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35. 492 33. 073 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  142. 902 140. 066 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54. 106 . 51. 564 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net income $ 88. 796 $ 88. 502 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Basic net income per share $ 1.10 $ 1.12 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Diluted net income per share $ 1.10 $ 1.11 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Cash dividends per share $ 0.315 $ 0.310 

Weighted average shares outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80. 573 79. 270 

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 1. 040 79. 760 

See accompanying notes to condensed consolidated financial statements 

3 



ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Six Months Ended 
March 31 

2006 2005 
(Unaudited) 

(In thousands. except 
per share data) 

Operating revenues 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I Jtility segment $2.852. 630 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Natural gas marketing segment 1.920. 474 
Pipeline and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  85. 195 
Other nonutility segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3. 087 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Intersegment eliminations (543. 720) 

4.317. 666 
Purchased gas cost 

Utilitysegment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.256. 714 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Natural gas marketing segment 1.850. 1'78 

Pipeline and storage segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21 1 
Other nonutility segment - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Intersegment eliminations -- (541. 430) 

3.565. 673 

Grossprofit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  751. 993 
Operating expenses 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Operation and maintenance 220. 9 15 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  90. 336 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Taxes. other than income 1 10. 212 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total operating expenses -- 421. 463 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Operating income 330. 530 
Miscellaneous (expense) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1. 991) 
Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  71. 681 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Income before income taxes 256. 858 
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  97. 035 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net income $ 159. 823 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Basic net income per share $ 1.99 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Diluted net income per share $ 1.98 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Cash dividends per share $ 0.63 

Weighted average shrues outstanding: 
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80. 444 

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80, 9 1 1 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS . 

Six Months Ended 
March 31 

2006 2005 
(Unaudited) 

(In thousands) 

Cash Flows From Operating Activities 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating 

activities: 
Depreciation and amortization: 

. . . . . . . . . . . . . . . . . . . . . . . . . .  Charged to depreciation and amortization 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Charged to other accounts 

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net assets/liabiIities from risk management activities . . . . . . . . . . . . . . . . . . .  
Net change in operating assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  Net cash provided by operating activities 
Cash Flows From Investing Activities 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Capital expenditures 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Acquisitions 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Other. net 

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash Flows From Financing Activities 

Net increase in short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net proceeds from issuance of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayment of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Settlement of Treasury lock agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Cash dividends paid 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Issuance of common stock 

Nct procecds from equity offering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net cash provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . .  

Net increase in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 

March 31,2006 

1. Nature of Business 

Atmos Energy Corporation ("Atmos" or "the Company") and its subsidiaries are engaged primarily in the 
natural gas utility business as well as other natural gas nonutility businesses. Our natural gas utility business 
distributes natural gas through sales and transportation arrangements to approxin~ately 3.2 million residential, 
commercial, public authority and industrial customers throughout our seven regulated natural gas utility divisions, 
in the service areas described below: 

Division -- Service Area 
"P 

Atmos Energy Colorado-Kansas Division Colorado, Kansas, ~issouri")  

Atmos Energy Kentucky Division Kentucky 
Atmos Energy Louisiana Division 
Atmos Energy Mid-States Division 

Atmos Energy Mid-Tex Division 

Atrnos Energy Mississippi Division 
Atrnos Energy West Texas Division 

Louisiana 
~ e o r ~ i a " ) ,  Illinois"), Iowa('), ~issouri( ' ) ,  
Tennessee, virginia(') 
Texas, including the Dallas/Fort Worth 
metropolitan area 
Mississippi 
West Texas 

'" Denotes locations where we have more limited service areas. 

Our nonutility businesses operate in 22 states and include our natural gas marketing operations, pipeline and 
storage operations and other nonutility operations. These operations are either organized under or managed by 
Atmos Energy Holdings, Inc. (AEH), which is wholly-owned by the Company. 

Our natural gas marketing operations are managed by Atmos Energy Marketing, LLC (AEM), which is 
wholly-owned by AEH. AEM provides a variety of natural gas management services to municipalities, natural gas 
utility systems and industrial natural gas custoniers, primarily in the southeastern and midwestern states and to our 
Kentucky, Louisiana and Mid-States utility divisions. These services consist primarily of furnishing natural gas 
supplies at fixed and market-based prices, contract negotiation and administration, load forecasting, gas storage 
acquisition and management services, transportation services, peaking sales and balancing services, capacity 
utilization strategies and gas price hedging through the use of derivative instruments. 

Our pipeline and storage business includes the regulated operations of our Atnlos Pipeline - Texas Division, a 
division of Atrnos Energy Corporation, and the nonregulated operations of Atmos Pipeline and Storage, LLC 
(APS), which is wholly-owned by AEH. The Atrnos Pipeline - Texas Division transports natural gas to our Atmos 
Energy Mid-Tex Division and to third parties, as well as manages five underground storage reservoirs in Texas. 
Through APS, we own or have an interest in undergro~ind storage fields in Kentucky and Louisiana. We also use 
these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer demand 
during peak periods. 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC (AES) and 
Atmos Power Systems, Inc., which are each wholly-owned by AEH. Through AES, we provide natural gas 
management services to oui utility operations, other than the Mid-Tex Division. These services include aggregating 
and purchasing gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our 
utility service areas at competitive prices in exchange for revenues that are equal to the costs incurred to provide 
these services. Through Atmos Power Systems, Inc., we construct gas-fired electric peaking power-generating 
plants and associated facilities and may enter into agreements to either lease or sell these plants. 



ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSO1,LDATED FINANCIAL STATEMENTS - (Continued) 

2. Unaudited Interim Financial Information 

In the opinion of managemetlt, all material adjustments (consisting of normal recurring accruals) necessary for 
a fair presentation have been made to the unaudited consolidated interim-period financial statements. These 
consolidated interim-period financial statements and notes are condensed as permitted by the instructions to 
Fosm 10-Q and should be read in conjunction with the audited consolidated financial statements of Atmas Energy 
Corporation in its Annual Report on Form 10-K for the fiscal year ended September 30,2005. Because of seasonal 
and other factors, the results of operations for the three and six-month periods ended March 31, 2006 are not 
indicative of expected results of operations for the full 2006 fiscal year, which ends September 30, 2006. 

Basis of Comnpal~ison 

Certain prior-period amounts have been reclassified to confor~n with the current year's presentation. 

Significarzt accountiizg policies 

Our accounting policies are described in Note 2 to our Annual Report on Form 10-K for the year ended 
September 30, 2005. Except for the Company's adoption of Statenlent of Financial Accounting Standards 
(SFAS) 123 (revised), Share-Based Payment, discussed below, there were no significant changes to our accounting 
policies during the six months ended March 31, 2006. 

Additionally, during the second quarter of fiscal 2006, we completed our annual goodwill impairment 
assessment. Based on the assessment perfonned, our goodwill was not considered to be impaired. 

Stock-based compensatiorz plans 

Our 1998 Long-Term Incentive Plan provides for the granting of incentive stock options, non-qualified stock 
options, stock appreciation rights, bonus stock, time-lapse restricted stock, performance-based restricted stock units 
and stock units to officers and key employees. Non-employee directors are also eligible to receive stock-based 
compensation under the 1998 Long-Tern Incentive Plan. The objectives of this plan include attracting and retaining 
the bcst personnel, providing for additional performance incentives and promoting our success by providing 
employees with the opportunity to acquire our common stock. 

On October 1,2005, the Company adopted SFAS 123 (revised), Sltare-Based Paymenl (SFAS 123(R)). This 
standard revises SFAS 123, Accozriztiitg for Stock-Based Compensation and supersedes Accounting Principles 
Board (APB) Opinion 25, Accout~ting~or Stock Issued to Et71plo)rees. Under SFAS 123(R), the Company is required 
to measure the cost of employee services received in exchange for stock options and similar awards based on thc 
grant-date fair value ot the award and recognize this cost in the income statement over the period during which an 
employee is required to provide service in exchange for the award. 

We adopted SFAS 123(R) using the modified prospective method. Under this transition method, stock-based 
compensation expense for the three and six months ended March 3 1,2006 included: (i) con~pensation expense for 
all stack-based compensation awards granted prior to, but not yet vested as of October 1,2005, based on the grant- 
date fair value estimated in accordance with the original provisions of SFAS 123; and (ii) compensation expense for 
all stock-based compensation awards granted subsequent to October 1, 2005, based on the grant-date fair value 
estimated in accordance with the provisions of SFAS 123(R). We recognize compensation expense on a straight-line 
basis over the requisite service period of the award. The impact of adoption on total stock-based compensation 
expense included in our statement of income for the three and six months ended March 31,2006 was $0.3 million 
and $0.4 million and was recorded as a component of operation and maintenance expense. In accordance with the 
modified prospective method, financial results for prior periods have not been restated. 

Prior to October 1, 2005, we accounted for these plans under the intrinsic-value method described in APB 
Opinion 25, as permined by SFAS 123. Under this method, no compensation cost for stock options was recognized 
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for stock-option awards granted at or above fair-market value. Awards of restricted stock were valued at the market 
price of the Company's common stock on the date of grant. The unearned compensation was amortized as a 
component of operation and maintenance expense over the vesting period of the restricted stock. 

Total stock-based compensation expense for the three and six months ended March 31,2006 was $0.8 million 
and $2.2 million as compared to $0.7 million and $1.5 million for the three and six months ended March 31,2005. 
Had compensation expense for our stock-based awards been recognized as prescribed by SFAS 123, our net income 
and earnings per share for the three and six months ended March 31,2005 would have been impacted as shown in 
the rollowing table: 

Three Months Ended Six Months Ended 
March 31,2005 March 31,2005 
(In tllousands, except per share data) 

Nct income - as reported . . . . . . . . . . . . . . . . . . . . . . . . . .  $88,502 $148,101 
Restricted stock compensation expense included in income, 

net of tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  469 962 
Total stock-based employee compensation expense 

determined under fair-value- based method for all awards, 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  net of taxes (684) ( 1,427) 

Net income - pro forma . . . . . . . . . . . . . . . . . . . . . . . . . . .  $88,287 $147,636 

Earnings per share: 
Basic earnings per share - as reported . . . . . . . . . . . . . . .  $ 1.12 $ 1.92 

Basic earnings per share -pro forma . . . . . . . . . . . . . . . .  $ 1.11 $ 1.91 

Diluted earnings per share - as reported. . . . . . . . . . . . . .  $ 1.11 $ 1.90 

Diluted earnings per share - pro forma . . . . . . . . . . . . . .  $ 1.11 $ 1.90 

Regulatory assets artd liabilities 

We record certain costs as regulatory assets in accordance with SFAS 7 1, Accountingjbr the Effects o f  Certain 
Types of Regulation, when futurc recovery through customer rates is considered probable. Regulatory liabilities are 
recorded when it is probable that revenues will be reduced for amounts that will be credited to customers through the 
ratemaking process. Substantially all of our regulatory assets are recorded as a component of deferred charges and 
substantially all of our regulatory liabilities are recorded as a coniponent of deferred credits and other liabilities. 
Deferred gas costs are recorded either in other current assets or liabilities and the regulatory cost of removal 
obligation is separately reported. 
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Significant regulatory assets and liabilities as of March 31, 2006 and September 30, 2005 included the 
following: 

March 31, September 30, 
2006 2005 

(In thousands) 

Regulatory assets: 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Merger and integration costs, net. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Deferred gas cast 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Environmental costs 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Rate case costs 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Deferred franchise fees 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory liabilities: 
Deferred gas costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Currently authorized rates do not include a return on certain of our merger and integration costs; however, we 
recover the amortization of these costs. Merger and integration costs, net, are generally amortized on a straight-line 
basis over estimated useful lives ranging up to 20 years. Environmental costs have been deferred to be included in 
future rate filings in accordance with rulings received from various regulatory commissions. 
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Conzprehensive irzcome 

The following tablc presents the components of comprehensive income, net of related tax, for the three and six- 
month periods ended March 31, 2006 and 2005: 

Three Months Ended Six Months Ended 
March 31 March 31 

2006 2005 2006 2005 ---- 
(In thousands) 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $88,796 $ 88,502 $159,823 $148,101 
Unrealized holding gains on investments, net of tax 

expense of $294 and $80 for the three months 
ended March 31, 2006 and 2005 and of $542 and 
$729 for the six months ended March 31, 2006 
and 2005. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  479 132 884 1,189 

Amortization and unrealized losses on interest rate 
hedging transactions, net of tax expense (benefit) 
of $527 and $527 for the three months ended 
March 3 1, 2006 and 2005 and $1,055 and 
$(2,718) for the six months ended March 31, 
2006and200.5 . . . . . . . . . . . . . . . . . . . . . . . . . .  86 1 86 1 1,721 (4,435) 

Net unrealized gains (losses) on commodity hedging 
transactions, net of tax expense (benefit) of 
$(2,927) and $7,915 for the three months ended 
March 31, 2006 and 2005 and $(17,676) and $3 
for the six months ended March 31, 2006 and 
2005.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (4,776) 12,913 (28,839) -- -- - 5 

Comprehensive income . . . . . . . . . . . . . . . . . . . . . .  $85,360 $102,408 $133,589 $144,860 ---- 
Accumulated other comprchensivc loss, net of tax, as of March 31,2006 and September 30,2005 consisted of 

the following unrealized gains (losses): 
March 31, September 30, 

2006 2005 
(In thousands) 

Accumulated other comprehensive loss: 
Unrealized holding gains on investments. . . . . . . . . . . . . . . . . . . . . . . .  $ 1,568 $ 684 
Treasury lock agreements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (22,26 1) (23,982) 
Cash flow hedges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (8,882) 19,957 

$429,575) $ (3,341) 

Recerit accourzting pronourzcemerzts 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accourlting 
for Conditiorznl Asset Retirement Obligatiorls (FIN 47), which clarifies that an entity is required to recognize a 
liability for the fair value of a conditional asset retirement obligation when the obligation is incurred - generally 
upon acquisition, construction or development and/or through the normal operation of the asset, if the fair value of 
the liability can be reasonably estimated. A conditional asset retirement obligation is a legal obligation to perform 
an asset retirement activity in which the timing andlor method of settlement are conditional on a future event that 
may or may not be within the control of the entity. Uncertainty about the timing and/or method of settlement is 
required to be factored into the measurement of the liability when sufficient information exists. FIN 47 also clarifies 
when an entity would have sufficient information to reasonably estimate the fair value of an asset retirement 
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obligation. We will be required to apply the provisions of FIN 47 by September 30, 2006. We are currently 
evaluating the impact that FIN 47 may have on our financial position, results of operations and cash flows. 

In February 2006, the FASB issued SFAS 155, Accoz~rztirzg for Cer-tairz Hybrid Firlarzcial Iizstrurnents, which 
amends SFAS 133, Accourztirrg for Derivative Instruments and Hedging Activities and SFAS 140, Accourzfing for 
Traizsfers and Servicing of Financial Assets and Ex~inguishrnerzts of Liabilities. SFAS 155 (a) permits fair value 
remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would 
require bifurcation, (b) clarifies which interest-only strips and principal-only strips are not subject to the 
requirements of SFAS 133, (c) establishes a requirement to evaluate interests in securitized financial assets to 
identify interests that are freestanding derivatives or that are hybrid financial instruments that contain an embedded 
derivative requiring bifurcation, ((1) clarifies that concentrations of credit risk in the form of subordination are not 
embedded derivatives and (e) amends SFAS 140 to eliminate the prohibition on a qualifying special-purpose entity 
from holding a derivative financial instrument that pertains to a beneficial interest other than another derivative 
financial instrument. SFAS 155 is effective for all financial instruments acquired or issued by us after October 1, 
2006 and is not cxpccted to have a material impact on our financial position, results of operations and cash flows. 

In March 2006, the FASB issued SFAS 156, Accozirzlirzg for Servicirzg Firlar7cial Assets, which amends 
SFAS 140, Accoltntirzg for Transfers and Servicitrg of Firlancial Assets and Extirrguishrner7ts of Liabilities. 
SFAS 156 (a) revises guidance on when a servicing asset and servicing liability should be recognized, (b) requires 
all separately recognized servicing assets and servicing liabilities to be inilially measured at fair value, if 
practicable, (c) permits an entity to choose to measure servicing assets and servicing liabilities under the 
amortization method or [air value measurement method, ((1) at initial adoption, permits a one-time reclassification 
of available-for-sale securities to trading securities for securities which are identified as offsetting the exposure to 
changes in the fail valuc of scrvicing assets or liabilitics that the servicer elefts to subsequer~tly rneasurc at fair value 
and (e) requires separate presentation of servicing assets and servicing liabilities subsequently measured at fair 
valuc in the statement of financial position and additional footnote disclosure. We will be requircd to apply the 
provisions of SFAS 156 beginning October 1,2006 but such application is not expected to have a material impact on 
our financial position, rcsults of operations and cash flows. 

