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PART I i 

The teiins “we,” “our,” “us,” “Atmos” and “Atmos Energy” refer to Attnos Energy Corporation and its 
subsidiaries, unless the context suggests otherwise. 

ITEM 1. Bztsiness 

Overview 

Atmos Energy Corporation, headquartered in Dallas, Texas, is engaged pi-imarily in the natural gas utility 
business as well as other natural gas nonutility businesses. We are one of the country’s largest natural-gas-only 
distributors based on number of customers and one of the largest intrastate pipeline operators in Texas based upon 
miles of pipe. As of September 30, 2006, we distributed natural gas through sales and transportation arrangements to 
approximately 3.2 million residential, commercial, public authority and industrial customers through our seven 
regulated utility divisions, which covered service areas in 12 states. Our primary service areas are located in Colorado, 
Kansas, Kent~iclcy, Louisiana, Mississippi, Tennessee and Texas. We have more limited service areas in Georgia, 
Illinois, Iowa, Missouri and Virginia. In addition, we transport natural gas for others through our distribution system. 

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

operating the natural gas distribution business of Pioneer Corporation in Texas. In September 1988, we changed our 
name to Atmos Energy Corporation. As a result of the merger with United Cities Gas Company in July 1997, we also 
became incorporated in Virginia. 

We were organized under the laws of Texas in 1983 as Energas Company for the purpose of owning and 

Operating Segments 

Our operations are divided into four segments: 

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

0 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 

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

Strategy 

Our overall strategy is to: 

0 deliver superior shareholder value, 

* improve the quality and consistency of earnings growth, while operating our natural gas utility and nonutility 
businesses exceptionally well and 

0 enhance and strengthen a culture built on our core values. 

Over the last five years, we have primarily grown through two significant acquisitions, our acquisition in 
December 2002 of Mississippi Valley Gas Company (MVG) and our acquisition in October 2004 of the natural gas 
distribution and pipeline operations of TXU Gas Company (TXCT Gas). 

to our acquisitions. We have achieved this record of growth while operating our utility operations efficiently by 
managing our operating and maintenance expenses and leveraging our technology, such as our 24-hour call centers, to 
achieve more efficient operations. In addition, we have focused on regulatory rate 

We have experienced over 20 consecutive years of increasing dividends and earnings growth after giving effect 

\ 
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proceedings to increase revenue as our costs increase and mitigated weather-related risks through weather-normalized 
rates that now apply to most of our service areas. We have also strengthened our nonutility businesses by increasing 

commercial opportunities in our pipeline and storage segment. 

and integrity. We continue to strengthen our culture through ongoing communications with our employees and 
enhanced employee training. 

gross profit margins, actively pursuing opportunities to increase the amount of storage available to us and expanding / 

Our core values include focusing on our employees and customers while conducting our business with honesty 

Utility Segment Overview 

year ended September 30,2006: 
We operated our utility segment through the following seven regulated natural gas utility divisions during the 

0 Amos Energy Colorado-Kansas Division, 

Atmos Energy Kentuclcy Division, 

* Atmos Energy Louisiana Division, 

0 Ahnos Energy Mid-States Division, 

* Amos Energy Mid-Tex Division, 

0 Amos Energy Mississippi Division and 

0 Amos Energy West Texas Division. 

Effective October I ,  2006, the Kentucky and Mid-States Divisions were combined. 

Our natural gas utility distribution business is seasonal and dependent on weather conditions in our service areas. 
Gas sales to residential and commercial customers are greater during the winter months than during the remainder of 
the year. The volumes of gas sales during the winter months will vary with the temperatures during these months. 

In addition to weather, our financial results are affected by the cost of natural gas and economic conditions in the 
areas that we serve. Higher gas costs, which we are generally able to pass through to our customers under purchased 
gas adjustment clauses, 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 and may require us to increase borrowings under our credit facilities resulting in higher interest 
expense. 

The effect of weather that is above or below normal is substantially offset through weather normalization 
adjustments, lcnown as W A ,  which are now approved by the regulators for over 90 percent of residential and 
commercial nieters in our service areas. WNA allows us to increase customers' bills to offset lower gas usage when 
weather is wanner than normal and decrease customers' bills to offset higher gas usage when weather is colder than 
normal. 

1 

Prior to October 1,2006, our largest division, the Mid-Tex Division, did not have WNA. However, its operations 
benefited from a rate structure that combined a monthly customer charge with a declining block rate schedule to 
partially mitigate the impact of warmer-than-normal weather on revenue. "he combination of the monthly customer 
charge and the customer billing under the fEst block of the declining block rate schedule provided for the recovery of 
most of our fixed costs for such operations under most weather conditions. However, this rate structure was not as 
beneficial during periods where weather was significantly warmer than noxmal. 

and several rate design changes including WNA. In July 2006, the Railroad Commission of Texas 
In May 2006, the Mid-Tex Division filed a Statement of Intent seeking additional annual revenues of $60 million 
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(RRC) approved an interim and a perinanent WNA, effective October 1, 2006 for the Mid-Tex Division. The 
agreement provided that the interim WNA will be based on the use of 30 years of weather history, while the 
permanent WNA will allow the parties to contest the appropriate period of weather data to use in calculating normal 
weather. The permanent WNA will also be modified or adjusted to conform to the rate design that the RRC ultimately 
approves in the case. Additionally, in May 2006, we agreed to a settlement with the Louisiana Public Service 
Commission (LPSC) that authorized the implementation of WNA in our Louisiana Division effective December 1, 
2006. 

I 

As of September 30,2006 we had, or received regulatory approvals for WNA for our customer meters in the 
following service areas for the following periods: 

Georgia 
Kansas 
Kentucky 
Louisiana (1) 

Mid-Tex (I) 
Mississippi 
Tennessee 
Amarillo, Texas 
West Texas 
Lubbock, Texas 
Virginia 

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

Effective beginning with the 2006-2007 winter heating season. 

Our natural gas supply comes from a variety of third-party providers aud from gas held in storage. We anticipate 
that the natural gas supply for the upcoming winter heating season will be provided by a variety of suppliers, 
including independent producers, marketers and pipeline companies, in addition to withdrawals of gas from storage. 
Additionally, the natural gas supply for our Mid-Tex Division includes peaking and spot purchase agreements. We 
also contract for storage service in underground storage facihties on many of the interstate pipelines serving us. We 
estimate the peak-day availability of natural gas supply &om long-term contracts, short-term contracts and 
withdrawals fiom underground storage to be approximately 4.2 Bcf. The peal-day demand for our utility operations in 
fiscal 2006 was an December 8, 2005, when sales to customers reached approximately 3.4 Bcf. 

Supply arrangements are contracted hom our suppliers on a fm basis with various terms at market prices. The 
fir~n supply consists of both base load and swing supply quantities. Base load quantities are those that flow at a 
constant level throughout the month and swing supply quantities provide the flexibility to change daily quantities to 
match increases or decreases in requirements related to weather conditions. Except for local production purchases, we 
select suppliers through a competitive bidding process by requesting proposals from suppliers that have demonstrated 
that they can provide reliable service. We select these suppliers based on their ability to deliver gas supply to our 
designated firm pipeline receipt points at the lowest cost. Major suppliers during fiscal 2006 were Anadarko Energy 
Services, BP Energy Company, Chesapeake Energy Marketing, Inc., ConocoPhillips Company, Cross Timbers 
Energy Services, Inc., Devon Gas Services, L.P., Enbridge Marketing (US) L.P., PPM Energy, Inc., Tenaska 
Marketing and Atrnos Energy Marketing, LLC, our natural gas marketing subsidiary. 

storage, allows us the flexibility to adjust to changes in weather, which minimizes our need to enter into long-term 
fnm commitments. 

i 

The combination of base load, peaking and spot purchase agreements, coupled with the withdrawal of gas held in 

Also, to maintain our deliveries to high priority customers, we have the ability, and have exercised our right, to 
curtail deliveries to certain customers under the terms of interruptible contracts or applicable state statutes or 
regulations. Our customers' demand on our system is not necessarily indicative of our ability to 
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meet current or anticipated market demands or immediate delivery requirements because of factors such as the 
physical limitations of gathering, storage and transmission systems, the duration and severity of cold weather, the 
availability of gas reserves from our suppliers, the ability to purchase additional supplies on a short-term basis and 
actions by federal and state regulatory authorities. Curtailment lights provide us the flexibility to meet the hman- 
needs requirements of our customers on a fm basis. Priority allocations iraposed by federal and state regulatory 
agencies, as well as other factors beyond our control, may affect our ability to meet the demands of our customers. We 
anticipate no problems with obtaining additional gas supply as needed for our customers. 

We receive gas deliveries for all of our utility divisions, except for our Mid-Tex Division, through 37 pipeline 
transportation companies, both interstate and intrastate, to satisfy our natural gas needs. The pipeline transportation 
agreements are fm and many of them have “pipeline no-notice” storage service which provides for daily balancing 
between system requirements and nominated flowing supplies. These agreements have been negotiated with the 
shortest term necessary while still maintaining our right of f ist  refusal. The natural gas supply for our Mid-Tex 
Division is delivered by ow Atmos Pipeline - Texas Division. 

The following is a brief description of our seven natural gas utility divisions. Additional information for our 
natural gas utility divisions is presented under the caption “Operating Statistics”. 

Atinos Energy Colorado-Kansas Division. Our Colorado-Kansas Division operates in Colorado, Kansas and the 
Southwestern comer of Missouri and is regulated by each respective state’s public service commission with respect to 
accounting, rates and charges, operating matters and the issuance of securities. We operate under terms of non- 
exclusive franchises granted by the various cities. Rates in our ICansas service area are subject to WNA. The plhcipal 
transporters of the Colorado-ICansas Division’s gas supply requirements are Colorado Interstate Gas Company, 
Northwest Pipeline, Public Service Company of Colorado and Southern Star Central Pipeline. Additionally, the 
Colorado-Kansas Division purchases substantial volumes Eroni producers that are connected directly to its distribution 
system. 

Kentucky Public Service Commission (IWSC), whch regulates utility services, rates, issuance of securities and other 
matters. We operate in various incorporated cities pursuant to non-exclusive fkanchises granted by these cities. The 
sale of natura1 gas for use as vehicle fuel in Kentucky is unregulated. In February 2006, the KPSC approved our 
request to continue the performance-based ratemaking mechanism for an additional five-year period. Under the 
performance-based mechanism, we and our customers jointly share in any actual gas cost savings achieved when 
compared to pre-determined benchmarks. Our rates are also subject to WNA. The Kentucky Division’s gas supply is 
delivered primarily by Midwestern Pipeline, Tennessee Gas Pipeline Company, Texas Gas Transmission LLC and 
Trunkline Gas Company. As noted below, &s division was combined with the Mid-States Division effective 
October 1, 2006. 

Atnzos Energy Louisiana Division. Our Louisiana Division operates in Louisiana and serves the metropolitan 
area of Monroe, the suburban areas of New Orleans and western Louisiana. Our Louisiana Division is regulated by the 
Louisiana Public Service Commission, which regulates utility services, rates and other matters. We operate most of 
our service areas pursuant to a non-exclusive fkanchise granted by the goveining authority of each area. Direct sales of 
natural gas to industrial customers in Louisiana, who use gas for fuel or in manufacturing processes, and sales of 
natural gas for vehicle fuel are exempt from regulation and are recognized in our natural gas marketing segment. 
Effective begh ing  with the 2006-2007 winter heating season, rates in our Louisiana service area will be subject to 
WNA. The principal transporters of the Louisiana Division’s gas supply requirements are Acadian Pipeline, Gulf 
South, Louisiana Intrastate Gas Company, Texas Gas Transmission LLC and Trans Louisiana Gas Pipeline, Inc., a 
subsidiary of Atmos Pipeline and Storage, LLC. 

Tennessee and Virginia. In each of these states, our rates, services and operations as a natural gas distribution 
company are subject to general regulation by each state’s public service commission. We operate in each cornraunity, 
where necessary, under a franchise granted by the municipality for a fued term of years. In Tennessee and Georgia, 
we have WNA and a performance-based rate progsam, which provides incentives 

I 

Atnzos Energy Kentucky Division. Our Kentucky Division operates in Kentucky and is regulated by the 

Atnzos Energy Mid-States Division. Our Mid-States Division operates in Georgia, Illinois, Iowa, Missouri, 
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for US to find ways to lower costs and share the cost savings with our customers. We have WNA in our Virginia 
service area that covers the entire year Our Mid-States Division is served by I 3  interstate pipelines; however, the 
majority of the volumes are transported through Columbia Gulf, East Tennessee Pipeline, Southern Natural Gas and 
Tennessee Gas Pipeline. The Kentucky Division was combined with the Mid-States Division effective October I ,  
2006. 

Atnzos Ene77.y Mid-Tex Division. Our Mid-Tex Division includes the natural gas distribution operations that 
operate in the north-central, eastern and western parts of Texas. The Mid-Tex Division purchases, distributes and sells 
natural gas in approximately 550 cities and towns, including the 1 1-county DalladFort Worth metropolitan area. This 
division currently operates under a system-wide rate structure. The governing body of each municipality we serve has 
original juriscbction over all utility rates, operatioiis and services within its city limits, except with respect to sales of 
natural gas for vehicle fuel and agricultural use. We operate pursuant to non-exclusive franchises granted by the 
municipalities we serve, which are subject to renewal &om time to time. The RRC has exclusive appellate jurisdiction 
over all rate and regulatory orders and ordinances of the municipalities and exclusive original jurisdiction over rates 
and services to customers not Iocated w i t h  the limits of a municipality. Effective beginning with the 
2006-2007 winter heating season, rates in our Mid-Tex service area will be subject to WNA. 

Atnzos Energy Alississiypi Division. Our Atnios Energy Mississippi Division operates in Mississippi and is 
regulated by the Mississippi PubIic Service Commission (MPSC) with respect to rates, services and operations. We 
operate under non-exclusive franchises granted by the municipalities we serve. Through fiscal 2005, we operated 
under a rate structure that allowed us, over a five-year period, to recover a portion of our integration costs associated 
with the MVG acquisition and operations and maintenance costs in excess of an agreed-upon benchark.  In addition, 
we were required to fde for rate adjustments based on our expenses every six months. Effective October I, ZOOS, our 
rate design was modified 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, beginning October 1,2005, we moved .from a 
semi-annual filing process to an annual filing process. We also have WNA in Mississippi. Ths  division's gas supply 
is delivered primarily by Gulf South Pipehe Company, Tennessee Gas Pipeline Company, Southern Natural Gas 
Company, Texas Eastern Transmission, Texas Gas Transmission LLC, Trunldine Gas Co. LLC and Enbridge 
Marketing LP. 

Abnos Enel-gy Vest Texas Division. Our West Texas Division operates in Texas in three primary service areas: 
I the Amarillo service area, the Lubbock service area and the West Texas service area. Similar to our Mid-Tex Division, 

the governing body of each municipality we serve has original jurisdiction over all utility rates, operations and 
services within its city limits, except with respect to sales of natural gas for vehicle fuel and agricultural use. We 
operate pursuant to non-exclusive franchises granted by the municipalities we serve, which are subject to renewal 
.from time to time. The RRC has exclusive appellate jurisdiction over all rate and regulatory orders and ordinances of 
the municipalities and exclusive original jurisdiction over rates and services to customers not located within the limits 
of a municipality. We have WNA in each of our service areas. Om West Texas Division receives transportation 
service from ONEOK Pipeline. In addition, the West Texas Division purchases a significant portion of its natural gas 
supply from Pioneer Natural Resources, which is connected directly to our Amarillo, Texas, distribution system. 

Natural Gas Marketing Segment Overview 

Our natural gas marketing and other nonutility segments, whicli are organized under Atmos Energy Holdings, 
h c .  (AEH), have operations in 22 states. Through September 30,2003, Atrnos Energy Marketing, LLC, together with 
its wholly-owned subsidiaries Woodward Marketing, L,.L.C. and Trans L,ouisiana Industrial Gas Company, he . ,  
comprised our natural gas marketing segment. Effective October 1,2003, our natural gas marketing segment was 
reorganized. The operations of Atmos Energy Marketiug, L.L,.C. and Trans L,ouisiana Industrial Gas Company, Inc. 
were nierged into Woodward Marketing, L.L.C., which was renamed Atmos Energy Marketing, LLC (AEM). 

We acquired a 45 percent interest in Woodward Marketing, L.L.C. in July 1997 as a result of the merger of 
Atmos Energy and United Cities Gas Company, which had acquired that interest in May 1995. In April 
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2001, we acquired the ieniaining 55 percent interest that we did not own for 1,423,193 restricted shares of our 
common stock. 

AEM provides a variety of natural gas management services to municipalities, natural gas utility systems and 
industrial natural gas consumers primarily in the southeastern and midwestern states and to our Kentucky, Louisiana 
and Mid-States divisions. These services primarily consist of furnishing natural gas supplies at f i e d  and marlcet-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 management 
through the use of derivative products. We use proprietary and customer-owned transportation and storage assets to 
provide the various services our customers request. As a result, our revenues arise &om 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. 

We participate in transactions in which we conibine the natural gas commodity and transportation costs to 
minimize our costs incurred to serve our customers. Additionally, we participate in natural gas storage transactions in 
which we seek to capture the pricing differences that occur over time. We purchase physical natural gas and then sell 
financial contracts at favorable prices to lock in a gross profit margin. Through the use of transportation and storage 
services and derivatives, 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. 

and transportation supplies under contracts with customers generally having one to two year terms. AEM also sells 
natural gas to some of its industrial customers on a delivered bumer tip basis under contract terms from 30 days to hvo 
years. At September 30,2006, AEM had a total of 679 industrial, 73 municipal and 289 other customers. 

AEM's management of natural gas requirements involves the sale of natural gas and the management of storage 

Pipeline and Storage Segment Overview 

Pipeline - Texas Division and the nonregulated pipeline and storage operations of Atmos Pipeline and Storage, LLC 
( A P S ) .  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, lending and sales of inventory on hand. Parking 
anangements provide short-term interruptible storage of gas on our pipeline and lending services provide short-term 
interruptible loans of natural gas from our pipeline to meet market demands. Both of these services are primarily 
offered on our Atmos Pipeline - Texas system. These operations Iepresent one of the largest intrastate pipeline 
operations in Texas with a heavy concentration in the established natural gas-producing areas of central, northern and 
eastein 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. 

A P S  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. 

In May 2006, A P S  announced plans to form a joint venture with a local natural gas producer to consttvct a 
natural gas gathering system in Eastern Kentucky. Referred to as the Straight Creek Project, the new system is 
expected to relieve severe gas gathering and transportation constraints that historically have burdened natural gas 
producers in the area and should improve delivery reliability to natiiral gas customers. In October 2006, the Federal 
Energy Regulatory Commission (FERC) issued a declaratory order finding that the Straight Creek Project will be 
exempt fiom FERC jurisdiction. The joint venture provides APS the o p p o r ~ t y  to apply its expertise to the upstream 
gathering business. 

Our pipeline and storage segment consists of the regulated pipehe and storage operations of the Atmos 
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Other Nonutility Segment Overview 

Amos Power Systems, Inc. which are wholly-owned by our subsidiary, Amos Energy Holdings, Inc. Through A E S ,  
we provide natural gas management services to our utility operations, other than the Mid-Tex Division. These 
services, which began in April 2004, 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 Atmos Power Systems, Inc., we have 
constructed electric peaking power-generating plants and associated faciIities and have entered into agreements to 
lease these plants. 

Inc., owned an approximate 19 percent membership interest in US.  Propane L.P. (USP), a joint venture formed in 
February 2000 with other utility companies to own a limited partnership interest in Heritage Propane Partners, L.P. 
(Heritage), a publicly-traded marketer of propane through a nationwide retail distribution network. During fiscal 2004, 
we sold our interest in USP and Heritage. As a result of these transactions, we no longer have an interest in the 
propane business. 

I Our other nonutility segment consists p~imarily of the operations of Amos Energy Services, L,LC (AES), and 

Through January 2004, United Cities Propane Gas, Inc., a wholly-owned subsidiary of Atmos Energy Holdings, 
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Operating Statistics 

and otlier nonutility segments for each of the five fiscal years from 2002 through 2006. 
The following tables present certain operating statistics for our utility, natural gas marketing, pipeline and storage 

Utility Sales and Statistical Dnta 

Year Ended September 30 
2006 2005 (1) 2004- 2003 (I) 2002 

METERS IN SERVICE, end of year 
Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total meters 
HEA’ITPNG DEGREE DAYS (z) 

Actual (weighted average) 
Percent of noma1 

UTILITY SALES VOL 
Gas Sales Volumes 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 
hTTILIT’IC OBEBATmG REVENUES (000’s) (3) 

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 
Utility average &ansportation revenue per I.A. 

Utility average cost of gas per Mcf sold 

Employees 

2,886,042 2,862,822 1,506,777 1,498,586 1,247,247 
275,577 274,536 151,381 151,008 122,156 

2,661 2,7 15 2,436 3,799 2,118 
8,714 9,639 8,397 9,514 10,576 

8 128 10,145 9,891 7,244 8,205 , 
3,181,199 3,157,840 1,679,136 1,672,798 1,389,341 

2,527 2,587 3,271 3,473 3,368 
87% 89% 96% 101% 94% 

144,780 162,016 92,208 97,953 77,386 
87,006 92,401 44,226 45,611 35,796 
26,161 29,434 22,330 23,738 14,499 
5,629 3,348 4,642 7,884 10,988 
8,457 9,084 9,813 9,326 5,875 

272,033 296,283 173,219 184,512 144,544 
126,960 122,098 87,746 70,159 69,589 
398,993 418,381 260,965 254,671 214,133 

$2,068,736 $1,791,172 $ 923,773 $ 873,375 $ 535,981 
1,061,783 869,722 400,704 367,961 221,728 

276,186 229,649 155,336 151,969 70,164 
40,664 27,889 31,851 48,625 37,951 

103,936 86,853 77,178 65,921 31,731 
3,551,305 3,005,285 1,588,842 1,50735 1 897,555 

62,215 59,996 31,714 30,461 28,786 
37,071 37,859 17,172 15,770 I -- 11,185 

$3,650,591 $3,103,140 $1,637,728 $1,554,082 $ 937,526 
$ 0.49 $ 0.49 $ 0.36 $ 0.43 $ 0.41 
$ 10.02 $ 7.41 $ 6.55 $ 5.76 $ 3.87 

4,402 4,327 2,742 2,8 17 2,255 

See footnotes following these tables. 
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Utility Sales and Statistical Data By Division 

METERS IN SERVICE 
Residential 
Commercial 
Industrial 
AgricuIturaI 
Public authority and other 

Total 
HEATING DEGREE DAYS (*) 

Actual 
Percent of normal 

SALES VOLUMES - MMcf (3 
Gas Sales Volumes 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total 
Transportation Volumes 
Total Th  oughput 
OPERATING RlARGEN (000’s) (3) 
OPERATING EXPENSES (000’s) (3) 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 
Impairment of long-lived assets 

OPERATING INCOME (000’s) (3) 

Year Ended September 30.2006 
Colorado- Mid- West Total 

Kansas ICentuclii Louisiana States Teras Mississippi Mid-Tex Otlier Utility 

213,566 158,408 330,694 277,998 273,520 241,406 1,390,450 - 2,886,042 
21,440 18,228 23,108 36,686 25,984 27,868 122,263 - 275,577 

84 240 - 681 808 643 205 - 2,661 
312 - - __ 8,402 - - - 8,714 
543 1,637 - 1 034 2,166 2,825 - __ 8,205 ____ -- -- d - - 

235,945 178,513 353,802 316,399 310,880 272,742 1,512,918 - 3,181,199 ------ 
5,466 4,349 1,319 3,515 3,561 2,757 1,697 - 2,527 
99% 100% 78% 95% 100% 102% 72% - 87% 

15,113 9,249 12,131 15,065 15,609 12,601 65,012 - 144,780 
5,901 4,526 6,944 11,328 6,309 6,440 45,558 - 87,006 

419 1,830 - 6,945 3,933 8,250 4,784 - 26,161 
619 - - - 5,010 - __ __ 5,629 

1,390 1,237 - 226 1962 3.642 __ - 8,457 
23,442 16,842 19,075 33,564 32,823 30,933 115,354 __ 272,033 

9,680 25,871 6,310 20,654 15,135 1,702 47,608 - 126,960 
33,122 42,713 25,385 54,218 47,958 32,635 162,962 - 398,993 

9; 71,000 $ 50,271 $ 98,502 $106,742 I 93,693 I 92,515 $ 412,334 I - 9; 925,057 

______-_____.____.------- 

------ 

$ 28,235 $ 19,874 I 40,741 $ 38,148 $ 33,332 S 44,533 S 154,412 S (1,756) S 357,519 
$ 13,578 $ 11,636 $ 21,201 $ 22,172 $ 13,690 S 10,596 $ 74,375 S (2,755)s 164,493 
$ 6,663 $ 4,423 $ 8,788 $ 10,867 S 21,509 $ 14,110 $ 111,844 $ - $ 178,204 
$ - $ - $ - $ - $ 22,947 $ - $ - S; - $ 22,947 
S 22,524 $ 14,338 $ 27,772 $ 35,555 $ 2,215 $ 23,276 S; 71,703 $ 4,511 $ 201,894 
S 19,466 $ 16,645 $ 32,218 S 38,307 $ 27,374 $ 15,389 $ 134,762 $ 23,581 $ 307,742 CAPITAL EXPENDITURES (000’s) 

PROPERTY, PLANT AND EQUIPMENT, 

OTHER STATISTICS, at year end 
NET (000’s) $252,584 $190,959 $328,310 $436,916 $253,086 $ 226,690 $1,262,516 $1 32,240 $3,083,301 

Miles of pipe 6,601 3,937 8,214 8,015 14,831 6,415 27,856 - 75,869 
Employees 263 220 412 416 341 437 1,458 855 4,402 

See footnotes following these tables. 
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METERS IN SERVICE 
Residential 
Commercial 
Industrial 
Ap'cultural 
Public authority and other 

Total 
HEATING DEGREE DAYS (z) 

Actual 
Percent of noi-nial 

SALES VOLUMES - MRIcf (3) 
Gas Sales Volumes 

Residential 
Commercial 
Industrial 
Agricultural 
Public authoiity and other 

Total 
]Transportation Volumes 
Total Tlxoughput 
OPERATING MARGIN (000%) (3) 
OPERATING EXPENSES (000's) c3) 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 

OPERATING INCOME (000's) C3) 
CAPITAL EXPENDITURES 1000's) 

_I 
Year Ended September 30,2005 

Colorado- Mid- West Total 
Kansas Kentucky Louisiana States Texas Mississippi Mid-Tex Other t4) Utility 

209,321 159,216 348,576 276,667 267,278 244,136 1,357,628 - 2,862,822 
20,914 18,350 23,850 36,519 25,410 28,350 121,143 - 274,536 

81 239 - 684 816 664 23 1 __ 2,715 
279 - - - 9,360 - - - 9,639 
476 1,650 __ 1,066 2,139 2,797 __ - 8,128 

231,071 179,455 372.426 314,936 305,003 275,94'7 1,479,002 - 3,157,840 

5,437 4,241 1,301 3,510 3,536 2,583 1,904 __ 2,587 
99% 98% 78% 93% 99% 96% 80% - 89% 

~- - I__ 

----___.- 

16,404 10,741 13,134 16,222 19,292 12,985 73,238 __ 162,016 
5,929 4,891 6,811 11,806 7,493 6,711 48,760 - 92,401 

338 1,858 - 8,205 4,477 9,057 5,499 - 29,434 
246 - - - 3,102 - - __ 3,348 

1,355 1,396 - 241 7296 3,796 - - 9,084 
24.272 18.886 19,945 36,474 36,660 32,549 127,497 __ 296,283 
-_---A- 

8,388 261066 7,046 20,142 12,390 1,309 46,757 - 122,098 
32,660 44,952 26,991 56,616 49,050 33.858 174,254 __ 418,381 

$ 70,542 $ 52,302 $ 94,350 $110,012 $ 90,316 $ 91,610 S 398,234 $ - $ 90'7,366 
----_.__- 

S 26,679 S 18,618 $ 37,994 $ 38,427 E 29,701 $ 49,241 $ 146,449 S (515) S 346,594 
$ 13,693 $ 11,739 $ 21,911 9; 23,615 $ 13,249 $ 10,830 $ 64,460 $ - $ 159,497 

$ 25,157 $ 18,657 $ 24,819 $ 35,687 $ 27,520 S 19,045 $ 84,965 $ 515 $ 236,365 
$ 20,690 $ 17,525 $ 31,198 $ 34,176 E 29,066 $ 15,925 $ 115,024 $ 36,970 $ 300,574 

$ 5,013 $ 3,288 $ 9,626 $ 12,283 $ 19,846 $ 12,494 $ 102,360 $ - $ 164,910 

PROPERTY, PLANT AND EQUIPMENT, 
NET (000's) 3 244,250 $183,931 $318,869 $416,825 $263,285 $ 206,511 $1,167,425 $125,000 $2,926,096 

Miles of pipe 6,530 3,908 8,151 7,958 15,000 6,356 33,701 - 8 1,604 
Employees 267 236 421 412 346 467 1,398 780 4,327 

OTHER STATISTICS, at year end 

See footnotes following these tables. i 
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Natural Gas Ma;i*Iwting, Pipeline and Storage and Other NonutiliQ Operations Sales atid Statistical Data 

Year Ended September 30 
I 2006 2005 2004 2003 2002 

CUSTOR.IERS, end of year Industrial 746 624 63 8 644 64 1 

467 40 1 237 202 117 
Total 1,286 1,094 955 940 859 

VOLUMES - MMcf c.3) 336,516 273,201 265,090 294,785 273,692 

VOLUMES - RlMcf (3) 590,985 563,949 9,395 11,648 12,788 

gas marketing $3,156,524 $2,106,278 $1,618,602 $1,668,493 $1,031,874 
Pipeline and storage 160,567 153,289 19,758 20,298 18,720 

5,985 
Total operating revenues $3,322,989 $2,264,869 $1,641,753 $1,691,644 $1,056,579 

Employees, at year end 230 216 122 88 83 

Municipal 73 69 80 94 101 

--- Other 

NATURAL GAS NIARI(ETING SALES 

PIPELINE TWSPORTATION 

OPEWTHNG REVENUES (000's) (")Natural 

-- Other nonutility 5,898 5,302 3,393 2,853 

Notes to preceding tables: 

(1) The operational and statistical information includes the operations of the Mississippi Division since the 
December 3,2002 acquisition date and the Mid-Tex and Atrnos Pipeline - Texas Divisions since the October 1, 
2004 acquisition date. 

(?) A heating degree day is equivalent to each degree that ~e average of the high and the low temperatures for a day is 
below 65 degrees. The colder the climate, the greater the number of heating degree days. Heating degree days are 
used in the natural gas industry to measure the relative coldness of weather and to compare relative temperatures 
between one geographic area and another. Normal degree days are based on 30-year average National Weather 
Service data for selected locations. For service areas that have weather normalized operations, normal degree days 
are used instead of actual degree days in computing the total number of heating degree days. 

including intercompany sales and transportation amounts. 

our seven regulated utility divisions. Certain costs incurred by this unit are not allocated to our utility divisions. 

(3)  Sales volumes, revenues, operating margins, operating expense and operating income reflect segment operations, 

(4) The Other column represents our utility shared services unit, which provides administrative and other support to 

Ratemaking Activity 

The method of determining regulated rates varies among the states in which our natural gas utility divisions 
operate. The regulators have the responsibility of ensuring that utilities under their jurisdictions operate in the best 
interests of customers while providing utility companies the opportunity to e m  a reasonable return on investment. 
Generally, each regulatory authority reviews our rate request and establishes a rate structure intended to generate 
revenue sufficient to cover our costs of doing business and provide a reasonable return on invested capital. 

Rates established by regulatory authorities are adjusted for increases and decreases in our purchased gas cost 
through purchased gas adjustment mechanisms. Purchased gas adjustrnent mechanisms provide gas utility companies 
a method of recovering purchased gas costs on an ongoing basis without filing a rate case to 
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address all of the utility’s non-gas costs. These mechanisms are commonly utilized when regulatory authorities 
recognize a particular type of expense, such as purchased gas costs, that (i) is subject to sigdicant price fluctuations 

generally outside the control of the gas utility. There is no gross profit generated through purchased gas adjustments 
because they provide a dollar-for-dollar offset to increases or decreases in utility gas costs. Although substantially all 
of our utility sales to our customers fluctuate with the cost of gas that we purchase, utlllty gross profit (which is 
defined as operating revenues less purchased gas cost) is generally not affected by fluctuations in the cost of gas due 
to the purchased gas adjustment mechanism. Additionally, some jurisdictions have introduced performance-based 
ratemalcing adjustments to provide incentives to natural gas utilities to minimize purchased gas costs through 
improved storage management and use of financial hedges to lock in gas costs. Under the performance-based 
ratemaking adjustment, purchased gas costs savings are shared between the utility and its customers. 

regulatory purposes only and may not be representative of our actual financial position. 

/ compared to the utility’s other costs, (ii) represents a large component of the utility’s cost of service and (iii) is \ 

The following table summarizes some information regarding our ratemaicing jurisdictions. This information is for 

Jurisdictional Rate Surizntniy 

Division +Jurisdiction 

Atmos Pipeline - Texas Texas 
Colorado-Kansas Colorado 

ICentuclcy Kentucky 
Louisiana Trans LA 

Mid-States Georgia 

Kansas 

LGS 

Illinois 
Iowa 
Missouri 
Tennessee 
Virginia 
Texas 
Mississippi 
Amarillo 
Lubbock 
West Texas 

Mid-Tex 
Mississippi 
West Texas 

Effective 
Date of Last 
Rate Action 

5/24/01 
7/1/05 
31 1 104 

12/21/99 
10/1/04 
101 1/04 

12/20/05 
11/1/00 
3/1/01 

10/14/95 
1111 5/95 

8/1/04 
5/24/04 

1/1/05 
9/1/03 
3/1/04 
5/1/04 

Rate Base 
(thousands) (1) 

$417,111 
84,71 I 

(2) 
(2) 

8 7,645 
170,3 5 8 
62,380 
24,564 

5,000 

1 1 1,970 
30,672 

769,721 
196,801 
36,844 
43,300 
87,500 

(2) 

See footnotes on the following page. 
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Authorized Authorized 
Rate of Return on 

Return Equity (1) - - . ~  
8.258% 10.00% 
8.95% 1 1.25% 

(2) (2) 
(2) (2) 

9.14% 10.50% - 11.50% 
9.23% 10.88% - 11.50% 
7.57% 10.13% 
9.18% 11.56% 

11.00% 
12.15% 

(2) 

(2) (2) 

8.258% 10.00% 
8.23% 9.80% 
9.88% 12.00% 
9.15% 11 2 5 %  
8.77% 10.50% 

10.58% 

8.46% - 8.96% 9.50% -10.50% 
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Authorized Bad Performance- Effective 
Based Rate 

Jurisdiction Rate Action Equity Ratio Rider (5) Program (3) 
Date of Last Debt/ Debt 

.~ Division -- ( 

Amos Pipeline - Texas 
Colorado-Kansas 

IC.entuc1cy 
Louisiana 

Mid-States 

Mid-Tex 
Mississippi 
West Texas 

Texas 
Colorado 
Kansas 
Rentucky 
Trans LA 
LGS 
Georgia 
Illinois 
Iowa 
Missouri 
Tennessee 
Virginia 
Texas 
Mississippi 
Arnarillo 
Lubbock 
West Texas 

5 12 4 10 4 
7/1/05 
3/1/04 

1212 1/99 
10/1/04 
10/1/04 

12/20/05 
I 1/1/00 
3/1/01 

1011 4/95 
11/15/95 

8/1/04 
5/24/04 

1/1/05 
9/1/03 
3/1/04 
5/1/04 

50150 
52/48 

(2) 
(2) 

50150 
53/47 
55/45 
67/33 
57/43 

56/44 
52/48 
.50/50 
47/53 
50150 
.50/.50 
50150 

(2) 

No 
No 

Yes 
No 
No 
No 
No 
NO 
No 
No 
No 

Yes 
No 
No 

Yes 
No 
No 

N/A N/A 
No NO 

Yes No 
Yes Yes 
(4) No 

Yes Yes 
No No 
No No 
No NO 

Yes Yes 
Yes No 
(4) No 
Yes No 
Yes No 
Yes No 
Yes No 

(4) NO 

The rate base and authorized rate of return presented in this table are the rate base and rate of return from the last 
base rate case for each ,jurisdiction. These rate bases and rates of return are not necessarily indicative of current or 
future rate bases or rates of retum. 
A rate base, rate of return, return on equity or debvequity ratio was not included in the respective state 
commission’s final decision. 
The performance-based rate program provides incentives to natural gas utilities to minimize purchased gas costs 
by allowing the utility and its customers to share the purchased gas cost savings. 
During 2006, our Louisiana and Mid-Tex Divisions received authorization to implement WNA beginning in the 
2006-2007 winter heating season. 
The bad debt rider allows us to recover from ratepayers the gas cost portion of uncollectible accounts. 

Recent Ratemaking Activity 

Our current rate strategy focuses on seelcing rate designs that reduce or eliminate regulatory lag and separate the 
recovery of our approved margins fkom customer usage patterns due to weather-related variability, declining use per 
customer and energy conservation, also lcnown as decoupling. Additionally, we are seeking to s t r a w  rates for low 
income households and to recover the gas cost portion of our bad debt expense. 

discretionary capital spending to jurisdictions that permit us to recover our investment in a timely manner and filing 
rate cases on a more frequent basis to minimize the regulatory lag to keep our actual returns more closely aligned with 
our allowed returns. 

Improving rate design is a long-term process. In the interim, we are addressing regulatory lag issues by directing 
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Approximately 97 percent of our utility revenues in the fiscal years ended September 30,2006,2005 and 2004 
were derived from sales at rates set by or subject to approval by local or state authorities. Net annual revenue increases 
resulting from raterndbg activity totaling $39.0 million, $6.3 million and $16.2 million became effective in fiscal 
2006,2005 and 2004 as summarized below: 

Most Recent Iilcrease (Decrease) to Revenue 
Effective Most Recent for the Year Ended September 30 

Division Date Rate Action Jurisdiction 2006 2005 2004 
(In thousands) 

Atmos Pipeline - Texas 8/1/06 
Colorado-Kansas 4/ 1 I04 

1/1/06 
3/1/04 

Louisiana 2/1/06 
10/1/04 

Mid-States 8/1/04 
1 2/20/05 

Mid-Tex 2/1/06 

11/1/05 
West Texas 121 1 105 

3/1/04 
3/1/06 
5/1/04 

Mississippi (3) 

GRTP (I)  Texas $ 5,205 
Show Cause Colorado __ 

Ad Valorem Tax Kansas 1,565 
Rate Case Kansas - 

Stable Rate Filing (2) LGS 3,326 
Stable Rate Filing (2) LGS - 

Rate Case Virginia - 

Stable Rate Filing (2) Mississippi - 
Rate Restructuring Mississippi (600) 

GRIP (1) Lubbock 1,263 
Rate Case Lubbock __ 

GRIP (1) West Texas 2,539 
West Texas - Rate Case 

$39,020 

Rate Case Georgia 409 
GRIP ( 1 )  Texas 25,313 

= 

__ 372 

- - 
1,300 10,545 

__ 3,200 -- 
$6,327 $16,242 -- -- 

(l) In 2003, the Texas Legislature approved the Gas Reliability Infrastructure Program (GRIP) which allows natural 
gas utilities the opportunity to include in their rate base annually approved capital costs incurred in the prior 
calendar year. Natural gas utilities that enter the program will be required to file a complete rate case at least once 
every five years. 

(2) A stable rate fding is a regulatory mechanism designed to allow us to refresh our rates on a periodic basis without 
Gling a formal rate case. 

(3) The MPSC had formerly required that we file for rate adjustments every six months. Through May 2005, rate 
filings were made in May and November of each year and the sate adjustments typically became effective in June 
and December. See further discussion under the recent ratemaking activity for our Atmos Energy Mississippi 
Division below. 

Additionally, the following ratemaking efforts were initiated during fiscal 2006 but had not been completed as of 
September 30,2006: 

Rate Action -- Jurisdiction Revenue Requested - Division 
(In thousands) 

Louisiana 
Mid-States 

Mid-Tex 

Stable Rate Filing ( I )  LGS $ 10,753 
Rate Case Missouri 3,396 

Rate Proceeding (2) Tennessee 3,400 
60,844 System-wide Case 

$ 78,393 
Texas ____I-- 

(l) The Louisiana Division has included the Rate Stabilization Clause increase in rates. The increase is subject to 

(2) The Tennessee rate proceeding was settled in October 2006. See below for information regarding the settlement. 
refund, pending fmal resolution of the Stable Rate Filing. 
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Our recent ratemaking activity is discussed in greater detail below. 

Atinos P@elirze-Texas. In April 2006, Atmos Pipeline - Texas made a filing under Texas’ Gas Reliability \ 

Infrastructure Program (GRZP) to include in rate base approximately $2 1.6 million of pipeline capital expenditures 
incurred during calendar year 2005, which should result in additional m u a l  revenues of approximately $3.3 million. 
The RRC approved this filing in July 2006 and these uew charges were included in the monthly customer charge 
beginning in August 2006. 

In September 2005, Atmos Pipeline - Texas made a GRIP filing to include in rate base approximately 
$10.6 million of pipeline capital expenditures incurred during calendar year 2004, which resulted in approximately 
$1.9 million in additional annual revenue. In December 2004, Atmos Pipeline - Texas made a GRIP filing to include 
in rate base approximately $12.0 million of pipeline capital expenditures made by TXU Gas during calendar year 
2003, which resulted in additional annual revenues of approximately $1.8 million. 

miual ad valorem tax surcharge for $1.6 million. The surcharge is designed to collect Kansas property taxes in excess 
of the amount in the Colorado-Kansas Division’s most recent general rate case. We began to bill this surcharge in 
January 2006. 

In July 2004, the Colorado Public Utility Commission ordered us to issue a one-time credit to our Colorado 
customers of $1.9 million. The agreement was a result of an inquiry by the Colorado Office of Consumer Counsel 
related to our earnings in Colorado. The staff of the Colorado Public Utility Commission was also a party to the 
agreement. 

In May 2003, the Colorado-Kansas Division filed a rate case with the Kansas Corporation Commission for 
approxiniately $7.4 million in additional annual revenues. In January 2004, the Kansas Corporation Commission 
approved an agreement that allowed a $2.5 million increase in our rates effective March 2004. Additionally, the 
agreement allowed us to increase our monthly customer charges from $5 to $8, provided that we would not file 
another fkll rate application prior to September 2005. WNA became effective in Kansas in October 2003 in 
accordance with the Kansas Corporation Commission’s ruling in May 2003. 

Performance Based Ratemaking (PBR) mechanism for an additional five year period. The PBR establishes 
predetermined gas cost benchmarks and provides incentives to the Company for purchasing gas supply below those 
benchmark costs. 

Atnzos Energy Coloi-ado-Kansas Division In December 2005, the Colorado-Kansas Division filed its second 

I Abnos Energy Keentuclq Division. In February 2006, the KPSC approved the Company’s request to continue its 

In February 2005, the Attorney General of the State of Kentucky filed a complaint with the Kentucky Public 
Service Commission (IQSC) alleging that our rates were producing revenues in excess of reasonable levels. We 
answered the complaint and filed a Motion to Dismiss with the KPSC. In February 2006, the KPSC issued an Order 
denying our Motion to Dismiss but stated that the Attorney General had not met his burden of proof concerning his 
complaint. In March 2006, the IQSC 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. 

consolidated several then-existing dockets. These dockets included a separate proceeding for the renewal of the Rate 
Stabilization Clause (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 L,GS and TransLa service areas. 

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 that previously had 
been deferred. The fxst RSC filing was in August 2006 for approximately $10.8 million, based on a test year ended 
December 3 1 , 2005, for the LGS service area. The increase is subject to refund, pending final approval by tlie LPSC. 
The first filing for the TransLa service area will be made by 

Atmos Energy Louisiana Division. In September 2005, the Louisiana Public Service Commission (LPSC) 

On May 25,2006, the LPSC voted to approve a settlement which included a modified WNA providing for partial 
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December 3 1,2006, for the test period ending September 30,2006, with an effective rate adjustment of April 1,2007 
WNA for both service areas will be in effect fos an initial thee-year period beginning with the winter of 

adjustment was recognized. 

On August 29,2005, Hurricane Katriua struck the Gulf Coast, inflicting significant damage to our eastern 
Louisiana operations. The hardest hit areas in OUT service territory were in Jefferson, St. Tammany, St. Bernard and 
Plaquemines parishes. Although service has been restored for many of our customers, a significant number of 
customers will not require gas service for some time, if ever, because of sustained damages. We began implementing 
new rates, subject to refund, in September 2006 that reflected the reduction of approximately 26,500 customers and 
included a request to recover costs attributable to Hurricane Katrina. We cannot accurately determine what regulatoly 
actions, if any, may be taken by the regulators with respect to this filing or our ability to fully recover all costs 
incurred as a result of the storm. 

During the second quarter of 2005, the Louisiana Division implemented a rate increase of $3.3 million in its LGS 
service area. This increase resulted from our RSC filing in 2004 and was subject to refund, pending the final 
resolution of that filing. As the rate increase was subject to refund, we did not recognize the effects of this increase in 
our results of operations during fiscal 2005 or the first three quarters of fiscal 2006. 

During fiscal 2004, the Louisiana Public Service Commission approved tariff revisions for our LGS service area 
totaling $0.2 million that became effective in October 2004. 

In October 2002, Atmos received written notification from the Executive Secretary of the LPSC asserting that a 
monthIy facilities fee of approximately $0.6 million charged since July 2001 to Amos by Trans Louisiana Gas 
Pipehe, Inc., a wholly-owned subsidiary of Atmos, pursuant to a contract between the parties, was excessive. The 
Executive Secretary asserted that all monthly facilities fees in excess of approximately $0.1 million from July 2001 
should be refunded to ratepayers with interest. In October 2003, the LPSC unanimously voted to approve an 
agreement to allow us to charge a facilities fee of approximately $0.5 million per month (subject to future escalation) 
beginning November 2003 for a period of 14 years. No retroactive adjustments were required under tb s  agreement. 

Atmos Energy Mid-States Division. In April 2006, Atmos filed a sate case in its Missouri service area seekiag a 
rate increase of $3.4 million. The Company is proposing to consolidate the rates for its Missouri properties into three 
sets of regional rates and consolidate the curreni purchased gas adjustment (PGA) into one statewide PGA. The 
Company is also proposing a WNA mechanism. An evidentiary hearing is scheduled to begin on November 27,2006, 
with an osder expected to be issued in February 2007. 

the way we calculated amounts under its performance-based rate mechanism, which resulted in a one-time 
$3.3 million income reduction during the second quarter of fiscal 2006. We believe the original calculations were 
correct and have appealed the TRA’s decision. 

of $4.0 million. In December 2005, 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. Oral arguments 
were held on September 7,2006 before the Fulton County Superior Court. The court affirmed the commission’s order. 
We are considering further appeal. 

In November 2005, we received a notice from the TRA that it was opening an investigation into allegations by 
the Consumer Advocate and Protection Division of the Tennessee Attorney General’s Office that we were 
overcharging customers in parts of Tennessee by approximately $10 million per year. We responded to numerous data 
requests &om the TRA Staff In April 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 convened to consider the StafFs recommendation on May 15,2006 and set a procedural schedule. A 
hearing was held fiom August 29,2006 through August 3 1,2006. Of the $10 million rate reduction requested by the 
Consumer Advocate and Protection Division, the TRA approved on October 27,2006 a $6.1 million reduction to 
hture rates. 

2006-2007. In the third quarter of fiscal 2006, $6.2 mrllion in deferred revenue associated with the 2003 RSC sate \ 

1 

In March 2006, we received notification from the Tennessee Regulatory Authority (TRA) that it disagreed with 

During the third quarter of fiscal 2005, Atmos filed a rate case in its Georgia service area seelung a rate increase 
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In February 2004, the Mid-States Division filed a rate case with the Virginia Corporation Commission (VCC) to 
request a $ 1.0 million increase in our base rates, WNA and recovery of the gas cost component of bad debt expense. 
The VCC granted a rate increase in November 2004 of $0.4 million that was retroactively effective to July 27, 2004. 
Additionally, the VCC authorized WNA beginning in July 2005 and the ability to recover the gas cost component of 
bad debt expense. 

Tex Division. 

1 

Atiizos Energy Mid-Tex Division The following is a discussion of our recent ratemaking activity for our Mid- 

I 

Rate Case 

During fiscal 2006, we received "show cause" resolutions from approximately 80 cities served by our Mid-Tex 
Division, including the City of Dallas, which require us to demonstrate that existing distribution rates in the Mid-Tex 
Division are just and reasonable. In May 2006, in response to these resolutions, we filed a Statement of Intent to 
increase rates on a division-wide basis. By agreement with the cities, the "show cause" resolutions were consolidated 
and became part of the Mid-Tex Division's first rate case before the RRC since we acquired the TXU Gas operations 
in October 2004. In this rate proceeding, we are seeking incremental annual revenues in the Mid-Tex Division o f  
approximately $60 million and several rate design changes, including WNA, revenue stabilization and recovery of the 
gas cost Component of bad debt expense. 

In exchange for an agreement to provide the intervening parties in the proceeding additional time to prepare for 
the hearing, we obtained agreement from the intervenors to implement WNA in the rates for the Mid-Tex Division for 
the 2006-2007 winter season, which has been approved by the RRC, and to implement WNA in the fmal rates in this 
proceeding. The hearing in this proceeding was concluded on November 17,2006, and a decision is due from the 
RRC no later than April 2007. During the hearing, the principal issues raised by the cities included the Mid-Tex 
Division's rate of return, the reduction of rate base for the accumulated deferred federal income taxes and investment 
tax credits associated with the TXU Gas operations prior to our acquisition, the methodology used by us to allocate 
certain shared services expenses to the division, and the inclusion of certain items in operation and maintenance 
expenses. 

granted in response to the Mid-Tex Division's prior GRIP filings and our acquisition of the TXU Gas operations for 
consistency with the public interest. Any increase that the RRC may grant in this case would be effective 
prospectively from the date of the fmd order. However, any decrease that may be ordered by the RRC would be 
effective from May 3 1,2006 pursuant to the agreement with the intervenors for consolidation of the show cause 
resolutions and the Statement of Intent filing. Any disallowance related to the previously granted GRIP interim rate 
adjustments would be refimded to customers with interest beginning some time after the issuance of a frnal order in 
this proceeding. 

demonstrated to the RRC that the Mid-Tex Division is entitled to receive an increase in annual revenues and that the 
remaining rate design changes should be implemented. 

In addition, under applicable statutes, the RRC is reviewing the interim rate adjustments that were previously 

While the decision of the RRC in this case cannot be predicted with certainty, we believe that we have adequately 

GRIP Filinys 

In March 2006, the Mid-Tex Division made a GRIP filing to include in rate base approximately $62.2 million of 
distribution capital expenditures incurred during calendar year 2005, which we estimate would result in additional 
annual revenues of approximately $1 1.9 million. The RRC approved this filing in August 2006, and the new customer 
charges were implemented in September 2006 billings to customers. 

Ln 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 currently provides additional annual 
revenues of approximately $6.7 million. The RRC approved this f h g  in January 2006, and these new charges were 
included in the monthly customer charge beginning in February 2006. 

of distribution capital expenditures made by TXZJ Gas diu-iug calendar year 2003, which 
In December 2004, the Mid-Tex Division made a GRIP filing to include in rate base approximately $32.0 million 
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currently provides additional annual revenues of approximately $6.7 million. New monthly customer charges were 
implemented in October 2005. 

Other Reoulatory Matters 

In September 2006, the Mid-Tex Division filed its annual gas cost reconciliation with the RRC. The filing reflects 
approximately $24 million in refunds of amounts that were overcollected from customers between July 2005 and June 
2006. The Mid-Tex Division has requested and received approval to refund these amounts over a six-month period 
beginning in November 2006. 

proceeding involves a review for reasonableness of gas purchases totaling $2.2 billion made by the Mid-Tex Division 
from November 2000 through October 2003. A hearing on this matter was held before the RRC in June 2005. The 
parties negotiated a unanimous settlement agreement providing for a refund of $8 million to customers over a three- 
year period and for reimbursement of parties' expenses without recovery from customers. The RRC approved the 
settlement on September 12,2006. Refunds to customers began in the first quarter of fiscal year 2007. 

system-wide rate case completed in May 2004 to obtain a return of and on its investment associated with the Poly I 
replacement pipe that was originally disallowed in its rate case completed in May 2004. The case was argued before 
the Travis County District Court in July 2006. The Court ruled to uphold the Commission's fmal order. Steps are 
being talcen to perfect an appeal to the Court of Appeals in Travis County. 

rate adjustments every six months. Rate fdings were made in May and November of each year and the rate 
adjustments typically became effective in the following July and January. 

to allow sufficient time for us and the MPSC to undertake a comprehensive review in an effort to improve our rate 
design and the ratemaking process. Effective October 2005, our rate design was modified 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 begins on November 1 instead of November 15, and ends on April 30 instead of May 15. Also, we now have a 
fmed monthly customer base charge which makes a portion of our earnings less susceptible to usage. As part of the 
rate design restructuring, we agreed to reduce our rates by approximately $0.6 million. We made our first annual filing 
under this new structure in September 2006 requesting no change in rates. 

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. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the RRC. This 

The Mid-Tex Division is also pursuing au appeal to the Travis County District Court of the Final Order in its last 

Atnzos Energy Mississippi Division. Through the first quarter of fiscal 2005, the MPSC required that we file for 

During the second quarter of fiscal 2005, we agreed with the MPSC to suspend our May 2005 semi-annual filing 

In June 2006, the MPSC approved a pilot program whereby Trans Louisiana Gas Pipeline (TLGP) will provide 
asset management services to the Mississippi Division. The asset management program allows TLGP to market 
certain 0%-peak gas supply assets, such as company-owned or leased storage and pipeline capacity, on a recallable 
basis. In return, TLGP will share net positive benefits ofthe asset management program with Mississippi ratepayers. 
The pilot program runs from June 1,2006 to April 30,2007 and may be extended by the MPSC upon application by 
Atmos. 

$5.8 million. In January 2004, the MPSC authorized additional annual revenue of $5.9 million on our November 2003 
filing, which became effective in December 2003. In September 2004, the MPSC authorized additional annualized 
revenue of $4.7 million on our May 2004 filing, whch became effective in June 2004. 

annualized revenue. The MPSC allowed us to include $3.0 million in annualized revenue in 

In October 2003, the MPSC issued a final order that denied our May 2003 request for a rate increase of 

We filed our second semiannual filing for 2004 in November 2004, requesting rate adjustments of $6.0 million in 
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our rates effective January 2005. In February 2005, we entered into an agreement with the Mississippi Public Utilities 
Staff tliat provides for an additional $1.3 million in annuahzed revenue that was retroactive to January 2005, which 
was approved by the MPSC during the second quarter of fiscal 2005. 

Atnzos Energy West Texas Division. In September 200.5, the West Texas Division made a GRIF' filing to include 
in rate base approximately $22.6 million of distribution capital costs incurred during calendar year 2004, which should 
result in additional annual revenues of approxiniately $3.8 million. Of this amount, approximately $1.3 niillion related 
to our Lubbock jurisdiction and the remaining $2.5 milIion related to our West Texas jurisdiction. New charges for the 
filings were included in the inonthly customer charge beginning May 2006. Atmos made its 2005 GRIP filings for the 
West Texas Division and the Lubbock Division in September 2006 requesting no change 111 rates. 

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 dormation 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. 

In May 2006, Atnios began receiving "show cause" ordinances from several of the cities in the West Texas 
Division. We made a filing in response to the ordinances on October 2,2006. We believe that we will be able to 
ultimately demonstrate to the West Texas cities that our rates are just and reasonable. 

In October 2003, our West Texas Division filed a rate case in Lubbock requesting a $3.0 mibon increase in 
annual revenues and WNA for our residential, commercial and public-authority customers. The City of Lubbock 
approved a $ 1.5 million increase effective March 2004, as well as the proposed WNA. 

increase in annual revenues and WNA for its residential, conlmercial and public-authority customers. In May 2004, 
the 66 cities in its West Texas System approved an increase of $3.2 milIion in om annual utility revenues. The cities 
also approved a WNA rider for residential, commercial, public-authority and state-institution customers. This rider 
became effective in October 2004. 

Other Regulation 

Each of OUT utility divisions is regulated by various state or local public utility authorities. We are also subject to 
regulation by the United States Department of Transportation with respect to safety requirements in the operation and 
maintenance of our gas distribution facilities. Our distribution operations are also subject to various state and federal 
laws regulating environmental matters. From time to time we receive inquiries regarding various environmental 
matters. We believe that our properties and operations substantially comply with and are operated in substantial 
conformity with applicable safety and environmental statutes and reguIations. There are no administrative or judicial 
proceedings arising under environmental quality statutes pending or laown to be contemplated by governmental 
agencies which would have a material adverse effect on us or our operations. Our environmental claims have arisen 
primarily from former manufactured gas plant sites in Tennessee, Iowa and Missouri. These claims are fully described 
in Note 13 to the consolidated financial statements. 

FERC allows, pursuant to Section 3 11 of the Natural Gas Policy Act, gas transportation services through our 
Atmos Pipeline - Texas assets "on behalf of '  interstate pipelines or local distribution companies served by interstate 
pipelines, without subjecting these assets to the jurisdiction of the FERC. 

Competition 

Although our utility operations are not currently in significant direct competition with any other distributors of 
natural gas to residential and commercial customers within our service areas, we do compete with other natural gas 
suppliers and suppliers of alternative fbels for sales to industrial and agricultural customers. We compete in all aspects 
of our business with alternative energy sources, including, in particular, electricity. Electric utilities offer electriicity as 
a rival energy source and compete for the space heating, water heating and cooking markets. Promotional incentives, 
improved equipment efficiencies and promotional rates alI contribute to the acceptability of electrical equipment. The 
principal means to compete against alternative fuels is lower prices, 

i 

In September 2003, our West Texas Division filed a rate case in its West Texas System to request a $7.7 rVillion 
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and natural gas historically has maintained its price advantage in the residential, commercial and industrial markets. 
However, higher gas prices, coupled with the electric utilities’ marketing efforts, have increased competition for 
residential and commercial customers. In addition, our Natural Gas Marketing segment competes with other natural 
gas brokers in obtaining natural gas supplies for our customers. 

Employees 

At September 30,2006, we had 4,632 employees, consisting of 4,402 employees in our utility segment and 230 
employees in our other segments. See “Operating Statistics - Utility Sales and Statistical Data by Division” for the 
number of employees by division. 

Available Information 

, 

Our Annual Reports on Form lO-IC, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and other 
reports, and amendments to those reports, that we file with or W s h  to the Securities and Exchange Commission 
(SEC) are available free of charge at our website, ~~1~1.atnzosenergy coin , as soon as reasonably practicable, after we 
electronically file these reports with, or furnish these reports to, the SEC. We will also provide copies of these reports 
free of charge upon request to Shareholder Relations at the address appeahg below: 

Shareholder Relations 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, Texas 75265-0205 
972-855-3729 

Corporate Governance 

regulations of the Securities and Exchange Commission as well as corporate governance-related listing standards of 
the New York Stock Exchange, the Board of Directors of the Company has adopted the Company’s Corporate 
Governance Guidelines and revised the Company’s Code of Conduct, which is applicable to all directors, officers and 
employees of the Company. In addition, the Board of Directors has updated the charters for each of its Audit, Human 
Resources and Nominating and Corporate Governance Committees. All of the foregoing documents are posted on the 
Corporate Governance page of the Company’s website. We will also provide copies of such mformation free of 
charge upon request to Shareholder Relations at the address listed above. 

Ln accordance with and pursuant to relevant provisions ofthe Sarbanes-Oxley Act of 2002, related rules and 

ITEM 1A. Risk Factors 

Our financial and operating results are subject to a number of factors, many of which are not w i t h  our control. 
Although we have tried to discuss key risk factors below, please be aware that other risks may prove to be important 
in the future. These factors include the following: 

We are subject to regulation by each state in which we operate that affect our operations and flnancial results. 

Our natural gas utility business is subject to various regulated returns on its rate base in each of the 12 states in 
which we operate. We monitor the allowed rates of retun and ow effectiveness in earning such rates and initiate rate 
proceedings or operating changes as we believe are needed. Tu addition, in the normal course of the regulatory 
environment, assets niay be placed in service and historical test periods established before rate cases that could adjust 
our returns can be filed. Once rate cases are frled, regulatory bodies have the authority to suspend implementation of 
the new rates while studying the cases. Because of this process, we must suffer the negative financial effects of having 
placed assets in service without the benefit of rate relief, which is cormonly referred to as “regulatoIy lag”. In 
addition, rate cases involve a risk of rate reduction, and once rates have been approved, they are still subject to 
challenge for their reasonableness by appropriate 
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regulatory authorities. Our debt and equity fmancings are also subject to approval by regulatory bodies in several 
states which could limit our ability to take advantage of favorable market conditions. 

Our business could also be affected by deregulation initiatives, including the development of unbundling 
initiatives in the natural gas industry. Unbundling is the separation of the provision and pricing of local distribution 
gas services into discrete components. It typically focuses on the separation of the distribution and gas supply 
components and the resulting opening of the regulated components of sales services to alternative unregulated 
suppliers of those services. Although we believe that our enhanced technology and distribution system infi-astructures 
have positively positioned us, we cannot provide assurance that there would be no significant adverse effect on our 
business should unbundling or further deregulation of the natural gas distribution service business occur. 

i 

Our operations are weather sensitive. 

Our natural gas utility sales volumes and related revenues are correlated with heating requirements that result 
from cold winter weather. Although beginning in the 2006-2007 winter heating season, we will have weather- 
normalized rates for over 90 percent of our residential and commercial meters that should substantially eliminate the 
adverse effects of warmer-than-nornial weather for meters in those service areas, our utility operating results will 
continue to vary with the temperatures during the winter heating season. In addition, sustained cold weather could 
adversely affect our natural gas marketing operations as we may be required to purchase gas at spot rates in a rising 
market to obtain sufficient volumes to fulfill some customer contracts. 

The concentration of our distsibutioiz, pipeline and storage operations in tlze State of Texas have increased the 
exyosure of our operations and financial results to adverse weatlier, economic conditiorzs or regzilatoiy decisions 
in Texas. 

As a result of our acquisition of the distribution, pipehe and storage operations of TXU Gas in October 2004, 
over 50 percent of our natural gas distribution customers and most of our pipeline and storage assets and operations 
are now located in the State of Texas. This concentration of our business in Texas means that our operations and 
financial results are subject to greater impact than before f?om changes in the Texas economy in general as well as the 
weather in our service areas of the state during the winter heating season. Our financial results in fiscal 2006 were 
adversely affected by w m  weather in Texas. In addition, the impact of any adverse rate or other regulatory decisions 
by state or local regulatory authorities in Texas will also be greater. The hearing in the Mid-Tex Division's f rs t  rate 
case since the TXU Gas acquisition has just concluded. In the proceeding, we are seeking additional revenue and 
several rate design changes. A rate reduction or other si,dicant, adverse decision by the Texas Railroad Commission 
in the proceeding could materially affect our financial results. 

' 

We are subject to eni~ironiitental segrclation whiclz coirld adversely aifect our opesations or filzancial results. 

We are subject to laws, regulations and other legal requirements enacted or adopted by federal, state and local 
govenunental authorities relating to protection of the environment and health and safety matters, including those legal 
requirements that govern discharges of substances into the air and water, the management and disposal of hazardous 
Substances and waste, the clean-up of con ta i a t ed  sites, groundwater quakty and availability, plant and wildlife 
protection, as well as work practices related to employee health and safety. Environmental legislation also requires 
that our facilities, sites and other properties associated with our operations be operated, maintained, abandoned and 
reclaimed to the satisfaction of applicable regulatory authorities. Failure to comply with these laws, regulations, 
permits and licenses may expose us to fines, penalties or interruptions in our operations that could be si,gnificant to our 
fmancial results. In addition, existing environmental regulations may be revised or our operations may become subject 
to new regulations. Such revised or new regulations could result in increased compliance costs or additional operating 
restrictions which could adversely affect our business, fniancial condition and results of operations. 
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Our operations are exposed to market risks that are beyond our control which could adversely affect our 
financial results. 

Our risk management operations are subject to market risks beyond our control including market liquidity, 

Although we maintain a risk management policy, we may not be able to completely offset the price risk 

commodity price volatility and counterparty creditworthiness. 

associated with volatile gas prices or the risk in our natural gas marketing and pipehe and storage segments which 
could lead to volatility in our earnings. Physical trading also introduces price risk on any net open positions at the end 
of each trading day, as well as volatdity resulting from intra-day fluctuations of gas prices and the potential for daily 
price movements between the time natural gas is purchased or sold for future delivery and tfie time the related 
purchase or sale is hedged. Although we manage our business to maintain no open positions, there are times when 
limited net open positions related to our physical storage may occur on a short-term basis. The determination of our 
net open position as of any day 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 p k e  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. Net open positions may increase volatility in our financial 
condition or results of operations if market prices move in a si,onificantly favorable or unfavorable manner because the 
t h i n g  of the recognition ofprofits or losses on the hedges for financial accounting purposes does not always match 
up with the timing of the economic profits or losses on the item being hedged. This volatility may occur with a 
resulting increase or decrease in earnings or losses, even though the expected profit margin is essentially unchanged 
.from the date the transactions were consummated. Further, if the local physical markets in whch we trade do not 
move consistently with the NYMEX futures market, we could experience increased volatility in the financial Iesults of 
our natural gas marketing and pipeline and storage segments. 

of natural gas inventory or the offsetting fixed-pske purchase or sale commitments for physical quantities of natural 
gas through the use of a variety of financial derivatives. However, contractual Limitations could adversely affect our 
ability to wiihdraw gas from storage which could cause us to purchase gas at spot prices in a rising market to obtain 
sufficient volumes to fulfill customer contracts. We could also realize fmancial losses on our efforts to limit risk as a 
result of volatility in the market prices of the underlying commodities or if' a counterparty fails to pexforn under a 
contract. In addition, adverse changes in the creditworthiness of our counterparties could limit the level of trading 
activities with these parties and increase the risk that these parties may not perform under a contract. 

few years, we have been operating in a relatively low interest-rate environment with both short and long-term interest 
rates being relatively low compared to past interest rates. However, in the past two years, the Federal Reserve has 
talcen actions that have resulted in increases in short-term interest rates. Future increases iu interest rates could 
adversely affect our fuhxe financial results. 

Our natural gas marketing and pipeline and storage segments manage margins and limit risk exposure on the sale 

We are also subject to interest rate risk on our commercial paper borrowings and floating rate debt. In the past 

The execution of our business plan could be affected by nn inability to access@nnncial marlwts. 

We rely upon access to both short-term and long-tern capital markets to satisfy our liquidity requirements. 
Adverse changes in the economy or these markets, the overall health of the industries in which we operate and 
changes to our credit ratings could limit access to these markets, increase our cost of capital or reshict the execution of 
our business plan. 

Our long-term debt is currently rated as "investment grade" by Standard & Poor's Corporation (S&P), Moody's 
Investors Services, Inc. (Moody's) and Fitch Ratings, Ltd. (Fitch), the three credit rating ageficies that rate our long- 
term debt securities. There can be no assurance that these rating agencies will maintain investment grade ratings for 
our long-tern debt. If we were to lose our investment-grade rating, the commercial paper markets and the commodity 
derivatives markets could become unavailable to us. This would increase our borrowing costs for working capital and 
reduce the borrowing capacity of our gas marketing affiliate. In addition, if ow commercial paper ratings were 
lowered, it would increase the cost of commercial 
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paper financing and could reduce or eliminate our ability to access the commercial paper markets. If we are unable to 
issue commercial paper, we intend to borrow under our bank credit facilities to meet our worlcing capital needs. This 
would increase the cost of our working capital financing. I 

Inflatioion arid increased gas costs could adversely impact our customer base and custonier collections and 
increase our lese1 of indebtedness. 

Inflation has caused increases in some of our operating expenses and has required assets to be replaced at l ghe r  
costs. We have a process in place to continually review the adequacy of our utility gas rates in relation to the 
increasing cost of providing service and the mherent regulatory lag in adjusting those gas rates. Historically, we have 
been able to budget and control operating expenses and investments within the amounts authorized to be collected in 
rates and intend to continue to do so. However, the ability to control expenses is an important factor that could 
influence fiiture results. 

experience a significant increase in short-term debt because we must pay suppliers for gas when it is purchased, which 
can be significantly in advance of when these costs may be recovered through the collection of monthly customer bills 
for gas delivered. Increases in purchased gas costs also slow our utility collection efforts as customers are more likely 
to delay the payment of their gas bills, leading to higher than normal accounts receivable. "his could result in higher 
short-term debt levels, greater collection efforts and increased bad debt expense. 

Rapid increases in the price of purchased gas, which occurred recently and in some prior years, cause us to 

Our operations are subject to increased competition. 

In the residential and commercial customer markets, our regulated utility operations compete with other energy 
products, such as electricity and propane. Our primary product competition is with electricity for heating, water 
heating and cooking. Increases in the price of natural gas could negatively impact our competitive position by 
decreasing the price benefits of natural gas to the consumer. This could adversely impact our business if'as a result, 
our customer growth slows, resulting in reduced ability to make capital expenditures, or if our customers M e r  
conserve their use of gas, resulting in reduced gas purchases and customer billings. 

conditions, including higher gas costs, could cause these customers to use alternative sources of energy, such as 
electricity, or bypass our systems in favor of special conipetitive contracts with lower per-unit costs. Our pipeline and 
storage operations currently face h t e d  competition from other existing intrastate pipelines and gas marketers 
seeking to provide or arrange transportation, storage and other services for customers. However, competition may 
increase if new intrastate pipelines are constructed near our existing facilities. 

In the case of industrial customers, such as manufacturing plants, and agricultural customers, adverse economic 
i 

TIie cost of providing pension andpostretisement health care benefirs is subject to changes in pension fund 
salues and changing deniograplzics and may have a material adverse effect on our financial results. 

We provide a cash-balance pension plan for the benefit of eligible full-time employees as well as Postretirement 
health care benefits to eligible fixll-time employees. Our costs of providing such benefits is subject to changes in the 
market value of our pension h d  assets, changing demographics, including longer life expectancy of beneficiaries and 
an expected increase in the number of eligible former employees over the next five to ten years, and various actuarial 
calculations and assumptions. The actuarial assumptions used may differ materially from actual results due to 
changing market and economic conditions, higher or lower withdrawal rates aud other factors. These differences may 
result in a si&icant impact on the amount of pension expense or other postretirement benefit costs recorded in future 
periods, 
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Our growth in the future may be limited by the nature of our business, which requires extensive capital 
spending. 

We must continually build additional capacity in our natural gas distribution system to maintain the growth in the 
number of our customers. The cost of adding this capacity may be affected by a number of factors, including the 
general state of the economy and weather. Our cash flows from operations are generally not sufficient to supply 
funding for all our capital expenditures including the fmancing of the costs of this new construction along with capital 
expenditures necessary to maintain our existing natural gas system. As a result, we must fund at least a portion of 
these costs through borrowing funds from thud party lenders, the cost of which is dependent on the interest rates at the 
t h e .  This in turn may limit our ability to connect new customers to our system due to constraints on the amount of 
funds we can invest in our infrastructure. 

Dis~?ibutiizg and storing nataral gas involve rislrs t12at may result in accidents and additional operating costs. 

Our natural gas distribution business involves a number of hazards and operating rislcs that cannot be completely 
avoided, such as leaks, accidents and operational problems, which could cause loss of human life, as well as 
substantial fmancial losses resulting from property damage, damage to the environment and to our opesations. We do 
have liability and property insurance coverage in place for many of these hazards and risks. However, because our 
pipeline, storage and distribution facilities are near or are in populated areas, any loss of human life or adverse 
frnancial results resulting from such events could be large. If these events were not fully covered by insulance, our 
financial position and results of operations could be adversely affected. 

Natural disasters and terrorist activities and other actions could adversely affect our operations or financial 
results. 

Natural disasters are always a threat to our assets and operations. In addition, the threat of terrorist activities 
could lead to increased economic instability and volatility in the price of natural gas that could affect our operations. 
Also, companies in our industry may face a heightened r i s k  of exposure to actual acts of terrorism, which could 
subject our operations to increased risks. As a result, the availability of insurance covering such rislcs may be more 
limited, which could increase the risk that an event could adversely affect future financial results. 

ITEM 1B. Uizresolved Staff Commerr2ts 

Not applicable. 

ITEM 2. Properties 

Distribution, transmission and related assets 

transmission mains throughout our gas distribution systems. These mains are located oil easements or 
rights-of-way which generally provide for perpetual use. We maintain our mains through a program of continuous 
inspection and repair and believe that our system of mains is in good condition. At September 30,2006, our pipeline 
and storage segment owned 6,127 miles of gas transmission and gathering lines. 

Our utility segment also holds franchises granted by the incorporated cities and towns that we serve. At 
September 30,2006, we held 1,103 franchises having terms generally ranging from five to 35 years. A significant 
number of our franchises expire each year, which require renewal prior to the end of their terms. We believe that we 
will be able to renew our franchises as they expise. 

At September 30,2006, our utility segment owned an aggregate of 75,869 miles of underground distribution and 
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Storage Assets 

supplement the supply of natural gas in periods of peak demand. The following table summarizes certain information 
regarding our underground gas storage facilities: 

Our utility and pipeline and storage segments own underground gas storage facilities in several states to ' 

Usable Capacity 
State CMCf) 

-1- 

Utility Segment 
Kentucky 4,442,696 
Kansas 3,639,000 
Mississippi 1,544,633 
Georgia 450,000 

TotaI Utility Segment 10,076,329 

Pipeline and Storage Segment 
Texas 39,128,475 
Kentuclcy 3,492,900 
Louisiana 438,583 

43,059,958 
Total 53,136,287 

Total Pipeline and Storage Segment 

Cushion 
Gas 

(1) 

6,322,283 
2,640,000 
2,18 1,737 

50,000 
1 1,194,020 

13,128,025 
3,295,000 

300,973 
16,723,998 
27,9 18,018 

Total 
Capacity 

(MCO 

10,764,979 
6,279,000 
3,726,370 

500,000 
2 1,270,349 
-- 

.52,2S6,500 
6,787,900 

739,556 
59,783 956 
8 1,054,305 
--d 

Maximum 
Daily 

Delivery 
Capability 

(ME0 

109,100 
55,000 
48,000 
30,000 

242,100 
~- 

1,23S,OOO 
7 1,000 
56,000 

1,362,000 
1,604,100 

( I )  Cushion gas represents the volume of gas that must be retained in a facility to maintain reservoir pressure. 
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Additionally, we contract for storage service ia underground storage facilities on many of the interstate pipelines 
serving US to supplement our proprietary storage capacity. The following table summarizes our contracted storage 1 
capacity: 

Mid-States Division 

Mississippi Division 

West Texas Division 
Total Utility Segment 

Contractor -- Division/Compaay 

Utility Segment 
Colorado-Kansas Division Southern Star Central Pipeline 

Tenaska Marketing Ventures 
Colorado Interstate Gas Company 
Kinder Morgan, Inc. 
Centerpoint Energy Gas Transmission 

Tentiessee Gas Pipeline Company 

Jefferson Island Storage & Hub 
Acadian Natural Gas Company 
Tennessee Gas Pipeline Company 
Southern Natural Gas Company 
T d b e  Gas Company 
Atmos Energy Marketing 
Southern Natural Gas Company 
Panhandle Eastern Pipeline 
Tennessee Gas Pipeline Company 
Texas Eastern Transmission Company 
Gallagher Drilling Company (3 
ANR Pipeline Company 
Dominion 
Transco 
Virginia Gas Pipeline Company 
East Tennessee 
Natural Gas Pipeline Company 
Texas Gas Transmission 
CMS Trunkline Gas Company 
MXT Energy Marketing 
Gulf South 
Southern Natural Gas Company 
Texas Gas Transmission 
Texas Eastern 
Amos Energy Marketing 
T d d i n e  Gas Company 
Tennessee Gas Pipeline Company 
ONEOK Texas Gas Storage LLP 

Kentucky Division Texas Gas Transmission 

Louisiana Division Gulf South 

See footnotes on the following page. 
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Maximum 
Storage 

Quantity 
OMmw 

2,7 19,101 
1,000,000 

422,142 
67,500 
28,500 

3,841,150 
1,3 13,538 
1,978,020 

600,000 
33,276 
18,776 
12,945 
3,105 

1,993,543 
1,453,265 
1,035,462 

835,674 
753,969 
640,000 
629,480 
609,008 
568,674 
380,000 
339,900 
3 12,750 
239,576 
220,455 
137,493 

1,237,500 
1,049,436 

826,390 
518,220 
400,000 
24,840 

1,125,000 
27,372,082 

3,394 

Maximum 
Daily 

Withdrawal 
Quantity 

( M m t u )  (1) 

82,397 
10,400 
12,985 
1,500 

950 
4 1,060 
22,698 
98,901 
60,000 
2,234 

329 
26 1 
41 

16,634 
29,345 
15,721 
20,000 
11,303 
5,000 

1 1,200 
8,136 

12,710 1, 

23,000 
52,633 
5,580 
7,495 
2,940 
2,395 

61,875 
21,191 
36,420 
8,637 

40,000 
33 1 
I13 

50,000 
776,4 1 5 
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[ 
- Contractor Divisiodcompan y - 

Natural Gas Marketing Segment 
Atmos Energy Marketing, LLC 

Gulf South 
Egan 
Amos Pipeline - Texas 
Texas Eastern Transmission Company 
East Tennessee 
National Fuel 
Virginia Gas Pipeline Company 
Dominion 

Total Natural Gas Marketing Segment 

Pipeline and Storage Segnzent 
Trans Louisiana Gas Pipeline, Inc. 

Total Pipeline and Storage Segment 
Total Contracted Storage Capacity 

Gulf South Pipeline Company 
Bridgehe Gas Distribution LLC 

Maximum 
Maximum Daily 

Withdrawal Storage 
Quantity Quantity 
OWRIBW (MMBtu) (I) 

5,992,015 85,686 

1,000,000 24,000 
544,841 5,532 
250,000 12,500 
223,080 2.028 

1,500,000 90,000 

170,000 17;OOO 

9,736,846 237,675 
56,9 10 929 

750,000 30,000 
300,000 30,000 

1,050,000 60,000 
38,158,928 1,074,090 

(1) Maximum daily withdrawal quantity (MnWQ) amounts will fluctuate depending upon the season and the month. 
Unless otherwise noted, MnWQ amounts represent the MDWQ amounts as of November 1, which is the 
beginning of the winter heating season. 

(2) We contract for storage service in two underground storage facilities, Wiseman and Ellis, from this company. 

Other faciIities 

180,000 gallons that can produce an equivalent of approximately 3,300 Mcf daily. 

\ 

Our utility segment owns and operates one propane peak shaving plant with a total capacity of approximately 

Offices 

Our administrative offices are consolidated in a leased facility in Dallas, Texas. We also maintain field offices 
throughout our distribution system, the majority of which are located in leased facilities. Our nonutility operations are 
headquartered in Houston, Texas, with offices in Houston and other locations, primarily in leased facilities. 

ITEM 3. Legnl Proceedings 

See Note 13 to the consolidated financial statements. 

ITEM 4. Subnrission of Matters to n Vote of Securi2y Holders 

No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2006. 

30 



Table of Contents 

EXECUTIVE OFFICERS OF THE R E G I S T W T  

The following table sets fol-th certain information as of September 30, 2006, regarding the executive officers of I 

the Company. It is followed by a brief description of the business experience of each executive officer. ! 

Name 

Robert W. Best 
Kim R. Cocklin 
R. Earl Fischer 
Louis P. Gregory 

Mark H. Johnson 
Wynn D. McGregor 
John P. Reddy 

Years of 
& Service Office Currently Held -___- 

59 9 Chairman, President and Chief Executive Officer 
55 - Senior Vice President, Utility Operations 
67 44 Senior Vice President, Utility Operations 
51 6 Senior Vice President and General Counsel 

47 5 Atmos Energy Marketing, LLC 
53 18 Senior Vice President, Human Resources 
53 8 Senior Vice President and Chief Financial Officer 

Senior Vice President, Nonutility Operations and President, 

Robert W. Best was named Chairman of the Board, President and Chief Executive Ofticer in March 1997. 

Kim R. CocMin joined the Company in June 2006 as Senior Vice President, Utility Operations to succeed R. Earl 
Fischer, who ietired from the Company on September 30,2006. Prior to joining the Company, Mr. Cocklin served as 
Senior Vice President, General Counsel and Chief Compliance Officer of Piedmont Natural Gas Company from 
February 2003 to May 2006. Prior to joining Piedmont, Mi-. Cocklin was with Wdliams Gas Pipeline from 1995 to 
January 2003, where he served in various capacities, including serving as Vice President for rates, regulatory and 
business development for all of the Williams Gas pipelines from 2001 to January 2003. 

the Company as President of &e Mid-Tex Division from October. 2004 to October 2005. Mr. Fischer retired from the 
Company on September 30,2006. 

R. Earl Fischer was named Senior Vice President, Utility Operatious in May 2000. Mr. Fischer previously served 

Louis P. Gregory was named Senior Vice President and General Counsel in September 2000. 

Mark H. Johnson was named Senior Vice President, Nonutility Operations in April 2006 and President of Atmos 
Energy Holdings, Inc., and Atmos Energy Marketing, LLC, in April 2005. Mr. Johnson previously served the 

of Atmos Energy Marketing from October 2003 to March 2005. Mr. Johnson joined Atmos Energy Marlceting's 
predecessor, Woodward Marketing, L.L.C., in 1992 as Vice President of Marketing and Operations and was later 
promoted to Senior Vice President of Marketing for the Midwest and Gulf Coast. Mr. Johnson succeeded JT) 
Woodward I11 who retired from the Company effective April 1,2006. 

the Company as Vice President, Human Resources from January 1994 to September 2005. 

Company as Vice President, Nonutility Operations from October 2005 to March 2006 and as Executive Vice President i 

Wym D. McGregor was named Senior Vice President, Human Resources in October 2005. He previously served 

John P. Reddy was named Senior Vice President and Chef Financial Officer in September 2000. 
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PART II 
( \  

ITEM 5. Marlcet for Registrant’s Common Equity, Related Stoclcholder Matters and Issuer Puidiases of Equity 

Our stock trades on the New York Stock Exchange under the trading symbol “ATO.” The high and low sale 
prices and dividends paid per share of our common stock for fiscal 2006 and 2005 are listed below. The high and low 
prices listed are the closing NYSE quotes for shares of our common stock 

Securities 

2006 ’005 
Dividends Dividends 

Paid Righ Low Paid Rig11 Low 

Quarter ended: 
December 3 1 
March 31 
June 30 
September 30 

$28.36 $25.79 $ “315 $27.43 $24.85 $ .310 
27.00 26.10 .315 29.09 26.19 .310 
27.91 26.00 ,315 28.87 25.94 .310 

.315 29.76 28.23 310 29.11 27.96 
$ 1.26 $ 1.24 

Dividends are payable at the discretion of our Board of Directors out of legally available funds and are also 
subject to restriction under the terms of our First Mortgage Bond agreement. See Note 6 to the consolidated financial 
statements. The Board of Directors typically declares dividends in the same fiscal quarter in which they are paid. The 
number of record holders of our common stock on October 3 1,2006 was 24,425. Future payments of dividends, and 
the amounts of these dividends, will depend on our financial condition, results of operations, capital requirements and 
other factors. We sold no securities during fiscal 2006 that were not registered under the Securities Act of 1933, as 
amended. 

The following table sets forth the number of securities authorized for issuance under our equity compensation 
plans at September 30, 2006. 

1 

Number of Number of Securities Remaining 
Securities to be Issued Weighted-Average Available for Future Issuance 

Upon Exercise of Exercise Price of Under Equity Compensation 
Outstanding Options, Outstanding Options, Plans (Excluding Securities 
Warrants and Rights Warrants and Rights Reflected in Column (a)) 

(3) (b) (c) 

Equity compensation plans approved 
by security holders: 
Long-Tern Incentive Plan 1,017,152 $ 22.57 73 1,745 
Long-Tern Stock Plan for the 

168,550 
Total equity compensation plans 900,295 

approved by security holders 1,017,1S2 22.57 
Equity compensation plans not 

approved by security holders 
Total 1,017,152 $ 22.57 900,295 

- ~. - Mid-States Division 

_I __ _I 
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ITEM 6. Selected Financial Data 

The following table sets forth selected fmancial data of the Company and should be read in conjunction with the 
consolidated financial statements included herein. 

Year Ended September 30 
2006 2005 (2) 2004 (3) 2003 (4) 2002 

(In thousnnds, except per share data and ratios) 
~- 

Results of Operations 
Operating revenues $6,152,363 $4,961,873 $2,920,037 $2,799,9 16 $1,650,964 
Gross profit 1,216,570 1,117,637 562,191 534,976 431,140 
Operating expenses (1) 833,954 768,982 368,496 347,136 275,809 
Operating income 382,616 348,655 193,695 187,840 155,331 

Interest charges 146,607 132,658 65,437 63,660 59,174 
Income before income taxes and 

cumulative effect of accounting change 236,890 218,018 137,765 126,371 94,836 
Cumulative effect of accounting change, net income 

tax benefit 
Inconie tax expense 89,153 82,233 51,538 46,910 35,180 
Net income $ 147,737 $ 135,785 $ 86,227 $ 71,688 $ 59,656 

Diluted net income per share $ 1.82 $ 1.72 $ 1.58 $ 1.54 $ 1.45 
Cash flows from operations 31 1,449 386,944 270,734 49,541 297,395 
Cash dividends paid per share $ 1.26 $ 1.24 $ 1.22 $ 1.20 $ 1.18 
Total utility throughput (MMcf) 393,995 41 1,134 246,033 247,965 208,541 
Total natural gas marketing sales 

volumes (MMcf) 283,962 238,097 222,572 225,961 204,027 
Total pipeline transportation 

Financial Condition 
Net property, plant and equipment f5) $3,629,156 $3,374,367 $1,722,521 $1,624,394 $1,380,070 
Worlsing capital (5) (1,616) 151,675 283,310 16,248 (139,150) 
Total assets (5)(6) 5,719,547 5,653,527 2,912,627 2,625,495 2,059,631 
Short-term debt, inclusive of current maturities of 

long-tern debt 385,602 148,073 5,908 127,940 167,771 
Capitalization: 

Shareholders’ equity 1,648,098 1,602,422 1,133,459 857,517 573,235 
Long-term debt (excluding current maturities) 2,180,362 2,183,104 - 861,311 862,500 668,959 

Total capitalization 3,828,460 3,785,526 1,994,770 1,720,017 1,242,194 
Capital expenditures 425,324 333,183 190,285 159,439 132,252 
Financial Ratios 
Capitalization ratio (6) 39.1% 40.7% 56.7% 46.4% 40.7% 

See footnotes on the following page. 

Miscellaneous income (expense) (3) 881 2,021 9,507 2,191 (1,321) 

___ - - (7,773) __ 

Weighted average diluted shares outstanding 8 1,390 79,012 54,416 46,496 41,250 

- __ volumes (MMcf) 420,217 383,377 - 

Return on average shareholders’ equity c7) 8.9% 9.0% 9.1% 9.9% 9.9% 

I 

i 
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(1) Financial results for 2006 include a $22.9 million pre-tax loss for the impairment of the West Texas Division's 

(2) Financial results for 2005 include the results of the Mid-Tex Division and Atmos Pipeline - Texas Division from 

(3) Financial results for 2004 include a $5.9 million pre-tax gain on the sale of our interest in US.  Propane, L.P. and 

(4) Financial results for fiscal 2003 include the results of MVG f?om December 3,2002, the date of acquisition. 
( 5 )  Beginning in 2004, we reclassified our regulatory cost of removal obligation from accumulated depreciation to a 

liability. The amounts presented above for property, plant and equipment, working capital and total assets reflect 
this reclassification for all periods presented. These reclassifications did not impact our fmancial position, results 
of operations or cash flows as of and for the years ended September 30,2003 and 2002. 

(6)  The capitalization ratio is calculated by dividing shareholders' equity by the sum of total capitalization and short- 
term debt, inclusive of current matmities of long-term debt. Beginning in 2004 we reclassified our original issue 
discount costs from deferred charges and other assets to long-term debt. This reclassification did not materially 
impact our capitalization or our capitalization ratio as of September 30,2003 and 2002. 

(7) The return on average shareholders' equity is calculated by dividing current year net income by the average of 
shareholders ' equity for the previous five quarters. 

irrigation assets. 

October 1,2004, the date of acquisition. 

Heritage Propane Partners, L.P. 

The following table presents a condensed income statement by segment for the year ended September 30,2006. 

Operating revenues from external 

Intersegment revenues 
parties 

Purchased gas cost 
Gross profit 

Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

i 

utility 

$3,649,851 
740 

3,650,591 
2,725,534 

925,057 
7231163 
20 1,894 

9,506 
126,489 
84,91 I 
3 1,909 

--- 

$ 53,002 
$ 307,742 

Year Ended September 30,2006 
Natural Gas Pipeline Other 
Marketing and Storage Nonutilib Eliminations Consolidated 

(In thousands) 

$2,418,856 $ 81,857 $ 1,799 $ __ $6,152,363 

3,156,524 160,567 5,898 (821,217) 6,152,363 
3,025,897 83 8 - (816,476) 4,935,793 

130,627 159,729 5,898 (4,74 I )  1,216,570 
28,392 81,871 5,506 (4,978) 833,954 

102,235 77,858 392 237 382,6 16 

8,510 25,33 1 3,968 (17,691) 146,607 
96,323 55,08 1 575 __ 236,890 
37,757 19,457 30 __ 89,153 

$ 58,566 $ 35,624 $ 545 $ - $ 147,737 
$ 909 $ 116,673 $ - $ - $ 425,324 

737,668 78,710 4,099 (821,217) - 
-____. 

2,598 2,554 4,151 (17,928) 881 

-- 
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ITEM 7.  Management’s Discussion and Analysis of Financial C1oizdition and Results of Opesations 

INTRODUCTION 

l k s  section provides management’s discussion of the financial condition, changes in financial condition and 
results of operations of Atmos Energy Corporation and its consolidated subsidiaries with specific information on 
results of operations and liquidity and capital sesources. It includes management’s interpretation of our financial 
results, the factors affecting these results, the major factors expected to affect future operating results and future 
investment and financing plans. This discussion should be read in conjunction with our Consolidated fmancial 
statements and notes theseto. 

Our performance in the future will primarily depend on the results of our utility and nonutility operations. Several 
factors exist that could influence our future financial performance, some of which are described in Item 1A above, 
“Risk Factors”. They should be considered in connection with evaluating forward-looking statements contained in this 
report or otherwise made by or on behalf of us since these factors could cause actual results and conditions to differ 
materially ffom those set out in such forward-looking statements. 

Cautionaiy Statement for the Purposes of the Safe Harbor under the Private Secusities Litigation Reform Act of 
1995 

The statements contained in this Annual Report on Form 10-K 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. 
AJ.l Statements other than statements of historical fact included in this Report are forward-looking statements made in 
good faith by us and are intended to qualifv for the safe harbor from liability established by the Private Securities 
Litigation Reform Act of 1995. When used in this Report, or any other of our documents or oral presentations, the 
words “anticipate”, “believe”, “estimate”, “expect”, “forecast”, “goal”, ‘‘intend”, “objective”, “plan”, “projection”, 
“seek”, “strategy” or similar words are intended to identlfy forward-looking statements. Such forward-looking 
statements are subject to risks and uncertainties that could cause actual results to differ materially from those 
expressed or implied in the statements relating to our strategy, operations, markets, services, rates, recovery of costs, 
availability of gas supply and other €actors. These risks and uncertainties include the following: regulatory trends and 
decisions, including desegulation initiatives and the impact of rate proceedings before various state regulatory 
c o d s s i o n s ;  adverse weather conditions, such as warmer than normal weather in our utility service territories or 
colder than normal weather that could adversely affect our natural gas marketing activities; the concentration of our 
distribution, pipeline and storage operations in one state; impact of environmental regulations on our business; market 
risks beyond our control affecting our risk management activities including market liquidity, commodity price 
volatility, increasing interest rates and counterparty creditworthiness; our ability to continue to access the capital 
markets; the effects of inflation and changes in the availability and prices of natural gas, including the volatility of 
natural gas prices; increased competition from energy suppliers and alternative forms of energy; increased costs of 
providing pension and postretirement health care benefits; the capital-intensive nature of our distribution business, the 
inherent hazards and risks involved in operating our distribution business, and other risks and uncertainties discussed 
herein, especially in Item 1A above, all of which are difficult to predict and many of which are beyond our control. 
Accordingly, while we believe ihese forward-looking statements to be reasonable, there can be no assurance that they 
will approximate actual experience or that the expectations derived ffo~n them will be realized. Further, we undertake 
no obligation to update or revise any of our forward-looking statements whether as a result of new information, future 
events or otheiwise. 

OVERVIEW 

In fiscal 2006, we earned $147.7 million in net income or $1.82 per diluted share, compared with net income of 
$135.8 million, or $1.72 per diluted share in fiscal 2005. The nine percent year-over-year increase in net income was 
primarily attributable strong fmancial results in our natural gas marketing segment as it was able to capture higher 
margins in a volatile natural gas market and favorable unrealized mark-to-market gains. Additionally, pipeline and 
storage net income increased 16 percent compared with the prior year. These positive results helped overcome the 
adverse effects on our utility segment of weather (adjusted for WNA) that 
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was 13 percent warmer than normal, the adverse effect of Hurricane Katrina on our Louisiana Division and a non- 
recurring, noncash charge to impair certain assets. Our utility operations contributed $53.0 million ($0.65 per diluted 
share) or 36 percent to fiscal 2006 results. Our nonutility operations, comprised of our natural gas marketing, pipeline 
and storage and other nonutility segments, contributed $94.7 million ($1.17 per diluted share) or 64 percent to fiscal 
2006 results. Key financial and other events for fiscal 2006 include the following: 

0 Our utility segment net income decreased $28.1 million during the year ended September 30,2006 compared 
with the year ended September 30,2005. The decrease primarily resulted hom the impact of weather, as 
adjusted for jurisdictions with weather-normalized rates, that was two percent warmer than the prior-year period 
and 13 percent warmer than normal, coupled with bigher operating expenses. Utility segment results also reflect 
a $14.6 million net of tax charge associated with the impairment of the West Texas Division's irrigation assets. 

effect in fiscal 2007. After receiving WNA in these two jurisdictions, we will have weather protection for over 
90 percent of our residential and commercial meters for the 2006-2007 winter heating season. 

* Our natural gas marketing segment net income increased $35.2 nidlion during the year ended September 30, 
2006 compared with the year ended September 30,2005. The increase in natural gas marketing net income 
primarily reflects an increase in our unrealized margin of $43.2 milIion and increased realized margins due to 
our ability to capture higher margins in a volatile natural gas market. These increases were partially offset by a 
$7.4 million increase in operating expenses and increased interest charges resulting from increased short-term 
borrowings to fund working capital needs. 

* Our pipeline and storage segment net income increased $5.0 rmllion during the year ended September 30,2006 
compared with the year ended September 30,200.5. Increased gross profit margin resulting from higher 
transportation and related services margins coupled with increased throughput on our Atmos Pipeline-Texas 
system and Atmos Pipeline 8t Storage, LLC's ability to capture more favorable arbitrage spreads in its asset 
management contracts were partially offset by higher operating expenses. 

Our capitalization ratio at September 30,2006 was 60.9 percent compared with 59.3 percent at September 30, 
2005 reflecting the impact of increased short-term debt borrowings to fund working capital needs partially offset 
by current-year net income. 

$386.9 million for the year ended September 30,2005, reflecting the adverse impact of high natural gas costs on 
our working capital. 

spending for various pipeline expansion projects in our Atmos Pipeline - Texas Division. 

During fiscal 2006, our Louisiana and Mid-Tex divisions received WNA in their rate designs that will go into 

* For the year ended September 30,2006, we generated $3 11.4 million in operating cash flow compared with 

0 Capital expenditures increased to $425.3 million from $333.2 million primarily reflecting increased capital 

Ow financial performance is discussed in greater detail below in Results of Operations. 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Our consolidated financial statements were prepared in accordance with accounting principles generally accepted 
in the United States. Preparation of these financial statements requires us to make estimates and .judgments that affect 
the reported amounts of assets, 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. Our critical accounting policies are reviewed by the Audit Committee 
quarterly. Actual results may differ from estimates. 
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Regulation - Ow utility operations are subject to regulation with respect to rates, service, maintenance of 
accounting records and various other matters by the respective regulatory authorities in the states in which we operate. 
Our regulated utility operations are accounted for in accordance with Statement of Financial Accounting Standards 
(SFAS) 7 1, Accounting for the Effects oJCertain Types of Regulation. Tlus statement requires cost-based, rate- 
regulated entities that meet certain criteria to reflect the financial effects of the ratemalung and accounting practices 
and policies of the various regulatory commissions in their financial statements. We record regulatory assets for costs 
that have been deferred for which future recovery through customer rates is considered probable. Regulatory liabilities 
are recorded when it is probable that revenues will be seduced for amounts that will be credited to customers through 
the ratemakmg process. As a result, certain costs that would normally be expensed under accounting principles 
generally accepted in the United States are pemitted to be capitalized because they can be recovered through rates. 
Further, regulation may impact the period in which revenues or expenses are recognized. The amounts to be recovered 
or recognized are based upon historical experience and our understandmg of the regulations. The impact of regulation 
on our utility operations may be affected by decisions of the regulatoiy authorities os the issuance of new regulations. 

however, the billing cycle periods for certain classes of customers do not necessady coincide with accounting periods 
used for fmancial reporting purposes. We follow the revenue accrual method of accounting for utility segment 
revenues whereby revenues applicable to gas delivered to customers, but not yet billed under the cycle billing method, 
are estimated and accrued and the related costs are charged to expense. 

On occasion, we are permitted to implement new rates that have not been formally approved by our regulators 
and are subject to refund. As peimitted by SFAS No. 71, we recognize this revenue and establish a reserve for 
amounts that could be refunded based on our experience for the jurisdiction in which the rates were implemented. 

Rates established by regulatory authorities are adjusted for increases and decreases in our purchased gas cost 
through purchased gas adjustment mechanism. Purchased gas adjustment mechanisms provide gas utility companies 
a method of recovering purchased gas costs on an ongoing basis without filing a rate case to address all of the utility’s 
non-gas costs. These mechanisms are commonly utilized when regulatory authorities recognize a particular type of 
expense, such as purchased gas costs, that (i) is subject to sigdicant price fluctuations compared to the utility’s other 
costs, (ii) represents a large component of the utility’s cost of service and (iii) is generally outside the control of the 
gas utility. There is no gross profit generated through purchased gas adjustments, but they do provide a 
dollar-for-dollar offset to increases or decreases in utility gas costs. Although substantially all of our utility sales to 
our customers fluctuate with &e cost of gas that we purchase, utility gross profit is generally not affected by 
fluctuations in the cost of gas due to the purchased gas adjustment mechanism. The effects of these purchased gas 
adjustment mechanisms are recorded as deferred gas costs on ow balance sheet. 

Energy trading contracts resulting in the delivery of a commodity where we are the principal in the transaction 
are recorded as natural gas marketing sales or purchases at the time of physical delivery. Realized gains and losses 
from the settlement of financial instruments that do not result in physical delivery related to our natural gas marketing 
energy trading contracts and unrealized gains and losses from changes in the market value of open contracts are 
included as a component of natwal gas marketing revenues. 

accounts based on our collections experience. On certain other receivables where we are aware of a specific 
customer’s inability or reluctance to pay, we record an allowance for doubtful accounts against amounts due to reduce 
the net receivable balance to the amount we reasonably expect to collect. However, if circumstances change, our 
estimate of the recoverability of accounts receivable could be different. Circumstances which could affect our 
estimates include, but are not limited to, customer credit issues, the level of natural gas prices and general economic 
conditions. Accounts are written off once they are deemed to be uncollectible. 

Derivatives and hedgilzg activities - Lu our utility segment, we use a combination of storage and financial 
derivatives to partially insulate us and our natural gas utility customers against gas price volatility 

Revenue recognition - Sales of natural gas to our utility customers are billed on a monthly cycle basis; 

Allowance for doub@l accounts - For the majority of our receivables, we establish an allowance for doubtful 
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during the winter heating season. The fmancial derivatives we use in our utility segment are accounted for under the 
mark-to-market method pursuant to SFAS 133, Accounting for Dei*ivative lizstr*uments and Hedging Activities. 
Changes in the valuation of these derivatives primarily result from changes in the valuation of the portfolio of 
contracts, the maturity and settlement of contracts and newly originated transactions. However, because the costs of 
financial derivatives used in our utility segment will ultimately be recovered through our rates, current peiiod changes 
in the assets and liabilities fiom tliese risk management activities are recorded as a component of deferred gas costs in 
accordance with SFAS 7 1. Accordingly, there is no earnings impact to our utility segment as a result of the use of 
fmancial derivatives. The changes in the assets and liabilities from risk management activities are recognized in 
purchased gas cost in the income statement when the related costs are recovered through our rates. 

This segment is exposed to risks associated with changes in the market price of natural gas, wbch we manage through 
a combination of storage and financial derivatives, including futures, over-the-counter and exchange-traded options 
and swap contracts with counterparties. Option coutracts provide the right, but not the requirement, to buy or sell the 
commodity at a fuced price. Swap contracts require receipt of payment for tlie commodity based on the difference 
between a fxed price and the market price on the settlement date. The use of these contracts is subject to our risk 
management policies, which are monitored for compliance daily. 

We participate in transactions in which we combine the natural gas commodity and transportation costs to 
minimize our costs incurred to serve our customers. Additionally, we engage in natural gas storage transactions in 
which we seek to find and profit from pricing differences that occur over time. We purchase or sell physical natural 
gas and then sell or purchase financial contracts at a price sufficient to cover our carrying costs and provide a gross 
profit margin. Through the use of transportation and storage services and derivatives, we seek to capture gross profit 
margin through the arbitrage of pricing differences in various locations and by recognizing pricing differences that 
occur over time. 

Our natural gas marlceting risk management activities are conducted through our natural gas marlceting segment. 

Under SFAS 133, natural gas inventory is designated as the hedged item in a fair-value hedge by AEM and 
Atmos Pipeline and Storage LLC. This inventory is marked to market at the end of each month with changes in fair 
value recognized as unrealized gains or losses in revenue in the period of change. Effective October 2005, we changed 
the index used to value our physical natural gas from Inside FERC to Gas Daily to better reflect the prices of our 
physical commodity. This change had no material impact on our fmancial position on the date of adoption. Costs to 
store the gas are recognized in the period the costs are incurred. We recognize revenue and the carrying value of the 
inventory as an associated purchased gas cost in our consolidated statement of income when we sell the gas and 
deliver it out of the storage facility. 

Derivatives associated with our natural gas inventory are marked to market each month based upon the NYMEX 
price with changes in fair value recognized as unrealized gains or losses in the period of change. The difference in the 
indices used to mark to market our physical inventory (Gas Daily) and the related fair-value hedges ( H Y M E X )  are 
reported as a component of revenue and can result in volatility in our reported net income. Over time, we expect gains 
and losses on the sale of storage gas inventory to be offset by gains and losses on the fair-value hedges, resulting in 
the realization of the economic gross profit margin we anticipated at the time we structured the original transaction. 
We continually manage our positions and seek to optimize value as market conditions and other circumstances 
change. We elect to exclude the differential between the spot price used to value our physical inventory and the 
forward price used to value the fmancial hedges designated against our physical inventory for purposes of assessing 
the effectiveness of these fair-value hedges. 

with our fixed-price contracts with minimum volume requirements though the use of various offsetting derivatives. 
Prior to April 2004, these derivatives were not designated as hedges under SFAS 133 because they naturally locked in 
the economic gross profit margin at the time we entered into the contract. The fixed-price forward and offsetting 
derivative contracts were marked to market each month with changes in fair value recognized as unrealized gains and 
losses recorded in revenue in our consolidated Statement of income. The unrealized gains and losses were realized as a 
component of revenue in the period in which we fulfilled the requirements of the fixed-price contract and the 
derivatives settled. To the extent that the 

\ 

Similar to our inventory position, we attempt to mitigate substantially all of the commodity price risk assaciated 
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unrealized gains and losses of the fxed-price forward contracts and the offsetting derivatives did not offset exactly, 
our earnings experienced some volatility At delivery, the gains and losses on the fixed-price contracts were offset by 
gains and losses on the derivatives, resulting in the realization of the economic gross profit margin we anticipated at 
the time we structured the original transaction. 

Effective Apnl2004, we elected to treat our fxed-price forward contracts as normal purchases and sales. As a 
result, we ceased marking the fixed-pIice forward contracts to market. We designated the offsetting derivative 
contracts as cash flow hedges of anticipated transactions. As a result of this change, unrealized gains and losses on 
these open derivative coritracts have been recorded as a component of accumulated other comprehensive income and 
are secognized in earnings as a component of ievenue when the hedged volumes are sold. Hedge ineffectiveness, to 
the extent incurred is reported as a component of revenue. 

Additionally, we utilize storage swaps and futures to capture additional storage arbitrage opportunities that arise 
subsequent to the execution of the original fair value hedge associated with our physical natural gas inventory, basis 
swaps to insulate and protect the economic value of our frxed price and storage books and various over-the-counter 
and exchange-traded options. Although the purpose of these instruments is to either reduce basis or other risks or lock 
in arbitrage opportunities, these derivative instruments have not been designated as hedges. Accordingly, these 
derivative instruments are recorded at fair value with all changes in fair value included in revenue in our natural gas 
marketing se,gnent. 

interest cost of fmancing associated with the anticipated issuance of $875 million of long-term debt. We designated 
these Treasury lock agreements as cash flow hedges of an anticipated transaction. Accordingly, unrealized gains and 
losses associated with the Treasury lock agreements were recorded as a component of accumulated other 
comprehensive income. These Treasury lock agreements were settled in October 2004 with a nef $43.8 million 
payment to the counterparties. T h s  realized loss is being recognized as a component of interest expense over the life 
of the related fmancing arrangements. 

"he fair value of our financial derivatives is determined through a combination of prices actively quoted on 
national exchanges, prices provided by other extemal sources and prices based on models and other valuation 
methods. Changes in the valuation of our financial derivatives primarily result fkom changes in market prices, tlie 
valuation of the portfolio of our contracts, maturity and settlement of these contracts and newly originated 
transactions, each of which directly affect the estimated fair value of our derivatives. We believe the market prices and 
models used to value these derivatives represent the best information available with respect to closing exchange and 
over-the-counter quotations, time value and volatility factors underlying the contracts. Values are adjusted to reflect 
the potential impact of an orderly liquidation of our positions over a reasonable period of time under then current 
market conditions. 

/ 

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield component of the 

Iiizpaiinient assessments - We perfoim impairment assessments of our goodwill, intangible assets subject to 
amortization and long-lived assets. We currently have no indefinite-lived intangible assets. We annually evaluate our 
goodwill balances for impairment during our second fiscal quarter or as impairment indicators arise. We use a present 
value technique based on discounted cash flows to estimate the fair value of our reporting units. We have determined 
our reporting units to be each of our utility divisions and wholly-owned subsidiaries. Goodwill is allocated to the 
reporting units responsible for the acquisition that gave rise to the goodwill. 

The discounted cash flow calculations used to assess goodwill impairment are dependent on several subjective 
factors including the timing of future cash flows, future growth rates and the discount rate. An impairment charge is 
recognized if the carrying value of a reporting unit's goodwill exceeds its fair value. 

We periodically evaluate whether events or circumstances have occurred that indicate that our intangible assets 
subject to amortization and other long-lived assets may not be recoverable or that the remaining useful life may 
warrant revision. When such events or circumstances are present, we assess the recoverability of these assets by 
determining whether the carrying value will be recovered through expected future cash flows. These cash flow 
projections consider various factors such as the timing of the future cash flows and the discount rate and are based 
upon the best XoIrnation available at the time the estimate is made. Changes in 
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these factors could materially affect the cash flow projections and result in the recognition of an impairment charge. 
A n  impainnent charge is recognized as the difference between the carrying amount and the fair value if the sum of the 
undiscounted cash flows is less than the carrying value of the related asset. 

Pension and other postretiremeizt plaizs - Pension and other postretirement plan costs and liabilities are 
determined on an actuarial basis and are affected by numerous assumptions and estimates including the market value 
of plan assets, estimates of the expected return on plan assets, assumed discount rates and current demographic and 
actuarial mortality data. We review the estimates and assumptions underlying our pension and ober postretirement 
plan costs and liabilities annually based upon a June 30 measurement date. The assumed discount rate and the 
expected return are the assumptions that generally have the most significant impact on our pension costs and 
liabilities. The assumed discount rate, the assumed health care cost trend rate and assumed rates of retirement 
generally have tlie most signdicant impact on our postretirement plan costs and liabilities. 

The discount rate is utilized principally in calculating the actuarid present value of our pension and 
Postretirement obligation and net pension and postretirement cost. When establishing our discount rate, we consider 
high quality Corporate bond rates based on Moody's Aa bond index, changes in those rates firom the prior year and the 
implied discount rate that is derived from matching our projected benefit disbursements with a high quality corporate 
bond spot rate curve. 

The expected long-term rate of return on assets is utilized in calculating the expected return on plan assets 
component of our annual pension and postretirement plan cost. We estimate the expected return on plan assets by 
evaluating expected bond returns, equity risk premiums, asset allocations, the effects of active plan management, the 
impact of periodic plan asset rebalancing and historical perfoimance. We also consider the guidance from our 
investment advisors in making a final determination of ow expected rate of return on assets. To the extent the actual 
rate of return on assets realized over the course of a year is greater than os less than the assumed rate, that year's 
annual pension or postretirement plan cost is not affected. Rather, th~s gain or loss reduces or increases fittire pension 
or postretirement plan cost over a period of approximately ten to twelve years. 

We estimate the assumed health care cost trend rate used in determining our postretirement net expense based 
upon our actual health care cost experience, the effects of recently enacted legislation and general economic 
conditions. Our assumed rate of retirement is estimated based upon our annual review of our participant census 
information as of the measurement date. 

1 

I 

Actual changes in the fair market value of plan assets and differences between the actual return on plan assets and 
the expected return on plan assets could have a material effect on the amount of pension cost ultimately recognized. A 
0.25 percent change in our discount rate would impact our pension and postretirement cost by approximately 
$1.1 million. A 0.25 percent change in our expected rate of return would impact our pension and postretirement cost 
by approximately $0.8 million. 
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RESULTS OF OPERATIONS 

The following table presents our financial highlights for the three fiscal years ended September 30,2006: 

i;or,the Year Ended September 30 
3006 2005 3004 
(In thousands, unless otherwise noted) 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 
Net income 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 
Natural gas marketing sales volumes - MMcf 
Pipeline transportation volumes - MMcf 
Heating Degree Days ( I )  

Actual (weighted average) 
Percent of normal 

Consolidated utility average transportation revenue per Mcf 
Consolidated utility average cost of gas per Mcf sold 

$6,152,363 
1,2 16,570 

833,954 
382,616 

881 
146,607 
236,890 
89,153 

$ 147,737 

272,033 
12 1,962 
393,995 
283,962 
420,2 17 

2,527 
87% 

$ 0.50 
$ 10.02 

$4,961,873 
1,117,637 

768,982 
348,655 

2,021 
132,658 
21 8,018 
82,233 

$ 135,785 

296,283 
114,851 
41 1,134 
238,097 
383,377 

2,587 
89% 

$ 0.51 
$ 7.41 

$2,920,037 
562,19 1 
368,496 
193,695 

9,507 
65,437 

137,765 
51,538 

$ 86,227 

173,2 19 
72,814 

246,033 
222,572 

__ 

3,271 
96% 

$ 0.42 
$ 6.55 

Adjusted for service areas that have weather normalized operations. For service areas that have weather normalized \ 
operations, normal degree days are used instead of actual degree days in computing the total number of heating 
degree days. 
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The following table shows our operating income by utiIity division and by segment for the three fiscal years 
ended September 30,2006. The presentation of our utility operating income is included for fmancial reporting 
purposes and may not be appropriate €or ratemaking purposes. I 

3005 2004 - 2006 
Heating Heating Heating 

Degree Days Degree Days Degree Days 
Operating Percent of Operating Percent of Operating Percent of 

Income -Normal (I) Income Norma1 (*) Income Normal 0) 
(in thousands, except degree day information) 

Colorado-Kansas 
Kentucky 
Louisiana 
Mid-States 
Mid-Tex 
Mississippi 
West Texas 

$ 22,524 99% $ 25,157 99% $ 20,876 99% 

27,772 78% 24,819 78% 40,762 93 % 
35,555 95% 35,687 93% 38,778 95% 
7 1,703 72% 84,965 80% 
23,276 102% 19,045 96% 18,709 101% 

2,2 1.5 100% 27,520 99% 22,090 90% 

14,338 100% 18,657 98% 22,738 98% 

- - 

- 515 - -- (4,063) Other 4 3  11 - 
UtiIity segment 20 1,894 87% 236,365 89% isg,a90 96% 
Natural gas marketing segment 102,235 - 40,98.5 - 27,726 - 
Pipeline and storage segment 77,858 - 70,286 - 5,293 - 

- Other nonutility segment 629 - 1,019 - 786 ___- 
Consolidated operating income $382,616 87% $348,655 89% $193,695 96% 

Adjusted for service areas that have weather-normalized operations. For service areas that have weather normalized 
operations, normal degree days are used instead of actual degree days in computing the total number of heating 
degree days. 

Year ended September 30,2006 compared with year ended September 30,2005 

Utility segment 

Our utility segment has historically contributed 65 to 85 percent of our consolidated net income. However, during 
fiscal 2006, our utility segment contributed approximately 36 percent of our consolidated net income primarily due to 
the adverse effect of significantly warmer than normal weather, the adverse effect of Hurricane ICatrina and a non- 
recurring, noncash charge to recognize the impairment of our irrigation assets. 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 aad 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 64 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-term 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. Utility sales to industrial customers are much less weather 
sensitive. 

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 
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expense, and may require us to increase borrowings under our credit facilities resulting in higher interest expense. 

adjustments in most 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. Accordingly, in our 
WNA service areas, our gross profit margin should be based substantially on the amount of gross profit that would 
result from normal weather, despite actual weather conditions that may be either warmer or colder than normal. 

During fiscal 2006, we received WNA in our two most weather sensitive jurisdictions: the Louisiana and Mid- 
Tex divisions. With the addition of W A  in these two jurisdictions, we will have weather protection for over 
90 percent of our residential and commercial meters for the 2006-2007 winter heating season. Prior to these decisions, 
there was limited weather protection in these jurisdictions. The Louisiana Division had previously benefited from a 
higher base customer charge. However, this rate structure was not as beneficial during periods where weather was 
significantly warmer than nornial. In May 2006, the LPSC approved a settlement that provided for a modified WNA 
which provides a partial decoupling mechanism to stabilue this jurisdiction’s margins, The approved WNA will cover 
a period from December to March. 

Prior to October I ,  2006, the Mid-Tex Division, whch is our largest utility division and contains almost 
50 percent of our approximately 3.2 million distribution customers, had benefited from a rate structure that combined 
a monthly customer charge with a declining block rate schedule to partially mitigate the impact of wamer-than- 
normal weather on revenue. The combination of the monthly customer charge and the customer billing under the first 
block of the declining block rate schedule provided for the recovery of a significant portion of our flued costs for such 
operations under average weather conditions. However, this rate structure was not as beneficial during periods where 
weather was significantly warmer than normal. 

In July 2006, in connection with the Mid-Tex Division rate proceeding the RRC approved an interim and a 
permanent W A  effective October 1,2006 for the Mid-Tex Division. The WNA covers the period from October 
though May. The interim WNA is based on 30 years of weather hstory, and the permanent WNA will be modified or 
adjusted to conform to the rate design that the RRC ultimately approves in the rate proceeding, which proceeding is 
described in greater detail under Recent Ratemaking Activity. 

In the pending rate proceeding before the RRC, we are seelcing for our Mid-Tex Division additional annual 
revenues of approximately $60 million and several rate design changes including revenue stabilization and recovery of 
the gas cost component of bad debt expense. While the outcome of the Mid-Tex Division’s pending rate proceeding 
before the RRC cannot be predicted with certainty, we believe that we have adequately demonstrated to the RRC that 
the Mid-Tex Division is entitled to receive an increase in annual revenues and that the remaining rate design changes 
should be implemented. However, if the RRC were to deny an increase in the Mid-Tex Division’s rates or not allow 
new rate design changes the Mid-Tex Division has requested, our business, financial condition and results of 
operations could be adversely affected in the future. 

The effects of weather that is above or below normal are substantially offset through weather nomalization I 

Operating income 

Utility gross profit increased to $925.1 million for the year ended September 30,2006 from $907.4 million for the 
year ended September 30,2005. Total throughput for our utility business was 394.0 Bcf during the current year 
compared to 41 1.1 Bcf in the prior year. 

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 approximately $14.0 million due to rate increases received from our fiscal 2005 and fiscal 2004 
GRTP filings and the recognition of $6.2 million that had been previously deferred in Louisiana following the LPSC’s 
ratification of our agreement in May 2006. These increases were partially offset by approximately $22.9 million due 
to the impact of si&icantly warmer than normal weather, particularly in our Mid-Tex and Louisiana divisions. For 
the year ended September 30,2006, weather was 
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13 percent wamier than normal, as adjusted for jurisdictions with weather-normalized operations and two percent 
warmer than the prior year. In the Mid-Tex and Louisiana Divisions, which did not have weather-normalized rates 
during the 200.5-2006 winter heating season, weather was 28 percent and 22 percent warmer than normal. 

Additionally, utility gross profit decreased approximately $2.9 million compared with the prior year in the 
Louisiana Division due to the impact of Hurricane Katrina. Service has been restored in some areas affected by the 
storm; however, it is not lilcely that service will be restored to all of the affected service areas. As more fiilly described 
under Recent Ratemaking Activity, we implemented new rates in September 2006 that reflect the impact of Hurricane 
Katrina. 

I 

Operating expenses increased to $723.2 million for the year ended September 30,2006 from $671.0 million for 
the year ended September 30,200.5. The increase reflects a $13.3 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. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $7.8 million 
primarily due to higher employee costs associated with increased headcount to fill positions that were previously 
outsourced to a third party, higher medical and dental claims and increased pension and postretirement costs resulting 
from changes in the assumptions used to determine our fiscal 2006 costs. Increased line locate, telecomnunication 
and facilities costs also contributed to the overall increase. These increases were partially oEset by a reduction in 
third-party costs for outsourced administrative and meter reading functions that were in-sourced during fiscal 2006. 
Operation and maintenance expense for the year ended September 30,2006 was also favorably impacted by the 
absence of $2.1 million of merger and integration cost amortization associated with the merger of United Cities Gas 
Company in July 1997, as these costs were fully amortized by December 2004. 

The provision for doubtful accounts increased $3.1 million to $20.6 million for the year ended September 30, 
2006, compared with $17.5 million in the prior year. 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 year ended 
September 30,2006 was $10.02 per Mcf, compared with $7.41 per Mcf for the year ended September 30,200.5. 

design described in Recent Ratemaking Activity, decided to allow the recovery of $2.8 million in deferred costs, 
which it had originally disallowed in its September 2004 decision. This charge was originally recorded in fiscal 2004. 
This ruling decreased our depreciation expense during the year ended September 30,2006. This decrease was offset 
by increased depreciation expense associated with the placement of various capital projects into service during the 
fiscal year. 

Operating expenses were also impacted by $22.9 million noncash charge to impair our West Texas Division's 
irrigation assets. During the fiscal 2006 fourth quarter, we determined that, as a result of declining irrigation sales 
primarily associated with our agricultural customers' shift &om gas-powered pumps to electric pumps, the West Texas 
Division's irrigation assets would not be able to generate sufficient future cash flows from operations to recover the 
net investment in these assets. Therefore, the entire net book value was written off. We will continue to operate these 
assets until we determine a plan for these assets as we are obligated to provide natural gas services to certain 
customers served by these assets. 

2006 decreased to $201 "9 million from $236.4 million for the year ended September 30,2005. 

i 

Additionally, during the first quarter of fiscal 2006, the MPSC, in connection with the modification of ow rate 

As a result of the aforementioned factors, our utility segment operating income for the year ended September 30, 
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Miscellaneous iiicome 

Miscellaneous income €or the year ended September 30,2006 was $9.5 million compared to miscellaneous 
income of $6.8 million for the year ended September 30,2005. This increase was primarily attributable to increased 
interest income on intercompany borrowings to our natural gas marketing segment to fclnd its working capital needs. 
This increase was partially offset by a $3.3 million charge recorded during the fiscal 2006 second quarter associated 
with an adverse ruling in Tennessee related to the calculation of a performance-based rate mechanism associated with 
gas purchases. 

I 

Interest charges 

Interest charges allocated to the utility segment €or the year ended September 30,2006 increased to 
$126.5 million from $1 12.4 million for the year ended September 30,2005. The increase was attributable to higher 
average outstanding short-term debt balances to fund natural gas purchases at significantly higher prices coupled with 
an approximate 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 LBOR rate. These increases were partially offset by $4.8 million of 
interest savings arising from the early payoff of $72.5 million of our First Mortgage Bonds in June 2005. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges transportation and/or storage 
logistics and ultimately delivers gas to our customers at competitive prices. To facilitate this process, we utilize 
proprietary and customer-owned transportation and storage assets to provide the various services our customers 
request, including furnishing natural gas supplies at fxed 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 reveuues 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 1 
identlfying 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 fmd and profit &om the 
pricing differences that occur over time. We purchase physical natural gas and then sell frnancial contracts at 
favorable prices to lock in gross profit margins. Through the use of transportation and storage services and derivative 
contracts, we seek to capture gross profit margin through the arbitrage of pricing differences in various locations and 
by recognizing pricing differences that occur over time. 

Operating income 

Gross profit margin for our natural gas marketing segment consists primarily of marketing activities, which 
represent the utilization of proprietary and customer-owned transportation and storage assets to provide the various 
services our customers request, and storage activities, which are derived from the optimization of our managed 
proprietary and third party storage and transportation assets. 
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Our natural gas marketing segment's gross profit margin was comprised of the following for the year ended 
September 30,2006 and 2005: 

Year Ended 
I 

September 30 
2006 2005 

IIn thousands. except 
. physical pos'itionf 

Storage Activities 
Realized margin $ 26,225 $ 28,008 
Unrealized margin (1,293) (14,007) 

Total Storage Activities 24,932 14,001 
Marketing Activities 

Realized margin 87,236 59,971 
Unrealized margin 18,459 (11,999) 

Total Marketing Activities 105,695 47,972 
Gross profit $130,627 $ 61,973 
Net physical position (Bcf) 14.5 6.9 

Our natural gas marketing segment's gross profit margin was $130.6 million for the year ended September 30, 
2006 compared to gross profit of $62.0 million for the year ended September 30,2005. Gross profit margin from our 
natural gas marketing se-ment for the year ended September 30,2006 included an unrealized gain of $17.2 million 
compared with an unrealized loss of $26.0 million in the prior year. Natural gas marketing sales volumes were 
336.5 Bcf during the year ended September 30,2006 compared with 273.2 Bcf for the prior year. Excluding 
intersegment sales volumes, natural gas marketing sales volumes were 284.0 Bcf during the current year cornpared 
with 238.1 Bcf in the prior year. The increase in consolidated natural gas marketing sales volumes was primarily due 
to focusing our marketing efforts on higher margin opportunities partially offset by wanner-than-noma1 weather 
across our market areas. 

Our storage activities generated $24.9 million in gross profit margin for the year ended September 30,2006 
compared to $14.0 million for the year ended September 30,2005. Lower realized margins in our storage operations 
were primarily due to the realization of less favorable arbitrage spreads compared with the prior year coupled with 
increased storage fees. These decreases were partially offset by a decrease in the unrealized loss associated with these 
operations due to a favorable movement during the year ended September 30,2006 in the forward natural gas prices 
used to value the financial hedges designated against our physical inventory and our fured-price forward contracts. 
These decreases were also favorably impacted by positive basis ineffectiveness resulting from natural gas market price 
clifferences between the locations of the hedged inventory and the delivery location specified in the derivative 
instruments designated as a fair value hedge. These results were magnified by a 7.6 Bcf increase in our net physical 
position at September 30,2006 cornpared to the prior year. 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. 

compared with $48.0 million for the year ended September 30,2005. This increase reflects increased realized margins 
coupled with a favorable unrealized margin variance compared with the prior year. The increase in our realized 
marketing operations was primarily 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 year ended September 30,2006 in the forward natural gas prices associated with financial 
derivatives used in these activities and positive basis ineffectiveness on those financial derivatives. 

depreciation and amortization expense and taxes other than income taxes, increased to $28.4 miUion for the 

Our marketing activities generated $105.7 million in gross profit margin for the year ended September 30,2006 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
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year ended September 30,2006 from $21.0 million for the year ended September 30,2005. The increase in operating 
expense primarily was attributable to an increase in personnel costs due to increased headcount and an increase in 

The improved gross profit margin partially offset by higher operating expenses resulted in an increase in our 
natural gas marketing segment operating income to $102.2 million for the year ended September 30,2006 compared 
with operating income of $41.0 million for the year ended September 30,2005. 

i 
regulatory compliance costs. i 

Interest charges 

Interest charges allocated to the natural gas marketing segment for the year ended September 30,2006 increased 
to $8.5 million from $3.4 million for the year ended September 30, 2005. The increase was attributable to higher 
average outstanding debt balances to fund natural gas purchases at sigruGcantly higher prices. 

Fipeliize and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atnzos 
Pipeline - Texas Division and the noruegulated pipeline and storage operations of Atmos Pipeline and Storage, LLC 
( A P S ) ,  which were previously included in our other nonutility segment. The Amos Pipeline - Texas Division 
transports natural gas to our Mid-Tex Division and for third parties and manages five underground storage reservoirs 
in Texas. We also provide ancillay services customary in the pipeline industry including parkhg arrangements, 
lending and sales of inventory 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, northem 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. This pipeline system provides access to nine basins located in Texas, which are estimated to 
contain a substantial portion of the nation’s remaining onshore natural gas seserves. A P S  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 utihty segment, OLE pipeline and storage seepent is impacted by seasonal weather patterns, 
competitive factors in the energy industry and economic conditions in our service areas. Natural gas transportation 

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 A h o s  Pipeline - Texas Division operations supply all of the natural gas for our Mid-Tex Division, 
the results of this segment are highly dependent upon the natural gas requirements of the Mid-Tex Division. 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. 

requirements are affected by the winter heating season requirements of our customers. This generally results in higher i 
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Operating income 

Gross profit margin for our pipeline and storage segment primarily consists of transportation margins earned from 
our Mid-Tex Division and from third parties, other ancillary pipeline services and asset management fees earned by 
A P S .  Om pipeline and storage segment’s gross profit margin was comprised of the following components for the year 
ended September 30, 2006 and 2005: 

i 

Mid-Tex transportation 
Third party transportation 
Asset management fees 
Storage and park and lend services 
Unrealized gains (losses) 
Other 
Gross profit 

Year Ended September 30 
2006 2005 

(In thousands) 

$ 69,925 $ 70,089 
58,490 55,376 
10,333 8,559 
11,297 7,45 I 
3,350 (4,730) 
6,334 9,733 

$159,729 $146,478 

Pipeline and storage gross profit increased to $159.7 million for the year ended September 30, 2006 from 
$146.5 million for the year ended September 30,2005. Total pipeline transportation volumes were 591 “0 Bcf during 
the year ended September 30,2006 compared with 563.9 Bcf for the prior year. Excluding intersegment transportation 
volumes, total pipeline transportation volumes were 420.2 Bcf during the current year compared with 383.4 Bcf in the 
prior year. 

coupled with increased margins on APS’ asset management contracts. Increased third-party throughput on Atmos 
Pipeline - Texas was primarily attributable to increases in the electric-generation market due to the warmer than 
normal temperatures during the summer of 2006, increased demand for through-system transportation services due to 
a widening of pricing differentials between the pipeline’s hubs and the impact of Atmos Pipeline - Texas’ North 
Side Loop and other compression projects that were placed into service in June 2006. Storage and parking and lending 
services on Atmos Pipeline - Texas also increased during fiscal 2006 as a result of the widening of pricing 
differentials between the pipeline’s hubs, which increased the attractiveness of storing gas on the pipelme and our 
ability to obtain improved margins for these services. The increases on Atmos Pipeline - Texas’ system were 
partially offset by a decrease in margins earned from intercompany transportation services to our Mid-Tex Division 
due to the significantly warmer than normal weather experienced during fiscal 2006. Additionally, these increases 
were partially offset by the absence of inventory sales of $3.0 million realized in the prior year. 

contracts also contributed to this segment’s improved gross profit margin. These improved margins reflect an 
unrealized component as APS hedges its risk associated with these contracts. During fiscal 2006, favorable 
movements in the forward natural gas prices used to value the financial hedges designated against the physical 
inventory underlying these contracts resulted in an unrealized gain compared with an unrealized loss in the prior year. 

Operating expenses increased to $81.9 million for the year ended September 30,2006 from $76.2 million for the 
year ended September 30,2005 due to higher employee benefit costs associated with the increase in headcount, 
increased pension and postretirement costs resulting from changes in the assumptions used to determine OUT fiscal 
2006 costs, higher facilities costs and higher pipeline integrity costs. 

September 30,2006 increased to $77.9 million from $70.3 million for the year ended September 30,2005. 

The increase in gross profit was primarily attributable to increased third-party throughput and ancillary services, 

i 

Increases in APS’ margins due to its ability to capture more favorable arbitrage spreads on its asset management 

As a result of the aforementioned factors, our pipeline and storage segment operating income for the year ended 
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Other nonutility segment 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC, and Atmos 
Power Systems, Inc. Though AES, we provide natural gas management services to our utility operations, other than 
the Mid-Tex Division. These services, which began Apnl2004, include aggregating and purchasing gas supply, 
arranging transportation and storage logistics and ultimately delivering the gas to our utility service areas at 
competitive prices. The revenues of AES represent charges to our utility divisions equal to the costs incurred to 
provide those services. Through Atmos Power Systems, Inc., we have constructed electric peaking power-generating 
plants and associated facilities and have entered into agseements to lease 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 year ended September 30,2006 
compared with the prior year. 

