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crude oil prices. In a declining crude I rising gas price environment, this could
significantly chip away at WMB's processing margin and lead to earnings & cash
flow shortfalls.

Project Execution - If WMB suffers cost overruns at its expansion projects,
economics could deteriorate and lower overall project returns.

TransCanada Corp

Company description

The company's pipeline network transports 15 bcf/d of natural gas and extends over
35,000 miles, while its storage capacity is about 360 bet. Additionally, TransCanada
owns or has an interest in over 10,900 MW of generation throughout Canada and
the northeast United States.

Investment strategy

We rate TRP Neutral (2). TRP's asset mix of both pipeline (70%) and power (30%)
assets offers attractive organic growth with incremental returns on new capital of
13% excluding acquisitions over the next five years.

Despite attractive returns on organic and new build projects, we believe this growth
comes with the risk of capital cost overruns at new projects, namely, the restart of
two units at TRP's operated nuclear power plant (Bruce Power) and a C$12.2 billion
oil export pipeline from Alberta into the Midwest (Keystone Pipeline).

Valuation

We apply average multiple valuation methodologies to derive our $42 target. Our
NAV yields a value of $42. We value regulated assets at a multiple of rate base
(1.5x for pipelines and storage assets). We apply a 10% haircut to Canadian assets
as they earn lower authorized returns. We value SRE's power generation assets at
replacement value. These values are partially offset by the company's net debt. Our
1o-year DCF yields a value of $50, using a 5.97% WACC. Our PIE and EV/EBITDA
multiples for the pipelines are based on our proprietary analyses, which utilize
current equity risk premiums, current betas and projected risk-free yields. This
analysis yields a multiple of 15.5x 2013E earnings and 8.5x 2013E EBITDA. We
apply a merchant power multiple of 14x and 8x to power generation 2013E earnings
and EBITDA. Our PIE and EV/EBITDA analyses yield values of $39 and $35.

Risks

The key risks to our investment thesis includes

(1) Exchange Rates - TRP has energy assets in the US and Canada. Significant
changes in exchange rates could materially increase or decrease earnings.

(2) Regulatory - TRP spends capital in excess of depreciation to maintain and
expand its pipeline infrastructure and relies on fair regulated returns. Changes in the
regulatory environment could adversely impact returns.

(3) Nuclear Risk - Because of the high safety risks of operating a nuclear power
plant, regulatory impediments may arise. Unplanned outages from sensitive
technology, cost overruns or even terrorist attacks could also cause damage and
create outages, impacting earnings.
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(4) Capital Risk - We expect about half of TRP capex program will be funded
through debt. Difficulties getting the appropriate debt funding could reduce the
likelihood of projects being built timely.

(5) Energy Prices - TRP sells to the merchant market. Changes in power prices
and/or cost of fuel could materially impact our estimates or WC requirements.

(6) Execution Risk - Expansion projects should add incremental earnings, but
overspending could lead to lower returns. There is also a risk that projects will not
be completed on-time or at all.

(7) Ravenswood - We assume capacity energy prices in NYC will fall in'11 due to
capacity oversupply. Any differences in capacity pricing to our estimates could also
impact our long-term estimates.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

UGI Corp

Company description

UGI corp operates as a diversified gas utility, electric utility and global propane
distribution company. The company's utility and power assets are located in
Pennsylvania. The company's propane business is composed of a 46% equity
interest in AmeriGas Partners and a stable international propane distribution unit
with principal operations in France, where the company controls about a quarter of
the market.

UGI also operates an energy services business with generation and storage assets.

Investment strategy

We rate UGI a Buy (1). The company provides stable cash flows through a
combination of an electric and gas utility. In addition, the company has one of the
largest propane businesses in the USA and has an International Propane division
that serves customers in Europe.

Historically UGI has generated strong free cash flows from its domestic propane
and utilities businesses enabling the company to make bolt-on acquisitions and
increase its dividend over time. However, the propane business in the US looks
challenged as commodity prices move higher, and customers migrate to alternative
fuels.

Valuation

Our average multiple valuation methodologies derives a $34 target price.

Our NAY yields a value of $37. We value regulated assets at a multiple of rate base
(1.65x for gas utilities). The company's gas marketing segment is valued at 7x
EBITDA, in-line with mUltiples for other marketers. These values are partially offset
by the UGI's net debt.

We value UGl's interest in APU using our MLP team's target price ($36.50). We
valve UGI's GP interest based upon GP distributions of -$1.5 million.
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We value UGI's coal-fired power plants at their estimated replacement cost, which
includes a discount applicable to Central App coal plants, of $980/KW

International propane operations are valued at a 15% discount to our gas utility
EV/EBITDA multiple of 7.0x, due to significant exposure to weather and exchange
rates.

Our DDM values the company at $35. We calculate a hypothetical dividend, based
on UGI's regulated capital growth, authorized returns and cost of equity to arrive at
our DDM valuation.

Our PIE and EV/EBITDA multiples are based on our proprietary analyses, which
utilize current ERPs, betas and projected risk-free yields. For our PIE analysis, we
use multiples of 16.0x, 10.0x, 16x and 11.0x for the company's Gas utility, Propane,
Electric utility and Marketing/energy services assets. For our EV/EBITDA analysis,
we use multiples of 7x and 6x for the company's Gas & Electric Utility/Propane
businesses and Marketing/Energy services assets. International propane operations
are valued at a 15% discount to our gas utilities, due to exposure to weather and
exchange rates. Our PIE and EV/EBITDA analyses yield values of $31 and $34.

Risks

The key risks to our investment thesis are:

(1) Most of UGI's cash flows arise from regulated assets or the mature propane
market. Slightly offsetting these stable cash flows are sensitivities to weather and
exchange rates.

(2) The international propane unit accounts for 20% of UGI's operating income while
AmeriGas accounts for approximately a third. Propane distributors compete in an
unregulated market. While the barriers to entry are high, namely capital costs, UGI
competes with a number of propane distributors and "mom &pop" dealers in the
U.S. and Europe. Economics for alternative fuel types is also making it more
economical for customers to switch into other fuels.

Flaga and Antargaz's earnings remain exposed to foreign currency fluctuations.

(3) UGl's utility earnings are sensitive to weather. Our earnings estimates assume
normal weather and recovery of capital spent in excess of depreciation through
higher customer rates. These rates depend on orders from Pennsylvania Public
Utility Commission. At this point, we believe the commission has been constructive
with regard to utility rate making.

(4) Earnings in the propane business are also impacted by weather as changes in
weather can significantly impact volumes.

(5) Our margin assumptions at UGI's power plants are based on market prices and
the capacity market in PJM. Higher fuel costs or regulatory impediments within the
PJM market could adversely affect our earnings estimates.

If the impact on the company from any of these factors proves to be greaterlless
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

Vectren Corp
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Company description

Vectren operates regulated electric and gas utilities in Indiana and Ohio, distributing
natural gas to about 1 million customers and serving about 140,000 electric
customers. The utilities represent over 80% of WC's earnings. Vectren also
operates non-regulated businesses, including coal mining, pipeline construction,
and gas marketing.

Investment strategy

We rate Vectren shares Neutral. We believe the stock is fairly valued as a
constructive regulatory environment is offset by concerns over the impact of flat
basis spreads on the gas marketing operations and light demand for the coal mining
unit.

Over 80% of earnings at WC are derived from operations at the gas and electric
utilities. In late 2009, the company's sale electric utility filed for rate relief. We expect
resolution of this matter by year-end. In addition to rate relief. we expect growth at
the utility will be arise from infrastructure riders, which allow timely retums on capital
spending and customer growth.

The non-regulated operations include coal mining, gas marketing, pipeline
construction and energy services. Coal mining and gas marketing operations have
been hampered as of late due to reduced coal demand and thinning basis spreads.

Valuation

We average multiple valuation methodologies to derive our $31 target. Our NAV
yields a value of $34. We value regUlated assets at a mUltiple of rate base (1.7x for
gas utilities). We value ProLiance at ax earnings, in-line with our estimated
marketing multiple. The company's coal mining and energy services segments are
valued at 6x and 5x 2Q13E EBITDA, based on midstream and marketing multiples.
These values are partially offset by the company's net debt. Our DDM values the
company at $28. We calculate a hypothetical dividend, based on WC's regulated
capital growth, authorized returns and cost of equity to arrive at our DDM valuation.
Our PIE and EV/EBITDA multiples are based on our proprietary analyses, which
utilize current equity risk premiums, current betas and projected risk-free yields. For
our PIE analysis, we use 2013E mUltiples of 16x for the gas utility and 16x for the
electric utility and 1Ox for the company's unregulated assets. For our EVIEBITDA
analysis, we use multiples of 7.5x and 6.Sx for the company's utility and unregulated
assets. Our PIE and EV/EBITDA analyses yield values of $28 and $35.

Risks

The key risks to our investment thesis includes

(1) Capital Investment Growth - WC spends capital to maintain and expand its
utility systems. WC relies on adequate base rates to earn its cost of capital.

(2) Concentration in the Midwest - Changes in the service area's economy could
reduce demand for power.

(3) Gas and Purchased Power Costs - Higher costs can lead to higher working
capital requirements and interest expense.

(4) Coal Margins - Key drivers behind the performance of the coal mining unit
include coal prices, volumes and costs, which are all volatile.
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(5) Non-Regulated Business - WC's unregulated business continually enters into
forwards and options that may create unanticipated losses.

(6) Capital Markets - WC is a relatively small utility in terms of market cap and
volume compared with other utilities. This may affect its ability to access the capital
markets.

(7) Customer Growth -An unexpected increase or decrease in population could
affect earnings substantially.

Events that would present upside risk to our target price include: 1) an improving
economy in Vectren's service areas; 2) increased natural gas price volatility,
including wider summer/winter differentials; and 3) improvements in coal production
volumes and per unit margins.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.
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Sioban G Hickie,Assodate,holds a long position in the securities of Cheniere Energy inc.

Citigroup Global Markets,lnc. was an advisor in Williams Partners LP's acquisition of Caiman Energy LLC.

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Cheniere Energy Inc, MarkWest
Energy Partners Lp, Oneok Inc, ONEOK Partners LP, Targa Resources Corp., The Williams Companies Inc. This position reflects information available as of
the prior business day.

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Brookfield
Infrastructure Partners, CenterPoint Energy Inc, EQT Corporation, Kinder Morgan Inc, Cheniere Energy Inc, MarkWest Energy Partners LP, NiSource Inc,
ONEOK Partners LP, TransCanada Corp, The Williams Companies Inc, Williams Partners LP.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Brookfield
Infrastructure Partners, CenterPoint Energy Inc, Enbridge Inc., EQT Corporation, Kinder Morgan Inc, Cheniere Energy Inc, MarkWest Energy Partners Lp,
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NiSource Inc, Oneok Inc, ONEOK Partners LP, Spectra Energy Corp, Integrys Energy Group, Inc., Targa Resources Corp., TransCanada Corp, UGI Corp,
The Williams Companies Inc, Williams Partners LP.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking
services from Brookfeld Infrastructure Partners, CenterPoint Energy Inc, Enbridge Inc., Kinder Morgan Inc, Targa Resources Corp..

Cltigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from AGL Resources
Inc, Atmos Energy Corp, Brookfield Infrastructure Partners, CenterPoint Energy Inc, Energen Corp, Enbrldge Inc., EQT Corporation, Kinder Morgan Inc,
MarkWest Energy Partners LP, NiSource Inc, Oneok Inc, ONEOK Partners LP, Spectra Energy Corp, Southwest Gas Corp, Integrys Energy Group, Inc.,
Targa Resources Corp., TransCanada Corp, UGI Corp, Vectren Corp, The Williams Companies Inc, Williams Partners LP in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking c1ient(s): ONEOK Partners Lp, Williams
Partners LP, Targa Resources Corp., Kinder Morgan Inc, MarkWest Energy Partners LP, Brookfeld Infrastructure Partners, CenterPoint Energy Inc,
Enbridge Inc., EQT Corporation, Cheniere Energy Inc, NiSource Inc, Oneok Inc, Spectra Energy Corp, Integrys Energy Group, Inc., TransCanada Corp, UGI
Corp, The Williams Companies Inc.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, securities-related: AGL Resources Inc, Atmos Energy Corp, Brookfeld Infrastructure Partners, CenterPoint Energy Inc, Energen Corp, Enbridge
Inc., EQT Corporation, Kinder Morgan Inc, MDU Resources Group Inc, MarkWest Energy Partners LP, National Fuel Gas Co, NiSource Inc, Oneok Inc,
ONEOK Partners LP, Spectra Energy Corp, Questar Corp, Southwest Gas Corp, Integrys Energy Group, Inc., Targa Resources Corp., TransCanada Corp,
UGI Corp, Vectren Corp, The Williams Companies Inc, Williams Partners LP.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, non-securities-related: Almas Energy Corp, Brookfeld Infrastructure Partners, CenterPoint Energy Inc, Enbridge Inc., EQT Corporation, Kinder
Morgan Inc, MarkWest Energy Partners LP, NiSource Inc, Oneok Inc, ONEOK Partners LP, Spectra Energy Corp, Integrys Energy Group, Inc., Targa
Resources Corp., TransCanada Corp, UGI Corp, The Williams Compal1ies Inc, Williams Partners LP.

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from ONEOK Partners LP, Williams Partners LP, Targa Resources
Corp., Kinder Morgan Inc, MarkWest Energy Partners LP.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Cltigmup Global Markets Inc. and its
affiliates ('the Finn'). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Finn is amarket maker in the publicly traded equity securities of Integrys Energy Group, Inc..

For important disclosures (including copies of historical disclosures) regarding the companies that are the SUbject of this Citi Research product ('the
Product'), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https:/fwww.citivelocity.comlcvr/eppublic/citiJesearch_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research notelreport regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Research Ratings Distribution

Data current as of 1Jul2012
- -- - ,._-~-_.,-,-~---~-,,-~-,,- -- - - - ~--,---~- -- ,-- ,-~-----~--------~-~---

Citi Research Global Fundamental Coverage
%ofcompanies in each rating category that are investment banking clients

12 Month Rating Relative Rating
. . . .. . _Eluy Hold Sell .. B~y Hold Sell

53% 37% 10% 10% 80% 10%
44% 43% 40% 48% 43% 45%

Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or aHigh risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are afunction of analyst expectations of expected total relurn
('ETR') and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for l1egative ETR. Any covered stock not
assigned aBuy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive apositive or negative investment view, they may elect with the approval of Citi Research management not to assign atarget price and,
thus, not derive an ETR. Analysts may place covered stocks 'Under Review' in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendatiorl.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-perfonnance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a3 month period. The relative call may highlight a specific
near-tenn catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect astock's fundamental equity rating, which
refects a longer-tenn total absolute return expectation. For purposes of NASDINYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: low (L), Medium (M), High (H), and Speculative (S).lnvestment Ratings of Buy, Hold and Sell were a
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futlction of the Citi Research expectation of total retum (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks 'Under Review' in response to exceptional circumstances (e,g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed 'Under Review' were monitored daily by
management atld as practically possible, the analyst published a note re-establishing a rating and investment thesis, For securities in developed markets
(US, UK, Europe, Japan, and AustraliaiNew Zealand), investment ratings were: Buy (1) (expected total retum of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return), For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were: Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low"Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks),

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total retums may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns, Such interim deviations from specified ranges will be permitted but will become SUbject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk,

NON·US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (I.e" all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc,) are not registered/qualified as research analysts with FINRA Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Faisel Khan, CFA; Timm Schneider, John KTysseland; Amit Marwaha; Sunil Sibal; Louis
........ L~~r<l;!lnthonypettinari

OTHER DISCLOSURES
The subject company's share price set out on the front page of this Product is quoted as at 24 July 201209:35 AM on the issuer's primary market.

Citigroup Global Markets Inc. and/or its affiliates has asignificant financial interest in relation to CenterPoint Energy Inc, Enbridge Itlc., EQT Corporation,
Kinder Morgan Inc, MarkWest Energy Partners LP, NiSource Inc, Oneok Inc,lntegrys Energy Group, Inc., UGI Corp, The Williams Companies Inc, (For an
explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at
www.citiVelocity.com.)

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Cheniere Energy Inc, MarkWest
Energy Partners LP, The Williams Companies Inc.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Finm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to irlVestment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed, Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies, However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product, Although Citi Research does not set a
predetermined frequency for publication, if the Product is afundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus,

Investing in non-U.S, securities, including ADRs, may entail certain risks. The securities of non-U.S, issuers may not be registered with, nor be subject to the
reporting requirements of the U,S, Securities and Exchange Commission, There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S, Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U,S. companies, In addition, exchange rale
movements may have an adverse effect on the value of an investment in aforeign stock and its corresponding dividend payment for U,S. investors, Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm, Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
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takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley &Co, LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbamey.com to view any
available Morgan Stanley research reports in addition to Citi Research research reports.
Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Bamey LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbamey.comlresearchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.comlresearchdisclosures and
https:llwww.citivelocity.comlcvrleppubl iciciLresearch_disclosures.
This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Bamey LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create aconflict of interest.
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companies may compensate affiliates and their representatives for providing products and services to clients, The Product is made available in Brazil by
Citigroup Global Markets Brasil- CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC
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Markets (Carlada) Inc. ('CGM Canada'), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3, This product is available irl Chile through Barlchile Corredores de Bolsa SA, arl indirect subsidiary of Citigroup Inc" which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile, The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cezanne, 8eme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ('CGMD'), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin), CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to 'securities' (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, NA, Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
NA is regulated by the Hong Kong Monetary Authority, Please contact your Private Banker in Citibank NA, Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India, Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JL Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled orto Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through apublic offering or in circumstances which
constitute an offer within the mearling of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N,A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. . The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority, Via dei Mercanti, 12, Milan, 20121,
Italy, The Product is made available in Japan by Citigroup Global Markets Japan Inc. ('CGMJ'), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marurlouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by 5MBC Nikko Securities Inc, it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website, If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Firlanciallnvestment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 11 0-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
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Malaysia by Citigroup Global Markets Malaysia 3dn Bhd (Company No. 460819-D) ("CGMM") to its clients and CGMM takes responsibility for its contents.
CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala
Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores
Banamex, SA De C. v., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is
regulated by Comision Nacional Bancaria yde Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to
'wholesale clients' only as defined by s5C(1) of the Financial Advisers Act 2008 ('FAA) through Citigroup Global Markets Australia Ply Ltd (ABN 64 003114
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group arid regulated by the Australian Securities &
Investments Commissiorl. Citigroup Centre, 2 Park Street, Sydney, NSW 2000, The Product is made available in Pakistan by Citibank NA Pakistan
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWl Plaza, 1.1. Chundrigar Road, P.O. Box
4889, Karachi-74200, The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc"
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the
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The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc"
which is regulated by Komisja Nadzoru Finansowego, Dom Maklerski Banku Handlowego SA ul.Senatorska 16,00·923 Warszawa, The Product is made
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the
gerJeral banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal
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Tower 1, Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients
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Citigroup Private Bank in Singapore through Citibank, NA, Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of
Singapore, Please contact your Private Banker in Citibank NA, Singapore Branch if you have any queries on or any matters arising from or in connection
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Act (Cap, 289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL') to selected Citigold/Citigold Private Clients, CSL provides no
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in CSL if you have any queries on or any matters arising from or in connection with this report, This report is intended for recipients who are accredited
investors as defined under the Securities and Futures Act (Cap, 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa
(company registration number 2000/025866107) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty)
Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
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license scope of each entity and the applicable laws and regulations in the Republic of China, CGMTS and CSTL are both regulated by the Securities and
Futures Bureau of the Financial Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the
Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTLI. If the Product covers securities which are not
allowed to be offered or traded in the Republic of China, neither the Product nor any infonmation contained in the Product shall be considered as advertising
the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an
offer or solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products mentioned in the
Product must take into account existing public information on such security or the financial products or any registered prospectus. The Product is made
available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission ofThailand. 18/F, 22/F and
29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through CitibankAS which is regulated
by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the
'Materials') are communicated by Citigroup Global Markets Limited, DIFC branch ('CGML"), an entity registered in the Dubai International Financial Center
("DIFC') and licensed and regulated by the Dubai Financial Services Authority ('DFSA') to Professional Clients and Market Counterparties only and should
not be relied upon or distributed to Retail Clients. Adistribution of the different Citi Research ratings distribution, in percentage terms for Investments in each
sector covered is made available on request. Financial products and/or services to which the Materials relate will only be made available to Professional
Clients and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Marikets Limited, which is authorised and
regulated by Financial Services Authority. This material may relate to investments or services of a person outside of the UK or to other matters which are not
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and registered with the US Securities and Exchange Commission. 388 Greenwich Street, NewYork, NY 10013. Unless specified to the contrary, within EU
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.
Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
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With the exception of our product that is made available only to Oualified Institutional Buyers (OlBs), Citi Research concurrently disseminates its research
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on such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.
The level and types of services prov'lded by Citi Research analysts to clients may vary depending on various factors such as the client's individual
preferences as to the frequency and manner of receiving communications from analysts, the client's risk profile and investment focus and perspective (e,g,
market'wide, sector specific, long term, short-term etc,), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research prodUct may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream,

©2012 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used arid registered throughout the world, All rights reserved, Any urlauthorized use, duplication,
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Integrated Natural Gas &Gas Utilities
Q3 Preview; EGN Top Pick; LNG, SRE, WMB, KMI and ENS

• Valuations Remain Fair - Since raising our target multiples on regulated utilities
last quarter, the sector has continued to see multiple expansion versus the broader
markets as investors scramble for yield and stability in earnings. Our proprietary
Integrated Natural Gas index now trades at a 27% premium to the S&P 500. Since
2000, the index has traded at an average discount of 10% to the S&P. We think
valuations at these levels are fair given CItl's outlook on interest rates, credit
spreads and inflation. We don't expect significant downside from these levels given
interest rates appear to be range bound and could grind lower at a slow pace in light
of renewed efforts for further quantitative easing. Meanwhile, the trend in dividend
growth rates remains appealing. Over the past five years, the sector has seen a
CAGR of 10.5%. Our analysis assumes the dividend tax rate remains unchanged.

• NGL Markets Likely to Remain Turbulent - While fractionation capacity remains
tight at the moment, an incremental -600Kbbls/d of fractionation capacity (Belvieu)
is expected to come on-line through Q1'14 and could further over-supply the Ethane
market. We will likely continue to see pockets of price volatility until additional
cracking capacity (via the petchems) comes on-line towards the second half of the
decade. On the propane side, a cold winter would be the primary near-term driver to
help work off some of the excess inventories. That said, our in-house forecasts is
calling for a ~2% warmer-than-normal heating season. We expect an incremental
250Kbbls/d of propane export capacity will be on-line by 2014, however, this
changes little to remedlate the near-term supply glut.

• Top Pick - Energen (EGN) remains our Top Pick within the Integrated Natural Gas
sector. Please see our recent deep-dive on EGN for additional color (EGN: Mirror,
Mirror on the Wall. Who's the Most Undervalued of 'Em All?). On the quarter, we
expect EGN management to tighten up 2013 production & capex guidance. EGN
will host a conference call on October 25th at 11AM. Dial-in # 866.301.2585.

• Other Recommendations - We continue to remain bullish on Cheniere (LNG),
and Sempra Energy (SRE) with leverage to the US LNG export thesis. We believe
Williams (WMB) and Kinder Morgan (KMI, Covered by MLP team) are C
corporations that continue to offer superior dividend growth over the next several
years. Lastly, shares of Enbrldge (ENB) appear modestly under-valued given the
recent sell-off and are now hovering around pre-analyst day levels.

Integrated Natural Gas & Gas Utilities (Citi)
North America

Faisel Khan, CFA
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faisel.khan@citi.com
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See Appendix A·1 for Analyst Certification, Important Disclosures and non·US research analyst disclosures.
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Data Summary

Current Year
Rating Target Price Earnings Estimates

Company Ticker Old New Old New Old New
Atmos Energy ATO 2 2 US$39.00 US$39.00 US$2.19 US$2.37
Brookfield Infr BIP 2 2 US$34.00 US$34.00 US$1.14 US$1.14
CenterPnt Energy CNP 1 1 US$23.00 US$23.00 US$1.20 US$1.24
Energen EGN 1 1 US$65.00 US$65.00 US$3.53 US$3.53
Enbridge ENB.TO 2 2 C$44.00 C$44.00 C$1.68 C$1.66
EQT EQT 2 2 US$58.00 US$64.00 US$1.71 US$1.70
AGLRes GAS 2 2 US$43.00 US$43.00 US$2.74 US$2.72
Cheniere Energy LNG 1H 1H US$25.00 US$25.00 US$-1.11 US$-1.11
MDU Res Grp MDU 2 2 US$22.00 US$22.00 US$1.20 US$1.20
Natl Fuel Gas Co NFG 1 1 US$57.00 US$57.00 US$2.48 US$2.49
NiSource Inc NI 2 2 US$26.00 US$27.00 US$1.41 US$1.24
Oneok Inc OKE 2 2 US$46.00 US$49.00 US$1.73 US$1.72
Spectra Ener SE 2 2 US$29.00 US$29.00 US$1.50 US$1.57
Sempra Energy SRE 1 1 US$80.00 US$80.00 US$4.19 US$419
Questar Corp STR 2 2 US$21.75 US$21.75 US$1.17 US$1.17
Southwest Gas SWX 2 2 US$50.00 US$50.00 US$3.03 US$2.79
Integrys En TEG 2 2 US$55.00 US$3.45 US$3.00
TransCanada TRP.TO 2 2 C$42.00 C$44.00 C$2.21 C$1.97
UGI UGI 1 1 US$34.00 US$34.00 US$1.85 US$1.78
Vectren WC 2 2 US$31.00 US$31.00 US$1.78 US$1.79
Williams Cos Inc WMB 1 1 US$36.00 US$40.00 US$1.22 US$1.17
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Q3'12 Preview
Figure 1. CIRA EPS Forecasts vs. Consensus; Conference Call Inforrnation
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Where do Valuations & Yield Stand?
Overall, the integrated natural gas sector continues to provide above average yields
versus the broader markets. Figure 2 shows the distribution of integrated natural
gas companies in our universe, with their corresponding payout ratio and yield. The
group has an average yield of 3.5%, and nearly 80% of the stocks are posting a
yield more than 3%. Excluding the companies with disproportionate leverage to their
MLP structure through LP/GP distributions (i.e. TRGP, KMI, BIP, WMB, OKE),
payout ratios are within their historical range of 60-65% range. We don't expect this
to deviate much over the next few years. Companies with higher than average
payout ratios (i.e. 70%+), excluding those with an MLP, are primarily being impacted
by weakness in their non-regulated businesses. This could limit further dividend
growth in the near-term.

Figure 2. Integrated Natural Gas - Payout Ratio vs. Yields Figure 3. Comparing Yield Across Investments (200B·Present)
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Quantitative easing programs have significantly ramped up since 2008, and central
banks have a dovish bias towards accommodative monetary policy and expected to
remain intact until at least the middle of the decade. These policies have a distinct
impact on investor expectations and have driven them to migrate towards higher
yielding asset classes.

Figure 3 displays the gradual decline in yields on High Yield (HY) and Investment
Grade (IG) bonds since 2008. Today, the spread between HY and IG bonds relative
to our Gas Utilities index is -+350 bps and -50 bps. This is significantly below the
average yield spread over the past 4 years (i.e. 390 bps, +60 bps), So long as
spreads between HYand IG bonds persist at these current levels, we think Gas
Utilities valuations will remain within their current range. Hence, we don't think
valuations from current levels will deviate significantly.
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Figure 4. Integrated Natural Gas· Forward PiE Multiples Figure 5. Integrated Natural Gas - Beta vs. Regulated Earnings

EGN_

UOl

GAS
SW>'.
AIO
lEG

D

SlR
SRE

"'vvc
rruU .'

CNP
sE

"Fe
ENB -l

KM
0l<E
EaT

V\Ml
mp

mGP

5.0X 10.DX 15.0X 2il,OX 25.1J>:: ~[J,{JX 3,'i,aX 40.0)( 45-1))( 50.OX 55:0X

NTM P'IE MUlrl~~

Source: Citi Research, Factset Source: Gin Research, Factset

Overall, integrated gas utilities traded at 19.4X FY13 earnings. Excluding names in
the Figure 3 with significant leverage to MLP distributions, the group is trading at
16X FY13 earnings. in-line with our BBB bond yield methodology used to arrive at
our target multiples for regulated utilities.

Currently, valuations are at -95% of their peak multiples we witnessed in April/200?
Given the Citi Economics team outlook for the 10 year treasury and bond yields, we
don't think the sector is susceptible to significant downside risk at this time given
investors continued focus on yield and capital preservation. Nearly 65% of our
universe generates three-quarters of its earnings stream from regulated businesses,
which corresponds with average beta of 0.65 amongst this group_

Figure 6. Integrated Gas Utilities - Valuation vs. BBB Yields Figure 7. Integrated Gas Utilities - Valuation Comparison
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Despite the fact Integrated Gas Utilities have now experienced multiple expansion
for 28 consecutive months versus the S&P 500, we think valuations are likely to
persist at current levels as investors continue to pay-up for earnings stability and
income.
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Our view is contingent on legislators in the US being able to avoid the fiscal cliff and
dividends tax rates not reverting to ordinary income tax levels. If the US government
is unable to come up with a revised plan for tax rates in coming months, there could
be meaningful downside risk to valuations for our sector.

Commodity Prices

Figure 8. CIRA Commodity Price Forecasts

1QA 2QA 3QA 4QTD 1QE 2QE 3QE 4QE

2012 2012 2012 2012 2013 2013 2013 2013

Oil Prices ($/bbl)

West Texas Intermediate $ 102.99 $ 93.30 $ 92.16 $ 91.31 $ 92.00 $ 82.00 $ 87.00 $ 82.00

WTSMidland $ 99.32 $ 88.02 $ 88.85 $ 87.94 $ 89.24 $ 79.54 $ 84.39 $ 79.54

Bakken (Clearbrook) $ 90.61 $ 86.75 $ 91.04 $ 93.37

Differentials ($/bbl)

WTSMidland $ (3.67) $ (5.28) $ (3.31) $ (3.37) $ (276) $ (2.46) $ (2.61) $

Bakken $ (12.38) $ (6.55) $ (1.12) $ 2.06

NahJrnl Gas Prices ($/MMBtu)

US Henry Hub $ 2.43 $ 2.29 $ 2.88 $ 3.25 $ 3.60 $ 3.60 $ 3.60 $ 3.60

US Rockies (Opa~ $ 2.40 $ 2.16 $ 2.75 $ 3.27 $ 3.55 $ 3.40 $ 3.41 $ 3.58

Canada (AECO hub) $ 2.12 $ 1.88 $ 2.31 $ 2.96 $ 3.14 $ 2.96 $ 3.27 $ 3.37

NahJral Gas Uquids ($/Gal)

NGL $ 1.27 $ 1.00 $ 0.95 $ 1.08 $ 1.08 $ 0.97 $ 1.02 $ 0.97

% NGL-to-Brent 45% 39% 36% 40% 43% 43% 43% 43%

North American Chemical Margins

Ethylene (cents/lb) 25.9 27.4 24.7 22.1 21.9 24.4 19.6 20.9

High Density Polyethylene ($/ton) $ (127) $ (40) $ (60) $ 4 $ 9 $ 30 $ 86 $ 35

Polypropylene (centsllb) 2.2 0.9 2.4 2.6 2.2 2.3 3.4 3.0

Souree: Citi Research

During the Quarter, natural gas prices posted a 26% sequential increase to
$2.88/Mcf. wn remained relatively flat, down -1 % sequentially to $92.16/bbl while
composite NGL prices declined -6% to $0.95/gal. We provide a more detailed NGL
breakout by product below.
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Figure 9. NGL Product Prices ($/gal) by quarter Figure 10. Conway - Belvieu Ethane - Propane Mix ($lgal) Differential
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Ethane prices averaged -$0.34/gal at Mt Belvieu during 03, with Propane at
-$0.89/gal. The purity Ethane - Propane mix spread between Belvieu & Conway
compressed to -$0. 16/gal during 03 versus -$0.22 in 02.

Generally speaking, Ethane & Propane prices (which make up over 50% of the
average composite NGL barrel) remain under pressure as the supply - demand
dynamic of increased liqUids directed drilling and lack of downstream demand
create an unfavorable pricing environment. In tum, we have seen Ethane &
Propane inventories surge versus historical norms (see charts below), though we
note that the recent y/y surplus has been trending lower.

Figure 11. YN %Change in Ethane Inventories Figure 12. YIY %Change in Propane Inventories
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We believe the NGL markets will likely remain volatile over the near-term.
While fractionation capacity remains tight at the moment, an incremental
-600Kbbls/d of fractionation capacity (BelVieu) is expected to come on-line through
01'14 and could further over-supply the Ethane market We will likely continue to
see pockets of price volatility until additional cracking capacity (via the petchems)
comes on-line towards the second half of the decade. On the propane side, a cold
winter would be the primary near-term driver to help work off some of the excess
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inventories. That said, our in-house forecast is calling for a 2% warmer-than-normal
heating season. We expect an incremental 250Kbblsfd of export capacity will be on
line by 2014, however, this changes little to remediate the near-term supply glut.

Figure 14. WT! - Bakken (Clearbrook) Differential ($/bbl)
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Souree: Cili Research, Bloomberg

Permian differentials (vs. WTI) compressed slightly to a -$3/bbl discount versus
$5fbbl in 02. The only name with Permian E&P exposure under our coverage
universe is our Top Pick Energen (EGN), which we are reflecting in our operating
model and assumptions for 03.

Bakken differentials, using Clearbrook as a proxy, have also come in SUbstantially
since the beginning of the year as a result of (primarily) increased rail capacity.
Bakken barrels can now access coastal markets (~80Kbb;Jd make it to St. James,
for example) and are being priced versus LLS and / or Brent, a more profitable
outlet for producers even after adjusting for shipping costs of ~$12 - $16/bbl+ given
prevailing Brent f LLS & wn spreads. We estimate that Clearbrook barrels
averaged ~$91Ibbl, or a ~$1 differential to WTI. This is in stark contrast to the
~$12/bbl discount we witnessed in 01 '12. Out of our Integrated Gas group, only
Least Preferred MDU Resources (MDU) has Bakken exposure, and we have
adjusted our operating model.
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Q3-2012

ATO EPS: $0.01 EPS: $O.OB LOG - A TO appealed its Md-Tex rate case ($47 rrrn) to the Railroad Carmission

83fT: $42MM 83fT: $47 MM of Texas, decision by Dec 20/12. During 03, ATOfiled for a rate increase at its

KY LOG (10.5% ROE, 51 % Equity, $37 rrrnrate increase) and in TN ($11 tT'Jn 11%

ROE, 51 % Equ~y, $209 rrrn).
Expect marginal loss at Non-regulated segment as Oct/Jan spread up 20% YN in

03/12, but if11Jlied volatility fell during quarter.
Earnings growth to average &-B% to 2016, >90% regulated earnings

BIP FFO: $0.55 FFO: $0.56 Our FFO estirrale is in-line w ith consensus. We primarily expect and update on

83rn::l1\: $204MM 83rn::l1\: $201 M\II closing \lrre w ~h respect to the recent utility acquisitions in UK & Latin Arrerica.

We w ouid also look for additional color on divest~ures of non-core assets

(TirrtJer) as well as color on potential North American rridstream acquisitions.

Maintain Neutral & $34 Target

ClIP EPS: $0.34 EPS: $0.33 Total rig count during Q3/12 in Haynesvme & Fayetteville noW -1/3 of total

83fT: $336 MM 83fT: $339 M\II outstanding rigs during the same period last year. Recent increase in gas prices

could improve volumes into 2013. Focus shifted to gathering & processing liqUid

rich playsand cru de remains an option. A:>tential partnership w ith E&P looking for

take-or-pay structure.

$1.7 Bn in debt earring due over the next two years.

ENB EPS: $0.36 EPS: $0.35 We are in-line w ith consensus for 03. Enbridge recently hosted an Analyst

83fT: $664 MM 83fT: $650 M\II Meeting In New York. We donl really expect any groundbreaking news on the call

but are looking for additional cclor on the recent Cabin Gas plant deferral as well

as an update on ITBjor growth projects. ENB's EPS guidance is -1D-12% growth

through 2016. We maintain our Neutral Rating & C$44 Target. Given the recent pul

back, shares of ENB appear rrildly undervalued at current levels.

EQT EPS: $0.34 EPS: $0.30 We are $O.04p/s above consensus, though we realize that the EPS nurmer can

83fT:$115MM 83fT: $112 MIll vary quite a bit on a quarterly basis given potential re-sale of capacity on the TGP

300 line (impacts Mdstream costs for E&P biz). This w ill be EQTs first earnings

call since the M-P (EQM) went public. The latter will host its ow n conference call.

We hope to get some mere color on future asset drop-dow ns from EQTto EQM

Also hope to get some incremental color on how EQT can pull forw ard NPV

(potential additional strategic initiatives on the horizon). We rmintaJn our Neutral

Ratln g $5B Target

GAS EPS: $0.15 EPS: $0.21 Low ering FY12 guidance to $2.60-$2.75 from$2.BD-$2.95 on rrilder weather

83fT: $70 MM 83fT: $B2 MM 03112 Frs-announcement of $16 rrrn ($O.OB per share) pre-tax hedge loss at
Wholesale segment. Investors already pricing in ifTllacl of w armar w esther and

soft trading resuits.

Expect recovery of losses f rom trading in 041210113 on physical gas sales

Souree: em Research, Factset
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Q3-2012

IIJ'DJ Ef'S: $0.38 Ef'S: $0.39 MDU remains on the Least Preferred listOur Q3 estirrate is in line w ~h

EBIT: $132 MM EBIT: $135 MIll consensus. We are looking for add~ionaldrilling resutts on the corrpany's
Richland County (Bakken) Acreage. fIIDlIs inrtiallw 0 wells IPs at an average

-150boeld but the corrpany has gone back for recorll'ietion. We assume
Richland county is worth -$1.50pls and fully include this in our 00= valuation. We

maintain our Neutral Rating & $22 Target.

NI Ef'S: $0.02 Ef'S: $0.07 Fbtential decision on Col Gas of MA rate case decision later this rmnth.

EBIT: $112 fIIrv1 EBIT: $148 MM Raising target price to $27 per share

NFG Ef'S: $0.45 Ef'S: $0.38 We are above the Street for FQ4, 2013 Guidance is already out there and the

EBIT: $85 MM EBIT: $74 MM corrpany already gave an ops update on the Utica & Marcellus during the quarter,
We do not expect any incremental Utica w ell res ulls on this call Corrpany could
get some questions on IVLP on the call We are towards high-end of corrpany
guidance range for FY'12. We maintain our Buy rating & $57 Target

OKE Ef'S: $0,34 Ef'S: $0,32 We are marginally above consensus here for 03. OKE recently hosted an analyst

EBIT: $245 fIIrv1 EBIT $230 fIIrv1 meeting in NY C so story should be relatiVely fresh on investor's mnds. We expect
a general update on the NGL IlBTkets and some add~ional update on progress of

the open season of the Bakken pipeline. OKE likely w ill not be able to comrent on
the ongoing util~y rate case (currently in negotiations). We estirrate a $0.16/gal

Conway - Belvieu optinization spread

TEG Ef'S: $0,28 Ef'S: $0,35 $440 rrrnacquis~ion of power plant expected to close in early 02113, included in

EBIT: $47 fIIrv1 EBIT: $55 MM . rate base at VVPS, potential $0,15-0.20 upl~t to Ef'S in 2014

Expect margin corrpression at ES due to increasing retail cOlrlJemion in II..

VVPS electric & gas rate case settlement filed. Could resull in incrermtal $16 rrrn

increase in rates in 2013 if approved.

Low ering 201212013/2014 Ef'S to $3.00/$3.231$3.44 from $3.451$3.681$3.86 on
weakness in retail, pressure on ROE's In Ilinois and need to raise equity over the

next 12 months to fund acquisition and maintain leverage ratios. FY 2012
Guidance $3.0a-$3.15 per share

Reducing target price from $59 to $55 per share

TRP Ef'S: $0,55 Ef'S: $0,54 Headw Inds at West Row er, Bruce Row er outages to be a drag on quarter

EBIT: $815 fIIrv1 EBIT: $757 MIll
Valuation is fair at these levels; clarity on Mainline to be resolved in early 2013

Source: Citi Research, Factset
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Q3·2012.

swx. EPS: $0.06 EPS: -$0.21 Nevada F\JC expected to issue decision by late October, on pending gas rate

EBrT: $19 MM EBrT: -$4 W proceeding (Docket No. 12-04005). Swx. requesting $27 rrm base rate increases,
10.65% ROE (53.56% of Equity), $940 rrm rate base. Staff recommending a rate

increase of $8.3 rrm increase, 9.1% ROE (53.56% Equity). We aSSUfre an
increase of $10 rrm in our tmdel.
Rate case in CA filed for -$12 rrrn. Decision expected in 2014.

Update on N'I... organizational changes and outlook for construction spending

5E EPS: $0.26 EPS: $0.30 Empress continues to remain a headwind on weakfrac spreads, NGL prices
EBrT: $414 MM EBfT: $414W bottomed in early part of 03112 as Petchem demand returns during the quarter but

correlation to Oil rermin s at historic low levels

STR EPS:$0.19 EPS: $0.19 Our estimate is in-line w ith consensus for 03. 2013 Guidance on Call. We

EBrT $65 MM EBIT: $64 MM recentiy dow ngraded STRto Neutral from Buy based on valuation. Solid
management team and assets - but not a cheap name on valuation. Don~ expect
any near-term catalysts other than Wexpro II approval, which already seems to

be discounted in stock. We maintain oUr Neutral & $21.75 Target

SRE EPS: $1.03 EPS: $1.00 Mexican pipeline estimated to cost $1 BN, projected to come on-line by 2015,25

EBIT: $483 MM EBIT: NlA yr firm capacity contracts in USD, Could add between $0.20-$0.25 per share to

earnings by 2016

ax GRC -50% of request. In-line w ith expectations. SRE decision could occur
late DecetrlJer or in early 2013.

UGI EPS: -$0.15 EPS:-$0.13 FY 2013 Guidance $2.45-$2.55 per share. Potential up-side al rridstream segment

EBIT: $42 MM EBrr: -$20 MM

VVC EPS: $0.25 EPS $0.33 Look to infrastructure segment to offset on-going weakness in Coal and

E13rT: $63 MM EBIT: $79 MM Marketing

Utilities to be in-line

WMB EPS: $0.25 EPS: $0.27 We below consensus for 03. We have updated our model to reflect the
E13!T: $415 MM 83fT: $435W announced Gelsmar drop-dow n. Our target price is now $40pls (mostly as a

resuit of valuation uplift from Geismar as well as updates to our operating model).
We rmintain our Buy rating. Our math indicates that the hurricane had a -$0.03pls
impact on \11IM3 EPS in 03'12. We expect much of the conference call to focus on

the current state of the NGL & nidstream markets as well as any Incremental
color on the Geismar drop-dow n to WPZ and potential expansions I acquisitions

on the OIefins side.

Source: em Research. Factset
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Company Focus

• Company Update
• Estimate Change

Faisel Khan, CFA
+1-212-816-2825
faisel.khan@dti.com

AGL Resources Inc (GAS)

• Refer to Figure 15 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: GAS.N, BB: GAS US)

2
US$40.09
US$43.00

7.3%
4.6%

11.8%
US$4,711M

EPS Q1 Q2 Q3 Q4 FY Fe Cons

2011A t59A O.22A O.03A O.88A 2.74A 2.92A

2012E 1.18A 1l.26A O.15E 1.12E 2.72E 2.69E

Previous 1.18A O.28A O.14E 1.14E 2.74E na

2013E 1.18E O.45E O.26E 1.17E 3.05E 3.ll1E

Previous 1.17E OJ3E O.25E 1.17E 2.92E na

2014E 1,17E O,44E O.25E 1.20E 3.06E 3.11E

Previous 1.20E O.32E O.24E 1.20E 2.97E na

Source: Company Reports and dalaCentral, Citi Research. Fc Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus
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Falsel Khan, CFA
+1-212-816-2825
faise!. khan@citi.com

Atmos Energy Corp (ATO)

• Refer to Figure 15 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price return
Expected dividel1d yield
Expected total return

Market Cap

Price Performance
(RIC: ATO.N, BB: ATO US)

2
US$35.24
US$39.00

10.7%
3.9%

14.5%
US$3,178M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 0.76A U5A 0.08A -0.21A 2.28A 2.34A

2012E 0.72A 1.33A 0.32A 0.01E 2.37E 2.29E

Previous O.72A 1.33A 0.14E O.OOE 2.19E na

2013E 0.82E 1.39E 0.27E 0.01E 2.48E 2.45E

Previous 0.84E 1.40E 0.15E 0.02E 2.41E na

2014E 0.86E 1.40E 0.28E 0.03E 2.56E 2.60E

Previous 0.85E 1.41E 0.15E 0.01E 2.42E na

SouIre: Company Report.<; and dataCenlral, cm Research. FC Cons: First Call Consensus.

_. _~iti)!elocjty.com
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Integrated Natural Gas & Gas Utilities
24 October 2012

Electric Utilities (G!CS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update

Timm Schneider
+1-212-816-2808
timm.srn0eider@citi.com

Brookfield Infrastructure Partners (BIP)

• Refer to Figure 15 for details

Neutral

Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: BIP.N, BB: BIP US)

2
US$33,8B
US$34.00

0.4%
4.9%

5.3%
US$4,813M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 0.29A 0.17A 0.38A O.30A 1.13A 1.15A

2012E O.OSA O.34E O.36E 0.36E L14E O.96E

Previous O,OBA O.34E O.36E O.36E 1.14E na

2013E O.i3E O.36E O.33E O.32E l.i4E 1,43E

Previous Q,13E O.36E 0.33E O.32E 1.14E na

2014E na na na na i,42E U3E

Previous na na oa oa 1.42E na

Sou ree: Company Reports and dataCentral, Citi Research, FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Multi-Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO, 2013-00148
ATTACHMENT 1

TO OAG DR NO, 1-183

Citi Research

Company Focus

• Company Update
• Estimate Change

Falsel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

CenterPoint Energy Inc (CNP)

• Refer to Figure 15 for details

Buy
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance

(RIC: CNP.N, SS: CNP US)

1
US$21.12
US$23.00

8,9%

3.8%

12.7%
US$9,026M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 034A O.27A O.93A O,27A 1.82A 1.27A

2D12E O.33A O.2M O.34E O.2SE 1.24E USE

Previous O.34A O.24E O.34E O.28E 1.20E na

2D13E O.35E O.26E O.35E O.28E i.25E 1.27E

Previous O.35E O.26E O.35E 028E 1.24E na

2D14E O.36E O.27E O.37E O.29E i.30E 1,35E

Previous O.36E O.26E O.37E O.29E 1.28E na

Source: Company Reports and dataCeniral, cm Research, FC Cons: First Call Con sensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Storage & Transportation (GIGS) I Integrated Natural Gas & Gas Utilities (Citi)
North America J United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update

Faisel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

Cheniere Energy Inc (LNG)

• Refer to Figure 1 for details

Buy/High Risk
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: LNG.A, BB: LNG US)

1H
US$15,78
US$25.00

58.4%
0,0%

58.4%
US$3.383M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A -O.BOA -O.67A -O.67A -O.66A -2.60A -2,57A

2012E -O.43A -D.43A -D.HE -O.17E -1.11E -1.4BE

Previous -O,43A -O.43A -O.17E -O.17E -1.11E na

2013E -n.HE -D.HE -O.18E -O.19E -n.70E -1.43E

Previous -D.17E -O.17E -O.18E -O.19E -O.70E na

2014E -O.21E -O.23E -O.2SE -O.27E -D.96E -D.SSE

Previous -O.21E -O.23E -O.25E -O.27E -O.96E na

Source: Company Reports and da\aCentral, Citi Research. FC Cons: FilS! Call Consen sus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Storage & Transportation (GIGS) I Pipelines (Giti)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO, 1-183

Citi Research

Company Focus

• Company Update
• Estimate Change

Timm Schneider
+1-212-816-280B
timm.schneider@citi,com

Enbridge Inc. (ENS.TO)

• Refer to Figure 15 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: ENS.TO, SS: ENS CN)

2
C$38.93
C$44,00

13,0%
3,3%

16.3%
C$31,049M

US$31 ,252M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A O.44A 0.24A 0.34A 0.34A 1,36A 1.4BA

2012E O.49A O.35A O.36E O.46E 1.66E 1.64E

Previous 0,49A D.35A D,33E D,47E 1.6BE na

2013E O.51E O.41E O.43E O.51E 1.67E 1.87E

Previous D.53E D.44E D,45E D.ME 1.97E na

2014E O.60E O.5SE O.SSE O.65E 2.41E 2.14E

Previous D.eDE D.58E D.S8E D.65E 2.41E na

Source: Company Reports and dataCenrral, cm Research, FC Cons: FilSt Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Exploration & Production (GIGS) I Integrated Natural Gas & Gas Utilities (Citi)
North America IUnited States

CASE NO, 2013-00148
ATIACHMENT 1

TO OAG DR NO, 1-183

Citi Research

Company Focus

• Company Update

Timm Schneider
4212-816-2808
timm,schneider@citi.com

Energen Corp (EGN)

• Refer to Figure 1 for details

Buy
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: EGN.N, 88: EGN US)

1
US$51.04
US$65.00

27.4%
1.1%

28.4%
US$3,6B1M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 1.30A 0.87A O.75A 098A 3.91A 3,91A

2012E 1.33A O.13A O.S8E O.8SE 3.S3E 3.62E

Previous 1.33A O.73A O.S8E O,89E 3.53E na

2013E 1.S9E O.93E O.86E 1.14E 4.51E 4.S2E

Previous 1.59E O.93E O.86E 1.14E 4.51E na

2014E na na na na 5.21E 5.39E

Previous na na na na 5.21E na

Source; Company Reports and dataCenlral, cm Research. FC Cons: Flr;t Call Consensus,



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Exploration & Production (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013.()0146
ATTACHMENT 1

TO OAG DR ND. 1-163

Citi Research

Company Focus

• Company Update
• Target Price Change
• Estimate Change

Timm Schneider
+1-212-816-2808
timm.schneider@citi.com

EQT Corporation (EQT)

• Refer to Figure 15 for details

Neutral
Price (24 Oct 12}
Target price

from US$58.00
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: EQT.N, BS: EQT US)

2
US$57.98
US$64.00

10.4%
1.5%

11.9%
US$8,673M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 0.65A 0.51A O,45A 0.60A 2.21A 2.21A

2012E O.50A O.2iA O.34E O.65E 1.70E 1.52E

Previous 050A O.21A O.36E O.S4E U1E na

2013E O.SiE O.4iE O.3BE O.62E 2.02E 2.31E

Previous 0.69E ONE a.44E O.lOE 230E na

2014E O.79E O.63E O.6iE O.B7E 2.90E 3.4BE

Previous 0.8SE a.SBE 0.S5E 0.94E 311E na

Source: Company Reports and dataCentral, Clti Research. FC Cons: First Call Consensus.

_ c;itixelocjly.com
RI8MI~IQilIS:Ji



Integrated Natural Gas & Gas Utilities
24 October 2012

Multi-Utilities (GICS) I Utilities (Citi)

North America I United States

Company Focus

• Company Update
• Target Price Change
• Estimate Change

Faisel Khan, CFA
...1·212-816-2825

faisel.khan@citi.com

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Integrys Energy Group, Inc. (lEG)

• Refer to Figure 16 for details

Neutral

Price (24 Oct 12)
Target price

from US$55,00
Expected share price return
Expected dividerld yield
Expected total return

Market Cap

Price Performance

(RIC: TEG.N, BB: TEG US)

2
US$53.52

US$4,190M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 1.57A Q,36A Q,50A 1.00A 3,42A 3.38A

2012E 1.48A O.19A O.2BE 1.04E 3.00E 3.i3E

Previous 1.56E O,50E 0iBE 1.21E 3,45E na

2013E na na na na 3.23E 3.45E

Previous na na na na 3.6RE na

2014E na na na na 3.44E 3.69E

Previous na na na na 3.R6E na

Source: Company Reports and dataCentral, Citi Research. FC Cons: First Call Consensus,



Integrated Natural Gas & Gas Utilities
24 October 2012

Multi-Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-{10148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update

Timm Schneider
+1-212-816-2808
timm.schneider@citi.com

MDU Resources Group Inc (MDU)

• Refer to Figure 16 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price retum
Expected dividend yield
Expected total return

Market Cap

Price Performance
{RIC: MDU.N, BB: MDU US}

2
US$21.33
US$22.00

3.1%
3.0%

6.1%
US$4,028M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2D11A 0.20A 0,24A 0.34A 0.39A 1.17A U9A

2D12E O.19A O.18A O.38E O.45E 1.20E 1.17E

Previous 0.19A 0,18A O.38E O.45E 1.20E na

2013E O.29E O.22E O.41E MOE 1.33E 1.37E

Previous O.29E 0,22E 0,41E GAOE 1.33E na

2014E O.34E O.31E O.47E O.47E l.59E 1.53E

Previous O.34E 0.31E 0,47E GA7E 1.59E na

Source: Company Reports and dalaCentrel, CiU Research, FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1·153

Citi Research

Company Focus

• Company Update
• Estimate Change

Timm Schneider
+1-212-816-2808
timm.schneider@citi.com

National Fuel Gas Co (NFG)

• Refer to Figure 16 for details

Buy
Price (24 Oct 12)

Target price
Expected share price retum
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: NFG.N, BB: NFG US)

1
US$52.53
US$57.00

8.5%
2.5%

11.0%
US$4,376M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A O.70A 1.00A 0.56A 0.45A 2.71A 2.7iA

2012E O.73A D.B1A O.52A O.45E 2.49E 2.49E

Previous 0.73A O.S1A O.52A O.44E 2A8E na

2013E D.83E O.95E O.47E D.46E 2.70E 2.64E

Previous 0.84E 095E O.46E 0.45E 2.70E na

2014E O.74E O.93E O.4BE O.44E 2.58E 2.74E

Previous 0.75E O.90E O.45E OAOE 2.50E na

Source: Company Reports and dataCentral, Citi Research. FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Multi-Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013·00145
ATTACHMENT 1

TO OAG OR NO. 1·153

Citi Research

Company Focus

• Company Update
• Target Price Change
• Estimate Change

Faisel Khan, CFA
+1-212-816-2825

faisel.khan@cifi.com

NiSource Inc (NI)

• Refer to Figure 16 for details

Neutral
Price (24 Ocl12)
Target price

from US$26.00
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: NI.N, BB: NI US)

2
US$25.16
US$27.00

7.3%
3.8%

11.1%
US$7,168M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A D.72A O.14A O.12A D.31A 1.29A U5A

2012E O.66A O.24A O.02E O.34E 1.24E 1.45E

Previous O.66A O.20E O.15E D.41E 1.41E na

2013E O.71E O.27E O.15E OADE 1.53E 1.57E

Previous O.71E O.22E O.18E D.46E 1.56E na

2014E O.76E O.31E O.17E O.41E l.64E 1.68E

Previous onE D.25E O.22E O.52E 1.71E na

Source: Company Reports and dataCentral, Citi Researdl. FC Cms: Fir.;t Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2D13-00148
ATTACHMENT 1

TO OAG OR NO. 1-183

Citi Research

Company Focus

• Company Update
• Target Price Change
• Estimate Change

Falsel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

Tlmm Schneider
+1-212-816-2606
timm.schneider@citi.com

Oneok Inc (OKE)

• Refer to Figure 16 for details

Neutral
Price (24 Oct 12)
Target price

from US$46.00
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: OKE.N, BB: OKE US)

2
US$47.19
US$49.00

3.8%
3.8%

7.6%

US$9,677M

EPS Q1 Q2 Q3 Q4 FY Fe Cons

2011A 1.19A 0.5iA 0.57A t06A 3.36A t67A

2012E 0.58A 0.28A O.34E 0.52E 1.72E 1.69E

Previous 0.56A 0.35E 0.34E 0.46E 1.73E na

2013E 0.68E 0.37E 0.42E O.64E 2.12E 2.05E

Previous 0.71E 0.42E 0.47E 0.58E 2.19E na

2014E O.84E 0.52E 0.53E 0.68E 2.57E 2.44E

Previous 0.87E 0.56E 0.57E 0.67E 2.66E na

Source: Company Reports and dalaCenlral, cm Research. FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update

Timm Schneider
+1-212-816-2808
timm.schneider@citi.com

Questar Corp (STR)

• Refer to Figure 17 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: STR.N, BB: STR US)

2
US$20.14
US$21.75

8.0%
3.4%

11.4%

US$3,589M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2D11A O.39A 0.22A O.20A O.34A 1.16A USA

2D12E O.41A 0.22A O.19E O.35E 1.17E i.18E

Previous O.41A O.22A 0.19E O.35E 1.17E na

2Di3E 0.46E O.22E O.20E O.39E i.27E 1.27E

Previous O.4SE 0.22E 0.20E O.39E 1.27E na

20i4E MOE O.24E O.22E O,4iE i.34E 1.33E

Previous O,4SE 0.24E 0.22E O.41E 1.34E na

Source: Company Reports and dataCentral, Cit; Research. FC Cons: First Call Consensus.

'. c;itixeloc.1ty.com
[~l'l8ie31\(IIJ~lJ<J: }



Integrated Natural Gas & Gas Utilities
24 October 2012

Multi-Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update

Faise! Khan, CFA
+1-212-816-2825
faise!. khan@citi.com

Sempra Energy (SRE)

• Refer to Figure 17 for details

Buy
Price (24 Oct 12)
Target price
Expected share price retum
Expected dividend yield
Expected totaI return

Market Cap

Price Performance
(RIC: SRE.N, BB: SRE US)

1
US$67.66
US$80.00

18.2%
3.7%

21.9%

US$16,353M

EPS Q1 Q2 Q3 Q4 FY FCCons

2011A tOGA 2.11A t22A 1.33A 4.57A 4.47A

2012E O.9SA O.97A 1.03E i.20E 4.i9E 4.19E

Previous O.98A O.97A 1.03E 1.20E 4.19E na

2013E na na na na 4.19E 4.28E

Previous na na na na 4.19E na

2014E na na na na 4.50E 4.67E

Previous na na na na 4.50E na

Source: Company Reports and dataCentral, cm Research. FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update
• Estimate Change

Faisel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

Southwest Gas Corp (SWX)

• Refer to Figure 17 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price retum
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: SWX.N, BB: SWX US)

2
US$43.70
US$50.00

14.4%
2.7%

17.1%
US$2,016M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 1.48A O,09A -D.34A U9A 2,42A 2,43A

2012E 1.7DA -D.D8A D.D6E 1.11E 2.79E VDE

Previous UOA D.OBE O.10E U5E 3.03E na

2013E na na na na 2.94E 2.86E

Previous na na na na 304E na

2014E na na na na 3.D1E 2.88E

Previous na na na na 3.04E na

Source: Company Reports and dataCenlra!, Citi Research. FC Cons: Firs! Call Consensus,



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Storage & Transportation (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America IUnited States

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update
• Estimate Change

Falsel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

Spectra Energy Corp (SE)

• Refer to Figure 17 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price retum
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: SE.N, BB: SE US)

2
US$28.86
US$29.00

0.5%
3.8%

4.3%
US$18,842M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 0.53A 0.42A 0.37A 0.45A i.77A 1.77A

2012E 0.52A 0.33A 0.26E 0.46E 1.57E 1.57E

Previous 0.52A 0.39E 0.20E 0.39E 1.50E na

2013E 0.59E 0.39E 0.32E 0.47E 1.77E t78E

Previous 0.52E 0.38E 0.19E 0.43E 1.53E na

2014E 0.68E 0.49E 0.41E O.54E 2.11E 1.95E

Previous 0.61E 0.48E 0.29E 0.49E 1.87E na

Soun:;e: Company Reports and dalaCenlral, Cill Research. FC Cons: Firsl Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Storage & Transportation (GIGS) I Integrated Natural Gas & Gas Utilities (Giti)
North America I United States

CASE NO. 2013-00148
ATTACHMENT 1

TO DAG DR NO. 1-183

Citi Research

Company Focus

• Company Update
• Target Price CIlange
• Estimate Change

Faisel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

Timm Schneider
+1-212-816-2808
timm.schneider@citi,com

The Williams Companies Inc (WMB)

• Refer to Figure 17 for details

Buy
Price (24 Oct 12)
Target price

from US$36.00
Expected share price retum
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: WMB.N, BB: WMB US)

1
US$34.66
US$40,OO

15.4%
4,2%

19.6%
US$21,713M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A 0.36A 0.39A 0.40A 0.36A 1.51A 1.23A

2012E O.39A O.22A O.2M O.31E 1.HE 1.17E

Previous O.39A O.26E O.28E O.29E 1.22E na

2013E O.36E O.36E O.36E O.39E 1.47E 1.35E

Previous O.31E O.30E O.36E O.39E 1.36E na

2014E O.41E MOE O.46E O.48E 1.75E 1.73E

Previous OA1E OAOE O.43E OASE 1.69E na

Source: Company Reports and dalaCenlral, Citi Research, FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Oil & Gas Storage & Transportation (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I Canada

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Company Focus

• Company Update
• Target Price Change
• Estimate Change

Falsel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

TransCanada Corp (TRP.TO)

• Refer to Figure 16 for details

Neutral

Price (24 Oct 12)
Target price

from C$42.00
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: TRP.TO, SS: TRP CN)

2
C$43.60
C$44.00

0.9%
3.7%

4.6%
C$30,735M

US$30,936M

EPS Q1 Q2 Q3 Q4 FY FC Cons

2011A O.62A O.50A O.54A O.53A 2.i9A 2.23A

2012E O.48A O.37A O.SSE O.S7E 1.97E 2.07E

Previous OA8A OA7E O.67E O.59E 22iE na

2013E O.60E O.S8E O.7iE O.6iE 2.51E 2.44E

Previous D.61E D.6iE D.76E a.63E 2.61E na

2014E O.66E O.67E O.8iE O.7iE 2.85E 2.70E

Previous O.66E D.69E O.84E a.71E 2.90E na

Source: Company Reports and dalaCenlral, Citi Research. FC Cons: First Call Consensus.



Integrated Natural Gas & Gas Utilities
24 October 2012

Gas Utilities (GICS) I Integrated Natural Gas & Gas Utilities (Citi)
North America I United States

CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-163

Citi Research

Company Focus
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UGI Corp (UGI)

• Refer to Figure 17 for details

Buy
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: UGI.N, BB: UGI US)

1
US$32.21
US$34.00

5.6%
3.4%

8.9%
US$3,619M

EPS Q1 Q2 Q3 Q4 FY FC Cons

20l1A O.97A 1.12A -O.20A -O.17A 1.93A 2.10A

20l2E O.78A 1.20A -O.05A ·O.15E U8E 1.83E

Previous O.78A 1.2DA D.05E -D.17E 1.85E na

20l3E na na na na 2.40E 2.50E

Previous na na na na 2.44E na

20l4E na na na na 2.47E 2.61E

Previous na na na na 2.44E na

Source: Company Reports and dataCentral, Citi Research. FC Cons: Firsl Call Consensus.
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Vectren Corp (VVC)

• Refer to Figure 17 for details

Neutral
Price (24 Oct 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: WC.N, BB: WC US)

2
US$28,80
US$31,OO

7,6%
4,9%

12.5%
US$2,363M

EPS Q1 Q2 Q3 Q4 FY Fe Cons

2011A Q,55A 0.18A 0.43A Q.57A 1.73A 1.73A

2012E 0.63A 0.32A 0.25E 0.59E 1.79E 1.73E

Previous Q,63A 0.23E 0.27E 0.66E 1.78E no

2013E 0.75E 0.16E 0.27E 0.70E 1.B7E 1.87E

Previous O.72E 0.09E 0.27E 0.70E 1.78E na

2014E 0.75E 0.14E 0.29E O.72E 1.89E 2.01E

Previous O.72E 0.09E 0.29E O.72E 1.83E na

Sourr:e: Company Reports and da!aCentral, cm Research, FC Cons: First Call Consensus.
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AGL Resources Inc

Company description

AGL Resources (AGL) is a natural gas distribution company serving over 2.3 million
customers in six eastern U,S. states through its regulated gas delivery businesses.
AGL also operates three subsidiaries, Sequent Energy Management, Southstar
Energy Services and Pivotal Energy Development, which provide merchant energy
services, retail energy supply and storage capacity.

Investment strategy

We rate the shares of AGL (GAS) Neutral (2). AGL has created shareholder value
through a focus on operational efficiency at its legacy operations and by capital
discipline through investments in under-managed assets. AGL will be able to grow
earnings through a combination of rate relief and capital growth at its utilities and
construction of storage fields at its Energy Services segment. Earnings at the
wholesale gas business could be volatile as margins are highly dependent on
seasonal price differentials and basis spreads; however, this is now a relatively

small part of earnings.

On December 7, 2010, AGL announced the acqUisition of Nicor for $3.1 billion.
While the deal appears expensive, we believe the deal can be accretive through a
combination of balance sheet optimization and synergies at the wholesale business.

Valuation

We apply four valuation methods to derive a $43 target. 1) NAV yields a value of
$45. We value regUlated assets at a multiple of rate base (1.65x for utilities, 1.65x
for pipelines/storage). We value the Energy Investments unit, which includes
storage assets and a propane facility, at ax 2013E EBITDA (in line with the
pipeline/storage multiple), given stable cash flows. AGL's wholesale & retail
segments at slightly lower multiples, since they have less stable earnings & cash
flows. The segments are valued at 6.5x and ax 2013E EBITDA, in line with

midstream & marketing multiples. These values are partially offset by AGL's net
debt. Atlanta Gas Light includes regulatory assets associated with the pipeline
replacement program, which we treat as rate base as the program's costs earns a
return on capital invested. Environmental Recovery Costs are not included in rate
base (no return is associated with program). Our DDM values the company at $42.
We calculate a hypothetical dividend, based on AGL's regulated capital growth,
authorized returns and cost of equity to arrive at our DDM valuation. Our PIE &
EV/EBITDA multiples are based on our proprietary analyses, which utilizes current
ERPs, current betas & projected risk-free yields. For our PIE analysis, we use
multiples of 16x for the company's regulated & retail marketing assets and 1O.Ox for
the wholesale assets. For our EV/EBITDA analysis, we use multiples of ax for the
company's regulated and retail marketing assets and 6.5x for the wholesale
business. Our PIE & EV/EBITDA analyses (2013E earnings) yield values of $45 and

$40.

Risks

The key risks to our thesis on AGL are (1) Regulatory: AGL has a constructive
relationship with its regulators in Georgia, Virginia, Illinois and New Jersey. We
believe these states have generally been constructive when it comes to rate setting
for gas utilities. (2) Market and Counterparty Risk: AGL's wholesale segment is
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exposed to counterparty risk since it deals with over 270 counterparties and re
contracting risk related to its asset management activities and adverse movements
in commodity prices. However, as earnings from the utilities have grown over time,
Wholesale is now only 5% of the business. (3) Customer growth: An unexpected
increase or decrease in population could affect earnings and cash flows (favorably
or unfavorably). (4) Capital Markets: AGL is a relatively small utility in terms of
market cap and trading volumes, impacting AGL's abiJity to access capital markets
while this type of liquidity may make it difficult for institutional. We believe the recent
announced merger with Nicor will alleviate some of this risk. (5) Integration risk:
AGL has a history of M&A. The integration of the Nicor (GAS) deal could face
challenges given AGL's entrance into a new regional territory and scrutiny from
regulators in arriving at cost cuts to generate value from the deal.

If the impact on the company from any of these factors proves to be less or more
than we anticipate, the stock could materially outperform or underperform our
target.

Atmos Energy Corp

Company description

Atmos Energy is an integrated natural gas company headquartered in Texas. The
company distributes natural gas to over 3 million customers in 12 states, operates
pipeline systems and storage facilities and provides natural gas marketing services
through its subsidiary Almos Energy Marketing.

We estimate ATO will grow utility rate base by over 4% annually over the next five
years. 94% of utility margins are weather normalized. Furthermore, 86% of rates are
adjusted annually (without the need for rate cases) or are decoupling from demand.
Only Colorado, Illinois and Iowa (-5% of rate base) do not have mechanisms in
place for either decoupling or weather normalization

Investment strategy

We rate Atmos Energy (ATO) Neutral (2). Our Neutral rating on ATO is premised on
the company's limited growth profile and lack of near-term catalysts. Atmos
generates stable earnings from a mostly regUlated utility asset base with low/mid
single-digit EPS growth and a stable dividend over the next five years.

We expectATO will continue to grow earnings by investing in its regUlated asset
base, which we estimate will grow by 4% annually over the next five years. 86% of
rates are adjusted annually without the need to enter costly and risky rate cases.

Valuation

We average multiple valuation methodologies to derive our $39 target. Our NAV
yields a value of $40. We value regulated assets at a multiple of rate base (1.7x for
utilities). We value the pipeline assets at 8x '13E EBITDA and the marketing
business at 5x '13E EBITDA. These values are partially offset by the company's net
debt. Our DDM values the company at $40. We calculate a hypothetical dividend,
based on ATO's regulated capital growth, authorized returns and cost of equity to
arrive at our DDM valuation. Our PIE and EV/EBITDA multiples are based on our
proprietary analyses, which utilizes current ERPs, current betas and projected risk
free yields. For our PIE analysis, we use multiples of 16X, 16x and 10x for the
company's utility, pipeline/storage and marketing assets. For our EV/EBITDA
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analysis, we use multiples of 8x, 8x and 6.5x for the company's utility,
pipeline/storage and marketing assets. Our PIE and EV/EBITDA analyses (2013E
earnings) yield values of $39 and $38.

Risks

The key risks to our investment thesis on AGL are (1) Capital Investment Recovery
- ATO, relying on future rates, spends capital to maintain and expand pipeline and
utility systems. A politicized commission could delay or put at risk this recovery. (2)
Customer Growth - An unexpected increase or decrease in population could affect
earnings substantially, either favorably or unfavorably. (3) Capital Markets - ATO is a
relatively small utility in terms of market cap and trading volumes, impacting ATO's
ability to access capital markets while this type of liquidity may make it difficult for
institutional investors to trade in and out of the stock. (4) ATO operates a gas
marketing business. Our research shows that ATO hedges their physical delivery of
gas using its access to storage and pipeline transportation capacity. If the financial
hedges and local markets become dislocated, ATO could incur a liability.

If the impact on the company from any of the following factors proves to be greater
or less than we anticipate, the company could fail to achieve/exceed our target
price.

Brookfield Infrastructure Partners

Company description

Brookfield Infrastructure Partners, which is dual-listed on both the Toronto & New
York Stock Exchanges under the ticker BIP, is a Bermuda based infrastructure
holding company with operational headquarters in Toronto, Canada. BIP's asset
portfolio encompasses operations around the globe, with its primary business lines
divided into 3 major segments. Utilities (-52% of 2011 EBITDA), Transport & Energy
(-40% of 2011 EBITDA), Timber (-7% of2011 EBITDA).

Investment strategy

We rate Brookfield Infrastructure Partners (BIP) Neutral. While we do not argue with
BIP's generally risk-averse (long-term contracts) and diversified business model
(across industries & geographic locations), the shares appear fully valued based on
our implied target yield model.

Valuation

Our target price is based on a 2013 estimated distribution of $1.66 per unit and a
4.93% implied target yield. Our target yield is derived from BIP's historical average
spread to the US 1O-year Treasury. We estimate an average 1O-year yield of 1.88%
in 2013, an average of the 1-year forward 10-YR yield.

Risks

The primary upside risks to our target price are: 1) Accretive asset acquisitions; 2}
Organic growth project announcements; and 3} Higher than expected distribution
payout (over the historical 60-70% range). On the downside, we identify: 1)
Continued economic weakness, specifically in Europe, could lead to some re
contracting risk; 2) Project execution around the company's $1 bn growth project
backlog; and 3) Potential changes on the regulatory front with respect to partnership
tax treatment in the US.
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CenterPoint Energy Inc

Company description

CenterPoint Energy Inc (CNP) is an energy delivery company based in Houston,
Texas, serving over 3 million natural gas customers and 2 million electric customers.
CenterPoint also operates two interstate natural gas pipelines and a field services
business. The electric delivery business generates about 40% of the company's
operating income, while the gas utilities, pipelines, and field services businesses
make up the remainder.

Investment strategy

We rate the shares of CNP Buy (1). Our rating takes into account stable cash flows
on CNP's gas and electric utility system, complemented by growth on the pipeline
and gathering system, through re-contracting of pipeline capacity, expansion of
pipeline capacity, regUlated growth and gas well connections.

Valuation

We average multiple valuation methodologies to derive our $23 target.

Our NAV yields a value of $23. We value regulated assets at a multiple of rate base
(1.7x for utilities, 1.7x for pipelines). The company's marketing and midstream
segments are valued at 5x and 7x 2013 EBITDA These values are partially offset
by the company's net debt

Our DOM values the company at $21.

Our PIE and EV/EBITOA multiples are based on our proprietary analyses, which
utilize current equity risk premiums, current betas and projected risk-free yields. For
our PIE analysis, we use multiples of 16x on 2013E earnings for the company's
utility and pipeline assets, while applying 12x and 8x multiples to the company's
gathering and marketing assets. For our EV/EBITOA analysis, we use multiples of
8x and 8x on 2013E EBITDA for the company's utility and pipeline assets, while
applying 7x and 5x multiples to the company's gathering and marketing assets. Our
PIE and EV/EBITDA analyses yield values of $22 and $24.

Risks

The key risks to our investment thesis are (1) TX RegUlatory Environment - At this
point, the PUCT cannot affect the price of power, but can affect charges for delivery.
The PUCT may look to reduce delivery rates below what we consider to be a
reasonable rate of return. (2) Capital Investment Recovery - CNP, relying on future
rates, spends capital to maintain and expand pipeline and utility systems. A
politicized commission could delay or put at risk this recovery. (3) Customer Growth
- An unexpected increase or decrease in population could affect earnings
substantially, either favorably or unfavorably. (4) Commodity Prices - Earnings at
the field services segments are highly sensitive to changes in NGL and natural gas
prices. (5) Gathering Projects - Our estimates are dependent on the future build-out
of gathering facilities in the Haynesville Shale. Any decision to limit the build-out or
difficulties encountered during the build-out could impact our estimates.

If the impact on the company from any of the follOWing factors proves to be greater
or less than we anticipate, the company could fail to achievelexceed our target
price.
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Cheniere Energy Inc

Company description

Cheniere was a first mover in the race to site and develop LNG terminals in the U.S.
The company currently has ownership of the Sabine Pass Regas terminal in the
Gulf of Mexico. The company proposes to build a liquefaction facility at its Sabine
Pass terminal to export US gas to other parts of the world.

Investment strategy

We rate Cheniere Buy/High Risk (1 H). Cheniere is a pure play energy stock solely
focused on Liquefied Natural Gas infrastructure development in the U.S. Cheniere
initially established itself as a first mover in the race to build regasification facilities
in the U.S. by acquiring sites in the Gulf of Mexico that had: 1) community and
environmental support to site the facility; 2) deepwater port access (40 to 45 feet of
draft) and compatibility with shipping traffic; 3) large enough sites to easily
incorporate strict U.S. safety codes; and 4) sufficient pipeline take-away capacity
and access to large volume industrial and power consumers.

In the last few years, regasification capacity became overbuilt in the US and
Cheniere was unable to contract for all its capacity at its only operated terminal,
Sabine Pass. With the decline in US natural gas prices and the discovery of an
ample amount of shale gas, Cheniere now believes it can export gas from its
terminal at Sabine by adding liquefaction capabilities. While this is a high cost
endeavor, the low price of gas could support this sort of opportunity.

Cheniere's has a high amount of debt and its new business plan is predicated on it
selling capacity to buyers of natural gas in Asia and Europe. We believe probability
of Cheniere being successful has gone up with recent contract signings with Asian
& European firms with solid reputations. Cheniere is the sale company in the US to
have all regulatory license to export to FTA and non-FTA countries.

Valuation

We use four valuation analyses to derive our $25.00 per share target price.

Our NAV analysis results in $27 per share. Our analysis is based on the liquidation
value of the pipelines owned at Cheniere Energy, Inc, 10.9 million units of CQP
common units at $25.00 per unit (MLP analyst target price), combined with
subordinated unit (135 million sub units) and Class B units (45 mm held at LNG in
2012, Quarterly PIK rate of 3.5%) are valued at a 40% discount to our target price
for CQP.

Our DCF analysis results in a share price of $25 per share on a consolidated basis.
This is a result of a relatively high cost of capital.

Our WACC reflects an equity risk premium of 6.5%, an assumed bond spread to the
ten-year Treasury yield of roughly 870 bps, a risk free rate of 1.81 % and a two-year
beta of 1.86. The Company's cost of equity is 14% and WACC is 14%. We assume
Cheniere Inc. holds no debt at the parent company.

Our PIE and EV/EBITDA multiple analyses are based on 2018 as a peak year for
earnings and EBITDA. We estimate peak earnings per share of nearly $2.00 and
EBITDA of nearly $2.366 billion on a consolidated basis. These estimates consider

". ~itixeloc.ity.com
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the equity required to fund the liquefaction facility. These metrics yield an equity
valuation of $19 and $28 per share.

The average of these values yields a $25 per share target price.

Risks

We rate LNG High risk. LNG is an extremely risky and speculative investment.
Cheniere generates no earnings and will not generate any earnings in our model
until 2016. Our recommendation is based on Cheniere moving forward with at two
liquefaction trains. The company has a substantial amount of debt on its balance
sheet that could come due in the middle of next year If the company is unable to
move forward with a liquefaction train, Cheniere (LNG) could experience a liquidity
event in which case equity investors could lose all their investment.

The key risks to our investment thesis are (1) Regulatory - Cheniere pennits are
regulated by authorities at the DOE and the FERC to export LNG to non-free trade
countries. (2) Natural gas prices - Currently natural gas prices are low, which
makes US exports competitive to the rest of the world. (3) Integrity costs at the
pipelines or LNG tenninals could impose significant costs pressures. (4) Declines in
natural gas production in the US could cause Cheniere's proposal to come under
pressure. (5) The Company's tight liquidity position could limit its ability to execute
on its plan. (6) Cheniere has proposed signing contracts with foreign buyers in Asia
and Europe. While we believe in contract sanctity, history has shown that contracts
can always be changed in the oil and gas industry.

If the impact on the company from any of the following factors proves to be greater
or less than we anticipate, the company could fail to achieve/exceed our target
price.

Enbridge Inc.

Company description

Enbridge is one of Canada's largest energy companies by market cap (-C$32
billion). The finn is headquartered in Calgary, Alberta.

Enbridge primarJly operates in the following lines of business (shown in line with
actual reporting segments):

1) Crude Oil Pipelines & Storage

2) Natural Gas Pipelines, Processing & Energy Services

3) Natural Gas Distribution; and

4) Sponsored Investments & Corporate.

Enbridge owns a 23% LP stake and a 2% GP stake in Enbridge Energy Partners
(NYSE: EEP), which owns the US portion of the Mainline pipeline system (known as
"Lakehead") as well as gas gathering & processing infrastructure in West Texas.
EEP is accounted for under the Sponsored Investments segment.

Enbridge also owns a 70% stake in Enbridge Income Fund (ElF), a publicly traded
yield-oriented investment vehicle listed on the Toronto stock exchange. ElF is also
accounted for under the Sponsored Investments segment.

'" citi)1eloc.ity.com
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Investment strategy

We rate shares of Enbridge Neutral (2). Our enthusiasm over the company's risk
averse business model and earnings growth projections of 10%-15% per year
through 2015 are tampered by what we believe is a full valuation (premium to group
vs. 10% historical average). Enbridge's performance since the beginning of the
decade is highlighted by industry-leading returns on equity (-16% vs. peers at 13%)
and an increase in enterprise value from $12.3bn to $51bn.

Valuation

We use four equally weighted methodologies to derive our C$44 target price. We
value ENB at C$40 pIs on an NAV basis, where we value the company's hard
assets at C$62bn and then back out $21 bn of net debt and -C$1 Obn of expansion
capex for an equity value of -C$31bn ($40p/s); C$59 on a DCF model, where we
estimate long-term growth (beyond 2015) at 5% per annum and a discount rate of
5.43% (cost of capital); C$42p/s on an EV/EBITDA basis where we use 2015E
EBITDA discounted two years at the company's cost of capital and a 12.2x historical
forward trading multiple; and C$45p/s on a long-term PIE multiple using 2015E
earnings discounted by two years at the company's cost of capital and a 19.1x
historical forward trading multiple.

Risks

The primary upside risk to our thesis is that ENB is able to secure a larger amount
of growth projects than we have estimated in our numbers. In addition, higher than
expected volumes on ENB's mainline system tied to higher than expected oil sands
growth could lead to better than expected results.

The primary downside risk to our thesis is that ENB is unable to execute on its
growth backlog in an efficient manner, reducing returns on capital. In addition, lower
than expected crude oil demand in the United States could have an adverse effect
on volumes on ENB's mainline system.

Energen Corp

Company description

Energen Corp is an integrated natural gas company with operations in the
exploration and production and natural gas delivery businesses. The company
operates two primary segments: 1) a regulated gas delivery business providing
service to roughly 450,000 customers in central and northern Alabama (Alabama
Gas Company); and 2) a natural gas and oil production business with over 2 trillion
cubic feet (Tcf) of proved reserves in the San Juan, Permian, Black Warrior, and
north Louisiana/east Texas basins (Energen Resources).

Investment strategy

We rate Energen Buy. We believe that the company's relatively low internal decline
rate and exposure to crude oil will bode well over the longer term with respect to
cash flow generation and earnings growth.

Valuation

Our target price is $65, based on the average of the following valuation
methodologies:
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Our NAV calculation results in a target price of $61: We estimate that Alagasco is
worth -$1.2bn based on 2013E EB1TDA of $137mm and an 8.5x EBITDA multiple.
We value EGN's E&P business at -$4.5bn, which includes proved reserves of
2Tcfe, and affords 50% risked credit for probable oil reserves. We value natural gas
reserves at $0. 90/Mcf and crude oil reserves at $18/bbl. We then subtract -$1.4
billion of net debt and other liabilities to derive an equity value of $4.4bn, or $61 pis.

Our DCF analysis results in $66p/s using the company's weighted average cost of
capital at 8.07%. We value the E&P business and the Utility separately and then
subtract net debt We value the E&P business at $70p/s and the Utility at $16p/s
and then back out consolidated debt of -$19p/s for our $66TP.

Our long-term PIE analysis results in a value of $66p/s. We base our analysis on a
blended 19x mUltiple on 2012E earnings of $3.53p/s.

Our EV/EBITDA analysis values Energen at $66p/s. We value Alagasco at $1.2bn
(8.5x 2013E EBITDA of $137mm) and the E&P segment at $5.1 bn (5x 2014E
EBITDA discounted to 2012). We then subtract -$1.4bn of net debt to derive an
overall equity value of $66p/s.

Risks

Commodity Prices and Interest Rate: EGN's exploration and production business
represents a majority of projected operating income. Fluctuation in the price of oil
and natural gas will cause volatility in our estimates and could affect the share price
positively and negatively.

Accounting and Financial Risk: On the financial front, Energen frequently enters into
derivative transactions for the purpose of hedging its oil and gas production. While
limiting downside risk, these arrangements could limit upside in a rising commodity
price environment.

If the impact on the company from any of these factors proves to be greater or less
than we anticipate, the stock would likely have diffiCUlty achieving our target price or
could exceed our target price.