3. Derivative Instruments and Hedging Activities 

We conduct risk management activities through both our utility and natural gas marketing segments. We record 
our derivatives as a component of risk management assets and liabilities, which are classified as current or 
noncurrent other assets or liabilities based upon the anticipated settlement date of the underlying derivative. Our 
determination of the fair value of these derivative financial instruments reflects the estimated amounts that we 
would receive or pay to terminate or close the contracts at the reporting date, taking into account the current 
unrealized gains and losses on open contracts. In our determination of fair value, we consider various factors, 
including closing exchange and over-the-counter quotations, time value and volatility factors underlying the 
contracts. Effective October 1,2005, the Company changed its mark to market measurement from Inside FERC to 
Gas Daily to better reflect the prices of our physical commodity. This change did not have a material impact on our 
financial position on the date of adoption. 
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The following table shows the fair values of our risk management assets and liabilities by segment at March 3 I, 
2006 and September 30, 2005: 

Natural Gas 
Utility Marketing - Total 

a n  thousands) 

March 31, 2006: 
. . . . . . . . . . . .  Assets from risk management activities, current $13,419 $ 15,977 $ 29,396 

Assets from risk management activities, noncurrent. . . . . . . . . .  - - - 

Liabilities from risk management activities, current. . . . . . . . . .  (1,067) (17,530) (18,597) 
Liabilities from risk management activities, noncurrent . . . . . . .  (1,861) (1,861) --- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net assets (liabilities). $12,352 $ (3,414) $ 8,938 --- 
September 30,2005: 
Assets from risk management activities, current . . . . . . . . . . . .  $93,310 $ 14,603 $107,913 
Assets from risk management activities, noncurrent. . . . . . . . . .  - 735 735 
Liabilities from risk management activities, current. . . . . . . . . .  - (61,920) (6 1,920) 
Liabilities from risk management activities, noncurrent. . . . . . .  - (15,316) (15,316) - - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net assets (liabilities). 

Utility Hedging Activities 

We use a combination of storage, fixed physical contracts and fixed financial contracts to partially insulate us 
and our customers against gas price volatility during the winter heating season. Because the gains or losses of 
financial derivatives used in our utility segment ultimately will be recovered through our rates, current period 
changes in the assets and liabilities from these risk management activities are recorded as a component of deferred 
gas costs in accordance with SFAS 71, Accounting for the Eflects of Certain Types of Regulation. Accordingly, there 
is no earnings impact to our utility segment as a result of the use of financial derivatives. Our utility hedging 
activities also include the cost of our Treasury lock agreements which are described in further detail below. 

Noizutility Hedgi~zg Activities 

AEM manages its exposure to the risk of natural gas price changes through a combination of storage and 
financial derivatives, including futures, over-the-counter and exchange-traded options and swap contracts with 
counterparties. Our financial derivative activities include fair value hedges to offset changes in the fair value of our 
natural gas inventory and cash flow hedges to offset anticipated pi~rchases and sales of gas in the future. AEM also 
utilizes basis swaps and other non-hedge derivative instruments to manage its exposure to market volatility. 

For the three and six-month periods ended March 31, 2006, the change in the deferred hedging position in 
accumulated other comprehensive loss was attributable to decreases in future commodity prices relative to the 
commodity prices stipulated in the derivative contracts, and the recognition for the six months ended March 31, 
2006 of $8.2 million in net deferred hedging gains ($7.1 million in net deferred hedging losses during the three 
months ended March 3 1,2006) in net income when the derivative contracts matured according to their terms. The 
net deferred hedging loss associated with open cash flow hedges remains subject to market price fluctuations until 
the positions are either settled under the terms of the hedge contracts or terminated prior to settlement. Substantially 
all of the deferred hedging balance as of March 31, 2006 is expected to be recognized in net income in fiscal 2006 
along with the corresponding hedged purchases and sales of natural gas. 

'IJnder our risk management policies, we seek to match our financial derivative positions to our physical 
storage positions as well as our expected current and future sales and purchase obligations to maintain no open 
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positions at the end of each trading day. The determination of our net open position as of any day, however, requires 
us to make assumptions as to future circumstances, including the use of gas by our customers in relation to our 
anticipated storage and market positions. Because the price risk associated with any net open position at the end of 
each day may increase if the assumptions are not realized, we review these assumptions as part of our daily 
monitoring activities. We may also be affected by intraday fluctuations of gas prices, since the price of natural gas 
purchased or sold for future delivery earlier in the day may not be hedged until later in the day. At times, limited net 
open positions related to our existing and anticipated commitments may occur. At the close of business on March 3 1, 
2006, AEH had a net open position (including existing storage) of 0.3 Bcf. 

Treaszcry Activities 

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield component of the 
interest cost of financing associated with the anticipated issuance of $875 million of long-term debt in October 
2004. We designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. These 
Treasury lock agreements were settled in October 2004 with a net $43.8 million payment to the counterparties. This 
payment was recorded in accumulated other comprehensive loss and is being recognized as a component of interest 
expense over a period of five to ten years. During the three and six-month periods ended March 31, 2006, we 
recognized approximately $1.4 million and $2.8 million of this amount as a component of interest expense. 

4. Debt 

Long-term debt 

Long-term debt at March 31, 2006 and September 30, 2005 consisted of the following: 

TSnsecured floating rate Senior Notes, due October 2007 . . . . . . . . . . . .  
Unsecured 4.00% Senior Notes, due 2009. . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 7.375% Senior Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . . .  
lJnsecured 10% Notes, due 201 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 5.125% Senior Notes, due 2013 . . . . . . . . . . . . . . . . . . . . . .  
TJnsecured 4.95% Senior Notes, due 2014. . . . . . . . . . . . . . . . . . . . . . .  
TJnsecured 5.95% Senior Notes, due 2034. . . . . . . . . . . . . . . . . . . . . . .  
Medium term notes 

Series A, 1995-2, 6.27%, due 2010 . . . . . . . . . . . . . . . . . . . . . . . . . .  
Series A, 1995-1,6.67%, due 2025 . . . . . . . . . . . . . . . . . . . . . . . . . .  

TJnsecured 6.75% Debentures, due 2028 . . . . . . . . . . . . . . . . . . . . . . . .  
First Mortgage Bonds 

Series P, 10.43% due 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other term notes due in installments through 2013 . . . . . . . . . . . . . . . .  

Total long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Less: 

. . .  Original issue discount on unsecured senior notes and debentures 
Current maturities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

March 31, September 30, 
2006 2005 

(In thousands) 

$ 300,000 $ 300,000 
400,000 400,000 
350,000 350,000 

2,303 2,303 
250,000 250,000 
500,000 500,000 
200,000 200,000 
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Our unsecured floating rate debt bears interest at a rate equal to the three-month LIBOR rate plus 0.375 percent 
per year. At March 31, 2006, the interest rate on our floating rate debt was 4.975 percent. 

Slzort-term debt 

At March 31, 2006 and September 30,2005, there was $262.3 million and $144.8 million outstanding under 
our commercial paper program and bank credit facilities. 

Credit facilities 

We maintain both committed and uncommitted credit facilities. Borrowings under our uncommitted credit 
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the amount 
of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our short-term 
borrowing requirements, which are typically highest during colder winter months. Our working capital needs can 
vary significantly due to changes in the price of natural gas and the increased gas supplies required to meet 
customers' needs during periods of cold weather. 

Cotnrnitted credit jacilities 

As of March 3 1,2006, we had three short-term comlriitted revolving credit facilities totaling $918 million. The 
first facility is a three-year unsecured facility, expiring October 2008, for $600 million that bears interest at a base 
rate or at the LIBOR rate plus from 0.40 percent to 1.00 percent, based on the Company's credit ratings, and serves 
as a backup liquidity facility for our $600 million commercial paper program. At March 31, 2006, there was 
$262.3 million outstanding under our commercial paper program. 

We have a second unsecured facility in place which is a 364-day facility expiring November 2006, for 
$300 million that bears interest at a base rate or the LIBOR rate plus from 0.40 percent to 1.00 percent, based on the 
Company's credit ratings. At March 31, 2006, there were no borrowings under this facility. 

We have a third unsecured facility in place for $18 million that bears interest at the Federal Funds rate plus 
0.5 percent. This facility expired on March 31,2006 and was renewed effective April 1,2006 for one year with no 
material changes to its terms and pricing. There were no borrowings outstanding under this facility at March 31, 
2006. 

The availability of funds under our credit facilities is subject to conditions specified in the respective credit 
agrcements, all of which we currently meet. These conditions include our compliance with financial covenants and 
the continued accuracy of representations and warranties contained in these agreements. We are required by the 
financial covenants in both our $600 million thrce-year credit facility and $300 million 364-day credit facility to 
maintain, at the end of each fiscal quarter, a ratio of total debt to total capilalization of no greater than 70 percent. At 
March 3 1,2006, our total- debt-to-total-capitalization ratio, as defined, was 62 percent. In addition, the fees that we 
pay on unused amounts under both the $600 million and $300 million credit facilities are subject to adjustment 
depending upon our credit ratings 

Uncorninitted credit facilities 

On November 28,2005, AEM amended its $250 million uncommitted demand working capital credit facility 
to increase the amount of credit available from $250 million to a maximum of $580 million. On March 31,2006, 
AEM amended and extended this uncommitted demand working capital credit facility to March 31, 2007. 

Borrowings under the credit facility can be made either as revolving loans or offshore rate loans. Revolving 
loan bonowings will bear interest at a floating rate equal to a base rate (defined as the higher of 0.50 percent per 
annum above the Federal Funds rate or the lender's prime rate) plus 0.25 percent. Offshore rate loan borrowings will 
bear interest at a floating rate equal to a base rate based upon LIBOR plus an applicable margin, ranging from 
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1.25 percent to 1.625 percent per annum, depending on the excess tangible net worth of AEM, as defined in the 
credit facility. Borrowings drawn down under letters of credit issued by the banks will bear interest at a floating rate 
equal to the base rate, as defined above, plus an applicable margin, which will range from 1.00 percent to 
1.875 percent per annum, depending on the exccss tangible net worth of AEM and whether the letters of credit arc 
swap-related standby letters of credit. 

AEM is required by the financial covenants in the credit facility to maintain a maximum ratio of total liabilities 
to tangible net worth of 5 to 1, along with minimum levels of net working capital ranging from $20 million to 
$120 million. Additionally, AEM must maintain a minimum tangible net worth ranging from $21 million to 
$121 million, and must not have a maximum cumulative loss from March 30, 2005 exceeding $4 million to 
$23 million, depending on the total amount of borrowing elected from time to time by AEM. At March 31,2006, 
AEM's ratio of total liabilities to tangible net worth, as defined, was 1.21 to 1. 

At March 31, 2006, there were no bolrowings outstanding under this credit facility. However, at March 31, 
2006, AEM letters of credit totaling $151.8 million had been issued under the facility, which reduced the amount 
available by a corresponding amount. The amount available under this credit facility is also limited by various 
covenants, including covenants based on working capital. IJnder the most restrictive covenant, the amount available 
lo AEM under this credit facility was $174.2 million at March 31, 2006. This line of credit is collateralized by 
substantially all of the assets of AEM and is guaranteed by AEH. 

The Company also has an ilnsecured short-term uncommitted credit line for $25 million that is used for 
working-capital and letter-of-credit purposes. There were no borrowings under this uncommitted credit facility at 
March 31, 2006, but letters of credit reduced the amount available by $4.5 million. This uncommitted line is 
renewed or renegotiated at least annually with varying terms, and we pay no fee for the availability of the line. 
Borrowings under this line ale made on a when-and-as-available basis at the discretion of the bank. 

AEH, the parent company of AEM, has a $100 million intercompany uncommitted demand credit facility with 
the Company which bears interest at LIBOR plus 2.75 percent. This facility has been approved by our state 
regulators through December 31, 2006. At March 31, 2006, $65.1 million was outstanding under this facility. 

In addition, AEM has a $120 million intercompany uncommitted demand credit facility with AEH for its 
nonutility business which bears interest at LIBOR plus 2.75 percent. Any outstanding amounts under this facility 
are subordinated to AEM's $580 million uncommitted demand credit facility described above. This facility is used 
to supplement AEM's $580 million credit facility. At March 31, 2006, $62 million was outstanding under this 
facility. 

Debt Coveirunts 

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain 
provisions that allow us to prepay the outstanding balance in whole at any time, after November 2007, subject to a 
prepayment premium. The First Mortgage Bonds provide for certain cash flow requirements and restrictions on 
additional indebtedness, sale of assets and payment of dividends. TJnder the most restrictive of such covenants, 
cumulative cash dividends paid after December 31, 1985 may not exceed the sum of accumulated net income for 
periods after December 31, 1985 plus $9 million. At March 31, 2006 approximately $266.8 million of retained 
earnings was unrestricted with respect to the payment of dividends. 

We were in compliance with all of our debt covenants as of March 3 1,2006. If we do not comply with our debt 
covenants, we may be required to repay our outstanding balances on demand, provide additional collateral or take 
other corrective actions. Our two public debt indentures relating to our senior notes and debentures, as well as our 
$600 million and $300 million revolving credit agreements, each contain a default provision that is triggered it 
outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of 
$15 million to in excess of $150 million becomes due by acceleration or is not paid at maturity. In addition, 
AEM's credit agreement contains a cross-default provision whereby AEM would be in default if it defaults on other 
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inclebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement contains a 
provision that would limit the amount of credit available if Atmos were downgraded below an S&P rating of BBB 
and a Moody's rating of Baa2. 

Except as described above, we have no triggering events in our debt instruments that are tied to changes in 
specified credit ratings or stock price, nor have we entered into any transactions that would require us to issue equity, 
based on our credit rating or other triggering events. 

5. Stock-Based Compensation 

Stock-Based Compe~zsation Plans 

On August 12, 1998, the Board of Directors approved and adopted the 1998 Long-Term Incentive Plan, which 
became effective October 1, 1998 after approval by our shareholders. The Long-Term Incentive Plan is a 
comprehensive, long-term incentive compensation plan providing for discretionary awards of incentive stock 
options, non-qualified stock options, stock appreciation rights, bonus stock, time-lapse restricted stock, perfor- 
mance-based restricted stock units and stock units to certain employees and non-employee directors of Atmos and 
its subsidiaries. The objectives of this plan include attracting and retaining the best personnel, providing for 
additional performance incentives and promoting our success by providing employees with the opportunity to 
acquire common stock. We are authorized to grant awards for up to a maximum of four million shares of common 
stock under this plan subject to certain adjustment provisions. As of March 31,2006, non-qualified stock options, 
bonus stock, time-lapse restricted stock, performance-based restricted stock units and stock units have been issued 
under this plan and 1,064,624 shares were available for issuance. The option price of the stock options issued under 
this plan is equal to the market price of our stock at the date of grant. These stock options expire 10 years from the 
date of the grant and vest annually over a service period ranging from one to three years. 

We used the Black-Scholes pricing model to estimate the fair value of each option granted with the following 
weighted average assumptions: 

Valuation ~ssumptions"' 

Six Months 
Ended 

March 31 
2006 2005 - - 

Expected Life (years)f2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 7 
Interest rate(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.6% 4.2% 
~ o l a t i l i t ~ ' ~ '  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.3% 21 3% 
Dividend yield. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.8% 4.8% 

"' Beginning on the date of adoption of SFAS 123(R), forfeitures are estimated based on historical experience. 
Prior to the date of adoption, forfeitures were recorded as they occurred. 

'2' The expected life of stock options is estimated based on historical experience. 

'") The interest rate is based on the U.S. Treasury constant maturity interest rate whose term is consistent with the 
expected life of the stock options. 

14) The volatility is estimated based on historical and current stock data for the Company. 
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As of March 31, 2006, there was $8.8 million of total unrecognized compensation cost related to nonvested 
restricted shares granted under the 1998 Long-Term Incentive Plan. That cost is expected to be recognized over a 
weighted-average period of 1.7 years. The total fair value of restricted stock vested during the six months ended 
March 31,2006 and 2005 was $1.6 million and $0.5 million, and during the three months ended March 31,2006 was 
$1.2 million. There were no restricted stock grants that vested during the three months erided March 31, 2005. 

6. Earnings Per Share 

Basic and diluted earnings per share for the three and six months ended March 31, 2006 and 2005 are 
calculated as follows: 

For the For the 
Three Months Six Months 

Ended Ended 
March 31 March 31 

2006 2005 2006 2005 ---- 
(In thousands, except per share amounts) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net income. $88,796 $88,502 $159,823 $148,101 ---- ---- 
Denominator for basic income per share -weighted 

. . . . . . . . . . . . . . . . . . . .  average common shares. 80,573 79,270 80,444 77,290 
Effect of dilutive securities: 

Restricted and other shares . . . . . . . . . . . . . . . . . .  369 335 369 330 
Stockoptions . . . . . . . . . . . . . . . . . . . . . . . . . . . .  98 155 98 149 

Denominator for diluted income per share - 
. . . . . . . . . . . . .  weighted average common shares 81,040 79,760 80,911 77,769 ---- ---- 

. . . . . . . . . . . . . . . . . . . .  Income per share- basic. -- $ 1.10 $ 1.12 $ 1.99 $ 1.92 ---- 
. . . . . . . . . . . . . . . . . . .  Income per share -diluted. $ 1.10 $ 1.1 I $ 1.98 $ 1.90 ---- 

There were no out-of-the-money options excluded from the computation of diluted earnings per share for the 
three and six months ended March 3 1,2006 and 2005 as their exercise price was less than the average market price 
of the common stock during that period. 
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7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net periodic pension cost for our pension and other postretirement benefit plans for the 
three and six months ended March 31,2006 and 2005 are presented in the following tables. All of these costs are 
recoverable through our gas utility rates; however, a portion of these costs is capitalized into our utility rate base. 
The remaining costs are recorded as a component of operation and maintenance expense. 