I 

I 

Year ended September 30,2505 compared with year ended September 30,2054 

Utility segment 

Operating income 

Utility gross profit incseased to $907.4 million for the year ended September 30,2005 from $503.1 million for the 
year ended September 30,2004. Total throughput for our utility business was 41 1 . I  Bcf during the current year 
compared to 246.0 Bcf in the prior year. 

resulting in an increase in utility gross profit margin and total throughput of $398.2 million and 174.3 Bcf. The 
$6.1 million increase in the gross profit generated from our other utility operations primarily reflects rate increases in 
our Mississippi and West Texas divisions that were absent in the prior year coupled with the recognition of a 
$1.9 miIIion refund to our customers in our Colorado service area in the prior year. Offsetting these increases was a 
$3.9 million reduction in gross profit in our Louisiana Division due to the impact of Hurricane Katrina. Gross profit 
margins, particularly in Louisiana, were also adversely impacted by weather (as adjusted for jurisdictions with 
weather-normalized operations) that was five percent warmer than normal and one percent warmer than the prior year 

encourage customers to increase their heat load consumption and lower irrigation throughput in our West Texas and 
Colorado-Kansas Divisions. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $671 “0 million for the year 
ended September 30,2005 from $343.2 million for the year ended September 30,2004 primarily as a result of the 
addition of the Mid-Tex Division. Excluding the impact of the Mid-Tex Division, operating expenses for our other 
utility operations increased $14.5 million primarily due to $2.3 million associated with the effects of Hurricane 
ICatrina, a $7.7 million increase in taxes, other than income, a $2.4 rnilIion increase in operation and maintenance 
expense, including the provision for doubtful accounts, and a $2.1 mdlion increase in depreciation and amortization. 
Included in taxes other than income taxes are franchise and state gross receipts taxes which are paid by our customers 
as a component of their monthly bills. Although these amounts are offset in revenues through customer billings, 
timing differences between when the expense is incurred and is recovered may impact our net income on a temporary 
basis. However, there is no permanent effect on net income. 

As a result of the aforementioned factors, our utility segment operating income for the year ended September 30, 
2005 increased to $236.4 million from $159.9 million for the year ended September 30,2004. 

The increase in utility gross profit margin primarily reflects the impact of the acquisition of the Mid-Tex Division 

period. Additionally, gross profit margin was adversely impacted by the lack of cold weather in patterns sufficient to i 

Miscellaneous income 

Miscellaneous income increased to $6.8 million for the year ended September 30,2005 from $5.8 million for the 
year ended September 30,2004. The increase was attributable to an increase in interest income earned 
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on higher cash balances during the current year compared with the prior year partially offset by the recognition of a 
$0.8 million gain on the sale of a building during the year ended September 30,2004. 

( 
Interest charges 

Lnterest charges allocated to the utility segment for the year ended September 30,2005 increased to 
$I  12.4 million f?om $65.4 million for the year ended September 30,2004. The increase was attributable to the interest 
expense associated with the issuance of long-term debt to fmance the acquisition of the Mid-Tex Division in October 
2004. On June 30,2005, we repaid $72.5 million in principal on five series of our First Mortgage Bonds prior to their 
scheduled maturities. The early repayment of these bonds resulted in savings of $1.3 million in interest expense in 
fiscal 200.5. 

Natupal gas marketing segnieiit 

Operating income 

Our natural gas marketing segment's gross profit margin was comprised of the following for the years ended 
September 30,2005 and 2004: 

Year Ended 
September 30 

2005 2004 
(In thousands, except 

physical position) 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 
Marketing Activities 

Realized margin 
Unrealized margin 

\ Total Marketing Activities 
Gross profit 
Net physical position (Bcf) 

$ 28,008 $ (1,900) 

14,001 (1,543) 
(34,007) 357 

59,97 1 5 1,347 
(1 1,999) (3,173) 
47,972 48,174 

$ 61,973 = $46,631 
5.4 6.9 

Our natural gas marketing segment's gross profit margin was $62.0 million for the year ended September 30, 
2005 compared to gross profit of $46.6 million for the year ended September 30,2004. Gross profit margin from our 
natural gas marketing segment for the year ended September 30, 2005 included an unrealized loss of $26.0 million 
compared with an unrealized loss of $2.8 million in the prior year. Natural gas marketing sales volumes were 
273.2 Bcf during the year ended September 30,2005 compared with 265.1 Bcf for the prior year. Excluding 
intersegment sales volumes, natural gas marketing sales volumes were 238.1 Bcf during the current year compared 
with 222.6 Bcf in the prior year. The increase in consolidated natural gas marketing sales volumes primarily was 
attributable to successfully executed marketing strategies into new market areas. 

The contribution to gross profit from our storage activities was a gain of $14.0 million for the year ended 
September 30,2005 compared to a loss of $l.S million for the year ended September 30,2004. The $15.5 million 
improvement primarily was attributable to a $29.9 million increase in the realized storage contribution for the year 
ended September 30,2005 compared to the prior year due to more favorable arbitrage spread opportunities during the 
current year, partially offset by increased storage fees associated with 9.0 Bcf of newly contracted storage capacity 
during the third quarter of fiscal 2005. Annual demand charges for this new storage approximate $7.6 million. We 
may further increase the amount of our storage capacity in the future; therefore, the impact of price volatility on our 
unrealized storage contribution could become more sigruficant in future periods. 

so 
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A $14.4 million decrease in the unrealized storage contribution resulted from an unfavorable movement during 
the year ended September 30,2005 in the forward indices used to value the storage financial instruments combined 
with greater physical natural gas storage quantities at September 30,2005 compared to the prior year also. 

compared to $48.2 million for the year ended September 30,2004. The decrease in the marketing contribution 
primarily was attributable to $12.0 million of unrealized marked-to-market losses associated witb basis swaps that 
were put in place to capture margins in certain volatile market areas. The increase in unrealized 
marked-to-market losses was partially offset by an increase in OUI realized marketing margins due to focusing our 
marketing efforts on higher margin customers and successfully entering into new market areas. 

Operating expenses, which incfude operation and maintenance expense, provision for doubthl accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $2 1 .O million for the year 
ended September 30,2005 from $18.9 million for the year ended September 30,2004. The increase in operating 
expense was attributable primarily to an increase in labor costs due to increased headcount and an increase in 
regulatory compliance costs. 

natural gas marketing segment operating income to $41 .O million for the year ended September 30,2005 compared 
with operating income of $27.7 million for the year ended September 30,2001. 

I 

Our marketing activities contributed $48.0 million to our gross profit for the year ended September 30,2005 

The increase in gross profit margin, combined with higher operating expenses, resulted in an increase in OUT 

Pipeline and storage segment 

Operating income 

Pipeline and storage gross profit increased to $146.5 d o n  for the year ended September 30,2005 from 
$10.4 million for the year ended September 30,2004. Total pipeline transportation volumes were 563.9 Bcf during the 
year ended September 30,2005 compared with 9.4 Bcf for the prior year. Excluding intersegment transportation 
volumes, total pipeline transportation volumes were 383.4 Bcf during the current year. 

Atmos Pipeline - Texas Division resulting in an increase in pipeline and storage gross profit margin and total 

results were higher transportation and related services margin due to sigrvfcant basis differentials at its three major 
Texas hubs. The $2.0 million decrease in the gross profit generated by APS primady reflects a decrease in asset 
management fees received during fiscal 2005. 

Operating expenses increased to $76.2 million for tbe year ended September 30,2005 from $5.1 million for the 
year ended September 30,2004 due to the addition of $72.2 mdlion in operating expenses associated with the Atmos 
Pipeline - Texas Division. As the Atmos Pipeline - Texas Division is a regulated entity, franchise and state gross 
receipts taxes are paid by our customers; thus, these amounts are offset in revenues through customer billings and 
have no permanent effect on net income. Included in operating expense was $8.9 million associated with taxes other 
than income taxes, of which $8.3 million was associated with our Atmos Pipeline - Texas Division. 

As a result of the aforementioned factors, our pipeline and storage segment operating income for the year ended 
September 30,2005 increased to $70.3 million from $5.3 million for the year ended September 30,2004. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the acquisition of the 

I '  
\ transportation volumes of $138.1 million and 375.6 Bcf. Also contributhg to Atmos Pipeline - Texas Division's 

Interest charges 

Interest charges allocated to this segment for the year ended September 30,2005 increased to $24.6 million from 
$1.1 million for the year ended September 30,2004. The increase was attributable to the interest expense associated 
with the issuance of long-term debt to finance the acquisition of the Amos Pipeline - Texas Division in October 
2004. 
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Other non utility segment 

Operating income for our other nonutility segment primarily reflects the leasing income associated with two 
sales-type lease transactions completed in fiscal 200 1 and 2002. The increase in operating income during the year 
ended September 30,2005 reflects the absence of a one-time charge of $0.4 million associated with the wind-down of 
a noncore business during fiscal 2004. 

Miscellaneous income for the year ended September 30,2005 was $2.6 million compared with $8"3 million for 
the year ended September 30,2004. The $5.7 million decrease was attributable primarily to the recognition of a 
$5.9 million pretax gain on the sale of all remaining limited partnership interests in Heritage Propane Partuers, L,.P. 
during fiscal 2004. 

i 

LIQUIDITY AND CAPITAL RESOURCES 

Our working capital and liquidity for capital expenditure and other cash needs are provided from internally 
generated funds, borrowings under our credit facilities and commercial paper program and funds raised from the 
public debt and equity capital markets. We believe that these sources of funds will provide the necessary working 
capital and liquidity for capital expenditures and other cash needs for fiscal 2007. These facilities are described in 
greater detail below and in Note 6 to the consolidated financial statements. 

Capitalization 

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

September 30 
2005 - 2006 

Short-term debt 
Long-term debt 
Shareholders' equity 
Total capitalization, including short-term debt 

(In thousands, except percentages) 

$ 382,416 9.1% $ 144,809 3.7% 
2,183,548 51.8% 2,186,368 55.6% 
1,648,098 39.1% 1,602,422 40.7% 

$4,214,062 100.0% $3,933,599 = 100.0% = 

Total debt as a percentage of total capitalization, including short-term debt, was 60.9 percent and 59.3 percent at 
September 30,2006 and 2005. The increase in the debt to capitalization ratio was primarily attributable to an increase 
in our short-term debt borrowings to fund our working capital needs partially offset by current-year net income. Our 
ratio of total debt to capitalization is typically greater during the winter heating season as we make additional short- 
term borrowings to fimd natural gas purchases and meet our working capital requirements. Within three to five years, 
we intend to reduce our capitalization ratio to a target range of 50 to 55 percent through cash flow generated from 
operations, continued issuance of new common stock under our Direct Stock Purchase Plan and Retirement Savings 
Plan and access to the equity capital markets. 

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, the price for our services, the demand for services, margin requirements 
resulting from significant changes in commodity prices, operational risks and other factors. 

Cashflawsfi.oin operating activities 

Year-over-year changes in our operating cash flows are primarily attributable to working capital changes within 
our utility segment resulting fiom 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 year ended September 30,2006, we generated operating cash flow of $31 1.4 million compared with 
$386.9 million in fiscal 2005 and $270.7 million in fiscal 2004. The significant factors impacting our operating cash 
flow for the last three fiscal years are summarized below. 
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Year ended September 30, 2006 

Fiscal 2006 operating cash flows reflect the adverse impact of sigtuficantly higher natural gas prices. I 

I Year-over-year, unfavorable timing of payments for accounts payable and other accrued liabilities reduced operating 
cash flow by $523.0 million. Partially offsetting these outflows were higher customer collections ($245.1 million) and 
reduced payments for natural gas inventories ($102.1 million). Additionally, 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 
$126.3 million. 

Year ended September 30, 2005 

Fiscal 2005 operating cash flows reflect the effects of a $49.6 million increase in net income and effective 
working capital management partially offset by higher natural gas prices. Working capital management efforts, which 
affected the timing of payments for accounts payable and other accrued liabilities, favorably affected operating cash 
flow by $354.1 million. However, these efforts were partially offset by reduced cash flow generated from accounts 
receivable changes by $168.9 million, primarily attributable to higher natural gas prices, and an increase in our natural 
gas inventories attributable to a 13 percent year-over-year increase in natural gas prices coupled with increased natural 
gas inventory levels, which reduced operating cash flow by $8 1.8 million. Operating cash flow was also adversely 
impacted by unfavorable movements in the indices used to value our natural gas marketing segment risk management 
assets and liabilities, whch resulted in a net liability for the segment. Accordingly, under the terms of'the associated 
derivative contracts, we were required to deposit $8 1 .O million into a margin account. 

Year erzded September 3U, 2004 

Fiscal 2004 operating cash flows were favorably impacted by several items. Improved customer collections 
during fiscal 2004, compared with the prior year, resulted in a $62.2 million increase in operating cash flow. Further, 
cash used for natural gas inventories decreased by $33.8 million compared with the prior year. The decrease was 
attributable to lower injections of natural gas into storage, partially offset by higher prices. The reduction in the lag 
between the time period when we purchase our natural gas and the period in which we can include this cost in our gas 
rates improved operating cash flow by $65.7 million. Changes in cash held on deposit in margin accounts resulted in 
an increase in operating cash flow of $25.6 million. Ths  account represents deposits recorded to collateralize certain 
of our financial derivatives purchased in support of our natural gas marketing activities. The favorable change was 
attributable to the fact that the fair value of financial instruments held by AEM represented a net asset position at 
September 30,2004, which eliminated the need to place cash in margin accounts. Finally, other working capital and 
other changes improved operating cash flow by $33.9 d i o n .  These changes primarily related to various increases in 
deferred credits and other liabilities, other current liabilities and income taxes payable partially offset by lower 
deferred income tax expense as compared with the prior year. 

i 

Cash flowsfiom investing activities 

During the last three years, a substantial portion of our cash resources was used to fimd acquisitions and growth 
projects, ow 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 
jririsdictions that pennit 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 Iate base approved capital costs on a periodic basis without being required to file a rate 
case. 

For the year ended September 30,2006, we incurred $425.3 million for capital expenditures compared with 
$333.2 million for the year ended September 30,2005 and $190.3 million for the year ended 

53 

I.& I A ,oh nn hr Qn 14 PJ oar-nn 1 in e mom /EFX dll/ED GARDSO. dll?FetclzFilingHTM 



TabIe of Contents 

September 30,2004. The increase in capital expenditures in fiscal 2006 primarily reflects increased spending 
associated with our DallasEort Worth Metroplex North Side Loop project and other pipeline expansion projects in our 
Atmos Pipeline - Texas Division, which were compIeted during the fiscal 2006 third quarter. Increased capital 
spending in our Mid-Tex Division for vatious projects also contributed to the increase in our capital expenditures. 

the TXU Gas acquisition including related transaction costs and expenses. Cash flow from investing activities for the 
year ended September 30, 2004 reflects the receipt of $27.9 million from the sale of our limited and general 
partnership interests in USP and Heritage Propane Partners, L.P. and from the sale of a building. 

Our cash used for investing activities for the year ended September 30,2005 reflects the $1.9 billion cash paid for 

Cashflowsfi.oiiifiliancirzg activities 

For the year ended September 30,2006, our fmancing activities provided $155.3 million in cash compared with 
$1.7 billion and $80.4 million provided for the years ended September 30,2005 and 2004. Our significant financing 
activities for the years ended September 30,2006,2005 and 2004 are summarized as follows: 

0 In October 2004, we sold 16.1 million shares of common stock, including the underwriters' exercise of their 
overallotment option of 2.1 million shares, under a 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 shelf registration statement with an initial weighted average effective interest rate on these notes of 
4.76 percent. The net proceeds from these issuances, combined with the net proceeds from our July 2004 
common stock 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 to fix the Treasury yield component of the 
interest cost of financing associated with $875 d l i o n  of the $1.39 billion long-term debt we issued in October 
2004 to fund the acquisition. 

facilities by $237.6 million and $144.8 million whereas during the year ended September 30,2004, we repaid a 
net $1 18.6 million under our short-term facilities. Net borrowings under our short-term facilities during fiscal 
2006 and 2005 reflect the impact of seasonal natural gas purchases and the effect of higher natural gas prices 
than in prior years. 

$1 03.4 million during the year ended September 30,2005 and $9.7 million during the year ended September 30, 
2004. Fiscal 2005 payments reflected the repayment of $72.5 million of our First Mortgage Bonds. La 
connection with this repayment we paid a $25.0 million make-whole premium in accordance with the terms of 
the agreements and accrued interest of approximately $1 .O million. In accordance with regulatory requirements, 
the premium has been deferred and wfl be recognized over the remaining original lives of the First Mortgage 
Bonds that were repaid. The early repayment of these bonds resulted in interest savings of $4.8 d i o n  and 
$1.3 million in fiscal 2006 and 200.5. 

* During the year ended September 30,2006, we paid $102.3 million in cash dividends compared with dividend 
payments of $99.0 million and $66.7 rmllion for the years ended September 30,2005 and 2004. The increase in 
dividends paid over the prior year reflects an increase in the dividend rate from $1.24 per share during the year 
ended September 30,2005 to $1.26 per share during the year ended September 30,2006 combined with new 
share issuances under our various plans. 

During the year ended September 30,2006 we issued 0.9 million shares of common stock whch generated net 

* During the years ended September 30,2006 and 2005, we increased our borrowings under our short-term 

\ 
0 We repaid $3.3 million of long-term debt during the year ended September 30,2006 compared with 

proceeds of $23.3 million. In addition, we granted 0.3 million shares of common stock under 
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our 1998 Long-Term Incentive Plan to directors, officers and other participants in the plan. The following table shows 
the number of shares issued for the years ended September 30,2006,2005 and 2004: 

For the Year Ended September 30 
2006 2005 2004 - 

Shares issued: 
Direct stock purchase plan 
Retirement savings plan 
1998 Long-term incentive plan 
Long-term stock plan for Mid-States Division 
Outside directors stock-fos-fee plan 
October 2004 Offering 
July 2004 Offering 

Total shares issued 

387,833 450,212 556,856 
442,635 44 1,350 320,3 13 
366,905 745,788 498,230 

300 - 6,000 
2,442 2,341 3,133 
- 16,100,000 __ 

- 9 939 393 
1,200,115 17,739,691 11,323,925 

AL 
__ 

-__. 

Shelf Registration 

issue, &om time to time, up to $600.0 million in new common stock and/or debt. The registration statement was 
declared effective by the SEC in January 2002. In July 2004, we sold 9.9 million shares of our common stock, 
including the underwriters' exercise of their overallotment option, which exhausted the remaining availability under 
this registration statement. 

In August 2004, we filed a registration statement with the SEC to issue, from time to time, up to $2.2 billion in 
new common stock and/or debt, which became effective in September 2004. In October 2004, we sold 16.1 mrllion 
common shares, including the underwriters' exescise of their overallotment option of 2.1 million shares, under this 
registration statement, generating net proceeds of $382.5 million before other offering costs. Additionally, we issued 
$1.39 billion of senior unsecured debt under the registration statement. After issuing the debt and equity in October 
2004, we had approximately $401.5 million of availability remaining under this registration statement. However, we 
are no longer allowed to issue securities under that registration statement by applicable state regulatory commissions 
since we are in the process of securing their appsoval to issue a total of $900 million in securities under a new shelf 
registration statement, including the remaining $401.5 million of capacity carried over from the currently effective 
registration statement. We intend to file this new registration statement with the SEC in the near hture. 

Ln December 2001, we fded a registration statement with the Securities and Exchange Commission (SEC) to 

Credit Facilities 

As of September 30,2006, we maintained three short-term committed credit facilities totaling $91 8 million. We 
also maintain one uncommitted credit facility totaling $25 million and, through AEM, a second uncommitted credit 
facility that can provide up to $580 million. Borrowings under our uncommitted creht facilities are made on a 
when-and-as-needed basis at the discretion of the banks. Our credit capacity and the amount of mused 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 worlcirig capital needs can vary sigruficantly due to 
changes in the price of natural gas charged by suppliers and the increased gas supplies required to meet customers' 
needs during pesiocls of cold weather. Our cash needs for working capital have increased substantially as a result of 
the significant incsease in the price of natural gas. 

$600 million three-year revolving credit facility. In addition, in November 2005, we entered into a new $300 million 
364-day revolving credit facility with substantially the same terms as our $600 million credit facility. 

In October 2005, our $600 million 364-day committed credit facility expired and was replaced with a 

httn://vahoo .brand.ednar-online, com/EFX-dll/EDGARpro .dll?FetchFilin 
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In November 2006, we renewed our $300 million 364-day revolving credit facility and were ~II the process of 
replacing our three-year $600 million facility with a five-year $600 million revolving credit facility. Both facilities are 
being renewed with substantially the same teivls as their predecessor facilities. 

In April 2006, o u  $18 million committed unsecured credit facility was renewed for one year with no material 
changes to its terms and pricing. At September 30,2006, $3.1 d l i o n  was outstanding under this facility. 

As of September 30, 2006, the amount available to us under these credit facilities, net of outstanding letters of 
credit, was $609.0 million. We believe these credit facilities, combined with our operating cash flows will be 
sufficient to fund our increased worlcing capital needs. These facilities are described in fiirther detail in Note 6 to the 
consolidated firiancial statements. 

In November 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. In March 2006, AEM amended and 
extended this uncommitted demand working capital credit facility to March 2007. At September 30,2006, there were 
no borrowings outstanding under this facility. 

t 

Credit Ratings 

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

Inc. (Moody's) and Fitch Ratings, Ltd. pitch). O u  current debt ratings are all considered investment grade and are as 
follows: 

Our debt is rated by three rating agencies: Standard & Poor's Corporation (S&P), Moody's Investors Services, 

Long-term debt ' Commercial paper 

SGrP Moody's Fitch 

BBB Baa3 BBBI- 
A-2 P-3 F- 2 

1- 

Currently, with respect to our unsecured senior long-term debt, S&P, Moody's and Fitch maintain their stable 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade credit rating 

outlook. None of our ratings is currently under review. 

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 Covenants 

We were in compliance with all of our debt covenants as of September 30,2006. 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 both 
our revolving credit agreements, each contain a default provision that is triggered if outstanding indebtedness arising 
out of any other credit agreements in amounts ranging f?om in excess of $15 million to in excess of $100 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 indebtedness, as defined, by at least $250 thousand 
in the aggregate. AdditionaIly, this agreement 
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contains a provision that would lunit 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. 

Additional information concerning our debt covenants and how we complied with those covenants is included in 
Note 6 to the consolidated financial statements. 

Contractual Obligations and Commercial Commitments 

The following tables provide information about contractual obligations and commercial commitments at 
September 30,2006. 

Payments Due by Period - 
Less Than More Than 

5 Years Total - 1 Year 1-3 Years 3-5 Years 
(In thousands) 

Contractual Obligations 
Long-term debt (1) 

Short-term debt (1) 

Interest charges (2) 
Gas purchase commitments (3) 

Capital lease obligations (4) 
Operating leases (4) 

Demand fees for contracted storage (3 
Demand fees for contracted transportation 
Derivative obligations (7) 
Postretirement benefit plan contributions (*) 

Total contractual obligations 

$2,186,878 $ 3,186 $305,865 $ 762,762 $1,115,065 
382,416 382,416 

1,028,096 121,511 207,939 164,964 533,682 
708,217 560,461 110,793 17,035 19,928 

2,777 43 3 673 477 1,194 
176,806 15,959 30,157 26,912 103,'778 

1,900 __ 17,989 8,832 7,257 
27,818 4,269 5,944 5,788 11,817 
30,945 30,669 276 

145,198 1 1,408 21,584 26,141 86,065 
$4,707,140 $1,139,144 $690,488 $1,005,979 $1,871,529 

__ - - 

- - 

See Note 6 to the consolidated financial statements. 

rate that was in effect as of September 30,2006. 

based upon the index specified in the contract, adjusted for estimated basis differentials and contractual discounts 
as of September 30,2006. 

(2) Interest charges were calculated using the stated rate for each debt issuance, or in h e  case of floating rate debt, the 

(3) Gas purchase commitments were determined based upon contractually determined volumes at prices estimated 

(4) See Note 14 to the consolidated financial statements. 
(5 )  Represents third party contractual demand fees for contracted storage in our natural gas marketing and other utility 

segments. Contractual demand fees for confxacted storage for our utility segment are excluded as these costs are 
fully recoverable through our purchase gas adjustment mechanisms. 

(6) Represents third party contractual demand fees for transportation in our natural gas marketing segment. 
(7) Represents liabilities for natural gas commodity derivative contracts that were valued as of September 30,2006. 

The ultimate settlement amounts of these remaining liabilities are unknown because they are subject to continuing 
market risk until the derivative contracts are settled. 

(8) Represents expected contributions to our postretirement benefit plans. 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the forward 
NYMEX strip or fvted price contracts. At September 30,2006, AEM was committed to purchase 61.7 Bcf within one 
year, 51.2 Bcf between one to three years and 0.8 Bcf after three years under indexed 
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contracts. AEM was committed to purchase 2.4 Bcf wiihin one year and 0.1 Bcf w i h  one to three years under fixed 
price contracis with prices ranging from $3.40 to $12.00 per Mcf. 

With the exception of our Mid-Tex Division, our utility segment maintains 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 monihly basis at contractually negotiated prices. Commitments for incremental daily purchases 
are made as necessary during the month in accordance with the terns of the individual contract. Our Mid-Tex 
Division maintains long-term supply contracts to ensure a reliable source of gas for our customers in its service area 
which obligate it to purchase specified volumes at market prices. The estimated commitments under these contract 
terms as of September 30,2006 are reflected in the table above. 

In May 2006, we announced plans to form a joint venture with a local natural gas producer to construct a natural 
gas gathering system in Eastern Kentuclcy that will originate in Floyd County, Kentucky, and extend north 
approximately 60 miles to intercomect with the Tennessee Gas Pipeline in Carter County, Kentucky. Tennessee Gas 
Pipeline's interstate system delivers natural gas to the northeastern United States, including New York City and 
Boston. Referred to as the Straight Creek Project, the new system is expected to relieve severe gas gathering and 
transportation constraints that historically have burdened natural gas producers in the area and should improve 
delivery reliability to natural gas customers. More than a dozen other producers have signed memoranda of 
understanding to commit gas volumes to the new system and to enter into agreements on commercially reasonable 
terms. 

i 

As currently designed, the project is expected to cost between $75 million to $80 million. In October 2006, FERC 
issued a declaratory order finding that the Straight Creek Project will be exempt from FERC jurisdiction. Upon 
receiving all required regulatory approvals, construction is expected to begin in the first half of fiscal 2007, with 
operations expected to begin in fiscal 2008. Final terms of the joint venture are still being negotiated; however, we 
anticipate that we will have the ability to consolidate the joint venture. 

Risk Management Activities 

seesmenis. In our utility segment, we use a combination of storage, futed physical contracts and futed financial 
contracts to reduce our exposure to unusually large winter-period gas price increases. In our natural gas marketing and 
pipeline and storage segments, we manage our exposure to the risk of natural gas price changes and lock in our gross 
profit margin through a combination of storage and frnancial 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 meet the accounting requirements for hedge accounting, resulting in the 
derivatives being treated as mark to market instruments through earnings. 

In our natural gas marketing se,ment, hedge ineffectiveness resulting from natural gas market price differences 
between the locations of the hedged inventory and the delivery location specified in the hedge instruments (referred to 
as basis ineffectiveness) for both fair value and cash flow hedges was an unrealized gain of approximately 
$35.5 million for the year ended September 30,2006 and an unrealized loss of approximately $5.4 million and 
$1.1 million for the years ended September 30,2005 and 2004. Actual hedge ineffectiveness resulting from the timing 
of settlement of physical contracts and the settlement of the derivative instruments (referred to as timing 
ineffectiveness) resulted in an unrealized gain of approximately $4.4 million and $0.5 million for the years ended 
September 30,2006 and 2004 and an unrealized loss of approximately $2.2 million for the year ended September 30, 
2005. 

In OUT pipeline and storage segment, timing ineffectiveness resulted in an unrealized loss of approximately 
$4.7 million and less than $0.1 million for the years ended September 30,2006 and 2004 and an unrealized gain of 
approximately $5.2 million for the year ended September 30, 2005. 

the interest cost of financing associated with the anticipated issuance of $875 million of long- 

We conduct risk management activities through our utility, natural gas marketing and pipeline and storage 

I 

Finally, during fiscal 2004, we entered into four Treasury lock agreements to fuc the Treasury yield component of 
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term debt. These Treasury lock agreements were settled in October 2004 with a net $43.8 million payment to the 
counterparties. Approximately $1 1.6 million of the $43.8 million obligation is being recognized as a component of 
interest expense over a five year period from the date of settlement, and the remaining amount, approximately 
$32.2 million, is being recognized as a component of interest expense over a ten year period from the date of 
settlement. Our risk management activities and related accounting treatment are described in further detail in Note 5 to 
the consolidated financial statements. 

i 

We record our derivatives as a component of risk management assets and liabilities, whch are classified as 
current or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially all of our 
derivative financial instruments are valued using external market quotes and indices. The following table shows the 
components of the change in €air value of our utility and natural gas marketing desivative contract activities for the 
year ended September 30,2006 (in thousands): 

Natural Gas 

Fair value of contracts at September 30,2005 
Contracts realizedsettled 
Fair value of new contracts 
Other changes in value 

Fair value of contsacts at September 30,2006 

Utility Marketing 

$ 93,310 $ (61,898) 
25,461 11,106 

(127,329) - 65,795 
$ (27,209) $ 15,003 

(1 8,65 1) - 

The fair value of our utility and natural gas marketing derivative contracts at September 30,2006, is segxegated 
below by time period and fair value source. 

Fair Value of Contracts at September 30,2006 
Maturity in Years - 

Than 1 1 -3 4-5 Than5 Value 
(In thGands)  

Less Greater Total Fair 

- _ _ _ I  

Source of Fair Value 

Prices actively quoted $(17,421) $7,122 9;- $ - $(10,299) 

I 
Prices provided by other external sources (440) (936) - - (1,376) 
Prices based on models and other valuation methods (255) 076)  < (53 1) - 

$(18,116) $5,910 $- $ - $(12,206) - - -  - - - -  Total Fair Value 

Storage and Hedging Outloolc 

AEM participates in transactions in which it seeks to fmd and profit from pricing differences that occur over time. 
AEM purchases physical natural gas and then sells financial contracts at favorable 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, we changed the index used to value our 
physical natural gas from Inside FERC to Gas Daily to better reflect the prices of our physical commodity. This 
change had no material impact to the Company 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 inventoxy (Gas Daily) and the related fair-value 
hedge (NYMEX) are reported as a component of revenue and can result in volatility in our reported net 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 remaius essentially unchanged. 
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AEM continually manages its positions to enhance the fiiture economic 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 discretionary basis in an 
effort to achieve this objective. AEM monitors the impacts of these profit optimization efforts by estimating the gross 
profit that it captured and expects to collect through the purchase and sale of physical natural gas and the associated 
financial derivatives, which we refer to as the economic gross profit. The economic gross profit, combined with the 
effect of unrealized gains or losses recognized in the financial statements in prior periods, provides a measure of the 
gross profit that could occur in hture periods if AEM's optimization efforts are fully successful. The following table 
presents AEM's economic gross profit and its potential gross profit for the last three fiscal years. 

i 

Period Ending 

September 30, 2006 
September 30,2005 
September 30,2004 

Associated Net 
Economic Unrealized Potential 

Net Physical Gross Profit O L O S S )  Gross Profit 
Position (Bcf) (In millions) (In millions) @I millions) 

14.5 $ 60.0 $ (16.0) $ 76.0 
6.9 $ 13.1 $ (14.8) $ 27.9 
5.4 $ 12.3 9; (0.8) $ 13.1 

As of September 30,2006, based upon AEM's derivatives position and inventory withdrawal schedule, the 
economic gross profit was $60.0 million. In addition, $16.0 million of net unrealized losses were recorded in the 
fmancial statements as of September 30, 2006. Therefore, the potential gross profit was $76.0 million. This potential 
gross profit amount will not result in an equal increase in future net income as AEM will incur additional storage and 
other operational expenses to realize this amount. 

The economic gross profit is based upon planned injection and withdrawal schedules, and the realization of the 
economic gross profit is contingent upon the execution of this plan, weather and other execution factors. Since AEM 
actively manages and optimizes its portfolio to enhance the hture 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 economic gross profit or the potential gross profit calculated as of September 30,2006 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 OUT stored gas positions, our earnings could be adversely impacted. 

Pension and Postretirement Benefits Obligations 
( 

Net Periodic Pensioiz aiid Posfretirement Benefit Costs 

For the fiscal year ended September 30,2006, our total net periodic pension and other benefits costs was 
$50.0 million, compared with $36.4 million and $26.1 million for the years ended September 30,2005 and 2004. All 
of these costs are recoverable through 0111- 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. 

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 pIan'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 increased 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 increased our pension and postretirement benefit cost. 

The increase in total net periodic pension and other benefits cost during fiscal 2005 compared with fiscal 2004 
primarily reflects an increase in our service cost associated with the increase in the number of employees 

The increase in total net periodic pension and other benefits cost during fiscal 2006 compared with the prior year 
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covered by our plans due to the TXU Gas acquisition. Although we did not assume the existing employee benefit 
liabilities or plans of TXU Gas, for purposes of determining our annual pension cost we agreed to give the transitioned 
employees credit for years of TXU Gas service under our pension plan. With respect to our postretirement medical 
plan, we received a credit of $18.9 million against the purchase price to permit us to provide partial past service 
credits for retiree medical benefits under our retiree medical plan. The $1 8.9 million credit approximated the 
actuarially detelmined present value of the accumulated benefits related to the past service of the transferred 
employees on the acquisition date. 

In addition to the increased number of employees covered by the plans, we changed the assumptions used to 
determine our fiscal 2005 benefit costs, which resulted in an increase in our net periodic pension and postretirement 
costs. We increased the discount rate by 25 basis points and we reduced our expected return on our pension plan assets 
by 25 basis points. These assumption changes decreased the service cost and interest cost and reduced the expected 
return components of our pension and postretirement benefits costs. 

Pension and Postretirement Plan Funding 

Generally, our funding policy is to contribute annually an amount in accordance with the requirements of the 
Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are made &om time 
to time as considered necessary. Contributions are intended to provide not only for benefits attributed to service to 
date but also for those expected to be earned in the future. 

Mississippi Valley Gas Union Employees. The current year contribution achieved a desired level of funding by 
satisfying the minimum funding requirements while maximizing the tax deductible contribution for this plan for plan 
year 2005. During fiscal 2005, we voluntarily contributed $3.0 million to the Master Trust to maintain the level of 
funding we desire relative to our accumulated benefit obligation. We made the contribution because declining high 
yield corporate bond yields in the period leading up to our June 30,2005 measurement date resulted in an increase in 
the present value of our plan liabilities. 

We contributed $10.9 million, $10.0 million and $13.8 Illillion to our postretirement benefits plans for the years 
ended September 30,2006,2005 and 2004. The contributions represent the portion of the postretirement costs we are 
responsible for under the terms of our plan and minimum funding required by our regulators. 

During fiscal 2006, we voluntarily contributed $2.9 million to the Amos Energy Corporation Retirement Plan for 

Outlook for Fiscal 2007 

High grade corporate bond yields increased in the period leading up to our June 30,2006 measurement date. 
Therefore, we increased the discount rate for determining our fiscal 2007 pension and benefit costs by 130 basis points 
to 6.3 percent. However, we reduced the expected return on our pension plan assets by 25 basis points to 8.25 percent. 
The effect of these assumption changes, coupled with the effects of updating our annual valuation should not 
significantly affect our fiscal 2007 net pension and postretirement costs compared to fiscal 2006. 

time, do we intend to make voluntary contributions during 2007. However, we anticipate contributing approximately 
$1 1 mdlion to our postretirement medical plans during fiscal 2007. 

The projected pension liability, hture hnding requirements and the amount of pension expense or income 
recognized for the Plan are subject to change, depending upon the actuarial value of plan assets and the determination 
of k t w e  benefit obligations as of each subsequent actuarial calculation date. These mounts are impacted by actual 
investment returns, changes in interest rates and changes in the demographic composition of the participants in the 

We are not required to make a minimum funding contribution to our pension plans during fiscal 2007; nor, at tlus 

plan. 
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RECENT ACCOUNTWG DEVELOPMENTS 

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

ITEM 7A. Quantitative and Qualitative Disclosures About Market Rislc 

potential loss that we may incur as a result of changes in the fair value of a particular instrument 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 fxed financial contracts to protect us and our 
customers against unusually large winter period gas price increases. In our natural gas marketing segment, we manage 
ow 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 fiitures, 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 5 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 in 
October 2004 and our other short-term borrowings. 

We are exposed to risks associated with commodity prices and interest rates. Commodity price risk is the 

Commodity Price Risk 

UtiZify segment 

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 non-regulated 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 fu;ed-price non-regulated sales. Based on these projected non-regulated gas sales, a hypothetical 
10 percent increase in fxed prices based upon the September 30,2006 three month market strip, would increase our 
purchased gas cost by approximately $2.3 mjllion in fiscal 2007. 

Natural gas inarlcetiizg and pipeline and storage seamleiits 

Our natural gas marketing segment is also exposed to risks associated with changes in the market 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 r i s k  by applying a $0.50 change in the forward " M E X  price 
to our net open position (including existing storage and related financial contracis) at the end of each period. Based on 
MH's  net open position (including existing storage and related financial contracts) at September 30,2006 of 0.2 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. 

Changes in the difference between the indices used to mark to market our physical inventory (Gas Daily) and the 
related fair-value hedge CNyMEX) 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 September 30,2006 and assuming our hedges would still qualify as highly effective, a $0.50 
change in the difference between the Gas Daily and " M E X  indices would impact our reported net income by 
approximately $5.0 million. 
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Additionally, these changes could cause us to recognize a risk management liability, which would require us to 
place cash into an escrow account to collateralize this liability position. Thrs, in turn, would reduce the amount of cash 

September 30,2006, we placed $35.6 million in escrow to collateralize these liabilities. 
i we would have on hand to fund our working capital needs. Because we recognized risk management liabilities as of i 

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 bonowings. 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 
$3.6 million during 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 $143.3 million. 

As of September 30,2006, we were not engaged in other activities that would cause exposure to the risk of 
material earnings or cash flow loss due to changes in interest rates or market commodity prices. 
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ITEM 8. Finartcial Statements and Supplementary Data 
I 
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Consolidated balance sheets at September 30,2006 and 2005 
Consolidated statements oCincome for the years ended September 30,2006,2005 and 3,004 
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All other financial statement schedules are omitted because the required information is not present, or not present 
in amounts suficient to require submission of the schedule, or because the information required is included in the 
financial statements and accompanying notes thereto. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRNI ON 
CONSOLIDATED FINANCIAL STATEMENTS 

The Board of Directors 
Atmos Energy Corporation 

September 30,2006 and 2005, and the related consolidated statements of income, shareholders' equity, and cash flows 
for each of the three years in the period ended September 30,2006. Our audits also included the financial statement 
schedule listed in the Index at Item 8. These financial statements and schedule are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these financial statements and schedule based on our 
audits. 

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In OUT opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 
financial position of Atmos Energy Corporation at September 30,2006 and 2005, and the consolidated results of its 
operations a d  its cash flows for each of the three years in the period ended September 30,2006, in conformity with 
U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when 
considered in relation to the financial statements taken as a whole, presents fairly, in all material respects, the financial 
information set forth therein. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the effectiveness of Atruos Energy Corporation's internal control over financial reporting as of 
September 30,2006, based on criteria established in Internal Control - Integrated Fsamework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission and our report dated November 20,2006 
expressed an unqualified opinion thereon. 

We have audited the accompanying consolidated balance sheets of Amos Energy Corporation as of 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 

i 

ERNST & YOUNG LLP 

Dallas, Texas 
November 20,2006 
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ATMOS ENERGY CORPORATION 

CONSOLIDATED BALANCE SaEETS 

September 30 
2006 2005 

(In thousands, 
except share data) 

ASSETS 
Property, plant and equipment 
Construction in progress 

Less accumulated depreciation and amortization 

Current assets 
Net property, plant and equipment 

Cash and cash equivalents 
Cash held on deposit in margin account 
Accounts receivable, less allowance for doubtful accounts of 

$13,686 in 2006 and $15,613 in 2005 
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: 
2006 - 81,739,516 shares, 2005 - 80,539,401 shares 

Additional paid-in capital 
Accumulated other comprehensive loss 
Retained earnings 

Shareholders ’ equity 
Long-term debt 

Commitments and contingencies 
Current liabilities 

Total capitalization 

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

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

$5,026,478 $4,631,684 
74,830 133,926 

5,101,308 4,76S,6 10 
1,472,152 1,39 1,243 
3,629,156 3,374,367 

75,815 40,116 
35,647 80,956 

374,629 454,3 13 
461,502 450,807 
169,952 23 8,23 8 

1,117,545 1,264,430 
738,521 737,787 
234,325 276,943 

$5,719,547 $5,653,527 

$ 409 $ 403 
1,467,240 1,426,523 

(43,850) (3 334 1 1 
224,299 178,837 

1,648,098 1,602,422 
2;180;362 21183,104 
3,828,460 3,785,526 

345,108 461,314 
388,451 503,368 
382,416 144,809 

3,264 
1,119,161 1,112,755 

306,172 292,207 
26 1,376 263,424 

- 204,378 199,615, 
$5,7 19,547 $5,653,527 

3,186 

See accompanying notes to consolidated financial statements 
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ATMOS ENERGY CORPORATION 
i CONSOLIDATED STATEMENTS OF INCOME 

Year Ended September 30 
2005 2004 2006 - 

On thousands, except per share data) 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 
Operating expenses 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 
Impairment of long-lived assets 

Total operating expenses 
Operating income 
hliscellaneous income 
Interest chasges 
Income before income taxes 
Income tax expense 

Per share data 
Net income 

Basic net income per share 
Diluted net income per share 

$3,65039 1 $3,103,140 $1,637,728 
3,156,524 2,106,278 1,618,602 

160,567 153,289 19,758 
5,898 5,302 3,393 

(821,217) . (406,136) 
6,152,363 4,961,873 2,920,037 

2,725,534 2,195,774 1,134,591 
3,025,897 2,044,305 1,571,971 

6,811 9,383 - 838 
- - 

(8 16,476) (402,654) (358,102) 
4,935,793 3,841,236 2,357,846 
1,216,570 1,117,637 562,191 

433,418 
185,596 
191,993 
22,947 

833,954 
382,616 

88 1 
146 607 
236,890 

89,153 
$ 147,737 

-___I__ 

416,281 
178,005 
174,696 

76 8,9 82 
348,655 

2,021 
132,658 
21 8,O 18 

82,233 
$ 135,785 

- -- 

2 14,470 
96,647 
57,379 

__ 

368,496 
193,695 

9,507 
65,437 

137,765 

i 

__. 51,538 
$ 86,227 

$ 1.83 $ 1.73 9; 1.60 
$ 1.82 $ 1.72 $ 1.58 

Weighted average shares outstanding: Basic 80,73 1 78,508 54,02 1 
Diluted 81,390 79,012 54,416 

See accompanying notes to consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONSOLIDATED STATEMXNTS OF SHAREHOLDERS’ EQUITY 

Balance, September 30,2003 
Comprehensive income: 

Net income 
‘CJnrealized holding gains on investments, net 
Treasury lock agreements, net 
Cash flow hedges, net 

Total comprehensive income 
Cash dividends ($1.22 per share) 
Common stock issued: 

Public offering 
Direct stock purchase plan 
Retirement savings plan 
1998 Long-term incentive plan 
Long-term stock plan for Mid-States Division 
Outside directors stock-for-fee plan 

Balance, September 30,2004 
Comprehensive income: 

Net income 
IJnrealized holding gains on investments, net 
Treasury lock agreements, net 
Cash flow hedges, net 

Total comprehensive income 
Cash dividends ($1.24 per share) 
Common stock issued: 

i Public offering 
Direct stock purchase plan 
Retirement salfings plan 
1998 L,ong-term incentive plan 
Stock-based compensation 
Outside directors stock-for-fee plan 

Balance, September 30,2005 
Comprehensive income: 

Net income 
Unrealized holding gains on investments, net 
Treasury lock agreements, net 
Cash flow hedges, net 

Total comprehensive income 
Cash dividends ($1.26 per share) 
Common stock issued: 

Direct stock purchase plan 
Retirement savings plan 
1998 Long-term incentive plan 
Long-term stock plan for Mid-States Division 
Stock-based compensation 
Outside directors stock-for-fee plan 

Balance, September 30,2006 

Accumulated 
Common Stock Additional Other 

Shares Capital Loss Earnings Total 
(In thousands, except sharedata) 

Number of Stated Paid-in Comprehensive Retained 

51,475,785 $ 257 $ 736,180 $ (1,459)$ 122,5.39 $ 857,517 

- 86,227 86,227 
- -  - 615 - 615 
_ -  _. (21,268) - (21,268) 
- -  - 7,583 - 7,583 

73,157 
_ -  - - (66,736) (66,736) 

- - -  

9,939,393 50 235,419 - - 235,469 
556,856 3 13,726 - - 13,729 
320,313 2 8,300 - - 8,302 
498,230 2 11,848 - - 1 1,850 

- 77 
62,799,710 314 1,005,644 (14,529) 142,030 1,133,459 

6,000 - 94 - 94 
3,133 2 77 - 

- 
- 

146,973 
(98,978) (98,978) 

16,100,000 80 381,271 - - 3 8 1,35 1 
450,212 3 12,486 - - 12,489 
441,350 2 11,767 - - 1 1,769 
745,788 4 14,116 - - 14,120 

- -  1,175 - - 1.175 
- 64 

80,539,401 403 1,426,523 (3,341) 178,837 1,602,422 
- 64 ,-- 2,341 

- -  - - 147,737 147,737 
_ -  - 882 - 882 
- -  - 3,442 - 3.442 

387,833 2 10,391 - - 10,393 
442,635 2 11,918 __ - 1 1,920 
366,905 2 8,976 - _I 8,978 

5 
- -  9,361 - __ 9,361 

- - 300 - 5 

- 66 
(43,850) $ 224,299 $1,648,098 

I_ 2,442 66 _.1 
81,739,516 $409 - $1,467,240 $ 

See accompanying notes to consolidated fmancial statements 
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ATMOS ENERGY COWORATION 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 
Adjustments to reconcile net income to net cash provided by operating 

activities: 
Gain on sales of assets 
Impairment of long-lived assets 
Depreciation and amortization: 

Charged to depreciation and amortization 
Charged to other accounts 

Deferred income taxes 
Other 

(Increase) decrease in cash held on deposit in margin account 
(Increase) decrease in accounts receivabIe 
Increase in gas stored underground 
Increase in other current assets 
Decrease in deferred charges and other assets 
Increase (decrease) in accounts payable and accrued liabilities 
Increase (decrease) in other current liabilities 
Increase (decrease) in deferred credits and other liabilities 

Net cash provided by operating activities 
CASH FLOWS USED IN WESTING ACTMTIES 

Changes in assets and liabilities: 

Capital expenditures 
Acquisitions, net of cash received 
Proceeds from sales of assets 
Other, net 

Net cash used in investing activities 
CASH FLOWS FROM FINANCING ACTIVITIES 

Net increase (decrease) in short-term debt 
Net proceeds &om issuance of long-term debt 
Settlement of Treasury lock agreements 
Repayment of long-term debt 
Cash dividends paid 
Issuance of common stock 
Net proceeds &om equity offering 

Net cash provided by financing activities 
Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year 

Year Ended September 30 
2006 2005 2004 

(In thousands) 

$ 147,737 $ 135,785 $ 86,227 

- 
22,947 

185,596 
371 

86,178 
18,480 

45,309 
78,407 

(10,695) 
(52,449) 
28,614 

(1 16,060) 
(113,977) 

311,449 
(9,009) 

78,005 96,647 
79 1 1,465 

12,669 36,997 
11,522 (1,772) 

(80,9 5 6) 
(1 66,692) 
(1 12,796) 

(56,828) 
30,059 

224,375 
218,715 

3 86,944 
(7,705) 

17,903 
2,158 

(3 1,030) 

17,178 
4,586 

48,877 
'7,431 

270,734 

(9 2 3  3 1 

(425,324) (333,183) (190,285) 
(1,916,696) (1,957) r - 

- - 27.919 
-1__ (5,767) (2,131) (570) 

(431,091) (2,252,010) (164,893) 

237,607 144,809 (1 18,595) 
- 1,385,847 5,000 
- (43,770) - 

(3,264) (103,425) (9,713) 
(I 02,275) (98,978) (66,736) 

23,273 37,183 34,715 
- 381,584- 235,737 

155,341 1,703,250 80,408 
35,699 (161,816) 186,249 
40,116 201,932 15,683 

$ 75,815 $ 40,116 s 201,932 

-- 

See accompanying notes to consolidated financial statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Nature of Business 

gas utility business as well as certain nonutility businesses. Through our natural gas utility business, we distribute 
natural gas through sales and transportation arrangements to approximately 3.2 million residential, commercial, 
public-authority and industrial customers through our seven regulated natural gas utility divisions, in the service areas 
described below: 

Atmos Energy Corporation (“Atmos” or “the Company”) and its subsidiaries are engaged primarily in the nattiral 

-_--. Division 

Atmos Energy Colorado-Kansas Division 
Atmos Energy Kentucky Division (l) 

Atmos Energy Louisiana Division 
Amos Energy Mid-States Division 

Atmos Energy Mid-Tex Division 

Atmos Energy Mississippi Division 
Atmos Energy West Texas Division 

Service Area ._. 
Colorado, Kansas, Missouri 0) 
Kentucky 
Louisiana 
Georgia (3 ,  Illinois ( 2 ) ,  Iowa (21, Missouri (2), 
Tennessee, Virginia (l) 
Texas, including the Dallas/Fort Worth metropolitan 
area 
Mississippi 
West Texas 

- 
( I )  Effective October 1,2006, the Kentucky and Mid-States Divisions were combined. 
(2) Denotes locations where we have more limited service areas. 

federal and state regulation and/or regulation by local authorities in each of the states in which the utility divisions 
operate. Our shared-services division is located in Dallas, Texas, and our customer support centers are located in 
Amarillo and Waco, Texas. 

storage operations and our other nonutility operations. These operations are either organized under or managed by 
Atmos Energy Holdings, Inc. (AEH), which is wholly-owned by the Company. 

In addition, we transport natural gas for others through our distribution system. Our utility business is subject to 

( Our nonutility businesses operate in 22 states and include our natural gas marketing operations, our pipeline and 

Our natural gas marketing operations are managed by Atmos Energy Marketing, LLC ( S M ) ,  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 customers, primarily in the southeastern and midwestern states and to our 
Kentucky, Louisiana and Mid-States divisions. These services consist primarily of filrnishing 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 operations consist of the operations of our Atmos Pipeline - Texas Division, a division 
of Atmos Energy Corporation, and of Amos Pipeline and Storage, LLC ( A P S ) ,  which is wholly-owned by AEH. The 
Atmos Pipeline - Texas Division transports natural gas to the Atmos Energy Mid-Tex Division, transports natural 
gas to third parties and manages five underground storage reservoirs in Texas. Through A P S ,  we own or have 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. 

70 



Table of Contents 

ATMOS ENERGY CORPORATION ( 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services (AES), LLC and 
Atmos Power Systems, Inc., which are wholly-owned by AEH. Through AES, we provide natural gas management 
services to our utility operations, other than the Mid-Tex Division. These services, which began in A p d  2004, include 
aggregating and purchasing gas supply, arranging transportation and storage logistics and ultimately delivering the gas 
to our utility service areas at competitive prices. 'Ilrough Amos Power Systems, kc. ,  we have constructed electric 
peaking power-generating plants and associated facdities and have entered into agreements to lease these plants. 

Prior to January 2004, United Cities Propane Gas, Inc., a wholly-owned subsidiary of AEH, owned an 
approximate 19 percent membership inierest in U.S. Propane L.P. (USP), a joint venture formed in FebIuary 2000 
with three other utility companies. Through our ownership in USP, we owned an approximate five percent indirect 
interest in Heritage Propane Partners, L.P. (Heritage). During 2004, we sold our interest in USP and Heritage. We 
received cash proceeds of $26.6 million and recorded a pretax book gain of $5.9 million with these transactions. We 
no longer have an interest in the propane industry. 

2. Summary of Significant Accounting Policies 

Principles oJ consolidation - The accompanying consolidated fmancial statements include the accounts of 
Atmos Energy Corporation and its wholly-owned subsidiaries. All material intercompany transactions have been 
eliminated. 

accepted in the United States requires management to make estimates and assumptions that affect the reported 
amounts of assets, liabdities, revenues and expenses. The most significant estimates include the allowance for 
doubtful accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations, 
deferred income taxes, asset retirement obligation, impairment of long-lived assets, risk management and trading 

could differ from those estimates. 

Regulation - Our utility operations are subject to regulation with respect to rates, service, maintenance of 
accounting records and various other matters by the respective regulatory authorities in the states in which we operate. 
Our accounting policies recognize the financial effects of the ratemaking and accounting practices and policies of the 
various regulatory commissions. Regulated utility operations are accounted for in accordance with SFAS 71, 
Accounting for the Effects of Cei-tain Types of Regulation. This statement requires cost-based, rate-regulated entities 
that meet certain criteria to reflect the authorized recovery of costs due to regulaioiy decisions in their fmancial 
statements. As a result, certain costs are permitted to be capitalized rather than expensed because they can be 
recovered through rates. 

Use of estimates - The preparation of financial statements in confornrity with accounting principles generally 

activities and the valuation of goodwill, indefinite-lived intangible assets and other long-lived assets. Actual results f 

71 



Table of Contents 

i ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) 

We record regulatory assets as a component of other current assets and deferred charges and other assets for costs 
that have been deferred for which hture recovery through customer rates is considered probable. Regulatory liabilities 
are recorded either on the face of the balance sheet or as a component of current Liabilities, deferred income taxes or 
deferred credits and other liabilities when it is probable that revenues will be reduced for amounts that will be credited 
to customers through the ratemaking process. Significant regulatory assets and liabilities as of September 30, 2006 
and 2005 included the following: 

September 30 
2006 2005 

(In thousands) 

Regulatory assets: 
Merger and integration costs, net 
Deferred gas costs 
Environmental costs 
Rate case costs 
Deferred franchise fees 
Other 

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

$ 8,644 $ 9,150 
44,992 38,173 

1,234 1,357 
10,579 11,314 
1,311 6,710 
9,055 9,3 13 

$ 75,815 $ 76,017 

$ 68,959 $134,048 
276,490 274,989 

235 3,185 
10,825 8,084 -- 

$356,509 $420,306 

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-he 
basis over estimated useful lives ranging up to 20 years. During the fiscal years ended September 30,2006,2005 and 
2004, we recognized $0.5 million, $2.3 million and $8.2 million in amortization expense related to these costs. 
Environmental costs have been deferred to be included in hture rate filings in accordance with rulings received from 
various regulatory commissions. 

areas seeking rate increases of $3.4 million in each jurisdiction. The Tennessee rate was settled in October 2006 and 
resulted in a $6.1 million reduction in future annual revenues. We anticipate that the Missouri rate case will be 
finalized in February 2007. In addition, during 2006 our Mid-Tex Division filed a system-wide case seelcing 
incremental annual revenues of approximately $60 million and several rate design changes. A ruling on this filing is 
anticipated by April 2007. 

however, the billing cycle periods for certain classes of customers do not necessarily coincide with accounting periods 
used for financial reporting purposes. We follow the revenue accrual method of accounting for utility segment 
revenues whereby revenues applicable to gas delivered to customers, but not yet billed under the cycle billing method, 
are estimated and accrued and the related costs are charged to expense. Revenue is recognized in our pipeline and 
storage segment as the services are provided. 

and are subject to refund. As permitted by SFAS No. 71, we recognize this revenue and establish a 

i 

As of September 30,2006, our Mid-States Division had open rate cases in its Missouri and Tennessee service 

Revenue recognition - Sales of natural gas to our utility customers are billed on a monthly cycle basis; 

On occasion, we are permitted to implement new rates that have not been formally approved by our regulators 
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NOTES TO CQNSQL ATED FINANCIAL STATEMENTS - (Continued) 

reserve for amounts that could be refunded based on our experience for the jurisdiction in whch the rates were 
implemented. 

Rates established by regulatory authorities are adjusted for increases and decreases in our purchased gas cost 
through purchased gas adjustment mechanisms. Purchased gas adjustment mechanisms provide gas utility conipanies 
a method of recovering purchased gas costs on an ongoing basis without filing a rate case to address all of the utility's 
non-gas costs. These mechanisms are comonly  utllized when regulatory authorities recognize a particular type of 
expense, such as purchased gas costs, that (i) is subject to sigruficant pice fluctuations compared to the utility's other 
costs, (ii) represents a large component of the utility's cost of service and (iii) is generally outside the control of the 
gas utility. There is no gross profit generated through purchased gas adjustments, but they do provide a 
dollar-for-dollar offset to increases or decreases in utility gas costs. Although substantially all of our utility sales to 
our customers fluctuate wifh the cost of gas that we purchase, utility gross profit is generally not affected by 
fluctuations in the cost of gas due to the purchased gas adjustment mechanism. The effects of these purchased gas 
adjustment mechanisms are recorded as deferred gas costs on our balance sheet. 

Energy trading contracts resulting in the delivery of a commodity where we are the principal in the transaction 
are recorded as natural gas marketing sales or purchases at the time of physical delivery. Realized gains and losses 
from the settlement of fmancial instruments that do not result in physical delivery related to our natural gas marketing 
energy trading contracts and unrealized gains and losses from changes in the market value of open contracts are 
included as a component of natural gas marketing revenues. For the years ended September 30,2006,2005 and 2004, 
we included unrealized gains (losses) on open contracts of $17.2 million, ($26.0) million and ($2.8) million as a 
component of natural gas marketing revenues. 

three months or less to be cash equivalents. 

collateralize certain financial derivatives purchased in support of our risk management activities. Under the terms of 
these derivative contracts, when the fair value of fmancial instruments held represents a net liability position, we are 
required to deposit cash into a margin account. 

Accounts receivable and aZZowance for doubtjid accounts - Accounts receivable consist of natural gas sales to 
residential, commercial, industrial, municipal, agricultural and other customers. For the majority of our receivables, 
we establish an allowance for doubtful accounts based on our collections experience. On certain other receivables 
where we are aware of a specific customer's inability or reluctance to pay, we record an allowance for doubtful 
accounts against amounts due to reduce the net receivable balance to the amount we reasonably expect to collect. 
However, if circumstances change, our estimate of the recoverability of accounts receivable could be different. 
Circumstances which could affect our estimates include, but are not limited to, customer credit issues, the level of 
natural gas prices, customer deposits and general economic conditions. Accounts are written off once they are deemed 
to be uncollectible. 

Gas stored underground - Our gas stored underground is comprised of natural gas injected into storage to 
support the winter season withdrawals for our utility operations and natural gas heId by our natural gas marketing and 
other nonutility subsidiaries to conduct their operations. The average cost method is used for all our utility divisions, 
except for certain jurisdictions in the Mid-States Division, where it is valued on the first-in first-out method basis, in 
accordance with regulatory requirements. The average gas cost method is also used for our natural gas marketing 
segment and our Atmos Pipeline - Texas Division. Our Natural Gas Marketing segment utilizes the average cost 
method; however, most of this inventory is hedged and is therefore marked to market at the end of each month. Gas in 
storage that is retained as cushion gas to maintain reservoir pressure is classified as property, plant and equipment and 
is valued at cost. 

Cash and cash equivalents - We consider all highly liquid investments with an initial or remaining maturity of 

Cash held on deposit in margin account - Cash held on deposit in margin account consists of deposits made to i 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Utilityproperty, plant and equ@ment - IJtility property, plant and equipment is stated at original cost, net of 
contributions in aid of construction. The cost of additions incIudes direct construction costs, payroll related costs 
(taxes, pensions and other fringe benefits), administrative and general costs and an allowance for funds used during 
construction. The allowance for fiinds used during construction represents the estimated cost of funds used to finance 
the construction of major projects and are capitalized in the rate base for ratemalcing purposes when the completed 
projects are placed in service. Interest expense of $3.6 million, $2.5 million and $1.2 million was capitalized in 2006, 
2005 and 2004. 

Major renewals, including replacement pipe, and betterments that are recoverable under our regulatory rate base 
are capitalized whde the costs of maintenance and repairs that are not recoverable though rates are charged to 
expense as incurred. The costs of large projects are accumulated in construction in progress until the project is 
completed. When the project is completed, tested and placed in service, the balance is transferred to the utility plant in 
service account included in the rate base and depreciation begins. 

IJtility property, plant and equipment is depreciated at various rates on a straight-line basis over the estimated 
useful lives of the assets. These rates are approved by our regulatory commissions and are comprised of two 
components, one based on average service life and one based on cost of removal. Accordingly, we recognize our cost 
of removal expense as a component of depreciation expense. The related cost of removal accrual is reflected as a 
regulatory liability on the consolidated balance sheet. At the time property, plant and equipment is retired, removal 
expenses less salvage, are charged to the regulatory cost of removal accrual. The composite depreciation rate was 
3.9 percent, 4.0 percent and 3.8 percent for the years ended September 30,2006,2005 and 2004. 

Nonutilityproper& plant and equipment - Nonutility property, plant and equipment is stated at cost. 
Depreciation is generally computed on the straight-line method for financial reporting purposes based upon estimated 
useful lives ranging from 8 to 38 years. 

for Conditional Asset Retirement Obligations , which became effective for us September 30,2006, require that we 
record a liability at fair value for an asset retirement obligation when the legal obligation to retire the asset has been 
incurred with an offsetting increase to the carrying value of the related asset. Accretion of the asset retirement 
obligation due to the passage of time is recorded as an operating expense. 

asset retirement obligation of $15.1 tnillion associated with our distribution system. As retirement costs incurred by 
the distribution system are recovered from utility customers, this liability had previously been captured in our 
regulatory cost of removal liability. As a result of adopting FIN 47, we reclassrfied the $15.1 million from regulatory 
cost of removal liability to asset retirement obligation. In addition, we recorded $4.8 mdlion of asset retirement costs 
that will be depreciated over the remaining life of the underlying associated asset lives. We believe we have a legal 
obligation to retire our storage wells. However, we have not recognized an asset retirement obligation associated with 
our storage wells because there is not sufficient industry history to reasonably estimate the fair value of this 
obligation. The adoption of FIN 47 did not liave an impact to our results operations as the cost of removal expense has 
previously been recorded as described above. In accordance with the transition guidance of FIN 47, prior periods have 
not been restated; however, the asset retirement obligation as of September 30, 2005 would have been $14.6 million. 

Inzpairnient of long-lived assets - We periodically evaluate whether events or circumstances have occurred that 
indicate that other long-lived assets may not be recoverable or that the remaining useful life may warrant revision. 
M e n  such events or Circumstances are present, we assess the recoverability of long-lived assets by determining 
whether the carrying value will be recovered through the expected future cash flows. In the event the sum of the 
expected future cash flows resulting &om the use of the asset is less than the carrying 

\ Asset retirement obligatiolis - SFAS 143, Accounting for Asset Retirement Obligations and FIN 47, Accounting 

As of September 30,2006, we adopted the provisions of FIN 47. As a result of adopting FIN 47, we recorded an 



Table of Contents 

ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

value of the asset, an impairment loss equal to the excess of the asset’s carrying value over its fair value is recorded. 

associated with our agIicultura1 customers’ sh& from gas-powered pumps to electric pumps, the West Texas 
Division’s irrigation assets would not be able to generate sufficient future cash flows Erom operations to recover the 
net investment in these assets. Therefore, we recorded a $22.9 million charge to impairment to write offthe entire net 
book value. We will continue to operate these assets until we determine a plan for these assets as we are obligated to 
provide natural gas services to certain customers served by these assets. 

Goodwill and intangible assets - We annually evaluate our goodwill balances for impairment during our 
second fiscal quarter or more frequently as impairment indicators arise. We use a present value technique based on 
discounted cash flows to estimate the fair value of our reporting units. These calculations are dependent on several 
subjective factors including the timing of htuse cash flows, future growth rates and the discount rate. An impairment 
charge is recognized if‘the carrying value of a seporting wit’s goodwill exceeds its fair value. 

Intangible assets are amortized over their useful lives of 10 years. These assets are reviewed for impairment as 
impairment indicaturs arise. When such events os circumstances are present, we assess the secoverability of long-lived 
assets by determining whether the carrying value will be recovered through the expected future cash flows. In the 
event the sum of the expected future cash flows resulting Erom the use of the asset is less than the carrying value of the 
asset, an impairment loss equal to the excess of the asset’s carrying value over its fair value is recorded. To date, no 
impairment has been recognized. 

Murlretuble securities - As of September 30,2006 and 2005, all of our marketable securities were classified as 
available-for-sale securities based upon the criteria of SFAS 115, Accounting for Certain Investments in Debt and 
Equity Securities. In accordance with that standard, these securities are reported at market value with unrealized gains 
and losses shown as a component of accumulated other comprehensive income (loss). We regularly evaluate the 
performance of these investments on a fund by fund basis for impairment, taking into consideration the fund’s 
purpose, volatility and current returns. If a determination is made that a decline in fair value is other than temporary, 
the related fund is written down to its estimated fair value. 

Derivatives and hedging activities - Our derivative and hedging activities are tailored to the segment to which 
they relate. 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, we changed the index used to value our physical natural gas 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. 

During the fourth quarter of fiscal 2006, we determined that, as a result of declining irrigation sales primarily 

Utility Segment 

In our utility segment, we use a combination of storage and financial derivatives to partially insulate us and our 
natural gas utility customers against gas price volatility during the winter heating season. ‘I’he financial derivatives we 
use in our utility segment are accounted for under the mark-to-market method pursuant to SFAS 133, Accountingfor 
Derivative Instruments and Hedging Activities. Changes in the valuation of these derivatives primarily result from 
changes in the valuation of the portfolio of contracts, maturity and settlement 
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of contracts and newly originated transactions. However, because the gains or losses of financial derivatives used in 
our utility segment will ultimately 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. 
Accordingly, there is no earnings impact to our utility segment as a result of the use of financial derivatives. The 
changes in the assets and liabilities from risk management activities are recognized in purchased gas cost in the 
income statement when the related gain or loss is recovered through our rates. 

Natural Gas Marketing Segment 

Our natural gas marketing risk management activities are conducted through AEM. AEM is exposed to risks 
associated with changes in the market price of natural gas, and we manage our exposure to the risk of natural gas price 
changes through a combination of storage and financial derivatives, including futures, over-the-counter and exchange- 
traded options and swap contracts with counterparties. Option contracts provide the right, but not the requirement, to 
buy or sell the commodity at a fixed price. Swap contracts require receipt of payment for the commodity based on the 
difference between a fixed price and the market price on the settlement date. The use of these contracts is subject to 
our risk management policies, which are monitored for compliance daily. 

We participate in transactions in which we combine the natural gas commodity and transportation costs to 
minimize our costs incurred to serve our customers. Additionally, we engage in natural gas storage transactions in 
which we seek to find and profit from pricing differences that occur over time. We purchase physical natural gas and 
then sell financial contracts at favorable prices to lock in gross profit margins. Through the use of transportation and 
storage services and derivatives, 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. 

market at the end of each month with changes in fair value recognized as unrealized gains and losses in revenue in the 
period of change. Effective October 1,2005, we changed the index used to value our physical natural gas from Inside 
FERC to Gas Daily to better reflect the prices of our physical commodity. This  change had no material impact on our 
financial position on the date of adoption. Costs to store the gas are recognized in the period the costs are incurred. We 
recognize revenue and the carrying value of the inventory as an associated purchased gas cost in our consolidated 
statement of income when we sell the gas and deliver it out of the storage facility. 

price with changes in fair value recognized as unrealized gains and losses in the period of change. The difference in 
the indices used to mark to market our physical inventory (Gas Daily) and the related fair-value hedge CNyMEX) is 
reported as a component of revenue and can result in volatility in our reported net income. Over time, gains and losses 
on the sale of storage gas inventory wiIl be offset by gains and losses on the fair-value hedges, resulting in the 
realization of the economic gross profit margin we anticipated at the time we structured the original transaction. In 
addition, we continually manage our positions to optimize value as market conditions and other circumstances change. 
When evaluating effectiveness, we exclude the differential between the spot price used to value our physical inventory 
and the forward price used to value the financial hedges designated against our physical inventory. 

with our fixed-price contracts with minimum volume requirements through the w e  of various offsetting derivatives. 
Prior to April 1,2004, these derivatives were not designated as hedges under SFAS 133 because they naturally locked 
in the economic gross profit margin at the time we entered into the contract. The fixed-price forward and offsetting 
derivative contracts were marked to market each month with changes in 

Under SFAS 133, natural gas inventory is designated as the hedged item in a fair-value hedge and is marked to 
I 

Derivatives associated with our natural gas inventory are marked to market each month based upon the NYMEX 

Similar to our inventory position, we attempt to mitigate substantially all of the commodity price risk associated 
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fair value recognized as unrealized gains and losses recorded in revenue in our consolidated statement of income. The 
unrealized gains and losses were realized as a component of revenue in the period in which we fulfilled the 
requirements of the fted-price contract and the derivatives were settled. To the extent that the unrealized gains and 
losses of the fvred-price forward contracts and the offsetting derivatives did not offset exactly, our earnings 
experienced some volatility. At delivery, the gains and losses on the fixed-price contracts were offset by gains and 
losses on the derivatives, resulting in the realization of the economic gross profit margin we anticipated at the time we 
structured the original transaction. 

Effective April 2004, we elected to treat our fured-price forward contracts as normal purchases and sales. As a 
result, we ceased marking the fured-price forward contracts to market. We have designated the offsetting derivative 
contracts as cash flow hedges of anticipated transactions. As a result of this change, unrealized gains and losses on 
these open derivative contracts are now recorded as a component of accumulated other comprehensive income and are 
recognized in earnings as a component of revenue when the hedged volumes are sold. In addition, we continually 
manage our positions to optimize value as market conditions and other circumstances change. 

subsequent to the execution of the original fair value hedge associated with our physical natural gas inventory, basis 
swaps to insulate and protect the economic value of our fixed price and storage books and various over-the-counter 
and exchange-traded options. Although the purpose of these instruments is to either reduce basis or other risks or lock 
in arbitrage opportunities, these derivative instruments have not been designated as hedges. Accordingly, these 
derivative instruments are recorded at fair value with all changes in fair value included in revenue of our natural gas 
marketing segment. 

In our natural gas marketing segment, hedge ineffectiveness arising from natural gas market price differences 
between the locations of the hedged inventory and the delivery location speclfied in the hedge instruments (referred to 
as basis ineffectiveness) for our fair value hedges resulted in an unrealized gain of $15.5 million for the year ended 
September 30,2006 compared with an unrealized loss of $1.7 million and $0.6 million for the years ended 
September 30,2005 and 2004. Basis ineffectiveness for our cash flow hedges resulted in an unrealized gain of 
approximately $20.0 d o n  for the year ended September 30,2006 compared with an unrealized loss of 
approximately $3.7 million and $0.5 million for the years ended September 30,2005 and 2004. Hedge ineffectiveness 
arising from the timing of the settlement of physical contracts and the settlement of the related fair value hedge 
resulted in an unrealized gain of approximately $4.4 million and $0.5 million for the years ended September 30,2006 
and 2004 and an unrealized loss of approximately $2.2 million for the year ended September 30,2005. The increased 
ineffectiveness is due to the high level of market volatility experienced in 2006. 

counterparties that allow us to offset gains and losses arising from derivative instruments that may be settled in cash 
and/or gains and losses arising from derivative instruments that may be settled with the physicai commodity. Assets 
and liabilities from risk management activities, as well as accounts receivable and payable, reflect the master netting 
agreements in place. 

Additionally, we utilize storage swaps and futures to capture additional storage arbitrage opportunities that arise 

i 

Additionally, we have a policy which allows for the use of master netting agreements with significant 

Pipeline and Storage Segment 

Similar to AEM, Atmos Pipeline and Storage, LLC has designated its natural gas inventory as the hedged item in 
a fair-value hedge. The inventory is marked to market at the end of each month based upon Gas Daily index. Costs to 
store the gas are recognized in the period the costs are incurred. We recognize revenue and the carrying value of the 
inventory as an associated purchased gas cost in our consolidated statement of income when we sell the gas. 
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Derivatives associated with our natural gas inventory 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 difference in 
the indices used to mark to market our physical inventory (Gas Daily) and the related fair-value hedge (”MEX) is 
reported as a component of revenue and can result in volatility in our reported net income. Over time, gains and losses 
on the sale of natural gas inventory should be offset by gains and losses on the fair-value hedges; resulting in the 
realization of the economic gross profit margin we anticipated at the time we structured the original transaction. 

physical contracts and the settlement of the derivative instruments resulted in a loss of approximately $4.7 million for 
the year ended September 30,2006, a gain of approximately $5.2 million €or the year ended September 30,2005 and a 
loss of less than $0.1 million for the year ended September 30,2004. 

In our pipeline and storage segment, actual hedge ineffectiveness arising from the timing of settlement of 

Treasmy Activities 

During fiscal 2004, we entered into four Treasury loclc agreements to fix the Treasury yield component of the 
interest cost of fmancing associated with the anticipated issuance of $87.5 million of long-term debt. We designated 
these Treasury lock agreements as cash flow hedges of an anticipated transaction. Accordingly, to the extent effective, 
unrealized gains and losses associated with the Treasury lock agreements are recorded as a component of accumulated 
other comprehensive income. These Treasury lock agreements were settled in October 2004 with a net $43.8 million 
payment to the counterparties. Approximately $1 1.6 rnillion of the $43.8 million obligation is being recognized as a 
component of interest expense over a five year period from the date of settlement, and the remaining amount, 
approximately $32.2 mlllion, is being recognized as a component of interest expense over a ten year period from the 
date of settlement. 

The fair value of our fmancial derivatives is determined through a combination of prices actively quoted on 
national exchanges, prices provided by other external sources and prices based on models and other valuation 
methods. Changes in the valuation of our fmancial derivatives primarily result from changes in market prices, the 
valuation of the portfolio of our contracts, maturity and settlement of these contracts and newly originated 
transactions, each of which directly affect the estimated fair value of our derivatives. We believe the market prices and 
models used to value these derivatives represent the best information available with respect to closing exchange and 
over-the-counter quotations, time value and volatility factors underlying the contracts. Values are adjusted to reflect 
the potential impact of an orderly liquidation of our positions over a reasonable period of time under present market 
conditions. 

Pension and other postretirement plans - Pension and other postretirement plan costs and liabilities are 
determined on an actuarial basis and are affected by numerous assumptions and estimates including the market value 
of plan assets, estimates of the expected return on plan assets, assumed discount rates and current demographic and 
actuarial mortality data. We review the estimates and assumptions underlying our pension and other postretirement 
plan costs and liabilities annually based upon a June 30 measurement date. The assumed discount rate and the 
expected return are the assumptions that generally have the most significant impact on our pension costs and 
liabilities. The assumed discount rate, the assumed health care cost trend rate and assumed rates of retirement 
generally have the most significant impact on our postretirement plan costs and liabilities. 

The discount rate is utilized principally in calculating the actuarial present value of our pension and 
postretirement obligation and net pension and postretirement cost. When establishing our discount rate, we consider 
high quality corporate bond rates based on Moody’s Aa bond index, changes in those rates from the prior year and the 
implied discount rate that is derived from matching our projected benefit disbursements with a high quality corporate 
bond spot rate curve. 

( 
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I 

The expected long-term rate of return on assets is utilized in calculating the expected return on plan assets 
component of the annual pension and postretirement plan cost. We estimate the expected return on plan assets by 
evaluating expected bond returns, equity risk premiums, asset allocations, the effects of active plan management, the 
impact of periodic plan asset rebalancing and historical performance. We also consider the guidance from our 
investment advisors in making final deterrnination of our expected rate of r e m  on assets. To the extent the actual 
rate of return on assets realized over the course of a year is greater than or less than the assumed rate, that year's 
annual pension or postretirement plan cost is not affected. Rather, this gain or loss reduces or increases fbture pension 
or postretirement plan cost over a period of approximately ten to twelve years. 

We estimate the assumed health care cost trend rate used in determining our postretirement net cost based upon 
OUT actual health care cost experience, the effects of recently enacted legislation and general economic conditions. Our 
assumed rate of retirement is estimated based upon our annual review of our participant census dormation as of the 
measurement date. 

Income taxes - Income taxes are provided based on the liability method, which results in income tax assets and 
liabilities arising from temporary differences. Temporary differences are differences between the tax bases of assets 
and liabilities and their reported amounts in the fmancial statements that will result in taxabIe or deductible amounts in 
fbture years. The liability method requires the effect of tax rate changes on current and accumulated deferTed income 
taxes to be reflected in the period in which the rate change was enacted. The liability method also requires that 
deferred tax assets be reduced by a valuation allowance unless it is more likely than not that the assets will be realized. 

Stock-based compensation plans - We maintain the 1998 Long-Term Incentive Plan that 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, division presidents and other key 
employees. Non-employee directors are also eligible to receive stock-based compensation under the 1998 Long-Term 
Incentive Plan. 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 our 
common stock. 

i 

On October 1,2005, the Company adopted SFAS 123 (revised), Share-Based Payment (SFAS 123(R)). This 
standard revises SFAS 123, Accounting for Stock-Based Compensation and supersedes Accounting Principles Board 
(APB) Opinion 25, Accounting for Stock Issued to Employees. 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 the grant- 
date fair value of 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 year ended September 30,2006 included (i) compeilsation expense for all stock-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 year ended September 30,2006 was $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 permitted by SFAS 123. Under this method, no Compensation cost for stock options was 
recognized for stock-option awards granted at or above fair-market value. Awards of restricted stock were 
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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 year ended September 30,2006 was $9.4 million as compared to 
$3.9 million and $1.6 million for the years ended September 30,200.5 and 2004. Had compensation expense for our 
stock-based awards been reco,&zed as prescribed by SFAS 123, our net income and earnings per share for the years 
ended September 30,20Q5 and 2004 would have been impacted as shown in the following table: 

Year Ended 
September 30 

2005 2004 
(In thousands, except 

per share data) 
Net income - as reported $135,785 $86,227 
Restricted stock compensation expense included in income, net of tax 2,43 1 978 
Total stock-based employee compensation expense determined under fair-value- based 

Net income - pro forma $135,055 $85,113 
method for all awards, net of taxes (3,161) (2,092) 

Earnings per share: 
Basic earnings per share - as reported 
Basic earnings per share - pro forma 
Diluted earnings per share - as reported 
Diluted earnings per share - pro forma 

$ 1.73 $ 1.60 
$ 1.72 $ 1.57 
$ 1.72 $ 1.58 
$ 1.71 $ 1.56 

= 
= 

( Accumulated other comprehensive loss - Accumulated other comprehensive loss, net of tax, as of 
September 30,2006 and 2005 consisted of the following unrealized gains (losses): 

September 30 - 
2005 -- 2006 

(In thousands) 

Unrealized holding gains on investments 
Treasury lock agreements 
Cash flow hedges 

$ 1,566 $ 684 
(20,540) (23,982) 
(24,876) 19,957 

$(43,850) $ (3,341) 

Recent accounting pi-oiiouncemeiits - In February 2006, &e FASB issued SEAS 15.5, Accounting for Certain 
Hybrid Financial Instruments , which amends SFAS 133, Accounting for Derivative Iiisti-unzeiits and Hedging 
Activities and SFAS 140, Accounting for Pansfem and Servicing of Financial Assets and Extinguishments of 
Liabilities. SFAS 155 (a) permits fair value remeasurement for any hybrid financial instniment 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 identlfy interests that are freestanding derivatives or that are hybrid fwancial instruments 
that contain an embedded derivative requiring bifurcation, (d) 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 fmancial instrument that pertains to a beneficial interest other than 
another derivative financial instrument. SFAS 155 is effective for 
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all financial instruments acquired or issued by us after October 1,2006 and the adoption of this standard is not 
expected to have a material impact on our financial position, results of operations and cash flows. 

SFAS 140, Accounting for Transfers and Sewicing oj Financial Assets and Extinguishments of Liabilitiess. 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 liab es to be initially measured at fair value, if practicable, (c) permits an 
entity to choose to measure servicing assets and servicing liabilities under the amortization method or fair value 
measurement method, (d) at initial adoption, permits a one-time reclassification of available-for-sale securities to 
trading securities by entities with recognized servicing rights, without calling into question the treatment of other 
available-for-sale securities under SFAS 1 15, provided that the available-for-sale securities are identified as offsetting 
the exposure to changes in the fair value of servicing assets or liabilities that the servicer elects to subsequently 
measure at fair value and (e) requires separate presentation of servicing assets and servicing liabilities subsequently 
measured at fair value in the statement of financial position and additional footnote disclosure. We will be required to 
apply the provisions of SFAS 156 beginning October 1,2006 and such application is expected not to have a material 
impact on our financial position, results of operations and cash flows. 

In June 2006, the Emerging Issues Task Force (EITF) ratified EITF Issue No. 06-3, How Taxes Collectedfrom 
Customers and Remitted to Govesnmental Autliosities Slzould Be Presented in the Income Statement (That Is, Gross 
versus Net Presentation). The EITF reached a consensus that the scope of this issue includes any tax assessed by a 
governmental authority that is directly imposed on a revenue-producing transaction between a seller and a customer 
and may include sales, use, value added and some excise taxes. The EITF also reached a consensus that entities may 
present these taxes on either a gross or net basis. If the taxes are significant, an entity should disclose its policy of 
presenting taxes and the amounts of taxes that are recognized on a gross basis in interim and annual financial 
statements. We will be required to apply the provisions of EITF 06-3 beginning January 1,2007. We are currently 

In March 2006, the FASB issued SFAS 156, Accounting for Servicing Financial Assets , which amends 

evaluating the impact this standard may have on our results of operations. ( 

lo June 2006, the FASB issued Interpretation No. 48, Accounting for Uizcestainty in Income Tmes, an 
interpretation of FASB Statement No. 109 (FIN 48). FIN 48 clarifies the accounting for uncertainty in income taxes by 
establishing standards for measurement and recognition in fmancial statements of positions taken by an entity in its 
income tax returns. This interpretation also provides guidance on de-recognition of income tax assets and liabilities, 
classification of current and deferred income tax assets and liabilities, accounting for interest and penalties, accounting 
for income taxes in interim periods and income tax disclosures. We will be required to apply the provisions of FIN 48 
beginning October 1,2007. We are currently evaluating the impact this standard may have on our financial position, 
results of operations and cash flows. 

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SFAS 157 defines fair value, 
establishes a franzework for measuring fair value and enhances disclosures about fair value measurements required 
under other accounting pronouncements but does not change existing guidance as to whether or not an instrument is 
carried at fair value. We will be required to apply the provisions of SFAS 157 b e g e g  October 1,2008. We are 
currently evaluating the impact this standard may have on our financial position, results of operations and cash flows. 

In September 2006, the FASB issued SFAS 158, Employers' Accounting for Defined Benefit Pension and Other 
Postretirement Plans, an amendment ofFASB Statements No. 87, 88, l U 6 ,  and 132(R)" The new standard makes a 
significant change to the existing rules by requiring recognition in the balance sheet of the overfunded or underfimded 
positions of defined benefit pension and other postretirement plans, along with a corresponding noncash, after-tax 
adjustment to stockholders' equity. Additionally, this standard requires that the measurement date must correspond to 
the fiscal year end balance sheet date. This standard does not change how net periodic pension and postretirement cost 
or the projected benefit obligatiou is determined. The balance sheet recognition 
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guidance of this standard will be effective for fiscal 2007 and the measurement date provisions of dlis guidance can be 
adopted as late as fiscal 2008 for our company. 

3. Acquisitions 

TXU Gas Company 

In October 2004, we completed our acquisition of the natural gas distribution and pipeline operations of TXLJ 
Gas Company. The purchase price for the TXU Gas acquisition was approximately $1.9 billion (after closing 
adjustments and before transaction costs and expenses), which we paid in cash. We did not assume any indebtedness 
of TXU Gas in connection with the acquisition. The purchase was accounted for as an asset purchase. We funded the 
purchase price for the TXU Gas acquisition with approximately $235.7 million in net proceeds from our offering of 
approximately 9.9 million shares of common stock, which we completed in July 2004, and approximately $ I  .7 billion 
in net proceeds from our issuance in October 2004 of commercial paper backstopped by a senior unsecured revolving 
credit agreement, which we entered into in September 2004 to provide bridge financing for the TXU Gas acquisition. 
In October 2004, we paid off the outstanding commercial paper used to fund the acquisition through the issuance of 
senior unsecured notes in October 2004, which generated net proceeds of approximately $1.39 billion, and the sale of 
16.1 million shares of common stock in October 2004, which generated net proceeds of $38 1.6 million. 

The following table summarizes the fair values of the assets acquired and liabilities assumed on October 1, 2004 
(in thousands): 

Cash purchase price 
Transaction costs and expenses 

Net property, plant and equipment 
Accounts receivable 
Gas stored underground 
Other current assets 
Goodwill 
Deferred charges and other assets 
Deferred income taxes 
Accounts payable and accrued liabilities 
Other current liabilities 
Regulatory cost of removal obligation 
Deferred credits and other liabilities 

Total purchase price 
( 

Total 

$1,908,999 
7,697 

$1,916,696 
$1,471,643 

75,811 
137,877 
22,094 

493,603 
42,069 

7,925 
(5 1,644) 
(77,756) 

(1 38,991) 
(65,935) 

$1,916,696 

The sale of the TXU Gas operations was held through a competitive bid process. We believe tlie resulting 
goodwill is recoverable given the expected synergies we can achieve as a result of the TXU Gas acquisition. To that 
end, the TXU Gas acquisition significantly expands our existing utility operations in Texas. The Noi-th Texas 
operations of TXlJ Gas bridge our geographic operations between our existing utility operations in West Texas and 
Louisiana. TXU Gas's headquarters and service area are centered in Dallas, Texas, which is also the location of our 
corporate headquarters. Further, the addition of the regulated pipelines and storage operations in North Texas may 
create additional gas marketing and other opportunities for our non-regulated subsidiaries, which include gas 
marketing and storage operations. The goodwill generated in the acquisition is deductible for tax purposes. 

with us to provide call center, meter reading, customer billing, collections, information reporting, 
At closing of the acquisition, TXU Gas and some of its affdiates entered into transitional services agreements 
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software, accounting, treasury, administrative and other services to the Mid-Tex Division. Some of these services 
were outsourced by TXU Gas to Capgemini Energy L.P. However, in November 2004, we entered into an agreement 
with C a p g e d  Energy L.P. whereby we assumed the operations of the Waco, Texas call center in April 2005 and 
purchased kom Capgem5 Energy L.P. all of the related call center assets in October 2005. The remaining 
transitional services agreements expired in September 2005 and were not renewed as we in-sourced all of these 
functions, effective October 2005. 

The table below reflects the unaudited pro forma results of the Company and TXU Gas for the year ended 
September 30,2004 as if the acquisition and related financing had taken place at the beginning of fiscal 2004 (in 
thousands, except per share data): 

Operating revenue 
Net income 
Net income per diluted share 

Year Ended 
September 30, 

2004 

$ 4,174,500 
11 8,746 

$ 1.68 

CornE'urT Gas Irzc. 

Effective March 2004, we completed the acquisition of the natural gas distribution assets of CornFurT Gas Inc., a 
privately-held natural gas utdity and propane distributor based in Buena Vista, Colorado, for approximately 
$2.0 million in cash. This company served approximately 1,800 natural gas utility customers. The acquisition enabled 
us to expand our contiguous service area in our Colorado-Kansas division. Unaudited pro forma results of the 
Company and CofnFurT have not been presented as the acquisition was not material to our financial position or results 
of operations. 

4. Goodwill and Intangible Assets 

Goodwill and intangible assets were comprised of the following as of September 30,2006 and 2005. 

September 30 
2006 2005 

(In thousands) 

Goodwill 
Intangible assets 
Total 

$735,369 $734,280 
3,152 3,507 

$738,521 $737,787 

The following presents our goodwill balance allocated by segment and changes in the balance for the year ended 
September 30,2006: 

Natural Gas Pipeline and Other 

Segment Segment Segment Semnent Total 
(In thousands) 

Utii ty  Marketing Storage Nonutility 

Balance as of September 30,2005 $566,800 $ 24,282 $ 143,198 $ - $734,280 
Deferred tax adjustments on prior acquisitions (1) 42 1 - 1,089 

$567,221 $ 24,282 $ 143,866 $ - $73 5,3 69 
668 -- __ 

Balance as of September 30,2006 = 

(1) During the preparation of the fiscal 2006 tax provision, we adjusted certain deferred taxes recorded in connection 
with a fiscal 200 1 and a fiscal 2004 acquisitions which resulted in an increase to goodwill and net deferred tax 
liabilities of $1.1 million. 
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Information regarding our intangible assets is included in the following table. As of September 30,2006 and 
200.5, we had no indefinite-lived intangible assets. 

Customer contracts 

September 30,2006 September 30,2005 __ 
Useful Gross Gross 

(Years) Amount Amortization Net Amount Amortization Net 
Life Carrying Accumulated Carrying Accumulated 
-- 

(In thousands) 

10 $ 6,754 $ (3,602) $3,152 $ 6,521 $ (3,014) $3,507 

The following table presents actual amortization expense recognized during 2006 and an estimate of future 
amortization expense based upon our intangible assets at September 30,2006. 

Amortization expense (in thousands): 
Actual for the fiscal year ending September 30,2006 
Estimated for the fiscal year ending: 

September 30, 2007 
September 30,2008 
September 30,2009 
September 30,2010 
September 30,201 1 

$588 

608 
60 8 
608 
608 
608 

5. Derivative Instruments and Hedging Activities 

activities are described in more detail in Note 2. Also, as discussed in Note 2, 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. 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. These risk management assets and liabilities are subject to continuing 
market risk until the underlying derivative contracts are settled. 

We conduct risk management activities through both our utility and natural gas marketing segments. These 
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The following table shows the fair values of our risk management assets and liabilities by segment at 
September 30,2006 and 2005: 

Natural Gas 
Utility Marketing rota1 

(In thousands) 

September 30,2006: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 
September 30,2005: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 

$ -  

(27,209) 

$(27,209) 

$ 93,310 

__ 

- 

__ 
__ 
- 

$ 93,310 - 

$ 12,553 
6,186 

(3,460) 
(276) 

$ 15,003 

$ 14,603 
73 5 

(6 1,920) 
(1 5,3 16) 

$ (61,898) 

$ 12,553 
6,186 

(30,669) 

$ (12,206) 

$107,9 13 
73.5 

(276) 

(61,920) 
(1 5,3 16) 

$ 31,412 

Utility Hedging Activities 

We use a combination of storage, fixed physical contracts and fixed financial contracts to partially insulate us and 
our customers agaiust gas price volatility during the winter heating season. For the 2005-2006 heating season, we 
hedged approximately 46 percent of our anticipated Winter flowing gas requirements at a weighted average cost of 
approximately $9.06 per Mcf. i 

Our utility hedging activities also includes the fair value of our treasury lock agreements which are described in 
further detail below. 

Nonutility Hedging Activities 

For the year ended September 30,2006, 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 totaling $51 .O million and the recognition of $6.2 million in net deferred hedging 
losses in net income when the derivatives matured according to their terms. The net deferred hedging losses associated 
with open cash flow hedges remain subject to market price fluctuations until the positions are either settled under the 
terms of the hedge contracts or terminated prior to settlement. Substantidy all of the deferred hedging loss as of 
September 30,2006 is expected to be recognized in net income within the next fiscal year. 

Under our risk management policies, we seek to match our financial derivative positions to our physical storage 
positions as well as our expected current and h t w e  sales and purchase obligations to maintain no open positions at the 
end of each trading day. The detemination 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 incsease 
if the assumptions are not realized, we review these assumptions as part of our daily monitoring activities. We can 
also be affected by intraday fluctuations of gas prices, since the price of natural gas purchased or sold for future 
delivery earlier in the day may not be hedged until later in the day. At times, limited net open positions related to our 
existing and anticipated commitments may occur. 
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At the close of business on September 30,2006, AEH had a net open position (including existing storage) of 0.2 Bcf. 

lkasii iy 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-then anticipated issuance of $875 million of long-term debt subsequent 
to September 30,2004. This long-tern debt was issued in October 2004 and was used to repay a portion of the 
commercial paper used to fund the TXU Gas acquisitiou, as described in Note 3. 

the extent effective, unrealized gains and losses associated with the Treasury loclcs were recorded as a component of 
accumulated other comprehensive loss. These Treasury lock agreements were settled in October 2004 with a net 
$43.8 million payment to the counterparties. Approximately $11.6 million of the $43.8 million obligation is being 
recognized as a component of interest expense over a five year period from the date of settlement, and the remaining 
amount, approximately $32.2 million, is being recognized as a component of interest expense over a ten year period 
from the date of settlement. 

The following table presents our hedging transactiolls that were recorded to other comprehensive income (loss), 

We designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. Accordingly, to 

net of taxes during the years ended September 30,2006 and 2005. 

Year Ended 
September 30 

2006 2005 
(In thousands) 

Ihcrease (decrease) in fair value: 
Treasury lock agreements 
Forward commodity cantracts 

Treasury lock agreements 
Forward commodity contracts 

Recognition of (gains) losses in eainings due to settlenzents: 

Total other comprehensive income (loss) from hedging, net of tax (l) 

$ -  $ (5,869) 
(51,014) 1,988 

3,442 3,155 
6,181 10,386 

$(41,391) $ 9,660 

( I )  Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing 
jurisdiction. 

The following amounts, net of deferred taxes, represent the expected recognition into earnings for our derivative 
instruments, based upon the fair values of these derivatives as of September 30,2006: 

2007 
2008 
2009 
2010 
201 1 
Thereafter 
Total 

Treasury 
Lock Forward 

Agreements Contracts Total 
(In thousands) 

$ (3,442) $(24,100) $(27,542) 
(3,442) (732) (4,174) 
(37442) (38) (3,480) 

(6) (2,129) 
- (2,003) 

(2,123) 

- (6,08 8) 
(2,003) 
(6,088) 

$ (20,540) $(24,876) $(45,416) 
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6. Debt 

Long-term debt 

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

2006 2005 
(In thousands) 

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

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds Series P, 10.43% due 2013 
Rental property, propane and other term notes due in installments through 2013 

Less: 
Total long-term debt 

Original issue discount on unsecured senior notes and debentures 
Current maturities 

$ 300,000 
400,000 
350,000 

2,303 
250,000 
500,000 
200,000 

10,000 
10,000 

150,000 
8,750 
5,825 

2,186,878 

(3,330) 
(3,186) 
$2,180,362 

$ 300,000 
400,000 
350,000 

2,303 
250,000 
500,000 
200,000 

10,000 
10,000 

150,000 
10,000 
7,839 

2,190,142 

(3,774) 
(3,264) 
$2,183,104 ( 

In December 200 1, we filed a registration statement with the Securities and Exchange Commission (SEC) to 
issue, from time to time, up to $600.0 million in new common stock andor debt. The registration statement was 
declared effective by the SEC in Januasy 2002. In July 2004, we sold 9-9 million shares of our common stock. We 
used the net proceeds from this offering, together with borrowings under a bridge financing facility to consummate the 
acquisition of TXU Gas operations and pay related fees and expenses. As a result of the offering, we exhausted the 
remaining availability under our December 200 1 registration statement. 

in September 2004, under which we could issue, from time to time, up to $2.2 billion in new common stock 
and/or debt. In October 2004, we sold 16.1 million common shares, including the underwriters' exercise of their 
overallotment option, under the new registration statement, generating net proceeds of $382.5 d o n  before other 
offering costs. Additionally, we issued senior unsecured debt under the registration statement consisting of 
$400 million of 4.00% Senior Notes due 2009, $500 million of 4.95% Senior Notes due 2014, $200 million of 
5.95% Senior Notes due 2034 and $300 million of floating rate Senior Notes due 2007. The floating rate notes bear 
interest at a rate equal to the three-month LIBOR rate plus 0.375 percent per year. At September 30,2006, the interest 
rate on our floating rate debt was 5.882 percent. The net proceeds from the sale of these senior notes were 
$1.3 9 billion. 

proceeds from our July 2004 offering were used to pay off the $1.7 billion in outstanding commercial paper 
backstopped by a senior unsecured revolving credit agreement, which we entered into in September 2004 for 

In August 2004, we filed another registration statement with the SEC, which was declared effective by the SEC 

The net proceeds from the October 2004 common stock and senior notes offerings, combined with the net 

87 



Table o f  Contents 

ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIlOATED FINANCIAL STATEMENTS - (Continued) 

bridge financing for the TXU Gas acquisition. Also, as a result of this refinancing in October 2004, we canceled the 
senior unsecured revolving credit facility. After issuing the debt and equity in October 2004 we had approximately 
$401.5 million in availability remaining under the registration statement. However, we are no longer allowed to issue 
securities under that registration statement by applicable state regulatory commissions. See further discussion in the 
Liquidity section of Management’s Discussion and Analysis. 

In June 2005, we elected to utilize excess cash to repay $72.5 million in principal on five series of our First 
Mortgage Bonds prior to their scheduled maturity. In connection with the repayment, we paid a $25.0 million make- 
whole premiiun in accordance with the terms of the agreements and accrued interest of approximately $1 .0 million. In 
accordance with regulatory requirements, the premium has been deferred and will be recognized over the remaining 
original lives of the First Mortgage Bonds that were repaid. 

short-term debt 

At September 30,2006 and 2005, there was $379.3 million and $129.9 million outstanding under our commercial 
paper program and $3. I million and $14.9 million outstanding under our bank credit facilities. As of September 30, 
2006, our commercial paper had maturities of less than three months, with interest rates ranging from 5.47 percent to 
5.5 1 percent. 

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 bank. 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. 

I 

Committed credit facilities 

As of September 30,2006, we had three short-term committed 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 for the applicable interest period, plus l3om 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 
September 30, 2006, there was $379.3 million outstanding under our commercial paper program. 

base rate or the LlBOR rate for the applicable interest period, plus from 0.30 percent to 0.75 percent, based on the 
Company’s credit ratings. This facility expired in November 2006 and was renewed for one year with no material 
changes to its terms and pricing. At September 30,2006, 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 in March 2006 and was renewed for one year with no material changes to its terms 
and pricing. At September 30,2006, there was $3.1 million outstanding under this facility. 

The availability of funds under our credit facilities is subject to conditions specified in the respective credit 
agreements, all of which we currently satisfy. These conhtions include our compliance with fmancial covenants and 
the continued accuracy of representations and warranties contained in these agreements. We are required by the 
fmancial covenants in ow revolving credit facilities to maintain, at the end of each fiscal quarter, a ratio of total debt 
to total capitalization of no greater than 70 percent. At September 30,2006, our 

We have a second unsecured facility in place which is a 364-day facility for $300 million that bears interest at a 
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total-debt-to-total-capitalization ratio, as defined, was 63 percent. In addtion, both the interest margin over the 
Eurodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to 
adjustment depending upon our credit ratings. The revolving credit facilities each contain the same limitation with 
respect to our total-debt to-total capitalization ratio. 

Uncorninitted credit facilities 

In November 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. In March 2006, AEM 
amended and extended tbis uncommitted demand working capital credit facility to March 2007. 

Borrowings under the amended credit facility can be made either as revolving loans or offshore rate loans. 
Revolving loan borrowings will bear interest at a floating rate equal to a base rate (defked 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 LBOR for the applicable interest 
period, plus an applicable margin, ranging from 1.25 percent to 1.625 percent per annum, depending on the excess 
tangible net worth of 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 defmed above, plus an applicable margin, which 
will range from 1.00 percent to 1.875 percent pes annum, depending on the excess tangible net worth of AEM and 
whether the letters of credit are swap-related standby letters of credit. 

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 September 30,2006, 
AEM’s ratio of total liabilities to tangible net worth, as dehed,  was 1.24 to 1. 

September 30,2006, AEM letters of credit totaling $96.1 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 vasious 
covenants, including covenants based on working capital. Under the most restrictive covenant, the amount available to 
AEM under this credit facility was $53.9 million at September 30,2006. This line of credit is collateralized by 
substantially all of the assets of AEM and is guaranteed by AEH. 

We also have an unsecured 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 uncomtnitted credit facility at September 30,2006, 
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 are 
made on a when-and-as-available basis at the discretion of the bank. 

the Company which bears interest at the One Month LIBOR plus 2.75 percent. This facility has been approved by our 
state regulators though December 3 1,2006. At September 30,2006, there were no borrowings outstanding under this 
credit facility. In July 2006, this facility was renewed for one year with no material changes to its terms. 

nonutility business which bears interest at the One Month 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 September 30,2006, there were no borrowings 
outstanding under this credit facility. In July 2006, this facility was renewed for one year with no material changes to 
its terms. 

AEM is required by the financial covenants in the credit facility to maintain a maximm ratio of total liabilities to 

At September 30,2006, there were no borrowings outstanding under this credit facility. However, at 

AEH, the parent company of AEM, has a $100 million intercompany uncommitted demand credit facility with 

In addition, AEM has a $120 million intercompany uncommitted demand credit facility with AEH for its 
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Debt Covenants 

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain 
provisions that allow us to prepay the outstanding balance in whole at any time, 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. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 3 1, 1985 may not exceed the sum of accumulated net income for 
periods after December 31, 1985 plus $9.0 million, At September 30,2006 approximately $203.3 million of retained 
earnings was unrestricted with respect to the payment of dividends. 

As of September 30, 2006, a portion of the Mid-States Division utility plant assets, totaling $394.2 million, was 
subject to a lien under the Indenture of Mortgage of the Series P First Mortgage Bonds. 

We were in compliance with all of our debt covenants as of September 30,2006. 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 both 
our revolving credit agreements, each contain a default provision that is triggered if outstanding indebtedness arising 
out of any other credit agreements in amounts ranging from in excess of $15 million to in excess of $ 100 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 indebtedness, as defined, by at least $250 thousand 
in the aggregate. Additionally, this agreement contains a provision that would limit the mount of credit available if 
Amos 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. 

maturities, the fair value of long-term debt at September 30,2006 and 2005 is estimated, using discounted cash flow 

i 

Based on the borrowing rates currently available to us for debt with similar terms and remaining average 

analysis, to be $2,053.9 million and $2,078.3 million. 

Maturities of long-term debt at September 30, 2006 were as follows (in thousands): 

2007 
2008 
2009 
2010 
201 1 
Thereafter 

$ 3,186 
303,83 1 

2,034 
401,38 1 
361,381 

1,115,065 
$2,186,878 

7. Shareholders' Equity 

Stock lssuances 

During the years ended September 30,2006,20075 and 2004 we issued 1,200,115, 17,739,691 and 

III February 2005, our shareholders approved an amendment to our Articles of Incorporation to increase the 

1 1,323,925 shares of common stock. 

number of authorized shares from 100 million to 200 million. 
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In October 2004, we completed the public offering of 16.1 million shares of our common stock including the 
underwriters' exercise of their overallotment option of 2.1 million shares. The offering was priced at $24.75 and 
generated net proceeds of approximately $381.6 million. We used the net proceeds from this offering, together with 
net proceeds of $235.7 million from a public offering we conducted in July 2004 and $1.39 billion received from the 
issuance of senior unsecured notes, to repay the $1.7 billion in outstanding commercial paper described in Note 3 and 
fund the remainder of the purchase price for the TXU Gas acquisition. 

Shareholder Rights Plan 

In November 1997, our Board of Directors declared a dividend distribution of one right for each outstanding 
share of our common stock to shareholders of record at the close of business on May 10, 1998. Each right entitles the 
registered holder to purchase from us a one-tenth share of our common stock at a purchase price of $8.00 pel share, 
subject to adjustment. The description and terms of the rights are set forth in a rights agreement between us and the 
rights agent. 

distribution date will occur upon the earlier of: 
Subject to exceptions specified in the rights agreement, the rights will separate from our common stock and a 

0 ten business days following a public announcement that a person or group of affiliated or associated persons has 
acquired, or obtained the right to acquire, beneficial ownership of 15 percent or more ofthe outstanding shares 
of our common stock, other than as a result of repurchases of stock by us or specified inadvertent actions by 
institutional or other shareholders; 

* ten business days, or such later date as our Board of Directors shall determine, following the commencement of 
a tender offer or exchange offer that would result in a person or group having acquired, or obtained the right to 
acquire, beneficial ownership of 15 percent or more of the outstanding shares of our common stock; or 

ten business days after our Board of Directors shall declare any person to be an adverse person within the 
meaning of the rights plan. 

i 

The rights expire on May 10,2008, unless extended prior thereto by our board of directors or earlier if redeemed 
by us. The rights will not have any voting rights. The exercise price payable and the number of shares of our common 
stock or other securities or property issuable upon exercise of the rights are subject to adjustment from time to time to 
prevent dilution. We issue rights when we issue our common stock until the rights have separated from the common 
stock. After the rights have separated from the common stock, we may issue additional rights if the board of directors 
deems such issuance to be necessary or appropriate. The rights have "anti-takeover" effects and may cause substantial 
dilution to a person or entity that attempts to acquire us on terms not approved by our board of directors except 
pursuant to an offer conditioned upon a substantial number of rights being acquired. The rights should not interfere 
with any merger or other business combination approved by our board of directors because, prior to the time that the 
rights become exercisable or transferable, we can redeem the rights at $.01 per right. 

Other Agreements 

To connection with our Mississippi Valley Gas Company acquisition in December 2002, we issued shares of 
common stock under an exemption from registration under the Securities Act of 1933, as amended. In the transaction, 
we entered into a registration rights agreement with the former stockholders of Mississippi Valley Gas Company that 
required us, on no more than two occasions, and with some limitations, to file a registration statement under the 
Securities Act w i t h  60 days of their request for an offering designed to achieve a wide distribution of shares through 
underwriters selected by us. We also granted rights to these shareholders, subject to some limitations, to participate in 
future registered offerings of our securities until December 3,2005. No 
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registration rights issued to the former stockholders of MVG, as discussed above, were exercised prior to the 
expiration of the registration rights agreement on December 3,200.5. The former stockholders of MVG also agreed, 
for up to five years from the closing ofthe acquisition, or until December 3,2007, and with some exceptions, not to 
sell or transfer shares representing more than 1 percent of our total outstanding voting securities to any person or 
group or any shares to a person or group who would hold more than 9.9 percent of our total outstanding voting 
securities after the sale or transfer. This restriction, and other agreed restrictions on the ability of these shareholders to 
acquire additional shares, participate in proxy solicitations or act to seek control, may be deemed to have an "anti- 
takeover" effect. 

8. Stock and Other Compensation Plans 

Stock-Based Coinpensatioiz Plans 

J 998 Long-Term Incentive Plan 

In August 1998, the Board of Directors approved and adopted the 1998 Long-Term Incentive Plan, which became 
effective in October 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, performance-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 September 30,2006, non-qualified stock options, bonus stock, time-lapse restricted 
stock, performance-based reskicted stock units and stock units had been issued under this plan, and 73 1,745 shares 
were avadable for future 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 for 2006,2005 and 2004: 

I 

Year Ended 
September 30 

2006 2005 2004 - - -  
Valuation Assumptions (l) 

Expected Life (years) (2) 7 7 7 
Interest rate (3) 4.6% 4.2% 4.3% 
Volatility (4) 20.3% 21.3% 22.8% 
Dividend yield 4.8% 4.8% 4.8% 

(1) Beginning on the date of adoption of SFAS 123(R), forfeitures are estimated based on historical experience. Prior 

(2) The expected life of stock options is estimated based on historical experience. 
(3)  The interest rate is based on the U.S. Treasury constant maturity interest rate whose term is consistent with the 

(4) The volatility is estimated based on historical and current stock data for the Company. 

- 

to the date of adoption, forfeitures were recorded as they occurred. 

expected life of the stock options. 
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A summary of activity for grants of stock options under the 1998 Long-Term Incentive Plan follows: 

2006 2005 2004 - 
Weighted Weighted Weighted 
Average Average Average 

Number of Exercise Number of Exercise Number of Exercise 
Options Price ~ Options Price Options Price 

Outstanding at beginning of year 964,704 $ 22.20 1,492,177 $ 22.10 1,827,310 $ 21.91 
Granted 93,196 26.19 23,432 25.95 8,118 24.44 
Exercised (40,582) 22.21 (547,907) 22.08 (342,252) 20.91 

Outstanding at end of year ( l )  1,017,152 $ 22.57 964,704 $ 22.20 1,492,177 $ 22.10 
Exercisable at end of year (3 991,778 $ 22.48 798,574 $ 22.22 1,006,859 $ 22.23 

Forfeited (166) 21.23 (2,998) 22.81 (999) 22.49 

(1) 'I'he weighted-average remaining contractual Me for outstanding options was 5.4 years, 6.0 years, and 7.0 years for 
fiscal years 2006,2005 and 2004. The aggregate intrinsic value of outstanding options was $3.7 million, 
$3.5 d i o n  and $5.4 million for fiscal years 2006,2005 and 2004. 

fiscal years 2006,2005 and 2004. The aggregate intrinsic value of exercisable options was $3.6 million, 
$2.9 million and $3.7 million for fiscal years 2006,2005 and 2004. 

Information about outstanding and exercisable options under the 1998 Long-Term Incentive Plan, as of 

(2) The weighted-average remaining contractual life for exercisable options was 5.3 years, 5.7 years, and 6.5 years for 

September 30,2006, follows: 

Range of Exercise Prices 

$15.65 to $20.24 
$20.25 to $22.99 
$23.00 to $26.19 
$15.65 to $26.19 

Options Outstandinl: -. 
Weighted 
Average 

Remaining 
Number of Contractual 

Options Life (In Years1 

547,414 5.8 
404,905 5.1 

64,833 3.4 

1,017,152 5.4 

Options Exercisable 
Weighted Weighted 
Average Average 
Exercise Number of Exercise 

Price Options Price 

$ 15.66 64,833 $ 15.66 
$ 21.87 547,414 $ 21.87 
$ 24.62 379,531 $ 24.53 
$ 22.57 991,778 $ 22.48 

The stock options had a weighted average fair value per share on the date of grant of $3.74 in 2006, $3.69 in 2005 
and $3.82 in 2004. Net cash proceeds from the exercise of stock options during the years ended September 30,2006, 
2005 and 2004 were $0.9 million, $12.1 million and $7.2 million. The associated income tax benefit fiom stock 
options exercised during the years ended September 30,2006,2005 and 2004 were less than $0.1 million, $1.3 million 
and $0.6 million. The total intrinsic value of options exercised during the years ended September 30,2006,2005 and 
2004 were less than $0.1 million, $2.0 million and $1.2 million. 

nonvested stock options. That cost is expected to be reco,&ed over a weighted-average period of 1.3 years. 
As of September 30,2006, there was less than $0.1 mdlion of total unrecognized compensation cost related to 

Restricted Stock Plans 

As noted above, the 1998 Long-Tern Incentive Plan provides for discretionary awards of restricted stock to help 
attract, retain and reward employees and non-employee directors of Atmos and its subsidiaries. Certain of these 
awards vest based upon the passage of time and other awards vest based upon the passage of time 
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and the achievement of specified performance targets. The associated expense is recognized ratably over the vesting 
period. The following summarizes information regarding the restricted stock plan: 

Nonvested at beginning of year 
Granted 
Vested 
Forfeited 

Nonvested at end of year 

2006 
Weighted 

Number of Average 
Restricted Grant-Date 

Shares Fair Value 

592,490 $ 25.32 
440,O I6 26.80 

(265,546) 24.42 
(20,184) 26.95 
746,776 $ 26.49 

2005 
Weighted 

Number of Average 
Restricted Grant-Date 

Shares Fair Value 

345,519 $ 23.72 
294,834 26.78 
(36,106) 21.97 
(I 1,757) 24.70 
592,490 $ 25.32 

2004 
Weighted 

Number of Average 
Restricted Grant-Dale 

Shares Fair Value 

107,837 $ 21.19 
240,686 24.78 

(2,175) 15.65 
(829) 23.83 

345,519 $ 23.72 

As of September 30, 2006, there was $12.4 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 1.9 years. The fair value of restricted stock vested during the years ended September 30, 
2006, 2005 and 2004 was $6.5 million, $0.8 million and less than $0.1 million. 

Other Plans 

Direct Stock Purchase Plan 

We maintain a Direct Stock Purchase Plan which allows participants to have all or part of their cash dividends 
paid quarterly in additional shares of our common stock. Though March 2004, participants were permitted to reinvest 
their cash dividends at a three percent discount from market prices. Effective April 2004, the three percent discount on 
reinvested dividends was eliminated and the minimum initial investment required to join the plan was increased to 
$1,250. Direct Stock Purchase Plan participants may purchase additional shares of Atmos common stock as often as 
weekly with voluntary cash payments of at least $25, up to an annual maximum of $100,000. 

I 

Outside Directors Stock-For-Fee Plan 

In November 1994, the Board adopted the Outside Directors Stock-for-Fee Plan which was approved by the 
shareholders of Atmos in February 1995 and was amended and restated in November 1997. The plan pennits non- 
employee directors to receive all or part of their annual retainer and meeting fees in stock rather than in cash. 

Equity Iiicentive and Defer-red Coinpensation Plan for Non-Employee Directors 

In November 1998, the Board of Directors adopted the Equity Incentive and Deferred Compensation Plan for 
Non-Employee Directors which was approved by the shareholders of Atmos in February 1999. This plan amended the 
Atmos Energy Corporation Deferred Compensation Plan for Outside Directors adopted by the Company in May 1990 
and replaced the pension payable under the Company's Retirement Plan for Non-Employee Directors. The plan 
provides non-employee directors of Atmos with the opportunity to defer receipt, until retirement, of compensation for 
services rendered to the Company, invest deferred compensation into either a cash account or a stock account and to 
receive an annual grant of share units for each year of service on the Board. 

Other Discretionary Coinpensation Plans 

We created the Variable Pay Plan in fiscal 1999 for our utrlity segment employees to give each employee an 
oppoi-hmity to share in the success of Atmos based on the achievement of key performance measures 
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considered critical to achieving business objectives for a given year. These performance measures may include 
earnings growth objectives, improved cash flow objectives or crucial customer satisfaction and safety results. We 
monitor progress towards the achievement of the performance measures t h ~  oughout the year and record accruals based 
upon the expected payout using the best estimates available at the time the accrual is recorded. 

We implemented the Annual Incentive Plan in October 2001 to give the employees in our nonutility segments an 
opportunity to share in the success of the nonutility operations. The plan is based upon the net earnings of the 
nonutility operations and has minimum and maximum thresholds. The plan must meet the minimum threshold in order 
for the plan to be h d e d  and distributed to employees. We monitor the progress toward the achievement of the 
thresholds throughout the year and record accruals based upon the expected payout using the best estimates available 
at the time the accrual is recorded. 

9. Retirement and Post-Retirement Employee Benefit Plans 

We have both funded and unfunded noncontributory defined benefit plans that together cover substantially all of 
our employees. We also maintain post-retirement plans that provide health care benefits to retired employees. Finally, 
we sponsor defined contribution plans which cover substantially all employees. These plans are discussed in further 
detail below. 

Defined Benefit Plans 

Employee Pension Plans 

As of September 30,2006, we maintained two defined benefit plans: the Amos Energy Corporation Pension 
Account Plan (the Plan) and the Atmos Energy Corporation Retirement Plan for Mississippi Valley Gas Union 

Corporation Master Retirement Trust (the Master Trust). 

employees of Atmos. Opening account balances were established for participants as of January 1999 equal to the 
present value of their respective accrued benefits under the pension plans which were previously in effect as of 
December 3 I, 1998. The Plan credits an allocation to each participant’s account at the end of each year according to a 
formula based on the participant’s age, service and total pay (excluding incentive pay). 

for those participants who were participants in the prior pension plans. The Plan wdl credit this additional allocation 
each year through December 3 1,2008. In addition, at the end of each year, a participant’s account will be credited 
with interest on the employee’s prior year account balance. A special grandfather benefit also applies through 
December 3 1,2008, for participants who were at least age 50 as of January 1, 1999, and who were participants in one 
of the prior plans on December 3 1,1998. Participants fully vest in their account balances after five years of service 
and may choose to receive their account balances as a lump sum or an annuity. 

‘fie Union Plan is a defined benefit plan that covers substantially all full-time union employees in our Mississippi 
Division. Under this plan, benefits are based upon years of benefit service and average final earnings. Participants vest 
in the plan after five years and will receive their benefit in an annuity. 

Generally, our funding policy is to contribute annually an amount in accordance with the requirements of the 
Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are made from time 
to time as considered necessary. Contributions are intended to provide not only for benefits attributed to service to 
date but also for those expected to be earned in the future. 

Employees (the Union Plan) (collectively referred to as the Plans). The Plans are held within the Atmos Energy i ’  

The Plan is a cash balance pension plan, that was established effective January 1999 and covers substantially all 

The Plan also provides for an additional annual allocation based upon a participant’s age as of January 1 , 1999 
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During fiscal 2006, we voluntarily contributed $2.9 million to the Union Plan. The current year contribution 
achieved a desired level of funding by satisfying the minimum funding requirements while maximizing the tax 
deductible contribution for this plan for plan year 2005. During fiscal 2005, we voluntarily contributed $3.0 million to 
the Master Trust to maintain the level of funding we desire relative to our accumulated benefit obligation. We made 
the contribution because declining high yield corporate bond yields in the period leading up to our June 30,2005 
measurement date resulted in an increase in the present value of our plan liabilities. We are not required to make a 
minimum funding contribution during fiscal 2007 nor do we anticipate makrng any voluntary contributions during 
fiscal 2007. 

We manage the Master Trust’s assets with the objective of achieving a rate of retum net of inflation of 
approximately four percent per year. We make investment decisions and evaluate performance on a medium term 
horizon of at least three to five years. We also consider our current financial status when making recommendations 
and decisions regarding the Master Tnist’s assets. Finally, we strive to ensure the Master Trust’s assets are 
appropriately invested to maintain an acceptable level of risk and meet the Master Trust’s long term asset allocation 
policy. 

To achieve these objectives, we invest the Master Trust’s assets in equity securities, fxed income securities, 
interests in commingled pension trust funds and cash and cash equivalents. Investments in equity securities are 
diversified among the market’s various subsectors to diversify risk and maximize re turns^ Fixed income securities are 
invested in investment grade securities. Cash equivalents are invested in securities that either are short term (less than 
180 days) or readily convertible to cash with modest risk. 

Tlie following table presents asset allocation information for the Master Tnist as of September 30, 2006 and 
200s. 

Actual Allocation 
I 

Security Class -- 
Domestic equities 
International equities 
Fixed income 
Company stock 
Other assets 
Cash and equivalents 

Targeted September 30 
2005 - Allocation Range 2006 

35%-55% 44.3% 45.0% 
10%-20% 15.6% 17.9% 
10%-30% 18.8% 18.1% 
0%-10% 9.2% 9.1% 
5%-15% 10.7% 9.6% 

N/A 1.4% 0.3% 

At September 30,2006 and 2005, the Plan held 1,169,700 shares of Atmos common stock, which represented 
9.2 percent and 9.1 percent of total Master Trust assets. These shares generated dividend income for the Plan of 
approximately $1.5 million during both fiscal 2006 and 2005. 
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Our employee pension plan expenses and liabilities are determined on an actuarial basis and are affected by 
numerous assumptions and estimates including the market value of plan assets, estimates of the expected retuin on 
plan assets and assumed discount rates and demographic data. We review the estimates and assumptions underlying 
our employee pension plans annually based upon a June 30 measurement date. The development of our assumptions is 
fully described in our significant accounting policies in Note 2. The actuarial assumptions used to determine the 
pension liabihty for the Plans were determined as of June 30,2006 and 2005 and the actuarial assumptions used to 
determine the net periodic pension cost for the Plans were determined as of June 30,2005,2004 and 2003. These 
assumptions are presented in the following table: 

Pension 
Liability Pension Cost 

2006 2005 2006 2005 2004 - - - _ _ _ _ . - -  

Discount rate 
Rate of compensation increase 
Expected return on plan assets 

6.30% 5.00% 5.00% 6.25% 6.00% 
4.00% 4.00% 4.00% 4.00% 4.00% 
8.25% 8.50% 8.50% 8.75% 9.00% 

The following table presents the Plans’ accumulated benefit obligation, projected benefit obligation and funded 
status as of September 30,2006 and 2005. 

2006 2005 
(In thousands) 

Accumulated benefit obligation 
Change in projected benefit obligation: 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Actuarial loss (gain) 
Benefits paid 
Benefit obligation at end of year 

Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at end of year 

Reconciliation: 
Funded status 
Unrecognized prior service cost 
Unrecognized net loss 
Net aruount secognized 

Change in plan assets: 

97 

$3 16,078 $348,383 

$359,924 $312,997 
13,465 10,401 
17,932 19,412 

(36,748) 43,313 
(28,109) (26,199) 
326,464 359,924 

355,939 346,162 
32,005 32,976 
2,879 3,000 

(28,109) (26,199) 
362,714 355,939 

36,250 (37985) 
(4,980) (5,939) 
65,646 119,270 

$ 96,916 $109,346 
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Net periodic pension cost for the Plans for 2006,2005 and 2004 is recorded as operating expense and included 
the following components: 

Year Ended September 30 
2006 2005 2004 

(In thousands) 

Components of net periodic pension cost: 
Service cost 
Interest cost 
Expected return on assets 
Amortization of prior service cost 
Recognized actuarial loss 

Net periodic pension cost 

9; 13,465 9; 10,401 $ 7,696 
17,932 19,412 19,691 

(25,598) (27,541) (30,097) 
(959) (1,028) (1,028) 

6,555 
$ 15,309 $ 7,520 $ 2,817 

10,469 6,276 . 

Supplemental Executive Benefits Plans 

We have a nonqualified Supplemental Executive Benefits Plan which provides additional pension, disability and 
death benefits to the offkers and certain other employees of Amos. The Supplemental Plan was amended and restated 
in August 1998. In addition, in August 1998, we adopted the Performance-Based Supplemental Executive Benefits 
Plan which covers all employees who become officers or division presidents after August 12, 1998 or any other 
employees selected by our Board of Directors at its discretion. 

executive benefit plans annually based upon a June 30 measurement date using the same techmques as OUT employee 
pension plans. The actuarial assumptions used to determine the pension liability for the supplemental plans were 
determined as of June 30,2006 and 2005 and the actuarial assumptions used to determine the net periodic pension 
cost for the supplemental plans were determined as of June 30,2005,2004 and 2003. These assumptions are presented 
in the following table: 

Similar to our employee pension plans, we review tlie estimates and assumptions underlying our supplemental 

I 

Pension Liability Pension Cost 
2006 2005 2006 2005 2004 ------ 

Discount rate 
Rate of compensation increase 

6.30% 5.00% 5.00% 6.25% 6.00% 
4.00% 4.00% 4.00% 4.00% 4.00% 
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The following table presents the supplemental plans' accumulated benefit obligation, projected benefit obligation 
and funded status as of September 30,2006 and 2005. 

2006 2005 
(In thousands) 

Accumulated benefit obligation 
Change in projected benefit obligation: 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Actuarial loss (gain) 
Benefits paid 
Benefit obligation at end of year 

Fair value of plan assets at beginning of year 
Employer contribution 
Benefits paid 
Fair value of plan assets at end of year 

Reconciliation: 
Funded status 
Unrecognized prior service cost 
Unrecognized net loss 
Accrued pension cost 

Change in plan assets: 

$ 79,209 $ 86,661 

$ 97,941 $ 73,998 
3,001 2,144 
4,955 4,658 

(14,6 18) 20,637 
(3,780) (3,496) 
87,499 97,941 

3,780 3,496 
(3,780) (3,496) 

(87,499) (97,941) 
1,684 2,706 

22,927 40,334 -- 
$( 62,8 8 8) $(54,90 1) 

Assets for the supplemental plans are held in separate rabbi trusts and comprise the following: 

As of September 30,2006: 
Domestic equity mutual funds 
Foreign equity mutual funds 

As of September 30,2005: 
Domestic equity mutual funds 
Foreign equity mutual funds 

99 

Unrealized 
Holding Market 

Cost Gain Value 
(In thousands) 

$30,562 $ 1,099 $31,661 
7,517 

L $36537 $ 2,641 $39,178 
1,542 5,975 

_.____- 

$28,902 $ 89'7 $29,799 
5,133 328 5,461 

$34,035 $ 1,225 = $35,260 
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At September 30,2006, we maintained investments in one domestic equity mutual fund and one domestic bond 
fund that were in unrealized loss positions as of September 30,2006. Information concerning unreaked losses for our 
supplemental plan assets follows: 

Domestic equity mutual funds 

Less Than 12 Months 

Fair Value Loss 

12 Months or More 
Unrealized 

Loss 
Unrealized 

Fair Value 
(In thousands) 

$ 19,963 $ 773 $ - $ -  

Because these funds are only used to fund the supplemental plans, we evaluate investment performance over a 
long-term horizon. Based upon our intent and ability to hold these investments, the short-term nature of the 
impairment as of September 30,2006 and our ability to direct the source of the payments in order to maximize the life 
of the portfolio, the improved investment returns in the last year and the fact that these funds continue to receive good 
ratings from mutual fund rating companies, we do not consider this impairment to be other-than-temporary. 

and included the following components: 
Net periodic pension cost for the supplemental plans for 2006,2005 and 2004 is recorded as operating expense 

Year Ended September 30 
2006 2005 2004 

(In thousands) 
--- 

Components of net periodic pension cost: 
Service cost 
Interest cost 
Amortization of transition asset 
Amortization of prior service cost 
Recognized actuarial loss 

Net periodic pension cost 

$ 3,001 $2,144 $2,037 
4,955 4,658 4,324 

__ 4 96 

2,789 1,290 1,516 
1,022 1,022 1,022 
--- 
--- $11,767 $9,118 $8,995 --- 

Supplemental Disclosures FOJ- Defined BeneJit PIam with Accuinulated BeneJit Obligations in Excess of Plan 
h s e t s  

The following summarizes key information for our defined benefit plans with accumulated benefit obligations in 
excess of plan assets. For fiscal 2005 the accumulated benefit obligation for the MVG plan exceeded the fair value of 
plan assets. For fiscal 2006 and 2005 the accumulated benefit obligation for our supplemental plans exceeded the fair 
value of plan assets. 

Employee Pension Plans Supplemental Plans 
2006 2005 

(In thousands) 
-- 2005 

Projected Benefit Obligation 
Accumulated Benefit Obligation 
Fair Value of Plan Assets 

$ 13,550 $87,499 $97,941 
10,738 79,209 86,661 
6,465 - - 

://vahoo .brand. e ro.dll?FetchFilingHTML I 1 ?SessionID=YhWQD.. . 
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Estimated Future Benefit Payments 

The following benefit payments for our defmed benefit plans, which reflect expected future service, as 
appropriate, are expected to be paid in the following years: 

2007 
2008 
2009 
2010 
201 1 
2012-201 6 

Pension Supplemental 
Plans Plans 

(In thousands) 

$ 32,119 $ 3,729 
27,923 4,242 
28,588 4,512 
29,811 5,262 
29,399 5,287 

122,553 29,913 

Postr.etir.ement Benefirs 

At September 30,2006, we sponsored the Retiree Medical Plan for Retirees and Disabled Employees of Atmos 
Energy Corporation (the Atmos Retiree Medical Plan). Effective December 3 1,2004, the Atmos Energy Corporation 
Retiree Welfare Benefits Plan for Certain MVG Non-Union Employees and the Atmos Energy Corporation Retiree 
Welfare Benefits Plan for MVG Union Employees merged into the Atmos Retiree Medical Plan. 

This plan provides medical and prescription drug protection to all qualified participants based on their date of 
retirement. The Plan provides different levels of benefits depending on the level of coverage chosen by the 
participants and the terms of predecessor plans; however, we generally pay 80 percent of the projected net claims and 
administrative costs and participants pay the remaining 20 percent of this cost. 

On October 1,2004, in connection with the acquisition of TXlJ Gas, we transitioned certain employees from 
TXLJ Gas to Atmos Energy Corporation. Although we did not assume the existing employee benefit liabilities or plans 
of TXU Gas, we received a credit of $18.9 million against the purchase price to perinit us to provide partial past 
service credits for retiree medical benefits under the Amos Retiree Medical Plan. The $18.9 million credit 
approximated the actuarially determined present value of the accumulated benefits related to the past service of the 
kansitioned employees on the acquisition date. 

Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are made annually 
as considered necessary. Contributions are intended to provide not only for benefits attributed to service to date but 
also for those expected to be earned in the future. We expect to contribute $1 1.4 million to our postretirement benefits 
plans duing fiscal 2007. 

We maintain a formal investment policy with respect to the assets in our postretirement benefits plans to ensure 
the assets funding the postretirement benefit plans are appropriately invested to maintain an acceptable level of risk. 
We also consider our current financial status when making recommendations and decisions regarding the 
postretirement benefits plans. 

I 

Generally, our funding policy is to contribute annually an amount in accordance with the requirements of the 
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We currently invest the assets funding our postretirement benefit plans in money market funds, equity mutual 
hnds, fxed income funds and a balanced fund. The following table presents asset allocation information for the 
postretirement benefit plan assets as of September 30,2006 and 2005. 

Security Class 

Diversified investment fund f l )  

Cash and cash equivalents 

Actual Allocation 
September 30 

2006 2005 

100% 97.2% 
- 2.8% 

(1) This fund invests in a diversified portfolio of common stocks, preferred stocks and fixed income securities. It may 
invest up to 75 percent of assets in common stocks and convertible securities. 

Similar to our employee pension and supplemental plans, we review the estimates and assumptions underlying 
our supplemental executive benefit plans annually based upon a June 30 measurement date using the same techclues 
as our employee pension plans. The actuarial assumptions used to determine the pension liability for our 
postretirement plan were determined as of June 30,2006 and 2005 and the actuarial assumptions used to determine the 
net periodic pension cost for the postretirement plan were determined as of June 30,2005,2004 and 2003. The 
assumptions are presented in the following table: 

Postretirement 

Discount rate 
Expected return on plan assets 
Initial trend rate 
Ultimate trend rate 
Ultimate trend reached in 

\ 

Liability Postretirement Cost 
2006 2005 2006 2005 2004 - - - _ _ _ _ _ . _ -  

6.30% 5.00% 5.00% 6.25% 6.19% 
5.20% 5.30% 5.30% 5.30% 5.30% 
8.00% 9.00% 9.00% 10.00% 9.00% 
5.00% 5.00% 5.00% 5.00% 5.00% 
2010 2010 2010 2010 2008 

D=YhWQD ... 12/23/2006 
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The following table presents the postretirement plan’s benefit obligation and funded status as of September 30, 
2006 and 2005. 

2006 2005 
@I thousands) 

Change in benefit obligation: 
Benefit obligation at beginning of year 
Service cost 
Interest cost 
Plan participants’ contributions 
Actuarial loss (gain) 
Acquisition 
Benefits paid 
Subsidy payments 
Benefit obligation at end of year 

Change in plan assets: 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contributions 
Plan participants’ contributions 
Benefits paid 
Fair value of plan assets at end of year 

Reconciliation: 
Funded status 

$ 170,930 
13,083 
8,840 
1,340 

(22,657) 

(10,695) 
60 

160,901 

__ 

$ 125,189 
9,968 
9,369 
2,131 

16,449 
18 , 878 

(1 1,054) 

170,930 
- 

39,843 36,408 
3,703 2,365 

10,609 9,993 
1,340 2,131 

(10,695) (11,054) 
44,800 39,843 

(116,101 
i 
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The purchase price for the TXU Gas.. acquisition was approximately $1.9 billion (after closing 
adjustments and before transaction costs and expenses), which we paid in cash. We acquired approximately 
$112 million of working capital and did not assume any indebtedness of TXU Gas in connection with the 
acquisition. TXU Gas retained certain assets, provided for ihe repayment of all of its indebtedness and 
redeemed all of its preferred stock pxior to closing and retained and agreed to pay certain other liabilities under 
the terms of the acquisition agreement. 