EQT Corporation

Company description

EQT Corp is a regional integrated natural gas company with operations in the state
of Pennsylvania and surrounding areas. The company operates three business
units: (1) EQT Midstream, which operates Midstream Gathering, Processing,
Transportation & Storage assets in EQT's area of operation, (2) EQT Distribution, a
gas utility and (3) EQT Production, an E&P business active in the Appalachian
Region.

Investment strategy

We rate the shares Neutral as our fundamental analysis shows that the shares are
fairly valued at current levels and that industry leading production growth is priced
in.
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Valuation

Our target price is $64, based on the averaged value of the following valuation
methodologies. Our NAV calculation results in a target price of $66p/s. We estimate
that Distribution is worth -$850mm based on $107mm of 2013E EBITDA and a Bx
multiple. We value EQTs E&P business at -$6bn, which includes proved reserves
of 5ATcfe, but affords no credit for probable and possible reserves. We value
proved natural gas reserves at $1.15/Mcf and Crude Oil reserves at $iB/bbl, though
EQT is essentially a pure-play natural gas name. We value the Midstream business
at $5bn based on 2013E EBITDA of $430mm (ex Marketing) and a 11.2x EBITDA
mUltiple (blended pipeline & midstream multiple). We assume the Marketing
business is worth -$180mm based on 2013E EBITDA of $37mm (5x mid-cycle
mUltiple). We then subtract -$2.3bn of net debt and other liabilities. Our DCF
analysis results in $70 pIs using the Firm's weighted average cost of capital. We
value the E&P segment and other business lines individually and then subtract net
debt to derive our per share value. Our long-term PIE analysis results in a value of
$53p/s. We base our analysis on 2013 estimated earnings. Our EV/EBITDA mUltiple
analysis values EQT at $68p/s, based on 2013 EBITDA estimates and a blended
multiple of 10.1x.

Risks

Although the firm has a large E&P exposure, it is balanced to some degree by the
regulated utility & pipeline assets. In addition, EQT is an investment grade company.

Commodity Price Risk - Commodity prices remain volatile. While, the company has
hedged a portion of its production over the next two years, stockholders'
expectations of future natural gas prices will have an impact on EQT stock.

Execution Risk - EQT is spending in excess of its cash flows and is therefore
exposed to project cost overruns as these could put additional strain on the
company's balance sheet.

If the negative impact on the company from any of these factors proves to be
greater than we anticipate, the stock could have diffiCUlty achieving our target price.
On the other hand, we may have overestimated these risk factors and the stock
could increase more than we expect.

Integrys Energy Group, Inc.

Company description

lntegrys Energy Group (TEG) operates as a natural gas and electric utility with over
2 million customers in Minnesota, Wisconsin, Michigan, and Illinois. Integrys also
offers retail and wholesale energy services. Wisconsin Public Service Corporation
(WPSC) merged with People's Energy Corporation (PEC) in February 2007 to form
Integrys Energy Group.

During 2009, TEG announced plans to scale back or sell its Energy Services
segment. We expect removal of these assets by end of 201 O.

Investment strategy

We rate TEG Neutral (2). Our rating on Integrys Energy Group (TEG) takes into
account the company's recent outperformance, related to a move by investor's
towards higher yielding stocks.
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The company has undergone tremendous change over the last couple years
through multiple acquisitions and divestitures.

As TEG exits its energy services business and provides better visibility on its
earnings growth platform based on its remaining businesses, we feel the stock
could justify a premium, but at its current level, the premium is too high.

Valuation

This company has a Neutral rating. We have not assigned a target price and
therefore no valuation methodology is applicable.

Risks

The key risks to our investment thesis are (1) Capital Investment - TEG spends
capital in excess of depreciation to maintain and expand its utility, relying on
adequate base rates to earn its cost of capital. We assume regular, fair rate relief.
(2) Concentration in the Midwest - Changes in the economy in TEG's service areas
could increase or decrease the need for gas and power. (3) Weather Fluctuations 
Without weather normalization or decoupling rate mechanisms at all its gas and
electric utilities, TEG is exposed to fluctuations in temperatures and conservation(
4)Higher Gas and Purchased Power Costs - TEG may encounter energy costs,
which are generally passed on to customers, but lead to near term working capital
requirements (5)Marketing Business - TEG's energy marketing business continually
enters into forwards and options which may create unanticipated gains and losses
depending on any changes in contract values. Uncertainty surrounding the future of
this business and collateral requirements may also impact the value of the stock (6)
Short Interest - A significant short interest in the stock could lead to near-term
volatility.

If the impact on the company from any of these factors is more or less than we
expect, the stock could outperform or underperform our target.

MDU Resources Group Inc

Company description

MDU Resources Group, Inc. is a diversified natural resources company with
operations in three main business lines: 1) Energy (natural gas and oil production,
natural gas pipelines and energy services) 2) Construction Materials & Construction
Services, and 3) Utility-Related (electric and natural gas distribution).

Investment strategy

We rate MDU Neutral. MDU's regulated business should remain fairly stable and
provide dividend protection. Higher oil prices and expected crude oil production in
the Bakken play (and potentially the Niobrara / Heath Shale, though we afford no
value for these plays yet) help offset declining legacy natural gas production and
should help drive MDU's oil/gas mix to between 40-60% going forward. Our
estimates on the construction materials and services side remain conservative.

Valuation

Our target price is $22, based on the average value of the following valuation
methodologies.
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Our NAV valuation results in a value of $21 pIs where we value MDU's hard assets
at -$6.4bn and then back out -$1.6bn of net debt & -$1 bn of growth capex at the
utility for an equity value of $20.BOp/s. Our DCF valuation results in $22p/s and
assumes that the company's E&P assets are worth -$12p/s with MDU's remaining
business lines at -$24p/s, we then back out net debt & growth capex at the Utility.
We estimate a long-term growth rate (beyond 2015) of 3% and use a discount rate
of 6.59% the company's weighted average cost of capital. Our EV/EBITDA
calculation results in $23p/s and uses a blended 2013E EBITDA mUltiple of 6.7x,
while our long-term PIE methodology derives $23p/s using 2013E EPS and a 17.1x
blended multiple.

Risks

If the impact on the company from any of the following proves to be greater than we
anticipate, MDU will likely have difficulty achieving our target price. Likewise, if any
of these factors prove to have less of an effect than we anticipate, MDU could
materially outperform our target.

Commodity Price Volatility - MDU is exposed to commodity price volatility through
its E&P business. Fluctuation in the price of oil and natural gas will cause volatility in
our estimates. If MDU is able to realize commodity prices higher than our forecasts,
than our valuation is likely to go up, and vice versa.

Reserve Replacement - MDU's ability to find reserves and grow production is an
important factor to our valuation framework analysis. To the extent that MDU is not
able to find more natural gas reserves, replace its reserves, and increase
production through its current inventory of developed reserves, our valuation model
would be impaired.

Capital Investment Recovery - MDU spends capital in excess of depreciation to
maintain and expand its local distribution assets to provide better services to its
customers. MDU relies on the state commissioners to approve its capital investment
and rate increases to recover costs in excess of depreciation.

Acquisition Integration - MDU routinely acquires companies to grow its businesses.
If the performance of these acquisitions is less than expected or if MDU overpays
for the businesses, MDU's own performance will suffer.

National Fuel Gas Co

Company description

National Fuel Gas (NFG) is an integrated natural gas company that produces,
transports, distributes and markets natural gas and oil.

The company produces natural gas from about 660 billion cubic feet (bcfe) of
proved reserves out of the Appalachian Region and the West Coast. NFG's
distribution business proVides natural gas and transportation service to roughly
732,000 customers in western New York and northwestern Pennsylvania through its
utility, National Fuel Gas Distribution. NFG s interstate natural gas pipelines and
storage assets provide service to customers in the surrounding utility territories.

Investment strategy

We rate NFG Buy. We estimate that the firm's Marcellus acreage could boost long
term production levels to 20-30%+ per year. The company's regUlated business
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lines (Pipes & Distribution) bear no direct commodity price exposure and seNe as a
balancing point with respect to overall risk exposure. We currently give the company
full value for the Marcellus and assume around 7,000 locations. We do not give the
company any credit for a potential JV

Valuation

Our target price is $57, based on the average of the following valuation
methodologies.

Our NAV calculation results in a target price of $64p/s valuing NFG's hard assets at
$6.7bn and then backing out -$1.2bn of net debt for an equity value of $6bn. Our
DCF valuation results in a target price of $61 pIs where we value the E&P segment
at $47p/s and the rest of the business as $29p/s based on a long-term growth rate
of 2% (beyond 2015) We back out $15p/s in debt We use the company's cost of
capital as our discount rate. Our EV/EBITDA methodology results in $58p/s using
2013E EBITDA and a blended multiple of7Ax, while our long-term earnings
calculation is $47p/s using 2013E EPS and a blended 17x EPS multiple.

Risks

Commodity Price Risk -- Fluctuation in the price of oil and natural gas will cause
volatility in our estimates. If the commodity prices go up from the current level, it
could affect NFG's share price positively.

Reserve replacement - NFG's ability to find reserves in its undeveloped acreage
and to sustain production is key to our valuation framework. To the extent that NFG
is not able to find more reserves, replace reserves it uses in production, and sustain
production through its current inventory of developed reserves, our valuation model
would become impaired. Conversely, to the extent that NFG can find more reserves
cheaply and increase its production, this would increase its valuation.

NFG's commodity exposed business lines are offset through regUlated (Le. minimal
direct commodity price risk) segments.

If the impact from the above risks turns out to be greater/less than we anticipate, the
stock could fail to achieve/exceed our target price.

NiSource Inc

Company description

NiSource Inc (NI) is, primarily, a regulated utility with an integrated network of gas
distribution, transportation, and storage assets in the Northeast, Mid-Atlantic, and
Midwest NiSource also operates an electric utility in Northern Indiana.

The company operates four business units, including Gas Distribution, which
delivers natural gas in several states; Gas Transmission and Storage Operations,
which provide interstate natural gas transmission and storage services from the Gulf
of Mexico to the Northeast; Electric Operations, which consist of NiSource's
regulated electric utility, Northern Indiana Public Service Company (NIPSCo); and
Other Operations, which include energy-related services and a co-generation

facility.
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Investment strategy

We rate the shares of NiSource (NI) Neutral (2). NI provides long-term earnings
power of $1.60+ per share, including growth from expected rate increases at
NiSource's utilities. Our estimates do not include i) substantial industrial load growth
at the utility or ii) the potential for a build out of NI's pipeline and storage assets,
which have a favorable footprint in the Marcellus Shale, and iii) better than expected
production results across NI's mineral right holdings. Monetization of Utica mineral
rights remains unclear, so we rate the shares Neutral, but initial data is constructive.

Valuation

We average multiple valuation methodologies to derive our $27 target. Our NAV
yields a value of $28. We value regUlated assets at a multiple of rate base. These
values are partially offset by the company's net debt. Our DDM, which incorporates
our rate base growth assumptions, values the company at $25. Our PIE and
EV/EBITDA multiples (2014 estimates) are based on our proprietary analyses,
which utilize current equity risk premiums, current betas and projected risk-free
yields. For our PIE analysis, we use multiples of 16x and 16x for the company's
utility and pipeline assets. For our EV/EBITDA analysis, we use multiples of 8x and
8x for the company's utility and pipeline assets. Our PIE and EV/EBITDA analyses
yield values of $27 and $27.

Risks

The key risks to our investment thesis are (1) Rate Cases - We estimate the
company will receive rate relief at several of its utilities Under- or over-estimation of
relief could materially impact our estimates (2) Weather - Changes in weather
impact the stability of earnings (3) Capitallnvestrnent Recovery - NI spends a
substantial amount of capital to maintain and expand its distribution system. NI
depends on rate increases from public utility commission to earn a fair return on this
expansion. In addition, tariffs on the pipeline system are regulated by the FERC (4)
Pipeline Capacity Contracts - The risk of re-contracting pipeline capacity at lower
rates, upon contract expiration, could have a material impact on earnings (5) Uplift
from an MLP - Currently, we do not include any uplift from NiSource pursuing an
MLP strategy. However, significant upside may exist if the Company is able to
successfully implement this strategy.

If the impact on the company from any of these factors proves to be greaterlless
than we anticipate, it may prevent the stock from achieving our target price or could
cause the stock price to materially under/outperform our target.

Oneok Inc

Company description

Oneok is an integrated energy company operating amidst the energy value chain
through three operating segments: (1) the Oneok Partners (OKS) investment, which
is a Master Limited Partnership involved in a natural gas gathering, processing,
marketing, NGL fractionation, storage and pipeline transportation; (2) a local
distribution business providing service to customers in Kansas, Oklahoma, and
Texas (Distribution), and (3) a natural gas marketing and trading segment with both
retail and wholesale customers (Energy Services).
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Investment strategy

We rate shares of OKE Neutral. OKE offers investors a solid free cash flow profile
(mostly as a result of the company's ownership stake and associated GP + LP cash
flows from OKS) with an emphasis on returning this cash to shareholders. We
believe that this cash flow generation profile is priced into shares at current levels.
The company's Distribution & Energy Services business carry no direct commodity
price risk, though periods of flattening basis and seasonal spreads can negatively
affect Energy Marketing earnings. OKE carries some indirect commodity price risk
via its ownership in OKS, which is mainly exposed to natural gas liquids prices.

Valuation

We use four equally weighted valuation scenarios to reach our target price of $49.

Our NAV calculation results in a value of $51 pis valuing OKE's hard assets at
-$13bn and we then back out -$2.2bn of net debt for an equity value of -$11 bn.
Our DCF methodology results in a target price of $53p/s and assumes long-term
growth of -3% (beyond 2015) and a discount rate of 7.81 %, the firm's cost of
capital. Our long-term PIE multiple calculation results in $44pls using a blended 21x
EPS multiple on 2013E earnings, while our long-term EV/EBITDA valuation is
$47p/s using a 9.6x blended multiple on 2013E EBITDA.

Risks

The company's exposure to commodity prices (via cash flows from OKS) is
balanced to some degree by the regulated natural gas distribution business. The
Energy Services segment is more exposed to seasonal & basis spreads rather than
absolute commodity prices.

Production from Regional Producing Basins - OKS is dependent on volumes from
producing fields where the company gathers, processes, fractionates, transports,
and markets natural gas and natural gas liquids. If producers were to cut back on
drilling, OKS could suffer declines in throughput.

Capital Investment Recovery - Oneok spends capital in excess of depreciation to
maintain and expand its distribution system. OKE is exposed to regulatory risk in
that it may not be able to recover the full amount of capital spent via customer rates.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieVing our target price or could
cause the stock price to materially outperform our target.

Questar Corp

Company description

Questar Corp (STR) is a regional, integrated natural gas utility company with
operations in the Rocky Mountains. The company has three operating segments,
including 1) a regulated gas delivery business in Utah, Questar Gas; 2) an interstate
pipeline and underground storage business, Questar Pipeline; and 3) a regulated
natural gas and oil E&P business (Wexpro).
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Investment strategy

We rate the shares of Questar Corp Neutral, which takes into account: 1) low-single
digit EBIT growth at the company's pipeline segment; 2) -$60mm per year of
infrastructure replacement spend at the utility through 2016; and 3) a 20% rate of
return on an increasing capital base (Le., Wexpro). STR is essentially a fUlly
regulated business. Our estimates assume that Wexpro II will get passed and that
Wexpro will invest -$150mm of capital through 2015.

Valuation

Our target price is $21.75, based on the average of the following valuation
methodologies:

Our NAV calculation results in a target price of $22.50p/s. We estimate that the
distribution business is worth $1.2bn based on 2013E EBITDA and an ax mid-cycle
EBITDA multiple. We value STR's Pipeline & Storage business at -$1.6bn, which is
based on 2013E EBJTDA and an ax mid-cycle mUltiple. We value the regulated E&P
business, Wexpro, at $2.25bn. This is based on a DDM (dividend discount model).
We then subtract -$1.2 billion of net debt to derive an equity value.

Our DCF analysis results in $21p/s. We derive a NPV of cash flows over the next 10
years discounted at the firm's WAGC. We then add the residual value of the Utility &
pipeline assets as well as the residual value of Wexpro. We subtract net debt of
-$1.2bn to derive the equity value.

Our long-term PIE analysis results in a value of $22.21 pIs. We base our analysis on
2013 estimated earnings.

Our EV/EBITDA mUltiple analysis values Questar at $21.50p/s. We use a weighted
average 2013E EBITDA multiple of 8.6x on projected EBITDA of $577mm. We
subtract -$1.2bn of net debt to reach our $20p/s target.

Risks

The primary risks to our Neutral thesis are:

1) Lack of drilling success at the regulated E&P segment would result in a lower
investment base and therefore a lower return and a potentially lower share price_

2) Faster than expected growth at any of the company's business lines (specifically
the Pipeline segment & STR Fueling) could lead to better than expected results and
pose an upside risk.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause the stock price to materially outperform our target.

Sempra Energy

Company description

Sempra Energy (SRE) is an integrated natural gas and electric company. The
company's operations include Sempra Utilities, which consists of 6.2 million gas and
1.3 million electric meters in Southern California; Sempra Generation, which owns
about 2,600 megawatts (MW) of net, active generation; Sempra Pipeline & Storage,
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which operates natural gas pipeline, storage, and owns interests in utility assets in
South America; and Sempra LNG, which is currently developing and operating LNG
re-gasification plants to import natural gas into the U.S.

Investment strategy

We rate the shares of Sempra Energy Buy (1). Sempra's diversified portfolio of
assets in the gas and power sector gives the company sustained earnings power
through consistent and growing returns from its utility operations, and a power
generation portfolio that is 80% contracted. We believe Sempra is well positioned to
take advantage of the current volatility in commodity prices, power demand in
California, and future expected demand for liquefied natural gas (LNG).

Valuation

We average multiple valuation methodologies to derive our $80 target.

Our NAV yields a value of $76. We value regulated assets at a multiple of rate base
(1.65X for utilities, 1.65X for pipelines, transmission and storage assets). The
company's trading business is valued at the expected sale price. We value SRE's
electric generation at replacement value ($800-$1 ,000/KW for CCGT assets). These
values are partially offset by the company's net debt.

Our DDM values the company at $83. Our PIE and EV/EBITDA multiples are based
on our proprietary analyses, which utilize current equity risk premiums, current
betas and projected risk-free yields. For our PIE analysis, we apply multiples of
16X, 16X and 14X to 2014 earnings at the utility, pipeline and generation segments.
Our PIE analysis yields a value of $82.

For our EV/EBITDA analysis, we apply multiples of 8X, 8X and 8.5X to 2014 utility,
pipeline and generation EBITDA Our EV/EBITDA analysis yields a value of $80.

Risks

The key risks to our investment thesis are (1) The utilities are subject to regulation
from federal, state and local authorities which may impose rulings adverse to
Sempra's interests. (2) California's Department of Water Resources power contract
with Sempra Generation expired in 2011. Earnings may be materially impacted as a
result of volatile merchant power prices. (3) Uncertainty in the contracting of
capacity on expansions at the company's LNG facilities may negatively impact
earnings in the coming years, along with changes in the regulatory outlook towards
exporting gas. (4) Sempra is exposed to currency issues in Mexico and earnings
could be impacted with significant volatility in the value of the Mexican Peso. (5)
Ability to access debt or equity markets at a reasonable cost in the future could
materially impact growth in the future. (6) The opportunity for further upside exists jf
Sempra can take advantage of the growing need for renewable generation in the
desert Sw. (7) SRE is successful in obtaining regulatory approval to export natural
and close financing. If the impact on the company from any of these factors proves
to be greater/less than we anticipate, it may prevent the stock from achieving our
target price and our rating.
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Southwest Gas Corp

Company description

Southwest Gas provides regulated gas distribution services for 1.8 million
customers in Arizona, Nevada and Califomia. We estimate the total regulated utility
asset base (rate base) to be about $2.3 billion. SWX also operates two FERC
regulated pipelines ($85 million rate base) and an unregulated pipeline construction
business (-$35 million annual EBITDA).

Investment strategy

We rate SWX Neutral (2). Our Neutral rating is premised on the company obtaining
a reasonable rate of return on its regulated asset base. SWX's regulated customer
base has been driven by population growth in Arizona and Nevada, which has
slowed recently. This type of historical growth within a regulatory framework
ineVitably leaves shareholders exposed to regUlatory lag; however, utilities are
entitled to just and reasonable rates. Last year, SWX earned below authorized
return levels. We estimate that upcoming rate relief and slowing capital growth
should help to mitigate the impact of regUlatory lag in the coming years and improve
return metrics for the utility segment. The construction business has potential to
grow considerably from -10% of EBIT. However, recent management changes in
the segment and competition from larger pipeline service companies could limit the
growth potential of the diVision. We remain cautious until we see the growth strategy
start to materialize.

Valuation

We average mUltiple valuation methodologies to derive our $50 target. Our NAV
yields a value of $56. We value regUlated assets at a multiple of rate base (1.65x for
utilities, 1.65x for pipelines). We value the Construction Services segment at 5x
EBITDA, based on a midstream asset mUltiple. These values are partially offset by
the company's net debt. Our DDM values the company at $45. We calculate a
hypothetical dividend, based on Swx.'s regulated capital growth, authorized returns
and cost of equity to arrive at our DDM valuation. Our PIE and EV/EBITDA multiples
are based on our proprietary analyses, which utilize current equity risk premiums,
current betas and projected risk-free yields. For our PIE analysis, we use multiples
of 16x, 16x and 8x for the company's utility, pipeline and pipeline construction
assets. For our EV/EBITDA analysis, we use multiples of 8x, 8x and 5x for the
company's utility, pipeline and pipeline construction assets. Our PIE and
EV/EBITDA analyses yield values of $46 and $53.

Risks

The key risks to our investment thesis include: i) a challenging regulatory body in
Arizona, which has become more constructive; ii) the potential need to raise equity
to fund the capex program, sensitivity of earnings to changes in weather; and iii) the
stock's relative lack of trading liquidity, and the relatively low market capitalization of
the company compared with other utilities. These concerns are offset by a stable
regulated earnings stream from the transmission pipelines and natural gas utilities
which account for more than 90% of eamings. other risks to the shares attaining
our target price include:

(2) Population growth - Housing demand and tepid economic growth within the
Southwest region of the U.S. could slow to a rate below estimates or increase
above our estimates, causing us to revise our estimates and valuation.
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(3) Capital investment recovery - SWX spends capital to maintain and expand its
operations. The company will continue to rely on state regulatory commissions to

recover costs in excess of depreciation. While we believe SWX's relationship with
the ACC has been more productive than those of other utilities operating in the
state, the ACC and the other commissions may not allow the company to eam a
reasonable rate of return on its rate base.

(4) Capital markets - SWX is a relatively small utility in terms of market capitalization
and daily volumes. This may impact its ability to access the capital markets.

If the impact on the company from any of these factors proves to be greaterlless
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

Spectra Energy Corp

Company description

Spectra Energy is an integrated natural gas company operating in both the United
States and Canada. The company maintains four distinct operating segments with
over $20 billion in assets: 1) natural gas transmission and storage in the US; 2)
natural gas distribution in Canada; 3) natural gas gathering, processing and
transmission in Canada; and 4) gathering & processing in the US through a 50%
joint venture with ConocoPhillips.

Investment strategy

We rate Spectra (SE) at Neutral (2). We expect SE will grow regUlated earnings by
expanding its North American pipeline and storage network; however, commodity
prices and Canadian exchange rates could add substantial volatility to midstream
earnings.

Valuation

We apply multiple valuation methodologies to derive our $29 target. Our NAV yields
a value of $34. We value regulated assets at a multiple of rate base (1.65x for
utilities, 1.65x for pipelines). We value the Field Services segment at 8.5x 2014E
EBITDA, based on our midstream multiple. These values are partially offset by the
company's net debt. Our 1a-year DCF yields a value of $32, by utilizing a 6.4%
WACC. Our PIE and EV/EBITDA multiples are based on our proprietary analyses,
which utilize current equity risk premiums, current betas and projected risk-free
yields. For our PIE analysis, we use multiples of 16x, 16x and 10x for the company's
utility, pipeline and midstream assets. For our EVJEBITDA analysis, we use
multiples of 8.5x, 8.5x and 14.5x for the company's utility, pipeline and midstream

assets. We value the Canadian pipelines at a slight discount to account for lower
authorized returns. Our PIE and EV/EBITDA analyses yield values of $30 and $31.

Our valuation assumes 2014 earnings represent normalized earnings at SE. Hence,
we discount our valuation back 1 year to arrive at our 2013 target price.

Risks

The key risks to our investment thesis include:

(1) Significant capital requirements over the medium term and the earnings
sensitivity to volatile commodity prices and the Canadian dollar.
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(2) Capital Investment Recovery - SE spends capital to maintain and expand its
pipeline and distribution operations. SE relies on the DEB and the FERC to recover
costs or approve projects.

(3) Processing Contract Volatility - SE is exposed to commodity price volatility
through its POP and keep-whole processing contracts. An increase in commodity
prices could allow SE to outperform our expectations.

(4) Production from Gas Producing Regions - SE is dependent on volumes from
producing fields throughout North America. Significant production declines could
require SE to charge producers higher fees to compensate for lower volume on its
systems, potentially degrading its competitive position. Conversely, production
increases could enhance its competitive position.

(5) Demand from Refineries and Petrochemical Producers - Nat gas liquids
produced by SE are primarily marketed to refineries and petrochemical producers.
Lower demand could lead to margin compression.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

The Williams Companies Inc

Company description

The Williams Company Inc (WMB) is an integrated natural gas company that
processes, trades, and transports natural gas and oil. The company also operates
Midstream Canadian & Olefins business.

WMB also owns a -78% stake in Williams Partners (inc!. GP interest), a Midstream
& Pipeline MLP. WMB is the operator of the WPZ assets.

Investment strategy

We rate the shares of The Williams Company Buy based on our analysis of the
company's ownership of WPZ and combined growth at WPZ and the Canadian
Midstream & Olefins business.

Valuation

We employ a variety of valuation techniques to derive our target price of $40 for the
shares of The Williams Company Inc.

1) Discounted Cash Flow: We model in WPZ contribution via LP and GP
distributions. We tax distributions 20%. We discount our cash flows at our WACC.
Our DCF value per share is $42.

2) Net Asset Value: For the Olefins portion, our forward EBITDA multiple is 5x 2013
EBITDA. To account for WMB's stake in WPZ, we value the LP units at Current
Trading Price x WMB owned units. We then tax-affect this figure (we use 20% tax
rate to account for LP deferrals) to derive an implied valuation of $10 billion for the
LP shares. For the GP interest, we value estimated 2013E GP distributions of $748
million by a 21.1x multiple, then tax-effect (-20%) to derive a valuation of $12.6
billion for the GP interest. We back out -$800mm of net debt to derive our equity
value. Our NAV is $39p/s.
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3) EV/EBITDA: We value shares of \!VMB at $42 on an EV/EBITDA basis. We use
2013 EBITDA estimates. We back out WPZ minority interest, to account for the
proportionate share WMB does not own at a blended multiple.

4) Long-Term PIE: We use a consolidated EPS on 2014E EPS (discounted) for a
value of $35.

Risks

Risks we see to Williams achieving our target price include the following:

WPZ - \!VMB will generate a sizable portion of its cash flow via WPZ and therefore
from keep-whole operations, which depend on the spread between natural gas and
crude oil prices. In a declining crude I rising gas price environment, this could
significantly chip away at \!VMB's processing margin and lead to earnings & cash
flow shortfalls.

Project Execution - If \!VMB suffers cost overruns at its expansion projects,
economics could deteriorate and lower overall project returns,

TransCanada Corp

Company description

The company's pipeline network transports 15 bcf/d of natural gas and extends over
35,000 miles, while its storage capacity is about 360 bcf. Additionally, TransCanada
owns or has an interest in over 10,900 MW of generation throughout Canada and
the northeast United states.

Investment strategy

We rate TRP Neutral (2). TRP's asset mix of both pipeline (70%) and power (30%)
assets offers attractive organic growth with incremental returns on new capital of
13% excluding acquisitions over the next five years.

Despite attractive returns on organic and new build projects, we believe this growth
comes with the risk of capital cost overruns at new projects, namely, the restart of
two units at TRP's operated nuclear power plant (Bruce Power) and a C$12.2 billion
011 export pipeline from Alberta into the Midwest (Keystone Pipeline).

Valuation

We apply average multiple valuation methodologies to derive our $44 target. Our
NAV yields a value of $39. We value regulated assets at a multiple of rate base
(1.5x for pipelines and storage assets). We apply a 10% haircut to Canadian assets
as they earn lower authorized returns. We value TRP's power generation assets at
replacement value. These values are partially offset by the company's net debt. Our
1o-year DCF yields a value of $49, using a 5.97% WACC. Our PIE and EV/EBITDA
multiples for the pipelines are based on our proprietary analyses, which utilize
current equity risk premiums, current betas and projected risk-free yields. This
analysis yields a multiple of 15.5x 2014E earnings and 8.5x 2014E EBITDA We
apply a merchant power multiple of 14x and 8x to power generation 2014E earnings
and EBITDA Our PIE and EV/EBITDA analyses yield values of $43 and $46.
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Risks

The key risks to our investment thesis includes

(1) Exchange Rates - TRP has energy assets in the US and Canada. Significant
changes in exchange rates could materially increase or decrease earnings.

(2) Regulatory - TRP spends capital in excess of depreciation to maintain and
expand its pipeline infrastructure and relies on fair regulated returns. Changes in the
regulatory environment could adversely impact returns.

(3) Nuclear Risk - Because of the high safety risks of operating a nuclear power
plant, regulatory impediments may arise Unplanned outages from sensitive
technology, cost overruns or even terrorist attacks could also cause damage and
create outages, impacting earnings.

(4) Capital Risk - We expect about half of TRP capex program will be funded
through debt. Difficulties getting the appropriate debt funding could reduce the
likelihood of projects being built timely.

(5) Energy Prices - TRP sells to the merchant market. Changes in power prices
and/or cost of fuel could materially impact our estimates or WC reqUirements.

(6) Execution Risk - Expansion projects should add incremental earnings, but
overspending could lead to lower returns. There is also a risk that projects will not
be completed on-time or at all.

(7) Ravenswood - We assume capacity energy prices in NYC will fall in'11 due to
capacity oversupply. Any differences in capacity pricing to our estimates could also
impact our long-term estimates.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

UGI Corp

Company description

UGI Corp operates as a diversified gas utility, electric utility and global propane
distribution company. The company's utility and power assets are located in
Pennsylvania. The company's propane business is composed of a 46% equity
interest in AmeriGas Partners and a stable international propane distribution unit
with principal operations in France, where the company controls about a quarter of
the market.

UGI also operates an energy services business with generation and storage assets.

Investment strategy

We rate UG! a Buy (1). The company provides stable cash flows through a
combination of an electric and gas utility. In addition, the company has one of the
largest propane businesses in the USA and has an International Propane division
that serves customers in Europe.

Historically UGI has generated strong free cash flows from its domestic propane
and utilities businesses enabling the company to make bolt-on acquisitions and

_ c;iti)leloc,ity.com
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increase its dividend over time. However, the propane business in the US looks
challenged as commodity prices move higher, and customers migrate to alternative
fuels.

Valuation

Our average multiple valuation methodologies derives a $34 target price.

Our NAV yields a value of $37. We value regulated assets at a multiple of rate base
(1.65x for gas utilities). The company's gas marketing segment is valued at 7x
EB1TDA, in-line with multiples for other marketers. These values are partially offset
by the UGI's net debt.

We value UGI's interest in APU using our MLP team's target price ($36.50). We
value UGI's GP interest based upon GP distributions of -$1.5 million.

We value UGI's coal-fired power plants at their estimated replacement cost, which
includes a discount applicable to Central App coal plants, of $9BO/KW.

International propane operations are valued at a 15% discount to our gas utility
EV/EBITDA multiple of 7.0x, due to significant exposure to weather and exchange

rates.

Our DDM values the company at $35. We calculate a hypothetical dividend, based
on UGI's regulated capital growth, authorized retums and cost of equity to arrive at

our DDM valuation.

Our PIE and EV/EBITDA multiples are based on our proprietary analyses, which
utilize current ERPs, betas and projected risk-free yields. For our PIE analysis, we
use multiples of 16.0x, 10.0x, 16x and i1.0x for the company's Gas utility, Propane,
Electric utility and Marketing/energy services assets. For our EV/EBITDA analysis,
we use multiples of 7x and 6x for the company's Gas & Electric Utility/Propane
businesses and Marketing/Energy services assets. International propane operations
are valued at a 15% discount to our gas utilities, due to exposure to weather and
exchange rates. Our PIE and EV/EBITDA analyses yield values of $31 and $34.

Risks

The key risks to our investment thesis are:

(1) Most of UGI's cash flows arise from regulated assets or the mature propane
market. Slightly offsetting these stable cash flows are sensitivities to weather and
exchange rates.

(2) The international propane unit accounts for 20% of UGI's operating income while
AmeriGas accounts for approximately a third. Propane distributors compete in an
unregulated market. While the barriers to entry are high, namely capital costs, UGI
competes with a number of propane distributors and "mom & pop" dealers in the
U.S. and Europe. Economics for alternative fuel types is also making it more

economical for customers to switch into other fuels.

Flaga and Antargaz's earnings remain exposed to foreign currency fluctuations.

(3) UGI's utility earnings are sensitive to weather. Our earnings estimates assume
normal weather and recovery of capital spent in excess of depreciation through
higher customer rates. These rates depend on orders from Pennsylvania Public
Utility Commission At this point, we believe the commission has been constructive
with regard to utility rate making.
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(4) Earnings in the propane business are also impacted by weather as changes in
weather can significantly impact volumes.

(5) Our margin assumptions at UGI's power plants are based on market prices and
the capacity market in PJM. Higher fuel costs or regulatory impediments within the
PJM market could adversely affect our earnings estimates_

If the impact on the company from any of these factors proves to be greaterlless
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.

Vectren Corp

Company description

Vectren operates regulated electric and gas utilities in Indiana and Ohio, distributing
natural gas to about 1 million customers and serving about 140,000 electric
customers. The utilities represent over 80% of WC's earnings. Vectren also
operates non-regulated businesses, including coal mining, pipeline construction,
and gas marketing.

Investment strategy

We rate Vectren shares Neutral. We believe the stock is fairly valued as a
constructive regulatory environment is offset by concerns over the impact of flat
basis spreads on the gas marketing operations and light demand for the coal mining
unit.

Over 80% of earnings at WC are derived from operations at the gas and electric
utilities. In late 2009, the company's sale electric utility filed for rate relief. We expect
resolution of this matter by year-end. In addition to rate relief, we expect growth at
the utility will be arise from infrastructure riders, which allow timely returns on capital
spending and customer growth.

The non-regulated operations include coal mining, gas marketing, pipeline
construction and energy services. Coal mining and gas marketing operations have
been hampered as of late due to reduced coal demand and thinning basis spreads.

Valuation

We average multiple valuation methodologies to derive our $31 target. Our NAV
yields a value of $34. We value regulated assets at a multiple of rate base (1.7x for
gas utilities). We value ProLiance at 8x earnings, in-line with our estimated
marketing multiple. The company's coal mining and energy services segments are
valued at 6x and 5x 2013E EBITDA, based on midstream and marketing multiples.
These values are partially offset by the company's net debt. Our DDM values the
company at $28. We calculate a hypothetical dividend, based on WC's regulated
capital growth, authorized returns and cost of equity to arrive at our DDM valuation.
Our PIE and EV/EBITDA multiples are based on our proprietary analyses, which
utilize current equity risk premiums, current betas and projected risk-free yields. For
our PIE analysis, we use 2013E multiples of 16x for the gas utility and 16x for the
electric utility and 10x for the company's unregulated assets. For our EV/EBITDA
analysis, we use mUltiples of 7.5x and 6.5x for the company's utility and unregUlated
assets. Our PIE and EV/EBITDA analyses yield values of $28 and $35.

__ ~iti).(elocity.com
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Risks

The key risks to our investment thesis includes

(1) Capital Investment Growth - WC spends capital to maintain and expand its
utility systems. WC relies on adequate base rates to earn its cost of capital.

(2) Concentration in the Midwest - Changes in the service area's economy could
reduce demand for power.

(3) Gas and Purchased Power Costs - Higher costs can lead to higher working
capital requirements and interest expense.

(4) Coal Margins - Key drivers behind the performance of the coal mining unit
include coal prices, volumes and costs, which are all volatile.

(5) Non-Regulated Business - WC's unregulated business continually enters into
forwards and options that may create unanticipated losses.

(6) Capital Markets - WC is a relatively small utility in terms of market cap and
volume compared with other utilities. This may affect its ability to access the capital
markets.

(7) Customer Growth - An unexpected increase or decrease in population could
affect earnings SUbstantially.

Events that would present upside risk to our target price include: 1) an improVing
economy in Vectren's service areas; 2) increased natural gas price volatility,
including wider summerfwinter differentials; and 3) improvements in coal production
volumes and per unit margins.

If the impact on the company from any of these factors proves to be greater/less
than we anticipate, it may prevent the stock from achieving our target price or could
cause our target price to be materially outperformed.
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INisourC~I~~ (NI)
iRatings and Target Price History
iFundamental Research
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[Analyst: Faisel Khan, CFA
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IRatings and Target Price History
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Ratings and Target Price History
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Ratings and Target Price History
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Relative Call (3 Month)
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IQuestar Corp (STR)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Timm Schneider
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Iintegrys Energy Group, Inc. (lEG)
IRatings and Target Price History
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Integrys Energy Group, Inc. (TEG)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
'Analyst Faisel Khan, CFA
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Ratings and Target Price History
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Ratings and Target Price History
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Vectren Corp (WC)
Ratings and Target Price HistOfy
Fundamental Research
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Ratings and Target Price History
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Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
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Date Rating Target I'Iice Closing Price
[] 2()-J.n-11 'ADD MP 2133

, Indicales change

Date Rating Target Price Closing Price
III 2o-Sep-11 'REM MP 21.36
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Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of AGL Resources Inc

Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of CenterPoint Energy Inc

Sioban G Hickie,Associate,holds a long position in the securities of Cheniere Energy Inc. Citigroup Global Markets Inc. owns a position of 1 million USD or
more in the debt securities of Cheniere Energy Inc

Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of NiSource Inc

Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of Sempra Energy

Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of Integrys Energy Group Inc

Citigroup Global Markets Inc. owns a position of 1million USD or more in the debt securities of Williams Companies Inc

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Brookfield
Infrastructure Partners, CenterPoint Energy Inc, EQT Corporation, Cheniere Energy Inc, NiSource Inc, Sempra Energy, TransCanada Corp, The Williams
Companies Inc,

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Brookfield
Infrastructure Partners, CenterPoint Energy Inc, Enbridge Inc., EQT Corporation, Cheniere Energy Inc, NiSource Inc, Oneok Inc, Spectra Energy Corp,
Sempra Energy, Integrys Energy Group, Inc., TransCanada Corp, UGI Corp, The Williams Companies Inc.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking
services from Brookfield Infrastructure Partners, NiSource Inc, Oneok Inc, Sempra Energy.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from AGL Resources
Inc, Atmos Energy Corp, Brookfield Infrastructure Partners, CenterPoint Energy Inc, Energen Corp, Enbridge Inc" EQT Corporation, NiSource Inc, Oneok
Inc, Spectra Energy Corp, Sempra Energy, Southwest Gas Corp, Integrys Energy Group, Inc" TransCanada Corp, UGI Corp, Vectren Corp, The Williams
Companies Inc in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Brookfield Infrastructure
Partners, CenterPoint Energy Inc, Enbridge Inc., EQT Corporation, Cheniere Energy Inc, NiSource Inc, Oneok Inc, Spectra Energy Corp, Sempra Energy,
Integrys Energy Group, Inc., TransCanada Corp, UGI Corp, The Williams Companies Inc,

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, securities-related: AGL Resources Inc, Atmos Energy Corp, Brookfield Infrastructure Partners, CenterPoint Energy Inc, Energen Corp, Enbridge
Inc., EQT Corporation, MDU Resources Group Inc, National Fuel Gas Co, NiSource Inc, Oneok Inc, Spectra Energy Corp, Sempra Energy, Questar Corp,
Southwest Gas Corp, Integrys Energy Group, Inc., TransCanada Corp, UGI Corp, Vectren Corp, The Williams Companies Inc.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, non-securities-related: Atmos Energy Corp, Brookfield Infrastructure Partners, CenterPoint Energy Inc, Enbridge Inc., EQT Corporation, NiSource
Inc, Oneok Inc, Spectra Energy Corp, Sempra Energy, Integrys Energy Group, Inc., TransCanada Corp, UGI Corp, The Williams Companies Inc.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Firm is a market maker in the publicly traded equity securities of Integrys Energy Group, Inc..

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ('the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https:/lwww.citivelocity.com/cvr/eppublidciLresearch_disciosures. Valuation and Risk assessments can be found in the text of the
most recent research notelreport regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.
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Relative Rating
l3uy Hold Sell
7% 85% 7%

59% 47% 50%
Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an irlVestment rating and an optional risk rating to highlight high risk stocks,
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned,
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are afunction of analyst expectations of expected total return
('ErR') and risk, ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months, The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign atarget price and,
thus, not derive an ETR. Analysts may place covered stocks 'Under Review' in response to exceptional circumstances (e.g, lack of information critical to the
analyst's thesis) affecting the company and I or trading in the company's securities (e,g, trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings·distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation,

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S), Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total retum (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks 'Under Review' in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g, trading suspension). Stocks placed 'Under Review' were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0% "15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%40% for Speculative stocks); and Sell (3) (5% or less for Low
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or achange
in target price (subject to limited management discretion), At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatiiity or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell asecurity should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk,

NON·US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e" all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc,) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with asubject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:
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OTHER DISCLOSURES
The subject company's share price set out on the front page of this Product is quoted as at 24 October 201204:00 PM on the issuer's primary market.

Citigroup Global Markets Inc, and/or its affiliates has a significant financial interest in relation to CenterPoint Energy Inc, Enbridge Inc., EQT Corporation,
NiSource Inc, Oneok Inc, Sempra Energy, Integrys Energy Group, Inc., UGI Corp, The Williams Companies Inc, (For an explanation of the determination of
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citiVelocity.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.
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Sec;urities recommended, offered, or sold by the Finn: (i) are not insured by the Federal Deposit Insuranc;e Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although infonnation has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be inc;omplete and condensed. Note, however, that the Finn has taken all reasonable steps to detennine the accuracy and
completeness ofthe disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the SUbject c;ompany(ies) referred to in this Product induding, but not limited to, discussions with management of the subject company(ies), Firm policy
prohibits research analysts from sending draft research to subject companies, However, it should be presumed that the author of the Produc;t has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product arid these, plus any other infonnation contained in the Product, are subject to change without notice, Prices and
availability of financial instruments also are subject to c;hange without notice, Notwithstanding other departments within the Firm advising the companies
discussed in this Product, irlfonnation obtained in such role is not used in the preparation of the Product. Although Cili Research does not set a
predetermined frequency for publication, if the Product is a fundamerltal research report, it is the intention of Citi Research to provide researc;h coverage of
thelthose issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a sec;urity. Any decision to purchase
securities mentioned in the Product must take into account existing public infonnation on such security or any registered prospectus,

Investing in non-U,S. securities, including ADRs, may entail certain risks, The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited infonnation available on foreign securities, Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U,S, Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U,S. companies, In addition, exc;hange rate
movements may have an adverse effect on the value of an investment in aforeign stock and its corresponding dividend payment for U.S, investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Finn may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Finn. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States, Any orders by US investors resulting from the infonnation contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report, Ask your Financial Advisor or use smithbarney.com to view any
available Morgan Starlley research reports in addition to Citi Research research reports.
Importarlt disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley arid Citigroup Global Markets, Inc, specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citivelocity.com/cvr/eppubliclciti_research_disclosures.
This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research, This could create a conflict of interest

The Cltigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available irl Australia through Citi Global Markets Australia Ply Ltd. (ABN 54 003 114832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission, Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
made available in Australia to Private Banking wholesale clients through Citigroup Ply Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Ply
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers, If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their represerltatives for providirlg products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil- CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC
Associa{(ao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID -Associa{(ao Nacional dos Barlcos de Investimento. Av.
PauHsta, 1111 - 11 0 andar - CEP. 01311920 - Sao Paulo - SP If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada'), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Balsa SA, an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile, The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cezarlne, 8eme, Paris, France, The Produc;t is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD'), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin), CGMD,
Reuterweg 16, 60323 Frankfurt am Mairl. Research which relates to "securities' (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content Citigroup
Global Markets Asia Ltd, is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, NA, Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A, Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N,A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jerld, Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applic;able capital market laws and regulations. This Product is not an offer of securities in Indorlesia. The securities referred to in this Product have not been
registered with the Capital Market and Firlandallnstitutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in drcumstanc;es which
constitute an offer within the meaning of the Indorlesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
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regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ('CGMJ'), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by 5MBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270·3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia,or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2''A03030&pageDiv''02. The Product is made available in
Korea by Citibank Korea Inc" which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
460819-D) ('CGMM") to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with,
the Product, The Product is made available in Mexico by Acciones y Valores Banamex, SA De C. V., Casa de Balsa, Integrante del Grupo Financiero
Banamex ('Accival') which is aWholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col.
Juarez, 06600 Mexico, D.F, In New Zealand the Product is made available to 'wholesale clients' only as defined by s5C(1) of the Financial Advisers Act
2008 ('FAA') through Citigroup Global Markets Australia Ply Ltd (ABN 64 003 114832 and AFSL No, 240992), an overseas financial adviser as defined by
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Crtigroup Centre, 2 Park Street, Sydney, NSW
2000, The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regUlated by the State Bank of Pakistan and Securities
Exchange Commission, Pakistan. AWT Plaza, 1.1, Chundrigar Road, P.O. Box 4889, Karachi-74200, The Product is made available in the Philippines
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc" which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg, The Product is made available in the Philippines through Cilibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku
Handlowego SA ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russiarl Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd, ("CGMSPL'), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21 st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289), The Product is made available by The Citigroup Private Bank in Singapore through Citibank, NA,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank NA,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank
Singapore Ltd ("CSL') to selected Citigold/Citigold Private Clients, CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold/lCitigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289),
Citigroup Global Markets (Ply) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866107) and its registered office
is at 145 West Street Sandton, 2196, Saxonwold. Citigroup Global Markets (Ply) Ltd. is regulated by JSE Securities Exchange South Africa, South African
Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South Africa, The
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authorrty. 29 Jose Ortega
Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities
Company Ltd. ('CGMTS'), 14 and 15F, No.1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ('CSTL'), 14
and 15F, No.1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission ofTaiwan, the
Republic of China. No portion of the Product may bs reproduced or quoted in the Republic of China by the press or any third parties [without the written
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on
such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd.,
which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 291F, 82 North Sathom Road, Silom, Bangrak, Bangkok 10500,
Thailand, The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the 'Materials') are communicated by Citigroup Global Markets
Limited, DIFC branch ('CGML'), an entity registered in the Dubai International Financial Center ('DIFCn

) and licensed and regUlated by the Dubai Financial
Services Authority ('DFSA') to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on
request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties, The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
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material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Mankets Limited, which is regulated by Financial Services Authority.
Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relafionship with the subject company.
Many European regulators require that afirm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https://www.citivelocity.com/cvr/eppublic!citLresearch~disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from atax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice,having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QI8s) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has beerl disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.
The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client's individual
preferences as to the frequency and manner of receiving communications from analysts, the client's risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

©2012 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the 'Product'), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
awebsite or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is' basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.
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Atmas Energy Corp (ATO)
Analyst Day Takeaways; Rate Base and EPS Growth Continue

• Analyst Day Key Takeaways - Yesterday, ATO provided 2013 earnings guidance.
Our key takeaways from the presentation were: 1) 2013 EPS guidance is $2.40
$2.50 per share (ex. Unrealized gain/losses and sale of GA LOC), up -6% over
2012; 2) Overall rate base growth will be over 8%; 3) 2013 dividend growth is
expected to be 4%; 4) Management's efforts to right-size ATO's regional footprint is
now complete; 5) 90%+ of earnings are tied to regulated businesses with recovery
mechanisms of less that one year; and 6) Marketing fundamentals remain
unchanged.

• Texas State of Mind - Management believes it is well positioned across the South
and Southeast to grow rate base. The Texas LDC and Transmission businesses are
the primary growth engines through 2016. ATO has a constructive relationship with
regulators and favorable mechanisms in place (i.e. weather, rate recovery
mechanisms) which should drive earnings growth across the regulated businesses
by -7% over 2012.

• Regulated Capex - ATO expects capital spending across their businesses to be
nearly $800 mm in fiscal 2013. 70% of spending in 2013 will be deployed in TX.
Nearly two-thirds of total spending is tied to annual recovery mechanisms (i.e.
GRIP), one-third affiliated with enhanced infrastructure spending (i.e. Rule 8.209),
and the balance to general rate cases. By 2016, total LDC and transmission/storage
(APT) rate base will total $5.8 BN. This is in-line with our expectations. Spending
tied to the APT projects will be $270 mm in 2013, financed equally using debt and
retained earnings. We expect ROEs of 11.8% and average rate base growth of 13%
through 2016 for the APT projects.

• Recommendation - We maintain our Neutral rating and $39 target price. We
expect EPS growth of 6-8% resulting in 2016 EPS of $3.10. The stock appears
modestly undervalued given the pull back in the sector. ATO trades at more than a
10x multiple discount to it LOC peers. We do not think this discount is warranted.

• Company Update

Neutral
Price (16 Nov 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

2
US$33.13
US$39.00

17.7%
4.1%

21.8%
US$2,990M

EPS Q1 Q2 Q3 Q4 FY FC Cons Faisel Khan, CFA
2011A O.76A 1.65A O.08A -O.21A 2.28A 2.34A +1-212-816-2825

2012E O.72A 1.33A D.32A D.01E 2.37E 2.iiE faisel.khan@citi.com

Previous O.nA 1.33A O.32A O.01E 2.37E na Amit Marwaha

2013E O.82E i.39E O.27E O.OiE 2.48E 2.45E amitmarwaha@dU.com

Previous O.82E 1.39E O.27E O.01E 2.48E na

2014E G.86E i.40E O.28E O.D3E 2.56E 2.58E

Previous O.86E 1.40E O.28E O.03E 2.56E na

Soume: Company Reports and da!aCentral, Citi Research. FC Cons: First Call Consensus.

See Appendix A·1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.

Citi Research is a division of Citigroup Global Markets Inc. (the 'Firm'), which does and seeks to do business with companies covered in its research reports. k; a
result investors should be aware that the Firm rnay have a conflict of interest that could affect the objectivity of this report Investors should consider this report as only
asingle factor in making their investment decision.
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ATG.N: Fiscal year end 30-Sep Price: US$33.13; TP; U5$39.00; Market Cap: US$2,990m; Recomm: Neutral

Profit & Loss (US$m) 2010 2011 2012E 2013E 2014E Valuation ratios 2010 2011 2012E 2013E 2014E

Sales revenue 4,789 4,358 3,851 4,388 4,453 PE (x) 14.6 14.6 14.0 13.3 12,9

Cost of sales -3,414 -3,015 -2,469 -2,911 -2,936 PB (x) 1.4 1.3 1.3 1.2 1.2

Gross profit 1,375 1,342 1,382 1,477 1,517 EVIEBITDA (x) 7.2 7.7 7.6 7.6 7.6

Gross Margin (%) 28.7 30.8 35.9 33.7 34.1 FCF yield (%) 7.5 4.2 4.8 -7.1 -6.4

EBITDA (Adj) 709 680 726 774 809 Dividend yield (%) 4.0 4.1 4.2 4.2 4.4

EBITDA Margin (Adj) (%) 14.8 15.6 18.8 17.6 18.2 Payout ratio (%) 59 60 58 57 56

Depreciation -217 -228 -239 -239 -241 ROE (%) 9.6 8.9 9.5 9.5 9.4

Amortisation 0 0 0 0 o Cashflow (US$m) 2010 2011 2012E 2013E 2014E
EBIT (Adj) 492 452 487 535 567 EBITDA 709 680 726 774 809

EBIT Margin (Adj) (%) 10.3 104 12.6 12.2 12.7 Working capital 83 -26 -192 -6 -12

Net interest -154 -151 -147 -170 -188 Other ·63 -86 -113 ·309 -332

Associates 0 0 0 0 o Operating cashflow 729 568 421 460 465

Non-oplExcept 2 21 -3 0 o Capex -500 442 -565 -674 -659

Pre-tax profit 339 322 337 366 380 Net acqldisposals 0 0 0 0 0

Tax -131 -117 -122 -139 -144 Other 0 4 4 0 0

Extraord.lMin.lnl.lPref.div. 0 -9 3 0 o Investing cashflow -500 -446 -569 -674 -659

Reported net profit 209 197 218 227 235 Dividends paid -124 -124 -126 -128 -133

Net Margin (%) 4.4 4.5 5.7 5.2 5.3 Financing cashflow ·163 44 -149 .116 -121

Core NPAT 209 206 215 227 235 Net change in cash 66 166 -297 ·330 -314

Per share data 2010 2011 2012E 2013E 2014E Free cashflow to slholders 229 126 -144 -214 ·193

Reportell EPS ($) 2.26 2.18 2.40 2.48 2.56
CoreEPS ($) 2.27 2.28 2.37 2.48 2.56

DPS ($) 1.34 1.36 1.38 1.41 1.45

CFPS ($) 7.92 6.28 4.64 5.03 5,07

FCFPS ($) 2.48 1.39 -1.58 -2.34 -2.11

BVPS ($) 23.73 24.98 25.82 26.94 28.08

Wtd avg ord shares (m) 91.8 90.3 90.2 90.5 90.9

Wtd avg diluted shares (m) 92.1 90.4 90.7 91.4 91.8

Growth rates 2010 2011 2012E 2013E 2014E
Sales revenue (%) -3.6 -9.0 -11.6 13.9 1.5
EBIT (Adj) (%) 3.3 "8.2 7.8 9.9 6.0

Core NPAT(%) 5.5 -1.4 4.5 5.4 3.8

Core EPS (%) 4.8 0.4 4,2 4.7 3.3

Balance Sheet (US$m) 2010 2011 2012E 2013E 2014E
Cash & cash equiv, 132 131 ° 0 0

Accounls receivables 273 272 339 339 344

Inventory 319 290 361 361 366

Net fixed & other tangibl es 5,148 5,532 5,956 6,391 6,808

Goodwill & intangibles 740 740 740 740 740

Financial & other assets 151 317 394 394 399

Total assets 6,764 7,283 7,790 8,225 8,657

Accounts payable 266 291 367 365 366

Short-term debt 486 209 747 1,078 1,392

Long-term debt 1,810 2,206 1,956 1,956 1,956

Provisions & other liab 2,023 2,321 2,391 2,389 2,390

Total liabilities 4,585 5,027 5,462 5,788 6,104

Shareholders' equity 2,178 2,255 2,328 2,438 2,552

Minority interests ° ° ° 0 0

Total equity 2,178 2,255 2,328 2,438 2,552

Net debt 2,164 2,284 2,704 3,034 3,348

Net debt to equity (%) 99.3 101.2 116.2 124.4 131.2

For further data queries on Cm's full coverage universe please conlact Cit Research 0ala Services at CitiRsch.DalaS ervices.Global@ern.com
For dellnitions or Ihe items in Ihis table. please c~ck here.

@1~'t~Central



Atmos Energy Corp (ATO)
16 November 2012

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

Atmos Energy Corp

Company description

Atmos Energy is an integrated natural gas company headquartered in Texas. The
company distributes natural gas to over 3 million customers in 12 states, operates
pipeline systems and storage facilities and provides natural gas marketing services
through its subsidiary Atmos Energy Marketing.

We estimate ATO will grow utility rate base by over 4% annually over the next five
years. 94% of utility margins are weather normalized. Furthermore, 86% of rates are
adjusted annually (without the need for rate cases) or are decoupling from demand.
Only Colorado, Illinois and Iowa (-5% of rate base) do not have mechanisms in
place for either decoupling or weather normalization

Investment strategy

We rate Atmos Energy (ATO) Neutral (2). Our Neutral rating on ATO is premised on
the company's limited growth profile and lack of near-term catalysts. Atmos
generates stable earnings from a mostly regulated utility asset base with low/mid
single-digit EPS growth and a stable dividend over the next five years.

We expect ATO will continue to grow earnings by investing in its regulated asset
base, which we estimate will grow by 4% annually over the next five years. 86% of
rates are adjusted annually without the need to enter costly and risky rate cases.

Valuation

We average multiple valuation methodologies to derive our $39 target. Our NAV
yields a value of $40. We value regulated assets at a multiple of rate base (1.7x for
utilities). We value the pipeline assets at 8x '13E EBITDA and the marketing
business at 5x '13E EBITDA. These values are partially offset by the company's net
debt. Our DDM values the company at $40. We calculate a hypothetical dividend,
based on ATO's regulated capital growth, authorized returns and cost of equity to
arrive at our DDM valuation. Our PIE and EV/EBITDA multiples are based on our
proprietary analyses, which utilizes current ERPs, current betas and projected risk
free yields. For our PIE analysis, we use multiples of 16X, 16x and 10x for the
company's utility, pipelinelstorage and marketing assets. For our EV/EBITDA
analysis, we use multiples of ax, ax and 6.5x for the company's utility,
pipelinelstorage and marketing assets. Our PIE and EV/EBITDA analyses (2013E
earnings) yield values of $39 and $38.

Risks

The key risks to our investment thesis on AGL are (1) Capital Investment Recovery
-ATO, relying on future rates, spends capital to maintain and expand pipeline and
utility systems. A politicized commission could delay or put at risk this recovery. (2)
Customer Growth - An unexpected increase or decrease in population could affect
earnings substantially, either favorably or unfavorably.(3) Capital Markets - ATO is a
relatively small utility in terms of market cap and trading volumes, impacting ATO's
ability to access capital markets while this type of liquidity may make it difficult for
institutional investors to trade in and out of the stock. (4) ATO operates a gas
marketing business. Our research shows that ATO hedges their physical delivery of
gas using its access to storage and pipeline transportation capacity. If the financial
hedges and local markets become dislocated, ATO could incur a liability.
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If the impact on the company from any of the following factors proves to be greater
or less than we anticipate, the company could fail to achieve/exceed our target
price.

The research analyst{s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was. is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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Citigrol1p Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Atmos Energy
Corp in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, securities-related: Atmos Energy Corp.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, non-securities-related: Atmas Energy Corp.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Marke1s Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.
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For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ('the
Product'), please contact Citi Research, 388 Greenwich Street, 26th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.comlcvr/eppublicfciti_research_disclosmeso Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Research Ratings Distribution

Data current as of4 Oct 2012
CiiiResearchGlobaIFundameniaICove-rage-

%ofcompanies in each rating category that are investment banking clients

12 Month Rating Relative Rating
,.,.m.'3.11Y ,~,()!~_,_,.,.,.,.~,E!,I,I,_,_ "",'3.,IlY '" ,.,H.,ol~"". ,..~elJ

51% 38% 11% 7% 85% 7%
50% 47% 45% 59% 47% 50%

Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fUrldamerltal criteria, Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR') and risk. ETR is the sum of the forecast price appreciation (or depreciatiorl) plus the dividend yield for astock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers arldlor investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign atarget price and,
thus, not derive arl ETR. Arlalysts may place covered stocks 'Under Review' in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and f or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we corresporld Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to astock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a3 month period. The relative call may highlight a specific
near-term catalyst or everlt impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company, Abserlt any specific catalyst the analyst(s} will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view, This three-month view may be different from and does not affect astock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system, However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total retum (forecast price appreciation and dividerld yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks 'Under Review' in response to exceptiorlal circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed 'Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), irlvestment ratings were:Buy (1) (expected total retum of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging EuropefMiddle East/Africa, and Latin America), investment ratings were: Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10"/0-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 200/0-40% for Speculative stocks); and Sell (3) (5% or less for Low
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks),

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
irl target price (subject to limited management discretion), At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to bUy or sell asecurity should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citig r()up:Global~arkfJtslnc FaiselKhan, CFA; ArTlit.Marv.'aha ..

OTHER DISCLOSURES
The subject company's share price set out on the front page of this Product is quoted as at 16 November 2012 09:53 AM on the issuer's primary market.

For securities recommended irl the Product in which the Firm is not a market maker, the Firm is a liquidity provider irl the issuers' financial irlstruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommerlded in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities



Atmos Energy Corp (ATO)
16 November 2012

CASE NO. 2D13-D0148
ATTACHMENT 1

TO OAG DR NO. 1-183

Citi Research

transactions in a marmer inconsistent with the Product and, with respect to securities covered by the Product, will bUy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the ProdUct, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without rlotice. Notwithstarldirlg other departmerlts within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for pUblication, if the Product is a fundamental research report, it is the irltention of Citi Research to provide research coverage of
thelthose issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is rlot irltended as arl offer or solicitation for the purchase or sale of asecurity. Any decision to purchase
securities mentioned in the Product must take into account existing public informatiorl on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile tharl securities of comparable U.S. comparlies. In addition, exchange rate
movements may have arl adverse effect on the value of arl investment in a foreign stock and its corresponding dividend paymerlt for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbamey.com to view any
available Morgan Stanley research reports in addition to Citi Research research reports.
Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.comlresearchdisc10sures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.comlresearchdisclosures and
https:I/www.citivelocity.comlcvrleppubliclci ti_research_disclosures.
This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Ply Ltd. (ABN 64003114832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
made available in Australia to Private Banking wholesale clients through Citigroup Ply Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the SUitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Barlk in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil- CCTVM SA, which is regulated by CVM -Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC
Associa<;:ao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagao Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11 0 andar - CEP. 01311920 - Sao Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street Wes~ Suite 1100, Toronto, On1ario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa SA. an indirect SUbsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cezanne, 8eme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstieistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, NA, Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
NA is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Poinl Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 51F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav, 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations, This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
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and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through apublic offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations, The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah SI, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ('CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
BUilding, 1-5-1 Manunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. Ifthe Product was distributed by 5MBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., wihich is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA), Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMgrIDISFundMgrAnalystPop,isp?comDanyCd2=A03030&pageDiv"02, The Product is made available in
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Oa-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
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Atmos Energy Corp (ATO)
Utility Earnings Continue to Grow; Non-Reg Less of a Headwind

11II EPS-ATO reported F1 Q EPS of$0.75. Adjusted EPS was $0.61, excluding non-cash
marketing results, Adjusted EPS was lower than our estimate of$0.85, Higher costs at
the LDC caused the miss. ATO's 2012 EPS gUidance is $2.30-$2.40, Our estimate was
$2.44. Following management's comments during the call, we are lowering our EPS
estimate to $2.34 per share on lower non-regulated earnings. Despite the lower
guidance we continue to be encouraged by growing gas utility and pipeline earnings
driven by rate base growth and expansions on ATO's intrastate system.

III LDC- EBITwas $108 mm in F1Q, lowerthan our$121 mm estimate. Higher operating
expenses as result of litigation and general inflation drove the miss. Costs jumped 5%
V-o-Y ATO expects its LDCs to earn $133 mm in net income for 2012. Our estimate is
in-line. ATO filed rate cases at their West TX, Mid-TX, KS and MI utilities. We expect
these rate filings to be resolved over the next 9-12 months and have incorporated them
into our 2013-2014 estimates.

II Company Update
III Estimate Change

Neutral
Price (09 Feb 12)
Target price
Expected share price return
Expected dividend yield
Expected total return

Market Cap

Price Performance
(RIC: ATO.N, SS: ATO US)

2
US$32,15
US$35.00

8,9%
4,3%

13.2%
US$2,894M

III Transmission & Storage - EBIT was $28 mm, marginally ahead of our estimate of
$27 mm. A new rate design program resulted in $8mm higher gross margins.
Throughput volumes were 5% higher. Higher margins were partially offset by higher
pipeline integrity costs. Guidance for 2012 is $62 in net income (mid-point). We are
slightly higher than guidance.

III Non-regulated - EBIT was $8 mm, higher than our expectations of $5 mm on the
quarter. Volumes and per-unit margins continued to trend downwards. 2012 guidance
for this segment is $22 mm (mid-point) which is in-line with our estimate. Marketing
earnings continue to shrink as a percentage of overall results.

Ill! Recommendation and Capex - 2012 capex is expected to be up 11% over 2011.
Management estimates rate base will grow 6-6.5% through 2015. We maintain our
Neutral rating on the stock. Our target price remains unchanged.

EPS Q1 Q2 Q3 Q4 FY FC Cons Faisel Khan, CFA
2011A O.76A i.65A O.DBA -O.21A 2.2BA 2,34A +1-212-816-2825

2012E O.75A 1.41E O.17E O.05E 2.34E 2.38E faisel.khan@citi,com

Previous a.85E l.44E a.15E D,OOE 2.44E na Amit Marwaha

2013E O.BBE 1.42E O.19E O.ll9E 2.57E 2.51E amilmarwaha@citi.com

Previous O.a6E 1.46E O.15E O.OSE 2.50E na

2014E O.B9E 1.46E O.2llE O.10E 2.65E 2.59E

Previous O.a6E l.44E O.16E 006E 2.52E na

Source: Company Reports and dataGentral, GIR FG Cons: First Call Consensus,

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.

Citi Investment Research &Analys is is adivisiorlOfCitigroupGlobal Markets Inc. (the'Firm"), which does andseeks to do business with companies covered in its research
reports. As aresul~ investors should be aware that the Firm may have aconflict of interest that could affect the objectivity of this report, Investors should consider this report
as only asingle factor in making their investment decision,
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Fiscal year end 30-Sep 2010 2011 2012E 2013E 2014E

Valuation Ratios

PIE adjusted (x) 14.2 14,1 13.8 12.5 12.1
EV/EBITDA adjusted (xl 7,1 7.5 7.5 7.3 7.2

P/BV (xl 1.4 1.3 1.2 1.2 1,1

Dividend yield (%) 4.2 4.2 4.3 4,3 4.3
Per Share Data (US$)
EPS adjusted 2.27 2.28 2.34 2.57 2.65
EPS reported 2.26 2.18 2.24 2.57 2.65
BVPS 23.73 24.98 25.77 26.98 28.27
DPS 1.34 1.36 1.38 1.38 1.38

Profit & Loss (US$m)

Net sales 4,789 4,358 4,576 4,696 4,747
Operating expenses -4,297 -3,906 -4,102 -4,174 -4,205
EBIT 492 452 474 522 543
Net interest expense -154 -151 -137 -144 -151
Non-operating/exceptionals 2 21 -2 0 0
Pre-tax profit 339 322 336 378 392
Tax -131 -117 -123 -144 -149
Extraord, IMin.1nUPref.div. 0 -9 -9 0 0
Reported net income 209 197 203 235 243
Adjusted earnings 209 206 212 235 243
Adjusted EBITDA 709 680 708 753 778
Growth Rates (%)
Sales -3.6 -9,0 5.0 2,6 1,1

EBIT adjusted 3.3 -8.2 5.0 10.1 4.0
EBITDA adjusted 2.3 -4,1 4.1 6.3 3.4
EPS adjusted 4.8 0.4 2.7 10.1 3.1

Cash Flow (US$m)

Operating cash flow 729 568 414 460 470
Depreciation/amortization 217 228 234 231 236
Net working capital 83 -26 -59 -5 -8
Investing cash flow -500 -461 -482 -504 -479
Capital expenditure -500 -457 -481 -504 -479
Acquisitions/disposals 0 0 0 0 0
Financing cash flow -163 44 40 -114 -114

Borrowings 54 118 172 0 0
Dividends paid -124 -124 -125 -126 -126
Change in cash 66 151 -28 -157 -123

Balance Sheet (US$rn)

TotaI assets 6,764 7,283 7,738 7,937 8,191
Cash &cash equivalent 132 131 71 0 0

Accounts receivable 273 272 339 338 342
Net fixed assets 4,793 5,148 5,445 5,718 5,961

Total liabilities 4,585 5,027 5,408 5,486 5,612

For further data queries on Citi's full coverage universe Accounts payable 266 291 367 363 364
please conlact CIRA Data SelVices Americas at Total Debt 2,296 2,415 2,596 2,683 2,805
CI RA DataServicesAmericas@clti.com or +1-212-81 f}. Shareholders' funds 2,178 2,255 2,330 2,451 2,579
5336

Profitability/Solvency Ratios (%)

EBITDA margin adjusted 14.8 15.6 15.5 16.0 16.4

~~t~Gc'~ntral
ROE adjusted 9.6 9.3 9.2 9.8 9.7
ROle adjusted 6.3 5.4 5.3 5.4 5.4

Net debt to equity 99.3 101.2 10B.4 109.5 108.8
Total debt to capital 51.3 51.7 52.7 52.3 52.1
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Atmos Energy Corp

Company description

Atmos Energy is an integrated natural gas company headquartered in Texas. The
company distributes natural gas to over 3 million customers in 12 states, operates
pipeline systems and storage facilities and provides natural gas marketing services
through its subsidiary Atmos Energy Marketing.

We estimate ATO will grow utility rate base by over 4% annually over the next five
years, 94% of utility margins are weather normalized. Furthermore, 86% of rates are
adjusted annually (Without the need for rate cases) or are decoupling from demand.
Only Colorado, Illinois and Iowa (~5% of rate base) do not have mechanisms in
place for either decoupling or weather normalization

Investment strategy

We rate Atmos Energy (ATO) Neutral (2). Our Neutral rating on ATO is premised on
the company's limited growth profile and lack of near-term catalysts. Atmos
generates stable earnings from a mostly regulated utility asset base with low single
digit EPS growth and a stable dividend over the next five years.

We expect ATO will continue to grow earnings by investing in its regUlated asset
base, which we estimate will grow by 4% annually over the next five years, 86% of
rates are adjusted annually without the need to enter costly and risky rate cases,

Valuation

We average multiple valuation methodologies to derive our $35 targetOur NAV
yields a value of $31. We value regulated assets at a multiple of rate base (1 ,5x for
utilities). We value the pipeline assets at 8x '11 EBITOA and the marketing business
at 5x '10 EBITOA These values are partially offset by the company's net debt Our
OOM values the company at $38. We calculate a hypothetical dividend, based on
ATO's regulated capital growth, authorized returns and cost of equity to arrive at our
OOM valuation.Our PIE and EV/ESITOA multiples are based on our proprietary
analyses, which utilizes current ERPs, current betas and projected risk-free yields,
For our PIE analysis, we use multiples of 14.5X, 14,5x and 10,Ox for the company's
utility, pipeline/storage and marketing assets. For our EV/EB1TDA analysis, we use
multiples of 7.5x, 8,Ox and 6,5x for the company's utility, pipelinelstorage and
marketing assets, Our PIE and EV/EBITDA analyses (2013 earnings) yield values of
$35 and $36,

Risks

The key risks to our investment thesis on AGL are (1) Capital Investment Recovery
- ATO, relying on future rates, spends capital to maintain and expand pipeline and
utility systems. A politicized commission could delay or put at risk this recovery, (2)
Customer Growth - An unexpected increase or decrease in population could affect
earnings SUbstantially, either favorably or unfavorably, (3) Capital Markets - ATO is a
relatively small utility in terms of market cap and trading volumes, impacting ATO's
ability to access capital markets while this type of liquidity may make it difficult for
institutional investors to trade in and out of the stock. (4) ATO operates a gas
marketing business. Our research shows thatATO hedges their physical delivery of
gas using its access to storage and pipeline transportation capacity, If the financial
hedges and local markets become dislocated, ATO could incur a liability,
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If the impact on the company from any of the following factors proves to be greater
or less than we anticipate, the company could fail to achieve/exceed our target
price.

Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

15 I ~ I , l I I j I I , • • I I

M A M J A SON D J F M A M J J A SON D J F M A M J J A SON D J F
l010 2011 2012....................................................... _ _ _ _ _ _.. _._ ---,

A M J J A SON D J F
201l

Ra~ngltarget price changes above ",flect Eastern Slandanl Time

ASONDJFM
2011

A SON DJ FMA M J
2010

M A M J

25 :\ '\i,.i'll/
t iI\,.1

, '
20 'r

j

20

Covered
No! covered

25

30

30

35

15

Usb

Analyst Faisel KIlan, CFA

Atmos Energy Corp (ATO)
Ratings and Target Price History
Fundamental Research

i·····················~···~··· ..·..·~~'-----------ilSD---· -----
Atmos Energy Corp (ATC) Coveredi No! covered
,Ratings and Target Price History 35

iBest Ideas Research
JRelative Call (3 Month)
I

iAnalyst Faisel KIlan, CFA

I
I

I
I
1
Ii .Indicete, change

Citigroup GIDbal Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Atmas Energy
Corp in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment
banking, securities-related: Atmos Energy Corp.

Ciugroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services proVided were non-investment
banking, non-securitieHelated: Atmos Energy Corp.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Irlc. and its
affiliates ('the Firm'). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.
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For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research &Analysis
product ('the Product'), please contact Citi Investment Research &Analysis, 3BB Greenwich Street, 2Bth Floor, New York, NY, 10013, Atlention:
Legal/Compliance [E6WYB6412478]. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical
disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Valuation and Risk assessments can be found in the tex! of the most
recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research &Analysis Ratings Distribution

Data current as of31 Dec 2011
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Citi Investment Research &Analysis Global Fundamental Coverage
%ofcompanies in each rating category that are investment banking clients

12 Month Rating Relative Rating

.. ..... .........~~y ..~.old ..S.e..I.I!i~Y. Hold Sell
57% 34% 9% 10% 79% 10%
45% 41% 40% 49% 43% 41%

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:
CIRA's stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: CIRA's investment ratings are Buy, Neutral and Sell. Our ratings are afunction of analyst expectations of expected total return ('ETR')
and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for astock within the next 12 months. The Investment
rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not assigned a Buy
or a Sell is aNeutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment catalysts to derive a
positive or negative investment view, they may elect with the approval of CIRA management not to assign atarget price and, thus, not derive an ETR.
Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will publish a note
re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our ratings
distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect astock's fundamental equity rating, which
reflects a longer-term total absolute retum expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a bUy recommendation and least preferred calls correspond to asell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-morlth relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October B, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of elRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, analysts
could have placed covered stocks 'Under Review' In response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting
the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed 'Under Review" were monitored daily by management and
as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets (US, UK, Europe,
Japan, and Australia/New Zealand), investment ratings were: Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or more for Medium
Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk
stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total retum). For securities in emerging markets (Asia
Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were: Buy (1) (expected total return of 15% or more for Low-Risk stocks,
20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-Risk stocks,
10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such irJterim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell asecurity should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with asubject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

CitigroupGlobalMarketslnc; _.. Fflisell<h?~,GFA;ArTlitMar>'la.ba

OTHER DISCLOSURES
The subject company's share price set out on the front page of this Product is quoted as at 09 February 201204:00 PM on the issuer's primary market.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider irJ the Issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issue«s} discussed in the Product. The Firm may engage in securities
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trarlsactiorls irl a marlrler irlcorlsisterlt with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommerlded, offered, or sold by the FinT: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (includirlg Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although infonTation has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the FinT has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication, All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product Although Citi Investment Research &Analysis
(CIRA) does not set a predetermined frequency for publication, if the Product is afundamental research report, it is the intention of CIRA to provide research
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity
constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of asecurity, Any decision
to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U,S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities, Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U,S, Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies, In addition, exchange rate
movements may have an adverse effect on the value of an investment in aforeign stock and its corresponding dividend paymentfor U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to cOrlsult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States, Any orders by US investors resulting from the information contained in the Product may be placed
only through Ciligroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley &Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Investment Research &Analysis (CIRA) research report. Ask your Financial Advisor or use
smithbamey.com to view any available Morgan Stanley research reports in addition to CIRA research reports.
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney
LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.comlresearchdisciosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.comlresearchdisclosures and
https:f/www.ciligroupgeo.comlgeopublicfDisciosures/index~a.html.

This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by
the same person who reviewed this research report on behalf of CIRA, This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114832 and AFSL No. 240992), participant
of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product
is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the SUitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil- CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC 
Associac;:ao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID -Associac;:ao Nacional dos Bancos de Investimento, Av.
Paulista, 1111 _11" andar - CEP. 01311920 - Sao Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa SA, an indirect subsidiary of Citigroup Inc" which is regulated by the
Superintendencia de Valores y Seguros, Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority, 1-5 Rue Paul Cezanne, 8eme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ('CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap, 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited Which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank NA, Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
NA is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank NA, Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5fF, Citibank Tower, Bapindo Plaza, JI. JerJd. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
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constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ('CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by 5MBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Global Equities Online (GEO)
website. If you have questions regarding GEO, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets
Korea Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment
Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 110-180, Korea. KOFIA makes available registration information of research analysts
on its website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fsldis2IfundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02, The Product is made available in
Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) ("CGMM') to its clients and CGMM takes responsibility for its contents.
CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala
Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores
Banamex, SA De C. V, Casa de Bolsa, Integrante del Grupo Financiero Banamex ('Accival') which is awholly owned subsidiary of Citigroup Inc. and is
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to
'wholesale clients' only as defined by s5C(1) of the Financial Advisers Act 2008 ('FAA) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities &
Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank NA Pakistan
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box
4889, Karachi-74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc.,
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the
Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila, Citibank NA Philippines NA is regulated by
The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc.,
which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego SA ul.Senatorska 16,00-923 Warszawa. The Product is made
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accerdance with the license issued by the Federal
Service for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned
in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does not censtitute an appraisal within the
meaning ofthe Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10
Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. ('CGMSPL'), a capital
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 1Temasek Avenue, #39-02 Millenia Tower,
Singapore 039192, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, NA, Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank NA, Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your CitigoldilCitigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 20001025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which
is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in
the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. ('CGMTS'), 14 and 15F, No.1, Songzhi Road, Taipei 110, Taiwan
andlor through Citibank Securities (Taiwan) Company Limited ('CSTL'), 14 and 15F, No.1, Songzhi Road, Taipei 110, Taiwan, SUbject to the respective
license scope of each entity and the applicable laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and
Futures Bureau of the Financial Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the
Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTLl. If the Product covers securities which are not
allowed to be offered or traded in the Republic of China, neither the Product nor any information contained in the Product shall be considered as advertising
the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an
offer or solicitation for the purchase or sale of asecurity or financial products. Any decision to purchase securities or financial products mentioned in the
Product must take into account existing public information on such security or the financial products or any registered prospectus. The Product is made
available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 181F, 221F and
29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated
by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey, In the U.A.E, these materials (the
"Materials") are communicated by Citigroup Global Markets Limited, DIFC branch ('CGML'l, an entity registered in the Dubai International Financial Center
("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA') to Professional Clients and Market Counterparties only and should
not be relied upon or distributed to Retail Clients. Adistribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector
covered is made available on request. Financial products andlor services to which the Materials relate will only be made available to Professional Clients
and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by
Financial Services Authority. This material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by
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the FSA and further details as to where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square,
Canary Wharf, London, E14 SLB. The Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and
registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.
Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Cill has a
commercial relationship with the subject company.
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com.
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specmc
transactions or recommendations.
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are SUbject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs), CIRA concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual CIRA analysts may also opt to circulate research posted on such
platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels, CIRA simultaneously distributes product that is limited to QIBs only through email distribution.
The level and types of services provided by CIRA analysts to clients may vary depending on various factors such as the client's individual preferences as to
the frequency and manner of receiving communications from analysts, the client's risk profile and investment focus and perspective (e.g, market-wide, sector
specific, long term, short-tenm etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.

©2012 Citigroup Global Markets Inc. Citi Investment Research &Analysis is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are
trademarks and service marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use,
duplication, redistribution or disclosure of this report (the "Product"), including, but not limited to, redistribution of the Product by electronic mail, posting of
the Product on awebsite or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information
contained in the Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this
information and any other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices.
This infonmation is provided on an 'as is' basis. The user assumes the entire risk of any use made of this infonmation. MSCI, its affiliates and any third party
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of
its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan
Stanley Capitallntemational and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of
third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website
material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the
Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and infonmation contained therein. Such address or
hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the
linked site does not in anyway form part of this document Accessing such website or following such link through the Product or the website of the Firm shall
be at your own risk and the Finm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST



$UBS
CASE NO. 2013-00148

ATIACHMENT1
TODAG DR. NO.1 -183,

Global Equity Research
.c.c.c.c.. _

Americas

Atmos Energy

Rate Activity to Aid FW13

Gas UUlities

rating

12m price target

Price

un~h:~~:~ •
US$35.00

Unchanged

US$34.70

www.ubs.comflnvestmentresearch

+D.9%

4.0%

-+4.9%

5.3%

-0.4%

US$2.36bn

1.3x

(U S$2.46bn)

US$3694-3060

US$3.13bn

90.2m (COM)

98%

114

US$4.1

9

Tra ding data

09112E 09111
From To Cons. Actual

Q1 0.61 0.61 0.61 0.82
Q2E 1.28 1.28 1.28 135
Q3E 0.32 0.32 0.31 0.05
Q4E 0.13 005 008 (0.06)
09112E 2.33 2.26 2.30
09113E 2.42 2.42 2.46

Perlonnance (US$)

RIC: ATO.N BBG: ATO US

Balance sheet data 09112E

52-wk range

Market cap.

Shares ols

Free float

Avg. daily volume fOOOI

Avg. daily value 1m)

Forecast price appreciation

Forecast dividend yield

Forecast stock retum

Market return assumption

Forecast excess retum

Forecast returns

EPS IUBS, US$)

Shareholders' equity

PIBV (UBS)

Net Cash (debt)

• Rate Activity
Recent rate activity includes: $7.5 MM (10.1 % ROE) granted in Tennessee in early
November; $6.6MM ("Black Box settlement") in West Texas in October; $2.4MM (10.5%
ROE) in Kentucky also in October. On May 31, ATO appealed a Mid-Tex Cities filing to
the Railroad Commission, requesting an update increase in annual operating income of
$46.5MM. On appeal, ATO is requesting an 11.1% ROE and an 8.85% ROR on 48%
debtJ52% equity capital structure. The Railroad Commission has 185 days to mle.

• Below Expectations
ATO reported F4Q EPS 01'$0.05, below the consensus estimate of $0.08 and our estimate
of $0.13. EPS in F4Q'1l were -$0.06. F12 EPS amounted to $226, also below the $2.30
consensus estimate and our $2.33 estimate. F'll EPS were $2.15. Key drivers in the Natural
Gas Distribution segment were a $17.7MM net increase in rates, while the Regulated
Transmission & Storage segment benefitted from a $28MM increase in gross profit
primarily from rate design changes and increases from recent GRIP filings.

• F'13 Guidance Issued! Estimates Maintained
ATO issued F'13 guidance of $2.40-$2.50, including $0.10-$0.12 per share from Georgia
(Georgia asset sale assumed to close in late F'13). Guidance includes net income from
Natural Gas Distribution of$143-$148MM ($138MM in 1"12), Regulated Transmission &
Storage, $68-$71MM ($61MM in F12); Non-Regulated, $9-$11MM ($13MM in F12)
We are maintaining our est at $2.42 in F13 ($2.46 cons) and $2.52 in F14 ($2.61 cons).

• Valuation: Maintaining Neutral Rating, Target Price
We are maintaining our Neutral rating and our SOPIDCF-derived, 12-month $35 target
price.