Three Months Ended March 31 
Pension Benefits Other Benefits 

(In thousands) 

Components of net periodic pension cost: 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Service cost. 

Interest cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Expected return on assets. . . . . . . . . . . . . . . . . . . . . . . .  
Amortization of transition asset . . . . . . . . . . . . . . . . . . .  
Amortization of prior service cost . . . . . . . . . . . . . . . . .  
Amortization of actuarial loss . . . . . . . . . . . . . . . . . . . .  

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

Six Mouths Ended March 31 
Pension Benefits - Other Benefits 

2006 2005 2006 2005 - -- - 
(In thousands) 

Components of nct periodic pension cost: 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Service cost 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Interest cost 

Expected return on assets . . . . . . . . . . . . . . . . . . . .  
Amortization of transition asset. . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . .  Amortization of prior service cost 
Amortization of actuarial loss . . . . . . . . . . . . . . . . .  

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

The assumptions used to develop our net periodic pension cost for the three and six months ended March 3 1, 
2006 and 2005 are as follows: 

Pension Benefits Other Benefits 
2006 2005 - - 2006 - 2005 - 

Discount rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.00% 6.25% 5.00% 6.25% 
Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . . .  4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . .  8.50% 8.75% 5.30% 5.30% 

The discount rate used to compute the present value of a plan's liabilities generally is based on rates of high- 
grade corporate bonds with maturities similar to the average period over which the benefits will be paid. During the 
six months ended March 31, 2006, we did not make a voluntary contribution to our pension plans. However, we 
contributed $5.3 million to our other postretirement plans and we expect to contribute approximately $12 million to 
these plans during fiscal 2006. 
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8. Commitments and Contingencies 

Litigation and E?tviro~zrnerztal Matters 

With respect to the specific litigation and environmental-'elated matters or claims that were disclosed in 
Note 13 to our annual report on Form 10-K for the year ended September 30,2005, there were no material changes 
in the status of such litigation and environmental-related matters or claims during the six months ended March 3 1, 
2006. We continue to believe that the final outcome of such litigation and environmental-related matters or claims 
will not have a material adverse effect on our financial condition, results of operations or net cash flows. 

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

Purchase Conzmitnzents 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the forward 
NYMEX strip or fixed price contracts. At March 31,2006, AEM was committed to purchase 64.2 Bcf within one 
year, 33.1 Bcf within one to three years and 5.4 Bcf after three years under indexed contracts. AEM is committed to 
purchase 1.6 Bcf within one year and 0.2 Bcf within one to three years under fixed price contracts with prices 
ranging from $6.00 to $12.00. Purchases under these contracts totaled $531.8 million and $345.3 million for the 
three months ended March 31,2006 and 2005 and $1,319.5 million and $705.4 million for the six months ended 
March 3 1,2006 and 2005. 

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

Our Mid-Tex 
customers in its ser 
year commitments 

Division maintains long-term supply contracts to ensure a reliable source of gas for our 
,vice area which obligate it to purchase specified volumes at market prices. The estimated fiscal 
under these contracts as of March 31, 2006 are as follows (in thousands): 

2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $136,543 
200'7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  241,031 
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  121,079 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,022 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,263 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37,616 

$559,554 

Regulatory Matters 

In February 2005, the Attorney General of the State of Kentucky filed a complaint at the Kentucky Public 
Service Commission (KPSC) alleging that our present rates are producing revenues in excess of reasonable levels. 
We answered the complaint and filed aMotion to Dismiss with the KPSC. On February 2,2006, the KPSC issued an 
Order denying our Motion to Dismiss and on March 3,2006 set a procedural schedule for the case. The Attorney 
General is currently conducting discovery. A hearing should be scheduled for early 2007. We believe that the 
Attorney General will not be able to demonstrate that our present rates are in excess of reasonable levels. 
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In August 2005, we received a "show cause" order from the City of Dallas, which requires us to provide 
information that demonstrates good cause for showing that our existing distribution rates charged to customers in 
the City of Dallas should not be reduced. In addition, during the first quarter of fiscal 2006, approximately 80 other 
cities in the Mid-Tex Division passed resolutions requesting that we "show cause" why existing distribution rates 
are just and reasonable and required a filing by us on a system-wide basis. We filed our response to these orders 
during the f i s t  quarter of fiscal 2006. Discovery has been conducted by the City of Dallas and the other cities. The 
80 cities that acted in the first quarter of fiscal year 2006 have begun adopting resolutions requiring a reduction in 
the Mid-Tex Division's residential and commercial rates. We will be appealing these city actions to the Railroad 
Commission of Texas (RRC) where we believe that we will be able to demonstrate that our rates are just and 
reasonable. 

In November 2005, we received a notice from the Tennessee Regulatory Authority (TRA) that it was opening 
an investigation into allegations by the Consumer Advocate Division of the Tennessee Attorney General's Office 
that we are overcharging customers in parts of Tennessee by approximately $10 million per year. We have 
responded to numerous data requests from the TRA Staff. On April 24, 2006, the TRA Staff tiled a Report and 
Recommendation in which it recommended that the TRA convene a contested case procedure for the purpose of 
establishing a fair and reasonable return. The TRA is scheduled to consider the Staff's recommendation on May 15, 
2006. We believe that we are not overcharging our customers, and we intend to participate fully in the investigation. 

In January 2006, the Lubbock, Texas City Council passed a resolution requiring Atmos to submit copies of all 
documentation necessary for the city to review the rates of Atmos' West Texas Division to ensure they are just and 
reasonable. Information was provided to the city on February 28,2006. We believe that we will be able to ultimately 
demonstrate to the City of Lubbock that our rates are just and reasonable. 

Other 

On November 30,2005, we entered into an agreement with a third party lo jointly construct, own and operate a 
45-mile large diameter natural gas pipeline in the northern portion of the DallaslFort Worth Metroplex (North Side 
Loop). IJnder terms of the agreement, we arc responsible for contributing no more than $42.5 million to the 
construction costs of the pipeline. We are also responsible for 50 percent of the costs of the compression facilities. 
Approximately 21 miles of the pipeline was placed in service as of March 3 1, 2006. The remainder of the pipeline 
and the associated compressors are expected to be placed in service by the end of May 2006. As oFMarch 31,2006, 
we had spent $26.2 million for the North Side Loop project and expect to spend approximately $23.6 million in thc 
remainder of fiscal 2006 for this project. 

During the third quarter of fiscal 2005, we entered into two agreements with third parties to transport natural 
gas through our Texas intrastate pipeline systern beginning in fiscal 2006. To handle the increased volumes for these 
projects, we will install compression equipment and other pipeline infrastructure. We expect to spend approxi- 
mately $32 million in fiscal 2006 for these projects, which are expected to be in service by the end of the fiscal year. 

On August 29, 2005, Hurricane Katrina struck the Gulf Coast, inflicting significant damage to our eastern 
Louisiana operations. The hardest hit areas in our service territory were in Jefferson, St. Tammany, St. Bernard and 
Plaquemines parishes. In total, approximately 230,000 of our natural gas customers were affected in these areas. 
Although service has been restored for many of our customers, a significant number of customers will not require 
gas service for some time because of sustained damages. We cannot predict with certainty how many of thesc 
customers will return to these service areas and over what time period. Additionally, we cannot accurately 
determine what regulatoly actions, if any, may be taken by the regulators with respect to these areas. As of March 3 1, 
2006, we believe adequate provision has been made for any losses that may not be fully recovered through insurance 
or for which we do not receive rate relief. 
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9. Concentration of Credit Risk 

Credit risk is the risk of financial loss to us if a customer fails to perform its contractual obligations. We cngage 
in transactions for the purchase and sale of products and services with major companies in the energy industry and 
with industrial, commercial, residential and municipal energy consumers. These trarisactions principally occur in 
the southern and midwestern regions of the United States. We believe that this geographic concentration does not 
contribute significantly to our overall exposure to credit risk. Credit risk associated with trade accounts receivable 
for the utility segment is mitigated by the large number of individual customers and diversity in our customer base. 

Customer diversification also helps mitigate AEM's exposure to credit risk. AEM maintains credit policies 
with respect to its counterparties that it believes minimizes overall credit risk. Where appropriate, such policies 
include the evaluation of a prospective counterparty's financial condition, collateral requirements and the use of 
standardized agreements that facilitate the netting of cash flows associated with a single counterparty. AEM also 
monitors the financial condition of existing counterparties on an ongoing basis. Customers not meeting minimum 
standards are required to provide adequate assurance of financial performance. 

AEM maintains a provision for credit losses based upon factors surrounding the credit risk of customers, 
historical trends and other information. We believe, based on our credit policies and our provisions for credit losses, 
that our financial position, results of operations and cash flows will not be materially affected as a result of 
nonperformance by any single counterparty. 

AEM's estimated credit exposure is monitored in terms of the percentage of its customers that are rated as 
investment grade versus non-investment grade. Credit exposure is defined as the total of (1) accounts receivable, 
(2) delivered, but unbilled physical sales and (3) mark-to-market exposure for sales and purchases. Investment 
grade determinations are set internally by AEM's credit department, but are primarily based on external ratings 
provided by Moody's Investors Service Inc. (Moody's) and/or Standard & Poor's Corporation (S&P). For non-rated 
entities, the default rating for municipalities is invcstment grade, while the default rating for non-guaranteed 
industrial and commercial customers is non-investment grade. The following table shows the percentages related to 
the investment ratings as of March 31, 2006 and September 30, 2005. 

March 31, September 30, 
2006 2005 

Investment grade . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42% 49% 
Non-investment grade . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  58% 51% - P 

. . . . . . . .  Total 

The following table presents our derivative counterparty credit exposure by operating segment based upon the 
unrealized fair value of our derivative contracts that represent assets as of March 31, 2006. Investment grade 
counterparties have minimum credit ratings of BBB-, assigned by S&P; or Baa3, assigned by Moody's. Non-investment 
grade counterparties are con~posed of counterparties that are below investment grade or that have not been assigned an 
internal investment grade rating due to the short-term nature of the contracts associated with that counterparty. This 
category is composecl of numerous smaller counterparties, none of which is individually significant. 

March 31,2006 
Natural Gas 

Utility Marketing 
~e~ment" '  Segment Consolidated 

(In thousands) 

Investment grade counterparties . . . . . . . . . . . . . . . . . . . . . .  $1 3,419 $1 1,232 $24,651 
Non-investn~ent grade counterparties. . . . . . . . . . . . . . . . . . .  - 4,745 4,745 

' I )  Counterparty risk for our utility segment is minimized because hedging gains and losses are passed through to 
our customers. 
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10. Segment Information 

Atnlos Energy Corporation and its subsidiaries are engaged primarily in the natural gas utility business as well 
as certain nonutility businesses. We distribute natural gas through sales and transportation arrangements to 
approximately 3.2 million residential, commercial, public authority and industrial custoxners throughout our seven 
regulated utility divisions, which cover service areas located in 12 states. In addition, we transport natural gas for 
others through our distribution system. 

Through our noliutility businesses we provide natural gas management and marketing services to industrial 
customers, municipalities and other local distribution companies located in 22 states. Additionally, we provide 
natural gas transportation and storage services to certain of our utility operations and to third parties. 

Our operations are divided into four segments: 

the utility segment, which includes our regulated natural gas distribution and related sales operations, 

the natural gas marketing segment, which includes a variety of nollregulated natural gas management 
.services, 

the pipeline and storage segment, which includes our regulated and nonregulated natural gas transmission 
and storage services and 

the other nonutility segment, which includes all of our other nonregulated nonutility operations. 

Our determination of reportable segments considers the strategic operating units under which we manage sales 
of various products and services to customers in differing regulatory environments. Although our utility segment 
operations are geographically dispersed, they are reported as a single segment as each utility division has similar 
economic characteristics. The accounting policies of the segments are the same as those described in the summary 
of significant accounting policies found in our annual report on Form 10-K for the fiscal year ended September 30, 
2005. We evaluate performance based on net income or loss of the respective operating units. 
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Income statements for the three and six-month periods ended March 31, 2006 and 2005 by segment are 
presented in the following tables: 

Three Months Ended March 31,2006 
Pipeline 

Natural Gas and Other 
Utility Marketing . Storage Nonutility Eliminations Consolidated 

(In thousands) 

Operating revenues from external 
. . . . . . . . . . . . . . . . . . . . .  parties $1,447,376 $564,737 $21,238 $ 495 $ - $2,033,846 

. . . . . . . . . . .  Intersegment revenues 2 4 4 - . - . - - - p -  253,892 24,245 1,100 (279,48 1) - 
1,447,620 8 18,629 45,483 1,595 (279,481) 2,033,846 

21 1 -- Purchased gas cost. . . . . . . . . . . . . .  1,131,885 774,652 (278,305) 1,628,443 

Gross profit . . . . . . . . . . . . . . . . .  315,735 43,977 45,272 1,595 (1,176) 405,403 
Operating expenses 

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

. . . .  Total operating expenses 

. . . . . . . . . . . . . .  Operating income 
Miscellaneous income (expense). . . .  

. . . . . . . . . . . . . . . .  Interest charges 

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

Net income . . . . . . . . . . . . . . .  
Capital expenditures. . . . . . . . . . . . .  
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Three Months Ended March 31,2005 
Pipeline 

Natural Gas and Other 
Utility Marketing- Storage Nonutility Eliminations Consolidated 

(In thousands) 

Operating revenues from external 
. . . . . . . . . . . . . . . . . . . . .  parties $1,235,092 $429,598 $19,827 $ 568 $ - $1,685,085 

Intersegment revenues . . . . . . . . . . .  83,293 25,719 710 (1 10,007) - 285 -- -- - -- 

1,235,377 51 2,891 45,546 1,278 (1 10,007) 1,685,085 
- Purchased gas cost. . . . . . . . . . . . . .  912,309 501,731 4,407 (109,256) 1,309,191 

Gross profit . . . . . . . . . . . . . . . . .  323,068 11,160 41,139 1,278 (751) 375,894 
Operating expenses 

Operation and maintenance. . . . . .  86,469 
Depreciation and amortization . . .  41,181 
Taxes, other than income . . . . . . .  52,220 

. . . . . . . . .  Total operating expenses 179,870 

. . . . . . . . . . . . . .  Operating income 143,198 
Miscellaneous income . . . . . . . . . . .  1,974 
Interest charges , . . . . . . . . . . . . . . .  28,062 

Income before income taxes . . . . . . .  117,110 
Income tax expense . . . . . . . . . . . . .  43,459 

. . . . . . . . . . . . . . .  Net income $ 73,651 

. . . . . . . . . . . .  Capital cxpcnditures. $ 63,129 
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Six Months Ended Marc11 31.2005 

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

. . . . . . . . . . .  Interseginent revenues 

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

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

Total operating expenses . . . . . . . . .  
. . . . . . . . . . . . . .  Operating income 

Miscellaneous income. . . . . . . . . . .  
Interest charges. . . . . . . . . . . . . . . .  
Income before income taxes . . . . . .  
Incorne tax expense. . . . . . . . . . . . .  

. . . . . . . . . . . . . .  Net income 

Capital expenditures . . . . . . . . . . .  

- -c------ 
Natural Gas and Other 

Utility Marketing Storage Nonutility Eliminations Consolidated 
(In thousands) 
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Balance sheet information at March 3 I ,  2006 and September 30,2005 by segment is presented in the following 
tables: 

March 31,2006 
Natural Pioeline 

Gas and Other 
Utility Marketing Storage Nonutility Eliminations Consolidated 

(In thousands) 

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

Cash and cash equivalents. . . . . . . . . . . .  
Cash held on deposit in margin account . . 
Assets from risk management activities . . 
Other current assets . . . . . . . . . . . . . . . .  
Intercompany receivables . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . .  
Intangible assets. . . . . . . . . . . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . .  
Noncurrent assets from risk management 

activities . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred charges and other assets . . . . . . . .  

CAPITALIZATION AND 
LIABILITIES 

Shareholders' equity. . . . . . . . . . . . . . . . . .  
Long-term debt . . . . . . . . . . . . . . . . . . . . .  

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

Current maturities of long-term debt. . . . .  
Short-term debt . . . . . . . . . . . . . . . . . . .  
Liabilities from risk management 

. . . . . . . . . . . . . . . . . . . . . .  activities. 
. . . . . . . . . . . . . .  Other current liabilities 

Intercompany payables . . . . . . . . . . . . . .  
Total current liabilities. . . . . . . . . . . . .  

Deferred income taxes . . . . . . . . . . . . . . . .  
Noncurrent liabilities from risk management 

activities . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory cost of removal obligation . . . . .  
Deferred credits and other liabilities . . . . . .  