We funded the purchase price for ihe TXU Gas acquisition wit) ,approximately $235.7 million in net 
ploceeds fIom our ,offerjng of appioximately 9.9 million shaxes of common, stock, w h i ~ h  we, compJeted on 
July 19, 2004, and approximately $1.7 billion in net proceeds from our issuance on October 1, 2004 of 
commercial paper baclcstopped by a senior unsecured revolving credit agreement, which we entered into on 
September 24, 2004 for bridge financing for the TXU Gas acquisition In October 2004, we repaid the 
commercial paper used to fund the acquisition librough the issuance of senior unsecured notes on October 22, 
2004 which genelated net proceeds o f  approximately $1.39 billion and the sale of 16.1 @lion, shares of 
common stock on October 27, 2004, which geneIated net proceeds of approximately $382.5 million before 
other offering costs. 

We have experienced ovex 20 consecutive years of increasing dividends and earnings growth after giving 
effect to OUI acquisitions. We have achieved: this record of growth while operating our utilify operations 
efficiently by managing our opera$g, and metenance expenses, levera,+g our technology, such as our 
24-hour call centers, to achieve q o i e  efficient opei.a:ions, focusing on regulatory rate proceedings to increase 
revenue as om costs increase and'nlitigating weather-related risks through weather-normalized rates in many 
of our service areas. Additionally, we have strengthened our nonutility business by increasing gross profit 
margins, actively pursuing oppoxhinities to increase tli'e aniount of storage available to us and expanding 
commercial opportunities on our intrastate Texas pipeline. 

Our core values include focusing on our employees and customers while conducting our business with 
honest);' and htegritjr. We continue to strengthen our'culture through ongoing communications with our 
employees and enhanced employee training. 

Utility Segment Overview 

I 

i 

, 

.' t ,  , *  

We operate our utility segment through the following seven Iegulated natural gas utility divisions: 

1 ,  

0 Atmos Energy Kentucky Division, 

* Atmps Energy> Louiiiana Division, 

0 Atmos Energy Mid-States Division, ' 4 

I 

0 Ailmos Energ? Mississippi Division (fo>merly' lcnown as the Mississippi Valley Gas Compan? 

0 Atmos Energy West Texas Division. 

Division) and 

In addition to weather, our financial results are affected by the cost of natural gas-arid economic 
conditions in the areas that we serve. Higher gas costs, which we are generally able to pass through to. our 
customers under purchased gas adjustment clauses, may cause customers to conserve, or, in the case of 
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I The combination of base load,.pe&ing,aiid spot purchase agreements, coupled with the withdrawal of gas 
held in storage, allows us the flexibility to adjust,to changes in weather, which minimizes our need to enter 
into firm commitments. 

Also, to maintaip our deliveries to high priority custo,mers, .we have.the ability,, apd hay.e exercised our 
right, to curtail deliveries to cert& customers under the terms of interruptible cont'racts? 'applicable sta;l-e 
statutes or regulations. Our customers' demand on our system is not necessarily indicative " of-,our . . ,  ab%@ t.9 
meet current ,or +icipated nlarlcet demands or immediate dej.ivery,requkements because offactors such' as 
the ,physicd:&$t gatbering, storage and transmission . . .  sistems, the duration .,and seyerity of cold 
weatheji,, the avail f gas' reserves ;from our suppliers, the ability to purchase adGtiona1 supplies ,on. a 
short-term , .. ;. . . , . ' J basis r.:. .J &d , actions, by federal . ,  and - state regulatory aufhorities. Curtailment rights provide us the 
flexibility to meet the human-needs requireme'nts of our customers on :a. fiim bas& ;,Priority ,allocations 
imposed by federal and state regulatory agencies, as well as other factors beyond our control, may affect our 
ability,t,o meet the demands of our custon;ers. We . .  anticipate no problems with obtaining adGtional gas supply 

. I , r -  

, : I  ' ' :  , ,q  !! .*: I . .  as, . . .  needed for our customers: , ! , ' .  I 

I '  We.'receive gas deliveries 'for dl of our.'utility cdi%sion$ except for our Mid-Tex Division, tlilough 
37 pipeline trans@ortation companies,' both gterstaie and intr$btate, to satisfy our natural gas needs,: The 
pipeline transportation agreements are f&m and many of ihem have "pipeiihe no-notice'' storage service which 
provides for d .dy  balanckg between system requirements "bd'nominated flowbg supplies. The& a@eenknts 
have been negotiated' + d h  the shortest term necessary wl& s t a  m&tain@j our  right of '%si refiis2. T% 
natural gas supply for our Mid-Tex Division is aelivered 'By our Atmos PipeliQe - Texas Div$onj' Whi& was 
formed from 'the natural g,as tfan'smission arid storage operations that we acqiiired in the TXU Gas acquisition. 

; The following is a brief-;description of our seven natural gas utility divisions. Additional: information for 
, ..(( '2 : . .. , '  4 ' t ' S ' (  

our natural gas utility divisions'is .presented under the caption "Operating Statistics:':, , I . :  : 

I 

Atiizos Energy Colorado-Kansas Divisioiz. Our Colorado-Kansas Division operates ,in' Colorado, Kansas 
and ;he southwestern comer of Missouri and is regulated by each respective state's public service commission 
yith respect to accounting, rates and charges, operat+g matters and the issuance of securities. We operate 
under terms of non-exclusive franchises granted by the various cities. Rates in our Kansas service area'are 
subject to WNA. The principal transporters of the Colorado-ICansas Division's gas supply requirements are 
Colorado Interstate Gas Company, Nodhwest Pipeline, Public Service Company of Colorado and Southern 
Star Central , IPipeline. Additionally, ~ t$e Colorado-Kansas Division purchases substantial volumes from 
producers th?t are connected directly to its @stribution system. r 

Atnios Energy Kentucky Division. Our Kentucky Divisid operates in Kentuclcy and is regulated by the 
Kentucloj Public Service ComInission, whichl regulates utility services, rates, i h a n c e  of securiti'es and other 
matt6rs.' We operate in various incorporated cities pursuant to non~exclusive franchises granted by these cities. 
Tfie-"sale of natural gak for use as vehicle fuel in Kentucky is unregulated. We will operate under a 
performance-based rate program through March 2006. Under the performdbe-based program, we and our 
customers jointly share in any actual gas cost savings achieved when compared to pre-determined 
benchmarks. Our rates are also subject to WNA'. The Kentucky Divikion's gas supply is delivered primady by 
Midwestern Pipeline, Tennessee Gas Pipeline Company, Texas Gas Transmission LLC and Trunkhe Gas 
Company. 

Our Louisiana Division operates in Louisiana and includes ,the 
operations of the Louisiana Gas Service Company assets acquired in July.2001, which serves the metropolitan 
area of Monroe and the suburban areas of New Orleans, and our previodsly existing Trans La Division, w&Gh 
serves wesieiz Louisiana. Our Louisiana Division is regulated by the Louisiana Public Service Commission 
(LPSC), 'which regulates utility services, rates and other matters. We operate most of our, service areas 
pursuant to a non-exclusive franchise granted by the governing authority of each area. Direct sales of natural 
gas to industrial customers in Louisiana, who use gas for fuel or in manufacturing processes, and sales of 
natural gas for vehicle fuel are exempt from regulation and are recognized in our natural gas marketing 
segment. The principal transporters of the Louisiana Division's gas supply requirements are Acadia- Pipeline, 

1 ,  

Atnzos Energy Louisiana Bivisioiz. 
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A m o s  Energy West Texas Division. Our West Texas Division operates in,Texas in.. three pnmaIy 
k service area and the West Texas seI+qe area. Similar to 

municipality ... ( , , . a -  M7e ?eye bas or&naI jurisdiction' Ger all 
'except S t h  respect to sales 'ok"datu&l ias  €or,v&$le 

$ye franc'bhes granted 6y tlie m,u+cipalities 'we 
' has, exclusive appegafe,jurisciiction over ,a! 

alities and exclusfye ori&al jurisdiction' oljer ra;t;es 
h of a ,mu'$cipaGty. D u r ~ g  2004, the West Texas 

as' the, 66 cities 'in our West Texas system, for 
ug6 ha? 06 each: ye+-; ,be&&ing .T .,;, $dh the ..!. 2004- .-it 

2005 winter heating season. We also have WNA in our Amadlo service &ea. Our'West Texas' Jhvlsion 
receives tsmsportation service from ONEOIC Pipeline. In addition, the I West Texas ;Div%on purchases a 
significant portion ofsits natural gas suppl m Pioneer Natural Resources, which is connected directly to. our 

I .  * * :  ~ ., . Amarillo, Texas, distribution system.. ~ . 3 '  

: . . .  . ,  , , .  . . t  , e ; ,  . ,  
t ,  

. I  : :, Natural'Gas Marketing Segment: Overview ' 
J . 8.- j , .., 

Our natural gas marketing and, other nonutility segments, which &e 6 orgaIlized under Atrnos Energy 
Holdings, Inc. (AEH), have operations in 22 states. Through September 30, 2003, Atmos Energy Marlcet- 
ing, LLC, together with its wholly-owned subsidiaries Woodward Marketing, L.L.C.. and .Trans Louisiana 
Industrial Gas Company, Inc., compri pur napral gas marketing segment. Effective October 1, 2003, our 
natural gas marlceting.ie&ient was i- G z e d .  TGe-operations of At'mos Ejlergy Markemg; L.L.C. a,nd 
Traris Louisiana Induktrial Gas Comphy, h c .  'weie merded h t o  Woodward Marlcethg, :L.LC., ,. ,-... which . . .  was 
renamed Atmos Energy Marketing, LLC (AEM) I , . , , I *  . _  , 

We acquired a 45 percent interest in Woodward Marlceting, L.L.C. h July 1997 as a'resuli: df the merger 
of Atmos and United Cities Gas Company,,which had a c g e p d  ;that interest in May 1995.,Jn April 2!OOl, we 
acquired'the r e m d g  55 percent,,&erest that vye $d .. p,it.owp,.f& I 1,423,193 restricted sh-ces of our common 

c$ to ~+ci&.iti+$'natu&I gas, utility systkqis 
e@ &til GdwesJem V.,." ifa?ed p 7 :  a d  to oui #en$cky, 
&kist $f'funlis+g +tural'gas supplies .+t I i i k i ~  
pn, load forecasting, 'gas $tbrdge acquisition and 

management se s &d baibcing.' sk'ivices, capacity utilization 
spateges and gas price management through the use of derivdtive products. We us$ proprietary and customei- 
owned trdnsportation and stijrage assets to provide the various, services our customers request. As a result; :our 
revenues arise from the-types of :cobercial  transactions we Lave structured, with our customers and _include 
the, value I wc .extract by optimizing the: storage and transRortation capacity -we own or control as well as 
revenues:for semices we. deliver. , ! I i :a 

, (  j_ ,,; . J L  ~ < . .  
I , ,  - I  I 

We participate in transactions in which we conibine the natural gas commodity and transportation costs 
to minimize our costs incurred to serve our customers. Additionally, we participate in natural gas storage 
transactions in which we seek to captuie the pricing dzferences that occur over time. We purchase or sell 
physical natural gas and then sell or puIchase financial contracts at a price sufficient to cover our carrying 
costs and provide a gross profit margin. Through the use of transportation and storage services and derivatives, 
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. 

AEM's management of natural gas requirements involves the sale of natural gas and the management of 
storage and transportation supplies under contracts with customers generally having one to two year terms. 
AEM also sells natural gas to some of its industrial customers on a delivered burner tip basis under contract 
terms from 30 days to two years. At September 30,2005, AEM had a total of 558 industrial, 69 municipal and 
210 other customers. 

i 

i: 

(,' 
. .. 
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Operating Statistics 

storage and other nonuti& segments for ea& o f h e  five fiscal years from 2001 through 2005. 
The following tables preseht ce;lt'&'ope&&& statistics for our utility, natural gas marketing, pipeline and 

Uti1iLt)r Sales and $tnt_istical Data I '  

Year Ended September 30 
2005'*' 2004 2003'" 2002 2001'" 

METERS IN SERVICE, end of year 
Residential. ........................... 2,862,822 . 1,506,777 1,498,586 1,247,247 1,243,'625 
Commercial . . .  .I:. . . . . . . . . . . . . . . . . . . .  274,536- 151,381 151,008 122,156 122,274 

Public authority and o ther . .  . . . . . . . . . . .  8,128 10,145 9,891 7,244 7,404 

Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,7 15 2,436 3,799 2,118 1 1,838 
Agricultural . . . . . . . . . . . . . . . . . . . . . . . . .  9,639 8,397 9,514 10,576 11,182 

. . . . . . . . . . . . . . . . .  3,157,840 1,679,136 1,672,798 1,359,341, 1,386,323 

HEATING DEGREE  DAYS'^) 
' Actual (weighted average) 2,587 3,27 1 3,473 3,368 I 4,124 

. . . . . . . . . . . . . . . . . . . . .  89% 96% 101% 94% '' 115% Percent of normal 

UTILITY SALES VOLUMES - I$/IMc~(~' 
Gas Sales Volumes 

92,208 97,953 77,386 79,000 Residential . . . . . . . . . . . . . . . . . . . . . . . . . . .  162,016 
92,401 44,226 45,611 35,796 36,922 Commercial . . . . . . . . . . . . . . . . . . . . . . . . . .  
29,434 22,330 23,738 14,499 19,243 Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Agricultural . . . . . . . . . . . . . . . . . . . . . . . . . .  3,348 4,642 7,884 10,988 a 7,070 
Public authority and o ther . .  . . . . . . . . . . . .  9,084 9,813 9,326- 5,875 . 6,892 

87,746 70,159 69,589 69,492 
Total gas sales volumes . .  .[.,. . . . . . . . . .  296,283 173,219 184,512 144,544 149,127 

Utility transportation volumes . . . . . . . . . . . . .  122,098 

Total utility throughput . . . . . . . . . . . . . . . . . .  418,381 260,965 254,671 214,133 218,619 

$1,791,172 $ 923,773 $ 873,375 $ 535,981 $ 788,902 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . .  869,722 400,704 367,961 221,728 342,945 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . .  229,649 155,336 15 1,969 70,164 120,770 
Agricultural . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total utility gas sales revenues . . . . . . . .  3,005,285 1,588,842 1,507,851 897,555 1,339,909 

1 '  

UTDLrTY OPERATING REVENUES (000's) (3) 

Gas Sales Revenues 'i 

Residential ............................. 

27,889 31,851 48,625 37,951 28,753 
. . . . . . . . . . . .  86,853 77,178 65,921 31,731 58,539 

Transportation revenues . . . . . . . . . . . . . . . . . .  59,996 31,714 30,4h 1 28,786 28,750 
37,859 17,172 15,770 11,185 11,489 Other gas revenues . . . . . . . . . . . . . . . . . . . . . .  

. . . . .  $3,103,140 $1,637,728 $1,554,082 $ 937,526 $1,350,148 

Utility average transportation revenue per Mcf $ 0.49 $ 0.36 $ 0.43 $ 0.41 $ 0.41 
Utility average cost of gas per Mcf sold. . . . .  $ 7.41 $ 6.55 $ 5.76 $ 3.87 $ 6.82 

2,742 2,8 17 2,255 2,299 

Public authority and o ther . .  

Total utility operating revenues 

Employees(') . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,327 

S6e footnotes following these tables. 
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Year Ended September 30, 2004 
Total Colorado- Mid- West 

- Kansas Eentncky Louisiana States Texas Mississippi Other'4' Utility I ,I 3' 

--_.___---_I__. 

t 

METERS LN SERVICE 
6,777 ! I - Residential . . . . . . . . . .  . . . . . . . . . . . . . .  205,028 159,214 348,390 274,662 270,854 248,629: 

- 151,381 
85 409 - 712 548 682 - '2,436 

- 10,145 

- 1,679,136 

Commercial I : I . . I , . . . . . . . . . . . . . .  19,190' i8,077 22,754 36,187 25,818 29,355 

Industlid . . I . , I . . 
- - 8,102 I Agricultural . . . . . . . .  

. . . . . . . . . .  1757 . .  1,655 931 880 2158 2,764 

. . . . . . . . . . . . . . . . .  . . . . . . . . . . .  226,355 179,353 372,075 312,441 307,480 281,430 

. . . . . . . . . . . . . .  
- , 8,397 - 295 - 

)pI___v__-i-p--.-- ' 

-.----------- -.------____.-_____-- Total. 
_ .  I 

' 

mATING DEGKEE: DAYS(" 
5,490 4,283 
99% 98% 

SALES VOLUMES - m e f ' 3 '  

Gas Sales Volumes , . t  
16,271 10,980 

. . . . . . . . . . . . . . .  6,093 4,8G5 
. . . . . . . . . . . . . . .  - 304 1,713 

- 526 
. .  1491 1,451 

. . . . . . . . . . . . . .  24,685 19,009 
I___- 

1,515 
93% 

14,997 
6,699 
- 
I_ 

814 

22,510 
-- 

3,631 3,252 
95% 101% 

, I  

17,257 18,402 
12,502 6,953 
7,852 3,393 

__ 4,116 
249 2,157 

37,860 35,021 
__I- 

2,734 ;, ) - 3,271 
90% - 96% 

< T  

, 1 1  

14,301 , - 92,208 
7,114 I 44,226 

- - 4,642 
I_ 9,813 

34,134 - 173,219 

9,068 - 2'2:330 

~ * I  

3.651 -- 

- 87,746 

260,965 

.................... 
l - . . - - . - I p _ _ _ _ i _ _ _ _ _ _ - -  , . .  d " . . l i t ,  

Transportation, Volumes:. 8'879 . -:27,059- i , . ' -7  073 22,001 20 579 2,155 - 

Total Throughput ........................... 33,564 '46,068 29,583 59,861 55,600 36,289 - 
-.------_I__-____-- 

OPERATINGMARGIN ( O Q O ' S ) ' ~ ) .  . . . . . . . . . . .  $ 65,539 $ 52,567 $106,184 $112,904 $ 85,805 $ 80,135 $ "''$ 5031154 
7 : 0 I, ' t ,  - ' 

1 I .;! O~PERATEYG EXPENSES (000's) (3) . -  
Operation and maintenance.. .~ . . . .  f ,  . . .  :'::. ,'9; 25,934 $"i6,077'$ 35,884 ._ 

Depreciation and &or&ation . . . . . . . . . . . . . .  $ 'i!J,178 $ 11,025 $ 211214 $'?3;069 $ 8,993 $ 12,720 $' '2755 $ "  92,954 

OFI~U+ING INCOME (0004s)(~). :". . . . . . .  1 ,  . $ 20,878 $"'22,7ii 40,762 ., >:: $ 38,778 $ 18,709 $ 22,090 $ '(4,0$3)$ , , ' ' , I t >  'ii9,xgo ' .I 

$ 40,806 $ 47,134 $ 59,128 $ 1,308 $ '  195,471 

5,551 $ "  2,727 $ .9,124 $ 10,251 $ 10,969 $ 16,197 $. . . - - , $ . 1  54,819 

, ..$:,I 4.'. 

. .  Taxes, qther than income I. i .... ....... .*.:... . . .  $ 
-I . > _ t  . ilc; < ..;, .', ' .: 
;;r . . I .  

.GA$'lTfi EXPENDITURES (OQO'S) . :. ........ 
I :I.: .;:, ,: 

$ 22,226 0,902 $ 36,865:$ -36,863 $ 363196 $ 21,503 .$  142736 $, '189,291 
I * - , ", )' -PROPERTY; PLAlelTlAND EQUIPMENT,-- .: ;::.. , . 

NET (000's). . . . . . . . .  ......... $235,386 $174,472 $309,267 $400,302 $246,381 $199,443 $104,052 $1,669,304 

_- 47,616 
Employees(') I . . , . 278 '. 239 431 ' 421 349 '  519 499 2,742 

OTHER . ,  STATISTICS, at year . I  . r ,  en : ; I  I 

. Miles of pipe , .  . . . . .  . .:1 ............ 11" . .  6,405 3,85.1 8,063 71878 15,125 . 6,294 

- , j .  .. . I) 

:,, t ,  ..A . ," 

. .  . . . > -  I !  
: I  

See footnotes following these tables. 
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The method of determkng regulated rates varies aniong 'tile states in which our natural gas . '  .utility *.,.!:. 
&visions operate. The regulators have the responsibility of ensuring' that utilities under th'eif jurisdidtions 
operate in the best kterests of customers wlde providing utility companies the opportunity to earn a 
reasonable return on investment. Generally, each rggulatory authority reviews our rate request and establishes 
a rate structure intended to generate revenue sufficient to cover our costs of doing business provide a 
reasonable return on invested capital. 

Rates established by regulatory authorities are adjusted for increases and decreases in our pnrcliased.gas 
cost through purchased gas adjustment, mecfianisms. Purchased gas adjustment mechanisms provide gas 
utility companies a method of recovekg purchased gas costs on an ongoing basis without filing a rate case to 
address all of the utility's non-gas costs. These mechanisms are. $ o m o n l y  utilized when regulatory authorities 
recognize a particuljr type of expense, .such as pufchased gas costs, that (i) is subject to significant price 
fluctuaTions compared to the utility's other costs, (ii) represents & large component of the utility's cost of 
service and (iii) is generally outside'the control of the gas utiK1y:There is no gross profit generated through 
piirchased gas adjustments, but they do provide, a doll&-for-dollar offset to increases or decreases in utilify"gas 
costs. ,Htbough substantially all of our utility sales to our custolners fluctuate with the cost of gas- that!;ye 
purchase, utility gross profit .(whicll is defined as operating revenues, less purchased gas cost) is 
affected.!by fluctuations @ the cost of gas due, to the purchased gas adjustment mecl~anism. 
certah 'jurisdictions have introduced perf'ormice-based ratemaking adjustments to provide incentives to 
natural gas utilities' to dhimize purchased gas costs through iinproved storage management and use of 
financial hedges to ,lock in gas costs. Under the performance-based ratemaking adjustment, purchased gas, 

- ' a  ' a -  I I d ' , !  . , , ; :< '  : ) ;  -,! ' c&ti sa&& are'sh&d :5&.&en fie G * i l i ~  Ad its '&p9+&. . r .  ! 1 

. .  $ r  
v i  . i I I *  

The Eollowing table summarizes certain information regarding ,pur ratemaldng jurisdic 

: Division 

Atmos Pipeline - Texas . . . 
Colorado-Kansas . . . . . . . . 

Kentucky. . I . . . . . . . . . . . . 
Louisiina. . . . I .  . . I :. . . . . . . '  

Mid-States . . . I , .  I , .  . . . . . 
. ,.. , , . *  

, I  ' .  . .  - 

Jurisdiction ' 

Texas 
Colorado 
Kansas 
ICen'tublcy 
Trans LA 
L,GS 
Georgia 
Illinois 
Iowa 
Missouri 
Tennessee 
Virginia ' 

Texas 
Mississippi 
Amarillo 
Lubbock 
West Texas 

Mid-Tex . I . .  , . . . ~. . " .  . . . 
Mississippi . , . . . I , I I . . I . . 
West Texas. .  . I . .  . . . ~. . " .  

- 8  * ,  

Effective 
Date of Last Rate Base 
Rate Action . (thousands) (1' 

5/24/04 $417,111 
84,7 1 1 71 1 io5 

3/1/04 (2) 

io? 1 io4 
12/21/99, ''t (2.)' ' 

8 i ,645 
'iOil/O4.' I *  170,'358 , t  

11/2i/96: 38,451 

' 31iioi 5,000 

11/15/95 111,970 
81 i io4 1 30,672 
5/24/04 " '  . 769,721 
1/1/05 196,801 
9/1/03 36,844 
3/1/04 43,300 
5/1/04 87,500 

11 11 100 : 24,564 

10/14/95 : I  (21, - 

See footnotes on the following page. 
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".?I2 ' , - r  , 
Authorized Rate of Authorized Return 

Return(?) 1 ,  on Equity 

8:258% ' 10.00% 

(2') ' I '  

11.25% . 
( '  , ' 

8.95% 
(2)' 
(2)- ' 
9.14% 
9.23% 
10.10% 
9.18% 
(2) 

8.46% - 8.96% 
8.258% 
8.23% 
9.88% 
9.15%- 
8.77% 

I 7, '(2) .. 

10.50%- 11.50% 
10.88%': ii",so$ , -  

11.50%" 

. . I . . )  . 
' I  : : 

11.56% 
'I 11.o(-jy$ i ' 

* 12.15% " 

(2) 

a 10.00% '* 

9.80% 
12.00% 
11.25% 
IO. 50% 

9.50% -':10.50% 



revenue incieases resulting from ratemaldng activity totaling $6.3 million, $16.2 million and $18.6 million 
became effec!ive in fiscal 2005, 2004 and 2003 as summarized below: 

Increase (Decrease) tq Revenue for 
! i  * Most Recent the Year Ended September 30 

2004 ' 2003 
Effective Most Recent ~ 

Jurisdiction 2005 Division Date Rate Action 
1 (In thousands) 

Atmos Pipeline - Texas I 4/1/05 GRIP'" " Texas $1,802 $ - $ 'L 

- (1,900) - Colorado-Kansas . . . . . . . . .  4/ 1 I04 Show Cause Colorado 
' 4  

Louisiana. 

I 

Mid-States 
dissisiippi 

I 
I 

__ 2,500 ' 1  

- , - I 452(2) 
- 3/1/04 Rate Case Kansas 

. . . . . . . . . . .  11 / 1 /02 Stable Rate Filing Tran's La 
' 1S,300'2' __ - 11 11 102 Stable Rate Filing LGS 

- - 10/1/04 Stable Rate Filing LGS 22 5 
- ' I' , , l .  8 ,  I Virginia - 372 . . . . . . . . . . . . .  8 11 104 Rate'Case 
I - $ I  (3) Stable Rate Filing Mississippi 4,300 10,545 8 ,  . . . . . . . . . . . .  

Amarillo __ - 2,825 West Texas . . . . . . . . . .  9/  1 I03 Rate Case 
- 3 11 /04 Rate Case Lubbock - 1,525 

' L . c , *  < 

(l) In 2003, the Texas Legislature approved the Gas Reliability Infrastructure Program (GRIP) which allows 
natural gas utilities the opportunity to include in qe i r  rate base annually approved capit$, ,costs ipcurred in 
the prior calendar year. Natural gas utilities who enter the program will be r e q ~ e d  to fSe a complete rate 

1 i. 

Ih !2002,' we submitted our 2001 ltate stabilization filing and received tariff revisions which resulted in an 
increase in annual revenues of $0.5 millon for our Trans La System and $15.3 million in our LGS'SySte~ 
du@g the first 24-:month period beginning in November 200.2. Subsequent to the first 24-month _.i " , .I period, , 

adjuded rates have provided an increase in awual revenues, of $0.4 @on for our Tr$i La System and . .  
$11.9 million for our LGS System. 

( 3 )  The ,MPSG,requ&% that' we'f3e for rate adj,ustm?nts eve$'& honths. Through May 2005, h t e ~  ., . r filings I ' 1( .) 

weee made ;1 b a y  and November of each,yeg,'&d the late adjustments typicdy became effective i J y e  

. ,  I; i 

. .  l j :  , . _  
case at!I$ast once eyery fiye years. . . i  : 

' and ,December. ,See furth,er discussion urzder : the,,recent , rafemaldng . activity for ow Atgos ' 
: .  i 

, -  ,MiSsissi$pi Division below: , I . .. , . 

tionally, tlik f o h $ n g  ratemalchg, efforts were initiated duiing fisc& 2005' buf had sot  been .. : 

&hplepgat &s'Gf $kp&hber 30, 2005: ' I' 

. .  
&venue 

. . . . .  Rate Action ,Jurisdiction Requested ~. , , . , (  . Division . .  . .  -,< . _. . - . (In thousands), -, 

< . .  i<,i' ' I i  ' 
Atmqs Pipeline- -Texas ~ . . . . . . . . . . . . . . . . . .  GRIP,. I .  . i Teias. ,, $,1,.91,9 , < .  

.. Lcwisiana . . . .  : . . . . . . . . . . . . . . . . .  i ..:. ~. . ; . . . . .  Stable Rate Filing LGS'" 3,326 . . 

Texas I : '6,731 ' :  

. ,  

. :. #Mid-States.. . . . . . . . . . . . . . . .  .'. . . . . . . . . . . . .  Rate Case Georgia r . 4,023 
Mid-Tex. . : . . . . . . . . . .  ? . . . . .  : . . .  :)). . . . . . .  2003 'GRIP Texas ' " ' 6,691 : i : l  . .  

, <  " . , i : 2o04s ! i  

< . I  . 
t i  

.% . , 

'3,803 :, 

I.;,, ' :  

$Vest Texas . . . . . . . .  . . . . . . .  : . . . . .  ~ . ' " " ' :  GRIP;, Texas I - .  
$26,493 . ,r ,' ( I 

___ I .  

clJa This rate Tincrease was implemented during .fiscal 20054 but has not been recognized in our results of 
i I  operatiobs as it 5s subject to refund pending the fiial resolution of that filing. 
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changes in labor costs and customer growth. Since Januay 1, 2002, customers have been assured they will 
receive annual savings, which will be indexed for inflation, annual changes in labor costs and customer,growth. 
The sharing mechanism will remain in place for 20 years, subject to established modification procedures. 

Atinos Ener& Mid-Statei, Division. During the third quarter of 2005, the ,Mid-S;tates Diksio 
, tj!. '. " 

rate case 
will be finalized in November 200s. 

In February 2004; the Mid-States Division filed a rate case with the Virginia Corporation ComIliission 
(VCC) to request a $1.0 ndlion increase in our base rates, WNA and recovery of the gas cost component of 
bad-debt expense. The VCC granted a rate i&zease-in November 2004 of $0.4 d o n  that was retroactively 
effective to July 27, 2004. Additionally, the VCC authorized WNA beginning in July 2005 and the;ability to 
recover the gas cost component of bad debt expense. 

' ' In N&ember 2005, we received a notice frofii'ke Te'nnessee Regulatory' Authoniy 'thaiit 'was o $ e e g  an 
in;estigation into aoegations that we are overcharging customers ,in parts of Tennessee by, apixoxhately 
$10.0 million per year. We do not believe tbat we are overcharging our customers ,and we &tend to p4i:ipate .,! . 

, 
fully in the investigation. 

In December 2004, the. Mid-Tex Dikision made a GRlP, Tiling to 
include in rate base approximately $32.0 d o n  of diitribution capital expenditures made by TXU Gas during 
calkndar year 2003, which should result in additional revenues of approximately $6.7 nliEon:These capits 
costs will be recovered though a monthly customer charge that began in Octobex 2005. . I  

In September 2005, the Mid:T s ion made a GRIP f i h k  fo include @ rate base approx$nafely 
$29.4 million of distribution capital c iqed. du+ng, calendar ye- 2004. It is anticipated that $6. 
in additional annual revenue will be aufhorized &rough this filing. The 'cities in this division's service 
the Rl$C must rule on this filipg,>before Janu,ary 4,.2006. If necessary, % ,  the RRC _ I .  

its Georgia service &ea skeIdng a rate ilicrease of$3.0 million. W? anticipate tl;Bt'ibt 

.. i. : , , ,  

:"Atnzos Energy Mid-Tex Division. 

- ' .  
\ '  ( (  1 :  . . ,  

rule on ,I. an appeal '. of any 
j 

! , , ' I  , cities'aktions in the first qu.I;te; of calendar year 2006. 
r : b ,  

I On September 1, 2005,ithe Mid-Tex Division filed its annual gas cost reconciliation with the.-RR.C. The 
filing involves approximately $14.0 million. in refunds of amounts overcollected from customers beHeen 
July '1, 2004 and Jurie. 30,2005. The MidATex Division has proposed to the RRC the accelerating of refunds to 
December through March rather than during the usual refund period of October through June to help offset 
higher bas costs for residential, commercial &d hdustrial customers during the:2605 - 2006 heating season, 
which proposal is still under consideration. 

In August 2005, we %wived a c's&w cause" :order fiom the City of Dallas, w h i d  requires 'u? io pro 
information that demonstrates good cause ?or showilng that our exiskg di'siribution rates charged to customers 
in the city of Dallas should not be reduced, We are cqrently prep+ng OUT , ' .  response to tl4s e.: orrder J': and 

In September 2004, the Mid-Tex Division filed its' 36-Month Gas Contract Review with the RRC; This 
proceeding involves a pmdency review of gas purchases totaling $2.2 billion made by the Mid-Tex Division 
from November '1, 2000 through October 31, 200.3. A hearing on this matter was held before the RRC in late 
June: No decision is expected from. the.RRC iintil the end of December 2005 1or.January 2006. ~~8 

/ ,  Du'kng the first quarter of fiscal 200S:'tbe Mid-Tex Dicsion pursued' a filing k!ia;e$, hy .TXU Gas 
seeldng authorization df a surcharge 'i; recovei'the rate case expenses incurred' b'y tlie M$T& &$sion, 
Atmos Pipeline - Texas Division a.6d the &te&ening cities' ik'co&ection with theif last sysiemwide rate case 
completed in May 2004. The filing also covered the estimated expenses to prosecute the aforementioned 
..: r$&e,iy 7 I ?: * docket &d the severed doclcets from tlle systemwide rate, case: On January 25, 2OO,S, the RRC'issued I .* 

rd~r , , .  authqri?ing i , the recovery of the $10.2 ,millicy of eipenses I ,  ovei- a 3-year periid'witli , I  interest: 

The Mid-Tex Division is also pursuing arappeal to the Travis County District Court of the Final.Order 
it's:last systemwide rate case completed in-May 2004 to obtain a return of and on its investment associated 

'&th t k  Poly I replacement pipe that was originally disallowed in its most recent rate case completed bj May 
2004. Additionally, the Mid-Tex Division is seelung the right to surcharge for gas cost underrecoveries.-#TIie 

I 

. I  i , 

t ,, . .  Lticipate filing it by the November, I 22, , /  2005 , !,'!!'!.:, due date '  
:. i '  

! 
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Other Regulation - L  

' I I, 
Each of our utility divisions is regulated by various state or local public utility autholities. We- axe also 

subject to Iegulation by the United States DepaItment of Transportation with respect to safety requirements in 
the operation and maintenance of our gas distribution facilities. Our distribution operations are also_, subject to 
various state and federal laws iegulating environmenial matteis. From time to time we receive inquiries 
regarding various environmental matters. We believe that our properties and operations substantially comply 
with and are operated in substantial conformity with applicable safety and environmental statutes and 
reguIations. TheIe are no administrative 01 judicial proceedings arising under envhonmental quality statutes 
pending or lcnown to be contemplated by governmental agencies which would have a material adverse effect 
on us 01 our operations. Our environmental claims have arisen primarily from manufactured gas plmt'sites's 
Tennessee, Iowa and Missouri and mercury contamination sites in Kansas. These claims are more fully 
described in Note 13 to the consolidated financial statements. I C  

J _ '  ' 

'Our Mid-Tex,and Atmos Pipeline - Texas operations are wholly intrastate ii character and are sGbjeCt 
to r&dation by municipalities &Texas and the Railroad Co&iiission of Texai: The'se acquFied'operations'8o 
not include any Certificgted iriterstate:'t~ansmission facilities subject to the jurisdiction of the Federal Eli&$$ 
Regulatoiy Conhission (FERC) under thd Natural Gas Act, any sales for resale &der the rate j , ~ s d i c t i o n  
of the 'FERC'or by trhsportation service 'that is subject to FERC jurisdiction under the Nafui.iYGas%ct; 
Since 1988, the FERC gas alloived, pursuant'to Section 311 of the Natural Gas Policy Act, gas trkspoftation 
services through the intrastate transmission facilities we acquired "OR behalf' o f '  interstate ,pipelines or' locd 
distribution companies served by interstate pipelines, without subjecting the acquired operations to the 
jurisdiction of the FERC. We did not acquire any manufactured gas plant sites in the TXU GasL, acquisitipp, 
Our acquisition agreement with TXU Gas addresses other environmental matters, which we expect to'have no 
material adverse effect on us OT our operations. I ,  I !  s;,r:,;,; qC'< t 

, a  Competition I ' . *. 

1 -  $ ' . < j A  s i ,  

,Although our utility operations are not currently in si&icant direct competition with any- other 
distributors of natural gas to residential and commercial customers within our service areas,~we dq compete 
with other natural gas, suppliers and suppliers of alternative fuels for sales to industrial and agricul$ral 
customers. We compete in all aspects of our business with alternative energy sources, including, in particular, 
electricity. Electric utilities offer electricity as a rival energy source and compete for the space heating, water 
heating and coolcing markets. Piomotional incentives, improved equipment efficiencieslmd promotional rates 
all contribute to the acceptability of electrical equipment. The piincipal means to compete against altemativp 
fuels is lower piices, and natural gas historically has maintained its price adyanjage in the residential, 
commercial and industrial markets. However, higher gas prices, coupled with the electric utilities' marketing 
efforts, have increased competition for residential and commercial customers. In addition, our Natural Gas 
Marketing segment competes with other natural gas biolcers in obtaining natural gas supplies for our 
customers. 

Employee3 

At September 30, 2005, we had 4,543 employees, consisting of 4,321 employees in our utility segment 
and 216 employees in our other segments. See "Operating Statistics - Utility Sales and Statistical Data by 
Division" for the number of employees by division. 

Available Information 

Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-IC and 
other reports, and amendments to those reports, that we file with or furnish to the Securities and Exchange 
Commission (SEC) are available free of charge at our website, www.atnzoselzergy.com, as soon as reasonably 
practicable, after we electronically file such reports with, or furnish such reports to, the SEC. We will also 
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Storage Assets 

Our utility and pipeline and storage segments own underground gas storage facilities in several states to 
supplement the supply of natural gas in periods of peak dernand. The following table summarizes key 
information regarding our underground gas storage facilities: 

Maximum 
Daily 

Usable z Total  Delivery 
Capacity Cushion Gas Capacity Capability 

Facility Location (McO (Mcf) (MCf) ( M c f )  

Utility Segment 
Liberty North . . . . . . . . . . . .  
St. Charles.. . . . . . . . . . . . . .  
AnlOry . . . . . . . . . . . . . . . . . .  
Bon Harbor . . . . . . . . . . . . . .  
Good win . . . . . . . . . . . . . . . . .  
Hickory . . . . . . . . . . . . . . . . .  
Columbus LNG Plant . . . . .  
Liberty South . . . . . . . . . . . .  

h4ontgomery County, ICs 
Hoplcins County, ICY 
Monroe County, MS 
Daviess County, ICY 
Monroe County, MS 
Daviess C Q ~ ~ J T ,  KY 
Muscogee County, GA 
Montgomery County, ICs 

Grandview . . . . . . . . . . . . . . .  Daviess County, ICY 
Kirkwood . . . . . . . . . . . . . . . .  Hopkins County, ICY 
Buffalo . . . . . . . . . . . . . . . . . .  Wilson County, ICs 
Fredonia . . . . . . . . . . . . . . . . .  Wilson County, ICs 

Total Utili0 Segment . . . . . . . . . . . . . . .  : . . . . . . . . .  

Pipeline and Storage Segment 
Tri-Cities(2) . . . . . . . . . . . . . .  Mdalcoff, TX 
Bethel") . . . . . . . . . . . . . . . . .  Howard, TX 
New Yorlc City(2) ./. . . . . . . .  Bellvue, TX, 
Lapan(2' . . . . . . . . . . . . . . . . .  Bellvue, TX 
Lake Dallas(2) . . . . . . . . . . . .  Denton, TX 

Hopldns County, ICY 
Bamsley . . . . . . . . . . . . . . . . .  Hopldns County, ICY 

Crofton.. . . . . . . . . . . . . . . . .  Christian County, ICY 

East Diamond . . . . . . . . . . . .  

Nap~leonville(~) . . . . . . . . . . .  Assumption Parish, LA 

2,800,000 
2,685,196 

800,635 
778,600 
743,998 
45 1,600 
450,000 
439,000 
305,400 
221,900 
200,000 
200,000 

10,076,329 

19,993,475 
7,100,000 
5,650,000 
3,425,000 
2,960,000 
2,160,000 
1,278,900 

43 8 3  8 3 
54,000 

2,000,000 
3,422,283 

788,457 
1,300,000 
1,393,280 

850,000 
50,000 

300,000 

4,800,000 
6,107,479 
1,589,092 
2,07 8,600 
2,1.37,278 
1,301,600 

500,000 
739,000 

350,000 655,400 
400,000 621,900 
180,000 380,000 
160,000 360,000 

11,l94,020 21,270,349 

5,660,000 25,653,475 
3,000,000 10,100,000 
2,083,025 7,733,025 
1,070,000 4,495,000 
1,315,000 4,275,000 
1,640,000 3,800,000 
1,600,000 2,878,900 

300,973 739,556 
55,000 109,000 

40,000 
44,600 
.30,000 
24,000 
18,000 
24,000 
30,000 
5,000 
4,500 

12,000 
5,000 
5,000 

242,100 

275,000 
600,000 
120,000 
120,000 
120,000 
40,000 
.30,000 
56,000 

1,000 

'Total Pipeline and Storage Segwlelzt . . . . . . . . . . . . . . . .  43,05$,958 16,723,998 59,783,956 1,362,000 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53,136,287 27,918,018 81,054,305 1,604,100 

, ,, . I  

Cushion gas repreients the volume of gas that must be retained in a facility to maintain reservoir pressure. 
Acquired on October 1, 2004 in connection with the TXU Gas acquisition. 

(31 w e  own 25 percdnt of this facility and Acadian Gas Pipeline System o m s  the remaining 75 percent of this 
facility. Acadian Gas Pipeline System operates this'facifity. 

- 

23 



I Maximum 
Daily Maximum 

I 
I 

Storage WithdrawaI 
Quantity' ' Quantity ,; 

Division/Company (MMBtu) (MMBtu) [I)- 

Natural Gas Marketing Segment 
Atmos Energy Marketing, LLC I #  

Gulf South 4 5,992,015 85,686 

Atmos Pipeline - Texas 1,000,000 24,000 
Virginia Gas Pipeline Company 170,000 ' 17,000 

1,500,000 90,000 Egan 

Total Natural Gas Marketing Segment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,662,015 I 

Pipeline and Storage Segiizerzt 1 s  ' 
Trans Lpuisiaqa Gas Pipeline, Inc. Gulf South Pipeline Company 750,000 20,000 

Total Pipeline and Storage Segnient ................................... 
Total Contracted Storage Capacity ............................. . . .  , < d I  36,937,884 1,036,937 

I 
30,000 

50,000 
" 3 Bridgebe Gas Dis!ributiod' LLC 

' I  

' 300,'OOO 

1,050,000 

- 1  1 ,  J 

'daily withdrawal quantity (MDWQ) aTounts will Du'ctuate'depe8d urjon the SXiSOn and the 
month. Unless othe'nvise noted, MDWQ amount$ 'kepresknt the' MDWQ '&nounts as of November 1, 
which is the beginuing of the'winter heating season. 

(') We contract for ;forage service in two ~ d e r g r o u n d  storage facilitiesi'Wiseman and Ellis, from this 
'company. 8 

'' I, I 

L ( 4  
I >  

1 I L t  & I  I 

,j: I )  

&her dcilities' 

approximately 180,oOO gallons r ? >  that can , I  produce an equijalent 1 of approximateIy'3',300 II 1 Mcf sail?. 

Qffices 

Our I d e s t r a t i y e  oifices are consolidated in a leased facqty '&-D;kuas, Texas. W,q also maintah field 
offiies throughout our distribution system, the majority of which are locateh in leised facilities. Our nofiutility 
operations are headquartered in Houston, Texas, with offices in Houston and other locations, p r i r n d y  in 
leaked facilities. 

~ T E M  3. Legal Proceedt i s  ' 

Our utility segment owns 'and' operates one pr e pealc sha.t;ing Plant with ( a  total 

I ;' . , - I  a , >  [ , t  1 -  

3 ,  

- t  i , I  J i , ,  

1 , r (  2 ,  I . I  r- I 

See Note 13 to the consolidated financial statements. 

ITEM 4. Sabazission of Matters to n Vote of Secrrvity Holdevs 

No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2005. 
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I .  PART II I 

m E M  5. MaiOlcet for Registrwnt's Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities 

Our stock trades on the New York Stock Exchange under the trading symbol "ATO." The high and low 
sale prices and dividends paid per share of our common stock for fiscal 2005 and 2004 are listed below. The 
high and low prices listed aIe the closing NYSE quotes for shares of our common stock:, 

2005 2004 

High Low Paid High Low Phid 
Dividends Dividends 

- - _ _ _ _ _ - - -  

Quarter ended: 
December 31 . . . . . . . . . . . . . .  $27.43 $24.85 $.310 $24.99 $24.15 $.305 
March 31 . . . . . . . . . . . . . . . . . . .  29.09 26.19 
June 3 0 . .  . . . . . . . . . . . . . . . . . . .  28.87 25.94 
September 30 . .  . . . . . . . . . . . . . .  29.76 28.23 ___ 

.310 26.86 24.32 .305 

.310 26.05 23.68 "305 
.305 25.86 24.61 _____ .310 

. . . . . . . . . . . . .  ....... .. .. .... --. - _-. .- -. $-1-74 --.____-__ -. - $ 1-..22-.-.7 -~~ -. __ .......... 
S I *  .d _____ - - 

, .  

Dividend payments are payable at the discretion of our Board of Directors out of legally available funds 
and are also subject to restriction under the terms of our First Mortgage Bond agreements. See No.te 6 to the 
consolidated fhancial statements. The Board of Directors typically declares dividends in the 'same . .  fkcal 

26,170. Future payments of dividends, and the amounts of these dividends, wiU depend on OG fin&ci$ 
condition, results of operations, capital requirements and other factors. We sold *no-' securities duiing' fiscal 
2005 that were'not registerea under the Securities Act of.' 1933, as amended. 

guarter in which they are paid. The number of record holders of our  common stock on Cktober'31,"- 7005'was 

The following tabIe sets forth the number of securities authorized for issiance under'dur equity 
compensation plans at September 30, 2005. ' 

Equity compensation .plans approved 
by security holders: 
Loug-Term Incentive Plan. . . . . . . . .  

I' Long-Term Stock Plan for the Mid- 
States Division . . . . . . . . . . . . . . . .  

Total equity cornpensation plans 

Equity compensation plans not 
approved by security holders . . . . . . .  

approved by security holders . . . . . . .  
1 Total.. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Number of 
Securfties to' be 

Issued Upon 
Exercise of 
OutstaDding 

Options, Warrmts 
and Rights 

(a) ! 

964,704 

3 00 

965,004 

- 

965,004 

Weighted- 
Average Exercise 

Price of 
Outstanding 
, OptiQnS, 

Warrants and 
Rights 

(b) 

Number of SecuritiG 
Remaining Available for, 
Future Issuance Under 
Equity Cornpeinsation 

Plans (Excluding 1 

Securities Reflected in 
Colnmn(a)) 1' ' 

' (c) a 

$22;20 1,290,292 

15.50 168,550 , 

22.20 1,458,842 
-. I ! I  ! , 

$22.20 1,458,842 
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Financial results for 2005 include the results of the h/Lid-Tex Division and Atmos Pipeline -Texas 
Division from October 1, 2004, the date of acquisition. 

(') Financial Iesults for 2004 include a $5.9 inillion pre-tax gain on the sale of our interest in U.S. Propane, 
L.P. and Heritage Propane Partners, L.P. 
Financial results for fiscal 2003 include the results of MVG from Deceniber 3, 2002, the date of 
acquisition. 

(4) Financial results for fiscal 2001 include the results of Louisiana Gas Service Company from July 1, 2001 
and Woodward Marlceting L.L.C. from April 1,2001, the date of each acquisition, and the equity earnings 
from our 45 percent investment in Woodward Marketing L.L.C. for the period October 1, 2001 through 
March 31, 2002. 
Beginning in 2004, we reclassified our regulatory cost of removal obligation from accumulated aepreciation 
to a liability. The amounts presented above for property, plant and equipment, worldng capital and total 
assets reflect this reclassification for all periods presented. These reclassifications did ' not impact our 
financial position, results of operations or cash flows as of and for the years ended September 30, 2003, 
2002 and 2001. 

(6) The capitalization ratio is calculated by dividing shareholders' equity by the sum of total capitalization and 
short-term debt, inclusive of current maturities of long-term debt. Beginniag in 2004 we reclassified our 
original issue discount costs fiom defened charges and'other assets to long-term debt. This reclassification 
did not materially impact our capitalization or our capitalization ratio as of September 30, 2003, 2002 and 
2001. 

(7) The retum on average shareholders' equity is calcul?ted by divid&g cyrrgnt year net inconie by'the a;krage 
of shareholders' equity' for the pfevious five quarters. 

I 

I '  I 

I 

The followkg table presents a condensed income statement by segment for the year ended September 30, 
, I ( ,  2005. 

' ' Year Ended September 30, 2005 
Natural Gas Pipeline Other 

Utility Marlceting and Storage Nonutility Eliminations Consolidated 
(In thousands) : 

I -  Operating revenues from 
external parties . . . . . . . I $3,102,041 $1,783,926 $85,333 $2,026 $ - $4,973,326 

- Intersegment revenues . . . 1,099 322,352 79,409, 3,27.6 (406,136) . , 

3,103,140 2,106,278 164,742 5,302 (406,136) 4,973,326 ' ' 

(402,654) 3,844,236 
, . Gross profit,, . , . I ,. . . . , .: I 907,366 61,973 157,931 5,302 (3,482), 1,129,090 

' - 
. .  . . .  , .  Purchased . .  g i i  cost . . " .  . . . 2,145,774 2,044,305 I .  6,s i i '  . .  - . .  * .  

: Operating expenses.. . . . . . 611,001 I . 20,988 . 87;645 4,484 (3,683) 780;435 /, 

Operating income I , I . . . I I 236,365 40,985 70,286 818 20 1 348,655 ' 

Miscellaneous income . . . . 6,776 I I , . .  (10,131) . 2,021 
(9,93d) ' 132,658 

771 2,030, 2,575 
, I .  Interest charges . . . . . . . . 112,382 * 3,405- 24,519 2,222 

38,351 47,737 1 1,171 _. 218,018 
Income before &come 

taxes.. . . . . . , . . " . .  .; . . 130,759 
49,642 14,947 17,138 ' 506 I__ 82,233 Income tax expense . . . . . . 

Net income. I .  . . . . . $ 81,117 $ 23,404 $30,599 $ 665 $ - $ 135,785 - -  
Capital expendituxes.. . . . , $ 300,574 $ 649 $31,960 $ - $ - $ 333,183 - -  

I (  

i 
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West Texas and Kansas irrigation markets. Although weather normalized rates in effect in several of our 
jurisdictions should mitigate the adverse $effects of warmer than normal weather on our utility operating 
results,., approximately fifteen to twenty percent of our utility gross profit margin is sensitive to weather, 
particularly our Louisiana and Mid-Tex divisions, This means we will not be able to. increase customers' bills 
to offset lower gaa usage when the weather is warmer than normal. 

ii-y benefit from a ,;ate structure that coinbiries a moiithl~.customer charge 
with a'declining, block rate ule to partially mitigate the impact Qf warmer than normal- y,eathel; 'Qp 
revenue. The combination of the monthly customer charge and the customer billing under ihe first block of 
the declining block rate schedule provides for the recovery of most of out fixed costs for such operations under 
most weather conditions. However, this rate structure is not as beneficial during periods where weather is 
significantly warmer ihan normal, 

Finaily, sustained cold weather could abveisely affect our aatural gas kiarlceting operations as we may be 
required to purchase gas at spot rates in a rising market to obiain sufficient volumes to fulfill some customer 
contracts. ' 

r, ' t  

-1 3 

Our Mid-Tex bivision p 

I t  

We are wbject to regulatime which cmt directly impact our I ,  op4wtioirU. 
~ 

Our natural gas utility business'is subject to various regulated returns on its rate base in each of the 
12 slates in which we operate. We inoilitor the allowed rates of return, our effectiveness in earning such fates 
and initiate rate' proceedings or operating changes as needed. In addition, iii the nckmal courseidof the 
regulatory environment, assets are placed in service and historical test periods are established before rate cases 
can be filed, Once rate cases are filed, regulatory bodies have the authority to sppend implementation o f  the 
new rates while studying the cases, ,Because of this process, we must teniporarily suffer the negatke finqcial 
effects of having placed assets in seiGce without the benefit of rate relief, which is commonly refeiied'tp as 
"regulatory lag". In addition, once our rates have been approved, they are still subject to challenge for tGeir 
reasonableness by appropriate regulatory authorities. Also, our debt and equity financingsl are also subject to 
approval by regulatory bodies in certain states, which could limit our ability to take advantage of favorable 
short-term marlcet conditions. 

dling 
local 

distribution gas services into discrete components. It typically focuses on the separation of the distribution and 
gas supply components and the resulting opening of the regulated components of sales services to alternative 
unregulated suppliers of those services., Because of our enhanced technology ; and distribution system 
infrastructures, we believe that we are now positively positioned should unbundling,evolve. Consequently, ,we 
expect there would be no significant adverse effect on our business should unbundling or further deregulation 
of the natural gas distribution service business occur.' 

Finally, contractual limitations could adversely affect our ability io withdraw gas from storage, which 
could cause ds to purchase gas at spot prices in a rising marlcet to obtain sufficient voIumes to fulfill customer 
contracts. We seek to minimize this rislc by increasing our storage capacity and enhancing the flexibility of our 
natural gas 'niarlceth1g contracts. 

Our business could also be affected by deregulatjon @iti?tives, including the development 
initiatives in the natural gas industry. Unbundling is"the separation of tlie provision sind p 

J ,I 

LL., 1 ,  

' 8  ' I  

Ol~v ope&@ns are' expbsed' to rvisirkef ri&s'hd we b~3~0ttd o w  control, whiclt c ~ d d  sesdt in fina&d ' 
hxses. 

our natural gas marketing segment are, subject to marlcet riblcs beyond 
our control includirig market iiquidity, coniniodity price volatility and couhtekarty creditworthhess. Market 
l$&€ify is affected by tli& number of , tiadhig , ..: ,' partners in the marltet. 

i ' Although we maintain a risk management policy, we,.~may not be able to completely,offset the price rislc 
associated ivith volatile gas prices or the risk in our gas trading activities which could lead to financial losses. 
Physical trading also introduces price rislc on any net open positions at the end of each trading day, .as well as a 
risk of lbss resulting from intra-day fluctuations of gas piices and the potential for daily price movements 

1 s  I . a , ,  i 2 

Our r islc maimgement oper&q 

) I  

.. . 
1 ,  -:. 
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unable to issue commercial paper, w$ intend to borrow under our bank credit facilities to meet our worlung 
capital needs! This would increase the cost of OUT worlcing capital financing. 

I t  ' 1  ,.: ._I . ,. , 

Inflation and increased gas :costs could adversely impact our customer base and custonzev collections. land 
increase our l ey l  of indebtedness.: 

ases in certain operatirig expenses and bas required assets to be re$faced at 
higher costs. We have a process in place to continually review the adequacy of 01.11 utility gas rate; in kelation 
to the increasing cost of providing service and the inherent regulatory lag in adjusting those gas ratqs. 
Historically, we have been able to budget and control operating expenses and investments within the amounts 
authorized- to ,be collected i-n ratescand intend to continue to do so. The ability to control expenses is an 

of&chased,gas, which has occur-red receetly and in some prior years, causes 
crease %'short-term debt because we must pay suppliers for gas when it i s  

which can be siDp.Scrit1y @ advaJice of when these costs may lie recovered through the cpFection 
c6stomer bills for gas ,d$ivered: Increases in purchased gas .costs also slow our utility coll+$on 

,efforts as customers are,$dr&'Wrely :to delay the payment of their gas 'bills; leadipg to higher ihan normal 
'accounts receivable. This situation 'could r e h t  in higher short-term. debt levels and increased 'bad debt 
expense. Due to the significant increase in naturd gas prices resulting p r i m a y  from the impact of recent 
natural disasters; we are anticipating increases in our short-term debt, accounts receivable and bad debt 

F+hIy, higher costs OS natural gas in recent years have' already caused 'many of  our utility customers to 
consirve in the . use i': of , oyr:lgas . .  services and could lead , .  : to i , ,  even more customers ,utilizing such cbpskjrvation _. 

methods. , , , , , , ,: 

Inflation has cau$ed 

i,mportant factor that will influenpe future results. , . > t , . : .  I 

Rapid Lcreasgs in'the 
u$ >o eipe+n+ 3 si&ic 

' 0 .  .I...' , , * , . :.,' 

expense during fiscal"2006: I :, : ( I  : %  , *  

!:'. . .  
i r  ' 

Our operatiooris are subject to izweased conzpetition. 

d'cou;lpetition fro,m other energy"suppprs as well as electric companjes .and from 
g Compai&s. In the cas?. of industrial cusio,nlers, such as; maridactu,&g plants, 
adverse econo$c co$&tions, i n c l k h g  higher gas costs,, could cause these 
source; bf energy, such'as,electricity, or bypass pur. systems' h~ favor'of special 
wer per-unit costs. Our pipeline aa'd storage operations currently facj gmited 
t h g  injrastate pipelines and gas marketers seeIGng to pr0vjd.e or brrauge 
ei  seJyk+s fbr customers. HoweGer, competition may increase'if . -  new intrastate 
bur' existing ficilities. 

. .  . ,  

We have only limited recourse under the acquisition agreeinent for losses relating to the TXU Gas 
, 1  ! acquisition. 

- . ' .i' T$$, diligence ' I ,.., '. " , condubted in co$Gction, w TXU Gas acquisition I .  and , the &demnif'cation provided 
in the acquisition akeemerii may got'be suffic protect us from, or compensate us for, all losses resulf.ing 
from the acquisition or TXU Gas's prior operations. For example, under the tends of ?he acquisition 
agreement, the first $15 million of many indernnifiable losses are to be borne by us, and the agreement 
provides for sharing of losses with respect to unknown environmental matters that may affect the assets we 
acquired after we have borne $10 million in costs relating to such matters. In addition, under the terms of the 
acquisition agreement, the maximum aggregate amount of such losses for which TXU Gas will indemnify us is 
approximately $192.5 million. A materjal loss associated with the TXU Gas acquisition for which there is not 
adequate indemnification could negatively affect our results of operations, om financial condition and our 
reputation in the industry, thereby reducing the anticipated benefits of the acquisition. 

, , # . \  , ( I  ,. 

Recent natuid dismters, especially Hurricane Katrina, have ndvelwly impacted our operations. 

On August 29, 2005, Hurricane Katrina struck the Gulf Coast, inflicting significant damage in our 
eastern Louisiana operations. The hardest hit areas in our service area were in Jefferson, St. Tammany, 
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1 The-TXU Gas acquisition essentially doubled the size of the Company as measured by assets, revenues 
and customers. The following table presents selected financial information for the Mid-Tex ,Division and 
Atmos Pipeline - Texas Division operations for the year ended September 30, 2005: 

I September 30, 2005 
Year Ended 

I J -. Pineline Atmos - b I 

Mid-Tex Texas 
Division Diikion 

(In thousands, unless 
' ' ofherwise noted) 

. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  Operating revenrtes ~ , "  . ? , > ,  : :  I 1.: $1,326,940 I $154,405 , , .  - . , : ) I ,  . I  

Gxoss px;ofit . . . . . . . . . . . . . .  ! . . . . . . .  c,. . . . . . . . . . .  . . . . . .  . . .  .,,,. . .  1 .... 398,234' 149,'487 
. ,Operation,:a~.~d metenance-.  . . . . . . . . . . . . . . . . . .  . ,  ......... . .  . . . . .  : . . .  146,449 . 60,102 

!':IsTaxes, othei t&an income- . . . . .  . i  . . . . .  i . .  . .  -:. . . .  i . .  . . . . . . . . .  102,360 . . 82-63 

, I . . "  : I  - ' - 1  , I  2,272 . 150 . . . . . . . . . . . . . . . . . . .  .!. . . . . . . . . . . . . . . . . . .  
Interesi c,harges . a ,  #,.~ . L 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 25,114 $ 3,7,582 i .  

. Utility sales volumes - MMcf ..... .I. . .  J . ?,. . . . . . . .  .>;, . . .... .:. ...... ; . ;>'. I 

. Utility tr~sportatioh voldmes - MMcf. . . . .  :. . ; . . . . . . . . . . . . . .  r.. . .  .. . .  
Tot$ u F t y  t&oughput > MMcf . . .  : . . . . . . . . . . . . . .  . .  I . .  . . . . . . . .  

, .  

. . . .  . . . .  . . . . . . . . . . . . . . .  . . . . . . . . .  64,460 ',; 15,281' 

*:::;.I * . I  . 84,965 65,840' 

: Depreciatiofi-and amortization. : ,I: '"1. ; : 
, ) i  : / * I ,  , .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . .  : , , , .  . 

. . . . . .  .............. i._ ........................ . ,. ..,. i ! . . f  47,668, 23,344 , 
# ,  . l _ .  

I . .  , . I  5 

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,4<5'-' 15,064 : I 

, .e> i. I_ f . 1  ,:!. . . .  
N I A  I 127,497 

! 46,757 N I A  

174,254 . . . .  N I A  
. . .  

i.4 I , , '  
. <  

I .  , 

. 1.  . -  
i Pipehe  tra~sp6rtatiofihvdum&s -.MMcf ............................ t i  , ' . .  N I A  375,604*:!'- 

, .  ..!,: . , I ,  i. j, ',. . 
N / A  

= ,  . , . , '  ? I  1 . .  
I t  .Heating Degre.eeDays - Percent of'fiorrnal' . .  ............ . !.? .,. . .  I ... 
T]le-b$act of the TXU Gas acq&itibn, :cb;mb&ed'ivith con&ubd strong performance in oiir natural gas 

m ~ l ~ e t i n g ' s ~ ~ e ~ t ' ' c o n t i i ~ u t e d  to the foIIowj$g fin5.liCizi.l fesultsd~riing the year bnded September 30, 2005: 

. 1 .I(. n Our u 3 t y  segmenl net income increased by $18.0 @lion. The increase reflects the.impact of She 
.i! , acquisition of .the, Mid-Tex operations:, ($2'5:1 ,&on) ad the effec? -of. rate increases ,in ,our 

I .Wes)=Texas and Mississippi ,jpnsdictiopslAthat yere qot in .Fffect ,du@ng the first six months, of.gscd 
2004,' partially offset by weather (adjusted for-WNAj in' our other utility operations ., . - ,  that was five 
percent warmer than 'normal and one -percent warder'than. the $nor. ye&. 

,.-, , ' ! ,  . .-., i , $6.8 m@on du+g the. year ended 
Sepjember 30,: 2005 .compared with %e yea{.end,e 30, 2004: ~ b , i  inc~-ki_sA in natural.gas 
maricehng; g,.?t inco& prima@$ reflects faxorable'rqs m;anagernent of our'storage portfolio 
partially offset by an ubfavorable movement ;$ the ces used to value our storage financial 

$8 $30.6 n a q n  i n  net inconle for ihe year eridecj 
n . I  fbr the year ended September 30;" 2004, primarily 

ptember 30, ,2005 was 59.3 percent compared with 
, ::: 43.3 percent at Septembe-r 30,2004 reflecting the impact of the financing for the. TXU Gas acquisition) 

% .. I : .,partially offset by the-repayment of;$72.,5;' 'million in principal of substantially all of our First Mortgage 
1 .  bonds in June.2005. 

. 80% 
, 

, I  :, ,i: ; ' "  ~ I : - ,  ! I .  !<.I 7 : i , .  . .  

', '.: 
<. I. 

1 _.,. . .  
/ '  r .. 

i;: e o u r  nap+  g?s;.cf+arI$+ng segpen;&et jnsorn? , I  I ..: 
: ! ; I  

, .  _ I  instruments.1 :=.. I , " r >  . , , . " I ,  t: i 

I , .  - . , '  Texas, Divisibn ($27.6 ridlion). I . _ .  I / I ,  

I _ "  ; I '".: ;.,j!" .I I I '  I 
, .,:.".: , . I  . :I : a " , ?  ._ 

I . I  . .  ;>< , , , : ,  , , i i. '. 
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Energy trading contracts resulting in the delivery of a commodity where we are the principal:h the 
transaction are recorded as natural gas marketing sales or  purchases at the time of physical delivery. Realized 
gains and losses from the settlement of financial instruments that do not result in physical delivery related to 
our natural gas marketing energy trading contracts and pnrealized gBins &d lbsses f rob  changes & t]lemarlcet ; 1  : 

AIIowaizce for  doubtful accounts - For: the majority o$ our receivables, we establish an allowance for 
doubtful accounts based on our collections experience. On certain other receivabIes.,where we are. aware of a 
specific  customer's inability or reluctance 8 to pay, we record an allowance for doubtful:. accounts against 
amounts due to reduce the net receivable balance to the amount we reasonably expect to collect. However; if 
circumstances change, our estimate of the recoverability of accounts receivable could be .different. Circum- 
stances which could affect our estimates include, but are not limited to, customer credit issues;- the level of 

Derivatives and lzedging activities - In o q  u&y segment, we use a'com&iiation hf itorage and fkancid 
deirivatives 'to pdial ly  insdate us and our na&d gas utility customers ag&& gas p6ce:voiatilty , . i  ..,; ,s. duidg the 
winter heating season. The financial derivatives we use iri our utili6'segrnent are accountkd for under the 
mark-to-market method pursuant tq SFAS 133, Accounting for Derivative ! Instipments and, Hedging 
Activities. Changes in the valuation of these derivatives primarily rgsult from changes& the valuation of-the 
portfolio of contracts, maturity and settlement of contracts and, newly originated transactions; However, 
because the costs of financial derivatives used in our utility segment wilI ultimately be recovered through our 
ratesj curreqt period changes in the assets and liabilities from these dslc management activities are recorded as 
a component of deferred gas costs in accordance with SFAS 71. Accordingly, there .is no .earpings ,&xpact to 
our utility segment as a result of the use of financial derivatives. The changes in the assets and liabilities from 
risk management activitie) are recoa4zed in purchased gas cost h the @cbme .stateme& when'th'e related 
costs are recovered tlirough our rates. 

Our natural gas marketing risk management actiykies +re conducted though AEM;-@M ' is e x R y d t o  
rislcs associated with changes in the market .price of .natural gas, whish we. map,age through 2 comb@ation of 
storage and financial derivatives, including futures, over-the-counter and exchange-traded, options and swap 
contracts with counterparties. Option contracts provide the right, but.Qot the requisement,,to buy or sell the 
commodity at a fixed price. Swap contracts require receipt of payment for the commodity based on the 
difference between a fixed price and the marlcet price on the settlement dale. ,The use of these contracts is 
subject to our risk management policies, which are monitored foi ccimplihce daily: 

to w z e . , o u r  costs incurred to serve our customers. Addi@on,@.ly, we engage in 
transactions in which we seelc, to find &d profit from pricing Flifferences tha? occur.: over ti 
sell physicd. natural gas and then sell,or purchase financial ccntracts at a price sufficient to, cover our, caq@g 
costs and provide a gross profit mar&.-Through the use of tSansportation apd storage services md,de$vatives, 
we are able to capture gross profit margin through. the arbitrageipf pricing differences in vaIious locations ! .  and 
by recognizing pricing differences that occur over. time: 

Udlder SFAS ,133, natural gas invento1y is' the hedgeditem'hl'a fair-v$ue,$edge and i s  marked tp mar/@ 
moqtyy using'the &side FERC (iFERC) p of each month. Ch;&es in fair 'value are 
recognized as unrealized gains and losses in the e- Costs to store the gas; e), FcPgnized in the 
period the costs are incurred. We recognize revenue rrying value of the inventory as'an asio&ed 
purchased gas cost in our consolidated statement'of income when we, sell the gas and deliver'it out'of tke 
storage facility. 

value of open ' '  contracts 1. are included as a component 6f naturd'gas mirlce,ting , I .  kvenues. I . .  ; ,  
, . %  

natural gas prices a d  general economic conditions. I .  ,-. 8 ' 

I . , . I :  '.:, I , . .  
I , r. . I .  , .  

. I  8 i . ,  :',+ i , " : ,  . . (i , 

. 

" .  
' .  . !i< t : i " .  

We participate in transactions in which we combine the ,natural. gas commodity &d * 

. >  3 ' :I 

, Deriyatives associated with, our natural gas inventory are piar1ce.d $0 market each month based upon the 
NYMEX pdce with changes in fa$ value recogqbed as unrealized gahs a d  IGsses in the pe?iod of chaage. 
Thea cfifference'h the indices used to maik to marlcet our physical inventory (iFERC) &id the related fair- 
value hedge (NYMEX) is reported'as a component of revenue and can result in.volatiLitjr in our reported net 
income:!Over time, gains and losses on the saIe of storage gas inventory will 'be offset by gains and losses on 
the fair-value hedges, resulting in the realization of the economic gross profit mar& we anticipated at the 
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life may warrant revision. When such events or circumstances are present, we assess the recoverability of these 
assets by determiping whether the carrying value will be recovered through expected fufure cash flows. These 
cash flow projections consider various factors such as the timing of the future cash flows aiid the discount rate 
and are based upbn the %est information available at the time the estimate is made. Changes in these factors 
could materially affect the cash flow projections and result in the recognition of an impairment charge. An 
impairment cbarie is recognized as the difference between the carrying amount and the fair value if the , / I  sum 
of the undiscounted cash flows is less than the carrying value of the related asset. 

Pension and other postretirenwzt plans - Pension and other postretirement plan- Costs, ju1 
detersj5ned on an actuanal basis and are affected by numerous assumptions and estimate 
market value of plan assets, estimates of the expected return on plan assets, assumed discoubt: rafes and 
current demographic ‘and actuarial niortality data. We review the estimates and assumptions underlying our 
pension and other postretirement plan costs and liabilities annually based upon a June .30 Daasurement ‘date. 
The assumed discount rate and the expected return are ,the assumptions that generally have the most 
significant impact on our pension costs and liabilities. The assumed discount rate, the assumed health care 
cost trend rate and assumed rates of retirement generally have the,:most significant impact; on our 

The discount rate is utilized principally in calculating the actuarial present value of our pension and 
postretirement obligation and net -pension and postretirement cost. When establishing our discount rate, we 
consider absolute high qqality corporate bond rates based on Moody’s Aa bond, index, changes in those rates 
from the prior year and the implied discount rate that is derived from’ matching: o&”projccted benefit 
disbursements with a high quality corporate bond spot rate curve. 

TIie. expected long-term rate’of return- on assets is utilized in calculating’tBe expected rei&’ on plan 
assets component of our annual pension ,and postretirement plan: cost. .We estimate t$e;expected reQturn on plan 
assets by evaluating expected bond returns, equity risk pfemiums, asset allocations, the effects of active plan 
management, the impact of periodic plan asset rebalancing and hisforical performance. ‘.We ‘also consider the 
guidance from our investment advisors in malting a final determination of our expected,rate of e . ,  r eFm ’ I ’  on 
assets. To the extent the actud rate of return on assets realized over the course of a year is greater than or less 
than tihS assumed rate, that year’s ann~al pension or postretirement plan cost is not affected. Rather, this gain 
or loss reduces or increases future pension or postretirement plan cost over a period of appfoxhately ten to 
twelve years. 

We estimate the assumed health care Lost trend rate used in determining our postretirement net expense 
based upon our actual health care cost experience, the effects of recently enacted ’legislafion slfid general 
economic conditions. Our assumed r?te of retirement is estimated based upon our annual review of our 
participant census information as of the measurement date. 

Actual changes in the fair market value of plan assets and differences between the actual return on plan 
assets and the expected return on plan assets could have a material effect on the amount of pension cost 
ultimately recognized. A 0.25 percent change in our discount rate will impact our pension and postretirement 
cost approximately $1.6 million. A 0.25 percent change in our expected rate of return will impact our pension 
and postretirement cost by approximately $0.1: nlillion. 

% .  

; ?  ,’> _ _  

postretirement plan costs and liabilities. I * :  i 
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1 I The following table shows ourloperating income by utility division and by segment for the three fiscal 
years ended September 30, 200.5. The presentation of our utility operating income is included for financial 
reporting puIposes and may not be appropriate for satemalcing purposes. 

2005 2004 2003 
Heating Heating Heating Degree 
Degree Degree 

Operating Percent of Oierating Percent of Operating Percent of 
Normal(') Incdrne Normal(') Income Ndrmal(') 

(ln thousands, except degree day information) 

Days Days - Days 

' Incom'e 
It a 

Colorado-Kansas..". . . . . . . . . .  .': . $ 25,157 ! 99% $ 20,8'76 .. 99% $ 23,756"' 101% 
98% 22,738 98% 21,841 101% Kentuclcy . . . . . . . . . . . . . . . . . . . . . .  18,657 

. .  7 8% 40,762 93% 41,672 106% Louisiana . . . . . . . . . . . . . . . . . . . . . .  24,8 19 
.' b .  ' 1 . 1  35;687 . 93%;' 38,778 ' 95% 37,535 101% Mid-States.. . . . . . . .  : .  . . . . . .  . 1 .  ." 

. . . . . . . .  . . . . . . . . . . . . . . .  Mid-Tex 84,965 ,'80% 
Mississippi.. . . . . . . . . . . . . . . . . . . .  19,045 96% 18,709 101% ' 17,617 '.' 101% 

99% 22,090 90% 19,650 97% West Texas ...................... 27,520 

- - - - 
> ,  8 .  

(937) - - (4,063 j - Other .  ..................... ;. . . . .  " ' 515~- .  
. . . . . . . . . .  . 89% '159,890 : , 96% 161,134 101% Utility segment .. ....... ,.a 236,365 

2 , A  : .  r . , :  : ! j <  ! !  ^ ; ,  

_. 13,569 - 
- 11,814 - 

Natural gas marketing segment . . .  40,985 1 - 27,726 
P ipehe  and storage segment ..... 70,286 - ' 5,293 

- 1,323 - - '186 

!9% $193,695_, 96% $187,840 101% 
Other nonutility segment. . .  .I : . . . .  ' 1,019 

, I ( ( I  

> I  
, Consolidated operat@g income.. $348,655 

/ I  

(l) Adjusted for service areas that have weather normalized operations. I 

I I C  

Year ended September 30, 2005 compared with year ended September 30, 2004 

Ow utility segment has -historically ccinttibuted 70 to 85 percent of ow consolidated net income: The 
primary' fac.tord that impact the results of our utility operations are seasonal, weather patterns, competitive 
factors in the enesgy industry and:economio 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 revendes and net'income during the period from October through March of each 
yea2 ,aiid lower operating revciiues and either lower net income br net losses d u k g  the period .froni April 
throug1lSeptember of each yeaF...':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 

rjng the three most recently completed fisc$ years. Additipnally, we typically 
o&$ receivable, accounts payable,'gas stored undergound aiid shorbfep$ debt 
ti.& seasoxi due to the seasonal nahire of':our revenues and the need to p u h a s e  

and store gas to support these operations. Utility sales to industrial customers are much less weather sensitive. 
Uwty 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. 

impact+: reyen& but do not directly -affect our &$s . , f 8 . ' 4  profit .. from utiity 
operations 'o'ecazie the fl&ha ' I  ' , ? , '  s ih gas.p.dces are passed through to our, customers: AcFord-dmgly, *we believe 
gross profit marg& is a better itidicator'of our financial performance than revenues. Howevgr, higher gas costs 
may cause customers to conserve, or, in the case of industrial customers, to use alternative, eprgy sources. 
Higher gas costs may also adversely impact our accounts receivable collections, resulfing in higher bad debt 

- I ," ; -  , 
" C+iLges i;i, the coit , ,of ' 

expensev and may require us. to increase , b o r r o ~ g s  under our credit facilities resulting in higher interest 
expense. * f f  . j '  i; ' I:, ~ ' g " .  , ,,_ .,. >.I - r  "i_l . 4 ,  

6 ..,, 
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interest expense associated with the issuance of long-term debt to finance the acquisition of the Mid-Tex 
Division in October 2004, On J u m  30, 2005, we repaid $72.5 Inillion in, principal on fiveseries of our First 
Mortgage Bonds prior to their sch'eduled maturities. The early repayment of these bonds resulted in savings of 
$1.3 million in interest expense in fiscal 2005. 

Natrwal g ~ s  mrerlceting segmerets 
i 

Our natural gas rnarlcating segment aggregates and purchases gas supply, arranges transportation and/or 
storage logistics and ultimately delivers gas to our customers at competitive prices. To facilitqte this process, 
we utilize proprietary and customer-owned transportation and storage assefs to provide >he various services 
customers request, including furnishing natural gas supplies at fixed and market-based prices, coni 
negotiation and administration, load forecasting, gas storage acquisition and management services,. transporta- 
tion services, pealcing sales and balancing services, capacity utilization strategies ,and gas p r i c ~ ~  ke<@ng 
through the use of derivative products. As a result,Iour revenues arise from the typks of com'mercial 
transactions we have structured with our customers and include the value we extract by optiqiizing the storage 

To optimize the storage and transportation capacity we own or control, we participaik i'n transaction; in 
which we combine the nalural gas commodity and iransporlation costs to minimize our costs incurred l o  serve 
our custoniers by identifying the lowest cost alteinalivb within the, natural, gas supplies, transportation and 
m a h t s  to which wc have access. Additionilly, we engagd in natural gas storage: transactions ib whic 
to find and piofit from the, pricing differences that occur over time. We 6urchas;pEysical natural ga 
sell financial contracts at favorable prices to lock in gross profit margins. Through the use of trmsportatioh $id 
storage, services and derivative contracts, we are able to capture grc)ss, profit margin through- tl,te arbitrage of 
pi-iciiig - .  differences in vslrious locations and by recognizing pri'cing differendk's that occur over time. S l  

,, ' I 1 L 11 I - -  

and transportalion capacity we own or control as well as revenucs for se$ces wg delivcr. s -  

3 1 ,  r , rs - 

Gross profit margin for our natural gas ni%Wing segment consists primarily of harketiiig' activities, 
which represent -the utilization of proprietary and customer-owned trmsportatian and st6rage assets io provide 
the various services our customers request, and storage activities, which are derived from the optimization of 

Our natural gas marketing segment's gross profit margin was coxnprised of the follbwing for ;the year 

Qperatiizg income 

r ,  1- , , I; 

8 1  our managed proprietary md third paHy storage hnd'transportation assets. , ) * - L  r -  

ended September 30, 2005 and 2004: : , I , '  1 1 ,  

YCnr &add SUpkmbel' 30 
2005 2004 
(In thousnmds, except. 

atornge bahnces) 
i . I  I I A 

Storage Actidtic8 *I i 

Realized margin , . , I - .  , , , . I , , ,  . , , , , ,  , , I s  , I .  I s .  I I . .  . $ 28,088 14; (1,900) 
3 5 7 ,  

(1,543) 
Wiarealizcd margin , I , ,  , , , , , , , , , , , , , , . , . t I . . .  . I t .  I I ,,, ,/ lL4,007> I ~ 

1.4,08b 

5Qi1 " . ~ . I , M T * ; [ ! -  r I  

(1 a',999) 
, I I . . , . , . . , I , 47,972, 44,174 ''I- 

Total Storage hctivitics., , I . I , ,  , , , , . , . , , , . . . . I . .  , , . . I . .  I $ .  . . . , . I 
, o I ,  ...................... 

I Marketing hctivitics 
drnargin , , , , ,  l s , I . I I . ,  , , , ,  
zed margin I I I , I I I , , I I * a , I , 1 (. , , I , I I 1 < 1 > 1  I I I I 4 8 1 I . : I I 1 s I I I 

t I .  I I I ,  n ,  * ,  1 I * t % ,  * ,  I # I ,#,,, .,, , , . .  I , ,  I .  I .  1 I * 1 , $ '  I * .  . I I I .  ; # $;' $ 46,eXXJ - 

(3,1.73), 
_. Total Madccting Activities I , , , , . . 1 , , , . , , , , , I I . 

ding storage balnixe (Bcf). , , , , , , , , , ; , , , , , , . , . , . )I, II I( n , ~ , .  , . 11', I I . e I  
' 4'6.9 I1  !I' 5,s 

_l___il 

3 f: I ,- . 
, I  

gas rianrkeiirag segrnmt's I gross' profit mar& wag $62,Q ~xdlisaa for* the year eiadcd 
SePtelnber 30, 2085 coinparod to gross profit sf $46.6 anillion for the year ended S~pternbck. 30, 2804, Gross 
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. APS 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. * ( I  

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;khe 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. .I ' 

. <  

Operating income 

Pipeline and storage gross profit increased to $157.9 million for the year ended September 30, 2005'fiom 
$10.4 million for the yeaF, ended September 30, 2004. Total pipeline transportation volumes were 563.9 Bcf 
during the ye? Fnded September 30, 2005 compargd with 9.4 Bcf for the prior year. Excludjng intersegment 
transportation volumes,, total pipeline transportation volumes were 375.6 Bcf during the current year. ' 

The increase in pipeline and storage gross profit rnarD$a primarily reflects the impact of the acquisition of 
the Atmos Pipeline - Texas Division resulting in an increase in pipeline and storage gross profit margin and 
total transportation volumes of $149.5 d o n  and 375.6 Bcf. Also contributing to Atmos Pipeline - Texas 
Divihon's results were higher transportation i d  related services margin due to si,o;nificant basis differentials at 
its three major Texas hubs. The $2.0 W o n  decrease in the gross profit generated by APS primarily reflects a 
decrease in asset management fees received during fiscal 2005. 

? I  

Operating expenses &creased to $87.6 million for the year ended September 30, 2005 from $5.1 million 
for the year ended September 30, 2004 due to the addition of $83.6 rnillion in operating expenses associated 
with the Atmos Pipeline - Texas Division. As the Atrnos Pipeline - Texas Division is a regulated entity, 
franchise and state gross receipts taxes are paid by our customers; thus, these amounts are offset in revenues 
through cwtomer billings and have no permanent effect on net income. Included in operating expense was 
$8.9 million associated with taxes other than income taxes; of which $8.3 million was associated,with our 
Atmos Pipeline - Texas Division. 

As a iesult of the aforementioned factors, obr pipeline and storage segment operating income for the year 
ended September 30, 2005 increased to $70.3 nzivion from $5.3 milion for the year ended September 30,' 
2004. . '!I  

Interest charges 

Interest charges allocatkd to this segment for the year ended September 30, 2005 increased to 
$24.6 million from $I>l miUion €or the year ended September 30, 2004. The increase was attributable to the 
interest expense associated with the issuance of long-term debt l o  finance the acquisition of the Atmos 
Pipeline Texas Divisioul in Octobei- 2004. 1 

Other itonutility segntent' ' 

Our other nonukity businesses consist primarily of.the operations of Atmos Energy Services, LLC, and 
Atmos Power Systems, Inc. Through AES, we provide natura,l gas management services to our ,utility 
operations, other than the Mid-Tex Division. These services, which began April 1, 2004, include aggregating 
and' purchasing gas supply, arranging transportation and storage logistics and ultimately delivering the gas to 
our utility sesvice areas at competitive prices. The revenues of AES represent charges to our utility divisions 

I 
; I  

1 

__.-._ 
f 
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I .  , .  : I .  :!, 1 . 
. L :  ~ 8 : ,  I 

' :Interest chayges : !~  !a 

c -; II' $9 3j5 perqknt, for $'e 'year eddLd Septkm[ber, 30, 20.04 to. $65.4 miGon fro41 
d SepteFbe; 30., 2003!,]The incrpase was ,attributaGle. pinlarily to a higher 

ce resulting fro& the finanking k b t h e d :  ,to fund, the aciuibit'ion of MVG, . .  8 ,  in 

: i .. . #  

December 2002. 
, .  I, _. :: . t '  ; ;  J I  . i '  ; 1 .  ' 1 %  , .  , ' - .  

hL-. , , .  , . I i  I ,  '?#, ;;. .: 
I I I .>~" , . . ,  - 

Nmwnl: gas madceiing segineint . . . . . . . .  .' ; ,I .i. :I.; - , ,t., .IL , , P l  

G i  * , ,t.',, i . .  ~ I '. ,;:* , , . , I 

Oiir:naturd .gas 'inarketing sebient't's gross profit m-ar .'comp&ed of the following for' the'years 
, 'I 1 I : ended September 30, 2004 and 2003: 

,,1 !,. : r - ,  , , , -,, - , Year Ended , .' 
SeplembZr'30 ''. 

. . I  
I .1 I i r '  I 

, t i  I / ;  .... .;< .. I ,," ; ,  . .  2oob . ..c ioo3 ... ! . 
- _ _ _  

, I  ' (in t i~oos in~s ,~exc~p'~ ; t  
,' ! 1 

storage balances) 

' ,  l.1' ,' : c . , , ,  Storage Activities 
ReGzeq'maTpin . . . . .  . . . . . .  $ .  . . .  . . . . . . . . . . . . . . . . .  .. .,:, ..... ; . .  . . . .  : ,  $ (1 

s s- ,i I , , I . I  ,._ , , , _ a  .I I "  

,. FJnFealized m g g h  . . . .  ! .......................... ........ ..:.. ... 
, '  , I  ., 

I ,  
:: , Totdl'Storage Alctivitiks . . .  i ' .  .......................... i.. . . . . . . . . . . . . .  T .  (1,543) ' 

r' ! . ' . 4, ' 
, ,  ~ . , ,  4 .  Marketing Activities .'' 

Realized margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  51,347 25,077 

Total Marketing Activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48;174 i6:053 

,: : I .  7 . T  5 , :  : 

-' (3,173) 976 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Unrealized margin _ _ _ _ _ _ I _ _ _ _  

Gioss prbfit : . . . .  .:. . . . . . . . . . . .  :'. . . . . . . . .  : ......................... i . .;i $46,631 . $24,165 

5 .? .,. .:: . . . . . . . .  .,: ': .!.<. . . . . . . . . . .  ,. _____.___I ; . 5.5 

- _ _ _ _ )  

,:, . .  . ,  ; : ' :  i .  
' ?  , I  

- _ _ _ _ _ _  - ~ ; . o  . . ( & . I  , . .  
, ", :l i ; ' C '  .: ~ .I 

,I ... En,.&ng sfwrage balagce . (Bcf) .. . i3 . .Q ,. .. 2 -- 
I , .  _* I >, .  ,,' I - 1  . > I * -  

k t _  e ' , I  . 

8 Our natural gas marlceting segment's gross pro &e5 year ended September 30, 
2004 compared. to gross, profit margin of $24,2 ptember ,30,,2003. Natura1 gas 
marIcetingJsalefi volumegiwere 26-5.1 Bcf dur@g the qy~ent :ye~,compared  with 294.8 Bcf for the prior year. 
Excluding iptercompany sales volumes, natural gas m a r l p h g  sales, volumes were 222.5 Bcf during the> current 
year, conipared 226.0, Bcf in the p i o r  year. The dpcrease ip consolidated natura,l gas marlcet@g sales 
volumqs,:yvas primarilydue to overall warmer temperatures during the  2003-2004 heating Beason, compared 
with the prior year. Our natural gas marketing gross profit margin for the year ended September 30, ,2003 
included an unrealized loss on open contracts of $2.8 million compared with an unrealized gain on open 
contracts of $6.3 million in the prior year. 

September 30, 2004 compared to a loss of $1.9 million for the year ended September 
$0!4' million iinprovement primarily ?was attributable to a $5.4 rnillion improvement in the realized storage 
contribution for tlie year ended September 30, 2004 compared to- the prior year offset by a $5.0 &on 
decreasb in! unrealized income associated with 'our storage' portfolio compared to the.:ipriort year. ,The 
improvement in the realized storage contribution for the year ended September 30,2004 primarily was due to 

The contribution to gross profit from our storage activities was a loss of $1.5 million for,, 



i 1 
i 

Miscellaizeous income 

' Miscellaneous income for the year ended September 30,2004 was $8.3 million, compaIed with income of 
$6.5 million for the year ended September 30, 2003. The $1.8 million increase was attributable primarily to a 
$5.9 million pretax gain associated with the sale in January 2004 of our general and limited partnership 
interests in ,USP and the sale in June 2004 of the Iemaining limited partnership units in Heritage Propane 
Partners, L.P. formerly owned by USP. This increase was offset partially by lower equity earnings from our 
investment in USP resulting fiom the sale and the absence in 2004 of a $3.9 d l i o n  gain recorded-in 2003 
associated with a sales-type lease of a distributed electric generation plant. 

LZQXJIDITY AND CAPHTA4L RESOURCES; 1 ,  

Our'worlcing capital and liquidity for capital expenditure and other cash needs are provided from 
internally generated funds, borrowings under our credit facilities and commercial paper program and funds 
raised from the public debt and equity capital markets. We believe that these sources of funds will provide the 
necessary working capital and liquidity for capital expenditures and other cash needs for fiscal 2006. However, 
during fiscal 2006, we anticipate that higher natural gas prices primarily resulting from the recent natural 
disasters will increase our need to utilize our short-term credit facilities to temporarily finance the purchase of 
natural gas to fulfill our contractual obligations. These facilities are described in greater detail below and in 
Note 6 to the consolidated financial statements. 

Capitalization 

f 

The following presents our capitalization as of September 30, 2005 and 2004: 
September 30 

2005 2004 
(Im thousands, except percentkges) 

( - - Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 144,809 3.7% $ 
Long-term debt . . . . . . . . . .  . I . .  . . . . . . . . . . . . . . . . .  2,186,368 . 55.6% %67,219 43.3% 
Shareholders' equity. ........................... 1,602,422 
Total capitalization, including short-term debt. . . . . .  $3,933,599 - 100.0% $2,000,678 m% - 

40.7% 1,133,459 3% 
1 

Total 'debt as a percentage of total capitalization, including short-term debt,' was 59.3 percent and 
43.3 percent at September 30,2!005 and 2004. The increase in the debt to capitalization ratio was attributable 
to the issuance of $1.39 billion in senior unsecured long-term debt, partially offset by the issuance of 
16.1 million shares of our c o w o n  stock in October 2004 to partidly finance the TXU Gas acquisition. Our 

of total debt to capitalizatidn is typically greater during the winter heating season as we'make additional 
short-term borrowings to fund natural gas purchases and meet our worluhg capital requirements. Within three 
to five years from the closing of the TXU Gas acquisition, we intend to reduce our capitalization ratio to a 
target range of 50 to 55 percent through cash flow generated from operations, continued issuance of new 
common stock under our.DFrect Stock Purchase Plan and Retirement Savings Plan, access to the equity 
capital markets and reduced annual maintenance and capital expenditures. 

. 

Cash Flows 
I 

Our internally generated funds may change in,the future d-e, to a number of factbrs, some of which we 
cannot control. These include regufatoIy changes, the price for our products and services, the demand for such 
products and services, margin requirements resulting from sigIlificant changes in commodity' prices, opera- 
tional risks and other factors. 
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For the year ended September 30, 2005, we incurred $333.2 million for capital expenditures compared 
with $190.3 d o n  for the year ended September 30, 2004 and $159.4 million for the year >ended 
September 30, 2003. Capital expenditures for the year ended September 30, 2005 include approximately 
$1 15.0 million for the Atmos Energy Mid-Tex Division and $3 1.4 million for the Atmos Pipeline - Texas 
Division. 

Our cash used for investing activities for the year ended September 30, 2005 reflects the $1.9 billion cash 
paid for the TXU Gas acquisition including related transaction costs and expenses. Cash flow from investing 
activities for the year ended September 30, 2004 reflect the receipt of $27.9 d o n  from the sB1e of our 
limited and general partnership interests in USP and Heritage Propane Partners, L.P. and from the sale of a 
building. 1 

". 
f; I , \  I 

% For the year ended September 30, 2005, our financing activities provided $1.7 billion hi, cash compared 
$151.6 million provided f6r the years ended September 30, 2004 and 2003. Our 

kncing activities for the years ended September 30, 2005, 2004 and 2003 are summarized as 

,*,L 

we sold c6.l-nGJlion c o m o n  shares, including the underwriters' exercise of their 
or; of 2.1 d o u  shares, under a new registration statement declared effective in 

September ZOO?, generating net proceeds of $381.6 million. Additionally, we issued senior unsecured 
debt under the registration statement consisting of $400 &on of 4.00% senior notes due.12009, 

, $500 d o n  of 4.95% senior notes due 2014, $200 million of 5.95% senior notes due 2034 and 
$300 mjJion of floating rate senior notes, due 2007. The floating rate notes bear interest at a r&e equal 
to the three-month LIBOR rate plus 0.375 percent per year. The net proceeds received from the sale of 
these senior notes were $1.39 b$on. The net pIoceeds,from these issuances, combined with'the net 
proceeds from our July 2004 offering were used to repay the approximately $1.7 billion in outstanding 
conimercial paper backstopped by a senior unsecured revolving credit agreement, which we entered 
into on September 24, 2004 for bridge financing for the TXU Gas acquisition. 

8 During the year ended September 30, 2005 we borrowed a net $144.8 d o n  under our sport-term 
facilities whereas,during the ye& ended September 30, 2004 and 2003, we repaid a net $118.6 million 
and $2'7.2 d o n  under our short-term facilities. Borrowings under our short-term. fac,$ies dur$g, 
fiscal 2005 reflect the impact of seasonal natural gas purchases and the effect of higher natural gas 
prices than in prior years. Prior year repayments under our short-term facilities reflected the timing of 
cash receipts which enibled us to reduce our short-term debt. 

We repaid $103.4 nillion of long-term debt during the year ended September 30, 2005 compared with 
$9.7 million during the year ended September 30, 2004 and $73.2 d o n l ' d u r i n g  the year ended, 
September 30, 2003. Fiscal 2005 payments reflected the repayment of $725 million of our First 
Mortgage Bonds. In connection with this repayment we paid a $25.0 million malce-whole premium in 
accordance with the terms of the agreements and accrued interest of approximately $1.0 million. In 
accordance with regulatory requirements, the premium has been deferred and will be recognized over 
the remaining original lives of the First Mortgage Bonds that were repaid. The early repayment of these 
bonds resulted in interest savings of $1.3 million in fiscal 2005 and should result in interest savings of 
$4.8 million in fiscal 2006. 

During tlie year ended September 30, 2005 we p&d $99.0 million in cash dividends compared with 
dividend payments of $66.7 million and $55.3 bdEon for the years ended September'30,'2004 'add 
2003. The increase in dividends paid over thk'prior year reflects the 17.7 million increase in the number 
of common shares outstanding and an increase in the dividend rate from $1.22 per share during the 
year ended September 30, 2004 to $1.24 per share during the year ended September 30, 2005. 
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Credif 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 b d c .  Our credit capacitjr and 
the amount of unused borrowing capacity are affected by the seasonal nature of the natural gas business m’d 
our short-term borrowing requirements, which are typically highest during colder winter months. Our worldag 
capital needs can vary sigmficantly 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 
worldng capital and capital expenditures have increased substantially as a result of the acquisition of the 
natuial gas distribution and pipeline operations of TXU Gas. On October 22, 2004, we replaced our 
$350.0 million credit facility with a new $600.0 million committed credit facrlity that serves as a backup 
liquidity facility for our commercial paper program. We believe this facility, combined with OUI operating cash 
flow will be sufficient to fund these increased worlcing capital needs. On March 30,2005, AEM amended and 
extended its uncommitted demand worlcing capital credit facility to March’ 31,2006. At September 30, 2005, 
there was $129.9 million outstanding under our commercial paper program Bnd $14,9‘million outsfanding 
under our bank credit facilities. These facilities are described in furth’er detail in Note 6 to the consolidated 
fmancial statements. 

In anticipation of increased short-term liquidity needs due to the recent increases in natuial gas prices, we 
worked with our regulators, who approved an increase in the amounts available to our utility ope;-ations ,under 
short-tern1 credit facilities to $968.0 nlillion, consisting of a new $600.0 milli011 3-year revolhg credit facility 
to replace our existing $600.0 million 364-day credit facility that expired in October 2005, a new $300.0 mil- 
lion 364-day revolvhg credit facility, a new $25.0 million uncommitted facility and our existing $25.0 million 
uncommitted and $18.0 million committed credit facilities, Additionally, we are worldag with our lenders to 
obtain up to an additional $330.0 million of capacity under our uncommitted demand worldag capital credit 
facility to provide additional short-term liquidity to support our natural gas marketing operations. 

Credif 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's number of 
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt, 
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency of our earnhgs over time, the quality of our 
management and business strategy, the r i s k s  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, Moody’s Investors Service and 
Fit& Ratings, Inc. Our current debt ratings are all considered investment grade and are as follows: 

- -  S&P Moody’s E 
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  BBB Baa3 BBB+ 
Commercial paper. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A-2 P-3 F-2 

Currently, S&P and Moody’s maintain a stable outlook and Fitch maintains a negative outlook. 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&B 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 entixely, by 
a rating agency if, in its judgment, circumstances so warrant. 
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Contractual Obligations and Commercial Commitments 

The focowing,tables provide information about contractual obligatiqns and commercial comrzritments at; 

Payments Due by Period I 

September 30, 2005., ( I  ',I 

Less Than More Than 
Total 1 Year 1-3 Years 3-5 Years 5 Years 

(In thousands) ' L " 1' 
-- 

~I Contractual Obligations , . , * . I .  ~ 

Long-terni debt?) .''I. ', I . . . . . . . " . .  . . . . * ,  $2,190,142 $ 3,264 $307,017 $403,415 $1,476,4468 
Short-ieri&'d.de bt ) I . . . . . . . 
Intd,rest kdargei-. . :  . . I ~ I 'I . ' 62ij561 

..,:i? 7;; , I ,  

Capital lease  obligation^'^) . . . . . : .  . . . . i .  :, , ' 3;404, ' 631: ~ 79.5 , 602 1,376 

Demand'fees for conkacted storage(4) . . . 
Dei5vative . . . 
Posfretkemerii benefit plan c 

- ' ?  - - 
I .  

144,809 
11&;488 ' 222,554 . .  . ,'. ' , i  , e ,  19ii500 ' 

. I '  . : .  . . . :.'. . 144,809 
. . " I . " : . : .  . " '  l,13i,io3J 

. .: ., 1 

. : .  

(2:j ' 896,856 319,,141 '25,491, 39,939 G,aS . ,  purchase . conlmitments . . . . . . . . . 1,2,75,427 ,, I .  . 

bperating leases(?? . . . . , . . , . . . . . I ... ;:. . , '  163,a34 15,327 - : 29.j461 26,193 : , c , >  ;192j453 

.: .i. , 1<,3?6 . : i  , a - ! -  ' - 
95 $20 

I.. i , * "  i :: 7, ~ : I  

, Total contractual obligations . . !. .,>. ,. . . $5,189,047c1: $1,237,631- $9,24,979 $67.7,43:1 "$2;329,006 
, .  

I . ,  , :,,I I _  

. .- -- 
(;) See Note 6 to the consolidated fhapcial Statements. 

# contractual discounts as of September 30, 2005. 

I -  

(2) Gas purchase commitments were. determined based upon contractually determined volumes at prices 
n estimated based upon the index specified in the contract, adjusted for-estimated basis differentials and. 

L ,  

I f  
(3) See Note 14 to the consolidated finaf&al statements. 
(4) Represents third paicy contractual demand fees for contracted storage in our natural gas marketing and 

other utility segniepts. Contractual demand fees for contracted stor?ge for our utility segment are excluded ii , 

as these costs are fully recoverable through our purchase gas adjuhnent mechahisms. 
(5)  Represents liabqties for natural gas comniodity derivative ,contracts that were balued as of September 30, 

2005. The ulthiate'&ttIement amounts of these r e m a s g  Liabilities are unknown because &ey aie subject 
to continuing market xislc. 

(6) Represents expected contributions to our postretirement benefit plans. 

AEM has commitnlents. to purchasei physical guqtities .of2 natural gas under contraqf? indexed to the 
forward NYMEX strip or fixed price contracts. At,,$epte,mber 30, 2005, Mv was Fomn+tted to 
purchase 32.3 Bcf wit+ one year, 29,2 ,Bcf beNeen one to three years and 9.9 Bcf after three years under 
indexed contracts: &EM was co& o purchase'l.3 Bcf w i t h  one year and 0.4 Bcf within one to three 
years unde.E,f+ed .pricE contracts es i'gnging from $5.24 to $17.50. 

With the exception of,dur :Mid-Tex Division, our utility segment maintains supply colitfacts with several 
vendors, that generally cover a period of up to one year. Commitments for estimated base, g?s vo 
established under these contracts . o q  a monthly basis at contractually negotiated prices. Commit 
incremental daily purchases are mide as necessaiy during the nionth 'in accodaide with fhk <er 
individual contract. Our Mid-Tex Division maintains long-term supply contracts to'ensnre a reliable s b h e  of 
gas for our customers in its service .aiea which obiigate it to purchase specified volumes at market prices. The 
estimated commitments under these contract terms as of September 30, 2005 are reflecte.d in the table above. 

In January 2005, we signed a letter of intent with a third party to jointly construct, own and operate a 
45-mile large diameter natural gas pipeline in the northern portion of the DaJJas/Fort Worth Metroplex. 
Under terms of the letter of intent, the third party .will provide tlie initial capital to build the pipeline and we 
expect to contribute $45.0 million within two years of signing a definitive agreement. We expect to execute 

. *  I "  1 , ,  , I  ., 

. I_ 
-. . 

http://Short-ieri&'d.de


I 'J, A I  I 
c Stomge and Hedging Outlook I , l ' .  t 

AEM participates in transactions'& y&ic$'it seeks to  find &d irofit ricing difft3renckk %at ~cc l i r  
over time. fiEM puzc ysical n?tur@ 4 % ~  ; ~ d  then s financial, w t r a c t s  at: faror 

g&s pro@ par&s. able to capture gross prdit 
@zing 6iciqg:. / ,  .'., differendes :... that, i occur "t , .  oyer ,time. ! 1,1 . ; J  i ' 

ii? th&4gh'the arbitrage . _  Qf i 

&iio+i ioc~tio+ I .! an, 

" Natural gas*inV&ntoiy is hzarlced to mai:l&t monthly using the iFERCpiice at the endrof eadh miinth with 
changes in fair valua recognized as unrealized gjias ahd losses in-the period of chbge, Deiivatives'.associated 
with our natural gas inventoiy, which are designated as fair value hedges, are marked to marlcet each month 
&sed upod-the --MEX price. Gtb! chBnges'!@ fair v d u e  recogdied a& u6realized' gains Bhd lo$Ses in, the 
berioa of'change, The cbangek in the 8ifference beZiveen the iiidlces used':fy-barlc to ;niarlc&t our 
iiZventb?y (iFERC) and' the'relhted fair-value bkdg8 ( W E X )  is repohed as a compbntn? bf'revk 
can' result in$oiatility'ib our reported net ~come!'Ov'r time, "g&&l&d lo$sds on .the sale of stortiget gas 
ibventory %Il"be dffset'by 'gains arid'losses on the fair%lue hedges;? therefo& .econodd 'gr&s"@rofit AEM 
captured in the original transaction remains essentially unchanged. 

* .!n. ; ., . 

i ' , -  $2 r 

I 1 AEM;coliiinually manages, its positions to enhanceftthe tuture economic profit:-it; captured, in the ori,eal 
tians,action::~~erefore, p;E-M may change its. scheduled injection andiwithdrawal ,plans from one h e  period 
to amither: based 06 market conditions or'adjust the.:'amount of storage capacity it holds on 'a discretionary 
baskin :an: effort to achieve this objective, AEM ,monitors the impacts. of these: prof i~-opt inizat idn ' !~~~o~s ;by 
estimating the forecasted gross profit marrgin-.that i t  captured through the puschase and sale-of physical natural 
gas and the associated financial derivatives. The forecasted gross profit margin, less the effect of unrealized 
g&s or losses reco>@ked ib tEe :himcia1 state&en%$!$?k%les a m&&e of the ne? insreas6 . .  orYlecreasd'h the 

As of September, 30;' 2005, :based upon, ., A.E?4's , .<\, de&atives 1 )..I_ t , . posi 
the forecasted gross profit margin was approximately $13.0 millib 
unrealized losses were recorded in the financial statements as of Se 
increase in future gross profit margin is approximately $27.8 

,sross :Pkofit 'mar,& t'&t could ticdGr*;in ,future peribds ,if 'AEM'g G$timii$!on i&ffod&L'@e ruuy successfi>.'": '. 
I !! . 'J , i . L !I - .  

:,' 

ended S,epte,mky 30,2005, our total net penodic 
$26. f i b n  '"d $28:'0 "ir@on for' the " .  ' 

t;.ik+,@&ali.ed I . ,  ," I I I 'iitq!o&, . ';>; 

Zi $6 iibt'capitaliied a h  recorded as a compo 
i&ty rkte t i i e ,  

expense. 

The increase in total net periodic pension and other benefits cost durhg fiscal 2005 
prior year primarily.refiect.s, :an-jrlcrease :i~n :our service cost :associated with 'fhe FcreasQ in 
employees covered ~y~our-plgbs .due. $.qJ the TXU G:as:ticquisition.' Although we. did not 
emploype benefit liabilities, or ,plans of-,T&Uc Gas;;ifor :purposes of deter-g QW: a ~ u a ; l  p,tinsiQp cost we 
agreed. t o  give the. transitioned emplqyees credit for-yeaxs of TXU ,Cas ,sepice under ;ON. pension, pian: Wit4 
respe.ct.to our postretirement 'medical plan., we received:? credit of $18.9' milI$,n against the,pu.rchase,pripe to 
permit us to provide partial past service credits for retiree medical benefits under our retiree,medicd planl,The 

I 
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We are not required to malce a minimum funding contribution to our pension plans during fiscal 2006 nor, 
at this time, do we intend to malce voluntary contributions during 2006. However, we anticipate contributing 
approximately $I 1.9 million to our postretirement medical plans during fiscal 2006. 

The projected pen$ion liability, future funding requirements and the amount of pension expense or 
income recognized for the'Plan are subject to dhaige, depenaing upon the actuarial value of p l d  assets'an'd 
the determination of future benefit obligations as of each subsequent actuarial calculation date. These 
amounts are impacted by actual investment returns, changes in interest rates and changes in the demographic , . L  

composition of the participants in the plan. 

WCENT A C C O ~ T ~ G  DEVELOPMENTS ' ( ,  

flows are described in Note 2 to the con 

ITEM 7A. Qmartitative arid QztalitatiiJe Disclosures ,I Aboat Market Risk 

We are exposed to risks associated with commodity prices and interest rates. Commodity price r i s k  is the 
potential loss that we may incur as a result of changes in the fair value of a particular instrument or 
commodity. Interest-rate risk results from our portfolio df debt &d eqyty instruments that we issue to provide 
financing and liquidity for-our business. 

We conduct risk management activities through ,both our utility and natural gas marketing se,gnents. In 
our utility segment, 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. In our 
natural gas marketing segment, we manage our exposure to the risk of natural gas price changes and loclc in 
our gross profit margin th'rough a combination of storage and fhancial derivatives includktg futures, over-the- 
counter and exchange-traded options and swap contracts with countgrparties. 'Our rislc management activities 
and related accounting treatment are described in further detail in Note 5 to the 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 in October 2004 and our other 
short-term borrowings. 

Recent accounting developments and their impact on our 
dated financial st , f I ,  

-1 c , 

I 

/ I  1 

Commodity Price Risk 

Utility segment 

We purchase natural gas for our utility operations. Substantidy 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 non-regulated energy services customers at fured prices. 

For our utility segment, we use a sensitivity analysis to estimate commodity price risk. For purposes of 
this analysis, we estimate comniodity price risk by applying a hypothetical 10 percent increase in the portion of 
our gas cost related to fixed-psice non-regulated sales. Based on these projected non-regulated gas sales, a 
hypothetical 10 percent increase in fixed prices based upon the September 30,2005 three month market strip 
would increase our purchased gas cost by approximately $5.9 million in fiscal 2006. 

Natrrrial gas remrlcetiiig and pipeline miid storage segriierits 

Our natural gas marketing segment is also exposed to risks associated with changes in the market price of 
,natu~al,gas: For oqr natural gas garlceting segment, we use a sensitivity analysis to estimate commodity price 
'riskiFor purposes of this analysis, we estimate commodity pdce risk by'app1)ing a $0.50 change in the forward 
W M E X  price to our net open position (including ejcisti(ng storage and related financial co&acts) at the end 
of each peripd, Because AEH did not Eiave a n i  net open positions. (including existing storage and related 
fmancial contracts) at September 30, 2005, there would be no impact on our ;onsolidated net iilcoine , . due i .  to 
fluctuations in the forward NYMEX price. 

59 



ITEM 8. Firiinsrrtcial Statements and Stcpplekentai-y Data 
B 

Index to financial statements and financial statement schedule: 

Page 

62 

63 
64 

,Consolidated statements of shareholders' equity for the years ended September 30, 2005, 2004 and . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2003 65 
Consolidated statements of cash flows for the years ended September 30, 2005, 2004 and 2003 , . . 66 

, 67 

- 
Report of independent registered public accounting firm on consolidated financial statements. . . .  

ted bilance sheets at September 30, 2b05 and 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ed statkments of &come for the' years ended Sepfember 30, 2005, 2004 and 2003. . . . .  

'kotes to qonsolidated financial statements. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Selected Quarterly Financial Data (Unaudited) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  121 

Schedule 11. Valuation and Qualifying Accounts . . . . . . . . . . . . . . . . . . . .  : .................... 

F ~ a n c i a l  statements and supplementary data: 
I -  

Financial statement schedule for the years ended September 30, 2005, 2004 and 2003 , 
129 

AII other financial siatement schedules aIe omitted because the required information is not preknf, or 
not present in amounts sufficient to require submission of the schedule or because the information requked is 
included in the financial statements and accompanying notes thereto. 
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ATMOS ENERGY CORPORATION 

CONSOLIDATED BALANCE' SHEETS 

ASSETS 
Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .'. . .  
Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

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

$15,613 in 2005 and $7,214 ii~-2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current assets 

Accounts receivable, less allowance for doubtful accounts of 

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

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

CAPITALIZATION AND IWABEITlES 
Shareholders' equity 

September 30 
2005 2004 

(In fhousands, 
except share data) 

I 

$4,631,664 $2,595,374 
, 133,926 , 28,277 
4,765;610 2,633,651 
1,391,243 911,130 

3,374,367 -i 1,722,521 
I 1  

40:116,: 201,932 
80,956 ., 1_ 

. I  

454,3 13 211,810 
450,807 200,134 
238,238 '99,3 19 

737,787 245,528 
1,264,430 8 713,195 

276,943 23 1,383 
' $2,912,627 $5,653,527 

, r  < -  , <  . 
: ' . *l 

:. . ,, . 

Common stock, no par value (stated at $.005 per share); 
200,000,000 shares authorized; issued and outstanding: 

' ' I 

2005 - 80,539,401 shares, 2004 - 62,799,710 shares . . . . . . . . . . . . . . . . . . .  $ 403 $ 
Additional paid-in capital ...................... ..: ...................... 1,426,523 
Accumulated other comprehensive loss . . . . . . . . . . . . .  : ........ (3,341) %C (14;529) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  142,030 
Shareholders' equity. 1,602,422 . 1,133,459 

Retxhed earnings 178,831 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-term debt 2,183,104 861,311 

Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  3,785,526 .. 1,994,370 

Commitments and contingencies 
Current liabilities 

185,295 461,314 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ,238,682 Other current liabilities 503,368 

3;264 '-. 5,908 
429,885 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  241,257 Deferred inconie taxes. 292,207 ' 
103,579 Regulatory cost of removal obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
143,136 Deferred credits and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$5,653,527 $2:412,627 

Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current maturities o i  long-term debt. . . . . . . . . . . .  ". ...................... 
- Short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  144,809 , 

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,112,755 

263,424 
199,615 

See accompanying notes to consolidated financial statements 
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AT.MOS ENERGY CQRPORATION 

CONSOLIDATED STATEMENTSjOF SHAREHOLDERS' EQUITY 

Accumulated 
Stock Additional Othcr 

Number of Stated Paid-in Comprehensive Retained 
Shares T'alue Capital Loss Earnings Total 

i ., , , (In thousands, except share data) , , 

, ..> , , , 

Balance,;September 30, 2002, . . . . . . . . . . . . . . . . .  41,675,932 $%Os ' $  508,265 $(41,380) . $106,142 $ 573,235 

- - 71,688 , ( 71,688 
___ 39,432 

48 9 

.' . I  ~ i ,  - -  
Comprehensive, income: 

Net income, . I . . ! I  

. . . . . . . . . . . . . .  Minimum pension ty, net 39,43?. ",, I_ - -  
- 
* I  

- -  - 489 .: 
Umealized holding gains on investments, net q."  . 

-1 11,609 . .  Total CqFpFehensive income . . . . . . . . . . . . . .  
Cash dividends ($1.20 per share) . . . .  . . " . , .  - -  __. - (53,1291) , ,  . .  ,.< ., (55,291) I 

. . . . . . . . . . .  

. . . . . . . . .  
Retkement savings plan . , . . I . . 

I ! Long-term incentive plan .................... 
-Long-term stock plan for Mid-states Division, . 

3 Outside diI;ectors stock-for-fee pla9. . . . . .  
Balance, SeptePnber 30, 2003 . . . . . . . . . . . . . . . . . . .  

::Comprehensive income: 
. .  !Ne$ income <.; ............................. 

Uqealized holding gains on investments, net. . .  
: $ -  Treasury lock agreements, net . . . . . . . . . . . . . . . .  ........................ -. - .. Cash flow hedges,-net 

'Total comprehensive income . . . . . . . . . . . . . .  
Cash dividends ($1.32 per share),.. ! .  . . . . . . . . . . .  

' ctjn&j~n I *  sto+ iss&ci: 1 .  

i I ' .  .. 
. p  Pubhc offeiing . . . . . . . . .  .-. . . . . . . . . . . . . . . . . .  

Direct stocl; purchase plan . . . . . . . . . . . . . . . . . .  

Long-term incpntiYe plan . , ..,,: . :i:2 . . . . . . . . . . .  
Long-term stock plan for Mid-States Division. I 

: : .  

Retirement savkgs plan ...... : . . . . . . . . . . . . . . . .  

.. Outside directors stpck-for-fee. plan . . . . . . . . . . .  

et income. . . . . . . . .  . . . . . . . . . . . . . . .  

j 

'.-B&qe, September 30, 2004.. ~, . . . . . . . . . . . . .  
Compfehensive, income: 

nrealized holding g 
. .  _ '  T + S U I Y  loclc agreemen 
' , ' 'Cash flow hedges,'net . . . . . . . . . . . . . . . . .  

. t  Total compn;ehensive incqme . . . . . . . . . . . . . .  
Cash dividends '($1.24 per share) . . . . . . . . . . . . . .  
%ornmon stock issued: I 

'! 
I : "Public offering : .. : :. ....................... 

Direkt stock purchase plan . . . .  ;. . . . . . . . . . . . .  
Retirement savings,plan . . . . . . .  .: . . . . . . . . . . .  ... 

I , I  

. ,  Long-term incentive plan . . . . .  i. 
-' - -Amortization of ristricted stock. . I 

- - 99,122 
74,650 

1,169,700 6 28,757 _I ,. 28,763 

360,725 2 8,2'77 - . - ' 4 8,279 

t i  < 
4,100,ooo- io 8 -'; 9 9 ~ 0 2  
3,386,287 17 74,633 - _. 

13,209 - -i. ' 4 ,13,212 585,743 3 

8 . 181;429 ,1 '3,664 I - . - : 3,665 
13,000 :.,- . I  : 206 - _I 206 
2,969 t . ,  . 67 . ,.- . . . . . . .  67 

51,475,785 257 736,180 , ~(1,459): 1 122,539 . I  857,517 
, .  i; I -0 : I  

I ,  - !J ' - I .  . -  I ,  .i 86,227 - :86,227 

__. 

615 

- 7,583 
'73,157 

- 613 I - - -  . . _1..  L - -  . -  i -  - (21,268) ' i , .  , , ; - ,  (21,268); 

* .  
- -. - 

1 

I (  , ,  8 ,  . <  

.__ - (66,736) . (66,736) I ,  - -  . .  ' r 1: 
4 ' . . e  . 

- __. I '  235?469 
13;729 

9,939,393 50 235,419 

' '8,302 320,313 2 8,300 
498,230 2 , , i ;  I 11,848,; - . - *  11,850 

77 - - 77 

, ", , - .  - .  556,856 3 1.3,726 ' 
- - 

6,000 i . r  , ' 94 - : I -;- ;. 94 

62,799,710 :i 3,46,A.Li,005,644 , (14,529) i42,ojo 1,133,459 

- -  - . . (2,714) ' - (2,7 14 j 

" ..,, - .  
, - 1 '  -_I ___I- - 3,133 - 

, .. - 135,785 135,785 
- -  I '1,5281 I L,528 

- -  - "" 1'2;374 - ' 12,374 

:I 

- - -  

-, . , .  . .  
146,973 

- -  - - ' (98!,978) (9$978) 
I .,; 3 

I .  

, - ,  :._A - - '' 381,351 
450,212 - , ! . , 3 . t ' A '  12;486 - .  .. i - 12,489 
441.350 2 11,767 - - 11,769 

16,100,ooo 80 3811271: 

2,341 - 64 - - 1 64 
-___ I  

. . . . . . . . . . . .  ..- @$side directors .. stockrfor-fee plan 
Balance, September 30, 2005.. 80,539,401 - $403 $1,426,523 - _ _ _ _ _ .  $ (3,341) $178,837 $1,602,422 i 

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

See accompanying notes to consolidated finamial statements 
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, I  . ,-: 

any") and its subsidi&es are engaged 
fidsinesses. Through our 

ion ariangeFeiits j to 
stomers'tlhough our s 

, *  I f I  ! , .  , 

. . , ,  .1 
_I . .- '  

(1' ,'.\ $.( 

I .  Ser,dce.A:=a'., , , I .  . , . ,... 
- _ . s i .  . _ . . . , . . %  , : ,  : 

. .  
.. - 
.: . 1 ,  Atmos Energy Colorado-IC.ansas Division . . . , , 

, I . / , I  . :'I * 

Colorado, ICanFas, Missouri(?) ': - 
i ,  eppos, ,Energy ICentucly ;Division , I . ., : A i *  1 , . , :  , , . ICentucky , . L ,  , 

I .. . 

. / _ I  7. 
7 .  . ., I ,  ' : ' . -.. .::.x i, ,Atmos I . ! ' b o  Eilergy . .. LouisiFa Division>. . ; ; :, , .., , .,, Louisiana 

SI-!, 1: 

i I !  i J  . I  - ' - Tennessee, t~ir@Il;ia(,~) / I  

Texas, including the Dallas/Fort Worth. (.- , ,, : 

Atmos Energy Mississippi Division(') , , , G ! : : ' ,  :: Mississippi ' : p ' ' 1  : s a  _. . 

' . E : *  ,Atamos % , ' I 1  . ;@nergy, . . West , . Texas . Diyision, . . , , , .. . , , C , I  , ., West ... ,Texas -. I ,,: .,. ; 
;,,,octoher 20+. I:3 . i: I ", I *  :, ; I !!. 1 ;  

' 

, .  

:-:' rJ Atrnos Energy Mid-States. Division .-.:, .:,.l, w.! . , .; Georgia(3), "Illin~is(~),,. ,Eowa(~), Missopi!3.)j!r: 

Division(!): !,:',. . 2 , , ', 
E .,. :! metropolitan area' r!.! 'I . 

, > : * ,  . , , .  

. .. . , :,,: ; ;, ! i  , t  - ;  i ' ) ,  '.; 

': , < i  I y ,  * ' >  
, , : r , - : ;  , .  j : v - ,  , *-  1 -. 1 I- . ,1 ~ 9 .,., . ',! . , 1  

( 2 )  ,-The name of: tl&'division 'was'changed fr&d Mississippi Valley Gas Company Divisiofi in Apr'il 2005. 
" .  ,i i 1' I . . . % I t  . I :  ( ,  I ,  '> ,),:)*.j- , . .(.: I ' , 3:; : .:, . . .  

. ,  T > . < ?  t iJ .&  (3J Denotes locakons where'"we have m6(q 'XI$ erym are;[is. ' , L I ?  

. "  

As further described in Note 3, on Qctober 1, 2004, we completed our acquisition of the natural gas 
distribution and pipeline operations of TXU Gas Company.8cThe. T X U .  Gas operations we ' acquired are 

tribution and sale of natu 
a system coiisiitiig', +P 6 , i t j i  

rs, all $thin Texas. A s  ' I  

TXU Gas acquisition, on October 1, 2004., we created the Atmos Energy Mid-Tex Division, 
gas, distribution services, to ouc~:~approximately ,1.5 .million residexiti$ and, business customers in:.,Texas, 
including the Dallas/Fort Worth nletropolitan area. We also created the Atmos Pipeline - TexasDigsion $0 

Inr8additioa, we transportnatilral gas for others through our distribution system. Our utilityLbusiness~ ?is 
subject toifederal and'state regillation and/or regulation by Iocal authorities in each of the states in which the 
utility., divikions !operate; .Our shared-services division iis located in Dallas, Texas, and. our customerampport 
bdnfers @e locatedin Amarillo;*Texas; and Metaide, Louisiana. In addition, on April 1,2005, we took over the 
.operations: of! a .Waco; Texas: customer suppdrt center, and all call center; services fornierly prdvided. by 

rminated., We closed the, purchase . 1 1 1 ,  of the related 

tes andf include our nattval gas niarlethg operationsj our 
pipelind' and stotage operations' and.oilr 6tbiar norihtility operations." These: operations are either; dcgapized 
under :or! ijmn'ag&.by''Atxnos Eneigy-!Holdings, 'Inc., which' is: wholiy-owiied by: the Conipany. j., 

. ' $ i  ?y): . : . i ,  , . { ' " , - ; !  8. I . 7 , ;  , ,:.! ..: ' , , : ' I  ! , J , . r l s  : I  

,Our;qatural gas nia&eting operations q e  ed by Atmos Energy ." ~ ,. .&J,arlteting, , . LL 
owned by  AEH: AEM provides'a variety, of n gas management services .,to municip.Wes, ,q+ql,;g?s 

' utility systems and industrial natural gas custo rima& in the southeastern and ddwestern states and 
:to %uY~K$nt.'cl.y; LodsMm , ~ d #  Mid-Sta~es''ditisioniis! These seivices consist' priinar2y 'of fururhishing %tural 
gas i5up$.itx3 af'fixed 'mil m&lcet-%dsed 'prices, cBrit&ct negotiation and adbiiriistratidn, load fdredasbgj'gas 

;pi, e and :, operate ' ikL!<. '  ' the.TX,U "i'.f , , ! ' I  I f , ' " >  Gas *,: pipeline ' ,: ' - and storage , " ,, operations , we 
1 - 1  

acquired. 
1 

Gas under a transitional s 
on October, 3, 2005 f& ap 
,-;; .< l l , , , ' i  .. . . :, I,( ' , ' , .._: 

oiii. &nitilitjr. businesses o 

I .  

I .  , ' i t  

=*(;?)!..:; 
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ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED FLNANCm STATEMENTS - (Continued) 

September 30 
2003 I 2004 

(In thousabds) 

recorded either on the face of the balance sheet or as a component of current liabilities, defened income taxes 
or deferred credits and other liabilities when it js probable that revenues will be ]educed for amounts that will 
be credited to customers through the ratemaldng process. Significant regulatory assets and liabilities as of 
September 30, 2005 and 2004 included the following: 

B Regulatory assets: , 
1 

"UCG merger and integration costs, net(')'. .................... :. . . '  $ - $ 1,992 
9,442 Other merger and integration costs, net . . . . . . . . . . . . . . . .  i . . . . . . . . . .  9,150 

Deferred gas costs 38,173 

Environmental costs . . . . . . . . . . .  ! ................................. 1,357 3,104 

Deferred franchise fees 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,756 

Deferred MVG ,operating expenses . . . .  ,. ....................... I. . .  - 4 3 4,801 

Rate case costs.. . .  . I . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .'. . . .  11,314 . 537 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,313 7,353 

L Reguiatory liabilities: 1 > I  

Deferred gas costs . . . . . . . . .  .'. ................................... $134,048 $ 54,514 

Deferred income taxes, n e t , .  ......................... .. . . . . . . . . . .  - 3,185 1,962 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,084 5,479 

__. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,7io' _ -  
. I  

t $'76,017 ' $ 35,985 
5 P  5 1  

I .............................. Regulafory cost of removal obligation 274,989 11 1,232 
I Ji ,' ! I  

I 
I 

- i $420,306 $173,187 

- 
Fully amortized as of December 2004. 
t .  

Currently authorized rates do not include a return on certain of our merger and integfation costs; 
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized 
on a straight-line basis over egtimated useful lives ran,ghg up to 20 years. During the fiscal years ended 
September 30,2005,2004 and 2003, we recognized $2.3 d o n ,  $8.2 million and $8.2 million in amortization 
expense related to these costs. Environmental costs have been deferred to future rate filings-k accordance with 
rulings received from various regulatory commissions. 

During the tllitd quarter of 2005, the Mid-States Division filed a rate case in its Georgia service area 
seeking a rate increase of $4.0 d o n .  We anticipate that the rate case wi l l  be finalized in November 2005. 
During 2005, ourCMid-Tex, West Texas andaAtmos Pipeline - Texas divisions made GRIP f h g s ' t o  include 

I I 
I 

# . ,,', 

I 
I 
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ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED FTNANCLAL STATEMENTS - (Continued) 

ratemalung purposes when the completed projects are placed in service. Interest expense of $2.5 million, 
$1.2 milhon and $0.8 million was capitalized in 2005, 2004 and 2003. a 

Major renewals, including replacement pipe, and betterments that are recoverable under OUT regulatory 
rate base are capitalized while the costs of maintenance and repairs that are not recoverable through rates are 
charged to expense as incurred. The costs of large projects are accumulated in construction in progress until 
the project is conipleted. When the project is completed, tested and placed in service, the balance is 
transferred to the utility plant in service account included in the rate base and depreciation begins. , 

tJtility property, plant and equipment is depreciated at various rates on a straight-line basis over the 
estimated useful lives of the assets. These rates are approved by our regulatory commissions and are coniprised 
of two components, one based on average service life and one based on cost of removal. Accordingly, we 

'recognize our cost of removal expense as a component of depreciation expense. The related cost of removal 
accrual is reflected as a regulatory liability dn the consolidated balance sheet. At the time pioperty, plant and 
equipment is retired, removal expenses less salvage, are charged to the regulatory cost of removal accrual. The 
composite depreciation rate was 4.0 percent for the year ended September 30, 2005 arid 3.8 percent for the 
years ended September 30, 2004 and 2003. 

Noitutility property, plant and equipment - Nonutility' property, plant and equipment "s stated at cost. 
Depreciation is generally computed on the straight-line method for financial repoding purposes based up6n 

- ) I l l .  'estimated-useful lives ranging from 8 to 38 yeaIs. 

Asset retirement obligations - SFAS 143, Accounting for Asset Retirement Obligations requires1 that we 
record a liability at fair value for an asset ritirement obligation when the legal obligation to retire the as'set has 
been incurred with an offsetting increase to the carrying value of the related asset. Accretion of the'asset 
retirement obligation due to the passage of time is recorded as an operating expense. As of Septembe$>'30, 
2005 and 2004, we' have asset retirement obligations as defined under SFAS 143; however, we cannot 
determine when the legal obligation will be incurred. Accordingly, we have not  recorded a liability' for these 
obligations. 

IiiTpair.iizeitt of long-lived assets - We periodically evaluate whether events or circumstances have 
occurred that indicate that other long-lived assets may not be recoverable or that the remaining useful life may 
warrant revision. ?When such events or circumstances are present, we assess the recoverability of long-Jived 

' assets by dete&g whether the carrying value will be recoyered through the expected future cask G&s. In 
the event the SUA of the expected h k r e  cash flows resul$ng fr0.m the use of ihe assei,!s less than the k&g 
value of the asset, an impakment loss equal to the excess of the asset's carrying value over its fair value is 
recorded. To date, no impairment has been recognized. 

Goodwill aizd intangible aBets - We annihlly evaluate our g o o d d l  balarices for impairment during our 
-second fiscal 'quarter or more frequently as 'impairment indicators arise. We use a preseni value tekhiiique 
based on discounted cash flows to estimate the fair value of our reporting units. These calculations are 

, depegdent on several su+j,ective factors ,bcluding the tiG+ng of: future cash flows, future growth rates and the 
discount rate.' A n  impairment charge is recognized if the carrying value of a reporting unit's goodwill exceeds 
its fair,value. 

'Intangible assets are amortized, over their useful lives of 10 years. These assets are reviewed for 
impairment as impairment Ldicators vise. Wnen such events or circumstances are present, wef assess the 
recoverability of long-lived asskis by dete-g whether the canybg value will be recchered 'thrpugl;! tlle 
expected future cash flows. In the event the sum of the expected future cash flows resulting from the use of 
the asse! is less ;than the. carrying value of the asset, an-impairment loss equal to the excess of the asset's 
..c-&rying valu'e over its fair value is recorded. To date, no impairment has been recognized. 

l 

e ' ?  1, 

,>.. 

,J, , ,. 

I 
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ATMOS ENERGY CQRPedIUTIQN 

NOTES TO CONSOLIDATED FliVANCIAL STATEMENTS - (Continued) 

are recognized as unrealized gains and losses in revenue in the period. of change. Costs to store tke gas -are 
recognized in the period the costs are incurred. We recognize revenue and t.he carrying value of .the inventor$ 
as an associated purchased gas cost in OUT consolidated stgtement of income when we sell the gas :and deliverit 

Derivatives associated with our natural gas inventory &e marlced to market each mohth'bakd'upon 'the 
NYMEX pIice with changes in fair value recognized as unrealized gains and.josseg in the perio 
T h e  difference in the indices used to mark to market our physical inventory (.iFERC), and the re1ated.ftii.r: 
value hedge (NYMEX) is reported as a component of revenue and; can result in volatility in our,reportedlnet 
income. Over time, gains and losses on the. sale of storage gas inventory will be offset by gains and, losses .cm 
the fair-value hedges,. resultbg in the, realization.,pf, the :econonlic::gr.oss -profit., margin we anticipated ,at". the 
time we stmctured the original transaction. In addition, we continually manage our positions to optimize value 

' . Similar'to our inventory position, we attempt"to miggate substantially all of the c6mni'odity 7 I i d d e  ,.-: 1 fislc 
associated with our fixed-price contracts with minimum volume requirkments through thb use' of ' various 
offsetting derivatives. Prior to April 1, 2004, these, &derivatives were pot designat,ed,as,:hedges under SFAF 133 
because they naturally locked in the economic gross profit margin- at the' ti,me wei entered intq theL.co,9ntraci-. 
The fixed-pyi,ce foqwafd and offsetting deri,vative :contracts were marlced "to gg.ar1qti each 
in f@ value recognized as unrealized, g,&s ,and ,losses recorded,k revenue ip our cqnso 
&ome. The unrealized gains and losses are realized as :a , .  gomponent ,-of revenue in the p,eriodi4 which we 
fulfill the requirements of the fixed-price contract and the derivatives are settled. To the extent that the 
uhrealized gains and losses of the fixetl-pricelfoiward contracts and the offsetting defivatives did not offset 
exactly, our earsiings experienced some volatility: At delivery, -tlie'gai& and losses on the fix6dd-ijficSEontraZts 
are offset by gains Ad losses on the deiivativeS,,resdlting in the realization of tlie'ecomkiiic gkh '  
we. anticil,iated at the time we stmctured the original transaction. ' 

sales. As a resuit, we ce,ased mar@ng the fixed-price,fomard enfracts . .  io:marlcet. . ,  

offsetting' derivative contracts as cash flow hedges of anticipated transactions.. ,As a result of t,p-;change, 
unrealized"gains and losses on these open derivative contracts are now recorded 'as a comp,op 
accumulated other comprehensive income and are recognized in earnings as a component of revenue whe 
hedged volumes &e sold. Hedge ineffectiveness, to the extent incurred, is reported as a component :of revenues 
and is not mateiial to om financial position, results of operations or cash flows. 'In addition; we co@irindly 
manage our positions to optimize value as market conditions and' other chynnstances charige-1 1 

I .  out of, the storage facility. . .  i > :  ' " I 

I .  :r : .  as market conditipns and other circumstances change. . I ! , .. r . 2 , -  ,L,... i '  . I  , 5.F. " ~ 

. "  

c .: . ; 

. ~ * . i ,  , .. "_ ~ 

Efffctiye :April 1, 2004, we elected to 'ireat .our fiixed-price,fo$ard contracts as 

" ; 8 1  A (  , I ,  

. .  . i .  