Highlights (US$m) 09110 09111 09112E 09113E 09/14E
Revenues 4,797.14 4,351.51 3,652.69 4,071.87 4,149.92
EBIT (UBS) 496.89 467.60 451.09 501.96 525.09
Net Income (UBS) 209.55 195.33 205.23 221.78 232.59
EPS (UBS, US$} 2.27 2.15 2.26 2.42 2.52
Net DPS (UBS, US$) 1.34 1.36 1.38 1.42 1.48

Profitability &Valuation 5-yr hist avo 09M1 09112E 09113E 09114E
EBIT margin % 8.6 107 12.3 12.3 12.7
ROle (EBIT) % 10.3 105 9S 100 99
EVIEBITDA (core) x 7.4 7.4 7.8 7.2 7.0
PE (UBS) x 14.1 15.0 15.3 14.3 13.7
Net dividend yield % 4.6 4.2 4.0 4.1 4.3
Soorce: Company areoonls, Tnrtrlscm RButen;, UBS estimates. {VaS) valuations we.staifJd lwforo goodwilJ-reJqt~ charg;;ss amiofheradjlJ.Slments lOr
abnormal Bnderonomic jjem~ at thB analysts' judgement.
VaIu./io",,; /w'ed 011 on .,,,,,ge ,h.re prioe/h.1 Y"f, (E); b"".don. ,h.,. plio, o/USSJ4. 70 on 09 Nov 201212:11 EST

Ronald J. Barone
Analyst
ronald .bamne@ubs.com
+1-212-7133848

This report has been prepared by UBS Securities LLC
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 2.
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• Atmos Energy

Atmos Energy Corporation, headquartered in Dallas, Texas, primarily provides
regulated natural gas distribution and transmission and storage services to
approximately 3.2 million residential, commercial, public authority, and
industrial customers in 12 states primarily in the South. Non-regulated
operations include Marketing & Trading and Pipeline & Storage businesses.
Atmos completed its acquisition of TXU Gas in 2004 to become one of the
largest pureplay gas distribution companies in the country; Atmos also operates
one of the largest intrastate pipelines in Texas.

• Statement of Risk

Risks to our estimates and price target include mild weather, rising interest rates,
unfavorable regulatory decisions, increasing reliance on the Marketing &
Trading segment's earnings, increased commodity costs, declines in pipeline
throughput volumes related to reduced Barnett Shale drilling activity, and
dilutive equity offerings or acquisitions.

• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers and were
prepared in an independent manner, including with respect to UB S, and (2) no
part of his or her compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views ex'Pressed by that research analyst in
the research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating

Buy
Neutral
Sell
UBS Short-Term Rating

Buy
Sell

Rating Category

Buy
Hold/Neutral
Sell

Rating Category
Buy
Sell

Coverage1

50%

41%

9%

Coverage3

less than 1%

less than 1%

IB Services2

31%

31%

20%

IB Services4

33%

0%

1: Percentage of companies under coverage globally within the 12-month rating category.

2: Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 30 September 2012.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy

Sell

Definition
FSR is > 6% above the MRA.

FSR is between -6% and 6% of the MRA.

FSR is > 6% below the MRA.

Definition
Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12

months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a

forecast of, the equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are

subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.

Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any

change in the fundamental view or investment case.
Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,

performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:

Negative on factors such as structure, management, performance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +1-6% bands may be granted by the Investment Review

Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be SUbject to higher or lower bands as they relate to the rating.

When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not

registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a

research analyst account The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,

follows.

UBS Securities LLC: Ronald J. Barone.

Company Disclosures

Company Name
Atmos Energl' 5, 6, 16, 18

Reuters

ATO.N

12-mo rating Short-term rating

Neutral N/A

Price

US$34.48

Price date

08 Nov 2012

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking

services from this companylentity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking

services are being, or have been, provided.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18. A director of this company acts as a consultant to UBS Securities LLC.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

This document is for distribution only as may be permitled by law. It is not direcled to, or intended for distribution to or use by, any person or enlity who is a citizen or
residenl of Or located in any locality, slale, country or other jurisdiclion where such distribution, publication, availability or use would be contrary to law or regulation
or wouid subjecl UBS to any registration or licensing requirement within such jurisdiction. It Is published solely for information purposes; it is nol an adverlsement
nor is it a sollcltatlon or an offer 10 buy or sell any financial instruments or to parlcipate in any parlcular trading strategy. No represenlation or warranty, either
express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ('the Information'), except with
respect to tnformation concerning UBS. The Information is not intended to be a complete statement or summary of the securities, marl<ets or developments referred
to in the document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and
may differ or be conlrary 10 opinions expressed by other business areas or groups of uas.
Nothing in this document conslltutes a representation that any investment strategy or recommendation is suitabte or appropriate to an investor's individual
circumstances or otherwise constitutes a pernonat recommendation. Investments Invotve risks, and investors should exercise prudence and their own judgemenl in
making their investment decisions. The financial instruments described in lihe document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Oplions, derivative products and fulures are not suitable for all investors, and trading in these Instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates
of eXcihange may adversely affecllhe value, price or income of any security or related instrument referred 10 In the document. For inveslment advice, trade execution
or other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and Investors may nol get back the full amount Invested. Past performance is not necessarily a
guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss Onciudlng Investment loss) or damage
arising out of the use of all or any of the Information.

Any prices stated in this document are for Information purposes only and do not represent valuations for individual securities or other financial instruments. There Is
no representation that any transaction can or could have been effected at those prices, and any prices do nol necessarily refiect UBS's internal books and records or
Iheorelical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substanllally different
results.

Research will Initiate, update and cease coverage solely at the discretion of uas Investment Bank Research Management. The analysis contained In this document
is based on numerous assumptions. Different assumptions could resuilin materially different results. The analysl{s) responsible for the preparation of this document
may interact with lradlng desk personnel, sales personnel and other parties for the purpose of gathering, applying and Interpreting marl<et Informallon. uas relies on
information baniers to control lhe fiow of information contained in one or more areas within UBS into other areas, unils, groups or affiliates of UBS. The
compensation of lhe analyst who prepared this document Is determined exclusively by research management and senior management (not Inciudlng investment
banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the revenueS of uas Investmenl Bank as a
whole, of which investment banldng, sales and trading are a part.

For financial instruments admitted to trading on an EU regulated market: UBS AG, Its affiliates or subsidiaries (exciuding uas Securities LLC) acts as a marl<et
maker or liquidity provider (in accordance with the interpretation of Ihese terms In Ihe UK) in the financial instrumenls of the issuer save that where the activity of
liquidity provider Is carried out in accordance with the definition given to It by the laws and regulations of any other EU jurisdictions, sucih informalion Is separately
disclosed in this document. Forfinancial instruments admilled to lrading on a non-EU regulated marl<et: UBS may act as a marl<et maker save that where lhis activity
is canied out in the US in accordance with the definllion given to it by the relevanllaws and regulations, such activity will be specifically disclosed In this document.
UBS may have issued a warrant the value of whicih Is based on one or more of the financial instruments referred 10 In the document. UBS and ils affiliates and
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be
inconsistent with lhe opinions expressed in this document.
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United Kingdom and the rest of Europe; Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible
counterparties or professional dients. UBS Limited is authorised and regulated by the Flnandal Services Authority (FSA). France: Prepared by UBS Limited and
distributed by UBS Limited and UBS Securities France SA UBS SecuriUes France SA is regulated by the Autorite des Marches Finanders (AMF). Where an
analyst of UBS Securities France SA has contributed to this document, the document is aiso deemed to have been prepared by UBS Securities France SA
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschiand AG is regulated by the Bundesanstalt fur
Finanzdienslieistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana
SV, SA is regulated by the Comisi6n Nadonal del Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degener AS on behalf of and distributed by UBS
Limited. No infomoation in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments and services in
the RepUblic of TUrkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. U8S AG is not
licensed by the Turkish Capital Market Boand under the provisions of the Capilal Market Law (Law No. 2499). Accondingly, neither this document nor any other
offering material related to the instruments/services may be ulilized in connection with providing any capital marKet services to persons within the RepUblic of TurKey
without the prior approval of the Capital MarKet Board. However, acconding to artide 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.
Russia: Prepared and distributed by UBS Securities CJSC. Switzerland: Distributed by UBS AG to persons who are institutional investors only. llaly: Prepared by
UBS limited and distributed by UBS Limited and UBS Ilalia Sim S.pA UBS Italia Sim S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale
per Ie Societa e la Borsa (CONSOB). Where an analyst of UBS llalia SIm S.p.A. has contributed to this document, the document is also deemed to have been
prepared by UBS Ilalia Sim S.p.A. South Africa: Distributed by UBS South Africa (Pty) Limited, an authorised user of the JSE and an authorised Financial Services
Provider. Israel: UBS Limited and its affiliates incorporated outside israel are not licensed under the Investment Advice law. This material Is being Issued only to
and/or is directed only at persons who are Sophisticated Investors within the meaning of the Israeli Securities Law, and this material must not be relied or acted upon
by any other persons. Whilst UBS Limited holds insurance for its activities, it does not hold the same insurance that would be recuired for an investment advisor or
investment marketer under the relevant Investment Advice law Reguiations. Saudi Arabia: This document has been issued by UBS AG (and/or any of its
subsidiaries. branches or affiliates), a public company limited by shares, incorporated in Switzer1and with its registered offices at Aeschenvorstadt 1, CH-4051 Basei
and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a foreign closed joint stock company
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh
t1588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number
08113-37. United Slates; Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group,
subsidiary or affiliate of UBS AG 1hat is not registered as a US broker-dealer (a 'non-US affiliate') to major US institutional investors oniy. UBS Securities LLC or
UBS Financial Services inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS
Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securilies mentioned in this document must be effected through UBS Securities
LlC or UBS Financial Services Inc., and not lhrough a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered 10 conduct business in Canada or is otherwise
exempt from registration. Hong Kong: Distributed by UBS Securilies Asia Limited. Singapore: Distributed by UBS Securities Pte. ltd. [mica (p) 015/11/2011 and Co.
Reg. No.: 198500548Cj or UBS AG, Singapore Branch. Please contact UBS Securities Pte. ltd., an exempt financial adviser under the Singapore Finandal Advisers
Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesaie bank licensed
under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in conneclion With, the
anaiysis or document The redpients of this document represent and warrant that they are accredited and Institutional investors as defined in the Securities and
Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., ltd. to institutional investors only. Where this document has been prepared by UBS
Securities Japan Co., ltd., UBS Securities Japan Co., ltd. is the aUlhor, publisher and distributor of the document. Australla: Distributed by UBS AG (Hoider of
Australian Financial Services License No. 231087) and/or UBS Securities Australia ltd (Holder of Australian Financial Services License No. 231098). The
Infomoation In this document has been prepared without taking into account any investor's objectives, financial situation or needs, and investors shOUld, before acting
on the Information, consider the appropriateness of the infomoalion, having regard to their objectives, finandal situation and needs. If the Information contained in
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before making any decision about whether to acquire the product. New Zealand: Distributed by UBS New Zealand ltd. The infomoation and recommendations in this
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actions of third parties in this respect. Images may depict objects or elements which are protected by thind party copyright, trademarks and other intellectual property
rights. © UBS 2012. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

$UBS

UBS7



CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

INVESTMENT SUMMARY
We rate shares of Atmos Energy a Hold with Growth & Income
SUitability. While we believe that Atmos has a good core utility
business and geographic diversification, we believe that share
price accurately reflects the future growth opportunity for the
company. While Atmos shares offer a competitive yield, the
expected dividend growth is below peers, and we do not see
that changing in the short term.

Company Overview

Atmos Energy (ATD) is the largest gas distribution
company in America, with more than three million
customers across 12 states stretching from
Colorado to Virginia. The company was
incorporated in Dallas, Texas, in 1906.
Clients of Edward Jones collectively own
approximately 5% of Atmos Energy common
stock. Given the size of our clients holdings, a
change in the opinion by Edward Jones could
materially change the share price.
Revenues International 0%

$3555 - $28.51
$3.1bn.

4%
July 26, 2012

FY2012E FY2013E

Analyst

Strong Yield, but Little Dividend Growth - Atmos has increased its
dividend for 23 consecutive years and currently provides an
attractive yield. While the current dividend yield is strong, our
expectations for dividend growth are below most peers, and we do
not expect that to change in the short term.

Average Growth Outlook From Regulated Operations - We
expect Atmos' regulated utility operations will continue to provide the
majority of earnings for the foreseeable future and cover the
dividend. We expect regulated earnings to grow at a higher rate than
nonregulated earnings over the short term driven by new
infrastructure investments, periodic rate increases, and greater
operating efficiencies.

Non-Utility Business Are Relatively Lower Risk - We believe that
Atmos' energy marketing and pipeline and storage businesses are
relatively low-risk. New pipeline and storage facility projects could
help to increase earnings growth; however; the company has stated
its preference for focusing on the regulated business.

Geographic Diversification Provides Benefits - Through its broad
geographic operations in 12 states, Atmos is able to diversify its
regulatory risks and lessen the effect of potential negative outcomes.
In addition, the company has weather normalization adjustments in
place that help minimize the effect of weather-driven earnings
volatility:

Valuation - Atmos is currently trading at a slight discount to its
historical average and its peers based on several measures. We
believe that given Atmos' exposure to certain nonregulated
businesses and its growth outlook, it will continue to trade at a slight
discount to the group, and we believe shares are appropriately
valued where they trade today:

Risks - The primary risks to the Hold on the downside include warm
winter weather; adverse regulatory decisions. rising long-term
interest rates, an increase in the dividend tax level, and an economic
slowdown. The primary risk to the upside include
stronger-than-expected earnings growth and more positive
regulatory results.

2.30 2.50
15.2x 14.0x
1.9x 1.8x

BBB+ IBaa1

$1.38/3.9%
2%
2%

1% JNov 3,2010
1984

23
58%

Mar, Jun, Sep, Dec

Andy Pusateri, CFA

2.27
15.4x

1.9x

Valuation & Earnings
52-Week Range
Market Cap.
LT EPS Growth Estimate
Est. Earnings Date

FY2011A

Earnings
PIE
PEGY

Dividends & Income

DividendNield
LT Dividend Growth Estimate
S-Yr. Trailing Growth
Last Change
Paid Since
Consecutive Years Increased
Payout Ratio ('12 Est. EPS)
Dividends Paid

Debt Ratings
Standard & Poor's/Moody's

Please see important disclosure information on page 4 of this report.
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RECENT NEWS AND ANALYSIS
05/02/12: Atmos Energy reported earnings per share for
the second quarter of 2012 of $1.20 per share. After
accounting for a noncash, unrealized net loss of
approximately $(0.08), we calculate adjusted earnings of
$1.28. This is below the consensus estimate of $1.43 per
share. The gas distribution business increased earnings
slightly primarily reflecting higher rates. The transmission
and storage segment also increased earnings due to rate
design changes that were favorable. Non-regulated profit
decreased from the same quarter of last year due to a
decrease in realized asset optimization margins. This area
of the business continues to struggle with low volatility in
natural gas prices. Atmos still expects 2012 earnings to be
in a range of $2.30 to $2.40 per share excluding
unrealized margins.

02/08/12: Atmos Energy announced first-quarter 2012
earnings of $0.75 per share. After excluding net unrealized
margins, we calculate earnings from continuing operations
of $0.61. This is less than the consensus estimate of $0.85
per share. Earnings were down 25% from the same
quarter in 2011. The regulated business in the first quarter
was approximately in line with expectations. The natural
gas distribution gross profit was flat versus the same
quarter last year. The positive impact of rate increases
was offset by the negative effect of the
weather-normalization adjustment. The company saw an
increase at the regulated transmission and storage
business due to new rates from the recent Atmos Pipeline
Texas rate case. The big decline versus the year-ago
quarter was at the nonregulated business segment. The
decrease primarily reflects a decrease in realized asset
optimization margins. Falling and less-volatile natural gas
prices have continued to make this a challenging
environment for natural gas marketing businesses. The
company did a fairly good job in our view at maintaining
operating expenses. Overall, when you exclude the net
unrealized margins, we believe this was a disappointing
quarter for Atmos. Atmos still expects full-year 2012
earnings per share to be in a range of $2.30 and $2.40.
We are lowering our 2012 estimate from $2.40 to $2.30,
given the lower-than-expected first-quarter earnings.

COMPANY OUTLOOK
Diversified Utility Operations
One of the keys to Atmos' strategy has been to acquire
relatively small utilities at a reasonable price and add value
by reducing costs through synergies with its existing
business. The company has made an effort to acquire
utilities in different states in order to diversify in terms of
potential impacts from both weather and regulatory risk.
The company uses a disciplined approach, and its plan is
to only acquire if the acquisition will likely increase
profitability and is complementary to Atmos' business
model. We would not be surprised to see Atmos continue
this strategy in the future.
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Atmos has also experienced growth from its nonregulated
operations. Atmos Energy Marketing utilizes Atmos'
storage facilities and natural gas pipelines to optimize
assets and sell gas to other utilities, marketers, power
generators and large industrial users. Atmos Energy
Marketing does not take speculative positions in its
marketing business. Rather; the company's strategy is to
deliver gas to customers at a competitive price and
capture additional value through low-risk arbitrage
opportunities. We expect Atmos Energy Marketing to
contribute meaningfully to earnings in the future given the
growing demand for natural gas and related services,
although nonutility results may be more volatile.

While earnings growth may be lower in the near term due
to low commodity price volatility, we believe that new
pipeline and storage facility projects will help to increase
earnings growth in the longer term as well as provide more
stable earnings for the nonregulated segment of the
business. This growth could be lower if Atmos continues to
focus on its regulated businesses as it has stated is its
preference. As a whole, we expect Atmos to grow earnings
at an average rate of 4% over the next three to five years.

Regulatory Overview
Atmos' service area covers 12 states in the U.S. Through
its broad geographic operations, Atmos is able to diversify
its regulatory risks to some degree. Dealing with many
regulatory authorities lessens the effect of potential
negative outcomes. Given the large number of states in
which the company operates, Atmos could be filing a rate
case in multiple states each year. Atmos recently settled
with 438 of the 439 cities in its Mid-Tex division, excluding
Dallas. The company filed for a $9.1 million rate increase
in the city of Dallas in November 2008. We would
categorize the environment in Texas as challenging for
Atmos currently and may contribute to shares trading at a
discount. As the company is able to strengthen
relationships with regulators, we view this as an
opportunity for improvement.

In recent years, the company has won approval for
weather normalized rates in Missouri, Kansas, Kentucky,
Georgia, Tennessee, Virginia, Mississippi, West Texas,
Mid Texas, and Louisiana. Regulatory authorities for over
90% of Atmos' service area have approved weather
normalization adjustments as a part of rates. This
minimizes the effect of weather that is above or below
normal. To the extent the company is successful in gaining
approval for weather-normalized rates in additional states,
Atmos' future earnings should become more predictable.

In addition, Atmos has been successful in implementing a
Gas Reliability Infrastructure Program (GRIP) or other form
of accelerated capital recovery in parts of its service area.
GRIP allows Atmos to include in its rate base annually
approved capital costs incurred in the prior calendar year
without having to file for a rate case every year. While
Atmos has made some strides in repairing regulatory
relationships, we are still cautious of future filings given the
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Price ending Jun 25, 2012
Source: FactSet
These are unmanaged indexes and cannot be invested in
directly. Past petformance does not assure future results.

Shares of Atmos have outperformed both the utility index
as well as the S&P 500 over the past one-, three- and
five-year time frames. While Atmos shares have performed
very well, we believe that the opportunity for growth is now
limited, and we expect shares to perform in line with the
utility group.

7%
3%
0%

15%
14%
15%

9%
15%
6%

ATMOS ENERGY
S&P 500 Utilities Index
S&P 500 Index

RECENT STOCK PERFORMANCE

Atmos has increased its dividend for 23 consecutive years
and currently provides an attractive yield. The company
most recently increased the dividend 1.5% in November
2011. We expect the company to continue to increase the
dividend near an average rate of 2% over the next three to
five years. This is below the industry average. The payout
ratio at the end of fiscal-year 2011 was 58%. While this is
slightly higher than the industry average, it has come down
from levels near 80% earlier this decade. We continue to
expect the dividend to be covered by regulated utility
operations.

economic environment.

INDUSTRY OUTLOOK
Our outlook for the utility sector is quite positive as we see
average annual earnings growth of about 5% going
forward, much improved from years past. This improved
growth outlook primarily reflects our expectations for more
spending on utility infrastructure going forward.

It is our view that the utility industry in general has
underinvested in infrastructure in recent decades. As a
result, much of the utility assets in the U.S. today are old
and are in need of maintenance, repair or outright
replacement. The various areas needing investment going
forward include electric transmission wires, power plants,
natural gas pipelines and water utility infrastructure. This
investment will be needed to address the effects of aging
infrastructure as well as to meet demand related to natural
customer growth. Many estimates forecast the potential
investment needs to be several hundreds of billions of
dollars over the next two or three decades. It is this
spending that we believe will accelerate the future
earnings growth of many utilities.

Environmental concerns related to the issue of global
warming are also helping to drive increased investment in
renewable energy and retrofits of many existing power
plants with the main goal of reducing emissions.

Gas distribution remains a heavily regulated business.
While the price of the natural gas is passed on to
consumers without any profit attached, high natural gas
prices do pose a risk as they can lower usage, accelerate
bad debt expense and increase regulatory oversight. We
see continued growth in natural gas use despite today's
higher prices.

Natural gas pipelines are regulated primarily by the federal
government. Growing natural gas demand is leading to
expansions of many pipelines. We see companies
selectively expanding pipelines while growing earnings
with minimal risk, as there are typically long-term contracts
in place prior to construction.

As utilities spend on infrastructure and environmental
needs, they can earn a regulated return on the invested
capital. As a result, earnings can grow faster than they
otherwise WOUld. This is why we believe the growth
outlook for the industry is improving.

FINANCIAL POSITION
Atmos is rated BBB+ by Standard & Poor's and Fitch. In
May 2009, Moody's upgraded its rating to Baa1. As of
March 31, 2011, the company's debt to total capital was
48%. We expect the company to target the debt-to-capital
ratio in the 50% to 55% range. Liquidity also appears
adequate.

DIVIDEND OUTLOOK
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Analyst Certification
I certify that the views expressed in this research report
accurately reflect my personal views about the subject
securities and issuers; and no part of my compensation
was, is, or will be directly or indireclly related to the
specific recommendations or views contained in the
research report. Andy Pusateri, CFA

July 2,2012 BUY HOLD SELL

Buy (B) Hold (H) Sell (5) FYI (FI)
Buy - Our opinion Is to Buy this stock. We Hold· Our opinion is to keep this stock. We
believe the valuation is attractive and total believe the litock is fairly valued and totalretUl'n
retu,-n potential is abDve average. potential is about average. Or' a. special situation

exists, such as a merger, that warrants no action.

Sell- Our opinion is to Sell this slock. We b~lieve FYI. For' infctmatiDnal pur-pol';es only;
the litock is ovenr.alued and total return potential is factua\, no oplnionL
below Rvel"'i'lge. In some caselli We expect
fundamentals to deteriorate considerably and/or a
recovery is highly uncertain.

Important Disclosures
• Initiated Coverage PRE-1996 BUY 6/17/04-4/8/10
• Edward Jones does not have any material business relationships with this company

Important Disclaimers
It is the policy of Edward Jones that analysts or their associates are not permitted to have an ownership position in the companies they follow directly
or through derivatives.
Analysts are not directly compensated based upon investment banking transactions or activities.
Information about research distribution is available through the Investments and Services link on www.edwardjones.com
For Canadian clients only: Member - Canadian Investor Protection Fund
For U~S. clients only: Member SIPC
Due to the size and scope of this company's business, Edward Jones does not consider any analyst's visit to the company's sites as having allowed
the analyst to observe the company's material operations.
Holders of shares of companies domiciled outside the country of residence of the holder are generally subject to a withholding tax on dividends paid
by that company. Subject to certain conditions and limitations, these holders may be entitled to a partial refund of the withholding tax or the
withholding taxes may be treated as foreign taxes eligible for a deduction or credit against the holder's tax liability Holders should consult their own
tax advisors regarding ownership of shares and the procedures for claiming a deduction, tax credit or a refund of the withholding tax. When investing
in companies incorporated outside your own country of residence, an investor should consider all other material risks including currency risk, political
risk, liquidity risk and accounting rules differences, which can adversely affect the value of your investment. Please consult your financial advisor for
more information.
Debt ratings shouid not be considered an Indication of future performance.
Suitability: Growth & Income (G/I) - These stocks provide dividend income and price appreciation potential with historically below-average stock price
fluctuation. The current dividend yield is near or above the market average; Growth (G) - These stocks typically exhibit historic stock price fluctuation
that is near the market average. Capital appreciation potential tends to be a greater source of expected total return as current dividend income is
usually near or less than the market average or no dividend is paid; Aggressive (A) - These stocks carry a higher level of risk with higher historic price
fluctuation. These stocks mayor may not pay a dividend and capital appreciation potential tends to be a greater source of potential total return.
All the proper permissions were sought and granted in order to use any and all copyrighted materials/sources referenced in this document.
Dividend Outlook: Rising - We believe the dividend is stable at the current level and is likely to increase based on historical trends, the current payout
ratio, and expected future earnings and cash flow; Stable - We believe the dividend is stable at the current level but is unlikely to increase at a rate
greater than or equal to 3% on a regular basis; At Risk - We believe the dividend is at risk of being reduced or eliminated; No Dividend - This
company does not pay a dividend.
The Edward Jones' Research Rating referenced does not take into account your particular investment profile and is not intended as an express
recommendation to purchase, hold or sell particular securities, financial instruments or strategies. You should contact your Edward Jones Financial
Advisor before acting upon the Edward Jones Research Rating referenced.
Opinions used from June 13, 2003 - July 2, 2012: BUY (B) - Our opinion is to Buy this stock. We believe its fundamentals and/or valuation are
compelling. HOLD (H) - Our opinion is to keep this stock. We believe the fundamentals and/or valuation are stable. Or a special situation exists, such
as a merger, that warrants no action. SELL (S) - Our opinion is to Sell this stock. We believe the fundamentals are deteriorating considerably and/or a
recovery is highly uncertain. Or we believe the stock is significantly overvalued.
Dividends can be increased, decreased or totally eliminated at any point without notice.
This opinion is based on information believed reliable but not guaranteed. The foregoing is for INFORMATION ONLY. Additional information is
available on request. Past performance is no guarantee of future results.
Our long-term earnings growth estimate is our expectation for growth over the course of a full economic cycle. This "normalized" figure avoids
distortions which can occur if beginning- or ending-year results are impacted by one-time items or extreme peaks or troughs within the cycle.
The S&P 500 Index is based on the average performance of 500 widely held common stocks. The S&P 500 Sector Indexes are subsets of the S&P
500 Index. These are unmanaged indexes and cannot be invested in directly. Past performance does not assure future results.
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INVESTMENT SUMMARY
We rate shares of Atmos Energy a Hold with Growth & Income
suitability. While we believe that Atmos has a good core utility
business and geographic diversification, we believe that share
price accurately reflects the future growth opportunity for the
company. While Atmos shares offer a competitive yield, the
expected dividend growth is below peers, and we do not see
that changing in the short term.

Company Overview

Atmos Energy (ATO) is the largest gas distribution
company in America, with more than three million
customers across nine states stretching from
Colorado to Virginia. The company was
incorporated in Dallas, Texas, in 1906.
Clients of Edward Jones collectively own
approximately 5% of Atmos Energy common
stock. Given the size of our clients holdings, a
change in the opinion by Edward Jones could
materially change the share price.
Revenues International 0%

FY2012E

Debt Ratings
Standard & Poor'sfMoody's

Strong Yield, but Little Dividend Growth· Atmos has increased its
dividend for 23 consecutive years and currently provides an
attractive yield. While the current dividend yield is strong, our
expectations for dividend growth are below most peers, and we do
not expect that to change in the short term.

Average Growth Outlook From Regulated Operations - We
expect Atmos' regulated utility operations will continue to provide the
majority of earnings for the foreseeable future and cover the
dividend. We expect regulated earnings to grow at a higher rate than
nonregulated earnings over the short term driven by new
infrastructure investments, periodic rate increases, and greater
operating efficiencies.

Non-Utility Business Are Relatively Lower Risk - We believe that
Atmos' energy marketing and pipeline and storage businesses are
relatively low-risk. New pipeline projects could help to increase
earnings growth; however, the company has stated its preference for
focusing on the regulated business as well as the gas delivery
business segment.

Geographic Diversification Provides Benefits - Through its broad
geographic operations in 9 states, Atmos is able to diversify its
regulatory risks and lessen the effect of potential negative outcomes.
In addition, the company has weather normalization adjustments in
place that help minimize the effect of weather-driven earnings
volatility.

Valuation - Atmos is currently trading at a slight discount to its peers
based on several measures. Shares are trading at a premium to
historical averages. We believe that given Atmos' exposure to
certain nonregulated businesses and its growth outlook, it will
continue to trade at a slight discount to the group, and we believe
shares are appropriately valued where they trade today.

Risks - The primary risks to the Hold on the downside include warm
winter weather, adverse regulatory decisions, rising long-term
interest rates, an increase in the dividend tax level, and an economic
slowdown. The primary risk to the upside include
stronger-than-expected earnings growth and more positive
regulatory results.
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14.7x

1.9x

FY2013E

2.30
16.0x
2.1x

$37.33 - $30.00
$3.1bn.
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October 24, 2012
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Valuation & Earnings
52-Week Range
Market Cap.
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PIE
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Dividends & Income

DividendNield
LT Dividend Growth Estimate
5-Yr. Trailing Growth
Last Change
Paid Since
Consecutive Years Increased
Payout Ratio ('12 Est. EPS)
Dividends Paid

Please see important disclosure information on page 4 of this report.
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RECENT NEWS AND ANALYSIS
08/09/12: Atmos Energy reported third-quarter earnings for
2012 of $0.32 per share. This number excludes net
unrealized gains. The company had increased earnings at
the natural gas distribution segment due to higher rates.
Regulated transmission and storage gross profit increased
substantially due to recovery related to the gas reliability
infrastructure program. The nonregulated portion of the
business also performed well versus the year-ago quarter;
reflecting increased asset optimization margins due to
realized gains earned from the trading strategy executed
earlier in the year: The company injected gas into storage
while gas prices were falling and rolled financial positions
forward for settlement in the third and fourth quarters of
this year: Overall, we view this as a positive quarter for the
company.

05/02/12: Atmos Energy reported earnings per share for
the second quarter of 2012 of $1.20 per share. After
accounting for a noncash, unrealized net loss of
approximately $(0.08), we calculate adjusted earnings of
$1.28. This is below the consensus estimate of $1.43 per
share. The gas distribution business increased earnings
slightly primarily reflecting higher rates. The transmission
and storage segment also increased earnings due to rate
design changes that were favorable. Non-regulated profit
decreased from the same quarter of last year due to a
decrease in realized asset optimization margins. This area
of the business continues to struggle with low volatility in
natural gas prices. Atmos still expects 2012 earnings to be
in a range of $2.30 to $2.40 per share excluding
unrealized margins.

COMPANY OUTLOOK
Atmos is one of the nation's largest pure-gas distribution
companies. In the past, some of the keys to Atmos'
strategy has been to acquire relatively small utilities at a
reasonable price and add value by reducing costs through
synergies with its existing business. The company has
made an effort to acquire utilities in different states in order
to diversify in terms of potential impacts from both weather
and regulatory risk. The company uses a disciplined
approach, and its plan is to only acquire if the acquisition
will likely increase profitability and is complementary to
Atmos' business model. In August of 2012, Atmos
completed the sale of distribution assets in Missouri,
Illinois and Iowa to Liberty Energy. The proceeds were
used to pay down commercial paper: We expect the
company to continue to focus on the core natural gas
business. The regulated utility can do this by taking
advantage of infrastructure mechanisms that allow them to
earn returns on investments.

Atmos has stated that they are looking to complement
regulated businesses through select lower-risk
nonregulated operations. the nonregulated segment has
storage and transportation, and delivered gas segments as
well as asset optimization. We view the asset optimization
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portion as the most unpredictable segment in the
business. This segment is impacted by gas price spread
values. Earnings in this segment could be less meaningful
due to low commodity price volatility. The non-regulated
group will focus on the delivered gas business. The
strategy here is to increase annual sales and improve
margins. As a whole, we expect Atmos to grow earnings at
an average rate of 4% over the next three to five years.
We would expect non-regulated earnings in total to be less
than 10% of the total.

Regulatory Overview
Atmos' service area covers 9 states in the U.S. Through its
broad geographic operations, Atmos is able to diversify its
regulatory risks to some degree. Dealing with many
regulatory authorities lessens the effect of potential
negative outcomes. Given the large number of states in
which the company operates, Atmos could be filing a rate
case in multiple states each year:

In addition, Atmos has been successful in implementing a
Gas Reliability Infrastructure Program (GRIP) or other form
of accelerated capital recovery in parts of its service area.
GRIP allows Atmos to include in its rate base annually
approved capital costs incurred in the prior calendar year
without having to file for a rate case every year: We
believe Atmos has done a decent job at maintaining
regulatory relationships with a lot going on.

INDUSTRY OUTLOOK
Our outlook for the utility sector is quite positive as we see
average annual earnings growth of about 5% going
forward, much improved from years past. This improved
growth outlook primarily reflects our expectations for more
spending on utility infrastructure going forward.

It is our view that the utility industry in general has
underinvested in infrastructure in recent decades. As a
result, much of the utility assets in the U.S. today are old
and are in need of maintenance, repair or outright
replacement. The various areas needing investment going
forward include electric transmission wires, power plants,
natural gas pipelines and water utility infrastructure. This
investment will be needed to address the effects of aging
infrastructure as well as to meet demand related to natural
customer growth. Many estimates forecast the potential
investment needs to be several hundreds of billions of
dollars over the next two or three decades. It is this
spending that we believe will accelerate the future
earnings growth of many utilities.

Environmental concerns related to the issue of global
warming are also helping to drive increased investment in
renewable energy and retrofits of many existing power
plants with the main goal of reducing emissions.

Gas distribution remains a heavily regulated business.
While the price of the natural gas is passed on to
consumers without any profit attached, high natural gas
prices do pose a risk as they can lower usage, accelerate
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bad debt expense and increase regulatory oversight. We
see continued growth in natural gas use despite today's
higher prices.

Natural gas pipelines are regulated primarily by the federal
government. Growing natural gas demand is leading to
expansions of many pipelines. We see companies
selectively expanding pipelines while growing earnings
with minimal risk, as there are typically long-term contracts
in place prior to construction.

As utilities spend on infrastructure and environmental
needs, they can earn a regulated return on the invested
capital. As a result, earnings can grow faster than they
otherwise would. This is why we believe the growth
outlook for the industry is improving.

FINANCIAL POSITION
Atmos is rated BBB+ by Standard & Poor's and Fitch.
Moody's rating is Baa1. The company's debt to total capital
is in line with the peer average. We expect the company to
target the debt-to-capital ratio in the 50% to 55% range.
Liquidity also appears adequate.

DIVIDEND OUTLOOK

Atmos has increased its dividend for 23 consecutive years
and currently provides an attractive yield. The company
most recently increased the dividend 1.5% in November
2011. We expect the company to continue to increase the
dividend near an average rate of 2% over the next three to
five years. This is below the industry average. The payout
ratio is 58% based on our 2012 estimate. This is in line
with the industry average. We continue to expect the
dividend to be covered by regulated utility operations.

RECENT STOCK PERFORMANCE

ATMOS ENERGY
S&P 500 Utilities Index
S&P 500 Index

18%
20%
29%

14%
13%
14%

11%
3%
2%

Price ending Aug 20, 2012
Source: FactSet
These are unmanaged indexes and cannot be invested in
directly. Past performance does not assure future results.
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rating categ 0 ries. Investment banking servj ce-s indicate the percentage
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Analyst Certification
I certify that the views expressed in this research report
accurately reflect my personal views about the subject
securities and issuers; and no part of my compensation
was, is, or will be directly or indirectly related to the
specific recommendations or views contained in the
research report. Andy Pusateri, CFA
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Buy (B) Hold (H) Sell (5) FYI {F11
Buy - Our' opinion is to Buy this stock. We- HQld· Our opinion is to keep this stocl<:. We
believe the- valuation is attractive and total believe the stock is fairly valued and total return
return potential is above average. potential is about average. Or a special 6ituation

exIsts, such as a merger; that warrants no action.

Sell· Our opinion is to sen th.is stock.. We believe FYI • For informational purposes only;
the stock is overvalue d and total return potential Is factual, no opinion.
below average. In some cases we expect
fundamentals to deteriorate considerably and/or a
recovery iii hig hIy uncertain.

Important Disclosures
• Initiated Coverage PRE-1996 BUY 6/17/04--4/8/10
• Edward Jones does not have any material business relationships with this company.

Important Disclaimers
It is the policy of Edward Jones that analysts or their associates are not permitted to have an ownership position in the companies they follow directly
or through derivatives.
Analysts are not directly compensated based upon investment banking transactions or activities.
Information about research distribution is available through the Investments and Services link on www.edwardjones.com
For Canadian clients only: Member - Canadian Investor Protection Fund
For U.S. clients only: Member SIPC
Due to the size and scope of this company's business, Edward Jones does not consider any analyst's visit to the company's sites as having allowed
the analyst to observe the company's material operations.
Holders of shares of companies domiciled outside the country of residence of the holder are generally subject to a withholding tax on dividends paid
by that company. Subject to certain conditions and limitations, these holders may be entitled to a partial refund of the withholding tax or the
withholding taxes may be treated as foreign taxes eligible for a deduction or credit against the holder's tax liability. Holders should consult their own
tax advisors regarding ownership of shares and the procedures for claiming a deduction, tax credit or a refund of the withholding tax. When investing
in companies incorporated outside your own country of residence, an investor should consider all other material risks including currency risk, political
risk, liquidity risk and accounting rules differences, which can adversely affect the value of your investment. Please consult your financial advisor for
more information.
Debt ratings should not be considered an indication of future performance.
Suitability: Growth & Income (G/I) - These stocks provide dividend income and price appreciation potential with historically below-average stock price
fluctuation. The current dividend yield is near or above the market average; Growth (G) - These stocks typically exhibit historic stock price fluctuation
that is near the market average. Capital appreciation potential tends to be a greater source of expected total return as current dividend income is
usually near or less than the market average or no dividend is paid; Aggressive (A) - These stocks carry a higher level of risk with higher historic price
fluctuation. These stocks mayor may not pay a dividend and capital appreciation potential tends to be a greater source of potential total return.
All the proper permissions were sought and granted in order to use any and all copyrighted materials/sources referenced in this document.
Dividend Outlook: Rising - We believe the dividend is stable at the current level and is likely to increase based on historical trends, the current payout
ratio, and expected future earnings and cash flow; Stable - We believe the dividend is stable at the current level but is unlikely to increase at a rate
greater than or equal to 3% on a regular basis; At Risk - We believe the dividend is at risk of being reduced or eliminated; No Dividend - This
company does not pay a dividend.
The Edward Jones' Research Rating referenced does not take into account your particular investment profile and is not intended as an express
recommendation to purchase, hold or sell particular securities, financial instruments or strategies. You should contact your Edward Jones Financial
Advisor before acting upon the Edward Jones Research Rating referenced.
Opinions used from June 13, 2003 - July 2, 2012: BUY (B) - Our opinion is to Buy this stock. We believe its fundamentals and/or valuation are
compelling. HOLD (H) - Our opinion is to keep this stock. We believe the fundamentals and/or valuation are stable. Or a special situation exists, such
as a merger, that warrants no action. SELL (5) - Our opinion is to Sell this stock. We believe the fundamentals are deteriorating considerably and/or a
recovery is highly uncertain. Or we believe the stock is significantly overvalued. FYI - For your information; factual, no opinion.
Dividends can be increased, decreased or totally eliminated at any point without notice.
This opinion is based on information believed reliable but not guaranteed. The foregoing is for INFORMATION ONLY. Additional information is
available on request. Past performance is no guarantee of future results.
Our long-term earnings growth estimate is our expectation for growth over the course of a full economic cycle. This "normalized" figure avoids
distortions which can occur if beginning- or ending-year results are impacted by one-time items or extreme peaks or troughs within the cycle.
The S&P 500 Index is based on the average performance of 500 widely held common stocks. The S&P 500 Sector Indexes are subsets of the S&P
500 Index. These are unmanaged indexes and cannot be invested in directly Past performance does not assure future results.
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We update estimates for ACMP, ATO, CHKR, GAS, NDRO, and WGL

• Weak non-regulated markets. Abundant natural gas supply and

lower gas prices have rebased non-regulated wholesale earnings
power down, and we do not expect an improvement soon.

From a valuation perspective, gas LDCs still screen unattractively, with the

group tradi ng at 15.1 X/13.9X on 2013/2014E PIE versus small-cap regulated

electric utilities, their closest comparables, at 14.5X113.6X. However, from a

trading perspective, we acknowledge potential positives in the short-term
outlook, given (1) YTD underperformance, with names like WGL -7.4% and

GAS -3.7%, and (Z} a potential market pullback to our portfolio strategists'

yearend 1250 target for the S&P500, as we believe the defensive LDCs

could outperform in such a down tape.

The Goldman Sachs Group, Inc.

• Weak customer growth. LDCs continue to post anemic customer
growth rates. The housing market has started to improve, but the trend

has not shown up in better LDC customer growth rates thus far.

Weak economy. High unemployment rates and a weak economy

contribute to pushback from regulators on rate increases.

Theodore Durbin
1212)902-2312 ted.durbin@gs.com Goldman, Sachs & Co.

Steve Shernwski
1212) 902-5975 steve.sherowski@gs.com Goldman, Sachs 11< Co.

Positives for the group include:

• low natural gas prices. Residential natural gas demand has remained
weak, in part due to conservation. Our E&P team recently lowered their

normalized outlook for natural gas prices to $4/MMBtu from $5.50,

which could provide a modest long-term price-induced boost to
residential consumption. Lower prices also make rate increases more

palatable, given a lower overall customer bill.

• Pipeline replacement and recovery via trackers. Atmos in Texas,
AGL in New Jersey, and WGL in Virginia have all implemented

extensive pipeline replacement programs, and have received

"trackers" that improve cost recovery and reduce regulatory "lag."

However, several negatives remain, including:

Industry context
We remain Cautious on gas Local Distribution Companies (LDCs), but see

some signs that could make us more positive on the group.
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Remain Neutral on
Atmos, raise target by
$1 to $36 on lower
financing costs.

Atmos Energy (ATO, Neutral) reported 3QFY12 adjusted EPS of $0.31 ahead of our

esti mate of $0.13 and consensus of $0.16. Variance to our estimate was driven by (1) better

gross margins at its regulated pipeline and non-regulated segments and (2) lower costs,

partially offset by (3) lower gross margins at its gas distribution utility segment. We raise

our 2012 EPS estimate by $0.05 on the 30 beat, maintain our 2013 estimate, and raise our

2014/2015 estimates by $0.10 on higher regulated pipeline earnings and the removal of a

previously assumed equity offering, partially offset by lower non-regulated margins.

We maintain our Neutral rating and raise our DDM- and PIE-based 12-month target price by

$1 to $36 on our higher estimates. ATO trades at 14.1X112.8X our 2013/2014 EPS estimates,
a slight discount to peers at 15.1 X/13.9X.

During the quarter, Atmos closed on the sale of its distribution businesses in Missouri,

Illinois and Iowa to Liberty Energy for $129mn, and announced plans to sell its Georgia

distribution assets to Liberty for $141 mn in cash or 8.6X TIM EBITDA. Atmos has stated it

will use proceeds from the sale of these assets to fund growth opportunities. It should thus

be able to avoid an equity issuance in the future.

We are increasingly positive on ATO's rate base growth strategy, with average annual

spending of over $700 mn in regulated capital over the next five years, with a significant

portion of it allocated to the regulated pipeline segment where it enjoys an authorized ROE
of 11.8% compared to most of its utility jurisdictions where ROEs average closer to 10.0%.

We are also positive on management de-emphasizing the wholesale marketing business

and dampening expectations on corporate M&A.

Despite these positive trends, several hurdles keep us Neutral, most notably the ultimate

outcome of its Mid-Tex rate filing, which will determine not just its revenue uplift in 2013,
but will potentially set the return parameter and recovery mechanism for multiple years of

spending. ATO has requested a $46.5mn rate increase premised on an 11.1% ROE and a
continuation of its formulaic rate plan. ATO's non-regulated business also continues to

weigh down the higher earnings from its regulated businesses as natural gas storage and

basis differentials remain at historical low levels, a trend we expect to continue into 2013.

Finally, we missed a strong run in the stock since its bottom in late March, with ATO's 20%

appreciation far outpacing an essentially flat S&P500.

Key upside risks include higher utility rate case revenues, higher pipeline and marketing

margins, and accretive acquisitions; downside risks include less favorable rate case

decisions, decreased natural gas time and location spreads, and dilutive acquisitions.

Exhibit 1: Atmos Energy (ATO) estimate revision table
EPS in $ per share, EBITDA in $ mn

2012E $2.35 $2.30 2.2% 735 735

2013E $2.50 $2.50 0.2% 792 794

2014E $2.75 $2.65 3.7% 871 878

2015E $2.95 $2.85 3.5% 943 946

2016E $3.15 $3.05 3.3% 1,011 1,019

Source: Goldman Sachs Research estimates.
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Remain Neutral on
GAS, inexpensive
valuation offset by
cyclical headwinds

AGl Resources (GAS, Neutral) reported 2012 EPS of $0.31, ahead of our estimate of

$$0.19 and consensus of $0.28 on outperformance at its regulated utility and to a lesser

extent wholesale segment. We increase our 2012/2013/2014 EPS estimates by $0.05 or 2%

on better utility segment earnings and lower interest expense.

We maintain our Neutral rating and P/E- and ODM-based 12-month target price of $42. GAS

screens inexpensively relative to its LOC peer group, trading at 12.7X111.8X our 2013/2014

EPS estimates versus peers at 15.1X113.9X. We expect management will continue to drive

back office cost synergies out of the recently acquired Nicor utility business, particularly

given Nicor's 3-year rate case stayout agreement. AGL also booked a favorable backlog of

Wholesale margins over the last few quarters. And we remain positive on its push to

recover capital spending via "trackers" which reduce regulatory lag.

Nonetheless, key trends in several businesses remain depressed, including the Midstream

(gas storagel segment that is re-contracting at lower rates, and the shipping business that
struggles to break even due to the weak economy. We also believe the Wholesale business

will remain challenged given our expectation for lower natural gas prices and volatility.

Finally, despite an effort to add trackers, AGL could suffer from regulatory lag given its lack

of pending rate case filings.

Key upside risks include higher utility rate case revenues, higher wholesale marketing

margins, and accretive acquisitions; downside risks include less favorable rate case

decisions, decreased natural gas time and location spreads, and dilutive acquisitions.

Exhibit 2: AGl Resources (GAS) estimate revision table
EPS in $ per share, EBITDA in $ mn

2D12E $2.70 $2.65 2.0% 1,100 1,114

2D13E $3.10 $3.05 1.6% 1,202 1,216

2D14E $3.35 $3.30 1.5% 1,266 1,281

2D15E $3.60 $3.55 1.4% 1,315 1,320

Source: Goldman Sachs Research estimates.

Maintain Sell rating on
WGlon regulatory lag.
valuation

WGl Holdings (WGL, Sell) reported adjusted 30FY12 EPS of $0.08, ahead of our estimate

of -$0.03 and consensus of $0.01 owing to better-than-expected performance at its

regulated utility and retail energy marketing segments. We increase our 2012/2013/2014

EPS estimates by 3%/2%/4% to $2.52/$2.40/$2.75 on 30 carryover and better utility segment

earnings on lower cost assumptions.

--~
I;
m
m
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3 •

We maintain our Sell rating and raise our P/E- and DDM-based 12-month target price by $1
to $36 on our higher estimates. In our view, WGL remains overvalued as it trades at

16.6X114.5X our 2013/2014 EPS estimates versus its LDC peer group at 15.1X113.9X. WGL

continues to deliver solid results in its core Utility and Retail segments. underpinned by

solid customer growth and prudent market expansion. However, we continue to expect

"regulatory lag" will weigh on 2013 Utility segment results, as WGL has no imminent rate

cases underway, and we expect more normalized Retail segment unit margins. We also

remain skeptical about its expansion into the non-regulated wholesale natural gas

marketing business given current depressed storage and basis spreads and the higher
inherent cash flow volatility. Our estimates do not include the proposed "Commonwealth"

pipeline given contracting, cost and permitting uncertainty, although management

indicated favorable shipper interest from its recently concluded open season.

Goldman Sachs Global Investment Research
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Key upside risks include higher rate case revenues, higher Retail segment margins, an

accretive Commonwealth project, and higher natural gas time and location volatility.

Exhibit 3: WGl Holdings (WGl) estimate revision table
EPS in $ per share, EBITDA in $ mn

2012E $2.52 $2.45 2.7% 343 337

2013E $2.40 $2.35 2.1% 368 377

2014E $2.75 $2.65 3.8% 415 419

201SE $2.75 $2.65 3.8% 427 432

2016E $2.85 $2.95 -3.4% 446 470

Source: Goldman Sachs Research estimates.

Independence and new
opportunities add to
AMCP's strengths

Access Midstream Partners (ACMP, Not Rated) reported 202012 EPU of $0.34, in line

with our estimate at $0.33 and consensus of $0.35. Higher total volumes (+2%) offset

slightly lower realized margins (-1%). We lower our 2012/2013 EPU estimates by $0.05 in

each year on higher O&A, but highlight the more important distributable cash flow per unit

increases each year on higher volumes/margins and a +$0.05/mcf rate re-determination

increase on ACMP's Barnett assets, effective July 1, 2013.

We are Not Rated on ACMP. ACMP units currently trade at a 5.5% yield, representing a 70

bp premium to the group average. Key risks include slower or higher cost of asset drops,

lower volumes and higher costs.

Exhibit 4: Access Midstream Partners (ACMP) estimate revision table
EPU/DCF/Distribution in $ per unit, Adj. EBITDA in $ mn

JQ12E 4Q12E

EPU $0.28 $0.24 $1.60 $1.60 $1.65 $1.70
DCF 0.49 0.46 2.60 2.40 2.65 2.50

Distribution 0.44 0.45 2.15 2.16 2.31 2.27
Coverage 1.21x 1.11x 1.15x 1.10x

Adj. EBITDA* 152 154 889 715 1010 825

• as calculated by cH KM

Source: Goldman Sachs Research estimates.

Goldman Sachs Global Investment Research

Reiterate Buy rating on
NORD and lower target
price by $2 to $22

Enduro Royalty Trust (NORO, Buy) reported 202012 EPU of $0.45, missing our estimate

of $0.52 driven by lower oil volumes (-3%), lower realized oil prices (-6%), lower realized

natural gas prices (-6%), and higher costs, partially offset by higher natural gas volumes

(+11%). We lower our 2012/2013/2014E EPU by 4%/4%/22% (to $1.92, $2.32, $1.31) on lower

expected natural gas prices and higher costs.

We reiterate our Buy rating and lower our yield-based 12-month target price by $2 to $22

on our lower estimates. NDRO's production continues to outpace expectations relative to

its initial IPO projections, particularly in natural gas where volumes have remained resilient

despite the much weaker price environment. Oil volumes in 2012 disappointed slightly

relative to our expectations, but we expect a robust price environment and continued
producer activity on NORO's Permian acreage will keep volumes steady. Our long-term

2014 estimates fall more dramatically due to a lower normalized natural gas price of

4
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$4.00IMMBtu versus $5.50 previously, although NORD remains 53% hedged on natural gas
in 2013. NORD remains a favorite hig her yield commodity-oriented investment for (1)

leverage to strong expected oil prices, (21 exposure to bullish production trends in its low

risk Permian basin acreage, (3) resource upside via secondary and tertiary activity, and (4)

long-term, a natural gas price recovery via its position in the core of the Haynesville shale.

Key risks to our estimates include sustained lower oil and natural gas prices, reduced third

party drilling.

Exhibit 5: Enduro Royalty Trust (NORD) estimate revision table
Revenue/Net Profit in $ mn, DPU in $ per unit

Net Profits $16 $18
Distribution 0.49 0.55

Sales Volume ('0ODs boefdJ 7,0 6.9

'NORO"

$27
9

$29
9

$103 $108 $118 $118
37 33 38 3B

$79
34

$80
46

$79
34

$BO
46

Remain Neutral on
CHKR and lower target
price by $2 to $22

Source; Goldman Sachs Research estimates.

Chesapeake Granite Wash Trust [CHKR, Neutral) reported 202012 EPU of $0.68 missing

our estimate of $0.72 and guidance of $0.76, driven by lower prices (-13%) offset by slightly

higher total volumes (+4%). We lower our 2012/2013/2014E EPU by 5%/9%/10% (to $2.93,

$3.52, $3.25) on lower prices and higher costs.

We maintain our Neutral rating and decrease our yield-based 12-month target price by $2

to $22 on our lower estimates. CHKR's overall production volumes have slightly outpaced
our expectations; however, the mix has been much more gassy than oily, with oil volumes

falling to 16% in 2012 versus 18% previously. While seemingly small in magnitude, these

oil shortfalls have a much larger impact on revenues given current wide oil-to-gas ratios.

We expect volumes will rebalance over time as new wells come online, consistent with the

trust's original promise to investors. We continue to expect CHKR will deliver strong

volumes and distributions in the early years of its life, tempered by lower natural gas prices

and its terminating structure which limits long-term income. We continue to prefer NORD

(Buy), whose perpetual structure and higher oil (Permian) leverage provides superior long

term income and growth potential. Key risks include higher/lower commodity prices,

better/worse than anticipated well results and asset/operator concentration risk.

Exhibit 6: Chesapeake Granite Wash Trust (CHKR) estimate revision table
Revenue/Net Profit in $ mn, DPU in $ per unit

3Q12E 4Q12E

Net Profits
Distribution

Sales Volume ('OOOs boeldJ

$37
0.78
11.2

$40
0.86
11.4

$137 $145
2.91 3.10
11.2 11.0

$165 $181
3.52 3.88
ii.5 11.5

$152 $168 $127 $143
3.25 3.59 2.71 3.05
11.2 11.2 9,3 9.3

Revenue bv Commoditv

Oll $16 $17 $68 $76 $71 $86 $69 $67 $56 $56
Natural Gas liquids 15 16 54 59 65 64 54 54 46 46

Natural Gas 7 8 25 16 36 39 35 53 30 46

Source: Goldman Sachs Research estimates.

Goldman Sachs Global Investment Research 5



August 27,2012

Important sector news and developments

CASE NO. 2013-00148
ATTACHMENT 1

Anilil-l2~~.~nli~8ilnd MLPs

• Kinder Morgan Partners (KMP, Neutral. 12-month price target $86, last close
$81.84) has agreed to sell its interest in a set of Rockies natural gas pipeline assets to a

private equity consortium for $1.8bn in cash, or $3.3bn including proportionate debt.

Separately, KMP agreed to build a lateral pipeline extending its existing KMCC pipeline

to deliver Eagle Ford crude to Philips 66's Sweeny Refinery. KMP will invest $90mn in

the project which will have an initial capacity of 30k bpd, expandable to 100k bpd.

• Sunoco Logistics (SXL, Sell, 12-month price target $40, last close $43.78)
announced plans to move forward with the Permian Express Phase I to increase crude

oil flow from West Texas to the Gulf Coast markets. SXL expects the pipeline to begin

operations in 1Q2013, moving 9Dk bpd.

Goldman Sachs Global Investment Research
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Exhibit 7: Total return and yield-focused recommendations
Plains All American
(PAA) is our favorite
Energy MLP

The Williams
Companies (WMB) is
our favorite Diversified
Pipeline

Buy
Neutral
Buy

PAA** Buy
ETP Neutral

Group average

Universe avg 8% 6% 14%

For investors focused primarily on yield and return through cash distributions.
We believe these names offer the lowest risk among MLPs with an above~average

ield.

Neutral 13.3% 8% 21%
Buy 9.5% 16% 26%
Neutral 9.0% 14% 23%

Buy 8.6% 28% 37%
Neutral 8.5% 11% 19%

Group average 9.8% 15.3% 25%

Energy MLPs avg (ex-GPs) 7.0% 9.2% 16%

** - denotes a Conviction List stock

Target Prices
- Energy MLP Methodology: Based on our 12-month distribution growth estimate and

MLP-specific normalized yield

- Diversified Pipelines Methodology: EV-to-EBITDA cash flow analysis

Risks
- Energy MLPs: Access to capital markets and interest rate changes

- GP-focused MLPs: higher/lower-than-expected distribution growth at the underlying MLP

would positively/negatively impact GP distribution growth and its valuation

Source: FactSet, Goldman Sachs Research estimates.
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Sector price performance

70%

Exhibit 8: Stock price performance, by sector

Diversified Pipelines
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Exhibit 9: Alerian MLP Index returns, by month
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Natural gas liquids (NGLs) data points

Exhibit 10; Natural gas liquids [NGLs) fractionation margins
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Exhibit 11: Natural gas liquids [NGLs)-to-Oil ratio
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Exhibit 12: Propane inventories, and Ethane-Propane days in storage
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Exhibit 13: Diversified Pipelines valuation overview

Enbridge Inc. "ENB Neutral $39.61 $40 3.8% $1.13 2.9% $31,015 $50,078 $1.46 $1.60 $1,85 $2.10 $2.45 $2.60 12.3% 27.2 24.8 21.4 18.9 16.2 15.2
Kinder Morgan fnc. KMI Buy 35.29 $39 14.5% 1.40 4.0% 3$,B31 53,038 0.91 1.41 1.77 1.80 1.72 1.63 12.3% 38.8 25.0 19.9 19.6 20.6 21.7
ONEOK Inc. OKE Neutral 44.59 $46 10.6% 1.32 3.0% 9,443 11,709 1.B7 1.60 1.9" 2.05 2.55 2.90 11.7% 26.7 27.9 23.5 21.8 17.5 15.4
Spectra Energy Corp. SE Neutral 28.86 $32 14.8% 1.12 3.9% 18,903 30,122 1.78 1.70 2.05 1.90 2.05 2.20 4.3% 16.2 17.0 14.1 15.2 14.1 13.1
Targa Resouress Corp. TRGP NC 44.79 1.58 3-.5% 1,694 1,956 0.74 0.97 1.46 1.71 - - - 60.5 462 30.7 26.2 - -
TransCanada Corp. "TRP Neutral 45.17 $42 -3.1% 1.76 3.9% 31,845 53,445 2.23 2.10 2.55 3.10 3.15 3.25 7.8% 20.3 21.5 17.7 14.6 14.3 13.9
The Y\~mams Companies WMS- Buy 32.11 $38 ~ 1.20 ~ 20,121 20,930 1.49 1.25 '.50 1.80 2.05 2.20 ~ <J2 .<.:U £!..! ~ ~ 1ti

Pipelines - Average 10.4% 3.5% 9.4% 30.2 26.9 21.2 19.1 16.4 15.6

g
(Q
c
;'1.

'"_"-J

'"a
~

'"

Enbridg~ In'C. -ENB 6.2% 27.6% 67.7% 4.0 5.5 A- Baai $3,326 $3.623 $4,387 $4,657 $5.306 $5,483 10.5% 15,1 13.6 11.4 10.3
Kinder Morgan Inc. KMI 12.7% 49.6% 53.9% 4.8 5.1 88 - 1,313 2,732 3,829 3,639 3.351 3,061 18.4% 40.4 19.4 13.9 14.6
ONEOK,lno. OKE 5.0% :36,0% 52.3% 10.2 2.6 B8B Baa2 1,022 1,025 1,100 1,384 1.568 1.654 10.1% 11.5 11.4 9.8 8.5
Spec1ra Energy Corp. SE ..:3.4% 19",S% 57.4% 4.6 4.1 BBB+ -- 2,937 2,925 3.403 3,387 3.539 ,.704 4.7% 10.3 10.3 8.9 8.9
TransCanada Corp. -TRP 3.4% 12.6% 58.5% 4.5 4,9 A- Baa1 4,960 4,634 5,224 5,884 5.924 5.945 3.7% 10,8 11.5 10.2 9.1
Tl1€ Williams Comp.anles WMS- ~ £4.2% 83.1% ill M BBB-- Baa3 2,985 1,639 2,106 2,462 2,666 2,858 -0.9% LQ 12.8 9.9 1M

Pip€lines - Average' 7.7% 34,9% 62.2% 6.9 3.8 7.8% 15.8 13.2 10.7 10.0

9.4 9.1
15.8 17.3
7.5 7.1
8.5 8.1
8.0 9.0
L'§. Id
9.7 9.7

Notes:
.. ri a!l figures rorTRP and ENB are in Canadian Dollars
... - denotes Convlction List stock.
EV;;; Equity Market Cap + Net Debt + Minority lntere.<;;t + Preferred + IOther]

NR - Not rated: NC ri Not cDvered
Not co....oered (NC) company estimates are based on Thomson One Analytics' ~ns!';'n$US

Source: Goldman Sachs Research estimates. FactSet, Thomson One Analytics.

Exhibit 14: lDe valuation overview

AGL RssoLJrces GAS Neutral 5,9.43 $42 11.2% 1.84 4.7% $4.621 ~8.512 52.84 ~2.70 $3.10 S3.35 S3.BD ~3.75 5.7% 1'3.9x 14.6)1( 12.7)1( 11.8x 10.9x 10.5x

AtmQ5 Energy ATO Neutral 35.23 5,6 6.1% 1.38 3.13% 3,206 5,570 2.19 2.35 2.50 2.75 2.95 3.15 7.5% 1£,1x 15,0;.;; 14.1x 12,8;.;; 11.9x 11.2><

Ni50urce, It'lc, NI NC 24.14 - - 0.8'6 4,0% 6.874 14.638 1.4£ 1.56 1.67 1.65 - - NA 1-6.5;< 15.5><. 14,5x 14,6x NA NA

New Jersey Resources NJR NC 45.37 - - 1.52 3.4% 1.867 2.616 2.72 2.81 2.75 - - - NA Hi.7x 1e.1x 16.5'x' - NA NA

Piedmont N.qt~fOll Gas Co. pNY NC 31.31 - - 1.20 3.8% 2.251 3,295 1.58 1.79 1.94 1.98 - - Nil 19.8x 17,5;< 18,1x 15.8x NA NA

S{)wh J ers€y In r:lustries SJI Nc 50.69 - - 1.61 3.2% 1.543 2,428 3.07 3.,6 - - - - Nil 16.5x 15.1;< - - NA NA

WGL HoldinQs WGL Sell 39.77 ~6 ~ 1.80 :!..!l1'. 2,053 2,681 2.25 2.52 2.40 2.75 2.75 2.85 ~ 1U2s ~ JJ!J2l; 1.1.,fu; 14.5)( 14,Ox

LDCs - Average 3.9% 3.8% 6.0% 16.7x. 15.7'x 15.1x 13.!Jx 12.4:< 11.9, I

l>
3
9;
n'
OJ

AGL Resources

I
GAS

I
-3.1% 3.5%

I
5'3,8% 6.0x: 3.8x

I
BBB-+- -

I
.$'626 $1.100 $1,202 $1.266 $1,,15 $1.344

16.5% I 13.6)( 7.77. 7.1x 6.7)( e.57. 6.3;0;:

I '"Atmos Energy ATo 87% 12.9% 50.4% 5,1x 3.4x EBB+ Baal S69 735 792 871 943 1.011 8.'3% 8,3x 7,ex 7,Ox 6.4x 5,9x 5,5x "1J
-0'

WGL Holdings WGL -74% 4.3% 32.4% M2; ~ A+ - 335 343 3BB 415 427 446 5.9% .Ml> Lfu< U2I ~ ~ 6_0x 9?.
LDCs - A '.'ertige -0.8% 8.9% 45,5% 6.5x 3.1x 10.3% 10.0x 7.7x 7.1x 6".:5x 6.2.< e.ox oj"

ro
'"

Nor r;oY'"red (NC) GOmpany estimates 8re tJ8sed on Thomson One AnalytiC's' consensus
OJ

'"C.

:;:
Source: Goldman Sachs Research est/mates, FactSet Thomson One Ana/ytics. ,
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Cl Exhibit 15: Energy MLPs valuation overview g-
o (Q

a: c
3 ~

'" N
::J .--.J
en N'"" 0
:T DIyersilled MLPs ~

on Enbridg€ Energy Partners EEP N-eutral $29.21 $33 20% $2.17 1.4% 3.8% $7,154 $13,671 $1.38 $1.05 $1.50 $1.75 $1.90 $2.05 8.7% $"-11 $2.17 $224 $2.31 $2.38 $"-45 3.0% N

Gl Enbridge Energy MiUlagement EEQ Neutral 30.92 $34 17% 2.17 7.0% "3.8% 1,231 13,871 1.36 1.05 1.60 1.75 1,90 2.05 8.n'0 2.11 2.17 2.24 2.31 2.38 2.45 3.0%
0 Enterprise Products Partners EPD Buy 52.79 ~60 18% 2.54 4.8% 5.9% 46,978 61,876 2.21 2.50 2.70 2.70 3.05 3.35 8.7% 2.44 2.56 2.73 2.92 3.12 3.34 6.5%v
"'- Kind!!f Morgan Enei.QY ParnH!rS KMP Neutral 61,84 $88 11% 4,92 6JJ% 5,70/0 19,615 40,578 1,75 2.3D 2.95 2,20 2.40 "-65 8.7% 4.61 4.98 5.21 5,37 5.50 5,81 4,0%

~
Kind.er Morgan Management KMR Neutral 73.3D $83 20% 4.92 ~ 5.7% 7.452 40,578 1,75 2.30 2.95 2.20 2.40 2.65 8.7% 4,61 4.98 5.21 5,37 5.50 5,61 4.0%

Diversilied MLPs - Avg 17% 6.4% 5.0% 8.7% 4.1%
mon
3 Uquids MLPs
m
~

Buckeyt" Partners BPL Buy $46.36 $62 37% $4.15 8.6% 2.4% $4,745 $7,131 $2.89 ~2.85 $3.85 $4.4Q $4.75 $5.00 11.6% $4.OB M.15 $4.28 $4.60 $4.94 $5.31 5.4%
Holly Energy P8rtn~rs HEP N€utral 66,9'1 $65 3% 3.64 5-.4% 4.4% 1,900 2,509 2,5'9 2,85 3.05 3.15 3.30 3.'30 4.9% 3.4B '3,66 3.82 3,99 4.17 4.3ll 4,6%

;;J Magellan Mld!>tr~am Partners MMP Buy 62.05 $92 17% 3.77 4.6% 9.5% 9.26~ 11.204 3.BO 4.00 4.B5 4.~5 5.30 5.70 8.4% 3,17 3.74 4.20 4,7& 5.27 5,B5 13.0%(ll
U1 Nu St;:,;r Energy, LP Ns Neutral 51.4'6 ~57 19% 4.38 B.5% 0.0% 3.641 5.125 2.92 1.75 3.25 3.40 3.60 3.60 5.4% 4.3'6 4.36 4.41 4.48 4.54 4.fi1 1,1%
(ll

NuStar GP Hofdings NSH Neutral 31.24 $36 22% 2.04 6.5% 2.9% 1,330 1,329 1.64 0.37 1.63 2.00 2.11 2.20 6.1% 1.98 2.04 2.15 2.27 2.39 2.48 4.6%'"{i PlainsAJI AmE"ri~an Pipeline PAA- Buy 86.25 $104 26~/c 4.26 4.9% 9.9% 14,059 19,006 5.25 5.60 5.20 4.55 4,75 5.05 -{).8% 3,97 4.31 4.74 5,07 &.37 5,69 7.5%
:T Sunoco Lo~I'$tJcs PartnErs SXL S,II 43,78 $40 ~ 1.86 ~ ~ 4,549 6,106 2,95 3.55 2.40 2.35 2.40 2.45 ~ 1.64 1.86 2.04 2,22 2.42 2,64 ~

UqJ..JlcJs MLPs - Avg (ex-NSH) 17% 61% 5.2% 4,5% 6.6%

NatLlrar G~s MLPs
Acc~$$ Midstf~am Partners LF' ACMP NR $29,59 $1.62 5.5% l4,Bo/'cP $4,390 $5,623 $1,37 $1.20 $1.50 $1.60 $1.65 $1.75 5.1% $1,4'3 51.71 51,95 $2,15 $2.31 $2,42 10.4%
B03rd"...alk Pipeline PartnE!r~ BWP NC 26.66 NA NA 0.53 2.0% NA 5,5613 B,773 1.41 1.40 1.47 1.56 1.61 - NA 2.11 2.14 2.17 2,20 2.30 2.41 NA
EI Paso I='lpelin e Pa rtners EPB NeU1ral 35.56 $42 24% 2.20 6.2% 11.8% 7,351 ",D69 2.03 1.95 1.95 2.20 2.20 2.20 1.6% 1.93 2.25 2.47 2.64 2.77 2.91 B.5%
En~rgy Tnm!3f~r Equityl ErE NC 42.56 NA NA 2.50 5.'9% NA 11,915 NA 1.41 1.64 2.39 2.BB "- - NA 2.44 2.53 2.74 3,14 3.60 4.37 NA
EnErgy Transfer Parm er$ ErP N€ulral 42,20 $49 25% 3.58 8.6% O,Oo/D 9,735 1B,699 1,58 1.15 2.45 3.10 3.40 3,50 17.2% 3.5B 3,58 3.62 3,71 3.90 4.09 2.no
Niska Gas Storage Partne-rs2 NKA Neutral 12.59 $11 ~2% 1.40 11,1"% 0,0% B60 1;522 0,56 0.25 0.35 0.65 0.90 NA 1.40 1.40 1.40 l.4G 1.40 NA
ONEOK Partners OKS Sell 5529 $54 2% 2.64 4.8% 9.5% 12,153 15,606 3.35 3.00 2.25 1.95 2.BO 3.QQ -2.2% 2.37 2.69 2.00 3,05 320 3.3<l 7,3%
PM Natural Gas Storage PNG NC 18.40 NA NA 1.43 7.8% NA 1M9 NA 0,89 0.99 1.03 1.19 0.92 - NA 1,41 1.43 1.47 1,51 1.45 1.52 1.6%
Spectra En€r~yPa rln ers SEP Netrtral 32.25 $35 15% 1.94 S,D% 4,1o/1l 3,100 3,645 1,65 1.52 1.55 1.70 1.70 1,75 1.2% 1.87 1,95 2.03 2.11 2.20 2.28 4.1%
TC Pipelin€5. LP rcp Sell 45.50 $43 1% 3.12 5:9% 2.6% 2,434 3,126 3,03 2.70 3.10 3,15 320 3.25 1.4% 3,D6 3.11 3.24 3,4D 3.57 3.75 4.2%
Williams Partner:- WPZ Neutral 50.99 ~51 ~ 3.17 ~ ~ 17.129 24;67B 3.72 2.60 3.40 3.45 3.60 3,70 ~ 2.96 3.20 3.49 3.75 3.94 4.14 ~

Ges MLPs ~ Avg (e:(·iET£lNKA) 16% 6.0% $.1% 3.2% 5.0%

Propane MLPs
ArnmlGas Partn~r$

1 APU NO I
$40.BO NA NA

1 $3.05 7.5% I NA
1 S37B6

$4,5921 $2.73 SO.1B $2.45 $2.65 $2.54 -
NA 1 $2~

$3.13 $3.2B $3.40 $3.66 $3.77 5.2%
Ferr~lIga~ p.artrler~ FGP NC 19.45 NA NA 2.DO 10,3% NA 1.536 2,703 (0.51) (0.18) 0.35 0,50 0.51 - NA 2,00 2.00 1.82 1.BO 1.40 1.4D NA
Im~fgy, LP NRGY NO 21.00 NA NA 1.50 7.1% NA 2.756 4,614 0.40 0.Q2 0.34 1,00 0.9B - NA 2.B2 1,76 1.26 1.25 1.26 1.34 -13.8%
Subvrba n Prop ane Partners SPK Neutral 37.77 $43 23% 3.41 9.0"/" 2.6% 2,121 3,353 324 0.62 2.10 3,5{J 3.60 3.60 3.2% 3.41 3.41 3.50 3.70 3.92 4.12 3.8%
Propan~ MLPs - Average' 23% 8.5% 2.6% -1.$%

other MLPs

CVR Pal1ners":l UAN Neutral I $25.80 528 15% I51.78 6.9% I -" IS1.BBB $1,B171 $1.77 51.50 $1.85 $1.65 51.95 ~1.80 0.4% I$1.57 $1.B1 $2.05 S1.75 $2.15 $2.00 SO.05
Cllesapeake Granite Wash Trust OHKR Neutrar 20.45 $22 21% 2.72 13.3% ." 956 955 1.14 2.93 3,52 3.25 2.71 - NA 1,31 2.91 3.52 3.25 2.71 - NA
Enduro Royalty Trust NDRD Buy 18.95 $22 26% 1,60 9,5% 29.6%, 625 625 0.84 1.92 2,32 1,30 1.30 NA 0.31 1.92 2.32 1.30 1.30 - NA

Averages
Energy MLPs - - - 16.9% I - 6.2% I 5.8%
Energy MLPs (ex·G? MLPs) - - - 16.6% - 6.2% 5.9%

EV - Equrty Marl'i'"t Cap + N~t Debt + Minority Interest + Preferred + [other]
NR - Not fated; NC - Not l;o'r'ered; CS - Coverag€ Suspendejj; NCfCS e~timates ,m~ based on Thomson One Analy1ic:il' consensus

- - denotes COl1vfction Ust stoc"K
1 • ETE 1igU[l!!!' "Ul drivl!n by cur ~s\ilT1a\l3!1 for ETP, ['espieeti're1y. and GOlllptmy data,

2-N"f<'Ampcrts?J'31fi5oGa!Y"ll.f'e'nd

§'3· LlAN di!:'!rlbuttrma dlllctlun1: oofGS 2'012-14fcf!ln.stS, using 5"', di!ll:Ounl rm'.f

'""'.Source: Goldman Sachs Research estimates, FactSet, Thomson One AnalytJcs. (')
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Exhibit 16: Energy MlPs valuation overview

TIP ILe " : i,l i ' .c: P I.Tpp' R.'u!1'l''1'
) "·p:.·1"!"'lIln9

'Z~'~~013g2Uj4l;ZDI5E: ,2<".,,: ",,- IPaIll1.e'i"
lp~r1ri.",biP );) f",,",r mOD<lyJ< ?o,." ,tlll 5"': "2111 !lEi CAliI'! .2iJ1 ,p,2b12"';!.~13ET ":Htf~E

Dive rsjfied MLPs
EnbridgE! Energy Partn~rs EEP _7°/~ 16% 55% 3.1 5.2 BBB Baa2 $2.27 $1.86 $2.33 $2.52 $2.68 $2.83 4.5% 1.08 0.86 1.D4 1.09 1.13 1.16 9.5% 6.9% S.8% 11.5%
Enbridge Energy Management EEQ -7% 24% 55% 3.1 5.2 BBB Baa2 2.27 1.86 2.33 2.52 2.68 2.83 4.5% 1.08 0.B6 1.04 1.09 1.13 1.16 9.5% 6,'9% 9.8% 11.5%
Enterprise Products Pi.utn~rs EPD 18% 38% 55% 5.3 4.0 BBB- NR 3.17 3.40 3.70 3.80 4.20 4.50 7.3% i.3D 1.33 1:36 1.30 1.35 1.35 15.9% 17.6% 18.3% 17.4%
Kimler Morgan Energy Partrwrs KMP 1%· 29'0/0 66% 6.6 4.1 EEB Baa2 4.10 4,75 5.80 5,10 5,35 5.60 6.5% 0.8'9 0:95 1.11 0.95- 0.97 1.00 1.'9% 1D.9% 14.5% 1'.4%
KTmler Morg an ManaQ€ment KMR ~ ~ 66% M oU BBB Baa2 4.10 4.75 5.80 5.10 5.35 5.60 MJi 0.89 M!; ill .QJlJi 9.97 :LQQ 7.9% 1.0.9% ~ 11.4%

DiversifitJd MLPs • Av.srag.e 0% 28% 59% 5.0 4.6 5,8~o 1.08 0.99 1.13 1.08 1.11 1.13 10,1% 10.6% 13,4% 12,6%

Ligulus MLPs
BuckeyB Partners BPL -20% -14% 46% 4.6 4.9 BBB Baa3 $3.S8 $3.65 .4.90 $5.66 .6.10 $13.45 12.5% 0.88 0.88 1.15 1.23 1.23 1.21 15.2% 12.1% '4.5% 15.7%
H0 I!y E noergy P.artn ers HEP 29% 47% 4"% 3.5 4.5 BB B,3 3.54 4.70 4.55 4.65 4.81 4.B1 6,3% 1.02 129 1.19 1.17 1.15 1.10 8.7% 8,7% 9.4% 10.2'%
Magellan Midstream Partn~r.; MMP 23°/') 48% 59% 5.7 3.5 BBB Baa2 4.1S 4,5G 5,60 5,90 £,3'0 5,75 102% 1.31 120 1.33 1.24 1.20 1.15 2B,8% 29,5% 32,£% 29.0'%

NuStar E::nergy, LP NS -3% -2% 41% 4.6 6.3 EBB- 6aa3 4.78 3,55 4.75 4,80 5:0'0 5,2'0 1,7% 1.10 0,81 1,D8 1.07 1.10 1.13 7.0% 4,B% 9,9% 102%
Plains All American Pipenne pAA- 22'% 53% 319% 6.2 2.5 BBB- Baa2 5.69 £.35 6.50 5.95 6.20 6.55 2.2%· 1.48 1.48 1.37 1.17 1.15 1.15 16.6% 15.2% 12.8% 11.0%
SunoC'o Logrstlcs Partnel"3 SXL 14% 64% 54% 1M z,Q BBB NR 3.37 4.0; 2.95 2.90 2.95 3.00 ~2.30/0 2.0" 2.18 1.45 1.30 1.22 1,11 ~ RTh ~ 17.1%

Liquids MLPs - AVe'rageo 11% 33% 47% 5.2 4.1 5,1% 1.31 1.31 1.26 1.20 1.18 1.15 17.11% 17.2% 1,.4% 15.5%

Natural Gas MU's
Access Midstream Partners LP ACMP BOlo 17% 34% 5.9 3.8 NR NR $1.81 $1.90 $2.45 $2.60 $2.65 $2.75 8.8% 1.22 1.11 1.26 121 US 1.14 8.2% 7.4% 9.2% 8.7%"
EI Paso PipelinE! P..rtn ....rs EPE 7% 8% 66% 3.7 4.1 BB NR $1.92 $2.0n $2.05 $2.40 $2.50 $2.80 6.3%, 1.00 0.8S 0.63 0.91 0.90 '0.90 11.5% 8.9% 9.5% 10.40/11
Energy Tf(:ln5fer P<lrtner:; ETP -2% 7% 58% 3.6 4.6 BBB- Baa3 3.01 2.80 '3,ga 4.55 4.85 5.00 10.7% 0.84 0.78 1.08 1.23 1.24 122 6.5% 4.5% 9.1% 11.5%-
NE5ke Gas Stor-e.ge partr1.ers 1 NKA 53% 20% 55% 1.0 4.8 BB· B1 1.14 1.13 1.G3 1.37 U2 NA 0.B2 O.BO 0.74 0.98 1.16 2.3% -23.5% -S.5% 4.3%
ONEDK parm.ers oKs ~1% 39% 44% 6.2 3.6 BBB Baa2 3.90 3:62 3.m 2.90 3.95 4.20 1.5%. U5 1.35 1.04 0.95 1.23 125 20.8% 1'6,7% 10.9% 8.8%
spectre Energy Partners SEP 5% 23% 24% 8.5 2.2 BBB Baa3 2.07 2.02 2.09 2.19 2.19 2.21 1.3% 1.11 1.04 1.03 1.04 1.00 0.97 9.9% 9.4% 9.;;% 9.9%
TC PipelTn!."'S, LP TCP 1% 1Bo/c- 35% 7.3 3.6 NR NR 4.43 4.01 4.46 4.59 4.64 4.09 1.10/", 1.45 1.29 1.36 1.35 1.30 1.25 12.8% 11.1% 12::9%· 12.8"/0
Williams PO"lrtner.; WPZ ~11%. !IT9. ~ 2.l M BBB- Baa2 4.49 3.75 4.75 4.30 4.40 4.40 :.J2A.O& .I..U 1J.l Df1 1J.!i .l.J2 .1J1m], .'l..lli. 1J..§1i 1!L1..!e.