REPORT OF INDEPENDENT REGISTERED PUB1,IC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of March 3 1, 
2006, and the related condensed consolidated statements of income for the three-month and six-month periods 
ended March 31,2006 and 2005, and the condensed consolidated statements of cash flows for the six-month periods 
ended March 31,2006 and 2005. These financial statements are the responsibility of the Company's management. 

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight 
Board (United States), the consolidated balance sheet of Atmos Energy Corporation as of September 30,2005, and 
the related consolidated statements of income, shareholders' equity, and cash flows for the year then ended, not 
presented herein, and in our report dated November 16, 2005, we expressed an unqualified opinion on those 
consolidated financial statements. In our opinion, the information set forth in the accompanying condensed 
consolidated balance sheet as of September 30, 2005, is fairly stated, in all material respects, in relation to the 
consolidated balance sheet from which it has been derived. 

ERNST & YOUNG LLP 

Dallas, Texas 
May 2, 2006 



Item 2. Management's Discussiori and Analysis of Finartcia1 Cortditiort and Results of Operations 

INTRODUCTION 

The following discussion should be read in con,junction with the condensed consolidated financial statements 
in this Quarterly Report on Form 10-Q and Management's Discussion and Analysis in our Annual Report on 
Form 10-K for the year ended September 30, 2005. 

Cautiortary Statement for tlte Purposes of tlte Safe Harbor under tlze Private Securities Litigation Reforrn 
Act of 1995 

The statements contained in this Quarterly Report on Form 10-Q may contain "forward-looking statements" 
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. All statements other than statements of historical fact included in this Report are forward-looking statemerits 
made in good faith by the Company and are intended to qualify for the safe harbor from liability established by the 
Private Securities Litigation Reform Act of 1995. When used in this Report, or any other of the Company's 
documents or oral presentations, the words "anticipate", "believe", "expect", "estimate", "forecast", "goal", 
"intend", "objective", "plan", "projection", "seek", "strategy" or similar words are intended to identify forward- 
looking statements. Such forward-looking statements are subject to risks and uncertainties that could cause actual 
results to differ materially from those expressed or implied in the statements relating to the Company's strategy, 
operations, markets, services, rates, recovery of costs, availability of gas supply and other factors. These risks and 
uncertainties include the following: adverse weather conditions, such as warmer than normal weather in the 
Company's gas utility service territories or colder than normal weather that could adversely affect our natural gas 
marketing activities; regulatory trends and decisions, including deregulation initiatives and the impact of rate 
proceedings before various state regulatory commissions; market risks beyond our control affecting our risk 
management activities including market liquidity, commodity price volatility and counterparty creditworthiness; 
national, regional and local economic conditions; the Company's ability to continue to access the capital markets; 
the effects of inflation and changes in the availability and prices of natural gas, including the volatility of natural gas 
prices; increased competition from energy suppliers and alternative forms of energy; risks relating to the acquisition 
of the TXU Gas operations, including without limitation, the Company's increased indebtedness resulting froin the 
acquisition of the TXU Gas operations; the impact of recent natural disasters on our operations, especially 
Hurricane Katrina; and othe~ uncertainties, which may be discussed herein, all of which are difficult to predict and 
many of which are beyond the control of the Company. A more detailed discussion of these risks and uncertainties 
may be found in the Company's Form 10-K for the year ended September 30, 2005. Accordingly, while the 
Company believes these forward-looking statements to be reasonable, there can be no assurance that they will 
approximate actual experience or that the expectations derived from them will be realized. Further, the Company 
undertakes no obligation to update or revise any of its forward-looking statements whether as a result of new 
information, future events or otherwise. 

OVERVIEW 

Atmos Energy Corporation and its subsidiaries are engaged primarily in the natural gas utility business as well 
as certain nonutility businesses. We distribute natural gas through sales and transportation arrangements to 
approximately 3.2 million residential, commercial, public autl~ority and industrial customers throughout our seven 
regulated utility divisions, which cover service areas located in 12 states. In addition, we transport natural gas for 
others through our distribution system. 

Through our ~lonutility businesses we provide natural gas management, transportation, storage and marketing 
services to industrial customers, municipalities and other local distribution companies located in 22 states. 
Additionally, we provide natural gas transportation and storage services to certain of our utility operations and 
to third parties. 



Our operations are divided into four segments: 

* the utility segment, which includes our regulated natural gas distribution and related sales operations, 

the natural gas marketing segment, which includes a variety of nonregulated natural gas management 
services, 

the pipeline and storage segment, which includes our regulated and nonregulated natural gas transmission 
and storage services and 

the other nonutility segment, which includes all of our other nonregulated nonutility operations. 

The following summarizes the results of our operations for the six months ended March 31, 2006: 

Our utility segment net income decreased by $7.6 million during the six months ended March 31,2006. The 
decrease rcflects the impact of weathcr, as adjusted for jurisdictions with weather-normalized rates, that was 
one percent warmer than the prior-year period and 12 percent warmer than normal, coupled with higher 
operating expenses. 

Our natural gas marketing segment net income increased $16.3 million during the six months enderl 
March 3 1,2006 compared with the six months ended March 31,2005. The increase in natural gas marketing 
net income primarily reflects our ability to capture higher margins in a volatile natural gas market. These 
increases were partially offset by an unfavorable unrealized margin variance and an increase in interest 
charges resulting from increased short-term borrowings to fund working capital needs. 

Our pipeline and storage segment net income increased $3.5 million during the six months ended March 3 1, 
2006 compared with the six months ended March 31,2005, primarily reflecting Atmos Pipeline & Storage 
LLC's ability to capture more favorable arbitrage spreads in connection with its asset management contracts 
coupled with increased throughput on the Atmos Pipeline -Texas system and higher transportation and 
related services margins. 

Our total-debt-to-capitalization ratio at March 31, 2006 was 58.9 percent compared with 59.3 percent at 
September 30,2005 reflecting the impact of current-year net income partially offset by an increase in short- 
term debt borrowings to fund working capital needs. 

For the six months ended March 31, 2006, we generated $148.4 million in operating cash flow compared 
with $400.1 million for the six months ended March 31,2005, reflecting the adverse impact of high natural 
gas costs on our working capital. 

Capital expenditures increased to $213.2 million in the six months ended March 3 1,2006 from $137.5 mil- 
lion in the prior-year period primarily reflecting increased capital spending for various pipeline expansion 
projects in our Atmos Pipeline -Texas Division. 

CRITICAI, ACCOUNTING ESTIMATES AND POLICIES 

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



Our critical accounting policies used in the preparation of our consolidated financial statements are described 
in our Annual Report on Form 10-K for the year ended September 30, 2005 and include the following: 

Regulation 

Revenue Recognition 

Allowance for Doubtful Accounts 

Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

0111 critical accounting policies are reviewed by the Audit Committee on a quarterly basis. There have been no 
significant changes to these critical accounting policies during the six months ended March 31, 2006. 

RESILTS OF OPERATIONS 

The followiilg table presents our financial highlights for the three-month and six-month periods ended 
March 3 1, 2006 and 2005: 

Three Months Ended Six Months Ended 
March 31 - , March 31 - 

2006 2005 2006 2005 

. . . . . . . . . . . . . . . . . .  Operating revenues. 
Gross profit . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . .  Operating expenses 
. . . . . . . . . . . . . . . . . . .  Operating income. 

. . . . . . . .  Miscellaneous income (expense). 
. . . . . . . . . . . . . . . . . . . . .  Interest charges 

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

. . . . . . . . . . . . . . . . . . . . . . . .  Net income 

(In thousands, unless otherwise noted) 

$2,033,846 $1,685,085 $4,3 17,666 $3,053.709 
405,403 375,894 751,993 697,997 
224,570 203,713 42 1,463 397,142 

180,833 172,181 330,530 300,855 

(2,439) 958 (1,991) 1,343 
35,492 33,073 71,681 65,615 

142,902 140,066 256,858 236,583 
54,106 51,564 97,035 88,482 

$ 88,796 $ 88,502 $ 159,823 $ 148,101 

Utility sales volumes - MMcf . . . . . . . . . .  11 1,721 128,195 206,909 219,152 
. . .  Utility transportation volumes - MMcf 31,152 31,904 61,754 59,882 

Total utility throughput -MMcf . . . . . .  142,873 160,099 268,663 279,034 

Natural gas marketing sales volumes - 
MMcf . . . . . . . . . . . . . . . . . . . . . . . . . .  69,450 66,644 140,946 126,940 

Pipeline transportation volumes - MMcf . . 83,428 84,208 173,041 156,961 

Heating degree days(') 
. . . . . . . . . . .  Actual (weighted average) 1,330 1,422 2,387 2,415 

Percent of normal. . . . . . . . . . . . . . . . . .  84% 90% 88% 89% 
Consolidated utility average wansportation 

revenue per Mcf. . . . . . . . . . . . . . . . . . .  $ 0.61 $ 0.53 $ 0.56 $ 0.55 
Col~solidated utility average cost of gas per 

Mcfsold . . . . . . . . . . . . . . . . . . . . . . . .  $ 10.13 $ 7.12 $ 10.91 $ 7.16 

( I '  Adjusted for service areas that have weather-normalized operations. 



The following table shows our operating income by segment for the three-month and six-month periods ended 
March 31, 2006 and 2005. The presentation of our utility operating income is included for financial reporting 
purposes and may not be appropriate for ratemaking purposes. 

Three Months Ended March 31 
2006 2005 

Operating Heating Degree Da# Operating Heating Degree Da s 
Income Percent of Normal ,- Income Percent of Normal K) 

(In thousands, except degree day information) 

. . . . . . . . . . . . . . .  Colorado-Kansas 
. . . . . . . . . . . . . . . . . . . . .  Kentucky 

Louisiana . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . .  Mid-States 

. . . . . . . . . . . . . . . . . . . . . .  Mid-Tex 
. . . . . . . . . . . . . . . . . . . .  Mississippi 
. . . . . . . . . . . . . . . . . . .  West Texas. 

Other . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . .  Utility segment. 

Natural gas marketing segment . . . . .  
Pipeline and storage segment . . . . . .  
Other nonutility segment and other . . 

. . .  Consolidated operating income 

. . . . . . . . . . . . . . .  Colorado-Kansas 
Kentucky . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  Louisiana 
Mid-States . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  Mid-Tex 
. . . . . . . . . . . . . . . . . . . .  Mississippi 

West Texas. . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  Utility segment. 
. . . . .  Natural gas marketing segment 

. . . . . .  Pipeline and storage segment 
Other nonutility segment and other . . 

Six Months Ended March 31 
2006 2005 .... 

Operating Heating Degree Da s Operating Heating Degree Da s 
Income Percent of ~ormal') Income Percent of ~ o r m a l ~ )  

(In thousands, except degree day information) 

$ 23,260 100% $ 24,483 98% 

15,247 100% 16,603 98% 

16,487 80% 22,583 78% 
39,193 96% 35,843 93% 
80,242 74% 79,570 80% 
26,745 101% 27,116 95% 
19,670 100% 21,088 100% 
3,169 - 999 - 

224,013 88% 228,285 89% 
58,587 - 29,394 - 
47,638 - 42,603 - 

292 - 573 - -- 
Consolidated operating income . . .  $330,530 88% $300,855 89% 

"' Adjusted for service areas that have weather-normalized operations. 



Three Moiiths Ended March 31, 2006 cortzpared with Tltree Montlis Etided March 31, 2005 

Utility segnt ent 

Our utility segment has historically contributed 65 to 85 percent of our consolidated net income. The primary 
factors that impact the results of our utility operations are seasonal weather patterns, competitive factors in the 
energy industry and economic conditions in our service areas. Natural gas sales to residential, commercial and 
public authority customers are affected by winter heating season requirements. This generally results in higher 
operating revenues and net income during the period from October through March of each year and lower operating 
revenues and either lower net income or net losses during the period from April through September of each year. 
Accordingly, our second fiscal quarter has historically been our most critical earnings quarter with an average of 
approximately 67 percent of our consolidated net income having been earned in the second quarter during the three 
most recently completed fiscal years. Additionally, we typically experience higher levels of accounts receivable, 
accounts payable, gas stored underground and short-tern? debt balances during the winter heating season due to the 
seasonal nature of our revenues and the need to purchase and store gas to support these operations. TJtility sales to 
industrial customers are much less weather sensitive. Utility sales to agricultural customers, which typically use 
natural gas to power irrigation pumps during the period from March through September, are primarily affected by 
rainfall amounts and the price of natural gas. 

Changes in the cost of gas impact revenue but do not directly affect our gross profit from utility operations 
because the fluctuations in gas prices are passed through to our customers. Accordingly, we believe gross profit 
margin is a better indicator of our financial performance than revenues. However, higher gas costs may cause 
customers to conserve, or, in the case of industrial customers, to use alternative energy sources. Higher gas costs 
may also adversely impact our accounts receivable collections, resulting in higher bad debt expense. 

The effects of weather that is above or below normal are partially offset through weather normalization 
adjustments, or WNA, in certain of our service areas. WNA allows us to increase the base rate portion of customers' 
bills when weather is warmer than normal and decrease the base rate when weather is colder than normal. As of 
March 31, 2006, WNA covered approximately 1.1 million customer meters in the following service areas for the 
following periods. 

Georgia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kansas. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Kentucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Mississippi. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Tennessee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  November - April 
Amarillo, Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Lubbock, Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  October - May 
Virginia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  January - December 

Our Mid-Tex Division does not have WNA. However, its operations benefit from a rate structure that combines 
a monthly customer charge with a declining block rate schedule to partially mitigate the impact of warmer-than-nor- 
ma1 weather on revenue. The combination of the monthly customer charge and the customer billing under the first 
block of the declining block rate schedule provides for the recovery of most of our fixed costs for such operations 
under most weather conditions. However, this rate structure is not as beneficial during periods where weather is 
significantly warmer than normal. 

Operatirig irzconte 

1Jtility gross profit margin decreased $7.4 million to $315.7 million for the three months ended March 3 1,2006 
from $323.1 million for the three months ended March 31, 2005. Total throughput for our utility business was 
142.9 billion cubic feet (Bcf) during the current-year period compared to 160.1 Bcf in the prior-year period. 

The decrease in utility gross profit margin and throughput primarily reflects weather, as adjusted for 
jurisdictions with weather-normalized rates, that was six percent warmer than the prior-year quarter and 16 percent 

3 5 



warmer than normal. Weather in our Mid-Tex and L,ouisiana divisions, where we currently do not have weather- 
normalized rates, was approximately 30 percent warmer than normal during the quarter. During the three months 
ended March 31, 2006, our Mid-Tex and L,ouisiana divisions were 17 and four percent warmer than the prior-year 
quarter, The impact of warmer weather resulted in a $14.7 million reduction in gross profit margin compared with 
the prior-year quarter. Additionally, our Louisiana division experienced a $1.4 million reduction in gross profit 
margin during the current-year quarter due to the impact of Hui~icane Katrina compared with the prior-year qualter. 
Thesc decreases were partially offset by a $2.9 million increase arising from the Company's fiscal 2004 and fiscal 
2005 filings under Texas's Gas Reliability Infrastructure Program (GRIP). 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increascd to $198 million far the three 
months ended March 31, 2006 from $179.9 million for the three months ended March 31, 2005. The increase 
reflects a $9.5 million increase in taxes, primarily related to franchise fees and state gross receipts taxes, both of 
which are calculated as a percentage of revenue, which are paid by our customers as a component of their monthly 
bills. Although these amounts are included as a component of revenue in accordance with our tariffs, timing 
differences between when these amounts are billed to our customers and when we recognize the associated expense 
may affect net income favorably or unfavorably on a temporary basis. However, there is no permanent effect on net 
income. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $3 million 
primarily due to higher employee costs associated with increased headcount to fill positions that were previously 
outsourced to a third party and increased pension and postretirement costs resulting from changes in the 
assumptions used to determine our fiscal 2006 costs. These increases were partially offset by lower third-party 
costs associated with formerly outsourced administrative and meter reading functions that were in-sourced during 
the first quarter of fiscal 2006. 

The provision for doubtful accounts increased $4.9 million to $7.1 million for the three months ended 
March 31,2006. The increase was primarily attributable to increased collection risk associated with higher natural 
gas prices. In the utility segment, the average cost of natural gas for the three months ended March 31, 2006 was 
$10.13 pcr thousand cubic fect (Mcf), compared with $7.12 per Mcf for the three months ended March 3 I ,  2005. 

As a result of the aforementioned factors, our utility segment operating income for the three months ended 
March 31, 2006 decreased to $1 17.8 million from $143.2 million for the three months ended March 31, 2005. 

bzterest charges 

Interest charges allocated to the utility segment for the three months ended March 31, 2006 increased to 
$30.3 million from $28.1 million for the three months ended March 31, 2005. The increase was attributable to 
higher average outstanding short-term debt balances to fund natural gas purchases at significantly higher prices 
coupled with a 200 basis point increase in the interest rate on our $300 million unsecured floating rate Senior Notes 
due 2007 due to an increase in the three-month LIBOR rate. These increases were partially offset by $1.2 million of 
interest savings arising from the early payoff of $72.5 million of our First Mortgage Bonds in June 2005. 