. I  .. ", , .  , .  . .  Trensmy . .  Actiidties > . : .I 
.-a During fiscal 2004, 'we entered:into four Treasury lo.ck agreements to fix the Treasuiy yield component of 

the interest cost of financing associated with the anticipated issuance of $ 8 7 5 i . d o n  of long,tem ,debti-We 
designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. Acdordingl$ to 
the extent effective, unrealized gains and losses associated with the.Treasmy :lock agreements are recorded as 
a component of accumulated other comprehensive,income. These Treasury~ lock agreements were. settled -in 
October 2004 with a net $43.8 million payment to the counterparties. Approximately $11.6; rni.llion oE;the 
$43.8 million obligation will be recognized as a component of interest expense over a five year period from the 
date of settlemenf, and the remainGg amount, appr;x&ately $322 nlivion:;'will be recognized as a cbponen t  

, ' The f a  va1u.e of our financial'derivatives is determined through a combination of prices. actiyely quoted 
on, national exchanges, prices proyided by other external sources and, prices- based on models  and^ ,otligr 
valuation methods. Changes .in the valuatiop of our financial deGvatives. primarily result from "changes,, .in 
market prices, the valuation of the po;rtfo,lio of our contracts, maturity q d  sqJt1emeqt:'of these qontracts.vd 

, .t . I  . 
of interest expense over . .  a ten'year peiiod from *he date of settlehient. < ,. 

. / . . .  I 
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more fully described in Note. 8. As permitted by SFAS 123, Accounting for Stock-Based Coilzpensation, we 
accounted for these plans under the intrinsic-value method described. .in Accounting Principles Board 
(APB),: Opinion 25, AccounHng fon Stock Issued to %Er.izployees through September 30, 2005. Under this 
meth0.d; no, compensation cost for stock options is recognized for stock-option awards granted at or. above fair- 
market value; ) ,  

Awards of restricted stock c e  vahedat the marlcet price of the Company's common sto& on, the date of 
hk unearned cbmpensation is horti'ed to operation a id  mah;enance expense over the 'vesting Jje$d 
stricted stpclc. As di'scuss{d below, beginning October 1,' 2005 we will account for'our stoclc-based , $  

, r; Had compensation .. % 8.. expense for our ,stoclc, options- issued under the,,Long-Tern Incentive Plan been 
-reco&zed based on the fair;value onLthe grant date undqr,fihe Fethodology pxescribed by SFAS 123,;our net 
impme , , .  I ; '  and earniggs,per share for the.years ended"September 30, . .  2005, 2004 and 2003 would iave been 

, . I  ' 

ation 'in accorklance G t h  SFAS 123 (revised), Slfare-Based Payment. 
! ! 8  

c: _1. . ,1  ifnpacted as . .  shown in! the foliowhg' I _  table: , , I  I 

i ( i  .,Year Ended, September 30 ~ 

a I /  % ' .  2005.. , 2004 ~ , 2003. ~ , 
, , 2 :  

. . . . . . .  r , '. .: I (In thqusands, ,except per share 

$86,227 ',I $7 
* ,Vd 

Net jhcome - as repoQed:,, ...................... : . . . . . . . . . . .  $135,785 
R.estricted stock compensation expense included in income, net 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 431 978 370 

fair-value-based method for all awards, net of fixes . . .  (3,161) -. (2,092) . - (1,362) 

oftax ,-'- 
I . .  

ock-based employee compensation expense detqr&ed 
' 

' I  / .  . 
. I  

.: Net income-pro forma, .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1$135,055 $55,113 $70,696 
~~ 

/ i  ~~ ( ,  , ' ! '  :i;' ~ai .&is  , : ,pet share: 

. ..i Basi,c,,eamipgs per share - pro [orma . . . .  . . . . . . . . . . . . . . .  $ 1.72 $ 1,57 $.  . 1.53 

Basic earnings per'share - as repoiced . . . . . . . . . . . . . . . . . . .  $ 1:73, ~ $. 1160 -i $ .1.55 
~~ 

-- . . .  

. : I ,  : I. d ear&gs per share - as, reported. . . . . . . . . . . . . . . . . . .  $ 1.72 . ~- $ 1.58 $ '1.54 . 
~~ . . .  . 

Diluted-earnings per share-pro f o m a .  . . . . . . . . . . . . . . . . . .  ; .  $ 1.71 ~~ $ 1.56 $ . ,1.52 
~~ 

I ~ ', . ,  , 0 , . I  
I .  ,I 

I?  I Atcumdated other comprehensive loss ,- Accumulated other comprehensiv,e loss, ,net of..tax;* as of 
September 30, 2005 and 2004 consisted of the following unrealized gains (losses): . 

September 30 .' I ' 3  

2005 a 2004 
(In thousands) - 1  

Unrealized liolding gains (losses) on investnients . . . . . . . . . . . . . . . . . . . . .  $ 684 $ (844) 

Cash flow hedges.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,957 7,583 
Treasury lock agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (23,982) (21,268) 

$ (3,341) $(14,529) 
, I  I 

, Recent accounting pij.oizouncenzents - During 2003, the Emerging Issues Task Force (EXTF) added to- 
its agenda EITF Issue 03-01, The Meaning of Other-Than-Temporary Impairment and Its Application to 
Certain Investments, to address the meaning of "other-than-temporary'? imp-airment and its application to 
certain investments carried at cost. In Novenlber 2003, the Task Force developed new disclosure requirements 

'concerning unrealized losses on available-for-sale debt and equity securities accounfed for under SFAS 115, 
Accounting for  Certain Investnzents in Debt and Equity Securities.. We have adopted the ~ disclosure 

7s 

I 

a: 
i: 
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; The : purchase' price for the TXLJ Gas acquisition was .approximately $1:9 billion (after ;dosing 
adjirstments. and, before .transaction costs and expenses), which we. paid in cash... We acquired !approxhately 
$112 million: of worlcing capital of TXU Gas after t1ie:~final;worldng capital and capital~expendituresrsettlement 
:was :negotiated during the third quarter. of 2065; which. resulted. in? a net payment to TXU Corporation; of 
'approximately $4.1 million. !We did not assume any ,indebtBdness:of! TXU Gas in, connection with the 
acquisition. ;TXU Gas retained certain assets, provided, for the .repayment of all of its inilebtedness and 
redeemed all of& preferred::stoclc prior :to closing and retained and agreed to pay,certain other.liabilities; hnd6r 

. . .  0 . I :  ( 8  , f  : 4 i,l. lr:.:..,.;'.,; 

. i  We funded the purchase price fos the TXW" Gas acquisition.$th apprpxin~a;ely $235.7 milliqn in net 

commercia! pqper backstopped by a senior unsecured revolving credit agreement, wh~ch we entered into on 
Septede ;  24;'2004 to provide bridge financing for the TXU Gas acquisition. In October 2004, we paid off the 
outstanding. c,oi$mercial paper used to fund the acquisition through the issuance of senipr unsecured, q; . , _..I*, notes on 
Octobef 22; 2004, which generated net proceeds of approximately $1.39 billion, and thk sale of'1<.1 'million 
shares of common stock on October 27, 2004, which generated net proceeds of $381.6.millio3.' ""' 

The-' following table summarizes the fair values of the assets acqu-ired an$liabilit&s 
October 1, 2004 (in thousands): 

: '  i '.Tra~ssaction~osts and expenses 

the terms of the acquisition a@eement;- . , / .  ~ , '.,,I s t . ;  . 

eeds:'€ro!n our orferieg. of ,approximately, , y , 9  "million shares' o f  ic 
19, 2004., and approximately $1.7 biilion in net proceeds fro: 

m!?n st6815 whit!? y C?l;n,l? 
issuq:> Q:$l?%!b 

' '' 

Cash purchase price. . . . . . . . . . . . . . . . . . . . . . . .  
. ., . , ; 

Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. A  . .  I ' , ;  . 
1 .  i. Accourits payable dncl accrued, gabilities ..:. . ; . ..: ..................... *?*::, . .  .>.:; 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,9 16,696 
::,>, I : , ; $ ! i , f '  ? ' I  ' -' ' 

' <  ' /  ' . ,  , ::, ,;.-r, I : . s , , ; . ,  ? > '  ; . .  I" , I  ( , .  

i':' The sale of TXU Gas's assets "was held through arcompetitiv8':bid probesd. We1 believe the resulting 
goodMl is recoverable given thelexpected synergies we can achieve as a result of the T.XU Gas acquis5onr'To 
that end, the TXW Gas acquisition significantly expands our existing utility operations -in - Texas.( iThe 
North Texas operations of TXU Gas bridge our geographic operations between our existing utility operations 
in West Texas and Louisiana. TXU Gas's headquarters and service area are centered in Dallas, Texas, which 
is also the location of our corporate headquarters. Further, the addition of the regulated pipelines and $tGrage 
operations in North Texas may create additional gas marketing and other opportunities for our non-regulated 
subsidiaries, which include gas marketing and storage operations. The goodwill generated in the acquisition is 
deductible for tax purposes. 
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4. Goodwill and Intangible Assets I, 1 1  

Goodwill and intangible assets were comprised of the following as of September 30, 2005 and 2004. 

i . l  
' Sectember30 ' 

I '  I '  2005 2004 "' 
. . .  I % i. ' . (  % 1 '(GI' tliousands~ ' r  . .. < 

. , (  Goodwill . . . . . . . . . . . . . .  1 . .  . . . . . . .  " . ,  . . .  ; . . .  .; . . . . . . .  " .  . . . .  . .  .'. . .: :-$7341280 '$'L41:368 
IntangibIe assets.. . :'. . . . . .  t . . . . . . . . .  , . . . . . . . .  3,507 

Total . . . . . . . . . .  .................... ~. . . . . . . . .  i .... ~. . . . . . . .  : .  . .  $737,787 ~ $245.,528.. . 

. .  - - . * . i  . . . . . . . . . . . . . . . . .  . ,4,1160. 
.:, i , I  

The follow& presents our goodvciill 6alance allocated by s e b e n t  dnd chnges in tlie balance for &e year 
I_ ended September 30, 2005: 

Natural Pipeliine 
Gas and Other 

Segment Segment Segment Segment Total, . 
(In thousands) 

$ 10,430 $241,368 

Utility Marketing Storage Nonutility 

, ! : . I *  ' . - Balahce as of Skitember 30, 2004 . I 

Other. .  . . . . . . . . . . . . . . . . . .  (69f) - - 

$206,656 $24,282 !. $ , 
* :  , - Intersegment transfer of assets(') . . . .  - 10,4iO (10,430) . . 1, - 

TXU Gas acquisition (Note 3) . . . . .  360,835''' I . - ' 132,768' - 493j603 

1) - :. . . . . . .  
Balance as of September 30, 2005 . . $566,800 $24,282 $143,198 $ - $734,280 

I , -  1 I 

Effective October 1, 2004, we created the pipeline and storage segment which includes the regulated pipeline and 
storage operations of the Amos Pipeline-Texas Division as well as the nonregulated pipeline and storage operations of 
Atmos Pipeline and Storage, LLC, previously included in our other nonutility segment. Accordingly, goodwill docable 
to Atnios Pipeline and Storage, LLC was transferred to the pipeline and sforage segment. 

Inform-ation regarding our intangible assets is included in the following table. As of September 30, 2005 
and 2004, we had no indefinite-lived intangible assets. 

September 30,2005 September 3Q, 2004 , 
Useful Gross Gross 

(Years) Amount Amortizktion 'Net Amount Amortization Net 
Life Carrying Accumulated Carrying Accumulated 
-- 

(In thousands) 1 f _I' 

Customer contracts . . . . . .  10- $6,521 $(3,014) $3,507 $6,521 $(2,361)' $4,160 . 
The following table presents actual amortization expense reco-&zed during 2005 and an estimate of 

0 ? I  

future amortization expense based upon our intangible assets at Septemb'er 30, 2005. 
I 

Amortization expense (in thousands): , , .  
. .  Actual for the fiscal year ending September 30, 2005.. . . . . . . . . .  . J .  . . . . . . . . . . . . . . . . .  : $653 

Estimated for tlie fiscal year ending: 
September 30, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  585 . 

i ,  i t  # September 30, 2007.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  585" 
September 30, 2008.. . . . . . . . . . . . . . . . . . . .  : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. September 30, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , . . . .  585 
September 30, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I 

585 

585 . 
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I ,,Nonutilitj H&&ing Activities . (  

, a  

For the . ,J ye,ar, .: I 7 ended September 30, 2005, the idcrease & $e defened hedging g i n  in accumulated other 
comprehenswe loss was attributable to increases in future commodity prices relative to the commodity prices 
stipulated i6 the'derivative contracts totaling $2.0 million and the recognition of $10.4 &on in net deferred 
hedge'losses i n a e t  income when the derivatives matured according to their terms. The net deferred hedge 
gains associated with open cash flow hedges remain 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 
deferrFd"kdging g& as of September 30, 2005 is expected to be r ecoazed  in net income ,, vviihin , .  the next 
fiscal yel% 

Under our risk management policies, we seelc to match our financial derivative.positions to: our physical 
storage positions as well as oqr expected current and future sales and purchase obligations to ma&+ ,no open 
positiohs at the end of each trading day. The determipation of OUT net open position as of any day, however, 
require$.& to' niakeiassumptions as to hture  circumstances, &cfuding the use of gas.'by our customers in 
relation to our anticipated storage and marlcet positions. Because the price risk associated with any net open 
position at the :end of each day may increise if the assumptions are not realized, we review these assumptions 
as part of our daily nionitorhg activities. We can also be affected by intraday fluctuations of gas prices; since 

for future de$very,earlier in the. day may not b.5 hedged !until later in 
ons related to our existing a,nd anficipated commi?mepts may oc~y. 
,2005, AEH had n o  net open positions (hcluding existing storage). 

4 . : 1 

At the close of b 
,i"l I "  

. r ,  *"  

AdQ$is~  of EITF 02-03 ' ' ' .t 2 

Oh'OCtober 25, 2002, EITF 02-03, Accounting for Con.tracts Involved in Energy Trading .and Risk 
Managenzent, was issued. It rescinded EITF 98- 10, Accounting for Energy Trading and Risk Managenzent 
Activities, and reqaired that 4 ,energy trading contracts entered into after October 25, 2002 be accountgd for 
pursu&t' to the provisions of SFAS 133, Accounting for Derivative I'zstruments and Hedging A5tiyities. 
Be-g January 1,2003, we have no longer marked our storage and transportation contracts to mar1Tet value 
each monthi in accordance k t h  EITF 98-10 and adopted EITF 02-03. As a result, we recorded $7.8 million, 
net of 'appkable income tax benefit, as a cumulative effect of a change in accounting principle iln fiscal 2003. 

..- . .  
~li.easui$ Acti&ies 

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasuxy yield component of 
the interest cost of financing associated with the-then anticipated issuance of $875 million of long-term debt 
subsequent to September 30,2004. This long-term debt was issued on October 22,2004 and was used to repay 
a portion of the commercial paper used to fund the TXU Gas acquisition, as described in Note 3. 

We designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. 
Accordingly, to the extent effective, unrealized gains and losses associated with the Treasury loclcs were 
recorded as a component of accumulated other comprehensive loss. These Treasury lock a, mreements were 
settled in October 2004 with a net $43.8 million payment to the counterparties. Approximately $11.6 million 
of the $43.8 million obligaiion wilI be recognized as a component of interest expense over a five year period 
from the date of settlement, and the remaining amount, approximately $32.2 million, will be recognized as -..A a 
component of ipterest expense over a ten year period from the date of: settlkrien!., ",,-e,. . 

. 

._ 
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Long-term debt 

Long-term debt at September 30, 2005 and 2004 consisted of the following: 

. 

First Mortgage Bonds 
, I )  

I, - 17,000 SeriesJ,9.40%due2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e 

j/ Rental property, propane and other term notes due in installments 
through 2013 7,839 9,830 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

....................... . . . . . . . . . . . . . . . . . .  Current maturities. . I .  (3,264) '+ (5,908) ' 

$2,183,104 $861,3 11 

_ - _ -  - - 

$249.3 million were used to repay debt under an acquisition credit facility used to finance our acquisition of iI 
i f  MVG, to repay $54.0 million in unsecured senior notes held by institutional lenders and short-term debt under 

our commercial paper program and to provide funds for general corporate purposes. Additionally, we sald 
4 1 inillion shares of our common stock in connection with our June and Jury 2003 Offering under the 

Unsecured 7.375% Senior Notes, due 2011 . . . . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 10% Notes, due 202 I 
Unsecured 5.125% Senior Notes, due 201 3 . . . . . . . . . . . . . . . . . . . . . . . . .  
Unsecured 4.95% Senior Notes, due 2014..  ......................... 
Unsecured 5.95% Senior Notes, due 2034 .......................... 
Medium term notes 

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

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

TJnseciired 6.75% Debentuies. due 2028 . . . . . . . . . . . . . . . . . . . . . . . . . . .  

350,000 
2,303 

250,000 
500,000 
200,000 ' 

10,000 
10,000 

150,000 

350,000 I 

250,000 
2,303 a ~ 

- 
- I  - 

10,000 
' 10,000 
1 so,ooo I 

, ,I 

1 ;I . _  
L,, Series P, 10.43%. due 2013.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,250 , 

. , 16,000 .. 
I0,OOO 

! / !  - 8: . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
' 1:' Series T, 9.32% due 2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

SeriesU,8.77% due 2022 -- 20,000 

Series V, 7.50%, due 2007 : 4, I67 : I  

Series Q, 9.75% due 2020 
- 18,000 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Ij . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  - 

Total long-term debt. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,190,142 868,550 
. I  

Less: 
Original issue discount on unsecured senior notes and debentures . . . .  (3,774) (1,331) 

In December 2001, we filed a registration statement with the Securities and Exchange Commission 
(SEC) to issue, from time to time, up to $600.0 million in new common stock and/or debt. The registration 
statement was declared e€€ective by the SEC on January 30, 2002. On January 16, 2003, we issued 
$250.0 million of 5.125% Senior Notes due 2013 under the registration statement, The net proceeds of 

. - - - 

ryistration statement to provide additional funding €or our Pension Account Plan. In July 2004, we sold 
? d o n  shares of our common stock, including the underwriters' exercise of their overallotment option. We 

used the net proceeds from this offering, together With borrowings under a bridge financing facility to 
consummate the acquisition of substantially all of the assets of TXl-J Gas and pay related fees and expenses. 

I 

I 
4. . *  
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0.40% to 1.00%. Eased upon our current credit ratings, bonowings would bear interest at our option of either a 
base rate or LIBOR plus 0.55%. Additionally, the facility is :subject to quarterly commitment fees ranging 
from .075% to .200%, dependent on our credit ratings. ,Based upon our current credit ratings, the commitment 
fee is 0.100%. On November 10,2005, a new $300.0 million 364-day revolving credit facihiy became effective 
with substantially the same ternb as our $600.0 rinillion facility. 

' We have a third upsecured facility in place for $18.0 millionthat bears interest at the Federal Funds rate 
plus 0.5 percent. This facility expired on March 31, 2005 and was renewed effective April 1, 2005 foF an 
additional twelve months with no material changes to its terms and pricing. At September 30, 2005, 
$14.9 d o n  was outstanding under this facility. 

' The 'availability of funds under our ,credit, facil,ities'is subject to conditions specified k ' i h e  respective 
credit agreements, all of which we currently nieet. These conditibns include our compliance with, financial 
covenants and the contkued accuracy of representatiolis add warranties contained in these agreement:. We 
are required by the financial covenants in both revolving credit facilities to maktain,,at the' end of each fiscal 
quarter, a ratio of total debt to total capitalization of no greater than 70 percent. Ai  September 30, 2005, oui 
total-debt-to-total-capitalization ratio, as defined, was 61 percent. In addition, both the interest niargin over 
the Eurodollar rate and the fee that we pay on unused amounts under both revolving credit facilities &e 
subject to adjustment depending upon our credit ratings. The new revolving credit facilities each contain the 

- ,  ' 1  1 
:, 

same limitation with respect to our total-debt . I  to-total capitaljzation i s \  ratio. 
8 ,  

2 .. I ... 
U?icommiti+ed ere$$ facilities ," ~ 

AEM had a $250.0 million u D c o d t t e d  demand worlcing capital credit facility that bore interest at the 
Eurodollar rate plus 2.5 percent that was scheduled to expire on March 31, -2005. On M.arch 30, 2005, the 
facility was amended and1 extended to March 31, 2006. This facility is guaranteed by AEH. 

Borrowings under the amended facility can be made either ,as revolving loans or offshore rate loans. 
Revolving lo& borrowings? will bear interest, at a floating rate equal to a base r+te (defined as the higher, of 
0.50% per annum above the Federal Funds rate or the lender's prime rate) plus 0.50%. 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 1.375% to 1.75% per arinurn, depending on the excess tangible net worth of AEM, as 
defined in the credit facility: id3orrowhgs drawn down under letters of credit issued by: the banlcs will bear 
interest at a floating rate equal to the base rate, as defined above plus an applicable margin; which will range 
from 1.125% to 2.00% per annum, depending on the excess tangible net worth oZ;4EM and whether the letters 
of credit are swapLrelated standby letters of credit. 

facility to maintain, a maximuin rat& bf t-otal 
Jiabilities to tangible net worth of .5  to 1, along wit m levels of,net vdrlcjng capital ranging from 
$20 nlillion to $50 &on. Additionally, AEM must am a m&imqm tangible net worth ranging from 
$21 million to $51 million, and must not have a maximum cumulative loss from March 30, 2005 exceeding 
$4 d o n  to $10 million, depending on the total amount of bprrowing elected from t iqe $0 time by AEM. At 
September 30, 2005, AEM's ratio of total jiabilities to tangible net worth, as defked, was 2.18 to. I. I 

At September 30, 2005, no anlounts were 0utsYandiiig"under this credit facility: However, at Septem; 
be? 30, 2005,,AEM letters of credit totaling $123.6 ,&on had been,issued under tbe facqty, which reduced 
the amount a$aiiable by a corres$onding amount. The amount avdabre und.er this 'ti&'d$fadility is alsq,,lin;lited 
by vaiious covenants, including covenants based on worl&g capital. Undefi .the' zosi ~$n.ctiv~q do,yen'a$, th'e" 
amount available to AEM under this credit facility was $26.3 nzillion at September 30,' 2005. This line Gf 
credit is collateralized by substantially all of the assets of AEM ahd is guaranteed by AEH. 

We also have an unsecured short-ter? uncommitted credit line for $25.0 nil.I.ion that is used for working 
capital and letter-of-credit purposes. There were no borrowings under this uncoqnGtted credit . .  facility: at 

I 

8~ I t  
I .  

, , ,  

AEM is required by the financial covenants .in 

85 !.il:il 
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,, ..: Ma@rities of long-term! debt at SeRtember" j,0, 2005 were,as folloys (in thousands): ,, 
! . ! i  , , I  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 .  2006. 

. . . . . . . . . . . . .  . . . . . .  ......................... .... 
I 20QT.. .I . .  I .  . 1 ! i  ~. . .  . : . . I .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , ~ .., 2008 . . . . . . . . . . . .  . : i 1 8  . i .303,8,31 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 034 

?009:,:.. ,. ;' , . ,  !: . ,  I 

38i:  

Thereafter 1'. .:.L.. . . . . .  ; ~ J .  .... ; . .  .,i,. . . .  . , : a -  I . ? .  . . . . .  ..:. . .  1,4lG,444 ;' ,,- 
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ATMOS ENERGY CORPORATION 

NOTES, TO CONSULLDPTED l?INANCLblL STATEMENTS - (Continued) 

the Mid-States Division. Nonemployee directors are also eligible to receive such stock-based cornpensation 
under the 1998 Long-Term Incentive Plan. The objectives of these plans include attracting and retaining the 
best personnel, p~oviding for additional performance {igcentives and promoting our success by providing 
employees with the opportunity to acquire common stock. 

1998 Long-Term Incentive Plan 

On August 12, 1998, the Board of Directors approved and adopted the 1998 Long-Term Incentive Plan, 
which became effective OctobeI 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, restricted stock and performance- 
based stock to help attract, retain and reward certain employees and non-employee directois of Atmos and its 
subsidiaries. We are authorized to grant awards for up tp a maximum of 4.0 miVion shares of common stock 
under this plan subject to certain adjustment provisions. As of September 30, 2005, non-qualified stock 
options, bonus stock and restricted stock hav'e been issued under this plan, and 1,290,292 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 Eroni the date of the grant and vest annually over 
a service period ranging €rom one to t h e e  years. 7 

, 
' I /  

A summary of actiyity for grants of stock option; unde; the 1998 , , I  6 Long-Term Inc!entive Plan follows: 
1L 2005 , 2004 2003 

~ Weighted Weighted . , Weighted Average 

Number of Exercise Number of Exercise Number of ' Exercise 
Options Price Options Price Optioos Price 

Outstanding at beginning of year . . 1,492,177 $22.10 1,827,310 $21.91 , 1,557,606, $21.87 

.................... (92,989) 17.79 Zxerdised (547,907) 22.08 (342,252) 20.91 

Average Average 

. . . . . . . . . . . . . . . . .  23,432 25.95 8,118 24.44 411,860 21.37 

Forfeited. .................... (2,998) , '  22.81 , ' '(999) 22.49 (49,167) 23.89 

Outstanding'at end of year . . . . . . .  1 964,704 $22.20, 1,492,177 $22.10 1,827,310 $21.91 

Exercisable at end of year . . . . . . . .  $98,574 $22.22 . 1,006,859 $22.23 868,lgg' $2'1169 
$ 1  

4: * , 

Information aboui outstanding and exercisable options under the Long-'Term Incentive Plan, as of 
September 30, 2005, follows: 

Options Outstanding 

Options Exercisable 'I Weighted , 
Average Weighted 

Contractual Average Average 
Number of Life Exercise Number of Exercise 

I. 1, Remaining Weighted 

Range of Exercise Prices Options (in Years) Price Options Price 

$15.65 to $20.24.. . . . . . . . . . . . . . . . . .  65,499 
$20.25 to $22.99. . . . . . . . . . . . . . . . . . .  580,422 
$23.00 to $25.951.. . . . . . . . . .  8 % : .  . . I .  . .  2 318;783 

g64,?70.4 $i5.$5 to $25.95.. . .  .': . . . . . . . . . . . . .  ; ! ;  i- 

f'! ,. ., 

7 i !  " ". 
. I * .  - 

( I .  c , , .  

I L ' ! i  I, 

4.4 
6.8 

* 4.9 

6.0 

89 

$15.66 65,499 
$21.87 444,536 
$24.15 288,539 

$22.20 798,574 

$15.66 
$22.03 
$24.00 

$22.22 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Outside Directors Stock-For-Fee Plan 

In November 1994, the Board adopted the Outside Directors Stock-for-Fee Plan wllich was approved by 
the shareholders of Atinos in February 1995 and was amended and restated in November 1997. The plan 
permits non-employee directors to receive all or part of theirlannual retainer and meeting fees in stock rather 
than in cash. 

Equity Incentive and Deferred Cornperzsation P ~ J I  for Non-Employee Directors 

In November 1998, the Board of Directors adopted the Equity Incentive and Deferred Compensation 
Plan for Non-Employee Directors which was approved by the shareholders of Atmos in February 1999. This 
plan amended the Atmos Energy Corporation Deferred Compensation Plan €or Outside Directors adopted by 
the Company on May 10, 1990 and replaced the pension payable under the Company's Retirement Plan for 
Non-Employee Directors. The plan provides non-employee directors of Atmos with the opportunity to defer 
receipt, until retirement, of compensation for services rendered to the Company, invest deferred compensation 
into either a cash account or a stock account and to receive an. annual gsant of share units €or each year of 
service on the Board. ? I  

? "  

variable pay Pian 

The Variable Pay Plan was created in fiscal 1999 to give each employee an opportunity to share in the 
success of Atmos based on the achievement of key performance measures considered critical to achieving 
business objectives for a given year. These performance measures may include earnings growth objectives, 
improved cash flow objectives or cnicial customer satisfaction and safety results. We monitor progress towards 
the achievement of the perform-ance measures tliroughout the year and record accruals based upon the 
expected payout using the best estimates available at the time the accmal is recorded. 

9. Retirement and Post-Retirement Employee Benefit Plans 1 I '  

We have both funded and unfunded noncontributory defined benefit plans that together cover subst&- 
tially all of o w  employees. We also maintain post-retisemenfplans that provide health care benefits to retired 
employees. Finally, we sponsor defined contribution plans which cover substantially all employees. These 
plans are discussed in fiirther detail below. 

Defiiied Bentfit Plam 

Enzployee Peizsion Plans 
,,- 

As of September 30,' 2005, we maintained two defined benefit plans: tlie Atmos Energy Cofporaiion 
Pension Account Plan and the Atmos Energy Corporation Retirement Plan for Mississippi Valley Gas Union 
Employees. Both plaiis are held within the Atmos Energy Corporation Master Retirement Trust (the Master 
Trust). 

The Atmos Energy Corporation Pension Account Plan (the Plan) was established effective January 1, 
1999 and covers substantially all employees of Atmos. Opening account balances were established for 
participants as of January 1, 1999 equal to tlie present value of their respective accrued benefits under the 
pension plans which were previously in effect as of December 31, 1998. The Plan credits an allocation to each 
participant's account at the end of each year according to a formula based on the participant's age, service and 
total pay (excluding incentive pay). Although we did not assume the existing employee benefii liabilities or 
plans of TXU Gas, we agreed to give certain transitioned employees credit for years of TXU Gas service under 
our pension pIan. 
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The fdlowhg table presents asset allocation information for the Master Trust as of September 30, 2005 
L ,  and 2004.L 

Actual Allocation 

2004 
Targeted September 30 

Security Class Allocation Range 2005 

Domestic equities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35% - 55% 45.0% 40.8% 
International equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ' '  10% - 20%' 17.9% 17.1% 

company st&. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0% - 10% 9.1% 9.0% 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9.6% 11.0% 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Fixed income' 10% - 30% 18.1% 21.1% 

Other assets 5% - 15% 
Cash and equivalents 

At September 30, 2005 and 2004, the Plan held 1,169,700 shares of Atmos cornrnon stock, which 
:: income 

. .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  N / A  0.3% 1.0% 

represented 9.1 percent and 9.0 percent of total Master Trust assets. These shares generated dividend ! 

of approximately $1.5 n f i o n  and $1.4 million during fiscal 2005 and 2004. 

Our employee pension plan expenses and liabilities are determined on an actuarial basis and are affected 
by numerous assumptions and estimates including the market value of plan assets, estimates of the expected 
return on plan assets and assumed discount rates and demographic data. We review the estimates and 
assumptions underlying our employee pension plans annually based upon a June 30 measurement date. The 
development of OUT assumptions is more fully described in our sigmfkant accounting policies in Note 2. The 
actuarial assumptions used to determine the pension liability for the Master Trust were determined as of 
June 30, 2005 and 2004 and the actuarial assumptions used to determine the net periodic pension cost for the 
Master Trust were determined as of June 30, 2004, 2003 and 2002. These assumptions are presented in the 
following table: 

Pension Liability Pension Cost 
BO5 2004 2005 2004 2003 - - - . - - - - - - -  

Discdunt rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.00% 6.25% 6.25% 6.00% 7.25% 
Rate of Compensation increase . . . . . . . . . . . . . . . . . .  4.00% 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets.. . . . . . . . . . . . . . . . .  8.50% 8.75% 8.75% 9.00% 9.25% 
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Supplemental Executive Benefits Plan which covers all employees who become officers or division presidents 
after August 12, 1998 or any other employees selected by our Board of Directors in its discretion. 

Pension Liability . h R B i O n  C09t 

2005 2004 2005 2004 20Q3 ___ -- - a -  - I 

Discount rate , , , . . . , . . , , . . , e , , , , , , . , . . , . . , . , 
Rate of conipensalion increase , . . , , , , , , , , . , , . . , , 
The following table presents the supplemenial plan's accumulated benefit obligation, projected benefit 

5.00% 
4.,00% 

6.25% 6.25% 6.00% ,&7.25% 
4.00% 4,00% 4.00% 4,.00% 

I 

obligation and funded status as of September 30, 2005 and 2004. I 

' 2005 ' 2004 _.- 
( i n  thousands) 9 

Accumulated benefit obligation,. , a , ,  . . , 
Change- in projected benefit obiigation: 

. . . , , , , , . . . . , , , . . . . , , .  ; $ 86,661 $ 64,754 

Benefit obligation at beginning of year , . , . , . , . , , . . . I . , . , . . . . . . . 
Service cost.. , , , , , , . , . , , , , , . . I . .  , , . . , , , , . I \ ,  , . . . . , . . , . . . . . + .  
Interest cost , .'. . , , . , . , , .  . , * .  . , . . , . , , , . , , ,  , I . , , .  . 
Actuarial loss (gain) . , , , . , , , . . . . , . , , , , , . , , . I , I  , , ,  , , , , , .  

Bentfits paid, , , , , . , . , , , , , , , , . , , , , , . . , . , . , . I , , , . . . , . I /  , I , , . . , , , , 
Benefit obligation ai end of year , , , , , . , , , . . , , . . . . , , . , . , . , . . I . , 

Pair vafu'e' of plan assets at beginning of year, . , , , , . I . , . , , I . . . . , , I - 2  

Benorits paid I , , , I , . , I , , . , , , , . a , , , , , , , , , . . I , , . I , , . , , I .  , . . , , . , 
Pkir value of plan assets at end of year, , , , , , , , 8 a , . . , , , . , , . , , . . . . . 

$ 73,998 $ 71,659 

4,658 4,324 
20,637 (682) 
(3,496) (3,34.0) 

97,941 

I* 

, I  

I 

Change in plan assets: 

3,496 3,340 
(3,496) (3,340) 

Wese'eogiaized iransition obligBtion. , , , . . , , , . . I , , , , , I I I . , , I . , I I + 

Urareeogmized prior service cost , I . ,  , . 1  9 , .  I .  * 8 I I I * I * I I . .  , I ,  I I . ,  I .  I 

Unreeogaaiied iiet loss , . I I , , I I , , . . , , , , , . . , , . I I . , . , I , I I . . a I , I 

2,766 . -3,728 
40,934 - 26,987 

6 ,  
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Supplemental Disclosures For Defi'ned Benefit Plans with Accumulated Benefit Obligations in Excess of 
Plan Assets $ 7  

The, foUowing summarizes key information? for our defined benefit plans with accumulated benefit 
obligations in excess of plan assets. For fiscal 2005 andz2004-the accumulated benefit obligation for the MVG 
plan and our supplemental plans exceeded the fair value of plan assets. 

Employee 
Pension Plans Supplemental Plans 

2005 2004 2005 2004 I <  

' (In thousands) , 
3 )  Projected Benefit Ogligation. . . . . . . . . . . . . . . . . . . . . . . .  $13,550 ' $8,840 $97,941 $73,998 

Accunzulated Benefit Obligation . . . . . . . . . . . . . . . . . .  10,738 6,555 86,661 64,754 
Fair Value of Plan Assets . . . . . . . . . . . . . . . . . . . . . . . . .  6,465 4,482 __ - 

I 

Estimated Future Benefi't Payntents 

The following benefit payments for our defined benefit plans, which reflect expected fiture service, as 
appropriate, are expected to be paid in the following years: 

1 
Pension Supplemental 

Plans Plans 
(In thousands) 

i >  

2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , .  . . . . . . . . . . . . . . .  . . . . . . . . . . .  $ 29,877 $ 3,856 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,008 27,991 
. . . . . ( . . . I . .  . . . . . . . . . . . . . . . .  . I . .  . . . . . . . . . . . . . . . . . . .  27,725 4,136 

3 %  ' 
09 . . .  .I. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .-. . . . . . . . . . . . . . . . . .  28,747 4,400 ' 

1 0 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,440 . 5,026 , 
1 

* , I  2011-2015 . . . . . .  .<. ....................... . ' . I . , . .  . . . . . . . . . . . . .  145,506 4 27,368 
. I  

Postretirement Benefits 

At September 30, 2005, we sponsored the ReQee Medical Plan for Retirees and Disabled Employees of 
Atmos Energy Corporation (the Atmos Retiree Medical Plan). Effective December 31, 2004, the Atmos 
Energy Corporation Retiree Welfare Benefits Plan for Certain MVG Non-Union Employees and the Atmos 
Energy Corporation Retiree Welfare Benefits Plan for MVG Union Employees merged into the Atmos 
Retiree Medical Plan. , 

This plan provides medical and prescription' drug protection to all qualified participkts based on their 
date of i-etirement. The Plan provides different lev& of benefits depending on the level of dbverage chosen by 
the participants and the terms of predecessor plans; however, we generally pay 80 percent of the projected net 
claims and administrative costs and participants pay the remaining 20 percent of this cost. 

On October 1, 2004, in connection with the acquisition of TXU Gas, we transitioned certain employees 
from TXU Gas to Atmos Energy Corporation. Although we did not assume the existing employee benefit 
liabilities or plans of TXU Gas, we received a credit of $18.9 million against the purchase pIice to permit us to 
provide partial past service credits for retiree medical benefits under the Atmos Retilee Medical Plan. The 
$18.9 million credit approximated the actuarially determined present value of Ihe accumulated benefits related 
to the past service of the transitioned employees on the acquisition date. 

Generally, our fLuding policy is to contribute annually an amount in accordance with the requirements of 
the Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are 
made annually as considered necessary. Contributions are intended to provide not only for benefits attlibuted 

. 
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. The following table presents the postretirement, plan's benefit obligation and funded status as of 
I , .: ,- ~ 

1 ,  ' .? 
, I .  September 39, 2005 and 2004. . , i .  

2005 .. ,2004 
2 - 7  . (In thousands) 

Change in benefit obligation: 
Benefit obligation (at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 125,189 $137,285 

' 5,941 Service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,968 

........ ' I  ..;'.'. :::.. 2,131 . 1,900 . . . . . . . . .  :'. . . . .  

. I  , 

I 
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  : . . . . . . : . . .  - 9;369 7j355 
Plan participants' contribtitions 

Acquisi&op . . .  . . .  .Ia. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  
. . . . .  Actuarial Ioss (gain) . . . . . . . . . . . . . . .  ' *  I . .  . . . . . . . . . . . . . . . . . . . . . . . .  . > 7 , " . ' G  ,' I: 16,449 ' (17,038)' '.' 

1," I 8 ,  \ 

I ( !  . > I '  i , ;a: :, 

. . . . . . . . . . . . .  ...... : . * . .  . . . . . . . . . . . . . . . . . . .  . (  
8 ii ' 8 ,  . . . .  L, f I 

Benefits paid:. 1. . ! 

i Benefit obligation at end. of.year :,. .i., I , .  I .  . .:. ; . . . . . . . . . . . . . . . . .  . . .  . . . .  
Change in pian assets: 

Fair value of plan assets at beginning of year.. .................... 
Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 .  . . . . .  
Einployer contributions .T i! 1;. ;j:':. I.;. . . .  .I . . . . . . . . . . . . . . . . . . .  .-. . . . . .  I 
Plan participant2 contributions .'i . . .  
Benefits-paid. !:. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

assets at end of year.. . . . . . . . . . . . . . . . . . . . . . . . . .  

I . ,  , ,I i . . .  : . . . . . . . . . . . . . .  "!. . . . . . . . .  
. . !? , ,  

, I /  ' 1 *  :.. 

170,930 125,l-89. 
, .  . : _., 

36,408 26,310 

.9,993 13,757 

(1 1,054) (10,254) 

39,843 36,408 

I 

2,365 4,695 

2,131 1,900 

Reconqii&ition: , ,i ! , , 
Funded status : 7 .  . . . .  . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  (131,087) (88,781) 
Unreco-ezed- kagsition obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,665 14,176 

Unrecognized net loss . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28,513 12,981 

Accrued postretirement cost ;::," . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (89,515) . $(60,844) 

, .  

Unrecognized prior service ;cqt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  394 780 

Net periodic postretirement cost for 2005, 2004 and 2003 is recorded as, a,, compqnent of, operatkg 
expense and included the components presented below. The 2005 and 2004 a i b n t s  reflectl'the impact of 
adopting the provisions of the Medicare PrescriptionSDrug, Improvement and Modernization Act-of 2003 (the 
Act) beginning in the ! second 'quarter of Escal 2004 as the plan is considered "actuarially eqicvalent" to 
Medicare Part D. I . ,  : i i  ! " ,I < > , , r \ . L  :'I 

_ _  Year Ended September 30 .- . 
2005 ' . 2004 ' . ' 2003 

L,.! , : ;{,!! , , * ! :.la, T , ! :  / I  

- - - .  c ,  

I ? .  . . . .  . . : .  , . . * 4 .  

(In thousands) . 
, ) .  . , . ,  . .  

z ,  

' Components of ne; pe,~odic postretirement. cost: ' 1 . .  . ' : I  6 I* . , 

Service cost ,.?.'. . ,5 .1  :;. .:(,. . .  :. . . . . . . . . .  . I  .i. . . . . . .  ";. ............ 
Interest cost; . . .  . I .  ............. . I .  i~... . .:: . . . . . . . . . . . . . . . .  .I. 

Amortization of tr8nsitioh"obligation . . . . . . . . .  ; . . . . . . . . . .  . . .  1,5 I 1 

$ 9,968 s;' 5,941 $ 5,90,2! 
9,078 

1,511 1,s i i  

4 .. 
i_ . . : 9;359 :'., . 7,355. 

. Expected return on assefs. i;:. . . .  ;.. . .  :. . . . . . . . . . . . . . . . . . .  :. ' :+  c2;070) (1,523) (1,012) : 
.'. 

Amortization of prior service cost ............. : .i: . . . . . . . .  .i.! 386 .; ' .  I 386 368 
i '. Recognized actuarial loss .! . . . .  : . * : ; . , , ' . . I . .  . . . . . . . . . . . . .  :i 622 63 5 1,778 r ,  

~ _ _ _ _ _ _ _ ~  
,., ). 

i :  1 

Net,penodic, postretire t, cost,. I i': . . . .  :. ... -1.. . . . . . . . . . .  --- $19,786 '$14,305 $17,625 . - ~ -  2 , . > I  I . ' ,  I '  
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50 percent of a participant's contribution, limited to six percent of the pa~'ricipant's eligible contribution. 
Participants are also permitted to take out loans against thelr accounts subject to certain restIictions. 

8 1  \ , - )  a .  I ' , ' ,i ,Q 

Matching contributions to our defined contribution plans are expensed as incurred and amounted to 
$5.7 nillion, $4.6-mdlion, and $4.1 million for 2005, 2004 and 2003. The Board of DiIectors may also approve 
discretionary contributions, subject to the provisions of the Internal Revenue Code of 1986 and applicable 
regulations of the Internal Revenue Service. No discretionary contributions were made for 2?05,2004 or'2003. 
At September 30, 2005 and 2004, the Retirement Savings Plan held 3.1 percent and 3.7, pqcent of our 
outstanding common stock. 

18. Details of Selected Consolidated Balance Sheet Captions 
i ' 

.:i- 

The following tables provide additional idormation regarding the composition of certain of our balance 
sheet captions. 

, 
Accounts receivable 

Accounts receivable was comprised of the following at September 30, 2005 and 2004: 
September 30 

(In thousands) 
2004 ' 2005 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Billed accounts receivable.. 3381,469 $187,306:' 
Unbilled revenue . . . .  . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  15,991 -. . I .  ., 62,337 
Other accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,120 15,727 

Total accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  469,926 219,024 
. . t  Less'allowance 'for doubtful accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (15,613) (7,214) 

Net accounts.receivable ............................. :.. . . . .  :. . . . .  . .7.:. :, , $45433 13 , ,$21&,8,lO 
!: ._ I .  l . , : . l  = 

I.. j i f , ; ; :  I .., 1 L  .. Otlier cttrreiit isseis 
I 1 I , '  

Other cunent,:assets as of September 30, 2005 and 2004 were comprised of the fobo@g , accounts. , C !  7;':: -7  

, September 30 . . 
: 

. zoo5 , * ,  '2.009'. . I  

... '7 . : , c . . :. , ' I  ! , .(lnlthousan&) 
.... . .,_ . . Assets from nsk&anagement activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Deferred gas cost - .  

Current deferred tax asset, 
Prepaid expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Materials and supplies. 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current portion of leased assets receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

101 

$107,913 
38,173 
67,365 
13,334 
2,973 
7,502 

978 

$23 8,238 

$44,446 
8,756 

27,327 
9,194 
2,973 
2,626 
4,003 

$99,319 I I  

. I  
! I  
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NOTES TO CONSOLIDATED E3cwAT\JCW STATEMENTS - (Continued) 

Other errwent liabilities 

Other current liabilities as of September 30, 2005 and 2004 were comlirised of the following accounts. 
September 30 

2005 2004 
(In thousands) 

Customer deposits . . . . . . . .  . . . . . . .  . " . . . " . . i . ' ' . . . . . . . . . . ' . . .  
Accrued eniployee costs . . . . . . . . . . . . . . . . . . . .  
Defen-ed gas costs . . . . . . . . .  .................... 
Accrued interest . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  
Liabilities from r i s k  management activities . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxes payable.. . . . . . . .  . . . . . . . . . . . . . .  . . . . . . . . . . . .  

Regulatory cost of removal accrual . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  
. I .  " I  

Rost-retirement obligatio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . .  

. . . . . . . . .  

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

$ 89,918 
26,409 

134,048 
53,675 
61,920 
66,083 

11,565 
54,450 

$503,368 

5,300 

$ 44,474 
15,729 
543 14 
21,893 
39,458 
22,930 
5,300 
7,653 

26,731 

$238,682 

Deferred credits and other liizbilities 
, I  

Deferred credits and other liabilities as of September 30, 2005 and 2004 were comprised,of the following 
accounts. 

September 35 
2005 2054 

(In thousands) 
-- 

Post-retirement obligations . .  . . . . . . . . . . . . . . .  .. ....................... $ 84,215 $ 55,544 
Nonqualified retirement plan obligation . . . . . . . . . . . . .  $, ! . .  . . . . . . . . . . . .  
Customer advances for conzlruction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
L,iabilities from risk maqagement activities . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

.54,901 ::I  49,279 
14,120 18,872 
1J38 15,3 16 

5,488 7,021 
5,479 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,739- , .  10,555 

Total ................................. .;. . . . . . . . . . . . . .  .;. . . . . . . . . . .  $199,615 $143,136 

. .  

. . .  ' ' 8,084 I : i  
: -  

, .  Re@latory'liabilities . ~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  ' 
. , -  . . I  

! -  , .  - ,  
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NOTES TO CONSOLDATED B ” C U  STATEMENTS - (Continued) 

12. Income Taxes 

The components of income tax expense from continuing operations for 2005, 2004 and 2003 weIe a,s 
follows: 

2005 2004 2003 

(In thousands) 
-- 

Current 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . Federal $61,508 $ 9,003 $(13,446) 

State 8,569 2,021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (441 1 
, .  

Deferred 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . Federal, .  . .  :’. 11,453 35,970 54,656 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (549) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,690 

$82,233 $51,533 $ 46,910 

State 1,217 5,079 
Investment tax credits (514) (535) 

= -I 

The provision (benefit) for income taxes is included in the consolidated financial statements as foUows: 
2005 2004 2003 

(In thousands) 
--- 

Income tax before cumulative effect of accounting change.. . . . .  
Cumulative effect of accounting change 

$82,233 $51,533 $46,910 
( 5 , 1 17) 

Income tax expense $82,233 $51,538 $41,793 

- - . . . . . . . . . . . . . . . . .  
pp 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
--------= 

: 1. 

During 2003,. we recorded a cumulative effect of accounting change to reflect thel adoption of 
EITF 02-03, as described in Note 5. The $5.1 million benefit on the cumulative charge reflects a federal and 
state tax benefit of 39.7 percent. 

Reconciliations of the provision for income taxes before the cumulative effect of accounting change 
computed at the statutory rate to the reported provisions for income taxes from continuing operations for 2005, 
2004 and 2003 are set forth below: I 

2Q05 2004 2003 
(In thousands) 

p _ _ _ _ i -  

Tax at statutoiy rate of 35% $76,306 $48,218 $44,230 

State taxes (net of federal benefit) 6,361 4,615 4,062 

Income tax expense $82,233 $51,538 $46,910 
- _ _ _ _ 1 =  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . .  . . Common stock dividends deductible for tax reporting (1,088) (985) (993) 

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

(310) (389) Other, net. ......‘. p- 654 

t .  
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NOTES TO CONSBLTDATED FINANCIAL STATER4ENTS - (Continued) 

Litigation, which was remanded to the same court in January 2001. The plaintiffs in these two lawsuits that 
have now been consolidated,, who purport to represent a class of royally owners, allege that the defendants 
have underpaid royalties on gas talcen from wells situated on non-federal and non-Indian lands in Kansas, 
Colorado, and Wyoming, predicated upon allegations that the defendants' gas measurements are inaccurate. 
The plaintiffs have not specifically alleged an amount of damages. The District Court denied an earlier motion 
in these proceedings to certify a class but gave plaintiffs permission to try io seek certification of a revised 
class, which we intend to oppose. We believe that the plaintiffs' cla.hs are lacking in merit, and we intend to 
vigorously defend this action. While the results of this litigation cannot be predicted with certainty, we believe 
the final outcome of such litigation will not have a material adverse effect on our financial condition, results of 
operations, or net cash flows, 

Vest Texas Division 

)We were the plainiiff in a case styled Eizergas Company, a Division ofAtnTos Energy Corporation v. 
ONEOK Erstergy Mdketirzg and Twding Company, L.P., QNBOK Wesr'ex Transmission, Inc. and ONEOK 
Energy Marketing and TTadiizg Company 11, filed in December 2001, in the 72"' Judicial District in the 
District Court of Lubbock County, Texas. 'This case was filed to recover damages resulting from various 
claims involvingcthe sale, measurement, transportation and balancing of natural gas. TMs case and all related 
claims have been settled. The settlement did not have a mateiial effect on our financial condition, results of 
operations or net cash flows. 

United Cities Propane Gas, Inc. 

United Cities Propane Gas, Inc., one of our wholly-owned subsidiaries, is a party to an action filed in 
June 200O'that is pending in the Circuit Court of Sevier County, Tennessee. The plaintiffs' claims arise out of 
injuries alleged to liave been caused by a low-level propane expIosion. The plaintiffs seek to recover damages 
of $13.0 million. Discoveiy activities continue in this case. We have denied any liability, and we intend to 
vigorously defend against the plaintiffs' claims, This case has been set for trial in December 2005. While tlie 
results of this litigation cannot be predicted with certainty, we believe the final outcome of such litigation will 
not have a material adverse effect on our financial condition, results of operations or net cash flows. 

, We axe a party to other litigation and claims that arose in the ordinary course of our business, including 
cei-tain litigation and claims that arose in the oTdinary course of the business of TXU Gas Coriipany, the 
natural gas distribution and pipeline operations we acquired on October 1, 2004. While the results of such 
litigation and claims cannot be predicted with certainty, we believe the final outcome of such litigation and 
claims will not have a material adverse effect on' our financial'condition, results of operations or net cash flows. 

1 ,  I 

Ein&wiinzentd Matters , 

Manzlfnctured Gas Plant Sites I -  

We are the owner or previous owner of manufactured gas plant sites in JohnsoIi City and Bristol, 
Tennessee, and Hannibal, Missouri, which were'used to supply gas prior to the availability of natural gas. The 
gas manufacturing process resulted in certain byproducts a i d  residual materials, including coal tar. The 
manufacturing process used by our predecessors was an acceptable and satisfactoiy process at the time such 
operations were 'being conducted. Under current environmental protection laws and regulations, we may be 
responsible for response actions with respect to such materials if response actions are necessary. 

United Cities Gas Company and the Tennessee Department of Environment and Conservation 
(TDEC) entered into a consent order effective January 23, 1997, to facilitate the investigation, removal and 
remediation of the Johnson City site. Prior to our merger with United Cities Gas Company in July 1997, 
United Cities Gas Company began the implementation of the consent order in the first quarter of fiscal 1997, 

' 
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Pur-chase Conznzitrizerits 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the 
forward W E X  strig or fixed price contracts. At September 30, 2005, AEM was committed to 
purchase 32.3 Bcf wit& one year, 29.2,Bcf within one to three,years and 9.9 Bcf after three years under 
indexed contracts. AEM is committed to purchase 1.3 Bcf wi&n one year +d 0.4 Bcf within one to three 
years unde; fixed price contracts with piices ranging from #$5.24 to $17.50. Purchases under these contracts 
totaled $1,421.2 million, $1,252.2 million and $1,454.8 million for 2005, 2004 and 2003. 

Our utility divisions, except for our Mid-Tex Divkion, maintain supply ’contracts with several vendors 
that generally cover a ljeriod of up to one year. Co’&initments for estimated base gas volumes are established 
under tlikse contracts on a monthly basis at contractually negotiated prides. Commitments for hcreniental 
daily purchases are made as necessary during the month in accordance with the terms’of the individual 
contract. 

, .  

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our 
custokers in its service area which obligate it to purchase specified volumes at market prices. The estimated _ .  
cornrnitments under these contracts as of September 30, 2005 are as foLIows (in thousands): 

2006 .” .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2007:. . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  
2009 . . . . . . . . . . .  

Thereafter . . . . . . . . . . . . . . . . . .  

. . . . . . . . . .  

. . . . . . . . .  
I . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$1,27 5,427 

Other 

In J?ua,ry ?005, we signed a letter of intent with a third party to jointly construct, own and operate a 
45-mile large diameter natural ‘gas pipeline in the, northern portion of the DalladFort Worth Metroplex. 
Under terms ‘%j the Jetter of intent, the third pa% will provide the initial capital to build the pipeline and we 
expect to contribute $45.0 nlillion within two years of signing of a definitive agreement. We expect to execute 
this agreement during the first’quarter of fiscal 2006 and the pipeline is currently expected to be placed into 
service in fiscal 2006. 

During the third quarter of 2005, we entered into two agreements with third parties to transport natural 
gas through our Texas intrastate pipeline system 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 
approximately $32.0 nlillion in 2006 for these projects. 

On Augtwt 29, 2005, Hurricane Katrina struck the Gulf Coast, inflicting sigdicant damage in our 
eastern Louisiana operations. The hardest hit areas in our service area 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. A significant number of these customers will riot require gas service for some time 
because of sustained damages. We cannot predict with certainty bow many of these customers will return to 
these service areas and over what time period. Additionally, we cannot accurately determine what regulatory 
actions, if any, may be taken by the regulators with respect to these areas. Finally, although we believe our 
insurance will cover all losses in excess of our deductible, it is possible that certain of these losses may not be 
fully recoverable. 

I ‘ 
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I I The related future minimum lease payments at September 30, 2005 were as follows: 
J - ;  

Capital Operating 
Leases Leases 

(In thousands) 

, .  " . . " . . .  . . * " .  
2008.. . . I . .  . . " 

. . .'. . 3,404 4 

Present vdGe of net minimuin lease payments. . . . . . .. . . . . . . . . . . :.. . . . . . . 

Consolidated lease'iindi'kntal expense amounted to $9.5 million, $8.1 &on and $8.9 lnillion for fiscal 

$ 1,955 ' +  
e -> 

- .  
, 1  I 1 )I 

, - I .  ' i t  

trade accounts receivable for the utility segment is mitigated by the large number of individualcustiimers and 

The diversification in AEM's-customers k i p $  mitigate its Liedit exposure. AEM maintains'cr2di.t policies 
with respect to its counterparties that it believes ninimizes 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 flovrrs associated with la single 
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ATMOS ENERGY CORPORATION 

Our operations are divided into four segments: 

8 The utility segment, which includes our regulated natural gas distribution and related sales operations, 
I The natural gas marketing segment, which includes a variety of natural gas management services, 

8 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. 
Effective October I ,  2004, we created the pipeline and storage segment which includes the re, d a t e d  

pipeline and stoIagepperations of Atmos Pipeline - Texas Division and the nonregulated pipeline and storage 
operations of Atmos Pipeline and Storage, LLC, which was previously included in our other nonutility 
segment. Segment information for all prioI year periods has been restated to reflect our new organizational 
structure. 

Our determination of reportable segments considers tlle strategic operating units under which we manage 
sales of various products and services to customers in differing regulatory environments. Although our utilky 
segment operations are geogxaphically dispersed, they are reported as a single segment as each utility division 
has similar econonlic characteristics. The accounting policies of the segments are the same as those described 
in the summary of sigruficant accounting policies. We evaluate performance based on net income or loss of the 
respective operating units. Interest expense is docated pro rata to each segment based up011 our net 
investment h each segment. Income taxes are allocated to each segment as if each segment's taxes were 
calculated on a separate return basis. 
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Year Ended September 30,2004 
Natural Gas -, Pipeline - Other 
Marketing and Storage Nowtility - 1 1 ' 1  Utility - 

8 '  (In thoisands) 
Eliminations Consolidated 

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

Intersegment revenues. . . . -  
t * b  I ' .  
Purchased gas cost. .,. . . . . 

Gross profit. . . . . .  
Operating expenses 

Operation and 
maintenance . . . . . . . . 

Depreciation and 
2 amortization . ~. . . . . . 
Taxes, other than 

income . . . . . . . . . I . . 
Totalioperating expenses . . 
Operating income. . . . . . . . 
Miscellaneous income I . .  . 
Interest charges : .+'. . . . . . 
Inbode before income 

Income tax expense I " .  . . . 
Nqt income.. . . "  " . .  

- -_ 

Capital _expenditures . . 

$1,636,636 $1,279,4241-1 - $ 1,617 $2,360 
339,178,, 18,141 , 1033 , _ _  _ _  , 1,092 

1,637,728 I 1,618,602 19,758 3,393 
1,134,594 1,571,971 , 9,383 - 

503,134 46,631 10,375 3,393 
- 

195,471 15,692 2,533 , \  - 2,150 

92,954 2,089 1,488 1, 116 

54,819 1,124 1,06 1 375 

343,244 18,905 / I  5,082 2,641 

159,890 27,726 5,293 752 
5,847 843 289 8,290 

65,399 2,711- 1,053 ' 2,002 

100,335 25,858 4,529 7,040 
37,242 9,225 1,762 3,309 

$ 63,096 $ 16,631, $ 2,767 $3,731 

$ 189,291 $ 520 $ 474 $ - 

- 

1 1  

, .  . ' 1  ' , 
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$ _I I $2,920,037 
(359,444) ' - 

(359,444) 2,920,037 
(358,102) 2,357,846 

(1,342) 562,191 

(1,3?6) ~ ' 214,470 

__ 96,647 
I I '  

3 ,  ) I  

- , -57,379 

. (1,376) 2 -  368,496 

34 193,695 
(5,762)' 9,507 
(5,728) - 65,437 

__ 137,765 
- 51,538 

$ - $ 86,227 

$ ' P l  6, $ 190,285 
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I The following table sunmarizes our revenues by products and services for the year ended September 30. 
/j 2005 2004 2003 

(In thousands) I ,  

Utility revenues: 
- Gas sales sevenues: . .  

Residential . . . . . . . . . . . . . . .  ::. . . . . . . . . . . . . . . . . . .  $1,791,172 
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  869,722 
Industrial. . . . . .  : . . . . . . . . .  1 . . .  . : . . I  . . . . . . . .  .I. . : . :'.', L229,649 
A ni iml t . l i rn l  . . . . . . . . . . . . . . . . . . . . . . . . .  i. 27,889 

$ 923,773 $ 873,375 
400,704 367,961' 
155,336 1 151,969 

48,625 
65,921 

1,5 073  5 1 
29,236 

4 15,770 

,1,552,857 
1,239,447 

.11,280 
1,332 

$2,7.99;916 

- >  

$ 1  

31,851 
77,178 

1,588,842 
30,622 

~ 17;1?'2 

1,636,636 
1,279,424 

1,617 
2,360 

$2,920,037 

12&1""^ .----. . . . . . . . . .  
Public authority a;nd other . . . . . . . . . . . . . . . . . . . . .  86,853 

. " .  . " .  ~. . " .  . 3,005,285 

. . . . . . . . . . . .  58,897 
Total gas sales revenues . . . . . . . . .  

; T r o n c n n r t c i t i n n  i-eveniiec . . . . . . . . . .  . rr.3.LAuyurLULlYll & "  . . . . . . . .  

Other gas sevenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I ,  37,859 
Total ujility revenues ....................... ,3,102,041 

! N n t l l r n l  PRS marlceting revenues . . . . . . . . . . . . . . . . . . . . .  1,783,926 
Y i3-- --- .-.-_- 

. . . . . . . . . . . . . . . . . . . . . . .  . Pioeline -anif stprage revenues 85,333 
. . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . . . . .  
' .  

$4;973,326 

, .. 

i '  

. I -  

.- r 

'I 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

September 30, 2004 . I I  . L .  ' 

Natural Pipeline 
Ga G and Other 

, .  . .  -. ! ! 

Utility , Ma&eting Storage Nonutility I Eliminations , Consolidated 
(In thousands) - I 

! ,  ' , .  1 ,  , .;, ASSETS . I  , ,  

Property, plant and equipmenf,.net $1,669,304 $ 7,875' $43,784 ' $ 1,558 $ - $1,722;521 
- . . . . . . . . .  - - (162,816) 164,300 (1,4441 I .  ' .  , + . ; r  : *  I 

- . .  . . . .  I ,  

Investment in subsidiari,es , ,  
. I  

Current assets 
? <  : I  ; - 201,932 352' , (  , '  , 

I .. 
Cash kd ,cash  - .  equivdprits.. . I'. . .  i .; ' \ ' 182,846' 18%,734:,.' . . .  - 
Assets from risk management 

- r -  (5,664) I 44,440 . . . . . . .  I #  25,692 24,412 . I  a,ctivities,. .I.. . . . . . . .  
Other current assets . . . . . . . . . . . .  I 284,474, 176,k23 28.l 18,838 (25,740) ' 4669823 

- Intercompany receivableg . . . . . . . . .  1,995 > -  - 16,079 (18,074) -- 
Total current assets-.'. . . . . . . . . .  495,007 219,769 12,628 .. 35,269 (49,478) 713,195 

c J  - I 4- 4,960 
206,656 24,282 10,430 ___ - 241,368 

- 4,160 ' _I Intangible adset's . . . . . . . . . . . . .  "1 . .  
Goodwill . . . . . . . . . . . . . . . . . . .  

- - ( i72 j  562 734 '  ' 

230,821 25 22,711 
- Noncurrent assets from r i s k  

nianagenient 'activities . . .  . I .  . . . . .  
- Deferred charges and other assets . . 206,424 1,661 

CAPlTMJZATION AND LfABJUTIES 
ders' equity . . . . . . . . . . . . . .  $1,133,459 $103,376 $28,499 $32,425 $(164,300) ' $1:133,459 

861,311 

Total capitalization . . . . . . .  . 1,986,93 1 103,376 28,499 40,264 (164,300) 1,994,770 

- 
I ,  

- - 7,839 . . . . . . . . . . . . . . .  Long-term debt 853,472 -- 

Current liabilities 
Current maturities of long-term debt 3,917 - - 1,991 __. 5,908 

- ___ - __. - - . I  Short-term debt . . . . . . . . . . . . . .  I 1  

Liabilities from risk management 
activities . . . . . . . . . . . . . . . . . .  34,304 

. . . . . . . . .  25 1,674 Other Furrent liabilkes ! -  

Intercompany payables'" . . . . . . .  - 
. .  Total current liabilities. . . . . . . .  289,895 
Deferred income taxes . . . . . . . . . . . .  230,214 

1 1,407 
124,577 

9,906 
145,590 I 

2,900 

- 
24,014 

8,168 
32,182 
6,116 

1 

- 
7,558 
- 

' 9,549 
2,000 

(6,253) 
, (23,304) 

( 18,474) 
I (47,631) 

27 

39,458 
,384,519 

429,885 
241,257 

I ,  4 - 

Noncurrent liabilities from risk 

Regulatoiy cost of removal I 

Deferred credits and other liabilities 131,072 3,131 70 7,725 

(562.) . I  1,138 - - management activities . . . . . . . . . . .  - 1,700 

obligation ..................... 103,579 
' I  I I 

' 103,579 
- 141,998 

$2,741,691 $256,997 $66,867 $59,538 $ (212,466) $2,912,627 

- __. - - 

-- 
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ATMOS ENERGY CORPORATION 

NOTES TO CONSOLIDATED F"ANCLAL STATEMENTS - (Continued) 

19. Selected Quarterly Financial Data (Unaudited) 

Summarized unaudited quarterly financial data is presented below. The sum of net income per share by 
quarter may not equd the net income per share for the year due to variations in the weighted averagq shares 
outstanding used in computing such amounts. Our businesses are seasonal due to weather condition 
service areas. For further information on its effe@s, on quarterly results, see the "Results of Ope 
discussion included in the "Management's Dismssion y d  Analysis of Financial Condition and Results of 
Operations" section herein. 

Quarter Ended 
December 31 March 31 June 30 September 30 

(F thousands, except per share data) 

, Fiscal year. 2005: : ,: , ,  ! !  

. ! , ;  I .  Operating revenues , .., , . .  : a ;  

. . . . .  Utility segnent ;-. :. . . . . . . . . . . .  : . . .  $' 913,681 $1;235;377 ' $501,735 
Natural gas marketing segment . . . . . .  493,801 51?,891 466,835 
Pipeline and storage segment . . .  .'I . . .  '46,039 ' 48,2js' ' '  36,524 

. .  . . . . . . . . . . . .  1,278 1,421 ' ', ' ~ i I . ,, 1,359" \ Other nonutility 'segnient 

. .  , -  i !  . .  . . . .  1,370,973 1,687,774 90?,952 

t .  . Operating income$. . 1 A. . . . . . . .  I. . . . . . . .  128,674 172,18 1 39,468 

I r i b s e b e n t  eiimipations . .  : .  . . . . . . .  . i  (g31907) (110,007) (96,563) . . .  ( 1  I 
1 %  " ,. 

. I  

Gross profit . .:. . . . . . . . . . . . . .  .:: . .  $ 1 :  .... 324,452 378,583; i 8 224,349 
. ,  

Net income (loss) . . .  !. . . . . . . . . . .  : . . .  
Net income (loss) per basic share. . . . . . .  $ 

59,599 
. 0:79 

Net income (loss) per diluted share , , .': i $ 

Operating revenues 

0.79 
Fiscal year 2004: 

Utility segment .................... $ 460,488 
Natural gas marketing segment . . . . . .  373,829 
Pipeline and storage segment . . . . . . . .  2,919 
Other nonutility segment. .I. 709 
Intersegment eliminations . . . . . . . . . . .  (74,329) 

Gross pIofit . . . . . . . . . . . . . . . . . . . . . . . . .  159,053 
Operating income . . . . . . . . . . . . . . . . . . . .  63,541 
Net income (loss) . . . . . . . . . . . . . . . . . . .  29,541 

Net income (loss) per diluted share . . . .  $ 0.57 

. . . . . . . .  . 

763,616 

Net income (loss) per basic share I . . I . I $ 0.57 
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$ 452,347 - 
632,75 1 

1,244 
(1 15,659) 

33;944j 

i,oo4,k2j 
201,706 
8,3326 

88,502 +' 4,486 - '  " (16,802) 
$ ' 1 12 $ 0.06 " $ ' (0.21) 
$ 1.11 $ 0.06 $ (0.21) 

r 

$ 708,282 
517,218 " "  

9,967 
687 

(1 18,669) 
1,117,485 
206,126 
105,414 
58,305 

$ 1.12 
$ 1.12 

$256,252 
364,339 
5,357 
,853 

(80,743) 
546,058 
107,492 
2 1,460 
4,765 

$ 0.09 
$ 0.09 

$ 212,706 
363,216 

- 1,5!5 
, ld144 , 
(85,703) 
492,878 
89,520 
3,280 
(6,384) 

$ (0.11) 
$ (0.11) 



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING 

The Board of Directors 
Atmos Energy Corporation 

We have audited managenient’s assessment, included in the accompanying Management’s Report on 
Internal Control over Financial Reporting, that Atmos Energy Corporation maintained effective internal 
control over financial reporting as of September 30, 2005, based on criteria established in Internal Control 2 

Integrated Frameworlc issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(the COSO criteria). Atmos Energy Corporation’s management is responsible for maintaining effective 
internal control over financial reporting and for its assessment of the effectiveness of internal control over 
financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on 
the effectiveness of the company’s internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of the PubLic Company Accounting Oversight 
Board (United States). Those standards require‘that we plan and perform the audit to obtain reasonable 
assurance about whether effective internal control over financial reporhg was maintained in all material 
respects. Our audit included obtaining an understanding of internal cddtrol over financial reporting, evaluating 
management’s assessment, testing and evaluating <he design ‘and operating effectiveness of internal control, 
and performing such other procedures as we considered necessary in the circumstances. We believe that o6r 
audit provides a reasonable basis fos our opinion. 

A company’s internal control over fiiancial‘Teporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles. A cornpaby’s internal control 
over fmancial reporting includes those policies and procedures that (1 ) pertain to the maintenance of records 
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation 
of finBncia1 statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance‘with authorizations of management and 
directors of the company; and (3) provide reasonable assurance regarding prevention or tiniely detectioh ‘of 
unauthorized acquisition, use, or disposition of the company’s assets that could have a material e€feCt on the 
financial statements. r r  

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

In our opinion, management’s assessment that Atmos Energy Corporation maintained effective internal 
control over financial reporting as of September 30, 2005, is fairly stated, in all material respects, based on the 
COSO criteria. Also,<in our opinion, Atmos Energy ,Corporation maintained, in all mgterial gespects, effective 
internal control over financial repirting as of S e p t k b e r  30, 2005, based on the COSO criteria. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight 
Board (T-Jnited States), the co&olidatbi’i balance sheets of Atmos Energy Corporation as of September 30, 
2005 and 2004, and the related consolidated statedents of income, stockhblders’ eqcity, and cash flows for 
each of the three years in the period‘ended September 30, 2005,of Atmos Energy Corporatibn and our report 
dated November 16, 200.5 expressed Bn unqualified opinion ‘thereon. 

ERNST & YOUNG LLP . 

Dallas, Texas 
November 16, 2005 
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ITEM 14. Principal Accountant Fees and Sewices : 

Incorporated herein by reference from the% Company's r)e€initive Proxy Statement for the Annual 
Meeting of Shareholders on February 8, 2006. ; 

l l  PART IY 

ITEM 15. Exhibits and FidFinancirel Statement Schedules 

(a) I. and 2. Fiizaizcial statenzents and financial statement schedules 

The financial statements and financial statement schedule listed in the Index to Financial Statements in 
Item 8 are filed as part of thi's Fo~m 10-IC. - 

3. Exhibits J .  

1 r i  

The exhibits listed in the acc&npanying Exhibits Index are filed as part of this Form 10-IC. The ixhibits 
numbered 10.7 (a) through 10.16 ( e )  are management contracts or compensatory plans or arrangements. 

, .  i 

! 
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KNOW AL,L MEN BY THESE PRESENTS, that each person whose signature appears below hereby 
constitutes and appoints Robert W. Best and John P. Reddy, or either of them acting alone or together, as his 
true and lawful attorney-in-fact and agent with full pourer to act alone, for him and in his name, place and 
stead, in any and all capacities, to sign any and all amendments to this Form 10-IC, and to file'the same, with 
all exhibits thereto, and all other documents in connection therewith, with the Securities and Exchange 
Comnlission, granting unto said attorney-in-fact and agent full power and authority to do and perform each 
and every act and thing requisite and necessary to be done in and about the premises, as fully to all intents and 
purposes as he inight or could do in person, hereby ratifying and confifming all that said attdiney-in-fact and 
agent, may lawfully do or cause to be done by virtue hereof. 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below 
by the following persons on behalf of the registrant and in the capacities and on the date indicated 

1 
I 
1 

i Robert W. Best 

i John P. Reddv 

F.E. Meisenheimer 

/s/ TRAVIS W. BAIN, I1 
Travis W. Bain, 11 

/ s /  DANBUSBEE 
Dan Busbee 

/s/ R I C W  W. CARDIN 
Richard W. Cardin 

/ s /  THOMAS J. GARLAND 
Thomas J. Garland 

/s/  RICHARD IC. GORDON 
Richard IC. Gordon 

/s /  GENE C. ICOONCE 
Gene C. Koonce 

/s /  THOMAS C. MEREDITH 

Chairman, President and 
Chief Executive Officer 

Senior Vice President and Chief 
Financial Officer 

Vice President and Controller 
(Principal Accounting Officer) 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

November 18, 2005 
* I  

. _  

hTovember 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 

November 18, 2005 
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1 ,  ATMOS ENERGY COWORATION 

Schedule II 

I : ,; 

Valuation and Qualifying Accounts 
Three Years Ended September 30, 2005 

$ 0  

Additions 
Balance at Charged to Charged to ' Balance 
Beginning Cost 6r Other at End 
of Period Expenses Accounts Deductions of Period 

(In thousands) 

L a  . 

2005 
Allowance for doubtful accounts. . . $ 7,214 $20,293 $4,563(') $16,457(') $15,613 

Allowance foI doubtful accounts . . . $13,051 $ 5,379 $ - $11,216(2' $ 7,214 

h o w a n c e  for doubtfil accounts $10,509 $13,249 $ 2 $10,707'') $13,051 

2004 ,- 1 ,$, I '  

2003 

Represents allowance for doubtful accounts recorded in connection with the TXU Gas acquisition. 
> I  

(2) Uncollectible accounts written off. 
*i , . 

. *I 1 

. ,  

, 
1 ,  _ ,  

; i '  
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Exhibit Page Number or 
Number I Description Incorporation by Refeience to 

4.9(a) Indenture of Mortgage, dated as of July 15, Exhibit to Registration Statement of United 
1959, from United Cities Gas Compaiiy to Cities, Gas Company on Form S-3 (File 
First Trust of Illinois, National Association, , No. 33-56983) 
and M.J. I h g e r ,  as Trustees, as amended and 
supplemented through December 1, 1992 (the 
Indenture of Mortgage through the1 
20th Supplemental Indenture) 

4.9(b) Twenty-First Supplemental Indenture dated as 
of Febmary 5, 1997 by and among United 

' 1 Cities Gas Company and Banlc of America 
IUinois and First 1 Trust National Association 
and Russell C. Bergman supplementipg 
Indenture of, Mortgage dated as of July 15, 

E a b i t  10.7ya) of Forni 10-IC for fiscal year 
ended Septeniber 30, 1997 (File No. 1-10042) 

4.9 (c) 
. I  

(4.1 0 ( a) .. 

4.10(b) 

10.1 (a) 
. \ '  . r 

10.1 (b) 

10.1 (c) 

10.1 (d) 

10.1 (e) 

10.1 (E) 

10.1 (8) 

10.2 
I " 

I ,  

s I I-/ 

1959 
Twenty-Second Supplemental Indenture dated 
as of, July 29, 1997 by  and among Atmos,I 2004 (File No. 333-118706) 
Energy Corporation and ,First Trust Nationaf 
Association and Russell C. tBergman, I ,  r 

of July 15, 1959 
Indenture between CJnite;d Cities Gas , Exhibit 4.11 (a) of Form S,73 dated August 31, 
Company and rBanlc ,of America Illinois, as 2004 (File No. 333-118706) 
Trustee d&ed as of November 15, 1995 
First Supplemental Indenture between Atmos Exhibit 4.11 (b)-of Form S-3 dated August 31, 
Energy Corporation and Banlc of.iAmerica 2004 (File No. 333-118706). 

Matei.ia1 Contracts 
Debenture Certificate for the 6V4% Debentures Exhibit 99.2 of Form 8-IC dated July 22, 1998 

Global Security for the ?/E% Senior No& due Exhibit'99.2 of F o ~ m  8-IC dated May 15, 2001 
201 1 (File No. 1-10042) ' ,, ' 

Global Security for the 5'16% Senior es due Exhibit lO(2) (c) os Fo rp  10-IC for the year 
2013 ended September 30, ,2004 (File No. 1 - 10042) 
Global Security for the Floating Rate Senior E+bit IO(?) (d) of Fprm 10-I< for the year 
Notes due 2007 ended September 30, 2004 (File No. 1-10042) 
Global Security for the 4.00% Senior Notes I ExhibitNlO(2) (e) of Form IO-IQfor the year 
due 2009 ended September 30, 2004 (File No. 1-10042) 
Global Security for the 4.95% Senior Notes Exhibit lO(2) (f) of Form 10-IC for the year 
due 2014 ended September 30, 2004 (File No. 1-10042) 
Global Security for the 5.95% Senidr Notes Exhibit 10(2)(g) of FoIm 10-ICfor the year 
due 2034 ended September 30';'2004 (File No. 1-10042) 
Revolving Crqdit Agreenient (3 Year Facility), -Exbibit 10.1 of For& 8-IC dated October' 18, 
dated as of Octobef 18, 2005, among Atmos '2005 '(File'No. 1-10042) 

' 

Energy Corporation, SunTiust Bank;: as I 

Administrative Agent, JPMorgan Chase Bank, 

Exhibit 4.10 (c) of Form S-3 dated August 3 1, 

supplementing Indenture of Mortgage dated as , 8 ., 

1 

IUinois, as Trustee dated as of July 29, 1997 1 I 

iJ / I  3 

due 2028 (File' NO. 1 - 10042) I ,  i 

- ,?, ,N.A., as Syndication Agent and Bank of 1 

America, N.A., Wachovia Bank, National 
Association and Societe Generale, as Co- 
Documentation Agents, and the lenders from 
time ,to t h e  parties therelo 

, t i , '  , \ 1 ,  

1.31 



Exhibit 
Number 

10.9 (b) :$ 

10.10 (a) :I: 

10.10 (b) :I:, 

10.1 1 (a) 

10.11 (b)"' 

10.11 (c):k 
1 " .  :. ' 7  

10.ll.(d)'k 

, . z  

'10.11 (e)'>k 
I >  ! l  : 

10;1p 

10.13(a)'k 

10.13 (b) 'I: 

, !  

10.13 (c) * 

10.14'$ 

10.1 5 '$ 

10.16 (a) 'I' 

10.16(b)'k 

10.16 (c) 'I: 

i 

Page Number or 
A ,  , - Description Incorporation by Reference to 

Amendment No. 1 to the Atinos ,Energy Exhibit 10.31(a) of Form 10-IC for fiscal year 
Corporation Executive Retiree Life Plan ended September 30, 1997 (File,No 1-10042) 
Description of Financial and Estate Planning Exhibit 10.25(b) of Foim 10-IC for fiscal year 
Prog-ram ended September 30, 1997 (File No. 1-10042) 
Description of Sporting Events Program Exhibit 10.26(c) of Form 10-IC for fiscal year 

$ ended September 30, 1993 (File No. 1-10042) 
Atmos Energy Corporation Supplemental Exhibit 1028. of Form 10-IC for fiscal year 
Executive Benefits Plan, Amended and ended September 30, 1998 (File No. 1-10042) 

Atmos Energy Corporation Performance-Based Exhibit 10.32 of Form 10°K for fiscal year 
Supplemental Executive Benefits Plan, ended,September 30, 1998 (File No. 1-10042) 
Effective Date August 12, 1998 
Amendment No. One to the Atnios Energy Exhibit l0.i of.Form 10-Q for quarter ended 

Executiye j r  Bene@s lan, , I  Effective Date 
January 1, 1999 
Atmos EneIgy CorpoIaiion Performance-Based 
Supplemental Executive Benefits Plan Dedembei- 31, 2000 (File No. 1-10042) 
Trust Agreement, Effective Date December 1, 
2000 ' 

Form of Individual Trust Agreement for the Exhibit 10.3f of Form IO-Q fo? quarter ended 
Supplemental Executive Benefits Plan 'December 31, 2000 (File No. 1-10042) ' 
Atmos' 'Energy Corporation Executive Exhibit 10.33 )of Form 10-IC for fiscal year 
Nonqualified Deferred Compensation Plan ended September 30, 1998 (File No. 1-10042) 
Mini-Med/Dental '' Benefit ExtenSon Exhibit 10.28 (f) of Form 10-IC for fisc2 year 
Agreement dated October 1, 1994 ended September 30, 2001 (File No. 1-10042) 
Amendment No. 1 to Mini-Med/Dental Exhibit 10.28(g) of Form 10-K for fiscal pear 
Benefit Extension Agreement dated August 14, ended September 30, 2001 (File No. 1-10042) 
2001 
Amendment No. 2 to Mini-Med/Dental Exhibit 10.1 of Form 10-Q for quarter ended 
Benefit Extension Agreement dated December 3 1, 2002 (File No. 1-10042) 
December 31, 2002 
Atmos Energy Corporation Equity Incentive Exhibit C of Definitive Proxy Statement on 
and Deferred Compensation Plan for Non- Schedule 14A filed December 30, 1998 (File 

Atmos Energy Corporation Outside Directors Exhibit 10.28 of Form 10-IC for fiscal year 
Stock-for-Fee Plan (Arnended and Restated as ended September 30, 1997 (File No. 1-10042) 
of November 12, 1997) 
Atmos Energy Corporation 1998 Long-Term Exhibit 10.1 of Form 10-Q for quarter ended 
Incentive Plan (as amended and restated March 31, 2002 (File No. 1-10042) 
February 14, 2002) 
Form of Non-Qualified Stoclc Option 
Agreement under the Atmos Energy 
Corporation 1998 Long-Term Incentive Plan 
Form of Award Agreement of Restricted Stoclc 
With Time-Lapse Vesting under the Atmos 
Energy Corporation 1998 Long-Term Incentive 
Plan 

' 

Restated in its Entirety August 12, 1998 3 '  

,,Corporation PerformancegiBased Supplemental December 31, 2000 (File No. 1-10042) ~ 

Exhibit 10.1 of Form 10-Q for quarter ended 

' 

Employee Directors NO. 1-10042) 
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ATMOS ENERGY COW (Form: 10-Q, Received: 08/09/2006 16:30:26) Page 2 of 71 

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

Form 10-Q 

(Mark One) 
IZl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended June 30,2006 

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

or 
0 

to 

Commission File Number 1-10042 

Atmos Energy Corporation 
(Exact iiaine ojregrsi?ant as specijied in its charter) 

Texas and Virginia 
(State or other jurisdiction of 

incorporation or organization) 

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

(Address of principal a-ecut i i~  of$ces) 

75-1743247 
(IRS employer 

identification no.) 

75240 
(Zip code) 

(972) 934-9227 
(Registrant ’r teleplionz iiuntber, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 1Xd) 
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 El 

No 0 

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 Accelerated filer Cl Non-accelerated filer 

Indicate by check mark whether the registrant is a shell company (as defuied in Rule 12b-2 of the Exchange 
Act). Yes Cl No El 

Number of shares outstanding of each of the issuer’s classes of common stock, as of July 31,2006. 

Class 

No Par Value 
- Shares Outstanding 

81,595,723 

http://yahoo.brand.edgar-online.coi/EFX~dll/EDCrAR~ro.dll?FetchFilingHTML1 ?SessionID=MhWQN.. . 1 2/23/2006 



ATMOS ENERGY COW (Form: 10-Q, Received: 08/09/2006 16:30:26) Page 3 of 71 

GLOSSARY OF KEY TERMS 
PART I. FINANCIAL INFORMATION 

Item 1. Financial Statements 
REPORT OF INDEPENTIENT REGISTERED PUBLIC ACCOUNTING FIRM 

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of 
Operations 
Item 3. Quantitative and Qualitative Disclosures About Market Risk 
Item 4. Controls and Procedures 

PART 11. OTHER INFORMATION 
Item 1. Legal Proceedings 
Item 6. Exhibits 

SIGNATURES 
EXIIIBITS INDEX 
Computation of Ratio of Earnings to Fixed Charges 
Letter Regarding Unaudited Interim Financial Information 
Rule 13a-14(a)/15d-l4(a) Certifications 
Section 1350 Certifications 

( 
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ATMOS ENERGY CORP (Form: 10-Q, Received: 08/09/2006 16:30:26) Page 4 of 71 
- 

TabIe of Contents 

GLOSSARY OF I(EY TERMS 

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

LSSC 
Mcf 
MMcf 

MPSC 
NYMEX 
RRC 
RSC 
S&P 
SEC 
SFAS 
TL,GP 
TRA 
TXU Gas 
WNA 

Moody’s 

Atmos Energy Holdings, Inc. 
Atmos Energy Marketing, LLC 
Atmos Energy Services, LLC 
Accounting Principles Board 
Atmos Pipeline and Storage, L.LC 
Billion cubic feet 
Emerging Issues Task Force 
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 
L,ouisiana Gas Service Company a d  LGS Natural Gas Company, 
which were acquired July 1,2001 
L,ouisiana 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 
Trans Louisiana Gas Pipeline 
Tennessee Regulatory Authority 
TXU Gas Company, which was acquired on October 1,2004 
Weather Normalization Adjustment 

1 
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Page 5 of 71 ATMOS ENERGY COW (Forrn: 1 0-Q, Received: 08/09/2006 16:30:26) 
Table of Contents 

PART I. FINANCIAL INFORMATION 

Item 1. Financial Statements 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED BALANCE SHEETS 

June 30, September 30, 
2006 2005 

(In thousands, except 
share data) 

(Unaudited) 

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 
Accounts receivable, net 
Gas stored underground 
Other current assets 

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

CAPITALIZATION AND LIABILITIES 

Common stock, no par value (stated at $.005 per share); 200,000,000 shares authorized; issued 
Shareholders' equity 

and outstanding: 
June 30,2006 - 81,538,149 shares; 
September 30,2005 - 80,539,401 shares 

Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Shareholders' equity 

Total capitalization 
Long-term debt 

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

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

i 

$4,993,093 $ 4,765,610 
--L---?--- 1 414 010 1,391,243 

3,579,083 3,374,367 

26,849 40,116 
58,176 80,956 

409,087 454,3 13 
437,069 450,807 
1 18,990 238,238 

1,050,171 1,264,430 
737,349 737,787 
249,874 276,943 

$5,616,477 $ 5,653,527 

$ 408 
1,456,032 

243,956 
(35,840) 

1,664,556 
2,180,752 
3,845,308 

306,805 
407,575 
297,087 

3,33 1 
1,014,798 

283,757 
275,955 
196,659 

$5,616,477 

$ 403 
1,426,523 

178,837 
(3,341) 

1,602,422 
2,183,104 
3,785,526 

461,3 14 
503,368 
144,809 

3,264 
1,112,755 

292,207 
263,424 
199,615 

$ 5,653,527 

-- 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended 
June 30 

2006 2005 
(Unaudited) 

(In thousands, except 
per share data) 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 

Total operating expenses 

Operating expenses 

Operating income 
Miscellaneous income 
Interest charges 
Income (loss) before income taxes 
Income tax expense (benefit) 

Net income (loss) 
Basic net income (loss) per share 
Diluted net income (loss) per share 
Cash dividends per share 
Weighted average shares outstanding: 

Basic 
Diluted 

$ 402,044 $501,735 
562,447 466,835 
35,862 33,449 

1,413 1,421 
(138,523) (96,563) 
863,243 906,877 

232,192 326,502 
563,333 456,440 

379 (1,733) 

(137,161) (95,606) 
- - 

658,743 
204,500 

104,380 
46.838 
481479 

199,697 
4,803 

963 
35,944 

(30,178) 
(12,033) 

685,603 
22 1,274 

9 1,443 
43,448 
46,915 

18 1,806 
39,468 

1,524 
33,689 
7,303 
2,817 

See accompanying notes to condensed consolidated fmancial statements 

3 

$ (18,145) $ 4,486 
$ (0.22) $ 0.06 
$ (0.22) $ 0.06 
$ 0.315 $ 0.310 

80,840 79,683 
80,840 80,144 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME / 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 

Total operating expenses 

Operating expenses 

Operating income 
Miscellaneous income (expense) 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Basic net income per share 
Diluted net income per share 
Cash dividends per share 

Nine Months Ended 
June 30 

2006 2005 
(Unaudited) 

(In thousands, except 
per share data) 

$3,254,674 $2,650,793 
2,482,921 1,473,527 

121,057 122,685 
4,500 4,058 

(682,243) (290,477) 
5,180,909 3,960,586 

2,488,906 1,895,181 
2,413,511 1,425,128 

590 8,895 - - 
(678,591) (287,889) 

4,224,416 3,041,3 15 
956,493 9 19,271 

325,295 305,640 
137,174 132.771 
158,691 1401537 
621,160 578,948 
335,333 340,323 

(1,028) 2.867 
107,625 . 991304 
226,680 243,886 

85,002 9 1,299 
$ 141,678 $ 152,587 
$ 1.76 $ 1.96 
$ 1.75 $ 1.94 
$ 0.945 $ 0.930 

Weighted average shares outstanding: 
Basic 
Diluted 

80,520 78,009 
81,013 78,478 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Nine Months Ended 
June 30 

2006 2005 
(Unaudited) 

(In thousands) 

Cash Flows From Operating Activities 
Net income $ 141,678 $ 152,587 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization: 
Charged to depreciation and amortization 137,174 132,77 1 
Charged to other accounts 359 634 

Deferred income taxes 36,160 17,703 
Other 12,063 7,593 
Net assets / liabilities from risk management activities (3,940) 14,276 
Net change in operating assets and liabilities (100,051) 61,846 

Net cash provided by operating activities 223,443 387,410 
Cash Flows From Investing Activities 

Capital expenditures (322,691) (226,851) 
Acquisitions __ (1,916,654) 
Other, net (4,811) (1,648) 

Net cash used in investing activities (327,502) (2,145,153) 
Cash Flows From Financing Activities 

- Net increase in short-term debt 
Net proceeds from issuance of long-term debt - 1,385,847 
Repayment of long-term debt (2,618) (102,801) 
Settlement of Treasury lock agreements - (43,770) 
Cash dividends paid (76,559) (74,048) 
Issuance of common stock 17,691 32,206 
Net proceeds from equity offering _II 382,014 

Net cash provided by financing activities 90,792 1,579,448 
Net decrease in cash and cash equivalents (1 3,267) ( 17 8,295) 
Cash and cash equivalents at beginning of period 40,116 20 1,932 
Cash and cash equivalents at end of period $ 26,849 $ 23,637 

See accompanying notes to condensed consolidated financial statements 

152,278 

5 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
(Unaudited) 

June 30,2006 

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 approximately 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 

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

Amos Energy Mid-Tex Division 

Atmos Energy Mississippi Division 
Amos Energy West Texas Division 

Service Area 

Colorado, Kansas, Missouri f l )  
Kentucky 
Louisiana 
Georgia ( l ) ,  Illinois ( I ) ,  Iowa (l) ,  
Missouri (‘1, Tennessee, Virginia (l) 
Texas, including the Dallas/Fort Worth 
metropolitan area 
Mississippi 
West Texas 

(1) Denotes locations where we have more limited service areas. 

Our xionutility 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. 

owned by AEH. AEM provides a variety of natural gas management services to municipalities, natural gas utility 
systems and industrial natural gas customers, 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 futed 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 Atmos Pipeline - Texas Division, a 
division of Atmos Energy Corporation, and the nonregulated operations of Atmos Pipeline and Storage, LLC ( A P S ) ,  
which is wholly-owned by AEH. The Atmos 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 
A P S ,  we own or have 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. 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC (AES) and 
Atmos Power Systems, IIC., which are each wholly-owned by AEH. 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 these 
services. Through Atmos Power Systems, Inc., we have constructed electric peaking power-generating plants and 
associated facilities and have entered into agreements to lease these plants. 

Our natural gas marketing operations are managed by Atmos Energy Marketing, LLC (AEM), which is wholly- 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

2. Unaudited Interim Financial Information 

fair presentation have been made to the unaudited consolidated interim-period fmancial statements. These 
consolidated interim-period fmancial statements and notes are condensed as permitted by the instructions to 
Form 10-Q and should be read in conjunction with the audited consolidated fmancial statements of Atmos Energy 
Corporation in its Annual Report on Fonn 10-K for the fiscal year ended September 30,2005. Because of seasonal 
and other factors, the results of operations for the three and nine-month periods ended June 30,2006 are not indicative 
of expected results of operations for the full 2006 fiscal year, which ends September 30,2006. 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) necessary for a 

Basis of comparison 

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

Signijicant accounting 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 Statement of Financial Accounting Standards (SFAS) 123 
(revised), Share-Based Paynzeizt, discussed below, there were no significant changes to our accounting policies during 
the nine months ended June 30,2006. 

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

Stock-based compensation plans 

Om 1998 L,ong-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, division presidents and other key employees. Non-employee directors are also eligible to 
receive stock-based compensation under the 1998 Long-Term Incentive Plan. 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 our common stock. 

On October 1,2005, the Company adopted SFAS 123 (revised), Share-Based Paymeizt (SFAS 123(R)). This 
standard revises SFAS 123 , Accounting for Stock-Based Comperzsation and supersedes Accounting Principles Board 
(APB) Opinion 25, Accounting for Stock Issued to Employees. 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 the grant- 
date fair value of 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 nine months ended June 30,2006 included: (i) compensation expense for all 
stock-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 nine months ended June 30,2006 was less than $0.1 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 permitted by SFAS 123. Under this method, no compensation cost for stock options was recognized 

7 
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ATMOS ENERGY CORPORATION I 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

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. 

$4.3 million as compared to $0.9 million and $2.4 million for the three and nine months ended June 30,2005. 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 nine months ended June 30,2005 would have been impacted as shown in the 
following table: 

Total stock-based compensation expense for the three and nine months ended June 30,2006 was $2.1 million and 

Three Months Ended Nine Months Ended 
June 30,2005 - June 30,2005 

(In thousands, except per share data) 
Net income - as reported $ 4,486 $ 152,587 
Restricted stock compensation expense included in income, net of tax 542 1,514 
Total stock-based employee compensation expense determined under 

Net income - pro forma $ 4,352 $ 151,987 
Earnings per share: 

Basic earnings per share - as reported $ 0.06 $ 1.96 
Basic earnings per share - pro forma $ 0.05 $ 1.95 
Diluted earnings per share - as reported $ 0.06 $ 1.94 
Diluted earnings per share - pro forma $ 0.05 $ 1.94 

fair-value-based method for all awards, net of taxes (676) (2,114) 

Regulatory assets and liabilities 

We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for the Effects of Certain 
Types of Regulation , when hture 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 though 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 component of deferred credits and other liabilities. 
Deferred gas costs are recorded either in other current assets or liabilities and the regulatory cost of removal obligation 
is separately reported. 

8 
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ATMOS ENERGY CORPOFUTION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Significant regulatory assets and liabilities as of June 30, 2006 and September 30,2005 included the following: 

June 30, September 30, 

(In thousands) 
2006 2005 

Regulatory assets: 
Merger and integration costs, net 
Deferred gas cost 
Environmental costs 
Rate case costs 
Deferred franchise fees 
Other 

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

$ 8,895 
24,645 

1,234 
8,986 
1,202 
8,921 

$ 53,883 

$ 69,542 
290,604 

3,185 
6,570 

$369,901 

-- 

$ 9,150 
38,173 

1,357 
11,314 
6,710 
9,3 13 

$ 76,017 

$ 134,048 
274,989 

3,185 
8,084 

$ 420,306 

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 
fifilttire rate filings in accordance with rulings received from various state regulatory commissions. 
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ATMOS ENERGY CORPORATION I 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Comprehensive income 

The following table presents the components of comprehensive income, net of related tax, for the three and nine- 
month periods ended June 30,2006 and 2005: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2006 2005 2006 2005 
(In thousands) 

I- - 
Net income (loss) $(18,145) $ 4,486 $141,678 $152,587 
Unrealized holding gains (losses) on investments, net of tax expense 

(benefit) of $(187) and $(7) for the three months ended June 30, 
2006 and 2005 and of $355 and $722 for the nine months ended 
June 30,2006 and 2005 (304) (1 1) 580 1,178 

transactions, net of tax expense (benefit) of $528 and $528 for the 
three months ended June 30,2006 and 2005 and $1,583 and 

Amortization and unrealized losses on interest rate hedging 

$(2,190) for the nine months ended June 30,2006 and 2005 860 860 2,581 (3,575) 
Net unrealized losses on commodity hedging transactions, net of tax 

benefit of $4,182 and $2,675 for the three months ended June 30, 
2006 and 2005 and $21,858 and $2,672 for the nine months 
ended June 30,2006 and 2005 (6,821) (4,366) (35,660) (4,361) 

Comprehensive income (loss) $(24,410) $ 969 $109,179 $145,829 

Accumulated other comprehensive loss, net of tax, as of June 30,2006 and September 30,2005 consisted of the 
following unrealized gains (losses): 

June 30, September 30, 
2006 2005 - 

(In thousands) 

Accumulated other comprehensive loss: 
Unrealized holding gains on investments 
Treasury lock agreements 
Cash flow hedges 

$ 1,264 $ 684 
(23,982) (2 1,40 1) 

(15,703) 19,957 
$(35,840) $ (3,341) 

Recent accounting pronouncements 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accounting for 
Conditional Asset Retirement Obligations (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 andor 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 inEormation 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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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

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, Accounting for Certain Hybrid Financial Instruments , which 
amends SFAS 133, Accounting for Derivative Instruments and Hedging Activities and SFAS 140, Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments ofLiabilities . SFAS 155 (a) permits fair value 
remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would require 
bikcation, (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 identifjr interests that are 
freestanding derivatives or that are hybrid financial instruments that contain an embedded derivative requiring 
bifurcation, (d) 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 but is not expected to have a 
material impact on our financial position, results of operations and cash flows. 

SFAS 140, Accounting for Transfers and Seivicing of Financial Assets and Extinguishnzents 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 initially measured at fair value, if practicable, (c) permits an 
entity to choose to measure servicing assets and servicing liabilities under the amortization method or fair value 
measurement method, (d) at initial adoption, permits a one-time reclassification of available-for-sale securities to 
trading securities by entities with recognized servicing rights, without calling into question the treatment of other 
available-for-sale securities under SFAS 1 15, provided that the available-for-sale securities are identified as offsetting 
tlie exposure to changes in the fair value of servicing assets or liabilities that the servicer elects to subsequently 
measure at fair value and (e) requires separate presentation of servicing assets and servicing liabilities subsequently 
measured at fair value in the statement of financial position and additional footnote disclosure. We will be required to 
apply the provisions of SFAS 1.56 beginning October 1,2006 but such application is not expected to have a material 
impact on our financial position, results of operations and cash flows. 

Other Postretirement Plans, an amendment ofFASB Statements No. 87, 88, 106, and 132(R) . The exposure draft, if 
adopted in its current form, would make a significant change to the existing rules by requiring recognition in the 
balance sheet of the overfunded or undefinded positions of defined benefit pension and other postretirement plans, 
along with a corresponding noncash, after-tax adjustment to stockholders' equity. The proposed standard, if adopted, 
will be effective for fiscal 2007. We are monitoring the status of the exposure draft and assessing the impact it will 
have on our financial position, results of operations and cash flows. 

In June 2006, the Emerging Issues Task Force (EITF) ratified EITF Issue No. 06-3, How Taxes Collectedfrom 
Customers and Remitted to Governmental Authorities Should Be Presented in the Inconze Statement (That Is, Gross 
versus Net Presentation) . The EITF reached a consensus that the scope of this issue includes any tax assessed by a 
governmental authority that is directly imposed on a revenue-producing transaction between a seller and a custonier 
and may include sales, use, value added, and some excise taxes. The EITF also reached a consensus that entities may 
present these taxes on either a gross or net basis. If the taxes are significant, an entity should disclose its policy of 
presenting taxes and the amounts of taxes that are recognized on a gross basis in interim and annual financial 
statements. We will be required to apply the provisions of EITF 06-3 beginning January 1,2007. We are currently 
evaluating the impact this standard may have on our financial position, results of operations and cash flows. 

interpretation of FASB Statement No. 109 (FIN 48). FIN 48 clarifies the accounting for uncertainty in income taxes by 
establishing standards for measurement and recognition in financial statements of positions taken by an entity in its 
income tax returns. This interpretation also provides guidance on derecognition of income tax assets and 

In March 2006, the FASB issued SFAS 156, Accounting far Servicing Financial Assets , which amends 

In March 2006, the FASB issued the exposure draft Employers' Accounting for Defined Benefit Pension and 

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an 
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ATMOS ENERGY CORPORATION I 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

liabilities, classification of current and deferred income tax assets and liabilities, accounting for interest and penalties, 
accounting for income taxes in interim periods and income tax disclosures. We will be required to apply the 
provisions of FIN 48 beginning October 1,2007. We are currently evaluating the impact this standard may have on 
our financial position, results of operations and cash flows. 

3. Derivative Instruments and Hedging Activities 

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. 

The following table shows the fair values of our risk management assets and liabilities by segment at June 30, 
2006 and September 30,2005: 

We conduct risk management activities through both our utility and natural gas marketing segments. We record 

Natural Gas 
Utility Marketing Total 

(In thousands) 

June 30,2006: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 
September 30,2005: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 

$11,930 $ 4,589 $ 16,519 
I 38 38 

(4,299) (25,351) (29,650) 

$ 7,631 $ (29,797) $ (22,166) 
- (91073) (9,073) 

$11,930 $ 4,589 $ 16,519 
I 38 38 

(4,299) (25,351) (29,650) 
- (91073) (9,073) 

$ 7,631 $ (29,797) $ (22,166) 

$93,310 $ 14,603 $107,913 
- 73 5 73 5 
- (61,920) (61,920) 

(15,316) (15,316) 
= $93,310 $ (61,898) $ 31,412 

Utility Hedging Activities 

We use a combination of storage, fxed physical contracts and fxed 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 7 1, Accounting for the Effects of Certain Types of Regulation . Accordingly, there is no 
earnings impact to our utility segment as a result of the use of fmancial derivatives. Our utility hedging activities also 
include the cost of our Treasury lock agreements which are described in further detail below. 

12 

http://yahoo.brand.edgar-online.co~EFX-dll/ED~ARpro . d l l ? F e t c ~ i l ~ g H T M L l ? S e s s i o ~ D = ~ ~ ~ N . . .  12/23/2006 



ATMOS ENERGY CORP (Form: 1 0-Q, Received: 08/09/2006 16:30:26) 
Table of Contents 

Page 16 of 71 

ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Noizutility Hedging Actisities 

AEM manages its exposure to the risk of natural gas price changes though 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 purchases 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 nine-month periods ended June 30,2006, 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 nine months ended June 30,2006 
of $3.4 million in net deferred hedging gains ($4.8 million in net deferred hedging losses during the three months 
ended June 30,2006) 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. The majority of the deferred 
hedging balance as of June 30,2006 is expected to be recognized in net income in fiscal 2006 along with the 
corresponding hedged purchases and sales of natural gas. The remainder of the deferred hedging balance is expected 
to be recognized in net income in fiscal 2007 and beyond. 

Under our risk management policies, we seek to match our financial derivative positions to our physical storage 
positions as well as our expected current and future sales and purchase obligations to maintain no open positions at the 
end of each trading day. The determination of our net open position as of any day, however, requires us to make 
assumptions as to future circumstances, including the use of gas by our customers in relation to our anticipated storage 
and market positions. Because the price risk associated with any net open position at the end of each day may increase 
if the assumptions are not realized, we review these assumptions as part of our daily monitoring activities. We may 
also be affected by intraday fluctuations 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 June 30,2006, AEH had no net open 
positions (including existing storage). 

Treasuiy 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 then 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 nine-month periods ended June 30,2006, we 
recognized approximately $1.4 million and $4.2 million of this amount as a component of interest expense. 
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4. Debt 

Long-term debt 

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

June 30, September 30, 
2006 2005 

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

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds Series P, 10.43% due 2013 
Other term notes due in installments through 2013 

Less: 
Total long-term debt 

Original issue discount on unsecured senior notes and debentures 
Current maturities 

(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 

10,000 10,000 
10,000 10,000 

150,000 150,000 
8,750 10,000 
6,47 1 7,839 

2,187,524 2,190,142 

(3 744 1 ) (3,774) 
(3,33 1) (3,264) 

$2,180,752 $ 2,183,104 

Our unsecured floating rate debt bears interest at a rate equal to the three-month LIBOR rate plus 0.375 percent 
per year. At June 30,2006, the interest rate on our floating rate debt was 5.452 percent. 

Short-term debt 

At June 30,2006 and September 30,2005, there was $297.1 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. 

Committed credit facilities 

As of June 30,2006, we had three short-term committed revolving credit facilities totaling $918 million. The frst  
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 
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as a backup liquidity facility for our $600 million commercial paper program. At June 30,2006, there was 
$28 1.9 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 June 30,2006, tliere 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 3 1 , 2006 and was renewed effective April 1,2006 for one year with no 
material changes to its terms and pricing. At June 30, 2006, there was $15.2 million outstanding under this facility. 

The availability of funds under our credit facilities is subject to conditions specified in the respective credit 
agreements, all of which we currently satisfy. These conditions include our compliance with financial covenants and 
the continued accuracy of representations and warranties contained in these agreements. We are required by the 
financial covenants in both our $600 million three-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 capitalization of no greater than 70 percent. At 
June 30,2006, our total-debt-to-total-capitalization ratio, as defuied, 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. 

Uncommitted credit facilities 

On November 28,2005, AEM amended its $250 million uncommitted demand working capital credit facility to 
increase the amount of credit available &om $250 million to a maximum of $580 million. On March 3 1,2006, AEM 
amended and extended this uncommitted demand worlcing capital credit facility to March 3 1,2007. 

borrowings 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 1.2.5 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 .OO percent to 1.875 percent per annum, 
depending on the excess tangible net worth of AEM and whether the letters of credit are swap-related standby letters 
of credit. 

Borrowings under the credit facility can be made either as revolving loans or offshore rate loans. Revolving loan 

AEM is required by the financial covenants in the credit facility to maintain a maximurn 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 mininium tangible net worth ranging from $2 1 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 June 30, 2006, 
AEM’s ratio of total liabilities to tangible net worth, as defined, was 1 .OO to 1. 

At June 30,2006, there were no borrowings outstanding under this credit facility. However, at June 30,2006, 
AEM letters of credit totaling $70.4 million had been issued under the facility, which reduced the amount available by 
a corresponding amount. The amount available under this credit facility is also limited by various covenants, including 
covenants based on working capital. Under the most restrictive covenant, the amount available to AEM under this 
credit facility was $129.6 million at June 30, 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 unsecured 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 June 30, 
2006, but letters of credit reduced the amount available by $4.5 million. This uncommitted line is renewed 
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or renegotiated at least annually with varying terms, and we pay no fee for the availability of the line. Borrowings 
under this line are made on a when-and-as-available basis at the discretion of the bank. 

the Company which bears interest at LIBOR plus 2.75 percent. This facility has been approved by our state regulators 
through December 3 1,2006. At June 30,2006, $88.4 million was outstanding under this facility. On July 1,2006, this 
facility was renewed for one year with no material changes to its terms. 

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 June 30, 2006, $82.0 million was outstanding under this facility. 
On July 1,2006, this facility was renewed for one year with no material changes to its terms. 

AEH, the parent company of AEM, has a $100 million intercompany uncommitted demand credit facility with 

Debt Covenants 

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain 
provisions that allow us to prepay the outstanding balance in whole at any time, 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. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 31,1985 may not exceed the sum of accumulated net income for 
periods after December 3 1, 1985 plus $9 million. At June 30,2006 approximately $223.0 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 June 30,2006. If we were unable to comply with our 
debt covenants, we could 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 if 
outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of $15 million 
to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition, AEM’s credit 
agreement contains a cross-default provision whereby AEM would be in default if it defaults on other indebtedness, as 
defmed, 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 Cottipeiisation 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, performance-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 June 30,2006, non-qualified stock options, bonus stock, time-lapse restricted 
stock, performance-based restricted stock units and stock units had been issued 
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under this plan and 715,699 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 fkoni 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: 

Nine Months Ended 

Valuation Assumptions 

Expected Life (‘years) (2) 

Interest rate (3) 
Volatility (4) 

Dividend yield 

June 30 
2005 - 2006 

7 7 
4.6% 4.2% 

20.3% 21.3% 
4.8% 4.8% 

( I )  Beginning on the date of adoption of SFAS 123(R), forfeitures are estimated based on historical experience. Prior 

(2) The expected life of stock options is estimated based on historical experience. 
(3) The interest rate is based on the U.S. Treasury constant maturity interest rate whose term is consistent with the 

(4) The volatility is estimated based on historical and current stock data for the Company. 

below: 

to the date of adoption, forfeitures were recorded as they occurred. 

expected life of the stock options. 

A summary of option activity as of June 30,2006, and changes during the nine months then ended, is presented 

Weighted- 
Weiglited- Average 

Number Average Remaining Aggregate 

Options Price Term Value 
Intrinsic of Exercise Contractual 

(In years) (In thousands) 

Outstanding at September 30,200.5 
Granted 
Exercised 
Forfeited 

Outstanding at June 30,2006 
Exercisable at June 30,2006 

964,704 $ 22.20 
93,196 26.19 

(23,186) 22.36 
(166) 21.23 

1,034,548 $ 22.56 5.6 $ 3,764 
1,009,174 $ 22.47 5.5 $ 3,665 

The stock options had a weighted-average fair value per share on the date of grant of $3.74 and $3.69 for the nine 
months ended June 30,2006 and 2005. There were no stock options granted during the three months ended June 30, 
2006 and 2005. Net cash proceeds &om the exercise of stock options during the nine months ended June 30,2006 and 
2005 were $0.5 million and $10.1 million and during the three months ended June 30,2006 and 2005 were $0.5 and 
$1 .O million. The associated income tax benefit from stock options exercised during the nine months ended June 30, 
2006 and 2005 was less than $0.1 million and $1.1 million, and during the three months ended June 30,2006 and 
2005 was less than $0.1 million and $0.1 million. The total intrinsic value of options exercised during the nine months 
ended June 30,2006 and 2005 was less than $0.1 million and $1.7 million, and during the three months ended 
June 30,2006 and 2005 was less than $0.1 million and $0.2 million. 

As of June 30,2006, there was less than $0.1 million of total unrecognized compensation cost related to 
nonvested stock options. That cost is expected to be recognized over a weighted-average period of 1 .5 years. 
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Restricted Stock Plans 

As noted above, the 1998 Long-Temi Incentive Plan provides for discretionary awards of time-lapse restricted 
stock and performance-based restricted stock units to help attract, retain and reward employees and non-employee 
directors of Atmos and its subsidiaries. Certain of these awards vest based upon the passage of time and other awards 
vest based upon the passage of time and the achievement of specified performance targets. The associated expense is 
recognized ratably over the vesting period. 

A summary of the status of the Company’s nonvested restricted shares as of June 30,2006, and changes during 
the nine months then ended, is presented below: 

Nonvested at September 30,2005 
Granted 
Vested 
Forfeited 

Nonvested at June 30,2006 

Number of 
Restricted 

Shares 

592,490 
440,O I6 

(1 10,347) 
(10,983) 
911,176 

- 

Weighted- 
Average 

Grant-Date 
Fair Value 

$ 25.32 
26.80 
22.66 
26.79 

$ 26.34 

As of June 30,2006, there was $16.0 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 2.1 years. The total fair value of restricted stock vested during the nine months ended 
June 30,2006 and 2005 was $2.5 million and $0.5 million, and during the three months ended June 30,2006 was 
$0.9 million. There were no restricted stock grants that vested during the three months ended June 30,2005. 

6. Earnings Per Share 

as follows: 
Basic and diluted earnings per share for the three and nine months ended June 30,2006 and 2005 are calculated 

For the For the 
Three Months Nine Months 

Ended Ended 
June 30 June 30 

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

Net income (loss) 
Denominator for basic income per share - weighted average 

common shares 
Effect of dilutive securities: 

Restricted and other shares 
Stock options 

common shares 
Denominator for diluted income per share - weighted average 

Income (loss) per share - basic 
Income (loss) per share - diluted 

-- $(18,145) $ 4,486 $141,678 $152,587 

80,840 79,683 80,520 78,009 

- 330 394 325 
- 131 99 144 -- 

80,840 80,144 81,013 78,478 -- ~- 
$ (0.22) $ 0.06 $ 1.76 $ 1.96 
$ (0.22) $ 0.06 $ 1.75 $ 1.94 
-- 
~- 
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There were approximately 396,000 restricted and other shares and approximately 102,000 stock options that were 
excluded from the calculation of diluted earnings per share for the three months ended June 30,2006 as their inclusion 
in the computation would be anti-dilutive. 

There were no out-of-the-money options excluded from the computation of diluted earnings per share for the 
three and nine montlis ended June 30,2006 and 2005 as their exercise price was less than the average market price of 
the comnon stock during that period. 

7. Interim Pension and Other Postretirement Benefit Plan Information 

three and nine months ended June 30,2006 and 200.5 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. 

The components of our net periodic pension cost for our pension and other postretirement benefit plans for the 

Three Months Ended June 30 
Pension Benefits Other Benefits 

2006 2005 2006 2005 - - - - .  
(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 

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 

$ 4,117 $ 3,136 $3,271 
5,722 6,017 2,210 

(6,400) (6,885) (547) 
- 1 378 
16 (2) 90 

3,299 1,891 320 
$ 6,754 $ 4,158 $5,722 
- -- __- 
--- --- 

$2,478 
2,366 

(5 18) 
378 
96 

151 
$4,951 

Nine Months Ended June 30 
Pension Benefits Other Benefits 

2006 2005 2006 2005 
(In thousands) 
-- 

$ 12,351 $ 9,408 $ 9,813 $ 7,434 
17,166 18,051 6,630 7,098 

(19,200) (20,655) (1,641) (1,554) 
- 3 1,134 1,134 
48 (6) 270 288 

5,673 960 453 
$ 20,262 $ 12,474 -- $17,166 $14,853 

9,897 
-- 

The assumptions used to develop our net periodic pension cost for the three and nine months ended June 30,2006 
and 200.5 are as follows: 

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

Discount rate 
Rate of compensation increase 
Expected return on plan assets 

5.00% 6.25% 5.00% 6.25% 
4.00% 4.00% 4.00% 4.00% 
8.50% 8.75% 5.30% 5.30% 
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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 
nine months ended June 30,2006, we contributed $2.8 million to the Atmos Energy Corporation Retirement Plan for 
Mississippi Valley Gas Union Employees. The current year contribution achieved a desired level of funding by 
satisfying the minimum funding requirements while maximizing the tax deductible contribution for this plan for plan 
year 2005. We anticipate making no additional contributions to our pension plans for the remainder of fiscal 2006. 
However, we contributed $7.9 million to our other postretirement plans, and we expect to contribute approximately 
$12 million to these plans during fiscal 2006. 

8. Commitments and Contingencies 

Litigation and Environmental Matters 

With respect to the specific litigation and environmental-related matters or claims that were disclosed in Note 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 nine months ended June 30,2006. We 
continue to believe that the fmal 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 condition, results of operations 
or net cash flows. 

Purcliase Cornmitnzents 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the foxward 
NYMEX strip or fixed price contracts. At June 30,2006, AEM was committed to purchase 64.8 Bcf within one year, 
53.7 Bcf within one to three years and 3.1 Bcf after three years under indexed contracts. AEM is committed to 
purchase 2.7 Bcf within one year and 0.2 Bcf within one to three years under fixed price contracts with prices ranging 
from $5.45 to $12.00. Purchases under these contracts totaled $398.9 million and $294.0 million for the three months 
ended June 30,2006 and 2005 and $1,718.4 million and $999.4 million for the nine months ended June 30,2006 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 terns of the individual contract. 

in its service area which obligate it to purchase specified volumes at market prices. The estimated fiscal year 
commitments under these contracts as of June 30,2006 are as follows (in thousands): 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our customers 

2006 
2007 
2008 
2009 
2010 
Thereafter 

$ 70,864 
346,837 
115,004 
12,795 
12,479 
39,812 

$597,791 
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Regulatory Mutters 

In February 2005, the Attorney General of the State of Kentucky filed a complaint with the Kentucky Public 
Service Commission (KPSC) alleging that our rates were producing revenues in excess of reasonable levels. We 
answered the complaint and filed a Motion to Dismiss with the IWSC. 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. 

In May 2006, the Mid-Tex Division filed a Statement of Intent seeking incremental annual revenues of 
$60 million and several rate design changes including Weather Normalization Adjustment (WNA), revenue 
stabilization, and recovery of the gas cost component of bad debt. The Statement of Intent consolidated “show cause” 
resolutions that had been filed in approximately 80 cities served by the Mid-Tex Division, including the City of 
Dallas, which requires the Mid-Tex Division to demonstrate that existing distribution rates are just and reasonable. 

both an interim and permanent basis, effective October 1,2006. The agreement provided that the interim WNA will 
use 30 years of weather history, while the permanent WNA would allow the parties to contest the appropriate period 
of weather data to use in calculating normal weather. The permanent WNA would also be modified or adjusted to 
conform to the rate design that the RRC ultimately approves in the case, which is anticipated no later than the fust 
quarter of calendar 2007. Any rate increase will be effective prospectively from the date of the final order; however, 
any rate decrease will be effective from May 3 1,2006. 

In November 200.5, we received a notice from the Tennessee Regulatory Authority (TRA) that it was opening an 
investigation into allegations by the Consumer Advocate and Protection 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 convened to consider the Staffs recommendation on May 15,2006 
and set a procedural schedule. All parties filed direct testimony on July 17,2006, with rebuttal due August 18,2006. 
A hearing is scheduled for August 29,2006. We believe that the Consumer Advocate and Protection Division will not 
be able to demonstrate that our present rates are in excess of reasonable levels. 

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. 

In May 2006, Amos  began receiving “show cause” ordinances from several of the cities in the West Texas 
Division. The ordinances request a filing to be made no later than September 15,2006. We believe that we will be 
able to ultimately demonstrate to the West Texas cities that our rates are just and reasonable. 

In July 2006, the Mid-Tex Division and the Railroad Conmission of Texas (RRC) agreed to implement WNA on 

Qtlzer 

On November 30, 200.5, we entered into an agreement with a third party to jointly construct, own and operate a 
45-mile large diameter natural gas pipeline in the northern portion of the DallasEort Worth Metroplex (North Side 
L,oop). Under the terms of the agreement, we are responsible for contributing no more than $42.5 million to the 
construction costs of the pipeline. We are also responsible for SO percent of the costs of the compression facilities. The 
North Side Loop was fully placed into service in May 2006. As of June 30,2006, we had spent $46.1 million for the 
North Side Loop project and expect to spend approximately $5.3 million in the remainder of fiscal 2006 for this 
project. 
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During the third quarter of fiscal 2005, we entered into two agreements with third parties to transport natural gas 
through our Texas intrastate pipeline system beginning in fiscal 2006. To handle the increased volumes for these 
projects, we installed compression equipment and other pipeline idfastructure. We have spent approximately 
$30 million in fiscal 2006 for these projects, which were placed in service at the end of the third quarter of fiscal 2006. 

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 these customers 
will return to these service areas and over what time period they may return. Additionally, we cannot accurately 
determine what regulatory actions, if any, may be talcen by the regulators with respect to these areas. We are 
implementing new rates, subject to refund, in August 2006 that reflect the reduced customer count and enable us to 
recoup costs attributable to Hurricane Katrina. 

Iu May 2006, we announced plans to form a joint venture with a local natural gas producer to construct a natural 
gas gathering system in Eastern Kentucky that will originate in Floyd County, Kentucky, and extend north 
approximately 65 miles to interconnect with the Tennessee Gas Pipeline in Carter County, Kentucky. Tennessee Gas 
Pipeline's interstate system delivers natural gas to the northeastern United States, including New York City and 
Boston. The new system is expected to relieve severe gas gathering and transportation constraints that historically 
have burdened natural gas producers in the area and should improve delivery reliability to natural gas customers. 
More than a dozen other producers have signed memoranda of understanding to commit gas volumes to the new 
system and to enter into agreements on commercially reasonable terms. 

The project is expected to cost between $75 million to $80 million. Upon receiving all required regulatory 
approvals, construction is expected to begin in the flrst half of fiscal 2007, with operations expected to begin in fiscal 
2008. Final terms of the joint venture are still under negotiation; however, we anticipate that we will have the ability 
to consolidate the joint venture. 

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 engage 
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 transactions 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 firiancial 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. 

investment grade versus non-investment grade. Credit exposure is defined as the total of (1) accounts receivable, 
AEM's estimated credit exposure is monitored in terms of the percentage of its customers that are rated as 
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(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 investment 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 June 30,2006 and September 30,200.5. 

Investment grade 
Non-investment grade 

Total 

June 30, September 30, 
2006 2005 

41% 49% 
59% 51% 

100% 100% 

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 June 30,2006. Investment grade 
counterparties have minimum credit ratings of BBB-, assigned by S&P; or Baa3, assigned by Moody’s. Non- 
investment grade counterparties are composed of counterparties that are below investment grade or that have not been 
assigned an internal investment grade rating due to the short-term nahire of the contracts associated with that 
counterparty. This category is coniposed of numerous smaller counterparties, none of which is individually 
significant. 

- June 30,2006 
Natural Gas 

Investment grade counterparties 
Non-investment grade counterparties 

Utility Marketing 
Segment (1) Segment Consolidated 

(In thousands) 

$ 11,930 $ 843 $ 12,773 
3,784 

$ 11,930 $ 4,627 $ 16,557 
-- - 3,784 

(1)  Counterparty risk for our utility segment is minimized because hedging gains and losses are passed through to our 
customers I 

10. Segment Information 

certain nonutility businesses. We distribute natural gas through sales and transportation arrangements to 
approximately 3.2 million residential, commercial, public authority 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 nonutility 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. 

Atmos Energy Corporation and its subsidiaries are engaged primarily in the natural gas utility business as well as 

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

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

Our determination of reportable segments considers the strategic operating units under which we manage sales of 

storage services and 

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 seport on Form 10-K for the fiscal year ended September 30,2005. 
We evaluate performance based on net income os loss of the respective operating units. 

Income statements for the three and nine-month periods ended June 30,2006 and 2005 by segment are presented 
in the following tables: 

- 
Natural Gas and Other 

Three Months Ended June 30,2006 
Pipeline 

Utility Marketing Storage Nonutiliw Eliminations Consolidated 
(In thousands) 

Operating revenues from external 

Lntersegment revenues 
parties 

Purchased gas cost 
Gross profit 

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

Total operating expenses 
Operating income (loss) 
Miscellaneous income 
hterest charges 
Income (loss) before income taxes 
Lncome tax expense (benefit) 

Net income {loss) 
Capital expenditures 

$401,896 $ 441,418 $19,597 $ 332 $ - $ 863,243 

402,044 562,447 35,862 1,413 (138,523) 863,243 
232,192 563,333 379 __ (1 37,16 1) 658,743 
169,852 (886) 35,483 1,413 (1,362) 204,500 

148 121,029 16,265 1081 , (138,523) I__ -- 

85,372 
41,537 
45,853 

172,762 

3,022 
30,892 

(30,780) 
(1 1,809) 

$(18,971) 
$ 75,973 

(2,910) 

5,725 
466 
273 

6,464 
(7,350) 

556 
1,716 

(895 10) 
(3,341) 

$ (5,169) 
$ 500 

13,485 
4,807 
2 272 

20,564 
14,919 

309 
6,384 
8,844 
3,012 

$ 5 832 
$32,988 

L 

L 

1,227 
28 
81 

1336 
77 

1,372 
1181 

268 
105 

$ 163 
$ - -  

L 

L 

= 

104,380 
46,838 
48,479 

199,697 
4,803 

963 
35,944 

(30,178) 
(12,033) 

$ (18,145) 
$ 109,461 
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Operating revenues fiom external parties 
Intersegment 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 (loss) before income taxes 
Income tax expense (benefit) 

Net income (loss) 
Capital expenditures 

Three Months Ended June 30,2005 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

$501,481 $ 387,999 $ 16,854 $ 543 $ - $ 906,877 
78,836 16,595 878 (96,563) __ 254 -- 

501,735 466,835 33,449 1,421 (96,563) 906,877 

175,233 10,395 35,182 1,421 (957) 22 1,274 
326,502 456,440 (1,733) - (95,606) 685,603 

76,862 4,948 9,573 1,067 (1,007) 9 1,443 
38.775 458 4.189 26 - 43,448 
44335 242 21064 54 - 461915 

160,192 5,648 15,826 1,147 (1,007) 18 1,806 
15,041 4,747 19,356 274 50 39,468 
3,122 153 613 578 (2,942) 1,524 

28,520 957 6,169 935 (2,892) 33,689 
- 7,303 
- 2,817 (3,689) 1,583 4,958 (35) 

$ (6,668) $ 2,360 $ 8,842 $ (48) $ - $ 4,486 
$ 80,336 $ 219 $ 8,830 $ - $ - $ 89,385 

(10,357) 3,943 13,800 (83) 
- 
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Operating revenues from external parties 
Intersegment 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 (expense) 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

Nine Months Ended June 30,2006 
Natura1 Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

$3,254,078 $1,866,768 $ 58,716 $ 1,347 $ - $5,180,909 
- 59i  - 616,153 62,341 3,153 (682,243) 

3,254,674 2,482,921 121,057 4,500 (682,243) 5,180,909 
2,488,906 2,413,511 590 __ (67839 1) 4,224,4 16 

765,768 69,410 120,467 4,500 (3,652) 956,493 

15,898 36,846 3,853 (3,803) 325,295 272,501 
121,708 1,411 13,978 77 __ 137,174 
150,456 864 7,086 285 - 158,691 
544,665 18,173 57,910 4,215 (3,803) 621,160 
22 1,103 51,237 62,557 285 151 335,333 

6,014 1,754 1,846 3,216 (13,858) (1,028) 
92,783 6,575 18,978 2,996 (13,707) 107,625 

134,334 46,416 45,425 505 - 226,680 
50,264 18,201 16,339 198 __ 85,002 

$ 84,070 $ 28,215 $ 29,086 $ 307 $ - $ 141,678 
$ 232,137 $ 1,067 $ 89,487 $ - $ - $ 322,691 
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Nine Months Ended June 30,2005 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutilitg Eliminations Consolidated 
(In thousands) 

- $3,960,586 Operating revenlles from external parties 
Intersegment revenues 814 223,020 64,252 2,391 (290,477) 

$2,649,979 $1,250,507 $ 58,433 $ 1,667 $ 
__ 

2,650,793 1,473,527 122,685 4,058 (290,477) 3,960,586 

Gross profit 755,612 48,399 113,790 4,058 (2,588) 919,271 
Purchased gas cost 1,s 95,18 1 1,425,128 8,895 - (287,889) 3,041,315 

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

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

259,884 12,410 33,077 3,007 (2,738) 305,640 
1,436 12,244 84 __ 132,771 

412 6,510 220 __ 140,537 
119,007 
133,395 

14,258 51,831 3,311 (2,738) 578,948 512,286 
243,326 34,141 61,959 747 150 340,323 

6.068 600 1,220 1,787 (6,808) 2,867 
- 2 -  - - 

83,841 2,037 181568 1,516 (6,658) 99,304 
- 243,886 165.553 32,704 44,611 1,018 

414 - 9 1,299 

$ 209,392 $ 586 $ 16,873 $ - $ - $ 226,851 

6 11547 13,291 16,047 
$ 104,006 $ 19,413 $ 28,564 $ 604 $ - $ 152,587 
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Balance sheet information at June 30, 2006 and September 30, 2005 by segment is presented in the following 
tables: 

June 30,2006 
Natural Pipeline 

Gas and Other 
Utility Marketing Storage Nonutilit?, Eliminations Consolidated 

(In thousands) 

ASSETS 
Property, plant and equipment, net $3,055,306 $ 7,381 $515,076 $ 1,320 $ - $3,579,083 
Investment in subsidiaries 253,289 (2,092) __ __ (25 1,197) - 
Current assets 

Cash and cash equivalents 8,865 17,456 - 528 - 26,849 
Cash held on deposit in margin 

account - 58,176 __ __ - 58,176 
Assets fiom risk management activities 11,930 10.388 2,698 I_ (8,497) 16,519 
Other current assets 
Intercompany receivables 

Total current assets 
Intangible assets 
Goodwill 
Noncurrent assets from risk management 

Deferred charges and other assets 
activities 

CAPITALIZATION AND 
LIABILITIES 

Shareholders ’ equity 
Long-term debt 

Current liabilities 
Current maturities of long-term debt 
Short-term debt 
Liabilities ftom risk management 

Other current liabilities 
Intercompany payables 

Total capitalization 

activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from risk 

Regulatory cost of removal obligation 
Deferred credits and other liabilities 

management activities 

661,342 3561506 37,974 86,003 (1931198) 948,627 
- - 30,437 (585,860) - 555,423 

1,237,560 442,526 40,672 116,968 (787,555) 1,050,171 
- - 3,069 

566,800 24,282 143,198 __ - 734,280 
- 3,069 - 

I__ 38 2,405 I_ (2,405 1 38 
225,647 1,334 5,232 17,623 - 249,836 

$5,338,602 $476,538 $706,583 $135,911 $(1,041,157) $5,616,477 

$1,664,556 $127,682 $ 92,210 $ 33,397 $ (253,289) $1,664,556 
__. - 4,390 - 2,180,752 2,176,362 

3,840,918 127,682 92,210 37,787 (253,289) 3,845,308 
-- 

1,250 - - 2,081 - 3,331 
297,087 82,000 I_ 88,407 (170,407) 297,087 

4,299 28,049 5,795 - (8,493) 29,650 
460,479 181,275 63,386 293 (20,703) 684,730 

763,115 352,560 593,805 90,781 (785,463) 1,014,798 
280,987 (15,434) 16,178 2,026 - 283,757 

- 61,236 524,624 - (585,860) - - 

__ I 1,478 __ - (2,405) 9,073 
275,955 - - __ - 275,955 
177,627 252 4,390 5,317 I 187,586 

$5,338,602 $476,538 $706,583 $135,91 I $(1,041,157) $5,616,477 
-- 
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September 30,2005 

Gas and Other 
Natural Pipeline 

Utility Marketing Storage Nonutilib 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 

Deferred charges and other assets 
activities 

CAPITALIZATION AND 
LIABILITIES 

Shareholders’ equity 
Long-term debt 

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

Other current liabilities 
Intercompany payables 

Total capitalization 

activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from risk 

Regulatory cost of removal obligation 
Deferred credits and otlier liabilities 

management activities 

$2,926,096 $ 7,278 $439,574 $ 1,419 $ - $3,374,367 
- __ (229,446) - 231,342 (1,896) 

10,663 
4,170 

93,310 
666,08 1 
505,728 

1,279,952 

566,800 
- 

28,949 
76,786 
39,528 

42 1,777 
- 

567,040 
3,507 

24,282 

- 
- 

1,739 
36,208 

37,947 

143,198 

- - 

- 

504 
- 
- 

63,820 
20,133 
84,457 
- 
- 

- 40,116 
__ 80,956 

(26,664) 107,913 
(152,441) 1,035,445 
(525,861) 
(704,966) 1,264,430 

- 3,507 
- 734,280 

- 

_. 2.073 1.338 - (2,676) 735 ~, , 
249,179 1:461 5:737 19,831 - 276,208 

$5,253,369 $603,745 $627,794 $105,707 $ (937,088) $5,653,527 

$1,602,422 $144,827 $ 53,426 $ 33,089 $ (231,342) $1,602,422 
2,177,279 - - 5,825 - 2,183,104 
3,779,701 144,827 53,426 38,914 (231,342) 3,785,526 

1,250 __ ___ 2,014 - 3,264 
144,809 60,000 - 51,320 (1 11,320) 144,809 

- 63,936 25,038 - (27,054) 6 1,920 
623,300 217,777 95,557 4,963 (38,835) 902,762 

- 87,968 437,893 - (525,861) - 
769,359 429,681 558,488 58,297 (703,070) 1,112,755 

__ 292,207 268,108 12,369 9,563 2,167 

- 16,654 1,338 - (2,676) 15,316 
263,424 - __ - ___ 263,424 
172,777 214 4,979 6,329 __ 184,299 

$5,253,369 $603,745 $627,794 $105,707 $ (937,088) $5,653,527 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM I 

The Board of Directors 
Amos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of June 30,2006, 
and the related condensed consolidated statements of income for the three-month and nine-month periods ended 
June 30,2006 and 2005, and the condensed consolidated statements of cash flows for the nine-month periods ended 
June 30,2006 and 2005. These financial statements are the responsibility of the Company's management. 