Natural Gas MLPs - Average 7% 19% 44% 5.3 3.B 4.2% 1.20 1.05 109 1.10 1.14 1.12 10.3% 5.6% 7.9% 9.6%

other MLF's I Roya.lty Trust~

Suburban Prop",n"l PartrH!fS SPH ~15% ~12% 59% 2.6 11.4 BB Ba2 $3.96 $1.57 $4.00 $5.40 $5.70 $5.70 7.6% 1.1;; 0.45 1.14 1.46 1.45 1.39 6.5% 1.3% 5.5% 7.7%
cVR Partner.; UAN 11 ~J" - 21% 25.4 0.9 NR NR 1.94 1.70 2.05 1.75 2.15 2.0n 0.6% 0.83 0.83 1.17 0.81 1.08 -
Chesapeaf(,e Granite Wash TNst CHKR -7% 0% NR NR 1.14 2,93 3,52 3,25 2.71 NA 0.81 1.01 1.00 1.00 1.00
Enduro Royalty Trust NORO -2% - 0% - - NR NR 0.84 1.92 2.32 1.30 1.30 - NA 2.68 1.00 1.00 1.00 1.00 - - - - -

Energy MLPs "Average - 5% 24% 50% 5.0 4.4 5.1%, 1.1' 1,08 1.15 1.14 1.16 1.15 1Z.3o/~ 10.1% 11.7% 12.1%
Alenan MLP Ind@~ AM" Ol', 15"/0 - - - - - - - - - - - - -- - - - - - - - - .-
S&P5tHl' sPX 12% 22%· - - - - - - - - - - - - -- - - - - - - - - --

f!
co
c
~

'".--.J

N
o

'"

EV '"' Equity Mtlr'klet C:lop + Net D-e!bt + Minority Interest + Preferred + [oth~rl

NR- Not rated; NC- Not covered; CS - Co¥€rage Suspended; NCICS e:;.tlmates a:re based on Thol'Tl"5on One Analyti{;5' COnS-emll.l5

,... - denotes Cnnvictfon List stock
1 - Nt<A it!pm'ls 3/31 fisc:al \,~~r enti

19B 49'% 51%

~

N

Source: Goldman Sachs Research estimates, FactSet Thomson One Analytics.
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Upcoming events

Exhibit 17: Upcoming events

Monday Tuesday Wednesday Thursday Friday

» 2S4\"g 3ll4lU<'! '3j-IW~

'/ y t.s<>,

:::::':::/10.;;." /: """
:'/ !2-Sep 14Seo

Source: Company Releases

SourCE!: Company data.
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Exhibit 18: Company-specific risks

Company-specific risks
,.._,._~------_ ..~~-~-~,~-_.~~~_ ..~---_.~----~~- ~--~~~~~~~_._-~~
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Diversified Pipelines
ENB,TO Enbridge Inc. Neutral C$ 40 EVIEB1TDA
KMI Kinde r Morgan Inc. Buy $39 Sop

OKE ONEOKln(:. Neutral $48 SoPINAV

SE Sp€ ctm Energy Neutral $32 EVIEBITDA
TRP,TO TransCanada Corp. Neutral C$ 42 EVIEBITDA
WMB- TheWimams $38 EVIEBITDA

Master Limited Partnerships IMLPs)
ACMP Aec~ss Mftlstr~::tm Partne,rs LP Not RateQ NA NA
BPL Buckeye Partnar:s Buy $62 Yieldoobased
CHKR Ches<tpea ke Grani1e Wash Trus1 Neutral $22 Yield..based
EEP Enbridge Energy Partners Neutral $33 Yi~ld-basl'!d

EEQ Enbridge Energy Management Neutral $34 Yield..based
EPB EI P",so Pipeline Partners Noeutral $42 Yield...based
EPD EnterprisB Prcdllt:t PartnB'r.'i Buy $60 Yieldoobased
ETP Energy Transfer Partners Neutral $49 Yield..based
IH,P Holly Energy Partners Neutral $65 Yir!'ct-t:las~Q

KMP Kinder Morgan Partners Neutr'al $86 Yi~ld-ba:sed
KMR Kinder Morgan Management N'I!utT"a.1 $83 Yir!ld-ba~l!d

MMP Magellan Midstream Partners Buy $02 Yiel d-based
NDRO En~urQ RQyalty Tru!St Buy $22 Yiel d-ba:sad
NKA Nis ka Gas Storage Neutral $11 Viel d-based

NS NuS1ar Enf:lTgy L.P. Neutral $57 Yiel d-based

NSH NuStar GP Holdings Neutral $36 EVlDfs1ributable cash flow
OKS ONEOK Partners Sen $54 Yield..based

PAA- Plains AIl Ameriean Buy $104 Yisld..based

SEP Spectl"3. Energy Partners Nel.ltra.l $35 Yie]d-pased

SPH Suburban PrQpani:l Partnel'$ N('!l,.l1~1 $43 Vie] d-based

SXL Sunot::tJ LQgfstics Partner.; Sell $40 Yield..based
rep TC Ptpellnes Sell $43 Yiel d-ba.sed

UAN CVR PartrHi!l"S Neutral $28 Yield-based

WPZ Wil1iam~PartnEl'rs N-a-utral Yield-basad

local Distribution Companies flOCsl
GAS AGl Resou rees Neutral $42 DDM, PIE

ATO Atmo5 Energy Neutral $36 DDM, PIE
WGL Sell $36 DDM. PIE

1 - 12-monlh plica target

Source: Goldman Sachs Research estimates.
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Hrgh~I''/]owe .. oil pipeline volumes, incr'eas.e-d a,or;crBtfve growth capital spending oracqufsf1ions, cost overruns or der.ays
Lower c:ommQdfty prices and volume, cost ovemJns or delays

low@r/highereconomic growth, lower/higher volumes/pricing for n"'turaI9~s/NGLs

lcwCl!rlhighCl!r cQmmO"t:lity pril::e-S & voluma!i; pmjec=t CQst Qverruns or delays.
Higher power' prices/volumes, positive regulatory outcomes. Further delays to Keystone XL permit, proJect cost o~rruns.
Lower commodrty prices, lower marglns,lower volumes, higher costs

Deterioration of economic growth, slower p:u:~ or Il;!~$ aeel"l:'!tlw raw of asset acquisitions, rising interest rates
Hfghernower commodlty prices, better/worse 1han an1icipated wf:'!rr ..~sults. D:singrfalling Fnterf!st rate"s

Hi gher/1 ower 1han expected distribu1ion grtlVith, faster/s1 ower~than..expected rec tlvery in energy pri c::es
Hlgherllower th:\n eJq)ected distribution growth, faS'l:~r/.slowC!r-th",n~JIip~c:tedrecQvery in energy prices
Hi ghe r/1 ower than expected distrfbution growth, faster/sfower-than.expg cted ~ C:OVEry in energy pri ces
Wea~r infrastructure growth, energy prle~s, capital m.:!lrk(lt volottilily. ri!;;ing in~rest rates
Lower/hlgher gas prices/differentials, higher'trower tate of dropdowns, more/less accretive acqufsitions

We",k~rf$trongerinfrastructure growth, energy prices, c:apita[ market volatmty, rlsingffalling interest tates
Higherllower commodity prices, volume d@clln@s. cost overruns, project ~e[ays or changl:!s 1Q MLP tax~$

HighoerJlower commodity pril:es, volume dedlnes. cost overruns, project delays
Weaker infrasi:ructure gmwth, energy prices, capital rnarket volatility. rising interest rams
LQWQr commtldity prices, reduced thfrd..pal1y drillfnQ, higher interest r'3tes
Wea.kerJ:stronger infrastrLlc1l..l~ growth, I'!n~r9Y pri(:l;!~, widerfnarrowar summer~wfnternatural gas price differentials, capital mal'ht
volatllity, trsing/famng·in~restrates and a potem1ial overbuild Df natural ga.s storage

Higher/lower government highway spending, higherllowertransport VOrI.H'T'IeS, weake:r!stron9'8'r asphalt pricing, incr€"asf!"dldecreased
competition, hjghc:!T/lowl!'r stora.gl'! faU:!$

Weaker/stronger infrastructure growth, en€"rgy prices, capital ma.rket volatility, rising/falling interest rata~
Stronger infrastructure growth, faster r-eCOver'y in ~nQorg)' priClOl$, ~du'C'ii1d capi1al market vola.tility, failing rnterest rates

Less accretive acqulsition/new-build project, oafTOwer-than-e,;.pected contango ertlQI'.! ell sp~ad$. rising interest rates

Wll:!akc:!r{$trong~rinfra$tructur"(!" grQwth, energy prices. 'Capital market vtllatmty, rising/falling interest rates

W~akerJstrongerinfrastructUrE! growth, energy prices, capital market volatilfty, risingffalliog iT1terest rati!s, wea.1her and propane
margin volatility and f:\sterfslower..f:han expected P"!c:oVt!ry10 1hoe dom~$tie E!l;:onQmy

Higher 'Contango profits. more accrnttVl! acquisitlons, faS~Tdema,nd recovery for rl:!fin~d proc:(uots

Mo(l'.! a,ccrC!tiVt! rat!:! of a$$li'!t a<:quisi1ions, more sustained lewl of Great Lakes volumes than currently expected, higher level of
r'tlContraded margins than expecmd

Significant sen:51ttvityto UAN..Ammonia pri'C'E!S a.nd spreads, lack of product, feec::lstoc"k. facility 't1iYC!r!:ification, prtljl:!ct CO!;;t overrun

R~gula1ory risks, rising/falling interest rates

Colder/warmer weather. increased/decreased natural gas price volatility, highernower retail or wholesale margfns,
increasedfdecreasea shipping vO[I.Irt'les

Lowerlhigher natura! gas pr1ces and low/high gas price .....ola1ility
Hfgher than expe-cted rate case increases and non..tegu[afed margins
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Goldman Sachs is acting as financial advisor to Chesapeake Energy Corporation in an

announced strategic transaction.
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I. Theodore Durbin, hereby certify that all ofthe views expressed in this report accurately reflect my personal views about the subject company or
companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Investment Profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA Revenue. Return is a year one prospective aggregate
of various return on capital measures, e.g. CROCI, ROACE, and ROE. MUltiple is a composite of one-year forward valuation ratios, e.g. PIE. dividend
yield. EV/FCF, EVIEBITDA EV/DACF, PricelBook. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

GS SUSTAIN

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list
includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and
superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate
performance: cash return on cash invested, industry positioning and management quality {the effectiveness of companies' management of the
environmental, social and governance issues facing their industry).

Disclosures

Coverage group(s) of stocks by primary analyst(s)

Theodore Durbin: America-Diversified Pipelines, America-Energy MLPs, America-Gas Utilities.

America-Diversified Pipelines: Enbridge Inc., Kinder Morgan, Inc., ONEOK, Inc., Spectra Energy Corp., The Williams Companies, Inc., TransCanada
Corp..

America-Energy MLPs: Access Midstream Partners LP, Buckeye Partners, LP., CVR Partners, LP, Chesapeake Granite Wash Trust, EI Paso Pipeline
Partners, LP., Enbridge Energy Management, Enbridge Energy Partners, LP., Enduro Royalty Trust, Energy Transfer Partners, LP., Enterprise
Products Partners LP, Holly Energy Partners, Kinder Morgan Energy Partners, Kinder Morgan Management, Magellan Midstream Partners, Niska Gas
Storage Partners LLC, NuStar Energy L.P.• NuStar GP Holdings, LLC, ONEOK Partners, L.P., Plains All American Pipeline, LP., Spectra Energy Partners,
LP., Suburban Propane Partners, L.P., Sunoco Logistics Partners L.P., TC Pipelines, LP, Williams Partners L.P..

America-Gas Utilities: AGL Resources Inc., Atmos Energy Corp., WGL Holdings, Inc..

Company·specific regulatory disclosures

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this
compendium can be found in the latest relevant published research
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Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy HDld Sell

GIDbal 31% I 55% I 14% 48% I 41% I 35%
As Df July 1, 2012, Goldman Sachs Global Investment Research had investment ratings Dn 3,480 equity securities. GDldman Sachs assigns stDcks as
Buys and Sells Dn variDus regiDnallnvestment Lists; stocks nDt so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.

Price target and rating history chart(s)

Compendium repDrt: please see disclosures at http://www.gs.comlresearchlhedge.html. Disclosures applicable to the companies included in this
cDmpendium can be found in the latest relevant published research

Regulatory disclosures

Disclosures required by United States laws and regulations

See company·specific regulatory disciDsures abDve for any Df the fDllDwing disciDsures required as tD companies referred to in this report: manager
or co-manager in a pending transactiDn; 1% or Dther Dwnership; compensation for certain services; types of client relationships; managed/co
managed public offerings in priDr periDds; directDrships; for equity securities, market making and/Dr specialist role. Goldman Sachs usually makes a
market in fixed incDme securities Df issuers discussed in this report and usually deals as a principal in these securities.

The following are additional required disclDsures: Ownership and material conflicts of interest: Goldman Sachs pDlicy prohibits its analysts,
professionals reporting tD analysts and members Dftheir households from owning securities Df any cDmpany in the analyst's area Df
coverage. Analyst compensation: Analysts are paid in part based on the prDfitability of Goldman Sachs, which includes investment banking
revenues. Analyst as officer or director: Goldman Sachs pDlicy prohibits its analysts, persons reporting tD analysts or members Df their
households from serving as an Dfficer, directDr, advisDry bDard member or emplDyee of any company in the analyst's area of coverage. NonoU.S.
Analysts: Non-U.S. analysts may not be assDciated persDns Df Goldman, Sachs & Co. and therefore may not be subject tD NASD Rule 2711/NYSE
Rules 472 restrictions Dn communicatiDns with subject company, public appearances and trading securities held by the analysts.

Distribution of ratings: See the distribution Df ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format Dr if with respect tD multiple companies which are the subject ofthis report, on the Goldman Sachs
website at http://www.gs.comfresearchlhedge.htmL

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following discJosures are those required by the jurisdictiDn indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: Goldman Sachs Australia Ply Ltd and its affiliates are not authorised deposit-taking institutiDns (as that term is defined in
the Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any
access tD it, is intended only for ''whDlesale clients" within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman
Sachs. Brazil: DisciDsure informatiDn in relation tD CVM Instruction 483 is available at http://www.gs.cDmIwDrldwide/brazil/area/girlindex.html.
Where applicable, the Brazil-registered analyst primarily responsible for the cDntent of this research repDrt, as defined in Article 16 Df CVM Instruction
483, is the first author named at the beginning ofthis report, unless indicated otherwise at the end of the text. canada: GDldman, Sachs & CD. has
approved of, and agreed tD take respDnsibility for, this research in Canada if and tD the extent it relates to equity securities of Canadian issuers.
Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the company Dftravel expenses for such
visits. Hong Kong: Further informatiDn on the securities of covered companies referred to in this research may be obtained Dn request from
GDldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be obtained frDm
GDldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further infDrmatiDn on the subject company or companies referred to
in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. New Zealand: GDldman Sachs New Zealand Limited and its
affiliates are neither "registered banks" nor "deposit takers" (as defined in the Reserve Bank Df New Zealand Act 1989) in New Zealand. This research,
and any access to it, is intended for "wholesale clients" (as defined in the Financial Advisers Act 2008) unless Dtherwise agreed by Goldman
Sachs. Russia: Research reports distributed in the Russian Federation are nDt advertising as defined in the Russian legislation, but are information
and analysis not having product promotion as their main purpose and dD not provide appraisal within the meaning of the Russian legislation on
appraisal activity. Singapore: Further informatiDn on the covered cDmpanies referred to in this research may be obtained from Goldman Sachs
(Singapore) Pte. (CDmpany Number: 198602165W). Taiwan: This material is for reference only and must not be reprinted without permissiDn.
Investors shDuld carefully cDnsider their own investment risk. Investment results are the respDnsibility of the individual investor. United
Kingdom: PersDns who wDuld be categorized as retail clients in the United KingdDm, as such term is defined in the rules of the Financial Services
Authority, should read this research in cDnjunction with priDr GDldman Sachs research on the covered companies referred to herein and shDuld refer
to the risk warnings that have been sent tD them by Goldman Sachs InternatiDnal. A copy of these risks warnings, and a glDssary of certain financial
terms used in this repDrt, are available from Goldman Sachs International Dn request.

European Union: DisclDsure informatiDn in relatiDn tD Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 20031126IEC is available
at http://www.gs.com/disciosures/europeanpDlicy.htmlwhich states the European PDlicy fDr Managing CDnflicts of Interest in Connection with
Investment Research.

Japan: GDldman Sachs Japan CD., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto
Financial Bureau (Registration No. 69), and is a member Df Japan Securities Dealers Association (JSDA) and Financial Futures AssDciation Df Japan
(FFAJ). Sales and purchase of equities are subject to cDmmissiDn pre-determined with clients plus consumption tax. See company-specific
disclosures as to any applicable disclDsures required by Japanese stock exchanges, the Japanese Securities Dealers AssDciation Dr the Japanese
Securities Finance CDmpany.
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Buy (B). Neutral (N). Sell IS)-Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment Ust is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
a Buy or a Sellon an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a
global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each
report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://wwvv.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive IAI. The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (CI. The investment outlook over
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated INR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended IRS). Goldman
Sachs Research has suspended the investment rating and price target forthis stock, because there is not a sufficient fundamental basis for
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and
price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (es). Goldman Sachs has suspended
coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable INAI. The
information is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global
basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on
macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Ply Ltd
(ABN 21 006797897); in Brazil by Goldman Sachs do Brasil Corretora de Titulos e Valores Mobiliarios S.A.; in Canada by Goldman, Sachs & Co.
regarding Canadian equities and by Goldman, Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman
Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) LLC., Seoul
Branch; in New Zealand by Goldman Sachs New Zealand Limited; in Russia by 000 Goldman Sachs; in Singapore by Goldman Sachs (Singapore)
Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this
research in connection with its distribution in the United Kingdom and European Union.

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman Sachs AG, regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it Should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage ofthe companies covered by our Global Investment Research
Division. Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity
securities discussed in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any
such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks, which rating reflects a stock's
return potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in,
act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase
and sales of options such as spreads. Supporting documentation will be supplied upon request.

In producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the issuers the subject of its research reports. In some instances the costs of such site visits or meetings may be met in part or in
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whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific circumstances relating to the
site visit or meeting.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to
http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.htmlor from Research Compliance, 200 West Street, New York, NY
10282.

© 2012 Goldman Sachs.

No part of this material may be (il copied, photocopied or duplicated in any form by any means or (iiI redistributed without the prior
written consent of The Goldman Sachs Group, Inc.
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Americas: Utilities: Diversified

Equity Research

Takeaways from AGA conference management meetings

AGL Resources (GAS): Moderate growth, riding through cycle
AGL remains focused on capturing $60mn of synergies from its Nicor

acquisition, and does not sound bullish on rate base growth (2%-3%). On the

non-regulated side, AGL is trying to ride through the current cyclical lows.

Atmos Energy (ATO): Bullish rate base growth, bearish non-reg
We came away bullish on the 8.0%-8.5% rate base growth CAGR for Atmos

from infrastructure enhancement spending. ATO's Mid-Tex rate case is

crucial, as it will set potentially long-term return parameters. Atmos

remains relatively bearish on a recovery in its wholesale business.

Spectra (SEI: no change to core structure/strategy
Spectra (SE, Neutral) continues to defend its corporate structure, where

capital and earnings remain at the C-corp parent, as it would trigger tax

leakage from selling depreciated assets or Canadian holdings to its MLP.

We believe investors are becoming more focused on SE's structure,
especially given the strong performance of peers OKE and WMB. On M&A,

Spectra stressed it does not need to pursue transactions to drive growth.

Global Investment Research

Goldman Sachs does and seeks to do business with
companies covered in its research reports. As a result,
investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of th is report. Investors
should consider this report as only a single factor in making
their investment decision. For Reg AC certification and other
important disclosures, see the Disclosure Appendix, or go to
www.gs.com/research/hedge.htmL Analysts employed by non
US affiliates are not registered/qualified as research analysts
with FINRA in the U.S.

TransCanada: Mainline grind continues; LNG pipeline potential
We focused on the financial grind of the Mainline natural gas pipeline,
where we do not see an easy way out of the fundamental shifts happening

in the gas market. We credit management with attempting to keep the

Mainline toll competitive but expect a contentious hearing and decision
process through 2012. On Canadian LNG, we believe TRP wi II aggressively

bid, in part to defend the conventional production in its Alberta system and

due to potentially longer contract terms and better counterparty credit risk.

Theodore Durbin
(2121 902·23121ed,durbin@gs.com Goldman, Sachs II< Co,

ONEOK (OKE/OKS): growing oil infrastructure, NGL competition
Despite its recent "Bakken Express" oil pipeline announcement, ONEOK

feels no pressure to upward integrate into lease gathering or downward

into oil storage to drive volumes on its system. We came away more

positive on the "Bakken Express," but we still expect strong competition.
On NGLs, ONEOK remains bullish on prices and geographic spreads in the

short to medium term but acknowledges "optimization" margins will likely

decline in 2013. and will seek to replace those spread-based earnings with

fee-based earnings. We believe ONEOK's NGL competition remains fierce,

The Goldman Sachs Group, Inc.
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We met with management of Spectra, ONEOK, TransCanada, AGL Resources, Atmos

Energy, and WGL Holdings at the AGA conference in Scottsdale, AZ. We maintain our

estimates and price targets on all companies. Our key takeaways are below.

Spectra (SE): no change to core structure/strategy; open to M&A,
less positive on LNG pipeline
Spectra (SE, Neutral) continues to defend its corporate structure, where the bulk of capital

and earnings remain at the C-corp parent, with its MLPs (SEP, DPM) used for opportunistic

acquisitions and smaller growth projects. Management expects it would trigger significant

tax leakage from selling highly depreciated natural gas pipeline assets like TETCO or its

Canadian operations to its MLP, and remains concerned any uptick in interest rates or

change in tax law could quickly erode any MLP cost of capital benefits. We believe

investors are becoming more focused on SE's structure, especially given the strong
performance of peers OKE and WMB which have fully embraced the LP-GP structure.

Management could respond to such questions by increasing its dividend payout ratio,

particularly as its earnings mix becomes more fee-based.

On M&A, Spectra stressed it does not need to pursue transactions for growth given its

slate of organic projects, particularly at DCP Midstream, and sees current low teens EBITDA
multiples for acquisitions as too expensive. Nonetheless, management remains open to

M&A, particularly in the Marcellus, gathering & processing, and in oil/refined products

infrastructu reo

On LNG we see Spectra and TransCanada as the two most likely midstream candidates to

construct a pipeline to the Canadian West Coast to serve LNG exports, with TRP slightly

better positioned given the large, liquid natural gas market in its Alberta system. For its
part Spectra believes the LNG investment opportunity at $2-$4bn, with upside to $5-$10bn

if further LNG exports are sanctioned. We sense Spectra would prefer to invest in higher

return, somewhat higher-risk gathering and processing assets versus regulated pipelines

where returns and risks are lower.

ONEOK (OKE/OKS): how big can it grow in oil infrastructure, and
can it stave off the competition in NGLs?
We spent significant time understanding the oil infrastructure opportunity for ONEOK

(OKE/OKS, Neutral/Sell) on the heels of its recent "Bakken Express" announcement. Unlike

its strategy for natural gas gathering in the MidContinent, ONEOK feels no pressure to

upward integrate into lease gathering in the Bakken or downward integrate into crude

storage to drive volumes on its system, taking more of an "if you build it, they will come"

attitude given relatively less competition in that basin. We came away more positive on the

potential success of the "Bakken Express," but we still expect strong competition from

incumbent Enbridge, from Kinder Morgan's proposed Pony Express gas-to-crude

conversion project, and other incumbent crude pipeline providers.

On NGLs, ONEOK remains bullish on the absolute price, and on the Conway-Mont Belvieu
spread (MB) in the short-to-medium term, driven by increasing petrochemical demand and

propane exports. Management acknowledges that NGL "optimization" margins will likely

decrease as the Conway-MB spread contracts in 2013 as new pipeline capacity comes

online, but expects to replace those spread-based earnings with fee-based earnings. We

believe competition in ONEOK's core MidContinent region remains fierce, with large
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players DCP. Enbridge. and Enterprise among midstream players aggressively pursuing
gathering, processing. pipeline and fractionation expansions.

TransCanada (TRP.TO): Mainline grind continues; LNG pipeline has
potential
We focused on the financial grind of TransCanada's (TRP.TO, Neutral) Mainline natural gas

pipeline. where decreased throughput has caused spiking tariffs to prop up TRP's cost of
service-based returns. We do not see an easy way out of the fundamental shifts happening

in the gas market, where Marcellus supply growth has displaced the need to move large

volumes from western Canada into the east. We credit management with attempting to

keep the Mainline toll competitive via lower depreciation recovery. more differentiated

zone and interruptible pricing, and some deferrals and a voluntary revenue haircut.

However, we expect a contentious hearing and decision process through 2012, as suppliers
try to keep costs down in the current low gas price environment. utilities/end users push

for a potential securitization (return of capital, but not on) of a portion of the Mainline rate

base, and all intervenors push back against TRP's requested 12% ROE (current: 8%).

On LNG. we believe TRP will aggressively bid for any potential pipeline projects to the

Canadian west coast, in part to defend the conventional production in its Alberta system
and keep it from being cut off by Spectra and growth in the Horn River and

Montney/Duvernay shales. TRP appears willing to accept a lower return on an LNG pipeline

than on non-regulated investments in exchange for longer contract terms and better
counterparty credit risk.

AGl Resources (GAS): Moderate regulated growth, riding through
non-regulated cyclical weakness
On the regulated side, AGL (GAS, Neutral) remains focused on capturing around $60mn of

cost synergies from its recently-closed Nicor acquisition. Management does not sound

particularly bullish on rate base growth (2%-3% annually) due to a continued weak housing

market, the offset from bonus depreciation. and limited upside to pipeline replacement

programs Which have already been in place for multiple years. AGL feels optimistic on
receiving regulatory approval for a settlement on its inherited performance-based rate

investigation in Illinois. but acknowledged the risk of an unfavorable order.

On the non-regulated side. AGL is simply trying to ride through the current cyclical

weakness in natural gas price volatility, which has negatively impacted its wholesale

trading business and natural gas storage contracting. along with margin degradation in
cargo shipping due to the weak economy and high fuel costs. We are not optimistic on a

rapid snap-back in either business. particularly in gas trading/storage where we worry the

market changes may be more secular than cyclical. Management may participate in future

natural gas pipeline development similar to WGL's new venture, but we do not expect
pipes to playa large role in the future.

Atmos Energy (ATO): Bullish rate base growth, but much hinges on
Mid-Tex rate
We came away bullish on the rate base growth prospects for Atmos (ATO, Neutral), which

is guiding to 8.0%-8.5% CAGR in regulated utility and pipeline rate base through 2016. ATD

expects significant growth from infrastructure enhancement spending, particularly from

the Texas "Rule 8" provision. and from pipeline connectivity projects. ATO's Mid-Tex (ex

Dallas) rate case has thus become crucial, as it will determine not just the revenue uplift in
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2013, but will set the return parameter for potentially multiple years of spending. ATO has

requested a $46mn rate increase premised on a 10.9% ROE. Management indicated it

remains far apart in its negotiations with its customers in Mid-Tex, and now expects to go

to a fully litigated decision in front of the Texas RRC this fall. ATO currently books a 9.7%

ROE in Mid-Tex ex-Dallas (80% of customers) and 10.4% in Dallas but at one point accepted

a 9.0% ROE for a Texas pipeline replacement program.

Atmos remains relatively bearish on a recovery in its non-regulated wholesale business
due to weak natural gas price volatility, but does not appear interested in fully exiting the

business. Finally, our discussions were notable in what was not discussed, i.e., M&A,

where management did not seem particularly keen on executing a transaction, in contrast

to its previously stated desire to add to growth via acquisition.

WGl Holdings (WGl): Getting bigger in non-regulated as others get
smaller
WGL Holdings (WGL, Sell) continues to push deeper into non-regulated businesses, via

Retail marketing, wholesale optimization, solar, commercial energy services, and now

pipelines with its "Constitution" natural gas joint venture proposal. We discussed the $1 bn
Constitution pipeline at length, but came away feeling the project is still in its early days

with significant commercial, construction, and permitting risk. Partners WGL and UGI (NC}

would off take approximately one third of the 1.2 Sefid of capacity, leaving significant

commercial effort required to bring the project into execution. And we expect Constitution

would face high construction and permitting risk in trying to build through or near heavily
populated areas in the Mid-Atlantic.

On the regulated side, WGL defended its decision to postpone setting new rates in

Maryland until late 2013, as it believes it can better match recovery of returns on its

pipeline integrity spending. Management is disappointed the MD legislature did not

approve rider treatment and more real-time recovery of integrity spending, but it remains

optimistic on the ultimate recovery of and return on that spending via the traditional rate
case process.

Rating and pricing information

AGL Resources Inc. (N/C, $38.50), Atmos Energy Corp. (N/C, $32.69), ONEOK Partners, L.P.

(SIN, $56.69), ONEOK, Inc. (N/N, $85.801. Spectra Energy Corp. (N/N, $30.36), TransCanada
Corp. (N/N, C$43.16) and WGL Holdings, Inc. (SIC, $39.33)
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access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman
Sachs. Bra;zil: Disclosure information in relation to CVM Instruction 483 is available at http://www.gs.comlworldwide/brazil/area/girlindex.htmL Where
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International on request.
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individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
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COMPANY UPDATEI ESTIMATE CHANGE

EPS FY 9/30 (ctd ops; ex MTM adj & one-time items)

Prior Prior Current

2011A 2012E 2012A 2013E 2013E

1Q $0.79 $0.59 $0.82 •
20 *$1.32 $1.24 $1.30

30 *$0.05 $0.31 $0.11

40 *$0.08 *$0.03 $0.06

Year $2.24 $2.24 $2.17 $2.45 $2.29 •
PIE 15.6x 16.1x 15.2x

*Exclusive of one-time items

Revenue ($MM) •
Prior Current Prior Current

2011A 2012E 2012E 2013E 2013E

10 $1,133 $1,101 A $1,169

20 $1,581 $1,246 A $1,282

30 $844 $586 A $581

40 $789 $683 $725

Year $4,348 $3,614 $4,176 $3,757 •

Company Description: Headquartered in Dallas,
Texas, Atmos is one of the largest natural gas-only
distributors in the US with customers in 9 states. ATO
has non-utility operations in 22 states. It also provides
natural gas marketing and procurement services and
manages company owned natural gas storage and
pipeline assets, including one ofthe largest intrastate
natural gas pipeline systems in Texas.

1-Mo. Average Daily Volume

Key Metrics
ATO - NYSE - as of

Price Target

52-Week Range

Shares Outstanding (mm}

Market Cap. ($mm)

Institutional Ownership

LT DebtITotal Capital

ROE

Book Value / Share

Price I Book Value

Dividend Yield

LTM EBITDA Margin

11/9/12

04'12

FY'12

04'12

$34.92

$39.00

$30.39 - $37.33

90.2

$3,148.8

358,158

60.2%

45.3%

9.2%

$25.86

1.4x

4.0%

16.0%

Natural Gas Utilities
Joel K. Havard, Spencer E. Joyce

J.J.B. Hilliard, w.L. Lyons, LLC
502.588.18331/502.588.8402

jhavard@hilliard.com /I sjoyce@hilliard.com
November 12, 2012

Atmas Energy Corp.
ATO - NYSE - Long-term Buy-2

Fiscal Q4 and Full Year 2012 Results for ATO.

Investment Highlights

• Atmos Energy Corp. rep0l1ed fiscal Q4' 12 (ending
9/30/12) adjusted EPS of $0.12 vs. $0.09 in the year
ago period. Full year fiscal '12 adjusted EPS of
$2.31 equaled the adjusted figure from 20 II.
Though the company does not regularly discuss
'continuing operations' EPS, we believe the figure
fell slightly from' 11. (see additional discussion)

• On the regulated distribution side, gross profit gains
from continuing operations were negligible for the
year, though regulated storage and transmission saw
increased margin of$28MM, or ~13%.

Capital Expenditures in fiscal '12 grew to $733MM
from $623MM in fiscal ' 11, with the bulk of yr/yr
upside dedicated to growth Capex.

On 1117/12, ATO announced a -1.5% increase in its
dividend. The quarterly payout moves from
$0.345/share to $0.35/share.

Management issued EPS guidance for full year fiscal
2013 in the range of $2.40-$2.50, exclusive of mark
to-market adjustments and any gain on sale of the
Georgia assets. We are trimming our 2013
continuing ops EPS estimate by $0.16 to $2.29, but
note our adjusted figure comparable to company
guidance is $2.43.

We are maintaining our Long-term Buy rating on
ATO and are keeping our $39 2-year price target.
Our target is derived by applying a base 16x multiple
to our 2013 continuing operations earnings estimate,
though in addition, we allow for a $2 premium as we
believe growth will continue into 2014. We believe
this is appropriate given our positive view toward
Atmos' growth strategy and the continuing low
interest rate environment.

Note Important Disclosures on Pages 4-5
Note Analyst Certifications on Page 4

J.JJl Hilliard, W1. lyons, LtC IMamber NYSEL flNflA &SIPC EQUITY RESEARCH
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November 12, 2012

Earnings at Atmos continue to be difficult to interpret and digest as the company recorded several
impairments in 2012, made a $lOMM charitable donation, and realized a gain on the unwind of two
Treasury lock agreements. Additionally, the company sold assets in Missouri, Illinois, and Iowa, and
announced plans to divest its Georgia distribution assets, thus reclassifYing material portions of its
business to discontinued operations.

We believe more important to the Atoms story is the firm's focus on growing regulated rate base in core
states where management believes ATO has critical mass, the best long-term growth prospects, and the
most attractive regulatory environments. We mentioned in our opening points that the majority of the
Capex increase is attributable to growth Capex, which are expenditures that the company expects to
recover via surcharges and rate increases. This focus is the core of our investment thesis in ATO, as we
believe regulated activities are more stable and predictable, and are worthy of higher valuation multiples.

CONSIDERATIONS AND RISKS

Utility operations are weather sensitive. Warmer weather can lead to lower total margin from lower
volumes of natural gas sold or transpOlted, while extremely cold weather may lead to conservation by
customers in order to reduce consumption.

Gas utilities face competition from alternative fuels. In the industrial market, many customers have the
capability of using both natural gas as well as another source of energy. Increases in the price of natural
gas can negatively impact a competitive position by decreasing the price benefits of natural gas to the end
user. The cost ofnatural gas from non-domestic sources may playa greater role in establishing the market
price ofnatural gas in the future.

Gas utilities are subject to regulation at the federal and state levels. Regulatory commissions and policies
vary from state to state, and have a significant bearing on the profitability of gas utilities. Additionally,
we anticipate a high level of capital expenditure over the coming years; inability to access the capital
markets may negatively impact the company's growth prospects.

Our Suitability rating is 2 on a I-to-4 scale (1 = most conservative, 4 = most aggressive).

Additional information is available upon request.

Hilliard Lyons Equity Research 2 Natural Gas Utilities
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Atmos Energy Corp. November 12, 2012

Atmos EnenIT Coro. FYE SeDt

(3,207)(l,94B)616O,B75)

V!;~liZEqi'i i'!i,:'~rmE"YH

2,531,863 693,292 889,008 325,051 732,113 929,628 339,644 301,277 2,302,662
219,373 56,759 58,037 67,073 61,300 62,680 72,439 73,442 269,861

2,024,893 444,176 370,763 256,250 466,000 389,301 269,063 450,000 1,574,364
(428.495 (93,054) (74,'58) (62,543) (90,0001 (100,000) (J 00,000) 000,000) (390,000

4,347,634 1,101,173 1,243,450 585,831 1,169,412 1,281,609 581,146 724,719 3,756,886

1,487,499 402,207 508,206 124,373 439,268 539,184 135,858 123,524 1,237,833
1,959,893 428,771 374,992 224,829 440,000 393,742 236,070 436,000 1,505,812
(426,999) (92,687) (74,009) (62,161) (89,000) (99,000) (99,000) (99,000 (386,000)

3,020,393 738,291 809,189 287,041 790,268 833,926 272,928 460,524 :1,357,645
1,3:17,:141 362,882 434,261 298,790 249,389 1,345,3:1:1 379,145 447,683 308,217 264,196 1,399,241

449,290 116,062 110,708 107,295 123,624 457,689 121,326 111,921 126,369 120,209 479,825
:In,099 59,215 60,272 59,819 60,783 :140,089 60,399 61,477 60,417 61,391 243,685
178,683 43,198 54,919 46,887 36,903 181,907 37,914 57,303 67,808 36,987 200,013

30,270 5,288 5,288
885,342 218,475 225,899 214,001 226,59S 884,973 219,640 230,702 254,594 218,587 923,523

441,899 144,407 208,362 84,789 22,791 460,349 159,505 216,9Bl 53,623 45,608 475,718

860,354

477,151

460,513
211,589
188,252

1,337,505

1,820,627
2,032,567
(470,864)

4,719,835

3,382,330

2,842,638
203,013

2,146,658
(472,474)

Gross profit
Operating Expenses

Operations & NIaintenance Exp
Depreciation & Amortization
Taxes, other than Income

Impairment oflong-lived assets

Total purchased gas cost

Op erating Revenues
Natural Gas Distribution
Regula1ed TrarulnTIssion & Storage
N onregulated
Interse/mlent eliminations

Total Operating Revenues
Purchased gas cost

Natural gas distribution segment

Nonregulated segment
Int~:rsegtnent eliminations

Total Op E"l'

Operating income

Other Income (E"1'ense)
]'vliscellaneous Income (Expense) (156)1 21,499 I (1,875) 616 (1,948) (11,059)1 (14,266)

Total other income (expense) (156)j 21,4991 (1,B75) 616 0,948) 01.059)1 (14,266)
Interest charges 154,360 150,825 35,442 36,660 34,923 33,896 HO,921

O,B75)
34,896

616
34,896

0,948)
34,896 34,896

(3,207)
139,584

Inc Cont'd Ops pre-tax 1 322,635 1 312,573 1 107,090 172,318 47,918 (22,164)1 305,162
Income tax expe=e 124,362 113,689 41.302 66,408 17,774 (21,878) 103,606

122,734
47,B66

182,701
63,946

16,779
6,544

10,712
5,249

332,927
123,605

Net Income Confd Ops I 198,2731 198,8841 65,788 105,910 30,144 (286)1 201,556
Income from Disc 00. 7,566 8,717 2,719 3,201 988 8,253 15,161

74,868
7,000

118,756
2,000

10,235
2,000

5,463
2.000

209,322
13,000

Netincorne I 8205,839 I 8207,601 I 68,507 109,111 31,132 7,967 I 8216,717

Average shares outstandin;: (FD) I 92,422 I 90,652 I 90,546 90,322 90,993 91.224 I 90,771

81.868

91.324

120,756

91.424

12,235

92,939

7,463

95,969

$222,322

$0,90 $1.32 $0,13 $0.08 $1.43

EPS Ex
IHTM
Guidance.
$2,30-$2.40Rate of Ch;l:ng~Analysis:

($0,05) ($0.07) $0 14
es) $0,05 $0.03 $0.00

$2,17 $2,24 $0.59 $0.82 $1.30 $0,11 $0.06 $2.29

$2,20 $2.31 $0.61 $0.90 $1.32 $0,13 $O.OB $2.43

I $].340 I $1.360 I $0.345 $0.350 $0.350 $0.350 $0.350 I $].400
EPS Ex
I\ITM&
Gain on GA
sale
Guid.ance.
$2.40-$2.50

Gross margin

Operating income
EBITDA
Marcin Anal)'sis:

1.40/0'
9.30/0'

6.20/0

0.8%.
-7.4"Yl'I

-2.90/"

MO.5o/lt
-7 .O~-C

-3.1 ~'O

-4.3~'o

-1.3~'o

O.7~'O

12.0~,~

148.8%
58.9%1

3.0~'~

-44.9%
-17,5~lo

1.40/0
4.2°A,

4_7%

4.5%
10.5%
8.0%

3.1 ~/(J

4.1%
3.7%

3.2%
-36.8%
-21.1 ~iri

5.9~;D

100.1~'O

28,0%

4.0%
3~3o/g

2.7%.

O&MiG)v[ 34.4% 33,9%
D&A/GM 15.8% 17,[ %
Taxes, other than income/G!vr 14.1 %, 13.5%.
Operating inc.ome/Gl"vl 35~7% 33.30/0

Net mcome/GNI 15.4D/o 15.6°A.
Tax rate 38.5o/~ 36.4%

Source: Company rep0l1s and Hilliard Lyons estimates

32.0~'O 25.5~-'O 35.9%1 49.61)/0 34.0% 32.0°;0- 25.0% 41.0% 45.5% 34.30/..
16.3l}'l, 13.9% 20.0·Yo 24.4% 17.80/... 15.9~/ll' 13.7~/(I 19.6?-o 23.2~/;' 17.4o/l'lo
11.9% 12.6 Cl/o 15.7% 14.8~/c 13.5% 10.0% 12.8% 22.0% 14.0% 14.3 n/ ..

39_8% 48.0% 2S.4?lo 9.1% 34.20/00 42.1%· 48.5% 17.4% 17.3% 34.0 11/o
18.9% 25.1% lOA% 3.2% 16.1% 2L6~'O 27.0% 4.0% 2.8-;','0 15.9%
38.6~'O 38.5% 37.1% 98.7% 34'{) 0/0 39.0% 35.0% 39.0~';' 49.0% 37.1%..
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Atmos Energy Corp.
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TO OAG DR NO. 1·183

November 12, 2012

Analyst Certification

I, Joel K. Havard, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

I, Spencer E. Joyce, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific reconunendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability.
They do not receive direct payments from investment banking activity.

Suitability Ratings

1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "l" or is
subject to event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity,
sporadic earnings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenues, volatility, low
trading volume or a narrow customer or product base

Investment Ratings

Buy - We believe the stock has significant total return potential in the coming 12 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expect
solid returns to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and
may be used as a source of funds if better opportunities arise.
Underperform - We believe the stock is vulnerable to a price setback in the next 12 months.
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Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

No Banking
90%
90%
100%
0%

Banking
10%
10%
0%

100%

#of % of
Stocks Covered Stocks Covered

59 44%
69 51%
4 3%
2 1%

Rating
Buy
Hold/Neutral
Sell
Restricted
As of 7 November 2012

Other Disclosures

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J,J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

J.J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services finn that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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EPS FY 9{30 (ctd ops; ex MTM adj & one-time items}

Prior Current Prior Current •
2011A 2012E 2012E 2013E 2013E

1Q $0.79 $0.59 A

2Q *$1.32 $1.24 A

3Q *$0.05 $0.31 A

4Q *$0.08 $0.22 $0.10

Year $2.24 $2.28 $2.24 $2.55 $2.45 •
PIE 16.4x 16.3x 14.9x

*ExcJusive of one-time items

Revenue ($MM)

Prior Current Prior Current

2011 A 2012E 2012E 2013E 2013E
1Q $1,133 $1,101 A

2Q $1,581 $1,246 A

3Q $844 $586 A

4Q $789 $733 $683 •
Year $4,348 $3,999 $3,614 $4,294 $4,176

Company Description: Headquartered in Dallas,
Texas, Atmos is the largest natural gas-only
distributor in the us. It serves more than three million
utility customers in 12 states, and has non-utility
operations in 22 states. It also provides natural gas
marketing and procurement services and manages
company owned natural gas storage and pipeline
assets, including one of the largest intrastate natural
gas pipeline systems in Texas.

COMPANY UPDATEI TARGET CHANGE
ESTIMATE CHANGE
Key Metrics

1-Mo. Average Daily Volume

ATO - NYSE - as of

Price Target

52-Week Range

Shares Outstanding (mm)

Market Cap. ($mm)

Institutional Ownership

LT DebtITotal Capital

ROE

Book Value / Share

Price / Book Value

Dividend Yield

LTM EBITDA Margin

8/9/12

Q3'12

FY'11

Q3'12

$28.51 -

$36.61

$39.00

$37.33

90.0

$3,296.0

606,455

58.0%

45.4%

9.2%

$25.88

1.4x

3.8%

16.0%

Natural Gas Utilities
Joel K. Havard, Spencer E. Joyce

J.J.B. Hilliard, W.L. Lyons, LLC
502.588.1833//502.588.8402

jhavard@hilliard.com /I sjoyce@hilliard,com
August 10,2012

Atmos Energy Corp.
ATO - NYSE - Long-term Buy-2

Fiscal Q3'12 Results; Raising Price Target.

Investment Highlights

• Atmos Energy Corp. reported fiscal Q3'12 (ending
6/30/12) adjusted EPS from continuing operations of
$0.31 vs. $0.05 in the year ago period. Our estimate
called for $0.17/share and consensus stood at
$0. 16/share.

• The strong increase in year-aver-year EPS for the
quarter was largely attributable to the non-regulated
segment, which realized benefit from transactions
entered into during 1H' 12.

In the quarter, gross margin from continuing
operations increased negligibly for the distribution
segment, though the regulated storage and
transmission segment posted a gain of ~$13.5MM,or
~25%.

Management reiterated EPS guidance for full year
2012 in the range of $2.30-$2.40, though this
includes discontinued operations and an anticipated
~$0.06/share gain on the sale of MO, IL and lA
assets. Despite the upside to Q3, our full year 2012
EPS estimate for continuing ops falls by $0.04 to
$2.24 due to an adjustment for discontinued
operations. Also due to discontinued ops, our 2013
EPS target falls by $0.10 to $2.45.

We are maintaining our Long-term Buy rating on
ATO, but are raising our two-year price target by $2
to $39. We derive our target by applying a 16x
multiple to our 2013 earnings estimate. While 16x
represents a premium to ATO's realized PIE multiple
over the past several years, we believe this is
appropriate given our positive view of company
prospects and the continuing low interest rate
environment.

Note Important Disclosures on Pages 4-5
Note Analyst Certifications on Page 4

J,J,B. Hilliard, WI, Li1ons, LtC jMel1lbef !\lYSE, FINRA &SIPC EQUITY RESEARCH



Atmas Energy Corp.

ADDITIONAL DISCUSSION

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

August 10,2012

The upside on a year over year basis was quite dramatic this quarter, though we remind investors that this
was somewhat anticipated as margin locked in during 1H' 12 was realized. This process may impact Q4
as well, but moving forward we believe the major story for Atmos remains regulated infrastructure
investment and the resulting rate case awards and recovery mechanism adjustments. Year-to-date cap ex
spend is nearly $500MM, roughly $100MM above year-ago levels for the comparable period. The
majority of the increase is attributable to growth-oriented investment, which is expected to eventually be
recovered via rate increases. The company expects to grow rate base through 2016 at a compound annual
growth rate of 8%-8.5%, up from 6%-6.5% previously.

ATO completed the sale of its MO, fA and IL distribution assets on August I, and utilized the net
proceeds of ~$129MM to pay down commercial paper. Additionally, the company recently announced
the sale ofgas distribution assets in Georgia; ATO will offload ~64k customer meters for an estimated all
cash price of $14lMM. Though these transactions may seem counter to company strategy and may
detract from EPS over the near-term, we believe the divestitures will allow the company to focus on and
deploy cash into its areas that offer the greatest growth potential.

CONSIDERATIONS AND RISKS

Utility operations are weather sensitive. Warmer weather can lead to lower total margin from lower
volumes of natural gas sold or transported, while extremely cold weather may lead to conservation by
customers in order to reduce consumption.

Gas utilities face competition from alternative fuels. In the industrial market, many customers have the
capability of using both natural gas as well as another source of energy. Increases in the price of natural
gas can negatively impact a competitive position by decreasing the price benefits of natural gas to the end
user. The cost ofnatural gas from non-domestic sources may playa greater role in establishing the market
price of natural gas in the future.

Gas utilities are subject to regulation at the federal and state levels. Regulatory commissions and policies
vary from state to state, and have a significant bearing on the profitability of gas utilities. Additionally,
we anticipate a high level of capital expenditure over the coming years; inability to access the capital
markets may negatively impact the company's growth prospects.

Our Suitability rating is 2 on a 1-to-4 scale (l = most conservative, 4 = most aggressive).

Additional information is available upon request.

Hilliard Lyons Equity Research 2 Natural Gas Utilities
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.-:>.uuv"" ..... v •• '"-' ........ <-' .. H

,):sliZt,>'", 'c'.,$1):s)'i3Ji1"":
Operating revemlCS

Natural gas distribution segment 2,8841796 2,842,638 703,462 1,077,414 407,031 343,956 2,531,863 693,292 &89,008 325,051 293,934 2,201,285 2,316,313
Regulated transmission and stnrage 209,658 203,013 49,007 54,976 53.570 61,820 219,373 56,759 58,037 67,073 6&.002 249,871 269,861

Nonregulated segment 2,283,988 2,146,658 475,640 583,531 491,285 474,437 2 l 024l 893 444,176 370,763 256,250 411,153 1,482,342 1,980,000
Intersegment eliminations (509,33]) (472,474 (94,847) (134,424) (10&,271) (90,953) (428,495 (93,054) 04,358) (62,543) (90,000 (319,955) (390,000

Total Qp-erating revenues 4,869,111 4.719.835 1.133.262 1,581,497 843,615 789.260 4.347,634 1.1 01.173 1.243,450 585,831 683.089 3,613,543 4.176,174

Purcha'led gas cost
Natural gas distribution segment 1,887,192 1,820,627 412,526 698,410 206.839 169.724 1.487,499 402,207 508.206 124,373 117,374 1,152,160 1,239,308

Nonregul ated ::legrnent 2,169,880 2,032,567 450,462 563,473 477,880 468,078 1,959,893 428,771 374.992 224,829 402,930 1,431,522 1,886,000
Jntersegment eliminations (507,639) (470,864) (94.450) (134,054) (l07.909) (90,586) (426.999) (92,687) (74,009) (62,161) (89.000) (317,857) (386,000)

TQtal purchased ga.':l l;Ust 3,549,433 3,382,330 768.538 1,127,829 576,810 547.216 3,020,393 738,291 809,189 287,041 431,303 2,265.824 2,739,308

Gross profit 1,319,678 1,337,505 364,724 453.668 266,805 242.044 1,327,1.41 362,882 434.261 29E,790 151.785 1.347.718 1,436,866

Operating expenses
Operation and maintenance expense 485,704 460,513 114,490 114,162 112,665 107,973 449,1.90 116,062 110,708 107,295 105,750 439,815 486,402
Depreciation and amortization 211,984 211,589 54,777 55,467 56,932 59,923 227,099 59,215 60,272 59,819 61,614 240,920 244,524
T axeg, other than income 180,242 188,252 40,168 53,558 52,142 32,815 178,683 43,198 54,919 46,887 32,732 177,736 202,786
Impairment of long-lived assets 5.382 19,282 10,988 30,270 -

Tota.l operating expenses 883,312 860,354 209.435 242,469 232,727 200.711 885,342 218,475 225.899 214,001 200,096 858,471 933,712

Operating income 436,366 477,151 155,289 211,199 34,078 41,333 441,899 144,407 208,362 84,789 51.690 489,248 503,154

Other in'Come {eh-pense)

~Iiscellaneous income {expeos,e) (3,067) (156 (726) 26,202 (1,430) (2,547) 21,499 (1,875) 616 (1,948) (2,547) (5,754 (5,754
Total other income (expense) (3,067) (156) (726) 26,202 (1,430) (2,547) 21,499 (1,875) 616 (1,948) (2,547) (5,754) (5,754)

lnterest charges 152,638 154,360 38,895 37,875 35.845 38.210 150,825 35,442 36.660 34.923 34,923 141,948 143,692

Inc Contrd Ops pre-ta..... 280,661 322,635 115,668 199.526 (3,197) 576 312,573 107,090 172.318 47,918 14,220 341.546 353,708
Income ta.--e expense 97,362 124,362 44,568 71,366 (1,723) (522) 113,689 41,302 66,408 17,774 5,546 131,030 130,034
Net [ncome Cont'd Ops 183,299 198,273 71,100 128,160 (1,474) 1,098 198,884 65,788 105,910 30,144 8,674 210,516 223,674
Income from discontinued operations. 7,679 7,566 2.897 4.049 908 863 8,717 2.719 3.201 988 250 7,158 8,500

Net in'Come $190.978 $205,839 73,997 132.209 566 1.961 $207,601 68,507 109.\11 31.132 8.924 $217,674 $232,174

Average shares outslanding (FD) 91.620 92,422 90,408 90,533 90,127 90,576 90,652 90,546 90,322 90,993 90,993 90,714 92,708
Net Income per Share $2.07 $2.20 $0.81 $145 ($0.01) $0.02 $2,27 $0.75 $1.21 $0.34 $0,10 $2.40 $2.54

I>ITM gains (losses) ($0.23) ($0.05) $0.00 ($0.02) $0,00 ($OM) ($0.07) $014 {$O.07) $0.02
One.-rirne benefits $0.19 $0.05 $000 $0.12 (SO.07) ($0,02) $0.03 $0.00 $0,00 $0.00

$2,11 $2.17 $0.79 $1.32 $0.05 $0.08 $1.24- $0.59 $1.24 $0.31 $010 $2.24 $2.45

Dividends per share $1.320 $1.340 $0.335 $0.340 $0.340 $0.340 $1.355 $0.340 $0.345 $0.345 $0.345 $1.375 $1.395

EPS Ex·
MTI'I
Guidance.
S2.3Q.-$2.40

Source: Company reports and Hilliard Lyons estimates
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Analyst Certification

I, Joel K. Havard, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

I, Spencer E. Joyce, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability.
They do not receive direct payments from investment banking activity.

Suitability Ratings

1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "1" or is
subject to event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity,
sporadic eamings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenues, volatility, low
trading volume or a narrow customer or product base

Investment Ratings

Buy - We believe the stock has significant total return potential in the coming 12 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expect
solid returns to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and
may be used as a source of funds if better opportunities arise.
Underperform - We believe the stock is vulnerable to a price setback in the next 12 months.
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Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

No Banking
92%
98%
100%

0%

Banking
8%
2%
0%

100%

#of %of
Stocks Covered Stocks Covered

61 46%
64 48%
4 3%
3 2%

Rating
Buy
Hold/Neutral
Sell
Restricted
As of 8 August 2012

Other Disclosures

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

]J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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Natural Gas Utilities
James O. Lykins

J.J.B. Hliliard, WL. Lyons, LLC
502.588.1799/ jlykins@hilliard.com

February 8,2012

Atmos Energy Corp.
ATO -- NYSE -- Long-term Buy-2

FQi Results

Investment Highlights

• ATO reported FQ1'12 (ended December 31) EPS of
$0.61 versus $0.81, compared to the consensus $0.84
and our $0.83 forecast. However, results are exclusive
of unrealized margins, much of which should benefit
2H'12. Results were primarily negatively impacted by
the nonregulated segment, although the company
expects to generate positive results in 2H'12 due to
margins captured from forward spread values during
the quarter that are anticipated to be realized in 2H'12
when contracts expire and gains are recognized.

• Natural gas distribution gross profit increased
negligibly to $291.IM, driven by the positive impact of
rate increases that were largely offset by weather
nonnalization adjustment revisions. Regulated
transmission and storage gross profit increased 15.8%
to $56.8M mostly as a result of rate design changes
from the Atmos Pipeline - Texas rate case last May.
Nonregulated gross profit fell 38.8% to $15.4M driven
by a decrease in realized asset optimization margins.
Overall gross profit declined 1.0% to $362.9M and
O&M rose 1.4% to $116.1M, and rose just negligibly
excluding the provision for doubtful accounts.

• Rates will likely drive near-tenn growth, and ATO
believes it will grow rate base 6.0%-6.5% over the next
five years. It also has ~$66M in rate requests
outstanding, with plans to file another 10-15 cases in
FY'12 totaling $20M-$30M in the aggregate.

• ATO reiterated FY'12 guidance of $2.30-$2.40. We
are decreasing our FY'12 EPS estimate by $0.06 to
$2.30, but our FY'13 estimate of $2.55 is unchanged.
We maintain our $38 price target, which we derive
using a multiple of 15x our FY'13 EPS estimate, which
we believe is justified given the company's historical
trading range and growth prospects.

90,5

4.2%
1.3x

56.9%
53.4%
10.7%

52.0%

$25.03

$32.87
$38.00

12.9x

$2.55

348,312

Curro
2013E

$4,451

$2,970,3

$35.55-$28.51

Prior
2013E

$4,513

$861

$716

$1.39

$0.15

14.3x

$2.30

Curro
2012E

$0.61A

$4,432

$1,179

$1,676

$0.00
$1.49

$0.03

$2.36

2011A

20 *$1.35

Prior
2011A 2012E

20 $1,617

PIE 14.7x

LTM EBITDA Margin

EPS FY 9/30 (exel. unrealized gainsnosses & one-time items)

Prior Curro Prior Curro
2012E 2012E 2013E 2013E

Price/Book Value
Book Value/Share (12/11)

Dividend Yield

ROE (12/11)

30 *$0.05

LT DebtITotal Capital (12/11)
Institutional Ownership

Price Target

3Q $844

52-Week Range

3-Mo. Average Daily Volume

Shares Outstanding (mm)

Key Metrics

Market Cap. ($mm)

1Q $1,157

ATO - NYSE (as of 217/12)

10 $0,81

4Q $0.02

4Q $789

Year $4,407 $4,484

Year *$2.23

*Exclusive ofone-lime items
Revenue ($mm)

Company De.ycription: Atmos Energy Corp. is
headquartered in Dallas, Texas, and is the largest natural
gas-only distributor in the United States. It serves more
than three million utility customers in more than 1,600
communities in 12 stales, and has non-utility operations in
22 states. It provides natural gas marketing and
procurement services to industrial, commercial, and
municipal customers, and manages company owned
natural gas storage and pipeline assets, including one of
the largest intrastate natural gas pipeline systems in
Texas.

Note Important Disclosures on Pages 3 and 4.
Note Analyst Certification on Page 3.
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CONSIDERATIONS AND RISKS

CASE NO. 2013-0014<1
ATIACHMENT 1

TO OAG DR NO. 1-183

February 8, 2012

Utility operations are weather sensitive. Wanner weather can lead to lower total margin from a lower
volume of natural gas sold or transported, while extremely cold weather may lead to conservation by
customers in order to reduce consumption. Weather can also have a negative effect on the company's
agricultural sales associated with rainfall.

Gas utilities face competition from alternative fuels. In the industrial market, many customers have the
capability of using both natural gas as well as another source of energy. Increases in the price of natural
gas can negatively impact a competitive position by decreasing the price benefits of natural gas to the end
user. The cost of natural gas from non-domestic sources may play a greater role in establishing the
market price of natural gas in the future. Gas utilities are subject to regulation at the federal and state
levels. Regulatory commissions and policies vary from state to state, and have a significant bearing on
the profitability of gas utilities.

There are a number of items that can create volatility in the earnings results for the marketing segment,
including weather, customer demand, supply/storage levels, gas price volatility, customer
growth/retention, and accounting treatment.

Additional information is available upon request.
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Analyst Certification

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1·183

February 8, 2012

I, James 0. Lykins, hereby certify that the views expressed in this research report accurately reflect my
personal views about the subject company(ies) and its (their) securities. I also certify that I have not
been, am not, and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability. They do not
receive direct payments from investment banking activity.

Investment Ratings
Buy - We believe the stock has significant total return potential in the coming 12 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expect solid returns
to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and may be
used as a source offunds ifbetter opportunities arise.
Underperform - We believe the stock is vulnerable to a price decline in the next 12 months.

Suitability Ratings
1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "1" or is subject to
event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity, sporadic
earnings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenue, volatility, low trading volume
or a narrow customer or product base

________0 0_00 _
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Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

No Banking
94%
100%
100%
0%

Banking
6%
0%
0%

100%

#of %of
Stocks Covered Stocks Covered

64 47%
69 51%
2 1%
1 1%

Rating
Buy
Hold/Neutral
Sell
Restricted
As of 7 February 2012

Other Disclosures

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

J.J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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EPS FY 9/30 (ctd ops; ex MTM adj & one-time items)

Prior Prior Current

2011A 2012E 2012A 2013E 2013E

10 $0.79 $0.59 $0.82 •
20 *$1.32 $1.24 $1.30

30 *$0.05 $0.31 $0.11

40 *$0.08 '$003 $0.06

Year $2.24 $2.24 $2.17 $2.45 $2.29 •
PIE 15.6x 16.1x 15.2x

*Exclusive of one-time items

Revenue ($MM) •
Prior Current Prior Current

2011A 2012E 2012E 2013E 2013E

10 $1,133 $1,101 A $1,169

20 $1,581 $1,246 A $1,282

30 $844 $586 A $581

40 $789 $683 $725

Year $4,348 $3,614 $4,176 $3,757 •

Company Description: Headquartered in Dallas,
Texas, Atmos is one of the largest natural gas-only
distributors in the US with customers in 9 states. ATO
has non-utility operations in 22 states. It also provides
natural gas marketing and procurement services and
manages company owned natural gas storage and
pipeline assets, including one ofthe largest intrastate
natural gas pipeline systems in Texas.

COMPANY UPDATE/ ESTIMATE CHANGE

i-Mo. Average Daily Volume

Key Metrics
ATO - NYSE - as of

Price Target

52-Week Range

Shares Outstanding (mm)

Market Cap. ($mm)

Institutional Ownership

LT DebtITotal Capital

ROE

Book Value 1Share

Price I Book Value

Dividend Yield

LTM EBITDA Margin

11/9/12

04'12

FY'12

04'12

$30.39 -

$34.92

$39.00

$37.33

90.2

$3,148.8

358,158

60,2%

45.3%

9.2%

$25.86

1.4x

4,0%

16.0%

Natural Gas Utilities
Joel K. Havard, Spencer E. Joyce

J.J.B. Hilliard, WL. Lyons, LLC
502.588.1833//502.588.8402

jhavard@hilliard.com JJ sjoyce@hilliard.com
November 12, 2012

Atmos Energy Corp.
ATO - NYSE - Long-term Buy-2

Fiscal Q4 and Full Year 2012 Results for ATO.

Investment Highlights

• Atmos Energy Corp. reported fiscal Q4'12 (ending
9/30/12) adjusted EPS of $0.12 vs. $0.09 in the year
ago period. Full year fiscal '12 adjusted EPS of
$2.31 equaled the adjusted figure from 201l.
Though the company does not regularly discuss
'continuing operations' EPS, we believe the figure
fell slightly from' 11. (see additional discussion)

• On the regulated distribution side, gross profit gains
from continuing operations were negligible for the
year, though regulated storage and transmission saw
increased margin of$28MM, or ~13%.

Capital Expenditures in fiscal' 12 grew to $733MM
from $623MM in fiscal ' 11, with the bulk of yr/yr
upside dedicated to growth Capex.

On 11/7/12, ATO announced a ~1.5% increase in its
dividend. The quarterly payout moves from
$0.345/share to $0.35/share.

Management issued EPS guidance for full year fiscal
2013 in the range of $2.40-$2.50, exclusive of mark
to-market adjustments and any gain on sale of the
Georgia assets. We are trimming our 2013
continuing ops EPS estimate by $0.16 to $2.29, but
note our adjusted figure comparable to company
guidance is $2.43.

We are maintaining our Long-term Buy rating on
ATO and are keeping our $39 2-year price target.
Our target is derived by applying a base 16x multiple
to our 2013 continuing operations earnings estimate,
though in addition, we allow for a $2 premium as we
believe growth will continue into 2014. We believe
this is appropriate given our positive view toward
Atmos' growth strategy and the continuing low
interest rate environment.

Note Important Disclosures on Pages 4-5
Note Analyst Certifications on Page 4
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ADDITIONAL DISCUSSION

CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1-183

November 12, 2012

Earnings at Atmos continue to be difficult to interpret and digest as the company recorded several
impairments in 2012, made a $lOMM charitable donation, and realized a gain on the unwind of two
Treasury lock agreements. Additionally, the company sold assets in Missouri, Illinois, and Iowa, and
announced plans to divest its Georgia distribution assets, thus reclassifYing material portions of its
business to discontinued operations.

We believe more important to the Atoms story is the firm's focus on growing regulated rate base in core
states where management believes ATO has critical mass, the best long-term growth prospects, and the
most attractive regulatory environments. We mentioned in our opening points that the majority of the
Capex increase is attributable to growth Capex, which are expenditures that the company expects to
recover via surcharges and rate increases. This focus is the core of our investment thesis in ATO, as we
believe regulated activities are more stable and predictable, and are worthy of higher valuation multiples.

CONSIDERATIONS AND RISKS

Utility operations are weather sensitive. Warmer weather can lead to lower total margin from lower
volumes of natural gas sold or transported, while extremely cold weather may lead to conservation by
customers in order to reduce consumption.

Gas utilities face competition from alternative fuels. In the industrial market, many customers have the
capability of using both natural gas as well as another source of energy. Increases in the price of natural
gas can negatively impact a competitive position by decreasing the price benefits of natural gas to the end
user. The cost of natural gas from non-domestic sources may playa greater role in establishing the market
price of natural gas in the future.

Gas utilities are subject to regulation at the federal and state levels. Regulatory commissions and policies
vary from state to state, and have a significant bearing on the profitability of gas utilities. Additionally,
we anticipate a high level of capital expenditure over the coming years; inability to access the capital
markets may negatively impact the company's growth prospects.

Our Suitability rating is 2 on a 1-to-4 scale (1 = most conservative, 4 = most aggressive).

Additional information is available upon request.
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Atmo. Energy Corp. FYE Sept
!t6li~iStllteritili!$i\POOTsl:TPi"

Operating Revenues
Natural Gas Distribution :<!,84Z,638 Z,531,863 693,292 389,008 325,051 732,113 929,628 339,644 301,277 2,302,66Z
Regulated Transmission & Storage Z03,013 Z19,373 56,759 58.037 67,073 61,300 62,680 72,439 73,442 269,861
Nonregulated 2,146~65S Z,OZ4,893 444.176 370.763 256.250 466,000 389,301 269,063 450,000 1~574,364

Intersegment eliminations (4n,474 (4Z8,4951 (93,054) (74,358) (62,543) (90,000) (100,000) (100,000) (100,000) [390,000)
Total Operating Revenues 4,719,835 4,347,634 1,101,173 1,243,450 585,831 1,169,412 1,281,609 581,146 724,719 3,756,886

Purchased gas cost
Natural gas distribution segment 1,820,6:;!7 1,487,499 402,207 508,206 124,373 439,268 539,184 135,858 123,524 1,237,833
Nonreg1.l1ated segment 2,On,567 1,959,893 428.771 374,992 224,829 440,000 393,742 236,070 436,000 1,505,812
lntersegment eliminations (470,864) (426,999 (92,687) (74,009) (62,161) (89,000) (99,000) (99,000) (99,000 (386,000)

Total purchased gas cost 3,382,330 3,1}20,393 738,291 809,189 287,041 790,268 833,5'26 272,928 460,524 2,357,645
Gross profit 1,337,505 1,327,241 362,882 434,261 298,790 249,389 1,345,322 379,145 447,68' 308,217 264,196 1,399,241
Operating Expenses

Operations & Ivlaintenance Exp 460,513 449,290 116,062 110,708 107,295 123,624 457,689 121,326 111,921 126,369 120,209 479,825
Depreciation & Amortization 211,589 127,099 59,215 60,272 59,819 60,783 240,089 60,399 61,477 600417 61.391 243.685
Taxes, other than Income 188,252 178,683 43,198 54,919 46,887 36,903 181,907 37,914 57,303 67,808 36,987 200,013
Impairment oflong-]ived assets 30,270 - - - 5,288 5,288 - - -

Total Op Exp 860,354 885,342 218,475 225,899 214,001 226,598 884,973 219,640 230.702 254,594 218,587 9Z3,5Z3

Operating income 477,151 441,899 144,407 208,362 84.789 n.791 460,349 159,505 216,981 53,623 45,608 475,718

Other Income (Expense)
I\IIisceIlaneous Jncome (ExVet1se) (156 21,499 (j .875) 616 (1,948) 01,059 (14,266 0,875) 616 0,948) - (3,207)

Total other income (expense) (156) 21,499 (1,875) 616 (1.948) (11.059) (14,266) (1.875) 616 (1.948) - (3,207)
Interest charges 154,360 150,825 35.442 36,660 34,923 33,896 140,921 34,896 34,896 34,896 34,896 139.584

lne Cont'd Ops pre-tax 322,635 312,573 107,090 172,318 47,918 (22,164) 305,16Z 122,734 182,701 16,779 10,712 331,927
Income tax expense 124,36Z 113,689 41.302 66,408 17,774 (21,878) 103,606 47,866 63,946 6.544 5,249 123,605
N ellncome Cont'd Op. 198,273 198,884 65,788 105,910 30,144 (286) 201,556 74.868 118,756 10,235 5,463 209,322
[ncome from Disc; (}Ps 7,566 8.717 2,719 3,201 988 8,253 15,161 7,000 2,000 2,000 2,000 13,000

Net income $205,839 $207,601 68,507 109,111 31,132 7,967 $216,717 81,868 120.756 12,235 7,463 $222,322

Average shares outstanding (FD) 92,422 90,652 90,546 90,322 90,993 91,224 90,771 9l.324 91.424 92.939 95.969
,Net .~hare S2.20 .·S2.27 W,75 $.1-21 ••••••••••••.•••••• $034 $O;d) $2.37 ••· ..... ~?90 .... ~132 $.0·13 W08 $2.-t3

l'fIN! gain. (Io.ses) ($O.05) ($0.07) $0.14 ($0.07) $0.02 ($0.05)
One-time benefit. (charges) $0.05 $0.03 $0.00 $0.00 $0,00 $0.11 $0.11

Ad'u,tedEPS Coot'dOns ..... $2.17 $2.24 $0.59 $1.24 $0.31 $0.03 $2.17 $0.82 $1.30 SO.11 $0.064 S2.29

AdiustcdEPS ..... S2.20 $2.31 $0.61 $1<28 $0,32 $.0,12 $2;31 $0.90 $1.32 son $0.08 $2.43

Dividends per share $1.340 $1.360 $0.345 $0,345 $0,345 $0345 $1.380 $0.350 $0.350 $0.350 $0.350 I $1.400
EPS Ex-

MTM&
EPSEx- Gain onGA
MTM sale
Guidance. GlLidance~

Rate of Change Analysis: $2.30-$2,40 $2.40-$2.50
Gros s margin 1.40/0 -0.8%.. ~O.5% -4.3% 12.0~'D 30% 1.40/0 4.5% 3.1Yo 3.2~'O 5.9%, 4.0('/0

Operating income 9~3% ~7.4o/D -7.0~'o -1.3% 148,8% --44.9% 4.20/0 105% 4.1% -36.8~1~ 100.1'% 3.3%)

EBlTDA 6.2% -2.90/0 -3.1 ~/~ O.7~"'0 58.9%, ~17.5'Y1) 4.70/1) 8.00/0 3.7%. -21.1'% 28.0% 2.7o/Cl'
IHaTt':ID AJlalvsis~

O&M'GM 34.41'/0 33.9% 32.0~/l} 25.5% 359'% 49.6% 34~O%. 32.0% 2~.O% 41.0~~ 45.~% 34.3 0/0
D&NGM 15.8% 17.1 1Va 16.3% 13.9% 20_0~1~ 24.4% 17.8% 15.9% 13.7% 19.6~''Q 23.2~''Q 17.4%
Ta.~es, other than income/G1vr 14.1%) 13.5%1 11.9'}o. 12.6~/1) 15.7~Q 14.8% 135..../0 10.0% 12.3% 22.0~/(} 14.0~iO 14.3%

Operating income/GM 35.70/D 33.30/6 39.8%~ 48.0~'~ 28.4%, 9.1% 34.2%. 42.1 ~,~ 48.5~''O 17.4<}o 17,3~'o 34.0%
Net income/GM 15.4o/D 15.60/11" 18.9'%. 25.1 ~/o 10.4~'o 3.2~/(l 16.1'% 2L6% 27.0~lo 4.0% 2.8%. 15.9°/...
Ta-,:,rate 38.5o/Cl' 36.4o/n 38.6% 38.5~1~ 37.1 ~-'O 95.7% 34.0% 39_0~'o 35.Q';';u 39.0% 49.0~IO 37.1%

Source: Company reports and Hiliiard Lyons estlmares
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Analyst Certification

I, Joel K. Havard, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

I, Spencer E. Joyce, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability.
They do not receive direct payments from investment banking activity.

Suitability Ratings

1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "I" or is
subject to event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity,
sporadic earnings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenues, volatility, low
trading volume or a narrow customer or product base

Investment Ratings

Buy - We believe the stock has significant total return potential in the coming] 2 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expect
solid returns to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and
may be used as a source of funds if better opportunities arise.
Underperform - We believe the stock is vulnerable to a price setback in the next 12 months.
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Recommended Issues

Investment Banking
Provided in Past 12 Mo.

No Banking
90%
90%
100%

0%

Banking
10%
10%
0%

100%

# of %of
Stocks Covered Stocks Covered

59 44%
69 51%
4 3%
2 1%

Rating
Buy
Hold/Neutral
Sell
Restricted
As of 7 November 2012

Other Disclosures

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

J.J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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PRICE PERFORMANCE
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July 11, 2012

June marked the third month in a row of aggregate outperformance for our covered gas utilities versus the
S&P 500, though our group traded somewhat in tandem with the broader market. Our covered names
gained an average of 4.20% during June, versus an S&P 500 gain of 3.96% (Exhibit 1). Breaking a
string of three months of Atmos Energy (ATO) being the best performer in our coverage group, Piedmont
Natural Gas (PNY) was our top stock in June, edging out ATO with a gain of 6.17%. WGL Holdings,
Inc. (WGL) paced the laggards with a gain of only 2.05%. WGL's underperformance broke a streak of
three consecutive months in which New Jersey Resources was our most disappointing name.

Through the fIrst half of 2012 our covered gas utilities have declined an average of 4.53%,
underperforming the S&P 500, which had gained 8.31 % through the end of June (Exhibit 2).

For the trailing 52 weeks ending June 29, 2012, (Exhibit 3) our group's average return is roughly in line
with the +2% posted by the S&P 500. Over the period, five of our names have beaten the S&P large-cap
index, while two have lagged; the range of performance spans from -7% (Sll) to +8% (CPK). We remind
investors however, the performance figures we have discussed thus far disregard dividend income.

We held our ratings steady for each of our gas utilities during June, though we did issue an update note on
PNY in which we raised full-year 2012 and 2013 estimates. Additionally, we raised our price target on
Chesapeake Utilities from $45 to $48 early in July. We continue to recommend ATO, CPK and WGL for
purchase; we maintain Neutral ratings on NJR, NWN, PNY, and Sll.

Exhibit 1
Hilliard Lyons Covered Gas Utilities Monthly Price Performance vs. S&P SOo--Daily Chart

vs ATO vs cPt v', IllR o,s lUll v', FlIY 'ie:. '.<J V5 tiel
(Hay 31, 2012 TO Jun 29. 2012)

Source: Baseline
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Exhibit 2
Hilliard Lyons Covered Gas Utilities YTD Price Performance vs. S&P 50o-Daily Chart

','s ATD vs UK vs ILIf' vs V$ f'IIY vs I ','$ ;iGL
Wee 30, 2011 TO .JUri 29. 2D12)

12
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Source: Baseline

Exhibit 3
Hilliard Lyons Conred Gas Utilities One-Year Price Performance vs. S&P 500-Weekly Chart

vs no vs Cfl; 'IS fur vs !lXel VB Pen vs I v'S
(.Jul 01. 2011 TD ,.lUI1 29, 2(12)

12

-lOX-

Source: Baseline
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June marked quarter end for six of our seven covered gas utilities; we look for earnings reports to hit the
wire during late July-early August. ATO, NJR and WGL will be reporting numbers for fiscal Q3s, while
CPK, NWN and 811 will be releasing fiscal Q2 results. During the winter months in which gas utilities
typically earn the bulk of their profits, weather is a fairly constant issue; however, as we receive the
upcoming cycle of reports, we will be monitoring a wider range of company-specific issues. In a slight
departure from our usual format for our monthly commentary, we will briefly discuss an issue or two we
will be focusing on for each of our companies preparing to report.

Atmos Energy: During the first half of fiscal 2012, non-regulated operations were a significant drag on
year-over-year results; however, we believe a significant amount of margin was 'locked in' through
transactions in IH'12 that will be realized in 2H'12. With ATO's upcoming fiscal Q3'12 release, we
look forward to realizing some of the first benefits from these transactions.

Chesapeake Utilities Corp: Top on our list of points-of-interest with respect to CPK is the pending
acquisition in Worcester County, Maryland. We anticipate that the company will disclose some of the
financial details of the transaction, which will hopefully allow us to better proj ect the potential EPS and
balance sheet impacts of the purchase.

New Jersey Resources: An item will be closely looking for in conjunction with the NJR release will be
any guidance toward how many dollars worth of solar investment may be placed into service in 2013.
Any decline from the ~$IOOMM figure the company placed in 2012 will, in our opinion, likely lead to
lower year-aver-year EPS for the full year 2013.

Northwest Natural Gas: We look forward to discussing any potential upside to the storage operations in
relation to recent natural gas price moves. May and June saw a substantial rebound in raw gas prices, and
should the Mist and Gill Ranch facilities be firming, our overall outlook for the company would likely
improve.

Piedmont Natural Gas: Though PNY's current quarter does not end until 7/31, when the company does
announce its quarter, we will be looking for impact from the recently completed Wayne County power
generation project.

South Jersey Industries: While some of our criticisms of S11 have been based on their solar exposure,
going forward we are more concerned with growth in the core utility. Management believes regulated
operations should ultimately grow faster than the non-regulated business, and we will be looking toward
customer conversion and utility expansion to gauge the plausibility and success ofthis idea.

WGL Holdings: Our top priority in relation to WGL is the Commonwealth Pipeline. The ~$1B project
wrapped up its 'open season' bidding process several weeks ago, and we look forward to further clarity
on how the project is proceeding.

Hilliard Lyons Equity Research 5 Utilities



Utilities Monthly

CASE NO. 2013-00148
ATIACHMENT 1

TO OAG DR NO. 1-183

July 11, 2012

With a brief discussion of the upcoming earnings cycle complete, we now take a step back and revisit
some of the long-term secular trends that we believe are benefiting the gas utility industry. Our main
thesis points have remained relatively unchanged for the balance of2012, though we will touch on them
once again as we view investing as an on-going process. In general, we believe that raw gas prices
(Exhibit 4, page 7), which remain low by historical standards, represent a major tailwind for the group.
Low gas costs hasten customer conversions from alternative fuel sources such as propane and heating oil,
and we continue to see a secular trend toward gas fired power plants due to both cost and environmental
concerns. Additionally, we believe the natural gas space is relatively immune from presidential political
rhetoric. Conservatives champion natural gas from an economic perspective, while liberal viewpoints
generally concede that gas is a preferable alternative to coaL Furthermore, we view the increasing
discussion regarding CNG vehicles as a positive for the group. While we do not believe our utility names
will wind up operating extensive filling station networks, we do anticipate increased demand for
transmission and distribution pipeline as infrastructure is built to supply these stations. Finally, we
acknowledge that interest rate movements are difficult to predict; however, at current levels, the
industry'S average yield of3.6% may serve as an attractive alternative to fixed income interest payments.

We continue to recommend that investors focus their exposure within the gas utility space on companies
that derive a higher percentage of their earnings from regulated transmission and distribution operations.
With our positive outlook for the industry in general, we do not see the need for investors to take on the
additional risk presented by clean energy and/or ancillary projects. We view the more heavily regulated
names as more stable and predictable from an earnings perspective, and we also believe they stand to
benefit the most if investors seek a 'safe haven' trade should overall market conditions worsen. In June,
performance was mixed between our more conservative (ATO, CPK, NWN and PNY) and aggressive
(NJR, SJI and WGL) names, though we note that year-to-date and over the trailing 52 weeks (Exhibits 2
& 3) the former group of companies has materially outperformed the latter.

Our market-weight allocation recommendation stays in place this month. With the group trading rougWy
in line with the S&P 500 on average during June, not much has changed on the relative valuation front.
We continue to believe the added benefit of yield and potential stability in the face of a difficult broader
market effectively offset the potential risk rising from valuations that are bit higher than historical
multiples. As such, we continue to stay with a market-weight recommendation to the group.

Our favorite names in the space are Atmos Energy (ATO) and Chesapeake Utilities (CPK) due to the
growth prospects surrounding their regulated operations and their valuations relative to other companies
with a comparable business mix. We are also recommending WGL Holdings, Inc. (WGL) as our
preferred name in the space among companies with business mix tilted toward non-regulated operations,
and also point out that WGL is now the top yielder within our gas utility coverage universe.
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The spot price of gas rose 6.6% in June, though the upward move was not nearly as significant as the
~30% jump we saw during the month of May. We consistently remind investors that gas utility
profitability is generally decoupled from the commodity spot price, and we believe utilities are not
appropriate vehicles for investors seeking to gain exposure to commodity price movements. We do
believe however, that generally lower gas prices are a secular positive for the gas utility industry as they
promote usage of the commodity as a substitute for other energy sources. At current price levels, we
believe gas costs remain sufficiently Iowan an absolute basis such that much of the 'low price' tailwind
remains intact. Additionally and on the margin, we believe slightly higher and more volatile prices would
equate to some upside to storage operations and traditional optimization activities.

Select historical pricing data is shown in Exhibit 4 below.

Exhibit 4
Natural Gas Prices

Natural Gas Contract Prices
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Natural Gas utilities are highly weather sensitive as extremely hot or cold temperatures increase demand
for gas used in cooling and heating activities. This effect is most pronounced during the winter, which is
when gas utilities earn the majority of their profits for the year. We have discussed at length that weather
had a significant impact on calendar first quarter earnings throughout the industry; however, we note that
our weather concerns surrounding the gas utility space lessen as we enter the summer months.
Temperatures in June tended to be higher than usual for the Western half of the US, while temperatures
were relatively normal for the Eastern states (Exhibit 5). For the calendar second quarter (and the
reporting period for six of our seven names) temperatures were mostly above average, continuing the
trend from the January-March quarter. While our names are generally less sensitive to abnormal
temperatures that occur during calendar Q2 and Q3, we do note that Chesapeake Utilities with its electric
exposure in Florida may benefit slightly should temperatures continue to stay above average in that state
throughout the summer.

Exhibit 5
Temperatures by State-June 2012 / Calendar Q2 2012

June 2012 Statewide Ranks
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*For earnings announcements and quarterly results, please consult our most recent published notes.
Dividend announcements outside of raises omitted*

South Jersey Industries (SJI - $52.67, Neutral) 6/28/12-Issued $115MM of medium term notes
consisting of $64MM due in June 2015, $16MM due in June 2017 and $35MM due in June 2022.
Proceeds will be used to retire short-term indebtedness and for general corporate purposes, are unsecured,
and win pay interest rates of 2.39%, 2.71% and 3.46% for the 3-yr, 5-yr and lO-yr series, respectively.

Chesapeake Utilities Corp. (CPK - $45.98, Long-term Buy, $48 TP) 6/26112-Company announced
it had entered into an agreement to acquire the assets of Eastern Shore Gas Company and Eastern
Shore Propane Company, both of which are subsidiaries of Energy Equity Partners, L.P. The
combined services of these companies provide propane distribution to ~11.5k customers in
Worcester Co, MD. Financial details of the transaction have not yet been disclosed; however,
management expects the transaction to close during the fourth quarter of this year and to be
accretive to EPS beginning in 2013.

New Jersey Resources (NJR - $44.98, Neutral) 6/18/12--Company announced the NJ Board of
Public Utilities had approved its pilot program to build 5-7 CNG filling stations across the state
at an aggregate cost of~$lOMM. NJNG (distribution subsidiary) will partner with several 'host'
companies that intend to use CNG for their fleet vehicles in the near future. NJNG will build
and maintain a filling station in close proximity to the host, but the station will be required to
remain open to the public as well. Cost recovery from this venture is expected to come from a
rate case filing, which should occur early in 2013.

WGL Holdings, Inc. (WGL - $39.75, Long-term Buy, $44 TP) 6/18112-Announced, in connection
with its two JV partners, the successful completion of the non-binding open season for the
Commonwealth Pipeline. Results of the season indicate high demand for the project from a wide
range of customer types; final route selection and project design should be finalized in the
coming weeks.

Hilliard Lyons Equity Research 9 Utilities



CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-1 B3

Utilities Monthly July 11,2012

HILLIARD LYONS NATURAL GAS UTILITY COVERAGE LIST COMPARABLES
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During the month of June, stock prices for our covered water utilities gained an average of 6.98% versus
a rise of 3.96% for the S&P 500 (Exhibit 6). Artesian Resources (ARTNA) turned in a phenomenal
performance for the month and was our strongest covered name; the company gained 15.43%. American
Water Works (AWK) was our lone covered name to lag the S&P during the month, rising a mere 0.20%.
ARTNA and AWK broke strings of three consecutive months of Aqua America (WTR) and California
Water Service Group (CWT) being our top and bottom performers, respectively.

During the first half of 2012, our covered water utilities have generally mirrored broader market
performance; the group gained an average of7.55%, while the S&P 500 gained 8.31% (EXhibit 7).

For the trailing l2-months ending June 29, 2012 (Exhibit 8), performance has been quite strong as the
group averaged a -10% increase compared to a ~2% gain for the S&P. On the back a of strong June,
ARTNA has been our best outperfonner over the 52 weeks, rising roughly 18%, while the balance of our
covered water utilities posted returns ranging from +14% (AWK.) to -2% (CWT).

We took some significant action on the water utility front during June by raising ARTNA to a Buy rating
from a Long-term Buy rating and by raising our price target on WTR from $25 to $27 while leaving our
Long-term Buy rating in place. We are currently recommending ARTNA, AWK., CWT and WTR shares
for purchase; we hold a Neutral rating on shares of The York Water Company (YORW).

Exhibit 6
Hilliard Lyons Covered Water Utilities Monthly Price Performance vs. S&P 50o--Daily Chart

v'S ARTNA vs AJiK vs (,kT vs Hll 'IS YOFJJ
(May 31. 2012 TO Jun 29. 2D12)

14~(;"""" ........

Source: Baseline

Hilliard Lyons Equity Research 11 Utilities



Utilities Monthly

Exhibit 7
Hilliard Lyons Covered Water Utilities YTD Price Performance vs. S&P SOo-Daily Chart
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Exhibit 8
Hilliard Lyons Covered Water Utilities One-Year Price Performance vs. S&P 50o-Weekly Chart
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Much like our gas utility coverage universe, June 30 marked quarter-end for each of our water utilities.
We expect to see earnings reports begin during late July, though it will likely be mid-August before the
last of Our five companies have reported. All of our estimates are within $0.02 of consensus, which has
stayed relatively firm throughout the quarter, and while we are expecting to see improved year over year
results form each company we follow, we do not expect to see any major upside surprises.

Summer 2011 was exceptionally rainy along the Atlantic Coast, and we have been anticipating for some
time now that precipitation normalization could potentially present a tailwind to Q2 and Q3' 12 earnings.
Though we go into our precipitation analysis in greater detail beginning on page 14, we believe it is worth
mentioning that for Q2 we believe that our companies have indeed realized a benefit from lesser rainfall.
Moving past this quarter, we actualIy believe Q3' 11 was likely impacted more heavily than Q2' 11.
While we do not yet have any precipitation data for the third quarter of this year, we point this out to alert
investors that even after the upcoming cycle of reports, 'easy comps' may still remain a story for the next
several months. At this point, we are incorporating more normal rainfall numbers into both our Q2 and
Q3 projections (and thus our projections of equity fair values), though as better earnings numbers are
potentialIy realized, we note that the stocks may appear more attractive to investors that examine the
securities with metrics based strictly on trailing results.