Miscellaneolls incotne 

Miscellaneous income for the three months ended March 31, 2006 decreased to $0.2 million compared to 
$2 million for the three months ended March 31,2005. The $1.8 million decrease was primarily due to a $3.3 million 
charge recorded during the quarter associated with an adverse regulatory ruling in our Mid-States Division related 
lo the calculation of a performance-based rate mechanism in Tennessee. Under the performance-based rate 
program, we and our customers jointly share in any actual gas cost savings achieved when compared to 
pre-determined benchmarks. 

Natural gas nzarketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges transportation andlor 
storage logistics and ultimately delivers gas to our customers at conipetitive prices. To facilitate this process, we 



utilize proprietary and customer-owned transportation and storage assets to provide the various services our 
customers request, includirlg furnishing natural gas supplies at fixed and market-based prices, contract negotiation 
and administration, load forecasting, gas storage acquisition and management services, transportation services, 
peaking sales and balancing services, capacity utilization strategies and gas price hedging through the use of 
derivative products. As a result, our revenues arise from the types of commercial transactions we have structured 
with our customers and include the value we extract by optimizing the storage and transportation capacity we own 
or control as well as revenues for services we deliver. 

To optimize the storage and transportation capacity we own or control, we participate in transactions in which 
we combine the natural gas commodity and transportation costs to minimize our costs incurred to serve our 
customers by identifying the lowest cost alternative within the natural gas supplies, transportation and markets to 
which we have access. Additionally, we engage in natural gas storage transactions in which we seek to find and 
profit from the pricing differences that occur over time. We purchase physical natural gas and then sell financial 
contracts at advantageous prices to lock in a gross profit margin. Through the use of transportation and storage 
services and derivative contracts, we are able to capture gross profit margin through the arbitrage of pricing 
differences in various locations and by recognizing pricing differences that occur over time. 

Operuting ilzcon7e 

Gross profit margin for our natural gas marketing segment consists primarily of storage activities, which are 
comprised of the optimization of our managed proprietary and third party storage and transportation assets and 
marketing activities, which represent the utilization of proprietary and customer-owned transportation and storage 
assets to provide the various services our customers request. 

Our natural gas marketing segment's gross profit margin for the three months ended March 31,2006 and 2005 
is summarized as follows: 

Three Months Ended 
March 31 

Storage Activities 
Realized margin. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unrealized margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total Storage Activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Marketing Activities 

Realized margin. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Unrealized margin 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total Marketing Activities 

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net physical position (Bcf) 

2006 2005 -- -- 
(In thousands. exceot 

physical po6tionj 

Our natural gas marketing segment's gross profit margin was $44 million for the three ~nonths ended March 3 1, 
2006 compared to gross profit of $1 1.2 million far the three months ended March 31, 2005. Gross profit margin 
from our natural gas marketing segment for the three months ended March 31,2006 included an unrealized gain of 
$12.4 million compared with an unrealized loss of $20.7 million in the prior-year period. Natural gas marketing 
sales volunles were 82.4 Bcf during the three months ended March 31,2006 compared with 74.8 Bcf for the prior- 
year period. Excluding intersegment sales volumes, natural gas marketing sales volumes were 69.5 Bcf during the 
current-year period compared with 66.6 Bcf in the prior-year period. The increase in consolidated natural gas 
marketing sales volumes primarily was attributable to successfully executed marketing strategies into new market 
areas. 



Our storage activities generated $13.4 million in gross profit margin for the three months ended March 31, 
2006 compared to incurring a loss of $5.9 million for the three months ended March 31, 2005. Our marketing 
activities generated $30.6 million for the three months ended March 31, 2006 compared with $17 million for the 
three months ended March 31, 2005. Higher realized marketing activities attributable to successfully capturing 
increased margins in certain market areas that experienced higher market volalility were offset by lower realized 
storage activities due to warmer weather during the current-year quarter, which resulted in fewer withdrawal 
opportunities than the prior-.year quarter. 

The $32.8 million increase in our natural gas marketing gross profit margin was primarily due to favorable 
movement during the three months ended March 31, 2006 in the forward natural gas prices used to value the 
financial hedges designated against our physical inventory and our fixed-price forward contracts. These results in 
our storage operations were magnified by an 11.1 Bcf increase in our net physical position at March 31, 2006 
compared to the prior-year quarter. We have elected to exclude this forward/spot differential from our hedge 
effectiveness assessment. Subsequent to the hurricanes, which occurred in the fall of 2005, the forwardlspot 
differential has been volatile and may continue to cause material volatility in our unrealized margin. However, the 
economic gross profit we have captured in the original transactions will remain essentially unchanged. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $6.6 million for the three 
months ended March 31, 2006 from $4.8 million for the three months ended March 31, 2005. The increase in 
operating expense primarily was attributable to an increase in personnel costs due to increased headcount and an 
increase in regulatory compliance costs. 

The increase in gross profit margin, partially offset by higher operating expenses, resulted in an increase in our 
natural gas marketing segment operating income to $37.3 million for the three months ended March 31, 2006 
compared with operating income of $6.4 million for the three months ended March 31, 2005. 

Interest charges allocated to the natural gas marketing segment for the three months ended March 31, 2006 
increased to $2 million from $0.7 million for the three months ended March 31,2005. The increase was attributable 
to higher average outstanding debt balances to fund natural gas purchases at significantly higher prices. 

Pipelirze and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atnlos Pipeline - 
Texas Division and the nonregulated pipeline and storage operations of Atmos Pipeline and Storage, LLC. The Atmos 
Pipeline -- Texas Division transports natural gas to our Mid-Tex Division, transports natural gas for third parties and 
manages five underground storage reservoirs in Texas. We also provide ancillary services customary in the pipeline 
industry including parking arrangements, blending and sales of invento~y on hand. These operations represent one of the 
largest intrastate pipeline operations in Texas with a heavy concentration in the established natural gas-producing areas of 
central, northern and eastern Texas, extending into or near the major producing areas of the Texas Gulf Coast and the 
Delaware and Val Verde Basins of West Texas. Nine basins located in Texas are believed to contain a substantial portion 
of the nation's remaining onshore natural gas reserves. This pipeline system provides access to all of these basins. 

Atmos Pipeline and Storage, LLC, owns or has an interest in underground storage fields in Kentucky and 
Louisiana. We also use these storage facilities to reduce the need to contract for additional pipeline capacity to meet 
customer demand during peak periods. 

Similar to our utility segment, our pipeline and storage segment is impacted by seasonal weather patterns, 
competitive factors in the energy industry and economic conditions in our service areas. Natural gas transportation 
requirements are affected by the winter heating season requirements of our customers. This generally results in 
higher operating revenues and net income during the period from October through March of each year and lower 
operating revenues and either lower net income or net losses during the period from April through September of 
each year. Further, as the Atmos Pipeline - Texas Division operations provide all of the natural gas for our 



Mid-Tex Division, the results of this segment are highly dependent upon the natural gas requirements of this 
division. 

As a regulated pipeline, the operations of the Atmos Pipeline --Texas Division may be impacted by the timing 
of when costs and expenses are incurred and when these costs and expenses are recovered through its tariffs. 

Operating itzcome 

Pipeline and storage gross profit increased to $45.3 million for the three months ended March 31,2006 from 
$41 "1 million for the three months ended March 3 1,  2005. Total pipeline transportation volumes were 150.9 Bcf 
during the three months ended March 31, 2006 compared with 158.9 Bcf for the prior-year quarter. Excluding 
intersegment transportation volumes, total pipeline transportation volumes were 83.4 Bcf during the current year 
quarter compared with 84.2 Bcf in the prior-year quarter. The increase in pipeline and storage gross profit margin 
was primarily attributable to Atmos Pipeline & Storage, LLC capturing more favorable arbitrage spreads around its 
asset management contracts and higher transportation and related services margins in the Atnlos Pipeline-Texas 
Division. These increases were partially offset by decreased throughput on the Attnos Pipeline -Texas system 
attributable to the warmer than normal weather in the Mid-Tex Division coupled with the absence of one-time 
inventory sales realized in the prior-year period of approximately $3 million. 

Operating expenses increased to $19.7 million for the three months ended March 31,2006 from $18.9 million 
for the three months ended March 31, 2005 due to higher employee benefit costs associated with the increase in 
headcount and increased pension and postrctirement costs resulting from changes in the assumptions used to 
determine our fiscal 2006 costs. 

As a result of the aforementioned factors, our pipeline and storage segment operating income for the three 
months ended March 3 1,2006 increased to $25.6 million from $22.3 million for the three months ended March 3 1, 
2005. 

Other nonutility segrnelzt 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC (AES), and 
Atmos Power Systems, Inc. Through AES, we provide natural gas management services to our utility operations, 
other than the Mid-Tex Division. These services include aggregating and purchasing gas supply, arranging 
transportation and storage logistics and ultimately delivering the gas to our utility service areas at competitive 
prices in exchange for revenues that are equal to the costs incurred to provide those services. Through Atrnos Power 
Systems, Inc., we have constructed gas-fired electric peaking power-generating plants and associated facilities and 
may enter into agreements to either lease or sell these plants. 

Operating income for this segment primarily reflects the leasing income associated with two sales-type lease 
transactions completed in 2001 and 2002 and was essentially unchanged for the three months ended March 3 1,2006 
compared with the prior-year quarter. 

Six Months Ended March 31, 2006 compared with Six Months Ended March 31, 2005 

Utility segntertt 

Operating incotne 

Utility gross profit increased $15.5 million to $595.9 million for the six months ended March 31,2006 from 
$580.4 million for the six months ended March 31,2005. Total throughput for our utility business was 268.7 billion 
cubic feet (Bcf) during the current-year period compared to 279 Bcf in the prior-year period. 

The increase in utility gross profit, despite lower throughput, primarily reflects higher franchise fees and state 
gross receipts taxes, which are paid by utility customers and have no permanent effect on net income. Additionally, 
margins increased $4.5 million due to rate increases received from the Company's fiscal 2004 and fiscal 2005 GRIP 
filings. These increases were partially offset by an approximate $3.5 million decrease in the L,ouisiana Division due 
to the impact of Hurricane Katrina compared with the prior-year period. For the six months ended March 31,2006, 
weather was 12 percent warmer than normal, as adjusted for jurisdictions with weather-normalized operations and 



one percent warmer than the prior-year period. In the Mid-Tex and L,ouisiana Divisions, which do not have weather- 
normalized rates, weather was 26 percent and 20 percent warmer than normal. The impact of the warmer weather 
resulted in a $5.9 million reduction in gross profit margin compared with the prior-year period. 

Operating expenses increased to $37 1.9 million for the six months ended March 3 1,2006 from $352.1 million 
for the six months ended March 3 1,2005. The increase reflects a $15.8 million increase in taxes, primarily related to 
franchise fees and state gross receipts taxes, both of which are calculated as a percentage of revenue, and are paid by 
our customers as a component of their monthly bills. Although these amounts are included as a component of 
revenue in accordance with our tariffs, timing differences between when these amounts are billed to our customers 
and when we recognize the associated expense may affect net income favorably or unfavorably on a temporary 
basis. However, there is no permanent effect on net income. 

Partially offsetting these increases was a $2 million decrease in operation and maintenance expense, excluding 
the provision for bad debt. The decrease was primarily attributable to a reduction in third-party costs for outsourced 
adminislrative and meter reading functions that were in-sourced during fiscal 2006 combined with overall cost 
containment efforts across the utility divisions. These decreases were partially offset by higher employee costs 
associated with increased headcount to fill positions that were previously outsourced to a third party and increased 
pension and postretirement costs resulting from changes in the assumptions used to determine our fiscal 2006 costs. 
Operation and maintenance expense for the six months ended March 3 1,2006 reflects the absence of $2.1 million of 
United Cities Gas merger and integration cost amortization, as these costs were fully amortized by December 2004. 
However, this decrease was offset by a $2 million charge recorded during the first quarter for Hurricane Katrina- 
related losses. 

The provision for doubtful accounts increased $6.1 million to $15.4 million for the six months ended March 3 1, 
2006, compared with $9.3 million in the prior-year period. The increase was primarily attributable to increased 
collection risk associated with higher natural gas prices. In the utility segment, the average cost of natural gas for the 
six months ended March 31, 2006 was $10.91 per Mcf, compared with $7.16 per Mcf for the six months cndcd 
March 3 1. 2005. 

Additionally, during the first quarter of fiscal 2006, the Mississippi Public Service Commission, in connection 
with the modification of our rate design described below under Recent Ratemaking Activity, decided to allow 
$2.8 million of deferred costs, which it had originally disallowed in its September 2004 decision. This ruling 
decreased our depreciation expense during the six months ended March 31, 2006. 

As a result of the aforementioned factors, our utility segment operating income for the six months ended 
March 31, 2006 decreased to $224 million from $228.3 million for the six months ended March 31, 2005. 

Interest charges 

Interest charges allocated to the utility segment for the six months ended March 31, 2006 increased to 
$61.9 million from $55.3 million for the six months ended March 31,2005. The increase was attributable to higher 
average outstanding short-term debt balances to fund natural gas purchases at significantly higher prices coupled 
with a 200 basis point increase in the interest rate on our $300 million unsecured floating rate Senior Notes due 2007 
due to an increase in the three-month LdBOR rate. These increases were parlially offset by $2.4 million of interest 
savings arising from the early payoff of $72.5 million of our First Mortgage Bonds in June 2005. 

Miscellaneous income for the six months ended March 31, 2006 remained unchanged compared to the six 
months ended March 31, 2005. However, the aforementioned $3.3 million charge recorded during the second 
quarter associated with an adverse regulatory ruling in our Mid-States Division was offset by an increase in 
intercompany interest income. 



Natural gas t?~arketiizg segmeizt 

Operating i i z c o ~  

Our natural gas marketing segment's gross profit margin for the six months ended March 31,2006 and 2005 is 
summarized as follows: 

Si Months Ended 
March 31 

2006 2005 - - 
(In thousands, except 

physical position) 

Storage Activities 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Realized margin. $ 36,883 $17,259 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  tlnrealized margin -- (21,05 1) (8,027) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total Storage Activities 15,832 9,232 
Marketing Activities 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Realized margin. 50,572 30,835 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Unrealized margin -- 3,892 (2,063) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total Marketing Activities -- 54,464 28,772 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Gross profit. -- $70,296 $38,004 -- 
Net physical position (Bcf) . . . . . . . . .  

Our natural gas marketing segment's gross profit margin was $70.3 million for the six months ended March 3 1, 
2006 compared to gross profit of $38 million for the six months ended March 3 1,2005. Gross profit margin from our 
natural gas marketing segment for the six months ended March 3 1,2006 included an unrealized loss of $1 7.2 million 
compared with an unrealized loss of $10.1 million in the prior-year period. Natural gas marketing sales volumes 
were 170.2 Bcf during the six months ended March 31, 2006 compared with 141 Bcf for the prior year period. 
Excluding intersegment sales volun~es, natural gas marketing sales volumes were 140.9 Bcf during the current year 
period compared with 126.9 Bcf in the prior year period. The increase in consolidated natural gas marketing sales 
volumes was primarily due to focusing our marketing efforts on higher margin opportunities partially ofrset by 
warmer-than-normal weather across our market areas. 

Our storage activities generated $15.8 million in gross profit margin for the six months ended March 31,2006 
compared to $9.2 million for the six months ended March 31, 2005. Increased realized margins in our storage 
operations were primarily due to our ability to capture more favorable arbitrage spreads that arose from increased 
market volatility. These increases were partially offset by an increase in the unrealized loss associated with these 
operations due to an unfavorable movement during the six months ended March 3 1,2006 in the forward natural gas 
prices used to value the financial hedges designated against our physical inventory and our fixed-price forward 
contracts. These results were magnified by an 11.1 Bcf increase in our net physical position at March 31, 2006 
compared to the prior-year period. As noted above, we have elected to exclude this forwardlspot differential from 
our hedge effectiveness assessment. We continually seek opportunities to increase the amount of our storage 
capacity. To the extent we obtain and utilize new capacity and experience price volatility, the amount of our 
unrealized storage contribution could increase in future periods. 

Our marketing activities generated $54.5 million for the six months ended March 31, 2006 compared with 
$28.8 million for the six months ended March 31,2005. This increase reflects increased realized margins coupled 
with a favorable unrealized margin variance compared with the prior-year period. The increase in our realized 
marketing operations was primariIy attributable to successfully capturing increased margins in certain market areas 
that experienced higher market volatility. The favorable unrealized margin variance was primarily due to favorable 
movement during the six months ended March 31,2006 in the forward natural gas prices associated with financial 
derivatives used in these activities. 



Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $1 1.7 million for the six 
months ended March 31, 2006 from $8.6 million for the six months ended March 31, 2005. The increase in 
operating expense primarily was attributable to an increase in personnel costs due to increased headcount and an 
increase in regulatory compliance costs. 

The improved gross profit margin partially offset by higher operating expenses resulted in an increase in our 
natural gas marketing segment operating income to $58.6 million for the six months ended March 31, 2006 
compared with operating income of $29.4 million for the six months ended March 31, 2005. 