We conducted our review i.11 accordance with the standards of the Public Company Accounting Oversight Board 
(United States). A review of interim financial information consists principally of applying analytical procedures and 
making inquiries of persons responsible for financial and accounting matters. It is 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 
fiom which it has been derived. 

ERNST & Yomc LLP 

Dallas, Texas 
August 7,2006 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

INTRODUCTION 

The following discussion should be read in conjunction with the condensed consolidated financial statements in 
this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual Report on 
Form 10-K for the year ended September 30,200.5. 

Cautionary Statement for the Purposes of the Safe Harbor under the Private Securities L,itigatioit Reform Act of 
1995 

The statements contained in this Quarterly Report on Form ZO-Q may contain “fonvard-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 foiward-looking statements 
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 fonvard-loolung 
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 from the acquisition of the TXU Gas operations; 
the impact of recent natural disasters on our operations, especially Hurricane Katrina; and other 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 fonvard-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 fonvard- 
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, conunercial, public authority 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 nonutility 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, 
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* 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 

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

The following summarizes the results of our operations and other significant events for the nine months ended 

storage services and 

June 30,2006: 

Our utility segment net income decreased by $19.9 million during the nine months ended June 30,2006 
compared with the nine months ended June 30,2005. The decrease reflects the impact of weather, as adjusted 
for jurisdictions with weather-normalized rates, that was three percent warmer than the prior-year period and 
13 percent warmer than normal, coupled with higher operating expenses. 

other things, a modified Weather Normalization Adjustment (WNA) which provides a partial decoupling 
mechanism to stabilize margins and renewal of the Rate Stabilization Clause (RSC) with provisions that will 
reduce regulatory lag. The settlement also allowed the recognition of $6.2 million of margin that had been 
previously deferred as it was subject to refund. 

$60 million and several rate design changes including WNA, revenue stabilization, and recovery of the gas cost 
component of bad debt. In July 2006, the Railroad Commission of Texas (RRC) approved an interim WNA, 
effective October 1,2006. 

Our natural gas marketing segment net income increased $8.8 million during the nine months ended June 30, 
2006 compared with the nine months ended June 30,2005. 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 a $28.2 million increase in unrealized losses reflected in this segment’s gross profit, increased 
operating expenses and increased interest charges resulting from increased short-term borrowings to fund 
working capital needs. 

Our pipeline and storage segment net income increased $0.5 million during the nine months ended June 30, 
2006 cornpared with the nine months ended June 30,2005. Increased gross profit margin resulting from higher 
transportation and related services margins coupled with increased throughput on our Atmos Pipeline-Texas 
system and Atmos Pipeline & Storage, LLC’s ability to capture more favorable arbitrage spreads in its asset 
management contracts were essentially offset by higher operating expenses. 

September 30,2005 reflecting the impact of increased short-term debt borrowings to fund working capital needs 
partially offset by current-year net income. 

$387.4 million for the nine months ended June 30,2005, reflecting the adverse impact of high natural gas costs 
on our working capital. 

* Capital expenditures increased to $322.7 million in the nine months ended June 30,2006 from $226.9 million in 
the prior-year period, primarily reflecting increased capital spending for various pipeline expansion projects in 
our Atmos Pipeline - Texas Division, all of which were completed during the third quarter of fiscal 2006. 

Ln May 2006, the Louisiana Public Service Commission (LPSC) approved a settlement that provides for, among 

In May 2006, the Mid-Tex Division filed a Statement of Intent seeking incremental annual revenues of 

Our total-debt-to-capitalization ratio at June 30,2006 was 59.9 percent compared with 59.3 percent at 

For the nine months ended June 30,2006, we generated $223.4 million in operating cash flow compared with 

CRITICAL ACCOUNTING ESTIMATES AND POLICIES 

Our condensed consolidated financial statements were prepared in accordance with accounting principles 
generally accepted in the United States. Preparation of these financial statements requires us to make estimates and 
judgments that affect the reported amounts of assets, 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 
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we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate our estimates, including those related to risk 
m 9 .- qgement and trading activities, allowance for doubtful accounts, legal and environmental accruals, insurance accruals, pension and 
p 
Actual results may differ from such estimates. 

Form 10-K for the year ended September 30,2005 and include the following: 

.tirement obligations, deferred income taxes and the valuation of goodwill, indefu&e-lived intangible assets and other long-lived assets. 

Our critical accounting policies used in the preparation of our consolidated financial statements are described in our Atrnual Report on 

Regulation 
Revenue Recognition 

0 Allowance for Doubtful Accounts 
Derivatives and Hedging Activities 
Impairment Assessments 

* Pension and Other Postretirement Plans 

Our critical accounting policies are reviewed by the Audit Committee on a quarterly basis. There have been no significant changes to these 
critical accounting policies during the nine months ended June 30,2006. 

RESULTS OF OPERATIONS 

The following table presents our financial highlights for the three-month and nine-month periods ended June 30,2006 and 2005: 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
1\ Alaneous income (expense) 
InLirest charges 
Income (loss) before income taxes 
Income tax expense (benefit) 
Net income (loss) 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 
Natural gas marketing sales volumes - MMcf 
Pipeline transportation volumes - MMcf 
Heating degree days ( I )  

Actual (weighted average) 
Percent of nonnal 

Consolidated utility average transportation revenue per Mcf 
Consolidated utility average cost of gas per Mcf sold 

Three Months Ended Nine Months Ended 
June 30 June 30 

2006 2005 2006 ___ -_ 2005 
(In thousands, unless otherwise noted) 

$863,243 
204,500 
199,697 

4,803 
963 

35,944 
(3 0,178) 
(12,033) 

$ (18,145) 

32,653 
29,630 
62,283 
66,472 

104,680 

119 

$ 0.46 
$ 7.11 

69% 

$906,877 
22 1,274 
18 1,806 
39,468 

1,524 
33,689 

7,303 
2,817 

$ 4,486 

43,925 
28,753 
72,678 
52,739 
97,567 

167 

$ 0.48 
$ 7.43 

97% 

$ 5,180,909 
95 6,493 
621,160 
335,333 

(1,028) 
107,625 
226,680 

85,002 
$ 141,678 

239,562 
91,384 

330,946 
207,4 18 
277,72 1 

2,507 

$ 0.53 
$ 10.39 

87% 

$ 3,960,586 
919,271 
578,948 
340,323 

2,867 
99,304 

243,886 
91,299 

$ 152,587 

263,077 
88,635 

35 1,7 12 
179,679 
254,528 

2,580 

$ 0.53 
$ 7.20 

89% 

(1) Adjusted for service areas that have weather-normalized operations. 
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The following table shows our operating income by segment for the three-month and nine-month periods ended 
June 30, 2006 and 2005. The presentation of our utility operating income is included for financial reporting purposes 
and may not be appropriate for ratemaking purposes. 

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 

Consolidated operating income 

Three Months Ended June 30 
2006 2005 

Operating Heating Degree Days Operating Heating Degree Days 
Income Percent of Normal (l) Income Percent of Normal (l) 

(In thousands, except degree day information) 

$ 163 87% $ 2,451 105% 

8,715 14% 4,358 63% 

(12,8 19) 7% 2,432 87% 

(371) 101% 1,260 105% 

(2,734) 85% 1,600 99% 

(1,265) 115% (2,455) 100% 
4,383 98% 4,992 100% 
1,018 __ 403 - 

69% 15,041 97% 
___ 4,747 ___ 

(29 10) 

- 19,356 __ 
(77350) 

__ 324 - 
69% $39,468 97% 

14,919 
144 

$ 4,803 = = 

--- Nine Months Ended June 30 

Operating Heating Degree Days Operating Heating Degree Days 
Income Percent of Normal (l) Income Percent of Normal (*: 

(In thousands, except degree day information) 

2005 ~-- 2006 

$ 23,423 
14,876 
25,202 
36,459 
67,423 
25,480 
24,053 
4,187 

221,103 
51,237 
62,557 

43 6 
$33 5,3 3 3 
-- 

98% 
100% 
78% 
95% 
72% 

100% 

87% 

102% 

- 

___ 
__ 
__ 

87% 

$ 26,934 
17,863 
26,941 
37,443 
82,002 
24,661 
26,080 

1,402 
243,326 
34,141 
61,959 

897 
$340,323 

99% 
98% 
78% 
94% 
80% 
96% 

100% 

89% 
- 

- 
I 

- 
89% 

(1) Adjusted for service areas that have weather-normalized operations. 
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Three Months Ended June 30,2006 compared with Three Months Ended June 30,2005 

Utility segment 

Our utility segment has historically contributed 6.5 to 8.5 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, accomits payable, 
gas stored underground and short-term 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. Utility 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 nonnal 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 tlian normal and decrease the base rate when weather is colder than normal. As of 
June 30, 2006, we had, or received regulatory approvals for, WNA covering approximately 1.3 million customer 
meters in the following service areas for the following periods. 

Georgia 
Kansas 
K.entuclcy 
Louisiana (1) 

Mississippi 
Tennessee 
Amarillo, Texas 
West Texas 
Lubbock, Texas 
Virginia 

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

(l) Effective beginning for the 2006-2007 winter heating season. 

structure that combined a monthly customer charge with a declining block rate schedule to partially mitigate the 
impact of warmer-than-normal weather on revenue. The combination of the monthly customer charge and the 
customer billing under the fust block of the declining block rate schedule provided for the recovery of most of our 
fvred costs for such operations under most weather conditions. However, this rate stnicture was not as beneficial 
during periods where weather was significantly warmer than nonnal. 

In July 2006, the RRC approved an interim WNA, effective October 1,2006 for the Mid-Tex Division. The 
approved WNA period will be October through May. After we filed our May 2006 Statement of Intent, the parties to 
the case reached an agreement to implement WNA on both an interim and pennanent basis. The agreement provided 
that the interim WNA will use 30 years of weather history, while the permanent WNA will allow the parties to 

Our Mid-Tex Division did not have WNA as of June 30,2006. However, its operations benefited from a rate 
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contest the appropriate period of weather data to use in calculating normal weather. The permanent WNA will also be 
modified or adjusted to conform to the rate design that the RRC ultimately approves in the case. With the addition of 

Division to implement WNA, we will have weather protection for over 90 percent of our residential and commercial 
meters for the 2006-2007 winter heating season. 

this interim settlement in the Mid-Tex Division and the LPSC’s May 2006 settlement to authorize our Louisiana ( 

- Operating income 

Utility gross profit margin decreased $5.3 million to $169.9 million for the three months ended June 30,2006 
from $175.2 million for the three months ended June 30,2005. Total throughput for our utility business was 
62.3 billion cubic feet (acf) during the current-year period compared to 72.7 Bcf in the prior-year period. 

warmer-than-normal weather, as adjusted for jurisdictions with weather-normalized rates, primarily in our Mid-Tex 
and Louisiana divisions, where we did not have weather-normalized rates during the third quarter. Although the 
heating load is typically smaller during the third fiscal quarter, warmer-than-normal weather can still adversely affect 
gross profit. Weather was 29 percent warmer than the prior-year quarter and 31 percent warmer than normal. The 
impact of warmer weather resulted in a $16.2 million reduction in gross profit margin compared with the prior-year 
quarter. Additionally, OUI Louisiana division experienced a $1.3 million reduction in gross profit margin during the 
current-year quarter due to the impact of Hurricane Katrina compared with the prior-year quarter. Finally, continued 
customer conservation contributed to the decrease. These decreases were partially offset by a $3.9 million increase 
atising from the Company’s fiscal 2005 and fiscal 2004 filings under Texas’s Gas Reliability Infrastructure Program. 
(GRIP) and the recognition of $6.2 million that had been previously deferred in Louisiana following the LPSC’s 
ratification of our 2003 RSC in May 2006. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $172.8 million for the three 
months ended June 30,2006 from $160.2 million for the three months ended June 30,2005. 

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $10.4 million 
primarily due to higher employee costs associated with increased headcount to fill positions that were previously 
outsourced to a third party, higher medical and dental claims and increased pension and postretirement costs resulting 
from changes in the assumptions used to determine our fiscal 2006 costs. Increased line locate and facilities costs also 
contributed to the increase. 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 and 
the reversal of a $2.0 million charge for Hurricane Katrina losses that was originally recorded during the first quarter 
of fiscal 2006. The accrual was reversed based upon the improved outlook to fully recover our losses from insurance 
recoveries and from increased rates that we are implementing, subject to refund, in August 2006. 

2006. The decrease primarily was attributable to lower revenues than the prior-year quarter coupled with solid 
customer account collection efforts. In the utility segment, the average cost of natural gas for the three months ended 
June 30,2006 was $7.1 1 per thousand cubic feet (Mcf), compared with $7.43 per Mcf for the three months ended 
June 30,2005. 

As a result of the aforementioned factors, our utility segment incurred an operating loss of $2.9 million for the 
three months ended June 30,2006 compared to operating income of $15.0 million for the three months ended June 30, 
2005. 

The decrease in utility gross profit margin and throughput primarily reflects continued 

The provision for doubtful accounts decreased $1.9 million to $2.1 million for the three months ended June 30, 

Interest charges 

Interest charges allocated to the utility segment for the three months ended June 30,2006 increased to 
$30.9 million from $28.5 million for the three months ended June 30,2005. 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 
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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. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges transportation and/or storage 
logistics and ultimately delivers gas to our customers at competitive prices. To facilitate this process, we utilize 
proprietary and customer-owned transportation and storage assets to provide the various services our customers 
request, including furnishing natural gas supplies at fixed and market-based prices, contract negotiation and 
administration, load forecasting, gas storage acquisition and management services, transportation services, peaking 
sales and balancing services, capacity utilization strategies and gas 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. 

- Operating income 

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. 

summarized as follows: 
Our natural gas marketing segment’s gross profit margin for the three months ended June 30,2006 and 2005 is 

Three Months Ended 
June 30 

2006 2005 
(In thousands, except physical position) 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 
Marketing Activities 

Realized margin 
tJnrealized margin 

Total Marketing Activities 
Gross profit 
Net physical position @cQ 

$ 7,717 
(21,873) 
(14,156) 

- 

12,69 1 
579 

13,270 
$ (886) 

19.0 

-- 
12,347 

____.-- (1,136) 
11,211 

$ 10,395 
14.1 

Our natural gas marketing segment’s gross profit margin was a loss of $0.9 million for the three months ended 
June 30,2006 compared to gross profit of $10.4 million for the three months ended June 30,2005. Gross profit 
margin from our natural gas marketing segment for the three months ended June 30,2006 included an unrealized loss 
of $2 1.3 million compared with an unrealized loss of $0.2 million in the prior-year period. Natural gas 
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marketing sales volumes were 79.9 Bcf during the three months ended June 30,2006 compared with 62.8 Bcf for the 
prior-year period. Excluding intersegment sales volumes, natural gas marketing sales volumes were 66.5 Bcf during 
the current-year period compared with 52.7 Bcf in the prior-year period. The increase in consolidated natural gas 
marketing sales volumes primarily was attributable to successfiilly executed marketing strategies into new market 
areas. 

Our storage activities incurred a loss of $14.2 million for the thee months ended June 30,2006 cornpared to a 
loss of $0.8 million for the three months ended June 30,2005. Our marketing activities generated $13.3 million for the 
three months ended June 30,2006 compared with $1 1.2 million for the three months ended June 30,2005. Higher 
unrealized losses primarily were attributable to unfavorable movements in market prices used to value our physical 
storage. These unrealized losses were offset by higher realized storage activities due to captured spread arbitrage 
opportunities that were realized during the current-year quarter. 

movements during the three months ended June 30,2006 in the forward natural gas prices used to value the financial 
hedges designated against our physical inventory and our fured-price forward contracts. These results in our storage 
operations were magnified by a 4.9 Bcf increase in our net physical position at June 30,2006 compared to the prior- 
year quarter. We have elected to exclude the forwardspot differential from our hedge effectiveness assessment. 
Subsequent to the hurricanes, which occurred in the fall of 2005, the forwardspot 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 $6.5 million for the three 
months ended June 30,2006 from $5.6 million for the three months ended June 30,2005. 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. 

natural gas marketing segment operating income to a loss of $7.4 million for the three months ended June 30,2006 
compared with operating income of $4.7 million for the three months ended June 30,2005. 

The $11.3 million decrease in our natural gas marketing gross profit margin was primarily due to unfavorable 

The decrease in gross profit margin, combined with higher operating expenses, resulted in a decrease in our 

Interest charpes 

Interest charges allocated to the natural gas marketing segment for the three months ended June 30,2006 
increased to $1.7 million from $1 .0 million for the three months ended June 30,2005. The increase was attributable to 
higher average outstanding debt balances to fund natural gas purchases at significantly higher prices. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atmos 
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 inventory 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 remaitling 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 
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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 income 

Pipeline and storage gross profit increased to $3.5.5 million for the three months ended June 30,2006 from 
$35.2 million for the three months ended June 30,2005. Total pipeline transportation volumes were 133.3 Bcf during 
the three months ended June 30,2006 compared with 128.5 Bcf for the prior-year quarter. Excluding intersegment 
transportation volumes, total pipeline transportation volumes were 104.7 Bcf during the current year quarter compared 
with 97.6 Bcf in the prior-year quarter. The increase was primarily attributable to higher transportation and related 
services margins in our Atmos Pipeline-Texas Division partially offset by higher unrealized losses recorded by Atmos 
Pipeline & Storage, LLC. 

Operating expenses increased to $20.6 million for the three months ended June 30,2006 from $15.8 million for 
the three months ended June .30,2005 due to higher employee benefit costs associated with an increase in headcount, 
higher medical and dental claims and increased pension and postretirement costs resulting .from changes in the 
assumptions used to determine our fiscal 2006 costs. Higher pipeline integrity and facilities costs also contributed to 
the increased level of operating expenses. 

ended June 30,2006 decreased to $14.9 million from $19.4 million for the three months ended June 30,2005. 
As a result of the aforementioned factors, our pipeline and storage segment operating income for the three months 

Other nonutility seginent 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC (AES), and 
Atmos Power Systems, Inc. Through AES, we provide nahiral 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 Atmos Power 
Systems, Inc., we have constructed electric peaking power-generating plants and associated facilities and have entered 
into agreements to lease 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 June 30,2006 
compared with the prior-year quarter. 

Nine Months Ended June 30,2006 coinpared with Nine Months Ended June 30,200.5 

Utility seginent 

Operatiiw inconie 

Utility gross profit increased $10.2 million to $765.8 million for the nine months ended June 30,2006 from 
$755.6 million for the nine months ended June 30,200.5. Total throughput for our utility business was 330.9 billion 
cubic feet (Bcf) during the current-year period compared to 35 1.7 Bcf in the prior-year period. 

gross receipts taxes, which are paid by utility customers and have no permanent effect on net income. Additionally, 
margins increased $8.3 million due to rate increases received from the Company's fiscal 2005 and fiscal 2004 GFUP 
fdings and the recognition of $6.2 million that had been previously deferred in L,ouisiana following the LPSC's 
ratification of our agreement in May 2006. These increases were partially offset by an approximate $4.8 million 

The increase in utility gross profit, despite lower throughput, primarily reflects higher franchise fees and state 
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decrease in the Louisiana Division due to the impact of Hurricane Katrina compared with the prior-year period. For 
the nine months ended June 30,2006, weather was 13 percent warmer than normal, as adjusted for jurisdictions with 

Divisions, which did not have weather-normalized rates during the 2005-2006 winter heating season, weather was 
28 percent and 22 percent wanner than nonnal. The impact of the warmer weather resulted in a $22.1 million 
reduction in gross profit margin compared with the prios-year period. 

the nine months ended June 30,2005. The increase reflects a $17.1 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. 

hgher employee costs associated with increased headcount to fill positions that were previously outsourced to a thud 
party, higher medical and dental claims and increased pension and postretirement costs resulting from changes in the 
assumptions used to determine our fiscal 2006 costs. Increased line locate and facilities costs also contributed to the 
overall increase. These increases were partially offset by a reduction in third-party costs for outsourced administrative 
and meter reading functions that were in-sourced during fiscal 2006. Operation and maintenance expense for the nine 
months ended June 30,2006 was also favorably impacted by the absence of $2.1 million of United Cities merger and 
integration cost amortization, as these costs were hlly amortized by December 2004. 

The provision for doubtful accounts increased $4.2 million to $17.5 million for the nine months ended June 30, 
2006, compared with $13.3 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 
nine months ended June 30,2006 was $10.39 per Mcf, compared with $7 20 per Mcf for the nine months ended 
June 30,2005. 

with the modification of our rate design described below under Recent Ratemalung 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 nine months ended June 30,2006. This decrease was offset by 
increased depreciation expense associated with the placement of various capital projects into service during the fiscal 
year. 

June 30,2006 decreased to $22 1.1 million from $243.3 million for the nine months ended June 30,2005. 

weather-normalized operations and three percent warmer than the prior-year period. In the Mid-Tex and Louisiana i 

Operating expenses increased to $544.7 million for the nine months ended June 30,2006 from $512.3 million for 

Operation and maintenance expense, excluding the provision for bad debt, increased $8.4 million primarily due to 

Additionally, during the fxst quarter of fiscal 2006, the Mississippi Public Service Commission, in connection 

As a result of the aforementioned factors, our utility segment operating income for the nine months ended 

Interest charpes 

Interest charges allocated to the utility segment for the nine months ended June 30,2006 increased to 
$92.8 million &om $83.8 million for the nine months ended June 30,2005. 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 $3.6 million of interest savings 
arising from the early payoff of $72.5 million of our First Mortgage Bonds in June 2005. 

Miscellaneous income 

Miscellaneous income for the nine months ended June 30,2006 remained essentially unchanged at $6.0 million 
compared to $6.1 million for the nine months ended June 30,2005. However, during the fiscal 2006 second quarter, 
we recorded a $3.3 million charge associated with an adverse ruling in Tennessee related to the calculation of a 
performance-based rate mechanism associated with gas purchases. This charge was offset by increased interest 
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income associated with intercompany borrowings to our natural gas marketing segment to fund its working capital 
needs. 

Natural gas inarlceting segment 

- Operating income 

summarized as follows: 
Our natural gas marketing segment’s gross profit margin for the nine months ended June 30,2006 and 2005 is 

Nine Months Ended 
June 30 

2006 2005 
(In thousands, except physical position) 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 
Marketing Activities 

Realized margin 
Unrealized margin 

Total Marketing Activities 
Gross profit 
Net physical position (Bcf) 

$ 44,600 $ 15,482 
(42,924) (7,065) 

1,676 8,417 

63,263 43,182 

67,734 39,982 
$ 69,410 $ 48,399 

19.0 14.1 

-A 4 471 (3,200) 

Our natural gas marketing segment’s gross profit margin was $69.4 million for the nine months ended June 30, 
2006 compared to gross profit of $48.4 million for the nine months ended June 30,2005. Gross profit margin from our 
nat~iral gas marketing segment for the nine months ended June 30,2006 included an unrealized loss of $38.5 million 
compared with an unrealized loss of $10.3 million in the prior-year period. Natural gas marketing sales volumes were 
250.1 Bcf during the nine months ended June 30,2006 compared with 203.8 Bcf for the prior-year period. Excluding 
intersegment sales volumes, natural gas marketing sales volumes were 207.4 Bcf during the current-year period 
compared with 179.7 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 offset by 
warmer-than-normal weather across our market areas. 

Our storage activities generated $1.7 million in gross profit margin for the nine months ended June 30,2006 
compared to $8.4 million for the nine months ended June 30,2005. Increased realized margins in our storage 
operations were primarily due to our ability to capture more favorable arbitrage spreads that arose fiom increased 
market volatility. These increases were offset by an increase in the unrealized loss associated with these operations 
due to an unfavorable movement during the nine months ended June 30,2006 in the forward natural gas prices used to 
value the financial hedges designated against our physical inventory and our fuced-price forward contracts. These 
results were magnified by a 4.9 Bcf increase in our net physical position at June 30,2006 compared to the prior-year 
period. As noted above, we have elected to exclude this forwardspot 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 $67.7 million for the nine months ended June 30,2006 compared with 
$40.0 million for the nine months ended June 30,2005. 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 primarily 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 
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movement during the nine months ended June 30,2006 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 $18.2 million for the nine 
months ended June 30,2006 from $14.3 million for the nine months ended June 30,2005. 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 $51.2 million for the nine months ended June 30,2006 compared 
with operating income of $34.1 million for the nine months ended June 30,2005. 

i 

Interest charges 

Interest charges allocated to the natural gas marketing segment for the nine months ended June 30,2006 
increased to $6.6 million from $2.0 million fur the nine months ended June 30,2005. The increase was attributable to 
higher average outstanding debt balances to fund natural gas purchases at significantly higher prices. 

Pipeline arid storage segment 

aerat ing income 

Pipeline and storage gross profit increased to $120.5 million for the nine months ended June 30,2006 from 
$1 13.8 million for the nine months ended June 30,2005. Total pipeline transportation volumes were 431.2 Bcf during 
the nine months ended June 30,2006 compared with 4 17.4 Bcf for the prior-year period. Excluding intersegment 
transportation volumes, total pipeline transportation volumes were 277.7 Bcf during the current year period compared 
with 254.5 Bcf in the prior-year period. 'The increase in gross profit was primarily attributable to higher transportation 
and related services margins coupled with increased throughput on our Atmos Pipeline-Texas system and Atmos 
Pipeline & Storage, LLC's ability to capture more favorable arbitrage spreads in its asset management contracts. 
These increases were partially offset by the absence of inventory sales of $3.0 million realized in the prior-year 
period. 

the nine months ended June 30,2005 due to higher employee benefit costs associated with the increase in headcount, 
increased pension and postretirement costs resulting from changes in the assumptions used to determine our fiscal 
2006 costs and higher facilities costs. 

ended June 30,2006 increased to $62.6 million from $62.0 million for the nine months ended June 30,2005. 

Operating expenses increased to $57.9 million for the nine months ended June 30,2006 from $5 1.8 million for 

As a result of the aforementioned factors, our pipeline and storage segment operating income for the nine months 

Other nonutiliiy 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 nine months ended June 30,2006 
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 t h e  to time, we raise funds from the public debt arid equity capital 
markets to fund our liquidity needs. 
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Capitalization 

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

Short-term debt 
L,ong-term debt 
Shareholders’ equity 
Total capitalization, including short-term debt 

dune 30,2006 September 30,2005 

$ 297,087 7.2% $ 144,809 3.7% 
2,184,083 52.7% 2,186,368 55.6% 
1,664,556 40.1% 1,602,422 40.7% 

$4,145,726 100.0% $3,933,599 100.0% 

(In thousands, except percentages) 

- 

Total debt as a percentage of total capitalization, including short-term debt, was 59.9 percent at June 30,2006, 
and 59.3 percent at September 30,2005. The increase in the debt to capitalization ratio was primarily attributable to an 
increase in our short-term debt borrowings to fund our working capital needs partially offset by current-year net 
income. 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 requirements. Within 
two to four years, we intend to reduce our capitalization ratio to a target range of SO to 55 percent through cash flow 
generated from operations, continued issuance of new common stock under our Direct Stock Purchase Plan and 
Retirement Savings Plan, 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 jlows fioin operating activities 

Period-over-period changes in our operating cash flows primarily are attributable to changes in net income, 
working capital changes, particularly within our 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 nine months ended June 30,2006, we generated operating cash flow of $223.4 million from operating 
activities compared with $387.4 Illillion for the nine months ended June 30,2005. Period over period, our operating 
cash flow was adversely impacted by significantly higher natural gas prices, which have increased the levels of 
accounts payable and undercollected deferred gas costs recorded on our balance sheet as of June 30,2006. However, 
we are beginning to see the adverse impact of this situation decline somewhat as declines in accounts receivable and 
natural gas inventories improved operating cash flow by $79.7 million compared with the prior-year period. 
Additionally, 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 $45.4 million. However, these improvements in cash flow were 
offset by an unfavorable timing of payments for accounts payable and other accrued liabilities ($25 I .4 million) and 
unfavorable timing differences between when we purchase our natural gas and the period in which we can include this 
cost in our gas rates ($54.3 million). Finally, other working capital and other changes increased operating cash flow by 
$16.6 million. 

Cash jlows fionz iiivestiiig 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 
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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. I 

Capital expenditures for fiscal 2006 are expected to range from $400 million to $415 million. For the nine months 
ended June 30, 2006, we incurred $322.7 million for capital expenditures compared with $226.9 million for the nine 
months ended June 30,2005. The increase in capital expenditures primarily reflects increased spending associated 
with our DallasIFort Worth Metroplex North Side Loop project and other pipeline expansion projects in our Atmos 
Pipeline - Texas Division, which were completed during the fiscal 2006 third quarter. Increased capital spending in 
our Mid-Tex Division for various projects contributed to the increase in our capital expenditures. 

Cush fk)wsfi.onz financing activities 

For the nine months ended June 30,2006, our financing activities provided $90.8 million in cash compared with 
$1.6 billion provided in the prior-year period. Our significant financing activities for the nine months ended June 30, 
2006 and 2005 are summarized as follows. The adoption of SFAS 123(R) did not materially affect our cash flows 
fi-om financing activities. 

* In October 2004, we sold 16.1 million shares of cornmon stock, 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 shelf 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 settIe Treasury lock agreements, into which we entered to fur 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 h d  the acquisition. 

$1 52.3 million. All amounts borrowed under our credit facilities were repaid during the nine months ended 
June 30, 2005. The increase reflects borrowings to fund natural gas purchases and other working capital needs. 

$102.8 million during the nine months ended June 30,2005. The prior-year payments reflect the repayment of 
$72.5 million on our First Mortgage Bonds and a $25.0 million make-whole premium in accordance with the 
terms of the agreements. 

During the nine months ended June 30,2006 we paid $76.6 million in cash dividends compared with dividend 
payments of $74 million for the nine months ended June 30,2005. The increase in dividends paid over the prior- 
year period reflects the increase in our dividend rate from $0.930 per share during the nine months ended 
June 30,2005 to $0.945 per share during the nine months ended June 30,2006 combined with new share 
issuances under our various plans. 

* During the nine months ended June 30,2006 we increased our borrowings under our credit facilities by 

* We repaid $2.6 million of long-term debt during the nine months ended June 30,2006 compared with 
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* During the nine months ended June 30,2006 we issued 0.7 million shares of common stock which generated net 
proceeds of $17.7 million. In addition, we granted 0.3 million shares of common stock under our Long-Term 
Incentive Plan. The following table summarizes the issuances for the nine months ended June 30,2006 and 
2005. 

Nine Months Ended 
June30 ___ 

2006 2005 

Shares issued: 
Retirement Savings Plan 
Direct Stock Purchase Plan 
Outside Directors Stock-for-Fee Plan 
L,ong-Term lncentive Plan 
Long-Term Stock Plan for Mid-States Division 
Public Offering 

Total shares issued 

344,573 
302,501 

1,865 
349,509 

300 
- 

998 748 A 

338,520 
353,512 

1,769 
655,684 

16,100,000 
17,449,48 5 

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 and/or 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 $40 1.5 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. 

OnNovember 28,2005, AEM amended its uncommitted demand working capital credit facility to increase the 
amount of credit available &om $250 million to a maximum of $580 million. On March 3 1,2006, AEM amended and 
extended this uncommitted demand working capital credit facility to March 31,2007. At June 30,2006, 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. At June 30, 2006, there was $15.2 million outstanding under this facility. 

As of June 30, 2006, the amount available to us under our credit facilities, net of outstanding letters of credit, was 
$770.6 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. 
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Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to the cost of 1 
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 io outstanding debt, operating cash flow coverage of 
interest and pension liabilities and hiding 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: 

Unsecured senior long-term debt 
Commercial paper 

S&P Moody’s Fitch 

BBB Baa3 BBB+ 
A-2 P-3 F-2 

Currently, with respect to our unsecured senior long-term debt, S&P, Moody’s and Fitch maintain their stable 

A credit rating is not a recommendation to buy, sell or hold securities. The highest investment grade credit rating 

outlook. None of our ratings are currently under review. 

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 Covenants 

We were in compliance with all of our debt covenants as of June 30,2006. Our debt covenants are described in 
Note 4 to the condensed consolidated financial statements. 

Contractual Obligations and Commercial Commitments 

contractual obligations and commercial commitments during the nine months ended June 30,2006. 
Significant commercial commitments are described in Note 8. There were no significant changes in our 

Risk Manageinent 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, fured physical contracts and fured 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 meet the 
accounting requirements for hedge accounting, resulting in the derivatives being treated as mark to market instruments 
through earnings. 
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We record our derivatives as a component of risk management assets and liabilities, which are classified as 
current or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially all of our 
derivative financial instruments are valued using external market quotes and indices. The following 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 nine months ended June 30, 2006 and 2005: 

Fair value of contracts at beginning of period 
Contracts realized/settled 
Fair value of new contracts 
Other changes in value 

Fair value of contracts at end of period 

Three Months Ended Three Months Ended 
June 30,2006 June 30,2005 

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

$12,352 $ (3,414) $24,367 $ (5,896) 
(1,099) (20,923) 163 (7,843) 

- (155) - (2,577) 
(1,045) (5,460) 1,081 5,684 

$ 7,631 $ (29,797) $25,456 $ (8,055) 

Nine Months Ended Nine Months Ended 
June 30,2006 June 30,2005 

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

Fair value of contracts at beginning of period $ 93,310 $ (61,898) $ (8,612) $ 13,018 
(In thousands) 

Contracts realizedsettled 25,799 2,099 (45,234) (24,377) 
Fair value of new contracts 
Other changes in value (1 04,141) 30,002 82,3 1 1 3,304 

- (3,009) - (7,337) 

Fair value of contracts at end of period $ 7,631 $ (29,797) $ 25,456 $ (8,055) 

The fair value of our utility and natural gas marketing derivative contracts at June 30,2006, is segregated below 
by time period and fair value source: 

lair  Value of Contracts at June 30, 2006 -, 
Maturity in Years 

Greater Total Pair 
Source of Fair Value Less than 1 1-3 ~ 4-5 Than5 Value 

(In thousands) 

Prices actively quoted $ (15,365) $(8,715) $- $ - $(24,080) 
Prices provided by other external sources 2,519 (50) - __ 2,469 

Total Fair Value 
(555) 

$ (13,131) $(9,035) $- 9; - $(22,166) 
___ Prices based on models and other valuation methods (285) ." (270) _1 

- - -  
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Storage and Hedging Outlook 

AEM participates in transactions in which it seeks to find and profit from pricing differences that occur over time. 
AEM purchases physical natural gas and then sells fmancial 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 Company 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 related fair-value 
hedge (NYMEX) is reported as a component of revenue and can result in volatility in our reported net income. Over 
time, gains and losses on the sale of storage gas inventory will be offset by gains and losses on the €air-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 economic 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 discretionary basis in an 
effort to achieve this objective. AEM monitors the impacts of these profit optimization efforts by estimating the 
economic gross profit that it captured through the purchase and sale of physical natural gas and the associated 
financial derivatives. The economic gross profit, combined with the effect of unrealized gains or losses recognized in 
the financial statements in prior periods, provides a measure of the gross profit that could occur in future periods if 
AEM's optimization efforts are fully successful. The following table presents, by quarter during fiscal 2006, AEM's 
economic gross profit and its potential gross profit. 

Period Ending 

September 30,2005 
December 3 1,2005 
March 31,2006 
June 30,2006 

Associated Net 
Net Physical Economic Unrealized Potential 
Position (BcQ Gross Profit Losses Gross Profit 

(In millions) (In millions) (In millions) 

6.9 $ 13.1 $ (14.8) $ 27.9 
12.8 $ 7.1 $ (38.6) $ 45.7 
23.6 $ 30.8 $ (35.8) $ 66.6 
19.0 $ 28.4 $ (57.7) $ 86.1 

As of June 30,2006, based upon AEM's derivatives position and inventory withdrawal schedule, the economic 
gross profit was $28.4 million. In addition, $57.7 million of net unrealized losses were recorded in the financial 
statements as of June 30,2006. Therefore, the potential gross profit was $86.1 million. 

'The economic gross profit is based upon planned injection and withdrawal schedules, and the realization of the 
economic gross profit is contingent upon the execution of this plan, weather and other execution factors. Since AEM 
actively manages and optimizes its portfolio to enhance the future profitability of its storage position, it may change 
its scheduled injection and withdrawal plans from one time period to another based on market conditions. Therefore, 
we cannot ensure that the economic gross profit or the potential gross profit calculated as of June 30,2006 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 could result. 

Pension and Postretirement Benefits Obligations 

For the nine months ended June 30,2006 and 2005 our total net periodic pension and other benefits cost was 
$37.4 million and $27.3 million. All of these costs are recoverable tllrough 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. 
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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, 200.5 measurement date, these interest rates were declining, which 
resulted in a 12.5 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 nine months ended June 30,2006, we contributed $2.8 million to the Atmos Energy Corporation 
Retirement Plan for Mississippi Valley Gas Union Employees. The current year contribution achieved a desired level 
of funding by satisfying the minimum funding requirements while maximizing the tax deductible contribution for this 
plan for plan year 2005. We anticipate making no additional contributions to our pension plans for the remainder of 
fiscal 2006. However, we contributed $7.9 million to our other postretirement plans, and we expect to contribute a 
total of approximately $12 million to these plans during fiscal 2006. 
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OPERATING STATISTICS AND OTHER INFORMATION 

The following tables present certain operating statistics for our utility, natural gas marketing, pipeline and storage I 
and other nonutility segments for the three and nine-month periods ended June 30,2006 and 2005. 

Utility Sales and Statistical Data 

Three Months Ended 

2006 2005 2006 2005 

Nine Months Ended 
June 30 June 30 - 

METERS IN SERVICE, end of period 
Residential 
Commercial 
Industrial 
Agricultural 
Public-authority and other 

Total meters 
INVENTORY STORAGE BALANCE - Bcf 
HEATING DEGREE DAYS 

Actual (weighted average) 
Percent of normal 

UTILITY SALES VOLUMES - MMCf fZ) 

Gas sales volumes 
Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 
UTJLITY OPERATING REVENUES (000's) (z) 
Gas sales revenues 

Residential 
Commercial 
Industrial 
Agricultural 
Public-authority and other 

Total utility gas sales revenues 
Transportation revenues 
Other gas revenues 

Utility average transportation revenue per Mcf 
Utility average cost of gas per Mcf sold 

'Total utility operating revenues 

2,889,470 2,866,950 2,889,470 2,866,950 
275,878 276,492 275,878 

3,056 3,090 3,056 3,090 
8,924 9,822 8,924 9,822 

8,172 8,210 8,172 8,210 
3,186,152 3,163,9 12 3,186,152 3,163,g 12 

46.7 40.0 46.7 40.0 

276,492 

--I..- 

119 167 2,507 2,580 
69% 97% 87% 89% 

13,176 20,528 13 2,754 149,774 
11,719 15,148 74,691 80,059 
4,161 5,995 21,224 23,886 
2,759 787 3,115 913 

83 8 1,467 7,778 8,445 
32,653 43,925 239,562 263,077 
30,735 _. 30,420 95,329 94,006 
63,388 74,345 334,891 357,083 

- 

$ 208,164 $ 271,153 $1,875,636 $1,575,186 
112,100 141,465 944,591 73 1,762 
31,417 46,932 237,274 182,854 
18,940 5,830 22,576 7,092 

75,332 
378,715 478,540 3,175,382 2,572,226 

13.662 14.095 48.72 1 47,839 

8,094 13,160 -- 95,305 

91667 9;100 30157"i 30[728 
$ 402,044 $ 501,735 $3,254,674 $2,650,793 
$ 0.44 $ 0.46 $ 0.51 $ 0.51 
$ 7.11 $ 7.43 $ 10.39 $ 7.20 

See footnotes following these tables. 
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Natural Gas Marketing, Pipeline and Storage and Other Nonutility Operations Sales and Statistical Data 

CUSTOMERS, end of period 
Industrial 
Municipal 
Other 

Total 
INVENTORY STORAGE BALANCE - Bcf 

Natural gas marketing 
Pipeline and storage 

Total 

MMcf (2) 
NATURAL GAS MARKETING SALES VOLUMES - 

PIPELINE TRANSPORTATION VOLUMES - MMcf (2) 
OPERATING REVENUES (000’s) (2) 

Natural gas marketing 
Pipeline and storage 
Other nonutility 

Total operating revenues 

Notes to preceding tables: 

Three Months Ended 
June 30 

2006 2005 -- -_- 

679 6.59 
73 7 9 

444 43 1 
1,196 1,169 

20.1 15.2 
2.5 2.8 

22.6 18.0 

79,850 62,798 
133,306 128,453 

$562,447 $466,835 
35,862 33,449 

Nine Months Ended 
June 30 

2006 2005 -- - _ ~  

679 659 
73 79 

444 43 1 
1,196 1,169 

20.1 15.2 
2.5 2.8 

22.6 18.0 
-- 

250,056 203,770 
43 1,185 417,370 

$2,482,921 $1,473,527 
121,057 122,685 

1,413 1,42 1 4,500 4,058 
$599,722 $501,705 $2,608,478 $1,600,270 

(1) A heating degree day is equivalent to each degree that the average of the high and the low temperatures for a day is 
below 65 degrees. The colder the climate, the greater the number of heating degree days. Heating degree days are 
used in the natural gas industry to measure the relative coldness of weather and to compare relative temperatures 
between one geographic area and another. Normal degree days are based on 30-year average National Weather 
Service data for selected locations. Degree day information for the three and nine-month periods ended June 30, 
2006 and 2005 is adjusted for the Kentucky Division, the Mississippi Division and certain service areas included 
within the Colorado-Kansas Division, the Mid-States Division and the West Texas Division, which have weatlier- 
normalized operations. 

(2) Sales volumes and revenues reflect segment operations, including intercompany sales and transportation amounts. 

Recent Ratemaking Activity 

Our ratemaking activities during fiscal 2006 are described in the following discussion. The amounts described 
below represent the gross revenues that were requested or received in the rate filing, which may not necessarily reflect 
the increase in operating income obtained, as certain operating costs may have increased as a result of a commission’s 
final ruling. 

Infrastructure Program (GRIP) to include in rate base approximately $22.1 million of pipeline capital expenditures 
incurred during calendar year 2005, which should result in additional annual revenues of approximately $3.4 million. 
Atmos Pipeline-Texas subsequently agreed to reduce the capital investment in this filing by approximately 
$0.5 million. It is anticipated that this reduction will not materially affect the annual revenues. The Railroad 
Commission of Texas (RRC) approved this filing in July 2006 and these new charges will be included in the inontlily 
customer charge beginning in August 2006. 

Atntos Pipeline-Texas. In April 2006, Atmos Pipeline-Texas made a filing under Texas’ Gas Reliability 
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In September 2005, Atmos Pipeline-Texas made a filing under Texas' GRIP to include in rate base approximately 
$10.6 million of pipeline capital expenditures incurred during calendar year 2004 which should result in additional 
annual revenues of approximately $1.9 million. The RRC approved this filing in December 2005 and these new 
charges were included in the monthly customer charge beginning in January 2006. 

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. 

complaint with the Kentucky Public Service Commission (KPSC) alleging that our rates were producing revenues in 
excess of reasonable levels. We answered the complaint and filed a Motion to Dismiss with the KPSC. On February 2, 
2006, the JCPSC issued an Order denying our Motion to Dismiss but stated that the Attorney General had not met their 
burden of proof concerning their complaint. On March 3,2006, the KPSC 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. 

In Febniary 2006, the KPSC approved the Company's request to continue its Performance Based Ratemalung 
(PBR) mechanism for an additional five year period. The PBR establishes predetermined gas cost benchmarks and 
provides incentives to the Company for purchasing gas supply below those benchmark costs. This mechanism has 
produced more than $20 million in gas cost savings since its inception in July 1998, with the Kentucky Division 
retaining over $8 million during that period. Atmos has filed for KPSC approval of a proposed supply agreement, 
which resulted from a request for proposal to prospective suppliers. 

implemented a rate increase in its LGS service area. 'Ihis increase resulted from our Rate Stabilization Clause (RSC) 
filing in 2004 and was subject to refund, pending the final resolution of that filing. As the rate increase was subject to 
refund, we did not recognize this rate increase in our results of operations during fiscal 2005 or 2006. 

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. 

A proposed settlement was filed with the LPSC in May 2006. The settlement provided for, among other things, a 
modified WNA 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 that had been previously deferred. 

On May 25,2006, the LPSC voted to approve the settlement. The first RSC filing to result will be in August 
2006, based on a test year ended December 31,2005, for the LGS service area. The effective date for any rate 
adjustment resulting from that filing will be August 12,2006. The first filing for the TransLa service area will be 
made by December 3 1,2006, for the test period ending September 30,2006, with an effective rate adjustment of 
April 1,2007. W A  for both service areas will be in effect for an initial three-year period beginning with the winter 
of 2006-2007. In the third quarter of fiscal 2006, $6.2 million in deferred revenue associated with the 2003 RSC rate 
adjustment was recognized. 

Georgia service area seeking a rate increase of $4 million. In December 2005, 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. Oral arguments are scheduled for September 7,2006 before the Fulton County Superior 
Court. 

Conipany is proposing to consolidate the rates for its Missouri properties into three sets of regional rates and 
consolidate the current purchased gas adjustment (PGA) into one statewide PGA. The Conlpany is also proposing a 

Atinos Energy Colorado-Kansas Division. In December 2005, Atmos filed its second annual ad valorem tax 

Atmos Energy Kentzicky Division. In February 2005, the Attorney General of the State of Kentucky filed a 

Atntos Energy Louisiana Division. During the second quarter of fiscal 2005, the Louisiana Division 

In September 2005, the Louisiana Public Service Commission (LPSC) consolidated several then-existing dockets. 

Atrnos Energy Mid-Stntes Division. During the third quarter of fiscal 2005, Atmos filed a rate case in its 

On April 7,2006, Atmos filed a rate case in its Missouri service area seeking a rate increase of $3.4 million. The 
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WNA mechanism. An evidentiary hearing is scheduled to begin on November 27,2006, with an order expected to be 
issued February 22,2007. 

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 and Protection 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 convened to consider the Staffs recommendation on May 1.5,2006 and set a procedural schedule. All parties 
filed direct testimony on July 17,2006, with rebuttal testimony due August 18,2006. A hearing is scheduled for 
August 29,2006. We believe that the Consumer Advocate and Protection Division will not be able to demonstrate that 
our present rates are in excess of reasonable levels. 

incremental annual revenues of $60 million and several rate design changes including WNA, revenue stabilization, 
and recovery of the gas cost component of bad debt. The Statement of Intent consolidated “show cause” resolutions 
that had been filed in approximately 80 cities served by the Mid-Tex Division, including the City of Dallas, which 
requires the Mid-Tex Division to demonstrate that existing distribution rates are just and reasonable. 

In July 2006, the Mid-Tex Division and the RRC agreed to implement WNA on both an interim arid permanent 
basis, effective October 1, 2006. The agreement provided that the interim WNA will use 30 years of weather history, 
while the permanent WNA will allow the parties to contest the appropriate period of weather data to use in calculating 
nornial weather. The permanent WNA will also be modified or adjusted to conform to the rate design that the RRC 
ultimately approves in the case, which is anticipated no later than the first quarter of calendar 2007. Any rate increase 
will be effective prospectively from the date of the fmal order; however, any rate decrease will be effective from 
May 3 1,2006. 

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 200.5 which should result in additional annual revenues 
of approximately $12.1 million. The Mid-Tex Division subsequently agreed to reduce the capital investment in this 
filing by approximately $1 ..5 million. It is anticipated that this reduction will not materially affect the annual revenues. 
The implementation date of this filing has been delayed until September 1,2006 because of delays related to 
municipal appeals. 

of distribution capital expenditures incurred during calendar year 2004, which should result in additional annual 
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. 

On September 1,200.5, 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, 200.5. 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. 

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 3 1,2003. A hearing on this matter was held before the RRC in June 200.5. A 
Proposal for Decision has been issued recommending a disallowance. Exceptions and Replies to Exceptions have been 
filed. The case is currently scheduled for presentation to the RRC on August 8,2006, but a decision is not expected 
until August 22, 2006. Additionally, all parties are currently conducting settlement negotiations. 

Atiiios Energy Mid-Tex Division. In May 2006, the Mid-Tex Division filed a Statement of Intent seeking 

In September 200.5, the Mid-Tex Division made a GRIP filing to include in rate base approximately $29.4 million 
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Attnos 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 modified 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 futed 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. 

On June 30,2006, the MPSC approved a pilot program whereby Trans Louisiana Gas Pipeline (TLGP) will 
provide asset management services to the Mississippi Division. The asset management pilot allows TLGP to market 
certain off-peak gas supply assets, such as company-owned or leased storage and pipeline capacity, on a recallable 
basis. In exchange for this TLGP will share net positive benefits of the asset management program with Mississippi 
ratepayers. The pilot program runs from June 1,2006 to April 30,2007 and may be extended by the MPSC upon 
application by Atmos. 

Atnlos Energy West Texas Division. In September 2005, Atmos made a GRIP filing to include in rate base 
approximately $22.6 million of distribution capital costs incurred during calendar year 2004, which should result in 
additional annual revenues of approximately $3.8 million. The filings were approved €or 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 
were included in the monthly customer charge beginning May 1,2006. Atnios expects to make its 2005 GRIP filing 
for the West Texas Division in September 2006. 

In January 2006, the Lubbock, Texas City Council passed a resolution requiring Atrnos 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. 

In May 2006, Atmos began receiving “show cause” ordinances from several of the cities in the West Texas 
Division. The ordinances request a filing to be made no later than September 15,2006. We believe that we will be 
able to ultimately demonstrate to the West Texas cities that our rates are just and reasonable. 

RECENT ACCOUNTING DEWLOPMENTS 

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 atid Qualitative Disclosures About Market Risk 

potential loss that we may incur as a result of changes in the fair value of a particular instrument 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 futed 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 

We are exposed to risks associated with commodity prices and interest rates. Commodity price risk is the 
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described in further detail in Note 3 to the condensed consolidated financial statements. Additionally, our earnings axe 
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 segment 

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 fured prices, based upon the June 30,2006 three-month market strip, 
would increase our purchased gas cost by approximately $1.8 million for the remainder of fiscal 2006. 

Natural gas tnarlieting and pipeline and storage segments 

Our natural gas marketing segment is also exposed to risks associated with changes in the market 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 tlie forward NYMEX price 
to our net open position (including existing storage and related financial contracts) at the end of each period. Because 
AEH had no net open positions (including existing storage and related financial contracts) at June 30,2006, a $0.50 
change in the forward NYMEX price would have no 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 June 30,2006 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 $6.5 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 witli our short- 
term borrowings increased by an average of one percent, our interest expense would have increased by approximately 
$3.7 million during the nine months ended June 30,2006. 

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 instminents. Fair value is estimated using a discounted cash flow analysis. 
Assuming this one percent liypothetical decrease, the fair value of our long-term obligations would have increased by 
approximately $128.6 million. 

As of June 30,2006 we were not engaged in other activities that would cause exposure to the risk of material 
earnings or cash flow loss due to changes in interest rates or market commodity prices. 
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Item 4. Controls and Procedures 

As indicated in the certifications in Exhibit 3 1 of this report, the Company’s Chief Executive Officer and Chief 
Financial Officer have evaluated the Company’s disclosure controls and procedures as of June 30,2006. 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 materially affect, the Company’s internal control over frnancial 
reporting. 

PART 11. OTHER LNFORNIATION 

Item 1. Legal Proceedings 

During the nine months ended June 30,2006, 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 Fonn 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 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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SIGNATURES 

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

ATMOS ENERGY CORPORATION 
(Registrant) 

By: /s/ JOHN P. REDDY 
John P. Reddy 

Senior Vice President and Chief Financial Oflcer 
(Duly authorized signatory) 

Date: August 9, 2006 
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EXElIBITS INDEX 
Item 6(a) 

Exhibit 
Number Description 

12 Computation of ratio of earnings to futed charges 

15 Letter regarding unaudited interim financial information 

3 1 Rule 13a-14(a)/15d-I4(a) Certifications 

32 Section 1350 Certifications* 

Page Number 

:@ These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company's Chief Executive 
Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Cy, will not be 
deemed to be filed with the Commission or incorporated by reference into any filing by the Company under the 
Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Company specifically 
incorporates such certifications by reference. 
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Exhibit 12 

Atmos Energy Corporation 
Computation of Earnings to Fixed Charges 

June 30,2006 

Three Months Ended Nine Months Ended 
- June 30 June 30 

(Dollars in thousands) 
2005 -- 2006 2005 - 2006 

Income from continuing operations before provision for income taxes per 

Add: 
statement of income $(30,178) $ 7,303 $226,680 $2433 8 6 

Portion of rents representative of the interest factor 1,485 1,040 4,350 3,236 
Interest on debt & amortization of debt expense 35,944 33,689 107,625 99,304 

Income as adjusted $ 7,251 $42,032 $338,655 $346,426 

Fixed charges: 
Interest on debt & amortization of debt expense (1) 
Capitalized interest (2) 
Rents 
Portion of rents representative of the interest factor (3) 

Fixed charges (1)+(2)+(3) 

$ 35,944 $33,689 $107,625 $ 99,304 
1,201 563 2,984 1,914 
4,456 3,120 13,049 9,707 
1,485 1,040 4,350 3,236 

$ 38,630 $35,292 $1 14,959 $104,454 

Ratio of earnings to fmed charges 0.19 1.19 2.95 3.32 

http ://y ahoo. brand. edgar-online. com/EFX-dll/EDGARpro. dll?FetchFilingHTML 1 ? S essionID=MhW Q N . . . 1 2/23 /2006 



ATMOS ENERGY COW (Form: 1 0-Q, Received: 08/09/2006 16:30:26) Page 64 of 71 

htt~://yahoo.brand.edga~-online.com/EFX-_dll/EDGARpro.dll?FetchE;ilingHTML 1 ? SessionID=MhWQN.. . 12/23/2006 



ATMOS ENERGY COW (Form: 10-Q, Received: 08/09/2006 16:30:26) Page 65 of 71 

Exhibit 15 

Board of Directors 
Atmos Energy Corporation 

We are aware of the incorporation by reference in the Registration Statements (Forrn S-3, No. 33-37869; Form S-3 D/A, No. 33-70212; Form S- 
3, No. 33-58220; Form S-3, NO. 33-56915; Form S-3/A, No. 333-03339; Form S-3/A, NO. 333-32475; Form S-3/A, No. 333-50477; Form S- 
3/A, No. 333-93705; Form S-3, NO. 333-95525; Form S-3, No. 333-75576; Form S-3D, NO. 333-113603; Form S-3, No. 333-118706; Form S-4, 
No. 333-13429; Form S-8, No. 33-68852; Form S-8, No. 33-57687; Form S-8, NO. 33-57695; Form S-8, No. 333-32343; Form S-8, No. 333- 
46337; Form S-8, No. 333-73143; Form S-8, No. 333-73145; Form S-8, No. 333-63738; Form S-8, No. 333-88832; and Form S-8, No. 333- 
116367) of Amos Energy Corporation and in the related Prospectuses of our report dated August 7,2006, relating to the unaudited condensed 
consolidated interim financial statements of Atmos Energy Corporation, which are included in its Form 10-Q for the quarter ended June 30, 
2006. 

ERNST & YOUNG LLP 

Dallas, Texas 
August 7,2006 
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Exhibit 31 

RULE 13a-14(a)/15d-l4(a) CERTIFICATIONS 

I, Robert W. Best, certify that: 

1. 

2. 

I have reviewed this quarterly report on Form 10-Q of Atmos Energy Corporation; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in ths  report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) arid 15d-l5(f) for the registrant and have: 

3. 

4. 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in whch this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provided reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, e- ‘~ 

reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

(b) 

(c) 

(d) 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

All Significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

(a) 

(b) 

Date: August 9,2006 

/s/ ROBERT W. BEST 
Robert W. Best 
Chairman, President and 
Chief Executive Officer 
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I, Jolm P. Reddy, certify that: 

1 

2. 

! have reviewed this quarterly report on Form 10-Q of Atmos Energy Corporation; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-lS(f) for the registrant and have: 

3. 

4. 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to 
us by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provided reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

(b) 

(c) 

(d) 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

(a) 

(b) 

All significant deficiencies or material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

Date: August 9, 2006 

/s/ JOHN P. REDDY 
John P. Reddy 
Senior Vice President and 
Chief Financial Officer 
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Exhibit 32 

CERTIFICATION OF CHIEF EXECTJTIVE OFFICER 

(18 U.S.C. SECTION 1350) 

In connection with the Quarterly Report of Atmos Energy Corporation (the “Company”) on Form 10-Q for the period ending June 30,2006 
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Robert W. Best, as Chief Executive Officer of the 
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of 
rny knowledge: 

PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

(1) The Report fully complies with the requirements of section 13(a) or lS(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company. 

Date: August 9, 2006 

/s/ ROBERT W. BEST 
Robert W. Best 
Chairman, President and 
Chief Executive Officer 

A signed original of this written statement required by Section 906 has been provided to Atmos Energy Corporation and will be retained by 
Atmos Energy Corporation and furnished to the Securities and Exchange Commission or its staff upon request. 
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CERTIFICATION OF C H E F  FINANCIAL OFFICER 

(18 U.S.C. SECTION 1350) 
PURSUANT TO SECTION 906 OF TFIE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Atinos Energy Corporation (the “Company”) on Form 10-Q for the period ending June 30,2006 
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, John P. Reddy, Senior Vice President and Chief 
Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002, that, to the best of my knowledge: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company. 

Date: August 9, 2006 

/s/ JOHN P. E D D Y  
John P. Reddy 
Senior Vice President and 
Chief Financial Officer 

A signed original of this written statement required by Section 906 has been provided to Atmos Energy Corporation and will be retained by 
Atmos Energy Corporation and furnished to the Securities and Exchange Commission or its staff upon request. 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

(Mark One) 
El QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCEANGE ACT OF 1934 
For the quarterly period ended March 31,2006 

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

or 
0 

to 

Commission File Number 1-10042 

y Corporation 
(Exact name of registrant as specified in its charter) 

At 

Texas and Virginia 
(State or other jurirdiction of 

incorporation or organization) 

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

(Address of principal executive offices) 

75-1743247 
(IRS employer 

identification no.) 

75240 
(Zip code) 

(972) 934-9227 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 1 S(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 El 

No 17 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated 
filer. See d e f ~ t i o n  of "Accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act, (Check one): 

Large accelerated filer Accelerated filer 0 Non-accelerated filer 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 
Act). Yes No El 

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

Class 

No Par Value 
- Shares Outstanding 

81,lS 1,592 
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GLOSSARY OF KEY TERMS 

AEH 
AEM 
A E S  
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 

Atmos Energy Holdings, Inc. 
Atmos Energy Marketing, LLC 
Amos Energy Services, LLC 
Accounting Principles Board 
Amos Pipeline and Storage, LLC 
Billion cubic feet 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
FASB Interpretation 
Fitch Ratings, Ltd. 
Georgia Public Service Commission 
Gas Reliability Mastructure Program 
Kentucky Public Service Commission 
Louisiana Gas Service Company and L,GS Natural Gas Company, 
which were acquired July 1,200 1 
Louisiana Public Service Commission 
Thousand cubic feet 
Million cubic feet 
Moody's Investors Services, Inc. 
Mississippi Public Service Commission 
New York Mercantile Exchange, h c .  
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 
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PART 1. FINANCIAL INFORMATION 

Item 1. Financial Statements 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED 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 

Cment  assets 
Cash and cash equivalents 
Cash held on deposit in margin account 
Accounts receivable, net 
Gas stored underground 
Other current assets 

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

$4,943,329 $ 4,765,610 
1,432,287 1,391,243 
3,511,042 3,374,367 

48,899 
13,537 

793,O 19 
440,946 
195,412 

1,4913 13 
737,495 
256,701 

$5,997,051 

CAPITALIZATION AND LIABILITIES 
Shareholders' equity 

Common stock, no par value (stated at $.005 per share); 200,000,000 shares 
authorized; issued and outstanding: 
March 31,2006 - 81,077,197 shares; 
September 30, 2005 - 80,539,401 shares $ 405 

Additional paid-in capital 1,447,734 
Retained earnings 287,727 
Accumulated other comprehensive loss (29,575) 

1,706,291 Shareholders' equity 
Long-term debt 2,18 1,120 

Total capitalization 3,887,411 
Current liabilities 

Accounts payable and accrued liabilities 708,134 
Other current liabilities 380,026 
Short-term debt 262,3 15 
Current maturities of long-term debt 3,308 

1,353,783 
287,841 
275,209 
192,807 

$5,997,051 

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

See accompanying notes to condensed consolidated financial statements 

40,116 
80,956 

454,3 13 
450,807 
238,238 

1,264,430 
737,787 
276193 

$ 5,653,527 

$ 403 
1,426,523 

178,837 
(3,341) 

1,602,422 
2,183,104 
3,785,526 

461,314 
503,368 
144,809 

3,264 
1,112,755 

292,207 
263,424 
199,615 

$ 5,653,527 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Three Months Ended 
March 31 

2006 2005 
(Unaudited) 

(In thousands, except 
per share data) 

Operating revenues 
$1,447,620 $1,235,377 Utility segment 

818,629 512,891 Natural gas marketing segment 
Pipeline and storage segment 45,483 45,546 
Other nonutility segment 1,595 1,278 
Intersegment eliminations 

2,033,846 1,685,085 

Utility segment 1,13 1,885 912,309 
Natural gas marketing segment 774,652 501,73 1 
Pipeline and storage segment 21 1 4,407 
Other nonutility segment 

(278,305) (109,256) Intersegment eliminations 
1,628,443 1,309,19 1 

Gross profit 405,403 375,894 

Operation and maintenance 112,698 103,420 
Depreciation and amortization 47,076 45,326 
Taxes, other than income 64,796 54,967 

Total operating expenses 224,570 203,713 
Operating income 180,833 172,18 1 
Miscellaneous (expense) income (2,439) 958 
Interest charges 35,492 33,073 
Income before income taxes 142,902 140,066 
Income tax expense 54,106 5 1,564 

Net income $ 88,796 $ 88,502 
$ 1.10 $ 1.12 Basic net income per share 
$ 1.10 $ 1.11 Diluted net income per share 
$ 0.315 $ 0.310 Cash dividends per share 

Weighted average shares outstanding: 
Basic 80,573 79,270 
Diluted 8 1,040 79,760 

See accompanying notes to condensed consolidated fmancial statements 

(279,481) (110,007) 

Purchased gas cost 

- - 

Operating expenses 

Page 6 of 70 
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Six Months Ended 
March 31 

2006 2005 
(Unaudited) 

(In thousands, except 
per share data) 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 

Total operating expenses 

Operating expenses 

Operating income 
Miscellaneous (expense) income 
Interest charges 
Income before income taxes 
Income tax expense 

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

Net income 

Basic 
Diluted 

$2,852,630 $2,149,058 
1,920,474 1,006,692 

85,195 89,236 
3,087 2,637 

- (543,720) (193,914) 
4,317,666 3,053,709 

2,256,714 
1,850,178 

21 1 
I_ 

(541,430) 
3,565,673 

75 1,993 

220,915 
90,336 

110,212 
42 1,463 
330,530 

(1,991) 
71,681 

256,858 
97,035 

$ 159,823 
$ 1.99 
$ 1.98 
$ 0.63 

80,444 
80,9 1 1 

See accompanying notes to condensed consolidated frnancial statements 

1,568,679 
968,688 

10,628 

(192,283) 
2,355,712 

697,997 

214,197 
89,323 
93,622 

397,142 
300,855 

1,343 
65,615 

236,583 
88,482 

$ 148,101 
$ 1.92 
$ 1.90 
$ 0.62 

- 

77,290 
77,769 
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Six Months Ended 
March 31 

2006 2005 
(Unaudited) 

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

Depreciation and amortization: 
Charged to depreciation and amortization 
Charged to other accounts 

Deferred income taxes 
Other 
Net assets/liabilities 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 
Net proceeds 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 

-I 

(In thousands) 

$ 159,823 $ 148,101 

90,336 89,323 
334 477 

58,199 42,605 
7,S87 3,315 

(24,041) 20,247 
(143,847) 96,025 
148,391 400,093 

(213,230) (137,466) 

(2,842) (1,957) 
(2 16,072) (2,OS 1,955) 

__ (1,912,532) 

117,506 - 

(2,162) (3,849) 
1,385,847 - 

- (43,770) 
(50,933) (49,211) 
12,053 26,025 
- 382,014 

76,464 1,697,056 
8,783 45.194 

40,116 201[932 
$ 48,899 $ 247,126 

See accompanying notes to condensed consolidated fmancial statements 
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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 approximately 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 - 
Atmos Energy Colorado-Kansas Division 
Atmos Energy Kentucky Division 
Atmos Energy Louisiana Division 
Atmos Energy Mid-States Division 

Atmos Energy Mid-Tex Division 

Atmos Energy Mississippi Division 
Atmos Energy West Texas Division 

- Service Area 

Colorado, Kansas, Missouri ( I )  
Kentucky 
Louisiana 
Georgia ( I ) ,  Illinois ( I ) ,  Iowa (l) ,  Missouri ( I ) ,  
Tennessee, Virginia ('1 
Texas, including the DalladFort Worth metropolitan 
area 
Mississippi 
West Texas 

(l) 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. 

owned by AEH. AEM provides a variety of natural gas management services to municipalities, natural gas utility 
systems and industrial natural gas customers, 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 fured 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 Atmos Pipeline - Texas Division, a 
division of Atmos Energy Corporation, and the nonregulated operations of Atmos Pipeline and Storage, LLC (APS), 
which is wholly-owned by AEH. The Atmos 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 
A P S ,  we own or have 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. 

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 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 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. 

Our natural gas marketing operations are managed by Atmos Energy Marketing, LLC (AEM), which is wholly- 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS - (Continued) 

2. Unaudited Interim Financial Information 

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 
Form 10-Q and should be read in conjunction with the audited consolidated financial statements of Atmos 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 3 1,2006 are not 
indicative of expected results of operations for the full 2006 fiscal year, which ends September 30,2006. 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) necessary for a 

Basis of Comparison 

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

Signifcant accounting 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 Statement 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 3 1 , 2006. 

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

Stock-based compensation 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 L,ong-Term Incentive Plan. 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 our common stock. 

On October 1,2005, the Company adopted SFAS 123 (revised), Share-Based Payment (SFAS 123(R)). This 
standard revises SFAS 123, Accounting for  Stock-Based Compensation and supersedes Accounting Principles Board 
(APB) Opinion 25, Accounting for Stock Issued to Employees. IJnder 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 the grant- 
date fair value of 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. IJnder this transition method, stock-based 
compensation expense for the three and six months ended March 3 1,2006 included: (i) compensation expense for all 
stock-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 3 1,2006 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 permitted by SFAS 123. Under this method, no compensation cost for stock options was recognized 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS - (Continued) 

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 3 1,2005. 
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 3 1,2005 would have been impacted as shown in the 
following table: 

Net income - as reported 
Restricted stock compensation expense included in income, net of tax 
Total stock-based employee compensation expense determined under 

Net income - pro forma 
E d i g s  per share: 

fair-value- based method for all awards, net of taxes 

Basic earnings per share - as reported 
Basic earnings per share - pro forma 
Diluted earnings per share - as reported 
Diluted earnings per share - pro forma 

Three Months Ended Six Months Ended 
March 31,2005 March 31,2005 

(In thousands, except per share data) 

$ 88,502 $ 148,101 
469 962 

(684) (1,427) 
$ 88,287 $ 147,636 

$ 1.12 $ 1.92 
$ 1.11 $ 1.91 
$ 1.11 $ 1.90 
$ 1.11 $ 1 .90 

Regulatoiy assets and liabilities 

We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for the Eflects of Certain 
Types of Regulation , when future recovery through customer rates is considered probable. Regulatory liabilities are 
recorded when it is probable that revenues will be reduced for amounts that will be credited to customers through the 
ratemaking process. Substantially all of our regulatory assets are recorded as a component of deferred charges and 
substantially all of ow regulatory liabilities are recorded as a component of deferred credits and other liabilities. 
Deferred gas costs are recorded either in other current assets or liabilities and the regulatory cost of removal obligation 
is separately reported. 

8 



.. -.-- /.- ... .,-. ... - .. -. .-... .. ...... .- - ._ .. __I__..._....________.____._. ___ 

ATMOS ENERGY CORP (Farm: 1 0-Q, Received: 05/09/2006 14:53:53) 
Table of Contents 

Page 12 of 70 

ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Significant regulatory assets and liabilities as of March 31,2006 and September 30,2005 included the following: 

March 31, September 30, 

(In thousands) 
2006 2005 

Regulatory assets: 
Merger and integration costs, net $ 8,980 $ 9,150 
Deferred gas cost 108,130 38,173 
Environmental costs 1,268 1,357 
Rate case costs 9,256 11,314 
Deferred franchise fees 142 6,710 
Other 9,019 9,313 

$136,795 $ 76,017 

Deferred gas costs $ 29,258 $ 134,048 
Regulatory cost of removal obligation 286,894 274,989 
Deferred income taxes, net 3,185 3,185 
Other 7,075 8,084 

$326,412 $ 420,306 

Regulatory liabilities: 

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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Comprehensive income 

The following table presents the components of comprehensive income, net of related tax, for the three 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 
(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 3 1,2006 and 
2005 and of $542 and $729 for the six months ended March 3 1, 
2006and2005 479 132 8 84 1,189 

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 

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 3 1,2006 and 2005 and $( 17,676) and $3 for 

Amortization and unrealized losses on interest sate hedging 

$(2,718) for the six months ended March 31,2006 and 2005 861 861 1,721 (4,435) 

the six months ended March 3 1,2006 agd 2005 (4,776) 12,913 (28,839) 5 
Comprehensive income $85,360 $102,408 $133,589 $144,860 

Accumulated other comprehensive loss, net of tax, as of March 3 1,2006 and September 30,2005 consisted of the 
following unrealized gains (losses): 

March 31, September 30, 

(In thousands) 
2006 2005 

Accumulated other comprehensive loss: 
Unrealized holding gains on investments 
Treasury lock agreements 
Cash flow hedges 

$ 1,568 $ 684 
(22,261) (23,982) 
(8,882) 19,957 

$(29,575) $ (3,341) 

Recent accounting puonounceineiits 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accounting for 
Conditional Asset Retirement Obligations (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 andor 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 andor method of settlement are conditional on a future event that may or may 
riot be witlin the control of the entity. Uncertainty about the timing andor 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, Accounting for  Certain Hybrid Financial Instruments , which 
amends SFAS 1.33, Accounting for  Derivative Instruments and Hedging Activities and SFAS 140, Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS 155 (a) permits fair value 
remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would require 
bifircation, (b) clarifies which interest-only strips and prineipal-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, (d) 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 15.5 
is effective for all financial instruments acquired or issued by us after October 1,2006 and is not expected to have a 
material impact on our financial position, results of operations and cash flows. 

SFAS 140, Accounting for  Transfers and Servicing of Financial Assets and Extinguishments 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 initially measured at fair value, if practicable, (c) permits an 
entity to choose to measure servicing assets and servicing liabilities under the amortization method or fair value 
measurement method, (d) 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 fair value of servicing 
assets or liabilities that the servicer elects to subsequently measure at fair value and (e) requires separate presentation 
of servicing assets and servicing liabilities subsequently measured at fair value in the statement of financial position 
and additional footnote disclosure. We will be required 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, results of operations and 
cash flows. 

In March 2006, the FASB issued SFAS 156, Accounting for Sewicing Financial Assets , which amends 

3. Derivative Instruments and Hedging Activities 

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. 

We conduct risk management activities through both our utility and natural gas marketing segments. We record 
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' n e  following table shows the fair values of our risk management assets and liabilities by segment at March 3 1, 
2006 and September 30,2005: 

Natural Gas 
Utility Marketing Total 

(In thousands) 

March 31,2006: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 
September 30,2005: 
Assets from risk management activities, current 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current 
Liabilities from risk management activities, noncurrent 
Net assets (liabilities) 

$12,352 

$93,310 
- 
__ 
- 

$93,310 

$ 15,977 

(17,530) 
(1,861) 

$ (3,414) 

$ 14,603 
73s 

- 

(61,920) 
(1593 16) 

$ (61,898) 

$ 29,396 

(18,597) 
- 

- (1,861) 
$ 8,938 

$107,9 13 
735 

(61,920) 
(1 5,3 16) 

$ 31,412 

Utility Hedging Activities 

We use a combination of storage, fixed physical contracts and fixed fmancial contracts to partially insulate us and 
our customers against gas price volatility during the winter heating season. Because the gains or losses of fmancial 
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 Effects ojcertain Types ojliegulation. Accordingly, there is no 
earnings impact to our utility segment as a result of the use of fmancial derivatives. Our utility hedging activities also 
include the cost of our Treasury lock agreements which are described in further detail below. 

Nonutility Hedgzng Activities 

AEM manages its exposure to the risk of natural gas price changes through a combination of storage and 
fmancial 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 ow 
natural gas inventory and cash flow hedges to offset anticipated purchases 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 3 1,2006, 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 3 1,2006 
of $8.2 million in net deferred hedging gains ($7.1 million in net deferred hedging losses during the three months 
ended March 31,2006) 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. 

positions as well as our expected current and future sales and purchase obligations to maintain no open 
Under our risk management policies, we seek to match our fmancial derivative positions to our physical storage 
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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. 

Treasury 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 caunterparties. 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 3 1,2006, 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 followhg: 

Unsecured floating rate Senior Notes, due October 2007 
Unsecured 4.00% Senior Notes, due 2009 
Unsecured 7.375% Senior Notes, due 201 1 
Unsecured 10% Notes, due 20 1 1 
LJnsecured 5.125% Senior Notes, due 2013 
Unsecured 4.95% Senior Notes, due 2014 
Unsecured 5.95% Senior Notes, due 2034 
Medium term notes 

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds 

Other term notes due in installments through 2013 

Less: 

Series P, 10.43% due 2013 

Total long-term debt 

Original issue discount on unsecured senior notes and debentures 
Current maturities 

13 

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 

10,000 10,000 
10,000 10,000 

150,000 150,000 

8,750 10,000 
6,927 - 7,839 

2,187,980 2,190,142 

(3,552) (3,774) 
(3,308) (3,264) 

$2,181,120 $ 2,183,104 
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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. 

Short-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 o f  cold weather. 

Committed credit facilities 

As of March 3 1, 2006, we had three short-term cornmitted 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 .OO percent, based on the Company’s credit ratings, and serves as a 
backup liquidity facility for our $600 million commercial paper program. At March 3 1 , 2006, there was 
$262.3 million outstanding under our commercial paper program. 

$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 3 1,2006 and was renewed effective April 1,2006 for one year with no 
material changes to its terrns and pricing. There were no borrowings outstanding under this facility at March 3 1,2006. 

The availability of funds under our credit facilities is subject to conditions specified in the respective credit 
agreements, 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 three-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 capitalization of no greater than 70 percent. At March 31, 
2006, our total-debt-to-total-capitalization ratio, as defmed, 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. 

We have a second unsecured facility in place which is a 364-day facility expiring November 2006, for 

Uncommitted 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 3 1 , 2006, AEM 
amended and extended this uncommitted demand working capital credit facility to March 3 1 , 2007. 

Borrowings under the credit facility can be made either as revolving loans or offshore rate loans. Revolving loan 
borrowings will bear interest at a floating rate equal to a base rate (defined as the higher of 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 Gom 1 .OO percent to 1.875 percent per 
annum, depending on the excess tangible net worth of AEM and whether the letters of credit are swap-related standby 
letters of credit. 

AEM is required by the financial 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 fiom time to time by AEM. At March 3 1,2006, 
AEM's ratio of total liabilities to tangible net worth, as defined, was 1.2 1 to I I 

AEM letters of credit totaling $15 1 .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. Under the most restrictive covenant, the amount available to AEM 
under this credit facility was $174.2 million at March 3 1,2006. This line of credit is collateralized by substantially all 
of the assets of AEM and is guaranteed by AEH. 

The Company also has an unsecured short-term uncommitted credit line for $2.5 million that is used for working- 
capital and letter-of-credit purposes. There were no borrowings under this uncommitted credit facility at March 3 1, 
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 are made on a when-and-as-available basis at the discretion of the hank. 

At March 3 1,2006, there were no borrowings outstanding under this credit facility. However, at March 3 1,2006, 

AEH, the parent company of AEM, has a $100 million intercompany unconmitted 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 3 1,2006. At March 3 1, 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 L,IBOR 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 Coven nn ts 

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. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 3 1, 1985 may not exceed the sum of accumulated net income for 
periods after December 3 1, 1985 plus $9 million. At March 31,2006 approximately $266.8 million of retained 
earnings was unrestricted with respect to the payment of dividends. 

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 if 
outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of $15 million 
to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition, AEM's credit 
agreement contains a cross-default provision whereby AEM would be in default if it defaults on other 

We were in compliance with all of our debt covenants as of March 31,2006. If we do not comply with our debt 
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indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement contains a provision 
that would limit the amount of credit available if Atmos 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. 
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5. Stock-Based Compensation 

Stock-Based Compensation 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, performance-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 3 1,2006, non-qualified stock options, bonus stock, time-lapse restricted 
stock, perforniance-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. 

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

Si Months Ended 
March 31 

2005 2006 - Valuation Assumptions (I) - 
Expected Life ()ears) (3 7 7 
Interest rate (3) 4.6% 4.2% 
Volatility (4) 20.3% 21.3% 
Dividend yield 4.8% 4.8% 

(1) Beginning on the date of adoption of SFAS 123(R), forfeitures are estimated based on historical experience. Prior 

(2) The expected life of stock options is estimated based on historical experience. 
( 3 )  The interest rate is based on the U.S. Treasury constant maturity interest rate whose term is consistent with the 

(4) The volatility is estimated based on historical and current stock data for the Company. 

to the date of adoption, forfeitures were recorded as they occurred. 

expected life of the stock options. 
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A summary of option activity as of March 3 1,2006, and changes during the six months then ended, is presented 
below: 

Weighted- 
Weighted- Average 
Average Remaining Aggregate 

Number of Exercise Contractual Intrinsic 
Options Price Term Value 

(In years) (In thousands) 

Outstanding at September 30,2005 
Granted 
Exercised 
Forfeited 

Outstanding at March 3 1,2006 
Exercisable at March 3 1,2006 

964,704 $ 22.20 
93,196 26.19 
(2,166) 20.18 

(166) 21.23 
1,055,568 $ 22.56 5.9 $ 3,840 
1,028,794 $ 22.48 5.8 $ 3,741 

The stock options had a weighted-average fair value per share on the date of grant of $3.74 and $3.69 for the six 
months ended March 3 1,2006 and 2005. There were no stock options granted during the three months ended 
March 3 1,2006 and 2005. Net cash proceeds from the exercise of stock options during the six months ended 
March 3 1,2006 and 2005 were less than $0.1 million and $9.1 million and during the three months ended March 3 1, 
2006 and 2005 were less than $0.1 and $8 million. The associated income tax benefit from stock options exercised 
during the six months ended March 3 1,2006 and 2005 was less than $0.1 million and $1 million, and during the three 
months ended March 3 1,2006 and 2005 was less than $0.1 million and $0.9 million. The total intrinsic value of 
options exercised during the six months ended March 3 1,2006 and 2005 was less than $0.1 million and $1.5 million, 
and during the three months ended March 31,2006 and 2005 was less than $0.1 million and $1.3 million. 

As of March 3 1,2006, there was less than $0.1 million of total unrecognized compensation cost related to 
nonvested stock options. That cost is expected to be recognized over a weighted-average period of 1.7 years. 

Restricted Stock Plans 

As noted above, the 1998 L,ong-Term Incentive Plan provides for discretionary awards of time-lapse restricted 
stock and performance-based restricted stock units to help attract, retain and reward employees and non-employee 
directors of Atmos and its subsidiaries. Certain of these awards vest based upon the passage of time and other awards 
vest based upon the passage of time and the achievement of specified perfomance targets. The associated expense is 
recognized ratably over the vesting period. 

A summary of the status of the Company's nonvested restricted shares as of March 3 1,2006, and changes during 
the six months then ended, is presented below: 

Nonvested at September 30,2005 
Granted 
Vested 
Forfeited 

Nonvested at March 3 1,2006 

Weighted- 
Number of Average 
Restricted Grant-Date 

Fair Vafue Shares 

592,490 $ 25.32 
83,941 26.19 

(76,190) 21.33 
(1,428) 25.55 

598,813 $ 25.95 
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As of March 3 1, 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 3 1,2006 and 2005 was $1.6 million and $0.5 million, and during the three months ended March 3 1,2006 was 
$1.2 million. There were no restricted stock grants that vested during the three months ended March 3 1,2005. 

6. Earnings Per Share 

as follows: 
Basic and diluted earnings per share for the three and six months ended March 3 1,2006 and 2005 are calculated 

For the For the 
Three Months Six Months 

Ended Ended 

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

March 31 March 31 - 
- -- 

Net income 
Denominator for basic income per share - weighted average 

Effect of dilutive securities: 
common shares 

Restricted and other shares 
Stock options 

common shares 
Denominator for diluted income per share - weighted average 

Income per share -basic 

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

80,573 79,270 80,444 77,290 

369 335 369 330 
98 155 98 149 -- 

8 1,040 79,760 80,911 77,769 
-- $ 1.10 $ 1.12 $ 1.99 $ 1.92 
- - _ _ _ _ _ _ _  -- 
-- 
$ 1.10 $ 1.11 $ 1.98 $ 1.90 =- Income per share - diluted 

There were no out-of-the-money options excluded from the computation of diluted earnings per share for the 
three and six months ended March 31,2006 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 3 1,2006 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 

2006 2005 2006 2005 
(In thousands) 

- - - -  
Components of net periodic pension cost: 

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

Net periodic pension cost 

Components of net periodic pension cost: 
Service cost 
lnterest cost 
Expected return on assets 
Amortization of transition asset 
Amortization of prior service cost 
Amortization of actuarial loss 

Net periodic pension cost 

$ 4,117 $ 3,136 $3,271 $2,478 
5,722 6,017 2,210 2,366 

(6,400) (6,885) (547) (518) 
__ 1 378 378 
16 (2) 90 96 

3,299 1891 320 151 
$ 6,754 $ 4,158 $5,722 = $4,951 === 

Six Months Ended March 31 
Pension Benefits Other Benefits 

2006 2005 2006 2005 
(In thousands) 
-- 

$ 8,234 $ 6,272 $ 6,542 $ 4,956 
1 1,444 12,034 4,420 4,732 

(12,800) (13,770) (1,094) (1,036) 
- 2 756 7.56 
32 (4) 180 192 

640 302 
- - _ _ _ _ _ _ -  $ 13,508 $ 8,316 $11,444 $ 9,902 

3,782 6 598 L 

--- 
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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 

2005 - 2006 - 2005 - 2006 - 
Discount rate 
Rate of compensation increase 
Expected return on plan assets 

5.00% 6.25% 5.00% 6.25% 
4.00% 4.00% 4.00% 4.00% 
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 3 1,2006, 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 Environmental Matters 

With respect to the specific litigation and environmental-related 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 environrnental-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 enviromental-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 condition, results of operations 
or net cash flows. 

Purchase Commitinents 

AJ3M has commitments to purchase physical quantities of natural gas under contracts indexed to the forward 
NYMEX strip or futed price contracts. At March 3 1,2006, 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 fved 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 $1,3 19.5 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. 

in its service area which obligate it to purchase specified volumes at market prices. The estimated fiscal year 
commitments under these contracts as of March 3 1,2006 are as follows (in thousands): 

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our customers 

2006 
2007 
2008 
2009 
2010 
Thereafter 

$136,543 
241,031 
121,079 
12,022 
1 1,263 
37,616 

$559,554 

Regulatoiy Matters 

In February 2005, the Attorney General of the State of Kentucky filed a complaint at the Kentucky Public Service 
Cornmission (KPSC) alleging that our present rates are producing revenues hi excess of reasonable levels. We 
answered the complaint and filed a Motion 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 
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 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 Ofice that we 
are overcharging customers in parts of Tennessee by approximately $10 million per year. We have responded to 
nurnerous 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 Staffs 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 to jointly construct, own and operate a 
45-mile large diameter natural gas pipeline in the northern portion of the DallasBort Worth Metroplex (North Side 
Loop). Under terms of the agreement, we are responsible for contributing no more than $42.5 million to the 
construction costs of the pipeline. We are also responsible for SO percent of the costs of the compression facilities. 
Approximately 2 1 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 of March 3 1,2006, we 
had spent $26.2 million for the North Side Loop project and expect to spend approximately $23.6 million in the 
remainder of fiscal 2006 for this pro“ject. 

During the third quarter of fiscal 2005, we entered into two agreements with third parties to transport natural gas 
through our Texas intrastate pipeline system 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 approximately 
$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 these customers 
will return to these service areas and over what time period. Additionally, we cannot accurately determine what 
regulatory 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 engage 

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 transactions 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 standardzed 
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 fmancial peIformance. 

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 
nonperfonnarice 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) andor Standard & Poor's Corporation (S&P). For non-rated entities, the 
default rating for municipalities is investment 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 gwde 
Non-investment grade 

Total 

42% 49% 
58% 51% 

100% 100% = 

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 3 1,2006. Investment grade 
counterparties have minimum credit ratings of BBB-, assigned by S&P; or B a d ,  assigned by Moody's. Non- 
investment grade counterparties are composed 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 composed of numerous smaller counterparties, none of which is individually 
significant. 

March 31,2006 
Natural Gas 

Investment grade counterparties 
Non-investment grade counterparties 

Utility Marketing 
Segment (1) Segment Consolidated 

(In thousands) 

$ 13,419 $ 11,232 $ 24,651 
- 4,745 4,745 

$ 13,419 $ 15,977 $ 29,396 

_I . . -- - . - 
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( I )  Counterparty risk for our utility segment is minimized because hedging gains and losses are passed through to our 
customers. 
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ATMOS ENERGY COWORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

10. Segment Information 

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 authority 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 nonutility businesses we provide natural gas management and marketing services to industria1 
customers, municipalities and other local distribution companies located in 22 states. Additionally, we provide natural 
gas transportation and storage services to certain o f  our utility operations and to third parties. 

Our operations are divided into four segments: 

0 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, 

0 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 s m a r y  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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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Income statements for the three and six-month periods ended March 3 1 , 2006 and 2005 by segment are presented 
in the following tables: 

Operating revenues from external parties 
Intersegment 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 (expense) 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

Three Months Ended March 31,2006 
Pipeline 

Natural Gas and Other 
Utility Marketing Storage Nonutilie Eliminations Consolidated 

(In thousands) 

$1,447,376 $ 564,737 $21,238 $ 495 $ - $2,033,846 
- 244 253,892 24,245 1,100 (279,481) 

1,447,620 818,629 45,483 1,595 (279,481) 2,033,846 

315,735 43,977 45,272 1,595 (1,176) 405,403 

94,363 5,821 12,363 1,361 (1,210) 112,698 
4 1.907 475 4,669 25 - 47,076 

1,131,885 ~ 774,652 21 1 - (278,305) 1,628,443 

2,654 93 - 64,796 
197,971 6,644 19,686 1,479 (1,210) 224,570 

348 ,- ~ -- 61:701 
-- _ _ _ _  

117,764 37,333 25,586 116 34 180,833 
15s 608 132 1,183 (4,517) (2,439) 

30,303 1,997 6,621 1,054 (4,483) 35,492 
87,616 35,944 19,097 245 - 142,902 
32,988 14,012 7,010 96 - 54,106 

- $ 88,796 $ 54,628 $ 21,932 $12,087 $ 149 $ -- 
$ 83,749 $ 235 $26,781 $ - $ - $ 110,765 -- 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) 

Operating revenues from external parties 
Intersegment revenues 

Purchased gas cost 
Gross profit 

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

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

Three Months Ended March 31,2005 - - 
Pipeline 

Natural Gas and Other 
Utility Marketing. Storage Nonutility Eliminations Consolidated 

(In thousands) 
$1,235,092 $ 429,598 $19,827 $ 568 $ - $1,685,085 

- 285 83,293 25719 710 -__ --- A - 
1.235.377 512.891 45,546 1,278 (110,007) 1,685,085 

- (109,256) 1,309,191 '9121309 5011731 41407 
323,068 11,160 41,139 1,278 (751) 375,894 

4,016 12,843 893 (801) 103,420 
41.181 474 3,642 29 - 45,326 
86,469 

88 - 54,967 
179,870 4,751 18,883 1,010 (801) 203,713 
143.198 6.409 22,256 268 50 172,181 

52i220 26 1 2,398 

11974 20 1 292 616 (2,125) 958 
6 228 179 (2,075) 33,073 

117.110 5.931 16,320 705 - 140,066 
28,062 679 -A. 

283 - 51,564 431459 2,140 5,682 
$ 73,651 $ 3,791 $10,638 $ 422 $ - $ 88,502 
$ 63,129 $ 228 $ 6,908 $ - $ - $ 70,265 

=- 
-- 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Operating revenues from external parties 
Intersegment 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 (expense) 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

Six Months Ended March 31,2006 - 
Pipeline 

Natural Gas and Other 
Utility Marketing Storage Nonutility Eliminations Consolidated 

$2,852,182 $1,425,350 $39,119 $ 1,015 $ - $4,317,666 
(In thousands) 

- 448 495,124 46,076 2,072 (543,720) 
2,852,630 1,920,474 85,195 3,087 (543,720) 4,317,666 

595,916 70,296 84,984 3,087 (2,290) 751,993 
2,256,714 1,850,178 21 1 - (541,430) 3,565,673 

187,129 10,173 23,361 2,626 (2,374) 220,915 
80.171 945 9,171 49 - 90.336 . _  

4,8 14 204 - 1101212 1041603 591 - - 
371,903 11,709 2,879 37,346 (2,374) 421,463 
224,O 13 58,587 47,638 20 8 84 330,530 

2,992 1,198 1,537 1,844 (9,562) (1,991) 
61,891 4,859 12,594 1,815 (9,478) 71,681 

165,114 54,926 36,% I 237 - 256,858 
21,542 13,327 93 - 97,035 62,073 - -- 

$ 103,041 $ 33,384 $23,254 $ 144 $ - $ 159,823 
$ 156,164 $ 567 $56,499 $ - $ - $ 213,230 -- 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Six Months Ended March 31,2005 -- 
Pipeline 

Natural Gas and Other ...-- 

Utility Marketing Storage Nonutilib Eliminations Consolidated 
(In thousands) 

Operating revenues from external parties 
Intersegment revenues 

Purchased gas cost 
Gross profit 

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

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Capital expenditures 

$2,148,498 $ 862,508 $41,579 $ 1,124 $ - $3,053,709 

2,149,058 1,006,692 89,236 2,637 (193,914) 3,053,709 
1,568,679 968,688 10,628 - (192,283) 2,355,712 

580,379 38,004 78,608 2,637 (1,631) 697,997 

__ 560 - 144,184 47,657 1,513 (193,914) 

183,022 7,462 23,504 1,940 (1,731) 214,197 
80,232 978 8,055 58 - 89,323 

4,446 166 - 93,622 88,840 
352,094 8,610 36,005 2,164 (1,731) 397,142 
228,285 29,394 42,603 473 100 300,855 

2,946 447 607 1,209 (3,866) 1,343 
1,080 12,399 581 (3,766) 65,615 55,321 

175,910 28,761 30,811 1,101 - 236,583 
65,236 11,708 1 1,089 449 I_ 88,482 

170 - - 

$ 110,674 $ 17,053 $19,722 $ 652 $ - $ 148,101 
- $ 137,466 $ 129,056 $ 367 $ 8,043 $ - $ 

27 



ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED PINANCLAL STATEMENTS - (Continued) 

Balance sheet information at March 3 1,2006 and September 30,200.5 by segment is presented in the followhg 
tables: 

March 31,2006 

Gas and Other 
Natural Pipeline 

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 

Deferred charges and other assets 
activities 

CAPITALJZATION AND 
LIABILITIES 

Shareholders' equity 
Long-term debt 

Current liabilities 
Current maturities of long-term debt 
Short-term debt 
Liabilities from risk management activities 
Other current liabilities 
Intercompany payables 

Total capitalization 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from risk management 

Regulatory cost of removal obligation 
Deferred credits and other liabilities 

activities 

$3,015,227 $ 7,203 $487,264 $ 1,348 $ - $3,511,042 
- (257,19 8) - - 259,284 (2,086) 

48,899 
- 13,537 - - - 13,537 

(9,732) 29,396 
1,014,883 420,241 44,985 66,200 (146,328) 1,399,981 

1,590,071 476,702 49,302 93,252 (717,514) 1,491,813 
- 3,215 - - - 3,215 

734,280 

- 26,849 21,532 - 518 

13,419 21,392 4,317 - 

- 26,534 (561,454) __ - - 534,920 

- - 566,800 24,282 143,198 

__ - - - 
I - 

256,701 
$5,663,081 $510,688 $685,060 $112,934 $ (974,712) $5,997,051 

- 231,699 1,372 5,296 18,334 

$1,706,291 $139,625 $ 86,425 $ 33,234 $ (259,284) $1,706,291 

3,882,542 139,625 86,425 38,103 (259,284) 3,887,4 11 
2,176,25 1 - - 4,869 - 2,181,120 

1,250 - - 2,058 __ 3,308 
262,3 15 62,000 - 65,105 (127,105) 262,315 

1,067 21,847 5,421 - (9,738) 18,597 
- (17,13 1) 1,069,563 779,514 251.596 5.5.584 - - 44:801 I 5161653 - (561,454) 

1,044,146 380.244 577,658 67,163 (715,428) 1,353,783 
287,841 __. 280,746 (111282) 16,352 2,025 

- 1,861 __ - - 1,861 
- __ __ - 275,209 275,209 

190,946 

$5,663,081 $510,688 $685,060 $1 12,934 $ (974,712) $5,997,051 

- 1 80,43 8 240 4,625 5,643 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

- September 30,2005 
Natural Pipeline 

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 

Deferred charges and other assets 
activities 

CAPITALIZATION AND 
LIABILITIES 

Shareholders’ equity 
Long-term debt 

Total capitalization 

$2,926,096 $ 7,278 $439,574 $ 1,419 $ - $3,374,367 
- - (229,446) - 23 1,342 (1,896) 

10,663 28,949 __ 504 __ 40,116 
4,170 76,786 - - __ 80,956 

93,310 39,528 1,739 - (26,664) 107,9 13 
666,081 421,777 36,208 63,820 (152,441) 1,035,445 

- - 20 133 (525,861) 
1,279,952 567,040 37,947 84,457 (704,966) 1,264,436 

- 3,507 - - _. 3,507 
566,800 24,282 143,198 I__ __ 734,280 

- 505,728 A- 

- 2,073 1,338 - (2,676) 735 
249,179 11461 5,737 19,831 - 276,208 

$5,253,369 $603,745 $627,794 $105,707 $ (937,088) $5,653,527 

$1.602.422 $144.827 $ 53,426 $ 33,089 $ (231,342) $1,602,422 - I  I 

2,177,279 - __ 5,825 - 2,18 3,104 
3,779,701 144,827 53,426 38,914 (231,342) 3,785,526 

Current liabilities 
Current maturities of long-term debt 1,250 - __ 2,014 - 3,264 
Short-term debt 144,809 60,000 - 51,320 (111,320) 144,809 
Liabilities from risk management activities I_ 63,936 25,038 - (27,054) 61,920 
Other current liabilities 623,300 217,777 95,557 4,963 (38,835) 902,762 

Total current liabilities 769,359 429,681 558,488 58,297 (703,070) 1,112,755 
Deferred income taxes 268,108 12,369 9,563 2,167 - 292,207 
Noncurrent liabilities from risk management 

activities - 16,654 1,338 - (2,676) 15,316 
Regulatory cost of removal obligation 263,424 - - - - 263,424 
Deferred credits and other liabilities 172,777 4,979 6,329 I_ 184,299 

$5,253,369 $603,745 $627,794 $105,707 $ (937,088) $5,653,527 

- Intercompany payables - 87,968 437,893 - (525,861) 

214 -- 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

and the related condensed consolidated statements of income for the three-month and six-month periods ended 
March 3 1 , 2006 and 2005, and the condensed consolidated statements of cash flows for the six-month periods ended 
March 3 1,2006 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 
(TJnited States). A review of interim financial information consists principally of applying analytical procedures and 
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an 
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board, 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 30,200.5, 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. 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of March 3 1 , 2006, 

Dallas, Texas 
May 2,2006 
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Item 2. 

INTRODUCTION 

Management’s Discussion and Analysis of Financial Condition and Results of Operations 

I 

The following discussion should be read in conjunction with the condensed consolidated frnancial 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. 

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

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking statements” within the meaning of 
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements other than statements of 
historical fact included in this Report are fonvard-looking statements 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 fonvard-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 from the acquisition of the TXU Gas operations; the impact of recent natural disasters on our operations, 
especially Hurricane Katrina; and other 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 
otheIwise. 

OVERVIEW 

Amos 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 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 nonutility 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. 
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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 3 1,2006: 

Our utility segment net income decreased by $7.6 million during the six months ended March 31,2006. The decrease reflects the impact 
of weather, 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. 

six months ended March 3 1,2005. 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 31,2006 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. 

the impact of current-year net income partially offset by an increase in short-term debt borrowings to fund working capital needs. 

months ended March 3 1,2005, reflecting the adverse impact of high natural gas costs on our working capital. 

primarily reflecting increased capital spending for various pipeline expansion projects in our Atmos Pipeline - Texas Division. 

Our natural gas marketing segment net income increased $16.3 million during the six months ended March 3 1,2006 compared with the 

Our total-debt-to-capitalization ratio at March 3 1,2006 was 58.9 percent compared with 59.3 percent at September 30,2005 reflecting 

For the six months ended March 3 1 , 2006, we generated $148.4 million in operating cash flow compared with $400.1 million for the six 

Capital expenditures increased to $213.2 million in the six months ended March 3 1,2006 from $137.5 million in the prior-year period 

CRITICAL ACCOUNTING ESTIMATES AND POLICIES 

Our condensed consolidated financial statements were prepared in accordance with accounting principles generally accepted in the United 
States. Preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets, 
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 gaodwill, indefmite-lived intangible assets and 
other long-lived assets, Actual results may differ from such estimates. 
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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: 

0 Regulation 

Revenue Recognition 

* Allowance for Doubtful Accounts 

Derivatives and Hedging Activities 

Impairment Assessments 

Pension and Other Postretirement Plans 

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

RESULTS OF OPERATIONS 

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

Six Months Ended Three Months Ended 
March 31 March 31 

2006 2005 2006 2005 
(In thousands, unless otherwise noted) 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income (expense) 
Interest charges 
Income before income taxes 
Income tax expense 
Net income 

$ 2,033,846 
405,403 
224,570 
180,833 

35,492 
142,902 
54,106 

$ 88,796 

(2 743 9) 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 
Natural gas marketing sales volumes - MMcf 
Pipeline transportation volumes - MMcf 
Heating degree days ( I )  

11 1,721 
31,152 

142,873 
69,450 
83,428 

Actual (weighted average) 1,330 
Percent of normal 84% 

Consolidated utility average transportation revenue per Mcf $ 0.61 
Consolidated utility average cost of gas per Mcf sold $ 10.13 

$ 1,685,085 
375,894 
203,713 
1723 8 1 

958 
33,073 

140,066 
51,564 

$ 88,502 

128,195 
3 1,904 

160,099 
66,644 
84,208 

1,422 

$ 0.53 
$ 7.12 

90% 

$ 4,317,666 
751,993 
42 1,463 
330,530 

71,681 
256,858 

97,035 
$ 159,823 

(1 299 1) 

206,909 
61,754 

268,663 
140,946 
173,041 

2,387 

$ 0.56 
$ 10.91 

88% 

$ 3,053,709 
697,997 
397,142 
300,855 

1,343 
65,615 

236,583 
8P '92 

$ 14 1 

219,152 
59,882 

279,034 
126,940 
156,961 

2,415 

$ 0.55 
$ 7.16 

89% 

( I )  Adjusted for service areas that have weather-normalized operations. 
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Colorado-Kansas 
Kentucky 
Louisiana 
Mid-States 
Mid-Tex 
Mississippi 
West Texas 
Other 
IJtility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment and other 

Consolidated operating income 

The €allowing table shows our operating income by segment for the three-month and six-month periods ended March 3 1,2006 and 2005. 
resentation of our utility operating income is included for financial reporting purposes and may not be appropriate €or ratemaking purposes. l" 

Three Months Ended March 31 
2006 2005 

Operating Heating Degree Days Operating Heating Degree Days 
Income Percent of Normal (I) Income Percent of Normal (I)  

(In thousands, except degree day information) 

$ 14,650 100% $ 16,248 97% 
9,055 100% 10,758 100% 
8,596 70% 16,250 74% 

24,895 93% 24,705 95% 

16,752 100% 18,509 100% 
100% 15,302 99% 

84% 143,198 90% 

29,455 68% 41,022 82% 

13,539 

117,764 

25,586 

- 822 - 404 

- 6,409 
- 22,256 

150 - 318 

- 
- 

37,333 

__ 

$ 180,833 84% $172,181 90% 

Colorado-Kansas 
Kentucky 

$ana 
i .-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 

Six Months Ended March 31 

Operating Heating Degree Days Operating Heating Degree Days 
Income Percent of Normal 0) Income Percent of Normal 

2006 2005 

(In thousands, except degree day information) 

$ 23,260 100% $ 24,483 98% 
1 5,247 100% 16,603 98% 
16,487 80% 22,583 78% 

80,242 74% 79,570 80% 
39,193 96% 35,843 93% 

26,745 101% 27,116 95% 
19,670 100% 21,088 100% 
3,169 

224,O 13 
58,587 
47.638 

292 
$330,530 

.__ 999 
88% 228,285 
- 29,394 
- 42,603 
- 573 
88% $300,855 

- 
89% 

_ _ ~  

(1) Adjusted for service areas that have weather-normalized operations. 
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Three Months Ended March 31,2006 cottipared with Three Months Ended March 31,2005 

Utility segment 

Our utility segment has historically contributed 65 to 85 percent of our consolidated net income. The primary factors that impact the rL,dlts 
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-term 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. Utility 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 fmancial 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 3 1,2006, WNA covered approximately 1.1 million customer meters in the following 
service areas for the following periods. 

Georgia 
Kansas 
Kentucky 
Mississippi 
Tennessee 
Amarillo, Texas 
West Texas 
Lubbock, Texas 
Virginia 

October - May 
October - May 
November - April 
November - April 
November - April 
October - May 
October - May 
October - May 
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-normal 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 fured 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. 

Qeratina income 

Utility gross profit margin decreased $7.4 million to $315.7 million for the three months ended March 31,2006 -from $323.1 million for 
the ~ e e  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. 

rates, that was six percent warmer than the prior-year quarter and 16 percent 
The decrease in utility gross profit margin and throughput primarily reflects weather, as adjusted for jurisdictions with weather-normalized 
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warmer than normal. Weather in our Mid-Tex and Louisiana divisions, where we currently do not have weather-normalized rates, was 
ar---oximately 30 percent warmer than normal during the quarter. During the three months ended March 3 1,2006, our Mid-Tex and L,ouisiana 
L 
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 Hurricane Katrina compared with the prior-year quarter. These decreases were 
partially offset by a $2.9 million increase arising from the Company's fiscal 2004 and fiscaI 2005 filings under Texas's Gas Reliability 
Infkastructure Program (GRIP). 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, depreciation and amortization 
expense and taxes other than income taxes, increased to $198 million for the three months ended March 3 1,2006 from $179.9 million for the 
three months ended March 3 1,2005. 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 fi-om 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. 

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 3 1,2006 was $10.13 per thousand cubic feet (Mcf), compared with $7.12 per Mcf for the three months ended 
March 3 1,2005. 

$1 17.8 million from $143.2 million for the three months ended March 3 1.2005. 

ons were 17 and four percent warmer than the prior-year quarter. The impact of warmer weather resulted in a $14.7 million reduction in 

The provision for doubtful accounts increased $4.9 million to $7.1 million for the three months ended March 3 1,2006. The increase was 

As a result of the aforementioned factors, our utility segment operating income for the three months ended March 3 1,2006 decreased to 

- Tterest charges 

Interest charges allocated to the utility segment for the three months ended March 3 1, 2006 increased to $30.3 million from $28.1 million 
for the three months ended March 3 1,200.5. 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 LTBOR 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. 

Miscellaneous income 

Miscellaneous income for the three months ended March 3 1,2006 decreased to $0.2 million compared to $2 million for the three months 
ended March 3 1, 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 to 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 marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, manges transportation andor storage logistics and ultimately 
delivers gas to our customers at competitive prices. To facilitate this process, we 
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utilize proprietary and customer-owned transportation and storage assets to provide the various services our customers request, including 
furnishing natural gas supplies at fixed and market-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 T 
hedging through the use of derivative products. As a result, our revenues arise from the types of commercial transactions we have  structure^ 
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 fmd 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 tune. 

- Operntina income 

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 3 1,2006 and 2005 is summarized as follows: 

Three Months Ended 
March 31 

2006 2005- 
(In thousands, except physical position) 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 
Marketing Activities 

Realized margin 
Unrealized margin 

Total Marketing Activities 
Gross profit 
Net physical position (Bcf) 

$ 10,611 $ 14,669 
2,741 (20,545) 

13,352 (5,876) 

9,620 (200) 
2 1,005 i ,-36 

30,625 17,036 
$ 43,977 $ 11,160 

23.6 12.5 

Our natural gas marketing segment's gross profit margin was $44 million for the three months ended March 31,2006 compared to gross 
profit of $1 1.2 million for the three months ended March 3 1,2005. Gross profit margin from our natural gas marketing segment for the three 
months ended March 3 1,2006 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 volumes 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. 
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Our storage activities generated $13.4 million in gross profit margin for the three months ended March 31,2006 compared to incurring a 
10.- of $5.9 million for the three months ended March 31,2005. Our marketing activities generated $30.6 million for the three months ended 
I h 3 1,2006 compared with $17 million for the three months ended March 3 1,2005. Higher realized marketing activities attributable to 
successfully capturing increased margins in certain market areas that experienced higher market volatility 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. 

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 in our storage operations were magnified by an 11.1 Bcf increase in our net physical position at 
March 3 1,2006 compared to the prior-year quarter. We have elected to exclude this forwardspot differential from our hedge effectiveness 
assessment. Subsequent to the hurricanes, which occurred in the fall of 2005, the forwardspot differential has been volatile and may continue to 
cause rnaterial volatility in our unrealized margin. However, the economic gross profit we have captured in the original transactions will remain 
essentially unchanged. 

expense and taxes other than income taxes, increased to $6.6 million for the three months ended March 3 1,2006 from $4.8 million for the three 
months ended March 3 1,200.5. 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 3 1,2006 compared with operating income of $6.4 million for the 
three months ended March 3 1,200.5. 

The $32.8 million increase in our natural gas marketing gross profit margin was primarily due to favorable movement during the three 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, depreciation and amortization 

Interest charges 

Interest charges allocated to the natural gas marketing segment for the three months ended March 3 1,2006 increased to $2 million from 
$0.7 million for the three months ended March 3 1,2005. The increase was attributable to higher average outstanding debt balances to fund 
natural gas purchases at significantly higher prices. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atmos 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 inventory 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. 

storage facilities to reduce the need to contract for additional pipeline capacity to meet customer demand during peak periods. 

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 &om April through September of 
each year. Further, as the Atmos Pipeline - Texas Division operations provide all of the natural gas for our 

Atmos Pipeline and Storage, LLC, owns or has an interest in underground storage fields in Kentucky and Louisiana. We also use these 

Similar to our utility segment, our pipeline and storage segment is impacted by seasonal weather patterns, competitive factors in the energy 
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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. 1 

- Operating income 

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 3 1 , 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 atbibutable to Amos Pipeline & Storage, LLC capturing more favorable arbitrage spreads around its asset management contracts and 
higher transportation and related services margins in the Atmos Pipeline-Texas Division. These increases were partially offset by decreased 
throughput on the Amos 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 3 1,12006 .from $18.9 million for the three months ended 
March 3 1,2005 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 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 segment 

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 Atmos 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. 

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

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

Utility segment 

__ Operating income 

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. 

are paid by utility customers and have no pemanent 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 Louisiana 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 

The increase in utility gross profit, despite lower throughput, primarily reflects higher .franchise fees and state gross receipts taxes, which 
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one percent warmer than the prior-year period. In the Mid-Tex and L,ouisiana Divisions, which do not have weather-normalized rates, weather 
we- ?6 percent and 20 percent warmer than normal. The impact of the warmer weather resulted in a $5.9 million reduction in gross profit margin 
c xed  with the prior-year period. 

Operating expenses increased to $371.9 million for the six months ended March 31,2006 from $352.1 million for the six months ended 
March 3 I, 2005. The increase reflects a $1.5.8 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 tbird-party costs for outsourced administrative 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 $1.5.4 million for the six months ended March 31,2006, compared with 
$9.3 million in the prior-year period. The increase was primarily attributable to increased collection risk associated with higher natura1 gas 
prices. In the utility segment, the average cost of natural gas for the six months ended March 3 1,2006 was $10.9 1 per Mcf, compared with 
$7.16 per Mcf for the six months ended March 3 1,2005. 

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 3 1,2006. 

$224 million from $228.3 million for the six months ended March 31,2005. 

Additionally, during the first quarter of fiscal 2006, the Mississippi Public Service Commission, in connection with the modification of our 

As a result of the aforementioned factors, our utility segment operating income for the six months ended March 3 1,2006 decreased to 

Interest c h m  

Interest charges allocated to the utility segment for the six months ended March 3 1,2006 increased to $61.9 million from $55.3 million for 
the six months ended March 3 1,2005. 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 LLBOR rate. These increases were partially offset by $2.4 million of interest 
savings arising &om the early payoff of $72.5 million of our First Mortgage Bonds in June 2005. 

Miscellaneous income 

Miscellaneous income for the six months ended March 3 1,2006 remained unchanged compared to the six months ended March 31,200.5. 
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. 
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Natural gas marketing segment 

- Operating. income 

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

Six Months Ended 
March 31 

2006 2005 
(In thousands, except physical position) 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 
Marketing Activities 

Realized margin 
UnveaIized margin 

Total Marketing Activities 
Gross profit 
Net physical position (Bcf) 

$ 36,883 $ 17,259 
- (21,05 1) (8,027) 

15,832 9,232 

50,572 30,835 
3,892 (2,063) 

- 54,464 28,772 
$ 70,296 $ 38,004 

23.6 12.5 

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 $17.2 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 3 1,2006 compared with 141 Bcf for the prior year 
period. Excluding intersegment sales volumes, 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 prharily due to focusing our 
marketing efforts on higher margin opportunities partially offset by warmer-than-normal weather across our market areas. 

for the six months ended March 3 1,2005. 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 unrealiz )ss 
associated with these operations due to an unfavorable movement during the six months ended March 3 1,2006 in the forward natural gas piices 
used to value the financial hedges designated against our physical inventory and our fured-price forward contracts. These results were magnified 
by an 1 1.1 Bcf increase in our net physical position at March 3 1,2006 compared to the prior-year period. As noted above, we have elected to 
exclude this forwardspot 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 3 1,2005. 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 primarily attributable to successhlly 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 3 1,2006 in the forward natural gas prices associated with financial derivatives used in these 
activities. 

Our storage activities generated $15.8 million in gross profit margin for the six months ended March 3 1,2006 compared to $9.2 million 
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Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, depreciation and amortization 
exmanse and taxes other than income taxes, increased to $1 1.7 million for the six months ended March 3 1,2006 from $8.6 million for the six 
n is ended March 3 1,200.5. 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 3 1,200.5. 

Inteivst charrres 

Interest charges allocated to the natural gas marketing segment for the six months ended March 3 1 , 2006 increased to $4.9 million from 
$1.1 million for the six months ended March 3 1,2005. The increase was attributable to higher average outstanding debt balances to fund natural 
gas purchases at significantly higher prices. 

Pipeline and storage segment 

@el-ding income 

Pipeline and storage gross profit increased to $85 million for the six months ended March 3 1,2006 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 3 1,2006 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 157 Bcf in the prior-year period. 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 coupled with 
increased throughput on the Atmos Pipeline - Texas system and higher transportation and related services margins. These increases 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 months ended March 31,2006 from $36 million for the six months ended 
March 3 1,2005 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. 

L-dased to $47.6 million from $42.6 million for the six months ended March 31,200.5. 
As a result of the aforementioned factors, our pipeline and storage segment operating income for the six months ended March 3 1 , 2006 

Other nonutility segment 

Operating income for this segment primarily reflects the leasing income associated with two sales-type lease transactions completed in 
200 1 and 2002 and was essentially unchanged for the six months ended March 3 1,2006 compared with the prior-year period. 

Liquidity and Capital Resources 

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. 

Our working capital and liquidity for capital expenditures and other cash needs are provided from internally generated funds, borrowings 
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The following table presents our capitalization as of March 3 1,2006 and September 30,2005: 
I 

March 31,2006 September 30,2005 
(In thousands, except percentages) 

Short-term debt 
Long-term debt 
Shareholders ' equity 
Total capitalization, including short-term debt 

$ 262,315 6.3% $ 144,809 3.7% 

1,706,291 41.1% 1,602,422 40.7% 
$ 4,153,034 100.0% $ 3,933,599 100.0% 

2,184,428 52.6% 2,186,368 55.6% 

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 requirements. 
Within two to four years, we intend to reduce our capitalization ratio to a target range of 50 to 55 percent through cash flow generated from 
operations, continued issuance of new common stock under our Direct Stock Purchase Plan and Retirement Savings Plan, 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 f iom operating 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 March 3 1,2006, 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 31,2005. Period over period, our operating cash flow was ad\ .-,ely 
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 3 1 , 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 fiom accounts receivable 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 flowsfrom investing 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 
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enables us to provide natural gas distribution services to our existing customer base, to expand our natural gas distribution services into new 
m.-'-ets, to enhance the integrity of our pipelines and, more recently, to expand our intrastate pipeline network. In executing our current rate 
s zy, 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 Atinos 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 DallasiFort 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. 

Cash flows from financing activities 

For the six months ended March 3 1,2006, 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 3 1,2006 and 200.5 are summarized as follows. The 
adoption of SFAS 123(R) did not materially affect our cash flows from fmancing 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 shelf registration statement. The net proceeds from these 
issuances, combined with the net proceeds from our July 20Q4 offering were used to fmance the acquisition of our Mid-Tex and Atmos 
Pipeline - Texas divisions and settle Treasury lock agreements, into which we entered to fur 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. 

borrowed under our credit facilities were repaid during the six months ended March 3 1 , 2005. The increase reflects seasonal borrowings 
to fund natura1 gas purchases and the impact of higher gas prices. 

We repaid $2.2 million of long-term debt during the six months ended March 3 1,2006 compared with $3.8 million during the six months 
ended March 3 1,2005. The decreased payments during the current quarter reflected the timing of our various debt maturities. 

* During the six months ended March 3 1,2006 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 dividends paid over the prior-year period reflects the increase in our dividend 
rate from $0.62 per share during the six months ended March 31,2005 to $0.63 per share during the six months ended March 31,2006 
combined with new share issuances under our various plans. 

During the six months ended March 3 1,2006 we increased our borrowings under our credit facilities by $1 17.5 million. All amounts 
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* During the six months ended March 3 1 , 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 
Direct Stock Purchase Plan 
Outside Directors Stock-for-Fee Plan 
Long-Term Incentive Plan 
Long-Term Stock Plan for Mid-States Division 
Public Offering 

Total shares issued 

224,881 242,810 
206,762 240,910 

1,268 1,242 
1043 8 5 492,801 

300 __ 
- - 16,100,000 

537,796 17,077,763 

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 and/or 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 Amos Pipeline - Texas 
divisions. After these issuances, we have approximately $40 1.5 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 3 1,2006, AEM amended and extended this uncommitted demand working capital 
credit facility to March 3 1 , 2007. At March 3 1,2006, 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 3 1 , 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. 
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Credit Ratings 

Our credit ratings directly affect our ability to obtain short-term and long-term fmancing, in addition to the cost of such financing. In 
determining our credit ratings, the rating agencies consider a number of quantitative factors, including debt to total capitalization, operating cash 
flow relative to outstanding debt, operating cash flow coverage of interest and pension liabilities and f3nding 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. 

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

L,ong-term debt 
Commercial paper 

Fitch Moody's S&P 

BBB Baa3 BBB+ 
- 

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 Covenants 

We were in compliance with all of our debt covenants as of March 3 1,2006. Our debt covenants are described in Note 4 to the condensed 
consolidated financial statements. 

C -, tractual Obligations and Commercial Commitments 

commercial commitments during the six months ended March 3 1,2006. 
Significant commercial commitments are described in Note 8. There were no significant changes in our contractual obligations and 

Risk Management 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, futed physical contracts and fvted 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 meet the accounting requirements for 
hedge accounting, resulting in the derivatives being treated as mark to market instruments through earnings. 
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We record our derivatives as a component of risk management assets and liabilities, which are classified as cwrent or noncurrent based 
upon the anticipated settlement date of the underlying derivative. Substantially all of our derivative financial instruments are valued using 
external market quotes and indices. The following tables show the components of the change in the fair value of our utility and natural gaq 
marketing commodity derivative contracts for the three and six months ended March 3 1,2006 and 2005: 

Fair value of contracts at beginning of period 
Contracts realizedsettled 
Fair value of new contracts 
Other changes in value 

Fair value of contracts at end of period 

Fair value of contracts at beginning of period 
Contracts realizedsettled 
Fair value of new contracts 
Other changes in value 

Fair value of contracts at end of period 

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

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

$ 38,273 $ (59,368) $ (9,412) $ 5,214 
(4,907) 50,69 1 (6,276) 

(173) 
(20,205) 5,263 40,228 (6,203) 

$ 12,352 $ (3,414) = $24,367 $ (5,896) 

- __ 
(3,057) 
(2,659) 

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

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

$ 93,310 $ (61,898) $ (8,612) $ 13,018 
26,898 23,022 (45,397) (1 6,534) 

(103,096) 35,462 8 1,230 (2,3 80) 
$ 12,352 $ (3,414) $ 24,367 $ (5,896) 

- (238 54) __ (4,760) 

The fair value of our utility and natural gas marketing derivative contracts at March 3 1,2006, is segregated below by time period and fair 
value source: 

Source of Fair Value 

Prices actively quoted 
Prices provided by other external sources 
Prices based on models and other valuation methods 
Total Fair Value 

- Fair Value of Contracts at March 31,2006 
Maturity in Years 

Greater Totar , air 
Less than 1 1-3 than 5 Value - 

(In t h o z d s )  

$ 6,607 $ (1,396) $- $ - $ 5,211 
4,492 (196) - - 4,296 

4-5 -- 

(569) ___ (300) - (269) = 
$ 10,799 $ (1,861) $-- $ - $ 8,938 - 

Storage and Hedging Outlook 

AEM participates in transactions in which it seeks to find and profit from pricing differences that occur over time. AEM purchases 
physical natural gas and then sells fmancial 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 Company 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 
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price with changes in fair value recognized as unrealized gains and losses in the period of change, The changes in the difference between the 
in+es used to mark to market our physical inventory (Gas Daily) and the related fair-value hedge (NYMEX) is reported as a component of 
r( 
gams 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 economic 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 discretionary 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 optimization efforts are fully 
successful. 

de and can result in volatility in our reported net income. Over time, gains and losses on the sale of storage gas inventory will be offset by 

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 fmancial statements as of March 31, 
2006. Therefore, the projected increase in fiiture 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 ofthis 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 
fiom 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 3 1,2006 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 

$1 8.2 million. All of these costs are recoverable through our gas utility rates; however, a portion of these costs is capitalized into our utility rate 
b- - 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-yeas 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 12.5 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. 

$5.3 miIlion to our other postretirement plans and we expect to contribute a total of approximately $12 million to these plans during fiscal 2006. 

For the six months ended March 3 1,2006 and 2005 our total net periodic pension and other benefits cost was $25 million and 

During the six months ended March 3 1,2006, we did not make a voluntary contribution to our pension plans. However, we contributed 
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OPERATING STATISTICS AND OTHER INFORMATION 

The following tables present certain operating statistics for our utility, natural gas marketing, pipeline and storage and other nonutilit. 
I segments for the three and six-month periods ended March 3 1,2006 and 2005. 

Utility Sales and Statistical Data 

METERS IN SERVICE, end of period 
Residential 
Commercial 
Industrial 
Agricultural 
Public-authority and other 

Total meters 
INVENTORY STORAGE BALANCE - Bcf 
HEATING DEGREE DAYS 

Actual (weighted average) 
Percent of normal 

UTILITY SALES V O L W E S  - NWIcf (2) 
Gas sales volumes 

Residential 
Commercial 
Jidustrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 
UTILITY OPERATING REVENUES (000's) (2) 

Gas sales revenues 
Residential 
Commercial 
Industrial 
Agricultural 
Public-authority and other 

Total utility gas sales revenues 
Transportation revenues 
Other gas revenues 

Utility average transportation revenue per Mcf 
Utility average cost of gas per Mcf sold 

Total utility operating revenues 

Three Months Ended 
March 31 

2005 2006 

2,929,613 
278,657 

3,070 
9,152 
8,216 

3,228,708 
38.8 

1,330 
84% 

65,869 
33,833 
8,054 

316 
3,649 

11 1,721 
32,838 

144,559 

$ 884,126 
408,153 

77,386 
2,850 

43,240 
1,415,755 

19,192 
12,673 

$1,447,620 
$ 0.58 
$ 10.13 

See footnotes following these tables. 
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2,884,807 
279,194 

2,789 
10,070 
8,752 

3,185,612 
35.1 

1,422 
90% 

78,477 
37,048 
9,648 

60 
2,962 

128,195 
33,845 

162,040 

$ 780,890 
325,305 

69,422 
587 

29,742 
1,205,946 

17,312 
12,119 

$1,235,377 
$ 0.51 
$ 7.12 

-____. 

Six Months Ended 

2006 2005 
March 31 - 

2,929,613 
278,657 

3,070 
9,152 
8,216 

3,228,708 
38.8 

2,387 
88% 

119,578 
62,972 
17,063 

356 
6,940 

206,909 
64,594 

27 1,503 

$1,667,472 
832,49 1 
205,857 

3,636 
87,211 

2,796,667 
35,059 
20,904 

$2,852,630 
$ 0.54 
$ 10.91 

2,884,807 
279,194 

2,789 
10,070 
8,752 

3,185,612 
35.1 

2,415 
89% 

129,246 
64,911 
17,891 

126 
6,978 

219,152 
63 556 

28. 3 
- 
- -  -- - 

$1,304,033 
590,297 
135,922 

1,262 
62 172 

2,093,686 
33,744 
21,628 

$2,149,058 
$ 0.53 
$ 7.16 

-A 
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Natural Gas Marketing, Pipeline and Storage and Other Nonutility Operations Sales and Statistical Data 

CUSTOMERS, end of period 
Industrial 
Municipal 
Other 

Total 
INVENTORY STORAGE BALANCE - Bcf 

Natural gas marketing 
Pipeline and storage 

Total 
NATURAL GAS MARKETING SALES VOLIJMES - MMCf (') 

PIPELINE TRANSPORTATION VOLUMES - MMCf (2) 
OPERATING REVENUES (OOOys) (2) 

Natural gas marketing 
Pipeline and storage 
Other nonutility 

Total operating revenues 

Notes to preceding tables: 

Three Months Ended March 31 
2006 2005 

665 632 
70 78 

412 474 
1,147 1,184 

23.2 11.4 
2.1 2.7 

25.3 14.1 
82,384 74,834 

150,925 158,923 

$ 818,629 $ 512,891 
45,483 45,546 

1,595 1,278 
$ 865,707 $ 559,715 
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Six Montlis Ended 
March 31 

2006 2005 

665 632 
70 78 

412 474 
1,147 1,184 

23.2 11.4 
2.1 2.7 

25.3 14.1 
170,206 140,972 
297,879 288,917 

$1,920,474 $1,006,692 
85,195 89,236 

- 3,087 2,637 
$2,008,756 $1,098,565 

(1) A heating degree day is equivalent to each degree that the average of the high and the low temperatures for a day is below 65 degrees. The 
colder the climate, the greater the number of heating degree days. Heating degree days are used in the natural gas industry to measure the 
relative coIdness of weather and to compare relative temperatures between one geographic area and another. Normal degree days are based 
on 30-year average National Weather Service data for selected locations. Degree day information for the three and six-month periods ended 
Varch 3 1,2006 and 2005 is adjusted for the Kentucky Division, the Mississippi Division and certain service areas included within the 

dorado-Kansas Division, the Mid-States Division and the West Texas Division, which have weather-normalized operations. 
(2) Sales volumes and revenues reflect se,sment operations, including intercompany sales and transportation amounts. 

Recent Ratemaking Activity 

revenues that were requested or received in the rate filing, which may not necessarily reflect the increase in operating income obtained, as 
certain operating costs may have increased as a result of a commission's fmal ruling. 

Atinos Pipeline-Texas. In September 2005, Atmos Pipeline-Texas made a filing under Texas' Gas Reliability Infrastructure Program 
(GRIP) to include in rate base approximately $10.6 million of pipeline capital expenditures incurred during calendar year 2004 which should 
result in additional revenues of approximately $1.9 million. The Railroad Commission of Texas (RRC) approved this filing in December 2005 
and these new charges were included in the monthly custotner charge beginning in January 2006. 

Our ratemaking activities during fiscal 2006 are described in the following discussion. The amounts described below represent the gross 
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In April 2006, Atmos 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 mil 
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. 

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 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. 

Atnros Energy Louisinna 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 subject 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 3 1,2006, the total amount of the deferred rate increase subject to final approval is 
approximately $6 million. 

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. 

Atmos 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 2005, 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 fiom 
the Court to hear the appeal. 

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

In March 2006, we received notification fiom 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. 

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 fded 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 Staffs recommendation on May 15,2006. We believe that we are not overcharging our customers, and we intend to 
participate fklly in the investigation. 

Atmos Energy Kentucky Division. In February 2005, the Attorney General of the State of Kentucky filed a complaint at the Kentucky 

In September 2005, the Louisiana Public Service Commission (LPSC) consolidated several then-existing dockets. These dockets included 

In November 2005, we received a notice from the TRA that it was opening an investigation into allegations by the Consumer Advocate 
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Atmos Energy Mid-Tex Division. In September 200.5, the Mid-Tex Division made a GRIP filing to include in rate base approximately 
$20 4 million of distribution capital expenditures incurred during calendar year 2004, which should result in additional revenues of 
ai cimately $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 
9; 14 million in refunds of amounts that were overcollected from customers between July 1,2004 and June 30, 200.5. 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. 

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 frling 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 demonstrate that our rates are just and reasonable. 

In September 2004, the Mid-Tex Division filed its %-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 3 1,2003. 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. 

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 I ,  2005, our rate design was modified to substitute the original agreed-upon benchmark with a sharing mechanism to 
a” 7 the sharing of cost savings above an allowed return on equity level. Further, we moved from a semi-annual filing process to an annual 
f ,  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. 

rate design described above, the MPSC decided to allow these costs, and we included these costs in our rates in October 200.5. 

of distribution capital costs 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. 

In August 2005, we received a “show cause” order from the City of Dallas, which requires US to provide information that demonstrates 

Atmos Energy Mississippi Division. Through the first quarter of fiscal 2005, the Mississippi Public Service Commission (MPSC) 

In September 2004, the MPSC originally disallowed certain deferred costs totaling $2.8 million. In connection with the modification of our 

Atmos Energy West Texas Division. In September 2005, Atmos made a GRIP filing to include in rate base approximately $22.6 million 
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RECENT ACCOUNTING DEVELOPMENTS 

the condensed consolidated financial statements. 
Recent accounting developments and their impact on our financial position, results of operations and cash flows are described in No? ' to 

t 

Item 3. 

as a result of changes in the fair value of a particular instrument 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 futed 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 

Quantitative and Qualitative Disclosures About Market Risk 
We are exposed to risks associated with comodity prices and interest rates. Commodity price risk is the potential loss that we may incur 

Utility segment 
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 3 1, 2006 thee-month market strip, would increase our purchased gas cost by approximately $2.8 million for the remainder of fiscal 2006. 

Natural gas marketing and pipeline and storage segments 
Our natural gas marketing segment is also exposed to risks associated with changes in the market price of natural gas. For our natur: Y 

marketing segment, we use a sensitivity analysis to estimate commodity price risk. For purposes of this analysis, we estimate commodity p.-e 
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 3 1, 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. 

value hedge CNyMEX) 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 3 1,2006 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 

However, changes in the difference between the indices used to mark to market our net physical inventory (Gas Daily) and the related fair- 
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percent increase in the interest rates associated with our short-term borrowings. Had interest rates associated with our short-term borrowings 
in-ased by an average of one percent, our interest expense would have increased by approximately $4 million during the six months ended 
h 131,2006. 

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. 

due to changes in interest rates or market commodity prices. 

Item 4. Controls and Procedures 

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 materially affect, the Company’s internal control over financial reporting. 

We also assess market risk for our fixed and floating rate long-term obligations. We estimate market risk for our long-term obligations as 

As of March 3 1,2006 we were not engaged in other activities that would cause exposure to the risk of material earnings or cash flow 105s 

As indicated in the certifications in Exhibit 3 1 of this report, the Company’s Chief Executive Officer and Chief Financial Officer have 

PART II. OTHER INFORMATION 

Item 1. Legal Proceedings 

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. 