Placing day-to-day concerns to the side, we believe there exists significant opportunity for our covered
names to expand through acquisition for the foreseeable future, and thus grow revenue at a rate much
faster than general population growth. As governmental fiscal situations continue to worsen, aging
infrastructure needs to be replaced, and environmental issues become more complex, we believe both
municipalities and small private system owners will increasingly look to monetize assets, which translates
into acquisition activity. Furthermore, we view the overalI regulatory environment in a positive light and
are confident that our companies can continue to achieve revenue growth via capital investment and
subsequent rate case awards.

In addition to our operational outlook, we believe the water utility space is among the rare groups that
exhibit growth characteristics while remaining largely immune to macro economic headwinds. The
industry is also relatively thinly-followed. Taking these two ideas in tandem, we believe water utility
stocks in general may see additional upside over time as the group gains the attention of a larger audience
due to the positive drivers and characteristics we have outlined.

As we move into July, we continue to recommend a market-weight allocation to the water utility industry.
For the past several months we have been urging investors not yet participating in the space to take an
additional look at our recommended names, though at this point, we are softening our stance somewhat.
The group on average has seen a substantial rise over the past ~2 months, and we believe in some cases it
may be prudent to wait for a pullback to accumulate additional exposure.

Our top pick in the space is currently American Water Works based on its long-term growth prospects
and its weaker performance relative to its peer group over the past 4-6 weeks. Regular readers of our
montWy piece may recall us mentioning ARTNA as a 'favorite' name previously; though we are bit more
reserved this month. We continue to view the company prospects very positively and we still find
Artesian attractive on a valuation basis relative to the broader industry; however, we believe a significant
portion of the 'mispricing' has been removed from the name as a result of the >15% rise the stock
experienced during June. Should the stock experience a material pullback, we would be inclined to once
again become more aggressive buyers.
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Precipitation data takes center stage in our day-to-day analysis of the water utilities as we move through
the summer months ofQ2 and Q3. Our top-down precipitation analysis for April was quite bullish, while
May was relatively neutral. As we look at the totality of the second quarter (Exhibit 9), we believe some
of the 'precipitation normalization' tailwind we have been looking forward to will come to fruition,
despite a couple of difficult year-over-year comparisons in June revealed in our granular tables. With the
exception of Florida and North Carolina, states where WTR maintains regulated operations, nearly every
state that our East Coast utilities operate in appears to have experienced more favorable (less)
precipitation. We remind investors that due to the Water Revenue Adjustment Mechanism in California,
CWT is much less sensitive to rainfall fluctuations.

The state of Texas has been a recurring topic of conversation in our monthly pieces, and we will briefly
touch on the region once again, though we believe this is becoming less of a story. June marked the
second month in a row in which drought conditions held roughly steady, and we mention the state this
month mostly to remind investors that Texas will have a slightly larger impact on WTR's Q2'12 versus
Q2'11 as the company closed on AWK's Texas assets (~5300 customers) in June of2011.

A couple of months back, we initiated a discussion of drought conditions developing in the northeast
(Exhibit 10), which could potentially affect ARTNA, AWK, WTR, and YORW. Conditions in the vital
areas of Long Island, Philadelphia, York and Adams Counties in PA, and much of NJ held relatively
stable, while conditions worsened somewhat on the Delmarva Peninsula (Delaware and Maryland). This
translates to Artesian Resources being the company we remain most concerned about. On the positive
side however, ARTNA maintains a relatively high level of system-interconnectedness, and if conditions
hold serve, we believe the company will avoid facing mandatory conservation measures this summer.
Additionally, we made it through the totality of Q2 with ARTNA sidestepping any mandatory
restrictions, meaning we are heading confidently into the finns expected Q2 earnings release early next
month.

As may be expected from the precipitation totals in Exhibit 9, drought conditions across the country on
average have worsened over the past several weeks (Exhibits 11 & 12). Most germane to our
investments in American Water Works and Aqua America are the upper Ohio Valley states of Missouri,
Illinois, Indiana and Ohio. While too much red can cause some issues, all of the light brown, orange and
yellow likely equates to increased consumption. The speed at which conditions have declined is a bit
unsettling, but at this point we believe it has still had a positive effect on operations.

Drought conditions as a whole are important because severe conditions may result in local authorities
placing limitations on water usage. Restrictions on washing cars, watering lawns, etc, may limit total
water consumption, thus lowering water utility revenue and profitability. This idea flows somewhat
contrary to the general rule-of-thumb in evaluating weather, which follows that generally lower
precipitation is beneficial for water utilities as customer consumption trends upward. An ideal summer
weather scenario in our opinion, includes just enough rainfall (occurring during the work week) to stave
off drought restrictions.

Exhibits 9-12 are followed by raw data tables that allow us to analyze precipitation on a more granular
basis for select measurement locations across the country. We have selected the locales based on the
service areas of our covered water utilities.
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Exhibit 9
Precipitation by State--Q2 2012 vs Q2 2011

April-June 2011 Statewide Ranks
Nall'lnal Cllmallc Data cenlerlNESDl$JNOAA
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*Note: None of our covered companies do business in the state of South Carolina.

Exhibit 10
Northeast Drought Conditions-Current
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Exhibit 11
US Drought Conditions-Current vs ~1 Month Ago
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US Drought Outlook-Current vs ~1 Month Ago
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Utilities Monthly

RAW PRECIPITATION TOTALS (SELECT LOCATIONS)

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

July 11, 2012

*Note: A date in the 'Days ofPrecip' column indicates that data is not yet available; the date listed is the
last date we checked for data. New to this month's issue, we have color coded our data by company
affected: AWK, WTR, AWK & WTR, ARTNA, YORW.

April 2010-2012

Apr']l.
Sunday Tot W«kcnd!Days of Tfltal O,mtinUQUS Temp. ran~ Saturday Sunday Tot. Weekends Sahlrday

CommulV Sfale Cilv Stali'On PredD. lnches Prer:ln. Davs AVI!. hiIlo OF PreciD. D.avs PreciD. Davs w!Pr~in. Precin. In. l'recin. Jtl. wI PredA. 111.
AWKIWTR NJ New Brunswick 3 SE 7 3.15 4 04.7141.5 I 2 0 0.01 0.36 0.37

AWK PA MeKc,", (Pi'bgll) McKccgport 10 i,97 6 63.27/37.6 0 3 " 0.00 0.65 0.65
AiVK MOnL St Louis St Louis Sci Ctr 9 6.68 7 709148.7 2 3 2 2.02 i,93 3.95
AWK IN Jndianilpolj::; Indy SE Side 10 2.0·1 8 62.7/40.3 3 3 2 0.15 1.31 1.46
AWK WV Chllrlcston wsro 10 3.6(, 7 66.7/40.0 0 2 0 0.00 0.~2 0.&2

AWKJWTR PA Pbilorlclphi, PbiUy Fmnk Imt 1 1.58 3 64.9147.6 0 2 0 a.oo G,m; a,m:
A.WK/WTR pA WLtIi<lllSp<Jrt Williamsport 2 1J 2.03 9 63.2/37.8 2 2 I O.2~ OAl 0.75

WTR OH Clc,,-c!bhd Chi P}X:\V,1 Luke 12 0.96 9 56.6/35.6 I 3 I G.29 O,3~ 0.67
WTR NC Charlotte COflcmd II LR3 9 73.9147.0 0 2 0 (>00 0.31 OJI
'.I'm. NC Raldgh Raleigh St Urny 5 2,3] 2 71.6143.:< " I 0 D.W Llfl I.ID
VtrR TX blllln!df<'L ~Vorih ~-1. W('Irth WSFO 4 2.ol2 [> 8O.I/GO.2 0 2 0 0.00 1.88 1.8B
WTR TX HoustOl:l NWSO 7 4.19 6 &1.2/(}3.3 0 I 0 0.00 0.32 0.32
WTR IL Kankakee Kkee r - WW Metro 5 15<\ 2 (,31141.1 I 0 0 (J.15 0.00 0.15
WTR FL Ol',al,l Ocala 3 Ug 2 Xf~.7!57.fJ 1 1 1 oAO I.D5 IA5

ARTNA OE Newark WLlmillgWIl P{lr{ 8 2.63 1 O4. 1/4 I.<i I 2 I 0.23 1.71 l,g'l
ARTNA DE NcwCasl!cCo Bear 2 " 2.82 G 64.9/40D 1 4 1 0.01 2.2B 2.29

--ARTNA MD S,",bill)' (--S OE) S,",bury 2N 8 3.41 4 68.&f44.7 0 2 0 D.OO 2.28 2.23
YORW PA York York Bliven 8 1.99 1 na 0 2 0 0.00 0.49 0.49

144 48.11 94 13 37 9 3.54 17.42 20.96
Apr 'it
D.aYS(Jf Total Continuous Temp. nm~~ Saturda.y Sunday Tot. Weekends Sliturday Sunday Tot. Weekel1&

Company State City Station I"redp. .nches rred ), Oavs An. "Milo OF Preclo. Days Pr&iD. Days wlPredl'. Precip. In. Preeil). Ill. w{Ptet.:iv. In.
AWK!WTR NJ Nev,' Brunswick 3 SE 16 7.17 B 63.3144.7 3 2 1 0.85 3.45 4.30

AWK PA McKces [pilbgh) McKcc£port 22 6.52 21 64.il4J.0 4 4 4 0.96 0.B4 1.80
AWK MOIlL StLou.is St Louis Sci etr 16 6.06 14 70.6I4U 3 2 2 1.41 0.35 !.76
AWK IN Indy Indy SE Side 19 W.19 18 62.5/41,B 4 3 3 ).32 0,57 I.E9
AWK WV Charl{'.sion WSFO dilm nol al'ailnbJc O.lJO

AWK/wTR PA IJ hiladclphil\ Pltilly FnlrlkInst 15 6.D7 11 65.2149.3 3 3 2 Lll 3.07 4.13
AWKIWTR PA Will Lam.'iport WiUimnspori 2 22 9J:i4 22 6O.7/42G 2 3 2 2.95 02g 3.23

WTR OH Clcvclrmd Chippcw:1 Lnke 20 5Al 1~ 5Ul92 5 4 3.5 0,17 0.63 1,40
WTR NC Charlotte Concord 10 2.36 8 75,6(49.9 2 2 I O.M) 0.18 1.53
WTR NC' Ralc[gh Ralcigll St Un b,' 7 3.98 4 77.(1/53.0 2 2 1 1.28 1.m 3.30
WTR TX Di.lHasiFL Worth FL Worth WSFO 7 2.72 4 R2.5/59.2 0 2 0 0.00 0.10 0.10
'.I'm TX Houston NV',rSO 2 0.\J2 0 !l2_7/63,2 1 u 0 0,01 a,GO 0,01
WTR lL Kankakee Kkec--WW Metro II .5,65 7 5~.8130.4 0 u 0 0,00 a.GO 0.00
WTR VI, Oct'll<l O\:a1,1 6 L56 2 3B.3/57,3 0 1 0 0.00 0.10 0.]0

ARTNA DE NC\vark \Vllmmb'1ail Port 14 4.58 10 63.9146.0 2 3 2 1.65 0,38 2.03
ARTNA DE New Cllsllc Co Dcar2 14 4.37 8 G6.3J4rj.9 2 3 2 1.98 n.lI 2.09
~cARTNA "ill Solsbmy (-S. DE) S,",bill)' 11 !,91 10 71.2149,4 3 1 0 O,4R 0.52 1.00

YOR\V pA York YQrkHo\,cll 12 7.24 10 66.2144,5 4 I I 2.3~ 0.01 2.39
225 86.65 180 40 36 24.50 17.95 13.21 31.16

Apr '10
Tot. Weekend!Days of Total Continuous Temp. nmge SaturdHy Sunday Tnt Weekends Saturday Sunday

CUmD8DV State Citv Station Preci l. Inches Predn. Datls Avp. hi!lu-"F Precio. DRVS Precin, Dns wlPreein. PrWn.ln. Pr-ecin,In. ,,"'J Pre-dn. In.
AWKiWTR NJ NC"lyBrnn.'>',\1.ck 3 SE H 2.54 5 6&.6J42.5 I I 0 0.12 0..\7 0.69

AWK PA MGKee,s (Pitbgh) McKeesport 9 1.63 7 686139.7 1 I 0 0.07 0.35 0,42
AWK MOl1L StLollis St Louis Sci Ctr IU 4.67 7 '1.1159.2 2 3 2 1.22 L85 3.07
AWK IN Indy lndy SE Side: , 2.37 6 69.3/45.6 2 2 I 0.13 fJ.57 0.70
AWK WV CharlCs:lml WSFO 7 2A5 4 73.6140.9 2 I I 0.27 0,48 0.75

AWKIWTR PA PhiladclJlhi<l PhiJJy Frank Insl JG 3.85 5 rj9.5J50.3 1 I 0 OJ)8 0.40 OAH
AWKIWTR PA Williamsport Wjjj iam.<J:port :2 10 1.90 9 70,4140.9 2 I I 0,03 0.67 0.70

\VTR all Ck...ellU,d Chippewa LOl.hc , 1.2.1 7 Ci4.5140.3 I I 0 012 0.38 0.50
WTR NC Cbilliollc Concord 5 1.44 0 7K5/49.1 I I 0 0.05 0,66 ().71
WTR NC RaJ~igh 4SW 5 3.21 4 18.5/50,9 0 I 0 0.00 {]3fJ u36
WTR TX DullaslFL Worth Fl Worth WSFO 6 3.t2 5 76.015[l.O 2 I 1 1.73 0'.42 2,]j.

WTR TX Hou~11 NWSO " 0.62 6 76.1/5'17 2 2 0 0. l4 {US 0.2'1
WTR 11, Kank~kC(; Md::ruWWTP 0.00
WTR rL Ocala OcaIn 5 0,42 0 M.5/57.1 0 0 0 0.00 0.00 OJK,

ARTNA DE Ncwflrk Wilmington 9 2_70 5 67.6/471 I I 0 O.fJ:."i 0.78 083
ARTNA bE NcwC<l~tk Co 8Cllr2 JI 2.9J • (l7.8/43.0 2 I I 0,(12 1.12 1.14
-ARmA MD Sni,bmy (-S. DE) Salsbury H 1.33 4 72.614H,4 I I 0 om 0.36 0,37

YORW FA York York Hm'en " L82 2 70.5/45.9 I 0 0 0.26 {l,On 0.26

+ Affecting WTR/A WK (~50% /~20% ofrev): Our Philadelphia location posted total rainfall of 2.58" versus 6.67"
and 3.85" in '11 and '10 respectively. Weekend days and inches of precipitation registered 2/0.08" in April '12
versus 6/4.18" and 2/0.48" in '11 and '10, respectively.

+ Affecting WTR (~7% of revenue): Weekend data held roughly flat from the year-ago April in Kankakee, IL;
however, total inches fell from 5.65" to 1.56"; total days and continuous days fell from 11 & 7 to 5 & 2.
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Utilities Monthly

May 2010-2012

CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. 1-183

July 11,2012

May 112
Tot. Weekend!Daysaf ToW C'DntinuollS: Temp. range Sliturday Sunday Tol Weekends Saturday Sunday

C<JmrJ;ftnV State Citv SUition P~dn. lnche:; pl"'ecin. Dav1< AVfJ. h:iJln OF Pre-ciD. DRVS Prel:"in. DRvs wlPrecin. Pr-ecin. rn. Fredo. In. wI P.recio. In.
AWKlWTR NJ New Bnmswick 3 SE 15 4,fij 13 74.3J.55,9 I I I D.20 0.06 0.32

AWK PA McKees (Pilbgh) McKeesport 1I 3.34 9 79.71.14.0 0 0 0 0.00 0.00 0.00
AWK MO~L SL Louis St Louis SCI Ctr 6 135 2 83.7162.5 1 0 0 D.n 0.00 0.12
AWK IN IIldinnnJXllis Indy SE Side: 7 4.43 4 79.6156.0 1 0 0 0.0] 0.00 0.01
AWK WY Chllrl(':sron WSFO 14 4.11 II 80.2155.9 1 I I 062 0.62 1.24

AWKIWTR PA PhiliJ.delphia "Phi [ly Frank ht'il 13 3.H4 9 76.4160.7 I i 0 fl.31 0,03 0,34

AWKI\VTR PA Williamsport Williamsport 2 lH 441 17 77.lV54.9 2 1 I 0.22 0.2{; OA8
WTR OH ClcvclaruJ Chippcw<iL<Jkc 9 4.54 5 76.9150.1 I 0 0 ].49 0.00 ]A9

WTR NC Chadollc COl1cord " 6A3 .I 8J.~J'S'J.6 u 0 0 0.00 0.00 0.00
WTR NC Raleigh Rll1cigh Sl On,,' LO 6_54 7 fi3.3/60.2 0 I 0 0.00 2.l6 2.](,

WTR TX D.'lIlIl~L Worth Ft 'Vorth wsro 5 2.02 4 87.2167.4 0 0 0 O.ll{) 0.00 OiJQ
Wllt TX Homlon NWSO 5 &.94 4 87.i/6B..1 I 0 0 5.63 tI.GO 5.63
WTR IL Kflnkl1kcc KJ;ce--,'{W Metro (, 2.43 2 7U154,4 0 " 0 0.00 0.00 0,00

\VTR PI. Ocala OcaJJ. 10 5.27 8 89.2/65.3 0 0 0 0.00 0.00 000
ARTNA DE Newark Wi lmingl.on Pmt 14 1.26 12 75.9/55.7 I 0 0 0.03 OOi) 0.03

ARTNA DE New Ca'>t!e Co Bear 2 12 2.04 10 76.3/562 0 0 0 0.00 O.(J(j 0.00
~ARTNA !l'ID Sal<bury (-S. DE) Sal,bwy 2N 15 2.,09 15 785159.3 1 u 0 0.02 0.00 0,02

YORW PA York YmkHavcn 18 5.40 16 01, I 2 I 0.11 0.03 0.14
196 75.09 153 12 7 4 8.82 3.16 11.98

r.bylll
DaYS(Jf ToW Continuous Temp. I'an~ SlItuI1lay Sundfty Tot Weekends Saturday Sunday To!.. Weekend

C<lmDHnV Sta'" City Station P~cil}. Inches PreDn. DaYli Avl!'. hilla CF Precin. Davs Prel'in. Davs w/Predv. Ptecin. lD. PreciD. 10. wfPl"ccin. In.
AWKI\VTR NJ New Brunswick 3 SE II 3.17 9 73.31.13.5 1 I 0 0.30 0.33 0.63

AWK PA McKee' (Pilbgh) McKeesport 18 4.iJQ 16 73.2/51.7 3 2 2 0.52 0,41 0.93

AWK MOIlL SL Louis SL Louis Sci Clr 19 3.40 19 7UI.l4,4 4 2 2 029 0.14 OA3
AWK IN Indy indy SE Side 16 5.67 14 40.7/52.7 0 4 0 0.00 0.96 0.96
AWK WY Chllrlestnn wsro dnta not <lvailablc

AWr.IWTR PA Philaddphia l'hi lly Frank In.'>t 10 2,57 'I 16.9151),9 I 2 I 0.49 0.20 0.75
A'>\'KIWTR FA Wjllilunspon WiIliam.:;fK1rl2 17 7,16 14 75.1151.7 3 2 I lU8 0.6E l.{IG

WTR DH Ch'.VcJand Chippewa Lill;c 20 9.B9 19 00 3 4 35 1,44 O.H~ 2.:12
WTR NC Chllr].oUc C(Jl1cord II 4.22 9 8U/593 2 I I 0.95 0.21 ]16

WTR NC Rilleigh Raldgh SL Uni,' " 4.~0 2 "28/593 I I 0 2.0l 1.65 3.<i"
WTR TX DitU'lYFI. Worlh Ft. Wor!hWSFO ~ .1.11, 7 :'\3.3/61.9 0 2 U O.lIO 1.11 III
WTR TX HoustDn NWSO I 0.10 0 8G.6/Ci1.8 0 0 0 0.00 0,00 0.00

WTR IL Kanknkcc Ki;ee·-\'{Vi MeLro 8 5.70 3 70.1150.8 0 0 0 000 0.00 0.00
WTR fL OC!lla Ocoj, 5 1.63 4 91.6/62.0 2 I I 051 0.93 144

ARTIiA DE NC\"'<l~~ Wilmingtrlll P<Jrt 10 4.5H 7 7·UV5{),6 1 I I 014 L39 1.53
ARTNA DE Ne\vCast!e Co &,,<2 10 3.63 8 76.3/55.6 2 I I 0.34 O,3:l 0,(16

~ARTNA MD Snlwury (-S. DE) Soh;;bury 5 ]05 2 79.0/57.0 1 I I (L08 0.03 0.11
YORW PA York YmkHa\'cn 13 6.42 13 NA 2 I 0 0.64 0.211 0.92

HIS 73.21 155 26 26 14.5'[) 8.09 9.58 17.67
May 110

Tot. W",k=d;D.R)1lilf ToW Continuous Temp. fenge SAturday Sunday Tot. Weekends Saturday Sunday
CDmvaDV State Cil. Station l"redp. lnebes Preclp. [)~vsAYE. hifj~ OF Frecin. Davs Precin. Davs. wfPrecin. PreOn. rn. F'n.cin, In. wfPrecin.ln.

AWKIWTR NJ New Brullswick 3 SE 13 2.6H 12 75.3153.1 I 2 0 0.13 0.1>4 0.17
AWK PA McKc~ (PiLbgh) M{;.K~CS:port 15 3.64 12 75.1150,5 3 2 0 0.6] 0.73 \.34
AWK MO~L St LQuis St Louis Sci Ctr 13 7.07 13 73.0/5".6 2 I I 1.44 D.J6 um
AWK IN Indy Indy SE Si.de 14 5.27 8 73.3154.4 2 2 I 0.82 1.22 2.04
AWK WY ChlU'lcston WSFO 15 7.30 13 7H.2153,4 4 3 2 0.68 0.5.1 1.13

AWKI\YTR PA Philadel phia Philly.Frank I'nst 11 1.6i 7 76.5159,g 1 2 0 O.ll 0,14 0.25

AWYJ\VTR PA Wil Iiamspoo Williamsport 2 15 3.2~ II 75.7/51.4 2 2 I 0-.72 0.2(1 0,93
WTR OH Clc\'c1.'md Chippl:wa Luke 13 2.90 II 7L3/5LO 2 4 2 0.54 0.45 0.99
WTR NC Charlotte Concord ~ 3,g7 3 '2.9/61." 2 0 0 0.79 0.00 0.79
WTR NC Rillcig.h 4SW 10 5.fD , 82.3163.4 2 2 I 2.3~ 0,94 3.32

WTR TX nallllslFL. Worth Fl WorlhWSrO 5 1.73 0 855165.9 0 2 0 (1,00 0, l6 0.J6
WTR TX Houslu-n NWSO 3 2.19 2 86,6169.0 1 0 0 000 OUO 000
WTR II. Kankakee Mcl.IoWWTP If. 4,51 15 74.2152.5 3 3 2 036 0.53 0.39
WTIt FL 0\;,11;\ Ocala II 6.{](l ID l)l.1J(i~,O 2 I t 0.28 035 O.<i3

ARTNA DE Newark Wilmington 7 2.48 74.6151.1 I 0 Il 0.2" 0,00 0.26

ARTNA DE NewCastle Co BcM2 10 21Y 8 75.4J53.9 0 I 0 0.00 0.17 1l.17
~ARTNA MD S.I,,,u.)' (-S. DE) Salehu')' 7 332 5 lH13158,O 0 I 0 {LOO 1.19 1.19
YDRW PA Ymk Ymk HavCIl In 3.26 6 773156,6 I 2 0 fJ.6G 0.19 u.85

+Affecting all companies: Across the board, weekend precipitation appears to be abnormally light. While total
precipitation and days of rain are roughly in line with one year ago, weekend days/inches are down from 52/17.67"
in May '11 to 19111.98" in May '12.

+ Affecting AWK (~10% of rev): Total precipitation days at our Missouri location fell from a whopping 19 (all
continuous) in ' 11, to only 6 total days with 2 continuous in ' 12. Weekend days/ inches fell from 6/0.43" to 1/0.12"
in'12.

+Affecting JflTR (~7% afrev): Days of precipitation fell from 20 (19 continuous) in May '11 to 9 (5 continuous) in
May '12 at our Ohio location. Weekend days/inches fell from 7/2.32" to 111.49". We remind investors that Ohio
takes on a greater importance to Aqua as a result of the asset swap with AWK.
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Utilities Monthly

June 2010-2012 (Note: totals not yet comparable due to 7 missing locations not yet reporting)

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

July 11, 2012

Jun'12
Days of Total Contiumms Temp. ran~ Saturday Sunday T<l1. Weekends S8lurday SundRy Tot. WeekenoJ,

Comnanv State Cifv Statiun rrecill. Inches Pndn. nayS AVf. hiJIo "F p..-erin. D,aV5 Precin. Davs wlfndn. Pr-edn. In. Precin.ln. wi Preciv. In.
AWKfWTR NJ New Brun:iwjek 3 SE 07/10/2012

AWK PA McKees (Pilbgh) McKeespvrt 10 2.76 6 83,2/56.3 2 0 (J 1.01 0,00 LOI
AWK MOIlL 51.. Louis Sl LOI.llS Sci Co- 4 L&5 ° 88.7/66.1 0 1 0 0,00 0.41 0.41
AWK IN Indianapolis Indy SE Side 4 0.32 J &4,2/60.1 1 1 1 0.01 0.08 0.09
AWK WV Charleston WSFO 0711012012

AWK/WTR f'A Philadelphia Phmy Fr;mk lust 7 4.0~ 4 82,~/65,6 3 0 0 2,29 G.GO 2,29

AWKfWTR f'A Williamsport WilliaJll'Oport2 07/10/20)2
WTR OR ClcvclnIld Ch.1PPCWi.lLil].;C G 1.96 4 :-:0.2/56.5 2 0 0 0.74 0,00 0.74
WTR NC Charlouc Concord 7 3.27 5 87,1160,9 1 0 0 0.21 0.00 0.21
WTR NC RtJ!cigh Raleigh Sf Univ 07110/2012
WTR TX D<lllusIFl. W(lrtll ft. Worth WSFO 6 177 3 93.9/73.4 0 1 0 0,00 0.02 0.02
WTR TX Housllln NWSO 10 54G 7 9LGnJ9 3 U 0 L61 0.00 1.61
WTR IL Kflllkllkcc K~cc-·WW Melra 4 /i5(, 0 &2.6/61.0 (> J 0 0.00 5,85 5)15
WTR fL Ocnla Ocal, 18 13,'50 I' Rf,.fJ/69.'J 3 2 2 0.71 2.27 291

ARTNA p~ Newark Wilm ington Port Ol/iO/2012
ARTNA DE New Castle Co Bear 2 10 7.24 8 &2.3/59.3 2 J J I.OC' 0,04 104

-ARTNA MD ",Igbu')' (-5 DE) SaI,bury 2N 0711012012
YORW FA York YmkHaveIl 07110/2012

49,(1lI 58 17 7 4 7.58 8.67 16,25
Jun 111
Da)"Sof Total Continuous Tl,'lDp. rangC!- Sa.turda.y Sunday Tot., We.cllends Saturday SUndflY Tot Weeker1d

Como,", State Citv Station Precin. Inches Precin. Davs; Avp". hilla "'F Precin. Dft~ PretiD. D8\'S wlP~in. Pretin. In. PretiD. 10. w} freOn. In.
AWKIWTR NJ New Brunswick 3 SE 9 2.(fl (, 8L9fGI.1 2 I 0 0.76 0,S8 1.34

AWK FA McKee::; (pl[bgh) McK~.::;porl 14 3.26 1J &2.0155.3 3 2 1 050 0.83 1.33
AWK MOIIL St Louis SL Louis Sci elI 10 G.M 8 84.5166.8 3 1 1 2.63 2.20 4,83
AWK IN lndy Indy SE Side 13 7,83 10 &1.l/62.4 3 3 2 0.49 1,6J 2,10
AWK WY Charleston WSFO dllUc not tlv<lilabl¢ 0,00

AWK/WTR PA Phi lildelpl:Ji:il PITi lly Frank Inst 7 2.43 2 &5.2/67.9 I 0 0 0.47 o,rnl 0,47
AWKfWTR PA Wi Ilimnspvrt WiUimusport2 II 257 ~ 82.GIW5 3 I 1 ~.94 0.25 1.19

WiR OR Clcvdand Chippewa Ltikc 6 2,11 4 RG.4/:S5.:!i I I I O,OG 0,02 o,m:
WTR NC Ch<Jdouc Concord 8 2.98 4 92.5167_9 0 2 ° ().OO 0.54 0.54
WTR NC Ri1I~i.!;b Raleigh S l Ut1.i .... 6 1.89 2 9L9/67.7 0 2 0 0,00 0.9-7 0.97
WTR TX DaJl(lg/I't.Worth Fl W{]rthWSFO 2. 2.{Jl 0 98.3/76.2 0 0 0 0.00 0,00 0.00
WTR TX Hou!;ton NWSO 6 2.54 4 94.9/74.3 1 0 0 0,06 0.00 0,G6

WTR 11, Kank,l= Kkce-WW l\'lctro 13 6.50 9 8].5161.6 0 0 0 O.uo 0,(10 000
WTR FL Oc;ila Ocala 11 6.15 10 94.4170,1 J I I 0_15 0.12 0.27

ARTNA DE Newark Wilmington Port II 3.11 7 l:l2.(J}65.2 J 1 I 0,)0 0.33 0.43
ARTNA DE Ne,,' C;Js!l~ Co BIC'ar2 10 3.95 " 83.7/62.5 ] 2 I O,~ 0.13 0.97

-ARTI-lA MD Snl,bu')' (-$, DE) SaI,billj' 14 1,r,5 10 ~7.216S.7 ) 3 2 0.21 0.43 0.64
YORW PA York YOrkH,lyCll 9 3,92 G nI, 1 2 1 0,04 lAO 1.44

161 63,03 108 24 22 12 7.25 9.41 16.66
Jun IlO

Days of Total Continuous Temp. nm~e Satur'd.ay SundBy Tot. Wmends Saturday Sunday Tot. Weeki:nm

Compan" State Otv Station PrecifJ. Inches Precio. DflvsAve. hillG <IF PreciD. DR"S Proec.lv. Da'r's wlPrecip. Predp.ln. Precio. In. wJP,-ecio. In:.
AWKIWTR NJ New Brunswick 3 SE 7 2,67 4 85.9/62.8 0 0 0 0.00 0.00 0.00

AWK FA McKc" (I'ilbgh) McKeesport 17 4.77 14 82.4}60.2 1 3 I 0.38 2.03 2.41
AWK MO/JL St Lou~ St Louis Sci Ctr J2 5.98 9 9OAl7{).9 2 I ) 0,09 (}J~2 0.91

AWK TN Indy Indy SE Si<:k~ 17 J 1.34 14 84.2/64.5 2 2 I 2.22 0.41 2.63
AWK WY Charleston WSFO 16 4.~0 14 8.1.7/63.8 2 I 1 O. Hi 2.16 2.32

AWKIWTR !'A Philadelphia Philly Fr.mk Im,t 7 1,15 0 g?lJI70.6 0 I 0 0.00 0,02 0.02
AWKIWTR PA William,tlpor1 Willi~nl-<;port 2 13 3,m 7 &).0162,1 I ) I U.5.5 1.J] 1,8G

WTR OH ClcvcJi.lnd Ch.ippcw<J Lak~ 12 UI JO 78.5/592 3 2 2 0,.12 L22 1.74
WTR NC Charlotte Concord W 4.02 5 92.517\1.2 2 I 0 0.34 0.10 0.44
WTR NC RlJlclgb 4SW O.lJO
WTR TX D.all<1:'/Ft. Worth I'i. WorthWSfiO & ),2& 5 94.7175.6 Q 0 0 0.00 0,00 0,00
WTR TX Houston NWSO II 7.4.1 11 90..1/75,4 0 0 0 0,00 (tOO 0.00
WTR IL Kanlwkcc MclcoWWTP D 11,45 6 82.7/63.7 I I 0 0.&1 3.00 3.81
WTR FL Ocala Ocain If, 3.8& 14 95.6172.9 2 I I 0.10 020 0.30

AR'TNA DE Nfm'<lfk Wilmington 7 1.40 3 ~7.IJ65.0 0 I 0 O,OU {].O6 0,06

ARTNA DE New c.1SlIc-CtJ B~~2 5 1.1.1 0 875/(>4.9 0 I " o Of) 0.02 0.02
-ARTNA MD Salsbury (-S. DE) Salsbury lJ 2.51 4 88.8/69.8 0 I ° 0.00 0.77 on
YORW PA York Yorh HayCD 5 2.08 2 8.1.1/646 0 I 0 0.00 1.25 1.25

+ Affecting AWK (~10% afrev): Total precipitation days at our Missouri location fell from 10 (8 continuous) in
'11, to only 4 total days (0 continuous) in '12. Weekend days/ inches fell from 4/4.83" in'l1 to 1/0Al" in '12.

- Affecting WTRlAWK (~50% /~20% afrev): Weekend days/inches rose from 1/0A7" in '11 to 3/2.29" in '12 at
our Philadelphia, PA, location.

-Affecting WTR (~7% afrev): Weekend days/inches rose from 0/0.00" in '11 to 1/5.85" in '12 at our Kankakee,
IL, location,

- Affecting WTR «5% of re\~: Weekend days/inches rose from 2/0.27" to 5/2.98" at our Ocala, FL, location.
Additionally, total inches rose to 13.80" in June '12 from 6.15" in June '11
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RECENT EVENTS-Hilliard Lyons Coverage Universe

CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. H83

July 11, 2012

*For earnings announcements and quarterly results, please consult our most recent published notes.
Dividend announcements outside of raises omitted*

American Water Works (AWK - $35.06, Buy, $38 TP) 6/28/12-American Water Works
announced an agreement to acquire the water system of the Town of New Whiteland, IN. The
system serves ~2100 customers and will be purchased for ~$4.2MM. American Water currently
has about 285k customers and serves ~ l.2MM people in Indiana; the state accounted for ~8% of
the company's 2011 revenue.

Artesian Resources (ARTNA - $21.50, Buy, $23 TP) 6/22/12-Due in large part to the annual
'Russell rebalancing', Artesian Resources gained 5.74% to close at a new 52-week high on
exceptionally heavy volume. More than 160k shares traded in the name versus usual volume of
10-20k. *Note: Since closing above the $20 mark on Friday, June 22, ARTNA has held its
gains and has moved slightly higher.

American Water Works (AWK - $35.06, Buy, $38 TP) June' 12-American Water made two rate
case announcements in June; the company received new rates in IN and filed a new rate case in
TN. Annualized revenue increases of $1.948MM were granted in the Hoosier state versus a
requested amount of $20.4MM. In Tennessee, AWK is seeking additional revenue in an
annualized amount of $10.5MM. The company's last rate case in the state went into effect in
April of2011, and the company expects its current case to be resolved in December of this year.

American Water Works (AWK- $35.06, Buy, $38 TP) June/July '12
June 29, 2012
American Water Works was forced to issue a 'Boil Water Advisory' as a bridge holding 3 large
water mains collapsed at its Swimming River Water Treatment Plant in Tinton Falls, NJ. The
advisory initially covered 22 towns in Monmouth County, NJ, and affected ~55k customer
accounts.

July 1,2012
Water service had been restored to 18 of the 22 towns; however, a mandatory outdoor water use
ban remained in place for all New Jersey American Water customers in Monmouth County.

July 2, 2012
American Water Works' New Jersey subsidiary lifted the 'Boil Water Advisory' for the
remaining 4 of 22 initial towns included in the warning. Normal service had been restored to all
customers affected by the bridge collapse; however, all of Monmouth County remained under a
mandatory outdoor water usage restriction aimed at facilitating ongoing repairs.

July 8, 2012
The majority of outdoor water usage restrictions were lifted for Monmouth County, with the
exception of some restrictions on select lawn-watering activities.
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ATTACHMENT 1

TO OAG DR NO. 1-183

Utilities Monthly July 11, 2012

HILLIARD LYONS WATER UTILITY COVERAGE LIST COMPARABLES

Acru at /i Estimate

Revenue Mkt PiB LTD I 5-Yr 3·Yr LFY Diy. Short
Price Target TIM Cap {Qmo.s.t Cap. EPS PIE Avg Avg EPS EVI Div. Payout Interest 3O-day

Comp:m} Ticker 10-Jul-12 Price Rating ($MMs) ($MM) recent) (%) FY'II FY'12E FY'l3E FY'I I FY'12E Y'Cl3E PiE Grow1h EBlTDA \1d, (%) Ratio Avg. Vol.

American 'Vater ,"Vorks AWK $ 35.06 $ 38 Buy 2,69L4 6,160,6 lAx 56.0 $1.73 51.99 $2.10 20.3x 17.6x 16.7x 19.0x 17% 9.lx 2.9°:'0 49 0.4% 794.455

Aqua America wm $ 26.08 $ 27 LTBuy 729.6 3,627.6 2Ax 53.0 $0.94 51.04 51.14 27.6x 25.lx 22.9x 24Ax 11% lUx 2,5% 66 3_7~/[J 723.014

Artesian Resources ARTNA $ 21.50 $ 23 Buy 65.1 16204 lAx 48.0 $0.83 SU7 SJ.22 26.0x 18.3x 17.6x 19.5x ~5% 10.lx 3,7% 79 3.3% 2~,;9G

California Water Service CWT $ 18.77 $ 20.5 LTBuy 501.8 786.6 1.7x 52.0 $0,86 Sl.03 51.13 2l.9x 18.3x 16.6x 21.3x n6% 8.6x 3.4% 74 3.3% 204245
York \Vater Company YORW $ 17.94 -- Neutral 40.6 230.2 2.3x 47.0 $0.71 $0.74 50.78 25.lx 24.lx 22.9x 23.9x 5% 12.3x 3.0% 77 3.2% 4D,8&O

Ayerages: 1.9' 51,2 24.2, 21l.7x 19.3x 21.6x 4.4% 10.3, 3.1% 69 2.8%
Saurce: Company repoTf.J, Baseline, andHilliard Lyons estimates

WATER UTILITY INDUSTRY COMPARABLES

Actual II Estimare

Revenue Mkt LTD! 5·Yr 3-Yr I TTM Curr I IDiV'1 Short
Price I TTM Cap Pricel Cap. Consensus EPS PIE Avg Avg EPS EBITDA EV I Diy. Payout Interest 3D--day

CompiIDy Ticker 10-Jul-12 ($MM) ($MM) Book (%) FY'IO FY'1I FY'12E FY'10 FY'l1 FY'12E PIE Gro"1h Share EBITDA Yld. (%) Ratio Avg. VaL

SIW

Source: CompaIlY reports and Baseline
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GLOSSARY

CASE NO. 2013-oo14B
ATTACHMENT 1

TO OAG DR NO. 1-183

July 11,2012

allowed rate of return- the rate of return a regulatory commission allows on rate base in establishing just
and reasonable rates for a utility; it is usually based on the composite cost of financing rate base from
debt, preferred stock, and common equity

decoupling- breaks the link between earnings and revenues, allowing utilities to encourage conservation
without being penalized from lower usage

DSIC- Distribution System Improvement Charge, infrastructure surcharge allowed in some states (inc!.
DE, IN, NY, & PA) that allows a portion of costs to be included in rates until a decision is rendered from
regulators for a rate case

Bcf- one billion cubic feet

Dekatherm- (Dth) unit ofheating value equivalent to 10 therms or 1,000,000 Btu's

desalination- removes salt and particulates from seawater, making it potable

heating degree day- based on extent to which the daily mean temperature falls below a reference
temperature, usually 65°F

IISM- Infrastructure Investment Surcharge Mechanism, similar to DSIC in CA

LDC- local distribution company

MCBA- Modified Cost Balancing Account, tracks cost changes such as those for supply mix variations
for later recovery or refund in rates and includes all wholesale costs, making balancing accounts more
equitable in regards to changes in prices for purchased water, pump taxes, and mix for supply sources in
California

Mcf- one thousand cubic feet

MMcf- one million cubic feet

peak-shaving- using sources of energy such as natural gas from storage to supplement the normal
amounts delivered to customers during peak-use periods; using these supplemental sources prevents
pipelines from having to expand their delivery facilities just to accommodate short periods of extremely
high demand

QIPS- QualifYing Infrastructure Plant Surcharge in IL, similar to DSIC

rate base- the value established by a regulatory authority upon which a utility is permitted to earn a
specified rate of return, generally representing the amount of property used in public service; the
investment included in rate base may be based on fair value, investment, reproduction cost, or original
cost; the rate base may provide for the inclusion of working capital with allowances for working capital,
materials and supplies

reverse osmosis- moves seawater through a series of filtering membranes with pores that let water
molecules permeate, but not salt and pollutants
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tberm- unit ofheating equivalent to 100,000 Btu's

CASE NO, 2013,00148
ATTACHMENT 1

TO OAG DR NO, 1,183

July 11,2012

WNA- weather nonnalization adjustment, the rate adjustment approved by certain regulatory
commissions that allow a company to increase the base rate portion of customers' bills when weather is
wanner than nonnal and decrease the base rate when weather is colder than nonnal

WRAM- Water Revenue Adjustment Mechanism, decouples water sales from revenues in CA

**Adjective Scale Used in Text**

Least Intense

Most Intense

Negligible/Immaterial
Slight
Mild! Minor
Modest
Moderate
Major/Severe

Additional information is available upon request.

Prices and allprice sensitive data as-ofTuesday, July 10, close
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RECENTLY PUBLISHED RESEARCH (listed chronologically)

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

July 1L 2012

Chesapeake Utilities C01p. (CPK - $45.98, Long-term Buy, $48 TP) 7/2/12: Acquisition Announced in
Maryland by CPK; Adjusting Estimates and Raising Price Target.

Artesian Resources Corp. CARTNA - $21.50, Buy, $23 TP) 6/18/12: Raising Rating on ARTNA;
Maintaining Price Target.

Aqua America (WTR - $26.08, Long-term Buy, $27 TP) 6/1811 2: Raising Price Target on WTR;
Maintaining Rating.

Piedmont Natural Gas Co. (PNY - $32.54, Neutral) 6/11/12: Q2' 12 Results for PNY; Quiet Quarter with
Minor Weather Impact.

New Jersey Resources Corp. (NJR - $44.98, Neutral) 5/29/12: Adjusting 2012 and 2013 Estimates for
NJR.

Cal~fornia Water Service Group (CWT - $18.77, Long-term Buy, $20.50 TP) 5/14/12: Q1' 12 Results for
CWT; Maintaining Outlook.

York Water Group (YORW - $17.94, Neutral) 5/14/12: Q1 '12 Results for YORW; Maintaining Neutral
Rating.

WGL Holdings, Inc. (WGL - $39.75, Long-term Buy, $44 TP) 5/11/12: Fiscal Q2'12 Results for WGL;
Moderating Rating and Price Target.

Almas Energy Corp. (ATO - $36.11, Long-term Buy, $37 TP) 5/10/12: Fiscal Q2'12 Results;
Moderating Price Target but Maintaining Rating.

South Jersey Industries (SIT - $52.67, Neutral) 5/7/12: Ql' 12 Results for SIT.

Northwest Natural Gas Co. (NWN - $47.97, Neutral) 5/4/12: Q1 '12 Results for NWN; Neutral Thesis
Intact.

American Water Works Co. (AWK - $35.06, Buy, $38 TP) 5/4/12: Q1 '12 Results for AWK; Thesis
Intact.
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Analyst Certification

CASE NO. 201:>-00146
ATTACHMENT 1

TO OAG DR NO. 1-163

July 11, 2012

I, Joel K. Havard, hereby certifY that the views expressed in this research report accurately reflect my
personal views about the subject company(ies) and its (their) securities. I also certifY that I have not
been, am not, and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendation(s) in this report.

I, Spencer E. Joyce, hereby certifY that the views expressed in this research report accurately reflect my
personal views about the subject company(ies) and its (their) securities. I also certifY that I have not
been, am not, and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability. They do not
receive direct payments from investment banking activity.

Hilliard Lyons acted as a manager or co-manager of an offering of securities of Artesian Resources Corp.
in the past 12 months.

Hilliard Lyons has received investment banking compensation from Artesian Resources Corp. in the past
12 months.

Definitions of Ratings: Buy - We believe the stock has significant total return potential in the coming 12
months. Long-term Buy - We believe the stock is an above average holding in its sector, and expect
solid returns to be realized over a longer time frame than our Buy rated issues. Neutral- We believe the
stock is holding in its sector, is currently fully valued, and may be used as a source of funds if better
opportunities arise. Underperform - We believe the stock is vulnerable to a price decline in the next 12
months.

Definitions of Suitabilities: 1 - A large cap, core holding with a solid history. 2 - A historically secure
company that could be cyclical, have a shorter history than a "I It or is subject to event driven setbacks. 3
- An above average risk/reward ratio could be due to small size, lack of product diversity, sporadic
earnings or high leverage. 4 - Speculative, due to small size, inconsistent profitability, erratic revenue,
volatility, low trading volume or a narrow customer or product base

Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

Rating
Buy
Hold/Neutral
Sell
As of 10 July 2012

#of %of
Stocks Covered Stocks Covered

63 48%
65 49%
4 3%

Banking
8%
5%
0%

No Banking
92%
95%

100%
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Other Disclosures

CASE ND. 2D13-oD146
ATTACHMENT 1

TOOAGDRND.1-163

July 11, 2012

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

J,J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable hut is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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TO GAG DR NO, 1-183

~ HILL.lARDLYONS
At4#4A Lj

Atmos Energy Corp.
ATO - NYSE - Long-term Buy-2

Fiscal Q2'12 Results; Moderating Price Target
but Maintaining Rating

Investment Highlights

• Atmos Energy Corp. reported fiscal Q2'12 (ending
3/31112) adjusted EPS of $1.28 vs. $1.35 in the year
ago period. Our estimate caned for $1.39/share and
consensus stood at $1.43/share.

• Regulated operations held relatively finn in the face
of difficult weather conditions. The distribution and
regulated storage and transmission segments posted
gross margin from continuing operations gains of
~$1.8MM and ~$3MM, respectively. Non-regulated
operations were a significant drag on overall results,
though the company anticipates realizing spreads
locked in during the first half of fiscal ' 12 during
fiscal Q3 and Q4.

• Management reiterated EPS guidance for full year
2012 in the range of $2.30-$2.40. Despite the
downside to our Q2 number, we are only trimming
our full year 2012 estimate by $0.02, and are holding
firm our 2013 estimate at $2.55.

• We are maintaining our Long-tenn Buy rating on
ATO, but are trimming our two-year price target by
$1 to $37. We derive our target by averaging the
share prices of 15x our 2013 earnings estimate, and
the price that would indicate a 4% dividend yield
based on our two year forward dividend estimates.

• We believe our valuation is appropriate as fifteen
times earnings is within the range where shares
typically trade, and given our stable outlook for
company fundamentals, we believe shares will trend
toward this figure. However, the stock has only
rarely traded with yields much below 4% over the
past decade, thus the slight downward adjustment to
our target price.

Natural Gas Utilities
Joel K. Havard, Spencer E. Joyce

J.J.B. Hilliard, WL. Lyons, LLC
502.5881833 If 502.588.8402

jhavard@hiliiard.com /I sjoyce@hilliard.com
May 10, 2012

90.2

9.2%

4.2%

1.5x

56.3%

50.0%

14.9%

$35.55

$21.66

$32.59

12.8x

$2.55

$4,294

$2,940.2

500,161

Current

2013E

$2.55

Prior

2013E

$4,451

$28.51 -

Q2'12

Q2'12

5/9/12

FY'11

Company Description: Headquartered in Dallas,
Texas, Atmos is the largest natural gas-only
distributor in the us. It serves more than three million
utility customers in 12 states, and has non-utility
operations in 22 states. It also provides natural gas
marketing and procurement services and manages
company owned natural gas storage and pipeline
assets, including one of the largest intrastate natural
gas pipeline systems in Texas.

Prior Current Prior Current

2013E 2013E

LT DebtITotal Capital

Price I Book Value

Book Value I Share

Institutional Ownership

Dividend Yield

LTM EBITDA Margin

ROE

Market Cap. ($mm)

EPg FY 9/30 (ex unrealized gainlloss & one-time items)

COMPANY UPDATE I
TARGET PRICE CHANGE
Key Metrics

Price Target

2011A 2012E 2012E

10 $0.81 $0,61 A

20 *$1.35 $1.28 A

30 *$0.06 $0.15 $0.17

40 "$0.09 $0.15 $0.22

Year $2.31 $2.30 $2.28

PIE 14.1x 14.3x

'Exclusive of one-time items

Revenue ($MM)

Prior Current

2011A 2012E 2012E

10 $1,133 $1,101 A

20 $1,581 $1,246 A

3Q $844 $861 $919

4Q $789 $716 $733

Year $4,348 $4,432 $3,999

52-Week Range

Shares Outstanding (mm)

ATO- NYSE - as of

1-Mo. Average Daily Volume

Note Important Disclosures on Pages 5-6
Note Analyst Certifications on Page 5

J.UI. Hilliard, W.t lyons, LlC IMember NVSf, flNRA &SIPC EQUITY RESEARCH



Atmos Energy Corp.

ADDITIONAL DISCUSSION

CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. 1·183

May 10,2012

Moving past the anticipation of realizing margins locked in during the first half of 2012 on the non
regulated side, the major story for Atmos going forward centers on regulated infrastructure investment
and the resulting rate case awards and recovery mechanism adjustments. The company expects to grow
rate base through 2016 at a compound annual growth rate of 8%-8.5%, up from 6%-6.5% previously.
Through this targeted investment, we also expect the company to alter its profit mix more toward the
regulated side.

We are attracted to this strategy as regulated operations typically produce more stable and predictable
earnings. Management guidance expects ~10% of profit to be generated by non-regulated operations in
fiscal 2012, but we believe that the ideaVterminal profit mix will see non-regulated profits account for
approximately 5% of earnings.

Additionally, ATO is in the process of exiting the regulated distribution business in the states of Missouri,
Illinois and Iowa. Though this seems counter to company strategy, we believe that the divestiture will
allow the company to focus on its most friendly regulatory jurisdictions and most profitable service
territories. Additionally, we believe the company is receiving a fair price for its assets. Thus, we view
the transaction positively.

CONSIDERATIONS AND RISKS

Utility operations are weather sensitive. Warmer weather can lead to lower total margin from lower
volumes of natural gas sold or transported, while extremely cold weather may lead to conservation by
customers in order to reduce consumption.

Gas utilities face competition from alternative fuels. In the industrial market, many customers have the
capability of using both natural gas as well as another source of energy. Increases in the price of natural
gas can negatively impact a competitive position by decreasing the price benefits of natural gas to the end
user. The cost of natural gas from non-domestic sources may playa greater role in establishing the market
price of natural gas in the future.

Gas utilities are subject to regulation at the federal and state levels. Regulatory commissions and policies
vary from state to state, and have a significant bearing on the profitability of gas utilities. Additionally,
we anticipate a high level of capital expenditure over the coming years; inability to access the capital
markets may negatively impact the company's growth prospects.

Our Suitability rating is 2 on a I-to-4 scale (1 = most conservative, 4 = most aggressive).

Additional information is available upon request.
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Atmos Energy Corp, May 10,2012

FYEScEA..............." '"" .. ~.F..' .....AU ..... ' ......... '-''''' •

Operating revenues
Natural gas distribution segment 2,884,796 2,842,638 703,462 1,077,414 407,031 343,956 2,531,863 693,292 889,008 419,216 293,934 2,295,450 2,417,269

Regulated transmissi on and storage 209,658 203,013 49,007 54,976 53,570 61,820 219,373 56,759 58,037 58,927 68,002 241,725 265,898
Nonregulatf:d segment 2,283,988 2,146,658 475,640 583,531 491,285 474,437 2,024,893 444,176 370,763 540,414 461,384 1,816,737 2,001,000
Intersegment eliminatIons (509,33\ (472,474 (94.847) (134,424) (I08,271) (90,953) (428,495) (93,054) (7I,J58) (lOO,OOOJ (90,000) (354,412) (390,000

Total Qperating revenues 4,869,111 4,719,835 1.133.262 1.581,497 843,615 189,260 4,347,634 1,101,173 1,246,450 918,556 733,320 3,999,500 4,294,166

Purch ased gas cost
Natural gas distribution segment 1,887,192 1,820,627 412,526 698,410 206,839 169,724 1,487,499 402,207 508,206 209,358 117 ,374 1,237,145 1,332,703

Nonregutated segment 2,169,880 2,032,567 450,462 563,473 477,880 468,07B 1,959,893 428,771 374,992 497,180 406,018 1,706,962 1,886,000
Inrersegment eliminations (507,639) (470,864) (94,450) (134.054) (l07,909) (90,586) (426,999) (92,687) (74,009) (99,000) (89,000) (354,696) (386,OOU

Total purchased gas cost 3,549,433 3,382,330 768,538 1,127,829 576,810 547,216 3,020,393 738,291 809,189 607,538 434,392 2,589,410 2,832,703

Gross profit 1,319,678 1.337,505 364,724 453,668 266.805 242.044 1,327,241 362,882 434,261 311.018 298.928 1.41n.090 1,461,463

Operating expenses
Operation and maintenanc:~ expense 485,704 460,513 114,490 114.162 112.665 107.973 449,290 116,062 110,708 117.565 125.550 469,885 491,595
Depreclation and amortization 211,984 21l,589 54,777 55,467 56,932 59,923 227,099 59,215 60,272 62,382 64,253 246,121 249,778
Taxes, other than income 180,242 188,252 40,168 53,558 52,142 32,815 178,683 43,198 54,919 68,424 38,861 205,402 204,375
Impairntent of long-lived assets 5,382 19,282 10,988 30,270

Total operating expenses 883,312 860,354 209.435 242,469 232,727 200,711 885,342 218,475 225,899 248.370 228,664 921,408 945,748

Operating income 436,366 477,151 155,289 211,199 34,078 41,333 441,899 144,407 208,362 62,648 70,265 488,682 515,7\5

Other income (expells~)

Miscellaneous income (expense) (3,067) fl56 (726) 26,202 (I,430) (2,547 21,499 (1,875) 616 (I,430) (2,547) 15,236 15,236
Total otherincorne (eh-pense) (3,067) (156) (726) 26,202 (1,430) (2,547) 21,499 (1,875) 616 (1,430) (2,547) (5,236) (5,236)

Interes: charges 152,638 154,360 38,895 37.87< 35.845 38.210 150,825 35,442 '6.660 35.660 35.660 143,422 146,640

Inc Cont'd Ops pre~tax 28n,661 322,635 ) )5,668 199,526 (3)97) 576 312,573 107,090 172,318 25,558 32,058 340,024 363,839
Income ta",< e:x-pense 971362 124,362 44,568 71,366 (1,723) (522) 113,689 41,302 66,408 9,968 12,503 130,180 133,149

Net Income Cont'd Ops 183,299 198,273 71,100 128,160 (1,474) 1,098 198,884 65,788 105,910 15,590 19,555

Income from di~cotltinued operations 7,679 7,566 2.897 4,049 908 863 8,717 2,719 3,201

Net income $\90,978 $205,839 73,997 132.209 566 1,961 $207,601 68,507 109.111 15.590 19.555 $209,844 $230,691

Average shares outstanding (FD) 91,62U 92,422 90,408 90,533 90,127 90,576 90,652 90,546 90.322 90,322 90,322 90,467

Net Income per Share $2,07 $2,20 $0.81 $1.45 ($0.01) $0.02 $2.27 $0,75 $1.21 $0.17 $0.22 $2.35 $2,55

MTl\l gains (losses) ($0.23) ($0.05) $0.00 ($0.02) $000 ($0.05) ($0,07) $0,14 ($007)
One-time benefits $0.19 $0.05 $000 $012 ($0.07) ($0,02) SO.03 SO.OO $0,00

:i";,>op""P~ $2.]] $2.2D $0.81 $L35 $0.06 $0.09 $231 $O.{j} $1.28 $0.17 $0.22 $2.28 $2,55

Dividends per share $1.320 $1.340 $0,335 $0340 $0340 $0340 $1.355 $0,340 $0.345 $0345 $0,345 $1.375 51.395

EPSEx-
MTM
Guidance.
$230-$2.40

Source: Company reports and Hilliard Lyons estimates
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._.._-- _."~"

_~T T ___ ~~

'l!"liiJi""$!l"~:~Ji'llY~·(:Il1lllii . ':lli1)J:lz'l!i::U:: uU:iJ\Yfil$I1l' .
Cash $111,203 5131,952 $129,892 5153,246 5117.429 5]] I ,4J 9 Sl31,419 585.160 547,040 531,032 $43,703 543,703 513,000
AIR 232,806 273,207 554,934 458,813 342,092 273,303 273,303 489,797 350,261 299,000 287,000 287.000 321,000
Gas stored underground 352,728 319,038 339.1 05 228,051 256.768 289.760 289,760 325,669 221,112 249,000 275,000 275,000 461,000
Total other 132,203 150,995 229,324 143,978 273,459 '16.471 316,471 360,615 275,428 311 ,000 155,000 155,000 139,000

Total current assets 828,940 87S,192 1,263,255 984,088 989,748 1,010,953 1,010,953 1,261,241 893,841 890,032 760,703 760,703 934,000
Net PP&E 4,439,103 4,793,075 4,859,344 4,914,650 4,916,051 5,147,918 5,147,918 5,246,213 5,334,012 5,432,000 5,528,000 5,528,000 6,028,000
Guodwill 740,064 740,148 739,991 739,834 739,677 740,207 740,207 740)96 740,185 740,200 740,200 740,200 740,000
Deferred charges and other assets 358,976 355,376 359.033 357,252 347,994 383,793 383,793 387 982 400,689 400,700 400,700 400,700 410,000

TQt~1 Assets 56,367,083 56,763,791 $7,221,623 56,995,824 56,993,470 57,282,871 $7,282,871 57,635,632 57,368,727 57,462,932 $7,429,603 $7,429,603 58,112,000
Short-term debt 72,550 126,100 247,993 - - 206,396 206,396 389,985 173,996 224,000 274,000 274,UOO 289,000
Air 207,421 266,208 510,085 423,726 312,205 291,205 291,205 432,332 309,864 249,000 239,000 239,000 396,000
Total other 457,450 773 j 171 702,348 654,258 336,077 369,997 369,997 357,4M 624,254 435,000 478,000 478,000 429,000

Tctal current liabilities 737,421 1,166,079 1,460,426 1,077,984 648,282 867,598 867,598 1,179,801 1,108,114 908,000 991,000 991,000 1,114,000
LTD 1,972,827 2,172,696 1.807,319 1,807,323 2,206,106 2,206,117 2,212,565 2,206,193 1,956,213 1.956,000 1,956,000 1,956,000 2,213,000
Deferred income taxes 570.940 829,128 892,090 944,605 967,607 960,093 960,093 981,559 1,062,488 460,000 430,000 430,000 386,000
Reg cost of removal 'Obligation 344,403 350,521 354,871 364,709 396,201 428,947 428,947 437,660 414,001 386,000 335,000 335,OOU 300,000
Deferred credits and other liabilities. 368,158 430,164 432.064 427,224 439,450 564,695 564,695 562,657 467,199 299,000 287,000 287,00U 257,000
Shareholders' eauity $2,176,761 $2,178,348 2,274,853 2,373,979 2,335,824 2,255,421 $2,255,421 2,267,762 $1,956,213 $2,154,000 $2,131,000 52,131,000 52,543,000