Interest charges 

Interest charges allocated to the natural gas marketing segment for the six months ended March 31, 2006 
increased to $4.9 million from $1.1 million for the six months ended March 31,2005. The increase was attributable 
to higher average outstanding debt balances to fund natural gas purchases at significantly higher prices. 

Pipelii~e and storage segment 

Operating income 

Pipeline and storage gross profit increased to $85 million for the six months ended March 31, 2006 from 
$78.6 million for the six months ended March 31, 2005. Total pipeline transportation volumes were 297.9 Bcf 
during the six months ended March 31, 2006 compared with 288.9 Bcf for the prior year period. Excluding 
intersegment transportation volumes, total pipeline transportation volumes were 173 Bcf during the current year 
period compared with 1.57 Bcf in the prior-year period. The increase in pipeline and storage gross profit margin was 
primarily attributable to Atrnos Pipeline & Storage LLC capturing more favorable arbitrage spreads around its asset 
management contracts coupled with increased throughput on the Atmos Pipeline - Texas system and higher 
transportation and related services margins. These increascs were partially offset by the absence of one-time 
inventory sales realized in the prior-year period of approximately $3 million. 

Operating expenses increased to $37.3 million for the six n~onths ended March 31,2006 from $36 million for 
the six months ended March 31, 2005 due to higher employee benefit costs associated with the increase in 
headcount and increased pension and postretirement costs resulting from changes in the assumptions used to 
determine our fiscal 2006 costs. 

As a result of the aforementioned factors, our pipeline and storage segment operating income for the six 
months ended March 3 1, 2006 increased to $47.6 million from $42.6 million for the six months ended March 3 1 ,  
2005. 

Otlzer nonutility segment 

Operating income for this segment primarily reflects the leasing income associated with two sales-type lease 
transactions completed in 2001 and 2002 and was essentially unchanged for the six months ended March 31,2006 
compared with the prior-year period. 

Liquidity and Capital Resources 

Our working capital and liquidity for capital expenditures and other cash needs are provided from internally 
generated funds, borrowings under our credit facilities and commercial paper program. We believe that these 
sources of funds will provide the necessary working capital and liquidity for capital expenditures and other cash 
needs for the remainder of fiscal 2006. Additionally, from time to time, we raise funds from the public debt and 
equity capital markets to fund our liquidity needs. 



Capitalization 

The following table presents our capitalization as of March 31, 2006 and September 30, 2005: 
March 31, 2006 September 30,2005 

(In thousands, except percentages) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Short-term debt $ 262,315 6.3% $ 144,809 3.7% 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-term debt, 2,184,428 52.6% 2,186,368 55.6% 
. . . . . . . . . . . . . . . . . . . . . . . . . .  Shareholders' equity 1,706,291 41.1% 1,602,422 =/o 

. . . . . . .  Total capitalization, including short-term debt $4,153,034 - 100.0% $3,933,599 W/o - - 

Total debt as a percentage of total capitalization, including short-term debt, was 58.9 percent at March 31, 
2006, and 59.3 percent at September 30, 2005. The decrease in the debt to capitalization ratio was primarily 
attributable to current-year net income partially offset by an increase in our short-term debt borrowings to fund our 
natural gas purchases. Our ratio of total debt to capitalization is typically greater during the winter heating season as 
we make additional short-term borrowings to fund natural gas purchases and meet our working capital require- 
ments. Within two to four years, we intend to reduce our capitalizatiorl ratio to a target range of 50 lo 55 percent 
through cash flow generated from operations, continued issuance of new common stock under our Direct Stock 
Purchase Plan and Retirement Savings Plan, access to the equity capital markets and reduced annual maintenance 
and capital expenditures. 

Cash Flows 

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

Cash flows .from operutirtg activities 

Year-over-year changes in our operating cash flows are attributable primarily to changes in net income, 
working capital changes, particularly within our utility segment resulting from the impact of weather, the price of 
natural gas and the timing of customer collections, payments for natural gas purchases and deferred gas cost 
recoveries. 

For the six months ended Masch 31,2006, we realized a $148.4 million cash inflow from operating activities 
compared with a $400.1 million cash inflow from operations for the six months ended March 3 1,2005. Period over 
period, our operating cash flow was adversely impacted by significantly higher natural gas prices, which have 
increased the levels of accounts receivable, natural gas inventories, accounts payable and undercollected deferred 
gas costs recorded on our balance sheet as of March 31, 2006. Specifically, favorable movements in the market 
indices used to value our natural gas marketing segment risk management assets and liabilities reduced the amount 
that we were required to deposit in a margin account and therefore favorably affected operating cash flow by 
$84.4 million. However, the reduction in cash held on deposit in a margin account was offset by the following cash 
outflows: (i) $85.1 million arising from accounts rcceivable changes; (ii) $58.1 million arising from a twenty-four 
percent increase in our weighted average cost of gas held in inventory coupled with a 14.9 Bcf increase in natural 
gas stored underground; (iii) $83.9 million related to deferred gas costs arising from timing differences between 
when we purchase our natural gas and the period in which we can include this cost in our gas rates; and 
(iv) $102.8 million caused by the unfavorable timing of payments for accounts payable and other accrued liabilities. 
Finally, other working capital and other changes reduced operating cash flow by $6.2 million. The changes 
primarily related to a decrease in risk management assets and liabilities offset by various other working capital 
changes. 

Cash flolts ,from irzvestiltg activities 

During the last three years, a substantial portion of our cash resources was used to fund acquisitions, our 
ongoing construction program and improvements to information systems. Our ongoing construction program 



enables us to provide natural gas distribution services to our existing customer base, to expand our natural gas 
distribution services into new markets, to enhance the integrity of our pipelines and, more recently, to expand our 
intrastate pipeline network. In executing our current rate strategy, we are directing discretionary capital spending to 
jurisdictions that permit us to earn a return on our investment timely. Currently, our Mid-Tex, Louisiana, Mississippi 
and West Texas utility divisions and our Atmos Pipeline - Texas Division have rate designs that provide the 
opportunity to include in their rate base approved capital costs on a periodic basis without having to file a rate case. 

Capital expenditures for fiscal 2006 are expected to range from $400 million to $415 million. For the six 
months ended March 31,2006, we incurred $213.2 million for capital expenditures compared with $137.5 million 
for the six months ended March 31,2005. The increase in capital expenditures primarily reflects increased spending 
associated with our DallasFort Worth Metroplex North Side Loop project and other pipeline expansion projects in 
our Atmos Pipeline -Texas Division and various capital projects in our Mid-Tex Division. 

Ca~lz jbws fronz finalicirig activities 

For the six months ended March 31, 2006, our financing activities provided $76.5 million in cash compared 
with $1.7 billion provided in the prior-year period. Our significant financing activities for the six months ended 
March 31, 2006 and 2005 are summarized as follows. The adoption of SFAS 123(R) did not materially affect our 
cash flows from financing activities. 

In October 2004, we sold 16.1 million common shares, including the underwriters' exercise of their 
overallotment option of 2.1 million shares, under a new shelf registration statement declared effective in 
September 2004, generating net proceeds of $382 million. Additionally, we issued $1.39 billion of senior 
unsecured debt under our sheIf registration statement. The net proceeds from these issuances, combined with 
the net proceeds from our July 2004 offering were used to finance the acquisition of our Mid-Tex and Atmos 
Pipeline -Texas divisions and settle Treasury lock agreements, into which we entered lo fix the Treasury 
yield component of the interest cost of financing associated with $875 million of the $1.39 billion long-term 
debt we issued in October 2004 to fund the acquisition. 

During the six months ended March 31, 2006 we increased our borrowings under our credit facilities by 
$1 17.5 miliion. All amounts borrowed under our credit facilities were repaid during the six months ended 
March 31,2005. The increase reflects seasonal borrowings to fund natural gas purchases and the impact of 
higher gas prices. 

We repaid $2.2 million of long-term debt during the six months ended March 31, 2006 compared with 
$3.8 million during the six inonths ended March 31, 2005. The decreased payments during the current 
quarter reflected the timing of our various debt maturities. 

During the six months ended March 31, 2006 we paid $50.9 million in cash dividends compared with 
dividend payments of $49.2 million for the six months ended March 3 1,2005. The increase in dividencls paid 
over the prior-year period reflects the increase in our dividend rate from $0.62 per share during the six 
months cnded March 31, 2005 to $0.63 per share during the six inonths ended March 31, 2006 combincd 
with new share issuances under our various plans. 



During the six months ended March 31,2006 we issued 0.5 million shares of common stock which generated 
net proceeds of $12.1 million. The following table summarizes the issuances for the six months ended 
March 31, 2006 and 2005. 

Six Months Ended 
March 31 

2006 2005 

Shares issued: 
Retirement Savings Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  224,88 1 242,8 10 
Direct Stock Purchase Plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  206,762 240,9 10 
Outside Directors Stock-for-Fee Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,268 1,242 
Long-Tarn Incentive Plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  104,585 492,801 
Long-Term Stock Plan for Mid-States Division 300 - . . . . . . . . . . . . . . . . . . . .  
Publicoffering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 16,100,000 

. . .  Total shares issued 

Shelf Registration 

In August 2004, we filed a registration statement with the Securities and Exchange Commission (SEC) to 
issue, from time to time, up to $2.2 billion in new common stock andlor debt, which became effective on 
September 15,2004. In October 2004, we sold 16.1 million common shares and issued $1.4 billion in unsecured 
senior notes to partially finance the acquisition of our Mid-Tex and Atmos Pipeline -Texas divisions. After these 
issuances, we have approximately $401.5 million of availability remaining under the registration statement. 

Credit Facilities 

We maintain both committed and uncommitted credit facilities. Borrowings under our uncommitted credit 
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the amount 
of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our short-term 
borrowing requirements, which are typically highest during colder winter months. Our working capital needs can 
vary significantly due to changes in the price of natural gas charged by suppliers and the increased gas supplies 
required to meet customers' needs during periods of cold weather. Our cash needs for working capital have 
increased substantially as a result of the significant increase in the price of natural gas. 

In October 2005, our $600 million 364-day committed credit facility expired and was replaced with a new 
$600 million three-year revolving credit facility that became effective October 18, 2005. In addition, on 
November 10, 2005, we entered into a new $300 million 364-.day revolving credit facility with substantially 
the same terms as our $600 million credit facility. 

On November 28,2005, AEM amended its uncommitted demand working capital credit facility to increase the 
amount of credit available from $250 million to a maximum of $580 million. On March 31,2006, AEM amended 
and extended this uncommitted demand working capital credit facility to March 31,2007. At March 3 I, 2006, there 
were no borrowings outstanding under this facility. 

On April 1, 2006, our $18 million committed unsecured credit facility was renewed for one year with no 
material changes to its terms and pricing. There were no borrowings outstanding under this facility at March 31, 
2006. 

As of March 31,2006, the amount available to us under our credit facilities, net of outstanding letters of credit, 
was $850.2 million. We believe these credit facilities, combined with our operating cash flows will be sufficient to 
fund our increased working capital needs. These facilities are described in further detail in Note 4 to the condensed 
consolidated financial statements. 



Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to the cost 
of such financing. In determining our credit ratings, the rating agencies consider a number of quantitative factors, 
including debt to total capitalization, operating cash flow relative to outstanding debt, operating cash flow coverage 
of intcrest and pension liabilities and funding status. In addition, the rating agencies consider qualitative factors 
such as consistency of our earnings over time, the quality of our management and business strategy, the risks 
associated with our utility and nonutility businesses and the regulatory structures that govern our rates in the states 
where we operate. 

Our debt is rated by three rating agencies: Standard & Poor's Corporation (S&P), Moody's Investors Service 
(Moody's) and Fitch Ratings, Ltd. (Fitch). Our current debt ratings are all considered investment grade and are as 
follows: 

S&P Moody's Fitch - - -  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  L,ong-term debt BBB Baa3 BBB+ 

Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A-2 P-3 F-2 

Currently, with respect to our long-term debt, S&P and Moody's maintain their stable outlook. Additionally, 
during the second quarter of fiscal 2006, Fitch upgraded their outlook from negative to stable. None of our ratings 
are currently under review. 

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

Debt Covena~zts 

We were in compliance with all of our debt covenants as of March 31,2006. Our debt covenants are described 
in Note 4 to the condensed consolidated financial statements. 

Contractual Obligations and Commercial Commitments 

Significant commercial commitments are described in Note 8. There were no significant changes in our 
contractual obligations and commercial commitments during the six months ended March 31, 2006. 

Risk Ma~zagernent Activities 

We conduct risk management activities through both our utility and natural gas marketing segments. In our 
utility segment, we use a combination of storage, fixed physical contracts and fixed financial contracts to reduce our 
exposure to unusually large winter-period gas price increases. In our natural gas marketing segment, we manage our 
exposure to the risk of natural gas price changes and lock in our gross profit margin through a combination of 
storage and financial derivatives, including futures, over-the-counter and exchange-traded options and swap 
contracts with counterparties. To the extent our inventory cost and actual sales and actual purchases do not correlate 
with the changes in the market indices we use in our hedges, we could experience ineffectiveness or the hedges may 
no longer rneet the accounting requirements for hedge accounting, resulting in the derivatives being treated as mark 
to market instruments through earnings. 



We record our derivatives as a component of risk management assets and liabilities, which are classified as 
current or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially all of 
our derivative fillancia1 instruments are valued using external market quotes and indices. The following tables show 
the components of the change in the fair value of our utility and natural gas marketing commodity derivative 
contracts for the three and six months ended March 31, 2006 and 2005: 

Three Months Ended Three Months Ended 
March 31,2006 - March 31,2005 

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

. . . .  Fair value of contracts at beginning of period $ 38,273 $(59,368) $(9,412) $ 5,214 
. . . . . . . . . . . . . . . . .  Contracts realizedtsettled (3,057) 50,691 (6,276) (4,907) 

Fair value of new contracts. . . . . . . . . . . . . . . .  (2,659) (1 73) - - 
. . . . . . . . . . . . . . . . . .  Other changes in value. (20,205) 5,263 40,228 (6,203) 

Fair value of contracts at end of period. . . . . . . . .  

Six Months Ended Six Months Ended 
March 31,2006 March 31,2005 

Natural Gas Natural Gas 
Utility -- Marketing Utility Marketing 

(In thousands) 

Fair value of contracts at beginning of period . . $ 93,310 $(61,898) $ (8,612) $ 13,018 
Contracts realizedlsettled . . . . . . . . . . . . . . . .  26,898 23,022 (45,397) (16,534) 
Fair value of new contracts . . . . . . . . . . . . . .  (4,760) - (2,854) 

8 1,230 . . . . . . . . . . . . . . . . .  Other changes in value (103,096) 35,462 (2,380) 

. . . . . . .  Fair value of contracts at end of period $ 12,352 $ (3,414) $ 24,367 $ (5,896) --- 
The fair value of our utility and natural gas marketing derivative contracts at March 31, 2006, is segregated 

below by time period and fair value source: 

Fair Value,of Contracts nt March 31, 2006 
Maturity in Years 

Greater Total Fair 
Source of Fair Value Less than 1 1 3  -- 4-5 than 5 Value . 

(In thousands) 

Prices actively quoted. . . . . . . . . . . . . . . . . . . .  $ 6,607 $(1,396) $- $- $5,211 
Prices provided by other external sources . . . . .  4,492 (196) - - 4,296 
Prices based on models and other valuation 

methods . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (300) (269) = - (569) - 

. . . . . . . . . . . . . . . . . . . . . . . .  Total Fair Value $10,799 $(1,861) $-- $- $8,938 - - -  - - 

Storage and Hedging Outlook 

AEM participates in transactions in which i t  seeks to find and profit from pricing differences that occur over 
time. AEM purchases physical natural gas and then sells financial contracts at advantageous prices to lock in a gross 
profit margin. AEM is able to capture gross profit margin through the arbitrage of pricing differences in various 
locations and by recognizing pricing differences that occur over time. 

Natural gas inventory is marked to market at the end of each month with changes in fair value recognized as 
unrealized gains and losses in the period of change. Effective October 1,2005, the Company changed its mark to 
market measurement from Inside FERC to Gas Daily to better reflect the prices of our physical commodity. This 
change had no material impact to the Conipany on the date of adoption. Derivatives associated with our natural gas 
inventory, which are designated as fair value hedges, are marked to market each month based upon the NYMEX 



price with changes in fair value recognized as unrealized gains and losses in the period of change. The changes in 
the difference between the indices used to mark to market our physical inventory (Gas Daily) and the relatcd fair- 
value hedge (NYMEX) is reportcd as a component of revenue and can result in volatility in our reported nct income. 
Over time, gains and losses on the sale of storage gas inventory will be offset by gains and losses on the fair-value 
hedges; therefore, the economic gross profit AEM captured in the original transaction remains essentially 
unchanged. 