During the six months ended March 3 1,2006, there were no material changes in the status of the litigation and environmental-related 

Submission 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 were cast as follows: 
Votes Votes 

Withheld - For - 
Class LT Directors: 
Richard W. Cardin 
Thomas C. Meredith 
Nancy K. Quinn 
Stephen R. Springer 
Richard Ware I1 

67,005,089 1,612,212 
66,612,547 2,004,754 
66,634,678 1,982,623 
67,283,213 1,334,088 
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 II, Dan 
Busbee, Richard K. Gordon and Gene C. Koonce, will expire in 2008. The term of the Class I1 directors, Richard W. Cardin, Thomas C. 
Meredith, Nancy K. Quinn, Stephen R. Springer and Richard Ware 11 will expire in 2009. The term of the Class 111 directors, Robert W. Best, 
Thomas J. Garland, Phillip E. Nichol and Charles K. Vaughan, will expire in 2007. 

Item 6. Exhibits 

A list of e h b i t s  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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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its be! ’ 2 ~  
the undersigned, thereunto duly authorized. 

ATMOS ENERGY CORPORATION 
(Registrant) 

By: /s/ JOHN P. REDDY 

John P. Reddy 
Senior Vice President and Chief Financial Oficer 

(Duly authorized signatory) 

Date: May 9,2006 
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Page 
Number 

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company's Chief Executive Officer and Chief Financial 
Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will not be deemed to be filed with the Commission or incorporated 
by reference into any filing by the Company under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent 
that the Company specifically incorporates such certifications by reference. 
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Exhibit 12 

Atrnos Energy Corporation 
Computation of Earnings to Fixed Charges 

March 3 1,2006 

Three Months Ended 
March 3 1 

Six Months Ended 
March 3 1 

2006 2005 2006 2005 
(Dollars in thousands) 

Income from continuing operations before provision for income taxes 

Add: 
per statement of income $142,902 $140,066 $256,858 $236,583 

Portion of rents remesentative of the interest factor 1,385 1.138 2,864 2,196 
Interest on debt &*amortization of debt expense 

Income as adjusted 

Fixed charges: 
Interest on debt & amortization of debt expense (1) 
Capitalized interest (2) 
Rents 
Portion of rents representative of the interest factor (3) 

Fixed charges (1)+(2)+(3) 

35,492 331073 71;681 651615 
$179,779 $174,277 $33 1,403 $304,394 

$ 71,681 $ 65,615 
88 1 807 1,783 1,35 1 

4,154 3,414 8,593 6,587 
1,385 1,138 2,864 2,196 

$ 69,162 

$ 35,492 $ 33,073 

$ 37,758 $ 35,018 $ 76,328 

Ratio of earnings to fixed charges 4.76 4.98 4.34 4.40 
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Exhibit 15 

B- 1 of Directors 
A .Y Energy Corporation 

We are aware of the incorporation by reference in the Registration Statements (Form S-3, No. 33-37869; Form S-3 DIA, No. 33-70212; Form S- 
3, NO. 33-58220; Form 5-3, NO. 33-56915; Form S-31A, NO. 333-03339; Form S-3/A, NO. 3.33-32475; Form S-3/A, NO. 333-50477; Form S- 
3/A, NO. 333-93705; Form S-3, NO. 333-95525; Form S-3, NO. 333-75576; Form S-3D7 NO. 333-1 13603; FOITII S-3, NO. 333-1 18706; Form S-4, 
No. 333-13429; Form S-8, No. 33-68852; Form S-8, No. 33-57687; Form S-8, No. 33-57695; Form S-8, No. 333-32343; Form S-8, No. 333- 

1 16367) of Atmos Energy Corporation and in the related Prospectuses of our report dated May 2,2006, relating to the unaudited condensed 
consolidated interim financial statements of Atmos Energy Corporation, which are included in its Form 10-Q for the quarter ended March 3 1, 
2006. 

46337; Form S-8, NO. 333-73143; Form S-8, NO. 333-73145; Form S-8, NO. 333-63738; Form S-8, NO. 333-88832; andForm S-8, NO. 333- 

ERNST & YOUNG L,L9 

Dallas, Texas 
May 2,2006 
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Exhibit 31 

RULE 13a-14(a)/lSd-l4(a) CERTIFICATIONS 

I, Robert W. Best, certify that: 

1. 

2. 

I have reviewed this quarterly report on Form 10-Q of Atmos Energy Corporation; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifLing officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a- 15(e) and 15d- 15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-lS(f) and 15d-lS(f) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others w i t h  those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provided reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

3.  

4. 

(b) 

(c) 

(d) 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

(a) 

(b) 

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report fuiancial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

Date: May 9,2006 

/s/ ROBERT W. BEST 
Robert W. Best 
Chairman, President and 
Chief Executive Officer 
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I, John P. Reddy, certify that: 

1. 

2. 

I have reviewed this quarterly report on Form 10-Q of Atmos Energy Corporation; 

Based on my knowledge, this report does not contain any untme statement of a material fact or omit to state a material fact necessary LJ 

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report; 

Based on my knowledge, the fmancial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in tfus report; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defmed in Exchange Act Rules 13a-l5(e) and 15d-15(e)) and internal control over fmancial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-l5(f) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others w i b  those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over fmancial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provided reasonable assurance regarding the reliability of fmancial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

3. 

4. 

(b) 

(c) 

(d) 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over fmancial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

(a) All significant deficiencies or material weaknesses in the design or operation of internal control over financial reporting which iur: 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

(b) Any fiaud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting. 

Date: May 9,2006 

/s/ JOHN P. E D D Y  
John P. Reddy 
Senior Vice President and 
Chief Financial Officer 
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Exhibit 32 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER 

(18 U.S.C. SECTION 1350) 
PURSUANT TO SECTION 906 OF TEE SARBANES-OXLEY ACT OP 2002 

In connection with the Quarterly Report of Atmos Energy Corporation (the “Company”) on Form IO-Q for the period ending March 3 1,2006 
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Robert W. Best, as Chief Executive Officer of the 
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of 
my knowledge: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company. 

Date: May 9,2006 

/s/ ROBERT W. BEST 
Robert W. Best 
Chairman, President and 
Chief Executive Officer 

A signed original of this written statement required by Section 906 has been provided to Atmos Energy Corporation and will be retained by 
Atmos Energy Corporation and fimished to the Securities and Exchange Commission or its staff upon request. 
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CERTIFICATION OF CHIEF FEYANCIAI.. OFFICER 

(18 U.S.C. SECTION 1350) 
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Amos Energy Corporation (the “Company”) on Form 10-Q for the period ending March 3 1,2006 
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, John P. Reddy, Senior Vice President and Chief 
Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002, that, to the best of my knowledge: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company. 

Date: May 9,2006 

/s/ JOHN P. REDDY 
John P. Reddy 
Senior Vice President and 
Chief Financial Officer 

A signed original of this written statement required by Section 906 has been provided to Amos Energy Corporation and will be retained by 
Atrnos Energy Corporation and W s h e d  to the Securities and Exchange Commission or its staff upon request. 
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PART 1 . F"ANCIAL INFORMATION 

Item 1 . Fittancia1 Statements 

ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED BALANCE SHEETS 

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

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

Cash and cash equivalents .......................................... 
Cash held on deposit in margin account ............................... 
Accounts receivable, net ............................................ 
Gas storedunderground ............................................ 
Other current assets ................................................ 

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

Net property. plant and equipment ................................. 
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: 
December 31. 2005 - 80.852. 898 shares; 
September 30. 2005 - 80.539. 401 shares ............................ 

Additional paid-in capital ........................................... 
Retained earnings ................................................. 
Accumulated other comprehensive loss ................................ 

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

Total capitalization .............................................. 

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

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

Long-term debt ..................................................... 

Current liabilities 

December 31. September 30. 
2005 2005 

I 

(Unaudited) 
(In thousands. except 

share data) 

$4.853. 016 
1.413. 082 
3.439. 934 
.- 

49. 45 1 
74. 076 

1.229. 190 
583. 572 
239. 992 

2.176. 28 1 
737. 641 
265. 146 

$6.619. 002 

$ 404 
1.438. 9 17 

224. 435 
(26. 139) 

1.637. 617 
2. 18 1. 497 
3.819. 114 

1.170. 402 
40 1. 948 
474. 059 

3.286 
2.049. 695 

284. 196 
268. 999 
196. 998 

$6, 6 19. 002 
._- 

$4.765. 610 
1. 39 1. 243 
3.374. 367 

40. 116 
80. 956 

454. 313 
450. 807 
238. 238 

1.264. 430 
737. 787 
276. 943 

$5.653. 527 

$ 403 
1.426. 523 

178. 837 
(3. 341) 

1,602. 422 
2.183. 104 
3.785. 526 

461. 314 
503. 368 
144. 809 

3. 264 
1.112. 755 

292. 207 
263. 424 
199. 615 

$5.653. 527 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 
Three Months Ended 

December 31 
2005 2004 __.- 

(Unaudited) 
(In thousands, except per 

share data) 

Operating revenues 
Utility segment.. ................................................... $1,405,010 $ 913,681 
Natural gas marketing segment ....................................... 
Pipeline and storage segment ......................................... 
Other nonutility segment. ............................................ 

493,801 
39,7 12 43,690 

1,492 1,359 

1,101,845 

Intersegment eIiminatiqns ............................................ (264,239) (83,901) 

Utility se,gment ..................................................... 1,124,829 
Natural gas marketing segment ....................................... 
Pipeline and storage segment ......................................... 
Other nonutility segment. ............................................ 

2,283,820 1,368,624 

656,370 
466,957 

- 6,221 

Purchased gas cost 

1,075,526 

- - 
Intersegment eliminations ............................................ 363 125) (83,027) -LL 

1,937,230 1,046,521 
....................................................... 322,103 Gross profit. 346,590 

110,777 

38,655 

193,429 

.................................................... 128,674 Operating income. 149,697 
448 385 Miscellaneous income ................................................. 

...................................................... 36,189 - 32,542 Interest charges 
96,5 17 Income before income taxes ............................................ 113,956 

42,929 36,918 Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating expenses 
Operation and maintenance .......................................... 108,217 
Depreciation and amortization ........................................ 
Taxes, other than income ............................................ 

Total operating expenses ........................................... 196,893 

43,260 43,997 
45,416 

-_- 

Net income.. .................................................... $ 71,027 $ 59,599 

Basic net income per share. ............................................ $ 0.88 $ 0.79 

Diluted net income per share ........................................... $ 0.88 $ 0.79 

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

Weighted average shares outstanding: 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80,259 75,306 Basic 

Diluted 80,722 75,725 ........................................................... 

See accompanying notes to condensed consolidated financial statements 
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A'TMOS ENERGY CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
Three Months Ended 

December 31 
1005 2001 

(Unaudited) 
(In thousands) 

Cash Flows From Operating Activities 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 71,027 $ 59,599 
Adjustments to reconcile net income to net cash (used in) provided by 

operating activities: 
Depreciation and amortization: 

Charged to depreciation and amortization .......................... 43,760 43,997 
Charged to other accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  147 254 

Deferred income taxes ............................................ 20,448 8,308 
Other .......................................................... 3,680 977 
Net assetdliabilities from risk management activities . . . . . . . . . . . . . . . . . .  13,695 22,088 
Net change in operating assets and liabilities ......................... (347,626) (67,3 19) -~ 

Net cash (used in) 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.. ......................................... 
Net proceeds from equity offering .................................... 

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

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

(195,369) 67,904 

(102,465) (67,201) 
- (1,9 12,532) 

(1,121) (1,051) 
(103,586) (1,980,784) 

329,250 

(1,695) 

(25,429) 
6,164 

- 

- 

.- 

308,290 

9,335 
40,116 

$ 49,451 

28,797 
1,385,847 

(3,373) 
(43,770) 
(24,52 1) 
11,116 

382,014 

1,736,110 

(176,770) 
201,932 - 

See accompanying notes to condensed consolidated firiancial statements 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLXDATED FINANCIAL STATEMENTS 
([Jnaudited) 

December 31, 2005 

1. Nature of Business 

Atmos Energy Corporation (“Atmos” or “the Company”) and its subsidiaries are engaged prharily 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 approximately 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 Senice Area 

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

Atmos Energy Mississippi Division Mississippi 
Atmos Energy Mid-Tex Division 

Atmos Energy West Texas Division 

Colorado, Kansas, Missouri(’) 

Georgia(’), Illinois(’ I ,  Iowa(’), Missouri(’ ) , 
Tennessee, Virginia(’) 

Texas, including the Dallas/Fort Worth 
metropolitan area 
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, our 
pipeline and storage operations and our 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 naturd 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 customers, 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 forecast- 
ing, gas storage acquisition and management services, transportation services, peaking sales and balancing 
services, capacity utilization strategies and gas price hed,&g through the use of derivative instruments. 

Our pipeline and storage business includes the regulated operations of our Atmos Pipeline - Texas 
Division, a division of Atmos Energy Corporation, and the nonregulated operations of Atmos Pipeline and 
Storage, LLC (APS), which is wholly-owned by AEH. The Atmos Pipeline -Texas Division transports 
natural gas to our Atmos Energy Mid-Tex Division, transports natural gas to third parties and manages five 
underground storage reservoirs in Texas. Through APS, we own or have 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. 

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 U S ,  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 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. 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS - (Continued) 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring accruals) 
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial 
statements. These consolidated interimperiod financial statements and notes are condensed as permitted by 
the instructions to Form 10-Q and should be read in conjunction with the audited consolidated financial 
statements of Atmos 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-month 
period ended December 31, 2005 are not indicative of expected results of operations for the full 2006 fiscal 
year, which ends September 30, 2006. 

Basis of Comparison 

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

Significant accorrnting policies 

Our accounting policies are described in Note 2 to our Mnual Report on Form 10-K for the year ended 
September 30, 2005. Except for the Company's adoption of Statement of Financial Accounting Standards 
(SFAS) 123 (revised), Share-Based Payment, discussed below, there were no significant changes to our 
accounting policies during the three months ended December 3 1, 2005. 

Stock- based compensation plans 

Our 1998 Long-Term Incentive Plan provides for the ganiing 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. Nonemployee directors are also eligible to receive 
stock-based compensation under the 1998 Long-Term Incentive Plan. 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 our common stock. 

On October 1,2005, the Company adopted SFAS 123 (revised), Share-Based Payrnent(SFAS 123 (R)).  
This standard revises SFAS 123, Accounting for Stock-Based Compensation and supersedes Accounting 
Principles Board (APB) Opinion 25, Accouiiting for Stock Issued to Employees. 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 the grant-date fair value of 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 months ended December 31, 2005 includes: (i) compensation 
expense for all stock-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. Total stock-based 
compensation expense included in our statement of income for the three months ended December 3 1, 2005 
was less than $0.1 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 permitted by SFAS 123. Under this method, no compensation cost for stock options was 
recognized for stock-option awards granted at or above fair-market value. Awards of restricted stock were 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

valued at the market price of the Company’s common stock on the date of grant. The unearned compensation 
was amortized to operation and maintenance expense over the vesting period of the restricted stock. 

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 months ended December 31,2004 would have been impacted 
as shown in the following table: 

Three Months Ended 
December 31, 2004 

(In thousands, 
except 

per share amounts) 
Net income - as reported. .......................................... $59,599 
Restricted stock compensation expense included in income, net of tax.. . . . .  
Total stock-based employee compensation expense determined under fair- 

489 

value-based method for all awards, net of tax.. ....................... (741) 
............................................ $59,347 Net income - pro forma 

Earnidgs per share: 
$ 0.79 

$ 0.79 

Diluted earnings per share - as reported ............................ $ 0.79 

Basic earnings per share -- as reported .............................. 
Basic earnings per share - pro forma ............................... 

Diluted earnings per share - pro forma ............................. $ 0.78 

Regulatoiy assets and liabilities 

We record certain costs as regulatory assets in accordance with SFAS 71, Accouiztiiig for the Efects of 
Certain Types of Regulation, when future recovery through customer rates is considered probable. Regulatory 
liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to 
customers through the 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 component of 
deferred credits and other liabilities. Deferred gas costs are recorded either in other current assets or liabilities 
and the regulatory cost of removal obligation is separately reported. 

Significant regulatory assets and liabilities as of December 31, 2005 and September 30,2005 included the 
following: 

December 31, September 30, 
2005 2005 

(In thousands) 
-~ 

Regulatory assets: 
Merger and integration costs, net.. ........................... $ 9,065 $ 9,150 

.......................................... 38,173 Deferred gas cost 124,269 
1,312 1,357 Environmental costs.. ...................................... 

Rate case costs.. .......................................... 10,796 11,314 
Deferred franchise fees ..................................... 3,208 6,7 10 

9,313 

$157,818 $ 76,017 

Other .................................................... 9,168 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FI"CL4.L STATEMENTS - (Continued) 

December 31, September 30, 
2005 2005 

(In thousands) 

Regulatory liabilities: 
Deferred gas costs ......................................... $ 39,143 $134,048 
Regulatory cost of removal obligation ......................... 280,564 274,989 
Deferred income taxes, net. ................................. 3,185 3,185 
Other .................................................... 7,580 8,084 

$330,472 $420,306 

Currently authorized rates do not include a return on certain of our merger and integration costs; 
however, we recover the amostization 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 future rate filings in accordance with rulings received from various regulatory commissions. 

Compseliensive income 

The following table presents the components of comprehensive income, net of related tax, for the three- 
month periods ended December 3 1, 2005 and 2004: 

Three Months Ended 
December 31 

2005 2004 
(In thousands) 

Net income.. ................................................... $ 71,027 $ 59,599 
Unrealized holding gains on investments, net of tax expense of $248 and 

$649 ......................................................... 405 1,057 
Amortization and unrealized losses on interest rate hedging transactions, 

net of tax expense (benefit) of $528 and $(3,245) .................. 860 (5,296) 
Net unrealized losses on commodity hedging transactions, net of tax 

benefit of $14,749 and $7,912.. .................................. (24,063) (12,908) 

Comprehensive income ........................................... $ 48,229 $ 42,452 

Accumulated other comprehensive loss, net of tax, as of December 31, 2005 and September 30, 2005 
consisted of the following unrealized gains (losses): 

December 31, 
2005 

September 30, 
2005 - -. ~ 

(In thousands) 

Accumulated other comprehensive loss: 
Unrealized holding gains on investments ...................... $ 1,089 $ 684 
Treasury lock agreements ................................... (23,122) (23,982) 

......................................... 19,957 

$(26,139) $ (3,341) 
Cash flow hedges. -- (4,106) . 

Recent accounting pronouncenzents 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, 
Accounting fur Conditional Asset Retireiilent Obligations (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 
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ATRIOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

incurred - generally upon acquisition, construction or development and/or through the nonnal 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 and/or method of settlement 
are conditional on a filture 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 obligation. FIN 47 is effective for us by the end of the 
2006 fiscal year. We are currently evaluating the impact that FIN 47 may have on our financial position, 
results of operations and cash flows. 

3. Derimtive 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. 

The following table shows the fair values of our risk management assets and liabilities by segment at 
December 31, 2005 and September 30, 2005: 

Natural Gas 
Utility Marketing Total 

(In thousands) 

December 31,2005 
Assets from risk management activities, current.. . . . . . . . . . . 
Assets from risk management activities, noncurrent . . . . . . . I . 
Liabilities from risk management activities, current.. . . . . . . . 

$38,780 
- 

$ 6,424 $ 45,204 
653 653 

(507) (55,251) (55,758) 
- ( 11,194) ( 1 1 i194) Liabilities from risk management activities, noncurrent. . . . . . 

~~ 

Net assets (liabilities) . . . . . . . . . . . . . . I . . . . . . . . . . . . . . . . . 
September 30, 2005: 
Assets from risk management activities, current I I .  . . . . . . I .  $93,310 $ 14,603 $107,913 
Assets from risk management activities, noncurrent . . . . . . . . - 735 135 
Liabilities from risk management activities, current I . . . . . . . . 

~~ $(59,368) $(21,095) $38,273 -- 

- (6 1,920) (61,920) 
- (15,316) (15,316) Liabilities from risk management activities, noncurrent. . . I . . -~ 

Net assets (liabilities) . . . . . . . . . . . . . . . . . . . " .  . . " . .  . . . . . . . $93,310 $(61,898) $ 31,412 -- 

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 tlze Eflects of Certain Types of 
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ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOLIDATED Fl[NANCIAL STATEMENTS - (Continued) 

Regulation. Accordingly, there is no earnings impact to our utility segment as a result of the use of financial 
derivatives. For the 2005-2006 heating season, we hedged approximately 46 percent of our anticipated winter 
flowing gas requirements at a weighted average cost of approximately $9.11 per Mcf. Our utility hedging 
activities also include the cost of our Treasury lock agreements which are described in further detail below. 

Nonutility Hedging 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 
counterpar-ties. 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 purchases 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-month period ended December 31, 2005, 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 three months ended 
December 31,2005 of $15.3 million in net deferTed hedging gains 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 
December 31, 2005 is expected to be recognized in net income in fiscal 2006 along with the corresponding 
hedged purchases and sales of natural gas. 

Under our risk management policies, we seek to match our fmancial derivative positions to our physical 
storage positions as well as our expected current and future sales and purchase obligations to maintain no open 
positions at the end of each trading day. The determination of our net open position as of any day, however, 
sequires us to make assumptions as to future circumstances, including the use of gas by our customers in 
relation to our anticipated storage and market positions. Because the price risk associated with any net open 
position at the end of each day may increase if the assumptions are not realized, we review these assumptions 
as part of our daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since 
the price of natural gas purchased or sold for future 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 December 31, 2005, AEH had a net open position (including existing storage) of 
0.1 Bcf. 

Treasury Actisities 

During fiscal 2004, we entered into four 'Treasury lock agreements to fw: the Treasury yield component of 
the interest cost of financing associated with the anticipated issuance of $875 miUion 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-month 
period ended December 3 1, 2005, we recognized approximately $1.4 million of this amount as a component of 
interest expense. 
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4. Debt 

Long-term debt 

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

2005 3005 
(In thousands) 

-- 
Unsecured floating rate Senior Notes, due 2007 .................. $ 300,000 $ 300,000 
Unsecured 4.00% Senior Notes, due 2009 ....................... 300,000 400,000 
Unsecured 7.375% Senior Notes, due 201 1 ...................... 350,000 350,000 
Unsecured 10% Notes, due 201 1 ............................... 2,303 2,303 
Unsecured 5.125% Senior Notes, due 2013 ...................... 250,000 250,000 
Unsecured 4.95% Senior Notes, due 2014 ....................... 500,000 500,000 

Medium term notes 
Unsecured 5.95% Senior Notes, due 2034 ....................... 200,000 200,000 

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

150,000 Unsecured 6.75% Debentures, due 2028 ......................... 
First Mortgage Bonds 

150,000 

Series P, 10.43% due 2013 .................................. 8,750 10,000 
7,394 

Total long-term debt ..................................... 2,188,447 2,190,142 

Current maturities ......................................... (3,286) (3,264) 

7,839 Other term notes due in installments through 2013 . . . . . . . . . . . . . . .  

Less: 
Original issue discount 011 unsecured senior notes and debentures (3,664) . (3,774) 

$ 2 3  1,497 $2,183,104 

Our unsecured floating rate debt bears interest at a rate equal to the three-month LIBOR rate plus 
0.375 percent per year. At December 31, 2005, the interest rate on our floating rate debt was 4.525-percent. 

Short- term debt 

At December 31, 2005 and September 30, 2005, there was $474.1 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 bank. 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. 
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Coimzitted credit facilities 

As of December 31, 2005, we had three short-term conimitted 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 December 3 1, 2005, there was $38 1.7 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 December 3 1, 2005, 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 expires on March 31, 2006. There was $17.4 million outstanding under this 
facility at December 3 1, 2005. 

The availability of funds under our credit facilities is subject to conditions specified in the respective 
credit agreements, all of which we currentIy 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 three-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 capitalization 
of no greater than 70 percent. At December 31, 2005, our total-debt-to-total-capitalization ratio, as defined, 
was 61 percent. 111 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. 

Unconzmitted 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. The credit 
facility wiU expire on March 31, 2006. 

Borrowings under the credit facility can be made either as revolving loam or offshore rate loans. 
Revolving loan borrowings will bear interest at a floating rate equal to a base rate (defined as the higher of 
0.50% per annum above the Federal Funds rate or the lender’s prime rate) plus 0.50%. 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 1.375% to 1.75% 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 wiU range 
from 1.125% to 2.00% per annum, depending on the excess tangible net worth of AEM and whether the letters 
of credit are swap-related standby letters of credit. 

AEM is required by the financial 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 fangibfe 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 
December 31, 2005, AEMs ratio of total liabilities to tangible net worth, as defined, was 2.68 to 1. 

At December 31, 2005, $75 million was outstanding under this credit facility. In addition, at Decem- 
ber 31, 2005, AEM letters of credit totaling $276.9 million had been issued under the facility, which reduced 
the amount available by a corresponding amount. The amount available under this credit facility is also limited 
by various covenants, including covenants based on working capital. Under the most restrictive covenant, the 
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amount available to AEM under this credit facility was $48.1 million at December 31,2005. This line of credit 
is collateralized by substantially a31 of the assets of AEM and is guaranteed by AEH. 

The Company also has an unsecured 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 December 31, 2005, but letters of credit reduced the amount available by $4.4 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 are 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%. This facility has been approved by our 
state regulators through December 3 1,2006. At December 3 1,2005, $96.4 million was outstanding under this 
facility. 

In addition, AEM has a $1 20 million intercompany uncommitted demand credit facility with AEH for its 
nonutility business which bears interest at the LIBOR rate plus 2.75 percent. Any outstanding amounts under 
this facility are subordinated to AEM’s $580 niillion uncommitted demand credit facility described above. 
This facility is used to supplement AEM’s $580 million credit facility. At December 31, 2005, there was 
$94 million outstanding under this facility. 

Debt Covenants 

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds 
contain provisions that allow us to prepay the outstanding balance in whole at any time, 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. Under the most restrictive of 
such covenants, cumulative cash dividends paid after December 31, 1985 may not exceed the sum of 
accumulated net income for periods after December 31, 1985 plus $9 million. At December 31, 2005 
approximately $203.5 million of retained earnings was unrestricted with respect to the payment of dividends. 

We were in compliance with all of our debt covenants as of December 31, 2005. 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 pubIic debt indentures relating to our senior notes and 
debentures, as we31 as our $600 million and $300 million revolving credit agreements, each contain a default 
provision that is triggered if outstanding indebtedness arising out of any other credit agreements in amounts 
ranging from in excess of $15 million to in excess of $100 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 indebtedness, as defined, by at least $250 thousand in the aggregate. 
Additionally, this agreement contains a provision that would limit the amount of credit available if Atmos 
were downgraded below an S&P rating of EBB 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 Compensation 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, 
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performance-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 December 31, 2005, 
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 1,090,754 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 ]'ears. 

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

Three Months 
Ended 

December 31 
200.5 2004 -- - Valuation Assumptions'" 

Expected Life (years) (?) . . ................................................ 7 7 
Interest rate(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.6% 4.2% 
V~latility'~' ............................................................. 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. 
The expected life of stock options is estimated based 011 historical experience. 
The interest rate is based on the U.S. Treasury constant maturity interest rate whose telm is consistent 
with the expected life of the stock options. 
The volatility is estimated based on historical and current stock data for the Company. 

A summary of option activity as of December 31,2005, and changes during the three months then ended, 
is presented below: 

Weigh ted-Average 
Number of Weighted-Average Remaining Aggfegate 

Options Exercise Price Contractual Term Intrinsic Value 
(In years) (In thousands) 

Outstanding at September 30, 2005 ...... 964,704 $22.20 
Granted.. .......................... 93,196 26.19 

Forfeited (166) 
Exercised .......................... (1,334) 22.32 

........................... 2 1.23 

Outstanding at December 31, 2005.. . . . . .  1,056,400 $22.55 6.1 

Exercisable at December 31, 2005 . . . . . . .  855,044 $22.22 5.5 
- - 
- - 

$3,843 

$3,131 

The stock options had a weighted-average fair value per share on the date of grant of $3.74 and $3.69 for 
the three months ended December 31, 2005 and 2004. Net cash proceeds from the exercise of stock options 
during the three months ended December 3 1, 2005 and 2004 were less than $0.1 million and $1.1 million. The 
associated inconie tax benefit from stock options exercised during the three months ended December 3 1,2005 
and 2004 was less than $0.1 million for both periods. The total intrinsic value of options exercised during the 
three months ended December 31, 2005 and 2004 was $4,696 and $176,354. 
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As of December 31, 2005, there was $0.4 million of total unrecognized compensation cost related to 
nonvested stock options. That cost is expected to be recognized over a weighted-average period of 0.41 years. 

Restricted Stock Plans 

As noted above, the 1998 Long-Term Incentive Plan provides for discretionary awards of time-lapse 
restricted stock and performance-based restricted stock units to help attract, retain and reward employees and 
non-employee directors of Atmos and its subsidiaries. Certain of these awards vest based upon the passage of 
time and other awards vest based upon the passage of time and the achievement of specified performance 
targets. The associated expense is recognized ratably over the vesting period. 

A summary of the status of the Company’s nonvested restricted shares as of December 31, 2005, and 
changes during the three months then ended, is presented below: 

Weighted-Average Grant-Date 
Number of 

Restricted Shares Fair Value 

$25.32 
83,941 26.19 

21.59 
25.55 

$25.55 

Nonvested at September 30, 2005 ........................ 592,490 

Vested.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (20,290) 
Forfeited. ........................................... (1,428) 

654,713 

Granted ............................................ 

Nonvested at December 31, 2005.. ....................... 

As of December 31, 2005, there was $10.2 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 1.86 years. The total fair value of restricted stock vested during 
the three months eIided December 31, 2005 and 2004 was $0.4 million and $0.5 million. 

6. Earnings Per Share 

Basic and diluted earnings per share for the three months ended December 31, 2005 and 2004 are 
calculated as follows: 

Three Months Ended 
December 31 

2005 2004 
(In thousands, except 
per share amounts) 

-- 

Net income.. ..................................................... $71,027 $59,599 

shares. ......................................................... 80,259 75,306 

-- 
Denominator for basic income per share - weighted average common 

Effect of dilutive securities: 
Restricted and other shares. ....................................... 365 275 

................................................... 98 144 Stock options ___ _.- 

Denominator for diluted income per share - weighted average, common 
shares.. ........................................................ 80,722 75,725 

Income per share-basic.. ......................................... $ 0.88 $ 0.79 

Income per share - diluted ......................................... $ 0.88 $ 0.79 

-- -- 
-- -- 
- _ _ _  -- 
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There were no out-of-the-money options excluded from the computation of diluted earnings per share for 
the three months ended December 31,2005 and 2004 as their exercise price was less than the average market 
price of the common stock during that period. 

7. Interim Pension and Other Postretirement Benefit Plan Information 

The components of our net periodic pension cost for our pension and other postretirement benefit plans 
for the three months ended December 31, 2005 and 2004 are presented in the following table. 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 Rlonths Ended December 31 
Pension Benefits Other Benefits 

- 
- ~ - -  

2005 2004 2005 2004 
(In thousands) 

---- 
Components of net periodic pension cost: 

Service cost.. .................................... $4,117 $3,136 $3,271 $2,478 
Interest cost ..................................... 5,722 6,017 2,210 2,366 
Expected return on assets .......................... (6,400) (6,885) (547) (518) 

..................... 1 378 378 Amortization of transition asset - 
.... . . . . . . . . . . . . . . .  90 96 

Amortization of a c t i d a l  loss.. ..................... 3,299 1,891 320 151 

Net periodic pension cost ........................ $6,754 $4,158 $5,722 $4,951 

The assumptions used to develop our net periodic pension cost for the three months ended December 31, 

Amortization of prior service cost 16 (2) 
---- 
---- -- 

2005 and 2004 are as foIIows: 
Pension 
Benefits Other Benefits 

2005 2004 2005 2004 - - - -  
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 three months ended December 31,2005, we did not make a voluntary contribution to our pension 
plans. However, we contributed $2.5 million to our other postretirement plans and we expect to contribute 
approximately $1 1.9 million to these plans during fiscal 2006. 

8. Commitments and Contingencies 

Litigation and Environmental Matters 

With respect to the specific litigation and environmental-related matters or claims that were disclosed in 
Note 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 three months 
ended December 31, 2005. We continue to believe that the final outcome of such litigation and environmen- 
tal-related matters or claims will not have a material adverse effect on our financial condition, results of 
operations or net cash flows. 
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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 condition, results of 
operations or net cash flows. 

Purchase Conimitrnents 

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the 
forward NYh4EX strip or fixed price contracts. At December 31, 2005, AEM was committed to purchase 
45.3 Bcf within one year, 23.5 Bcf within one to three years and 17.6 Bcf after three years under indexed 
contracts. AEM is committed to purchase 1.3 Bcf within one year and 0.3 Bcf within one to three years under 
fixed price contracts with prices ranging from $6.00 to $15.08. Purchases under these contracts totaled 
$787.7 million and $360.1 million for the three months ended December 31, 2005 and 2004. 

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 Division maintains long-term supply contracts to ensure a reliable source of gas for our 
customers in its service area which obligate it to purchase specified volumes at mzkket prices. The estimated 
commitments under these contracts as of December 31, 2005 are as follows (in thousands): 

2006 . . . . . . . . . . . . . . . . . .  
2007 . . . . . . . . . . . . . . . . . .  
2008 . . . . . . . . . . . . . . . . . .  
2009 . . . . . . . . . . . . . . . . . .  
2010 . . . . . . . . . . . . . . . . . .  
Thereafter . . . . . . . . . . . . .  

................................................ $ 561,927 

................................................ 511,915 

................................................ 139,845 

................................................ 11,806 

................................................ 11,061 

................................................ 36,940 

$1,273,494 

Regulatoiy 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 a Motion to Dismiss with the KPSC. On February 2, 
2006, the KPSC issued an Order denying our Motion to Dismiss and establishing an informal conference to be 
held on February 14,2006 for the purpose of developing a procedural schedule and simplification of issues. We 
do not believe that the Attorney General will be able to demonstrate that our present rates are in excess of 
reasonable levels. 

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. We filed our response to this order in November 2005 and we are 
responding to requests for information by the City of Dallas. In addition, during the first quarter of fiscaI 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 made 
the required filing on December 30, 2005. We are responding to requests for information by the cities’ 

17 



ATMOS ENERGY CORPORATION 

NOTES TO CONDENSED CONSOUDATED FINANCIAL STATEMENTS - (Continued) 

‘ consultant. We believe that we will be able to demonstrate in all these “show cause” proceedings that our rates 
are just and reasonable. 

Ln November 2005, we received a notice from the Tennessee Regulatory Authority that it was opening an 
investigation into allegations that we are overcharging customers in parts of Tennessee by approximately 
$10 million per year. 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. We will provide information to the city on or before February 28, 2006. We believe 
that we will be able to 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 to jointly construct, own and 
operate a 45-mile large diameter natural gas pipeline in the northern portion of the Dallas/Fort Worth 
Metroplex (North Side Loop). Under terms of the agreement, we are responsible for contributing 110 more 
than $42.5 million to the construction costs of the pipeline. We are also responsible for 50% of the costs of the 
compression facilities. Approximately 21 miles of the pipeline was placed 11 service by December 31, 2005 
with the remainder of the pipeline expected to be placed in service by March 31, 2006. As of December 3 1, 
2005, we have spent $19.2 million for the North Side Loop project and expect to spend approximately 
$29.7 million in the 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 system 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 approximately $32 million in fiscal 2006 for these projects. 

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. A significant number of these customers will not require gas service for some time 
because of sustained damages. We cannot predict with certainty how many of these customers will return to 
these service areas and over what time period. Additionally, we cannot accurately determine what iegulatory 
actions, if any, may be taken by the regulators with respect to these areas. As of December 31, 2005, 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. 

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 
engage 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 transactions 
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 AEMs credit exposure. B M  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. 
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AEM also monitors the financial condition of existing counterparties on an ongoing basis. Customers not 
meeting minimuni 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 informatian. 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. 

A E M 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 AEMs credit department, but are primarily 
based on external ratings provided by Moody’s Investor Service Inc. andlor Standard & Poor’s. For non-rated 
entities, the default rating for municipalities is investment grade, while the default rating for non-guaranteed 
industrial and commercial customers is non-investment grade. The table below shows the percentages related 
to the investment ratings as of December 31, 2005 and September 30, 2005. 

December 31, 2005 September 30, 2005 

Investment grade .................................... 48% 49% 
................................ 52% Non-investment grade ~ 

100% Total - 

51% 

100% 
- 

..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - - 
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 December 3 1, 2005. Investment 
grade counterparties have minimum credit ratings of BBB-, assigned by Standard & Poor’s; or Baa3, assigned 
by Moody’s Investor Service. Non-investment grade counterparties are composed 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 composed of numerous smaller 
counterparties, none of which is individually significant. 

- December 31, 2005 
Natural Gas 

Segment”’ Segment Consolidated 
(In thousands) 

Utility Marketing 

Investment grade counterparties ...................... $38,780 $2,07 1 $40,851 
- 5,006 5,006 

$38,780 $7,077 $45,857 
-- Non-investment grade counterparties . . . . . . . . . . . . . . . . . .  

( I J  Counterparty risk for our utility segment is minimized because hedging gains and losses are passed through 
to our customers. 

10. Segment Information 

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 authority 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 nonutility businesses we provide natural gas management and marketing services to 
industrial customers, municipalities and other local distribution companies located in 22 states. Additionally, 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

we provide natural gas transportation and storage services to certaia 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, 

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

* the pipeline and storage segment, which includes our regdated 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. 

Summarized income statements for the three-month period ended December 31, 2005 and 2004 by 
segment are presented in the following tables: 

Three Months Ended December 31, 200.5 

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

Interse,ment revenues . . . . . . . 

Purchased gas cost.. . . . . . . I .  

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

Operation and maintenance 
Depreciation and 

amortization . . . . . . . . . . . 
Taxes, other than income . . 

Total operatirig expenses . . . . . 
Operating income . . . . . . . . . . . 
Miscellaneous income . . . . . . . 
Interest charges . . . . . . . . . . . . 
Income (loss) before income 

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

Net income (loss) . . . . . 
Capital expenditures. . . . . . . . . 

Utility 

$1,404,806 
204 

1,405,010 
1,124,829 

280,18 1 

92,766 

38,264 
42,902 

173,932 
106,249 

2,837 
31,588 

77,498 
29,085 

$ 48,413 

$ 72,415 

-- 

Natural Gas 
Marketing 

$ 860,613 
241,232 

1,101,845 
1,075,526 

26,319 

4,352 

470 
243 

5,065 
21,254 

590 
2,862 

18,982 
7,530 

$ 11,452 

$ 332 

-- 

Pipeline Other 
and Storage Nonutility 

(In thousands) 

$17,881 
21,831 
39,712 

-- 
- 

$ 520 
972 

1,492 
- 

39,712 

10,998 

4,502 
2,160 

17,660 
22,052 

1,405 
5,973 

17,484 
6,317 

$11,167 

$29,718 

I__ 

1,492 

1,265 

24 
111 

1,400 
92 

66 1 
'761 

-- 

(8) 
(3) 

$ (5) 

$ -  

Eliminations Consolidated 

$ -  $2,283,820 

(264,239) 2,283,820 
(263,125) f,937,230 

(1,114) 346,590 

(264,239) - - 

(1,164) 108,217 

- 43,260 
- 45,416 

(1,164) 196,893 
50 149,697 

(5,045) 448 
(4,995) 36,189 

--- 

- 113,956 
- 42,929 

$ .- $ 71,027 

$ -  $ 102,465 

' I  
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Three Months Ended December 31, 2004 
-___. 

Pipeline 
Natural Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

Operating revenues from external 

Intersegment revenues. ............ 275 60,891 21,938 803 (83,907) 

913,681 493,801 43,690 1,359 (83,907) 1,368,624 
Purchased gas cost . . . . . . . . . . . . . . .  656,370 466,957 6,221 - (83:027) 1,046,521 

Gross profit ................... 257,311 26,844 37,469 1,359 (880) 322,103 

parties. ....................... $913,406 $432,910 $21,752 $ 556 $ - $1,368,624 
- 

Operating expenses 
Operation and maintenance . . . . . .  

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

Total operating expenses. . . . . . . . . . .  
Operating income . . . . . . . . . . . . . . . .  
Miscellaneous income . . . . . . . . . . . . .  
Interest charges . . . . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . .  
Income tax expense. . . . . . . . . . . . . . .  

Capital expenditures . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . .  

96,553 
39,051 
36,620 

172,224 

85,087 
972 

27,259 

58,800 
21,777 

$ 37,023 

$ 65,927 

3,446 10,661 
504 4,413 
(91) 2,048 

3,859 17,122 

22,985 20,347 
246 315 

6,171 

22,830 14,491 
9,568 5,407 

$ 13,262 $ 9,084 

$ 139 $ 1,135 

401 _.__ 

-- __I_ 

1,047 
29 
78 

1,154 

205 
593 
402 

396 
166 

$ 230 

$ -  

-- 

(930) 110,777 
- 43,997 
- 38,655 

(930) 193,429 
50 128,674 

(1,741 1 385 
(1,691) 32,542 
- 96,5 17 
- 36,918 

-- 

-- 
$ -- $ 59,599 

$ -  $ 67,201 
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Balance sheet information at December 31, 2005 and September 30,2005 by segment is presented in the 
following tables: 

December 31, 2005 -_ - 
Natural Pipeline 

Gas and Otlier 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

ASSETS 
Property, plant and equipment, 

net ........................ 
Investment in subsidiaries . . . . . .  
Current assets 

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

account . . . . . . . . . . . . . . . . . .  
Assets from risk management 

activities ................. 
Other current assets . . . . . . . . .  
Intercompany receivables.. ... 

Total current assets. ....... 

Goodwill ..................... 
Noncurrent assets from risk 

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

Intangible assets . . . . . . . . . . . . . .  

CAPITAW[ZATION AND 
LIABILITIES 

Shareholders' equity . . . . . . . . . . .  
Long-tern debt . . . . . . . . . . . . . . .  

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

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

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

Other cunent liabilities ...... 
Intercompany payables . . . . . . .  

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

Regulatory cost of removal 

Deferred credits and other 

management activities . . . . .  

management activities . . . . . . .  

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

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

$2,966,223 $ 7,298 $465,038 $ 1,375 $ - $3,439,934 
229,892 (1,997) - - (227,895) - 

18,793 30,248 - 410 - 49,45 1 

- 74,076 -_ - - 74,076 

38,780 18,316 4,649 - (16,541) 45,204 
1,469,586 672,230 42,134 98,155 (274,555) 2,007,550 

2,037,157 794,870 46,783 125,721 (828,250) 2,176,281 
- - 3,361 

566,800 24,282 143,198 -. _I 734,280 

509,998 - - 27,156 (537,154) - 

I_ 3,361 - 

- 1,432 7'79 - (1,558) 65 3 
238,628 1,454 5,327 19,084 - 264,493 

$6,038,700 $830,700 $661,125 $146,180 $( 1,057,703) $6,619,002 

$1,637,617 $127,180 $ 72,006 $ 30,706 $ (229,892) $1,637,617 
- 2,18 1,497 2,176,140 - - 

3,813,757 127,180 12,006 36,063 (229,892) 3,819,114 
5,357 - 

1,250 - -. 2,036 I 3,286 
399,059 169,000 I 96,400 (190,400) 474,059 

507 59,900 11,902 - (16,551) 55,758 
1,105,783 372,803 116,131 4,023 (82,148) 1,516,592 

1,506,599 697,897 568,993 102,459 (826,253) 2,049,695 
274,552 (6,578) 14,544 1,678 - 284,196 

- 96,194 $40,960 - (537,154) - -. ~- -- 

- 1 1,973 779 - (1,558) 11,194 

268,999 - I_ - - 268,999 

174,793 228 4,803 5,980 - 185,804 
$6,038,700 $830,700 $661,125 $146,180 $(1,057,703) $6,619,002 

-. -I- 
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September 30, 2005 
Natural Pineline 

ASSETS 
Property, plant and 

Investment in subsidiaries I . . 
Current assets 

Cash and cash equivalents 
Cash held on deposit in 

Assets from risk 
management activities . . 

Other current assets . . . . .  
Intercompany receivables 

Total current assets . . . .  

Goodwill ................. 
Noncurrent assets from risk 

Deferred charges and other 

equipment, net .  . . . . . . . . .  

margin account . . . . . . .  

Intangible assets. . . . . . . . . . .  

management activities. . . .  

assets. . . . . . . . . . . . . . . . . .  

Cas and Other 
Utility Marketing Storage Nonutility 

(In thousands) 

$2,926,096 
23 1,342 

10,663 

4,170 

93,3 10 
666,08 1 
505.728 

1,279,952 

566,800 
- 

- 

249,179 
$5,253,369 

CAPITALIZATION AND 
LIABILITrnEs 

Shareholders’ equity . . . . . . .  $1,602,422 
Long-term debt . . . . . . . . . . .  2,177,279 

Total capitalization . . . .  3,779,701 
Current liabilities 

Current maturities of long- 
term debt . . . . . . . . . . . .  1,250 

Short-term debt. ........ 144,809 
Liabilities from risk 

management activities . . - 
Other current liabilities. . .  623,300 
Intercompany payables . . .  - 

Total current liabilities 769,359 
Deferred income taxes . . . . .  268,108 
Noncurrent liabilities from 

risk management activities - 
Regulatory cost of removal 

obligation . . . . . . . . . . . . . .  263,424 
Deferred credits and other 

liabilities . . . . . . . . . . . . . . .  172,777 
$5,253,369 

$ 7,278 
(1,896) 

28,949 

76,786 

39,528 
421,777 

567,040 
3,507 

24,282 

2,073 

1,461 
$603,745 

- -- 

$144,827 

144,827 

- -- 

- 
60,000 

63,936 
217,777 
87,968 

429,68 1 
12,369 

16,654 

- 

214 
$603,745 

$439,574 
I 

I 

- 

1,739 
36,208 

37,947 

143,198 

1,338 

5,737 
$627,794 

- 

- 

$ 53,426 

53,426 

I -- 

- 
- 

25,038 
95,557 

437,893 
558,488 

9,563 

1,338 

- 

4,979 
$627,794 

$ 1,419 
- 

501. 

- 

-- 
63,820 
20,133 
84,457 
- 
- 

- 

19,831 
$105,707 

$ 33,089 
5,825 

38,914 

2,014 
51,320 

- 
4,963 

58,297 
2,167 

- --- 

__ 

- 

6,329 
$105,707 

Eliminations Consolidated 

$ - $3,374,367 
(229,446) - 

-_ 40,116 

_. 80,956 

(26,664) 107,913 
(152,441) 1,035,445 
(525,861) 
(704,966) 1,264,430 

- 3,507 
- 734,280 

- 

(2,676) 735 

276,208 
$ (937,088) $5,653,527 

- -- 

$(231,342) $1,602,422 
- 2,183,104 

(231,342) 3,785,526 
-- 

- 3,264 
(1 11,320) 144,809 

(27,054) 6 1,920 
(38,835) 902,762 

(703,070) 1,112,755 
I 292,207 

-- (525,861 ) - 

(2,676) 15,316 

- 263,424 

- 184,299 

$(937,088) $5,653,527 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of 
December 31, 2005, and the related condensed consolidated statements of income and cash flows for the 
three-month periods ended December 31, 2005 and 2004. These financial statements are the responsibility of 
the Company’s management. 

We conducted our review in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). A review of interim financial information consists principally of applying analytical 
procedures and making inquiries of persons responsible for fiiancial 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 ous review, we are not aware of any material modifications that should be made to the 
condensed consolidated interim fiiancial 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 AccouIlting 
Oversight Board (United States), the comolidated 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. 

I 

Dallas, Texas 
February 3, 2006 
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Item 2. Management’s Discussion and Analysis of Financial Condition mid Results of Operations 

Introduction 

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

Cautioitaiy Statemerit for the Purposes of the Safe Harbor under tlte Private Securities LAigatiort 
Reform Act of 1995 

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking 
statements” within the meaning of Section 27A of the Securities Act of 193.3 and Section 21E of the 
Securities Exchange Act of 1934. All statements other than statements of historical fact included in this 
Report are forward-looking statements made in good faith by 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”, ‘keels”, “strategy” or 
similar words are intended to identlfy forward-looking statements. Such forward-looking statements are 
subject to rislcs 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 acmner 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 from the 
acquisition of the TXU Gas operations; the impact of recent natural disasters on our operations, especially 
Hurricane Katrina; and other 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 authority and industrial customers throughout our 
seven regulated utility divisions, which cover service areas located in 12 states. In addition, we transport 
natur;?. gas for others through our distribution system. 

Through our nonutility 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: 

0 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 three months ended December 31, 2005: 

Our utility segment net income increased by $11.4 million during the three months ended Decem- 
ber 31, 2005. The increase reflects the impact of weather, as adjusted for jurisdictions with weather- 
normalized rates, that was seven percent colder than the prior-year quarter coupled with lower O&M 
expenses. 

Our natural gas marketing segment net income decreased $1.8 million during the three months ended 
December 31, 2005 compared with the three months ended December 31, 2004. The decrease in 
natural gas marketing net income primarily reflects increased unrealized losses which offset increases 
resulting from improved storage optimization efforts. Also contributing to the decrease in natural gas 
marketing net income was an increase in interest charges resulting from higher third party borrowings 
to fund working capital needs. 

Our pipeline and storage segment net income increased $2.1 million during the three months ended 
December 31, 2005 compared with the three months ended December 31, 2004, primarily reflecting 
increased throughput and higher transportation and other related services margins in our Atmos 
Pipeline - Texas Division. 

* Our total-debt-to-capitalization ratio at December 31, 2005 was 61.9 percent compared with 59.3 per- 
cent at September 30, 2005 reflecting the impact of increased short-term debt borrowings to fund 
working capital needs. 

For the three months ended December 31, 2005, we realized a $195.4 rnillion cash outflow from 
operating activities compared with a $67.9 miUion cash inflow from operations for the three months 
ended December 31, 2004, reflecting the adverse impact of high natural gas costs on our'working 
capital. 

0 Capital expenditures increased to $102.5 million in the current quarter from $6'7.2 million in the prior- 
year quarter primarily reflecting increased capital spending for various pipeline expansion projects in 
our Atmos Pipeline - Texas Division. 

Critical Accounting Estimates and Policies 

Our condensed consolidated fhancial statements were prepared in accordance with accounting principles 
generally accepted in the United States.. Preparation of these financial statements requires us to make 
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the 
related disclosures of contingent assets and liabilities. We based our estimates on 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 obliga- 
tions, defexed income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long- 
lived assets. Actual results may differ from such estimates. 
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Our critical accounting policies used in the preparation of our cansolidated 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 

Our 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 three months ended December 31, 2005. 

Results of Operations 

The following table presents our financial highlights for the three-month periods ended December 3 1 , 
2005 and 2004: 

Three Months Ended 
December 31 

2005 2004 
(In thousands, unless 

otheniise noted) 
Operating revenues ........................................... $2,283,820 
Gross profit .................................................. 346,590 
Operating expenses ........................................... 196,893 
Operating income. ............................................ 149,697 
Miscellaneous income ......................................... 448 
Interest charges .............................................. 36,189 
Income before income taxes .................................... 
Income tax expense ........................................... 42,929 

11 3,956 

Net income.. ................................................ $ 71,027 

$1,368,624 
322,103 
193,429 
128,674 

385 
32,542 
96,517 
36;918 

$ 59,599 

Utility sales volumes - MMcf. ................................. 95,188 90,957 
Utility transportation volumes - MMcf .......................... 30,602 27,978 

Total utility throughput -- MMcf ............................. 125,790 118,935 

Natural gas marketing sales volumes - MMcf .................... 60,296 

Pipeline transportation volumes - MMcf ......................... 89,613 72,753 

Heating degree days(') 

~ 

7 1,496 

Actual (weighted average) ................................... 1,056 988 
Percent of normal .......................................... 93% 88% 

Consolidated utility average transportation revenue per Mcf ......... $ 0.51 $ 0.58 
Consolidated utility average cost of gas per Mcf sold . . . . . . . . . . . . . . .  $ 11.82 $ 7.22 

( l )  Adjusted for service areas that have weather-normaiized operations. 

27 



The following table shows our operating income by segment for the three-month periods ended 
December 31, 2005 and 2004. The presentation of our utility operating income is included for financial 
reporting purposes and may not be appropriate for ratemaking purposes. 

Three Months Ended December 31 
2005 2004 

Operating Heating Degree Dajs Operating Heating Degree Daw 
Income Percent of Normal Income Percent of Normal”’ 

(In thousands, except degree day information) 

Colorado-Kansas ................ $ 8,610 99% $ 8,235 99% 
Kentucky ...................... 6,192 100% 5,845 94% 
Louisiana ...................... 7,89 1 95% 6,333 85% 
Mid-States ..................... 14,298 99% 11,138 91% 

Mississippi ..................... 9,993 103% 8,607 89% 
West Texas .................... 6,131 100% 5,786 100% 
Other ......................... 2,347 

Utility segment . . . . . . . . . . . . . . . . .  106,249 93% 85,087 88% 
Natural gas marketing segment. . . .  21,254 - 22,985 - 
Pipeline and storage segment.. .... 22,052 - 20,347 - 

Mid-Tex ....................... 50,787 83% 38,548 78% 

- 595 -- 

- 255 - Other nonutility segment and other 142 
Consolidated operating income . $149,69’7 93% $128,674 88% 

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

Three Months Ended December 31, 2005 compared with Three Months Ended Decenzbes 31, 2004 

Utility segment 

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-term 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. Utility 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 naturd gas. 

Changes in the cost of gas irripact 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, i.11 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 
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customers' bills when weather is warmer than normal and decrease the base rate when weather is colder than 
normal. As of December 3 1, 2005, we had WNA in the following service areas for the following periods, which 
covered approximately 1.0 inilIion customer meters: 

Georgia ......................................................... 
Kansas .......................................................... 
Kentucky . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mississippi ...................................................... 
Tennessee ....................................................... 
Amarillo, Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
West Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
L,ubbock, Texas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Virginia ......................................................... 

October - May 
October - May 
November - April 
Noveniber - April 
November - April 
October - May 
October - May 
October - May 
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-normal 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 significantIy warmer than normal. 

Operating iizcoine 

'CJtility gross profit margin increased to $380.2 million for the three months ended December 31, 2005 
from $257.3 million for the three months ended December 31, 2004. Total throughput for our utility business 
was 125.8 billion cubic feet (Bcf) during the current-year period compared to 118.9 Bcf in the prior-year 
period. 

The increase in utility gross profit margin and throughput primarily reflects weather, as adjusted for 
jurisdictions with weather-normalized rates, that was seven percent colder than the prior-year quarter. 
Additionally, our Mississippi Division benefited from an increase in its \VNA coverage during the three 
months ended December 31,2005 and colder than normal weather prior to the beginning of its WNA period. 
Offsetting these increases was a $2.1 million reduction in gross profit in our Louisiana Division due to the 
impact of Hurricane Katrina. Additionally, gross profit increases were partially offset by weather that was 
seven percent warmer than normal primarily as a result of 17 percent warmer than normal weather in our Mid- 
Tex Division, which does not have weather-normalized rates. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $173.9 million for the 
three months ended December 31,2005 from $172.2 million for the three months ended December 31,2004. 
The increase refI ects a $6.3 maion 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. 

Offsetting these increases was a $3.8 million decrease in operation and maintenance expense attributable 
to a reduction in third-party costs for outsourced administrative and meter reading functions that were in- 
sourced during the first quarter of fiscal 2006. Additionally, the decrease in operation and maintenance 
expense reflects the absence of $2.1 million of UCG merger and integration cost amortization as these costs 
were fully amortized by December 2004. These decreases were partially offset by a $2 million charge for 
Hurricane Katrina related losses, increased employee headcount and higher benefit costs associated with the 
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increase in headcount and increased pension and postretirement costs resulting from changes in the 
assumptions used to determine our fiscal 2006 costs. 

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 deferTed costs, which it had originally disallowed in its September 2004 
decision. This ruling decreased our depreciation expense dusing the three months ended December 3 1, 2005. 

As a result of the aforementioned factors, our utility segment operating income for the three months 
ended December 31, 2005 increased to $106.2 million froui $85.1 million for the three months ended 
December 31, 2004. 

Interest charges 

Interest charges allocated to the utility segment for the three months ended December 31,2005 increased 
to $31.6 million from $27.3 million for the three months ended December 31, 2004. 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 thee-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. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges transportation and/or 
storage logistics and ultimately delivers gas to our customers at competitive prices. To facilitate this process, 
we utilize proprietary and customer-owned transportation and storage assets to provide the various services our 
customers request, including furnishing natural gas supplies at fixed and market-based prices, contract 
negotiation and administration, load forecasting, gas storage acquisition and management services, transporta- 
tion services, peaking sales and balancing services, capacity utilization strategies and gas price hedging 
through the use of derivative products. As a result, our revenues arise from the types of commercial 
transactions we have structured with our customers and include the value we extract by optimizing the storage 
and transportation capacity we own or control as well as revenues 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. 

Operating iiiconie 

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. 
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Our natriral gas marketing segment’s gross profit margin for the three months ended December 31,2005 
and 2004 is summarized as follows: 

Three RlIonths Ended 
December 31 - 

2005 2004 
(In thousands, except 

physical position) 

Storage Activities 
Realized margin.. .............................................. $ 26,272 $ 4,776 
Unrealized margin .............................................. (23,792) 12,519 

2,480 17,295 Total Storage Activities. ........................................... 
Marketing Activities 

Realized margin.. .............................................. 29,567 11,414 
Unrealized margin .............................................. (5,728) (1,865) 

Total Marketing Activities ......................................... 23,839 9,549 

Gross profit ...................................................... $ 26,319 $26,844 

Net physical position (Bcf) ........................................ 12.8 6.4 

Our natural gas marketing segment’s gross profit margin was $26.3 million for the three months ended 
December 31, 2005 compared to gross profit of $26.8 million for the three months ended December 3 1, 2004. 
Gross profit mar,& from our natural gas marketing segment for the three months ended December 31,2005 
included an unrealized loss of $29.5 million compared with an unrealized gain of $10.7 million in the prior- 
year period. Natural gas marketing sales volumes were 87.8 Bcf during the three months ended December 31, 
2005 compared with 66.1 Bcf for the prior-year period. Excluding intersegment sales volumes, natural gas 
marketing sales volumes were 71.5 Bcf during the current-year period compared with 60.3 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. 

The contribution to gross profit from our storage activities was a gain of $2.5 million for the three months 
ended December 31, 2005 compared to a gain of $17.3 million for the three months ended December 31, 
2004. This $14.8 million decrease in gross profit from storage activities was comprised of a $21.5 million 
increase in realized storage contribution primarily due to our ability to capture more favorable arbitrage 
spreads that arose from increased market volatility offset by a $36.3 million decrease in the unrealized storage 
contribution primarily due to an unfavorable movement during the three months ended December 3 1, 2005 
between the current spat market prices used to mark to fair value the physical inventory designated as a 
hedged item in a fair value hedge and the forward natural gas prices used to value the offsetting financial 
hedges. This effect was magnified by a 6.4 Bcf increase in our net physical position at December 3 1, 2005 
compared to the prior-year quarter. We have elected to exclude this fomardlspot 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. We 
may further increase the amount of our storage capacity during the remainder of fiscal 2006; therefore, the 
impact of price volatility on our unrealized storage contribution could increase in future periods. 

Our marketing activities contributed $23.8 million to our gross profit for the three months ended 
December 31,2005 compared to $9.5 million for the three months ended December 31, 2004. The increase in 
the marketing contribution primarily was attributable to successfully capturing increased margins in certain 
market areas that experienced higher market volatility. 

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts, 
depreciation and amortization expense and taxes other than income taxes, increased to $5.1 million for the 
three months ended December 31, 2005 from $3.9 million for the three months ended December 31, 2004. 
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The increase in operating expense was attributable primarily to an increase in labor costs due to increased 
headcount and an increase in regulatory compliance costs. 

The decrease in gross profit masgin, combined with higher operating expenses, resulted in a decrease in 
our natural gas marketing segment operating income to $21.3 million for the three months ended Decem- 
ber 31,2005 compared with operating income of $23 million for the three months ended December 31,2004. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atmos 
Pipeline - Texas Division and the nonregulated pipeline and storage operations of Atmos Pipeline and 
Storage, LLC. The Atnios Pipeline - Texas Division transports natural gas to our Mid-Tex Division, 
transports natural gas for third parties and manages five underground storage reservoiss in Texas. We also 
provide ancillary services customary in the pipeline industry including parking arrangements, blending and 
sales of inventoIy 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 seserves. 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 froni 
April through September of each year. Further, as the Atmos Pipeline - Texas Division operations provide al l  
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 inconie 

Pipeline and storage gross profit increased to $39.7 million for the three months ended December 31, 
2005 from $37.5 million for the three months ended December 3 1 , 2004. Total pipeline transportation volumes 
were 147 Bcf during the three months ended December 31, 2005 compared with 130 Bcf for the prior-year 
quarter. Excluding intersegment transportation volumes, total pipeline transportation volumes were 89.6 Bcf 
during the current year quarter compared with 72.8 Bcf in the prior-year quarter. The increase in pipeline and 
storage gross profit margin psimarily reflects increased throughput on our Atmos Pipeline - Texas system 
coupled with higher transportation and related services margins. 

Operating expenses increased to $17.7 million for the three months ended December 31, 2005 from 
$17.1 million for the three months ended December 31,2004 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 
three months ended December 31, 2005 increased to $22.1 million from $20.3 million for the three months 
ended December 31, 2004. 
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Other nonutility segment 

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC 
( A E S ) ,  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 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. 

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 
December 31, 2005 compared with the prior-year quarter. 

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 and funds 
raised from the public debt and equity capital markets. 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. 

Capitalization 

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

(In thousands, except percentages) 

Short-term debt ............................... $ 474,059 11.0% $ 14,809 3.7% 
Long-term debt ............................... 2,184,783 50.9% 2,186,368 55.6% 
Shareholders’ equity.. .......................... 1,637,617 38.1% 1,602,422 9% 
Total capitalization, including short-term debt. . . . . .  $4,296,459 100.0% $3,933,599 100.0% - - 
Total debt as a percentage of total capitalization, including short-term debt, was 61.9 percent at 

December 31, 2005, and 59.3 percent at September 30, 2005. The increase in the debt to capitalization ratio 
was priniarily attributable to seasonal increases 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 
requirements. Within two to four years, we intend to reduce our capitalization ratio to a target range of 50 to 
55 percent through cash flow generated from operations, continued issuance of new common stock under our 
Direct Stock Purchase Plan and Retirement Savings Plan, 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, the prices for our products and services, the demand for 
such products and services, margin requirements resulting from significant changes in commodity prices, 
operational risks and other factors. 

Caslz ,flows )om operating activities 

Year-over-year changes in our operating cash flows are attributable primarily to changes in net income, 
working capital changes 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. 
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For the thee  months ended December 31, 2005, we realized a $195.4 million cash outflow from 
operating activities compared with a $67.9 million cash inflow from operations for the three months ended 
December 3 1, 2004. Overall, 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 December 31, 2005. Specifically, 
working capital management efforts, which affected the timing of payments for accounts payable and other 
accrued liabilities, favorably affected operating cash flow by $284.2 million. However, these efforts were offset 
by cash outflow of $427.1 million arising from accounts receivable changes, an outflow of $84.9 million arising 
from a 42 percent increase in our weighted average cost of gas held in inventory coupled with a 4.2 Bcf 
increase in natural gas stored underground and a $55.1 million cash outflow 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. Finally, other working capital and other changes improved operating cash 
flow by $19.6 million. The changes primarily related to increased net income and deferred tax expense 
partially offset by various other working capital changes. 

Cash flows from investing 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 integity of our pipelines and, mose 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 recover our investment in a timely manner. 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 fde a rate case. 

Capital expenditures for fiscal 2006 are expected to range from $400 million to $415 million. For the 
three months ended December 31, 2005, we incurred $102.5 million for capital expenditures compared with 
$67.2 million for the three months ended December 31, 2004. The increase in capital expenditures primarily 
reflects increased spending associated with our Dallas/Fort Worth Metroplex North Side Loop project and 
other pipeline expansion projects in our Atmos Pipehe - Texas Division and various capital projects in our 
Mid-Tex Division. 

Cash flows fi.oin financing activities 

For the three months ended December 31, 2005, our financing activities provided $308.3 million Fn cash 
compared with $1.7 billion provided in the prior-year period. Our significant financing activities for the three 
months ended December 31, 2005 and 2004 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 shelf 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 we entered into 
to 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 three months ended December 31, 2005 we increased our borrowings under our credit 
facilities by $329.3 million compared with $28.8 million in the prior-year quarter. The increase reflects 
seasonal borrowings to fund natural gas purchases, including $75 million by our natural gas marketing 
segment. 
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We repaid $1.7 million of long-term debt during the three months ended December 3 1,2005 compared 
with $3.4 million during the three months ended December 31, 2004. The decreased payments during 
the current quarter reflected the timing of our various debt obligations. 

During the three months ended December 31, 2005 we paid $25.4 million in cash dividends compared 
with dividend payments of $24.5 million for the three months ended December 31, 2004. The increase 
in dividends paid over the prior-year period reflects the increase in our dividend rate from $0.31 per 
share during the three months ended December 31, 2004 to $0.315 per share during the three months 
ended December 31, 2005. 

During the three months ended December 31, 2005 we issued 0.3 million shares of common stock 
which generated net proceeds of $6.2 million. The following table summarizes the issuances for the 
three months ended December 3 1, 2005 and 2004. 

Three nfonths Ended 
December 31 

2005 2004 

Shares issued: 
Retirement Savings Plan ....................................... 105,875 I 15,399 
Direct Stock Purchase Plan ..................................... 103,202 114,839 
Outside Directors Stock-for-Fee Plan. ............................ 667 57 1 

127,237 
Public Offering ............................................... - 16,100,000 
Long-Term Incentive Plan. ..................................... 103,753 

Total shares issued .......................................... 313,497 16,458,046 

Shelf Registration 

Ln August 2004, we Ned 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 and/or 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 fmance 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 bank. 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 typicalIy 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 
warking 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 d i o n  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. At December 31, 
2005 AEM had $75 million outstanding under this facility. 

As of December 3 I, 2005, the amount available to us under our credit facilities, net of outstanding letters 
of credit, was $587.2 million. We believe these credit facilities, combined with our operating cash flows will be 
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sufficient to fund our increased working capital needs. These facilities are described in further detail hi Note I 
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 deteimining our credit ratings, the rating agencies consider a number of 
quantitative factors, including debt to total capitalization, operating cash ffow relative to outstanding debt, 
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating 
agencies consider qualitative factors such as consistency of our earnings over time, the quality of our 
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, Inc. (Fitch). Our current debt ratings are all considered investment 
grade and are as follows: 

S&P Moody’s Fitch - - -  
Long-term debt .............................................. BBB Baa3 BBBS- 
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 ratbig 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 Covenants 

We are required by the financial covenants in our $600 million and $300 million credit facilities to 
maintain, at the end of each fiscal quarter, a ratio of total debt to total capitalization of no greater than 
70 percent. At December 3 1, 2005, our total-debt- to-total-capitalization ratio, as defined in such facility, was 
61 percent. 

AEM is required by the financial covenants in its uncommitted demand working capital 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 froni $20 million to $120 million. Additionally, AEM must maintain a minimum 
tangible net worth ranging from $21 million to $121 million, and its maximum cumulative loss from March 30, 
2005 cannot exceed $4 million to $23 million, depending on the total amount of borrowing elected from time 
to time by AEM. At December 31, 2005, AEM’s ratio of total liabilities to tangible net worth, as defined h 
such facility, was 2.68 to 1. 

Our Series P First Mortgage Bonds provide for certain cash flow requirements and restrictions on 
additional indebtedness, sale of assets and payment of dividends. Under the most restrictive of such covenants, 
cumulative cash dividends paid after December 31, 1985, may not exceed the sum of our accumulated net 
income for periods after December 31, 1985, plus $9 million. At December 31, 2005, approximately 
$203.5 million of retained earnings was unrestricted with respect to the payment of dividends. 

We were in compliance with all of our debt covenants as of December 3 1 , 2005. 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 
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debentures, as well as our revolving credit agreements, each contain a default provision that is triggered if 
outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of 
$15 million to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition, 
AEMs credit agreement contains a cross-default provision whereby AEM would be in default if it defaults 011 
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement 
contains a provision that would limit the amount of credit: available if Atmos were downgraded below an SBtP 
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. 

Contractual Obligations and Commercial Commitments 

Significant commercial commitments are described in Note 8. There were no significant changes in our 
contractual obligations and commercial comniitments during the three months ended December 3 1, 2005. 

Risk Manugeineirt 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, fked 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. To the extent our inventory cost and 
actual sales and actual purchases do not correlate with the changes in the market indices we use in our hedges, 
we could experience ineffectiveness or the hedges may no longer meet the accounting requirements for hedge 
accounting, resulting in the 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 nonciirrent based upon the anticipated settlement date of the underlying derivative. Substantially 
all of our derivative financial instruments are valued using external market quotes and indices. The following 
table shows the components of the change in the fair value of our utility and naturd gas marketing commodity 
derivative contracts for the three months ended December 31, 2005 and 2004: 

Time Months Ended 
December 31, 2005 

Three Months Ended 
December 31, 2004 

Natural Gas Natural Gas 
Utility h'larketing Utility Marketing 

(In tliousands) 

Fair value of contracts at beginning of period $ 93,310 $(61,898) $ (8,612) $ 13,018 
Contracts realized/settled . . . . . . . . . . . . . . . .  29,955 (27,669) (39,121) (1 1,627) 
Fair value of new contracts. (2,101) - (2,681) - 

Fair value of contracts at end of period.. . . . . .  $ 38,273 $(59,368) $ (9,412) $ 5,214 

. . . . . . . . . . . . . .  
Other changes in value . . . . . . . . . . . . . . . . . .  (82,891) 30,199 4 1,002 3,823 -- 
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'The fair value of our utility and natural gas marketing derivative contracts at December 31, 2005, is 
segregated below by time period and fair value source: 

Fair Value of Contracts at December 31, 2005 --- 
Maturity in Years Total Fair 

Source of Fair Value Less than 1 1-3 4-5 Greater Than 5 Value 
(In thousands) 

Prices actively quoted . . . . . . . . . $(14,784) $(10,449) $ - $ -  $ (25,233) 
Prices provided by other external 

sources.. . . . . . . I . .  . . . . " .  . . . 4,323 388 -.- - 4,7 11 
Prices based on models and 

other valuation methods . . . . I (573) _. 

I- 

- (93) (480) -- 
Total Fair Value.. . . . . . . . . . . . . $(10,554) $(10,541) $ - $ - -  $ ( 2  1,095) 

Storage and Hedging Outlook 

AEM participates in transactions in which it seeks to find and profit from pricing differences that occur 
over time. AEM purchases physical natural gas and then sells fiiancial 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. Derivatives associated with our natural gas inventory, which are designated as fair value hedges, 
are marked to niaket 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 related fair-value hedge (NYMEX) is reported as 
a component of revenue and can result in volatility in our reported net income. Over time, gains and losses on 
the sale of storage gas inventory \liill 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 economic 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 discretionary 
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 Fmancial 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 optimization efforts are fully successful. 

As of December 31,2005, based upon AEMs derivatives position and inventory withdrawal schedule, the 
forecasted gross profit margin was approximately $7.1 million. Approximately $38.6 million of net unrealized 
losses were recorded in the financial statements as of December 31, 2005. Therefore, the projected increase in 
future gross profit margin is approximately $45.7 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 December 31, 2005 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. 
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Pension and Postretirement Benefits ObIigations 

For the three nionths ended December 31, 2005 and 2004 our total net periodic pension and other 
benefits cost was $12.5 milIion and $9.1 million. A.U 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 uill 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 three months ended December 31, 2005, we did not make a voluntary contribution to our 
pension plans. However, we contributed $2.5 million to our other postretirement plans and we expect to 
contribute a total of $11.9 million to these plans during fiscal 2006. 
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Operating Statistics and Other Information 

storage and other nonutility se,m ents for the three-month periods ended December 31. 2005 and 2004 . 
The following tables present certain operating statistics for our utility. natural gas marketing. pipeline and 

Utility Sales and Statistical Data 
Three Months Ended 

December 31 
2005 2004 .. 

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

Total meters ..................................................... 
HEATING DEGREE DAYS'" 

Actual (weighted average) ........................................... 
Percent of normal .................................................. 

UTILITY SALES VOLUMES - MMcf"' 
Gas sales volumes 

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

Total gas sales volumes ............................................ 
Utility transportation volumes .......................................... 

2.910. 467 2.886. 511 
279. 263 277. 531 

3. 074 2. 298 
9. 470 8. 299 
8.20 2 10. 088 

3.210. 476 3.184. 727 

1. 056 988 
93% 88% 

53. 709 50. 769 
29. 139 27. 863 
9. 009 8. 243 

40 66 
4. 0 16 3. 291 .- 

95. 188 90. 957 
31. 756 29. 741 

120. 698 Total utility throughput ................................................ 126. 944 
~ 

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

$ 783. 346 
424. 3 3 8 
128. 471 

786 
.. 43. 971 

1.380. 9 12 
15. 861 
8, 23 1 

$1,405, 010 

-- 

-- 

$ 1 4 3  523. 
264. 992 
66. 500 

675 
32. 430 

887. 740 
16. 432 
9. 509 

$ 6 8 1  913. 
-- 

Utility average transportation revenue per Mcf ............................ $ 0.50 $ 0.55 
Utility average cost of gas per Mcf sold .................................. $ 1 1.82 $ '7.22 

See footnotes following these tables . 
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Natural Gas Marlretitig, Pipeline and Storage and Other Nonntility Operations Sales and 
Statistical Data 

Three Months Ended 

2005 2001 
December 31 , 

CUSTOMERS, end of period 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  657 625 

71 . 7 1  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  395 389 

Total.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,123 1,091 

PIPELINE TRANSPORTATION VOLUMES - MMcf‘” . . . . . . . . . . . . . . . . . .  146,954 129,994 

Natural gas marketing ................................................ $1,101,845 $493,801 

Municipal.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

NATURAL, GAS MARKETING SALES VOL‘IJMES - R/lMcf‘” . . . . . . . . . . . .  87,822 66,138 

OPERATING REVENUES (000’s) ‘’) 

Pipeline and storage .................................................. 39,712 43,690 
Other nonutility ...................................................... 1,492 1,359 

Total operating revenues ............................................ $1,143,049 $538,850 

Notes to preceding tables: 

(‘) A heating degree day is equivalent to each degree that the average of the high and the low temperatures for 
a day is below 65 degrees. The colder the climate, the greater the number of heating degree days. Heating 
degree days are used in the natural gas industry to measure the relative coldness of weather and to compare 
relative temperatures between one geographic area and another. Normal degree days are based on 30-year 
average National Weather Service data for selected locations. Degree day information for the three-month 
periods ended December 3 1,2005 and 2004 is adjusted for the Kentucky Division, the Mississippi Division 
and certain service area included within the Colorado-Kansas Division, the Mid-States Division and the 
West Texas Division, which have weather-normalized operations. 

( 2 )  Sales volumes and revenues reflect segment operations, including intercompany sales and transportation 
amounts. 

Recent Ratemalring Actii4ty 

Our ratemaking activities during fiscal 2006 are described in the following discussion. The amounts 
described below represent the gross revenues that were requested or received in the rate filing, which may not 
necessarily reflect the increase in operating income obtained, as certain operating costs may have increased as 
a result of a commission’s final ruling. 

In September 2005, Atmos Pipeline - Texas made a filing under Texas’ Gas 
Reliability Infrastructure Program (GRIP) to include in rate base approximately $10.6 maion of pipeline 
capital expenditures incurred during calendar year 2004 which should result in additional revenues of 
approximately $1.9 million. The Railroad Commission of Texas (RRC) approved this filing in December 
2005 and these new charges will be included in the monthly customer charge beginning in January 2006. 

In Febniary 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 Dismiss 
with the KPSC. On February 2, 2006, the KPSC issued an Order denying our Motion to Dismiss and 
establishing an informal conference to be held on February 14,2006 for the purpose of developing a procedural 
schedule and simplification of issues. We do not believe that the Attorney General will be able to demonstrate 
that our present rates are in excess of reasonable levels. 

Atinos Pipeline - Texas. 

Atnzos Energy Kentucky Division. 
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Atiizos Energy Louisiana 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 
filing in 2004 and is subject 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 
quarter of fiscal 2006. As of December 31, 2005, the total amount of the deferred rate increase subject to final 
approval is approximately $5 million. 

Atiizos Energy Mid-States Division. During the third quarter of fiscal 2005, the Mid-States Division 
filed a rate case in its Georgia service area seeking a rate increase of $4 million. 111 December 2005, the 
Georgia Public Service Commission (GPSC) approved a $0.4 million increase. In January 2006, we filed a 
Petition for Review of the GPSC‘s decision in the Superior Court of Fulton County. The parties are awaiting a 
procedusal schedule from the court. 

Atiizos 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 will be included in the monthly customer charge beginning in 
February 2006. 

On September 1, 2005, the Mid-Tex Division filed its annual gas cost reconciliation with the RRC. The 
filing reflects approximately $14 miUion in refunds of amounts that were overcollected from customers 
between July 1, 2004 and June 30, 2005. The Mid-Tex Division has received approval from the RKC to 
accelerate the refunds to December through March rather than during the usual refund period of October 
through June to help offset higher gas costs for residential, commercial and industrial customers during the 
2005 - 2006 heating season. 

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 Ddas  should not be seduced. We filed our response to this osder in November 2005 and we are 
responding to requests for information by the City of Dallas. 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 made 
the required filing on December 30, 2005. We are responding to requests for information by the cities’ 
consultant. We believe that we will be able to demonstrate in all these “show cause” proceedings that our rates 
are just and reasonable. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the RKC. 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 late 
June 2005. We are currently waiting for a decision from the RRC. 

Atiizos Energy Mississippi Dhision. 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 modified 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 fEed 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. 
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Atiiios Energy West Texas Division. In September 2005, the West Texas Division made a GRIP filing 
to include in rate base approximately $22.6 million of distribution capital costs incurred during calendar year 
2004, which should result in additional annual revenues of approximately $3.8 million. The filings were 
approved for all jurisdictions except for the inside city limits customers in the West Texas service area, who 
rejected the filings. An appeal was subsequently filed with the RRC, which is currently pending. New charges 
for the approved fdings will be included in the monthly customer charge be,$n.ning in January 2006. We 
expect the inside city limit filing in the West Texas service area to be approved by the RRC in March 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. We will provide information to the city on or before February 28, 2006. We believe 
that we will be able to demonstrate to the City of Lubbock that our rates are just and reasonable. 

Recent Accounting Developments 

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

Item 3. Quantitatiije and Qrralitatiire 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 instrument 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 seapent, we use, a combination of storage, fined 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 commercia1 paper, the issuance of floating rate debt and our other short-term 
borrowings. 

Commodity Price Risk 

Utility segment 

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 I0 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 €xed prices, based upon the December 3 1,2005 
three month market strip, would increase our purchased gas cost by approximately $4.6 million for the 
remainder of fiscal 2006. 

Natural gas niarlceting arid pipeline and storage segiizents 

Our natural gas marketing segment is also exposed to risks associated with changes in the market 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 
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NYMEX price to our net open position (including existing storage and related financial contracts) at the end 
of each period. Based on AEHs net open position (including existing storage and related financial contracts) 
at December 31, 2005 of 0.1 Bcf, a $0.50 change in the forward NYMEX price would have had less than a 
$0.1 inillion 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 December 31, 2005 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 $4.4 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 kiterest 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 $3.9 million during the three months 
ended December 3 1, 2005. 

We also assess market risk for our long-tern1 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 $148.6 million. 

As of December 31,2005 we were not engaged in other activities that would cause exposure to the risk of 
material earnings or cash flow loss due to changes in interest rates or market commodity prices. 

Item 4. Controls and Procedures 

As indicated in the certifications in Exhibit 3 1 of this report, the Company’s Chief Executive Officer and 
Chief Financial Officer have evaluated the Company’s disclosure controls and procedures as of December 3 1, 
2005. 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 included in this quarterly-report is 
accumulated and communicated to them on a timely basis. In addition, there were no changes during the 
Company’s last fiscal quarter that materially affected, or are reasonably likely to materially affect, the 
Company’s internal control over financial reporting. 
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PART II. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the three months ended December 31, 2005 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 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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SIGNATURES 

Pursuant to the requisements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

A m o s  ENERGY CowoRA'rIoN 
(Registrant) 

BY: - I s /  JOHN P. REDDY - 
John P. Reddy 

Senior Vice President and Clzief Financial OSficer 
(Duly authorized signatory) 

Date: February 8, 2006 
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12 
15 
31 Rule 13a-14(a)/15d-l4(a) Certifications 
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* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company's Chief 
Executive Officer and Chief Financial Officer, furnished as Exhibit 32 to this QuarterIy Report on 
Form 10-Q, will not be deemed to be filed with the Commission or incorporated by reference into any filing 
by the Company under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the 
extent that the Company specifically incorporates such certifications by reference. 
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PART 1. FINANCIAL INFORMATION 
Item 1. Financial Statements I: 

ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED BALANCE SHEETS 

$ 

June 30, September 30, 

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 
Accounts receivable, net 
Gas stored underground 
Other current assets 

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

CAPITALIZATION AND LLABILITES 
Shareholders' equity 

Common stock, no par value (stated at $405 per share); 
200,000,000 shares authorized; issued and outstanding: 
June 30, 2005 - 80,249,195 shares; 
September 30,2004 - 62,799,710 shares 

Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Shareholders' equity 

Total capitalization 
Long-term debt 

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

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

2005 2004 
(In thousands, except share data) 
(Unaudited) 

$ 4,687,891 $ 2,633,651 
1,383,080 91 1,130 
3,304,8 1 1 1,72232 1 

23,637 20 1,932 
22,660 _I 

299,954 211,810 
334,245 200,134 
75,958 63,236 

756,454 677,112 
7091980 238,272 
286,699 23 1,978 

$ 5057944 $ 2,869,883 
i 

$ 401 $ 3 14 
1,416,327 1,005,644 

220,569 142,030 
(2 1,287) (14,529) 

1.616.010 1,133,459 , ,  

2,183,639 861,311 
3,799,649 1,994,770 

231,881 185,295 
342,40 8 223,265 

3,242 5,908 
57733 1 4 14,468 
222,699 213,930 
254,988 103,579 
203,077 143,136 

$ 5,057,944 $ 2,869,883 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

(UNAUDITED) 

Operating revenues 
IJtility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

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

Total operating expenses 
Operating income 

Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Basic net income per share 
Diluted net income per share 
Cash dividends per share 

Weighted average shares outstanding: 
Basic 
Diluted 

Three months ended 
June 30 

2005 2004 
(In thousands, except per share data) 

$ 501,735 $ I 256,252 
466,835 3 64,3 3 9 

1,42 1 853 
36,524 5,357 

(96,563) (80,743) 
909,952 546,058 

326,502 163,093 
456,440 352,708 

(1,733) 3,150 

(95,606) (80,385) 
685,603 438,566 
224,349 107,492 

94,5 18 50,467 
43,448 23,268 
46,9 15 12,297 

184,881 86,032 
39,468 2 1,460 

-- 

1,524 2,187 
33,689 16,011 
7,303 7,636 

_I- 

2j817 2,871 
4.486 4,765 

0.06 0.09 
s 0.3 10 0.305 

79,683 52,220 
80.144 52.6 17 

( See accompanying notes to condensed consolidated financial statements 



ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

(UNAUDITED) 

Nine months ended 
June 30 

2005 2004 
(In thousands, except per share data) 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

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

Total operating expenses 
Operating income 

Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Basic net income per share 
Diluted net income per share 
Cash dividends per share 

Net income 

Weighted average shares outstanding: 
Basic 
Diluted 

$ 2,650,793 $ 1,425,022 
1,473,527 1,255,386 

130,798 18,243 
4,058 2,249 

(290,477) (273,741) 
3,968,699 2,427,159 

1,895,181 1,003,977 
1,425,128 1,214,395 

8,895 9,158 

(287,889) (273,042) 
3,04 1,3 15 1,954,488 

927,384 472,671 

313,753 166,476 
132,771 69,879 
140,537 45,901 
587,061 282,256 
340,323 190,4 15 

2,867 7,850 
99,304 49,506 

243.886 148,759 
9 11299 56,148 

$ 152,587 $ 92,611 
- 

1 R 1.96 1.79 

$ E 0.930 0.915 

78,009 5 1,788 
5 78.478 

See accompanying notes to condensed consolidated financial statements 
( 
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ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(UNAUDITED) 

Cash Flows From Operating Activities 
Net income 
Adjustments to reconcile net income to net cash 

provided by operating activities: 
Gain on the sale of assets 
Depreciation and amortization: 

Charged to depreciation and amortization 
Charged to other accounts 

Deferred income taxes 
Other 
Net assets / liabilities fiom risk management activities 
Net change in operating assets and liabilities 

Net cash provided by operating activities 

Cash Flows From Investing Activities 
Capital expenditures 
Acquisitions 
Proceeds from the sale of assets 
Other 

Net cash used in investing activities 

Cash Flows From Financing Activities 
Net decrease 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 
Net proceeds from equity offering 

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

Nine months ended 
June 30 

2005 2004 
(In thousands) 

$ 152,587 $ 92,611 

132,77 1 69,879 
634 1,270 

17,703 5,750 

14,276 4,469 
6 1,846 193,388 

387,410 3 5 9,2 62 

7,593 (1,405) 

(226,85 1) (129,508) 
(1,9 16,654) (1,957) 

__ 27,9 19 
(1,648) (505) 

(2,145,153) (104,051) 

- (1 18,595) 
1,385,847 5,000 
(102,801) (9,079) 
(43,770) - 
(74,048) (47,6 15) 
32,206 26,290 

382,O 14 - 
1,579,448 (143,999) 
(178,295) 11 1,212 
20 1,932 15,683 

$ 23,637 $ 126,895 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

(UNAUDITED) 
JUNE 30,2005 

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 certain nonutility businesses. 
Through our natural gas utility business, we distribute natural gas through sales and 
transportation arrangements to approximately 3.2 million residential, commercial, public- 
authority and industrial customers through our seven regulated natural gas utility divisions, 
in the service areas described below: 

ivision Service Area 
Atmos Energy Colorado-Kansas Division 
Atmos Energy Kentucky Division Kentucky 
Atmos Energy Louisiana Division Louisiana 
Atrnos Energy Mid-States Division 

Atmos Energy Mississippi Division ( I )  

Atmos Energy Mid-Tex Division (2) 

Atrnos Energy West Texas Division 

(’) The name of this division was changed from the Mississippi Valley Gas Company Division in April 2005. 
(2) Acquired in October 2004. 
(3) Denotes locations where we have more limited service areas. 

Colorado, Kansas, MissouritJ) 

Georgia(3), Illinois(3), Iowa(3), 
Missouri(3), Tennessee, 
Mississippi 
Texas, including the DalladFort 

West Texas 
Worth metropolitan area i 

As further described in Note 3, on October 1, 2004, we completed our acquisition of the 
natural gas distribution and pipeline operations of TXU Gas Company (TXU Gas). The 
TXU Gas operations we acquired are regulated businesses engaged in the purchase, 
transmission, storage, distribution and sale of natural gas in the north-central, eastern and 
western parts of Texas. We also acquired a system consisting of 6,162 miles of gas 
transmission and gathering lines and five underground storage reservoirs, all within Texas. 
As a result of the TXU Gas acquisition, on October 1, 2004, we created the Atmos Energy 
Mid-Tex Division, which provides gas distribution services to our approximately 1.5 
million residential and business customers in Texas, including the Dallas/Fort Worth 
metropolitan area. We also created the Atrnos Pipeline-Texas Division to manage and 
operate the TXU Gas pipeline and storage operations we acquired. 

In addition, we transport natural gas for others through our distribution system. Our utility 
business is subject to federal and state regulation and/or regulation by local authorities in 
each of the states in which the utility divisions operate. Our shared-services division is 
located in Dallas, Texas, and our customer support centers are located in Amarillo, Texas, 
and Metairie, Louisiana. In addition, on April 1,  2005, we took over the operations of a , I 
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Waco, Texas customer support center, and all call center services formerly provided by 
TXU Gas under a transitional services agreement were terminated. We intend to close the 
purchase of the related assets on October 1, 2005 for approximately $1.7 million. 

Our nonutility businesses include our natural gas marketing operations, our pipeline and 
storage operations and our other nonutility operations which are provided in 22 states. 
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), whch is wholly-owned by AEH. AEM provides a variety of natural gas 
management services to municipalities, natural gas utility systems and industrial natural 
gas customers, primarily in the southeastern and midwestem states and to our Colorado- 
Kansas, Kentucky, Louisiana and Mid-States 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 operations consist of the operations of our Atmos Pipeline-Texas 
Division, a division of Atmos Energy Corporation, and of Atmos Pipeline and Storage, 
LLC (APS), which is wholly-owned by AEH. The Atmos Pipeline-Texas Division was 
purchased from TXU Gas and transports natural gas to the Atmos Energy Mid-Tex 
Division, transports natural gas to third parties and manages five underground storage 
reservoirs in Texas. Through APS, we own or have 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. 

Our other nonutility businesses consist primarily of the operations of Atmos Energy 
Services, LLC (AES) and Atmos Power Systems, Inc., which are wholly-owned by AEH. 
Through AES, we provide natural gas management services to our utility operations. 
These services, which began on April 1, 2004, include aggregating and purchasing gas 
supply, arranging transportation and storage logistics and ultimately delivering the gas to 
our utility service areas at competitive prices. 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. 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recumng 
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 Form IO-Q and should be read 
in conjunction with the audited consolidated financial statements of Atmos Energy 
Corporation in its Annual Report on Form 10-K for the fiscal year ended September 30, 
2004. Because of seasonal and other factors, the results of operations for the three and 



nine-month periods ended June 30,2005 are not indicative of expected results of operations 
for the fiscal year ending September 30, 2005. Further, the impact of the TXU Gas 
acquisition on the statement of cash flows is reflected in the acquisitions line item; 
therefore, the net changes in operating assets and liabilities will not reflect balance sheet 
changes attributable solely to that acquisition. 

Significant accounting policies 

Our accounting policies are described in Note 2 to our Annual Report on Form 10-K for the 
year ended September 30, 2004. There were no significant changes to our accounting 
policies during the nine months ended June 30,2005. 

Stock-based compensation plans 

We have two stock-based compensation plans that provide for the granting of incentive 
stock options, nonqualified stock options, stock appreciation rights, bonus stock, time-lapse 
restricted stock and performance-based restricted stock units to officers and key employees: 
the 1998 Long-Term Incentive Plan and the Long-Term Stock Plan for the Mid-States 
Division. Nonemployee directors are also eligible to receive such stock-based 
compensation under the 1998 Long-Term Incentive Plan. The objectives of these plans 
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. 

As permitted by Statement of Financial Accounting Standards (SFAS) 123, Accounting for 
Stock-Bused Compensation, we account for these plans under the intrinsic-value method 
described in Accounting Principles Board (APB) Opinion 25, Accounting for Stock Issued 
to Employees. Under this method, no compensation cost for stock options is recognized for 
stock-option awards granted at or above fair-market value. Awards of restricted stock are 
valued at the market price of the Company's common stock on the date of grant. The 
unearned compensation is amortized to operation and maintenance expense over the 
vesting period of the restricted stock. As discussed below, beginning October 1 , 2005 we 
will account for our stock-based compensation in accordance with SFAS 123 (revised), 
Share-Bused Puymen t. 

a 
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Had compensation expense for our stock options issued under the Long-Term Incentive 
Plan been recognized based on the fair value on the grant date under the methodology 
prescribed by SFAS 123, our net income and earnings per share for the three and nine- 
months ended June 30, 2005 and 2004 
folIowing table: 

Net income - as reported 
Restricted stock compensation expense 

included in income, net of tax 
‘Total stock-based employee compensation 

expense determined under fair-value- 
based method for all awards, net of tax 

Net income - pro forma 

would have been impacted as shown in the 

Three Months Ended Nine Months Ended 
June 30 June 30 

2005 2004 2005 2004 
(In thousands, except per share amounts) 

$ 4,486 $ 4,765 $152,587 $ 92,611 

542 3 84 1,514 5 80 

(676) (651) (2,114) (1,428) 
$ 4.352 !$ 4.498 $151,987 $ 91,763 

Earnings per share: 
Basic earnings per share - as reported 
Basic earnings per share - pro forma 
Diluted earnings per share - as reported 
Diluted earnings per share - pro forma 

$ 0.06 $ 0.09 $ 1.96 $ 1.79 
$ 0.05 $ 0.09 $ 1.95 $ 1.77 
$ 0.06 $ 0.09 $ 1.94 $ 1.78 
$ 0.05 $ 0.09 $ 1.94 $ 1.76 

I - 
- 

At June 30, 2005, there were 300 options outstanding under the Long-Term Stock Plan for 
the Mid-States Division, all of which were fully vested. Because of the limited activities of 
this plan, the pro forma effects of applying SFAS 123 would have less than a $0.01 per 
diluted share effect on earnings per share. 

Regulatory assets and liabilities 

We record certain costs as regulatory assets in accordance with SFAS 7 1, Accounting ,for 
the Effects of Certain Types of Regulation, when future recovery through customer rates is 
considered probable. Regulatory liabilities are recorded when it is probable that revenues 
will be reduced for amounts that will be credited to customers through the 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 component of 
deferred credits and other liabilities. Deferred gas costs are recorded either in other current 
assets or liabilities and the regulatory cost of removal obligation is separately reported. 



Significant regulatory assets and liabilities as of June 30, 2005 and September 30, 2004 
included the following: 

June 30, September 30, 
2005 2004 

Regulatory assets: 
UCG merger and integration costs, net 
Other merger and integration costs, net 
Deferred MVG operating expenses 
Environmental costs 
Rate case costs 
Deferred fi-anchise fees 
Other 

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

(In thousands) 

$ - $ 1,992 
12,034 14,644 
- 75 1 

1,834 3,104 
11,582 537 
8,250 I 

7,257 3,705 
$ 40957 $ 24,733 

$ 44,906 $ 39,097 
266,553 1 1 1,232 

1,962 1,962 
3,325 - 

$ 316,746 $ 152,291 
P 

Fully amortized as of December 2004. 

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

The following table presents the components of comprehensive income, net of related tax, 
for the three and nine-month periods ended June 30,2005 and 2004: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2005 2004 2005 2004 
(In thousands) 

Net income $ 4,486 $ 4,765 $152,587 $ 92,611 
Unrealized holding gains (losses) on 

investments, net of tax expense (benefit) 
of $(7) and $(270) for the three months 
endedJune30,2005 and2004andof 
$722 and $654 for the nine months ended 
June 30,2005 and 2004 (1 1) (44 1) 1,178 1,067 

Net unrealized gains (losses) on commodity 
hedging transactions, net of tax expense 
(benefit) of $(2,675) and $829 for the 
three months ended June 30,2005 and 
2004 and of $(2,672) and $829 for the 
nine months ended June 30,2005 and 
2004 (4,366) 1,353 (4,361) 1,353 

reclassification of unrealized losses into 
earnings on interest rate hedging 
transactions, net of tax expense (benefit) 
of $528 and $(2,684) for the three months 
endedJune30,2005 and2004andof 
$(2,190) and $(2,684) for the nine months 

Net unrealized gains (losses) and 

ended June 30,2005 and 2004 
Comprehensive income . 

860 (4,377) (3,575) (4,377) 
ffi 969 $ 1.300 $145.829 $ 90,654 

Accumulated other comprehensive loss, net of tax, as of June 30, 2005 and September 30, 
2004 consisted of the following unrealized gains (losses): 

June 30, September 30, 
2005 2004 

(In thousands) 
Accumulated other comprehensive loss: 

Unrealized holding gains (losses) on investments $ 334 $ (844) 

Cash flow hedges - 
Treasury lock agreements (24,843) (2 1,268) 

$ (21,287) $ (14,529) 
3,222 7,583 

. .  , . .  
/ / :  

. ,. . . . . .  



Recent accounting pronoun cent en ts 

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS 123 
(revised), Share-Based Payment (SFAS 123 (R)). This standard revises SFAS 123, 
Accounting for Stock-Based Compensation and supersedes APB Opinion 25, Accounting 
for Stock Issued to Employees. Under SFAS 123 (R), public companies will be required to 
measure the cost of employee services received in exchange for stock options and similar 
awards based on the grant-date fair value of 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. In April 2005, the Securities and Exchange Commission (SEC) 
deferred the required effective date of SFAS 123 (R) until the beginning of a registrant's 
next fiscal year. Accordingly, SFAS 123 (R) will become effective for the Company for 
fiscal 2006 beginning on October 1,2005. 

We will adopt SFAS 123 (R) as of October 1, 2005 using the modified prospective method. 
Under this method, we will recognize compensation cost, on a prospective basis, for the 
portion of outstanding awards for which the requisite service has not yet been rendered as 
of October 1, 2005, based upon the grant-date fair value of those awards calculated under 
SFAS 123 for pro forma disclosure purposes. We expect that the adoption of SFAS 123 
(R) will reduce our fiscal 2006 net income by approximately $0.5 million. 

3. TXU Gas Acquisition 

On October 1, 2004, we completed our acquisition of the natural gas distribution and 
pipeline operations of TXU Gas Company. The purchase was accounted for as an asset 
purchase. The TXU Gas operations we acquired are regulated businesses engaged in the 
purchase, transmission, storage, distribution and sale of natural gas in the north-central, 
eastern and western parts of Texas. Through these newly acquired operations, we provide 
gas distribution services to approximately 1.5 million residential and business customers in 
'Texas, including the DalladFort Worth metropolitan area. We also now own and operate a 
system consisting of 6,162 miles of gas transmission and gathering lines and five 
underground storage reservoirs in Texas. 

The purchase price for the TXU Gas acquisition was approximately $1.9 billion (after 
closing adjustments and before transaction costs and expenses), which we paid in cash. We 
acquired approximately $1 12 million of working capital of TXU Gas after the final 
working capital and capital expenditures settlement was negotiated during the third quarter 
of 2005, which resulted in a net payment to TXU Corporation of approximately $4.1 
million. We did not assume any indebtedness of TXU Gas in connection with the 
acquisition. TXU Gas retained certain assets, provided for the repayment of all of its 
indebtedness and redeemed all of its preferred stock prior to closing and retained and 
agreed to pay certain other liabilities under the terms of the acquisition agreement. 

We funded the purchase price for the TXU Gas acquisition with approximately $235.7 
million in net proceeds from our offering of approximately 9.9 million shares of common 
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stock, which we completed on July 19, 2004, and approximately $1.7 billion in net 
proceeds from our issuance on October 1, 2004 of commercial paper backstopped by a 
senior unsecured revolving credit agreement, which we entered into on September 24,2004 
to provide bridge financing for the TXU Gas acquisition. In October 2004, we paid off the 
outstanding commercial paper used to fund the acquisition through the issuance of senior 
unsecured notes on October 22, 2004, which generated net proceeds of approximately 
$1.39 billion, and the sale of 16.1 million shares of common stock on October 27, 2004, 
which generated net proceeds of $382.0 million. 

The following table summarizes the fair values of the assets acquired and liabilities 
assumed on October 1 , 2004 (in thousands): 

Cash purchase price 
Transaction costs and expenses 

Total purchase price 

Net property, plant and equipment 
Accounts receivable 
Gas stored underground 
Other current assets 
Goodwill 
Deferred charges and other assets 
Deferred income taxes 
Accounts payable and accrued liabilities 
Other current liabilities 
Regulatory cost of removal obligation 
Deferred credits and other liabilities 

Total 

$1,908,999 
7,655 

$1,916,654 

$1,47 1,643 
62,212 

138,818 
21,743 

472,2 15 
42,069 
4,794 

(2 1,799) 
(70,087) 

(1 38,991) 
' (651963 j 

$1,9 16,654 

The sale of TXU Gas's assets was held through a competitive bid process. We believe the 
resulting goodwill is recoverable given the expected synergies we can achieve as a result of 
the TXU Gas acquisition. To that end, the TXU Gas acquisition significantly expands our 
existing utility operations in Texas. The North Texas operations of TXU Gas bridge our 
geographic operations between our existing utiIity operations in West Texas and Louisiana. 
TXU Gas's headquarters and service area are centered in Dallas, Texas, which is also the 
location of our corporate headquarters. Further, the addition of the regulated pipelines and 
storage operations in North Texas may create additional gas marketing and other 
opportunities for our non-regulated subsidiaries, which include gas marketing and storage 
operations. The goodwill generated in the acquisition is deductible for tax purposes. 

Our allocation of the purchase price is preliminary and is subject to change due to our 
continuing review of the acquired assets and liabilities. The amount currently allocated to 
property, plant and equipment represents our estimate of the fair value of the assets 
acquired. We have based that estimate on the amount we believe will ultimately be 
approved as rate base for rate setting purposes. 



The table below reflects the unaudited pro forma results of the Company and ‘TXU Gas for 
the three and nine-month periods ended June 30, 2004 as if the acquisition and related 
financing had taken place at the beginning of fiscal 2004: 

Three Months Ended Nine Months Ended 
June 30,2004 June 30,2004 

(In thousands, except per share data) 

Operating revenue $ 761,578 $ 3,496,156 
Net income (loss) (2,161) 132,988 
Net income (loss) per 

diluted share $ (0.03) $ 1.70 

4. Goodwill and Intangible Assets 

Goodwill and intangible assets are comprised of the following as of June 30, 2005 and 
September 30, 2004. 

June 30, September 30, 
2005 2004 

(In thousands) 

Goodwill $ 706,327 $ 234,112 
Intangible assets 3,653 4,160 
Total $ 709,980 $ 238,272 

The following presents our goodwill balance allocated by segment and changes in our 
balance for the nine months ended June 30,2005: 

Natural Pipeline Other 
Gas and Non- 

Utility Marketing Storage utility 
Segment Segment Segment Segment Total 

(In thousands) 

Balance as of September 30,2004 $ 199,400 $ 24,282 $ - $ 10,430 $ 234,112 
Intersegment transfer of assets“’ __ - 10,430 (10,430) ___ 

TXU Gas acquisition (Note 3) 35 1,969 __ 120,246 - 472,2 15 
Balance as of June 30,2005 $ 551,369 $ 24,282 $ 130,676 $ - $706,327 

I 

(‘I Effective October 1,  2004, we created the pipeline and storage segment which includes the regulated 
pipeline arid storage operations of the Atmos Pipeline-Texas Division as well as the nonregulated 
pipeline and storage operations of Atmos Pipeline and Storage, LLC, previously included in our other 
nonutility segment, Accordingly, goodwill allocable to Atmos Pipeline and Storage, LLC was 
transferred to the pipeline and storage segment. 



During the second quarter of fiscal 2005, we completed our annual goodwill impairment 
assessment. Based upon the assessment performed, we determined our goodwill was not 
impaired. 

5. Derivative Instruments and Wedging 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. 

The following table shows the fair values of our risk management assets and liabilities by 
segment at June 30,2005 and September 30,2004: 

Natural 
Gas 

Utility Marketing Total 
(In thousands) 

June 30,2005: 

Assets from risk management activities, current $ 25,456 $ 3,347 $28,803 
Assets from risk management activities, noncurrent 
Liabilities from risk management activities, current __ (8,558) (8,558) 
Liabilities from risk management activities, noncurrent - (2,844) (2,844) 
Net assets (liabilities) $25,456 $ (8,055) $17,401 

- - __ 

September 30,2004: 

Assets from risk management activities, current $ 25,692 $ 18,748 $44,440 
Assets from risk management activities, noncurrent __ 562 562 
Liabilities from risk management activities, current (3 4,3 04) (5,154) (39,458) 
Liabilities from risk management activities, noncurrent - - (1,138) (1,138) 
Net assets (liabiiities) $ (8,612) $ 13,018 $ 4,406 

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, Accoznztiizg for the -Effects of Certain Types of 
Regulation. Accordingly, there is no earnings impact to our utility segment as a result of 



the use of financial derivatives. For the 2004-2005 heating season, we hedged 
approximately 59 percent of our anticipated winter flowing gas requirements at a weighted 
average cost of approximately $6.23 per Mcf Our utility hedging activities also include 
the cost of our Treasury lock agreements which are described in further detail below. 

Nonutility Hedging 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 purchases and sales of gas in the fiture. 

Effective April 1, 2004, we elected to treat our fixed-price forward contracts as normal 
purchases and sales and ceased marking these contracts to market. As a result, unrealized 
gains and losses on open derivative contracts which are used to hedge price risk associated 
with these fixed-price forward contracts are now designated as cash flow hedges and 
recorded as a component of accumulated other comprehensive income and are recognized 
in earnings as a coniponent of revenue when the hedged volumes are sold. 

For the three and nine-month periods ended June 30, 2005, 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 nine months ended June 30, 2005 of $9.3 million in 
net deferred hedging gains ($5.1 million during the three months ended June 30, 2005) in 
net income when the derivative contracts matured according to their terms. The net 
deferred hedging gain associated with open cash flow hedges remains subject to market 
price fluctuations until the positions are either settled under the terms of the hedge 
contracts or terminated prior to settlement. Substantially all of the deferred hedging 
balance as of June 30, 2005 is expected to be recognized in net income in fiscal 2006 and 
beyond. 

Under our risk management policies, we seek to match our finaricial derivative positions to 
our physical storage positions as well as our expected current and hture sales and purchase 
obligations to maintain no open positions at the end of each trading day. The determination 
of our net open position as of any day, however, requires us to make assumptions as to 
future circumstances, including the use of gas by our customers in relation to our 
anticipated storage and market positions. Because the price risk associated with any net 
open position at the end of each day may increase if the assumptions are not realized, we 
review these assumptions as part of our daily monitoring activities. We can also be 
affected by intraday fluctuations of gas prices, since the price of natural gas purchased or 
sold for future delivery earlier in the day may not be hedged until later in the day. At 
times, limited net open positions related to our existing and anticipated commitments may 
occur. At the close of business on June 30, 2005, AEH had a net open position (including 
existing storage) of 0.2 Bcf. 
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Treasury 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-tern debt subsequent to September 30, 2004. This long-term debt was 
issued on October 22, 2004 and was used to repay a portion of the commercial paper used 
to fund the TXU Gas acquisition, as described in Note 3. 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 amount will remain in accumulated other comprehensive income and 
will be recognized as a component of interest expense over the next ten years. During the 
three and nine-month periods ended June 30, 2005, we recognized approximately $1.4 
million and $3.7 million of this obligation as a component of interest expense. 

6. Debt 

Long-term debt 

Long-term debt at June 30, 2005 and September 30, 2004 consisted of the following: 

June 30, September 30, 
2005 2004 

Unsecured floating rate Senior Notes, due 2007 
Unsecured 4.00% Senior Notes, due 2009 
Unsecured 7.375% Senior Notes, due 201 1 
Unsecured 10% Notes, due 20 1 1 
Unsecured 5.125% Senior Notes, due 201 3 
Unsecured 4.95% Senior Notes, due 20 14 
Unsecured 5.95% Senior Notes, due 2034 
Medium term notes 

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds 

Series J, 9.40% due 2021 
Series P, 10.43% due 20 13 
Series Q, 9.75% due 2020 
Series T, 9.32% due 2021 
Series U, 8.77% due 2022 
Series V, 7.50% due 2007 

Total long-tenn debt 
Other term notes due in installments through 20 13 

Less: 
Original issue discount on unsecured senior 

Current maturities 
notes and debentures 

(In thousands) 

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

2,303 2,303 
250,000 250,000 
500,000 - 
200,000 - 

10,000 10,000 
10,000 10,000 

150,000 150,000 

- 17,000 
10,000 1 1,250 
- 16,000 
- 18,000 
- 20,000 
I_ 4,167 

8,463 9,830 - 
2,190,766 868,550 

(3 , 8 8 5 )  (1,331) 
(3,242) (5,908) 

$ 2.183.639 $ 861.311 
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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 June 30, 2005, the interest rate on our floating rate 
debt was 3.5 16 percent. 

On June 30, 2005, we elected to utilize excess cash to repay $72.5 million in principal on 
five series of our First Mortgage Bonds prior to their scheduled maturity. In connection 
with the repayment, we paid a $25.0 million make-whole premium in accordance with the 
ternis of the agreements and accrued interest of approximately $1 .0 million. In accordance 
with regulatory requirements, the premium has been deferred and will be recognized over 
the remaining original lives of the First Mortgage Bonds that were repaid. 

Short-term debt 

At June 30, 2005 and September 30, 2004, there were no short-term amounts outstanding 
under our commercial paper program or 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 bank. 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. 

Committed credit facilities 

As of June 30, 2005, we had two short-term committed revolving credit facilities totaling 
$618.0 million, one of which is an unsecured facility for $600.0 million that bears interest 
at the Eurodollar rate plus 0.625 percent and serves as a backup liquidity facility for our 
$600.0 million commercial paper program. We entered into this facility on October 22, 
2004 to replace our $350.0 million credit facility that served as the backup liquidity facility 
for our $350.0 million commercial paper program. At June 30, 2005, no commercial paper 
was outstanding. 

We have a second unsecured facility in place for $18.0 million that bears interest at the 
Federal Funds rate plus 0.5 percent. This facility expired on March 31, 2005 and was 
renewed effective April 1, 2005 with no material changes to its terms and pricing. There 
were no borrowings under this facility at June 30, 2005. 

The availability of funds under our credit facilities is subject to conditions specified in the 
respective credit agreements, 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 
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our $600.0 million credit facility to maintain, at the end of each fiscal quarter, a ratio of 
total debt to total capitalization of no greater than 70 percent. At June 30, 2005, our total- 
debt-to-total-capitalization ratio, as defined, was 60 percent. In addition, both the interest 
margin over the Eurodollar rate and the fee that we pay on unused amounts under our 
$600.0 million credit facility are subject to adjustment depending upon our credit ratings. 

Uncommitted credit facilities 

AEM had a $250.0 million uncommitted demand working capital credit facility that bore 
interest at the Eurodollar rate plus 2.5 percent that was scheduled to expire on March 31, 
2005. On March 30, 2005, the facility was amended and extended to March 31, 2006. 
This facility is guaranteed by AEH. 

Borrowings under the amended facility can be made either as revolving loans or offshore 
rate loans. Revolving loan borrowings will bear interest at a floating rate equal to a base 
rate (defined as the higher of 0.50% per annum above the Federal Funds rate or the lender's 
prime rate) plus 0.50%. 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 1.375% to 
1.75% 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 1.125% to 2.00% per annum, depending on the excess tangible net 
worth of AEM and whether the letters of credit are swap-related standby letters of credit. 

AEM is required by the financial 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 $50 million. Additionally, AEM must 
maintain a minimum tangible net worth ranging from $2 1 million to $5 1 million, and must 
not have a maximum cumulative loss from March 30, 2005 exceeding $4 million to $1 0 
million, depending on the total amount of borrowing elected from time to time by AEM. 
At June 30, 2005, AEM's ratio of total liabilities to tangible net worth, as defined, was 1.14 
to 1. 

At June 30, 2005, no amounts were outstanding under this credit facility. However, at June 
30, 2005, AEM letters of credit totaling $8 1.2 million had been issued under the facility, 
which reduced the amount available by a corresponding amount. The amount available 
under this credit facility is also limited by various covenants, including covenants based on 
working capital. Under the most restrictive covenant, the amount available to AEM under 
this credit facility was $68.8 million at June 30, 2005. This line of credit is collateralized 
by substantially all of the assets of AEM and is guaranteed by AEH. 

The Company also has an unsecured short-term uncommitted credit line for $25.0 million 
that is used for working-capital and letter-of-credit purposes. There were no borrowings 
under this uncommitted credit facility at June 30, 2005, but letters of credit reduced the 
amount available by $4.2 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. 
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Borrowings under this line are made on a when- and as-available basis at the discretion of 
the bank. 

AEH, the parent company of AEM, has a $100.0 million intercompany uncommitted 
demand credit facility with the Company which bears interest at LIBOR plus 2.75%. This 
facility has been approved by our state regulators through December 3 1, 2005. At June 30, 
2005, there was no amount outstanding under this facility. 

In addition, AEM has a $100.0 million intercompany uncommitted demand credit facility 
with AEH for its nonutility business which bears interest at the LIBOR rate plus 2.75 
percent. Any outstanding amounts under this facility are subordinated to AEM's $250.0 
million uncommitted demand credit facility described above. This facility is used to 
supplement AEM's $250.0 million credit facility. At June 30, 2005, there was $53.0 
million outstanding under this facility. On July 1, 2005, this facility was renewed and the 
amount available for borrowing was increased to $120.0 million. 

Debt Covenants 

We have other covenants in addition to those described above. Our Series P First 
Mortgage Bonds contain provisions that allow us to prepay the outstanding balance in 
whole at any time, 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. Under the most restrictive of such 
covenants, cumulative cash dividends paid after December 31, 1985 may not exceed the 
sum of accumulated net income for periods after December 31, 1985 plus $9.0 million. At 
June 30, 2005 approximately $199.6 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 June 30, 2005. 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding 
indebtedness arising out of any other credit agreements in amounts ranging fi-om in excess 
of $15 million to in excess of $100 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 indebtedness, as defined, by at least $250 
thousand in the aggregate. Additionally, this agreement contains a provision that would 
limit the amount of credit available if Atmos is 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. 
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7. Equity 

On February 9, 2005, our shareholders approved an amendment to our Articles of 
Incorporation to increase the number of authorized shares from 100 million to 200 million. 

On October 27, 2004, we completed the public offering of 16.1 million shares of our 
common stock including the underwriters' exercise of their overallotment option of 2.1 
million shares. The offering was priced at $24.75 and generated net proceeds of 
approximately $382.0 million. We used the net proceeds from this offering, together with 
net proceeds of $235.7 million from a public offering we conducted in July 2004 and $1.39 
billion received from the issuance of senior unsecured notes to pay off the $1.7 billion in 
outstanding commercial paper described in Note 3 and fund the remainder of the purchase 
price for the TXU Gas acquisition. 

8. Earnings Per Share 

Basic and diluted earnings per share at June 30 are calculated as follows: 

Three Months Ended Nine Months Ended 
June 30 June 30 

Net income 

2005 2004 2005 2004 
(In thousands, except per share amounts) 

$ 4,486 $ 4,765 $ 152,587 $ 92,611 

Denominator for basic income per share - 

Effect of dilutive securities: 
weighted average common shares 79,683 52,220 78,009 5 1,788 

Restricted and other shares 330 258 325 258 
Stock options 131 139 144 120 --- 

Denominator for diluted income per share - 
weighted average common shares 80,144 52,617 78,478 52,166 

Income per share - basic 
Income per share - diluted 

$ 0.06 $ 0.09 $ 1.96 $ 1.79 
$ 0.06 $ 0.09 $ 1.94 $ 1.78 

There were no out-of-the-money options excluded from the computation of diluted 
earnings per share for the three months ended June 30, 2005 and 2004 as their exercise 
price was less than the average market price of the common stock during that period. 

There were no out-of-the-money options excluded from the computation of diluted 
earnings per share for the nine months ended June 30, 2005. There were 3,000 out-of-the- 
money options excluded from the computation of diluted earnings per share for the nine 
months ended June 30, 2004 as their exercise price was greater than the average market 
price of the common stock during that period. 
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9. Interim Pension and Other post Retirement Benefit Plan Information 

The components of our net periodic pension cost for our pension and other post-retirement 
benefit plans for the three months ended June 30, 2005 and 2004 are presented in the 
following table. 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 June 30 
Pension Benefits Other Benefits 
2005 2004 2005 2004 

(In thousands) 
Components of net periodic pension cost: 

Service cost $ 3,136 $ 2,433 $ 2,478 $ 1,405 
Interest cost 6,017 6,004 2,366 1,75 1 

378 Amortization of transition asset 1 24 3 78 
Amortization of prior service cost (2) (2) 96 96 

(396) Expected return on assets (6,885) (7,524) (5  18) 

Amortization of Bctuarial loss 
Net periodic pension cost 

__ 1,89 I '  2,018 151 

The components of our net periodic pension cost for our pension and other post-retirement 
benefit plans for the nine months ended June 30,2005 and 2004 are as follows: 

Nine Months Ended June 30 
Pension Benefits Other Benefits 
2005 2004 2005 2004 

(In thousands) 
Components of net periodic pension cost: 

Service cost $ 9,408 $ 7,299 $ 7,434 $ 4,535 
Interest cost 18,OS 1 18,012 7,098 5,605 
Expected return on assets (20,655) (22,572) (1,554) (1,127) 
Amortization of transition asset 3 72 1,134 1,134 

288 288 
453 63 5 Amortization of actuarial loss 5,673 

Net periodic pension cost $ 12,474 $ 8,859 $14,853 $11,070 

(6) 
6,054 

Amortization of prior service cost (6) 

The assumptions used to develop our net periodic pension cost for the three and nine 
months ended June 30,2005 and 2004 are as follows: 

Discount rate 

Pension Benefits Other Benefits 
2005 2004 2005 2004 
6.25% 6.00% 6.25% 6.00% 

Rate of compensation increase 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets 8.75% 9.00% 5.30% 5.30% 
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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 has the effect of increasing the present value 
of our plan liabilities. Accordingly, we voluntarily contributed in June 2005 $3.0 million to 
our Pension Account Plan to maintain the level of funding we desire relative ta our 
accumulated benefit obligation. We were not required to make a minimum funding 
contribution during fiscal 2005 nar do we anticipate making any additional valuntary 
contributions during the remainder of fiscal 2005. During the nine months ended June 30, 
2005, we contributed $7.0 million to our other post-retirement plans and we expect to 
contribute approximately $1 1.7 million to these plans during fiscal 2005. 

10. Commitments and Contingencies 

Litigation and Environmental Matters 

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

As discussed in our Form 10-Q for the three months ended December 31, 2004, we were 
the plaintiff in a case styled Energas Company, a Divisioiz of Atnzos Energy Corporation v. 
ONEOK Energy Marketing.and Trading Company, L.P., ONEOK Westex Transmission, 
Inc., and ONEOK Energy Marketing and Trading Company II, filed in December 2001 , in 
the 72nd Judicial District in the District Court of Lubbock County, Texas. This case was 
filed to recover damages resulting from various claims involving the sale, measurement, 
transpartatian and balancing of natural gas. This case and all related claims have been 
settled. The settlement did not have a material effect on our financial condition, results of 
operations or net cash flows. 

During the nine months ended June 30, 2005, there were no other material changes in the 
status of the litigation and environmental matters that were disclosed in Note 13 to our 
annual report on Form 10-K for the year ended September 30, 2004. However, with the 
acquisition of the natural gas distribution and pipeline operations of TXU Gas Company on 
October 1, 2004, we assumed responsibility for certain litigation and claims that arose in 
the ordinary course of the business of TXU Gas Company. We believe the final outcome 
of such litigation and claims will not have a material adverse effect on our financial 
condition, results of operations or net cash flows. 



Purchase Commitments 

AEM has commitments to purchase physical quantities of natural gas under contracts 
indexed to the forward NYMEX strip or fixed price contracts. At June 30,2005, AEM was 
committed to purchase 46.4 Bcf within one year, 5.7 Bcf within one to three years and 1.1 
Bcf after three years under indexed contracts. AEM is committed to purchase 0.7 Bcf 
within one year and 0.5 Bcf within one to three years under fixed price contracts with 
prices ranging from $5.24 to $7.68. Purchases under these contracts totaled $294.0 million 
and $283.5 million for the three months ended June 30, 2005 and 2004 and $999.4 million 
and $98 1.5 million for the nine months ended June 30,2005 and 2004. 

i 

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of 
gas for our customers in its service area wbch obligate it to purchase specified volumes at 
market prices. The estimated commitments under these contracts as of June 30,2005 are as 
follows (in thousands): 

2005 
2006 
2007 
2008 
2009 
Thereafter 

$ 84,604 
270,730 

58,367 
3 1,059 
11,519 
45,524 

$ 501,803 
-7- 

- 

Other 

In January 2005, we signed a letter of intent with a third party to jointly construct, own and 
operate a 45-mile large diameter natural gas pipeline in the northern portion of the 
Dallas/Fort Worth Metroplex. Under terms of the letter of intent, the third party will 
provide the initial capital to build the pipeline and we will contribute up to $42.5 million 
within two years of signing of a definitive agreement. The pipeline is currently expected to 
be placed into service in fiscal 2006. 

In May 2005, we entered into a five year agreement with a third party to transport up to 
100,000 MMBtu per day of natural gas through our Texas intrastate pipeline system 
beginning in April 2006. To handle the increased volumes for this project and other 
planned projects, we will install compression equipment and other pipeline infrastructure, 
costing approximately $20 million. 
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11. Concentration of Credit Risk 

Credit risk is the risk of financial loss to us if a customer fails to perform its contractual 
obligations. We engage 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 transactions 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 customer base. 

Customer diversification also helps mitigate AEM's credit exposure. 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 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 the credit department, but are primarily based on external ratings provided by 
Moody's Investor Service Inc. andor Standard & Poor's. For non-rated entities, the 
default rating for municipalities is investment grade, while the default rating for non- 
guaranteed industrial and commercial customers is non-investment grade. The table below 
shows the percentages related to the investment ratings as of June 30, 2005 and September 
30,2004. 

June 30,2005 September 30,2004 

Investment grade 
Non-investment grade 

Total 

55% 55% 
45% 45% 

100% 100% 

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 June 30, 2005. Investment grade counterparties have minimum credit ratings 
of BBB-, assigned by Standard & Poor's; or Baa3, assigned by Moody's Investor Service. 



Non-investment grade counterparties are composed 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 
composed of numerous smaller counterparties, none of which is individually significant. 

June 30.2005 
Natural 

Gas 
Utility Marketing 

Segment (I) Segment Consolidated 
(In thousands) 

hvestrrient grade counterparties $ 25,456 $ 2,364 $ 27,820 
Non-investment grade counterparties __ 983 983 

$ 25,456 $ 3,347 $ 28,803 

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

12. Segment Information 

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 authority and industrial customers through our seven regulated utility divisions, 
whch cover service areas located in 12 states. In addition, we transport natural gas for 
others through our distribution system. 

Through our nonutility 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: 

e 

e 

0 

0 

the utility segment, which includes our regulated natural gas distribution and sales 
operations, 
the natural gas marketing segment, which includes a variety of 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 nonutility operations. 

Effective October I ,  2004, we created the pipeline and storage segment which includes the 
regulated pipeline and storage operations of the Atmos Pipeline-Texas Division and the 
nonregulated pipeline and storage operations of Atmos Pipeline and Storage, LLC, which 
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was previously included in our other nonutility segment. Segment information for all prior 
year periods has been restated to reflect our new organizational structure. 

Our determination of reportable segments considers the strategic operating units under 
which we manage sales of various products and services to cixstomers 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, 2004. We evaluate performance based 
on net income or loss of the respective operating units. 

Summarized income statements for the three and nine-month periods ended June 30, 2005 
and 2004 by segment are presented in the following tables: 

Three Months Ended June 30,2005 
Natural Gas Pbeline Other 1 Utili Eliminations Consolidated 

(In thousands) 
Operating revenues from 

external parties $ 501,481 $ 387,999 $ 19,929 $ 543 $ __ $ 909,952 
254 78,836 16,595 878 (96,563) - 

501,735 466,835 36,524 1,421 (96,563) 909,952 
Intersegment revenues 

Purchased gas cost 326,502 456,440 (1,733) - (95,606) 685,603 
Gross profit 175,233 10,395 38,257 1,421 (957) 224,349 

Operating expenses 
Operation and 

Depreciation and 

Taxes, other than 

maintenance 76,862 4,948 12,648 1,067 ( 1  ,007) 94,5 18 

amortization 38,775 458 4,189 26 - 43,448 

income 44,555 242 2,064 54 __ 46,9 15 

Operating income 15,041 4,747 19,356 274 50 39,468 
Miscellaneous income 3,122 153 613 578 (2,942) 1,524 

Income (loss) before 

Income tax expense 

Total operating expenses 160,192 5,648 18,901 1,147 (1,007) 184,881 - 

Interest charges 28,520 957 6,169 935 (2,892) 33,689 - 
income taxes (1 0,357) 3,943 13,800 (83) - 7,303 

- 2,817 
- $ 4,486 

(benefit) (3,689) 1,583 4,958 (35) 
Net income (loss) ___ $ (6,668) $ 2,360 $ 8,842 $ ~(48) $ 

c___I_. 
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Operating revenues from 

Intersegment revenues 
external parties 

Purchased gas cost 
Gross profit 

Operating expenses 
Operation and 
maintenance 

Depreciation and 
amortization 

income 
Taxes, other than 

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income (loss) before 

income taxes 
Income tax expense 

(benefit) 
Net income (loss) 

i, 
Three Months Ended June 30,2004 

Natural Gas Pipeline Other 
Utility Marketing and Storage Nonutility Eliminations Consolidated - 

(In thousands) 

$255,986 ?i 288,809 $ 690 $ 573 $ __ $ 546,058 
266 75,530 4,667 280 (80,743) - 

256,252 364,339 5,357 853 (80,743) 546,058 
163,093 352,708 3,150 - (80,385) 438,566 
93,159 11,631 2,207 853 (358) 107,492 

45,974 3,767 669 415 (358) 50,467 

22,435 513 292 28 - 23,268 

1 1,558 5 04 171 64 - 12,297 
79,967 4,784 1,132 507 (358) 86,032 
13,192 6,847 1,075 346 I 2 1,460 
1,668 178 90 1,547 (1,296) 2,187 

16,119 41 1 257 520 (1,296) 16,011 

(1,259) 6,614 908 1,373 - 7,636 

- 

2,664 366 552 2,871 
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Operating revenues from 

Intersegment revenues 
external parties 

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 

Income tax expense 
Net income 

taxes 

Operating revenues from 

Intersegment revenues 
external parties 

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 

Income tax expense 
Net income 

taxes 

Nine Months Ended June 30,2005 - 
Natural Gas Pipeline Other 

~ Utili Eliminations Consolidated 
(In thousands) 

$2.649.979 $ 1,250,507 $ 66,546 $ 1,667 $ - $ 3,968,699 
I ,  , .  64,252 2,391 (290,477) - 814 223,020 

2,650,793 1,473,527 130,798 4,058 (290,477) 3,968,699 
1,425,128 8,895 - (287,889) 3,041,315 1,895,181 

755,612 48,399 121,903 4,058 (2,588) 927,384 

259,884 12,410 41,190 3,007 (2,738) 313,753 

___ 132,77 1 1 19,007 1,436 12,244 84 

133,395 412 6,5 10 220 140,537 
587,061 5 12,286 14,258 59,944 3,311 (2,7 3 8) 

243.326 34,141 6 1,959 747 150 340,323 
6,068 600 1,220 1,787 (6,808) 2,867 

83,841 2,037 18,568 1,516 (6,658) 99,304 

165.553 32,704 44,6 1 1 1,018 __ 243,886 
- 91 299 

Nine Months Ended June 30,2004 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

$1.424.180 $ 999.135 $ 2,057 $ 1,787 $ - $ 2,427,159 

152,089 11,751 1,945 1,390 (699) 166,476 

67,072 1,579 1,140 88 - 69,879 

43,843 932 875 25 1 - 45,901 
263,004 14,262 3,960 1,729 (699) 282,256 
158.041 26.729 5,125 520 - 190,415 - - 7  

4,001 530 11.3 7,658 (4,452) 7,850 
49,285 2,284 808 1,581 (4,452) 49,506 

1 12,757 24,975 4,430 6,597 - 148,759 
56,148 

$ 92,61 I $ 71,121 $ 14,908 $ 2,644 $ 3,938 $ _I 

1,786 2,659 - 4 1 i636 10,067 
- 
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i Balance sheet information at June 30, 2005 and September 30, 2004 by segment is 
presented in the following tables: 

ASSETS 
Property, plant and 

equipment, net 
Investment in subsidiaries 
Current assets 

Cash and cash equivalents 
Cash held on deposit in 

margin account 
Assets frorri risk 

management activities 
Other curTent 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 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-term debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

June 30,2005 
Natural Pipeline 

Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

- $ 3,304,811 $ 2,866,980 $ 7,530 $ 428,881 $ 1,420 $ 
- - (206,699) - 208,520 (1,821) 

13,793 8,272 __ 1,572 - 23,637 

- 22,660 I_ - __ 22,660 

25,456 4,708 459 __ (1,820) 28,803 
385,413 280,745 50,346 56,824 (9 1,974) 681,354 

- - __ (558,700) __ 558[700 
983,362 3 16,385 50,805 58,396 (652,494) 756,454 

- 3,653 __ __ - 3,653 
55 1,369 24,282 30,676 I_ - 706,327 

258 658 1506 5 818 2O,7 17 286,699 

$ 1,616,010 $ 114,330 $ 61,161 $ 33,029 $ (208,520) $ 1,616,010 
- 2,183,639 2,177,168 - - 6,471 

3,793,178 114,330 61,161 39,500 (208,520) 3,799,649 

1,250 - - 1,992 - 3,242 
- - (53,000) - - 53,000 

- 9,428 1,361 - (2,231) 8,558 
41 1,538 127,813 56,918 6,23 1 (36,769) 565,731 

- 49,948 484,517 24,235 (558,700) __ 

412.788 240,189 542,796 32,458 (650,700) 577,53 1 
2 19,OO 1 (61033) 7,727 1,977 27 222,699 

- 2,844 - - __ 2,844 

254,988 I_ - - - 254,988 

188,934 205 4,496 6,598 __ 200,233 -- - $ 4,868,889 - $ 351,535 $ 616,180 80,533 $ (859,193) $ 5,057,944 - 



ASSETS 
Property, plant and 

equipment, net 
Investment in subsidiaries 
Current assets 

Cash and cash equivalents 
Assets from risk 

management activities 
Other current assets 
Intercompany receivables 

Total current assets 
Intangible assets 
Goodwill 
Noncurrent assets from risk 

management activities 
Deferred charges and 

other assets 

CAPITALIZATION AND 
LIAB1L.ITIES 
Shareholders’ equity 
Long-term debt 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-teh debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

September 30,2004 
Natural Pipeline 

Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

$ 1,722,521 - $ 1,669,304 $ 7,875 $ 43,784 $ 1,558 $ - I_ (162,816) - 164,300 (1,484) 

- 20 1,932 182,846 18,734 - 352 

25,692 24,4 I2 - - (5,664) 44,440 
253,829 170,363 13,473 18,815 (25,740) 430,740 

- - 16,079 (1 8,074) - 
1,995 - 677,112 

464,362 213,509 13,473 35,246 (49,478) 
- 4,160 - - - 4,160 

199,400 24,282 10,430 - - 234,112 

$ 1,133,459 $ 103,376 $ 28,499 $ 32,425 $ (164,300) $ 1,133,459 
- 861,311 

1,986,93 1 103,376 28,499 40,264 (1 64,300) 1,994,770 
-- __ - 7,839 85 3,472 -.- 

34,304 1 1,407 - - (6,253) 39,458 
369,102 236,257 124,577 24,O 14 7,558 (2 3,3 04) 

- ( I  8,074) - - 9,906 8,168 - 
414,468 274,478 145,890 32,182 9,549 (47,631) 

208,325 (3,360) 6,96 1 1,977 27 21 3,930 

- - - __ 103,579 103,579 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation 
as of June 30, 2005, and the related condensed consolidated statements of income for the 
three-month and nine-month periods ended June 30, 2005 and 2004, and the condensed 
consolidated statements of cash flows for the nine-month periods ended June 30, 2005 and 
2004. These financial statements are the responsibility of the Company's management. 