Totsl Li.b & SE $6,367,083 $6,763,791 57,221,623 $6,995,824 56,993,470 $7,282,871 $7,182.871 57,635,632 $7,368,727 $7,462,932 $7,429,603 $7,429,603 $8,112,000

~~~I!:iE!6w:,~"I~lM·~®!l~"IV:..... iEYfUEiq illili'T~~

Net income 190,978 205,839 573,997 5132,209 (5566) $1,961 207,601 71,226 109,111 15,590 J9,555 209,844 230,691
D&A 211,984 211,589 56,161 57,136 58,429 61,429 227,099 60,811 60,272 62,382 64,253 246,121 249,778
(Inc.) dec. in working cap, 50,984 403,155 (95.776) (79,921) (471,179) 212,101 (434,775) 15,656 257,593 (37,380) (44,576) 191,293 (232,938)
Other operatin~ act!viti es 581,850 (99,478) 11,442 283,223 494,407 (212,209 576,863 (J62,984) (50,962) 75,000 125,000 (13,946) 245,000

Operating cash flow 1,035,796 721,105 45,824 392,647 81,091 63,282 576,788 (15,291) 376,014 1l5,592 164,232 633,312 492,530
Cap ex (509,494) (542,636) (123,162) (123,501) (143,620) (232,682) (622,965) (154,394) (156,729) (160,000) (160,000) (631,000) (750,000)
Acquisitions - - - - - - - -
Other investing activities (7,707) (66 (370) (1,165) (l,~3~) (1,048 (4,421 0,080) (2,798) 10,000 (10,000 (3,878) 30,000

Investing cash flow (517,201) (542.702) 023,532) (124,666) (145,458) (233,730) (627,386) (155,474) (159,527) (150,000) (170,000) (634,878) (720,000)
LTd ebl proceeds 445,623 - - 394,618 (152) 394,466 - 350.000
(Repayment) of LTd ebl (407,353) 0 (10,000) (66) (350,000) (65) (360,131) (2,303) (66) (2,400) (250,000)
Net increase (dec) in ST debt (283,981) 54,268 112,628 (241,512) (3,188) 215,378 83,306 173,905 (222,820) 50,000 50,000 51,100 100,000
Stock issued 27 1687 8,766 7,253 315 (20) 24'S 7,796 76 88 100 100 364 125,000
Stock repurchased - - - - - - (12,535) - (12,500) -
Di..... idends (121,460) (124,287) (31,002) (31,065) (30,972) (30,972) (124,U11) (31,517) (31,390) (31,200) (31,161) (125,000) (128,UOO)
Other financing activities 1,938 (101,772 (3,231) 27,701 18,112 1 42,583 (3,120) (419) (500) (500) (4,539)

Finan;;ing cash flow (337,546) (163,025) 75,648 (244,627) 28,550 184,438 44,009 124,506 (254,607) 18,400 18,439 (93,262) 196,6U0
Net cash flow 181,049 15,378 (2,060) 23,354 (35,817) 13,990 (6,589) (46,259) (38,120) (16,008) 12,671 (94,828) (30,869)
Free cash flow (incl. div.) 397,135 54,116 (108,710) 236,916 (95,339) (201,420) (174,609) (202,282) 185,097 (65,608) (36,929) (126,566) (355,470)
reF/share $4,33 50,59 ($120) $2,62 ($106) ($222) ($1.93) (5223) $2.05 (50.73) ($0.41) ($1.42) ($3.93)

EBITDA $648,350 $688,740 $210,066 $266,666 $91,010 $101,256 $668,998 $203,622 5268,634 $125,029 $134.518 $734,803 $765,493
EBITDAJ gross margin 49,1% 51.5% 57.6l)-'~ 58.8% 34.1% 4I.B% 50.4% 56.1% 61.9% 40.2% 45.0% 52.1% 52.4%
EBITDA/share 7,b 7,5x 2.3x $2.95 $1,01 $1,12 $7.38 $2.25 $2.97 $1.38 $1.49 $8.22 $8.46
EVlEBITDA 6,9x 6,9x 54x 44x 14.0x 12.4x 7.5x 6.3x 4.4x 9.7x 9.Dx 6,6x 7,Ox

i~<m~al1"'.ii~J$t.il.tl<ii: :1:;: :1:IU';\'" 'jJjE¥f:1:ZEPJ " >]1[Y!\Iil'l;:"t
Book value $23,76 $23,57 525.16 $2622 $25,92 $24.90 524.88 $25.05 $2166 $23.85 $23.59 $23.84 $28.11
Tangible book yalue $15.68 $15,56 516.98 $18.05 $17.71 $16.73 $16.71 $16.87 $1346 $15,65 $15.40 $15.56 $19,93
Price/book l.2x L2x Ih L3x L3x I.3x 1.3x 1.3x 1.5x 1.4" 14" 1.4, l.2x
LT debt/total capital 47.5% 49.9% 4431}'o 43.2%, 43.6% 49.4% 49~5% 49,3~1(. 50,0% 47_6% 47.9% 47.9% 46.5%
ROE (TTM) 9.0% 9.5% 8.1% 8,7% 9.2% 9.2% 9AfljtJ 8.8% 8.5% 9.0lfo 9.8% 9.6% 9.9%

Source: Company reports and Hilliard Lyons estimates
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Analyst Certification

I, Joel K. Havard, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also celtify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

I, Spencer E. Joyce, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject company(ies) and its (their) securities. I also certify
that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability.
They do not receive direct payments from investment banking activity.

Suitability Ratings

1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "I It or is
subject to event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity,
sporadic earnings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenues, volatility, low
trading volume or a narrow customer or product base

Investment Ratings

Buy - We believe the stock has significant total return potential in the coming 12 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expect
solid returns to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and
may be used as a source of funds if better opportunities arise.
Underperform - We believe the stock is vulnerable to a price setback in the next 12 months.
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Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

Rating
Buy
Hold/Neutral
Sell
Restricted
As of 10 April 2012

# of % of
Stocks Covered Stocks Covered

60 44%
70 52%
4 3%
1 1%

Other Disclosures

Banking
7%
1%
0%

100%

No Banking
93%
99%

100%
0%

Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary. technical analysis or
trading strategies that differ from the opinions expressed here.

J.J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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Momi ngstar CiJrpora!e Credit Research MnRNIN
Atmos Energy Corp ATO (I~YSE) BBB+
,.,. ,."."."."""."."."."."." .. , .. ,." .. ,., ... ,.,.,.,

Business Risk Cash Flow Cushion'"

Good Very Poor

Solvency Score

Foir

Distance Tn Defaull

Fair

",.".".".".", ...
Economic Moal'"

NorTOW

InduslJ}' Group Sector

Utilities - Reguloted Utilities

Atmos is likely to put its balance sheet cash to work with an
acquisition.
Updated Forecasts and Estimates from 23 Mar 2012

Credit Metrics !USD Mill
2010 2011 2012(fJ 201J(f)

Cash And Equivalents 132 131 354 292

Total Debt 2,296 2,415 2,663 2,747

Interest Expense 162 158 149 162

EBITDA 707 706 740 777
Debt to Book Capital 05 0.5 0,5 0.5

Quick Ratio 0.3 0.5 OJ 0.6

Debt to EBITDA 3.2 3.4 3.6 3.5

EBITDA to Interest Expense 4.6 4.7 50 4.8

PriarYear
2.83 Bil

Prier Quarter
2.93 BII

Preferred

C<lnem
Ma<1<el Equity 3.01 Btl

Opllrllting Summary IUSD Mill

2010 2011 2Dl2(EJ 201J(EJ

Sales 4,790 4,348 4,481 4,603

% Change -3.6 -9.2 31 2.7

EBIT 489 442 496 520

% Net Soles 10.2 10,2 11.1 11.3

Net Income 206 208 219 225

% Net Sales 4.3 4.8 49 4.9

Free Cash Flow 242 -29 138 79

% Net Sales 5.1 -0,7 3,1 1.7

Capital Structurll

54,

Credit Perspective 02 Dec 2011

At the end of fiscal 2011 ,Atmos' debt/capital ratio stood at

52%, in line with mOst utility peers. In additiol1, debt/

last-12-months EBITDA was a modest 3.4 times, and

EBITDA/interest coverage should hover around 4.5. While

Atmos' credit metrics are currently very healthy, we believe

the company is on the lookout for acquisition opportunities,

which would probably lead to a releveraging of the balance

sheet. The company could be in the market for more than

$1 billion in combined debt and equity issuances over the

next one to three years [maximum of $950 million of debt

and $350 mi Ilion of equity, per regulatory statute),

depending on the market for gas local distribution company

and pipeline acquisition targets. The sale of LDC assets for

$124 million in 2012 should ease external financing needs.

The Cash Flow Cushion appears weak because utilities'

regulatory compact requires continual investment and fund

raising to maintain infrastructure pertormance. However,

utilities receive full regulatory recovery of interest expense

(interest plus amortized principal) along with atarget return

on equity. Dividends are paid out of excess cash flow from

operations after the utility funds the regulatory allowed

equity portion of growth capital, thus having little impact

on bondholders.

Cmdit Analysis

MominGstar Arlalyst Farm:asts

8usfn8SS Analysis

CDmparablr. Company AnalY'is

Methodology

Momjngstar Cred~t CommrttP.P.

crr.dit@momingstar.oom

Analyst Notes

Con1ents

Committee memt1ers voiing on fating do
not own sEcurities iSSUBd by the company.

Gurronry 1'lffiounts lJxpmssed with "$" are in
U.S. dollars IUSDI uo'ess otherwise denoted.

Credit Ar;,lysis as of 05 Oeo 2011
Busin"" Analysis as of D5 Dec 2011
Estimates as of 23 Mar 2m2

2.6 Bil 2.41 Bil 2.41 Bil

The primary uncertainty that this company faces is

regulatory, though the size and breadth of its distribution

operations preclude anyone regulatory decisionfrom having

a drastic impact on earnings. Still, a lowerirlg of allowed

returns or political pushback on Atmos' favorable rate

mechanisms would cause the company significant pain,

especially in Texas, its largest service territory. Also, Atmos

could overpay in the expectation of improving regulation

that may not be realized.

Source: Morningstar

Issuer Profilll

Almos Energy is the largostnatural gas-onlydistributorin the United States.
serving more than 3.1 million meters. After selling its Illinois, Iowa. and
Missouri segment, its utility operations will serve Colorado, 6eoflJia,
Kansas, Kentucky, Louisiana, Mississippi. Tennessee, Texas, and Virginia,
Its nonutility operations market natural gas across avast U.S. territory and
includa one of the largest intrastate natural gas pipeline systems in Texas,

0[1 Morningstar. III! Rj~hb RI!:EVed. \lllleS'> Q\hf;>rwl~ pl"avidoo In .. ~Paf1'l\.'i! <lg~OOH!rn:. yoo J'l1<l1~ this r';f1OI1lJ!IIJ in the (ooJtry Inwhicl1 its rrigmClI dis\Jitarnor Is b<isoo. Thf! inform:Jli[l1l mrrt:>b1E!1:l hl<fl!lll Is.-.m ({tjIl!:s!.'l'll{!{j Of .....<lITOIntQi:I !o hi::
:IL.l;:t.Irate, l::ooect, Comp!clE, or tlmely. Tl1js !l;fJOi1 I$. F(l( in!oooo\l[ll'l fXJTllDSIlS nnly. cmd shrtlld j~ Il~ ttJt\$llh~e<! 11 solk"rt.atioo rn tlu;j -or sell ;my seMhy. Redls1rlbul.ioo is prohibfl:ed wnhout.lMilten pwnlssloo. To ord!!f repdrts. Glll .1 312·696·61iJO.
Tolkerr;e!trere"ear-ch,U1lltl a1l'-!l9E}-S!l!39
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Busine.. Risk

Good

Cash Flllw CUshi....'"

Very Poor

",,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,.,, ".".".,,,,,.,,.,,.,,.,,.,,,

Solvency Score Distance Til Default E< llIl1ic Moat'" Industry Group Sector

Fair Fair Narrow Utilities - Regulated Utilities

Credit Analysis

Five Year Adjusted Cash Flow Fllrecast IUSD Mil)

Cash and Equivalents (beginning of period)
A<!justed Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

Financial Heallh

XJ12(f) 2013(f) 20UIE) XJ1S(f) XJ16(f)
Atthe end of fiscal 2011, the company's debt/capital ratio

131 354 292 420 237 stood at 52%. Interest coverage should remain around 3
157 99 96 98 196 times. Total debt/EBITDA could tick up slightly, averaging
171 331 261 386 297

3.6 times through 2016. Atmos has typically grown through
-2 -250 0 -500 0 acquisitions, and we believe it could be on the lookout for

-149 ·162 -178 -202 -215
opportunities, which could lead to a releveraging of the

30 30 30 33 33
-182 -442 -207 -735 -248 balance sheet.

Cumulative Annual Cash Flow Cushion

Cash Flow Cush ion
Possihl, L'QllI~lty Noon --

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted free Cash Flow
Sum of Cash and 5-Year Cash Generation

Revolver Availability
Asset Adjusted Borrowings (Repaymen~

Sum of Cash, 5-Year Cash Generalion, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Credit Rating Pillars-Peer Group Cllmparislln

ATO

Business Ri sk 4

Cash Flow Cushion 10

Solvency Score 5

Distance to Default 5

Credit Rating BBBt
Sl)Uf[:8~ Morninuslar t.'ltimatBs

NofB: Scoring i~ Dn a Stair:: 1~10. 1belrl[l Besl, 10 being Worst

%of
USD MiHioo5 Commitments

131 7.3
13 0.7

144 8.0

703 38.7
ODeD

847 46.7

-1,813

Sector Universe

4.9 5.3

8.9 6.1

6cO 4.9

2.9 3.8

BBB+ BBB+

Capital Structure

While Atmos' debt/capital has hovered near 50% recently,

we think the company could be gearing up for merger and

acquisition activity. Atmos GOuld be in the market for more

than $1 billion of debt and equity issuances during the next

year or two, depending on the market for local distribution

companies and pipelinesc In that event, Atmos can issue as

much as $350 million in equity per regulatory statute, along

with a maximum of $950 million in debt The pending sale

of some regulated subsidiaries will lessen the need to new

financing should Atmos choose to make a move.

Enterprise Risk

The primary uncertainty that this company faces is

regulatory, though the size and breadth of its distribution

operations precludeanyone regUlatory decision from having

adrastic impact on earnings. Still. lower allowed returns or

political pushback on Atmos' favorable rate mechanisms

would cause the company significant pain, especially in

Texas, its largest service territory. Overpaying for

acquisitions is also a risk, as Atmos is likely to expand

through further acquisitions.

tl M0011~%If.Ail Rights Resef¥elI. Unlllss !Jl.herwi'>1l proYidl:d ~n OJ ~~~llt~ ilgreem€m. YOO ffiily lise Ihi.. rl:~1 tml'f It"! thE;: DJllttl)' 1M '.',Ihidl its ociginal distribut:oc is. bas.e<!. Hu: lnfrxmatfcn CDIIWillElC hefl:lln is rmt repnl'SeIlted 01" wmlJJ11c.d l[l be
acrumte, [;O!Tett, r..ompillte. llf timery. lhis: rEfl!Xt is fIX im~th)h.jJtll~IJ:lES [lt1ly, ilrnJ o.hoo!~ not bll wt1sldel"ed tI ~,..tllid11lIkJh III Ixly or ~Il ilny !'.eMit)'. RedbwiMloo is prohlbltEEI wiHnlt \toI!"ltteIl pem1i~iOf1. To Ofdllf reprioo. (;{jll .;131/.-696-6100,
TlJ Iki':~~ th€ res~rt:h, r.<lll i-1 312-(l[,l5-&8ll9.
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Momingstar Corporate Cred it Research

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Atmos Energy Corp ATO (NYSE) BBB+

Business Risk

Good
Cash Flow Cushion'"

Very Poor
Solvency Score

Fair
Distance To Default

Fair
EconOlllic Moal'" Industry Group Sector

Narrow Utilities ~ Regulated Utilities

Business Analysis

Thesis

As the nation's largestnatural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns.Afterthe

sale of its Illinois, Iowa, and Missouri business, Atmos will

have regulated distribution operations across nine states.

Ahighly diversified regulatory environment is one ofAtmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. Regulators' ability to set rates

counters the natural monopoly position of the utility,

resulting in anarrow economic maatfor most uti lities. With

so many different jurisdictions, however, Atmos is more

insulated from individual negative events. It also enjoys

some favorable rate mechanisms in its territories. The

company is protected from weather-related fluctuations in

customer usage for the bulk of its meter base, with a

completely decoupled rate structure for another slice of it.

Even better, Atmas has an impressive number of rate

mechanisms to raise revenue without filing a fonral rate

case. All ofthese factors help Atmos to generate relatively

stable cash flows.Atmos has historically grown through

acquisition, purchasing 10 companies in the past 20 years.

Its largest byfarwas the 2004 acquisition ofTXU Gas, which

added 1.5 million customers and apipeline segment. These

pipelines, which provide access to nine substantial natural

gas basins in Texas, are apotential growth area for Atmos,

especially if gas prices rise. But the system's contribution

to the company's bottom line is still small compared with

the gas utilities. Producers have also cut new investment

substarltially, threatenirlg growth prospects, arid competition

is eatirlg into unit margins.Atmos took on large amounts of

debt to complete the purchase and integration of the TXU

assets and spent a few years trimming its balance sheet to

a more favorable size. The company has succeeded in

bringing its debt/capitalization ratio back in the

neighborhood of 50%, which could have management on

the prowl again despite high local distribution company

valuations. Atmos' balance sheet is well capitalized to

weather the current credit markets, and we expect the

company's acquisitive streak to pick up again during the

next few years.

Economic Moat

Atmos owns a difficult~to~replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers. In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while providing adequate returns for capital

providers. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

of capital and leads us to assign the company a narrow

moat. As with all regulated utilities, we think regUlatory

caps on revenue and returns preclude Atmos from

establishing a wide economic moat.

Moat Trend

Atmos' investment program is focused almost entirely on

its regulated natural gas distribution and transmission

businesses. furthermore, the company is concentrating its

growth expenditures in the territories where its regUlatory

return is swiftest and most transparent. like Texas. We do

not foresee a material change in the regulatory compact

that allows utilities to earn at a level that adequately

compensates capital proViders while ensuring utilities do

not take advantage of their service area monopoly by

gouging customers.

e Moctll~~W. All R~I1.l.S R~. llnre$ ~Mwise prO\lilJl!d in a ~:ltll :a~Il~r:mM1, yoo may llse this rcporl only in ttle c!XJrMy ill \omlm lts r:r~IWil ~j'illiblliOf i:J bil~eU. The inrormatkln rontlined hE'felll I~ I"mt ll:jW~l;d [l( w~lI'!lted to he
;,rn~riJte, .;;orrt!«, ctl!nplele. Of lil'lI~~. lhi$ rt:poft Is f()l' fn[ocm<ltioo~cs 0l1~, iJlU! shoolll oot be amsidere1J 3wlidtatJoo to buy Of :>e!l.&l1)' seGl..lt)i. ~EdimlootJoo Is lXch~ted wittmt \Nfftten pmnl:>:i~ 10 ltder te~I~, (.(III +1 ~1 Hi96-5100
To lit;l:~~ ~ rese..;rdl, ~I!+1 312-6g(l-~BQ1)
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Morningstar Analyst Forecasts

Income Statement IUSD Mil)

Forecast

Sop 2009 Sop 2010 Sep2011 Sep2012 Sep 2013

Tolal Revenue 4,969 4,790 4,348 4,481 4,603

Cost of Goods Sold 3,622 3.425 3,020 3,089 3,148

Gross Profil 1,347 1,365 1,327 1,392 1,455

Selling. General & Administrative Expenses 494 468 449 468 487

Research & Development Expenses 0 0 0 a a
Other Operating Expenses Iincome) 183 191 179 184 M

Restructuring & Other Charges (Gains) 0 0 0 ·5 a
Depreciation Expense (if reported separately) 217 217 227 249 258

Amortization of Other Intangibles (if reported seperately) 0 0 0 0 a
Amortizationllmpairment of Goodwill 5 0 30 0 a
Tol<ll Expenses 4,522 4,300 3,906 3,SBS 4,083

Operating Income (EBm 447 489 442 496 520

Interest Expense 153 154 151 149 162

Interest & Other Income (Expense) -3 0 21 0 0

Pre-Tax Income 291 335 313 347 358

Income Tax Ex pense (Benefit) 100 129 114 128 132

Income After Taxes 191 20G 199 219 225

Minority Interest & Other After-TaK Operating Additions 0 0 0 0 0
to ISubtractions from) Earnings Before Interest

(Preferred Dividends) 0 0 a a
After·Tax Non-Operating Income, Extraordinary Items [Losses), 0 0 a a

Discontinued Operations, Accounting Changes

Nellncome (Loss) 191 206 20B 219 225

Net Income (Loss) Excluding Charges 191 206 199 215 225

Diluted Shares Outstanding (Mil) 92 92 91 90 91

Diluterl EPS Including Charges 2.08 2.23 2.29 242 2.49

Diluted EPS ExclUding Charges 2.30 2.25 2.34 2.38 2.49

Dividends Per Common Share 1.32 1.34 1.36 1.40 1.45

EBITDA 670 707 706 745 777

EBITDA without restructuring 670 707 706 740 777

~ MomiogstJr. All Ri[!hts Re'>ff\'oo. UnlE5S (J{l'eiwlse PHlVid~(] in a 5€p;XiJl.c iJ!JrccITIoot)/oo may me Ims re!X'lt llnly 1f1lnlll:oont~ In whidl its Cfigirull dl~O'ilAAN is based. The lnformatlon [,oolamed hefElin is rmtrefKesemed orwarranted ~o be
<IroE'ate, '1:orred, GOOlph,Il!, or lime~, 1hts repm is fIJI' infclI'ualJoo P'JllRlSCS (01)', <Hl~ shoold rot be oonsldcn:d" sllikilatloo 1.0 my If ~Il any SeL.l.Jity. Rl!illstri!Mioo is ;x-oolhilw withouL ......-lttel'l permj""ion. T[l Ofder replilts. j211 +1 312·ii9ft.6100.
Tolkt!~etlleICSe3fctl.r;aII+1312-595-580'9.
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Morningstar Analyst Forecasts

Balance Sheet (USD Mill

Excess Cash & investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Tolal Currenl Assels

Property Plant & Equipment. Net

Property Plant & Equipment, Gross

(Accumulated Depreciation)

Goodwiil, Net

Other Intang ibles

Other Long·Term Operating Assets

DeFerred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Tolal Assets

Liabilities

Accounts Payable

Short·Term Debt

Other Current Liabilities

Tolal Currenl Liabilities

Long-Term Debt

IncrementaI Dent Requ irements

Total Long-Term Debt

Long-Term Operating Liabilities

Deferred Tax liabilities

long-Term Non-Operating Liabilities

Tolal Liabililies

Preferred Siock

Minorily Inlerest

Shoroholdor,' Equily

Common Stock

Additional Paid in Capitai

Retained Earnings [Deficit)

(Treasury Stock)

Other EqUity

Tolal Shareholders' Equity

TOlalliabililies + Shareholders' Equity
Difference, from analyst adjustments and restatements

Forecast
Sep 2009 Sep 2010 Sep 1011 Sep2012 Sep 2013

0 0 0 289 227

111 132 131 65 65
233 273 Z73 295 277
353 319 290 254 259

132 151 316 316 316

82!l 875 1,ll11 1,219 1,145

4,439 4,793 5.148 5,418 5.767

6,087 6,542 6.B17 7,362 7.969

·1,648 ·1,749 -1,669 -1,944 ·2,202

740 740 740 740 740

0 0 0 0 a
251 251 313 373 313

0 0 0 0 0

85 105 71 71 71

6,344 6,764 7,283 7,761 8,036

207 266 291 276 259

73 486 209 300 300

457 414 368 368 368

737 1,166 868 944 927

2,169 1,810 2,206 Z363 2,447

0 a
2,169 1,810 2,206 2,363 2,447

119 49 22 22 22

571 829 960 1,056 7,762

571 731 971 977 977

4,167 4,585 5,027 5,356 5,529

0 0 0 0 0

0 0 0 0 b

0 0 0 a a
1,791 1,714 1,733 7,742 7.751

405 487 570 662 756

0 0 0 0 a
-20 -23 -48 a a

2,171 2,178 2,255 2,404 2,5fJ7

6,344 6,764 7,283 7,761 8,036

0 0 0 a a

e Mocnhlgstllt fill Rr~~~ R~. Unless nUwwlse pmvided in OJ ~pNllte ll~!emrenl, yutl tm)' tIOi!: Ihl~ report I:ml1 irl the J;;ool1tl)' In whidJ its O'iginal distriWtl)f I,~~L The lllrOl'lr$tiOh Q,l!ltaint!d hl!feln Is. nat r8ffl!Slll1led orwNT;m{ed tQ be
<Jr;cuimc. c[l(Jl;.ct, utn~h:te, or tImely. llis. report Is for il'lf{ll"l"Mtilln puqms~ only, a1~ shuJicll1Ol: bE' rn~l1e'ed il s.rnidlil!klIll\llAfJ' 1Jf:;e1l afT)' sermty. RedistrlbutlQll is prohibMd WJt~lt wrltt'l'Sl permi~ioo. To Ol"{!!!f mpdrts. GIll t 1 312·~9&-!il00.
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Morningstar Analyst Forecasts

Cash Flow (USD Mill
Farecast

sop ,009 Sop 2010 S.p2011 Sep2012 Sep2013

Net Income from Continuing Operations 191 206 208 219 225
DepreciatiDn Expense 217 217 233 249 258
AmDrtizatiDn Df Other Intangibles 0 0 0 0 0
Impairment of Goodwill 5 0 3D 0 a
Other Non-Cash Adjustments tD Operating Income 0 0 0 -5 a
Deferred Income Taxes & Other Adjustments tD Net Income 1!l3 220 137 96 106

{;nBfig8s in Operating Assets and Uabifities

[Increase} Decrease in Accounts Receivable 245 -40 0 -21 17
[Increase} Decrease in Inventory 194 54 28 36 5
[Increase) Decrease in Prepayments, olher Current Assets 12 ·4 -92 0 0

Increase IDecrease) in AccDunts Payable ·182 58 24 -15 -17
Increase IDecrease) in Other Current Liabillties 84 15 14 a 0
Cash from Operations 919 726 583 558 585

(Capital Expenditures) -509 -543 -623 -638 -607

(AcquisitiDns) 0 0 0 a 0

Asset Sales & Dispositions of Discontinued Operations -8 a -4 124 0

Other Investing Cash Flows [Outlays) 0 0 0 a a
Cash from Investing -517 -543 -6Z1 -514 -607

Common Stock (Purchase) or Sale 28 ·93 2 9 9

CommDIl StDck (Divid8l1dsl ·121 -124 -124 127 131
Preferred Stock IssueiIPurctlase)/[Dividends) 0 0 0 a a
Short Term Debt Issuance and [Retirement) ·284 54 83 91 0

Long Term Debt Issuance and IRetirement) 40 0 82 157 84

MinDrity Interest Addback of Income (Loss) Distribution 0 0 0 a a
Other Financing Cash Flows (Outlays) 0 0 0 0 a
Cash from finanl'ing ·338 .163 44 1311 -311

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc. 0 0 0 48 a

Net Change in Cash 64 Z1 ·1 222 -61

Change in Cash on Balance Sheet 64 21 -1 222 -61

Difference, from analyst adjustments and restatements 0 0 0 0 a

o MQl'l1j~r. All Right:!: ResefV!:d. Ulilt>,):) ul:herwj~ pHlviLlf!c1 iH Il. $ePJ'lMt' {l~reetm;-l1t. ~ may U~!! thti report ool~ III the {;Ql.ri1!tj iJ1 wtJid1lts ll"i!ljnall:listribut~ I!; oo~ed, The [l1(oomJ.iall cnrrtalhed herein is nol reprfS2tltetJ 01' W.dIT~!1t~ W [)e

<troJf~il!.I:[ll'n!ct, -1:OOlplete, !If timely. TM:; feport is f(lf infonl'b'lti(lI1~~SlJl1lj, iMlO ~It:ttld I\1t be l:oosldcrl!ll;} 'So!icit;ltiotl tlJ lxlj !;If se41 ,my Sl;aIil~< rll!l:!lWloou,;tl is: fKlJh\bjl~d wilOOul: written permi:;<;i[Hl, To ordet ,elY"i;~, t:lll +1 312-696-U100.
lolicet~ther!!s.earch,l:211+1312-G%-5B69
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Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability AnalVsis
GrDSSMaryill% EBITDA MO'1li. '10 Ope-rating Margin %' Net Margin % Fre. C.sh Flow MO'1li. '10

las! HistOfical Year
i'Jetlocome

Company/Ticker (Mlij 2011 2012(E) 2013([J 2011 2012(E) 2013!E) 2011 2012(E) 2013(E) 2011 20l2(E) J013([J 2011 2012!E) 2013(E)

NiSource Inc Ni US!\ 296 USD 53.7 53.4 53.1 23.7 24,1 24.1 14.4 15,1 152 4,5 5,6 5.7 -1.3 6,9 0.7

Southern Union Co USi~ 235 USD 47.8 47.7 47.0 35.7 39,0 38.1 22.3 223 21.8 9.3 g,O 8.7 11.9 7,8 73

AGL Resources. Inc. 234 USD 51.0 52.6 53.8 27.8 26,6 29.8 21.1 19.6 22.8 9,9 8.9 70.5 0.7 4,0 2,1

New Jersey Resources Corporation 101 USD 15.2 15.5 16.2 5.9 60 6,1 4.8 4.8 4,9 3.4 3,5 3.5 2.4 -23 0.9

Leverage Analysis
o.bl/Equity % D,bl/Totul cop % EBITDAIl.tu'.st Exp. Tolal Debl/EBITDA A>s.ts/Equily

last Historical YSflr
Total Debt

Company/Ticker [Mill 2011 2012([J 2013([J 2011 2012(E) 2013!E) 2011 2012(E) JOI3(E) 1011 2012!F) 2013(E) 2011 2012(E) 2013(E)

NiSource Inc US,t\ 7.353 USD 149.4 149.2 148.5 59.9 59,9 59.8 39 3.8 3.7 4.8 4.7 4.6 4,1 4,0 3,9

Southern Union Co ';,)!"i 1':;,'\ 3.959 USD 145.9 138.3 130.8 59.5 580 56.7 4,0 4.1 4.1 4.1 3.7 3.6 3.3 3,1 3.1

AGl Resources. Inc. C,":', 2.541 USD 153.8 182.0 170.1 60.6 64,5 63,0 6,1 5.5 5.4 3.9 5.2 4.5 4,1 4,3 4.1

New Jersey Resources Corporation 594 USD 75.5 87.5 85.6 43.3 46.7 46,1 9,0 8.8 8.2 3.4 4,0 3.9 3.4 3,4 3.3

109.6 : 51.7 52.6

Liquidity Analysis

Mar~et{~~iJ
Cash pe, Shore Nel Cash pe, Share CFO pe, Sha,e F,e, Cash Flow pe, Sha,e Payout Ratie! 1%

CompanylTIcker 2011 2012(£) 2013!E) 2011 10l1(E) 20l3!E} 2011 2012(E) 2013!E) 2011 2012(E) 2013(E) 2011 lO12!E) 201311)

NiSource Inc I~! U:;i, 6.778 USD 0.03 1,56 1.58 -26,22 ·25.30 -25.88 2.57 5.37 3,89 -0.30 1.64 0,17 87,5 69.0 65.2

Southern Union Co sue u',;, 5.294 USD 2.00 3,08 4.08 -29,90 -28.82 -27.82 5.18 4.12 4,34 2.57 172 7.67 29.9 32.0 337

AGl Resources. Inc. lAS U:,{, 4.544 USD 021 6.79 5.77 -32.46 ·33.93 -34.79 6.76 6.35 6.01 0.21 1.17 0.63 56,8 685 58.7

New Jersey Resources Corporation 1,850 USD 0.18 0.21 0.37 -14,10 -17.46 -18.06 6.02 3.73 4,58 1.75 -174 071 57,9 57.7 58,8

Average 0.6 2.9 3.0 -25.7 26.4 -26.6 5.1 4.9 4.7 1.1 0.7 0.8 58,0 56.8 54,1

Almos Energy Corp IWU US 2,773USD 1.45 3.91 3.22 -25.19 -25.54 -27.06 6,43 6.17 6.44 .0.44 -0.89 -0..25 59.1 58.1 58.2

~ MOOlif'9sfur. An R~ts Res€f\Ied, Un[eu ol:hCl'wlse providl!d in:l ~:rtl! <Jg!l!l!fmrn. ynll Ina) use tl~,> refl!!lll:ll'lly ill th!! wlmtry in ......nicl1 it:; {l"i~imll di:strilJutlX is: tmro. The jnfllfmat.llm aJl1tIim~j herein is fl.llt represented ocWiflamed to be
aro.Jrate, eMert, [;(I(Tlplele, Of time~. TillS rEport I" for w[l(ffiatio!l PlJfllIl='f!:S onl)'. <Jrnl shallrl oot lJe D.lllsll.lfYed Il sulldtatloo lo Wj Of sell iihi' :;ccu-lty. RedistrlllUtioo Is lX"ahlhlteu wrthoill Mlttel1 pamis.sion. Tu Ofdf:f rePfil15. ~ll +1 312-&96--5'100.
10 l1r:ens{! t~ tesesrUl, (ill! +1 312-119ll-fi~9.
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CASE NO, 2013-00148
ATTACHMENT 1

TO OAG DR NO, 1-183

Momingstar CDrpomto Cladit REltir.g
----------------------------------------------------

Morningstar's Approach to Rating Corporate Credit

~ Offers a proprietary

measure of the credit qual

ity of companies on our

coverage list.

~ Encapsulates our in-depth

modeling and quantitative

work in one Ietter grade,

~ Allows investors to rank

companies by each of

the four underlying com

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures,

~ Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service,

Purpose

The Morningstar Corporate Credit Rating measures the

ability of afirm to satisfy its debt and debt-like obligations,

The higher the rating, the less likely we think the company

is to default on these obi igations,

The Morningstar Corporate Credit Ratirtg builds on the

modeling expertise of our securities research team, For

each company, we publish:

~ Five years of detailed pro-forma financial statements

~ Annual estimates of free cash flow

~ Annual forecasts of return on ilwested capital

~ Scenario analys8s, including upsid8 and downsid8 caS8S

~ Forecasts of leverage, coverage, and liquidity ratios

for five years

~ Estimates of off balance sheet liabilities

These forecasts am key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at seI8cLmorningstar,com,

Methodology

We fe81 it's important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundam8ntal and market-driv8n, W8 th8refore evaluate

each company in four broad categories,

Business Risk
Business Risk captllr8s th8 fundamental uncertainty around

a firm's business operations and the cash flow generated

by those operations, Key components of the Business Risk

rating include the Morningstar Economic Moat'" Rating

and the Momingstar Uncertainty Rating,

Cash Flow Cushion'"
Morningstar's proprietary Cash Flow Cushion'" ratio is a

fundamental indicator of afirm's future financial health The

measure reveals how many times acompany's intemal cash

generation plus total excess liquid cash will cover its debt

like contractual commitments over the next five years, The

Cash Flow Cushion acts as a pmdictor of financial distress,

bringing to light potential mfinancing, operational, and

liquidity risks inherent to the firm,

Morningstar Research Methodology for Determining Corporate Credit Ratings

_________n __

Analyst conDucts Analyst consider> Analysts run bull We gauge afirm's Senior personnel AM Extremely Low Default Risk

company and company financial and bsar cases haalth using revieweiJch AA Very low Default Risk

industty research: statements through the model quantita tive tooIs company to A low Default Risk

and competitive to Derive altarnale supported by our determine tha BBB ModerEte Default Risk

• Management interviews dynilmics to estimates of own backtesting appropriate final

• Conference calls forecast future enterprise value, and acadamic CrBdit rating, BS Above Average Default Risk

• Trade show visits free cash research, B High Default Risk

• Competitor, supplier, flows to the fi rm, Based on compet- • Review modeling eee Currently Very High Default Risk
distributor, and itive analysis, • Morningstar assumptions ec Currently Extreme Defaliit Risk

cllstomer interviews Ana Iyst derives cash-flow fore- Solvency Score~ • .I\pprove

• Assign Economic estimate of Cash- casts, and • Distance to Default cmnpany-s pecHic e Imminent Payment Default

Moat'" Rating Flow Cushion"', scenario analysis, adjustments 0 Payment Default

the analyst
assigns Ull Under Review

Business Risk, UR+ POSitive Credit Implication
UR- N8gative Credit Implication

e MnmlogstJr. I\{j Rlghh Reserved. Unl~~ Q(~lefWise jll"Qvfdllll ina sepiti1(e agreermmt)'OO fn.J'{tlS'ethI5 t()~ on~) ~I Uw -country in vAlidl its ocigml diW'ibll\1Jf is. bas.ed. Th{l fnflJf1ll~l~n rornam hl!fe:in IS ootf\'!tJI'e'Sl:lllcd Iltw;'iT,,~te;j tll be
&(U/'<ltr=, {;!>I'T'rct. G!lfnpkle, or timely. This I~port i.5 fQ!' irtI"OftllilUon flIIPOSlS on[~' .imd shwld oot be OJ~!~ered il soIidtnt1oo 1{1 lluy or .se!l.ar.y sern-il). RedisvilAltlml is IYohitirted wltmut ...ritten p!!ffi1issim. Too onJ~ telXir15.. \Alii +1 31 H96-61 00,
To Ikens~ Ihl) roseat,;h. Gllil -t1 31l-6lJ!HiOO!l.
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MorningsTar Corporato Credil rjilting

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year, The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar SO/Ilelley Score'"

The Morningstar Solvency Score eM is a quantitative score

derived from both historical and forecast[Od financial ratios.

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows). profitability

la company's ability to generate profit per unit of inputl.

capital structure Ihow does the company finance its

operations), and interest coverage (how much of profit is

used up by interest payments].

Distance to Default

The Distance to Default rating is a quantitative, market

based measure of a company's current financial health.

IDistance to Default serves as the basis for Morningstar's

Financial Health Grade.' The underl\ling model treats

the equity of a firm as a call option on that firm's assets.

Based on estimates of asset volatility and the Black

Scholes option-pricing model. we can estimate the

likelihood that the value of the company's assets falls

below the value of its liabilities, implying likely default.

For each of these four categories, we assign ascore, which

we then translate into a descriptive rating along the scale

of Very Good I Good / Fair / Poor / Very Poor.

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1·183

MnRNiNBSTAW

Overall Credit Rating

The four component ratings roll up into a single prelim

inary credit rating. To determine the final credit rating,

a credit committee of at least five senior research per

sonnel reviews each prelim inary rating,

We review credit ratings on a regular basis and as events

warrant. Any change in rating must be approved by the

Credit Rating Committee,

Investor Access

Morningstar Corporate Credit Ratings are available on

Morningstar.com. Our credit research, inclUding detailed

cash-flow models that contain all of the components of the

Morningstar Corporate Credit Rating, is available to

subscribers at select.morningstaLcorn.

b' MOOIHl!Jstar. All Rights ~eservoo, UrJIElS'i ocrerwlse fKovided 111 a ~pa-at.e i1grCct1lIl11I. 'fOO rmy use this. rl:lflC'l1 0011 ill thl:ll:oontry!fl 'o'kl]d\ its o-iglml distriWtoc is tlilsoo, The irlfoomtlorll.:lJrltilllmd rn,d~ Is tmt t"epl"ese!1tlXl or- WiMfllll\ed ill be
ilWJliI~e, correct, l:tXnj/ll'le. ur time~, Thisr~ is roc irlformiltion purpo:'illS [jRly. illld :.;hwKl 00\. be Cll!lsidered iJ s\l!icilatioo to buy ()( sell any SlWJil} rllldistributioo 1s pfll~ibrtCll 'Nll~t wnltctl p!:m1l:x>lm To mlerte,tlliJ1.s. UlI! -t1 312-ti96-5HI[l
10 Ucert'ie the r~seorcl1,!:aN ..1 312-6$6.-6869.
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Morningstar Equity Research M

Almas Energy Corp ATO (NYSE) I***
Last Price

30.80uSD

fair Value

31.00 UsD

Consider Buy

24,80 UsD

Consider Sell

38.80 USD

Uncertainly

low

Economic Moat""

Narrow

Moat Trend""

Stable

Stewardship

C
Morningstar Credit Rating

BBB+
IndusbJ Group

Utilities - Regulated

Updated Forecasts and Eslimales from 23 Mar 2012

Atmos is likely to put its balance sheet cash to work with an
acquisition.

Almas Energy isthe largest naturEIgEs-onlydistributorin the United States,
serving more than 3.1 million meters, After selling its Illinois, Iowa, End
Missouri segment, its Uli1ity operations will serve Colorado, Georgia,
Kansas, Kentucky. Louisiana. Mississippi, Tennessee. Texas, and Virginia.
Its nonutility operations market natural gas across avast U.S. territory End
include one of the largest intrastate natural gas pipeline systems in Texas.

2,773

3555

28,51

-4.1

-6.6

30 Sep 2011

8.5

4.1

0,99

2OJ2{f) 2073{f)

12.9 12.4

7.1 6.8
10.8 10.2

-2.9 -0.8

4.6 4.7

2011

13.9

74

11.0

-1.4

42

Financial Summary and Forecasts IUSD Mil)

FlS(I1 Year. 2010 2011 2072{f) 2013(E)

Revenue 4,790 4,348 4,481 4,603

Revenue YoY % -3.6 -9.2 3.1 2.7

EBIT 489 472 491 520

EBITYoY % 8.1 -3.5 4.0 5,8

Net Income, Adjusted 206 199 215 225

Net Income YoY % 7.8 -3.4 8.3 4.7

Diluted EPS 2.25 2.34 2.38 2.49

Diluted EPS YoY % 6,9 -1.5 8.5 4.4

Free Cash Flow 184 -40 -80 -22

Free Cash Flow YaY % -55,1 -121.8 99.9 -72,0
SlJlnCO for forecast:': i~ tho dflta tables above: MomrngsfBr EstilTFiltes
Ana ~s t No~e: Our forer:8st CDU Id differ with as re ported and consensus figures due to
uniqUE ffiod€ltng CDllvsnt1ons.

Profile

Vital Statistics

Market Cap (USD Mil)

52-Week High (USD)

52-Week low (USD)

52-Week Total Return %

YTD Total Return %

Last Fiscal Year End

5-Yr Forward Revenue CAGR %

5-Yr Forward EPS CAGR %

Price/Fair Value

Valuation Summary and Forecasts

Fiscal Year: 2010

Pri ce/Earnings 13.0

EV/EBITDA 6.8

EV/EBIT 9.8

free Cash Flow Yield % 7.0

Dividend Yield % 4.7

Analyst's Perspective 02 Dec 2011

With its massive, diverse portfolio of gas distribution

bus inesses and a small gas infrastructure business, Atmos

has leverage to a structural incmase in natural gas use in

the U,S, economy. However, barring material economic

improvement, it could take awhile for this secular trend to

tral1slate il1to eamings growth. For now, Atmos is investing

in its most favorable regulatory regimes to drive eamings

growth that we forecast at 5% through 2013 and a more

modest 4% through 2015. Combined with a4.4% dividend

yield at our fair value estimate, Atmos' returns should be in

the middle olthe utility pack·-notsurprising for such alarge,

geographically diversified company. Whi Ie growth should

be fairly consistent investors should be comfortable with

some acquisition risk, as we anticipate Atmos will be an

active acqui rer in the near to medium term.

.. Currently trading at 13 times our 2013earnings estimate,

Atmos looks slightly overvalued,

.. The formerly fast-growing pipeline and storage business

in Texas is being crushed by lower volume, pricing, and

increased competition.

Kev Investment Considerations

.. With a taste for acquisitive growth, Atmos risks

overpaying, especially for regulated returns that could

come under pressure or simply not materialize as

expected in SUbsequent rate cases,

financial Health

Moat Trend

Analyst's Perspe-ctivB

Invl::stme-nt CD!1sideratians

Anaiysl Noto

Thosis

Valuation, Growth and Profitability

Scenario Analysis

[wnomicMoilt

MDmingstar Analysis

CUff"O"Y amount, expressed with'S' 818 in
U.S. duilars IUSOI unless otherwise denoted.

The primary "oalysl covering this company
does not own ilS slock.

Mark Barnet!
Stock Aoalyst
mmk.bamett@rfmrrling;rta(.cDfTI
+1 [312) 585-56U3

Mornillgstm Analyst FOfBCBSts

Contents

Research as of 05 De" 2011
Estimates as of 23 Mar 2012
Pricing data through 23 Mar 2012
RatinD updated as of 23 Mar 2012

Comparable Company Anaiysis 11

Methodology for Valuing Companies 11

Bulis Say/Eears Say

Credit Analysis

Analyst Note Archive

Additional InformCltron

P Mom~5tar. AllltkJhls Rl!SCf'fro, Uiliess atherwi5e ~cMd811 !tlll separate ;,gmOOJrot, you may use tl'li:-; report oo!y tn thl! wmtry it! \'Al1d1 i's Iriginal distributoc is tlJsro. D.at.:3 as Ofigirlo'3l1~ replrtml. Thr= !ftOl'TTJ<l.lllm ct:lI't3Jmx! hr:H!~l'lls Ml m;v-esenl.ml ~
warr<ll1ed III tle acwr2te, [;.ooect., ~oo~et8, orti~J'. Thls reptl1 is roc fdOiTl1::l!it:lI'l~~s only, anti sho..lld nd be l:Gn.'i1d!!fel! a salicit.1ti!Jl II1Ixrj (l(sell any stJo.rllj'. ~r=EIlstrlbullm is prnhiblt!!d willloul wrlUen pl:'ffillssloo. To mJrrrqx!rt'S, caJiI-i 1
312-69£..5100. To licrnsethe ro5eMCl1, call +1 312·595-6115!l.
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Atmos Energy Corp ATO (f~YSE) I***
Last Price

30.80 USD

fair Vaille C1lfIsider Buy C1lfIsider Sell

3100 USD 24.80 USD 38.80 USD

Uncertainty

low
Economic Moal™

NoTfoW

'" ." "."",,,,,,,,,,,,,,,,,,,,,., "",., ,., , """,,,,,,.,,.,,.,,, ..
Maal Trend'" Stewardship Morningstar Credit Rating Industry Group

Stobie C BBB+ Uti Iitles - Regulated

Morningstar Analysis

Atmos has an
impressive number
of rate mechanisms
to raise revenue
without filing a
formal rate case.

Thesis 02 Dec 2011

As the nation's largest natural gas distribution utility. Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently proVide healthy, if unexciting. returns.

After the sale of its Illinois, Iowa, and Missouri business.

Atmos will have regUlated distribution operations across

nine states. A highly diversified regulatory environment is

one ofAtmos' strengths. Harmful rate changes imposed by

regulators are the bane of any utility. Regulators' ability to

set rates counters the natural monopoly position of the

utility, resulting in a narrow economic moat for most

utilities. With so many different juriSdictions, however,

Atmos is more insulated from individual negative events. It

also enjoys some favorable rate mechanisms in its

territories. The company is protected from weather-related

fluctuations incustomerusageforthe bulk of its meter base,

with acompletely decoupled rate structure for another slice

of it. Even better, Atmos has an impressive number of rate

mechanisms to raise revenue without filing a formal rate

case. All ofthese factors help Atmos to generate relatively

stable cash flows.

Atmos has historically grown through acquisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas. which added

1.5 million customers and a pipeline segment. These

pipelines, which provide access to nine substantial natural

gas basins in Texas. are apotential growth area for Atmos.

especially if gas prices rise. But the system's contribution

to the company's bottom line is still small compared with

the gas utilities. Producers have also cut new investment

substantially, threatening growth prospects, and competition

is eating into unit margins.

Atmos took on large amounts of debt to complete the

purchase and integration of the TXU assets and spent afew

years trimming its balance sheet to a more favorable size.

The company has succeeded in bringing its debt/capitalization

ratio back in the neighborhood of 50%, which could have

management on the prowl again despite high local

distribution company valuations. Atmos' balance sheet is

well capitalized to weather the current credit markets, and

we expect the company's acquisitive streak to pick up again

during the next few years.

Valuation,. Growth and Profitabilily 02 Dec 2011

We are maintaining ourfairvalue estimate of$31 per share

after incorporating full-year 2011 results and guidance for

2012 and updating our estimates for operating expenses

through 2016.

We expect that regulated growth expenditures will be

concentrated at Atmos' mid- and west Texas utility and

regulated pipelines, where the company can automatically

implement recovery on an annual basis. Atmos has a

substantial infrastructure program in these regions,

supporting our projected 5.5% annualized gross margin

growth through 2016. Our fair value estimate incorporates

about $2.5 billion in regUlated expenditures through 2016,

driving average rate base growth of roughly 6% for 2012-16.

We project operating margins to average 10% during the

same period, boosted by rate increases across Atmos'

system. Our earnings growth estimate incorporates flat

usage at the LDCs through 2016, assuming no growth

through acquisitions. Although we anticipate that Atmos

will begin testing the acquisition waters again. we do not

explicitly project any activity. We use a 7.8% weighted

average cost ofcapital in ourdiscounted cash flowvaluation

based on an assumed cost of equity of 10% and current

credit spreads.

o MQItJ"l!l~w. All Rights R~~l:d. Utlie5':; oi.tuwlse ptovid~d illl! sc~"'<Jtl: ~etmm1,'yoo lTiiIy lise Ihi. report Q.tlly ita tlJ2 CWWy!1l .....rudl its iJ"ilJlnal distrlbu1.{f is OO:ied. D<J1.<l as origltl.<tll)! repme<l.lhl:l irIfooniltkm l:ortained IliYeifl is mt IEpresen\ed IT
Wtn$1l;~ \.l} be ,;cmra-te, UlITett, (.CJt11lete, orthl1dy.llis hllJOft Is f()( hfol"tIJ?,\hmpurpu:il'.S oo1~. and shwk( M\ lJ8 ronsiderf!lI /l5~ldtittJon 10 Luy or ~1I ilhy ~r.ttft..Y. Rcdistribillkxl is prl:lllibitell withoot m!ttenpemNssl00. To ",!.IN n3prEi-t~, Qlll-t1
312-69£-5100. To license-the re~ilJCh, t;1l!1-t1 31~·6%,6869.

Paye 20f16



Morningstar Equit)l Rese-arrn

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Atmos Energy Corp ATO (r~YSE) 1***
Last Price

30,80USD

Fair Value
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Consider Sell
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Scenario Analysis

Investors considering a position in Atmos should consider

three major factors that could materially affect expected

returns. The first. as with most regulated utilities, is the

company's rate base growth. If we assume spending failS

from our forecast levels by 25% annually, producing rate

base growth of roughly 2.7%, our fair value estimate falls

to $28 per share. If spending were to increase by a similar

amount, rate base growth would climb more than 6% and

ourfairvalue estimatewould rise to $34 pershare. assuming

fu II recovery.

2009 2010 2011

Price IUSD) ~",,,,,.

FairVHlue IUSD) -

2012

essential energy source to customers. In exchange for its

service territory monopoly. Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while proViding adequate returns for capital

provi ders. This impl icit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

of capital and leads us to assign the company a narrow

moat. As with all regulated utilities. we think regulatory

caps on revenue and returns preclUde Atmos from

establishing awide economic moat.

Moat Trend

Atmos' investment program is focused almost entirely on

its regUlated natural gas distribution and transmission

businesses. Furthermore. the company is concentrating its

growth expenditures in the territories where its regulatory

return is swiftest and most transparent, like Texas. We do

not foresee a material change In the regulatory compact

that allows utilities to earn at a level that adequately

compensates capital providers while ensuring utilities do

not take advantage of their service area monopoly by

gouging customers.

Without decoupling mechanisms, Atmos' growth will be

influenced by customer usage. A 50-basis-point change in

this assumption would lead to a $1 change in our fair value

estimate. Our assumed cost of equity has a significant

impact on our valuation. A 50-basis-point change in our

assumed cost of equity of10% would lead to a$3 pElr share

change In our fair value estimate,

Economic Moat

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

() Moollngs1M. All Rignt> RIlS!!fVro. UI'lIe:s.s ~ti!;'l'w~ pruvldeil ill a $e!R'tl\e il~teOOtctlt, J'QU hl.,"ly US!! this report llnly i!11nc ~oom-y in whidl its lY19inal distributor I:; oosed, DJta ilS ocfgfmll.,. tl:~l1ted, The fuflJllll<lli[lh l:mtail1ed herein is Ilat repre~ed {I"

w<VTilrted to be :Juumle, [;OJn::d, l:~!e~< (II' titttel~. TIlls report is Far jt(~lhm pt.IrpJ:l~!i !Jl1lj, and shool!! I'mt b!! rol~E~ctc;j il S-lllir;ilillkJfJ IQ luy or sell aray ~,~t:y. ReUi~lbulloo is prohlhili:d WI1!")I)I.lt wtilll;h ~l:ffili:iSioo, Ta adef reprirt'i. r.all-tl
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MnHNIN~mAR';

Uncertainty

Low

.. "" ,,,.,,.,,.,,.,, .... ,,.,,.,,, ... ,,, .. ,, .. ,,.,,.,,.,,,.,,,,,.,,.,,.,,.,, .. ,,."",.".".".".".

last Price Fair Value Consider Buy Consid« Sell

30.80 usa 31.00 usa 24.80 USD 38.80 USD

Bulls Say/Bears Say

Economic Moal'"

NorTOW

MoaITI'l!IId'"

Stobie

Slewardsbip

C
Mamingstar Credil Raling

BBB+
Industry Group

Uti Iities - Reg uloted

Bulls Say

.. Much of Atmos' meter base is covered by favorable

rate mechanisms such as weather normalization and

automated rate filings, which reduce regulatory risk.

.. Atmos' regulated operations are distributed across 12

states, insulating companywide profitability from

individual negative regulatory outcomes.

II> Operating costs at Atmos' regulated utilities averaged

$114 per customer versus a peer group average of

$225 in 2010, and costs came down further in 2011.

II> The company has increased its dividend consistently

during the past 28 years, with 108 consecutive

payouts.

Bears Say

II> Although Atmos is protected from weather-related

fluctuations, only a small percentage of its service

area's rates are decoupled from usage patterns.

II> Dividend-paying stocks such as Atmos are sensitive

to interest rates. As interest rates go up,

dividend-paying stocks can often underperform the

broader market.

.. Growth in production in the Barnett Shale in Texas fell

off a cliff as the rig count dropped with natural gas

prices, clipping pipeline throughput numbers.

.. Ifthe latest gas LDC deal comparables are any guide,

Atmas could significantly overpay for any growth

acquisitions, potentially destroying shareholder

value.

(:I Mllmltlgs\i1f, An IU!Jhls~. Unless oc~i~ pl"ovidEd in.it seP<lr.ltll a~lcOO1crn. yuu may use Uus: repon [ml~ ill Ute ct:lUftry j:n wtlidl i'ls oci~inill distri!JJtIX is llased. Dllt.a as aiglrnllynlpl:lrted. The mfOOllalJoo f..lJntaine;l hereln is- nat repre>ent~li a
waTilll.ell tl:l be <la:ur.Jtll. GOOOO, ron1llete, IX ti'I1~I} lhis: repat is fIX" irtoornlthm lJt9lo~s mlty, ilnd SllWli.l flO{ Le amsidere<! il ~!idt3tiorlto buy Of sell ;my seaJ'rty. Rel!i.'itr~ltioo i~ prohibit.ed withotlt writt.erJ permissioo. To (nl~ reflfllt:s.. !:i'lll t-l
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30.BOuso

Fair Value
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24.80 usa

Consider Sell
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Credit Analysis

Five Year Adjusted Cash Flow ForecastlUSD Mill

Cash and Equivalents (beginning of period)
Adjusted Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Ohligations and Commitments
Total Cash Obligations and Commitments

Financial Heallh

2012{f) 2013(f) 2014(f) 2015(f) 2016(EJ
At the end of fiscal 2011, the company's debtlcapital ratio

131 354 292 420 237 stood at 52%, Interest coverage should remain around 3
157 99 96 98 196 times. Total debt/EBlTDA could tick up slightly. averaging
171 331 261 386 297

3.6 times through 2016. Atmos has typically grown through
-2 -250 0 -500 0 acquisitions. and we believe it could be on the lookout for

-149 -162 -178 -202 -215
opportunities, which could lead to a releveraging of the

30 30 30 33 33
-182 -442 -207 -735 -248 balance sheet.

Cumulative Annual Cash Flow Cushion

CaEh Flow Cushion
Po~,ihl" Liquidl!)' NB,.' --

Adjusted Cash Fhlw Summary

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation

Revolver Availability
Asset Adjusted Borrowings (RepaymenQ

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Credit Rating Pillars-Peer Group Comparison

ATO

Business Risk 4

Cash Flow Cushion 10

SoIveney Score 5

Distance to Defaul t 5

Credit Rating BBB+
SDurce: MomillQstaf E:>liml.ites

Note: Scoring is on a sl:al~ 1-10, 1 ooing Bs.st 10 being WorSl

%of

usn Milli ons Commitments

131 7.3

13 OJ
144 B.O

703 38.1
o 0,0

847 46,7

-1,813

Sector Universe

4.9 5.3

8.9 6.1

6.0 4.9

2.9 3.8

BBB+ BBB+

Capilal Structure

While Atmos' debt/capital has hovered near 50% recently.

we think the company could be gearing up for merger and

acquisition activity. Atmos could be in the market for more

than $1 billion of debt and equity issuances during the next

year or two. depending on the market for local distribution

companies and pipelines, In that event, Atmos can issue as

much as $350 million in equity per regulatory statute, along

with a maximum of $950 million in debt. The pending sale

of some regulated subsidiaries will lessen the need to new

financing should Atmos choose to make a move.

Enterprise Risk

The primary uncertainty that this company faces is

regUlatory, though the size and breadth of its distribution

operations preclude anyone regulatory decision from haVing

adrastic impact on earnings. Still, lower allowed returns or

political pushback on Almos' favorable rate mechanisms

would cause the company significant pain. especially in

Texas. its largest service territory. Overpaying for

acquisitions is also a risk. as Atmos is likely to expand

through further acquisitions.

P MumirJgS!ilr. All Ri!jh!:. Res€rved. IJnleS.'> otherwise prlWide1i ill a sepilfate i1!jreement )'OlI nlilY ~<: !his report (lrl!)' in Ule coorJlJy il'l 'o'Alldllts criglf1allll=>trf!:U.oc l:; ba"ed. D.a.ta as. Ofigir;all)' ll~portell. Th[! frrrOOTh'lti(lllcmtained herei!1 1$ ~lOt r~pr~~I1!ed 'S

wffia~ed to be <latffillll,l:med.C,H1li1ete,or tfmel~. This rePQrt is rOf irtormilllOf1 purpasesooly,arn1 s!m.lld rml: be (.(I.Il5idefed a soljo:;l!alioo rn OO'J N seJlllny~Q,J·rty. RediwiOOtioo is' p!"\lhlblted wilhoul wriltei1 pl'!nlissioo. To crderr~l'(S, (;:I~ +1
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Management & Ownership

Stewardship: C 02 Dec 2011

iReport date represents ~he date on which the owner's common shares held was <ludfted.

Managl!/llent AGlivily

N..m~ Pm;itiCH1 Shores Held Report Date"

ROBERT W. BEST Director 384,971 11 Nov 2011

MR. KIM R. COCKLIN CEO/Director/President,Director 134,569 11 Nov 2011

RICHARD WARE,II Director 34,079 03 Jan 2012

LOUIS P. GREGORY General Counsel/Senior VP 33.938 29 Nov 2011

MR. FRED E. CFO/Senior VP 26,263 09 Mar 2012
MEISENHEIMER
MICHAEL E HAEFNER Seni or VP, Di vi sional 16,976 08 Nov 2011

MARVIN L SWEETIN Seni or VP, Divi sional 10.299 11 Nov 2011

RICHARD W. DOUGLAS Director 5,332 27 Feb 2012

Fund Ownership

Top Dwners

Allianz NFJ Small Cap Value Instl

Vanguard Small Cap Index Inv

Fidelity Mid-Cap Stock
Vanguard US Total Market Shares (AU) DF

SPDR S&P MidCap 400

COhcentrated J-loldElS

New Alternatives

Speece Thorson Value Fund

StarCapltal Priamos A EUR

JNl/Mellon Cap Mgmt S&P SMid 60 B

Institutional Transac:tions

Top 5 Buyers

TFS Market Neutral

FBR Gas Utility Index Investor

SPDR S&P MidCap 400

first Trust Utilities AlphaDEX

Old Mutual Giobal Equity R

Top 5 Sellers

Vanguard Strategic Equity Inv

Transamerica Large Cap Value 12

AllianceBern Wealth Apprec Strat A

AllianceBern Balance Wealth StratA

lSV Value Equity

!rrsiderActi\fity

1,000

3,163

Momlflg.star % of Shares %of Fun" Ch'1~RaHng Held Assets Portfolio D,te

***** 2.21 0.82 0 29 Feb 2012

*** 1.53 020 16 31 Dec 2011

** 1.42 0.62 0 31 Jan 2012

1.20 0.02 29 31 Dec 2011

**** 0.93 0.26 70 31 Jan 2012

* 0.31 5.03 -25 31 Jan 2012

**** 0.03 2.88 11 29 Feb 2012

** 0.09 2.64 0 31 Dec 2011

**** 0.40 2.46 -4 31 Dec 2011

Shares
Morningstar % of Shares %offund Bought!
Roling Held Assets Sold (~ Portfolio Date

***** 0.14 0.23 125 31 Jul2011

***** 0.39 2.19 92 31 Dec 2011

**** 0.93 0.26 70 31 Jan 2012

*** 026 2.01 39 31 Jan 2012

**** 0.04 0.50 34 31 Dec 2011

*** 0.08 0.08 -410 31 Dec 2011

** 0.01 0.08 ·119 31 Dec 2011

* 0.07 0.15 -36 31 Jan 2012

** 0.04 0.08 -29 31 Jan 2012

*** 0.26 0.58 -27 31 Dec 2011

Kim Cocklin replaced Robert Best as CEO in 2010. Cocklin

had been president and COO of Atmos since 2008.

Previously, he was a senior vice president in regUlated

operations for the company and had worked for Piedmont

Gas for three years before that. We do not expect a

significantshift inthe company's strategy ofgrowth through

acquisition and emphasis on securing as much automatic

rate relief as possible at the many utilities. Best had been

president of Atmos since 1997 and served as the chairman

ofthe American Gas Association in 2004. He oversaw seven

acquisitions after inheriting the Atmos throne, expanding

the company to the largest distribution utility in the United

States. He received $875,372 in base salary and a$706,152

bonus in 2010. In 2010, Cocklin received a total of $2.8

million in compensation, after a big stock payout in 2009.

We appreciate that most executive compensation comes

from restricted-stock grants. aligning management's

long-term interests with those of common shareholders,

Management and directors combined hold a roughly 1.5%

stake of the total common stock outstanding. The company

earns a fair Stewardship Grade, which could be improved

by declassifying the board of directors and removing the

poison pill and supermajorityvoting requirements that could

repel takeover attempts. We would also like to see

performance incentives shifted away from earnings per

share targets.

@ MomIl1I:lstlr. All rlighl.s Re~",eC.llnl13SS aU,erwi;;.e p'ovi!Jl!d 81 a sepH:li!! :lg!!!erTl!!.nt}'OlJ may llse thJ:: Il;IX'/"i lllll)' III lh~ l;~ttry ~ whidl it:'> u-Iglool di'itributOf is b..-;:;ro. O;,t.n iJ~ ooylr1illlyr~ed.1h€ mFormiltiorJ Cmlili!lcli herEin is- tlO\ rE'JIil'scl'l1cd et
w.YT<Jntl!d to bl! aWlI"lJlll,cQlrect, ClJ!flIlete,Ol tim!!ly. 111ls. r~portis for lrt{illilltilJn~ onIy,.md ~Ild 1111.. bl: CIlnslderetl a s.~!il::itaI1O!I tQ buy Of sell ilny 5e'IJ..IilY, R~dj:ilt'lootion f.J ~ol~lJ:trn wIthout wnt\en poon1ssilJlt To [J"der reflllrts. UlU t 1
312·695·&100. To 1!~Efi'ie the leseilrch, (;<111 i 1 312-6%-!illiiY.
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MnRNIN~STAR"

Last Price

30.80uSD

FajrValue

31.00 USD

CDnsider Buy

24,80 USD
CDnsider Sell

38,80 usa
Uncertainly

Low

Economic MoatlN

Narrow

Moat Trenlf'M Stewardship

Stable C
MMnmgstarOred~Ratmg

BBBt

Industry Group

Utilities - RegUlated

Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast

3·Ye.a[ 5"Year
Growth 1% YoV) Hist. CAGR Sep21lO!l Sep2D10 Sep2011 5ep20ll Sepl013 Proj, CAGR

Revenue -15,6 -31.2 -3.6 -92 3,1 2J

EBIT 3.3 5.8 8.1 ·3.5 4,0 5.8 5.7
EBITDA 3.9 6.6 5,4 -0.1 4,8 5.7 5.0

Net Income 3.3 5.9 7.8 -3.4 8,3 4.7 4.3
Diluted EPS 3.7 4.0 6,9 -1.5 8.5 4.4 4.7
Earnings Before Interest. after Tax 4.2 15.3 13.1 -13.1 ·16,0 7.3 -7.5

Free Cash Flow to the Finm -183. 7 814.7 -47,2 ·111.9 -578.9 -42.4 -243.7

3·Year 5-Ye.3r
Profitability HistA'1I Sep 2DIlB Sep201D Sop2011 SepZOll SeplO13 Pro] A'Y

Operating margin % 10.7 9.1 10.2 10,9 77.0 11.3 10.3

EBITDA margin % 14.8 13.5 14.8 16.2 76.5 16.9 75.4
Net margin % 4.2 3.8 4.3 4,6 4.8 4.9 4.4
Free Cash Flow to the Firm margin % 4.5 9.2 5.1 -0.7 3.7 1.7 2.0

ROIC with Goodwill % 8.9 9.1 9.7 7.8 6.7 6.3 5.9
ROIC w/out Goodwill % 7D.7 10.5 11.2 8.8 6.9 7.0 6.5
Return on Assets, pretax % 6.9 7.0 7.5 6.3 6.6 6.6 6.6

Return on Equity % 9.2 9,0 9.5 9.0 9.4 9.2 9.7

J-Year 5-Year

Leverage His!. Avg Sep 2009 Sep 2010 Sop 2011 SeplOl1 5ep2013 Proj.A'IiJ

Debt/Capital 0.51 0.51 0,51 0.52 0.53 0.52 0.53

Total Debt/EBITDA 3.34 3.35 3.25 3.42 3.60 3.53 3.58
EBITDNlnterest Expense 4.55 4.38 4.57 4.68 4.96 4.81 4.57

Valuation Summary and Forecasts Discounted Cash Flow Valuation
2010 2011 2072(EJ 20 13(EJ Firm Value Per Share

USDMii 1%1 Value
Prke/Fair Value 1.01 l08

Price/Earnings 13.0 13.9 12.9 12.4
Present Villue Stage I 429 8.0 473

EViEBITDA 6,8 7.4 7.1 6.8
Present Value Stage II 4,910 92.0 54.22

EV/EBIT 9,8 11.0 70.8 10.2
Present Villue of the Perpetuity

Free Cash Flow Yield %
TDIal Firm Value 5,339 100.0

7,0 -1.4 -2.9 -0.8

Dividend Yield % 47 4.2 4.6 4.7
Cash and EqUivalents 131 l45

Debt 2,663 -26,66
KeV Valuation Drivers Net balilnce sheet impact -2,284 -25,21

Cost of Equity % 10.0 Other A<jjustment~ -279 -3.08

Credit Spread for Debt % 2.5 Equity Value 2,176 31.45

Weighted Average Cost of Capital % 7.8

long-Run Tax Rilte % 37.0 Projected Diluted Sha res 91

Stage II EBI Growth Rate % 3.0

Stage II Investment Rate % 147 Fair Value per Share [USD) 31.GG

Perpetuity Year 15
Th~ data in the ~able fltJDve repreSBn1 baStH;.asn fomcasts. Whtln probabiiity-wt:ighterl

AdDitional estimates and scenarios available for download ilt ~lttp:/ls8Iect.momjngstar.r.om. scenarm anall'sis i.'l perfornlfld, the sum of [JEff ~hare vaiuBs may differ from the FairVallJe
tsJ:irnate.

t:J M(l(l'l~st3r. All Ri~=:; RE's!;~val. UnIEl'i'i otherwlsll provided En a ~x:lll! ~00"Il1mt. yoo may usl!.lhl:;; rl:'poct !lilly ill the r.oottr} ItJ v.Ndl its oci.gllkll d~Ibul.O( is b.Jsed. Dilta <I~ 6rlglrnUy re~I;'i'Ir.~. The ihf\lID\atlufii,;\Jt("ll1I:ld lureil1 r., mtrepHlsemro CT
w<JT,ntetJ to be acrnmt.e, r.Q/1ed W1I1llele, llf timely. This. r~port is. for HTOOl1dtiol1 ptJrplls.eS. (l1'l1y.:3oo iliwhl not bl! aJllsi~eI1;{j iJ 5ffildwUoo to OOyGf sell aI1)'SOOJily,RedlstritxJtion l:i lJ'Uhiblt~tI wrthJil1 Wl"iltro pcrrni5sloo, Tue«kr,eprirts, Gill! +1
312·6%-fi1lliL Tn lir..rns.e the re:5€ilr.ch. I:all +l 312-695-68fi9.
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CASE NO, 2013-00148
ATTACHMENT 1

TO OAG DR ND, 1-183

Morningstar Equity Reseorm

Atmos Energy Corp ATO (NYSE) I***
,.""."., ... , .. ,." .. " "'" """"",,'" """".".".,., .. ,.. ,., ..

Lasi Price Fair Value Cohsider Buy Cohsider Sell Uncertainly Economic Moat'" Moat Trend'" Stewardship Mamingmr Credit Rating IndusllJ Group

30,SOUsD 31.00 USD 24.80 USD 38,80 uso Low Narrow Stable C BBBt Utilities· Regulated

Morningstar Analyst Forecasts

Income Statement IUSD Mill

Forecast

Sep21J09 Sop 20la Sep20l1 Sep2GJ2 Sep 2013

TDIal Revenue 4,969 4,790 4,348 4,481 4,6113

Cost of Goods Sold 3,522 3,425 3,020 3,089 3,148

Gross Profit 1,341 1,365 1,321 1,392 1,455

Selling, General & Administrative ExpeDses 494 468 449 468 487

Research & Development Expenses 0 0 0 0 0

Other Operating Expenses (Income) 183 191 179 184 191

Restructuring & Other Charges (Gains) 0 0 0 -5 0

Depreciation Expense (if reported separately) 217 217 227 249 258

Amortization of Other Intangibles (if reported seperately) 0 0 0 0 0
Amortization/Impairment of Goodwill 5 0 30 0 0

TOlal Expenses 4,522 4,300 3.'06 3oS85 4,083

Operaling Income (EBIl) 441 48!1 442 496 S20

Interest E~pense 153 154 151 149 162

Interest & Other Income (Expense) -3 0 21 0 0

Pre-Tax Income 291 335 313 341 358

Income Tax Expense (Benefit) 100 129 114 128 132

Income After Taxes 191 206 199 nil 22S

Minority Interest & Other After-Tax Operating Additions 0 0 0 0 0
to (Subtractions from) Earnings Before Interest

(preferred Dividends) 0 0 0 0 0

After-Tax Non-Operating Income, Extraordinary Items (Losses), 0 0 9 0 0
Discontinued Operations, Accounting Changes

Nellncome (Loss) 191 206 lOB 219 225

Net Income (Loss) Excluding Charges 191 206 199 215 225

Di luted Shares Outstanding (Mil) 92 92 91 90 91

Diluted EPS IDeluding Charges 2.0B 2.23 2.29 2.42 2.49

Diiuted EPS Excluding Charges 2.30 2.25 2.34 2.38 2.49

Dividends Per Common Share 1.32 1.34 1.36 1.40 1.45

EBllDA 610 101 106 76 m
EBllDA wilhoot restructuring 610 701 106 74D m

~ Mom:rlgS!af. Au Rights Reserved. llnlllss lli.~ISl:ll>rlJllidro lh ;J 5I:~l'l'i>tt;: llgreernem. ~[JJ m.~y use \.l~s report Otlly !l1th!! 1.:0011;')' in 'Nhich its (tjginal distriblJt[ll' t b<Jsro, D<lta as ()I'ir.illdl~ rllplJlted.lhe 8l(DI'mfttlon r..ontaim,:c.l hel11ltl hi 00( replesente-cl!l'"
WN!;,I1l':d 1{J he .awu~te. Caffl3Ct. Cml~Jlllle, or1lmety, Thisf~ ~ flJ{ hiQl'Int!titln Jlllillm;c~ [ltl!y, aruJ 'Shruld not lJe r;[mslden~d <:I :'ilJHcitatioo 1Q!;tty ocsel! any s.etiJ'rty, J(~dls1Jibutioil ~~ pHlhib~1l1l ViitlJoot Wmell perml~lon.1(}ITdert~rt.s,call t 1
l11·69&-61 QQ. 1[10 Ijr.ellSe the lesettKh, r.<lll t 1312· 69!HilJ.69.
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CASE NO. 2013-lJ014a
ATTACHMENT 1

TO OAG DR NO. 1·183

Momingstar Equity Research

Almos Energy Corp ATO (NYSE) I***
Last Price

30.80uSD

Fair Value

31.00 usa
Consider Buy

24.80 USD
Consider Sell

38,80 usa
Uncertainly

Low
E"""omic Moal""

Narrow
MoaIT......d""

Stable

Siewardship

C
MlM11ingstar Credit Hating

BBBt
Indu!llJyGroup

Utilities - Regulated

Morningstar Analyst Forecasts

BillilUI:ll Sbeet [USD Mill

Assets

Excess Cash & Investments

Operating ea,h & Equivalents

Acccunts Receivable

Inventory

Other Short Term Operati ng Assets

Total Current Assets

Property Plant & Equipment. Net

Property Plant & Equipment. Gross

(AccumUlated Depreciation)

Goodwill. Net

Other Intangibles

Other Long-Term Operating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Total Assets

UiJbilities

Accounts Payable

Sholt-Term Debt

Other Current Liabilities

Total Current Liabi Iities

Long-Term Debt

Incremental Debt Requirements

Total Long-Term Debt

long-Term Operating Liabilities

Deferred Tax Liabilities

long-Term Non-Operating Liabilities

Total Liabilities

Preferred Siock

Minority lnlerest

Shi:m::hD'd(l:rs' Equity

Common Stock

Additionai Paid in Capital

Retained Earnings (Deficit!

([masury Stoc kJ
Other Equity

Total Shareholders' Equity

Total Liabi lilies +Shareholders' Equity

Difference. from analyst adjustments and restatements

Forecast
Sop 2009 Sop 2010 Sep2011 SEp2012 Sep 2013

a 0 a 289 227

111 132 131 65 65

233 273 273 295 277

353 319 290 254 259

132 151 316 316 316

829 815 1,011 1,219 1,14S

4.439 4,793 5,148 5,418 5,767

6,081 6,542 6,817 7,362 7,969

-1,648 -1,749 -1.669 -1.944 -2,202

140 740 740 740 740

a 0 0 0 0

251 251 313 313 313

0 0 0 0 0

85 105 71 71 71

6,344 6,164 7,283 7,761 8,036

207 266 291 276 259

73 486 209 300 300

457 414 368 368 368

737 1,166 8A 944 921

2,169 1,810 2,206 V63 2,447

0 0

2,169 1,110 2,2116 Z,363 Z,447

119 49 22 22 22

511 829 960 1,056 1,162

511 131 971 971 971

4,161 4,585 5,0Z7 S,3!i6 S,SZ9

0 0 0 0 0

0 0 0 0 0

a 0 a 0 0

1.791 1.714 1,733 1,742 1.751

405 487 570 662 756

a a a 0 0

-20 -23 -48 0 0

2,111 2,.118 2,155 Z,4IJf Z,507

6,344 6,164 1,283 7,761 8,036

a a a 0 0

{i MO!ll~I'r'{;jr.NJ I1Ights. Re.sefvefj.llnles:; otherwlSl:! provide!llt'l i1 5epN2te :lgt"et!ffiem. yoo trJa'j use this report nllly In the l:OOrMy ill 'o'ttl1dl~ (Jigjt1illlli~triWt[l( ~ lJa,ro, D.ata as lXlglrnl!'J reported. nl!! infoomllfnn co.rt.ained hereil'l is ml feJY~l:d 'S

wiYfallleli to ~ :lUIJrate, c:ool!d, \;(l~lete. Qf tlm('l)'. Th;, fepoP"t i!: roc irtorm<ltion purpoo;es oar,.. <lno ::ihoold l1lli. be (lJ1l:>1d~t'd a Solj(;-lt1ltiCN1 til lluJ' Dr seIllltl)' sw.rlly. R!![J[s1nbotiOil is ~I:lhlbitl!dwilhoul wrlUl!11 p~i;;s'loo. ](1 ~dl'! repriIts, t:l!1 +1
312-fiSB-!l1{J[J, To Hem:>{! thl! resean:h. c-aJI-t1 31 H9&-6!lii9.
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CASE NO. 2013·00146
ATTACHMENT 1

TO OAG DR NO. 1-183

Momings!:ar Equity Researth

Almos Energy Corp AIO (NYSE) I***
Last Price

30.80 usa
Fair Value

31,00 usa
Consider Buy
24.80 usa

Consider Sell

38.80 usa
Uncertainly

Low
Ecanomli' Moat'"

Narrow

Moat Trend'" Stewardship

Stable C

Morningstar Credit Rating

BBB+
Industry Graup

Uti Iities - Regulated

Morningstar Analyst Forecasts

""."."."."."."., "",,,,,,,,,,,,,,,,,,,,,.

Cilsh Flow [USD Mill
Forecast

Sep 2009 Sep2010 5ep2011 Sep2012 5ep2013

Net Income from Continuing Operations 191 206 208 219 225
Depreciation Expense 217 217 233 249 258
Amortization of Other Intangibles 0 0 0 0 0

Impairment of Goodwill 5 0 3D 0 0

Other Non-Cash Adjustmen!5 to Operating Income 0 0 0 ·5 0

Deferred Income Taxes & Other Adjustmen!5 to Net Income 153 220 137 96 106

Ch1JngB~ ~n Operating Assets .(ll1d liplJilitit:::l;

(Increase) Decrease in Accoun!5 Receivable 245 -40 0 -21 17

(Increase) Decrease in Inventory 194 54 28 36 -5

(Increase) Decrease in Prepaymen!5, other Current Asse!5 12 -4 ·92 0 0

Increase (Decrease) in Accoun!5 Payable -182 58 24 -15 -17

Increase (Decrease) in Other Current Liabilities 84 15 14 0 0

Cash from Operations 919 726 583 558 58S

(Capital Expenditures) -509 -543 ·623 -538 ·607

(Acquisitions) 0 0 () 0 0

Asset Sales & Dispositions of Discontinued Operations -8 0 -4 124 0

Other Investing Cash Flows (Outlays) 0 0 0 0 0

Cash frnm Investing ·517 ·543 -627 -S14 -607

Common Stock (purchase) Of Sale 28 -93 2 9 9

Common Stock (D ivi dend s) -121 -124 124 -127 -131

Preferred Stock Issue/(purchase)/(Dividends) 0 0 0 0 0

SllOrt Term Debt Issuilnce and (Retirement) -284 54 83 91 0

long Term Debt Issuance ilnd (Retirement) 40 0 82 157 84

Minority Interest Addbilck of Income (Loss) Distribution 0 0 0 0 0

Other Financing Cash flows (Outlays) 0 () 0 0 0

Cash From Financing -338 -163 44 130 -n

Benefit (loss) from Exchange RateslDiswntinued Operations, etc. 0 () () 48 0

Net Change in Cash 64 21 -1 2Z1 -61

Changein Cilsh anBill ance Sheet 64 21 -1 222 -61

Difference, from analyst adjustments and restiltements 0 a 0 0 0

t.1 MornirJ!Jrtar. All Right. Rl::~e{W~1. Unle!>S o!:Mwi~ pl'1JYi~~tl i~ a se~<lt'!! agmtjm::nt,)'OI1 tnIly list! Ihis report 00]1 in ttl!! (;\lI.IlW)' irJ......rnch ils lTlglnal distrlbutor Is ooset.l. [)a!;j i:l:i' oc~fhJlI)' t!l!lOlll:ld. Th~ mormc;thm J;;1l~iJ.ltJe!l hel'eilll:; 00\ re~~~l:d ~

W<JlTiJaed t\l beiIDJJratll, J;.OIf~~. l:ll~!me. oc limelj. Thi~ !cp!Yt i'i foc ldOOTlJI!l:mp.!tpo.ws only, ami shrnlrl rult be rom.il:l!!!e\l1I soHdtatioo to buy CI" ~1I mry .srrn-lty. R€di5lrlbutlQl1 is lXoolblh:~d without 'Miltell pctml~l!Xl_ To ~de!' ll:jt~S, w'l ,1
312·695-6100, To Iken'il:tht' rlOs.earl:l'l, cam +1 312-fj.~&6869.
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Morningstar Equity ReseaJdl

Almos Energy Corp ATO (I~YSE) I***

CASE NO. 2013-00148
ATIACHMENT 1

TO OAG DR NO. 1-183

MnHNIN

Last Price

3D.BD uso

Fair VallU!

31.00uso

Cons;der Buy

24.BOuso

Considl'l' Sell

38.80 uso

Uncertainty

Low

E"""omic Moat'"

Narrow

Moat Trend""

Stobie

Stew3l'dsbip

C

Morningstar Credit Rating

BBBt
Induslr)'Group

Uti Iities - Reg ulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Valuation Analvsis
Pric~JEamiuDs- EVIEBITDA PO,./free Ca.~ Flow Prite/BttElk Price/Sale.

PricelFalr
Ccmp,nymcker Vafue 2011 Z012(E) 2073(E) 2011 2012(E) ZO/3(E) 1011 Z012(E) ZOI3(E) 2011 ZOI2(E) Z013(E) 2011 ZOU(E) ZO/3(E)

NiSource Inc NI USA 1.41 16.6 18.1 169 9.6 9.1 8.7 NM 14.7 141.5 1.4 13 1.3 1.0 1.0 1.0

Southern Union Co SUG USA 0.B5 NA 21.4 21.2 NA 8.4 8.2 NA 24.8 25.4 NA 1.8 1.7 NA 1.9 1.9

AGL Resources, Inc GAS II SA 1.05 11.9 14.7 12.1 14.7 15.3 13.1 308.3 49.9 92.3 3.0 2.6 2.4 2.1 2.0 1.9

New Jersey Resources Corporation 1.17 16.6 16.9 16.2 133 14.0 13.1 24.3 NM 63.0 2.3 2.2 2.1 0.6 0.6 0.6

Returns Analysis
ROle with Goodwill % ROle witlu;lUf GoodwiU %~ Relurn on Equity % Return {In Assets, Pfeblx. % Dividend Yield %

last Historical Y8i:lr
TDtal Assets

Comp,"ymd<er (Mil) 2011 Z012(E) ZOI3(E) 2011 20/2(E) 2013{E) 2V11 Z012(E) 2D13(E) 2011 20U/E) 2D13(E) 2ml 2012(f) Z013(E)

NiSource Inc NI USA 19,939 usa 6.0 4.9 5.0 7.9 5.4 6.5 6.0 7.5 7.8 4.7 5.0 5.2 3.B 3.8 3.9

Southern Union Co SUG USA 8,798 usa 8.0 6.2 5.3 8.1 6.3 6.4 96 8.9 8.4 7.1 6.9 6.8 NA 1.5 1.6

AGLResou rees, Inc. GAS USA 6,710 uso 8.3 6.9 7.1 9.0 7.4 7.5 14.6 13.0 14.8 7.3 6.4 7.2 2.7 3.1 3.2

New Jersey Resources Corporation 2,649 usa 8.4 7.1 67 8.4 7.1 6.7 11.9 12.2 11.9 5.5 5.4 5.4 3.3 3.4 3.6

Growth Analysis
Revenue Grow1h u/l) ERITGrow1h % EPS Growth % Fr~e Cas-n Flow GI'Owth Il/a DividendlSh"e Growlh %

Lasl Hisrorkaf Y8ar
Re....enue

Compil11jffid<er (Mil' 2011 ZOI2(E) mI3(E) 1011 Z012(E) 2013(E) 1011 2012/f) Z013/f) 2011 Z012(E) ZO/3(f) 2011 2GU(E) 2G13(E)

NiSource Inc NI USA 6,422 USD -3.4 4.3 4.3 12.5 9.4 5.3 20.2 26.2 63 -109.3 -650.1 -1/9.6 -0.6 0.8 0.5

Southern Union Co SliG USA 2,688 USD 79 2.1 4.1 6.0 2.1 1.7 5.8 5.0 0.7 142.9 ,33.3 -2.4 0.6 5.9 5.9

AGL Resourc~s, Inc. GAS USA 2,373 USD 2.4 ·3.6 4.1 5.0 -10.2 20.8 4.5 -12.5 21.9 -86.2 469.3 -45.9 3.8 5.4 4.4

New Jersey Resources Corporation 3,009 usa 14.0 3.1 4.4 -24.0 3.6 6.3 -13.6 8.4 3.9 92.3 -199.2 -140.8 10.5 8.0 6.0

P MDmirlg'itar. Ail Rights ~~.llllles'l rKherwi-.e lY0vl~ in:l s.ep:V"<rl:1! :lg,e!!ment,)'tllJ~)' lJ5C Ihis. report ool]'!tI the coohlry lll'lmidl iC; {lj~i!lil! dIstrilJ..rt.oc l~ oosrn. DaL<l as ocl!flmllyrep<Jrted.1he irJ[ormatiml (:OtMihed trerehl15 00\ mpre.."d1tro (T
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Atmos Energy Corp ATO (IIJYSE) I***

CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNIN

Last PriCl!

30.80 usn

fair Value

31.00Uso

Con.id.". Buy

24.80uSD

Con.id.".Sell

38.80 USD

Uncmainty

low
Economic Moat'"

Nilrrow
Moat Trend""

Stilble

Stewardship

C
Mamingstar Credil Raling

BBB+
IndU5IrJ Group

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

ProfitabiIity Analysis
Gross Margin % EBITDA M'l'lIi,'. 0p0r,ding Margin % Net Maruin Ill.. Free Cash Flow Margin tJJ~

Last Hi~torital Yeaf
Net Income

Companylnd<.er IMII) 2011 lO12(F) lO13(fJ 2011 lO/2(fJ lO/3(F) 2011 lO1l(E) 2013(F) 2011 2012(F) 2013(F) 2011 2012(fJ lO13(fJ

NiSource Inc NI USA 296UsD 53.7 53.4 53.1 23.7 24.1 24.1 144 15.1 15.2 46 5.6 5.7 ·1.3 6.9 0.7

Southern Union Co SUG USA 235 USD 47.8 47.7 47.0 35.7 39.0 38.1 22.3 22.3 21.8 9.3 9.0 8.7 11.9 7.8 7.3

AGl Resources, Inc. GAS USA 234 USD 51.0 52.6 5H 27.8 26.6 29.8 21.1 19.6 22.8 9.9 8.9 10.5 0.7 4.0 2.1

New Jersey Resources CorporaUon 101 USD 15.2 15.5 16.2 5.9 6.0 6.1 4.8 4.8 49 3.4 3.5 3.5 24 -2.3 0.9

16.9 10.2

leverage Analysis
nebtlEquily% Dobt/To.al cop 'I> EBITDAll,!,res' Exp. Tot,! DebtiEBITDA A,selslEquily

Last Histo:-icafYEHlf
Tnl31 Debt

Comp;mylTicker (Mil) 2011 2012(F) lO131E) 2011 lO121E) lO131E) 2011 20121E) 201J(F) 2011 2012(F) 2a1JIE) 2011 201l1E) 2013{E)

NiSource Inc Ni USA 7,353 USD 149.4 749.2 148.5 59.9 59.9 59.8 3.9 38 3.7 4.8 4.7 4.6 4.1 4.0 3.9

Southern Union Co SUG USA 3,969 USD 146.9 138.3 1308 59.5 58.0 56.7 4.0 41 4.1 4.1 3.7 3.6 3.3 3.1 3.1

AGl Resources, Inc. GAS USA 2,541 USD 153.8 182.0 7701 60.6 64.5 63.0 6.1 H SA 3.9 5.2 4.5 4.1 4.3 4.1

New Jersey Resources Corporation 594 USD 76.5 87.5 85.6 43.3 46.7 46.1 9.0 8.8 8.2 3.4 4.0 3.9 3.4 34 3.3

Liquidity Analysis

MariletCap
Cosh pe,Sh.re Nel Cash per Share CFD p. rS,ar" Free Cash Row per Sbare P8V(J~t Riltio %

Companytncker (Mill 2011 lO12(E) 2013(F) 2011 lO121E) lO13{E) 2011 2012/E) 201JIE) 2011 lO12(fJ lO13(fJ 2011 lO12(F) lO13{E)

NiSource Inc NI USA 6,778 USD 0.03 1.56 7.58 -26.22 -25.30 -25.88 2.57 5.37 3.89 -0.30 1.64 0.17 87.5 69.0 65.2

Southern Union Co SUG liSA 5,294 USD 2.00 3.08 4.08 -2990 -28.82 -27.82 5.18 4.12 434 2.57 1.72 1.67 29.9 32.0 33.7

AGl Resources, Inc. GAS LISA 4,544 usn 0.21 6.79 5.77 -32.46 -33.93 -34.79 6.76 6.35 6.01 021 1.17 0.63 56.8 68.5 58.7

New Jersey Resources Corporation 1,850 USD 0.18 0.21 0.37 -14.10 -17.46 -18.06 6.02 3.73 4.5B 1.75 -1.74 0.71 57.9 57.7 58.8

Average 0.6 2.9 3.0 -25.7 -264 -26.6 5.1 4.9 4.7 1.1 0.7 O.B 58.0 56.8 54.1

Almos Energy Corp AID US 1,713 USD 1.45 3.91 3.22 -25.19 -Z5.54 -27.06 6.43 6.17 6.44 -0.44 .0.89 -fJ.2S 59.1 S8.1 !iB.Z

t" Mrrningstar. AI! Rights R~. Ulll!!S$ «hetwise pmvf.!fe;j ill.3 sepNlltr o'lgll"r:ffi!!rrt. J'OtJ l?l<ly IlSi! this ,!!port only H1 u~ (:ourby ill 'Mlld1 jts: ll'igillitl diwibutor ls ooseC. Dal..<l a!; Q/"!~lhilU,. f!:p(l!1.ed, The f!lf[lffiliitToo oortaiJll;u hE!d~ r.. rnt rep(!~~entei! ~

wmmteE! to be. <lcrtJfate, r:ffiect, I:{lrr~~ll~,~. Cf !lind'), Th1s report is roc ittOfln.atlunpu;poses ooIy. ami s1'J[llld rnJ!. b~ oonsi<i~t;d OJ srniQ\illioo tc~ or sell any sewity. Redistriool1Qll i::lXohibltcd withoot 'Mitlctl pmIll':UIOII. r rJ rfl:lcr repfirt.s, call +1
312·69&1i1{)(J. Tolic(ft;l! It.! re5e<lrch. ~I! +1 312·69S-txHI~.
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Morn ingstar EqlJ i ty Res80fch

Research Methodology for Valuing Companies

CASE NO. 2013-O01~8
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINGSTAW

Components of Our
MelhodoloDV

~ Economic ~lioatn" Rat;fllJ

It-- r\i~m)l Trel1d~ Rating

,. tv10at ValL.lation

... ThHH;-SMgD DlsrOLmwd

Gash Flow

~ Weighted Average Cost

of Cnpitnl

... Fair Valu8 Estfmat8

• Scenario Analy.sis
It-- Uilcertlll!1ty Rattng:;

.. Margin of Safety

~ Cons ider Buying/S ell ing

~ Stewardship Grades

~ Financial HeDlth Grades

The Morningstar Ratir1g for stocks identifies companies trad

ing at adiscount or premium to our analysts' assessment of

their fair value. Anumber of components drive this rating: (1)

our assessment of the firm's economic moat. (2) our estimate

of the stock's intrinsic value based on adiscounted cash-flow

model. (3) the margin of safety bands we apply to our Fair

Value Estimate, and (4) the currellt stock price relative to our

fair value estimate.

The concept of the Morningstar Economic MoaPM Rating

plays avital role not only in our qualitative assessment of a

firm's investment potelltial, but also in Durvaluation process.

We assign three moat ratings-r1one, narrow, or wide-as

well as the Morningstar Moat Trend™ Rating-positive,

stable, or negative-to each company we cover. There are

two major requirements for firms to earn either anarrow or

wide moat rating: 111 the prospect of earning aoove-average

returns on capital; and (2) some competitive edge that pre

vents these returns from quickly eroding. The assumptions

we make about a firm's moat determine the length of "eco

Ilomic outperformallce" that we assume in the latter stages

of our valuation model. We also quantify the value of each

firm's moat. which represents the difference between afirm's

enterprise value and the value of the firm if no future net in

vestment were to occur. Said differently, moat value identi

fies the value generated by the firm as a result of any future

net new investment Our Moat Trend Rating reflects our as

sessment of whether each firm's competitive advantage is

either getting stronger orweaker, since we think of moats as

dynamic, rather than static,

At the 11eart of our valuation system is adetailed projection

of acompany's future cash flows TI1e first stage of ourthree

stage discounted cash flow model can last from 5to 10 years

and contains numerous detailed assumptions about various

financial and operating items. The second stage of our mod

el-where a firm's return on new invested capital IRONIC)

and earnings growth rate implicitly fade until the perpetuity

year-can last anywhere from 0years (for no-moatfirmsl to

20 years Ifor wide-moat companies). In our third stage, we

assume the firm's RONIC equals its weighted average cost of

capital, and we calculate acontinuing value using astandard

Morningstar Research Methodology for Valuing Companies

*****
****
***
***

{\nalyst conducts

GO mpany ancl

industlY msemch

~ Financial'Stahmwnt
amlysis

.. l:h8i1nel ehecks

,. Teadn-shDw visits

... Industry ,wd (:(Jmpany
repurtB and journ,1ls

.. Cunference calls

.. MJIl,lycnwnt uml
site visits

Anal\·st cDiEide,s
pa~t fir:ancial result;
cilld lDcll~es on
competitive position
and IvtUfe prosP8cts
to forecast future

ca"h flows.

t\ssurnptlons are
8ntrirerl into
tvlornlllgstar':;

proprietary discounted
cash-flow rMoe!.

Thl' analyst then Dval
uates the ran[le of
pDtBlltial intrinsic
values for lI,e 0Dlllpafly
81KI assigns an
Uncertai0ty Rating: Low,
M"dium, High,

V8ry Hinh. or Extrr;rn8.

The Uncrrtilinty RoOting
determines tho margin
of safety required
before we would r8C
omrr'end tile stOCK.
The higher the unC8r
taiilt,!, ~I'le wider
tfl8 l1181uin of safety.

f;l MOOlln!lstar. All Right,> r.:~5l:t'fcd, Utll~ otheIwise pHlvil!~rl i,>1 i.l :rcpilfilte ilgrl:l~nt,)'lJU rMy ll"e this n~port only In Ole i:OOJ1tty In v.+Jich its ctlgil'lal dj~\l'HAA_or Is hasoo. DOlt:!~ (lfjgimll1 reporteol, The irlform<ltimJ C'Mlaitloo beiX:lrll:> rnl
ret1'e~nledOfW<m'tlrte\! til be iJrn.u<'lt-'!'.Locrect.i:lJ~lete, oc \i~IJ' Thh r.eJl~ is fN itirJlrultillrJ pmposc5.n.nly.i1nd shoold Ilot be (om;idel"!!E12 SlJ;IGrt~tiOll to txry [l( sel~ <In'! ~lty, Redi2ributioo is pl'"ah\bEted wH:hout wrlutl1 j)t'I'ml:i5.111n, To
order rrpl'ints, qlll ..1 31Hi'95·610!l. Ta licer.:>e (hE! researd•• U111.,.1 J12-695-6!l6!l.
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Morningstar Equitv Re~8af{:h

Research Methodology for Valuing Companies

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. '-183

M()RNINGSTAW'

Detailed MethodologV
Dooumeots aotl Malerials'

.. Comprehensive

Equity Resenreh Methodology

.. Unmr\(linty Methodo!ogy

.. Cost of [quily MelhOliology

.. Morn Lngslar DCf

V,lvotio" Modd

.. Stewardship Grade

MllIhodology

.. Sloek Grode Methodology for

Fina nciaIHealth

ir;fi}r[n...1~io:l.

perpetuity formula. In deciding on the rate at which to dis

count future cash flows, we ignore stock-price volatility.

Instead, we rely on asystem that measures the estimated

volatility of a firm's underlying future free cash flows, tak

ing into account fundamental factors such as the diversity of

revenue sources and the firm's fixed cost structure.

We also employ anumber of other tools to augment our valu

ation process, including scenario analysis, where we assess

the likelihood and performance of abusiness under different

economic and firm-specific conditions, Our analysts typically

model three to five scenarios for each company we cover,

stress-testing the model and examining the distribution of

resulting fair values.

The Morningstar Uncertainty Rating captures the range of

these potential fair values, based on an assessment of a

company's future sales range, the firm's operating and fi

nancialleverage, and any other contingent events that may

impact the business, Our analysts use this range to assign

an appropriate margin of safety-or the discount/premium

Mllrnillgslar Margillllf Safety alld Star Ratillg Ballds

Prieio/Fair Value

to afair value we apply in setting our consider buying/con

sider selling prices. Firms trading below our consider-buying

prices receive our highest rating of five stars, whereas firms

trading above our consider-selling prices receive our lowest

rating of one star.

Our Stewardship Grades show our assessment of amanage

ment's commitment to shareholders, and include an analysis

of a firm's transparency, incentives and ownership. We also

provide Financial Health Grades, which are quantitative mea

sures based on firms' distance to default scores. Distance to

default measures the distance between the market value of

acompany's assets and the book value of its liabilities lex

pressed in standard deviations of asset val ue). For our

grades, Ais equivalentto "Excellent," while Fis "Very Poor,"

l.nV;J

.f1 Mr:mngstar. All Rfght<; R~Eld. Unless QU'O'whlo- pruvided in (j ~pil(llteil!lre~nt,)'OOmay !Be this report urny in thEl 00lI!11f)' In whldl its lTl~ir1ill distJibu'tOl' is basal. Oal.'! as ()fi!lina~ly repurtro, The inrorrrullimll:&tair1ed herein r., oo.t.
rerte~ntoo cr-Yli7ITilhtro to be ill:!Jlr.lle. cooect, {;lJ!ll'lete, Of timllly, llis fCpcrt is roc iri(JlTlIltion pl.HJ]{lS€S (01)', ilmJ ~!d rml: be wt1sl11erffil a s\llid!ation to 00y (]( sel! any seDJiiy, Redistrlbl.ltioo r., pmhibiteiJ w"lthoot wrilten PEml~~ Til
ordff repril!ts.l:a~l-Il 31H96·6100. To Ikeme lhr. ~ilrdJ., elli! t 1 ~12-691}.6869.
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Morningstar Corporate Gn;dit RlltlflQ

Morningstar's Approach to Rating Corporate Credit

.. Offers a proprietary

measure of the credit qual·

ity of companies on our

coverage list.

.. Encapsulates our in-depth

modeling and quantitative

work in one letter grade.

.. Allows investors to rank

companies by each of

the fnur underlying com

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures.

.. Provides accass to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service.

Purpose

The Momingstar Corporate Credit Rating measures the

ability of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligatiorls.

The Morningstar Corporate Cmdit Rating builds on the

modeling expertise of our securities research team. For

each company, we publish:

.. Five years of detailed pro-forma financial statements

.. Annual estimates of free cash flow

.. Annual forecasts of return on invested capital

.. Scenario analyses, including ups ide and downside cases

.. Forecasts of leverage, coverage, and liquidity ratios

for five years

.. Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at select.morningstar.com.

Methodology

We feel it's important to perform credit analysis through

different ler1ses-qualitative and quantitative, as well as

fundamental and market-driven. We therefore evaluate

each company in four broad categories.

Business Risk
Business Risk captures the fundamental uncertainty around

a firm's business operations and the cash flow generated

by those operations. Key components of the Business Risk

rating include the Morningstar Economic Moat~' Rating

and the Morningstar Uncertainty Rating.

Cash Flow Cushion W

Morningstar's proprietary Cash Flow Cushionn, ratio is a

fundamental indicator of a firm's future financial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like contractual commitments over the next

five years. The Cash Flow Cushion acts as a predictor of

financial distress, bringing to light potential refinancing,

operational, arld liquidity risks inherent to the firm.

~~~~~~~~~~~~~~~- -----_.__ ..._.._~._~~~~~~~~~~~~~~-

Morningstar Research Methodology for Determining Corporate Credit Ratings

Ana Iyst co liducts

compa~y and
industry research:

• M8nagement intenliews

• Conference calls
• Trade show visits
• Competitor, supplier,

distributor, and
customer interviews

• Assign Economic
MDat"" Rating

Analyst considers

cDmpany financial
statements
and competitive
dynamics 10

forecast future
free cash
nDWS to the firm.

Analyst derives

estimate of Stress
Test Score""

Analysts rlIn bull
and bear cases
through the model
to derive alternate
estimates of

enterprise value.

Based on compet"
itive analysis,
forecasts, and
scenario analysis,
the analyst
assigns

Business Risk.

We gauge a firm's
health using
quantitative tools

supported by our
own backtesting
and academic
research.

• Morningstar Bank
Solvency Score'"

• Distance to Default

..

SeniDr personnel

review each
company to
determine the
appropriate final
credit rating.

• Rev'lew rnoden ng

assumptions
• Approve

co mpany-s pec ific

adjustments

AAA Extremely Low Default Risk

AA Very Low Default Risk
A Low Deleult Risk

BBB Moderate Default Risk

BB Above Average Default Risk
B High Default Risk

eee Currently Very High Default Risk

ec Currently Extreme Defaldt Risk

C Imminent Payment Default
o Payment Default

UR Under Review
UR+ Positive Credit Impncation

UR- Negative Credit Implication

l;I Moolil'v:l~r.All RightsRe~. Unlr=.ss oI:hefw~ ~d.,d i~1 a $ejJN<lt~ :lg'l!enl~t you lmj liS!) till:> fl:pG\ !Jtlly Ih the t;ooh'try in ....1lidl its lTf,ginal dis1Jibu!.oc is based, Datlll1~ orir,iMlly rtlpOrteEL The Iilfoomtion !;{l!t31Il.l:d hell::ltl ~ not
rl!flfes.entel:! (J(W3!Tlll1ed m be i1tnJrate, r..orrect. mIJl1lete.l:t tJ~11. This rl!plrt is foc l.ttl;ttTJ{l.thm puTpll5CS \lilly, iltll;! sfl~1k! llQI. bll COTl'i!OerEd a slllir:ilil1~DI1 to WjOf ~1I ilrlJ ~il:y_ Re-dls.tr!lJJtiou is fJfohlliltro wlilnlt .,.",.iltt>J] ~!:Jmlss1(]l). TI]
(l({hn!!j)fim:s. cOiIl t-l 3l2-!l!l5-5l 00. To Ikem;i! the r~.oJCh, (:<111 +1 312-!l%-!l1l69.

Page 15 or16



CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-163

MDfMingStilf Corporate Credit Raling
"~------------------------------------

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Scoren
.,

The Morningstar Solvency Score "., is a quantitative score

derived from both histol"ical and forecasted financial ratios.

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows), profitability

la company's ability to generate profit per unit of input),

capital structure [how does the company fir18nce its

operations), and interest coverage Ihow much of profit is

used up by interest paymentsl.

Distance to Default

The Distance to Default rating is a quantitative, market

based measure of a company's current financial health.

(Distance to Default serves as the basis for Morningstar's

Financial Health Grade.) The underlying model treats

the equity of a firm as a call option on that firm's assets.

Based on estimates of asset volatility and the Black

Scholes option"pricing model, we can estimate the

likelihood that the value of the company's assets falls

below the value of its liabilities, implying likely default.

For each of these four categories, we assign ascore, which

we then translate into adescriptive rating along the scale

of Very Good I Good I Fair / Poor I Very Poor.

Overall Credit Rating

The four component ratings roll up into a single prelim

inary credit rating To determine the final credit rating,

a credit committee of at least five senior research per

sonnel reviews each preliminary rating.

We review credit ratings on a regular basis and as events

warrant. Any change in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are available on

Morningstar.com. Our credit research, including detailed

cash-flow models that contain all of the components of the

Morningstar Corporate Credit Rating, is avai lable to

subscribers at select.morningstar.com.

e MOOllt'il~W. All Rtghto; R~.lJnless otOC>rwf$l; !'I'lJI;ided In ~ !".ep8Olte ;Jgrf!~. yoo !1l.'l) use l)Ij:; refJlJ". lltliy ill the roontry ttl \o';hictl it:s (f"JQin:l1 distribul.oc is. baSM. Dm tiS nri![jnallyreported.1hl! infOllTl<ltilln l:mt<llnml l1£rEln is 001.
r!:~r-Jtp.~ 0( warr:n1l.ed 1o be OCWIlltl!, COI'T!!d:. cotJ1!l~e.l)I' tirm~ly, 1his J[!pm ~.s foc IriO'lTh'llian fJ.->l'llO~s 'Jill}', AI;r! ~hoold mit b!! tilflsi~!"felJ .. salidt.atioo to buy Of sell any sel'1J"[~. Re.dls'J'bilioo ~ pruhibil.!!d witOOul wrlUen plmllssirnt To
lJt~~teprjt'lt5, call +' 312·68Ei-61[l[l. To lIr.em.~th!! re~Itl'Ch, C<l1I-f-1 31l·!i%lill!iS.
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Las! Price

32.43 usn
Fair Value

31.00 USD

Consider Buy
24,80 USD

Consider Sell

38.80 usa
Uncertainty

low
Economic Moat""

Narrow
Moat Trend"" Stewardship

Stable

MlJI1Iingslar Credil Rating

BBBt

Industry Group

Utilities - Regulated

Atmos Management Meeting: Shift Toward Internal Growth in
Texas, M&A Looks Too Rich

Most of our discussion May 6 with Atmos' ATD

managementteam, inclUding presidentand CEO KimCocklin

and CFO Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz., focused on

the company's wide footprint of regulated operations.

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well, driven by

reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned projects like line Wand X, which total

Last week management said it is targeting 8.0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in thei r system.

2,920

35.55

28.51

-1.2

-1.7

30 Sep 2011

8.5

4.1

1.05

2012(f) 2013(f)

13.6 13.0

7.1 6.8

10.7 10.1

-2.8 -0.8

4,4 4.5

2011

13.9

7.4

no
-1.4

4.2

Financial Summary and Forecasts IUSD Mil]

fixalYear: 2010 2011 2012(f) 2013(f)

Revenue 4,79[) 4,348 4,481 4,603

Revenue YoY % -3.6 -9.2 3.1 2.7

EBIT 489 472 491 520

EBfTYoY % 8.1 -3.5 4.0 5.8

Net Income, Adjusted 206 199 215 225

Net Income YoY % 7.8 -3.4 8.3 4.7

Diluted EPS 2.25 2.34 2.38 2,49

Diluted EPS YoY % 6.9 -1.5 8.5 4,4

Free Cash flow 1B4 -40 -80 -22

Free Cash flow YoY % -55.1 -121.8 99.9 -72.0

SDuree for forecasts in thE! data tab 1132: aboVEJ:: Mom ingstar Estimates
Analyst Note: Our iOfEH;ast muld differ with as mpm1ed and con&s'lsus tigt~rus dve to
unique modB'ling tOI1\1entions..