AEM continually manages its positions to enhance the future econoinic profit it captured in the original 
transaction. Therefore, AEM may change its scheduled injection and withdrawal plans from one time period to 
another based on market conditions or adjust the amount of storage capacity it holds on a discretio~lary basis in an 
effort to achieve this objective. AEM monitors the impacts of these profit optimization efforts by estimating the 
forecasted gross profit margin that it captured through the purchase and sale of physical natural gas and the 
associated financial derivatives. The forecasted gross profit margin, less the effect of unrealized gains or losses 
recognized in the financial statements, provides a measure of the net increase or decrease in the gross profit margin 
that could occur in future periods if AEM's optixnizatio~l efforts are fully successful. 

As of March 31, 2006, based upon AEM's derivatives position and inventory withdrawal schedule, the 
forecasted gross profit margin was approximately $30.8 million. Approximately $35.8 million of net unrealized 
losses were recorded in the financial statements as of March 31,2006. Therefore, the projected increase in future 
gross profit margin is approximately $66.6 million. 

The forecasted gross profit margin calculation is based upon planned injection and withdrawal schedules, and 
the realization of the forecasted gross profit margin is contingent upon the execution of this plan, weather and other 
execution factors. Since AEM actively manages and optimizes its portfolio to enhance the future profitability of its 
storage position, it may change its scheduled injection and withdrawal plans from one time period to another based 
on market conditions. Therefore, we cannot assure that the forecasted gross profit margin or the projected increase 
in future gross profit margin calculated as of March 31, 2006 will be fully realized in the future or in what time 
period. Further, if we experience operational or other issues which limit our ability to optimally manage our stored 
gas positions, permanent impacts on earnings may result. 

Pension and Postretirement Benefits Obligations 

For the six months ended March 3 1,2006 and 2005 our total net periodic pension and other benefits cost was 
$25 million and $18.2 million. All of these costs are recoverable through our gas utility rates; however, a portion of 
these costs is capitalized into our utility rate base. The remaining costs are recorded as a component of operation and 
maintenance expense. 

The increase in total net periodic pension and other benefits cost during the current-year period compared with 
the prior-year period primarily reflects changes in assumptions we made during our annual pension plan valuation 
completed June 30, 2005. The discount rate used to compute the present value of a plan's liabilities generally is 
based on rates of high-grade corporate bonds with maturities similar to the average period over which the benefits 
will be paid. In the period leading up to our June 30, 2005 measurement date, these interest rates were declining, 
which resulted in a 125 basis point reduction in our discount rate to 5.0 percent. This reduction has the effect of 
increasing the present value of our plan liabilities and associated expenses. Additionally, we reduced the expected 
return on our pension plan assets by 25 basis points to 8.5 percent, which also has the effect of increasing our 
pension and postretirement benefit cost. 

During the six months ended March 31,2006, we did not make a voluntary contribution to our pension plans. 
However, we contributed $5.3 million to our other postretirement plans and we expect to contribute a total of 
approximately $12 million to these plans during fiscal 2006. 



OPERATING STATISTICS AND OTHER INFORMATION 

The following tables present certain operating statistics for our utility. natural gas marketing. pipeline and 
storage and other nonutility segments for the three and six-month periods ended March 31. 2006 and 2005 . 

Utility Sales and Statistical Data 
Three Months Ended Six Months Ended 

March 31 March 31 
2006 2005 2006 2005 .. 

METERS IN SERVICE. end of period 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.929. 613 2.884. 807 2.929. 613 2.884. 807 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  278. 657 279. 194 278. 657 279. 194 
Iridustrial 3. 070 2. 789 3. 070 2. 789 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Agricultural 9. 152 10. 070 9. 152 10. 070 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Public-authority and other . . . . . . . . . . . . . . . . . . .  8. 216 8. 752 8. 216 8. 752 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  Total meters 3.228. 708 3.185. 612 3.228. 708 3.185. 612 

INVENTORY STORAGE BALANCE - Bcf . . . . .  38.8 35.1 38.8 35.1 

HEATING DEGREE DAYS"' 
Actual (weighted average) . . . . . . . . . . . . . . . . . . .  1. 330 1. 422 2. 387 2. 415 
Percent of normal . . . . . . . . . . . . . . . . . . . . . . . . .  84% 90% 88% 89% 

UTILITY SALES VOI. UMES - M M C ~ ' ~ )  
Gas sales volumes 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Commercial 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Industrial 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Agricultural 

. . . . . . . . . . . . . . . . . . .  Public authority and other 

Total gas sales volumes . . . . . . . . . . . . . . . . . . .  
Utility transportation volumes . . . . . . . . . . . . . . . . . .  
Total utility throughput . . . . . . . . . . . . . . . . . . . . . . .  
UTILITY OPERATING REVENUES (000's)'~' 
Gas sales revenues 

Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Commercial 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Industrial 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Agricultural 

Public-authority and other . . . . . . . . . . . . . . . . . . .  
Total utility gas sales revenues . . . . . . . . . . . . . .  

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

Total utility operating revenues . . . . . . . . . . .  
IJtility average transportation revenue per Mcf . . . . .  
Utility average cost of gas per Mcf sold . . . . . . . . .  

See footnotes following these tables . 





In April 2006, Atnlos Pipeline-Texas made a GRIP filing to include in rate base approximately $22.1 million of' 
capital expenditures incurred during calendar year 2005, which should result in additional annual revenues of 
approximately $3.4 million. 

Atmos Energy Colorado/Kansas Division. In December 2005, Atmos filed its second annual ad valorem tax 
surcharge for $1.6 million. The surcharge is designed to collect Kansas property taxes in excess of the amount 
included in Atmos' most recent general rate case. We began to bill this surcharge in January 2006. 

At~nos Energy Kentzrcky Division. In February 2005, the Attorney General of the State of Kentucky filed a 
complaint at the Kentucky Public Service Commission (KPSC) alleging that our present rates are producing 
revenues in excess of reasonable levels. We answered the complaint and filed a Motion to Disrniss with the KPSC. 
On February 2, 2006, the KPSC issued an Order denying our Motion to Dismiss and on March 3, 2006 set a 
procedural schedule for the case. The Attorney General is currently conducting discovery. A hearing should be 
scheduled for early 2007. We believe that the Attorney General will not be able to detnonstrate that our present rates 
are in excess of reasonable levels. 

At~nos Energy Lmuisiana Division. During the second quarter of fiscal 2005, the Louisiana Division 
implemented a rate increase in its LGS service area. This increase resulted from our Rate Stabilization Clause (RSC) 
filing in 2004 and is sub,ject to refund, pending the final resolution of that filing. As the rate increase is subject to 
refund, we have not recognized the effects of this increase in our results of operations during the first six months of 
fiscal 2006. As of March 31, 2006, the total amount of the deferred rate increase subject to final approval is 
approximately $6 million. 

In September 2005, the Louisiana Public Service Commission (LPSC) consolidated several then-existing 
dockets. These dockets included a separate proceeding for the renewal of the RSC for each of the LGS and 
TransLa Gas service areas; resolution of the outstanding 2003 RSC filing for the LGS service area; and our request 
for approval of a decoupling mechanism to stabilize margins in both the LGS and TransLa Service areas. The 
Company and the LPSC Staff have been engaged in negotiations and have reached an agreement resolving all of the 
issues in the consolidated docket. A stipulation was filed with the LPSC in May 2006. The settlement provides for, 
among other things, a modified Weather Normalization Adjustment which provides for partial decoupling, renewal 
of the RSC for both the LGS and TransLa service areas with provisions that will reduce regulatory lag and a refund 
to customers of approximately $0.4 million for the LGS service areas. The LPSC should consider the settlement in 
late May 2006. 

At~nos Energy Mid-States Division. During the third quarter of fiscal 2005, Atmos filed a rate case in its 
Georgia service area seeking a rate increase of $4 million. In December 200.5, the Georgia Public Service 
Commission (GPSC) approved a $0.4 million increase. In January 2006, we filed an appeal of the GPSC's decision 
in the Superior Court of Fulton County. We are currently awaiting a procedural schedule from the Court to hear the 
appeal. 

On April 7,2006, Atrnos filed a rate case in its Missouri service area seeking a rate increase of $3.4 million. We 
are currently answering data requests from the Missouri staff. 

In March 2006, we received notification from the Tennessee Regulatory Authority (TRA) that it disagreed with 
the way we calculated amounts under its performance-based rate mechanism, which resulted in a $3.3 million 
charge during the second quarter of fiscal 2006. We believe the original calculations were correct, and we will 
appeal the TRA's decision. 

In November 2005, we received a notice from the TRA that it was opening an investigation into allegations by 
the Consumer Advocate Division of the Tennessee Attorney General's Office that we are overcharging customers in 
parts of Tennessee by approximately $10 million per year. We have responded to numerous data requests from the 
TRA Staff. On April 24,2006, the TRA Staff filed a Report and Recommendation in which it recommended that the 
TRA convene a contested case procedure for the purpose of establishing a fair and reasonable return. The TRA is 
scheduled to consider the Staff's recommendation on May 15, 2006. We believe that we are not overcharging our 
customers, and we intend to participate fully in the investigation. 



Atnzos Energy Mid-Tex Division. In September 2005, the Mid-Tex Division made a GRIP filing to include in 
rate base approximately $29.4 million of distribution capital expenditures incurred during calendar year 2004, 
which should result in additional revenues of approximately $6.7 million. The RRC approved this filing in January 
2006, and these new charges were included in the monthly customer charge beginning in February 2006. 

In March 2006, the Mid-Tex Division made a GRIP filing to include in rate base approximately $63.6 million 
of distribution capital expenditures incurred during calendar year 2005, which should result in additional annual 
revenues of approximately $12.1 million. This filing has a proposed implementation date of May 30, 2006. 

On September 1,2005, the Mid-Tex Division filed its annual gas cost reconciliation with the RRC. The filing 
reflects approximately $14 million in refunds of amounts that were overcollected from customers between July 1, 
2004 and June 30,2005. The Mid-Tex Division refunded substantially all of the overcollected amounts to customers 
between December 2005 and March 2006 to help offset higher gas costs for residential, commercial and industrial 
customers. Refunds are expected to be finalized in April 2006. 

In August 2005, we received a "show cause" order from the City of Dallas, which requires us to provide 
information that demonstrates good cause for showing that our existing distribution rates charged to customers in 
the City of Dallas should not be reduced. In addition, during the f ist  quarter of fiscal 2006, approximately 80 other 
cities in the Mid-Tex Division passed resolutions requesting that we "show cause" why existing distribution rates 
are just and reasonable and required a filing by us on a system-wide basis. We filed our response to these orders 
during the first quarter of fiscal 2006. Discovery has been conducted by the City of Dallas and the other cities. The 
80 cities that acted in the first quarter of fiscal year 2006 have begun adopting resolutions requiring a reduction in 
the Mid-Tex Division's residential and commercial rates. We will be appealing these city actions to the RRC where 
we believe that we will be able to delnonstrate that our rates are just and reasonable. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the RRC. This 
proceeding involves a prudency review of gas purchases totaling $2.2 billion made by the Mid-Tex Division from 
November 1,2000 through October 31,2003. A hearing on this matter was held before the RRC in June 2005. Briefs 
have been exchanged, and we are currently waiting for a decision from the RRC. 

Atntos Energy Mississippi Division. Through the first quarter of fiscal 2005, the Mississippi Public Service 
Commission (MPSC) required that we file for rate adjustments every six months. Rate filings were made in May and 
November of each year and the rate adjustments typically became effective in the following July and January. 

Effective October 1,2005, our rate design was modiried to substitute the original agreed-upon benchmark with 
a sharing mechanism to allow the sharing of cost savings above an allowed return on equity level. Further, we 
moved from a semi-annual filing process to an annual filing process. Additionally, our WNA period now begins on 
November 1 instead of November 15, and will end on April 30 instead of May 15. Also, we now have a fixed 
monthly customer base charge which makes a portion of our earnings less susceptible to variations in usage. We will 
make our first annual filing under this new structure in September 2006. 

In September 2004, the MPSC originally disallowed certain deferred costs totaling $2.8 million. In connection 
with the modification of our rate design described above, the MPSC decided to allow these costs, and we included 
these costs in our rates in October 2005. 

Atmos Energy West Texas Division. In September 2005, Atmos made a GRIP filing to include in rate base 
approximately $22.6 million of distribution capital cosls incurred during calendar year 2004, which should result in 
additional annual revenues of approximately $3.8 million. The filings were approved for all jurisdictions except for 
the inside city limits customers in the West Texas service area, who rejected the filings. We filed an appeal of such 
matters with the RRC, which appeal was granted by the RRC in March 2006. New charges for the approved filings 
will be included in the monthly customer charge beginning May 1, 2006. 

In January 2006, the Lubbock, Texas City Council passed a resolution requiring Atmos to submit copies of all 
documentation necessary for the city to review the rates of Atmos' West Texas Division to ensure they are just and 
reasonable. The requested information was provided to the city on February 28, 2006. We believe that we will be 
able to ultimately demonstrate to the City of Lubbock that our rates are just and reasonable. 



RECENT ACCOUNTING DEVELOPMENTS 

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

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

We are exposed to risks associated with commodity prices and interest rates. Commodity price risk is the 
potential loss that we may incur as a result of changes in the fair value of a particular instru~nent or commodity. 
Interest-rate risk results from our portfolio of debt and equity instruments that we issue to provide financing and 
liquidity for our business activities. 

We conduct risk management activities through both our utility and natural gas marketing segments. In our 
utility segment, we use a combination of storage, fixed physical contracts and fixed financial contracts to protect us 
and our customers against unusually large winter period gas price increases. In our natural gas marketing segment, 
we manage our exposure to the risk of natural gas price changes and lock in our gross profit margin through a 
combination of storage and financial derivatives including futures, over-the-counter and exchange-traded options 
and swap contracts with counterparties. Our risk management activities and related accounting treatment are 
described in further detail in Note 3 to the condensed consolidated financial statements. Additionally, our earnings 
are affected by changes in short-term interest rates as a result of our issuance of short-term commercial paper, the 
issuance of floating rate debt and our other short-term borrowings. 

Commodity Price Risk 

Utility segnterzt 

We purchase natural gas for our utility operations. Substantially all of the cost of gas purchased for utility 
operations is recovered from our customers through purchased gas adjustment mechanisms. However, our utility 
operations have commodity price risk exposure to fluctuations in spot natural gas prices related to purchases for 
sales to our nonregulated energy services customers at fixed prices. 

For our utility segment, we use a sensitivity analysis to estimate commodity price risk. For purposes of this 
analysis, we estimate commodity price risk by applying a hypothetical 10 percent increase in the portion of our gas 
cost related to fixed-price nonregulated sales. Based on projected nonregulated gas sales for the remainder of fiscal 
2006, a hypothetical 10 percent increase in fixed prices, based upon the March 31,2006 three-month market strip, 
would increase our purchased gas cost by approximately $2.8 million for the remainder of fiscal 2006. 

Natural gas marketing and pipelirte and storage segrneltts 

Our natural gas marketing segmcnt is also exposed to risks associated with changes in the markct price of 
natural gas. For our natural gas marketing segment, we use a sensitivity analysis to estimate commodity price risk. 
For purposes of this analysis, we estimate commodity price risk by applying a $0.50 change in the forward NYMEX 
price to our net open position (including existing storage and related financial contracts) at the end of each period. 
Based on AEH's net open position (including existing storage and related financial contracts) at March 31,2006 of 
0.3 Bcf, a $0.50 change in the forward NYMEX price would have had less than a $0.1 million impact on our 
consolidated net income. 

However, changes in the difference between the indices used to mark to market our net physical inventory (Gas 
Daily) and the related fair-value hedge (NYMEX) can result in volatility in our reported net income; but, over time, 
gains and losses on the sale of storage gas inventory will be offset by gains and losses on the fair-value hedges. 
Based upon our net physical position at March 31, 2006 and assuming our hedges would still qualify as highly 
effective, a $0.50 change in the difference between the Gas Daily and NYMEX indices could impact our reported 
net income by approximately $7.8 million. 

Interest Rate Risk 

Our earnings are exposed to changes in short-term interest rates associated with our short-term commercial 
paper program and other short-term borrowings. We use a sensitivity analysis to estimate our short-term interest rate 
risk. For purposes of this analysis, we estimate our short-term interest rate risk as the difference between our actual 
interest expense for the period and estimated interest expense for the period assuming a hypothetical average one 



percent increase in the interest rates associated with our short-term borrowings. Had interest rates associated with 
our short-term borrowings increased by an average of one percent, our interest expense would have increased by 
approximately $4 million during the six months ended March 31, 2006. 

We also assess market risk for our fixed and floating rate long-term obligations. We estimate market risk for 
our long-term obligations as the potential increase in fair value resulting from a hypothetical one percent decrease in 
interest rates associated with these debt instruments. Fair value is estimated using a discounted cash flow analysis. 
Assuming this one percent hypothetical decrease, the fair value of our long-term obligations would have increased 
by approximately $134.8 million. 

As of March 31,2006 we were not engaged in other activities that would cause exposure to the risk of material 
ealnings or cash flow loss due to changes in interest rates or market commodity prices. 