We conducted our review in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). A review of interim financial information 
consists principally of applying analytical procedures and making inquiries of persons 
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 interim 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, 2004, 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 9, 2004, 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, 2004, 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 
August 5,2005 
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Item 2. Management’s Discussion and Analysis of Financial Condition and 
Results of Operations 

INTRODUCTION 

The following discussion should be read in conjunction with the condensed consolidated 
financial statements in this Quarterly Report on Form 10-Q arid Management’s Discussion 
and Analysis in our Annual Report on Form 10-K for the year ended September 30,2004. 

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

The statements contained in this Quarterly Report on Form 10-Q may contain ”forward- 
looking statements” within the meaning of Section 21E of the Securities Exchange Act of 
1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made in good faith by 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 identi9 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 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 from the acquisition and the successful 
integration of the TXTJ Gas operations; and other 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, 2004. 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-authority and industrial customers through 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 nonutility 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: 

e 

e 

0 

e 

the utility segment, which includes our regulated natural gas distribution and sales 
operations, 
the natural gas marketing segment, which includes a variety of 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 nonutility operations. 

Fiscal 2005 has been highlighted by our acquisition of the natural gas distribution and 
pipeline operations of TXU Gas Company (TXU Gas). The TXU Gas operations we 
acquired are regulated businesses engaged in the purchase, transmission, distribution and 
sale of natural gas in the north-central, eastern and western parts of Texas. Through these 
newly acquired operations, we provide gas distribution services to approximately 1.5 
million residential and business customers in Texas, including the DalladFort Worth 
metropolitan area. We also now own and operate a system consisting of 6,162 miles of gas 
transmission and gathering lines and five underground storage reservoirs in Texas. On 
April 1, 2005, we took over the operations of a Waco, Texas customer support center and 
all call center services formerly provided by TXU Gas under a transitional services 
agreement were terminated. We intend to close the purchase of the related assets on 
October 1, 2005 for approximately $1.7 million. 

The purchase price of the TXU Gas acquisition was approximately $1.9 billion, before 
transaction costs and expenses, which we paid in cash. We funded the purchase price for 
the TXU Gas acquisition with approximately $235.7 million in net proceeds from our 
offering of approximately 9.9 million shares of common stock, which we completed on 
July 19, 2004, and approximately $1.7 billion in net proceeds from our issuance on October 
1, 2004 of commercial paper backstopped by a senior unsecured revolving credit 
agreement, which we entered into on September 24, 2004 for bridge financing for the TXU 
Gas acquisition. In October 2004, we paid off the outstanding commercial paper used to 
fund the acquisition through the issuance of senior unsecured notes on October 22, 2004, 1 
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which generated net proceeds of approximately $1.4 billion and the sale of 16.1 million 
shares of common stock on October 27, 2004, which generated net proceeds of 
approximately $3 82.0 million. 

As a result of the acquisition, effective October 1, 2004, we created the pipeline and 
storage segment which includes the regulated pipeline and storage operations of the Atmos 
Pipeline-Texas Division and the nonregulated pipeline and storage operations of Atmos 
Pipeline and Storage, LLC, which was previously included in our other nonutility segment. 

The TXU Gas acquisition essentially doubled the size of the Company as measured by 
assets, revenues and customers. The following table presents selected financial information 
for the Mid-Tex Division and Atmos Pipeline-Texas Division operations for the three and 
nine-month periods ended June 30,2005: 

Three Months Ended Nine Months Ended 

Atmos Atmos 
Pipeline- Pipeline- 

Mid-Tex Texas Mid-Tex Texas 

June 30,2005 June 30,2005 

Division Division Division Division 
(In thousands, unless otherwise noted) 

Operating revenues 
Gross profit 
Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 
Operating income 
Miscellaneous income 
Interest charges 
Income tax expense (benefit) 
Net income (loss) 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 

Pipeline transportation volumes - MMcf 

Heating Degree Days - Percent of Normal 

$ 209,255 $ 
79,428 
30,780 
15,245 
30,97 1 
2,432 
1,284 

12,092 
(2,947) 

$ (5,429) $ 

33,261 
35,222 
12,012 
3,896 
1,905 

17,409 
18 

5,900 
4,038 
7,489 

$1,133,913 
324,542 
110,219 
48,327 
83,994 
82,002 
2,280 

35,533 
17,102 

$ 31,647 

$ 118,675 
1 1 1,447 
39,46 1 
11,300 
6,000 

54,686 
27 

17,646 
12,98 1 

$ 24,086 

17,73 1 NA 114,365 NA 
10,868 NA 36,336 NA 
28 599 NA 150,701 NA 

NA 97,567 NA 254,528 
P P ij__ 

87% NA 80% NA 

The impact of the TXU Gas acquisition, combined with continued strong performaiice in 
our natural gas marketing segment contributed to the following financial results during the 
nine months ended June 30,2005: 
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8 Our utility segment net income increased by $32.9 million. The increase reflects 
the impact of the acquisition of the Mid-Tex operations ($31.6 million) and the 
effect of rate increases in our West Texas and Mississippi jurisdictions that were not 
in effect during the first six months of fiscal 2004, partially offset by weather 
(adjusted for WNA) in our historical operations that was five percent warmer than 
normal and one percent warmer than the prior year. 

\ 
i 

8 Our natural gas marketing segment net income increased $4.5 million during the 
nine months ended June 30, 2005 compared with the nine months ended June 30, 
2004. The increase in natural gas marketing net income primarily reflects favorable 
results from the management of our storage portfolio partially offset by an 
unfavorable movement in the forward indices used to value our storage financial 
instruments. 

Our pipeline and storage segment contributed $28.6 million in net income for the 
nine months ended June 30, 2005 compared with $2.6 million for the nine months 
ended June 30, 2004, primarily reflecting the acquisition of the Atmos Pipeline- 
Texas Division ($24.1 million). 

a Our total debt to capitalization ratio at June 30, 2005 was 57.5 percent compared 
with 43.3 percent at September 30, 2004 reflecting the impact of the financing for 
the TXU Gas acquisition, partially offset by the repayment of $72.5 million in 
principal of substantially all of our First Mortgage bonds in June 2005. 

Operating cash flow provided $387.4 million compared with $359.3 million, 
reflecting increased net income, more effective net working capital management 
partially offset by lower than expected utility sales volumes due to the effect of 

i 
a 

warmer weather. 

Capital expenditures increased to $226.9 million from $129.5 
reflecting spending for the Mid-Tex Division ($77.8 million 
Pipeline-Texas Division ($16.3 million). 

0 

CRITICAL ACCOUNTING ESTIMATES AND POLICIES 

Our condensed consolidated financial statements were prepared in 

million primarily 
and the Atmos 

accordance with 
accounting principles generally accepted in the United States. Preparation of these 
financial statements requires us to make estimates and judgments that affect the reported 
amounts of assets, liabilities, revenues and expenses and the related disclosures of 
contingent assets and liabilities. We based our estimates on 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 

I 
1, results may differ from such estimates. 
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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, 2004 and includes the following: 

e Regulation 

0 Allowance for Doubtfbl Accounts 
e Derivatives and Hedging Activities 

e 

Revenue Recognition 

Impairment Assessments 
Pension and Other Postretirement Plans 

Our 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 nine 
months ended June 30,2005. 

RESULTS OF OPERATIONS 

The following table presents our financial highlights for the three and nine-month periods 
ended June 30,2005 and 2004: 

Three Months Ended 
June 30 

Nine Months Ended 
June 30 

2005 2004 2005 2004 
(In thousands, unless otherwise noted) 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 
Net income 

$ 909,952 
224,349 
184,881 
39,468 

1,524 
33,689 
7,303 
2,8 17 

$ 4,486 

$ 546,058 
107,492 
86,032 
2 1,460 
2,187 

16,011 
7,636 
2,871 

$ 4,765 

$3,968,699 
927,384 
587,061 
340,323 

2,867 
99,304 

243,886 
9 1,299 

$ 152,587 

$2,427,159 
472,671 
282,256 
190,415 

7,850 
49,506 

148,759 
56,148 

$ 92,611 

Utilitv sales volumes - MMcf 43,925 25,146 263,077 153.01 1 
Utility transportation volumes - MMcf 28,753 17,428 88,635 55373 

Total utility throughput - MMcf 72 678 42 574 351,712 208,584 

Natural gas marketing sales volumes - MMcf 52 739 47 640 179,679 173,729 
- 254,528 _I_ Pipeline transportation volumes - MMcf 97,567 

Heating degree days ( I )  

Actual (weighted average) 
Percent of normal 

167 237 2,580 3,249 
97% 94% 89% 96% 

Consolidated utility average transportation 

Consolidated utility average cost of gas 
revenue per Mcf $ 0.48 $ 0.39 $ 0.53 $ 0.42 

per Mcf sold $ 7.43 $ 6.49 $ 7.20 $ 6.56 

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



- .. . . ._ . . -  - .  . . . . - -  . . . .  - . -_ . . .. . . ,.. . . - .- . . . . 

The following tables show our operating income (loss) by segment for the three-month and 

operating income is included for financial reporting purposes and may riot be appropriate 
for ratemaking purposes. 

nine-month periods ended June 30, 2005 and 2004. The presentation of our utility {, 

Three Months Ended June 30 
2005 2004 - 

Heating Heating 
Degree Degree 

Operating Days Operating Days 
Income Percent of Income Percent of 

- (Loss) Normal (4) (LOSS) Normal (4) 

(In thousands, except degree day information) 

Colorado-Kansas 
Kentucky 
Louisiana 
Mid-States 
Mid-Tex ( I )  

Mississippi (2) 

West Texas 
Other 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment (3) 

Other nonutility segment and other 
Consolidated operating income 

$ 2,451 
1,260 
4,358 
1,600 
2,432 

4,992 
(2,455) 

403 
15,041 
4,747 

19,356 
324 

$ 39.468 
-.I 

105% $ 845 
105% 3,089 
63% 5,625 
99% 1,367 
87% - 

100% (1,559) 

(466) 
100% 4,29 1 

97% 13,192 
- 6,847 
- 1,075 
- 346 
97% $ 21,460- 

_I 

96% 
85% 

115% 
83% 
- 

116% 
96% 

94% 
__ i 

___ 

94% 



Colorado-Kansas 
Kentucky 
Louisiana 
Mid-States 
Mid-Tex ( ' I  
Mississippi (2) 

West Texas 
Other 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment ( 3 )  

Other nonutility segment and other 
Consolidated operating income 

Notes to preceding tables: 

Nine Months Ended June 30 
2005 2004 

Heating Heating 
Degree Degree 
Days Days 

Operating Percent of Operating Percent of 
Income Normal (4) Income Normal (4) 

(In thousands, except degree day information) 

$ 26,934 99% $ 20,202 99% 

26,941 78% 35,326 93% 
37,443 94% 38,751 95% 

24,66 1 96% 23,805 101% 

17,863 98% 20,895 98% 

- - 82,002 80% 

26,080 100% 18,458 91% 
- 1,402 - 604 

243,3 26 89% 158,041 96% 
- 26,729 - 
- 5,125 - 
- 520 

34,141 
6 1,959 

897 - 
--- 

$ 340,323 89% $ 190,415 96% 
L 

Operating income for the Mid-Tex Division reflects operating income since October 1, 2004. 
The name of this division was changed from the Mississippi Valley Gas Company Division in April 
2005. 
Operating income for the pipeline and storage segment reflects operating income for the Atmos 
Pipeline-Texas Division since October 1,2004. 
Adjusted for service areas that have weather normalized operations. 

Three Months Ended June 30,2005 compared with Three Months Ended June 30, 
2004 

Utility segment 

Our utility segment has historically contributed 70 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, cornmercial 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 68 
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G e o r g i a  October - May 
Kansas October - May 
Kentucky November - - April 
Mississippi November - May t 

percent of our consolidated net income having been earned in the second quarter during the 

levels of accounts receivable, accounts payable, gas stored underground and short-term 
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. Utility 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. 

( 
three most recently completed fiscal years. Additionally, we typically experience hgher i 

_ _ ~  
Tennessee 
Amarillo, Texas 
West Texas 
Lubbock, Texas 

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. 

November - April 
October - May 
October - May 
October - May 

&Virginia ( I )  I January - December 1 
( Effective beginning in July 2005. 

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-norrnal 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 a significant portion of our fixed 
costs for such operations under average weather conditions. However, this rate structure is 
not as beneficial during periods where weather is significantly warmer than normal. 
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Operating. income 

Utility gross profit increased to $175.2 million for the three months ended June 30, 2005 
from $93.2 million for the three months ended June 30, 2004. Total throughput for our 
utility business was 72.7 billion cubic feet (Bcf) during the current year compared to 42.6 
Bcf in the prior year period. 

The increase in utility gross profit margin primarily reflects the impact of the acquisition of 
the Mid-Tex Division resulting in an increase in utility gross profit margin and total 
throughput of $79.4 million and 28.6 Bcf. Gross profit margin in our historical operations 
increased by $2.6 million primarily due to weather that was 6 percent colder than the prior 
year quarter partially offset by lower irrigation margins in our West Texas and Colorado- 
Kansas Divisions. 

Operating expenses, which include operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, increased to $160.2 million for the three months ended June 30, 2005 from $80.0 
million for the three months ended June 30, 2004 as a result of the addition of the Mid-Tex 
Division. Excluding the impact of the Mid-Tex Division, operating expenses for our 
historical utility operations increased 4 percent compared with the prior year period. 
Included in taxes other than income taxes are franchise and state gross receipts taxes which 
are paid by our customers as a component of their monthly bills. Although these amounts 
are offset in revenues through customer billings, timing differences between when the 
expense is incurred and is recovered may impact our net income on a temporary basis. 
However, there is no permanent effect on net income. 

As a result of the aforementioned factors, our utility segment operating income for the three 
months ended June 30, 2005 increased to $15.0 million from $13.2 million for the three 
months ended June 30,2004. 

Miscellaneous income 

Miscellaneous income increased to $3.1 million for the three months ended June 30, 2005 
from $1.7 million for the three months ended June 30, 2004. The increase was attributable 
to an increase in interest income earned on higher cash balances during the third quarter 
compared with the prior year quarter partially offset by a $0.8 million gain on the sale of a 
building during the three months ended June 30, 2004. 

Interest charges 

Interest charges allocated to the utility segment for the three months ended June 30, 2005 
increased to $28.5 million from $16.1 million for the three months ended June 30, 2004. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Mid-Tex Division in October 2004. On June 30, 
2005, we repaid $72.5 inillion in principal on five of our First Mortgage Bonds prior to 
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their scheduled maturities. The early extinguishment of these bonds will result in savings 
of $1.3 million in interest expense in fiscal 2005. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges 
transportation and/or storage logistics and ultimately delivers gas to our customers at 
competitive prices. To facilitate this process, we utilize proprietary and customer-owned 
transportation and storage assets to provide the various services our customers request, 
including firnishing 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 arid 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 the most advantageous price 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. 

Operating income 

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

i ’  
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Our natural gas marketing segment's gross profit margin was comprised of the following 
for the three months ended June 30,2005 and 2004: 

Three Months Ended 
June 30 

2005 2004 
(In thousands, except 

storage balances) 
Storage Activities 

Realized margin $ (1,777) $ 2,621 - 
Unrealized margin 96 1 2,968 

Total Storage Activities (816) 5,589 

Marketing Activities 
Realized marg$n 12,347 9,147 - 
Unrealized margin (1 , 136) (3,105) 

Total Marketing Activities 11,211 6,042 

Gross profit $ 10,395 $ 11,631 

Ending storage balance (Bcf) 14.7 4.9 

Our natural gas marketing segment's gross profit margin was $10.4 million for the three 
months ended June 30,2005 compared to gross profit of $1 1.6 million for the three months 
ended June 30, 2004. Gross profit margin from our natural gas marketing segment for the 
three months ended June 30, 2005 included an unrealized loss of $0.2 million compared 
with an unrealized loss of $0.1 million in the prior-year period. Natural gas marketing 
sales volumes were 62.8 Bcf during the three months ended June 30, 2005 compared with 
56.2 Bcf for the prior year period. Excluding intersegment sales volumes, natural gas 
marketing sales volumes were 52.7 Bcf during the current year period compared with 47.6 
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. 

The contribution to gross profit fiom our storage activities was a loss of $0.8 million for the 
three months ended June 30, 2005 compared to a gain of $5.6 million for the three months 
ended June 30, 2004. The $6.4 million decrease primarily was attributable to a $4.4 
million decrease in the realized storage contribution for the three months ended June 30, 
2005 compared to the prior year period associated with increased storage costs related to 
9.0 Bcf in new storage capacity contracted during the third quarter and less favorable 
arbitrage spreads from increased market volatility. The total annual demand charge for the 
new storage capacity will be $7.6 million. We may further increase the amount of our 
storage capacity during the remainder of fiscal 2005; therefore, the impact of price 
volatility on" our unrealized storage contribution could become more significant in future 
periods. 
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A $2.0 million decrease in the unrealized storage contribution resulting from an 

used to value the storage financial instruments combined with greater physical natural gas 
storage quantities at June 30, 2005 compared to the prior year period also contributed to the 
decrease. 

unfavorable movement during the three months ended June 30, 2005 in the forward indices (i 

Our marketing activities contributed $1 1.2 million to our gross profit for the three months 
ended June 30, 2005 compared to $6.0 million for the three months ended June 30, 2004. 
The increase in the marketing contribution primarily was attributable to focusing our 
marketing efforts on higher margin customers and successfully entering into new market 
areas. 

Operating expenses, which include operation and maintenance expense, provision for 
doubthl accounts, depreciation and amortization expense and taxes other than income 
taxes, increased to $5.6 million for the three months ended June 30, 2005 from $4.8 million 
for the three months ended June 30, 2004. The increase in operating expense was 
attributable primarily to an increase in labor costs due to increased headcount and an 
increase in regulatory compliance costs. 

The decrease in gross profit margin, combined with higher operating expenses resulted in a 
decrease in our natural gas marketing segment operating income to $4.7 million for the 
three months ended June 30, 2005 compared with operating income of $6.8 million for the 
three months ended June 30,2004. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations 
of the Atmos Pipeline-Texas Division and the nonregulated pipeline and storage operations 
of Atmos Pipeline and Storage, LLC, which were previously included in our other 
nonutility segment. The Atmos Pipeline-Texas Division transports natural gas to our Mid- 
Tex Division and 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 inventory 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 estimated 
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 ( 
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! 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 income 

Pipeline and storage gross profit increased to $38.3 million for the three months ended June 
30, 2005 from $2.2 million for the three months ended June 30, 2004. Total pipeline 
transportation volumes were 128.5 Rcf during the three months ended June 30, 2005 
compared with 2.1 Bcf for the prior year period. Excluding intersegment transportation 
volumes, total pipeline transportation volumes were 97.6 Bcf during the current year 
period. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the 
acquisition of the Atmos Pipeline-Texas Division resulting in an increase in pipeline and 
storage gross profit margin and total transportation volumes of $35.2 million and 97.6 Bcf. 
Also contributing to Atmos Pipeline-Texas Division’s results were higher transportation 
and related services margin due to significant basis differentials at its three major Texas 
hubs. The $0.8 million increase in the gross profit generated by Atmos Pipeline and 
Storage, LLC primarily reflects an increase in asset management fees. 

Operating expenses increased to $18.9 million for the three months ended June 30, 2005 
from $1.1 million for the three months ended June 30, 2004 due to the addition of $17.8 
million in operating expenses associated with the Amos Pipeline-Texas Division. As the 
Atmos Pipeline-Texas Division is a regulated entity, franchise and state gross receipts 
taxes are paid by our customers; thus, these amounts are offset in revenues through 
customer billings and have no effect on net income. Included in operating expense was 
$2.1 million associated with taxes other than income taxes, of which $1.9 million was 
associated with our Atmos Pipeline-Texas Division. 

As a result of the aforementioned factors, our pipeline and storage segment operating 
income for the three months ended June 30, 2005 increased to $19.4 million from $1.1 
million for the three months ended June 30,2004. 

&rest charges 

Interest charges allocated to this segment for the three months ended June 30, 2005 
increased to $6.2 million from $0.3 million for the three months ended June 30, 2004. The ( 



increase was attributable to the interest expense associated with the issuance of long-term 
I debt to finance the acquisition of the Atmos Pipeline-Texas Division in October 2004. 'i 

Other n on utility segment 

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. These services, which began April 1, 
2004, include aggregating and purchasing gas supply, arranging transportation and storage 
logistics and ultimately delivering the gas to our utility service areas at competitive prices. 
The revenues of AES represent charges to our utility divisions equal to the costs incurred to 
provide those 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. 

Operating income for this segment primarily reflects the leasing income associated with 
two sales-type lease transactions completed in 2001 and 2002. Operating income during 
the three months ended June 30,2005 was flat compared with the prior year quarter. 

Miscellaneous income for the three months ended June 30, 2005 was $0.6 million 
compared with $1.5 million for the three months ended June 30, 2004. The $0.9 million 
decrease was attributable primarily to the recognition of a $1 .0 million pretax gain on the 
sale of all remaining limited partnershp interests in Heritage Propane Partners, L.P. during 
the third quarter of fiscal 2004. ( 

Nine Months Ended June 30,2005 cornpared with Nine Months Ended June 30,2004 

Utility segment 

Operatinn income 

Utility gross profit increased to $755.6 million for the nine months ended June 30, 2005 
from $421.0 million for the nine months ended June 30, 2004. Total throughput for our 
utility business was 351.7 billion cubic feet (Bcf) during the current year compared to 
208.6 Bcf in the prior year. 

The increase in utility gross profit margin primarily reflects the impact of the acquisition of 
the Mid-Tex Division resulting in an increase in utility gross profit margin and total 
throughput of $324.5 million and 150.7 Bcf. The $10.1 million increase in the gross profit 
generated from our historical operations primarily reflects rate increases in our Mississippi 
and West Texas jurisdictions that were absent in the prior year period coupled with the 
recognition of a $1.9 million refund to our customers in our Colorado service area in the 
prior year period. These increases were partially offset by lower gross profit margins, 
primarily in our Louisiana service area, due to weather (as adjusted for jurisdictions with 
weather-normalized operations) that was five percent warmer than normal and one percent 
warmer than the prior year period. Additionally, gross profit margin was adversely i 

I 
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impacted by the lack of cold weather in patterns sufficient to encourage customers to 
increase their heat load consumption. 

Operating expenses increased to $512.3 million for the nine months ended June 30, 2005 
from $263.0 million for the nine months ended June 30, 2004 as a result of the addition of 
the Mid-Tex Division. Excluding the impact of the Mid-Tex Division, operating expenses 
for our historical utility operations increased $6.7 million primarily due to a $5.6 million 
increase in taxes, other than income and a $3.6 million increase in depreciation and 
amortization, partially offset by lower operating and maintenance expenses due to cost 
control efforts. 

As a result of the aforementioned factors, our utility segment operating income for the nine 
months ended June 30, 2005 increased to $243.3 million from $158.0 million for the nine 
months ended June 30,2004. 

Miscellaneous income 

Miscellaneous income increased to $6.1 million for the nine months ended June 30, 2005 
from $4.0 rnillion for the nine months ended June 30, 2004. The increase was attributable 
to an increase in interest income earned on higher cash balances compared with the prior 
year partially offset by a $0.8 million gain on the sale of a building during the quarter 
ended June 30,2004. 

Interest charges 

Interest charges allocated to the utility segment for the nine months ended June 30, 2005 
increased to $83.8 million from $49.3 million for the nine months ended June 30, 2004. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Mid-Tex Division in October 2004. 
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Natural gas marketing segtnent 

Operating income 

Our natural gas marketing segment’s gross profit margin was comprised of the following 
for the nine months ended June 30,2005 and 2004: 

Nine Months Ended 
June 30 

Storage Activities 
Realized margin 
Unrealized margin 

Total Storage Activities 

Marketing Activities 
Realized margin 
Unrealized margin 

Total Marketing Activities 

Gross profit 

2005 2004 
(In thousands, except 

storage balances) 

$ 15,482 $ 6,766 
(7.0651 363 
8,417 7,129 

43,182 36,417 

39,982 33,862 
(3,200) (2,555) 

$ 48,399 $ 40,991 i 

Ending storage balance (Bcf) 14.7 4.9 

Our natural gas marketing segment’s gross profit margin was $48.4 million for the nine 
months ended June 30, 2005 compared to gross profit of $41 .O million for the nine months 
ended June 30, 2004. Gross profit margin from our natural gas marketing segment for the 
nine months ended June 30, 2005 included an unrealized loss of $10.3 million compared 
with an unrealized loss of $2.2 million in the prior-year period. Natural gas marketing 
sales volumes were 203.8 Bcf during the nine months ended June 30, 2005 compared with 
207.6 Bcf for the prior year period. Excluding intersegment sales volumes, natural gas 
marketing sales volumes were 179.7 Bcf during the current year period compared with 
173.7 Bcf in the prior year period. The slight increase in consolidated natural gas 
marketing sales volumes was primarily due to focusing our marketing efforts on higher 
margin opportunities and successful marketing efforts into new market areas partially offset 
by warmer-than-normal weather across our market areas. 

The contribution to gross profit from our storage activities was a gain of $8.4 million for 
the nine months ended June 30, 2005 compared to a gain of $7.1 million for the nine 
months ended June 30, 2004. The $1.3 million improvement primarily was attributable to 
an $8.7 million improvement in the realized storage contribution, partially offset by a $7.4 
million decrease in the unrealized storage contribution for the nine months ended June 30, 
2005 compared to the prior year period. The improvement in the realized storage t’, 

, 
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i contribution for the nine months ended June 30,2005 primarily was due to higher physical 
storage volumes and more favorable arbitrage spreads from increased market activity. The 
decrease in unrealized income in the current period was primarily attributable to an 
unfavorable movement during the nine months ended June 30, 2005 in the forward indices 
used to value the storage financial instruments combined with greater physical natural gas 
storage quantities at June 30, 2005 compared to the prior-year period. 

Our marketing activities contributed $40.0 million to our gross profit for the nine months 
ended June 30, 2005 compared to $33.9 million for the nine months ended June 30, 2004. 
The increase in the marketing contribution primarily was attributable to improved realized 
margins resulting from focusing our marketing efforts on higher margin customers and 
successful marketing efforts inta new market areas, partially offset by the recognition of 
previously unrealized losses related to the open fixed-price forward contracts that were 
designated as cash flow hedges on April 1 , 2004. 

Operating expenses remained unchanged at $1 4.3 million for the nine months ended June 
30,2005 compared to the nine months ended June 30,2004. 

The improved gross profit margin and unchanged operating expenses resulted in an 
increase in our natural gas marketing segment operating income to $34.1 million for the 
nine months ended June 30, 2005 compared with operating income of $26.7 million for the 
nine months ended June 30,2004. 

Pipeline and storage segment 

Operating income 

Pipeline and storage gross profit increased to $121.9 million for the nine months ended 
June 30, 2005 from $9.1 million for the nine months ended June 30, 2004. Total pipeline 
transportation volumes were 417.4 Bcf during the nine months ended June 30, 2005 
compared with 7.4 Bcf for the prior year period. Excluding intersegment transportation 
volumes, total pipeline transportation volumes were 254.5 Bcf during the current year 
period. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the 
acquisition of the Atmos Pipeline-Texas Division resulting in an increase in pipeline and 
storage gross profit margin and total transportation volumes of $1 11.4 million and 254.5 
Bcf. The $1.4 million increase in the gross profit generated by Atmos Pipeline and 
Storage, LLC primarily reflects an increase in asset management fees coupled with an 
unrealized gain of $0.6 million compared with and unrealized loss in the prior year period 
of $0.1 million. 

Operating expenses increased to $59.9 million for the nine months ended June 30, 2005 
from $4.0 million for the nine months ended June 30, 2004 due to the addition of $56.8 
million in operating expenses associated with the Atmos Pipeline-Texas Division. 
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Included in operating expense was $6.5 million associated with taxes other than income 
taxes, of which $6.0 million was associated with our Atmos Pipeline-Texas Division. 

As a result of the aforementioned factors, our pipeline and storage segment operating 
income for the nine months ended June 30, 2005 increased to $62.0 million from $5.1 
million for the nine months ended June 30,2004. 

Interest charges 

Interest charges allocated to this segment for the nine months ended June 30, 2005 
increased to $18.6 million from $0.8 million for the nine months ended June 30,2004. The 
increase was attributable to the interest expense associated with the issuance of long-term 
debt to finance the acquisition of the Atmos Pipeline-Texas Division in October 2004. 

0th er n on utility segnt erit 

Operating income during the nine months ended June 30, 2005 was flat compared with the 
prior year quarter and reflects the absence of a one time charge of $0.4 million associated 
with the wind-down of a noncore business. 

Miscellaneous income for the nine months ended June 30, 2005 was $1.8 million, 
compared with income of $7.7 million for the nine months ended June 30, 2004. The $5.9 
million decrease was attributable to the recognition of a $5.9 million pretax gain associated 
with the sale by U.S. Propane L.P. (USP) of its general and limited partnership interests in 
Heritage Propane Partners, L.P. during the nine months ended June 30,2004. 

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 and funds raised from the public debt and equity capital 
markets. 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 2005. 

Capitalization 

The following presents our capitalization as of June 30,2005 and September 30, 2004: 

June 30, September 30, 
2005 2004 

(In thousands, except percentages) 

- - - - $  - Short-term debt $ 
Long-term debt 2,186,88 1 57.5% 867,219 43.3% 
Shareholders' equity 1,616,010 42.5% 1,133,459 56.7% 
Total capitalization, 

including short-term debt $3,802,891 100.0% $2,000,678 100.0% 
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Total debt as a percentage of total capitalization, including short-term debt, was 57.5 
percent at June 30,2005, and 43.3 percent at September 30,2004. The increase in the debt 
to capitalization ratio was atbributable to the issuance of $1.39 billion in senior unsecured 
long-term debt, partially offset by the issuance of 16.1 million shares of our common stock 
in October 2004 to partially finance the TXU Gas acquisition. Our ratio of total debt td 
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 
requirements. Within three to five years from the closing of the acquisition, we intend to 
reduce our capitalization ratio to a target range of 50 to 55 percent through cash flow 
generated from operations, continued issuance of new common stock under our Direct 
Stack 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 regulatary changes, the price for our products 
and services, the demand for such products and services, margin requirements resulting 
from significant changes in commodity prices, operational risks, the successful integration 
of the natural gas distribution and pipeline operations of TXU Gas we acquired and other 
factors. 

Cash frows,from operating activities 

Year-over-year changes in our operating cash flows are attributable primarily to changes in 
net income, working capital changes 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 nine months ended June 30, 2005, we generated operating cash flow of $387.4 
million compared with $359.3 million for the nine months ended June 30, 2004. Our cash 
flow from operating activities was affected by the following: 

Favorable movements during the nine months ended June 30, 2005 in the market 
indices used to value our risk management assets and liabilities favorably impacted 
operating cash flow by $9.8 million. However, unfavorable movements in the 
market indices used to value our natural gas marketing segment risk management 
assets and liabilities resulted in a net liability for that segment. Accordingly, under 
the terms of the associated derivative contracts, we were required to deposit $22.7 
million into a margin account, which resulted in a $40.6 million unfavorable impact 
to operating cash flow compared with the prior year period. 
The timing of payments for accounts payable and ather accrued liabilities favorably 
affected operating cash flow by $32.0 million. 

0 
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Increases in our natural gas inventories attributable to a 10 percent higher utility 
average cost of gas and increased natural gas marketing natural gas inventory levels 
compared with the prior year period resulted in a $74.3 million decrease in 
operating cash flows. 
The lag between the time period when we purchase our natural gas and the period in 
which we can include this cost in our gas rates resulted in a decrease in operating 
cash flows of $32.7 million. 
Other working capital and other changes positively affected operating cash flow by 
$133.9 million, primarily related to improved net income ($60.0 million) and 
increases in the amounts added back to net income for depreciation and 
amortization ($62.9 million) and deferred income taxes ($1 2.0 million). 

Cash flows fionz investing activities 

During the last three years, a substantial portion of our cash resources was used to fund 
acquisitions, our ongoing construction program to provide natural gas services to our 
customer base, enhance the integrity of our pipelines and improvements to information 
systems. Capital expenditures for fiscal 2005 are expected to range from $335 million to 
$345 million. Of this amount, approximately $150 - $160 million is expected to be 
incurred by the Mid-Tex Division and Amos Pipeline-Texas Division. 

For the nine months ended June 30, 2005, we incurred $226.9 million for capital 
expenditures compared with $129.5 million for the nine months ended June 30, 2004. 
Capital expenditures for the nine months ended June 30, 2005 include approximately $77.8 
million for the Atrrios Energy Mid-Tex Division and $16.3 million for the Atnios Pipeline- 
Texas Division. 

Our cash used for investing activities for the nine months ended June 30, 2005 reflects the 
$1.9 billion cash paid for the TXU Gas acquisition including related transaction costs and 
expenses. Cash flow from investing activities for the nine months ended June 30, 2004 
reflect the receipt of $26.6 million from the sale of our limited and general partnership 
interests in USP in January 2004 and $1.3 million from the sale of a building. 

Cash flows from financing activities 

For the nine months ended June 30, 2005, our financing activities provided $1.6 billion in 
cash compared with a use of cash of $144.0 million for the prior year period. Our 
significant financing activities for the nine months ended June 30, 2005 and 2004 are 
summarized as follows: 

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 .$382.0 million. Additionally, we issued senior unsecured debt under 
the shelf registration statement consisting of $400 million of 4.00% senior notes due 
2009, $500 million of 4.95% senior notes due 2014, $200 million of 5.95% senior 



notes due 2034 and $300 million of floating rate senior notes due 2007. The 
floating rate notes bear interest at a rate equal to the three-month LIBOR rate plus 
0.375 percent per year. The net proceeds received from the sale of these senior 
notes were $1.39 billion. The net proceeds from these issuances, combined with the 
net proceeds from our July 2004 offering were used to pay off the approximately 
$1.7 billion in outstanding commercial paper backstopped by a senior unsecured 
revolving credit agreement, which we entered into on September 24, 2004 for 
bridge financing for the TXU Gas acquisition. 

e During the nine months ended June 30, 2005 we borrowed and repaid all amounts 
borrowed under our commercial paper program. During the nine months ended 
June 30, 2004, we repaid $118.6 million under our commercial paper program. 
Strong operating cash flow in each year to date period provided sufficient funds to 
enable us to repay all outstanding amounts under our co~nmercial paper program as 
of June 30,2005 and June 30,2004. 

a We repaid $102.8 million of long-term debt during the nine months ended June 30, 
2005 compared with $9.1 million during the nine months ended June 30,2004. The 
increased payments during the current quarter reflected the repayment of $72.5 
million on our First Mortgage Bonds. In connection with this repayment we paid a 
$25.0 million make-whole premium in accordance with the terms of the agreements 
and paid accrued interest of approximately $1.0 million. hi accordance with 
regulatory requirements, the premium has been deferred and will be recognized 
over the remaining original lives of the First Mortgage Bonds that were repaid. The 
early extinguishment of these bonds will result in interest savings of $1.3 million in 
fiscal 2005 and $5.1 million in fiscal 2006. 

During the nine months ended June 30, 2005 we paid $74.0 million in cash 
dividends compared with dividend payments of $47.6 million for the nine months 
ended June 30, 2004. The increase in dividends paid over the prior year period 
reflects the 27.7 million increase in the number of common shares outstanding and 
an increase in the dividend rate from $0.91 5 per share during the nine months ended 
June 30,2004 to $0.930 per share during the nine months ended June 30,2005. 

0 During the nine months ended June 30, 2005 we issued 1.3 million shares of 
common stock, in addition to the 16.1 million common shares issued in our October 
2004 public offering, which generated net proceeds of $32.2 million. The following 
table summarizes the issuances for the nine months ended June 30,2005 and 2004: 



Nine Months Ended 
June 30 

2005 2004 
Shares issued: 

Retirement Savings Plan 338,520 241,257 
Direct Stock Purchase Plan 3533 12 426,960 
Outside Directors Stock-for-Fee Plan 1,769 2,358 
Long-Term Incentive Plan 65 5,684 426,943 
Long-Term Stock Plan for Mid-States Division __ 6,000 
Public Offering 
Total shares issued 

16,100,000 - 
17,449,485 1,103,518 

Shelf Registration 

In August 2004, we filed a shelf registration statement with the Securities and Exchange 
Commission (SEC) to issue, from time to time, up to $2.2 billion in new common stock 
andor 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 TXU Gas acquisition. After these issuances, we have approximately $401.5 
million of availability remaining under the shelf 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 bank. 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 and capital expenditures have increased substantially as 
a result of the acquisition of the natural gas distribution and pipeline operations of TXU 
Gas. On October 22, 2004, we replaced our $350.0 million credit facility with a new 
$600.0 million committed credit facility that serves as a backup liquidity facility for our 
commercial paper program. We believe this facility, combined with our operating cash 
flow will be sufficient to fund these increased working capital needs. On March 30, 2005, 
AEM amended and extended its uncommitted demand working capital credit facility to 
March 31, 2006. At June 30, 2005 we had no borrowings under these facilities. These 
facilities are described in further detail in Note 6 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 
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cash flow relative to outstanding debt, operating cash flow coverage of interest and pension 
liabilities and funding status, In addition, the rating agencies consider qualitative factors 
such as consistency of our earnings over time, the quality of our 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, Inc. (Fitch). Our current debt ratings are 
all considered investment grade and are as follows: 

S&P Moody's Fitch 

Long-term debt 
Commercial paper 

BBB Baa3 BBB+ 
A-2 P-3 F-2 

Currently, S&P and Moody's maintain a stable outlook and Fitch maintains a negative 
outlook. 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 BBR-, Moody's is Baa3 and Fitch is BBB-. Our 
credit ratings may be revised or withdrawn at any time by the rating agencies, and each 
rating should be evaluated independent of any other rating. There can be no assurance that 
a rating will remain in effect for any given period of time or that a rating will not be 
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so 
warrant. 

Debt Covenants 

We are required by the financial covenants in our $600.0 million credit facility to maintain, 
at the end of each fiscal quarter, a ratio of total debt to total capitalization of no greater than 
70 percent. At June 30, 2005, our total-debt-to-total-capitalization ratio, as defined in such 
facility, was 60 percent. 

AEM is required by the financial covenants in its uncommitted demand working capital 
facility to maintain a maximum ratio of total liabilities to tangible net worth of 5 to I , along 
with minimum levels of net working capital ranging from $20 million to $50 million. 
Additionally, AEM must maintain a minimum tangible net worth ranging from $21 million 
to $51 million, and its maximum cumulative loss from March 30, 2005 cannot exceed $4 
million to $10 million, depending on the total amount of borrowing elected from time to 
time by AEM. At June 30, 2005, AEM's ratio of total liabilities to tangible net worth, as 
defined in such facility, was 1.14 to 1. 

Our First Mortgage Bonds provide for certain cash flow requirements and restrictions on 
additional indebtedness, sale of assets and payment of dividends. Under the most 
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restrictive of such covenants, cumulative cash dividends paid after December 3 1, 1985, 
may not exceed the sum of our accumulated net income for periods after December 31, 
1985, plus $9.0 million. At June 30, 2005, approximately $199.6 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 June 30, 2005. 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding 
indebtedness arising out of any other credit agreements in amounts ranging from in excess 
of $15 million to in excess of $100 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 indebtedness, as defined, by at least $250 
thousand in the aggregate. Additionally, this agreement contains a provision that would 
limit the amount of credit available if Atmos 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. 

Contractual Obligations and Commercial Commitments 

As a result of the issuance of our unsecured senior notes in October 2004 our contractual 
obligations associated with our long-term debt and interest expense increased since 
September 30,2004. 

The following table reflects the significant changes in our contractual obligations as of June 
30,2005, 

Payments Due by Period 

Total 1 year 1-3 years 3-5 years years 
(In thousands) 

Less than After 5 

Contractual Obligations 

Long-term debt ( I )  $ 2,190,766 $ 3,242 $ 307,323 $403,689 $1,476,512 
Interest charges 1,172,168 112,519 219,562 195,529 644,558 
Gas purchase commitments (2) 501,803 84,604 329,097 42,578 45,524 

( I )  

(') 
See Note 6 to the consolidated financial statements. 
Gas purchase cornmitments were determined based upon contractually determined volumes at prices 
estimated based upon the index specified in the contract, adjusted for estimated basis differentials 
and contractual discounts as of June 30,2005. 



Additionally, in January 2005, we signed a letter of intent with a third party to jointly 
construct, own and operate a 45-mile large diameter natural gas pipeline in the northern 
portion of the DalladFort Worth Metroplex. Under terms of the letter of intent, the third 
party will provide the initial capital to build the pipeline and we will contribute up to $42.5 
million within two years of signing a definitive agreement. 

In May 2005, we entered into a five year agreement with a third party to transport up to 
100,000 MMBtu per day of natural gas through our Texas intrastate pipeline system 
beginning in April 2006. To handle the increased volumes for this project and other 
planned projects, we will install near Howard, Texas, compression equipment and other 
pipeline infrastructure, costing approximately $20 million. 

During the three months ended June 30, 2005, we contracted for an additional 9.0 Bcf of 
storage capacity for a total annual demand charge of $7.6 million. 

There were no other significant changes in our contractual obligations and commercial 
commitments during the nine months ended June 30,2005. 

Risk Management 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. 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 significant ineffectiveness or the 
hedges may no longer meet the accounting requirements for hedge accounting, resulting in 
the derivatives being treated as mark to market instruments through earnings. 

We record our derivatives as a component of risk management assets and liabilities, which 
are classified as current .or noncurrent based upon the anticipated settlement date of the 
underlying derivative. Substantially all of our derivative financial instruments are valued 
using external market quotes and indices. The following 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 nine months ended June 30, 2005 and 2004: 
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'Three Months Ended Three Months Ended 
June 30,2005 June 30,2004 i 

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

Fair value of contracts at beginning of period $ 24,367 $ (5,896) $ 294 $ 1,187 
Contracts realizedsettled 163 (7,843) 849 (836) 
Other changes in value 926 5,684 144 

Fair value of contracts at end of period 

Nine Months Ended Nine Months Ended 
June 30,2005 June 30,2004 

Natural Gas Natural G a s  
Utility Marketing Utility Marketing 

(In thousands) 

Fair value of contracts at beginning of period $ (8,612) $ 13,018 $ (7,739) $ 10,144 
Contracts realizedsettled (45,234) (24,377) (3,296) (6,030) 
Other changes in value 79,302 3,304 3,597 (3,6 19) 

Fair value of contracts at end of period 

The fair value of our utility and natural gas marketing derivative contracts at June 30,2005, 
is segregated below by time period and fair value source: 

i 
Fair Value of Contracts at June 30,2805 

Maturity in Years 
Greater Total Fair 

Source of Fair Value Less than 1 1-3 4-5 han 5 Value 
(In thousands) 

$ - $ 17,156 Prices actively quoted $ 19,539 $ (2,383) $ - 
Prices provided by other 

Prices based on models and 
external sources 740 79 - 819 - 

(574) - __. other valuation methods 
Total Fair Value 

Storage and Hedging Outlook 

AEM participates in transactions in which it seeks to find and profit from pricing 
differences that occur over time. AEM purchases physical natural gas and then sells 
financial contracts at the most advantageous price 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. 
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Natural gas inventory is marked to market monthly using the Inside FERC (iFERC) price at 
the end of each month with changes in fair value recognized as unrealized gains and losses 
in the period of change. 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 (iFERC) and the related fair-value hedge (NYMEX) is reported as a 
component of revenue and can result in volatility in our reported net 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 economic 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 discretionary 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 optimization efforts are fully successful. 

As of June 30, 2005, based upon AEM's derivatives position and inventory withdrawal 
schedule, the forecasted gross profit margin was approximately $16.4 million. 
Approximately $7.8 million of net unrealized losses were recorded in the financial 
statements as of June 30, 2005. Therefore, the projected increase in future gross profit 
margin is approximately $24.2 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 
June 30, 2005 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 eneltits Obligations 

For the nine months ended June 30, 2005 and 2004 our total net periodic pension and other 
benefits cost was $27.3 million and $19.9 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 an increase in our service cost 
associated with an increase in the number of employees due to the TXU Gas acquisition, 
which increased our service cost. Additionally, we increased our discount rate and reduced 
our assumed rate of return on our pension plan assets for fiscal 2005, which increased our 
service and interest cost and reduced our expected return on plan assets, which partially 
offsets our net periodic pension and other benefits cost. The discount rate used to compute 
the present value of a plan's liabilities generally is based on rates o f  high grade corporate 
bonds with maturities similar to the average period over whch the benefits will be paid. In 
the period leading up to our June 30, 2005 measurement date, these interest rates were 
declining, which has the effect of increasing the present value of our plan liabilities and our 
expenses. Accordingly, we expect our fiscal 2006 net periodic pension cost to increase 
significantly. 

As a result o f  the expected increase in the present value of our plan liabilities resulting 
from the decline in interest rates, we voluntarily contributed in June 2005 $3.0 million to 
our Pension Account Plan to maintain the level of fknding we desire relative to our 
accumulated benefit obligation. We were not required to make a minimum funding 
contribution during fiscal 2005 nor do we anticipate malung any additional voluntary 
contributions during the remainder of fiscal 2005. During the nine months ended June 30, 
2005, we contributed $7.0 million to our other post-retirement plans and we expect to 
contribute a total of $1 1.7 million to these plans during fiscal 2005. 

Although we did not assume the existing employee benefit liabilities or plans of TXU Gas, 
we agreed to give certain transitioned employees credit for years of TXU Gas service under 
our pension plan. For purposes of our post-retirement medical plan, we received a credit of 
$18.9 million against the purchase price to permit us to provide partial past service credits 
for retiree medical benefits under our retiree medical plan. The $18.9 million credit 
approximated the actuarially determined present value of the accumulated benefits related 
to the past service of the transitioned employees on the acquisition date. 
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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 nine-month 
periods ended June 30,2005 and 2004. 

Utility Sales and Statistical Data 

Three Months Ended Nine Months Ended 
June 30 June 30 

2005 (I )  2004 2005''' 2004 
METERS IN SERVICE, end of period 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total meters 
HEATING DEGREE DAYS (') 

Actual (weighted average) 
Percent of normal 

UTILITY SALES VOLuMF,S - M c f  (3) 

Gas sales'volumes 
Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 

2,866,950 1,506,643 2,866,950 1,506,643 
275,878 152,025 

3,090 2,460 3,090 2,460 
9,822 8,706 9,822 8,706 

275,878 152,025 

8,172 10,174 8,172 101174 
3 163 912 1 680 008 3,163,912 1,680,008 

167 237 2,580 3,249 
97% 94% 89% 96% 

20,528 10,842 149,774 85,223 
15,148 6,384 80,059 38,852 
5,995 4,954 23,886 17,746 

787 1,616 913 2,42 1 
1,467 1,350 8,445 8,769 

43,925 25,146 263,077 153,011 
30,420 20,957 94,006 67,749 
74 345 46 103 357 083 220,760 

UTILITY OPERATING REVENUES (000's) (3) 

Gas sales revenues 
Residential $ 271,153 $ 128,886 $1,575,186 $ 830,154 
Commercial 14 1,465 60,849 73 1,762 348,820 
Industrial 46,932 32,483 182,854 122,835 
Agricultural 5,830 1 1,299 7,092 16,430 
Public authority and other 

Total utility gas sales revenues 
13,160 1 1,607 75,332 68,553 

478,540 245,124 2,572,226 1,386,792 
--- 

14,095 6,987 47,839 24,058 TransDortation revenues 
Other gas revenues 9,100 4,141 30,728 14,172 

Total utility operating revenues _I_______li_l $ 501,735 $ 256,252 $2,650,793 - $1,425,022 

Utility average transportation revenue per Mcf $ 0.46 $ 0.33 $ 0.51 $ 0.36 
Utility average cost of gas per Mcf sold $ 7.43 $ 6.49 $ 7.20 $ 6.56 

See footnotes following these tables. 



Natural Gas Marketing, Pipeline and Storage and Other Nonutility Operations Sales and 
Statistical Data 

CUSTOMERS, end of period 
Industrial 
Municipal 
Other 

Total 

N A T W  GAS TING 
SALES VOLUMES - MMcf (3) 

PIPELEW TRANSPORTATION 
VOLUMlES - MMcf (3) 

OPERATING REVENUES (000's) (3)  

Natural gas marketing 
Pipeline and storage 
Other nonutility 

Total operating revenues 

Notes to preceding tables: 

Three Months Ended Nine Months Ended 
June 30 June 30 

2005 2004 2005 2004 

659 630 659 630 
79 79 7 9 79 

43 1 228 43 1 228 
1169 937 1,169 937 

62,798 56,226 203,770 207,582 

128,453 2,125 417,370 7,356 

$ 466,835 $ 364,339 $1,473,527 $1,255,386 
36,524 5,357 130,798 18,243 

1,42 1 853 4,058 2,249 
$ 504 780 $ 370 549 $1,608,383 $1,275,878 

__ 

('I The operational and statistical information includes the operations of the Mid-Tex Division 
and Atmos Pipeline-Texas Division since the October 1,2004 acquisition date. 

( l )  A heating degree day is equivalent to each degree that the average of the high and the low 
temperatures for a day is below 65 degrees. The colder the climate, the greater the number of 
heating degree days. Heating degree days are used in the natural gas industry to measure the 
relative coldness of weather and to compare relative temperatures between one geographic 
area and another. Normal degree days are based on 30-year average National Weather 
Service data for selected locations. Degree day information for the three and nine month 
periods ended June 30, 2005 and 2004 is adjusted for the Kentucky Division, the Mississippi 
Division and certain service areas included within the Colorado-Kansas Division, the Mid- 
States Division and the West Texas Division, which have weather normalized operations. 

(3) Sales volumes and revenues reff ect segment operations, including intercompany sales and 
transportation amounts. 

i 



Recent Ratemaking Activity 

The following discusses our ratemaking activities during fiscal 2005. The amounts 
described below represent the gross revenues that were requested or received in the rate 
filing, which may not necessarily reflect the increase in operating income obtained, as 
certain operating costs may have increased as a result of a commission's final ruling. 

Mississippi. The Mississippi Public Service Commission (MPSC) typically requires that 
we file for rate adjustments every six months. Rate filings have previously been made in 
May and November of each year and the rate adjustments typically become effective in the 
following July and January. During the second quarter of fiscal 2005, we agreed with the 
MPSC to suspend our May 2005 semi-annual filing to allow sufficient time for us and the 
MPSC to undertake a comprehensive review in an effort to improve our rate design and the 
ratemaking process. 

In September 2004, the MPSC authorized additional annualized revenue of $4.7 million on 
our May 2004 filing, which became effective on June 1, 2004. However, the MPSC also 
disallowed certain deferred costs totaling $2.8 million. We withdrew our appeal of the 
MPSC's decision regarding this disallowance. 

We filed our second semiannual filing for 2004 on November 5, 2004, requesting rate 
adjustments of $6.0 million in annualized revenue. The MPSC allowed us to include $3.0 
million in annualized revenue in our rates effective January 1, 2005. In February 2005, we 
entered into a stipulation agreement with the Mississippi Public Utilities Staff that provides 
for an additional $1.3 million in annualized revenue that is retroactive to January 2005, 
which was approved by the MPSC during the second quarter of fiscal 2005. 

Mid-TRx. In December 2004, we made a filing under the Gas Reliability Infrastructure 
Program (GRIP) to include approximately $32.0 million of distribution and pipeline capital 
expenditures made by TXU Gas during calendar year 2003, which should result in 
additional revenues of approximately $6.8 million. In March 2005, the Railroad 
Commission of Texas (the Commission) approved the environs (outside of the city limits) 
portion of the filing. The Mid-Tex Division has worked with its cities to obtain approval of 
the filing and has a commitment from its cities to take final action by the end of August 
2005. We expect these capital costs will be recovered through a monthly customer charge 
beginning in the first quarter of fiscal 2006. The allowed rate of return is 8.258 percent. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the 
Railroad Commission of Texas (the Commission). 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 3 1 , 2003. A hearing on this matter was held before the 
Commission in late June. Briefs from all parties are to be provided to the Commission by 
August 23,2005. 
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The Mid-Tex Division is also pursuing an appeal to the Travis County District Court of the 
Final Order in its last systemwide rate case completed in May 2004 to obtain a return of 
and on its investment associated with the Poly I replacement pipe that was originally 
disallowed in its most recent rate case completed in May 2004. Additionally, the Mid-Tex 
Division is seeking the right to surcharge for gas cost underrecoveries. The case has been 
assigned to a judge, but the briefing schedule has been postponed indefinitely to allow the 
parties to pursue settlement discussions. 

During the first quarter of fiscal 2005, the Mid-Tex Division pursued a filing initiated by 
TXU Gas seeking authorization of a surcharge to recover the rate case expenses incurred 
by the Mid-Tex Division, Atmos Pipeline-Texas Division, and the intervening cities in 
connection with their last systemwide rate case completed in May 2004. The filing also 
covered the estimated expenses to prosecute the aforementioned recovery docket and the 
severed dockets from the systemwide rate case. On January 25, 2005, the Commission 
issued an order authorizing the recovery of the $10.2 million of expenses over a 3-year 
period with interest. 

Atnzos Pipeline-Texas. Concurrent with our Mid-Tex Division GRIP filing in December 
2004, we also made a GRIP filing for our regulated pipeline to include approximately 
$12.0 million of distribution and pipeline capital expenditures made by TXU Gas during 
calendar year 2003, which we anticipate will result in additional revenues of approximately 
$1.8 million. ‘The Commission approved this filing in March 2005. These capital costs are 
being recovered through a monthly customer charge since April 2005. The allowed rate of 
return is 8.258 percent. 

Louisiana. During the second quarter of 2005, the Louisiana Division implemented a rate 
increase of $3.3 million in its LGS service area. This increase resulted from our Kate 
Stabilization Clause filing in 2004 and is subject 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 for the three and nine months ended June 30,2005. 

Mid-States. During the t l r d  quarter of 2005, the Mid-States Division filed a rate case in 
its Georgia service area seeking a rate increase of $4.0 million. We anticipate that the rate 
case will be finalized in November 2005. 

REKENT 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. 

‘i 
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i 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 instrument 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 5 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 in October 2004 and our other short-term 
borrowings. 

Commodity Price Risk 

Utility segment 

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 non- 
regulated 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 non-regulated sales. 
Based on projected non-regulated gas sales for the remainder of fiscal 2005, a hypothetical 
10 percent increase in fixed prices, based upon the June 30, 2005 three month market strip, 
would increase our purchased gas cost by approximately $3.5 million for the remainder of 
fiscal 2005. 

- 

Natural gas marketing and pipeline and storage segments 

Our natural gas marketing segment is also exposed to risks associated with changes in the 
market 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 June 30, 2005 of 0.2 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. 1 

However, changes in the difference between the indices used to mark to market our 
physical inventory (iFERC) and the related fair-value hedge (NYMEX) car1 result in 
volatility in our reported net income; however, 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 storage position at June 30, 2005 of 15.5 Bcf, a $0.50 change in the difference 
between the iFERC and NYMEX indices could impact our reported net income by 
approximately $5.0 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 thls 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 
$0.4 million during the nine months ended June 30, 2005. 

We also assess market risk for our fixed-rate, long-term obligations. We estimate market 
risk for our fixed-rate, 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 fixed-rate, long-term obligations 
would have increased by approximately $1 72.4 million. 

i 

As of June 30, 2005 we were not engaged in other activities that would cause exposure to 
the risk of material earnings or cash flow loss due to changes in interest rates or market 
commodity prices. 

Item 4. Controls and Procedures 

As of the end of the period covered by this report, we carried out an evaluation, under the 
supervision and with the participation of our management, including the Chairman, 
President and Chief Executive Officer and the Senior Vice President and Chief Financial 
Officer, of the effectiveness of our disclosure controls and procedures pursuant to 
Exchange Act Rules 13a-l5(b) and 15d-l5(b). Based upon that evaluation, the Chairman, 
President and Chief Executive Officer, and the Senior Vice President and Chief Financial 
Officer have concluded that our disclosure controls and procedures continue to be effective. 
Such disclosure controls and procedures are designed to ensure that all information 
required to be disclosed in our reports filed or submitted under the Exchange Act is 

applicable Securities and Exchange Commission rules and forms. 
recorded, processed, summarized and reported within the time periods set forth in I 
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In addition, our management, including the Chairman, President and Chief Executive 
Officer, and the Senior Vice President and Chief Financial Officer, evaluated our internal 
control over financial reporting pursuant to Exchange Act Rules 13a-1 S(d) and 1 Sd- 15(d). 
Based upon that evaluation, management has concluded that there has been no change in 
such internal control during the third quarter of fiscal 200.5 that has materially affected or is 
reasonably likely to materially affect the Company's internal control over financial 
reporting. 

PART 11. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the nine months ended June 30,2005 there were no material changes in the status of 
the litigation and environmental matters that were disclosed in Note 13 to our annual report 
on Form IO-K for the year ended September 30, 2004 except as disclosed in Note 10 to the 
condensed consolidated financial statements for the three months and nine months ended 
June 30, 2005. With the acquisition of the natural gas distribution and pipeline operations 
of TXU Gas Company on October 1, 2004, we assumed responsibility for certain litigation 
and claims that arose in the ordinary course of the business of TXU Gas Company. We 
believe the final outcome of such litigation and claims will not have a material adverse 
effect on our financial condition, results of operations or net cash flows. 

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. 

I 

i 



SIGNATURES 

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

ATMOS ENERGY CORPORATION 
(Registrant) 

Date: August 9,2005 By: /s/ JOHN P. REDDY 
John P. Reddy 

Senior Vice President 
and Chief Financial Officer 
(Duly authorized signatory) 
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EXHIBITS INDEX 
Item 6(a) 

Exhibit Page 
Number Description Number 

12 Computation of ratio of earnings to fixed charges 

1s L,etter regarding unaudited interim financial information 

31 

32 Section 1350 Certifications* 

Rule 13a- 14(a)/l Sd- 14(a) Certifications 

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the 
Company's Chief Executive Officer and Chief Financial Officer, furnished as Exhibit 
32 to this Quarterly Report on Form 10-Q, will not be deemed to be filed with the 
Commission or incorporated by reference into any filing by the Company under the 
Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent 
that the Company specifically incorporates such certifications by reference. 



J 



.. . . . .  . . . -. ..... . . . . . ... . . - . - . . . .- -. - . . - - . - --- .- - - .. . . - . . _ _  

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

FORM 10-Q 

(Mark One) 

[ X I  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended March 3 1,2005 

OR 

[ I  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURJTIES EXCHANGE ACT OF 1934 

For the transition period froin to - 

Commission File Number 1 - 10042 

ATMOS ENERGY CORPORATION 
(Exact name of registrant as specified in its charter) 

TEXAS AND VIRGINIA 
(State or other jurisdiction of 
incorporation or organization) 

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

(Address of principal executive offices) 

75-1 743247 
(IRS employer 

identification no.) 

75240 
(Zip code) 

(972) 934-9227 
(Registrant's telephone number, including 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 X No __. 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 
12b-2 of the Exchange Act) Yes X No - 

Number of shares outstanding of each of the issuer's classes of corrmon stock, as of April 
25, 2005. 

Class 
No Par Value 

Shares Outstanding 
79,939,3 19 
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PART 1. FINANCIAL INFORMATION 
Item 1. Financial Statements 

ATMOS ENERGY CORPORATION 
CONDENSED CONSOLDATED BALANCE SHEETS 

(In thousands, except share data) 

March 3 1, September 30, 

(Unaudited) 
2005 2 004 -. 

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 
Accounts receivable, net 
Gas stored underground 
Other current assets 

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

$ 4,606,713 $ 2,633,651 
1,355,118 91 1,130 
3,251,595 1,72252 1 

247,126 201,932 
16,990 - 

527,411 211,810 
273,8 1 1 200,134 
112,428 63,236 

1,177,766 677,112 
722,044 238,272 
261,039 23 1,978 

$ 5,412,444 $ 2,869,883 

CAPITALIZATION AND L m m r r E s  
Shareholders' equity 

Common stock, no par value (stated at $do5 per share); 
200,000,000 shares authorized; issued and outstanding: 
March 3 1,2005 - 79,877,473 shares; 
September 30,2004 - 62,799,710 shares $ 399 $ 3 14 

Additional paid-in capital 1,408,72 1 1,005,644 
240,920 142,030 Retained earnings 

Accumulated other comprehensive loss (1 7,770) (14,529) 
Shareholders' equity 1,632,270 1,133,459 

Long-term debt 2,254,817 861,311 
Total capitalization 3,887,087 1,994,770 

Current liabilities 
Accounts payable and accrued liabilities 
Other current liabilities 
Current maturities of long-,term debt 

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

533,232 185,295 
2 98,802 223,265 

5,887 5,908 
837,92 1 414,468 
245,836 2 13,930 
246,285 103,579 
195,315 143,136 

$ 5.412,444 $ 2,869,883 

See accompanying notes to condensed consolidated financial statements 
i 



ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED) 

(In thousands, except per share data) 

Three months ended 
March 3 1 

2005 2004 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

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

Total operating expenses 
Operating income 

Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Basic net income per share 
Diluted net income per share 
Cash dividends per share 

$ 1,235,377 $ 708,282 
512,891 5 17,2 18 
45,546 9,967 

1,278 687 

1,685,085 1,117,485 
(I  10,007) (1 18,669) __ 

912,309 5 18,820 
501,731 505,356 

1,718 5,681 

(109,256) (1 18,498) 
1,306,502 91 1,359 

378,583 206,126 

106,109 59,093 
45,326 23,138 
54,967 18,48 1 

172,181 105,4 14 
206,402 100,712 - 

95 8 4,456 
33,073 16,160 

140,066 93,710 
51,564 35,405 

$ 88,502 $ 58,305 
$ 1.12 $ 1.12 
P - 

$ 1.11 $ 1.12 
$ 0.310 $ 0.305 

Weighted average shares outstanding: 
Basic 
Diluted 

79,270 5 1,850 
79,760 52,240 

L 

See accompanying notes to condensed consolidated financial statements 



..... . . . . . . . .  ..... . . . . .  . . . .  .. . . . . . . . . . .  . -- - , -. .- - - -. - - _ _  . . . . . . . . . . . . . . .  - . . . .  - .. . . .  - 

ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED) 

(In thousands, except per share data) 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

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

Total operating expenses 
Operating income 

Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Basic net income per share 
Diluted net income per share 
Cash dividends per share 

Net income 

Weighted average shares outstanding: 
Basic 
Diluted 

Six months ended 

2005 2004 
March 3 1 - 

$ 2,149,058 $ 1,168,770 
1,006,692 891,047 

89,236 12,886 
2,637 1,396 

(193,914) (192,998) 
3,053,709 1,88 1,101 

1,568,679 840,884 
968,688 86 1,687 

5,590 6,008 
- __ 

(1 92,283) (192,657) 
2,350,674 1,515,922 

703,035 365,179 

2 19,235 1 16,009 
89,323 46,6 1 1 
93,622 33,604 

402,180 196,224 
300,855 168,955 

1,343 5,663 

236,583 141,123 
65,615 33,495 

s 1.90 S 1.69 - 
$ 0.62 $ 0.61 

77,290 5 1,666 
77,769 52,057 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(UNAUDITED) 
(In thousands) 

Six months ended 
March 3 1 

Cash Flows From Operating Activities 
Net income 
Adjustments to reconcile net income to net cash 
provided by operating activities: 
Gain on the sale of assets 
Depreciation and amortization: 

Charged to depreciation and amortization 
Charged to other accounts 

Deferred income taxes 
Other 
Net assets / liabilities 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 
Proceeds from the sale of assets 
Other 

Net cash used in investing activities 

Cash Flows From Financing Activities 
Net decrease 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 
Net proceeds from equity offering 

Net cash provided by (used in) 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 

2005 2004 

$ 148,101 $ 87,846 

- (4,898) 

89,323 46,6 1 1 
477 60 1 

42,605 10,08 1 
3,315 (944) 

20,247 924 
96,025 150,382 

400,093 290,603 

(1 37,466) (83,729) 
(1,9 12,532) (1,950) 

- 24,66 1 
(1,957) 2,878 

(2,05 1,955) (5 8,140) 

- (1 18,595) 
1,385,847 5,000 

(3,849) (5,546) 
(43,770) - 
(49,211) (3 1,616) 
26,025 17,594 

382,O 14 - 
1,697,056 (133,163) 

45,194 99,300 
201,932 15,683 

$ 247,126 $ 114,983 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

(UNAUDITED) 
MARCH 31,2005 

1. Natureof 

Atmos Energy Corporation (“Atmos” or “the Company”) and its subsidiaries are engaged 
primarily in the natural gas utility business as well as certain noriutility businesses. 
Through our natural gas utility business, we distribute natural gas through sales and 
transportation arrangements to approximately 3.2 million residential, commercial, public- 
authority and industrial customers through our seven regulated natural gas utility divisions, 
in the service areas described below: 

h’iSiQPa Service Area 
Atmos Energy Colorado-Kansas Division 
Atmos Energy Kentucky Division Kentucky 
Atmos Energy Louisiana Division Louisiana 
Atmos Energy Mid-States Division 

Atmos Energy Mississippi Division ( I )  

Atmos Energy Mid-Tex Division ( 2 )  

Atmos Energy West Texas Division 

( I )  The name of this division was changed from the Mississippi Valley Gas Company Division in April 2005. 
(’) Acquired in October 2004. 
(3)  Denotes locations where we have more limited service areas. 

Colorado, Kansas, Missouri‘” 

Georgia(3), Illinois(3), Iowa(3), 
Missouri(3) Tennessee, Virginia(3) 
Mississippi 
Texas, including the I)allas/Fort 
Worth metropolitan area 
West Texas 

As further described in Note 3, on October 1, 2004, we completed our acquisition of the 
natural gas distribution and pipeline operations of TXU Gas Company (TXU Gas). The 
TXU Gas operations we acquired are regulated businesses engaged in the purchase, 
transmission, storage, distribution and sale of natural gas in the north-central, eastern and 
western parts of Texas. We also acquired a system consisting of 6,162 miles of gas 
transmission and gathering lines and five underground storage reservoirs, all withn Texas. 
On October 1, 2004, we created the Atmos Energy Mid-Tex Division, which provides gas 
distribution services to the approximately 1.5 million residential and business customers in 
Texas, including the DalladFort Worth metropolitan area as a result of the TXU Gas 
acquisition. We also created the Atrnos Pipeline-Texas Division to manage the TXU Gas 
pipeline and storage operations we acquired. 

In addition, we transport natural gas for others through our distribution system. Our utility 
business is subject to federal and state regulation and/or regulation by local authorities in 
each of the states in which the utility divisions operate. Our shared-services division is 
located in Dallas, Texas, and our customer support centers are located in Amarillo, Texas, 
and Metairie, Louisiana. In addition, on April 1, 2005, we assumed the operations of a 
Waco, Texas call center, and all call center services provided by TXU Gas under a I 



.. . .. . . .. . .- .. ..I .- .. . .- -. ~ - - . . .  . . . . . . . - . - . -. . .. . - .. , . . 

transitional services agreement were terminated. We intend to close the purchase of the 
related assets on October 1, 2005. 

Our nonutility businesses include our natural gas marketing operations, our pipeline and 
storage operations and our other nonutility operations which are provided in 18 states. 
These operations are either organized under or managed by Atmos Energy Holdings, Inc. 
(AEH), which is wholly-owned by Atmos Energy Corporation. 

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 customers, primarily in the southeastern and midwestern states and to our Colorado- 
Kansas, Kentucky, Louisiana and Mid-States 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 operations consist of the operations of the Atmos Pipeline-Texas 
Division, a division of Atmos Energy Corporation, and of Atmos Pipeline and Storage, 
LLC (APS), which is wholly-owned by AEH. The Atrnos Pipeline-Texas Division was 
purchased from TXU Gas and supplies natural gas to the Atmos Energy Mid-Tex Division, 
transports natural gas to third parties and manages five underground storage reservoirs in 
Texas. Through APS, we own or have 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. 

Our other nonutility businesses consist primarily of the operations of Atmos Energy 
Services, LLC (AES) and Atmos Power Systems, Inc., which are wholly-owned by AEH. 
Through AES, we provide natural gas management services to our utility operations. 
These services, which began April 1,2004, include aggregating and purchasing gas supply, 
arranging transportation and storage logistics and ultimately delivering the gas to our utility 
service areas at competitive prices. Through Atmos Power Systems, Inc., we construct 
electric peaking power-generating plants and associated facilities and may enter into 
agreements to either lease or sell these plants. 

2. Unaudited Interim Financial Information 

In the opinion of management, all material adjustments (consisting of normal recurring 
accruals) necessary for a fair presentation have been made to the unaudited consolidated 
interim-period financial statements. These consolidated interim-period financial statements 
and notes are condensed as permitted by the instructions to Form 10-Q and should be read 
in conjunction with the audited consolidated financial statements of Atrnos Energy 
Corporation (“Atmos” or “the Company”) in its Annual Report on Form 10-K for the fiscal 
year ended September 30, 2004. Because of seasonal and other factors, the results of 
operations for the thee and six-month periods ended March 31, 2005 are not indicative of 

7 
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expected results of operations for the fiscal year ending September 30, 2005. Further, the 
impact of the TXU Gas acquisition on the statement of cash flows is reflected in the 
acquisitions line item; therefore, the net changes in operating assets and liabilities will riot 
reflect balance sheet changes attributable to the acquisition. 

Signijican t accounting policies 

Our accounting policies are described in Note 2 to our Annual Report on Form 10-K for the 
year ended September 30, 2004. There were no significant changes to our accounting 
policies during the six months ended March 3 1, 2005. 

%lock-based compensation plans 

We have two stock-based compensation plans that provide for the granting of incentive 
stock options, noiiqualified stock options, stock appreciation rights, bonus stock, restricted 
stock and performance-based restricted stock units to officers and key employees: the 1998 
Long-Term Incentive Plan and the Long-Term Stock Plan for the Mid-States Division. 
Nonemployee directors are also eligible to receive such stock-based compensation under 
the 1998 Long-Term Incentive Plan. The objectives of these plans include attracting and 
retaining the best personnel, providing for additional perfomlance incentives and 
promoting our success by providing employees with the opportunity to acquire common 
stock. 

As permitted by Statement of Financial Accounting Standards (SFAS) 123, Accozinting for 
Stock-Based Compensation, we account for these plans under the intrinsic-value method 
described in Accounting Principles Board (APB) Opinion 25, Accounting for Stock Issued 
to Enzployees. Under this method, no compensation cost for stock options is recognized for 
stock-option awards granted at or above fair-market value. Awards of restricted stock are 
valued at the market price of the Company's common stock on the date of grant. The 
unearned compensation is amortized to operation and maintenance expense over the 
vesting period of the restricted stock. As discussed below, beginning October 1, 2005 we 
will account for our stock-based compensation in accordance with SFAS 123 (revised), 
Share-Based Payment. 

Had compensation expense for our stock options issued under the Long-Term Incentive 
Plan been recognized based on the fair value on the grant date under the methodology 
prescribed by SFAS 123, our net income and earnings per share for the three and six- 
months ended March 31, 2005 and 2004 would have been impacted as shown in the 
following table: 
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Three Months Ended Six Months Ended 
March 31 March 31 

2005 2004 2005 2004 
(In thousands, 

except per share amounts) 

Net income - as reported $ 88,502 $ 58,305 $148,101 $ 87,846 
Restricted stock compensation expense 

included in income, net of tax 469 98 962 196 
Total stock-based employee compensation 

expense determined under fair-value- 
based method for all awards, net of taxes (684) (385) (1,427) (778) 

Net income - pro forrna $ 88,287 $ 58,018 $147,636 $ 87,264 - 
Earnings per share: 

Basic earnings per share - as reported $ 1.12 $ 1.12 $ 1.92 $ 1.70 
Basic earnings per share - pro forma $ 1.11 $ 1.12 $ 1.91 $ 1.69 
Diluted earnings per share-as reported $ 1.11 $ 1.12 $ 1.90 $ 1.69 
Diluted earriings per share-pro forma $ 1.11 $ 1.11 $ 1.90 $ 1.67 

P 

At Marc11 31, 2005, there were 300 options outstanding under the Long-Term Stock Plan 
for the Mid-States Division, all of which were fully vested. Because of the limited 
activities of this plan, the pro forma effects of applying SFAS 123 would have less than a 
$0.01 per diluted share effect on earnings per share. 

Regulatory assets and liabilities 

We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for 
the Effects of Certain Types of Regulation, when future recovery through customer rates is 
considered probable. Regulatory liabilities are recorded when it is probable that revenues 
will be reduced for amounts that will be credited to customers through the 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 component of 
deferred credits and other liabilities. Deferred gas costs are recorded either in other current 
assets or liabilities and the regulatory cost of removal obligation is separately reported. 
Significant regulatory assets and liabilities as of March 3 1, 2005 and September 30, 2004 
included the following: 
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egulatory assets: 
Deferred gas costs 
UCG merger and integration costs, net ( ' )  

Other merger and integration costs, net 
Deferred MVG operating expenses 
Environmental costs 
Rate case costs 
Other 

Regulatory lia 
Deferred gas costs 
Regulatory cost of removal obligation 
Deferred income taxes, net 
Other 

( I )  Fully amortized as of December 2004. 

- 
(In thousands) 

$ 31,688 $ - 
- 1,992 

13,966 14,644 
75 1 

2,924 4,057 
20,990 - 
6,545 3,289 

$ 76,113 $ 24,733 

- 

$ - $ 39,097 
257,850 1 1 1,232 

1,962 1,962 
3,796 I_ 

$ 263,608 $ 152,291 

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

i 

The following table presents the components of comprehensive income, net of related tax, 
for the three and six-month periods ended March 3 I ,  2005 arid 2004: 
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Net income 
Unrealized holding gains on investments, 

net of tax expense of $80 and $542 for 
the three months ended March 3 1,2005 
and 2004 and of $729 and $924 for the 
six months ended March 3 I , 2005 and 
2004 

hedging transactions, net of tax expense 
of $7,915 for the three months ended 
March 31, 2005 and $3 for the six 
months ended March 3 1,2005 

Net unrealized gains (losses) and 
reclassification of unrealized losses into 
earnings on interest rate hedging 
transactions, net of tax expense (benefit) 
of $527 for the three months ended 
March 31, 2005 and $(2,718) for the 
six months ended March 3 1,2005 

Net unrealized gains on commodity 

Comprehensive income 

Three Months Ended Six Months Ended 
March 31 March 31 

2005 2004 2005 2004 
(In thousands) 

$ 88,502 $ 58,305 $148,101 $ 87,846 

132 883 1,189 1,508 

- 5 12,913 ___ 

- (4,435) __ 861 
$102,408 $ 59,188 $144,860 $ 89,354 

Accumulated other comprehensive loss, net of tax, as of March 31, 2005 and September 
30,2004 consisted of the following unrealized gains (losses): 

arch 31, September 30, 
2005 2004 

(In thousands) 
Accumulated other comprehensive income (loss): 

Unrealized holding gains (losses) on investments $ 345 $ (844) 
Treasury lock agreements (25,703) (21,268) 
Cash flow hedges 7,588 7,583 

$ (17,770) - $ (14,529) 

Recent accounting pronouncements 

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS 123 
(revised), Share-Based Payment (SFAS 123 (R)). This standard revises SFAS 123, 
Accounting for Stock-Based Compensation and supersedes APB Opinion 25, Accounting 
for  Stock Issued to Employees. Under SFAS 123 (R), public companies will be required to 
measure the cost of employee services received in exchange for stock options and similar 
awards based on the grant-date fair value of the award and recognize this cost in the ( 
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income statement over the period during which an employee is required to provide service 
in exchange for the award. In April 2005, the Securities and Exchange Commission (SEC) 
deferred the required effective date of SFAS 123 (R) until the beginning of a registrant’s 
next fiscal year. Accordingly, SFAS 123 (R) will become effective for the Company for 
fiscal 2006 beginning on October 1,2005. 

We will adopt SFAS 123 (K) as of October 1, 2005 using the modified prospective method. 
Under this method, we will recognize compensation cost, on a prospective basis, for the 
portion of outstanding awards for which the requisite service has not yet been rendered as 
of October 1, 2005, based upon the grant-date fair value of those awards calculated under 
SFAS 123 for pro forma disclosure purposes. We expect that the adoption of SFAS 123 
(R) will reduce our fiscal 2006 net income by approximately $0.5 million. 

On October 1, 2004, we completed our acquisition of the natural gas distribution and 
pipeline operations of ‘TXU Gas Company (TXU Gas). The purchase was accounted for as 
an asset purchase. The ‘TXU Gas operations we acquired are regulated businesses engaged 
in the purchase, transmission, storage, distribution and sale of natural gas in the north- 
central, eastern and western parts of Texas. Through these newly acquired operations, we 
provide gas distribution services to approximately 1.5 million residential and business 
customers in Texas, including the Dallas/Fort Worth metropolitan area. We also now own 
and operate a system consisting of 6,162 miles of gas transmission and gathering lines and 
five underground storage reservoirs in Texas. 

The purchase price for the ‘TXU Gas acquisition was approximately $1.9 billion (after 
preliminary closing adjustments and before transaction costs and expenses), which we paid 
in cash. We acquired approximately $121 million of working capital of TXU Gas and did 
not assume any indebtedness of TXU Gas in connection with the acquisition. TXU Gas 
retained certain assets, provided for the repayment of all of its indebtedness and redeemed 
all of its preferred stock prior to closing and retained and agreed to pay certain other 
liabilities under the terms of the acquisition agreement. The purchase price is subject to 
adjustment for the actual amount of working capital we acquired and other specified 
matters. We anticipate that the working capital settlement will be finalized during the third 
quarter of fiscal 2005. 

We funded the purchase price for the TXU Gas acquisition with approximately $235.7 
million in net proceeds from our offering of approximately 9.9 million shares of cornmon 
stock, which we completed on July 19, 2004, and approximately $1.7 billion in net 
proceeds from our issuance on October 1, 2004 of commercial paper backstopped by a 
senior unsecured revolving credit agreement, which we entered into on September 24, 2004 
for bridge financing for the TXU Gas acquisition. In October 2004, we paid off the 
outstanding commercial paper used to h n d  the acquisition through the issuance of senior 
unsecured notes on October 22, 2004, which generated net proceeds of approximately 
$1.39 billion, and the sale of 16.1 million shares of common stock on October 27, 2004, 
which generated net proceeds of $382.0 million. I $ 
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The following table summarizes the fair values of the assets acquired and liabilities 
assumed on October 1,2004, in thousands: 

Cash purchase price 
Transaction costs and expenses 

Total purchase price 

Net property, plant and equipment 
Accounts receivable 
Gas stored underground 
Other current assets 
Goodwill 
Deferred charges and other assets 
Accounts payable and accrued liabilities 
Other current liabilities 
Regulatory cost of removal obligation 
Deferred income taxes 
Deferred credits and other liabilities 

Total 

$1,904,877 
7,655 

$1,912,532 

$1,472,295 
61,519 

141,664 
20,293 

484,133 
41,634 

(43,216) 
(88,060) 

(138,991) 
8,713 

(47,45 2) 
$1,912,532 

The sale of TXU Gas's assets was held through a competitive bid process. We believe the 
resulting goodwill is recoverable given the expected synergies we can achieve as a result of 
the TXU Gas acquisition. To that end, the TXU Gas acquisition significantly expands our 
existing utility operations in Texas. The North Texas operations of TXU Gas bridge our 
geographic operations between our existing utility operations in West Texas and L,ouisiana. 
TXU Gas's headquarters and service area are centered in Dallas, Texas, which is also the 
location of our corporate headquarters. Further, the addition of the regulated pipelines and 
storage operations in North Texas may create additional gas marketing and other 
opportunities for our non-regulated subsidiaries, which include gas marketing and storage 
operations. The goodwill generated in the acquisition is deductible for tax purposes. 

Our allocation of the purchase price is preliminary and is subject to change due to the 
pending completion of the working capital settlement and our continuing review of the 
acquired assets and liabilities. The amount currently allocated to property, plant and 
equipment represents our estimate of the fair value of the assets acquired. We have based 
that estimate on the amount we believe will ultimately be approved as rate base for rate 
setting purposes. 

The table below reflects the unaudited pro forma results of the Company and TXU Gas for 
the three and six-month periods ended March 31, 2004 as if the acquisition and related 
financing had taken place at the beginning of fiscal 2004 (in thousands, except per share 
data): 
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Operating revenue $ 1,623,068 $ 2,734,578 
Net income 91,765 135,149 
Net income per diluted share $ 1.17 $ 1.73 

Goodwill and intangible assets are comprised of the following as of March 31, 2005 arid 
September 30,2004. 

arch31, Se er 30, 
2005 2004 

(In t~ousands) 

Goodwill $ 718,245 $ 234,112 
Intangible assets 3,799 4,160 
Total $ 722,044 $ 238,272 

The following presents our goodwill balance allocated by segment and changes in our 
balance for the six months ended March 3 1 , 2005: 

Natural Pipeline Other 
Gas and Non- 

utility arketimg Storage utiEty 
Segment Segment Segment Segment Total 

(In thousands) 

Balance as of September 30,2004 $ 199,400 $ 24,282 $ - $ 10,430 $ 234,112 
Intersegment transfer of assets"' - - 10,430 (10,430) - 
TXU Gas acquisition mote 3) 346,102 __ 138,031 __ 484,133 
Balance as of March 31,2005 $ 545,502 $ 24,282 $ 148,461 $ - $718,245 

( I )  Effective October 1 ,  2004, we created the pipeline and storage segment which includes the regulated 
pipeline and storage operations of the Atmos Pipeline-'Texas Division as well as the nonregulated 
pipeline and storage operations of Atmos Pipeline and Storage, LLC, previously included in our other 
nonutility segment. Accordingly, goodwill allocable to Atmos Pipeline and Storage, LLC was 
transferred to the pipeline and storage segment. 

During the second quarter of fiscal 2005, we completed our annual goodwill impairment 
assessment. Based upon the assessment performed, our goodwill was considered to be not 
impaired. 
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5. 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 arid over-the-counter 
quotations, time value and volatility factors underlying the contracts. 

The following table shows the fair values of our risk management assets and liabilities by 
segment at March 3 1, 2005 and September 30, 2004: 

Natural 
Gas 

(In thousands) 
Utility Marketing Total - 

March 31,2005: 

Assets from risk management activities, current $24,367 $ 5,408 $29,775 
267 267 Assets from risk management activities, noncurrent 

(1 0,475) (10,475) 
(1,096) (1,096) Liabilities from risk management activities, noncurrent 

Net assets (liabilities) $24,367 $ (5,896) $18,471 

- 

Liabilities from risk management activities, current - 
___ 

September 30,2004: 

Assets from risk management activities, current $ 25,692 $ 18,748 $44,440 
Assets from risk management activities, noncurrent - 562 5 62 
Liabilities from risk management activities, current (34,304) (5,154) (39,458) - 

(1,138) (1,138) Liabilities from risk management activities, noncurrent __ 

Net assets (liabilities) $ (8,612) $ 13,018 $ 4,406 

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, ciirrent 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 Effects of Certain Types of 
Regulation. Accordingly, there is no earnings impact to our utility segment as a result of 
the use of financial derivatives. For the 2004-2005 heating season, we hedged 
approximately 59 percent of our anticipated winter flowing gas requirements at a weighted 
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average cost of approximately $6.23 per Mcf. Our utility hedging activities also include 
the cost of our Treasury lock agreements which are described in further detail below. 1 

Nonutility Hedging 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 purchases and sales of gas in the future. 

Effective April 1, 2004, we elected to treat our fixed-price forward contracts as normal 
purchases and sales and ceased marking these contracts to market. As a result, unrealized 
gains and losses on open derivative contracts which are used to hedge price risk associated 
with these fixed-price forward contracts, are now recorded as a component of accumulated 
other comprehensive income and are recognized in earnings as a component of revenue 
when the hedged volumes are sold. 

For the three and six-inonth periods ended March 31, 2005, the change in the deferred 
hedging position in accumulated other comprehensive income 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 3 1 , 2005 of $4.2 million in 
net deferred hedging gains ($8.5 million during the three months ended March 3 1 , 2005) in 
net income when the derivative contracts matured according to their terms. The net 
deferred hedging gain associated with open cash flow hedges remains subject to market 
price fluctuations until the positions are either settled under the terms of the hedge 
contracts or terminated prior to settlement. Substantially all of the deferred hedging 
balance as of March 31, 2005 is expected to be recognized in net income during fiscal 
2005. 

Under our risk management policies, we seek to match our financial derivative positions to 
our physical storage positions as well as our expected current and future sales and purchase 
obligations to maintain no open positions at the end of each trading day. The determination 
of our net open position as of any day, however, requires us to make assumptions as to 
future circumstances, including the use of gas by our customers in relation to our 
anticipated storage and market positions. Because the price risk associated with any net 
open position at the end of each day may increase if the assumptions are not realized, we 
review these assumptions as part of our daily monitoring activities. We can also be 
affected by intraday fluctuations of gas prices, since the price of natural gas purchased or 
sold for future 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. On March 3 1, 2005, AEH had no net open positions (including existing storage). 

Treasury 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 
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million of long-term debt subsequent to September 30, 2004. This long-term debt was 
issued on October 22, 2004 and was used to repay a portion of the commercial paper used 
to fund the TXU Gas acquisition, as described in Note 3. 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 amount will remain in accumulated other comprehensive income and 
will be recognized as a component of interest expense over the next ten years. During the 
three and six-month periods ended March 3 1, 2005, we recognized approximately $1.4 
million and $2.3 million of this obligation as a component of interest expense. 

6. ebt 

Long-term debt 

L,ong-term debt at March 3 1, 2005 and September 30, 2004 consisted of the following: 

March 31, September 30, 
2005 2004 

Unsecured floating rate Senior Notes, due 2007 
Unsecured 4.00% Senior Notes, due 2009 
Unsecured 7.375% Senior Notes, due 201 1 
Unsecured 10% Notes, due 201 1 
Unsecured 5.125% Senior Notes, due 201 3 
Unsecured 4.95% Senior Notes, due 2014 
Unsecured 5.95% Senior Notes, due 2034 
Medium term notes 

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds 

Series J, 9.40% due 2021 
Series P, 10.43% due 2013 
Series Q, 9.75% due 2020 
Series T, 9.32% due 2021 
Series U, 8.77% due 2022 
Series V, 7.50% due 2007 

Total long-term debt 
Other term notes due in installments through 201 3 

Less: 
Original issue discount on unsecured senior 

Current maturities 
notes and debentures 

(In thousands) 

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

2,303 2,303 
250,000 250,000 
500,000 - 

200,000 - 

10,000 10,000 
10,000 10,000 

150,000 150,000 

17,000 17,000 
10,000 1 1,250 
16,000 16,000 
18,000 18,000 
20,000 20,000 
2,500 4,167 
8,898 9,830 

2,264,701 868,550 

(3,99 7) (1,331) 
(5,887) (5,908) 

$ 2,254,817 $ 861,311 
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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 3 1, 2005, the interest rate on our floating rate 
debt was 3.035 percent. 

1 

Short-term debt 

At March 31, 2005 and September 30, 2004, there were no short-term amounts outstanding 
under our corrunercial paper program or bank 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 bank. 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. 

Committed credit jucilities 

As of March 31, 2005, we had two short-term committed credit facilities totaling $618.0 
million, one of which is an unsecured facility for $600.0 million that bears interest at the 
Eurodollar rate plus 0.625 percent and serves as a backup liquidity facility for our $600.0 
million commercial paper program. At March 31, 2005, no commercial paper was 
outstanding. We entered into this facility or1 October 22, 2004 to replace our $350.0 
million credit facility that served as the backup liquidity facility for our $350.0 million 
commercial paper program. 

We have a second unsecured working capital facility in place for $18.0 million that bears 
interest at the Federal Funds rate plus 0.5 percent. This facility expired on March 3 1 , 2005 
and was renewed effective April 1, 2005 with no material changes to its terms and pricing. 

The availability of funds under our credit facilities is subject to conditions specified in the 
respective credit agreements, 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 
our $600.0 million credit facility to maintain, at the end of each fiscal quarter, a ratio of 
total debt to total capitalization of no greater than 70 percent. At March 31, 2005, our 
total-debt-to-total-capitalization ratio, as defined, was 60 percent. In addition, both the 
interest margin over the Eurodollar rate and the fee that we pay on unused amounts under 
our $600.0 million credit facility are subject to adjustment depending upon our credit 
ratings. 
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Unconznzitted credit, facilities 
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AEM had a $250.0 million uncommitted demand working capital credit facility that bore 
interest at the Eurodollar rate plus 2.5 percent that was scheduled to expire on March 3 1, 
2005. On March 30, 2005, the facility was amended and extended to March 31, 2006. 
This facility is guaranteed by AEH. 

Borrowings under the amended facility can be made either as revolving loans or offshore 
rate loans. Revolving loan borrowings will bear interest at a floating rate equal to a base 
rate (defined as the higher of 0.50% per annum above the Federal Funds rate or the lender’s 
prime rate) plus 0.50%. 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 1.375% to 
1.75% 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 1.125% to 2.00% per annum, depending on the excess tangible net 
worth of AEM and whether the letters of credit are swap-related standby letters of credit. 

AEM is required by the financial 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 $50 million. Additionally, AEM must 
maintain a minimum tangible net worth ranging from $21 million to $51 million, and a 
maximum cumulative loss from March 30, 2005 ranging from $4 million to $10 million, 
depending on the total amount of borrowing elected from time to time by AEM. At March 
3 1, 2005, AEM’s ratio of total liabilities to tangible net worth, as defined, was 1.95. 

At March 31, 2005, no amounts were outstanding under this credit facility. However, at 
March 31, 2005, AEM letters of credit totaling $103.1 million had been issued under the 
facility and reduce the amount available. The amount available under this credit facility is 
also limited by various covenants, including covenants based on working capital. Under 
the most restrictive covenant, the amount available to AEM under this credit facility was 
$46.9 million at March 3 1, 2005. Finally, this line of credit is collateralized by a blocked 
account maintained at AEM whereby collections &om customers are deposited into the 
account, and AEM withdraws funds from the account through an established approval 
process. 

Atrnos Energy Corporation also has an unsecured short-term uncommitted credit line for 
$25.0 million that is used for working-capital and letter-of-credit purposes. There were no 
borrowings under this uncommitted credit facility at March 3 1, 2005, but Atmos Energy 
Corporation (AEC) letters of credit reduced the amount available by $4.3 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 are made on a when- 
and as-available basis at the discretion of the bank. 
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In addition, AEM has a $100.0 million intercompany credit facility with AEC through 
AEH for its nonutility business which bears interest at the LIBOR rate plus 2.75 percent. 
Any outstanding amounts under this facility are subordinated to AEM’s $250.0 million 
uncommitted demand credit facility described above. This facility is used to supplement 
AEM’s $250.0 million credit facility and has been approved by our state regulators through 
December 3 1, 2005. At March 3 1, 2005, $15 .O million was outstanding under this facility 
and is eliminated in consolidation. 

eb t Coven ants 

We have other covenants in addition to those described above. Most of our First Mortgage 
Bonds contain provisions that allow us to prepay the outstanding balance in whole at any 
time, subject to a prepayment premium. The First Mortgage Bonds provide for certain cash 
flow requirements and restrictions on additional indebtedness, sale of assets and payment 
of dividends. Under the most restrictive of such covenants, cumulative cash dividends paid 
after December 31, 1988 may not exceed the sum of accumulated net income for periods 
after December 31, 1988 plus $15.0 million. At March 31, 2005 approximately $202.4 
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, 2005. 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding 
indebtedness arising out of any other credit agreements in amounts ranging from in excess 
of $15 million to in excess of $100 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 indebtedness, as defined, by at least $250 
thousand in the aggregate. Additionally, this agreement contains a provision that would 
limit the amount of credit available if Atmos is 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. 

7. Equity 

On February 9, 2005, shareholders approved an amendment to our Articles of 
Incorporation to increase the number of authorized shares from 100 million to 200 million. 

On October 27, 2004, we completed the public offering of 16.1 million shares of our 
cormnon stock including the underwriters’ exercise of their overallotment option of 2.1 
million shares. The offering was priced at $24.75 and generated net proceeds of 
approximately $382.0 million. We used the net proceeds from this offering, together with 

20 
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net proceeds of $235.7 million from a public offering we conducted in July 2004 atid $1.39 
billion received from the issuance of senior unsecured notes to pay off the $1.7 billion in 
outstanding commercial paper described in Note 3 and furid the remainder of the purchase 
price for the TXU Gas acquisition. 

arnings Per Share 

Basic and diluted earnings per share at March 3 1 are calculated as follows: 

For the Three For the Six 
onths Ended Months Ended 
March 31 March 31 

2005 2004 2005 2004 

Net income 

(In thousands, except per share amounts) 

$ 88.502 $ 58,305 $ 148,101 $ 87,846 

Denominator for basic income per share - 

Effect of dilutive securities: 
weighted average common shares 

Restricted and other shares 
Stock options 

weighted average conunon shares 
Denominator for diluted income per share 

Income per share - basic 
Income per share - diluted 

79,270 51,850 77,290 5 1,666 

335 132 330 132 
155 25 8 149 259 

79.760 52.240 77.769 52.057 

$ 1.12 $ 1.12 $ 1.92 $ 1.70 
$ 1.11 $ 1.12 $ 1.90 $ 1.69 

There were no out-of-the-money options excluded from the computation of diluted 
earnings per share for the three months ended March 31, 2005. There were 3,000 out-of- 
the-money options excluded from the computation of diluted earnings per share for the 
three months ended March 31, 2004 as their exercise price was greater than the average 
market price of the common stock during that period. 

There were no out-of-the-money options excluded from the computation of diluted 
earnings per share for the six months ended March 31,2005. There were 3,000 out-of-the- 
money options excluded from the computation of diluted earnings per share for the six 
months ended March 3 1 ,  2004 as their exercise price was greater than the average market 
price of the common stock during that period. 

9. Interim Pension and Other Post Retirement Benefit Plan Information 

The components of our net periodic pension cost for our pension and other post-retirement 
benefit plans for the three months ended March 31, 2005 and 2004 are presented below. 
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. t 
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i 

I 

- 2005 2004 2005 2004 
(In thousands) 

Components of net periodic pension cost: 
Service cost $ 3,136 $ 2,433 $ 2,478 $ 1,405 
Interest cost 6,O 17 6,004 2,366 1,75 1 

Amortization of transition asset I 24 3 78 3 78 
Amortization of prior service cost (2) 96 96 
Amortization of actuarial loss 1,891 

Net periodic pension cost $ 4,158 $ 2,953 $ 4,951 $ 3,234 

Expected return on assets (6,885) (7,524) (5 18) (396) 

- 151 
(2) 

2,018 

The components of our net periodic pension cost for our pension and other post-retirement 
benefit plans for the six months ended March '3 1, 2005 and 2004 are as follows: 

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 

2005 2004 2005 2004 
(In thousands) 

$ 6,272 $ 4,866 $ 4,956 $ 3,130 
12,034 12,008 4,732 3,854 I 

(13,770) (15,048) (1,036) (731) 
2 48 756 756 

192 192 
635 

2 8,316 $ 5 , 9 0 6 7 9 , 9 0 2  $ 7,836 

(4) 
4,036 302 

(4) 
3,782 

The assumptions used to develop our net periodic pension cost for the three and six months 
ended March 3 1, 2005 and 2004 are as follows: 

Other Benefits 
2005 2004 2005 2004 

- 
Discount rate 6.25% 6.00% 6.25% 6.00% 
Rate of compensation increase 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets 8.75% 9.00% 5.30% 5.30% 

We did not contribute to our pension plans during the six months ended March 3 1, 2005. 
We are not required to make a minimum fluriding contribution during fiscal 2005 nor do we 
anticipate making any voluntary contributions during the remainder of fiscal 2005. During 
the six months ended March 31, 2005, we contributed $4.5 million to our other post- 
retirement plans and we expect to contribute a total of $1 1.7 million to these plans during 
fiscal 2005. 
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10. Commitments and Contingencies 

Litigation and Environnt ental Matters 

We are involved in litigation and erivironmental matters and claims that arise out of our 
ordinary course of business. While the ultimate results of such litigation and response 
actions to such environmental matters and claims cannot be predicted with certainty, we 
believe the final outcome of such litigation and response actions will riot have a material 
adverse effect on our financial condition, results of operations or net cash flows. 

As discussed in our Form 10-Q for the three months ended December 3 1, 2004, we were 
the plaintiff in a case styled Energas Conipany, a Division of Atnios Energy Corpoi-ation v. 
ONEOK Energy Marketing and Trading Conipany, L,.P., ONEOK Westex Ti-ansniission, 
Inc., and ONEOK Energy Marketing and Trading Coinpany II, filed in December 200 1, in 
the 72"d Judicial District in the District Court of Lubbock County, Texas. This case was 
filed to recover damages resulting from various claims involving the sale, measurement, 
transportation and balancing of natural gas. This case arid all related claims have been 
settled. The settlement did not have a material effect on our financial condition, results of 
operations or net cash flows. 

During the six months ended March 31, 2005, there were no other material changes in the 
status of the litigation and environmental matters that were disclosed in Note 13 to our 
annual report on Form 10-K for the year ended September 30, 2004. However, with the 
acquisition of the natural gas distribution and pipeline operations of TXU Gas Company on 
October 1,  2004, we assumed responsibility for certain litigation and claims that arose in 
the ordinary course of the business of TXU Gas Company. We believe the final outcome 
of such litigation and claims will not have a material adverse effect on our financial 
condition, results of operations or net cash flows. 

Purchase Coiiimtitnteitts 

AEM has commitments to purchase physical quantities of natural gas under contracts 
indexed to the forward NYMEX strip or fixed price contracts. At March 3 1, 2005, AEM is 
committed to purchase 61.3 Bcf within one year, 6.6 Bcf within one to three years and 1 .5 
Bcf after three years under indexed contracts. AEM is committed to purchase 0.4 Bcf 
within one year and 0.1 Bcf within one to three years under fixed price contracts with 
prices ranging from $5.24 to $7.77. Purchases under these contracts totaled $345.3 million 
and $401.3 million for the three months ended March 31, 2005 and 2004 and $705.4 
million and $698.0 million for the six months ended March 3 1, 2005 and 2004. 

Our historical utility operations maintain supply contracts with several vendors that 
generally cover a period of up to one year. Coinmitments for estimated base gas volumes 
are established under these contracts on a monthly basis at contractually negotiated prices. 
Commitrnents for incremental daily purchases are made as necessary during the month in 
accordance with the tenns of the individual contract. 



1 Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of 
gas for our customers in this service area which obligate it to purchase specified volumes at 
market prices. The estimated commitments under these contracts as of March 3 1, 2005 are 
as follows (in thousands): 

2005 
2006 
2007 
2008 
2009 
Thereafter 

$ 206,029 
135,701 
22,93 1 
12,114 
9,596 

361094 
$ 422,465 -- 

ther 

In January 2005, we signed a letter of intent with a third party to jointly construct, own and 
operate a 45-mile large diameter natural gas pipeline in the northern portion of the 
DalladFort Worth Metroplex. Under terms of the letter of intent, the third party will 
provide the initial capital to build the pipeline and we will contribute up to $42.5 million 
within two years of signing of a definitive agreement. The pipeline is currently expected to 
be placed into service in fiscal 2006. 

Credit risk is the risk of financial loss to us if a custorner fails to perfonn its contractual 
obligations. We engage 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 transactions 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 customer base. 

This diversification in AEM's customers helps mitigate its credit exposure. 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 
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operations and cash flows will not be materially affected as a result of nonperformance by 
any 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 the credit department, but are primarily based on external ratings provided by 
Moody’s Investor Service Inc. andor Standard & Poor’s. For non-rated entities, the 
default rating for municipalities is investment grade, while the default rating for non- 
guaranteed industrial and commercial customers is non-investment grade. The table below 
shows the percentages related to the investment ratings as of March 31, 2005 and 
September 30,2004. 

31.2005 SeDtember 30.20 

Investment grade 
Non-investment grade 

Total 

5 0% 55% 
50% 45% 

100% 100% 

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 3 1, 2005. Investment grade counterparties have minimum credit ratings 
of BBB-, assigned by Standard & Poor’s; or Baa3, assigned by Moody’s Investor Service. 
Non-investment grade counterparties are composed 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 
composed of numerous smaller counterparties, none of which is individually significant. 

At March 31,2005 
Natural 

Gas 

Segment (I )  Segment Consolidated 
(In thousands) 

Utility Marketing 

Investment grade counterparties $ 24,367 $ 5,299 $ 29,666 
Now investment grade counterparties ___ 3 76 376 

$ 24,367 $ 5,675 $ 30,042 

( I )  Counterparty risk for our utility segment is minimized because hedging gains and losses are passed 
through to our customers. 
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12. Segment Infor 

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 authority and industrial customers through 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 nonutility businesses we provide natural gas management and marketing 
services to industrial customers, municipalities and other local distribution companies 
located in 18 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 sales 
operations, 
the natural gas marketing segment, which includes a variety of 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 nonutility operations. 

Effective October 1, 2004, we created the pipeline and storage segment which includes the 
regulated pipeline and storage operations of the Atmos Pipeline-Texas Division and the 
nonregulated pipeline and storage operations of Atmos Pipeline and Storage, LLC, which 
was previously included in our other nonutility segment. Segment information for all prior 
year periods has been restated to reflect our new organizational structure. 

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, 2004. We evaluate performance based 
on net income or loss of the respective operating units. Summarized income statements by 
segment are shown in the following tables. 



Operating revenues from 

Intersegment revenues 
external parties 

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 

Income tax expense 
taxes 

Net income 

For the three months ended March 31,2005 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

$1,235,092 $ 429,598 $ 19,827 $ 568 $ __ $ 1,685,085 
I _  

285 831293 25,719 710 (1  10,007) - 

1.235.377 512.891 45,546 1,278 (1  10,007) 1,685,085 
I 1  

912,309 5011731 1,718 - (1 09,256) 1,306,502 
323,068 11,160 43,828 1,278 (75 1) 378,583 

86,469 4,016 15,532 893 (801) 106,109 

41,181 474 3,642 29 - 45,326 

52,220 26 1 2,398 88 - 54,967 
179,870 4,75 1 2 1,572 1,010 (801) 206,402 

1,974 20 1 292 616 (2,125) 958 
28,062 679 6,228 179 (2,075) 33,073 

117.1 10 5.93 1 16.320 705 - 140,066 

143,198 6,409 22,256 268 so 172,181 

43,459 2,140 5,682 283 - 5 1,564 
$ 73,651 $ 3,791 $ 10,638 $ 422 $ - $ 88,502 - 

For the three months ended March 31,2004 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

Operating revenues from 
external parties $707,985 $ 406,112 $ 2,788 $ 600 $ - $ 1,117,485 

Intersegment revenues 297 11 1,106 7,179 87 (1 18,669) - 

708,282 51 7,218 9,967 687 (1 18,669) 1,117,485 
Purchased gas cost 5 18,820 505,356 5,681 ___ (1 18,498) 91 1,359 

Gross profit 189,462 1 1,862 4,286 687 (171) 206,126 
Operating expenses 

Operation and 

Depreciation and 
maintenance 54,001 4,357 626 280 (171) 59,093 

amortization 22,145 536 429 28 - 23,138 
Taxes. other than 

income 17,845 297 243 96 18,481 - ___ 

Total operating expenses _._ 93,991 5,190 1,298 404 (171) 100,712 
Operating income 95,471 6,672 2,988 283 - 105,414 

I 
i 

Miscellaneous income 1,266 229 17 4,922 (1,978) 4,456 
Interest charges 16,106 1 ,ox 1 340 61 1 (1,978) 16,160 
Income before income 

taxes 80,63 1 5,820 2,665 4,594 __ 93,710 
Income tax expense 301073 2,398 1,078 1,856 - 35,405 

Net income $ 50,558 $ 3,422 $ 1,587 $ 2,738 $ - $ 58,305 
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For the six months ended March 31,2005 / 
Natural Gas Pipeline Qther 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

Operating revenues from 
external Darties $2.148.498 $ 862,508 $ 41,579 $ 1,124 $ - $ 3,053,709 

, ,  

Intersegment revenues 560 1 441 1 84 47,657 1,513 (193,914) - 

2,149,058 1,006,692 89,236 2,637 (1 93,914) 3,053,709 
Purchased gas cost 1,568,679 968,688 5,590 - (1  92,283) 2,350,674 

Gross profit 580,379 38,004 83,646 2,637 (1,631) 703,035 
Operating expenses 

Operation and 
maintenance 

Depreciation and 
amortization 

Taxes, other than 
income 

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income 

Income tax expense 
taxes 

Net income 

183,022 7,462 28,542 1,940 (1,731) 219,235 

80,232 978 8,055 58 __ 89,323 

88,840 170 4,446 166 __ 93,622 
402,180 352,094 8,610 41,043 2,l 64 (1,731) 

228,285 29,394 42,603 473 100 300,855 
2,946 447 607 1,209 (3,866) 1,343 

55,321 1,080 12,399 581 (3,766) 65,615 

175.910 28,761 30,811 1,101 - 236,583 
651236 111708 1 1,089 449 - 88,482 

652 $ - $ 148,101 $ 110,674 $ 17,053 $ 19,722 $ 

For the six months ended March 31,2004 --- 
Natural Gas Pipeline Qther 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

Operating revenues from 
external Darties $1,168,194 $ 707,536 $ 4,157 $ 1,214 $ - $ 1,881,101 . .  

__ Intersegment revenues 576 183,511 8,729 182 (1 92,998) - 
1.168.770 89 1.047 12,886 1,396 (192,998) 1,881,101 

I ,  

Purchased gas cost 840,884 86 11687 6,008 - ( 1  92,657) 1,515,922 
Gross profit 327,886 29,360 6,878 1,396 (34 1) 365,179 

Operating expenses 
Operation and 
maintenance 

Depreciation and 
amortization 

Taxes, other than 
income 

Total operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income 

Income tax expense 
taxes 

Net income 

1 16,009 106,115 7,984 1,276 975 (341) 

44,637 1,066 848 60 __ 46,611 

32,285 428 704 187 - 33,604 
183,037 9,478 2,828 1,222 (341) 196,224 
144,849 19,882 4,050 174 - 168,955 

2,333 352 23 6,111 (3,156) 5,663 
33,166 1,873 55 1 1,061 (3,156) 33,495 

114.016 18,361 3,522 5,224 ___ 14 1,123 
42,347 7,403 1,420 2,107 __ 53,277 

$ 71,669 $ 10,958 $ 2,102 $ 3,117 $ - $ 87,846 



Balance sheet inforrnation at March 31, 2005 and September 30, 2004 by segment is 
presented in the following tables: 

At March 31,2005 
Natural Pipeline 

Gas and Other 

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 i 

CAPITALIZATION AND 
LIABILITIES 
Shareholders’ equity 
Long-term debt 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-temi debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

Utility Marketing Storage Nonutility Eliminations Consolidated 
(In thou sands) 

$ 2,817,614 $ 7,558 $ 425,004 $ 1,419 $ __ $ 3,251,595 
201,732 (1,741) - - (1  99,991) - 

224,23 1 22,749 7 139 - 247,126 

- 16,990 - - - 16,990 

24,367 7,980 - - (2,5 72) 29,775 

4 8 2,9 7 8 - - 3 1,662 (5 14,640) ___ 

- 3,799 - - __ 3,799 

608,617 272,297 41,458 18,811 (5 7,308) 883,875 

1,340,193 320,016 4 1,465 50,612 (574,520) 1,177,766 

545,502 24,282 148,461 - - 71 8,245 

23 1,95 1 1,379 6,037 2 1,405 __ 260,772 
$ 5,136,992 $ 355,906 $ 620,967 $ 73,436 $ (774,857) $ 5,412,444 

$ 1,632,270 $ 116,862 $ 51,792 $ 33,078 $ (201,732) $ 1,632,270 
2,247,890 ___ - 6,927 ___ 2,254,8 17 
3,880,160 1 16,862 5 1,792 40,005 (201,732) 3,887,087 

3,917 - - 1,970 __ 5,887 
- - - 15,000 (1 5,000) __ 

- 17,609 - - (7,134) 10,475 
583,861 179,089 87,121 7,520 (36,032) 821,559 

(572,806) 837,921 587,778 240,936 557,523 24,490 
240,348 (3,356) 6,840 1,977 27 245,836 

- 44,238 470,402 - (5 14,640) - 

- 1,442 ___ - (346) 1,096 

246,285 - - - - 246,285 

182,421 22 4,s 12 6,964 - 194,219 
$ 5,136,992 $ 355,906 $ 620,967 $ 73,436 $ (774,857) $ 5,412,444 

29 
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ASSETS 
Property, plant and 

equipment, net 
Investment in subsidiaries 
Current assets 

Cash and cash equivalents 
Assets from risk 

management activities 
Other current assets 
Intercotnpany receivables 

Total current assets 
Intangible assets 
Goodwill 
Noncurrent assets from risk 

management activities 
Deferred charges and 

other assets 

CAPITALIZATION ANLI 
LIABILITIES 
Shareholders' equity 
Long-term debt 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-term debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

I At September 30,2004 
Natural Pipeline 

Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

$ 1,669,304 $ 7,875 $ 43,784 $ 1,558 $ - $ 1,722,521 
__ __ ( 162,8 16) - 164,300 (1,484) 

182,846 18,734 - 352 __ 20 1,932 

25,692 24,4 12 - - (5,664) 44,440 
253,829 170,363 13,473 18,815 (25,740) 430,740 

__ __ 16,079 (1 8,074) __ 1,995 
464,362 2 13,509 13,473 3 5,246 (49,478) 677,112 

- 4,160 - __ __ 4,160 
199,400 24,282 10,430 - __ 234,112 

- 734 - __ ( I  72) 562 

207,019 1,661 25 22,711 __ 231,416 
$ 2,704,385 $ 250,737 $ 67,712 $ 59,515 $ (212,466) !$ 2,869,883 - 

$ 1,133,459 $ 103,376 $ 28,499 $ 32,425 $ (164,300) $ 1,133,459 
853,472 - - 7,839 - 861,311 

1,986,93 1 103,376 28,499 40,264 (1 64,300) 1,994,770 

34,304 1 1,407 __ - (6,253) 39,458 
236.257 124.577 24,014 7,558 (23,304) 369,102 

__ 9,906 8,168 __ (1 8,074) I - 
274,478 145,890 32,182 9,549 (47,63 1) 4 14,468 
208,325 (3,360) 6,96 1 1,977 27 213,930 

103,579 __ - __ - 103,579 

141,998 13 1,072 3,131 70 7,725 - 

i 

30 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atinos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation 
as of March 3 1, 2005, arid the related condensed consolidated statements of income for the 
three-month and six-month periods ended March 31, 2005 and 2004, and the condensed 
consolidated statements of cash flows for the six-month periods ended March 3 1, 2005 and 
2004. These financial statements are the responsibility of the Company's management. 

We conducted our review in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). A review of interim financial information 
consists principally of applying analytical procedures and making inquiries of persons 
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 interim 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, 2004, 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 9, 2004, 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, 2004, 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 6,2005 
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Item 2. Management’s Discussion and Analysis of Financial Condition and 
Results of Operations 

The following discussion should be read in conjunction with the condensed consolidated 
financial statements in this Quarterly Report on Form 10-Q and Management’s Discussion 
and Analysis in our Annual Report on Form 10-K for the year ended September 30,2004. 

The statements contained in this Quarterly Report on Form 10-Q may contain “forward- 
looking statements” within the meaning of Section 21E of the Securities Exchange Act of 
1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made in good faith by the Company and are intended to qualify 
for the safe harbor from liability established by the Private Securities Litigation Refonn 
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 
wanner than normal weather in the Company’s 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 fonns of energy; risks 
relating to the acquisition of the TXU Gas operations, including without limitation, the 
Company’s increased indebtedness resulting from the acquisition and the successful 
integration of the TXU Gas operations; and other 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, 2004. 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 infonnation, future 
events or otherwise. 
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OVERVIEW 

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

Through our nonutility businesses we provide natural gas management, transportation, 
storage and marketing services to industrial customers, municipalities and other local 
distribution companies located in 1 8 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 sales 
operations, 
the natural gas marketing segment, which includes a variety of natural gas 
management services, 
the pipeline arid 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 nonutility operations. 

Fiscal 2005 has been highlighted by our acquisition of the natural gas distribution and 
pipeline operations of TXU Gas Company (TXU Gas). The TXU Gas operations we 
acquired are regulated businesses engaged in the purchase, transmission, distribution and 
sale of natural gas in the north-central, eastern and western parts of Texas. Through these 
newly acquired operations, we provide gas distribution services to approximately 1 .5 
million residential and business customers in Texas, including the Dallas/Fort Worth 
metropolitan area. We also now own and operate a system consisting of 6,162 miles of gas 
transmission and gathering lines and five underground storage reservoirs in Texas. On 
April 1, 2005, we assumed the operations of a Waco, Texas call center and all call center 
services provided by TXU Gas under a transitional services agreernent were terminated. 
We intend to close the purchase of the related assets on October 1, 2005. 

The purchase price for the TXU Gas acquisition was approximately $1.9 billion, before 
transaction costs and expenses, which we paid in cash. We funded the purchase price for 
the TXU Gas acquisition with approximately $235.7 million in net proceeds from our 
offering of approximately 9.9 million shares of common stock, which we completed on 
July 19, 2004, and approximately $1.7 billion in net proceeds from our issuance on October 
1, 2004 of commercial paper backstopped by a senior unsecured revolving credit 
agreement, which we entered into on September 24, 2004 for bridge financing for the TXU 
Gas acquisition. In October 2004, we paid off the outstanding commercial paper used to 
fund the acquisition through the issuance of senior unsecured notes on October 22, 2004, 
which generated net proceeds of approximately $1.4 billion and the sale of 16.1 million 
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shares of common stock on October 27, 2004, which generated net proceeds of 
approximately $382.0 million. 

As a result of the acquisition, effective October 1, 2004, we created the pipeline and 
storage segment which includes the regulated pipeline and storage operations of the Atmos 
Pipeline-Texas Division and the rionregulated pipeline and storage operations of Atmos 
Pipeline and Storage, LLC, which was previously included in our other nonutility segment. 

The TXU Gas acquisition essentially doubled the size of the Company. The following 
table presents selected financial information for the Mid-Tex Division and Atmos Pipeline- 
Texas Division operations for the three and six-month periods ended March 3 1,2005: 

(In thousands, unless otherwise noted) 

Operating revenues 
Gross profit 
Operation and maintenance 
Depreciation and amortization 
Taxes, other than income 
Operating income 
Miscellaneous income (expense) 
Interest charges 
Income tax expense 
Net income 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 

Pipeline transportation volumes - MMcf 

Heating Degree Days - Percent of Normal 

$ 522,410 
131,155 
39,368 
17,349 
33,416 
41,022 

586 
1 2,oo 1 
9,964 

$ 19,643 

$ 41,862 $ 
41,358 
14,93 1 
3,317 
2,223 

20,887 
(1 05) 

5,979 
5,109 

$ 9,694 $ 

924,658 
245,114 

79,439 
33,082 
53,023 
79,570 

996 
23,44 1 
20,049 
37,076 

$ 80,376 
76,225 
27,449 

7,404 
4,095 

37,277 
9 

1 1,746 
8,943 

$ 16,597 

56,484 NA 96,634 NA 
13.669 NA 25.468 NA 
70,153 NA 122,102 NA 

NA 84,208 NA 156,961 

82% NA 80% NA 

The impact of the TXU Gas acquisition, cornbined with continued strong performarice in 
our natural gas marketing segment contributed to the following financial results during the 
six-months ended March 3 1, 2005: 

Our utility segment net income increased $39.0 million. The increase reflects the 
impact of the acquisition of the Mid-Tex operations ($37.1 million) and the effect of 
rate increases in our West Texas and Mississippi jurisdictions that were not in effect 
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during the first six months of fiscal 2004, partially offset by weather (adjusted for 
WNA) in our historical operations that was five percent warmer than normal and 
two percent warmer than the prior year. 

Our natural gas marketing segment net income increased $6.1 million during the six 
months ended March 31, 2005 compared with the six months ended March 31, 
2004. The increase in natural gas marketing net income primarily reflects favorable 
results froin the management of our storage portfolio partially offset with an 
unfavorable movement in the forward indices used to value our storage financial 
instruments. 

Our pipeline and storage segment contributed $19.7 million in net income for the 
six months ended March 31, 2005 compared with $2.1 million for the six-month 
period ended March 31, 2004, primarily reflecting the acquisition of the Atrnos 
Pipeline-Texas Division ($16.6 million). 

Our total debt to capitalization ratio at March 3 1, 2005 was 58.1 percent compared 
with 43.3 percent at September 30, 2004 reflecting the impact of the financing for 
the TXU Gas acquisition. 

Operating cash flow provided $400.1 million compared with $290.6 million, 
reflecting increased net income, more effective net working capital management 
partially offset by lower than expected utility sales volumes due to the effect of 
warmer weather and seasonably unfavorable purchased gas cost recoveries. 

Capital expenditures increased to $1 37.5 million from $83.7 million primarily 
reflecting spending for the Mid-Tex Division ($45.8 million) and the Atmos 
Pipeline-Texas Division ($7.9 million). 

UNTING EST 

Our condensed consolidated financial statements were prepared in accordance with 
accounting principles generally accepted in the United States. Preparation of these 
financial statements requires us to make estimates and judgments that affect the reported 
amounts of assets, 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. Our 
critical accounting estimates are reviewed by the Audit Committee on a quarterly basis. 
Actual results may differ from estimates. 
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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, 2004 and includes the following: 

Regulation 
Revenue Recognition 
Allowance for Doubtful Accounts 
Derivatives and Hedging Activities 
Impairment Assessments 
Pension and Other Postretirement Plans 

I 

There have been no significant changes to these critical accounting policies during the six 
months ended March 3 1,2005. 

The following table presents our financial highlights for the three and six-month periods 
ended March 3 1,2005 and 2004: 

Three Months Ended Six Months Ended 
March 31 March 31 

2005 2084 2005 2004 
( ~ n  thousands, unless otherwise noted) 

- 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 
Net income 

$ 1,685,085 
378,583 
206,402 
172,181 

958 
33,073 

140,066 
5 1,564 

$ 88,502 

$ 1,117,485 
206,126 
100,712 
105,414 

4,456 
16,160 
93,710 
3 5,405 

$ 58,305 

$3,053,709 
703,035 
402,180 
300,855 

1,343 
65,6 15 

236,583 
88,482 

$ 148,101 

$1,881,101 
365,179 
196,224 
168,955 

5,663 
33,495 

14 1,123 
53,277 

$ 87,846 

Utility sales volumes - MMcf 128,195 77,184 2 19,152 127,865 
Utility transportation volumes - MMcf 3 1,904 20,647 59,882 38,145 

Total utility throughput - MMcf 160,099 9733 1 279,034 166,010 
e 

Natural gas marketing sales volumes - MMcf 66,644 67,172 126,940 126,089 
Pipeline transportation volumes - MMcf 84,208 - 156,961 - - 
Heating degree days ( I '  

Actual (weighted average) 
Percent of normal 

1,422 1,772 2,415 3,012 
90% 97% 89% 96% 

Consolidated utility average transportation 

Consolidated utility average cost of gas 
revenue per Mcf $ 0.53 $ 0.42 $ 0.55 $ 0.43 

per Mcf sold $ 7.12 $ 6.72 $ 7.16 $ 6.58 

( I )  Adjusted for service areas that have weather normalized operations. 
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The following tables show our operating income by segment for the three-month and six- 
month periods ended March 3 1, 2005 and 2004. The presentation of our utility operating 
income is included for financial reporting purposes and may not be appropriate for 
ratemaking purposes. 

For the Three Months Ended March 31 
200s 2004 

Colorado-Kansas 
Kentucky 
L,ouisiana 
Mid-S tates 
Mid-Tex ( ') 
Mississippi (2) 

West Texas 
Other 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment ( 3 )  

Other nonutility segment 
Consolidated operating income 

Heating 
egree 

Days 
Operating Percent of Operating Percent of 

~ncome ~ o l r m a ~  (4 )  ~ n c ~ m e  Normal (4)  

(In thousands, except degree day information) 

$ 16,248 
10,758 
16,250 
24,705 
4 1,022 
18,509 
15,302 

404 
143,198 

6,409 
22,256 

97% $ 
100% 
74% 
95% 
82% 

100% 
99% 

90% 
- - 

___ 

__ 

11,119 
1 1,242 
2 1,445 
23,5 13 

17,131 
9,501 
1,520 

95,47 I 
6,672 
2,988 

- 

100% 
100% 
93% 
98% 

100% 
__I 

94% 
- 

97% 
___ 

- 

- 283 ___ 318 
$ 172,181 90% $ 105,414 97% 
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Colorado-Kansas 
Kentucky 
Louisiana 
Mid-States 
Mid-‘rex ( I )  

Mississippi ( l )  

West Texas 
Other 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment ( 3 )  

Other nonutility segment 
Consolidated operating income 

Notes to preceding tables: 

1 
1 

prating Percent of 

t degree day ~ ~ ~ o r ~ a ~ o  

$ 24,483 
16,603 
22,583 
35,843 
79,570 
27,116 
21,088 

999 

98% $ 19,357 
98% 17,806 
78% 29,701 
93% 37,384 
80% - 
95% 25,364 

100% 14,167 
___ 1.070 

228,285 
29,394 
42,603 

573 

89% 144,849 
- 19,882 
__ 4,050 
__ 174 

$ 300,855 89% $ 168,955 

100% 
99% 
92% 
96% 

100% 
91% 

- 

- 
96% 
- 
- 
I_ 

96% 

( I )  Operating income for the Mid-Tex Division reflects operating income since October I ,  2004. 
(2) The name of this division was changed from the Mississippi Valley Gas Company Division in April 

( 3 )  Operating income for the pipeline and storage segment reflects operating income for the Atmos 

(4) Adjusted for service areas that have weather normalized operations. 

2005. 

Pipeline-Texas Division since October 1,2004. 

arch 31,2005 compared with Three 
2004 

Utility segiit eiit 

Our utility segment has historically contributed 70 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 

period from April through September of each year. Accordingly, our second fiscal quarter 
year and lower operating revenues and either lower net income or net losses during the I 



has historically been our most critical earnings quarter with an average of approximately 68 
percent of our consolidated net income having been earned in the second quarter during the 
three most recently conipleted fiscal years. Additionally, we typically experience higher 
levels of accounts receivable, accounts payable, gas stored underground and short-term 
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. Utility sales to 
industrial customers are much less weather sensitive. IJtility 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. 

Georgia 
Kansas 

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 thraugh 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 il-idustrial customers, to use alternative energy sources. Higher 
gas costs may also adversely impact our accounts receivable collections, resulting in higher 
bad debt expense. 

October - May 
October - Mav 

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 3 1, 2005, we had, 
or received regulatory approvals for, WNA in the following service areas for the following 
periods, which covered approximately 1.1 million meters: 

Kentucky 
Mississimi 

November - April 
November - Mav 

Tennessee k. Texas i November - April 
October - Mav 

The Atmos Energy 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 mitigate the impact of warmer-than-normal 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. 
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Opemting income I 

Utility gross profit increased to $323.1 million for the three months ended March 3 1, 2005 
from $189.5 million for the three months ended March 31, 2004. Total throughput for our 
utility business was 160.1 billion cubic feet (Bcf) during the current year compared to 97.8 
Bcf in the prior year. 

The increase in utility gross profit margin primarily reflects the impact of the acquisition of 
the Mid-Tex Division resulting in ail increase in utility goss  profit margin and total 
throughput of $13 1.2 million and 70.2 Bcf. Gross profit margin in our historical operations 
increased by $2.4 million compared with the prior year quarter. Increases in gross profit 
attributable to rate increases in our Mississippi and West Texas jurisdictions and the 
recognition of a $1.9 million refund to our customers in our Colorado service area in the 
prior year quarter were partially offset by lower gross profit margins, primarily in our 
Louisiana service area, due to weather (as adjusted for jurisdictions with weather- 
nomialized operations) that was three percent warmer than the prior year quarter. 
Additionally, gross profit margin was adversely impacted by the lack of cold weather in 
patterns sufficient to encourage customers to increase their heat load consumption. 

Operating expenses, which idclude operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, increased to $179.9 million for the three months ended March 3 1, 2005 from $94.0 
million for the three months ended March 31, 2004. Operation and maintenance expense 
increased by $32.5 million primarily due to the addition of $39.4 million in operation and 
maintenance expenses associated with the Mid-Tex Division, partially offset by the impact 
of cost control efforts in our historical utility operations and a lower provision for doubtful 
accounts due to exceptional customer accounts receivable collection efforts. Taxes other 
than income taxes increased $34.4 million, primarily due to additional franchise, payroll 
and property taxes associated with the Mid-Tex assets acquired in October 2004. Franchise 
and state gross receipts taxes are paid by our customers as a component of their monthly 
bills. Although these amounts are offset in revenues through customer billings, timing 
differences between when the expense is incurred and is recovered may impact our net 
income on a temporary basis. However, there is no permanent effect on net income. 
Depreciation and amortization expense increased $19.0 million, which primarily reflects 
the inclusion of depreciation associated with the Mid-Tex assets ($17.3 million). 

As a result of the aforementioned factors, our utility segment operating income for the three 
months ended March 31, 2005 increased to $143.2 million from $95.5 million for the three 
months ended March 3 1, 2004. 

Interest charges 

Interest charges allocated to the utility segment for the three months ended March 3 1, 2005 
increased to $28.1 million from $1 6.1 million for the three months ended March 3 1, 2004. 

I 



The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Mid-Tex Division in October 2004. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges 
transportation and/or storage logistics and ultimately delivers the gas to our customers at 
competitive prices. To facilitate this process, we utilize proprietary and customer-owned 
transportation and storage assets to provide the various services our customers request, 
including furnishing natural gas supplies at fixed and market-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 trailsportation 
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 wliicli 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 the most advantageous price 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. 

Operating income 

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

Our natural gas marketing segment’s gross profit margin was comprised of the following 
for the three months ended March 3 1, 2005 and 2004: 
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Storage Activities 
Realized margin 
Unrealized margin 

’Total Storage Activities 

Marketing Activities 
Realized margin 
Unrealized margin 

Total Marketing Activities 

Gross profit 

Ending storage balance (Bcf) 

March 31 
2005 2004 
(In thousands, except 

storage balances) 

$ 14,669 $ 2,358 
(20,545) (6,678) 
(5,876) (4,320) 

17,236 16,662 

$ 11,160 $ 11,862 

11.0 5.8 

Our natural gas marketing segment’s gross profit margin was $1 1.2 million for the three 
months ended March 31, 2005 compared to gross profit of $1 1.9 million for the three 
months ended March 3 1 , 2004. Natural gas marketing sales volumes were 74.8 Bcf during 
the three months ended March 3 1, 2005 compared with 8 1.2 Bcf for the prior year period. 
Excluding intersegment sales volumes, natural gas marketing sales volumes were 66.6 Bcf 
during the current year period compared with 67.2 Bcf in the prior year period. The 
decrease in consolidated natural gas marketing sales volumes primarily was due to warmer- 
than-normal weather across our market areas partially offset by focusing our marketing 
efforts on higher margin customers. Gross profit margin from our natural gas marketing 
segment for the three months ended March 3 1 , 2005 included an unrealized loss of $20.7 
million compared with an unrealized loss of $7.2 million in the prior-year period. 

The Contribution to gross profit from our storage activities was a loss of $5.9 million for the 
three months ended March 3 1 , 2005 compared to a loss of $4.3 million for the three months 
ended March 31, 2004. The $1.6 million decrease primarily was attributable to a $13.9 
million decrease in the unrealized storage contribution as a result of an unfavorable 
movement during the three months ended March 31, 2005 in the forward indices used to 
value the storage financial instruments combined with greater physical natural gas storage 
quantities at March 3 1,2005 compared to the prior year period. This decrease was partially 
offset by a $12.3 million improvement in the realized storage contribution for the three 
months ended March 31, 2005 compared to the prior year period due to higher physical 
storage volumes and more favorable arbitrage spreads from increased market volatility. 

i 



In April 2005, we contracted for an additional 8.5 Bcf of storage capacity aiid may further 
increase the amount of our storage capacity during the remainder of fiscal 2005; therefore, 
the impact of price volatility on our unrealized storage contribution could become more 
significant in future periods. 

Our marketing activities contributed $1 7.0 million to our gross profit for the three months 
ended March 31, 2005 compared to $16.2 million for the three months ended March 31, 
2004. The increase in the marketing contribution primarily was attributable to focusing our 
marketing efforts on higher margin customers. 

Operating expenses, which include operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, decreased to $4.8 million for the tlvee months ended March 31, 2005 from $5.2 
million for the three months ended March 31, 2004. The decrease in operating expense 
was attributable primarily to a decrease in contract labor costs due to systems and process 
improvements in the natural gas marketing segment. 

The decrease in gross profit margin, partially offset by lower operating expenses resulted in 
a decrease in our natural gas marketing segment operating income to $6.4 million for the 
three months ended March 31, 2005 compared with operating income of $6.7 million for 
the three months ended March 3 1,2004. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations 
of the Atmos Pipeline-Texas Division aiid the nonregulated pipeline and storage operations 
of Atmos Pipeline and Storage, LLC, which were previously included in our other 
nonutility segment. The Atmos Pipeline-Texas Division supplies natural gas to the Atmos 
Energy Mid-Tex Division and 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 inventory 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 estimated 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, L,LC, owns or has an interest in undergrourid 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 aiid 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. I 

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

Operuting inconze 

Pipeline and storage gross profit increased to $43.8 million for the three months ended 
March 31, 2005 from $4.3 million for the three months ended March 31, 2004. Total 
pipeline transportation volumes were 158.9 Bcf during the three months ended March 3 1, 
2005 compared with 2.8 Bcf for the prior year period. Excluding intersegment 
transportation volumes, total pipeline transportation volumes were 84.2 Bcf during the 
current year period. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the 
acquisition of the Atmos Pipeline-Texas Division resulting in an increase in pipeline and 
storage gross profit margin and total transportation volumes of $41.4 million and 84.2 Bcf. 
The $1.9 million decrease in the gross profit generated by Atmos Pipeline and Storage, 
LLC primarily reflects an unrealized loss of $1.5 million compared with an unrealized gain 
in the prior year quarter of $0.4 million. 

Operating expenses increased to $21.6 million for the three months ended March 31, 2005 
from $1.3 million for the three months ended March 3 1, 2004 due to the addition of $20.5 
million in operating expenses associated with the Atmos Pipeline-Texas Division. As the 
Atmos Pipeline-Texas Division is a regulated entity, franchise and state gross receipts 
taxes are paid by our customers; thus, these amounts are offset in revenues through 
customer billings and have no effect on net income. Jncluded in operating expense was 
$2.4 million associated with taxes other than income taxes, of which $2.2 million was 
associated with our Atmos Pipeline-Texas Division. 

As a result of the aforementioned factors, our pipeline and storage segment operating 
income for the three months ended March 31, 2005 increased to $22.3 million from $3.0 
million for the three months ended March 3 I ,  2004. 

&rest charges 

Interest charges allocated to this segment for the three months ended March 31, 2005 
increased to $6.2 million from $0.3 million for the three months ended March 31, 2004. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Atmos Pipeline-Texas Division in October 2004. 