Valuation Summary and Forecasts

fisGlI Year: 201 ()

Price/Eornings U[)

EV/EBITDA £.8

EV/EBIT 9.8

Free Cosh flow Yield % 7.[)

Dividend Yield % 4.7

Profile

Vital Statistics

Market Gop (USD Mil)

52-Week High (USD)

52-Week Low (USD)

52-Week Total Return %

YTD Total Return %

Last fiscal Year End

5-Yr forward Revenue CAGR %

5-Yr forword EPS CAGR %

Price/Fair Value

Atmos EncrJJY is thclargcstnatural gas·only distributor in the United States,
serving more than 3.1 million meters. After selling its Illinois, Iowa, and
Missouri segmcnt, its utility operations will serve Colorado, Georgia,
Kansas, Kentucky, Louisiana, M'lsslssippi, Tennessee, Texas, and Virginia.
Its nonlltility operotions market natural gas across a vast U.S. territory and
inclUde one of the largest intrastate natural gas pipeline systems in Texas.

07 May 2012Analyst Note

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regulatory spending and Atmos'

move toward more organic growth. Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.
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(I MoIlliFJgS!ar 2012. All Rl~ht::J Rcs!:tVell, M<mill~:st;V"'S: Credil: Rdting:s &0 R~l'l!dl i.s fl'~ltted :mllllffrflxl b;' M!mI~sW< 11Y:., wllkh is oot registEf~11 wlth the US SOOlrrtt~<]00 f~d1.imge Comru'iSion 3S il N.~limany~~~'Iirel:!Sl..3ti,tkal Ratillg OrgiH1ilittimJ.
fNRSR01, Unle:ss mhc!wl5r ~lNlrl~ Irl il sep<llilie aJ'~l!m~. '100 nl6Y u:;e I,I1j~f~ Gilly ill t~ ((J.JI'lll)' in whl~h ils OIlgi!ld! distrmoc!s l'lflre(!. The jri\tmatiGl1, data, <ma1)'Sr.5 llm! oplnkms ~f5~EjJ IH~relf1 d~ ntlt oonslJ.1u1e imrestmMtamt:; are flfovloe;J
solei)' foc fflformlltlllh<:ll~ 1!Ild I)n:te!"~e ilre !'£It lln life' to ooy oc ~I /I ~lt'(. :100 ME not W,'ltfantEd to he r.ooect. COI~!!!te- oc <1CQlfste. TIle orltl1mr> Expresse[J <lr!! ilS ufUre dattll'J1itten amI are ~~oo to change without I1OtJ!:e. E~r;ept ilS otIl9Wl'ie
!cqu~d by law, Moo1l~~-wr ~ro,U trot be rl:..<;jJIJI\SiII!~ riY .my trading det~~ d,~tIl;'lnf:S i)l 0l:11!!{ 1ms!!"S tE>llltin~ flllm, or re,l<ltetJ to, thl:! ~ormiltioo. i:laI.a, lln;:I~se'>. (J( npmlOffi a their ll~. 1he mrOfTl1ilti~n umlaiflel1 hl'fcin is UlEl fXopI"i€tilry f'llP~ I:lr
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Moat Trend'" Stewardship
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Morningstar Credit Rating

BBB+
Industry Grwp

Utilities - Regulated

roughly $160 million in capital expenditure and qualify for

expedited recovery underTexas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013, supporting earnings improvement on

top of new investment prqjects.

Like many of the management teams, Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase.

£1 MlXTllng=>tN 2012. Ai[ ~j~hl.S .R~d. Moour.g:1l'1"'s CH!Ifil: Ratings & R!!:Se.arm is prorlumd lmd {lffl'1ed by Mtlnlllg~ar, Ir.::-., w1lk!1 i:s oot reg~E'n'r1 with nID US Sootrftje:; (lmj E);d"t<lt"lfl!! COlTYll!5sion.as;,. NatEooo"llly R«~t1iled SI;JI~ir.<l1 Riltl~ {)J"!l<l~izalloo

{"NRsROj, Uiliess-mherwis!! ~olJided in il 'Sepanlte a~l:!!mr:nt,)'ill m:Jy use thi;; report only ifllhc cwrltr)' in ,.,.11H:11 its original obWfbutoc is bCJSed. the jti{flmtlon, 1:l3t.;., <mfllf.:i~ (100 opinion" Pfl!seme-d Ib'!eill dlll"tll\. CllI1~tflutt; ~tmef1l <lcMcc; (jIll ptmiOO::l
~ol13!yfOt' i~ronn.IlHl)n,a,ll,lJrpo'ies ,md the-IiO"e me 001 an dfrrtl] tJ.ry or .5~!I a secaity:.m:l (jJ[! 001 WlIrral1too to Le-'Cormct, cOrl'tJh!'le!lf atill:r::ltc. The OfJj~i[lrrs (!xpr~ M~ ll;; !)ftl1e date wrilhm :md are Y.I~ect to ~Ng~ W1V1[1\.l( t1Qtir.c_ EJl:(l:~I3:i mh~5l:!

feqtJiI'llc.l by law, MOOllllij.star shall not bll re:spoll~1l11': f«::lny lr.mlng dEX:lslot"G, IiClffi<lges Q( lJ!.OO-lo~fE!'ill!ttng fHlm, orwlatei:l to, t.he il'IformallOIl, i:lalil, !lnllIJS!!'i (If opiltiCJtl$: (1' thei, Us.'!. The lnfoonatiOf\ rof'lUli~tJ her';:ll i!; Ute 1JffJj:lf1t;l$) j10~lrty of
MornirJ)'.-tllr <lnd rna~ rnK be reproduced. in w1mle or in part, orI~ In :my m:mner, withoot thfl pr[O' written rorrsent I:lr MMlfn!ls.tar. To OHI!!f fE'fl1Ilt'i. !:<lilt-1 .312·5%-6100. Til IkM~e the resB<Jrch, r.:lll +' 312-!l9G-OOW.
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Morningstar Analyst Forecasts

Finam;ial Summary and Forecasts

Forecast
3-Year 5· Year

Gmwth 1% YoYj His!, CAGR Sep 2009 Sep 2010 Sop 2011 5"1'2012 5"1'2013 Pmj, CAGR

Revenue -15,6 -31,2 -3.6 ·9,2 3.1 2.7

EBIT 3.3 5,8 8.1 -3,5 4.0 5.8 5.1
EBITDA 3,9 6,6 5.4 -0,1 4.8 5.1 5.0
Net Income 3,3 5,9 7.8 -3.4 8,3 4.7 4.3
Diluted EPS 3,1 4,0 6.9 -1.5 8,5 4.4 4.1
Eilrnings Before Interest, after Tax 4.2 15,3 13.1 -13,1 ·16,0 7.3 -1.5

Free Cash Flow to the Firm -183,1 814,7 -47.2 -111.9 -578,9 -42.4 ·243.1

}-Year 5·y.,r
Profitability Hi,\. Avg Sep 2009 Sep2010 Sep 2011 5ep2012 Sep2013 Prrj, A"9

Operating margin % 10.1 9,1 10,2 10,9 11.0 11.3 10.3
EBITOA margin % 14.8 13.5 14,8 16.2 16.5 16.9 15.4
Net margin % 4.2 3,8 4,3 4,6 4,8 4,9 4,4

Free Cash Flow to the Firm margin % 4.5 9,2 5.1 -0,7 3,1 7.7 2.0

ROIC with Goodwill % 8.9 9,1 9.7 7.B 6.1 6.3 5.9
ROIC w/out Goodwill % 10.1 10.5 11.2 8.B 6.9 7.0 6.5
Return on Assets, pretax % 6.9 7.0 7.5 6.3 6.6 6,6 6.6

Return on Equity % 9.2 9.0 9.5 9.0 9.4 9,2 9.1

3-Year 5~Yea(

leverage His!. Avg Sop 2009 Sep 2010 Sep 2011 Sep2012 5"1'2013 Prqj, Avg

Debt/Capital 0,51 0.51 0.51 0,52 0.53 0.52 0.53

Totill Debt/EBlTDA 3.34 3.35 3.25 3.42 3.60 153 3,58

EBITOAlInterest Expense 4.55 4.38 4,57 4,68 4.96 4.81 4,57

Valualion Summary lind Forecasts Discounted Cash Flow Valuation
2010 2011 2012(f) 2013(f) Firm Value Per Share

USD Mil (%) Value
Price/Fair Value 1.01 1.0B

Price/Earnings
Present Value Stage I 429 8.0 4.73

13.0 13.9 136 11.0
Present Value Stage II 4,910 92,0 54.22

EV/EBITDA 6.8 7.4 7.1 6.8

EV/EBIT 9.8 11.0 10.7 10.1
Present Value of the PerpellJity
Total Finn Value 5,13S 1OO.a

Free Cash flow Yield % 7.0 -1.4 -2.8 -0.8

Dividend Yield % 4.7 4,2 4.4 4.5
Cash and Equivalents 131 1.45

Debt 2.663 -26.66
KeV Valuation Drivers Net balance sheet impact -2.284 -25.21

Cost of Equity % 10.0 Other Aqjustments -279 -3.08

Credit Spread for Debt % 2.5 Equity Value 2,176 ".ti
Weighted Average Cost of Capital % 7.8

Long-Run Tax Rate % 37.0 Projected Diluted Shares 91

Stage II EBI Growth Rate % 3.0

Stage II Investment Rate % 14.7 Fair Value pet Share IUSDj 31.00

Perpetuity Year 15
TIle data in t~8 table abovll represent b~se-(;ase forer.iClsts. When [lrobability-we~ght~d

Additional estimate& and scenarios availahle for .downloau at http://selel::1.morninosl:m.c:om. s.csllario aflaly~js is p~riormed, the sum of per share values may differ from thE rail Value
Estimate.

t'l Motll1tlF,l:>ttJt 2012, All Ri~lJts Re5{fWE!, MIX111ngst;y's tr!!l:!it Ratings & Resllardl Is pruduo=E1 ;Jnd {lffl3ro try MU'l'lil'lgstar. It):., YI+1kh ls not regfst~.oo with the U.S. SOOJfftfes ilrnJ b:dmtJ'!ll: CWtllj~!]l1l1S {! Nllill;lttal~1R2tog'l!.lell s.t:lt~stiGil Ratil1!J Org;lnkatJl:ltl
r~mSR01. U~Il::i:> [ll,hf.'f\.'lise 1J"1l1l100:l In<l.5.lOp..1fllt!! ;)g-eernrot, ~(lj 1Th'l~ use Hl!s llOjmrt only loth<! m ..!tl1ry ill whkh its ori~ir13t dlwilutor is:h~. The irt'alllitkm. datil, .anillyses and (Jpllli[lh~ t1eseJ11co lntelll dQ tJ[lt ~iWte !rM!·>tmel'1t <ld"ke; dle [lfovMgd
511lelyfor IllfotmJ\iwl,rd PJrposes and thffe({le are txll;ln offl'f II} OOyoc s~1 "S{'tlrity; Iltlll3rt:! om. w:Hl'<ln!:cd t!] !Ie corred:. COII1l!cte [I( Ill;;Wfllte. ThB OIJinimt'i expressed are as III the d~tt" Wljneh {ltJ~ Q-fe :>lJqjlOrt til ~h~~wID;oot ootice. U:teplas nU1l'PNi~

t~l.IlJl:d by Illw. Mnnli~starshalt nat ~~ r~lbtefoc an1 trading del:~I(]llS, dllm<lgE'S (J{ other lD~f!S msull"irnJ front orrelittell to, the Fnf(Junatioo. Olilil. iJlliJr,ses or llliflloos 0' tOO! Il:>e. Tile W~·"tn<>ti[lt1 wllta!hel,J t-.er~jn is tile prllpf~t3ry ~Ojlerty of
Mom!~slilr m;l h1"'~ mJt!J(! reprDCkJcoo, in wtmlll.K In part. oru~d in :30)' rmnner, wJth~l\ thl! prkl-wrK.lCIl roroffit I:lfMOOl~star. 11] (J{tler refUnts, wU +1317.'·68fHilOO. TlllkMse the l';$~,;h. (:<IIi +1 312-69&-G869.
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Inc lime SlatemenllUSD Mill

Total Revenue

Cost of Goods Sold

Gross Prolil

Selling, Generill & Administrative Expenses

Research & Development Expenses

Other Operilti ng Expens es (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense (if reported separately)

Amortization of Other Intilngibles Of reported seperately)

Amortization/Impairment of Goodwill

Tolal Expenses

Operaling Income (EBIl)

Interest Expense

Interest & Other Income fE~pensel

Pre-Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operilting Additions
to (SUbtractions from) Earnings Before Interest

(preferred Dividends)

After-Ta~ Non-Opl'fating Income, Elttraordinary Items (losses),
Discontinued Operations, Accounting Changes

Net Income (loss)

Net Income (loss) E~c1uding Charges

Di iuted Simes Outstanding (Mil)

Diluted EPS InclUding Charges

Diluted EPS Excluding Charges

Dividends Per Common Share

EBITDA

EBITDA wilhout resllUcturing

Forecast

Sop 20mJ Sop lDlD Sop 2011 S"f!Z01Z S"f!2013

4,969 4,790 U48 4,481 4,603

3,622 3,425 3,02D 3,089 3,148

1,347 1,365 1,327 1,392 llfSS

494 468 449 468 487

1B3 191 179 184 191

·5

217 217 227 249 258

5 30
4,522 4,300 3,91Mi l,9BS 4,083

447 489 442 496 52tJ

153 154 151 149 162

-3 0 21

291 335 313 347 358

100 129 114 128 132

191 2116 199 11S 115

9

191 2116 20a 119 115

191 206 199 215 225

92 92 91 90 91

2,OB 2.23 2.29 2.42 2,49

2.30 2.25 2,34 2.38 2,49

1.32 1.34 1.36 1.40 1.45

610 7111 7116 745 m
610 7111 7116 740 m

() Momi!\g~itar21]12. All R~:i l\e$~. Mt.mhgsl.~':'i Cm:Ht R<J\~ ~ Re::3earcl1 is prndured ami Gffered by MIDIit1~~r. !Ilt., vkIld1ls not regi'>1l:l'ed with the US SL'lllflties ilnd (,;dlilnge CmrHlissiml as a Natiooilll~ Recogrn:red Slotl:>tkal Rlltlng Or~otllzatl!m

f'NItSRO''). Unle~" otherwlslll1uvjded ill <'I se~rllte l'g"mmmnt. )'«1 troy lJSA:< this repDl't Olll) in tile: coomry irl which [~0t'i1J1o'1<l1 distrltxJtrlf is b.aS'etl. Ttm fl'tcrFTlo'3tion, d<lla, <l1\:iljyses am! opinklfls pnls.ellted rn;,.EI[l do rrot amstitute iave::ltmel1t advice; iltc ptQvld.{'.lj
SDk:I)' for iI1formiltioo<J~ ~.a.n<J th[lf{fct~ .;Jl~ hot lltllifct to wy or sell a !>eaJ'"ity; and are oo! w3ITal'1lell trl be ((j'Tect, c(ln~tel"'{K 1I00.1filt.e. The opil'lKm<;. eKjJJ()~ sre as or tim dCltewdtten MHI are sullject: to ~harJ~e \'1ithool rnlH::ll, EK\:ept as (Jlh.,-wl~

reqlllIet.l by law, Mrrni~:>tiJf 5~11IDt he r~~bl() flJ" ahj tr,ld!tl~ del:isions, d<lmagl':S Of OCW ![lSSeS('!!.SlJltlf11j from, t)1 f.el~t!!d to, lhE' Infooll.atloo. dalOJ, ;malyses Of opilllOOS. [J" ttxllr use.T~ lnfoonation wrrtaiJ>ed JU!l~irJ is. tfre Pf(ljJfieliJl)' IICP!:rty (If
Mool~stilf arxlll1il~ rnK be r.,prOOlJ~, ln Wil(,lle u-Ill pvrt. r$ H~ll ill "'ITj rrumJll!{, without the pri[J" 'Miltllil (Qfl..'>M [lr Mnmi~'itaL To al"Je'f r!![J111t.s, [JIll +1 312·!i9fi·61 00. To Ikcllsll the tcse<lfl:h, r.<lll +1 312-696-£Sfi9.
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Balance Sheet (USD Mill

Asset5

Excess Cash & Investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

Other Short Term Operati ng Assets

Tmal Current Assets

Property Plant & Equipment, Net

Property PI ant & Equ ipment, Gross

(AcCtimulated Depreciation)

Goodwill, Net

Other Intangibles

Other Long-Term Operating Assets

Dererred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Total Assets

LiJbilWes

Accounts Payable

Short-Term Drbt

Other Current Liabilities

Total Current Liabil ities

Long-Term Debt

Incremental Debt Requirements

Total LlIIIg·Tenn Debt

Lon9-Term Operating Liabilities

Deferred Tax Liabilities

Long-Term Non-Operating liabilities

Total Liabilities

Preferred Stock

Minority Interest

Shareholders' t~"ity
Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

(freasury Stock)

Other Equ ity

Total Shareholders' Equity

Total Liabililies + Shareholders' Equity

Difference, from analyst adjustments and restiJtements

Forecast
Sop 200B Sep 2010 Sep Z011 Sep2012 Sep2D13

289 227

111 132 131 65 65

233 273 273 295 277

353 319 290 254 259

132 151 316 316 316

829 875 1,011 1,219 1,145

4,439 4,793 5.148 5.418 5,767

6,087 6,542 6,817 7,362 7,969

-1,648 ·1,749 -1.669 -1,944 -2,202

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,764 7,243 1,761 8,036

207 266 291 276 259

73 486 209 300 300

457 414 368 368 368

731 1,166 868 944 9Z7

2,169 1.810 2,206 2,363 2.447

2,169 1,810 2,206 2,36J Z,441

119 49 22 22 22

571 829 960 1,056 1.162

571 731 971 971 971

4,167 4,585 5,027 5,3S6 5,S29

0 0 0 0 a
1.791 1,714 1,733 1,742 1,751

405 487 570 662 756

-20 -23 -48

2,177 2,178 2,255 Z,4l14 Z,SOl

6,344 6,764 7,243 1,761 8,036

fJ Mumj!i!Jst~r 1'012. AI! Rig'r'Jh lt~~d, Mocrul1~s:l:a"'S u-e-r:Ht Jtit\.i1l!J5 8. Res~ilrdl is prudured .md [Jfl'~ed b}' M«n!l'lgstlr. ioc., v.+1Icll j~ rnl rcgl:;t~ with t:h€ u.s. SOOJfltl~ ,md b:d1<lI\[J!! Coomlsshm B5 3 NlllirXUtI~ Rr=t:OSjl1hr=d Sll3Ustir.aJ Rll!jn-o OIU8I1IMt.ian
{"NRSRV1.11nlr.s:> aLhE1Wtse rr0'o'lded in a separatfl a~~!!lnent. yoo 1ll1l}' use \his report only In the ~lJJr!\ry Irl which its Ofi~1.m1 di;;trHjI.J(lJ' is biJ~d, Thl: it(lfll1.lHoo, d<lw, <JMlyses and OJ)lni'.Jns Pfe5'Cl11Ed hEIcln do I'mt ~tiMe i~5tmE't'rt mlvice; 11ft" proW'ldeli
sol.,l)' fiK fmlJtTTl<lUlJlleJl rurpO!it'S arnJ U,l""oEfcre ore nat an oller to~ Of:>ell il sew-ity; ilrd ,lie rXlt W<lrfilnlell ttl !Je (:ooed, Cl:ltllptete IT Ill;QJfale, The 1J\Jlllion:'i m:presse{j 3n! as or t1~ d<lte wrilt'i!l1 ;j1'l[:1 are ')tIqjert \(1 (;h<m!Je wiltmut notit:e. ~)lcepl1I'i allwwise
HX)'JIIEd tJy I;lW, Momlrl[l$tllf shalt rl'Jt be re~IlIE f~ ,my tradlf1!l dcd5llJllS, diFffii'lge'l Of u!:hef lo:.s8".i fe5l.lll1t"'!l from, orrcl<ltrl:l to, tJie ill(otmiJlh~'1, W-\il, anal~s!3 !X oplrnoos [f their use. The lrtommtio!1 wnt<!itJe'j taElnls thE ~fetHry fJtllJffi)' or
M{jffij~s!.ar iJOO m1l1 mJl: b~ reprOOlll:,oo, lnwhale or in fl<Irt. orused In iltry marmer, withoot the pri~\'lI'itteill;~'ellt (If MOO1lng9.<lL To ocOet fej:fj~I.:i, r;:<ill +1 312-68&-6100. Tlllk!!fiS!! the research, {;[lli t 1 J12-69Ei-686!l
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""""""",."."., .... ,."."." .... ".".". "'''''''''''',<,,,,,,,,,,,-

Cash Flow IUSD Mil)
Furm:ast

Sep 2009 Sep 2010 Sep2011 Sep2012 Sep2013

Net Income from Continuing Operations 191 206 208 219 225

Depreci;ltion EKpense 217 217 233 24fJ 258

Amortiz;ltion of Other Intangibles

Impairment of Goodwill 5 30

Other Non-Cash Adjustments to Operilting Income -5 0

Deferred Income Tilxes & Other Adjustments to Net Income 153 220 137 96 106

{;b,myes ifi Operaling Assels Clnd l.iflbil~tlE;S

Gncreilse) Deereilse in Accounts ReceiVilble 245 -40 0 -21 17

(Increilse) Deereilse in Inventory 194 54 28 36 -5
(Increilse) Deereilse in Prepayments, other Current Assets 12 -4 -92

Increase (Decrease) in Accounts Payilble -182 58 24 -15 -17

Increase (Decrease) in Other Current Li;lbilities 84 15 14

Cash from Operalilllls 919 726 583 558 585

(Capital EKpenditures) 509 -543 -623 -638 -607

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -8 0 -4 124

Other Investing Cilsh flows (Outlays)

Cash from Investing -511 -543 -627 -!i14 -607

Common Stock (purchilse) or Sale 28 -93 2 9 9

Common Stock (Dividends) -121 -124 -124 -127 -131

Preferred Stock Issue/(Purchilse)/(Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 91

long Term Debt Issuilnce and (Retirement) 40 0 82 157 84

Minority Interest AddlJack of Income (Loss) Distribution

Other Finoncing Cash flows (Outiays) 0 0

Cash FrlllR Financing -338 -163 44 13D -39

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc 48

Nel Change in Cash 64 Z1 -1 ZZ2 -61

Chilnge in Cash on Balance Sheet 64 21 -1 222 -61

Difference, from anillyst adjustments and restatements

~ MOO1~stilr 2012, AI! Rj~llt!O R~~, Moflll~ar':i Credit RiJtl~s 0. R~l:lttd1 ~ pl"lJduwd !!1J1j lJfrered by MmJil'lgstar. irlC., i'A1i<:il is oot reg!strrel:! with ttl!; US Sl!Cl1fRllls !lilt! txdlimge Cmmlissiml as a NatiOilillly ~if.ognize.d StJUJti~1 Ri:ltl~~ Gr~ilh!nltlQll

{"NRsROj. Unlll-S5 I;Jtht'fWiSI'! J.fCtlfitlerl it] <l ,'j1lP<Jfate ilg-eemm!. 'J(lJ f;l.;l)' ll:;:e th~ IC~ott only In the GQJtIll')' ill which ~s ori~inallli>t"-lbutCJ( i5 bCJSf!d. The irtO'malion, E!<lt:!, <300~ :md llpjf1~ ~sellied hE!e!11 till oot am'ititllte irmstmel1l advke; "til ~\l'Mc;l

so1r.l)rfOC infOOTh.>llflMI ?J1"Jl0~" all~ tnetc!o;re.are rKll an rtfrr IQ Wj lJI ~"elill se[.{t~:y; iltxl;tlT m\ warr<lrrt~ tlJ br I;OOI!d..I:[lrllJlfMo oc ';l:r1.Iratl!. The or~l'll(ltli m:press:ed am asDf tlie date .....,.illell am:! are Sl.lllject to d\il[J~e withoot ootkll. Ex(cpt iJS o1h~se

IE'C)UTred lry liI\'1, MUl1lill~'lt;r shall!1t;1( be tespoosibte1[J" a!l]' ltijding d... ~i$i~l't';, ~(I~~e:;; (t Qiner ![l>::.i~s.re5lJltk~ from, urrel<ltell ~o, tile infommllon, ElfII/l, !H1!llys!!S oc oplrnoos (T treir u:>c. Tt-£ lnfoomtion rontilined llE'1e!n is 'lht; pnp'"1elilry j:J"lJ~lrty llf
Mornir1gS!.ar ilh!.1 tJl<l~ mt. be repfooucoo, Irl \.'l'hllie oc In part. Qfi'~~ i~llJny IMtlhl;'t, witl1(M the pIll1 Witten mn.ser.ll:lrMlrnlfl!l'itar. To oHIN rq:rlnts, I:illl tl ;n2·695-6100. T'llIi:m'ie thetcsl:<.1Uh. r.a~1 +1 312-6!l&-5a69.
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Credit Perspective 02 Dec 2011

At the end of fiscal 201 1, Atmos' debt/capital ratio stood at

52%, in line with most utility peers. In addition, debt!

last-12-months EBITDA was a modest 3.4 times, and

EBITDA/interest coverage should hover around 4.5. While

Atmos' credit metrics are currently very healthy, we believe

the company is on the lookout for acquisition opportunities,

which would probably lead to a releveraging of the tJalance

sheet. The company could be in the market for more than

$1 billion in combined debt and equity issuances over the

next one to three years Imaximum of $950 million of debt

and $350 million of equity, per regulatory statute),

depending on the market for gas local distribution company

and pipeline acquisition targets. The sale of LDC assets for

$124 million in 2012 should ease external financing needs.

Credit Metrics [USD Mill
1010 1011 Z012(E) 2013(E)

Cash And Equivalents 132 131 354 292

Toto I Debt 2,296 2.415 2,663 2,747

Interest Expense 162 158 149 162

EBIlDA 707 706 740 777

Debt to Book Capitol

Quick Rotio 0.3 0.5 07 06
Debt to EBITDA 3.2 3.4 3.6 3.5

EBIlDA to Interest Expense 4.6 4.7 5.0 4.8

Operating Summary IUSD Mill

1010 2011 Z012(E) 2013(E)

Soles 4,790 4,348 4,481 '1-603

% Chonge ·16 -9.2 3.1 27

EBIl 489 442 496 520

% Net Sales 10.2 10.2 11.1 11.3

Net Income 206 208 219 225

% Net Sales 4.3 4.8 4.9 4.9

Free Cosh Flow 242 ·29 138 79

% Net Sales 5.1 -0.7 3.1 1.7

Bus int!ss Analysis

AOiJlyst Notes

Momingstar Amilyst Fomcasts

Comparable Company Analysis

Methodology 10

The Cash Flow Cushion appears weak because uti lities'

regulatory compact requires continual investment and fund

raising to maintain infrastructure performance. However,

utilities receive full regulatory recovery of interest expense

[interest plus amortized principal) alorlg with atarget return

on equity. Dividends are paid out of excess cash flow from

operations after the utility funds the regulatory allowed

equity portion of growth capital. thus having little impact

on bondholders.

Capital Structure

PriM Year Prior QuartN

Mal1<etEquily 3. DB Bil 3.01 Bil

Preferred

2.B3 Bil

2.16 Bil 2.6 Bil 2.38 Bil

The primary uncertainty that this company faces is

regulatory, though the size alld breadth of its distribution

operations preclude anyone regulatory decision from having

a drastic impact on earnings. Still, a lowering of allowed

returns or political pushback on Atmos' favorable rate

mechanisms would cause the company significant pain,

especially in Texas, its largest service territory. Also, Atmos

could overpay in the expectation of improving regulation

that may not be realized.

SOUfa;: Morningstar

Issuer Profile

Atmus Energy is the largest natural gBs-onlydistributor in the United States,
serving more than 3.1 million meters. After selling ils Illinois. lowo, and
Missouri segment, its utility operotions will serve Coiorado, Georgia,
KansBs, Kentucky, Louisiana. Mississippi. Tennessee, Texas. and Virginia.
Its nonutility operations market natural gas across avast U.S. territory and
include one of the IBrgest intrastote natoral gas pipeline systems in Texas.

~ Mmlngs1.<tr 2lJ12. MI Rlghl..s RE5~. MClfI1lII!j'rta's erroR !t?lirJgs &0 Researdl is pl'lJdured <md uff~ by M~ih~st.ar. loc., 'M1kh is not r~gim~!l wiU1tlH: U.S. Sea.nitle::i atld E';lIdt;lli]l! CDI'TfTli'isiOi'l as a NatJ(It1~H1 Rl!tCi9llii'/!tl St<lti'>tiC<l1 ROlung Orgal'lil<lUoo
rrmSR01. Ul<less.{l~sf! fY[lVtdel'l itl a separilte a!1.el!m~, yoo mJ~ U'ie U~S rl!~!rt ool~ in the l:(lJWy iJ1 whJch II.:> odgirJal distrHxrtoc I:> h;'l~d. ThE! irilYtTI;l\i{JrJ, daiB. ana~l::';: 1l~l! rrpinirll'ls ~e:>mtl!d IlfteLtl do 11.0.)(~ei~~.lIlem <arlviLl!; are provitll:cl
501[l~ (or InfOiTOOtkmJllJ1TPfJ~ all{( t111'rofflTe .ne oot illl or!a-- to buy or 'Sell a SOOJity; arxl are oot w;tf1{ltlted trl tl~ !;:oo-ect. cl:l~k:le Of amlr.a.te-. The ~niCJI1';; C1iKes'.ied are ll:J I;Jr ihe rl:l\e written and are StlhJtiI;\: to cfl~ wilhwt notice-. b:~pt d!: nthlYWise
required by I<Jw. MOOlll1gstar smH notll~ re~lI:lIlsll:lle fer 'If!) 1r.ldlf1g ded.,ion:'l, dafllilge5 Of oI:oo-lll~(;:s fe$i.l1ti119 rrom. or-telilte~ ta, the Illfl)l'll1:ltioo. d:lt2, :llt'lly~~ or llllnklru l;f tl~ir Us.!!. The mform<lllan r.illl.tflined h(f",m IS 1I1e propr~ rropl'!tJ' of
MOO1ingst.<lr .md may tID\. be n:producfffi. in whole or i~1 part. (X" used Jf] any mCirmer, withoot the pl"ra-writlel1 o:lfts«lt{lr MOOlIl15JstM. To ocrll;'l:' rejYints, ca.ll +1312·69&-6100. To lirxme the res-e<lrch, caU +1 312-G%-611~9.
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Credit Analysis

Five Year Adjusted Cash Flow Forecast IUSD Mill

Cash and Equivalents (beginning of period)
Adjusted free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

Financial Health

201l(E) 2013(fJ 2014{f) 2O/5(fJ 2016(E)
At the end of fiscal 2011, the company's debt/capital ratio

131 354 292 420 237 stood at 52%. Interest coverage should remain around 3
157 99 96 98 196 times. Total debt/EBITDA could tick up slightly, averaging
171 331 261 386 297

3.6 times through 2016. Atmos has typically grown through
-2 -250 -500 acqUisitions, and we believe it could be on the lookout for

-149 -162 -178 -202 ·215
opportunities, which could lead to a releveraging of the

30 30 30 33 33

-182 -442 -207 ·735 -248 balance sheet.

Cumulative Annual Cash Flow Cushion

Cash FIDw CU3hiDrl
P05silil~ Uqul{jlty NeflD --

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted free Cash Flow
Sum or Cash and 5·Year Cash Generation

Revolver Availability
Asset Adjusted BOHowings {Repayment)

Sum of Cash, 5-Year Cash Generation. Revolver and Adjustments
Sum of 5-Year Cash Commitments

Credit Rating Pillars-Peer Group CllmparisDn

ATO

Bu si ness Risk 4

Cash Flow Cushion 10

Solveney Score 5

Distance to Derault 5

Credit Rating BBB+
Sour:;c: MOfnjngstm Estimatus

Note: Scoring is on ascale 1-10, 1beino Besl, 1D belr,g Worst

%of

lJSD MJiUons Commitments

131 7.3

13 0.7
144 8.0

703 38.7

847 46.7
-1,813

Sector Universe

5.1 5.3

9.1 61

6.3 5.1

4.0 4.5

BBB+ BBB+

Capital Structure

While Atmos' debt/capital has hovered near 50% recently,

we think the company could be gearing up for merger and

acquisition activity, Atmas could be in the market for more

than $1 billion of debt and equity issuances during the next

year or two, depending on the market for local distribution

companies and pipelines. In that event, Atmos can issue as

much as $350 million in equity per regulatory statute, along

with a maximum of $950 million in debt. The pending sale

of some regUlated subsidiaries will lessen the need to new

financing should Atmos choose to make a move,

Enterprise Risk

The primary uncertainty that this company faces is

regulatory, though the size and breadth of its distribution

operations preclude anyone regulatory decision from having

adrastic impact on earnings, Still, lower allowed returns or

political pushback on Atmos' favorable rate mechanisms

would cause the company significant pain, especially in

Texas, its largest selVice territory. Overpaying for

acquisitions is also a risk, as Atmos is likely to expand

through further acquisitions.

(J MOO1IJ1lil:st<Ji2012. All RI~h'lS Rl';<;erved. Mocmng!iilV":> ('J~~ RllUl1gS. 8- Re'i!!ardl is prl)lIU~~ l\l1d ol1er~ by M01'1illg.>ur.I~., wMkh is nnt reg~I!fM w\th the U.S. Serurltk's:8oo E'u:h<ltlfl!! COO11l!~(Jn <lS 11 Nlltfoolllly RecogniIDl Slatistll;;l1l Rlltln~ Organil.ll.iml
fNRSR01. Uhl()S511th~$~ tt"ullided ill a 'Sepdr<lt~ ~e~tIl~ 'JOO mOlY use th~ f,"p«i l,fhlj i!lt~ oo.mlJ)' in lNhich its lY"i9jl1<lllli~ibut(J( is' I:msed. The irioomtion, data, <matysr.s arID uplnlons ~e5el1\rd het'dl'l do nrn ums1:ftllle 1~~moollll,hrit;e; llIe provilJe<J
511!dyfur ImQITTJil.\lotml fJil'~lI<;e'; <md thl'n!fO'E .m: 1YfI.1Itl Qfrer to bu)' Of ~I a 5enri\y; at'll l'IJe lil)! warrarltetJ ttl be COO!!d, C(ltI'fl~ [If <icaJwlr=. ThE OtJinio!l'i !!l:pf'!!ssl:!li <lm;lS IJnlle dRte wrllten <lmlllfr= 5l.lllJl':d to d.>tl~e wlthOlIl notice. b:u:pt 110) OtlH"fwlS13
tcqtRrcd try law. Mo/ll!I'l~>1;;u sllall not be resp!mslbl~ fit {ltlytradjng dl!~lsim!3, dama~ CJI' «M" ILl~!!S resulting from, 0' rel<l(ell to, the a-.fortTl3\loo, iI<l\:J, :In:l~ses (J( oplnlrm cr their ll~. The lnfooro.lon amtOllned h['l'I3!!1 is"Ure fl'opt'!ElMY rrcperty ar
MoIllihi!star ilnd m;lJ' 11[(!Je repmduc~. in v,rtHlIl! (If in ~. or w£d In:lll.)' marmer, witJlCllA th~ prier wrrtten cansro\ {If Momill!l~taf. To onlE:'f rE'fI~nts, rail +1 311:-6%-6100,1(10 liCe/lSI" tt.;: rl3smrn, I::all t I 312·69fi-.6859.
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Business Analysis

Thesis

Asthe nation's largest natural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns.

After the sale of its Illinois, Iowa, and Missouri business,

Atmos will have regulated distribution operations across

nine states. A highly diversified regulatory environment is

one of Atmos' strengths. Harmful rate changes imposed by

regulators are the bane of any utility. Regulators' ability to

set rates counters the natural monopoly position of the

utility, resulting in a narrow economic moat for most

utilities. With so many different jurisdictions, however,

Atmos is more insulated from individual negative events. It

also enjoys some favorable rate mechanisms in its

territories. The company is protected from weather-related

fluctuations in customer usage for the bulkofits meter base,

with acompletely decoupled rate structure for another slice

of it. Even better, Atmos has an impressive number of rate

mechanisms to raise revenue without filing a formal rate

case. All of these factors help Atmos to generate relatively

stable cash flows.

Atmos has historically grown through acquisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and a pipeline segment. These

pipelines, which proVide access to nine substantial natural

gas basins in Texas, are apotential growth area for Atmos,

especially if gas prices rise. But the system's contribution

to the company's bottom line is still small compared with

the gas utilities. Producers have also cut new investment

substantially, threatening growth prospects, and competition

is eating into unit margins.

Atmos took on large amounts of debt to complete the

purchase and integration ofthe TXU assets and spent afew

years trimming its balance sheet to a more favorable size.

The company has succeeded in bringing its debt!

capitalization ratio back in the neighborhood of 50%, which

could have management on the prowl again despite high

local distribution company valuations. Atmos' balance

sheet is well capitalized to weather the current credit

markets, and we expect the company's acquisitive streak to

pick up again during the next few years.

Economic Moal

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers, In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while providing adequate returns for capital

providers. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

of capital and leads us to assign the company a narrow

moat. As with all regulated utilities, we think regUlatory

caps on revenue and returns preclude Atmos from

establishing a wide economic moat.

MoalTrend

Atmos' investment program is focused almost entirely on

its regulated natural gas distribution and transmission

businesses. Furthermore, the company is concentrating its

growth expenditures in the territories where its regulatory

return is swiftest and most transparent, like Texas. We do

not foresee a material change in the regulatory compact

that allows utilities to earn at a level that adequately

compensates capital providers while ensuring utilities do

not take advantage of their service area monopoly by

gouging customers,

t;l Mamlngstlr2U12. All RI~ht.'> Re:'>!!fWd. Mooringst:<lr's Credit RaJings & Res~:m:h i~ ~I:ldll~d arnJ offered byMcmirlgS\M.In.:;;" 'o'ItllrJl is OO! le:l'~~ed with lnll U.S. SeruriH~ am! EIi:dmnw- Cmrrolss!rnl as. a NOltioo<aIIy'Rec{l!jnized StatlsUCO:lI ~.~lil1~ O"')Mllmtlon
rNR~01. UllleJ:5 IJlhctwb~ [l"oYijJl!I"lln:l sl!fl<lrate <ljJeem!'!lt., yoo may U~ this replrt only in the coontry fn ...mich its tl!'iDm..~l dlWibulor Is~~. nl~ iril:ltnation, datil, LJ~iIlt'es :lml {lpln~J'G pmsl!l'lt.ed hB"ein 4[l oot wns1itirtll I.rM!s\mcnl IKIvir.e: !ire pl'lllfil:k-d
smely roc j!1fOOThltkma~ l:Alrp(;~ arnllhrnflTe ,ml oat ~n ciITert{l buy Of sell a seud.Y;:lOO are not w<lrran1.E'1llo be r;ooect, c0"l'letE Cf il1;ct.lf:lle. The ~"i!llons expressed lI1e ~s of the d<Jtr= wrlttcrl aM are subject to ch:ln~!! wilhoo! noller. f:Mr;epI as [l'l.l1t!wrse
required by l'lw, M(Jffilhg~r sha~1 00l. he r~ns.ible ('f" .my tr<>ding -rI~~jmr.;. d~ or DUa losses rest!~I~ frum. Q( re].awtl to, till! jtJf~lldtjOO, da!:!, illl<lljses Of O\J!nl~ II" IlleR- use, lhe Inform:Jtloo 00ll1..:l1nel:l herein Is the PJqxldlliJ ~I:lperl'i ur
Morningstar and m[j)'~ lJ!! repHldm;«l, lowlml[! (J( ill part, Of I.r..etlln ,Hl'f mmlrEf. wilhout (he prill'" written oollsct1t of MOOij~star. To oHler !/!!Jlffis, tall +1 31H!l6-5100. T1',J li~c (he: reseanJ" call +1 312-6%-5B69.
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Recent Notes from our Credit and Equity Analysts

AlmOS Management Meeting: Shift Toward Internal

Growth in Texas, M&A Looks Too Rich 07 May 2012

Most of our discussion May 6 with Atmos' ATO

managementteam, including president and CEO Kim Cocklin

and CFO Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz., focused on

the company's wide footprint of regulated operations.

Last week management said it is targeting 8,0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system.

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regulatory spending and Atmos'

move toward more organic growth, Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well, driven by

reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned prqjects like line Wand X. which total

roughly $160 million in capital expenditure and qualify for

expedited recovery under Texas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013, supporting earnings improvement on

top of new investment prqjects.

Like many ofthe management teams, Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase.

tJ MomlhgsliJr 2~rz, All RI~h\s Rt:S~d. MQmjl\!l;;tar'~ CJl~dit Ratll1!J",I:. Resecarrn is practucaJ am! OffeHl{! by M(ITIIll:J'::>tOjr.loc.., wtlkh I:> rEt rtegist{'i'eIJ with the U.S, Seruritles :lull bch<lnge CQrmli~on as:l Nati~ily Rm:ognm;d Sllltistk:8[ Rilling Org!llli~Wm

rNRSROl Unh:J5 Qo\~I:!....h~ tfm'i~oo In II :;ePMille 3g-OOllrnl, 100 lruly lJs.e this report only ill tl., mmtry fn which its ooglnall.liwibulQf I:; IY.lsel:!. ThO' Irtmooliml, dalil. ;m<llyse'>artd Ilpinl[lll, pre.sented he'"ein do n!lt rnn:>tltule l~mE!l1 ~dllire; life prlNilJeEl
:'i[Jle~ ioc lnfDl1TJ!llllJll<l1 r-Jtpll~:> illld lhrteflj'~ Me IlIJI <ll1lifrr to lu;t oc sell a SOOJity. ;m:llVe ml Wilrranted tn be totTed, c:~el!! QI' flCt1Jr<lte. 111e lJIlln111ll:i eqxess~d ~ AS of t:h£ date 'M'ilt8:f1 ;Jml are ~ect t[ll:h~e w.lhol.l~ nmlc:c. Elt<;ept as othfJwise
reqllirC'll hy IIlW, MortJjh~~W ~1I rmt bl: te~lSib1e fir all}' lrlld~ !leds.iorn., d<lmag!!S (J( lttw lass!!. re5lIltirJ!j frrnrt,. IX n:llltetl tIl, the infOl'Trullioo, dtltll, atJil!'t~ or opl~i~ «their \JSC. The Imommti!ll'l mntairoed oo-elnts Ihr ~oprietary jl"operty of
MomfojJ~[Ir $'llln<!y n!;Jl; Ire tr~ooll~l:d, j)l wMl~ Gf In p<:Jrt, ("I USl:![J il'l ,3[l'J m<3l1ller, willlotA the flfilT ......,-il.tcn whs.er1!: of M("Itli~1M. Til '\1der r~Jfirrt5. Uti! -t1 312·596·61 [l{l 10 licen51l. the: rrswctl, G1U .. 1 31 2-5~5-613!i9.
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Momi ngstar Corporate CrEillit Resean:::h

Almos Energy Corp AIO (N\'SE) BBB+

CASE NO. 2013·00148
ATIACHMENT 1

TO OAG DR NO. 1-183

M()RNIN~mAW

Business Rlsk

Good

Ca5h flow CUshion'"

Very Poor

Solvency Score

Fair

Distance To Default

Fair

Economic Moat'"

Narrow

Indus1Jy Group Sec:lor

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Income Stiltement IUSD Mil)

TOlal Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Researell & Development Expenses

Other Operating Expenses !Income)

Restructuring & Other Charges [Gains)

Depreciation Expense [if reported separately)

Amortimtion of Other Intangibies lif reported seperately)

Amortization/Impairment of Goodwill

Total Expenses

Operating Income (£BIT)

Interest Expense

Interest & Other Income (Expense)

Pre·Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operating Additions
to [Subtractions From) Earnings Before Interest

(Preferred Dividends)

After-Tax Non-Operating Income, Extraordinary Items (Losses),
Oiscontinued Operations, Accounting Changes

Nellncome (loss)
Net Income (Loss) Excluding Charges

Diluted Shares Outstanding [MiO

Diluted EPS Including Charges

Diluted EPS E~cluding Charges

Dividends Per Common Share

EBlTDA
EBITDA without restructuring

Forec8st

Sop 2009 Sop 2010 Sep2011 Sep20l2 Sep 2013

4,969 4,790 4,348 4,481 4,603

3,622 3.425 3,020 3,089 3,148

1,347 1,365 1,327 1,392 1,455

494 468 449 468 487

183 191 179 184 197
-5

m 217 227 249 258

5 30
4,522 4,300 3,906 3,985 4,083

447 489 442 496 520

153 154 151 149 162

-3 0 21

291 335 313 347 358

100 129 114 128 132

191 206 199 219 225

191 206 208 219 225

191 205 199 275 225

92 92 91 90 91

2,OB 2.23 2,29 2.42 2.49

2.30 2.25 2.34 2.38 2.49

1.32 1.34 1.36 1.40 1.45

610 707 706 745 777

670 107 706 740 777

rtl Mom:r~slilf ion. All Rfghts. RESi:lI'8d. MottJi~~;Y's. Cred~ Rdti!lgs & Rese-.;rd1 is prmll.lced.aM (jffflle(] Il)l MI:f'tift~r, rn~ .• wtllW l'i nClt r!l~~rfmj ....,lUI the U.s. S~rm~ie.:J BtHl U(!larlgll Cmmni',;$iOO;js <:I Natiornlly 1(l!'Cl:lgmlErl Sl"tl~k'JI Ra\ll1g Ofg.8ooatioo
fNRSRU'), Unless Uth€Iwisll jXUvlded In a sl:p$/ll~ <I:[rl!emMt. yoo mOlY lJ$\'! lhi" r~poct only III t~ coontry ~I whkh It<>: [11ginal dl~r!blilor is [jaw,]. 11m iltrtll'l<!l1M, lJo'lla. ;m<lly.>eo; llllill:lpinwns presented hE'Jl!in n[l rmt all'lslilIrtl! lrM:!:st.ilw1t <ldvlce; .ne pnriidcEl
:ilJte~ foc irlfurmil'tklftal p..Irpo:ie:i and Ihcn!cte <ll'E oo\:m clfe-- toO 001 Of s21! (l. ~itr. :300 Me rnl w.mantetl iQ be i;:lJtl'cct:, cOlJlllete« atOffilI~. ltm opin:[lIls ~pressl!d :nl! <IS of the d3te .....,.-ittl:lll and we :9..Ibjl!ct to th,mgll wilh~t rXlH\;ll. Exvcpl as I]lhaw~r=

requirell b~ ~"w, M00l111!J~iJf 5hilH OO!. b[l t~<;j!Jl~ ra :my trading ~is!(Itt5;, tjilll'tilges Of ather lo~<;~s resu[illg rlQln, [l!" relaled tn, 1I181nfoonatim, dllla, ,1I'laiyse'> lY ~lrdOO5lT tlIeir use, TtE infoftrlllHoo [()f!\alne{j hl!rein Is noe pr~rl<Jt'j JY{lpelt'f ill
M(lfJI~stIr<100 11131 l1QI. bl: h:PfOOu~cd. IllwfllJh: or in p.m, oc lJsecJ in"ll) tn<l~. wmlOut the prilY wrilten DJIl'ietlt or M)mjngs\ar.lo ord!lf '~!Jil1ti, [,,111 +' 312-6'95-6100. TI] llerose the fe:ie<lrm ~Ilil-tl J12·!i%·68ffi.

Page60f11



Mnmingstar Corporal€ Credit R€S€''''h

Almos Energy Corp ATO (I\IYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1-183

M(

Business Risk

Good

Cash Flow CushiDII""

Very Poor

Solvency Score

Fair

Distance To Default

Fair

ECDllomic Moat""

Narrow

Industry Group Sl'Glor

Utilities - Regulilted Utilities

Morningstar Analyst Forecasts

Balance Sheet (USD Mil)

Excess Cash & Investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Total Current Assets

Property Plant & Equipment, Net

Property Plant & Equipment Gross

(Accumulated Depreciation)

Goodwill. Net

Other Intangibles

Other long-Term Operating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Tolal Assels

Uabilities

Accounts PayabIe

Short-Term Debt

Other Current liabitities

Total Currentliabililies

Long-Term Debt

Incremental Debt Requirements

TotallonD-Term Debl

Long-Term Operating Liabilities

Deferred Tax Liabilities

Long-Term Non-Operating liabilities

Totalliabililies

Preferred Stock

Minority Inleresl

SharehDI~ers'Equity

Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

(Treasury Stock)

Other Equity

Total Shareholders' Equily

Total Liabililies + Shareholders' Equity

Difference, from analyst adjustments and restatements

Forecast
Sep 2009 Sep 2010 Sep 2011 Sep2012 Sep2013

289 227
111 132 131 65 65
233 273 273 295 277

353 319 290 254 259
132 151 316 376 316

82!1 875 1,011 1,219 1,145

4.439 4,793 5,148 5,478 5,767

6.087 6,542 6,817 n62 7,969

-U48 -1,749 -1,669 -7.944 -2202

740 740 740 740 740

251 251 313 313 313

85 105 71 71 11

6,344 6,764 7,283 1,761 8,036

207 266 291 276 259

73 486 209 300 300

457 414 368 368 368

737 1,166 868 944 927

2,169 1,810 2.206 2,363 2,447

2,169 1,810 2,206 2.363 2,447

119 49 22 22 22

571 829 960 1,056 U62

571 731 971 977 971

4,167 4,585 5,027 5,356 5,529

0 0 0 0 0

1,791 1,714 1,733 7.742 US1

405 487 570 662 756

-20 -23 -48

2,177 2,178 2,255 2.404 2,507

6,344 6,764 7,283 7,761 8,036

~ Momiogst:Jr 2[J12. All Rlg?lts Res~d. Momir1(I~it~'~ Credit ~ilti~:s & fWsl:lil~T.h is produr:eil il[J~ offl:fcd by MI1tlIti!Jw, loc., whkh i5 tJu.l tegi'lli'ielJ with the U.s. Scwltlc:> /1M b:ch.:ll1!Je Commk,-.sioo ",',;:l N<ltiona!11 Rt!cDgnilecl St2tigical R<ltirlg Grg;:mizatloo
rNRSR01. lJ..rl1e:ss otherwise ~lWlded in il separate lI!1eemem. yoo lThly ll:iC this report only in the mmtl)' fn wNdlll.:i oo~lnal dismtx.lt~ I:; lNl~(l "[he. irfatmlhm, rot", ,millpes. <lml oplnjrms. pr'i!Sooted hfJejn do not rol'lStitilte i~"'um!m adll'ke; are provided
s[lle!)' for Intcro13tklffill IlJrpur..e'.i and tflE,.e{CJ'e are rm all (fF.,-tl:l buy ot 5d~ OJ Sl'.-Wlty. ,md are rot W<lrfo1l1ed 14!Je r;:oltect, ~I~'e Of il~Ulrflte'. Th!! opiniOit$ ~~i)SSCIl i'l'e as of the dOl!!! 'Millen 0300 <Ire subject trlchange INitlmut rntic{!. EJi:~ as lllherwise
re.qlJired by law, MOO1ingstar :.hall m:t be ,e"P[Jrlsillle fer ~flY trodlll!l ~l:~lltls. dilmages oc oth5IGS.'ie:i le9.lllill~ from, 11 Jl:l"lw t[J, the Imotrrulll[fl, d:lta, <ll'1tli)'s~ Qt ~lllhJ(I.'l or their lJSC. The lnfonmtlon ctmtaiOO'l he'ebn is tile [lfapri!!t,u)' Jropefty {If
Momirlgst,Jr and I""fta~ rnX be IllPJoom;.ed.!fl M"role oc In part llf lJ.SCI:I fh all)" rn<Jl1rer, wi1hool: tlre pdocwrlttCll [.ljtlS-eI1t« Momihgst'lr. To OCIJcr rejYirrts, call +'1 312-596·5"100, TIJ lfo:emethe res,wch, call-l1 312-[l95-68!i!J.
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Momtngstar Corporate Credit Researrh

Almos Energy Corp ATO (NYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

M()RNIN~

Business Risk

Good

Cash Row Cushion""

Very Poor

Solvency Score

Fair

Distance To Default

Fair

Economic Moat'"

Narrow

Industry Group Sectllf

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Cilsh Flow (USD Mill
Forecast

153 220

245 -40

194 54

12 -4

-182 58
84 15

919 726

-509 -543

-8 0

-517 -543

28 -93

-121 -124

-284 54

40 0

-338 -163

Sep2012 Sep2013

Net Income from Continuing Operations

Depreciation Expense

Amortization of Other Intangibles

Impairment of Goodwill

Other Non-Cosh Adjustments to Operating Income

Deferred Income Toxes & Other Adjustments to Net Income

Changes in DparClttng Assels and Uabilities

(Increase) Decrease in Accounts Receivable

(Increase) Decrease in Inventory

(Increase) Decrease in Prepayments. oHler Current Assets

Increase (Decrease) in Accounts Payable

Increase (Decrease) in Other Current liabilities

Cash from Operations

(Capital Expenditures)

(AcqUisitions)

Asset Sales & Dispositions of Discontinued Operations

Other Investing Cash Flows (Outlays)

Cash from Invesling

Common StOCk (Purchase) or Sale

Common Stock (Dividends)

Preferred Stock Issuc/(Purchasc)l(Dividends}

Short Term Debt Issuance and (Retirement)

Long Term Debt Issuance and (Retirement)

MinDrity Interest Addback of Income (Loss) Distribution

Other Financing Cash Flows (Outlays)

Cash from financing

Benefit (Loss) from Exchange Rates/DiscDntinued Operations, etc.

Net Change in Cash

Change in Cash on 8alance Sheet

Difference, from analyst adjustments and restatements

Sop 2009

191
217

64

64

Sop 2010

206
217

21
21

S'p 1011

208
233

30

137

o
28

-92

24

14
583

-523

-4

·fi27

2
·124

83
82

44

-,
-1

219
249

-5

96

-21

36

-75

558

-638

124

-514

9

-127

97
757

o
130

48

22Z

222

225
258

o
706

77

5

-77

585

-607

-607

9
-731

84

o
-39

-61

-67

t;, M!lI1ling~r zan All Righ15 ~e')~d. Mommgstar's Dl':!l~ Rlltflllls & R~~i!Tdl j:; ~lJdll(;€d il[J~ cffl:rell by Ml:n1lrJg~r, Inc.. whiclJ is~ reJ1:ster~d wi1!l the U.S, SEalritle:s Ilnd Exch,;lljJ~ Co.mmissiOfl ilS;'l N<ltiona!l~Rewgnrzed St<lti~Ir.a1 RaUng frgllnlmUoo
rNRSROI. 'Jr.k~ c!herwbe fTQ"irlefj in .. srparate "g-wnen't, yoo milYuS€ this report 00)' in the w.mtf)' lrl whkh lts llfigir1ill disITtb!Jtoc I:. bil::;ed.lhe itfl1lNlfon, d;aliJ. iJn[j~e:;: (ltll! opinj[H<s Ilfesent!!d h«!!lflllo not rorGtHute ilWl!stmoot <ldl'i~l:; iJre pJOvl~
wlely 1« Wllffi1aticmal tJ-lrpllStlS .md lhffrlrl"r= art:! mllltl dff'rto wy Of sell il S€W"ity;.'Ind arc !KJt wilmJlllcd III be {;[IlU::ct, l:Ofllllet.e oc ilCU.lrlll~. Tl~ qlinJrms ~cssl:d iltc {l~ ofUll'! dale lMitten :md.are s.lJbjert t(ll:h~2lNillro!Jt noH:::\!, EKn~pl as llthuwlse
r!!qt.llTed by 13W, MOOllrlg.'>ti'lr .s!lilll tl~ 1m 1r.spmtslble fir 3l1J' lJad~lill:l!!dsjons, lJam21~e:s or other lo:'iS£:} .e5nltil1~ rrGh1, 1Jt telilt!!d to. the illfOClrultiOll, dista, l'ltlll~se; or [ljJlrl!lltG <:;f tllelr use. The illfOffilOllj{l1l mntaioo:J he'el" ~ lhl! ~opIil1:JrY Jl'opaty of
Mtrnlr,gllilf /lrd milY rut ~e reprooLlr;Ixt il'llNlwlc or fn p.~rt, or used if) iln~ In<lllllf'f, Wit/lout UI~ flfic:r Yl'l1llctl DJ~t IJrM(N'lJlngstar. To order r~~N'i, 1:311 +1 312-690.-6100, To li(:~l"e the res.e:uch, call +1 312-5%-6116g.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Morningstar Corporate CreaR ReSE<lrth

Almos Energy Corp ATO (NYSE) BBB+

Business Risk.
Good

Cash Flow Cushian'"

Very Poor

Solvency Scare

Fair

Distance To Default
Fair

ECDI10mic Moat'"

Narrow

Industry Group Sec:lor

Utilities - Regulated Utilities

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
Gross Margin % EBITDA Marui. % Operating; Marg:in % N.IM'rui. % Free Cash Flow Maruin %

La:;tHistofi!:al Year
NellncDrne

CompanyfTic~er (Mil) 2011 2012(£) 2013(E) 2011 2012([) 2013(£) 2011 2012(£) 2013(E) 1011 ZOl2(1) 2013(E) 2011 2012([J 2013(E)

NlSource Inc Hi 389 USD 57.5 65.6 63.0 24.0 28.4 28.2 14,8 18.4 18,5 5.2 7.5 7.9 ·3.4 0.9 -0.9

AGL Resources, Inc. Gi\~ 204 usa 52.6 53.8 54.0 26.5 29.8 307 19,6 22,8 23.1 8.9 10.5 10.8 4.0 2.1 4.7

New Jersey Resources Corporation 101 usa 15.2 15.5 16.2 5.9 6.0 6.7 4.8 4.8 4.9 3.4 3.5 3.5 2.4 ·23 0.9

30.5 31.1 31.6 10.2 11.1

Leverage Analysis
OeWEquitv % Oebt/Tollli cop 'I. EBITDA/lntere.! Exp. ToM oobtJIoITOA Ass.I>/E~" itv

Last HistoriUl! Year
Talal Debi

[ompany/Tick:Bf IMil) 2011 2012(E) Z013(E) 1011 20/21£) 2013(£) 2011 2012{£) ZOI3(£) 2011 2012(E) 2013{E) 1011 2012{E) 2013(E)

NiSource Inc "I iFI\ 7,954 USD 159.2 143.7 142.2 61.4 59.0 587 3.8 4.0 4.2 5.5 5.1 4.8 4,1 3.9 3.9

AGl Resources, Inc. C,tS USl, 3,164 usn 182.0 170.1 157.7 64.5 630 67.2 5.5 5.4 5.6 5.2 4.5 4.2 4.3 4.1 3.9

New Jersey Resources Corporation 594 usn 76.5 87.5 85.6 43.3 467 46,1 g,O 8.8 8.2 3.4 4.0 3.9 3.4 3.4 33

Liquidity Analysis

M"rketl~11i
Cash por Sh.ro Npl C-~sh pel'S bate CFO per Sh.rB Free C••h Aow pe r Share Pftvoul Ratip lljlP

CDmpany/nc~er 2011 Z012(£) 2013(E) 2011 ZOI2(EJ 2013{£) 1011 Z012(1;) 2013(£) /011 2012(1) 20131£) 2011 2012(£) ZOI3(E)

NiSource Inc US!I, 7,051 USD 0.60 ).20 0.92 -26.97 -26.36 -25.53 3.19 465 4.18 ·0.71 -0.77 0.17 86.4 64.9 620

AGL Resources, Inc. USA 4,494 USD 6.79 5.77 5.72 -33.93 -34.79 -35.05 6.35 601 5.82 1.17 0.63 1.30 68,5 58.7 57.5

New Jersey Resources Corporation 1,794 USD 0,18 0.27 0.37 -14.10 -17.46 -18.06 6,02 3.73 4.58 1.75 1.74 0.77 57.9 57.7 58.8

Average 2,5 2.4 2.1 ·25.0 -26.2 -26.2 5.2 4.8 4.9 0.7 0.4 0.6 70.9 60.4 59.4

Almos Energy Corp !lTO IUS 2,917 USD 1.45 3.91 3.22 .25.19 -25.54 -27.06 6.43 6.17 6.44 -11.44 -0.89 ..0.25 59.7 58.1 58.2

{) Mommgstar i!012. All ~ights Res.ervell. Morningstar's Cr!ll.l~ Ratir1!js. & Resllafm is prnduE:e~ am! ol1efed by M(trjlh~~ilr, Ih(;., wilir:n is l"mt re~l:ster!!lI ....,4th~ U,S. S';(1Jrfi~ :md ~cha:l'lg!! ClJmmissloo <r.i a N<ltl\Jll.:llly RetlJr,niJoo SWlistk.a1 ftltillg Ofll.miIatioo
rNRSRO~J. Unh::ss othefWise p"ovidoo In II ~epM!lte l'l!Teelnent ~OJ may U~ this report lJnl~ fnthe l:oornry irl whk;h rL::i Ql"1~i~1 drstriwtOf is: btl'SeO, Tllf! irtct!I~Gt1, dllt.fl, ML'lIJ'Se'3 ;md lJp:nion:> ~"~led hcr!!il'l do om (.\J~~"ti!.Ute IltVestmellt ad'o'ice; <lf13 p!"[lvidf!d
sGiely for Imommtlrll'lal [lJfIl\l5eS. arJ~ thffef(Je Me not 1m {ff!'fto 00'/ or~en a searity; and <lre oot warranted tll bl: (I}ttect, ~Olnp![lle llf Q{;rutate. Tt1:2 opinioJ"6 e)(j:f~!!t.1 ale <lS or Ihl! dall:lMrrlImarni <lrll subJrct to ctml'1ge withlliJ! notice. b:!:epl: 35 uthffwise
r~rred tly I;lW, M'JIll!r1!jstar sh311 not bf- resJJ(Jl1.5iblE' r[I" arl)' tra;j~n!j dm;l:iloffi, dmtilge5 llf otfef ll:lsses re~!Ljtrg from, Q!' rel<lled to, thl:l fttfol"mMlOIl, -riM:!, analyse:; (lI' lIpiHkln" [f ttElr IJS<!. fu! lnfoon<lllon (oot.~locd hEll'll'. j~ the: ~qx-ietilry fFlPerty of
Mnming,{M lluJ mil]' llot bcte~ced, in whole [J( ill part llfuSCllln i1hy lTlarmer, withoot the ~[f 1Nliltoo (OO:S~ Or Mom~5i"t. T[l o!1ll:ll' r~lI"jl1t5, call +' 312.-li9!t-61 00. TG licemr thl! tc:sr=.arm, rall ..1 312·69£·5llfpR
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MorninoslOr COipomto Cmdit Raling

Morningstar's Approach to Rating Corporate Credit

CASE NO. 2013-0014B
ATTACHMENT 1

TO OAG DR NO. l-lB3

MnRNINGSTAW

... Offers a proprietary

measure of the credit qual~

ity of companies on our

coverage list.

... Encapsulates our in~depth

modeling and quantitative

work in one letter grade.

... Allows investors to rank

companies by each of

the four underlying com

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures.

... Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service.

Purpose

The Morningstar Corporate Credit Rating measures the

ability of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations,

The Morningstar Corporate Credit Rating builds on the

modeling expertise of our securities research team, For

each CDmpany, we publish:

... Five years of detailed pro-forma financial statements

.. Annual estimates of free cash flow

.. Annual forecasts of return on invested capital

.. Scenario analyses, including upside and downside cases

.. Forecasts of leverage, coverage, and liquidity ratios

for five years

... Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at selectmorningstar.com,

Methodology

We feel it's important to perform credit analysis through

different lenses-qualitative and qualltitative, as well as

fundamental and market-driven, We therefore evaluate

each company in four broad categories,

Business Risk
Business Risk captures the fundamental uncertainty around

a firm's business operations and the cash flow generated

by those operations, Key components of the Business Risk

rating include the Morningstar Economic Moat'" Rating

and the Morningstar Uncertainty Rating,

Cash Flow Cushion""

Morningstar's proprietary Cash Flow Cushion'" ratio is a

fundamental indicator of afirm's future financial health The

measure reveals how many times acompany's internal cash

generation plus total excess liquid cash will cover its debt

like contractual commitments over the next five years. The

Cash Flow Cushion acts as a predictor of financial distress,

bringing to light potential refinancing, operational, and

I'lquidity risks inherent to the firm.

Morningstar Research Methodology for Determining Corporate Credit Ratings

AnaIyst cond llctS
companyand
industry research:

• Management interviews

• Conference calls
• Trade show visits
• Competitor, supplier.

distributor, and

customer interviews

• Assign Economic
Moat'" Rating

Analyst considers
company financial
staternents

and competitive
dynamics to
forecast future
free cash
flows to the firm,

Analyst derives
estimate of Cash

Flow Cushion'''.

Analysts run bull

aI1d bear cases
throllgh the model

to derive alternate
estimates of

enterprise value,

Based on comp8t
itive analysis,
cash-fiow fore
casts, and
sC8nario analysis,
the analyst
assigns

Business Risk,

We gallge a firm's

health using
quantitative tools
supported by our
own backtesting
and academic

research.

• Morn'lngstar

Solvency Score'"
• Distance to Default

Senior perso~nel

review each
company to
determine tile
appropriate final
credit rating.

• Review modeling
assumptions

• Approve
company-specific

adjustments

AM Extremely Low Default Risk

AA Very Low Default Risk
A low Default Risk

BBB Moderate Default Risk

BB Above Average Default Risk

B High Default Risk
eee Currently Very High Default Risk

ce Currently Extreme Defauit Risk

C Imminent Payment Default
o Payment Default

UR Under Roview
UR+ Positive Credit Implication
UR- NegCltive Credit Implication
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MDrning~t8r Corporate Crelijt Rating

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model, By making

standardized adjustments for certain expenses to reflect

their debt-Ii ke characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Score~

The Morningstar Solvency Score'" is a quantitative score

derived from both historical and forecasted financial ratios.

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows), profitability

la company's ability to generate profit per unit of input),

capital structure (how does the company finance its

operationsl, and interest coverage (how much of profit is

used up by interest pal/ments).

Distance to Default

The Distance to Default rating is a quantitative, market

based measure of a company's current financial health.

(Distance to Default serves as the basis for Morningstar's

Financial Health Grade.) The underlying mode I treats

the equity of a firm as a call option on that firm's assets.

Based on estimates of asset volatility and the Black

Scholes option-pricing model, we can estimate the

likelihood that the value of the company's assets falls

below the value of its liabilities, implying likely default.

For each of these four categories, we assign ascore, which

we then translate into adescriptive rating along the scale

of Very Good I Good I Fair I Poor I Very Poor.

CASE NO, 2013·00148
ATTACHMENT 1

TO OAG DR NO, 1-183

MnRNINSSTAW'

Overall Credit Rating

The four component ratings roll up into a single prelim

inary credit rating. To determine the final credit rating,

a credit comm'ltlee of at least five senior research per

sonnel reviews each preliminary rating.

We review credit ratings on a regular basis and as events

warrant. Any change in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are available on

Morningstar.com. Our credit research, including detailed

cash-flow models that contain all of the components of the

Morningstar Corporate Credit Rating, is avaHable to

subscribers at select.morningstar.com.
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Constructive regulatory environments provide strong rate base
growth opportunities.
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Analyst's Perspective 23 Jul 2012

With its massive, diverse portfolio of gas distribution

businesses and asmall gas infrastructure business, Atmos

has leverage to a structural increase in natural gas use in

the U.S. economy. Given current market conditions,

management has shifted its focus from growth through

acquisitions to internal capital investment opportunities,

with managemerlt expectatiorls to grow the rate base 8%

arlrlually through 2016. Atmos is irlvesting in its most

favorable mgulatory regimes to drive earnings growth,

which we forecast at 8% through 2016. Combined with a

4.0% dividend yield at our fair value estimate, Atmos'

returns should be in the middle of the utility pack·-not

surprising for such a large, geographically diversified

comparlY·

Key Investment Considerations

" Trading at 15.8 times our 2012 earnings estimate as of

late JUly, Almas looks slightly overvalued,

" The formerly fast-growing pipeline and storage business

in Texas provides for strong rate base growth in a

constructive regUlatory environment.

" Atmos management has shifted its growth strategy, and

is now focusing on internal capital investment

opportunities to drive 8.0% annual rate base growth

through 2016.

Vital Statistics

Market Cap (USD Mil) 3,26B

52-Week High (USD) 37.33

52-Week Low (U SD) 28.51

52-Week Total Return % 10.3

YTDTotaI Return % 10.9

Last Fiscal Year End 30 Sep 2011

5-Yr Forward Revenue CAGR % 8.B

5-Yr Forward EPS CAGR % 8.5

Price/Fair Value 1.04

Valuation Summary and Forecasts
Fiscal Year: 2010 2011 2012(E) lO13(E)

Price/Earnings 13.2 14.2 15,5 74.8

EV/EBITDA 6,8 7.4 7.7 7,4

EV/EBIT 9,B 11,0 11.6 11.1

Free Cash Flow Yield % 7,0 -1,4 -3,6 -5.7

Dividend Yield % 4J 4.2 3.9 4,0

Finaneiill Summilry ilnd Foreeilsls !USD Mill

Fiscal Year. 2010 2011 lOUIE) 2013(E)

Revenue 4,790 4,34B 3,846 3,897

Revenue YoY % -3.5 ·9,2 -11.5 1,3

EBIT 489 472 481 503

EBITYoY % 8.1 ·3,5 1.9 45

Net Income, Adjusted 205 199 212 224

Net Income YoY % 78 -34 65 5.9

Diluted EPS 2.22 2,28 2.34 2,45

Diluted EPS YoY % 6.9 ·1,5 6.6 49

Free Cash Flow 184 -40 -119 -185

Free Cash Flow YoY % -55.1 -121.8 1%.9 55,3

SoureR fur fmecasts in the data ta~les ahove: MOHlfngslar Estimates
Analyst Note: Ol.lf fOf(l:[:Clst ~(lLJld differ with ilS repDrted and COnsenSliS fi{jures due- to
lJn~qu8 mDdeling: l:O!w8f1tions.

Profile

Atmos Energy is the largest natural gas-only distributor in the United States,
selVing more than 3.1 million customers, The company's utility operations
selVe Colorado. Georgia, Kansas, Kentucky, Louisiana, Mississippi,
Tennessee. Texas, and Virginia. Its nonutility operations market natural gas
across avast U.S. territory and include one of the largest intrastatB natural
gas pipeline systems in Texas,

() Morujr~~r2l}12. All Rights Reserved. Mooul\jJstar's. Credil: Ratings & R~!!ardl r.; fl"!lI:lllccd ,mel offEfed tly MctTling~, Ire., '~t!k;h is oo! re!Ji~~ed wrth Ihl:: u.s. Serurilit:s ,md E:o::clmnQ!; C(lh"tTIl:>~[ltl a"i a Niltiooillly~ecogllilEd stilti~iC<l1 Rill!r1!j Or~iID1liItion

rNRSROl Urness ntherwise ~O'llkI.etJ iM:I S~[ldl'"~le <I:[Tellm!!l'lt, yru rna) U~ thl~ repnrt onl)' In!he cwntry in which Its Ofigir;al dlwiOOlor I:. bil:>lld, ThEl rll'nl\1t1lJ~. dat::l, Iltllll)5l's ,md uplnroll:; pl"IlS(;!1lro hffein ll[l not UlllS(lMe hwe-stmerrt .oovi>::e; arl:l provided
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Morningstar Analysis

Atmos has an
impressive number
of rate mechanisms
to raise revenue
without filing a
formal rate case.

Thesis 23 Jul2012

As the nation's largestnatural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors, We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns.

After the sale of its Illinois, Iowa. and Missouri business

expected to close in August, Atmos will have regulated

distribution operations across nine states. A highly

diversified regulatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. RegUlators' ability to set rates

counters the natural monopoly position of the utility,

resulting in a narrow economic moat for most utilities.

With so manydifferentjurisdictions Atmos is more insulated

from individual negative events. It also enjoys some

favorable rate mechanisms in its territories. The company

is protected from weather-related fluctuations in customer

usageforthe bulk of its meter base, with full ratedecoupling

for another slice of it Even better, Atmos has an impressive

number of rate mechanisms to raise revenue without filing

a formal rate case, All these factors help Atmos generate

relatively stable cash flows.

Atmos has historically grown through acquisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and a pipelines that access nine

substantial natural gas basins in Texas, Atmos took on large

amounts ofdebt to complete the purchase and integrate the

TXU assets. It spent afew years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity, in line with other gas utilities.

Atmos is now focused on organic growth. with most of its

$2.4 billion in growth investments in the constructive

regUlatory Texas jurisdictions. The company benefits from

Texas Rule 8,209 on distribution infrastructure investments,

allowing the company pre-approval by the Texas Railroad

Commission and regulatory asset treatment for carrying

costs. The company's state transmission and storage

investments experience regUlatory lag of up to ayear while

still earning comparatively favorable returns among peer

regulated returns. Management has built strong working

relationships with regulators that should continue to result

in strong shareholder returns.

Valuation,. Growth and Profitability 23 Jul2012

We are raising our fairvalue estimate to $35 per share from

$31 per share aftertransitioning coverage to anew analyst.

Our revised forecasts incorporate normal weather and an

updated five-year company outlook.

We expect regUlated growth expenditures will be

concentrated at Atmos' mid- and west Texas utilities and

regulated pipelines where the company can automatically

implement recovery on an annual basis, Atmos has a

substantial infrastructure program in these regions.

supporting our projected 8.0% annualized rate base growth

through 2016, Our fair value estimate incorporates about

$3.8 billion in regulated expenditures through 2016,

Additionally. ourearnings growth estimate incorporates 1%

customer growth at the LOCs through 2016, assuming no

growth through acquisitions.

We use a 7.7% weighted average cost of capital in our

discounted cash flow valuation based on an assumed cost

of equity of 10% and current credit spreads,

Scenario Analysis

Investors considering a position in Atmos should consider

three major factors that could materially affect expected

returns. The first. as with most regUlated utilities. is the

company's rate base growth. If we assume spending falls
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from our forecast levels by 25% annually our fair value

estimate falls to $33 per share. Ifspending were to increase

by a similar amount our fair value estimate would rise to

$37 per share, assuming full recovery,

Without decoupling mechanisms, Atmos' growth will be

influenced by customer usage. A 50-basis-point change in

our core customer growth assumption would lead to a $1

per share change in our fair value estimate.

Our assumed cost of eqUity has a significant impact on our

valuation. A 50-basis-point change in our assumed cost of

equity would lead to a$4 per share change in our fairvalue

estimate,

Economic Moat

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers, In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while proViding adequate returns for capital

providers. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leads us to assign the company anarrowmoat.

Moat Trend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers, As with all regulated

utilities, we think regulatory caps on revenue and returns

preclUde Atmos from establishing awide economic moat.

Atmos' investment program is focused almost entirely on

its regulated natural gas distribution and transmission

businesses, Furthermore, the company is concentrating its

growth expenditures in the territories where its regUlatory

return is swiftest and most transparent. like Texas,
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rflJRSRIJ'j. Un1e'l'i mherwi51:l ~ovided irl il selJ<lr;,lc il~l:l:hl~, yoo mJ~ use th~s lelJ'Of! (Il~1 mthe I.:oomry il'l wllkh i'l:5 QI'lgl~i disUihu!.!J( Is h1lSed. The irictma.uoll, d.dta, ~na!r;fl~ Bill.! opin1:l::ms preWlted hE'l'ElIl d'll"ID\. wn"mlF!e E~stmmt f!t1>M;e; o'lre flfovf<lelJ
sol~lyfOl' illfOllI1Jtiml.il1~s <lnd then::fac iltc I10t llh offEr to ooy or ,'jell il scW"it'r; ar-.l <lIe oot warnmll!\l tlllle ~QlTcct. ~Ofl1J!f!te [l( /ll;;Wf31c, 'rhe upil'liDJ"6 eq.rl!~ aTe as of th!:l J~le v.,.tttim.and are 5l.lQject to ctl.1nge withollt noti(;e. [~D3rlt a:; OUIl$Wl~

required b~ ~w, Momil1!:J:sUr shall fllK be re:ip1lh5lbld\t tltrjll(Jdlng decisions, diJlnagl:S r$ (l{her IIls.5esH!suIUng rJCtll. Qt rek!le~ to, thl! WOf!ll21tlOO, ffiliOl. anaJ~ses oc opinioo, Ir theR" use. TI~ IflrOOTU,lti(ltl «Jnlalood h[=n~:1'1 is: the fXOftl'ietary fftlllM:y or
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Bulls Say/Bears Say

Bulls Say

... Much of Atmos' meter base is covered by favorable

rate mechanisms such as weather normalization and

automated rate filings, which reduce regulatory risk.

... Atmos' regulated operations are distributed across

nine states, insulating companywide profitability from

individual negative regulatory outcomes.

... The company has increased its dividend consistently

during the past 28 years, with 108

consecutive payouts,

Bears Say

... Although Atmos is protected from weather-related

fluctuations, only a small percentage of its service

area's rates are decoupled from usage patterns.

... Dividend-paying stocks such as Atmos are sensitive

to interest rates. As interest rates go up, dividend

paying stocks can often underperform the broader

market.

... Ifthe latest gas LOC deal comparables are any guide,

Atmos might significantly overpay for any growth

acquisitions, potentially destroying shareholder

value.

{:, Mcrnings\OIr W12. All Rights f,.'l::s~d. Momi"'1J~lf"'.s Credll; Riltings & Rcs!:ll!UJ 1:> prrnllll;lld artd offered by MetnI1l9!>tM, IOC.• lMlidl is. rm re~i:;\et'~(] with the U.s. Seal1itl!!.S ::1m! hrn:nl9f: ClJrnlnlsskm as a Nationally RecogrJfz.ed Stilll~kal R;jl~ O1~ill1ll..,:!(lJ1

rNRSR01. Un~r=S5 lltl'lerwise ~idellill il separale a~E~moot, yoo may 1l<tC this r-cplJ!1. oldy ~ Ule {;(tJrRry in whkh ft$ dl'iglnal iliruitlutor is ~/l:>i:~. 11J<!, iJiO'ma.lI(H\ ;:!flW, l'ln!lIysES anI:! opWlkm:- presented rn:reirJ do nil! crJfIS1.illJle inve~ml:llt advlr..~ iltC lJIuvidEd
$olf!ly to( inflJffi1ational ~rpCPJCS ilrlO the"eCffl are not Iln eife' to buy Of :leU ;J ~DJtt.'f; ahd ilfEl hot Wilffilrne!lllJ ~!: t;iflM, t~leleor 'lti1lJ'{I\I;. Til!! opm~ eJCllf~'i"'iliJ flfe as of Hm mIl': wr\Uerl ..md <lfe :iU1!Joo. ta ch~e withoot milt{.'. E;t;;;cpt as lJt~i5l:

f""'1lJirf!El b~ 11IW. Ml:ll11ing~iJr :.;hall tmt bEl re:.poosible fa any tradifi!] dl:r.wllt"l:.i. dMm1jl:':i oc cXhef IllS5.e:) resultlllll fl(lm, tJ( related ta, the: infOl1I1t1l;iQti, d:lta, mmlys~ oc opin~tns ~ Lt'eA'- usc,1t'e !f1rormatioo rorttilioo:J hffe~ l'S U1e j:ru\Xi-e1ilry ltlJflff1.Y uf
Morningstar :1I1c.1 m"J' il[)l. be teptodu,w. if1 wtKtle Of in part, [J( lJ5ed milhy tooJlIle/'. wllhout thll ~i{TMltten ooto5ml IJf Momiogsm. Til «der fe;:tims, call +1 J12.-1195-11100.1o 1Il;et15{! It'c resealdl. f.4l1l +1 312-696-61161J.
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Credit Analysis

Five Year Adjusted Cash Flow Forecast !USD Mil]

Cash and Equivalents (beginning of period)
A<!justed Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

Cumulative Annual Cash Flow Cushion

Financial Health

2iJl2{E) 2iJ13{E) 20U{E) 2015{E) 2iJ16(E)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -52 -77 -95 65 credit rating. At the end of fiscal 2011. the company's
142 185 -13 -13 155

debt/capital ratio was 52%, in line with its peers, Total
-250 -500 debt/EBITDA could tick up slightly. averaging 3.6 times

-150 -165 -183 -224 -254
through 2016. We believe Atmos' dividend is well covered

50 31 33 35 37
-200 -446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%,

Cflsh flow Cushion
Po"i"I, Liquidity N8ed --

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted free Cash Flow
Sum or Cash and 5-Year Cash Generation

%or
usa Millioos C"mmllments

131 6.9
-600 -31.4

-469 -24.5

Capital Stntclure

With $3.8 billion of capital spending planned between 2012

and 2016. we expect Amos will be a frequent debt issuer.

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015, We expect Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmos' cash from

operations and healthy cash position. we do not expect the

firm to tap the equity markets in the near term to fund its

growth plans.