Item 4. Coiztrols aitd Procedures 

As indicated in the certifications in Exhibit 31 of this report, the Company's Chief Executive Officer and Chief 
Financial Officer have evaluated the Company's disclosure controls and procedures as of March 3 1,2006. Based on 
that evaluation, these officers have concluded that the Company's disclosure controls and procedures are effective 
in ensuring that material information required to be disclosed in this quarterly report is accumulated and 
communicated to our management, including our principal executive and principal financial officers, as 
appropriate, to allow timely decisions regarding required disclosure. In addition, there were no changes during 
the Company's last fiscal quarter that materially affected, or are reasonably likely to ~naterially affect, the 
Company's internal control over financial reporting. 

PART 11. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the six months ended March 3 1,2006, there were no material changes in the status of the litigation and 
environmental-related matters that were disclosed in Note 13 to our annual report on Form 10-K for the year ended 
September 30, 2005. We continue to believe that the final outcome of such litigation and environmental-.related 
matters or claims will not have a material adverse effect on our financial condition, results of operations or net cash 
flows. 

Item 4. Subnzission of Matters to a Vote of Security Holders 

At the Annual Meeting of Shareholders of Atmos Energy Corporation on February 8,2006,68,617,301 votes 
wcre cast as follows: 

Votes Votes 
For Withheld 

Class I1 Directors: 
Richard W. Cardin. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,005,089 1,612,212 
Thomas C. Meredith . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  66,612,547 2,004,754 
Nancy K. Quinn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  66,634,678 1,982,623 
Stephen R. Springer. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,283,213 1,334,088 
Richard Ware II. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64,904,567 3,712,734 

The other directors will continue to serve until the expiration of their terms. The term of the Class I directors, 
Travis W. Bain 11, Dan Busbee, Richard K. Gordon and Gene C. Koonce, will expire in 2008. The term of the Class 11 
directors, Richard W. Cardin, Thomas C. Meredith, Nancy K. Quinn, Stephen R. Springer and Richard Ware I1 will 
expire in 2009. The term of the Class III directors, Robert W. Best, Thomas J. Garland, Phillip E. Nichol and Charles 
K. Vaughan, will expire in 2007. 

Item 6. Exhibits 

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

Case No. 2005-00057 
DR Item 8 

Witness: Tom Petersen 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
In the same format and detail as Atmos Energy Corporation - Kentucky's response to FR 
10(9)(h)11 in Case No. 99-070, provide Atrnos Energy Corporation's actual monthly 
capital structure for each month of the test year and the available actual months after 
September 2005, the fiscal year prior to the test year and as projected for fiscal years 
2006 and 2007. 

Response: 

In accordance wit11 the Commission's Order in this Case, dated May 9, 2006, the 
Colllpany is providing the attached inibnl~ation for the test year, the fiscal year prior to 
tlle test year and the actual months after tlle test year through Mal-ch 2006. 



Capital Structure Summary 

Line 
No. Atmos Corporation 

Shareholders Equity: 

Atmos Energy Corporation 
Kentucky 
Case No. 2005-00057 
DR date 3-14-06 Item 8 

REVISED in accordance with KPSC Order dated 5/22/06 
REPLACEMENT Attachment 

Common Stock $ 314,067 $ 394.570 $ 394.959 $ 396.302 $ 396.305 $ 396.305 $ 399,400 $ 399,403 
Additional Paid in Capital 1,005,644,409 1.374.912.086 1,389,408,534 1,393,249,894 1,395.902.743 1.402.922.137 1,408.721.153 1.410,689,144 
Retained Earnings 122.539.108 142.029.456 142.029.456 142.029.456 142,029.456 142,029.456 142,029,456 142.029.456 
Accum. Other Comprehensive Income (14,529,156) (14,504.851) (20,877,120) (31.675.475) (25.688.339) (22.719.595) (17,770,273) (24.172.172) 
Current Year Net Income 86,226.591 5.149.283 26.344.41 9 59,598,882 99.61 1.393 121.337.453 148.101.292 154.796.752 
Dividends (66,736,243) 0 (24.521.073) (24,521.073) (24,521.073) (49.21 0,456) (49,210,456) (49.210:456) 

Total Shareholders Equity 1,133,458,776 1.507.980.544 1,512.779.175 1.539.077.986 1.587.730.485 1,594,755,300 1,632'270,572 1,634.532.127 

Long term Debt (including curr maturities) 867,218,846 2,268,425,539 2.266.969.419 2,261,069,589 2.260.878.109 2.260.794.307 2,260.704.171 2.260,613.460 
Total capitalization 2,000,677,622 3,776,406.083 3,779.748.594 3.800.147.575 3,848,608,594 3,855.549.607 3,892,974,743 3,895,145,587 

Short term debt 
Total 

ASSUMPTIONS: 

I. All numbers are actuals. 



Capital Structure Summary 
Atmos Energy Corporation 
Kentucky 
Case No. 2005-00057 
DR date 3-14-06 Item 8 

REVISED in accordance with KPSC Order dated 5/22/06 
REPLACEMENT Attachment 

Line 
No. Atmos Comoration 

5131105 6/30/05 7131105 8/31/05 9/30/05 10/31/05 11130105 12/31/05 
Shareholders Equity: 
Common Stock $ 400,008 $ 401.259 $ 401,785 $ 402,129 $ 402.697 $ 402.948 $ 403,759 $ 404.264 
Additional Paid in Capital 1,412,469,545 1.416.327.150 1,419,677,972 1,422,078,324 1.426.523.217 1,428,326,540 1,430,867,713 1,434,044,310 
Retained Earnings 142,029,456 142,029,456 142,029,456 142.029.456 142.029.456 478,836,534 178,836.534 478,836,534 
Accum. Other Comprehensive Income (26.278.233) (21,286,578) (18,408,187) (10.698.132) (3.340.581) (18,064,936) (23,095,328) (26.138.590) 
Current Year Net Income 149.543.928 152.587.148 152,486,359 146.452.148 135,784,729 16.404.81 5 36,076,399 71.026.899 
Dividends (74,047.466) (74,0481173) (74,048,173) (98,977.652) (98,977,652) 0 125,429,048) (25.429.048) 

Total Shareholders Equity 1,604.1 17.238 1.616.010.262 1,622,139,212 1.601.286,273 1,602,421,866 1,605.908.901 1,597,660.029 1,632,744,369 

Long term Debt (including cum maturities) 2,259,497,169 2,186,880,299 2,186,722,368 2,186,461,202 2,186,367,572 2,786,273,350 2,184,928,534 2,184,783,121 
Total capitalization 3.863.614.407 3,802,890,561 3.808.861.580 3,787,747,475 3,788,789,438 3,792.182.251 3,782,588,563 3.817.527.490 

Short term debt 
Total 

ASSUMPTIONS: 

1. All numbers are actuals. 



Capital Structure Summary 

Line 
No. Atmos Corporation 

Shareholders Eauitv: 

Atmos Energy Corporation 
Kentucky 
Case No. 2005-00057 
DR date 3-14-06 Item 8 

REVISED in accordance with KPSC Order dated 5/22/06 
REPLACEMENT Attachment 

. . 
Common Stock $ 404,614 $ 404.828 $ 405.386 
Additional Paid in Capital 1.440.932.413 1,443.842.625 1,447,733,683 
Retained Earnings 178,836,534 178,836,534 178,836.534 
Accum. Other Comprehensive Income (28.81 5.022) (45.700.61 5) (29,574,752) 
Current Year Net Income 108,077,154 151,392.075 159,823.120 
Dividends (25.429.048) (50,933,257) (50,933,257) 

Total Shareholders Equity 1,674.006.645 1,677,842.190 1.706.290.714 

Long term Debt (including curr maturities) 2,184,621 $32 2.184.525.017 2,184,427,797 
Total capitalization 3,858,628,277 3,862,367,207 3,890,718.51 1 

Short term debt 460,001,996 466.770.750 262.31 5,049 
Total $ 4,318,630.273 $ 4,329.137.957 $ 4,153,033,560 

ASSUMPTIONS: 

&1. All numbers are actuals. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item1 1 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide the Monthly Statements of Income (for Atmos Energy Corporation - ICY) 
for months of December 2002,2003,2004 and 2005; for each month in the test year 
ended 9130105; and for the available months after 9130105. In addition, continue to update 
the response to this request as additional actual Monthly Statements of Income become 
available. 

Response: 

In accordance with the Co~l~mission's Order in this Case, dated May 9, 2006, the 
Colnpa~ly is providing Montllly Stateme~lts of Income for the test year ending September 
2005, and lor each montll subseq~ient to the test year tl~rough Marc11 2006. The 
information is included in the response to DR Item 1. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 12 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide the Monthly Balance Sheet statements (for Atmos Energy Corporation- 
KY) for the months of December 2002,2003,2004 and 2005; for each month in the test 
year ended 9130105; and for the available months after 9130105. In addition, continue to 
update the response to this request as additional actual Monthly Balance Sheet statements 
become available. 

Response: 

111 accorda~lce with the Co~nmissio~-I's Order in this Case, dated May 9, 2006, the 
Company has provided the requested i~lfonnation for each month of the test year elidilig 
September 2005, and for each month subsequent to the test year tliroug1-1 Marc11 2006. 
The inforiiiatio~~ is included ill the respoilse to DR Item 1. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 16 

Witness: Greg Waller 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide the following information: 

a. In the same format as per FR10(9)(d) in Case No. 99-070, provide Atmos Energy 
Corporation-KY's (AFiC-KY's) Annual and monthly budgeted income statement for 
the test year ended 9/30/05, and the 12-month period prior to the test year and the 12- 
month period following the test year. 

Response: 
111 accordance with the Com~iiission's Order in this Case, dated May 9, 2006, the 
Coml.~ai~y is providing the requested iiifonnatio~~ for fiscal year 2004 and fiscal year 200.5 
(the test year), and for the first two quarters of fiscal year 2006 ( t l~ro~~gl l  Marc11 2006) 
on a Excel spreadsheet attacliment. 

b. A comparison between AFiC-KY's actual annual and monthly income statement for 
the test year ended 9/30/05 and the 12-month period prior to the test year versus the 
annual and monthly budgeted income statements for the corresponding fiscal years, 
including explanations for any major variances. 

Response: 
See the above response, and refere~ice the attached Excel spreadsheet. 



Atrnos Energy-Kentucky 

INCOME STATEMENT 
Operating Revenues: 

Gas service revenue 
Transportation 
Other revenue 

Total Operating Revenues 

Purchase gas 
Gross Profit 

Operating expenses: 
Direct 0 & M 
Share Services Billing 
Depreciation and Amortization 
Taxes - other than income 
Provision for income taxes 

Total operating expenses 

Operating income(loss) 

Other income: 
Merchandising 
lnterest and dividends 
Other non-operating inclexp 
PBR 

Total other income 

Case No. 2005-00057 
DR Item 16 

FY 2006 (Oct 2005 - Mar 2006) - Budget 

Oct Nov Dec Jan Feb Mar Total 

Interest charges: 

Total interest charges 

Net income 





Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 18 

Witness: Chris Forsythe 
Revised 

Data Request: 
Please provide the following information: 

a. In the same format and detail as per FR 10(9)(h)2 in Case No. 99-070, provide Atmos 
Energy Corporation-KY's (AEC-KY's) actual annual balance sheets for fiscal years 
1999 through 2005 and as forecasted for fiscal years 2006 and 2007. 

Response: 

In accorda~lce with tlle Conl~ilissio~-~'s Order in this Case, dated May 9, 2006, the 
Compai~y is providi~ig the requested informati011 for fiscal year 2004 and fiscal year 2005 
(the test year). The infor~liation is included in the response to DR Item 1. At~llos does 
not prepare budgeted balance sheets. 

b. A comparison between AEC-KY's actual fiscal annual balance sheets for fiscal years 
1999 through 2005 versus AEC-KY's budgeted balance sheets for the corresponding 
fiscal years, including explanations for any major variances. 

Response: 

Atll-10~ does not prepare budgeted balance sheets. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 3 1 

Witness: Tom Petersen 
Revised 

Data Request: 
In the same detail and format as shown on FR10(10)(c)2 in Case No. 99-070, please 
provide in total and by net operating income component, Atmos Energy Corporation- 
KYYs actual test year unadjusted per books net operating income; all Shared Services 
("SSU") billing adjustments; the resulting adjusted net operating income; all ratemaking 
adjustments; and the resulting final pro forma adjusted test year net operating income. 

Response: 
I11 accordailce with the Commissio~~'s Order in this Case, dated May 9, 2006, the 
Co~npaily is providing the requested inforination absent any pro forlna adjustments. 
Please refer to the Compai~y's response to DR Item 1 and Itell1 32. Please note that 
depreciation expense and other taxes expense allocated from shared services to Kentucky 
is i~lcluded in operation and n~aintenance expense in the illco~ne statements provided in 
respo~lse to Item 1 b ~ ~ t  are shown as depreciation expense and other taxes expense 
respectively in the response to Item 32. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 45 

Witness: Jim Cagle 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
With regard to Atrnos Energy Corporation-KY's (AEC-KY) OPEB funding, please 
provide the following information: 

a. What portion of the total actuarially determined annual OPEB liability for AEC-KY is 
being funded and is this being funded internally of externally in a protected trust 
account? 

Response: 
Tlie Compally is fullding the net OPEB liability for its I<entucky operations ill  an external 
trust. 

b. What is the Company's treatment for the difference between the total actuarially 
determined annual OPEB liability and the annual OPEB being funded and in which 
account (account number and title) is this difference being recorded and 
accumulated? In addition, provide the balances in this account for each month in 
fiscal years 2003,2004 and 2005 and for each available month after 9130105. 

Response: 
In accordance with the Commission's Order in this Case, dated May 9, 2006, the 
Coiiipa~ly is pl-oviding tlie requested infonllation for fiscal year 2004, fiscal year 2005 
(the test year), and tllsougli the first two quarters of fiscal year 2006 (March 2006) 011 
tlle attached. 

c. In Case No. 99-070, did the Company's rate filing include FAS 106 OPEB accruals in 
the cost of service for ratemaking purposes in that case? 

Response: 
In the Company's filing ill the referenced case, the Company included tlie SFAS 106 
accrual ill  O&M expense, account 926. 



Atmos Energy Corporation 
Kentucky 
Case No. 2005-00057 
DR date 3-14-06 Item 45b attachment 
REVISED in accordance with KPSC Order dated 5/22/06 
REPLACEMENT Attachment 

Line 253 242 
No. Month Balance Balance Total 

Account 253 Sub-Accounts 
27706 
27709 
27710 
27728 
27729 
27730 
27731 
27732 

Account 242 27318 



Atrnos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 8 1 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide quarterly financial statements for Atmos Energy Corporation-KY for the 
years 2003 to the present. 

Response: 
In accordance with the Commission's Order in this Case, dated May 9, 2006, the 
Con~pany is providing the requested i~ifonl~ation for fiscal year 2004, fiscal yeas 2005 
(the test year), and through the first two quarters of fiscal year 2006 (March 2006). 
Please see our response to DR Item 1. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 83 

Witness: Chris Forsythe 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide a computation of Atmos Energy Corporation's return an equity on a 
quarterly basis far the years 2003-2006. Please provide copies of all workpapers showing 
'net income' and 'shareholders' equity.' 

Response: 
In accorda~~ce wit11 the Cominissio~l's Order in this Case, dated May 9, 2006, the 
Conlpany is providing retun1011 equity for Atmos E~lergy's coilsolidated results for the 
12 111011tlls ended Septeillber 30, 2005 and 2004. Quarterly retu~ll on equity calculations 
are not provided as we believe this illfor~natioll is lilisleadi11g because it does not consider 
a full 12 month period. However, we have updated the attached schedule to iilclude 
equity and net income illforn~ation for each quarter t11ro11gh March 31, 2006. Please see 
the attached. 



Atmos Energy Corporation 
Kentucky 
Case No. 2005-00057 
DR Item 83 
REVISED in accordance with KPSC Order dated 5/22/06 
REPLACEMENT Attachment 

Return on Equity 

Quarter Fiscal Year 
Period Net Income (loss) Net Income 
Ended ( $ in thousands) ( $ in thousands) 

Shareholders' Equity 
at End of Period 
( $ in thousands) 

Average Fiscal Year Return on 
Shareholders' Equity (1) Average 
( $ in thousands) Shareholders' Equity 

Note: All amounts obtained from the company's SEC filings. 
(1) Average Fiscal Year Shareholders' Equity is the average of five previous quarter end balances. 



Atmos Energy Corporation 
Kentucky 

Case No. 2005-00057 
DR Item 84 

Witness: Laurie Shenvood 
Revised in accordance with KPSC Order dated May 22,2006 

Data Request: 
Please provide copies of all presentations made to rating agencies and/or investment 
firms between 2003 and the present. 

Response: 
I11 accordallce wit11 the Com~~~ission's  Order in this Case, dated May 9, 2006, the 
Company is providing the requested infoll~~ation for fiscal year 2004, fiscal year 2005 
(the test year), and through the first two quarters of fiscal year 2006 (March 2006). The 
infonllation is provided on an attachment, filed under a Petition for Confidentiality. 

NOTE: No presentations were made during the period of January tl-~rougl~ March 2006. 
Therefore, 110 additional attachments are associated with this revision. 