Other n on utility seginen t 

i 

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. These services, which began Api-il 1,  
2004, include aggregating and purchasing gas supply, arranging transportation and storage 
logistics and ultimately delivering the gas to our utility service areas at competitive prices. 
AES’ revenues represent charges to our utility divisions equal to the costs incurred to 
provide those services. Through Atmos Power Systems, Inc., we construct 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 200 1 and 2002. Operating income during 
the three months ended March 3 1,2005 was flat compared with the prior year quarter. 

Miscellaneous income for the three months ended March 31, 2005 was $0.6 niillion 
compared with $4.9 million for the three months ended March 31, 2004. The $4.3 million 
decrease was primarily attributable to the recognition of a $4.9 million pretax gain 
associated with the sale by U.S. Propane L.P. (USP) of its general and limited partnership 
interests in Heritage Propane Partners, L,.P. during the second quarter of fiscal 2004. 

arch 31,2005 c5 511th Ended March 31, 
2084 

Utility segment 

Operating income 

Utility gross profit increased to $580.4 million for the six months ended March 31, 2005 
from $327.9 million for the six months ended March 3 1,  2004. Total throughput for our 
utility business was 279.0 billion cubic feet (Rcf) during the current year compared to 
166.0 Bcf in the prior year. 

The increase in utility gross profit margin primarily reflects the impact of the acquisition of 
the Mid-Tex Division resulting in an increase in utility gross profit margin and total 
throughput of $245.1 million and 122.1 Rcf. The $7.4 million increase in the gross profit 
generated from our historical operations primarily reflects rate increases in our Mississippi 
and West Texas jurisdictions that were absent in the prior year period coupled with the 
recognition of a $1.9 million refund to our customers in OUT Colorado service area in the 
prior year period. These increases were partially offset by lower gross profit margins, 
primarily in our L,ouisiana service area, due to weather (as adjusted for jurisdictions with 
weather-normalized operations) that was five percent wanner than normal and two percent 
warmer than the prior year period. Additionally, gross profit margin was adversely 



impacted by the lack of cold weather in patterns sufficient to encourage customers to 
increase their heat load consumption. 

Operating expenses increased to $352.1 million for the six months ended March 31, 2005 
from $183.0 million for the six months ended March 3 1, 2004. Operation and maintenance 
expense increased by $76.9 million primarily due to the addition of $79.4 million in 
operation and maintenance expenses associated with the Mid-Tex Division offset by cost 
control efforts in our historical utility operations and a lower provision for doubtfill 
accounts due to exceptional customer accounts receivable collection efforts. Taxes other 
than income taxes increased $56.6 million, primarily due to additional franchise, payroll 
and property taxes associated with the Mid-Tex assets acquired in October 2004. Franchise 
and state gross receipts taxes are paid by our customers as a component of their monthly 
bills. Although these amounts are offset in revenues through customer billings, timing 
differences between when the expense is incurred and is recovered may impact our net 
income on a temporary basis. However, there is no permanent effect on net income. 
Depreciation and amortization expense increased $35.6 million, which primarily reflects 
the inclusion of depreciation associated with the Mid-Tex assets ($33.1 million). 

As a result of the aforementioned factors, our utility segment operating income for the six 
months ended March 31, 2005 increased to $228.3 million from $144.8 million for the six 
months ended March 3 1, 2004,. 

Interest cfzurges 

Interest charges allocated to the utility segment for the six months ended March 31, 2005 
increased to $55.3 million from $33.2 million for the six months ended March 31, 2004. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Mid-'rex Division in October 2004. 

Natural gas marketing segment 

Operating iizconie 

Our natural gas marketing segment's gross profit margin was comprised of the following 
for the six months ended March 3 1,2005 and 2004: 
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March 31 
2005 2004 
(In thousands, except 

storage balances) 
Storage Activities 

Realized margin $ 17,259 $ 4,145 

Total Storage Activities 9,232 1,539 
Unrealized margin (8,027) (2,606) 

Marketing Activities 
Realized margin 30,835 27,269 
Unrealized margin (2,063) 552 

Total Marketing Activities 28.772 27.821 

Gross profit $ 38,004 $ 29,360 

Ending storage balance (Bcf) 11.0 5.8 

Our natural gas marketing segment’s gross profit margin was $38.0 million for the six 
months ended March 31, 2005 compared to gross profit of $29.4 million for the six months 
ended March 3 1, 2004. Natural gas marketing sales volumes were 141 .O Bcf during the six 
months ended March 31, 2005 compared with 151.4 Bcf for the prior year period. 
Excluding intersegment sales volumes, natural gas marketing sales volumes were 126.9 Bcf 
during the current year period compared with 126.1 Bcf in the prior year period. The slight 
increase in consolidated natural gas marketing sales volumes was primarily due to focusing 
our marketing efforts on higher margin opportunities partially offset by wanner-than- 
normal weather across our market areas. Gross profit margin from our natural gas 
marketing segment for the six months ended March 3 1, 2005 included an unrealized loss of 
$1 0.1 million compared with an unrealized loss of $2.1 million in the prior-year period. 

The contribution to gross profit from our storage activities was a gain of $9.2 million for 
the six months ended March 3 1,2005 compared to a gain of $1 .5 million for the six months 
ended March 31, 2004. The $7.7 million improvement primarily was attributable to a 
$13.1 million improvement in the realized storage contribution, partially offset by a $5.4 
million decrease in the unrealized storage contribution far the six months ended March 3 1, 
2005 compared to the prior year period. The improvement in the realized storage 
contribution for the six months ended March 3 1,2005 primarily was due to higher physical 
storage volumes and more favorable arbitrage spreads from increased market activity. The 
decrease in unrealized income in the current period was primarily attributable to an 
unfavorable movement during the six months ended March 3 1, 2005 in the forward indices 
used to value the storage financial instruments combined with greater physical natural gas 
storage quantities at March 3 1, 2005 compared to the prior year period. 



Our marketing activities contributed $28.8 million to our gross profit for the six months 
ended March 31, 2005 compared to $27.8 million for the six months ended March 31, 
2004. The increase in the marketing contribution primarily was attributable to improved 
realized margins resulting from focusing our marketing efforts on higher margin customers, 
partially offset by the recognition of previously unrealized losses related to the open fixed- 
price forward contracts that were designated as cash flow hedges on April 1, 2004. 

Operating expenses decreased to $8.6 million for the six months ended March 31, 2005 
from $9.5 million for the six months ended March 31, 2004. The decrease in operating 
expense was attributable primarily to a decrease in contract labor costs due to systems and 
process improvements in the natural gas marketing segment. 

The improved gross profit margin and lower operating expenses resulted in an increase in 
our natural gas marketing segment operating income to $29.4 million for the six months 
ended March 3 1, 2005 compared with operating income of $19.9 million for the six months 
ended March 3 1,2004. 

Pipeline aind storage segment 

Operatin2 income 

Pipeline and storage gross profit increased to $83.6 million for the six months ended March 
31, 2005 from $6.9 million for the six months ended March 31, 2004. Total pipeline 
transportation volumes were 288.9 Bcf during the six months ended March 31, 2005 
compared with 5.2 Bcf for the prior year period. Excluding intersegment transportation 
volumes, total pipeline transportation volumes were 157.0 Bcf during the current year 
period. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the 
acquisition of the Atmos Pipeline-Texas Division resulting in an increase in pipeline and 
storage gross profit margin and total transportation volumes of $76.2 million and 157.0 
Bcf. The $0.5 million increase in the gross profit generated by Atmos Pipeline and 
Storage, LLC primarily reflects an unrealized gain of $0.2 million compared with and 
unrealized loss in the prior year period of $0.4 million. 

Operating expenses increased to $41 .O million for the six months ended March 3 1, 2005 
from $2.8 million for the six months ended March 3 1, 2004 due to the addition of $38.9 
million in operating expenses associated with the Atmos Pipeline-Texas Division. As the 
Atmos Pipeline-Texas Division is a regulated entity, franchise and state gross receipts 
taxes are paid by our customers; thus, these amounts are offset in revenues through 
customer billings and have no effect on net income. Included in operating expense was 
$4.4 million associated with taxes other than income taxes, of which $4.1 million was 
associated with our Atmos Pipeline-Texas Division. 
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As a result of the aforementioned factors, our pipeline and storage segment operating 
income for the six months ended March 31, 2005 increased to $42.6 million from $4.1 
million for the six months ended March 3 1,2004. 

Interest c h a m  

Interest charges allocated to this segment for the six months ended March 31, 2005 
increased to $12.4 million from $0.6 million for the six months ended March 31, 2004. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Atmos Pipeline-Texas Division in October 2004. 

Other nonutility segment 

Operating income during the six months ended March 3 1, 2005 was flat compared with the 
prior year quarter arid reflects the absence of a one tirne charge of $0.4 million associated 
with the wind-down of a noncore business. 

Miscellaneous income for the six months ended March 31, 2005 was $1.2 inillion, 
compared with income of $6.1 million for the six months ended March 3 1, 2004. The $4.9 
million decrease was attributable primarily to the recognition of a $4.9 million pretax gain 
associated with the sale by USP of its general and limited partnership interests in Heritage 
Propane Partners, L,.P. during tlie second quarter of fiscal 2004. 

L SOURCES 

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 and funds raised from the public debt and equity capital 
markets. 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 2005. 

Capitalization 

The following presents our capitalization as of March 3 1,2005 and September 30, 2004: 

arch 3 1, September 30, 
2005 2004 

(In thousands, except percentages) 

- 
I $ __ - Short-term debt $ 

L,ong-term debt 2,260,704 58.1% 867,219 43.3% 
Shareholders' equity 1,632,270 41.9% 1,133,459 56.7% 
Total capitalization, 

including short-term debt $3,892,974 100.0% $2,000,678 100.0% 



Total debt as a percentage of total capitalization, including short-term debt, was 58.1 
percent at March 31, 2005, and 43.3 percent at September 30, 2004. 'The increase in the 
debt to capitalization ratio was attributable to the issuance of $1.39 billion in senior 
unsecured long-tern debt, partially offset by the issuance of 16.1 million shares of our 
common stock in October 2004 to partially finance the TXU Gas acquisition. 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 requirements. Within three to five years from the closing of the acquisition, we 
intend to reduce our capitalization ratio to a target range of 53 to 55 percent through cash 
flow generated from operations, continued issuance of new common stock under our Direct 
Stock Purchase Plan and Retirement Savings Plan, access to the equity capital markets and 
reduced annual maintenance and capital expenditures. 

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, the price for our products 
and services, the demand for such products and services, margin requirements resulting 
from significant changes in commodity prices, operational risks, the successful integration 
of the natural gas distribution and pipeline operations of TXU Gas we acquired and other 
factors. 

Cuslz flowsfion1 operutiizg activities 

Year-over-year changes in our operating cash flows are attributable primarily to changes in 
net income, working capital changes 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 March 31, 2005, we generated operating cash flow of $400.1 
million compared with $290.6 million for the six months ended March 3 1, 2004. Our cash 
flow from operating activities was affected by the following: 

Favorable movements during the six months ended March 31, 2005 in the market 
indices used to value our risk management assets and liabilities favorably impacted 
operating cash flow by $19.3 million. However, unfavorable movements in the 
market indices used to value our natural gas marketing segment risk management 
assets and liabilities resulted in a net liability for that segment. Accordingly, under 
the terms of the associated derivative contracts, we were required to deposit $17.0 
million into a margin account, which resulted in a $34.9 million unfavorable impact 
to operating cash flow compared with the prior year period. 
The timing of cash collections from our customers unfavorably impacted operating 
cash flow by $72.0 million. 
The timing of payments for accounts payable and other accrued liabilities favorably 
affected operating cash flow by $147.0 million. 



Increases in our natural gas inventories attributable to lower utility sales volumes, a 
9 percent higher utility average cost of gas and increased natural gas marketing 
natural gas inventory levels compared with the prior year period resulted in a $26.5 
million decrease in operating cash flows. 
The lag between the time period when we purchase our natural gas and the period in 
which we can include this cost in our gas rates resulted in a decrease in operating 
cash flows of $62.4 million. 
Other working capital and other changes positively affected operating cash flow by 
$1 39.0 million, primarily related to improved net income ($60.3 million) and 
increases in the amounts added back to net income for depreciation and 
amortization ($42.7 million) and deferred income taxes ($32.5 million). 

Casli,flows,poin investing activities 

During the last three years, a substantial portion of our cash resources was used to fund 
acquisitions, our ongoing construction program to provide natural gas services to our 
customer base, enhance the integrity of our pipelines and improvements to information 
systems. Capital expenditures for fiscal 2005 are expected to range from $340 million to 
$350 million. Of this amount, approximately $185 - $195 million is expected to be 
incurred by the Mid-Tex Division and Atrnos Pipeline-Texas Division. 

For the six months ended March 31, 2005, we incurred $137.5 million for capital 
expenditures compared with $83.7 million for the six months ended March 31, 2004. 
Capital expenditures for the six months ended March 3 1,2005 include approximately $45.8 
million for the Atmos Energy Mid-Tex Division and $7.9 million for the Atmos Pipeline- 
Texas Division. 

Our cash used for investing activities for the six months ended March 3 1 , 2005 reflects the 
$1.9 billion cash paid for the TXU Gas acquisition including related transaction costs and 
expenses. The final purchase price is subject to adjustment for the actual amount of 
working capital we acquired and other specified matters. We anticipate that the purchase 
price will be finalized during the third quarter of fiscal 2005. Cash flow from investiiig 
activities for the six months ended March 3 1, 2004 reflect the receipt of $24.7 million from 
the sale of our limited and general partnership interests in USP in January 2004. 

Cash flows froin Jinancing activities 

For the six months ended March 3 1, 2005, our financing activities provided $1.7 billion in 
cash compared with a use of cash of $133.2 million for the prior year period. Our 
significant financing activities for the six months ended March 31, 2005 and 2004 are 
summarized as follows: 

In October 2004, we sold 16.1 million common shares, including the underwriters’ 
exercise of their overallotnieiit option of 2.1 million shares, under a new shelf 
registration statement declared effective in September 2004, generating net 
proceeds of $382.0 million. Additionally, we issued senior unsecured debt under 
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the shelf registration statement consisting of $400 million of 4.00% senior notes due 
2009, $500 inillion of 4.95% senior notes due 2014, $200 million of 5.95% senior 
notes due 2034 and $300 rriillion of floating rate senior notes due 2007. The 
floating rate notes will bear interest at a rate equal to the three-moiith LIBOR rate 
plus 0.375 percent per year. The net proceeds received from the sale of these senior 
notes were $1.39 billion. The net proceeds from these issuances, combined with the 
net proceeds from our July 2004 offering were used to pay off the approximately 
$1.7 billion in outstanding commercial paper backstopped by a senior unsecured 
revolving credit agreement, which we entered into on September 24, 2004 for 
bridge financing for the TXU Gas acquisition. 

During the six months ended March 31, 2005 we borrowed and repaid all amounts 
borrowed under our commercial paper program. During the six months ended 
March 3 1, 2004, we repaid $1 18.6 million under our commercial paper program. 
Strong operating cash flow in each quarter provided sufficient funds to enable us to 
repay all outstanding amounts under our commercial paper program as of March 3 1, 
2005 and March 31, 2004. 

We repaid $3.8 million of long-term debt during the six months ended March 31, 
2005 compared with $5.5 million during the six months ended March 31, 2004. 
The decreased payments during the current quarter reflected the timing of the 
maturities of our various debt obligations. 

During the six months ended March 31, 2005 we paid $49.2 million in cash 
dividends compared with dividend payments of $31.6 million for the six months 
ended March 3 1, 2004. The increase in dividends paid over the prior year period 
reflects the 27.6 million increase in the number of common shares outstanding and 
an increase in the dividend rate from $0.61 per share during the six months ended 
March 3 1, 2004 to $0.62 per share during the six months ended March 3 1,2005. 

e During the six months ended March 31, 2005 we issued 1.0 million shares of 
common stock, in addition to the 16.1 million common shares issued in our October 
2004 public offering, which generated net proceeds of $26.0 million. The following 
table summarizes the issuances for the six months ended March 3 1, 2005 and 2004: 

Shares issued: 
Retirement Savings Plan 
Direct Stock Purchase Plan 
Outside Directors Stock-for-Fee Plan 
Long-Term Incentive Plan 
Public Offering 
Total shares issued 

242,8 10 164,059 
240,9 10 296,833 

1,242 1,627 
492,801 297,676 

16.100.000 __ 

17,077,763 760,195 
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Shelf Registration 

In August 2004, we filed a sheIf registration statement with the Securities and Exchange 
Commission (SEC) to issue, from time to time, up to $2.2 billion in new common stock 
and/or 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 TXU Gas acquisition. After these issuances, we have approximately $401.5 
million of availability remaining under the shelf registration statement. 

Credit Facilities 

We maintain both coinmitted and uncommitted credit facilities. Borrowings under our 
uncommitted credit facilities are made on a when-and-as-needed basis at the discretion of 
the bank. 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 and capital expenditures have increased substantially as 
a result of the acquisition of the natural gas distribution and pipeline operations of TXU 
Gas. On October 22, 2004, we replaced our $350.0 million credit facility with a new 
$600.0 million committed credit facility that serves as a backup liquidity facility for aur 
commercial paper program. We believe this facility, combined with our operating cash 
flow will be sufficient to fund these increased working capital needs. On March 30, 2005, 
AEM amended and extended its uncommitted demand working capital credit facility to 
March 3 1, 2006. These facilities are described in hrther detail in Note 6 to the condensed 
consolidated financial statements. 

Credit Rating 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in 
addition to the cost of such financing. In determining our credit ratings, the rating agencies 
consider a number of quantitative factors, including debt to total capitalization, operating 
cash flow relative to outstanding debt, operating cash flow coverage of interest and pension 
liabilities and funding 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 risk 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) arid Fitch Ratings, Inc. (Fitch). Om current debt ratings are 
all considered investinelit grade and are as follows: 
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Long-term debt 
Commercial paper 

BBB Baa3 BBB+ 
A-2 P-3 F-2 

Currently, S&P and Moody's maintain a stable outlook and Fitch maintains a negative 
outlook. 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. 

t Covelraants 

We are required by the financial covenants in our $600.0 million credit facility to maintain, 
at the end of each fiscal quarter, a ratio of total debt to total capitalization of no greater than 
70 percent. At March 3 1, 2005, our total-debt-to-total-capitalization ratio, as defined, was 
60 percent. I 

AEM is required by the financial covenants in its uncommitted demand working capital 
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 $50 million. 
Additionally, AEM must maintain a minimum tangible net worth ranging from $21 million 
to $51 million, and its maximum cumulative loss from March 30, 2005 cannot exceed $4 
million to $10 million, depending on the total amount of borrowing elected from time to 
time by AEM. At March 3 1, 2005, AEM's ratio of total liabilities to tangible net worth, as 
defined, was 1.95. 

Our First Mortgage Bonds provide for certain cash flow requirements and restrictions on 
additional indebtedness, sale of assets and payment of dividends. Under the most 
restrictive of such covenants, cumulative cash dividends paid after December 3 1, 1988, 
may not exceed the sum of our accumulated net income for periods after December 31, 
1988, plus $15.0 million. At March 31, 2005, approximately $202.4 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 31, 2005. 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding / 
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indebtedness arising out of any other credit agreements in amounts ranging from in excess 
of $15 million to in excess of $100 million becomes due by acceleration or is not paid at 
maturity. In addition, AEM’s credit agreement contains a cross-default provision whereby 
AEM would be in default if it defaults on other indebtedness, as defined, by at least $250 
thousand in the aggregate. Additionally, this agreement contains a provision that would 
limit the amount of credit available if Atmos is 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. 

Commercial ~ o ~ ~ i ~ ~ e ~ t s  

As a result of the issuance of our unsecured senior notes in October 2004 our contractual 
obligations associated with our long-term debt and interest expense increased since 
September 30,2004. 

The following table reflects the significant changes in our contractual obligations as of 
March 31, 2005. There were no other significant changes in our contractual obligations 
and commercial commitments during the six months ended March 3 1,2005. 

Payments Due by Period 

Total 1 year 1-3 years 3-5 years years 
(In thousands) 

Less than After 5 

Contractual Obligations 

Long-term debt (’) $ 2,264,701 $ 5,887 $ 312,874 $411,678 $1,534,262 
Interest charges 1,268,7 16 1 18,242 234,249 2 10,648 705,577 
Gas purchase comitments 422,465 206,029 158,632 21,710 36,094 

( I )  

(’) 
See Note 6 to the consolidated financial statements. 
Gas purchase commitments were determined based upon contractually determined volumes at prices 
estimated based upon the index specified in the contract, adjusted for estimated basis differentials 
and contractual discounts as of March 3 1.2005. 

Additionally, in January 2005, we signed a letter of intent with a third party to jointly 
construct, own and operate a 45-mile large diameter natural gas pipeline in the northern 
portion of the DalladFort Worth Metroplex. Under tei-ms of the letter of intent, the third 
party will provide the initial capital to build the pipeline and we will contribute up to $42.5 
million within two years of signing a definitive agreement. 

anagement 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 
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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. 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 recognize significant ineffectiveness or the 
hedges may no longer meet the accounting requirements for hedge accounting resulting in 
the derivatives being treated as mark to market instruments tlrrough 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 financial 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 marlteting commodity derivative 
contracts for the three and six months ended March 3 1, 2005 and 2004: 

Three Months Ended Th 
March 31.2005 

Natural Gas Natural Gas 
Utility Marketing Utility Marketing 

(In thousands) 

Fair value of contracts at beginning of period $ (9,412) $ 5,214 $ 5,699 $ 1,270 

Fair value of new contracts (173) - 20 26 
Other changes in value 40,228 (6,203) (4,583) 420 

Fair value of contracts at end of period $ 24,367 $ (5,896) $ 294 $ 1,187 

Contracts realizedsettled (6,276) (4,907) (842) (529) 

Six Months Ended 
March 31,2805 March 31,2004 

Natural Gas Natural Gas 
Utility Marketin 

Fair value of contracts at beginning of period $ (8,612) $ 13,018 $ (7,739) $ 10,144 
Contracts realizedsettled (45,397) (16,534) (4,145) (5,194) 

322 (797) Fair value of new contracts (2,854) __ 

Other changes in value 8 1,230 (2,380) 11,856 (2,966) 
Fair value of contracts at end of period $ 24,367 $ (5,896) $ 294 $ 1,187 

The fair value of our utility arid natural gas marketing derivative contracts at March 3 1, 
2005, is segregated below by time period and fair value source: 
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Fair Value of Contracts at - 
Maturitv in”Years 

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

(In thousands) 

Prices actively quoted $ 19,214 $ (279) $ - $ - $ 18,935 

108 
Prices provided by other 

Prices based on models and 
- - external sources 100 8 

other valuation methods (14) (558) ___ - (572) 
Total Fair Value $ 19,300 $ (829) S; - $ - $ 18,471 

Storage and Hedging Outlook 

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

I 

Natural gas inventory is marked to market monthly using the Inside FERC (iFERC) price at 
the end of each month with changes in fair value recognized as unrealized gains and losses 
in the period of change. 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 difference in the indices used to mark to market our physical inventory 
(iFERC) and the related fair-value hedge (NYMEX) is reported as a component of revenue 
and can result in volatility in our reported net 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 economic 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 rnarket conditions or adjust the 
amount of storage capacity it holds on a discretionary 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 finaiicial statements, provides 
a measure of the net increase or decrease in the gross profit margin that could occur in 
future periods if the optimization efforts are fully successful. 

As of March 3 1, 2005, based upon AEM’s derivatives position and inventory withdrawal 
schedule, the forecasted gross profit margin was approximately $8.0 million. 

( 
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Approximately $9.0 million of net unrealized losses were recorded in the financial 
statements as of March 31, 2005. 'Therefore, the projected increase in future gross profit 
margin is approximately $17.0 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, 2005 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. 

For the six months ended March 3 1, 2005 and 2004 our total net periodic pension and other 
benefits cost was $18.2 million and $13.7 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 an increase in our service cost 
associated with an increase in the number of employees due to the TXU Gas acquisition, 
which increased our service cost. Additionally, we increased our discount rate and reduced 
our assumed rate of return on our pension plan assets for fiscal 2005, which increased our 
service and interest cost and reduced our expected return on plan assets, which partially 
offsets our net periodic pension and other benefits cost. 

We did not contribute to our pension plans during the six months ended March 3 1, 2005. 
We are not required to make a minimum funding contribution nor do we anticipate making 
any voluntary contributions during fiscal 2005. During the six months ended March 31, 
2005, we contributed $4.5 million to our other post-retirement plans and we expect to 
contribute a total of $1 1.7 million to these plans during fiscal 2005. 

Although we did not assume the existing employee benefit liabilities or plans of TXU Gas, 
we agreed to give certain transitioned employees credit for years of TXU Gas service under 
our pension plan. For purposes of our post-retirement medical plan, we received a credit of 
$1 8.9 million against the purchase price to permit us to provide partial past service credits 
for retiree medical benefits under our retiree medical plan. The $18.9 million credit 
approximates the actuarially determined present value of the accumulated benefits related 
to the past service of the transferred employees. 



OPERATING STATISTICS AND OT 

The following tables present certain operating statistics for our utility, natural gas 
marketing, pipeline and storage and other lionutility segments for the three and six-month 
periods ended March 3 1, 2005 and 2004. 

Utility Sales and Statistical Data 

Three Months Ended Six Months Ended 
March 31 arch 31 

2005 (') 2004 2005'" 2004 
TERS IN SERVICE, end of period 
esidential 

Commercial 
Industrial 
Agricultural 
Public-authority and other 

EATING DEGFUCE DAYS (') 
Actual (weighted average) 
Percent of normal 

Total meters 

UTILITY SALES VOL 
Gas sales volumes 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 

2,884,807 1,507,992 2,884,807 1,507,992 
279,194 152,763 279,194 152,763 

2,789 2,482 2,789 2,482 
10,070 8,987 10,070 8,987 
8.752 10.177 8.752 10.177 

3.185.612 1.682.401 3.1 85.612 1.682.401 

1,422 1,772 2,415 3,012 
90% 97% 89% 96% 

78,477 46,874 129,246 74,38 1 
37,048 19,112 64,9 1 1 32,468 
9,648 6,543 1739 1 12,792 

60 310 126 805 
2,962 4,345 6,978 - 7,419 

128,195 77,184 21 9,152 127,865 
33,845 26,112 63,586 46,792 

162,040 103,296 282,738 174,657 
IJTILI'FY OPERATING VlENUlEs (000's) (3) 

Gas sales revenues 
Residential $ 780,890 $ 437,719 $1,304,033 $ 701,268 
Commercial 325,305 172,407 590,297 287,971 
Industrial 69,422 45,806 135,922 90,352 
Agricultural 587 2,097 1,262 5,131 
Public-authority and other 

Total utility gas sales revenues 
29,742 35,037 62,172 56,946 

1,205,946 693,066 2393,686 1,141,668 
17,312 8,970 33,744 17,07 1 Transportation revenues 

Other gas revenues 12,119 6,246 2 1,628 10,03 1 
Total utility operating revenues $1,235,377 $ 708,282 $2,149,058 $1,168,770 

Utility average transportation revenue per Mcf $ 0.51 $ 0.34 $ 0.53 $ 0.36 
Utility average cost of gas per Mcf sold $ 7.12 $ 6.72 $ 7.16 $ 6.58 

See footnotes following these tables. 
i 
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Natural Gas Marketing, Pipeline and Storage and Other Nonutilit?, Operations Sales and 
Statistical Data 

MERS, end of period 
Industrial 
Municipal 
Other 

Total 

s (000's) (3) 

Natural gas marketing 
Pipeline and storage 
Other nonutility 

Total operating revenues 

Notes to preceding tables: 

-- 
2005 2004 2005 2004 

632 620 632 620 
78 77 78 77 

474 210 474 210 
1,184 907 1,184 907 -- 

74,834 81,152 140,972 151,356 

158,923 2,801 288,917 5,23 1 

$ 512,891 $ 517,218 $1,006,692 $ 891,047 
45,546 9,967 89,236 12,886 

1,278 687 2,637 1,396 
$ 559,715 $ 527,872 $1,098,565 $ 905,329 

The operational and statistical information includes the operations of the Mid-Tex Division 
and Atmos Pipeline-Texas Division since the October 1,2004 acquisition date. 

(') A heating degree day is equivalent to each degree that the average of the high and the low 
temperatures for a day is below 65 degees. The colder the climate, the greater the number of 
heating degree days. Heating degree days are used in the natural gas industry to measure the 
relative coldness of weather and to compare relative temperatures between one geographic 
area and another. Normal degree days are based on 30-year average National Weather 
Service data for selected locations. Degree day infomation for the three and six month 
periods ended March 31, 2005 and 2004 is adjusted for the Kentucky Division, the 
Mississippi Division and certain service areas included within the Colorado-Kansas Division, 
the Mid-States Division and the West Texas Division, which have weather normalized 
operat ions. 

( 3 )  Sales volumes and revenues reflect segment operations, including intercompany sales and 
transportation amounts. 

i 



Recent Ratemaking Activity 

The following discusses our recent ratemaking activities during fiscal 2005. The amounts 
described below represent the gross revenues that were requested or received in the rate 
filing, which may not necessarily reflect the increase in operating income obtained, as 
certain operating costs may have increased as a result of a commission’s final ruling. 

Mississippi. The Mississippi Public Service Commission (MPSC) typically requires that 
we file for rate adjustments every six months. Beginning with the November 2004 filing, 
rate filings have been made in May and November of each year and the rate adjustments 
typically become effective in the following July and January. During the second quarter of 
fiscal 2005, we agreed with the MPSC to suspend our May 2005 semi-annual filing to 
allow sufficient time for us and the MPSC to undertake a comprehensive review in an 
effort improve our rate design and the ratemaking process. 

In September 2004, the MPSC authorized additional annualized revenue of $4.7 million on 
our May 2004 filing, which became effective on June 1, 2004. However, the MPSC also 
disallowed certain deferred costs totaling $2.8 million. We withdrew our appeal regarding 
the MPSC’s decision regarding this disallowance. 

We filed our second semiannual filing for 2004 on November 5 ,  2004, requesting rate 
adjustments of $6.0 million in annualized revenue. The MPSC allowed us to include $3.0 
million in annualized revenue into our rates effective January 1, 2005. In February 2005, 
we entered into a stipulation agreement with the Mississippi Public Utilities Staff that 
provides for an additional $1.3 million in annualized revenue that is retroactive to January 
2005, which was approved by the MPSC during the second quarter of fiscal 2005. 

Mid-Tex. In December 2004, we made a filing under the Gas Reliability Infrastructure 
Program (GRIP) to include approximately $32.0 million of distribution and pipeline capital 
expenditures made by TXU Gas during calendar year 2003, which will result in additional 
revenues of approximately $6.8 million. In March 2005, the Railroad Commission of 
Texas (the Commission) approved the environs (outside of the city limits) portion of the 
filing. The Mid-Tex Division is continuing to work to obtain approval for the filing from 
the cities in its service area. We expect these capital costs will be recovered through a 
monthly customer charge beginning in the second half of fiscal 2005. The allowed rate of 
return is 8.258 percent. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the 
Railroad Cominission of Texas (the Commission). 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. The proceeding has involved informal 
discussions in preparation for potential settlement discussions. A formal procedural 
schedule has been adopted providing for formal discovery and a formal hearing has been 
established for June 2005 in the event that settlement can not be reached. 
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‘The Mid-Tex Division is also pursuing an appeal to the Travis County District Court of the 
Final Order in its last systemwide rate case completed in May 2004 to obtain a return of 
and on its investment associated with the Poly I replacement pipe that was originally 
disallowed in the last rate case. Additionally, the Mid-Tex Division is seeking the right to 
surcharge for gas cost underrecoveries. The case has been assigned to a judge and a 
briefing schedule has been established. 

l 

During the first quarter of fiscal 2005, the Mid-Tex Division pursued a filing initiated by 
TXU Gas seeking authorization of a surcharge to recover the rate case expenses incurred 
by the Mid-Tex Division, Atmos Pipeline-Texas Division, and the intervening cities in 
connection with their last systemwide rate case completed in May 2004. The filing also 
covered the estimated expenses to prosecute the aforementioned recovery docket and the 
severed dockets from the systemwide rate case. On January 25, 2005, the Commission 
issued an order authorizing the recovery of the $10.2 million of expenses over a 3-year 
period with interest. 

Atmos Pipeline-Texas. Concurrent with our Mid-Tex Division GRIP filing in December 
2004, we also made a GRIP filing for our regulated pipeline to include approximately 
$12.0 million of distribution and pipeline capital expenditures made by TXU Gas during 
calendar year 2003, which will result in additional revenues of approximately $1.8 million. 
The Commission approved this filing in March 2005. These capital costs will be recovered 
through a monthly customer charge begirlning in April 2005. The allowed rate of return is 
8.258 percent. 

ouisiana. During the second quarter of 2005, the Louisiana Division implemented a rate 
increase of $3.3 million in its LGS service area. This increase resulted from our Rate 
Stabilization Clause filing in 2004 and is subject 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 for the three and six months ended March 31, 
2005. 

NTS 

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 instrument 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. 

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 i 

I 
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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 arid 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 fbrther detail in Note 5 to the 
condensed consolidated financial statements. Additionally, our eaiiiings 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 in October 2004 and our other short-term 
borrowings. 

Commodity Brice 

Utility segment 

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 coInmodity price risk 
exposure to fluctuations in spot natural gas prices related to purchases for sales to our non- 
regulated energy services customers at fixed prices. 

For our utility segment, we use a sensitivity analysis to estimate cornrnodity 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 non-regulated sales. 
Based on projected non-regulated gas sales for the remainder of fiscal 2005, a hypothetical 
10 percent increase in fixed prices, based upon the March 3 1, 2005 three month market 
strip, would increase our purchased gas cost by approximately $5.1 million for the 
remainder of fiscal 2005. 

Natural gas nzarketiizg segment 

Our natural gas marketing segment is also exposed to risks associated with changes in the 
market price of natural gas. For our natural gas marketing segment, we use a sensitivity 
analysis to estimate cornrnodity 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) at the end of each period. Because AEH had no 
net open positions (including existing storage) at March 3 1, 2005 there would be no impact 
on our consolidated net income due to fluctuations in the forward NYMEX price. 

nterest 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 boirowings. We use a sensitivity 
analysis to estimate our short-term interest rate risk. For purposes of this analysis, we 
estimate our short-tenn 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 

$0.4 million during the six months ended March 3 1 , 2005. 

I by an average of one percent, our interest expense would have increased by approximately { 

We also assess market risk for our fixed-rate, long-term obligations. We estimate market 
risk for our fixed-rate, 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 fixed-rate, long-term obligations 
would have increased by approximately $1 7 1.4 million. 

As of March 3 1, 2005 we were not engaged in other activities that would cause exposure to 
the risk of material earnings or cash flow loss due to changes in interest rates or market 
commodity prices. 

Item 4. Controls and Procedures 

As of the end of the period covered by this report, we carried out an evaluation, under the 
supervision and with the participation of our management, including the Chairman, 
President and Chief Executive Officer and the Senior Vice President and Chef Financial 
Officer, of the effectiveness of our disclosure controls and procedures pursuant to 
Exchange Act Rules 13a-I5(b) and 15d-l5(b). Based upon that evaluation, the Chairman, 
President and Chief Executive Officer, and the Senior Vice President and Chief Financial 
Officer have concluded that our disclosure controls and procedures continue to be effective. 
Such disclosure controls and procedures are controls and procedures designed to ensure 
that all information required to be disclosed in our reports filed under the Exchange Act is 
recorded, processed, summarized and reported within the time periods set forth in 
applicable Securities and Exchange Commission d e s  and forms. 

In addition, our management, including the Chairman, President and Chief Executive 
Officer, and the Senior Vice President and Chief Financial Officer, evaluated our internal 
control over financial reporting pursuant to Exchange Act Rules 13a-l5(d) and 15d-I5(d). 
Based upon that evaluation, management has concluded that there has been no change in 
such internal control during the second quarter of fiscal 2005 that has materially affected or 
is reasonably likely to materially affect the Company's internal control over financial 
reporting. 

PART 11. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the six months ended March 31, 2005 there were no material changes in the status 
of the litigation and environmental matters that were disclosed in Note 13 to our annual 
report on Form 10-K for the year ended September 30,2004 except as disclosed in Note 10 
to the condensed consolidated financial statements for the three months and six months 
ended March 31, 2005. With the acquisition of the natural gas distribution and pipeline 
operations of TXU Gas Company on October 1, 2004, we assumed responsibility for 
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certain litigation and claims that arose in the ordinary course of the business of TXU Gas 
Company. We believe the final outcome of such litigation and claims will not have a 
material adverse effect on our financial condition, results of operations or net cash flows. 

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

At the Annual Meeting of Shareholders of Atinos Energy Corporation on February 9, 200.5, 
69,682,922 votes were cast as follows: 

VOTES VOTES VOTES NON 
WITHHELD ABSTAINING VOTES 

_I 

FOR 
Class I Directors: 

Travis W. Bain I1 68,784,090 898,832 - - 

Dan Busbee 67,527,549 2,155,373 - - 

Richard K. Gordon 67,3 11,614 2,371,308 - __ 

Gene C. Koonce 69,OO 1,9 16 68 1,006 - - 

Class I1 Director: 

Nancy IC. Quinri 68,787,9 16 895,006 

Approval of amendment to 
the Articles of Incorporation 
to increase the number of 
authorized shares from 
100,000,000 to 200,000,000: 64,288,928 5,016,823 377,162 9 

The other directors will continue to serve until the expiration of their tenns. 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 teim of the Class I1 directors, Richard W. Cardin, 
Thomas C. Meredith, Nancy I(. Quinn and Richard Ware I1 will expire in 2006. The term 
of the Class I11 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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SIGNATUWS 

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

ATMOS ENERGY CORPORATION 
(Registrant) 

Date: May 10, 2005 By: Is /  JOHN P. REDDY 
John P. Reddy 

Senior Vice President 
and Chief Financial Officer 
(Duly authorized signatory) 
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EXHIBITS INDEX 
Item 6(a) 

Exhibit Page 
Number Description Number --- 

30) Amended and Restated Articles of Incorporation of Atrnos 
Energy Corporation (as of February 9,2005) 

12 Computation of ratio of earnings to fixed charges 

15 Letter regarding unaudited interim financial information 

31 Rule 13a-14(a)/l5d-l4(a) Certifications 

32 Section 1350 Certifications" 

* These certifications, which were made pursuant to 18 1J.S.C. Section 1350 by the 
Company's Chief Executive Officer and Chief Financial Officer, furnished as Exhibit 
32 to this Quarterly Report on Form 10-Q, will not be deemed to be filed with the 
Commission or iricorporated by reference into any filing by the Company under the 
Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent 
that the Company specifically incorporates such certifications by reference. 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-Q 

(Mark One) 

[ X I  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended December 3 1,2004 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

I 1  

For the transition period from to 

Commission File Number 1 - 10042 

ATMOS ENERGY CORPORATION 
(Exact name of registrant as specified in its charter) 

i TEXAS AND VIRGINIA 
(State or other jurisdiction of 
incorporation or organization) 

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

(Address of principal executive offices) 

75-1743247 
(IR S employer 

identification no.) 

75240 
(Zip code) 

(972) 934-9227 
(Registrant's telephone number, including 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 X No - 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 
12b-2 of the Exchange Act) Yes _X_ No - 

Number of shares outstanding of each of the issuer's classes of common stock, as of 
January 3 1,2005. 

Class 
No Par Value 

Shares Outstanding 
79,348,039 
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PART 1. FINANCIAL INFORMATION 
Item 1. Financial Statements 

ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(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 
Accounts receivable, net 
Gas stored underground 
Other current assets 

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

December 3 1, September 30, 
2004 2004 

(Unaudited) 

$ 4,544,069 $ 2,633,651 
1,320,926 911,130 
3,223 , 143 1,722,52 1 

25,162 201,932 
640,760 211,810 
389,625 200,134 
152,686 63,236 

703,038 238,272 
271,682 23 1,978 

$ 5.406.096 $ 2,869,883 

1,208,233 677,112- 

CAPITALIZATION AND LIABILITIES 
Shareholders’ equity 

Common stock, no par value (stated at $.005 per share); 
100,000,000 shares authorized; issued and outstanding: 
December 3 1 , 2004 - 79,257,756 shares; 
September 30,2004 - 62,799,710 shares 

Additional paid-in capital 
Retained earnings - 

Accumulated other comprehensive loss 
Shareholders’ equity 

Total capitalization 
Long-term debt 

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

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

$ 396 $ 3 14 
1,393,250 1,005,644 

177,108 142,030 
- (3 1,676) (14,529) 

1,539,078 1 , 1 33,459 
2,255,173 861,311 
3,794,25 1 1,994,770 

653,403 185,295 
283,130 223,265 
28,797 - 

5,897 5,908 
97 1,227 414,468 
200,737 213,930 
241,986 103,579 
197,895 143,136 

$ 5.406.096 $ 2.869.883 
I 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED) 

(In thousands, except per share data) 

Three months ended 
December 3 1 

2004 2003 

Operating revenues 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

- Purchased gas cost 
Utility segment 
Natural gas marketing segment 
Pipeline and storage segment 
Other nonutility segment 
Intersegment eliminations 

Gross profit 

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

Total operating expenses 
Operating income 

Miscellaneous income 
Interest charges 
Income before income taxes 
Income tax expense 

Net income 
Basic net income per share 
Diluted net income per share 
Cash dividends per share 

Weighted average shares outstanding: 
Basic 
Diluted 

$ 913,681 $ 460,488 
493,801 373,829 

43,690 2,919 
1,359 709 

(83,907) (74,329) 
1,368,624 763,616 

656,370 322,064 
466,957 356,331 

3,872 327 

(8 3,02 7) (74,159) 
1,044,172 604,563 

324,452 159,053 

- - 
- 

113,126 S6,9 16 
43,997 23,473 
38,655 15,123 

195,778 95,512 
63,541 128,674 

385 1,207 
- 32,542 17,335 

963  17 47,4 13 
- 

17,872 
$ 59,599 $ 29,541 

36,918 

0.310 $ 0.305 

75,306 5 1,483 
75.725 51.861 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(UNAUDITED) 
(In thousands) 

Cash Flows From Operating Activities 
Net income 
Adjustments to reconcile net income to net cash 
provided by operating activities: - Depreciation and amortization: 

Charged to depreciation and amortization 
Charged to other accounts 

Deferred income taxes 
Other 
Net assets / liabilities 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 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 

Three months ended 
December 3 1 

2004 2003 
__I 

$ 59,599 $ 29;541 

43,997 23,473 
254 672 

8,308 19,347 
977 (476) 

22,088 (4,564) 
(67,3 19) (56,490) 
67,904 1 1,503 

(67,201) (45,47 1 ) 

(1,05 1) 489 
( I  ,980,784) (44,982) 

f 
(1,9 12,532) - 

28,797 73,200 
1,385,847 - 

(5,363) (3 Y 373) 

11,116 7,4 13 

- (43,770) 
(24,521) (1 5,744) 

Net proceeds from equity offering 382,O 14 - 

Net cash provided by financing activities 1,736,110 59,506 
Net increase (decrease) in cash and cash equivalents (176,770) 26,027 
Cash and cash equivalents at beginning of period 201,932 15,683 
Cash and cash equivalents at end of period $ 25,162 $ 41,710 

See accompanying notes to condensed consolidated financial statements 
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ATMOS ENERGY CORPORATION 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL, STATEMENTS 

(UNAUDITED) 
DECEMBER 3 1 , 2004 

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 certain nonutility businesses. 
Through our natural gas utility business, we distribute natural gas through sales and 
transportation arrangements to approximately 3.2 million residential, commercial, public- 
authority and industrial customers through our seven regulated natural gas utility divisions, 
which cover the following service areas: 

ivision Service Area 
Atmos Energy Colorado-Kansas Division 
Atmos Energy Kentucky Division Kentucky 
Atmos Energy Louisiana Division Louisiana 
Atmos Energy Mid-States Division 

Atmos Energy West Texas Division 
Mississippi Valley Gas Company Division 
Atmos Energy Mid-Tex Division ( I )  

Colorado, Kansas, Missouri(2) 

Georgia(2), Illinois(2), Iowa(2), 
Missouri(’) Tennessee, Virginia‘” 
West Texas 
Mississippi 
Texas, including the DalladFort 
Worth metropolitan area 

( I )  Acquired in October 2004. 
(’) Denotes locations where we have more limited service areas. 

As further described in Note 3, on October 1,  2004, we completed our acquisition of the 
natural gas distribution and pipeline operations of TXU Gas Company (TXU Gas). The 
TXU Gas operations we acquired are fegulated businesses engaged in the purchase, 
transmission, storage, distribution and sale of natural gas in the north-central, eastern and 
western parts of Texas. We also own and operate a system consisting of 6,162 miles of gas 
transmission and gathering lines and five underground storage reservoirs, all within Texas. 
On October 1, 2004, we created the Atmos Energy Mid-Tex Division to provide gas 
distribution services to the approximately 1.5 million residential and business customers in 
Texas, including the DalladFort Worth metropolitan area we acquired from TXIJ Gas. We 
also created the Atmos Pipeline - Texas Division to manage the TXU Gas pipeline and 
storage operations we acquired. 

In addition, we transport natural gas for others through our distribution system. Our utility 
business is subject to federal and state regulation and/or regulation by local authorities in 
each of the states in which the utility divisions operate. Our shared-services division is 
located in Dallas, Texas, and our customer support centers are located in Amarillo, Texas, 
and Metairie, Louisiana. However, on November 4, 2004, we entered into an agreement 
with Capgemini Energy L,.P. pursuant to which we will assume the operations of the Waco, 
Texas call center on April 1, 2005 and will close the purchase of the related assets on (, 
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October 1, 2005. In connection therewith, all call center services provided by TXU Gas 
under the transitional services agreement will terminate on April 1, 2005. I 

Our nonutility businesses include our natural gas marketing operations, our pipeline and 
storage operations and our other nonutility operations which are provided in 18 states. 
These operations are either organized under or managed by Atmos Energy Holdings, Inc. 
(AEH), which is wholly-owned by Atmos Energy Corporation. 

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 customers, primarily in the southeastern and rnidwestern states and to our Colorado- 
Kansas, Kentucky, Louisiana and Mid-States 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 operations consist of the operations of the Atmos Pipeline - Texas 
Division, a division of Atmos Energy Corporation; and of Atmos Pipeline and Storage, 
LLC (AYS), which is wholly-owned by AEH. As previously discussed, the Atrnos Pipeline 
- Texas Division was purchased from TXU Gas and supplies natural gas to the Atmos 
Energy Mid-Tex Division, transports natural gas to third parties and manages five 
underground storage reservoirs in Texas. 'Through APS, we own or have 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. 

Our other nonutility businesses consist primarily of the operations of Atmos Energy 
Services, LLC (AES) and Atmos Power Systems, Iric., which are wholly-owned by AEH. 
Through AES , we provide natural gas management services to our utility operations. 
These services, which began April I ,  2004, include aggregating and purchasing gas supply, 
arranging transportation and storage logistics and ultimately delivering the gas to our utility 
service areas at competitive prices. Through Atmos Power Systems, Inc., we construct 
electric peaking power-generating plants and associated facilities and may enter into 
agreements to either lease or sell these plants. 

In the opinion of management, all material adjustments (consisting of normal recurring 
accruals) necessary for a fair presentation have been made to the unaudited consolidated 
interim-period financial statements. These consolidated interim-period financial statements 
and notes are condensed as permitted by the instructions to Form 10-Q and should be read 
in conjunction with the audited consolidated financial statements of Atmos Energy 
Corporation ("Atmos" or "the Company") in its Annual Report on Form 10-K for the fiscal 
year ended September 30, 2004. Because of seasonal and other factors, the results of 
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operations for the three months ended December 31, 2004 are not indicative of expected 
results of operations for the fiscal year ending September 30, 2005. Further, the impact of 
the TXU Gas acquisition on the statement of cash flows is reflected in the acquisitions line 
item; therefore, the net changes in operating assets and liabilities will not reflect balance 
sheet changes attributable to the acquisition. 

Signiflcant accounting policies 

Our accounting policies are described in Note 2 to our Annual Report on Form 10-K for the 
year ended September 30, 2004. There were no significant changes to our accounting 
policies during the three months ended December 3 1,2004. 

Stock-based compensation plans 

We have two stock-based compensation plans that provide for the granting of incentive 
stock options, nonqualified stock options, stock appreciation rights, bonus stock, restricted 
stock and performance-based restricted stock units to officers and key employees: the 1998 
Long-Term Incentive Plan and the Long-Term Stock Plan for the Mid-States Division. 
Nonemployee directors are also eligible to receive such stock-based compensation under 
the 1998 Long-Term Incentive Plan. The objectives of these plans 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. 

/ 

As permitted by Statement of Financial Accounting Standards (SFAS) 123, Accountingfor 
Stock-Based Compensation, we account for these plans under the intrinsic-value method 
described in Accounting Principles Board (APB) Opinion 25, Accounting for Stock Issued 
to Employees. Under this method, no cornpensation cost for stock options is recognized for 
stock-option awards granted at or above fair-market value. Awards of restricted stock are 
valued at the market price of the Company’s common stock on the date of grant. The 
unearned cornpensation is amortized to operation and maintenance expense over the 
vesting period of the restricted stock. 

Had compensation expense for our stock options issued under the Long-Term Incentive 
Plan been recognized based on the fair value on the grant date under the methodology 
prescribed by SFAS 123, our net income and earnings per share for the three months ended 
December 3 1,2004 and 2003 would have been impacted as shown in the following table: 
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("I thousands, 
except per share data) 

Net income - as reported $ 59,599 $ 29,541 
Restricted stock compensation expense 

Total stock-based employee compensation 
expense determined under fair value 

included in income, net of tax 489 98 

based method for all awards, net of taxes (741) (393) 
Net income - pro forma $ 59,347 $ 29,246 

Earnings per share: 
Basic earnings per share - as reported $ 0.79 $ 0.57 
Basic earnings per share - pro forma $ 0.79 $ 0.57 
Diluted earnings per share - as reported $ 0.79 $ 0.57 
Diluted earnings per share - pro forma $ 0.78 $ 0.56 

At December 31, 2004, there were 300 options outstanding under. the Long-Term Stock 
Plan for the Mid-States Division, all of which were fully vested. Because of the limited 
activities of this plan, the pro forma effects of applying SFAS 123 would have less than a 
$0.01 per diluted share effect on earnings per share. 

We record certain costs as regulatory assets in accordance with SFAS 7 1, Accounting for 
the Effects of Certuin Types of Regulation, when future recovery through customer rates is 
considered probable. Regulatory liabilities are recorded when it is probable that revenues 
will be reduced for amounts that will be credited to customers through the 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 component of 
deferred credits and other liabilities. Deferred gas costs are recorded either in other current 
assets or liabilities and the regulatory cost of removal obligation is separately reported. 
Significant regulatory assets and liabilities as of December 31, 2004 and September 30, 
2004 included the following: 
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Regulatory assets: 
Deferred gas costs 
UCG merger and integration costs, net 
Other merger and integration costs, net 
Deferred MYG operating expenses 
Environmental costs 
Rate case costs 
Other 

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

( I )  Fully amortized by December 2004. 

December 31, September 30, 
2004 2004 

(In thousands) 

$ 68,253 $ - 
- 1,992 

14,572 14,644 
377 75 1 

2,924 4,057 
26,182 - 

3,289 
$ 119,545 $ 24,733 

7,237 __ 

$ - $ 39,097 
254,702 1 1 1,232 

1,962 1,962 
4,192 - 

$ 260.856 $ 152.291 

Currently authorized rates do not include a return on 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. Certain environmental costs have been deferred to future rate filings in accordance 
with rulings received from various regulatory commissions. 

Comprehensive income 

The following table presents the components of comprehensive income, net of related tax, 
for the three-month periods ended December 3 1,2004 and 2003: 

December 31 
2004 2@03 

(In thousands) 

Net income $ 59,599 $ 29,541 
Unrealized holding gains on investments, net of 

tax expense of $649 and $382 1,057 625 
Net unrealized losses on commodity hedging 

transactions, net of tax benefit of $7,912 
Net unrealized losses on interest rate hedging 

Comprehensive income $ 42,452 $ 30,166 

(1 2,908) I_ 

- transactions, net of tax benefit of $3,245 (5,296) 
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Accumulated other comprehensive loss, net of tax, as of December 31, 2004 and 
September 30,2004 consisted of the following unrealized gains (losses): I 

(mn ~ ~ 0 ~ § ~ ~ ~ § ~  

Accumulated other comprehensive income (loss): 
Unrealized holding gains (losses) or1 investments $ 213 $ (844) 
Treasury lock agreements (26,564) (2 1,268) 
Cash flow hedges (5,325) 7,583 

$ (31,676) $ (14,529) 

ecen t accounting pronoun cent en ts 

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS 123 
(revised), Share-Based Payment. This standard revises SFAS 123 , Accounting for Stock- 
Based Compensation and supersedes APB Opinion 25, Accounting for Stock Issued to 
Enzployees. Under SFAS 123 (R), public companies will be required to measure the cost of 
employee services received in exchange for stock options and similar awards based on the 
grant-date fair value of 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. 
SFAS 123 (R) will become effective for the Company on a prospective basis during the 
fourth quarter of fiscal 2005. Upon adoption, we will recognize compensation cost for the 
portion of outstanding awards for which the requisite service has not yet been rendered, 
based upon the grant-date fair value of those awards calculated under SFAS 123 for pro 
forma disclosure purposes. The standard also perrriits us to restate prior period information 
on a basis consistent with the calculations used for our pro forma stock compensation 
disclosure. We are currently assessing the impact of this standard and whether we will 
restate prior period information. 

3. TXU Gas Acquisition 

On October 1, 2004, we completed our acquisition of the natural gas distribution and 
pipeline operations of TXU Gas Company (TXU Gas). The purchase was accounted for as 
an asset purchase. The TXU Gas operations we acquired are regulated businesses engaged 
in the purchase, transmission, storage, distribution arid sale of natural gas in the north- 
central, eastern and western parts of Texas. Through these newly acquired operations, we 
provide gas distribution services to approximately 1.5 million residential and business 
customers in Texas, including the Dallas/Fort Worth metropolitan area. We also now own 
and operate a system consisting of 6,162 miles of gas transmission and gathering lines and 
five underground storage reservoirs in Texas. 

‘The purchase price for the ‘TXU Gas acquisition was approximately $1.905 billion (after 
preliminary closing adjustments and before transaction costs and expenses), which we paid 
in cash. We acquired approximately $12 1 million of working capital of TXU Gas and did 
not assume any indebtedness of TXU Gas in connection with the acquisition. TXU Gas 
retained certain assets and provided for the repayment of all of its indebtedness and 
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redeemed all of its preferred stock prior to closing and retained and agreed to pay certain 
other liabilities under the terms of the acquisition agreement. The purchase price is subject 
to adjustment for the actual amount of working capital we acquired and other specified 
matters. We anticipate that the working capital settlement will be finalized during the 
second quarter of fiscal 2005. 

We funded the purchase price for the TXU Gas acquisition with approximately $235.7 
million in net proceeds from our offering of 9,939,393 shares of common stock, which we 
completed on July 19, 2004, and approximately $1.7 billion in net proceeds from our 
issuance on October 1, 2004 of commercial paper backstopped by a senior unsecured 
revolving credit agreement, which we entered into on September 24, 2004 for bridge 
financing for the TXU Gas acquisition. In October 2004, we paid off the outstanding 
commercial paper used to find the acquisition through the issuance of senior unsecured 
notes on October 22, 2004, which generated net proceeds of approximately $1.39 billion, 
and the sale of 16.1 million shares of common stock on October 27, 2004, which generated 
net proceeds of $382.0 million. 

The following table summarizes the fair values of the assets acquired and liabilities 
assumed on October 1,  2004, in thousands: 

Cash purchase price 
Transaction costs and expenses 

Total purchase price 

Net property, plant and equipment 
Accounts receivable 
Gas stored underground 
Other current assets 
Goodwill 
Deferred charges and other assets 
Accounts payable and accrued liabilities 
Other current liabilities 
Regulatory cost of removal obligation 
Deferred income taxes 
Deferred credits and other liabilities 

Total 

$1,904,877 
7,655 

$1,912,532 

$1,472,295 
8 1,035 

141,664 
19,089 

464,963 
41,634 

(43,216) 
(88,93 9) 

(138,991) 
10,993 

$1.912.532 
(47,993 

The sale of TXU Gas's assets was held through a competitive bid process. We believe the 
resulting goodwill is recoverable given the expected synergies we can aclueve as a result of 
the TXU Gas acquisition. To that end, the TXU Gas acquisition significantly expands our 
existing utility operations in Texas. The North Texas operations of TXU Gas bridge our 
geographic operations between our existing utility operations in West Texas and Louisiana. 
TXU Gas's headquarters and service area are centered in Dallas, Texas, which is also the 
location of our corporate headquarters. Further, the addition of the regulated pipelines and 
storage operations in North Texas may create additional gas marketing and other 
opportunities for our non-regulated subsidiaries, which include gas marketing and storage 
operations. The goodwill generated in the acquisition is deductible for tax purposes. 
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Our allocation of the purchase price is preliminary and is subject to change due to the 
pending completion of the working capital settlement and our continuing review of the 
acquired assets and liabilities. The amount currently allocated to property, plant and 
equipment represents our estimate of the fair value of the assets acquired. We have based 
that estimate on the amount we believe will ultimately be approved as rate base for rate 
setting purposes. 

The table below reflects the unaudited pro forma results of the Company and TXU Gas for 
the three months ended December 31, 2003 as if the acquisition and related financing had 
taken place at the beginning of fiscal 2004 (in thousands, except per share data): 

Operating revenue $ 1 ,I 1 1,5 10 
Net income 43,384 
Net income per diluted share $ 0.56 

Goodwill and intangible assets are comprised of the following as of December 31, 2004 
and September 30, 2004. 

Goodwill $ 699,075 $ 234,112 
Intangible assets 3,963 4,160 
Total $ 703,038 $ 238,272 

- 

The following presents our goodwill balance allocated by segment and changes in our 
balance for the three months ended December 3 1,2004: 
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Natural Pipeline Other 

Utility Marketing Storage Utility 
Gas and Nom- 

Segment Segment Segment Segment Total 
(In thousands) 

Balance as of September 30,2004 $ 199,400 $ 24,282 $ - $ 10,430 $ 234,112 
Intersegment transfer of assets"' - - 10,430 (10,430) - 
TXU Gas acquisition (Note 3) 33 1,557 - 133,406 _- 464,963 
Balance as of December 31,2004 $530,957 $ 24,282 $ 143,836 $ - $699,075 

Effective October 1, 2004, we created the pipeline and storage segment which reflects the regulated 
pipeline and storage operations of the Atmos Pipeline - Texas Division and the nonregulated pipeline 
and storage operations of Atmos Pipeline and Storage, L,LC, which was previously included in our other 
nonutility segment. Accordingly, goodwill allocable to Atmos Pipeline and Storage, LLC was 
transferred to the pipeline and storage segment. 

erivative Instruments and edging 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 cansider various factors, including closing exchange and over-the-counter 
quotations, time value and volatility factors underlying the contracts. 

The following table shows the fair values of our risk management assets and liabilities by 
segment at December 3 1,2004 and September 30,2004: 
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Natural 
Gas 

ecember 31,2004: 

Assets from risk management activities, current $ 755 $ 12,068 $12,823 

Liabilities from risk management activities, current (10,167) (6,002) (16,169) 
Assets from risk management activities, noncur-rent - ___ - 

- 
(852) (852) Liabilities from risk management activities, noncurrent - 

Net assets (liabilities) 

- September 30,2004: 

Assets from risk management activities, current $25,692 $ 18,748 $44,440 
Assets from risk management activities, noncurrent - 562 562 
Liabilities from risk management activities, current (34,304) (5,154) (39,458) 
Liabilities from risk management activities, noncurrent - (1,138) (1,138) 
Net assets (liabilities) $ (8,612) $ 13,018 $ 4,406 

Utility Hedging Activities 

We use a combination of storage, fixed physical contracts and fixed financial contracts to 

season. Because the gains or losses of financial derivatives used in our utility segment will 
ultimately 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 Effects of Certain Types of 
Regulutioiz. Accordingly, there is no earnings impact to our utility segment as a result of 
the use of financial derivatives. For the 2004-2005 heating season, we have hedged 
approximately SO percent of our anticipated winter flowing gas requirements at a weighted 
average cost of approximately $6.22 per Mcf. Our utility hedging activities also include 
the cost of our Treasury lock agreements which are described in further detail below. 

partially insulate us and our customers against gas price volatility during the winter heating i 

Nonutility Hedging 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 purchases and sales of gas in the future. 

Effective April 1, 2004, we elected to treat our fixed-price forward contracts as normal 
purchases and sales and ceased marking these contracts to market. As a result, unrealized 
gains and losses on these open derivative contracts are now recorded as a component of 
accumulated other comprehensive income and are recognized in earnings as a component 
of revenue when the hedged volumes are sold. 

I 
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For the three months ended December 31, 2004, the change in the deferred hedging 
position in accumulated other comprehensive income from an unrealized gain as of 
September 30, 2004 to an unrealized loss as of December 31, 2004 was attributable to 
increases in future commodity prices relative to the comodi ty  prices stipulated in the 
derivative contracts, and the recognition of $4.3 million in net deferred hedge gains in net 
income when the derivatives matured according to their terms. The net deferred hedge 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 position as of December 3 1, 2004 is 
expected to be recognized in net income during fiscal 2005. 

Under our risk management policies, we seek to match our financial derivative positions to 
our physical storage positions as well as our expected current and future sales and purchase 
obligations to maintain no open positions at the end of each trading day. The determination 
of our net open position as of any day, however, requires us to make assumptions as to 
future circumstances, including the use of gas by our customers in relation to our 
anticipated storage and market positions. Because the price risk associated with any net 
open position at the end of each day may increase if the assumptions are not realized, we 
review these assumptions as part of our daily monitoring activities. We can also be 
affected by intraday fluctuations of gas prices, since the price of natural gas purchased or 
sold for future 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 December 31, 2004, AEH had a net open position 
(including existing storage) of 0.3 Bcf. 

Treasury 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 subsequent to September 30, 2004. This long-term debt was 
issued on October 22, 2004 and was used to repay a portion of the commercial paper used 
to fund the TXU Gas acquisition, as described in Note 3. 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 amount will remain in accumulated other comprehensive income and 
will be recognized as a component of interest expense over the next ten years. During the 
first quarter of fiscal 2005, we recognized approximately $0.9 million of this obligation as 
a component of interest expense. 
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LO~@VWZ debt 

Long-term debt at December 3 1,2004 and September 30, 2004 consisted of the following: 

Unsecured floating rate Senior Notes, due 2007 
Unsecured 4.00% Senior Notes, due 2009 
Unsecured 7.375% Senior Notes, due 201 1 
Unsecured 10% Notes, due 201 1 
Unsecured 5.125% Senior Notes, due 20 13 
Unsecured 4.95% Senior Notes, due 20 14 
Unsecured 5.95% Senior Notes, due 2034 
Medium term notes 

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

Unsecured 6.75% Debentures, due 2028 
First Mortgage Bonds 

Series J, 9.40% due 2021 
Series P, 10.43% due 2013 
Series Q, 9.75% due 2020 
Series T, 9.32% due 2021 
Series U, 8.77% due 2022 
Series V, 7.50% due 2007 

Total long-term debt 
Other term notes due in installments through 20 13 

Less: 
Original issue discount on unsecured senior 

Current maturities 
notes and debentures 

(In thousanads) 

$ 300,000 $ __ 

400,000 - 
350,000 350,000 

2,303 2,303 
250,000 250,000 
500,000 - 

200,000 - 

10,000 10,000 
10,000 10,000 

150,000 150,000 

17,000 
10,000 
16,000 
18,000 
20,000 
2,500 
9,374 

2,265,177 

17,000 
I 1,250 
16,000 
18,000 
20,000 
4, I67 
9,830 

868,550 

(4,107) (1,331) 
(5,897) (5,908) 

$ 2.255.173 $ 861.311 

Our unsecured floating rate debt bears interest at a rate equal to the three-month LIBOR 
rate plus 0.375 percent per year. At December 31, 2004, the interest rate on our floating 
rate debt was 2.465 percent. 

Short-term debt 

At December 3 1 , 2004, short-term debt consisted of $15.0 rriillion of commercial paper and 
$13.8 million outstanding under our bank credit facilities. At September 30, 2004, there 
were no short-term amounts outstanding under our commercial paper program or bank 
credit facilities. 1 
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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 bank. 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. 

Committed credit, facilities 

As of December 31, 2004, we had two short-term committed credit facilities totaling 
$61 8.0 million, one of which is an unsecured facility for $600.0 million that bears interest 
at the Eurodollar rate plus 0.625 percent and serves as a backup liquidity facility for our 
$600.0 million commercial paper program. At December 31, 2004, $15.0 million of 
commercial paper was outstanding. We entered into this facility on October 22, 2004 to 
replace our $350.0 million credit facility that served as the backup liquidity facility for our 
$350.0 million commercial paper program. 

" We have a second unsecured facility in place for $18.0 million that bears interest at the Fed 
Funds rate plus 0.5 percent and is used for working-capital purposes. At December 31, 
2004, we had borrowed $13.8 million under this credit facility. 

The availability of funds under our credit facilities is subject to conditions specified in the 
respective credit agreements, 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 
our $600.0 million credit facility to maintain, at the end of each fiscal quarter, a ratio of 
total debt to total capitalization of no greater than 70 percent. The total debt to total 
capitalization ratio is calculated quarterly and up to $200.0 million in short-term debt may 
be excluded from the defined capitalization ratio only for the three months ended 
December 3 1, 2004. At December 3 1, 2004, our total-debt-to-total-capitalization ratio, as 
defined, was 61 percent. Pursuant to the terms of the credit facility, we excluded $28.8 
million of short-term debt from the calculation of our total-debt-to-total-capitalization ratio 
as of December 3 1 , 2004. In addition, both the interest margin over the Eurodollar rate and 
the fee that we pay on unused amounts under our $600.0 million credit facility are subject 
to adjustment depending upon our credit ratings. 

Uncommitted credit facilities 

AEM has a $250.0 million uncommitted-demand working capital credit facility that bears 
interest at the Eurodollar rate plus 2.5 percent and expires on March 3 1, 2005. This facility 
is guaranteed by AEH. At December 31, 2004, no amounts were outstanding under this 
credit facility. However, at December 3 1, 2004, AEM letters of credit totaling $1 17.2 
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million had been issued under the facility and reduce the amount available that can be 
borrowed. 
covenants, including covenants based on working capital. Under the most restrictive 
covenant, the amount available to AEM under this credit facility was $32.8 million at 
December 31, 2004. Finally, this line of credit is collateralized by a blocked account 
maintained at AEM whereby collections from customers are deposited into the account and 
AEM withdraws funds from the account through an established approval process. 

The amount available under this credit facility is also limited by various ( 1  

Atmos Energy Corporation also has an unsecured short-term uncommitted credit line for 
$25.0 million that is used for working-capital and letter-of-credit purposes. There were no 
borrowings under this unconlmitted credit facility at December 31, 2004, but Atmos 
Energy Corporation (AEC) letters of credit reduced the amount available by $4.1 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 ths  line are made on a 
when- and as-available basis at the discretion of the bank. 

In addition, AEM has a $100.0 million intercornpany credit facility with AEC through 
AEH for its nonutility business which bears interest at the Eurodollar rate plus 2.75 
percent. Any outstanding amounts under this facility are subordinated to AEM's $250.0 
million uncommitted-demand credit facility described above. T h s  facility is used to 
supplement AEM's $250.0 million credit facility and has been approved by our state 
regulators through December 31, 2005. At December 31, 2004, $15.0 million was 
outstanding under t h s  facility and is eliminated in consolidation. 

: 
ebt Covenants 

In addition to the 70 percent limit on our total debt-to-capitalization ratio imposed by our 
committed credit facilities, most of the First Mortgage Bonds contain provisions that allow 
us to prepay the outstanding balance in whole at any time, subject to a prepayment 
premium. 'The First Mortgage Bonds provide for certain cash flow requirements and 
restrictions on additional indebtedness, sale of assets and payment of dividends. Under the 
most restrictive of such covenants, cumulative cash dividends paid after December 31, 
1988 may not exceed the sum of accumulated net income for periods after December 3 1 , 
1988 plus $15.0 million. At December 31, 2004 approximately $138.7 million of retained 
earnings was unrestricted with respect to the payment of dividends. 

We were in compliance with all of our debt covenants as of December 3 1 , 2004. 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding 
indebtedness arising out of any other credit agreements in amounts ranging from in excess 
of $15 million to in excess of $100 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 any other financial obligation, as defined, by at 
least $250 thousand, Additionally, this agreement contains a provision that would limit the i 

1 



amount of credit available if Atmos is 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. 

7. Public Offering 

On October 27, 2004, we completed the public offering of 16,100,000 shares of our 
common stock including the underwriters’ exercise of their overallotment option of 
2,100,000 shares. The offering was priced at $24.75 and generated net proceeds of 
approximately $382.0 million. We used the net proceeds from this offering, together with 
net proceeds of $235.7 million from a public offering we conducted in July 2004 and $1 3 9  
billion received from the issuance of senior unsecured notes to pay off the $1.7 billion in 
outstanding commercial paper described in Note 3 and hnd  the remainder of the purchase 
price for the TXU Gas acquisition. 

8. Earnings Per Share 

Basic and diluted earnings per share at December 3 1 are calculated as follows: 

For t 

2004 2003 

Net income 

(In thousands) 

$ 59,599 $ 29,541 

Denominator for basic income per share -- weighted 
average common shares 

Effect of dilutive securities: 
Restricted and other shares 
Stock options 

average common shares 
Denominator for diluted income per share - weighted 

Income per share - basic 
Income per share - diluted 

75,306 5 1,483 

275 
144 

132 
246 

75,725 51,861 

$ 0.79 $ 0.57 
$ 0.79 $ 0.57 

There were no out-of-the-money options excluded fi-om the computation of diluted 
earnings per share for the three months ended December 31, 2004. There were 240,118 
out-of-the-money options excluded from the computation of diluted earnings per share for 
the three months ended December 31, 2003 as their exercise price was greater than the 
average market price of the common stock. 

i 
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The components of our net periodic pension cost for our pension arid other post-retirement 
benefit plans for the three months ended December 3 1,2004 and 2003 are presented below. 
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 amounts for the three months 
ended December 31, 2003 do not reflect the impact of the Medicare Prescription Drug, 
Improvement and Modernization Act of 2003 (the Act) as we recognized the impact of the 
Act beginning in the second quarter of fiscal 2004. 

Components of net periodic pension cost: 
Service cost $ 3,136 $ 2,433 $ 2,478 $ 1,725 
Interest cost 6,017 6,004 2,366 2,103 

Amortization of transition asset 1 24 378 378 
96 96 

151 635 Amortization of actuarial loss 1,891 
Net periodic pension cost $ 4,158 $ 2,953 $ 4,951 $ 4,602 

Expected return on assets (6,885) (7,524) (5 18) (335) 

Amortization of prior service cost (2) 
2,018 

(2) 

Actuarial assumptions used to develop 
net periodic pension cost: 

Discount rate 6.25% 6.00% 6.25% 6.00% 
Rate of compensation increase 4.00% 4.00% 4.00% 4.00% 
Expected return on plan assets 8.75% 9.00% 5.30% 5.30% 

We did not contribute to our pension plans during the three months ended December 3 1, 
2004. We are not required to make a minimum funding contribution during fiscal 2005 nor 
do we anticipate making any voluntary contributions during fiscal 2005. During the three 
months ended December 3 1, 2004, we contributed $2.4 million to our other post-retirement 
plans and we expect to contribute $1 1.7 million to these plans during fiscal 2005. 

10. Commitments and Contingencies 

Litigation and Environmental 

We are involved in litigation and environmental matters and claims that arise out of our 
ordinary business. While the results of such litigation, the ultimate results of response 
actions to our environmental matters and claims cannot be predicted with certainty, we 
believe the final outcome of such litigation, response actions and claims will not have a 
material adverse effect on our financial condition, results of operations or net cash flows. 
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We were the plaintiff in a case styled Energas Company, a Division of Atmos Energy 
Corporation v. ONEOK Energy Marketing and Trading Company, L,.P., ONEOK Westex 
Transmission, Inc., and ONEOK Energy Marketing and Trading Company I., filed in 
December 2001, in the 72"d Judicial District in the District Court of Lubbock County, 
Texas. This case was filed to recover damages resulting from various claims involving the 
sale, measurement, transportation and balancing of natural gas. T h s  case and all related 
claims have been settled. The settlement did not have a material effect on our financial 
condition, results of operations or net cash flows. 

During the three months ended December 3 1, 2004, there were no other material changes 
in the status of the litigation and environmental matters that were disclosed in Note 13 to 
our annual report on Form 10-K for the year ended September 30, 2004. However, with 
the acquisition of the natural gas distribution and pipeline operations of TXU Gas 
Company on October 1 , 2004, we assumed responsibility for certain litigation and claims 
that arose in the ordinary course of the business of TXTJ Gas Company. We believe the 
final outcome of such litigation and claims will not have a material adverse effect on our 
financial condition, results of operations or net cash flows. 

Fu rch ase Coniin itm en ts 

AEM has commitments to purchase physical quantities of natural gas under contracts 
indexed to the forward NYMEX strip or fixed price contracts. At December 3 1, 2004, 
AEIVI is committed to purchase 43.3 Bcf within one year and 3.2 Bcf within one to three 
years under indexed contracts. AEM is committed to purchase 1.0 Bcf within one year 
under fixed price contracts with prices ranging from $5.24 to $8.91. Purchases under these 
contracts totaled $360.1 million and $296.7 million for the three months ended December 
3 1,2004 and 2003. 

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of 
gas for our customers in this service area which obligate it to purchase specified volumes at 
market prices. The estimated commitments under these contracts as of December 3 1, 2004 
are as follows (in thousands): 

2005 
2006 
2007 
2008 
2009 
Thereafter 

$ 386,293 
1 17,507 
19,999 
10,717 
8,532 

32,442 
$ 575,490 

Y 
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Other 

In January 2005, we signed a letter of intent with a third party to jointly construct, own and 
operate a 45-mile large diameter natural gas pipeline in the northern portion of the 
Dallas/Fort Worth Metroplex. Under terms of the letter of intent, the third party will 
provide the initial capital to build the pipeline and we will contribute up to $42.5 million 
within two years of signing of a definitive agreement. The pipeline is expected to be in 
service by December 2005. 

Credit risk is the risk of financial loss to us if a customer fails to perform its contractual 
obligations. We engage 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 corisumers. These transactions 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 customer base. 

. This diversification in AEM’s customers helps mitigate its credit exposure. 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 assurarice 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 provisioris for credit losses, that our financial position, results of 
operations and cash flows will not be materially affected as a result of counterparty 
nonperformance. 

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 the credit department, but are primarily based on external ratings provided by 
Moody’s Investor Service Inc. and/or Standard & Poor’s Rating Service, a Division of the 
McGraw-Hill Companies, Inc. For non-rated entities, the default rating for municipalities 
is investment grade, while the default rating for non-guaranteed industrials and 
conmercials is non-investment grade. The table below shows the percentages related to 

i 



................. . . . . . . . . .  . . . . . . . . .  -- .................. ..... . . . . . . . .  ___. . _ _  - . . . . . . . . .  

the investment ratings as of December 31, 2004 and September 30, 2004. As indicated 
below, a majority of AEM's customers are rated as investment grade. 

December 31.2004 Seotember 30.2004 

Investment grade 
Non-investment grade 

Total 

57% 55% 
43% 45% 

100% 100% 
__ 

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 December 3 1, 2004. Investment grade counterparties have minimum credit 
ratings of BBB-, assigned by Standard & Poor's Rating Group; or Baa3, assigned by 
Moody's Investor Service. Non-investment grade counterparties are composed 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 composed of numerous smaller counterparties, none of 
which is individually significant. 

At December 31,2004 
Natural 

Gas 
IJtility Marketing 

Segment Segment Consolidated 
(In thousands) 

Investment grade counterparties 
Nan-investment grade counterparties 

$ 755 $ 11,911 $ 12,666 
- 157 157 

$ 755 $ 12,068 $ 12,823 

( I )  Counterparty risk for our utility segment js minimized because hedging gains and losses are passed 
through to our customers, 

12. Segment Information 

Atrnos 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 customers through 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. 

i 

Through our nonutility businesses we provide natural gas management and marketing 
services to industrial customers, municipalities and other local distribution companies 
located in 1 S 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: 
I 

the utility segment, which includes our regulated natural gas distribution and sales 
opera ti ons , 
the natural gas marketing segment, which includes a variety of 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 nonutility operations. 

Effective October 1, 2004, we created the pipeline and storage segment which reflects the 
regulated pipeline and storage operations of the Atrnos Pipeline - Texas Division and the 
nonregulated pipeline and storage operations of Atmos Pipeline and Storage, L.L.C, which 
was previously included in our other rionutility segment. Segment information for all prior 
year periods has been restated to reflect our new organizational structure. 

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, 2004. We evaluate performance based 
on net income or loss of the respective operating units. Summarized income statements by 
segment are shown in the following tables. 

i 

For the three months ended 
Natural Gas Pipeline Other 

ecember 31,2004 

~ Utili Eliminations Consolidated 
(In thousands) 

Operating revenues from 

Intersegment revenues 

Purchased gas cost 
Gross profit 

Operating expenses 
Operating income 
Miscellaneous income 

(expense) 
Interest charges 
Income before income 

Income tax expense 

external parties 

taxes 

Net income 

556 $ __ $ 1,368,624 $913,406 $ 432,910 $ 21,752 $ 
275 60,891 2 1,938 803 (83,907) __ 

913,681 493,801 43,690 1,359 (83,907) 1,368,624 
656,370 466,957 3,872 - (83,027) 1,044,172 
257,311 26,844 39,818 1,359 (880) 324,452 
172,224 3,859 I9,47 1 1,154 (930) 195,778 
85,087 22,985 20,347 205 50 128,674 

972 246 315 593 (1,741 1 385 
27,259 40 1 6,171 402 (1,691) 32,542 

58,800 22,830 14,491 396 - 96,517 
2 1,777 9,568 5,407 166 __ 36,918 

$ 59,599 - $ 37,023 $ 13,262 $ 9,084 $ 230 $ .,-----_ 
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Operating revenues from 

Intersegment revenues 
external parties 

Purchased gas cost 

Operating expenses 
Operating income (loss) 
Miscellaneous income 

(expense) 
Interest charges 
Income before income 

Income tax expense 
Net income 

Gross profit 

taxes 

For the three months ended December 31,2003 - 
Natural Gas Pipeline Other 

Utility Marketing and Storage Nonutility Eliminations Consolidated 
(In thousands) 

___ $ 763,616 $460.209 $ 301.424 $ 1,369 $ 614 $ 
279 721405 1,550 95 (74,329) - 

763,616 460,488 373,829 2,919 709 (74,329) 
322,064 356,331 327 - (74,159) 604,563 
138,424 17,498 2,592 709 (1 70) 159,053 
89,046 4,288 1,530 818 (170) 95,512 
49,378 13,210 1,062 ( 109) - 63,541 

1,067 123 6 1,189 (1,178) 1,207 
17,060 792 21 1 450 (1,178) 17,335 

33.385 12.541 857 630 - 47,413 
- - 7 -  ~ 

12,274 5,005 342 25 1 - 17,872 



Balance sheet information at December 31, 2004 and September 30, 2004 by segment is 
presented in the following tables: I 

At December 31,2004 - 
Natural Pipeline 

Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

ASSETS 
Property, plant and 

equipment, net 
Investment in subsidiaries 
Current assets 

Cash and cash equivalents 
Assets from risk 

management activities 
Other current assets 
Intercompany receivables 

'Total current assets 
Intangible assets 
Goodwill 
Noncurrent assets from risk 

management activities 
Deferred charges and 

other assets 

CAPITALIZATION AND 
LIABILITIES 
Shareholders' equity 
Long-term debt 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-term debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities fiorn 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

$ 2,790,193 $ 7,711 $ 423,796 $ 1,443 $ - $ 3,223,143 
173,967 (1,662) __ - (1  72,305) - 

5,594 19,053 __ 515 __ 25,162 

755 15,161 - - (3,093) 12,823 
283,166 58,526 18,913 (53,176) 1,170,248 

- - 30,894 (5 32,220) - 
3 17,380 58,526 50,322 (588:489) 1,208,233 

- 3,963 - - - 3,963 
530,957 24,282 143,836 __ __ 699,075 

862,819 
501,326 

1,370,494 

24 1,080 1,610 6,882 22,119 271,682 

$ 1,539,078 $ 96,903 $ 44,410 $ 32,654 $ (173,967) $ 1,539,078 
2,247,779 __ - 7,394 - 2,255,173 
3,786,857 96,903 44,4 10 40,048 (173,967) 3,794,25 1- 

3,917 - - 1,980 
28,797 __ - 15,000 

__ - 10,167 11,103 
653,134 215,587 78,514 7,539 

__ 5,897 
15,000) 28,797 

(5,101) 16,169 
34,410) 920,364 

- (532,220) - __ 33,260 498,960 - 

696,015 259,950 577,474 24,519 (586,73 1) 97 1,227 
203,680 (111271) 6,324 1,977 27 200,737 

24 1,986 __ __ __ __ 241,986 

178,153 6,7 18 4,832 7,340 __ 197,043 
- $ 5,106,691 $ 353,284 $ 633,040 $ 73,884 $ (760,803) $ 5,406,096 

-. 
.___ 
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ASSETS 
Property, plant and 

equipment, net 
Investment in subsidiaries 
Current assets 

Cash and cash equivalents 
Assets from risk 

management activities 
Other current assets 
Intercompany receivables 

Total current assets 

*. 

Intangible assets 
Goodwill 
Noncurrent assets from risk 

management activities 
Deferred charges and 

other assets 

C/?PITALIZATION AND 
LIABILITIES 
Shareholders' equity 
Long-term debt 

Current liabilities 
Total capitalization 

Current maturities of 
long-term debt 

Short-term debt 
Liabilities from risk 

Other current liabilities 
Intercompany payables 

management activities 

Total current liabilities 
Deferred income taxes 
Noncurrent liabilities from 

Regulatory cost of removal 

Deferred credits and other 

risk management activities 

obligation 

liabilities 

At September 30,2004 
Natural Pipeline 

Gas and Other 

(In thousands) 
Utility Marketing Storage Nonutility Eliminations Consolidated 

$ 1,669,304 $ 7,875 $ 43,784 $ 1,558 $ __ $ 1,722,521 
__ ___ (i62,81 6) - 164,300 (1,484) 

182,846 18,734 __ 352 - 201,932 

25,692 24,4 12 __I - (5,664) 44,440 
253.829 170,363 13,473 18,815 (25,740) 430,740 

1,995 __ - 16,079 (1 8,074) 
464,362 213,509 13,473 35,246 (49,478) 677. I I .: 

- 4,160 __ - - 4.100 
199,400 24,282 10,430 - __ 234. I 1 : 

207,019 1,661 25 22,7 11 _I_ 23 I .4 I 
$ 2,704,385 $ 250,737 $ 67,712 $ 59,515 $ (212,466) $ P 2.XhQ.Sh.  

$ 1,133,459 $ 103,376 $ 28,499 $ 32,425 $ (164,300) $ 1 . 1  1'; 1"1 
853,472 __ - 7,839 - 8hl.:i ' 

1,986,93 1 103,376 28,499 40,264 (1 64,300) 1.904 - - I ,  

34,304 1 1,407 - __ (6,253) 7 0  4 i 4  
236,257 124,577 24,014 7,558 (23,304) 3(>Y I 11: 

208,325 (3,360) 6,96 1 1,977 27 71 7 . 0 l O  

__ 9,906 8,168 - (1 8,074) 
274,478 145,890 32,182 9,549 (47,63 1 ) 4 14 

__ 1,700 - __ (562) 1.13s 

13 1,072 3,131 70 7,725 - 14 1,99S 
$ 2,704,385 $ 250,737 $ 67,712 $ 59,515 $ (212,466) $ 2,869,883 

P I_ 



. . .  . - . . .  - .  . . . .  , . . . .  . .. . . - .  . . . .- . . . . . . .  . I .  _. . . 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors 
Atmos Energy Corporation 

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation 
as of December 3 1 , 2004, and the related condensed consolidated statements of income for 
the three-month periods ended December 31, 2004 and 2003, and the condensed 
consolidated statements of cash flows for the three-month periods ended December 31, 
2004 and 2003. These financial statements are the responsibility of the Company's 
management. 

We conducted our review in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). A review of interim financial information 
consists principally of applying analytical procedures and malung 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 interim 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, 2004, 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 9, 2004, 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, 2004, is fairly 
stated, in all material respects, in relation to the consolidated balance sheet from which it 
has been derived. 

EKNST & YOUNG LLP 

Dallas, Texas 
February 7,2005 
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Item 2. Management’s Discussion and Analysis of Financial Condition and 
Results of Operations 

INTRODUCTION 

The following discussion should be read in conjunction with the condensed consolidated 
financial statements in this Quarterly Report on Form 10-Q and Management’s Discussion 
and Analysis in our Annual Report on Form 10-K for the year ended September 30,2004. 

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

The statements contained in this Quarterly Report on Form IO-Q may contain “forward- 
looking statements” within the meaning of Section 21E of the Securities Exchange Act of 
1934. All statements other than statements of historical fact included in this Report are 
forward-looking statements made in good faith by 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 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 from the acquisition and the successful 
integration of the TXU Gas operations; and other uncertainties discussed herein, all of 
which are difficult to predict and many of which are beyond the control of the Company. 
A discussion of these risks and uncertainties may be found in the Company’s Form 10-K 
for the year ended September 30, 2004. 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. 



VIE 

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

Through our nonutility businesses we provide natural gas management and marketing 
services to industrial customers, municipalities and other local distribution companies 
located in 18 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 sales 
operations, 
the natural gas marketing segment, which includes a variety of 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 nonutility operations. 

The first quarter of fiscal 2005 was highlighted by our acquisition of the natural gas 
distribution and pipeline operations of TXU Gas Company (TXU Gas). The TXU Gas 
operations we acquired are regulated businesses engaged in the purchase, transmission, 
distribution and sale of natural gas in the north-central, eastern and western parts of Texas. 
Through these newly acquired operations, we provide gas distribution services to 
approximately 1.5 million residential and business customers in Texas, including the 
DalladFort Worth metropolitan area. We also now own and operate a system consisting of 
6,162 miles of gas transmission and gathering lines and five underground storage reservoirs 
in Texas. 

The purchase price for the TXU Gas acquisition was approximately $1.905 billion, before 
transaction costs and expenses, which we paid in cash. We funded the purchase price for 
the TXU Gas acquisition with approximately $235.7 million in net proceeds from our 
offering of 9,939,393 shares of common stock, which we completed on July 19, 2004, and 
approximately $1.7 billion in net proceeds from our issuance on October 1, 2004 of 
commercial paper backstopped by a senior unsecured revolving credit agreement, which 
we entered into on September 24, 2004 for bridge financing for the TXU Gas acquisition. 
In October 2004, we paid off the outstanding commercial paper used to fund the acquisition 
through the issuance of senior unsecured notes on October 22, 2004, which generated net 
proceeds of approximately $1.39 billion and the sale of 16.1 million shares of common 
stock on October 27, 2004, which generated net proceeds of approximately $382.0 million. 
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a result of the acquisition, effective October 1, 2004, we created the pipeline and 
storage segment which reflects the regulated pipeline and storage operations of the Atmos 
Pipeline - Texas Division and the nonregulated pipeline and storage operations of Atmos 
Pipeline and Storage, LLC, which was previously included in our other nonutility segment. 

The TXlJ Gas acquisition essentially doubled the size of the Company. The following 
table presents selected financial information for the Mid-Tex Division and Atmos Pipeline 
- Texas Division operations for the three months ended December 3 1 , 2004: 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income tax expense 
Net income 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 

Pipeline transportation volumes - MMcf 

Atmos 
Pipeline- 

Mid-Tex Texas 
Division ivision 

(In thousands, unless 
otherwise noted) 

$ 402,248 
1 13,959 
75,411 
38,548 

410 
1 1,440 
10,085 

$ 17,433 

$ 38,514 
34,867 
18,477 
16,390 

114 
5,767 
3,834 

$ 6,903 

40,150 NA 
1 1.799 NA 
5 1,949 NA 

NA 72,753 

Heating Degree Days - Percent of Normal 78% NA 

The impact of the TXU Gas acquisition, combined with continued strong performance in 
our natural gas marketing segment contributed to the following financial results during the 
first quarter of fiscal 2005: 

Our utility segment net income increased $15.9 million. The increase reflects the 
impact of the Mid-Tex operations ($17.4 million) and the effect of rate increases in 
our West Texas and Mississippi jurisdictions that were not in effect during the first 
quarter of fiscal 2004, partially offset by an increase in interest expense attributable 
to an increase in our debt balances to fund the TXU Gas acquisition. 
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Our natural gas marketing segment net income increased $5.7 million during the 
three months ended December 31, 2004 compared with the three months ended 
December 31, 2003. The increase in natural gas marketing net income primarily 
reflects favorable results from the management of our storage portfolio coupled 
with a favorable movement in the forward indices used to value our storage 
financial instruments. 

Our pipeline and storage segment contributed $9.1 million in net income for the 
quarter ended December 3 1 , 2004 compared with $0.5 million for the quarter ended 
December 31, 2003, primarily reflecting the acquisition of the Atmos Pipeline - 
Texas Division ($6.9 million). 

Our total debt to capitalization ratio at December 31, 2004 was 59.8 percent 
compared with 43.3 percent at September 30, 2004 reflecting the impact of the 
financing for the TXU Gas acquisition. 

Operating cash flow provided $67.9 million compared with $1 1.5 million, reflecting 
favorable results in net working capital management efforts partially offset by 
increases in natural gas stored underground and deferred gas costs. 

Capital expenditures increased to $67.2 million from $45.5 million primarily 
reflecting the acquisition of the Mid-Tex Division ($23.4 million) and the Atmos 
Pipeline - Texas Division ($1.1 million). 

i 

Our condensed consolidated financial statements were prepared in accordance with 
accounting principles generally accepted in the United States. Preparation of these 
financial statements requires us to make estimates and judgments that affect the reported 
amounts of assets, 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. Our 
critical accounting estimates are reviewed by the Audit Committee on a quarterly basis. 
Actual results may differ from 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, 2004 and include the following: 



Regulation 
e Revenue Recognition 
e Allowance for Doubtful Accounts 
0 Derivatives and Hedging Activities 

Impairment Assessments 
Pension and Other Postretirement Plans 

There have been no significant changes to these critical accounting policies during the three 
months ended December 3 1,2004. 

RESULTS OF OPERATIONS 

The following table presents our financial highlights for the three months ended December 
3 1,2004 and 2003: 

Operating revenues 
Gross profit 
Operating expenses 
Operating income 
Miscellaneous income 
Interest charges 
Income tax expense 
Net income 

Utility sales volumes - MMcf 
Utility transportation volumes - MMcf 

Total utility throughput - MMcf 

Natural gas marketing sales volumes - MMcf 

Pipeline transportation volumes - MMcf 

Heating Degree Days (’) 
Actual (weighted average) 
Percent of normal 

Consolidated utility average transportation 

Consolidated utility average cost of gas 
revenue per Mcf 

Der Mcf sold 

Three Months Ended 
December 31 

2004 2003 
(In thousands, unless 

otherwise noted) 

$1,3 68,624 
324,452 
195,778 
128,674 

385 
32,542 
36,918 

$ 59,599 

$ 763,616 
159,053 
9 5 3  12 
63,541 

1,207 
17,335 
17,872 

$ 29,541 

90,957 50,681 
27,978 17,498 

1 18.935 68.179 

60,296 58,917 

72,753 __ 

I 

-- 

988 1,240 
88% 95% 

$ 0.58 $ 0.46 

$ 7.22 $ 6.35 
( I )  h jus t ed  for service areas that have weather normalized operations. 
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The following table shows our operating income by segment for the three-month periods 
ended December 31, 2004 and 2003. The presentation of our utility operating income is 
included for financial reporting purposes and may not be appropriate for ratemaking 
purposes. 

F 
-I 

Heating Heating 
Degree Degree 

aYs Days 
Operating Percent of Operating Percent of 

Income Normal (3) Income Normal (3)  

(In thousands, except degree day information) 

Kentucky 
Louisiana 
Mid-States 
Mid-Tex (‘I 
Mississippi Valley Gas Company 
West ‘Texas 
Other 
Utility segment 
Natural gas marketing segment 

5,845 
6,333 

11,138 
38,548 

8,607 
5,786 

595 

Colorado-Kansas $ 8,235 99% $ 8,238 100% 
99% 
90% 
94% 

00% 
86% 

95% 

I 

- 

i - 
Pipeline and storage segment 20,347 __ 1,062 - 

- t 109) I_ Other nonutility segment and other 255 
Consolidated operating income $ 128,674 88% $ 63,541 95% 

85,087 
22,985 

94% 
85% 
91% 
78% 
89% 

100% 

88% 
- 

- 

6,564 
8,256 

13,871 

8,233 
4,666 

- 

(450) 
49,378 
13,210 

(’I Operating income for the Mid-Tex Division reflects operating income since October 1, 2004. 
( 2 )  Operating income for the pipeline and storage segment reflects operating income for the Atmos 

(3) Adjusted for service areas that have weather normalized operations. 
Pipeline - Texas Division since October 1,2004. 

hree Months Ended 
ecember 31,2003 

ecember 31,2004 compared with Three Months Ended 

Utility segment 

Our utility segment has historically contributed 70 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 68 
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Tennessee 
Amarillo. Texas 

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-term 
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. Utility 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. 

November - April 
October - Mav 

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. 

West Texas 
Lubbock. Texas 

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 December 31, 2004, we 
had, or received regulatory approvals for, WNA in the following service areas for the 
following periods, which covered approximately 1.1 million meters: 

October - May 
October - Mav 

October - May 
October - Mav 

I Virginia “’ 1 January-December I 
(’) Effective beginning in July 2005. 

The Atmos Energy 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 mitigate the impact of warmer-than-normal 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. 
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Operating. income : 

Utility gross profit increased to $257.3 million for the three months ended December 31, 
2004 from $138.4 million for the three months ended December 31, 2003. Total 
throughput for our utility business was 118.9 billion cubic feet (Bcf) during the current year 
compared to 68.2 Bcf in the prior year. 

The increase in utility gross profit margin primarily reflects the impact of the Mid-Tex 
Division resulting in an increase in utility gross profit margin and total throughput of 
$1 14.0 million and 51.9 Bcf. The $4.9 million increase in the gross profit generated fiom 
our historical operations primarily reflects rate increases in our Mississippi and West Texas 
jurisdictions that were absent in the prior year quarter. 

Operating expenses, whch include operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, increased to $172.2 million for the three months ended December 31, 2004 from 
$89.0 million for the three months ended December 3 1 , 2003. Operation and maintenance 
expense increased by $44.4 million primarily due to the addition of $40.1 million in 
operation and maintenance expenses associated with the Mid-Tex Division and higher 
labor and benefit costs in our historical operations. Taxes other than income taxes 
increased $22.2 million, primarily due to additional franchise, payroll and property taxes 
associated with the Mid-Tex assets acquired in October 2004. Franchise and state gross 
receipts taxes are paid by our Customers as a component of their monthly bills; thus, these 
amounts are offset in revenues through customer billings and have no effect on net income. 
Depreciation and amortization expense increased $16.6 miIIion, which primarily reff ects 
the inclusion of depreciation associated with the Mid-Tex assets ($15.7 million). 

As a result of the aforementioned factors, our utility segment operating income for the three 
months ended December 31, 2004 increased to $85.1 million from $49.4 million for the 
three months ended December 3 1,2003. - 

Interest churges 

Interest charges allocated to the utility segment for the three months ended December 3 1 , 
2004 increased to $27.3 million from $17.1 million for the three months ended December 
3 I , 2003. The increase was attributable to the interest expense associated with the issuance 
of long-term debt to finance the acquisition of the Mid-Tex Division in October 2004. 

Natural gas marketing segment 

Our natural gas marketing segment aggregates and purchases gas supply, arranges 
transportation and/or storage logistics and ultimately delivers the gas to our customers at 
competitive prices. To facilitate this process, we utilize proprietary and customer-owned 
transportation and storage assets to provide the various services our customers request, 
including furnishing natural gas supplies at fixed and market-based prices, contract 
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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. 

We participate in transactions in which we combine the natural gas commodity and 
transportation costs to minimize our costs incurred to serve our customers. 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 a price sufficient to cover our carrying costs and provide a gross profit 
margin. Through the use of transportation and storage services and derivatives, 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. 

OperatinE income 

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

Our natural gas marketing segment’s gross profit margin was comprised of the following 
for the three months ended December 3 1,2004 and 2003: 

- December 31 
2004 2003 
(In thousands, except 

storage balances) 
Storage Activities 

Realized margin $ 4,776 $ 1,552 
Unrealized margin 12,519 4,072 

Total Storage Activities 17,295 5,624 

Marketing Activities 
Realized margin 11,414 1034 1 
Unrealized margin (1,865) 1,033 

Total Marketing Activities 9,549 1 1,874 

Gross profit $ 26,844 $ 17,498 

Ending storage balance (Bcf) 7.5 5.1 
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Our natural gas marketing segment's gross profit margin was $26.8 million for the three 
months ended December 31, 2004 compared to gross profit of $17.5 million for the three 
months ended December 31, 2003. Natural gas marketing sales volumes were 66.1 Bcf 
during the three months ended December 31, 2004 compared with 70.2 Bcf for the prior 
year period. Excluding intersegment sales volumes, natural gas marketing sales volumes 
were 60.3 Bcf during the current year period compared with 58.9 Bcf in the prior year 
period. The increase in consolidated natural gas marketing sales volumes was primarily 
due to our ability to sell volumes we purchased under favorable pricing conditions at a 
lower price than our competitors in certain of our markets, partially offset by continued 
efforts to eliminate lower margin transactions and focus our marketing efforts on higher 
rnargin customers. Gross profit margin from our natural gas marketing segment for the 
three months ended December 31, 2004 included an unrealized gain of $10.7 million 
compared with an unrealized gain of $5.1 million in the prior-year period. 

The contribution to gross profit from our storage activities was a gain of $17.3 million for 
the three months ended December 3 1,2004 compared to a gain of $5.6 million for the three 
months ended December 3 1, 2003. The $1 I .7 million improvement primarily was 
attributable to a $3.2 million improvement in the realized storage contribution and an $8.5 
million improvement in the unrealized storage contribution for the three months ended 
December 31, 2004 compared to the prior year period. 'The improvement in the realized 
storage contribution for the three months ended December 3 1, 2004 primarily was due to 
our ability to capture higher spreads in our storage book during the current year and the 
restructuring of certain asset management transactions to improve the profitability of these 
transactions. The increase in unrealized income in the current period was primarily 
attributable to a favorable movement during the three months ended December 3 1, 2004 in 
the forward indices used to value the storage financial instruments combined with greater 
physical natural gas storage quantities at December 31, 2004 compared to the prior year 
period. 

Our marketing activities contributed $9.5 million to our gross profit for the three months 
ended December 3 1,2004 compared to $1 1.9 million for the three months ended December 
31, 2003. The decrease in the marketing contribution primarily was attributable to an 
unfavorable movement in the forward indices used to value certain financial instruments 
partially offset by the increase in sales volumes as discussed above. 

Operating expenses, which include operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, decreased to $3.9 million for the three months ended December 31, 2004 from $4.3 
million for the three months ended December 3 1,2003. The decrease in operating expense 
was attributable primarily to a decrease in contract labor costs due to systems and process 
improvements in the natural gas marketing segment. 

The improved gross profit margin resulted in an increase in our natural gas marketing 
segment operating income to $23 .O million for the three months ended December 3 1, 2004 

I 

I 

I 
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compared with operating income of $13.2 million for the three months ended December 3 1, 
2003. 

Pipeline and storage segment 

Our pipeline and storage segment consists of the regulated pipeline and storage operations 
of the Atmos Pipeline - Texas Division and the nonregulated pipeline and storage 
operations of Atrnos Pipeline and Storage, LLC, which was previously included in our 
other nonutility segment. The Atrnos Pipeline - Texas Division supplies natural gas to the 
Atmos Energy Mid-Tex Division and transports natural gas for third parties and manages 
five underground storage reservoirs in Texas. We also provide ancilIary services 
customary in the pipeline industry including parking arrangements, blending and sales of 
inventory 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 estimated 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, LL,C, 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 firom 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. 

Operatin2 income 

Pipeline and storage gross profit increased to $39.8 million for the three months ended 
December 31, 2004 from $2.6 million for the three months ended December 31, 2003. 
Total pipeline transportation volumes were 130.0 Bcf during the three months ended 
December 31, 2004 compared with 2.4 Bcf for the prior year period. Excluding 
intersegment transportation volumes, total pipeline transportation volumes were 72.8 Bcf 
during the current year period. There were no third party transportation volumes in the i 
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prior year period as Atmos Pipeline and Storage, LLC’s total throughput was to affiliated 
parties. 

The increase in pipeline and storage gross profit margin primarily reflects the impact of the 
A b o s  Pipeline - Texas Division resulting in an increase in pipeline and storage gross 
profit margin and total transportation volumes of $34.9 million and 72.8 Bcf. The $2.3 
million increase in the gross profit generated by Atmos Pipeline and Storage, LLC 
primarily reflects an unrealized gain of $1.7 million compared with and unrealized loss in 
the prior year quarter of $0.7 million. 

Operating expenses, which include operation and maintenance expense, provision for 
doubtful accounts, depreciation and amortization expense and taxes other than income 
taxes, increased to $19.5 million for the three months ended December 3 1 , 2004 from $1.5 
million for the three months ended December 31, 2003 due to the addition of $18.5 million 
in operating expenses associated with the Atmos Pipeline - Texas Division. As the Atmos 
Pipeline - Texas Division is a regulated entity, franchise and state gross receipts taxes are 
paid by our customers; thus, these amounts are offset in revenues through customer billings 
and have no effect on net income. Included in operating expense was $2.0 million 
associated with taxes other than income taxes, of which $1.9 million was associated with 
our Atmos Pipeline - Texas Division. 

As a result of the aforementioned factors, our pipeline and storage segment operating 
income for the three months ended December 31, 2004 increased to $20.3 million from 
$1.1 million for the three months ended December 3 1 , 2003. 

Interest expense 

Interest charges allocated to this segment for the three months ended December 31, 2004 
increased to $6.2 million from $0.2 million for the three months ended December 31,2003. 
The increase was attributable to the interest expense associated with the issuance of long- 
term debt to finance the acquisition of the Atmos Pipeline - Texas Division in October 
2004. 

Other nonutility segment 

Our other nonutility businesses consist primarily of the operations of Atrnos Energy 
Services, LLC (AES), and Atmos Power Systems, Inc. Through AES, we provide natural 
gas management services to our utility operations. These services, which began April 1, 
2004, include aggregating and purchasing gas supply, arranging transportation and storage 
logistics and ultimately delivering the gas to our utility service areas at competitive prices. 
AES’ revenues represent charges to our utility divisions equal to the costs incurred to 
provide those services. Through Atmos Power Systems, Inc., we construct electric peaking 
power-generating plants and associated facilities and may enter into agreements to either 
lease or sell these plants. 

! 
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Operating income for this segment primarily reflects the leasing income associated with 
two sales-type lease transactions completed in 2001 and 2002. The increase in operating 
income during the three months ended December 31, 2004 compared with the prior year 
quarter reflects the absence of a one time charge of $0.4 million associated with the wind 
down of a noncore business. 

Miscellaneous income for the three months ended December 31, 2004 was $0.6 million 
compared with $1.2 million for the three months ended December 31, 2003. The $0.6 
million decrease was primarily attributable the absence of equity earnings from our 
investment in U.S. Propane L.P., which was sold in January 2004. 

LIQUIDITY AND CAP1 

Our working capital and liquidity for capital expenditures and other cash needs are 
provided from internally generated h d s ,  borrowings under our credit facilities and 
commercial paper program and fimds raised from the public debt and equity capital 
markets. We believe that these sources of hnds will provide the necessary working capital 
and liquidity for capital expenditures and other cash needs for the remainder of fiscal 2005. 

Capitalization 

The following presents our capitalization as of December 3 1 , 2004 and September 30, 
2004: 

ecember 31, September 30, 
2004 2004 

(In thousands, except percentages) 

- Short-term debt $ 28,797 0.7% $ - 

Long-term debt 2,261,070 59.1% 867,219 43.3% 
Shareholders' equity 1,539,078 40.2% 1,133,459 56.7% 
Total capitalization, 

including short-term debt $3,828,945 100.0% $2,000,678 100.0% 

Total debt as a percentage of total capitalization, including short-term debt, was 59.8 
percent at December 3 1 , 2004 and 43.3 percent at September 30,2004. The increase in the 
debt to capitalization ratio was attributable to the issuance of $1.39 billion in senior 
unsecured long-term debt, partially offset by the issuance of 16.1 million shares of our 
common stock in October 2004 to partially finance the TXU Gas acquisition. Our ratio of 
total debt to capitalization is expected to be greater during the current winter heating season 
as we make additional short-term borrowings to fund natural gas purchases and meet our 
working capital requirements. Within three to five years from the closing of the 
acquisition, we intend to reduce our capitalization ratio to a target range of 53 to 55 percent 
through cash flow generated from operations, continued issuance of new common stock 
under our Direct Stock Purchase Plan and Retirement Savings Plan, 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 whch we cannot control. These include regulatory changes, the price for our products 
and services, the demand for such products and services, margin requirements resulting 
from significant changes in commodity prices, operational risks, the successful integration 
of the natural gas distribution and pipeline operations of TXU Gas we acquired and other 
factors. 

i 
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Cash flows from operating activities 

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

For the three months ended December 3 1, 2004, we generated operating cash flow of $67.9 
million compared with $1 1.5 million for the three months ended December 3 1, 2003. Our 
cash flow from operating activities was affected by the following: 

Favorable movements during the three months ended December 31, 2004 in the 
market indices used to value our risk management assets and liabilities favorably 
impacted operating cash flow by $26.7 million. 
The timing of cash collections from our customers unfavorably impacted operating 
cash flow by $155.7 million. 
The timing of payments for accounts payable and other accrued liabilities favorably 
affected operating cash flow by $29 I .3 million. 
However, increases in our natural gas inventories attributable to lower utility gas 
sales volumes coupled with a 14 percent higher average cost of gas compared with 
the prior year quarter resulted in a $24.4 million decrease in operating cash flows. 
The lag between the time period when we purchase our natural gas and the period in 
which we can include this cost in our gas rates resulted in a decrease in operating 
cash flows of $82.6 million. 
Other working capital changes positively affected operating cash flow by $1.1 
million. 

Cash flows from investing activities 

During the last three years, a substantial portion of our cash resources was used to fund 
acquisitions, our ongoing construction program to provide natural gas services to our 
customer base and technology improvements. Capital expenditures for fiscal 2005 are 
expected to range from $340 million to $350 million. Of this amount, approximately $200 
- $210 million is expected to be incurred by the Mid-Tex Division and Atmos Pipeline - 
Texas Division. 
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For the three months ended December 31, 2004, we invested $67.2 million compared with 
$45.5 million for the three months ended December 31, 2003. Capital expenditures for the 
three months ended December 3 1, 2004 include approximately $23.4 million for the Atmos 
Energy Mid-Tex Division and $1.1 million for the Atrnos Pipeline - Texas Division. 

Our cash used for investing activities for the three months ended December 31, 2004 
reflects the $1.913 billion cash paid for the TXU Gas acquisition including related 
transaction costs and expenses. The final purchase price is subject to adjustment for the 
actual amount of worlung capital we acquired and other specified matters. We anticipate 
that the purchase price will be finalized during the second quarter of fiscal 2005. 

Cash flows from financing activities 

For the three months ended December 31, 2004, our financing activities provided $1.7 
billion in cash compared with $59.5 million in cash for the prior year quarter. Our 
significant financing activities for the three months ended December 3 1 , 2004 and 2003 are 
summarized as follows: 

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 $382.0 million. Additionally, we issued senior unsecured debt under 
the shelf registration statement consisting of $400 million of 4.00% senior notes due 
2009, $500 million of 4.95% senior notes due 2014, $200 million of 5.95% senior 
notes due 2034 and $300 million of floating rate senior notes due 2007. The 
floating rate notes will bear interest at a rate equal to the three-month LIBOR rate 
plus 0.375 percent per year. The net proceeds received from the sale of these senior 
notes were $1.39 billion. The net proceeds from these issuances, combined with the 
net proceeds from our July 2004 offering were used to pay off the approximately 
$1.7 billion in outstanding commercial paper backstopped by a senior unsecured 
revolving credit agreement, which we entered into on September 24, 2004 for 
bridge financing for the TXU Gas acquisition. 

During the three months ended December 31, 2004 and 2003, short-term 
borrowings under our commercial paper program provided $28.8 million and $73.2 
million. The decrease in cash flows provided by short-term borrowings primarily 
reflects the use of excess proceeds remaining from our October 2004 debt and 
equity offerings after financing the TXU Gas acquisition to partially fbnd working 
capital needs during the first quarter of fiscal 2005. 

We repaid $3.4 million of long-term debt during the three months ended December 
31, 2004 compared with $5.4 million during the three months ended December 31, 
2003. The decreased payments during the current quarter reflected the timing of the 
maturities of our various debt obligations. 
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During the three months ended December 3 1 , 2004 we paid $24.5 million in cash i 
dividends compared with dividend payments of $15.7 million for the three months 
ended December 31, 2003. The increase in dividends paid over the prior year 
period reflects the 27.5 million increase in the number of conmon shares 
outstanding and an increase in the quarterly dividend rate from $0.305 per share 
during the three months ended December 3 1 , 2003 to $0.3 1 share during the three 
months ended December 3 1,2004. 

During the quarter ended December 3 1,2004, we issued 358,046 shares of common 
stock, in addition to the 16.1 million common shares issued in our October 2004 
public offering, whch generated net proceeds of $1 1.1 million. The following table 
summarizes the issuances for the three months ended December 3 1,2004 and 2003: 

Months Ended 
ecember 31 

2004 2003 
Shares issued: 

Retirement Savings Plan 
Direct Stock Purchase Plan 
Outside Directors Stock-for-Fee Plan 
Long-Term Incentive Plan 
Public Offering 
Total shares issued 

115,399 90,489 
114,839 155,255 

571 819 
127,237 74,958 

16,100,000 __ 

16,458.046 321.521 '- 

Shelf Registration 

In August 2004, we filed a shelf registration statement with the Securities and Exchange 
Commission (SEC) to issue, from time to time, up to $2.2 billion in new common stock 
and/or 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 'TXU Gas acquisition. After these issuances, we have approximately $40 1.5 
million of availability remaining under the shelf 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 bank. 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 and capital expenditures will increase substantially as a 

On October 22, 2004, we replaced our $350.0 million credit facility with a new $600.0 
result of the acquisition of the natural gas distribution and pipeline operations of TXU Gas. i 



million committed credit facility that serves as a backup liquidity facility for our 
commercial paper program. We believe this facility, combined with our operating cash 
flow will be sufficient to fund these increased worlung capital needs. These facilities are 
described in further detail in Note 6 to the consolidated financial statements. 

Credit Rating 

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in 
addition to the cost of sueh financing. In determining our credit ratings, the rating agencies 
consider a number of quantitative factors, including debt to total capitalization, operating 
cash flow relative to outstanding debt, operating cash flow coverage of interest and pension 
liabilities and funding status. In addition, the rating agencies consider qualitative factors 
such as consistency of our earnings over time, the quality of our management and business 
strategy, the risk 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, Inc. (Fitch). Our current debt ratings are 
all considered investment grade and are as follows: 

Fitch -- S&P Moody’s 

L,ong-term debt 
Commercial paper 

BRB Baa3 BBB+ 
A-2 P-3 F-2 

Currently, S&P and Moody’s maintain a stable outlook and Fitch maintains a negative 
outlook. 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 Covenants 

In addition to the 70 percent limit on our total debt-to-capitalization ratio imposed by our 
committed credit facilities, our First Mortgage Bonds provide for certain cash flow 
requirements and restrictions on additional indebtedness, sale of assets and payment of 
dividends. Under the most restrictive of such covenants, cumulative cash dividends paid 
after December 31, 1988, may not exceed the sum of our accumulated net income for 
periods after December 31, 1988, plus $15.0 million. At December 31, 2004, i 
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approximately $138.7 million of retained earnings was unrestricted with respect to the 
payment of dividends. 

We were in compliance with all of our debt covenants as of December 3 1, 2004. If we do 
not comply with ow 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 $600.0 million 
revolving credit agreement, each contain a default provision that is triggered if outstanding 
indebtedness arising out of any other credit agreements in amounts ranging from in excess 
of $15 million to in excess of $100 million becomes due by acceleration or is not paid at 
maturity. In addition, Atmos Energy Marketing, LLC's (AEM) credit agreement contains a 
cross-default provision whereby AEM would be in default if it defaults on any other 
financial obligation, as defined, by at least $250 thousand. Additionally, this agreement 
contains a provision that would limit the amount of credit available if Atrnos is 
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. 

Contractual Obligations and Commercial Corn 

As a result of the issuance of our unsecured senior notes in October 2004 and the issuance 
of short-term debt under our commercial paper program, our contractual obligations 
associated with our long-term debt, short-term debt and interest expense increased. 

The following table reflects the significant changes in our contractual obligations as of 
December 31, 2004 as a result of these events. There were no other significant changes in 
our contractual obligations and commercial commitments during the three months ended 
December 3 1,2004. 

Payments Due by Period 

Total 1 year 1-3 years 3-5 years years 
(In thousands) 

Less than After 5 
_I 

Contractual Obligations 

Long-term debt (If $ 2,265,177 $ 5,897 $312,828 $412,125 $1,534,327 

Interest charges 1,326,995 1 16,559 239,23 1 2 19,020 752,185 
Gas purchase commitments (2) 575,490 386,293 137,506 19,249 32,442 

- - Short-term debt ( I )  28,797 28,797 - 

( I )  

(I) 
See Note 6 to the consolidated financial statements. 
Gas purchase commitments were determined based upon contractually determined volumes at prices 
estimated based upon the index specified in the contract, adjusted for estimated basis differentials 
and contractual discounts as of December 3 I ,  2004. 



. . . . . .- . .. - . . . -- . .. - .. - . . .. .- - . - . .. . ..._ I- - . . - .. . . .. . _. . . . .. .. .. - . . . . _. .” .. . . __ . 

Additionally, in January 2005, we signed a letter of intent with a third party to jointly 
construct, own and operate a 45-mile large diameter natural gas pipeline in the northern 
portion of the Dallas/Fort Worth Metroplex. Under terms of the letter of intent, the third 
party will provide the initial capital to build the pipeline and we wilI contribute up to $42.5 
million withn two years of signing of a definitive agreement. 

Risk Management 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. 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 recognize significant ineffectiveness or the 
hedges may no longer meet the accounting requirements for hedge accounting resulting in 
the derivatives being treated as mark to market instruments through earnings. 

We record our derivatives as a component of risk management assets and liabilities, which 
are classified as current or noncurrent based upon the anticipated settlement date of the 
underlying derivative. Substantially all of our derivative financial instruments are valued 
using external market quotes and indices. The following table shows the components of 
the change in the fair value of our utility and natural gas marketing commodity derivative 
contracts for the three months ended December 3 1 , 2004: 

Natural Gas 
Utilitv Marketing 

Fair value of contracts at September 30, 2004 
Contracts realizedsettled 
Fair value of new contracts 
Other changes in value 

Fair value of contracts at December 3 1 , 2004 

i 

( ln  thousands) 

$ (8,612) $ 13,018 
(39,121) (1 1,627) 

- (2,681) 
41,002 3,823 

$ (9.412) $ 5,214 
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The fair value of our utility and natural gas marketing derivative contracts at December 3 1, 
2004, is segregated below by time period and fair value source: I 

reader Total Fair 
Less than 1 1-3 4-5 Than 5 Value 

(In thousands) 

Prices actively quoted $ (2,372) $ (197) $ - $ -- $ (2,569) 
Prices provided by other 

Prices based on models and 

'Total Fair Value $ (3,346) $ (852) $ - $ - $ (4,198)- 

(1 303 1) 

(598) 

__ I_ external sources (943) (88) 

___ - other valuation methods (31) (567) 

Storage and Hedging Outlook- 

AEM engages in natural gas storage transactions in which it seeks to find and profit from 
pricing differences that occur over time. AEM purchases physical natural gas and then 
sells financial contracts at a price sufficient to cover its carrying costs and provide 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. 

Under SFAS 133, natural gas inventory is the hedged item in a fair-value hedge and is 
marked to market on a monthly basis using the inside FERC (IFERC) price at the end of 
each month. Derivatives associated with our natural gas inventory 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 difference in the indices used to 
mark to market our physical inventory (iFERC) and the related fair-value hedge (NYMEX) 
is reported as a component of revenue and can result in volatility in our reported net 
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, resulting in the realization of the economic gross 
profit margin we anticipated at the time we structured the original transaction. 

AEM continually manages its positions to enhance the future profitability of its storage 
position. Therefore, AEM may change its scheduled injection and withdrawal plans from 
one time period to another based on market conditions or adjust the amount of storage 
capacity it holds on a discretionary basis in an effort to achieve this objective. AEM 
monitors the impacts of these 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 the 
optimization efforts are fully attained. I 

. - 



As of December 31, 2004, based upon AEM’s derivatives position and inventory 
withdrawal schedule, the forecasted gross profit margin was approximately $1 5 .O million. 
Approximately $1 3.0 million of net unrealized gains were recorded in the financial 
statements as of December 31, 2004. Therefore, the projected increase in future gross 
profit margin is approximately $2.0 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 
December 3 1, 2004 will be fully realized in the future and in what time period. Further, if 
we experience operational or other issues u;hich limit our ability to optimally manage our 
stored gas positions, pemanent impacts on earnings may result. 

Pension and Postretirement Benefits Obligations 

For the three months ended December 3 1,2004 and 2003 our total net periodic pension and 
other benefits cost was $9.1 million and $7.6 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 the increase in the number of 
employees resulting from the TXU Gas acquisition, which increased our service cost. 
Additionally, we increased our discount rate and reduced our assumed rate of return on our 
pension plan assets for fiscal 2005, whch increased our service and interest cost and 
reduced our expected return on plan assets, which partially offsets our net periodic pension 
and other benefits cost. 

We did not contribute to our pension plans during the three months ended December 3 1, 
2004. We are not required to make a minimum funding contribution nor do we anticipate 
making any voluntary contributions during fiscal 2005. During the three months ended 
December 3 1, 2004, we contributed $2.4 million to our other post-retirement plans and we 
expect to contribute $1 1.7 million to these plans during fiscal 2005. 

Although we did not assume the existing employee benefit liabilities or plans of TXIJ Gas, 
we have agreed to give certain transitioned employees credit for years of TXU Gas service 
under our pension plan. For purposes of our post-retirement medical plan, we received a 
credit of $20.0 million (subject to post-closing adjustment) against the purchase price to 
permit us to provide partial past service credits for retiree medical benefits under our retiree 
medical plan. The $20.0 million credit approximates the actuarially determined present 
value of the accumulated benefits related to the past service of the transferred employees. 
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'I TING STATISTICS 

The following tables present certain operating statistics for our utility, natural gas 
marketing, pipeline and storage and other nonutility segments for the three months ended 
December 31, 2004 and 2003. Certain prior year amounts have been reclassified to 
conform to the current year presentation. 

Utility Sales and Statistical Data 

ree Months Ended 
December 31 

2004"' 2003 
METERS IN SER CE, end of period 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total meters 
HEATWG DEGREE DAYS (') 

Actual (weighted average) 
Percent of normal 

U"ILITY SALES VOL 
Gas sales volumes 

Residential 
Commercial 
Industrial 
Agricultural 
Public authority and other 

Total gas sales volumes 
Utility transportation volumes 
Total utility throughput 

2,886,5 11 1,508,062 
277,53 1 152,488 

2,298 3,463 
8,299 9,354 

10,088 10,020 
3,184,727 1,683,387 

988 1,240 
88% 95% 

50,769 27,507 
13,356 27,863 

8,243 6,249 
66 495 

4,016 3,074 
90,957 50,68 1 
29.741 20.680 

120.698 71.361 
UTILITY OPERATING WEVE 
Gas sales revenues 

Residential $ 523,143 $ 263,549 
Commercial 264,992 115,564 
Industrial 66,500 44,546 
Agricultural 675 3,034 
Public authority and other 32,430 2 1,909 

Total utility gas sales revenues 887,740 448,602 
Transportation revenues 16,432 8,101 
Other gas revenues 9,509 3,785 

Total utility operating revenues $ 913,681 $ 460,488 

Utility average transportation revenue per Mcf $ 0.55 $ 0.39 
Utility average cost of gas per Mcf sold $ 7.22 $ 6.35 

- 

See footnotes following these tables. , 
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Natural Gas Marketing, Pipeline and Storage and Other Nonutility Operations Sales and 
Statistical Data 

Three Months Ended 
December 31 

CUSTOMERS, end of period 
Lndustrial 
Municipal 
Other 

Total 

NATURAL GAS MARKETING 
SALES V O L r n , S  - MMcf (3) 

PIPELINE TRANSPORTATION 
VOLUMlES - MMcf (3) 

OPERATING REVENUES (000's) (3) 

Natural gas marketing 
Pipeline and storage 
Other nonutility 

Total operating revenues 

Notes to preceding tables: 

2004 2003 

557 600 
77 74 

196 186 
830 860 

66,138 70,204 

129,994 2,430 

$ 493,801 $ 373,829 
43,690 2,919 

1,359 709 
$ 538.850 $ 377.457 

( '  ) The operational and statistical information includes the operations of the Mid-Tex Division 
and Atmos Pipeline - Texas Division since the October 1,2004 acquisition date. 

A heating degree day is equivalent to each degree that the average of the high and the low 
temperatures for a day is below 65 degrees. The colder the climate, the greater the number of 
heating degree days. Heating degree days are used in the natural gas industry to measure the 
relative coldness of weather and to compare relative temperatures between one geographic 
area and another. Normal degree days are based on 30-year average National Weather 
Service data for selected locations. Degree day information for the three months ended 
December 31, 2004 and 2003 is adjusted for certain service areas included within the 
Colorado-Kansas Division, the West Texas Division, certain service areas in the Mid-States 
Division, the Kentucky Division and the Mississippi Valley Gas Company Division, which 
have weather normalized operations. 

(:) 

(j) Sales volumes and revenues reflect segment operations, including intercompany sales and 
transportation amounts. 
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Recent Ratemaking Activity 
I 

The following will discuss our recent ratemaking activities during the first quarter of fiscal 
2005. The amounts described below represent the gross revenues that were requested or 
received in the rate filing, which may not necessarily reflect the increase in operating 
income obtained, as certain operating costs may have increased as a result of a 
commission’s final ruling. 

Mississippi. The Mississippi Public Service Commission (MPSC) requires that we file for 
rate adjustments every six months. ’The rate filings are made in May and November of 
each year and the rate adjustments typically become effective in June and December. 
Starting with the November 2004 filing, rate adjustments will typically become effective in 
January and July. In September 2004, the MPSC authorized additional annualized revenue 
of $4.7 million on our May 2004 filing, which became effective on June 1, 2004. 
However, the MPSC also disallowed certain deferred costs totaling $2.8 million. We 
withdrew our appeal regarding the MPSC’s decision regarding t h s  disallowance. 

We filed our second semiannual filing for 2004 on November 5, 2004, requesting rate 
adjustments of $6.0 million in annualized revenue. The MPSC allowed us to include $3.0 
million in annualized revenue into our rates effective January 1, 2005. In February 2005, 
we and the Mississippi Public Utilities Staff (MPUS) signed a stipulation agreement that 
provides for an additional $1.3 million in annualized revenue that is retroactive to January 
2005. The MPSC is expected to ratify the stipulation agreement during the second quarter 
of fiscal 2005. 

d - T a  In December 2004, we made a filing under the Gas Reliability Infrastructure 
Program (GRIP) to include approximately $32.0 million of distribution and pipeline capital 
expenditures made by TXU Gas during calendar year 2003, which will result in additional 
revenues of approximately $6.7 million. We expect these capital costs will be recovered 
through a monthly customer charge beginning in the second half of fiscal 2005. The 
allowed rate of return is 8.258 percent. 

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the 
Railroad Commission of Texas (the Commission). 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. The proceeding has involved informal 
discussions in preparation for potential settlement discussions. However, a formal 
procedural schedule has been adopted providing for formal discovery and a formal hearing 
in the event that settlement can not be reached. 

The Mid-Tex Division is also pursuing an appeal to the Travis County District Court of the 
Final Order in its last systemwide rate case completed in May 2004 to obtain a return on its 
investment associated with the Poly I replacement pipe that was originally disallowed in 
the last rate case. Additionally, the Mid-Tex Division is seeking the right to surcharge for 
gas cost underrecoveries. The case is awaiting assignment of a judge and the establishment 

1, of a briefing schedule. I 



During the first quarter of fiscal 2005, the Mid-Tex Division pursued a filing initiated by 
TXU Gas seeking authorization of a surcharge to recover the rate case expenses incurred 
by the Mid-Tex Division, Atmos Pipeline - Texas Division, and the intervening cities in 
connection with their last systemwide rate case completed in May 2004. The filing also 
covered the estimated expenses to prosecute the aforementioned recovery docket and the 
severed dockets fi-om the systemwide rate case. On January 25, 2005, the Commission 
issued an order authorizing the recovery of the $10.2 million over a 3-year period with 
interest. This order is still subject to potential motions for rehearing and court appeals. 

Atmos Piperine - Texas. Concurrent with our Mid-Tex Division GRIP filing in December 
2004, we also made a GRIP filing for our-regulated pipeline to include approximately 
$12.0 million of distribution and pipeline capital expenditures made by TXU Gas during 
calendar year 2003, which will result in additional revenues of approximately $1.8 million. 
We expect these capital costs will be recovered through a monthly customer charge 
beginning in the second half of fiscal 2005. The allowed rate of return is 8.258 percent. 

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. Cornmodity 
price risk is the potential loss that we may incur as a result of changes in the fair value of a 
particular instrument 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. 

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 5 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 and our other short-term borrowings. 



Utility segment 

We purchase natural gas for our uti ity 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 non- 
regulated 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 non-regulated sales. 
Based on projected non-regulated gas sales for the remainder of fiscal 2005, a hypothetical 
10 percent increase in fixed prices, based upon the December 3 1, 2004 three month market 
strip, would increase our purchased gas cost by approximately $4.5 million for the 
remainder of fiscal 2005. 

Natural gas marketing segment 

Our natural gas marketing segment is also exposed to risks associated with changes in the 
market 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 
conmodity price risk by applying a $0.50 change in the forward NYMEX price to our net 
open position (including existing storage) at the end of each period. Based on AEH’s net 
open position (including existing storage) at December 3 1, 2004 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. 

i 

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 
$0.3 million during the three months ended December 3 1,2004. 

We also assess market risk for our fixed-rate, long-term obligations. We estimate market 
risk for our fixed-rate, 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 fixed-rate, long- term obligations 

December 3 1,2004. 
would have increased by approximately $155.7 million during the three months ended ( 

I 



As of December 31, 2004 we were not engaged in other activities that would cause 
exposure to the risk of material earnings or cash flow loss due to changes in interest rates or 
market commodity prices. 

Item 4. Controls and Procedures 

As of the end of the period covered by this report, we carried out an evaluation, under the 
supervision and with the participation of our management, including the Chairman, 
President and Chief Executive Officer and the Senior Vice President and Chief Financial 
Officer, of the effectiveness of our disclosure controls and procedures pursuant to 
Exchange Act Rules 13a-l5(b) and 15d-I5(b). Based upon that evaluation, the Chairman, 
President and Chief Executive Officer, and the Senior Vice President and Chief Financial 
Officer have concluded that our disclosure controls and procedures continue to be effective. 
Such disclosure controls and procedures are controls and procedures designed to ensure 
that all information required to be disclosed in our reports filed under the Exchange Act is 
recorded, processed, summarized and reported within the time periods set forth in 
applicable Securities and Exchange Commission forms, rules and regulations. 

In addition, our management, including the Chairman, President and Chief Executive 
Officer, and the Senior Vice President and Chief Financial Officer, evaluated our internal 
control over financial reporting pursuant to Exchange Act Rules 13a- 15(d) arid 15d- 15(d). 
Based upon that evaluation, management has concluded that there has been no change in  
such internal control during the first quarter of fiscal 2005 that has materially affected or is 
reasonably likely to materially affect the Company's internal control over financial 
reporting. 

PART 11. OTHER INFORMATION 

Item 1. Legal Proceedings 

During the three months ended December 31, 2004, there were no material changes in the 
status of the litigation and environmental matters that were disclosed in Note 13 to our 
annual report on Form 10-K for the year ended September 30, 2004 except as disclosed in 
Note 10 to the condensed consolidated financial statements for the three months ended 
December 31, 2004. With the acquisition of the natural gas distribution and pipeline 
operations of TXU Gas Company on October 1, 2004, we assumed responsibility for 
certain litigation and claims that arose in the ordinary course of the business of TXU Gas 
Company. We believe the final outcome of such litigation and claims will not have a 
material adverse effect on our financial condition, results of operations or net cash flows. 

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. 



SIGNATURES 

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

ATMOS ENERGY CORPORATION 
(Registrant) 

Date: February 9, 2005 By: /s/ JOHN P. REDDY 
John P. Reddy 

Senior Vice President 
and Chief Financial Officer 
(Duly authorized signatory) 
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EXHIBITS INDEX 
Item 6(a) 

Exhibit 
Number 

10.1 

10.2 

10.3 

10.4 

10.5 

12 

15 

31 

32 

Page 
Description Number 

Eleventh Amendment to Credit Agreement, dated as of 
December 14, 2004, in respect of the Uncommitted 
Amended and Restated Credit Agreement, dated as of July 
1, 2002, among Atmas Energy Marketing, LLC, the 
financial institutions from time to time parties thereto, 
Fortis Capital Corp. and BNP Paribas 

Form of Non-Qualified Stock Option Agreement under the 
Atmos Energy Corporation 1998 Long-Term Incentive Plan 

Form of Restricted Stock Award Agreement under the 
Atmos Energy Corporation 1998 Long-Term Incentive Plan 

Form of Award Agreement of Performance-Based 
Restricted Stock Units under the Atmos Energy Corporation 
1998 Long-Term Incentive Plan 

Form of Award Agreement of Restricted Stock with Time- 
Lapse Vesting under the Atmos Energy Corporation 1998 
Long-Term Incentive Plan 

Computation of ratio of earnings to fixed charges 

Letter regarding unaudited interim financial information 

Rule 13a-14(a)115d-l4(a) Certifications 

Section 1350 Certifications” 

* These certifications pursuant to 18 U.S.C. Section 1350 by the Company’s Chief 
Executive Officer and Chief Financial Officer, furnished as Exhibit 32 to this 
Quarterly Report on Form 10-Q, will not be deemed to be filed with the Commission 
or incorporated by reference into any filing by the Company under the Securities Act 
of 1933 or the Securities Exchange Act of 1934, except to the extent that the 
Company specifically incorporates such certifications by reference. 
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