Revolver Availability
Asset Adjusted Borrowings iRepayment)

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Enterprise Risk

The primary uncertainty Atmos faces is regulatory. though

the size and breadth of its distribution operations preclude

anyone regulatory decision from having adrastic impacton

earnings. Still, lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain. especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

36,7

12,2

703

234
-1,912

Sector Universe

5.0 5.2

9.1 51
5.9 5.1

4.5 4.4

BBB+ BBB+BBB+Credit Rating

Crlldit Rating Pillars-Pller Group Comparison

ATO

4
10
3

4

Business Risk

Cash Flow Cushion

Sol vency Score

Distance to Defaul t

SOLm:p.~ Mmnfng2:tBr Estimates

Not£>: Sco:ing is ona scale 1-10, 1 Ming Best, 10 beingWo-rsl

e> Momlogs1ll! 2[Jl?, All Rights R{'5EfYed. MOO1in!jstil'"'s. Cred~ ~Jti!I~5 & ~l'Sl::ilTdl is prrnlll03E.1 arn:I ofTl"fe(] by MlJl1JnlJ~, Ia::., wtlir.h Is hot registered wllhthe U.S. Se<mrues ilnd Exdlilllgc Cmnmi'i~on ilS il Natfonally RewgnilEd statistkill Riltlng Orgalltzaltoo
rNRSRO"), UrnESS olhE'fWlsl': fJlJVlderl ill a sefi<l!ilte il~emMt. yoo mllyUse uEls reput only in the cwrrtry I~ wI1i1;h tls Ofi!jI!l<l'1 dl~HJlI1Ql' i:; b<lse~. The ilill"tl).1!Nli1, d.~IIl, an.at~ om! [jp!ll~ p«'.Sentl::d h<'feinl:ll:l not olllstlM.e inve"tInefl1: alllrkE: Me prmided
slJ1ely f« lnf!lffi1at.Tm1!l~!xltlm-SeS !tI1{l U1erefoct" are oot allltfertn ~l~ (l( sell l'l 5etHity; and ar.e oot Witflil1l1Ed11) be clJIn:d, ~h:te (f 9(~;:tlt.(llc.. The Oflin!i:Hls ~p"es5~lJ "re as {If the d<lle written i1rJd iIll3 ~LJe~ to r;l!illlge withoot notke. EKcept as oUlffWlse
reqll~n"d by IIlW, Motl'li~llr shailll1J! he reSJlo!l5ible fa- .my trilllill~ (fe;:;t;EClIti, !.Ianla~E:S or other losses resulHng fmm, Of related tQ, l,Il~ illfQl'hn;;\Hoo, datil, 1I1'l1tl)'SB [II' ap"ifltoos a It-;ir use, The IIlI'00000lil:m a:mtalred liffein is !he ~ietl!)llTopertj' of
Momiogsw Ilr.t! mllJ I'ml tlE' rt'[Jl'oow::al. in whole Of 111 part, or u~ in Rtry" m,nmef, without the prill" IMitren oonsrnt lJf Momings1M. To Ol'lJer f.;lt~. r.<lll-tl 312-695-6l00. Ta !k~e llll: fe:5l:<lrch, call+1 ~12-6%-6B59.
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Management & Ownership

Stewardship: 23 Jul2012

Fund Ownership
Morningstar %ofShares %iJfFund Chan~)

Top Owners Rating Held Assets PmtfoHa Date

Alliam NfJ Small Cap Value Instl ***** 2.18 1.02 -32 30 Jun 2012

Vanguard Small Cap Index 1m **** 1.57 0.17 39 31 Mar 2012

Vanguard Small Cap Index 1,57 0.17 1.415 31 Mar 2012

Vanguard US Total Market Shares (AU) ETf 1,22 0.02 27 31 Mar 2012

Vanguard Total Stock Mkt Idx 1,22 0.02 1,103 31 Mar 201 2

Concentrated Holders

New Alternative, * 0,25 5.21 -25 30 Jun 2012

Speece TllOrson Value Fund ***** 0,03 3.41 30 Jun 2012

first Trust Utilitie, AlphaDEX *** 0,16 2.89 -5 31 May 2012

DWS RREEF Global Infrastructure A ***** 0.39 2.50 141 31 May 2012

Management Activity

Name Position Shares Held Report Date"

MR. J. D. WOODWARD,III 728,364 03 Apr 2006

ROBERT W. BEST Director 410,290 04 May 2012

MR. KIM R. COCKLIN CEO/Director/PresidentDirector 145,069 04 May 2012

MR. JOHN (PAT) PATRICK 79.685 31 Dec 2008
REDDY
CARL S. QUINN Director 57,769 01 JUI 2004

R. EARL fiSCHER 55,540 09 Nov 2006

WYNN D, MCGREGOR 46.289 06 feb 2009

THOMAS J. GARLAND Director 45,082 03 Feb 2010

DAN BUSBEE Director 41,366 04 feb 2009

"Represel1ts the date iln which the own~r's fI(Jm~, posllinn. arn:J. common shares held were feported by the holdef Of issuer.

InsiderActivrty

OveralL wethinkAtmos' managementteam has been agood

steward of shareholder capital. Management has been

consistent with paying--and increasing--its dividend over

the past 28 years, We think management has been

disciplined in acquisitions, prOViding shareholder value by

creating the largest distribution utility in favorable

regulatoryjurisdictions,

Kim Cocklin replaced Robert Best as CEO in 2010. Cocklin

had been president and COO of Atmos since 200B.

Previously. he was a senior vice president in regulated

operations for the company and had worked for Piedmont

Gas for three years before that. Best had been president of

Atmos since 1997 and served as the chairman of the

American Gas Association in 2004, He oversaw seven

acquisitions after inheriting the Atmos throne. expanding

the company to the largest distribution utility in the U.S,

Institutional Transactions
Shares

Morningstar %of Shares %offund Boughtl
Top 5Buy'" Rating Heid Assets Sold Ikl Portfolio D,tB

Vanguard Small Cap Index 1.57 0.17 1,415 31 Mar 201 2

Vanguard Total Stock Mkt Idx 122 0.02 1,103 31 Mar 2012

SSgA S&P MidCap 400 Index Strategy 0,60 0.22 544 31 Mar 2012

fidelily Series Small Cap Opps **** 0,29 0.38 262 30 Apr 2012

fidelity Stock Selector Sm Cp ** 0,20 0.38 179 30 Apr 2012

Top 5Sell",

Columbia Mid Cap Index Z **** 0,18 0.26 -69 31 May 2012

LSV Value Equity *** 0,15 0,45 -66 30 Jun 2012

Allianz NfJ Small Cap Value Instl ***** 2,18 1.02 -32 30 Jun 2012

JPMorgan Market Expansion Index A *** 005 0.14 -27 31 May 2012

New Alternatives * 0,25 5.21 -25 30 Jun 2012

(J MOOl~:ilil12{]12,III! f(i~llts Res.el"\I'Illl. Monimgsl<V"':> {'.rw~ llill1h~S:.1:. ~~<>f"ch IS prmJut:ed dI'llll,1lferl:\! by MlJ"TlirJgstar. ~~., Wlldl is I1Clt r~Il7t~ with the U.S. Secmfties :lm] b:d1lltl~~ C.:tllYl15Ssioo as a N']li(llId.I~y R!!~I1in![J St.:lti,tkal Rating Orgal1Uathm
rtmsno1. Utl!ll-5:> (lth['l'Wi$!! 1Y0l,'idl!'d Ifl OJ S1epaI<lte d~eelllrtJt JW hlll)!~ tJ1j~ !l!port only ill U~ roJl1!J)' in whkh Its or~ln.'}1 dIsuibutOf is b.-l>ed, Th~ ItlU'ln;'it]oo, data, <ll1dir>e~ entlll~jt1iLJJ'l.'> ~e~d hEIH!11'l dl} IIQt ronstillite irwestment 3dviLl!; <If~ pr~

solclyfut ImotmaliCl1"1i>1 j~J1ptlS.!!s. ami thcrd[f!! 'lTe f'1(jt alll;(f~ til ooy Q1 s~!! A Sf!{iJity; am are OOi warrat1~ tu be coocct, Ci;lI~If!te [If atrur<lte. 1h.e OIJi~i[l~ e~essel:! are astlrtlle 1Ii'l\e' Wffiten.arHi are ~erl to dl~e withoot ootice. hr.epldS ntilerwis.e
tC$Jltcd by lilW. MotTljj-a~rshall nol: be rc.spoosible f~ {ltlyttwltlg ~~~'lS, ila.n-oages. Of ocher I-imes f~llitJg tram. or ll;'ll,'l(el:i to, the IrnOOll.al.lt1l, d3lil. !l~;'l!:Jses !If r-piJllooS rr their USt;:. The lnfoonation rnntained hi!"e1n is. thf! Pfoprietar:t ~Ojlerty of
MoIll'~!ar <ltld hlll)' tiL( ill! re:prOOut:Ed. i~ whole-or in ptd1.l1lJ~ j" <lily m<lflrll!r, with~ the prill" wrmelll;lJ~-,;$11 of Mc1"Tngs.t.ar. To Of00- ri!~jtl't!>. r;;.,1l-t1 312-696-6100. Tlllkl'JJ;:~ ihio ll!sMl'"(:h, cali +' 3;2-6%-!ill5~.
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Atmos Management Meeting: Shift Toward Internal

Growth in Texas, M&A looks Too Rich 07 May 2012

Most of our discussion May 6 with Atmos' ATO

managementteam, including presidentand CEO Kim Cocklin

and CFO Fred Meisenheimer. at the American Gas

Association Financial Forum in Scottsdale, Ariz.. focused on

the company's wide footprint of regulated operations.

Last week management said it is targeting 8.0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility.

but management sees such appealing growth opportunities

at its regulated utilities. especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system.

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regUlatory spending and Atmos'

move toward more organic growth. Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.

While distribution operations continue to improve.

management is seeing material upside for its regulated

Texas pipeline and storage business as well, driven by

reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned projects like line Wand X, which total

roughly $160 million in capital expenditure and qualify for

expedited recovery underTexas' GRIP system, This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013. supporting earnings improvement on

top of new investment prqjects,

Like many of the management teams. Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase,

~ Mom:~:itiJr 2~1l, MI Righ\.s Rt$efVI!tL Morllin!l~M"'$ C.terlii R<\tillgS & R~!!<lrch is prClj\l~tJ ami nl'fer!!ll b~ Mm;ii1!JW!I, 1.-.:., ....tlk:h Is nul r~lsl:l!feil with the US. Smrtille, ami Erd1.<lt11Jr= GaI11TJJssirm a:; a NallOllilliy RWlgnlzed stil't~i~l killing OrgaIJUatJoo
rNRSR01. Un111:>:i Glhcrwl:J'£l ~Q\li~~ in a ~epar,;.1,e at1~etl1~. yoo ma~iJ~ this repnn cnljltllhe {cunUy in \'JI1k!l rt!: origiMJ dlsb-iJulor Is b<l~. lhe irtctm<:lHoo, d::lta, anlllJ'Sf:s 11m! opinions (JI'e'>eme<J hff~1l1 00 tXlt allls!!Me tnvestmml: ildvkE'; ilfe !:Ie"cYi6ell
wlel)' fit l!lflX1llmllJtwllJ..lrpO~:ilind t!lfte{rr.e are mt,ell rifl;'f \C,l 001 CJ( sell a !".eaJ"it)I: <I1ll,1 are oot warramm to be corret.l:, tOITj"lIl!II:~ ll!;aJfllle. lhe apinimlS tlp'~eQ lire (l~ mthc d<lte ......-1ttell and are $1.J~ lodumgll wltIll:ul: notke. Elrept as uthffwi:s.e
te(jlltted by lilW. MlJtr1I11g:>tllt :>h;lll llOC tie r~ible fl1' '(lU'J tJ"lllillg d!!Ci'ill:lrlS, dama:~[o,S« ol;llef !Gs.5£S r~llil'lg rr(lill. or reidted to, Un: jnfOOlJ.<ltion. d<lta, <lnal1sl5 or opinion:;!l' lhefr llSll. The inr0rm<31ton oontlit1t:'C! tll"fllitl is the IXop-ietary ITOP!rt)' of
MortJj~$.t{lf atxl h1<ry hot be t~ttotlm:~. ill wi1me oc III p<>rt, ~ us.e<l ill <lrl)" manr.et. w1thM till! [!fIT 'o'lfftll:m o:msllffi of Mool~sWr.To Dni~ ,~tJints, u~1 +1 31 :H'9[)-lJ.l00. To Ikl:mE thE! J"EselUm callT1 312-(j!l&-ti8G9.
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Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast
3-Year 5-Year

Gmwth ('Yo YoY) Hist CAGR Sop 2009 sep 2010 Sep2n11 Sep20l2 Sep20l3 Praf CAGR

Revenue -15.6 -31.2 -3.6 -9.2 -11.5 1.3
EBIT 3.3 5.8 8.1 -3.5 1.9 4.5 9.0

EBITDA 3.9 6.6 5.4 -0.1 3.1 3.4 7.7
Net Income 3.3 5.9 7.8 -3.4 6.5 5.9 9.2
Diluted EPS 3.1 4.0 6.9 -1.5 6.6 4.9 8.5
Earnings Before Interest after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1.8
Free Cash Flow to the Firm -183.1 814.7 -47.2 -111.9 -443.0 -191.6 -202.1

Hear 5-Year
Profitability Hist Avg Sep 2009 Sep 2010 Sep 2011 SEp201Z Sep2013 Proj,Avy

Operating Margin % 10.1 9.1 10.2 10.9 12.5 12.9 11.8
EBITDA Margin % 14.8 13.5 14.8 16.2 18.9 19.3 17.5
Net Margin % 4.2 3.8 4.3 4.6 5.5 5.8 5.2
Free Cash Flow to the Firm margin % 4.5 9.2 5.1 -0.7 2.6 -2.3 -0.7

ROIC with Goodwill % 8.9 9.1 9.7 7.8 6.0 6.0 5.8
ROIC w/out Goodwill % 10.1 10.5 11.2 8.8 6.7 6.7 6.4
Return on Assets, pretax % 6.9 7.0 7.5 6.3 6.5 6.4 6.8
Return on Equity % 9.2 9.0 9.5 9.0 9.4 9.1 9.7

3-Year 5-Year
LelJ~rage HisL Avg Sep 2009 Sep2010 Sep 2011 5131'2012 5131'2013 Proj,Avy

Debt/Capital 0.51 0.51 0.51 0.52 0,53 0.53 0.54
Total DebtiEBITDA 3.34 3.35 3.25 3.42 3.71 3.72 3.75
EBITDA/lnterest Expense 4.55 4.38 4.57 4.68 4,84 4.57 4.43

Valuation Summary and Forecasts Discounted Cash Flow Valuation
2010 2011 20121E) 2Oi31E) FlrrnValu, Per Share

USDMII (o/" Value
Price/fair Value 1.01 1.05

Pri ce/Earnings 13.2 14.2 15,5 14,8
Present Value Stage I -145 -2,6 -1.59

Present Valu~ Stage II 5,702 102,6 62.77
EV/EBITDA 6.B 7.4 7.7 7.4
EV/EBIT 9.8 11.0 11.6 11.1

Present Va iue of the Perpewity
TDtal Firm Value S,5SJ 1GD.D

Fr~~ Cash Flow Yield % 7.0 -14 -36 -5.7

Dividend Yield % 4.7 4.2 3.9 4.0
Ca sh and Equiva i~nts 131 1.45

Debt 2,700 -25.59
KeyValuation Drivers Net balance sheet impact -2,284 -25.14

Cost af Equ ity % 10,0 Oth~r Adjustm~nts -271 -2.98

Credit Spread for D~bt % 2,0 EljUity Vallie 3,003 14.59

Weighted Average Cost of Capital % 7.7
Long-Run Tax Rate % 36.5 Proj~cted Di lut~d Shar~s 91

Stag~ II fBI Growth Rate % 4.0

Stage II Investment Rate % 24.4 Fair Value per SbarelUSDj

Perp~tuity Year 15
The data in the table above represent ba.se-cl'lse forecasts. When prohahility-weighted

Addrt~Dna' e.stimates and scenarios illiailablr. for download at http://.select,morningstaLcom, scenl;rio analysis is pBrtmm8d. the :mm of rr.r sham l,Ialue.~ may ditfer from the Fair Value
EstimatEL

~ M(lffijr.;:s1N :m12. All Rights Rl!Sl!fVl!d. Mominggar's Cred'" R!ltin~$ & R~E'Mdl1s fl"l:li:lllced artd offered l:l)' M!JT1ingst.:lr, loc., .......Iw Is 001 mgl~efed ~hth[! us S!!UJritJes ami txti11!nge Cmrrni$s.lc.'ll as a 1Il21'tlOllilllJ Ret:1l!Jru.e1i Stati~iC'.<l1 Rilling OrgJnil:.ation
['"NRSR01. UnJe~<; ntherwi"e p-o\lirled In a sl!pdfo'lle d~el!moot., yoo mil) use llils ropDrt only In the j;OImtJ)' In whk..h Its OfigirL'l1 dl~rlb!.II" fs hased. Th~ Irtcrm<:!Hoo, ;jOlla, <maly.,;es <Jru.ll:lri~kJ.m pr~sent1M hffei~1 do I1(lt coJl5!:~e IrrvestrnerJ1: advice; arfl pnllrlded
:soi~ty toc !llformati(lI'lallL'JllGse:i aoo Uu:n!l'O''!! are oot:m ctftf" tt.lOOY Ol sell !l sC(ait~;:3M :lr'!! oot w,al1an\Erl to bE! cocrect, i:olTlJletr- Of llWlfIl!e. TIK! ~Inll:ms ~fX"c:s:srd:are BS I:lr the date 'M'fttetl ant! ,ne SlIlJj&t todlange witlmul: rmice. ElIt:ept as I:ltOO-w5tl
felJuir.e1:! b~ f~w, MnrnlngslN sh.1lll1'J( 1m re:;poosilJle tll" ;my tr8l.li~lg de-c:iskms, damJ~ or 1t1lcr losses re:.vlting from, oc re1<3lml 10, the infOOll3tlon. data, I:ltlltl)'-sl5 IX L'jJ1nlorn: l1" th3iJ u:ie. lh13 infQfll1il!IDn o:m1.<lllled h€rem is Ul€ pmp.i~ii1ry ~o~Erty of
Momingst3r am mil1 rnK be f!!p.'odul:cd, Inwi1ull! oc in !kom. Of U5l3d ill <lllJ mllmlff. wiHmut Ill(! pOll'" ....... itHm CI'l!1SEl'llllf MOOlI~slar. 10 order n::p'lnls, GlH tl 312,6%,6100, 11:l Hceose U~ re.earch, cafJ +131Z-11!J6--511G!l.
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Morningstar Equity Researdl

Almos Energy Corp ATO {I~YSE) I***

CASE NO. 2013-00148
ATTACHMENT 1

TO DAG DR NO. 1-183

MnHNIN~

Last Price

36.30 usa

Fair Value

35.00 usa

Consider Buy

28,00 usa

Consider Sell

43,75 usa

Uncertainty

Law

Economic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Rating

BBBt
lndusll) Group

Utilities - Regulated

Morningstar Analyst Forecasts

Inllume Statement IUSD Mil)

Total Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense (if reported sepilriltely)

Amortization of Other Intangibles (if reportell seperately)

Amortization/Impairment of Goodwill

Total Expenses

Operating lnC<lllle (EBIT)

Interest Expense

Interest & Other Income (Expense)

Pre-Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtrilctions from) Earnings Before Interest

(preferred Dividendsl

After-Tax Non-Operating Income, Extraordinary Items (Losses),
Discontinuell Operations, Accounting Changes

Net InC<lllle (Loss)

Net Income (Loss) Excluding Charges

Diluted Shares Outstanding (MiO

Diluted EPS Including Charges

Diiutell EPS Excluding Charges

Dividends Per Common Share

EBITDA
EB ITDA wilhout restructuring

Forecast

S€jJ21JOO S€jJ 2010 Sep2011 Sep20!2 Sep2013
4,969 4,790 4,348 3,846 3,891

3,622 3,425 3,020 2,501 2,487

1,347 1,365 1,327 1,345 1.418

494 468 449 464 478

183 191 179 153 180

-10

217 217 ZZ7 245 249

5 30

4,522 4,300 3,9116 3,355 3,394

447 489 442 491 5D3

153 154 151 150 165

-3 0 21 3 15

ZlI1 335 313 343 35J

100 129 114 125 129

191 2116 199 218 Z24

191 206 20B 218 Z24

191 206 199 212 224

92 92 91 91 91

2,08 2.23 2.29 2.41 2.45

2,08 2.22 2,28 2,34 2.45

1.32 1.34 1,36 1,39 1.42

610 7111 7116 131 151
670 707 7116 721 751

~ ManlngstN 2[J12. All Ri!Jh1s R~l:t¥!:d, MOOllngsta-'s Credi'l fM.I~~ 8> ~[lrdJ is it01l11f.fd ~hd uffeIM by MOO1jn[lSt<lr. loc., 'oIDcl1 is. mt rBgisteITd witll Ull:l U.S. Secmlti1;5 and ~)(dt8I~e COrmllsskm as <l Ni:ltioo.aH'r Recognl:red Sta[l:i1.ll;tJl R!ltU1g Orgatlil.1l!l'ltl
rNRSRO"ll1rlie:;s Othffi.'1i:ill P-Q\lldetl jt] 11 SCl>Gfilte <JgI:lErmellL )'R~ In(l.y ll~ tlli~ref'1Jfl ell])' ~ 1tM: l;l;(.Hmy in whk.h its or~lnall:lilliibut!lf is b:l~d. The ifiCfIIl<llioll. d21ta, anaiysl:'sc8ml oprniul15 Pf{~sll1'l!.~~ oo-dll do 1"1\]\ l:lJft>1fMe I~l"m:nt "dlli~ l'Ife pr(Jf,lioJ~~

s!lIE!~ (otlmrttr11tioo<ll JUfP'Ose;) {Illl,f lhtt'efttc <lfll oot <1[1 df(;T to~ N se~ II S«iEil.'f. tlhl! (Ire ml WMr.m1ee to bE:: \;ttTE'ct, co~letl! or <lD"1Jrate. The opifilonse~~ lNe 6" ofUle dille W"ltJ.cll <.mll il!e ~cct [[j cn<ltlye wllhwt tJlJlke, E~f't tiS !J~i..se

rctllJl.rcd b;t law, Momill!Jstllf s~l! J10t h~ ~~bl!l (0" ill\)' tr(lC!~ llecis.inns., rl.arnll~e5 {1 ol.het IQ.~ fle;;ulling from,. or u~!"tE'EI to, the infoomlioo, d"ta, analT-'~ llf opinlOll';« their lJ~ T~ ihflJl1n\JllQ<! wtll1Floo:l herdh is ttm propI"h:lilt)'!1~ (If

Mom~tl!l':stOHand lThlj" rnX Oe 'lOp'odilcetl, !n wtmlll or in piJrt, Qr\I~t.1 III a~ Ill.d~, W~~1t i~~ [tkt \Yfitt~n rtlt1:>elll 'Or Mrrnif"!J!;la<. To ocW!rrelIirfui, call +1 312-695-6100.10 li(;emethe r85!:<Jtr.h, ~illl-t1 312·{;96·611sg,
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Morningstar Equity Resellrrn

Almos Energy Corp AIO (I~Y,)E) 1***

CASE NO. 2013-0014<1
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINGSIAn"

Last Price

36.30 usa
Fair Value

35.00uso
Consider Buy
2B,00 uso

Consider Sell

43.75 uso
Uncertainty

Low

Ec,,"omic Moat'"

Narrow

MoalTrend'" Stewardship

Stable NA

Morningstar Credit Rating

BBB+
Induslry Group

Uti lities - Regulated

Morningstar Analyst Forecasts

Balance Sheet IUSD Mill

Assels

Excess Cash & Investments

Operat ing Cash & EqUivalents

Accounts Receivaole

Inventory

Other Short Term Operating Assets

Tolal Cullenl Assets

Property Plant & Equipment, Net

Property Plant & Equipment, Gross

(Accumulated Depreciation)

Goodwill, Net

Other Imangloles

Other long-Term Operating Assets

Deferred Tax Assets

long·Term Non-Operating Assets. including Pension items

Total Assets

Accounts Payaole

Sholt-Term Debt

Other Current Liaoilities

TDIal Current Liabilities

Long-Term Deot

Inuemental Debt Requirements

Total Long-Term Debl

Long-Term Operating liaoilities

Deferred Tax Liabilities

Long-Term Non-Operating Liaoilities

Tolal Liabilities

Preferred Stock

Minorily Interest

Shafl;lholdErs' Equity

Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

(Treasury Stock)

Other Equity

Total Shareholders' Equily

Total Liabilities +Shareholders' Equity

Difference. from analyst adjuslments and restatements

FOrBcast
Sep 2009 Sep2010 Sep2011 Sep2012 Sep2013

226 45

111 132 131 115 117
233 273 273 253 235

353 319 290 206 204

132 151 316 316 316

829 815 1,011 1,116 917

4,439 4,793 5,148 5.489 6,009
6,087 6,542 6,817 7,426 8,195

-1.648 1.749 -1,669 -1,936 -2, 186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,764 7,283 7,729 8,050

207 266 291 219 204

73 486 209 300 300

457 414 368 368 368

731 1,16& 868 886 872

2,169 1,810 2,206 2,400 2,500

2,169 1,810 2,Z06 2,4DI1 2,SOO

119 49 22 22 22

571 829 960 1,056 U62

571 731 971 971 971

4.167 4,585 5.027 5,336 5,521

0 0 0 0 0

1,791 1,714 1.733 1,751 1,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,177 2,17. 2,255 2,394 2,523
6,344 6,764 7,213 7,729 8,D5O

't1 MOOlifW;lstar 2012. M R~~hh Rcscrvml. MomlngS'lti"s {'.re~~ RM.l~S & R~~Mdl is proouced aml of(l!{etIl;1y Mwnlfl!js1.ar, Itl'., ...midi is. rill mgl:it!'fed wit~ tt-re U.s' Sirul1tfes :l!Id hdlal'l[,'l!' Cl,l!rillis~llll lJ:i il Natioo<li~Rl3~nirerlSiatlstic,,1 Rating UrganiI.alirm
fNRSRO'1. Unless 1lL1u...wtse rrolfidrd ll'l <I s.eparat~ l!!1e~tnellt. YQ\I 1fl/l)l!J~ ttlis report {1Il1~ lnthe coontry ill whidl ~5 origlhal df~,;tribtJloc Is h:l~!l. The irtttmotJon. data, iltMl)"ies and cpinKms pl'e~eIl'cd he"!!iJl do no! rorr.,HtlIl:lllllVll5'tlm!1t advke; ilJe provided
~nl!!lyfOf inloooo!immi jJJrp05e; 811[1 ttH!rd«e ,;,~ not eM offi't to blj.)' or .5.;11 II ~CHit): and .ue not warran1l!rl tli be o;;mect. w~!&e or :Jcrurltte. 1he opitllot1:Jc~ {lr!! a~ or Ule date wrlUel1 olld ilrll subject tar:h;mge withoo.t rKllH::~, Exr.ept as llth6wise
required b) l;Jw. Momifi1;J~Ulr sMI~ no( bl! fesp!llts.lbld'f <It'l~trMJlt'lg clecisi!J~, ~;rnldges 0( ul.her Im,se5 resulting frCllTI, orrdatcd ill, the InfGfTl1lll!oo, d:i!:l. <ItJaI}'5l:S oc oplljjom I:f ttv!ir !t'Se.1he ihr<mmlkm roIltilired hffll~ fs !he ~el(j'Y JJ"lJP~ m
Momi~:>t..<lr .md tn1!Y no( tJB reprOOuc!!(j. in whole N ill p<rt. or Il5e'd in Oil\]' tTl<ltltll"l', witlloot the rxiO' mtlen Wi1~.gfMoIT1~:Ml.Til OIdl;l' fep-ints. cal! +1 312·696·6100. Tolirer&£! the res.t!.'l!th, '-ijjl ,1 31H95-6ll69.
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CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-183

Momtngstar Equ1ly Research

Almos Energy Corp AlO (I~YSE) I***
las! Price

36.30 usa

Fair Value
35.00 usa

Consider Buy

28.00 USD

Consider Sell

43.75 USD

Uncertainly

Low

EC<IIIomic MIlaI'"

Narrow

Moat Trend'"

Stilble

Stewardship

NA

Morningstar Credit Raling

BBB+
Industry Groop

Utilities - Regulilted

Morningstar Analyst Forecasts

"""",,,,,,,,,,,,,,,,,,,,,,,,,,,,,,.,,,.,,, .. ,

Cash FIDw (USD Mill
Forecast

Sop 1009 Sop 2010 Sop ZU11 Sep2012 Sep2D13

Net Income from Continuing OperBtions 191 206 20B 218 224

Deprediltion Expense 217 217 233 246 249

Amortiziltion of Other Intangibles

Impairment of Goodwill 5 30
Other Non-CBsh Adjustments to OperBung Income -10 0

Deferred Income Tilxes & Other Adjustments to Net Income 153 220 137 96 106

Changes in Oper.(lllng A$$els (lno Lii'loilltles

(IncreBse) DeereB,e in Accounts ReceivBble 245 -40 0 20 18

~ncreBse) DeereBse in Inventory 194 54 28 84 1

(Increase) DeereBse in PrepByments, other Current Assets 12 -4 -92

Increose (Deereose) in Accounts PByBbie -182 58 24 .7J -14

Increilse (Decreilse) in Other Current Liabilities 84 15 14

Cash from Operalioos 919 126 583 582 5B4

(Capital Expenditures) ·509 -543 623 -702 -769

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -8 0 -4 124

Other Investing CBsh Flows (OUtiByS)

Cash from Investing -511 -543 .6Z1 ·S18 ·769

Common Stock (Purchase) or Sole 28 -93 2 18 35

Common Stock (Dividends) -121 -124 -124 -126 -730

Preferred Stock Issue/(Purchase)/{Dividends)

Short Term Debt Issuance Bnd (Retirement) -284 54 83 91

Long Term Oebt IssUBllOe ond (Retirement) 40 0 82 794 700

Minority Interest Addbilck of Income (Loss) Distribution

Other Financing Cosh Flows (Outlays) 0 0

Cash From Financing ·3311 ·163 44 176 5

Benefit (Loss) from Exchilnge RBtes/Discontinued Operotions, etc, 28

Net Change in Cash 64 11 ·1 ZID ·1811

ChBnge in Cosh on Bolance Sheet 64 21 -1 210 -180

Difference, from Bnalyst Bdjustments ond restBtements

~ Mornings1..:lr W12. An Rights Re:5ente.d. M(lffijtl~'it.¥'s Cfl!dit R<lH~s & Resr:arrn Is proollmd ::lml off!!fed b~ MI1t]iIl.!l:."t<IJ', Iw-., vi1i~h l~ nm r("~i5l.ered witll th~ US Secllriti~ ;mtl E~rhBll~r. CotTmls~on as a NOltionaUy ~!!Logl'lf1ed Stat&iC<ll Rating Org,miJ..:lijl)n
("NRSR01. Ull!~~ lllhmYlsl:: p-milioo il'! <l sep<lrllt~ l'![1i!M1efll, )llJ lJWj' ll~ lhls report onl)' In ltv! {;l1.mtry in W!I~h ft.s ori~jh;'lll!istIjootOf is hIlS~r1, The Irlctlll.'l\iOll, d(l\.'l. drla!ys[!.S and opiruarri j:Kesenle[J herein 1:!(lllLlt t".iln5.titu1;e- irn.oes1mf!l1t al:!l'!ce; <Ire PflWide1l
S1)lely r« irJoonatlllnlli p.lrpl:l~S am! therf.'fcte 3!~ oot ,lI'l offf:f to W)' a sell OJ ~o.rll.y. mid ,If!! rot warr:Jntl!d to- be t;orrect, i;:(III~elE or 1Ir.tllf.&1£. thE' ~~i~ ~I:~.are a~ IJr the Lillie wrilten .md :m! 'SIJbjed to clldllge withoot ooIice. b,~:ept as oth!Ywi~

r~jrell by 1<lW, Momln~M .sooilrmt be respal\S.llJle flY :JJry 'radl~ dE[;1s;jOns, d<lmag2S or other Ill~ !1lS!Jil&lg rrmll. or ,~l/lt.oo ta, fuE-lnrOflnation, <lilt;), <ll'1'llys~ t)l opini[lfi'; U' lheir U~. lhe: fnfOO1lJ!iarl ront.:Ilnell IIM'ein is the pr~liliIry Jl"opeftJ' of
MOfl1il:.;JsW and m;ry (111; bE' r~oduced. in wtl{ll~ 01' R1 P'lrt, IX U'5l':lI jllllfTJ' roofIDl!f, witl10ut UU! prlrr lMltLM CGIT.ien1: l)f Mol'tling~w.Til Ofd~ fejTiIJts, !,;,.'l.1! +1 312-696-~1 00, To li~!'1l.'ie the- resl;'artil, l:<l11 +1 312:-6~&-5Bfi9.
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CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. l-1B3

Mornillg5t<lr Equity Research M()RNIN~EIAR '
Atmos Energy Corp ATO (r~YSE) 1***

Last Price

36.30 USD

Fair Value

35.00 uso
Consider Buy

28.00USD
Consider Sell

43.75 USD
Uncertainty

low
EconDIIIle Moat'"

N<lrrow

MoatTrenlf'"

St<lble

Stewardship

NA
Morningstar Credil Rating

BBBt
IndusIrJ Group

UtiIities - Reg ul<lted

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Valuation Analysis
p ~i o~lEamings EV[EBlTUA Pricv/FHIE: Cash A1)w Pritt:!Bopk Price/S.I••

Priceffair
Co~.njm eke< VaiuB 2011 2012(£) lO13(£) 2011 lO12(£) lO13(E) 2011 lO12(£) 2013(E) 2011 2012(E) lO13(E) 2011 lO12(£) lO13{f)

AGl Resources, Inco GAS USA lOS 15.1 12.4 11.5 14.5 12.4 11.8 51.2 94.6 45.6 2.7 2.5 2.3 2.0 2.0 1.9

New Jersey Resources Carporati on 1.17 16.6 16.8 16.2 13.3 13.6 12.7 24.3 NM 65.0 2.3 2.2 2.1 0.6 01 0.6

Returns Analysis
HOI Cwith Goodwill % ROIC wi'hou' Goodwill 'I. Rsturn on Equity % Roluril un Assols. Protax % Dividend Yield %

last Hislorical Year
Tot. IA,set,

CumpanylTickEr (Mil) 2011 lO12(E) 2013(£) 2011 2B12(£) lO13(£) 2011 lO12(E) lO13(E) 2011 20ll(£) 2013(E) 2011 2012{f) 20l3(E)

AGL Resources, Inc. GAS USA -usn 6.9 7.1 7.0 7.4 7.6 7.6 13.0 14.8 14.8 6.4 7.2 7.4 3.0 3.2 3.3

New Jersey Resources Corporation 2,649 usn 8.4 7.5 7.2 8.4 7.5 7.2 11.9 12,5 12.2 5.5 5.3 5.4 3.3 3.4 3.6

11.11 6.1

Growth Analysis
Reve-n ueGrowth % EBrrGrowlh % EPS Growl; % Fr•• C..h Flow Growth % Dividend/Sharl:' Gtowtn %

2011 lO12(E) 2013{E) 2011 lO12(£) 2013{E) 2011 lO12(E) 2013{E) 2011 lO12{E) lO13(E) 2011 2012(E) 20131EJ

-3.6 4.1 4.7 -10.2 20.8 6.0 ,12.5 21.9 7.1 4693 -45.9 107.7 5.4 4.4 4.9

14.0 ,12.8 15.6 -24.0 -OJ 6.2 ,13.6 110 3.9 92.3 -119.2 ,3090 105 8.0 6.0

6.6 4.9 -121.l1 196.9

Lao,.t Hi:;;torical Ymu
Rey.enue

IMiQ
2,287 usn

3.009 usn

Cl:lmpanymcker

AGL Resources. Inc. GAS USA

New Jersey Resources Corporation

~ MOOli'lljsU! Z012. All Rrg~R~~.MOO1lt1flstiY'S Cre&! R.a.lit1[/S III Rese:srdl is prllduce[J <Il'ld cdTerBi by M\tt1jn~~. Ioc., m-lith~:; rot t~~I:;te/'t'l,1 witll U.e US, SeQIi"ltie.:; 111111 hdl<lll~ Cmtllll<>sion a" <l N:llionally ~GfI'lh£1.l ~iWlI Ratillg O!gatl~~llfl

'"NRSRO"). Unless M11l'l'Wi~ ~!l ...illeIJ Ell t! S~flJM~df1~~II1~,)wIni}y~ \:hI'S report !IDly in tlJe toomJ)' ii! wl1~ ~ original distribl1t!J/' fs oo:;ed, Th(.' irtctllld.tiOO, ~[ll.3, iJ!W~p;e:: am! cpilltons Pfe~l!d Ilf'reil'l do oot ron'itirute ill~~Um~!lt ad¥ke: :l!l~ pr~videll

S'Olely for lrnOO'lldtiml:l1~~S MI.l tllf'rtf(t~ ~,e nut an oIllY to bt.1y bI' SI!!I a seMEty; am ,Ire llIJt warrallt~ t(l bl: ~QIT~. CIl~I&e Of i'lwltflte. 11~ opiTliOl'lS elCpr.;~ [Ire ll$" of the d:lte W!!tten '1m:! <lfe SI.lbjed: to ch,lI'lge \llitlloot IlCI(ir:l!. EIi;Le~t dO; M11!'J'Wi~
reqllirM l1.y law, Momi!lgSUll ~11111l\ ~ r.;~ons.lllie (<< <IIlYU<ltHll~ dei;:t$iI;ms, i.I<ln~ges (J(!lti"e' ![lSSI!S.H!SIJ!tJ~ frmll, orrelated to, the fllf~liM, rl~l:l. arkll~s!!'> oc ~ft>l~ CI their use. The infoonatiml ront..'li~d hereil'l is. til!e' pnlfj"ieW]' f'll~eny or

Momil~star ard lIlay Il(l\: be 1~tJ"l)Jl1wJ, in whole Of in [lo'lrt. 01' tJ""tl ill any trIOllIIlf.'f, withoot tll£! ~i(T wittenro~ or Morningstar. To (l(rler~illts. Cdl! +' 312-!i9&-G1 00. lQ fttem.e the re:>B.'3rdl. t:>11+1 312-69:fi..-5a69.
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CASE NO. 2013-0014B
ATTACHMENT 1

TO OAG DR NO. 1-183

Morningstar Equity Resean:h

Almos Energy Corp AID (fIIYSE) I***
Last Price

36.30 usa
Fair Value

35.00 usa
Consider Buy

28.00 usa
Consider Sell

43.75 usa
Uncertainty

Low

Economic Moat""

Narrow

Moat Trend""

Stable
Stewardship

NA
Morningstar Credit Rating

BBB+
Industry GrDllp

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
GlOSS M~ min % EDlTHA Margin 0/0 Operaling Mlugin % Net Margin % FJe~ Cash. Flow Mnrgln %

Last HtstoriL:al Year
Netlnmme

Companymd<er (Mi~ 2011 2012(f) 201J(f) 2011 2012(f) 2013(f) 2011 2012(f) 2013!f) 1011 2012(f) 2013(f) 2011 2012!f) 20131E)

AGL Resources, Inc. GAS USA 204 usa 52.6 53.8 54.0 26.6 29.8 30.1 19.6 22.8 23.1 8.9 10.5 10.8 40 2.1 4.1

NEW Jersey Resources Corporation 101 usa 152 17.7 16.9 5.9 7.0 6.5 4.8 5,4 5.0 34 4.3 3.9 2.4 -0.5 W

leverage Analysis
D.btlEq'ily% D.bt/Tolal Cap ,,\ EDITDAJlnte,est Exp. Tolal D.bt/EBlTDA A...1slEquily

La::;t Historical Y~Br
TotalOobt

Comp,nymck€f IMii) 1011 2012(f) 2013(f) 1011 2012(f) 2013(f) 1011 201l(E) 2013(f) 2011 2012(fJ 2013(fJ 2011 2012(f) 2013(fJ

AGL Resources, Inc. GAS USA 3,164 usa 182.0 170.1 157.7 64.5 63.0 61.2 5.5 5,4 5.6 5.2 4.5 4.2 4.3 4.1 3.9

New Jersey Resources Corporation 594 usn 76.5 77.7 76.1 43.3 43.7 43.2 9.0 9.5 8.9 34 35 35 3.4 3.2 3.2

liquidity Analysis

M'l1<e\~fJ
Cash po, Shore N" COS" p., Sh.re [Fa ~., Share Frfl;fl: Cnsn Flow pttr Shilr6 PilVOlit Rplio Il/./!

CompanylTkker 2011 2Di21E! 2013(f) 1011 2D12(f) 20131E! lD11 2012(f) 2013(f) 2011 2D12(E) 2013(f) 1011 2012(f) 2013(fJ

AGL Resources, Inc. GAS USA 4,661 USO 6.79 5.77 5.12 -33.93 -34.79 ·35.05 6.35 6.01 5.82 1.17 0.63 1.30 68.5 58.7 57.5

New Jersey Resources Corporation 1.889 usa 0.18 0.18 0.18 -14.10 -15.58 -16.26 6.02 5.13 4.57 1.75 -0.34 0.70 57.9 55.3 57.5

Average 3.5 3.0 2.7 ·24.0 ·25.2 -25.7 6.2 5.6 5.2 1.5 0.1 1.0 63.2 57.5 57.5

Atmos Energy Corp ATO US 3,268 usa 1.45 3.71 1.71 -25.19 -26.M -Z8.Sf 6.43 6.43 6.39 -OM -1.32 -zuz 59.7 57.B 51.9

~ Momings'liJ~ 2~12.. A!! Ri~~1,.s Re>£!VIld. Momingstil'"'S CJlld~ R;}{lll~:i & Reieardlfs pnl~LH;ed iJrJ~ offered by MCXlli!lg..w, loco, wt1k~ is h!J.tre~i'i'lere~ witil the U,S. Secmitfc:i andh~e Cmrmis:ilGll <15 a NatiOOilliy Re{;llgfI~d Stati~k,,1 Rillltig OrgahiIilHun
fNRSR01. Unle~ lJUJ~wl~ f.'V\'ldCll in il separate il~ml:fl1, )'Oll frnj' ll5e this repart anJy in the clJ..ltrtry in whkh its origlilal dls\riootor Is based. Tire irfamatian, dillil. iJlla~eS LFh~ OP~(lI1S presented hllJein da hot Cllh5liltAl> irweSUl1ellt ild ...ke; ~e prn~ded

s[Jlel:y for Ilifotrnll'\l(l!I,,1 ftJr~lj~ .md Ulffe(CK.e Me mt an lifef tg buy IJf :>dl a ~W'"ftr. ilOO are not wtJtriJ!lled 10 bl:l cElfrect, f..lJolIlPic{", or ~rnriltl:l, ThEl qJinlOO'l eltpJllsslld $1; il:J of the oole 'Mitlen .md 3m SlIbJllct to r.h<Jngll vilihool ootice. b:i:ept or.> uthmvls£
rlll:llllre1l b)' l<lW, MOfIling'>tlll s""U rmt bil Hl'iplIDSib11l fa- illly i!'il{!itJ.g {!er:..Wlll1S, dama~es Of ai.~ IOs.'il:s tC&!n.i~ From or rel[lt~d tQ, tn'l [nfolTImlloo, dill:a, imalys~ Of !Jl'll~i(ll):}u-thelr use. The irIfotmlltioh w~t31ned hllfein is the pl"opdctiJ.t]' lrDpfft)' of
Moml~:>W atYl may rwt lJ~ reptOOur:ed, irJ l,',1Jole oc in~, [Jf U$ed III "tl.Y m'JnOO". without lhe jXict wrltlcil oon5Bflt ofM(lffiirJ!l:11.lJ!.lo Ql'dl:t t"c1Jlffi5, call +1 312-596·5100, 10 li~em\). the res.8.m:h, CiJ!1 -I' 131H%·6869.
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Component. of 0 ur
MethoDnlogy

.. Ecollomic M[}affM Rating

~ MDetTrend'M Rating

.... lv10at ValuBti(}n

~ Three-Steoe Discounted

(:8sh flow

~ Weighted Avcroge Cost

o(Copit"1

• Foir Value Estimate

..- Scenario Analysis

... Uncertsinty Ri'ltillg,S

• Ivlilrgir. of Sp,/ely

... CDn~ider Bu,jlngjS8lling

~ Stewardship Rating

The Morningstar Rating for stocks identifies companies trad

ing at a discount Dr prem ium to our analysts' assessment of

their fair value. Anumber of components drive this rating: (1)

our assessmerl1 of the firm's Bconom ic moat, (2! our estimate

of the stock's intrinsic value based on adiscounted cash-flow

model, (3) the margin of safety bands we apply to our Fair

Value Estimate, and 14! the current stock price relative to our

fair value estimate.

The concept of the Morningstar Economic MoatTh1 Rating

plays avital role not only in our qualitative assessment of a

firm's investment potential, but also in our valuation process.

We assign three moat ratings-none, narrow, or wide-as

well as the Morningstar Moat Trend1M Rating-positive,

stable, or negative-to each company we cover. There are

two major requirements for firms to earn either a narrow or

wide moat rating: (1) the prospect of earning above-average

returns on capital; and 12] some competitive edge that pre

vents these returns from quickly eroding. The assumptions

we make about a firm's moat determine the length of "eco

nomic outperformance" that we assume in the latter stages

of our valuation model. We also quantify the value of each

firm's moat which represents the difference between afirm's

enterprise value and the value of the firm if no future net in

vestment were to occur. Said differently, moat value identi

fies the value generated by the firm as a result of any future

net new investment. Our Moat Trend Rating reflects our as

sessment of whether each firm's competitive advantage is

either getting stronger or weaker, since we think of moats as

dynamic, rather than static.

At the heart of our valuation system is adetailed projection

of acompany's future cash flows. The first stage of our three

stage discounted cash flow model can last from 5to 10 years

and contains numerous detai led assumptions about various

financial and operating items. The second stage of our mod

el-where afirm's return on new invested capital IRONIC!

and earnings growth rate implicitly fade until the perpetuity

year-can last an\M'here from 0years (for no-moat firms] to

20 years (for wide-moat companies), In our third stage, we

assume the firm's RONIC equals its weighted average cost of

capital, and we calculate acontinuing value using astandard

Morningstar Research MethodologV for Valuing Companies

*********
***
**
*

Analyst canducts
company and
industry research:

.. Finnrn:iill stalnl11ent
Dn~lysjs

• Channel checks

.. Trade-show Visits

.. Industry <lno l:tJmranv
mpOrlS ami inumals

.. Conference calls

.. Manag8rT1Dnt nnd
site visits

A4 aXA

Stmngtllof colnpe\itlve
arJ'Ianlage is r~1teD:c.

Analyst COil siders
pao1 fi"ancial results
and totuges [In
competitive position
i'0.rJ luture proSP8CtS
tn forecast future
cash flo','!$.

!\3sumptlons am
fmtm"d into
[VlomingstJfs

proprietary disCDunted
c8sh-flow n'odel.

file ,mal,!;;l thell eval
uates lhe rang& uf
potl1ntial intrinsic
value. lor lh~ GDlfrpany
illid assigns an
Uncertainly Rating: lo\'\/,
Me~jjuiTI, High.

Vnry High, Dr Extreme.

Th" UIlG8r13inty Rating
determines the milfgin
of s8fe~f requlreo
belom live would wc·
olf1lT1el1d 111e ~tock .
I h8 higlrer tr:e ufli:er·
talntv, lhe \vid8f
the margin of safety,

t:J MOO1IIlg,ter 2U12. AI! RjghhR~d. Mcrningst",·s Credrr. Jtrtl~s & R~Jldl is. ~oouced 3m! nfflYe1J by Mtmings:w, 1m;., which is not registCfel! with the U.S. Sf:aultle:> :md ud.mge Cumm~E[)nll:'; fl Nfll![mal~ Re{;~ooNl StJllst!C<i1 R:J\~ CKg:mimtim
rNRSR{l~J.llnlfss otll£'f"MSe rrQlIloro Ala S€p:Jr<:Ite l1!Teern~lt. ~oo rllLlY use IhlS'teporl {lrl1y In the coonl'}' jl'l whitll its oo~iM~ distriWt.{l( is. tl<lS!!d. The iltamatioo, dllla, <Joolr-;es ;mll lJpll'1io.rti l~es~l\.e!J Ilf'relfl dlJ I'mt consUMe ltTinlStmMt adviw: Me pmviEl£fj
.s.olely fE)!" irlformotl11rJill [IJ'P05l".5 Oiml therefOCl!- are l10t an df~ to 00:I1Jf selill scruity: <100 at!! not WalT,mtE'U to IJf {OOOO. cOOlJ!l!le {l( 8CnJr8t!!. The Ojllnifln:'i ~1I:~ed ::Ife as of Ihll dale written aml are subjfct to change wi!hwl: ootke. beep' as otllgwlse
te<j!Jire1l by law, Mornlfl~'it.lJr shal! not be respOJrlSfbie rlT an~ lr.wlrJ!:] dedsiQllS, d<lmOJg~ oc oI.hcr !1:ls.'i1l.S rl!~lmng ("JIll, onelated to, th!! !flformCltlOO, Jilla. anilryse'i [)I" oplnloos. cr ttrlr lise. The inIQffilJtJml u:mE..'llnl:d hr.-{!ln 15 thl:! lYopfi!!t<ll')llTopffiy of
MOfJII:rg'>tar "fill mOlY not be reprOOJr.BI, in whole [If [n part. IX"used in Olfly IMnrel, wFthoot th(! pill'" 'Milten COTtiern. of Momillgo.1<lr. T[I ofl:!er ~~lnts. Cilll +1 311-695-6100. Tlllk!!ffi(! the re'i~h. tilll +1 J12--ti9&-Ei85~
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Detailed MethodologV
Documell1s and Materials*

~ Comprehensive
Equity Research MethodDlogy

• Uncertainty Methodology

• Cost of Equity ~leth(Jdolo!IY

• Mamie,g,t", DCF

Voluation Modol

• Steward'hio Rating
Method 0lugy

perpetuity formula. In deciding on the rate at which to dis

count future cash flows, we ignore stock-price volatility.

Instead, we rely on a system that measures the estimated

volatility of a firm's underlying future free cash flows, tak

ing into account fundamental factors such as the diversity of

revenue sources and the firm's fixed cost structure.

We also employ anumber of other tools to augment ourvalu

ation process, including scenario analysis, where we assess

the likelihood and performance of abusiness under different

economic and firm-specific conditions. Our analysts typically

model three to five scenarios for each company we cover,

stress-testing the model and examining the distribution of

resulting fair values.

The Morningstar Uncertainty Rating captures the range of

these potential fair values, based on an assessment of a

company's future sales range, the firm's operating and fi

nancialleverage, and any other contingent events that may

impact the business, Our analysts use this range to assign

an appropriate margin of safety--or the discount/premium

Morningstar Margin of Safety and Star Rating Bands

PrieD/Fair Value

to afair value we apply in setting our consider buying/con

sider selling prices. Firms trading below our consider-buying

prices receive our highest rating of five stars, whereas firms

trading above our consider-selling prices receive our lowest

rating of one star.

Our corporate Stewardship Rating represents our assess

ment of management's stewardship of shareholder capital,

with particular emphasis on capital allocation decisions.

Analysts consider companies' investment strategy and

valuation, financial leverage, dividend and share buyback

policies, execution, compensation, related party transac

tions, and accounting practices. Corporate governance

practices are only considered if they've had ademonstrated

impact on shareholder value. Analysts assign one of three

ratings: "Exemplary," "Standard," and "Poor." Analysts judge

stewardship from an equity holder's perspective. Ratings

are determined on an absolute basis. Most companies will

receive aStandard rating, and this is the default rating in

the absence of evidence that managers have made

exceptionally strong or poor capital allocation decisions.

l.ow

~ M1;I11~I'!:lSW 2El12. All RJg~ Rcs{;f'r'Eo. Momlll~:;'I.t1'~ Cr~!lil: Rlltirl~:i & R85~ardJ is. pm;Juwd .md uffett'd by Mmljn~~lIf< If){;,. v,l1ich is not t"c!lfsteH~d wit!lloc US SIlUlritie:; ~rnJ b:clI<ll1!Je U:J1l1IllJ.,sioo as; ~ 1'\J<J!iooa.lly R!!(!lgnizoo Statistt~~ Rating Organi!.atioo
('WRSR01. Ur~ess ntJlerwf:;~ j:t'uvrd~ In a sl:p;Jt;!te iJg~l, yt(,t tIJa)'U5e this 113pDrt.on1~ in the cw!#y ill whkh its OIj~inai diWWllf lsb~. The iri[l!MUon, d"l<) ../lJmlyses and op-lrnmls ~sBrnEd ~lI';reln do oot rnnstflutl:! mvestrnertt ;Hlvk:!!; ..m~ provide;!
~lel1 foc informMianal~~ Md lhcnl(n: ilre mt ,m dfl'f to lxl:i oc :'Iml a se[Hit'./; and arc 11m W1'J1'flt1ted l[l bHOOect. r.OIJl1!cte oc aGwtate. ThEl OtJlni(]!15 llXpn!S:'iIXE ar~ as III tlre di:tt{: 'MittEJi ,mll ale ~QJcct to cl1:<l1'l~!! 'o'tithooll1l:ltil:!!. Except as oUll'fWise
!~uire;j byl<lw, Momll'lgstM ~11l trol. bl: r~n:;ib!e flY ;m~ lradirlg dl;\;[s1mli, dama!Jl:5 Of other i[lS'Se::;:fe:;ii~l~ from.. Of related to, the Infot"tTJAIIQh, ~<lta, anili)iSei [l( ~lrnollS.oc tt.:lirU5C. The kll'oonaticn wnt<:llnc!d h!J~il1 is the: pnljlli!!Ulry ~(lP!!rty of
M(pmit~'it3r ,.mil m31 not be- r~f"'udE.lu:d, Inwtmfe Oll.n part. oru<;e(] ill a1l)' manner, w'lthoo'l t!ll:l ~tt winet1 o;;ot):s!:llt of Mtrning~,-tN. Ta ocdcf rf;'~j~< lAIll +1 JlH-96·6100. TlllkertSll the ~e5!:<."ttth, call+1 J12·69fi..58f8.
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Morningstar's Approach to Rating Corporate Credit

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO, 1-183
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~ Off8rs a proprietary

measure of the credit qual

ity of companies on our

coverage list

~ Encapsulates our in-depth

modeling and quantitative

work in one letter grade,

~ Allows investors to rank

companies by each of

the four underlying com

ponents of om credit

ratings, including both

analyst-driven and

quantitative measures,

~ Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service,

Purpose

The Morningstar Corporate Credit Rating measures the

abil ity of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations,

The Morningstar Corporate Credit Rating builds on the

modeling expertise of our securities research team. For

each company, we publish:

~ Five years of detailed pro-forma financial statements

~ Annual estimates of free cash flow

~ Annual forecasts of return on invested capital

~ ScerJario analyses, including upside and downside cases

~ Forecasts of leverage, coverage, and liquidity ratios

for five years

~ Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at selectmorningstar.com,

Methodology

We feel it's important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundamental and market~driven, We therefore evaluate

each company in four broad categories,

Business Risk

Business Risk captures the fundamental uncertainty around

a firm's business operations and the cash flow generated

by those operations. Key components of the Business Risk

rating include the Morningstar Econom ic Moat~ Rating and

the Morningstar Uncertainty Rating,

Cash Flow Cushion"'

Morningstar's proprietary Cash Flow Cushion'" ratio is a

fundamental indicator of a firm's future financial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like contractual commitments over the next

five years. The Cash Flow Cushion acts as a predictor of

financial distress, bringing to light potential refinancing,

operational, and liquidity risks inherent to the firm,

Morningstar Research Methodology for Determining Corporate Credit Ratings

----~-----,--_ .. -------~--~-

Analyst conducts Analyst considers Analysts run bull We gauge a firm's Senior personnel AAA Extremely low Default Risk
company and company financial and bear cases health using review each AA Very Low Default Risk
industry research' statements through the model quantitative tools company to A Low Defauit Risk

and competitive to derive alternate supported by our determine the BBB Moderate Default Risk

• Mana[J8ment interviews dynamics to estimates of own backtestin[J appropriate final

• Conference calls forecast future enterprise value, and academic credit r;lting, BB Above Avera[Je Default Risk

• Trade show visits free cash research, B High Default Risk

• Competitor. supplier. flows to n,e 1i rm. Based on compet- • Review modeling eee Currently Very Hi[Jh Default Risk

distributor, and itive analysis, • Morningstal assumptiDns ec CUlrently Extreme Default Risk

customer interviews Analyst derives cash-flow fore- Solvency Score'" • Approve

• Assign Economic estimate of Cash- casts, and • Distance to Default company-specific e Imminent Payment Default

Moat'" Rating "low Cushion'M, scenario analysis, adjustments D Payment Default

the analyst
assigns UR Under Review

Business Risk, UR+ Positive Credit Implication
UR- Negative Credit Implication

f) Morningstar 2[J12:. All Ri~hts Reserve~. MomlfI!:J:'itar's Credit f1ati~:s & Rese<ltm is !1odu~ tltlllllrfered by Mmlln!J:;1.il'f, Inc., whlGh Is nat rr=glstered with the \..l.S. Sew~le~ lint! ExcharJ!j1! Clllruni5~on <IS a N1tHonally RECtlgtl1200 Stilt1stiutl Ratin!j (X!jilfl!z.<lll[)fi
rNRSRO''J. UI11e:".~ o(h~~f:' fTmidE:t.l in:l Sepilfiltll a!Tl'llment yoo m<l~ lise t~lstcpott 1l11[Y i!ll~ tQ..Jt1tJ)' ~wf1kh ifs orl!1lt'l<tl-rlistribu1.QI los bllscu. The ilfmtlilI!!lll, dOlt:.. ,m.aly.;es ilrnlapinirnr.> ~Seflted Mein (I[J not umsHlute i~lveJtrmlrlt a~vil:e; ilrl:l prm'id8\l
s[l'e~ for infQlmittIonill !1lrpl:l~S arK) tlli'1!!CfI:l ~emt <In off~ t[l bo.ry Cf sell il sro...-il.y; /100 are nut Wtlrr~ to blJ l;QffOO, C!ll1"~I{!(c or Iicwr.alE'. TtHo opill1ons e~essl!d ""I': ~s m thl:l date ....,-ftten am) are stlbJl':d 10 [.han~e wi'lhout IXltke. Elce~t ilS oUmwise
reqllired hJ' IiIw, MOOli!lgstllr ~ll mt bl:l respmr.ilb1e fa ilny b"a1:ling decisiOflS, dilmll~e5 (ll" ~her 1flSSt!..S rl:~l!tl~ from. (fllOlflWll Ln, ttre infOOl1I1t!oo, data, ,mal~~ or op1nJ\Jfls lJ" their use, The inrorm~!j(m ClJrn!litl':'U hl'Jein is tile proprEclar)' ~OPIlft)' of
Mr:KT1~star iHxll11ilJ Il~ he retKOOilced. mwtrokCf I1J pilrt, Of used ill arrJ fTl<ll1rel", wi1lwlli Ule ~fiocwrfttell tnt1.oelll. uf M!;ttlings1.<Jr.l0 oruerreJTLm=;, C311 +1312-5%-6100. III tk~eHill research, ca~ -t1 l12-1J9!J--f,8£9.
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Morningstar Corporate Credit Rating

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratiD relative to

other fundamental indicators of credit health is that the

measure focuses Dn the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments fDr certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Score'"

The Morningstar Solvency Score"' is a quantitative score

derived from both historical and forecasted financial ratios.

It includes ratios that focus on liquidity la company's

ability to meet short term cash outflows), profitability

la company's ability to generate prDfit per unit of input),

capital structure Ihow does the company finance its

operations), and interest coverage (how much Df profit is

llsed up by interest payments I.

Distance to Default

Morningstar's quantitative Distance tD Default measure

ranks companies on the likelihood that they will tumble

into financial distress. The measure is a linear mDdel Df the

percentile Df a firm's leverage (ratiD Df Enterprise Value to

Market Valuel, the percentile of a firm's equity vDlatility

relative to the rest of the universe and the interactiDn of

these tWD percentiles. This is a prDxy methodology for the

common definition of Distance to Default which relies on

option-based pricing models. The proxy has the benefit of

increased breadth of coverage, greater simplicity of

calculation, and more predictive pDwer.

For each of these four categories, we assign ascore, which

we then translate intD a descriptive rating along the scale

Df Very Good I GDod / Fair / PDor / Very Poor.

CASE NO. 2.013-00148
ATTACHMENT 1

TO OAG OR NO. 1-1B3

MnRNINGSlAR"

Overall Credit Raling

The four component ratings roll up into a single prelim

inary credit rating. To determine the final credit rating,

a credit CDmmittee Df at least five seniDr research per

sonnel reviews each preliminary rating,

We review credit ratings on a regular basis and as events

warrant. Any change in rating must be approved by the

Credit Rating Committee.

Investor Access

MDrningstar CDrporate Credit Ratings are available Dn

MDrningstar-com. Our credit research, including detailed

cash-flow models that contain all of the cDmpDnents of the

Morningstar CDrpDrate Credit Rating, is available to

subscribers at select.morningstar,com.
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Atmos Energy Corp AlO (NYSE) BBB+

Indu51J'y Group Sect....

Utilities - Regulated Utilities
EetlltlJlnic Moat""

Narrow

,." .. "."."-".".".,,. "., .",.".", ,.. ,.",." .. ,."." , .. ,.".".".".,., , ,., .. "." .. , .. , .. , .. ,., .. , ,

Solvency Score Distance To Default

Good Good

Ca!ih Flow Cu!ihion""

VPrj Poor

BU!iiness Ri!ill

Good

Constructive regulatory environments provide strong rate base
growth opportunities.

Currency amOlJ~ts e,pr&>sBd wllh "$" are in
U.S. dollars iUS D) unless othmwiso donDted.

2.38 Bil

2.83 Bil

2.6 Bil

Prior l\I>arlor
101 Bil

2.16 Bi!

Prior Year
Mar1<et EqUity 3.08 Bil

Preferred

Credit Metrics IUSD Mill
2010 2011 2012(F) 2013(£)

Cosh And Equivolents 132 131 341 161

Total Debt 2,296 2,415 2,700 2-800
Interest Expense 162 158 150 165

EBITDA 701 706 727 752

Debito Book CapItal

Quick Ratio 03 0.5 0.7 0.5
Debt to EBrTDA 3.2 3.4 3.1 3.7

EBITDA to Interest Expense 4.6 4.7 4.9 4.6

Opllrating Summary (USD Mill

2010 2011 2012(f) 2013(f)

Sales 4,790 4,348 3,846 3,897

% Change ·3.6 -9.2 -11.5 1.3
EBIT 489 442 491 503

% Net Sales 10.2 10.2 12.8 12.9

Net Income 206 208 218 224

% Net Sales 4.3 4.8 5.1 58

free Cash flow 242 -29 98 -90

%Net Sales 51 -0.7 2.6 -2.3

Capital Structure

Issuer Profile

SDu~e: Morningstar

Atmos Energy is the largest natural gas-oniy distributur in the United States.
s8rving mom than 3.1 million customers. The company's utility operations
serve Colorado, Georgia, Kansas, Kentucky, louisiana, Mississippi,
Tennessee. Texas, and Virginia. lIs nonutillty operations market natural gas
across avast U.S. territory and includ8 one ofthB largest intrastate natural
gas pipeline systems in Texas.

Credit Perspective 28 Jun 2012

Atmos Energy Corp (B88+1 distributes natura I gas to

regulated utility customers across nine states. Atmos'

business includes unregulated marketing and procurement

services as well as natural gas storage and pipelines. Like

all regulated uti lity businesses, we assign Atmos a narrow

moat recognizing the implicit contractAtmos maintains with

its state regulators to provide stable natural gas distribution

in return for regulated returns. Our rating reflects the benefit

Atmos receives from decoupling and weather-related

fluctuations in customer usage. Moreover, our rating

incorporates Atmos' ability to raise revenue without filing

a formal rate case via advantageous rate mechanisms. We

acknowledge that Atmos has grown considerably through

acquisitions over the past 20 years, most notably levering

its balance sheet to roughly 4.5 times in 2004 to purchase

TXU gas (pipelinesl in Texas. However, Atmos has

maintained discipline reducing its leverage by aturn to 3.5

times, where we expect it to stay barring any near-term

acquisitions. Interest coverage remains healthy at roughly

5 times. While Atmos' credit metrics are currently very

healthy, we believe Atmos is likely on the lookout for

acquisitions, which could lead to re-Ieveraging the balance

sheet. Atmos can raise over $1 billion in combined debt and

equity issuances over the next 1-3 years (maximum of $950

million of debt and $350 million of equity, per regulatory

statute). depending on the market for gas local distribution

and pipeline acquisition targets. However, Atmos faces the

risk of overpaying for an overvalued target with the

expectation of improving regulatory returns, which may

never come to fruition. It's notable that the company has

publicly expressed apreference for internal investment over

acquisitions in the current climate. Atmos' size precludes

anyone regulatory decision from having adrastic impact.

10

Morning,!a, IInaly,t forecasts

CDmparable Company lI~alysis

MethDdology

Credit Ana lysis

CDmmiUee members voting on raling do
not own securi ties iss ued by the campa ny.

Credit Analysis as of 23 Jul20l2
Buslnes, Analysis as of 23 clul 2U12
Estimates as 0117 Jul 2m2

IInalyst Notos

Business Analysis

Con1ents

Summary

Morningstar Credit CDmmittee

credrt@morningstar.cam
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Morningstar Corporate Credit Reseanh

Atmos Energy Corp ATO (I'NSE) BBB+

CASE NO. 2013·00148
ATIACHMENT1

TO OAG DR NO. 1-183

MnRNIN~ffiAR

Business Risk

Good

Cash Flow Cushionno

Very Poor
Solvency Score

Good
Distance To Default

Good
Economic Moat""

Narrow

Induslry ~oup Sector

Utilities - Regulated Utilities

Credit Analysis

Five Year Adjusted Cash Flow Forecast IUSD Mill

Cash and Equivalents (beginning of period)
Adjusted Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

Cumulative Annual Cash Flow Cushion

Financial Health

2012(EJ 2013(EJ 2014{f) 2015(EJ 2015{E)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -62 ·77 ·95 65 credit rating. At the end of fiscal 2011, the company's
142 185 -13 -13 155

debt/capital ratio was 52%, in line with its peers. Total
-250 -500 debt/EBITDA could tick up slightly, averaging 3.6 times

·150 ·165 -183 -224 -254
through 2016. We believe Atmos' dividend is well covered

50 31 33 35 37
-200 -446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%.

Cash Flow Cushiun
PDss;"I, liqUidity Nso" --

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation

Revolver Availability
Asset Adjusted Borrowings (Repaymen~

Sum of Cash. 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Credit Rilling PiIlilrs-Peer Group Comparison

ATO

Business Risk 4

Cash Flow Cushi On 10

Solvency Score 3

Distance to Default 4

Credit Rating BBBt
Source: Morning~tar Estimate,';

Nole: ScorinlJ is on a scale 1-1V. 1 baing Best lD bGing Wlm;t

Sector

5.0

9.1

5.9

4.5

BBBt

%oF
USD Millions Commitments

131 6.9
-600 -314
-469 -24.5

703 36.7

234 12.2
-1,912

Universe

5.2

6.1

5.1

4.4

BBB+

Capilal Slruclure

With $3.8 billion ofcapital spending planned between 2012

and 2016, we expect Amos will be a frequent debt issuer.

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015. We expect Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmos' cash from

operations and healthy cash position, we do not expect the

firm to tap the equity markets in the near term to fund its

growth plans.

Enterprise Risk

The primary uncertainty Atmos faces is regulatory, though

the size and breadth of its distribution operations preclude

anyone regulatory decision from having adrastic impact on

earnings. Still, lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain, especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

l;l MOOIing>iilf 2012. All Rjghts Resef)'E{). Momin!Jst~'s. Crcdll. Ri.ltlll~~ & R~rd1 is pHI~l.l[;ed <md I:lffcnm bj Mcrning'itar, In:::" wtlkh Is ooi legj~2red wllh tJ-re U.s. SEWrilil:ls iJh~ b;d1<1J1\le CJ:ltn'f1l::i:si(l)1 iJ5 <J. NiJllocml~}' R~DJ!Jnllcd St;)\.l.sHr.<J1 R<J\iIl~ ~lllliJtlo~

p.msRC}"j., Unless lJthffivl'.ill ~videll in a sllpill<llc il~l)Cm~. "fOol mtry~ this fllp(}fi: ol1ly if1 tt.. ClJJlIl')' bl which its [lflginillllistribu!QI' j~ ba~d. nl~ ir-{l:fmuth:m, data. ilrmtyscs Ilh~ QJ:,inTIl!l$ f1I'~efl1el:J hlt!:ltJ du fml ~\i'lirtc l!W!J5l.tTlct11. 3Uvkc; are pravldl:~

~e~ (Q( irtform\Jt~tml~ iIfld tlll'fffOCe are not"l1 off~ tQ b11j" IX ~l:11 a sew-ity; .mEl Me not Wil~N1ll:\l!Q be c;orred.. cOrl1Jlete at il~tlJlate. lIIe ~lrJkrrr:i ~e~se!l iJ.rf) iJ..:i Qf~ d<l(f! ','o/fJtt~tJ "tlIJ ~e subject III o;:h;mge wll~otjl. OOlh;c, f:o:r;cpIllS [lthcrwlsll
re.'l'Iired by faw. MooJ1~:;l;N" 5MU rID! be resplJ"slblll fr:111h)/ uarlihg ded:>lrnt'i, dilm<l!]5 or athef lu:>:lcs h;5{~t111~ from, [If rela!€<! to, the ItJrOOI,ation, d<lt<l, ~y:ses (If opir1ioH:i If it.eif lJs.e. Tile inrlJnllill.[Ul1 [;lJtJ.\"jocoj htfeln Is the pl"opIlc!Nj' p-(lj:rctt':J' of
Momir1!l~"r Il~ tnily oot be repHNJuced. inwhlJ!e of ltllKlrt,« tl~~ illiill}' manner. without the pri~wr~le~ (.(J~cI1l c( Morningstar. 1(1 Ql'derreflints, call +1 312"5%-6100. TQ Ij~the re'iearcl1, CllU -t1 312'096·6869.

Page 2 ofl1



Morningstar Corporate Cred it Research

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183
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Economic Moal'" InduslJ) Group Sector

Narrow Utilities - Regulated Utilities

Business Analysis

Thesis

Asthe nation's largestnatural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for diVidend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns.

After the sale of its Illinois, Iowa, and Missouri business

expected to close in August, Atmos will have regulated

distribution operations across nine states. A highly

diversified regulatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. Regulators' ability to set rates

counters the natural monopoly position of the utility,

resulting in a narrow economic moat for most utilities.

With so many different jurisdictions Atmos is more

insulated from individual negative events. It also enjoys

some favorable rate mechanisms in its territories. The

company is protected from weather-related fluctuations in

customer usage forthe bulk of its meter base, with full rate

decoupling for another slice of it. Even better, Atmos has an

impressive number of rate mechanisms to raise revenue

without filing a formal rate case. All these factors help

Atmos generate relatively stable cash flows.

Atmos has historically grown through acqUisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and a pipelines that access nine

substantial natural gas basins in Texas. Atmostook on large

amounts of debt to complete the purchase and integrate the

TXU assets. It spent afew years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity, in line with other gas utilities.

Atmos is now focused on organic growth, with most of its

$2.4 billion in growth investments in the constructive

regulatory Texas jurisdictions. The company benefits from

Texas Rule 8.209 on distribution infrastructure investments,

allowing the company pre-approval by the Texas Railroad

Commission and regulatory asset treatment for carrying

costs. The company's state transmission and storage

investments experience regulatory lag of up to ayear while

still earning comparatively favorable returns among peer

regulated returns. Management has built strong working

relationships with regulators that should continue to result

in strong shareholder returns.

Economic Moat

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers. In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while providing adequate returns for capital

providers. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leadsus to assign the companya narrow moat.

Moal Trend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers. As with all regulated

utilities. we think regulatory caps on revenue and returns

preclude Atmos from establishing a wide economic

moat.Atmos' investment program is focused almost entirely

on its regulated natural gas distribution and transmission

businesses. Furthermore. the company is concentrating its

growth expenditures in the territories where its regulatory

return is swiftest and most transparent, like Texas.

D MQrI1;~W 2012. All Rights. Res;~. MOO'Iillg-;t~'S frBdit R<ltjllg~ g, R~illd1l:>~ illHJ offered by Mmlit1g~<J~, In!: .. .....hlr.h I:; t)lJi Il!gi'>!:ered ....~lh i!111 U.s. Securities .md [';f.h<th~~ Cutrlll1l%i1l11 ~ ~ Notkloolly Recognired Stltistical RiltlfljJ Drg.mllirt:1on
fNRSRD1. Unl~:ss Qthl'lWise ~ovirled in ~ sefl'l!:lte ~geemrnl:, yGU fIld~ lj:te l~jstepQl1 onr; i~ t~ coorrtry fn which Jt:> odglml dislIiool\f l~ lla'>l!d. TI1£ irtrr!ll"ltilJ~, datil, oml)'Se5 aoo lJ~it1iLms pr~*III~ ~~:h do tmt C\JnstiMe irwestmElfit advice; ilfe provideiJ
Sl)~eI1 f!¥ [l'lfOU1w.lrll'lal~s ar.::l t11l'!l':1'rr~ are lint an rtf!'! \0 buy ~ s~1I il 5eaJ"lty; llhd.oJe tXlt w<lrranled III tle C~l:ct, cOrJll18t1:l (t ;lCClJrate. The op~1ons e~ed <If!! as of too ~[l'\.ll' writte-n OInti are ~I~l:rt 10 clJange I:'o'flhoot notire. hrejltas otllffWi~

1i:~tJ!f~ by lilW. Mom;l'lg'itar shall no!: be> re~ml~ib!e foc any lradirtg deMl;ItI:;, d~tJ]iI~l:S lJI' oHX'i' loss~ resulting from, of r-clailld Ill, the itlrflffilatlm, !lat<l, :JJ1'lIr.;es of l.lplmoo~ [J" t~lr l~. The irJOO1'1atiLJl1l;".Q1lt<lltJcd herein is tin: pmpdetaf) !JlJPerty of

MLlrnlng'ltdl' ~nd may nllt be: r~[lfoouced, inwlltJ!f! 0( ill part orlJ~d in,Afi'j fn;lt1llef, W~h!Jl.ll thp. pri~Wl'itllm c.onsemnrfvkmlngs1M. TI:l Ql'tlerrell"b'Tt~ ClII-J1312-695-6100. TlllkCfl::ie t~ !e~e.af.:h, r.all +1312-69&5.%9,

Page 3on1



Morningstar Corporate Credit Rese.m:h

Almos Energy Corp ATD (NYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MeJ

Business Risk

Good

Cash Flow Cushion'"

Very Poor

Solvency Score

Good

Distance To Default

Good

Economic Moat'"

Narrow
Induslry Group Sector

Utilities - Regulated Utilities

Business Analysis
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Recent Notes from our Credit and Equity Analysts

Almos Management Meeting: Shift Toward Internal

Growth in Texas, M&A Looks Too Rich 07 May 2012

Most of our discussion May 6 with Atmos' ATO

managementteam, including presidentand CEO KimCocklin

and GFO Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz., focused on

the company's wide footprint of regulated operations.

Last week management said it is targeting 8,0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system.

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regulatory spending and Atmos'

move toward more organic growth. Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well, driven by

reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned prqjects like line Wand X, which total

roughly $160 million in capital expenditure and qualify for

exped ited recovery underTexas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into zon supporting earnings improvement on

top of new investment prqjects.

Like many ofthe management teams, Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of anincrease.
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requin:d iIJ law. Momlngstar:ihilll no{ in.. r~tdblf: frr <m~'lr.ldirJg dedslo~ damIlgr=s [l( oBn klssl5'resu[\jng from, orrel<lted to, the Inl"oon3\100. I:I~J. an:Jij'5es (J(oplnJr.m- r:r their 1&.~ lnfoomUoo <:on1:3lnrd hcrcllllsUtr: pmpde.t<Jry ~(]pl!rt.Y of
Murn!llgstar arxllThl'{ rmt OIl IIl!Kodoced, in wtllJle or ill part. IT u:>cd lrl any ntilr.net', w~hool. Ull:: prllTWfinell (;(l~ rJrMoml~st:Jr. 10 ardE.'f r~flints". mil +131?·(j.9!J·5100.!lJ lI~rme ttl:: rese"n;h, [;.Illi t 1 312·!i96·58G9.
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CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-163

MDmingstarC~te Cred it Resean:h

Almos Energy Corp ATO (NYSE) BBB+

Business Risk

Good

Cash flow CushionlN

Very Poor

Solvency Score

Good

Distance To Defaull
Good

ECtlllomic MoatlN

Narrow

Induslry Group Sect...

Utilities - RegUlated Utilities

Morningstar Analyst Forecasts

Income Statement (USD Mil)

Tolal Revenue

Cost of Goods Sold

Gross Profit

Soiling, General & Administrative Expenses

Research& Deve topment Ex penses

Other Operating Expenses (Income)

Restructuring & Other Charges IGains)

Depreciation Expense [if reported separately)

Amortization of Other Intangibles (if reported seperately)

Amortization/Impairment of Goodwill

Tolal Expenses

Operaling Income IEBll}

Interest Expense

Interest & Other Income (Expensel

Pre-Tax Income

Income Tax Expense (Benefit)

Income Aher Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Earnings Before Interest

(Preferred Dividends)

After-Tax Non-Operating Income. Extraordinary Items (Losses),
Discontinued Operations, Accounting Changes

Net Income (LIISS)

Net Income (lossl Excluding Charges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Charges

Di luted EPS ExclUding Charges

Dividends Per Common Share

EBITDA
EBITDA without reslructuring

Fareeost

Sop 1009 Sop 2010 Sop 2011 Sep2012 Sop 2013

4,969 4,790 4,348 3,846 3,891

3,622 3.425 3,020 2,507 2,487
1,347 1,365 1,327 1,345 1,410

494 46B 449 464 478

1B3 191 179 153 180

-10

217 217 227 246 249

30
4,522 4,300 3,906 3,355 3,384

447 489 442 491 503

153 154 151 150 165

-3 0 21 3 15
291 335 313 343 353

100 129 114 125 129
191 206 199 218 224

191 206 208 218 224

191 206 199 212 224

92 92 91 91 91

2.08 2.23 2.29 2.41 245
2.08 2.22 2.2B 2.34 245

1.32 1.34 1.36 1.39 142

670 707 706 137 752

670 707 706 727 752

p Mom1Jr,jstar 2012, All Rl~fJ~ Re'Ol;'I'v{:~. Momlng~;¥'s Credit RlIlltlg'> & ~esea;dl IS PIEJ[ju~ ,md offered by M[fiIil'lg~r. !11C"., whi1-}J ~ t1LIl; legisterell with the U.S. S~UJtltle:i llll~ E):m1~e Comml<>'.iioo as il NaUcm<l1ly R~r.i<ed StalistiCilI R.J!iJlg ()"gllruzatill'l
("NR$ft01.U[118~s.l:lll1ctwi~e j:tu','1delllfl il separate llgE'E'mmt. yoo mayuse tilts H~Port lm~ In th! toonlry il'! wtlidl its Ofi~tnal tli::.trjbljt(l(~ oosed.The il('(f!n.Jtkm, diltil, iJll<llp~ ilhd 1J~t]hms IXcserned here1ndo fl[J1. ClJrotiMeln~stmerlt il(]\Jire: are ~rMtled

srn{ll~filr inioomii()ffi}1 ~11~llse" <tiki ihtfd1:J"e are rot Bn dfer to buy or sell a seoJ~y, .mel are oot W<lIJ<lIlti!ll to bll \;ooect, 1:{lII~JI~l: or /llXtJrale. The OP;llillh:) exptcss[X! "re 1I~ of I,/1J;! dllte wr'ltt{.'11 ,md ilte :xJqject to change withoot ootke. h~.as dlhffwise
required b1law. MottJi~~tilr ;;1l.'!1~ t1'Ot h~ te'splm';lbll3 fU' 8rry 'JildlrJg Oecr.,iorJ.'i. da.milgES [l( other loss[!s fe>l..l!ting from. orrelat'!!d (I), the il1foomlioo, dIlla. ,HI;l[Y::ie::; oc opftJlotl:> CJ" their~. Tnt:: WoITnath:m umtalned herein is thl:l propdEltaf)~ of
Mom~~:star i1hd tm.lJ' t1Li be replOdlJce-J. lh whl:lle Of in fl'lrt, Of used in i1rlJ' mClrmer:, wnhool. U1e fl'kr" wrrtten amsoo\ {If Moming~tM. ll) (j".lef lej:Yillto.;. rail.,.1 31H96·61 00. T() 1lr:erlSt! t~ le::;e..m;n. cul~.,. 1312·6S&-68{;9,
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CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1-183

Morningstar Corporate Credit Research

AtmosEnergy Corp ATO (NYSE) BBB+

Business Risk

Good

Cash FI ow Cushion'"

Very Poor

SolvI!f1CJ Scare

Good

Distance To Defaull

Good

E"""omlc MoatlN

Narrow

Induslry Group Sector

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Balance Sheet !USD Mill

Assets

Excess Cash & Investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Tolal Currenl Assels

Property Plant & EqUipment Net

Property Plant & Equipment, Gross

(Accumulated Doprecialionl

Goodwill, Net

Other Intangibles

Other Long-Term Operating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Tolal Assets

liabilities

Accounts Payable

ShorHerm Debt

Other Current liabilities

Tolal Currenlliabililies

Long-Term Debt

Incremental Debt Requirements

Tolal Long-Term Debl

Long,Term Operating Liabilities

DeFerred Tax liabilities

Long-Term Non-Operating liabilities

Tala I Li abililies

Preferred Slack

Minority Inleresl

S.,,,hDld8rs' Equity

Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

(Treasury Stock)

Other Equ ity

Tolal Shareholders' Equity

Tolal Liabililies +Shareholders' Equity

DiFference, from analyst adjustments and restatements

Forecast
Sop 2009 Sop 2010 Sop 2011 Sep20l2 Sop 2013

226 45
111 132 131 175 111
233 273 273 253 235

353 319 290 206 204
132 151 316 316 316

829 875 1,011 1,116 917

4,439 4,793 5,148 5,489 6,009
6,087 6,542 6,817 7,426 8,195

-1,646 -1.749 -1,889 -1,936 -2,186

740 740 740 740 740

251 251 313 313 313

85 105 71 77 77
6,344 6,764 7,283 7,729 8,050

207 266 291 219 204
73 486 209 300 300

457 414 366 368 368

131 1,166 868 886 872

2,169 1,610 2,206 2,400 2,500

2,169 1,810 2,206 2,400 2,500

119 49 22 22 22

571 829 960 1,056 1,162

571 731 971 977 971

4,167 4,585 5,027 5,336 5,527

0 0 0 0 0
1,791 1,714 1,733 1,751 7,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,111 2,118 2,255 2,394 2,5Z3

6,344 6,764 7,283 7,729 8,050

t) MQi'l1lllgslar 20t2. All Rlghts Rl!S~. M(fhfn~stor':i CH:d~ Riil1r.gs 8< Re<>!!dHh I;; lX\ldLJ~d arnlllITered by M{Jllirlgslar, ![1r..., villkh 5 not 'Egistered wrth the U.s, SeaJfttil::~ Imd Exdvmge Commi'isiOlI itS.a Nl1tf~n!l!i)' ~er.ognilOO911Hst[w! rimIng Organi:mlloo
f"NRSRO''j. UnllJs:J othmvlsr: jTmrllled in 3 ~rat~ i1g-e~ml:lli, yttJ !H,'lY use this le~oft on!) in the mllWy ~11rVh1dJ Its ori~11Kl1 di:>trlbutoc is b.."6ed. The jrfilrn<ltion dilta, armlyses ilrod opjllio.n~ pl"Esemed hffeill do not wnstItlllef~l ,u!Vk;r=: o'lflJ pnwldlld
Sl1lefy fOf infommlll:ma! rtll"JKl:sl:lS and thf'fl'f<.ti: ;Me rnl aIllffrr III ary or ~I <l Si:W'~Y; llrd i1fe 001 warramecJ til be correct. {;(/~k:lll oc <lOOJrllte. The OJljni\JI~ ll~sstNIllre 85m U113 !lilte written a.oo ilftl5l.l1lled ta t;hoo-g.e wmml.lt tlOti~e. tXGrpt a:s o1hcrwiSl::
reqlJiro'.'ll by faw, Mornjtl~5t.af ~U Mt he r~lJ.ITslblcf~ {jllj trMlJ!'l!J dedsiol1S, 6.alTh.1~()5 1Jf otl-ff 1[lSS~s restI~ng from. or-le1iltcd 10, th~ illfOOW>lIOO, o(/f,\a, illla"'Se:i [If opinioo. 17 t~ir use. TtE jrffi:Jrm<rtian a:mtained hI:JEln Cs Ihl': IX~Etm1 fJ!lprrty Ilf
MOCll~S"\:.u and mllY mJt Ire: rE'JKod!J~ed, i~1 wwh:{lt In p.Jn.« iJ~ in :my m<lIll1Et, w'tl1oot the pdlTYl'rftterJ Cllrl'lerTt Elf MoITtItlSl~Clt. To ocder H~fJjflb. [;ill! +1 ~17.-695-5100.1o !f{;etl$e t~ rese<ln:h, c:J1I +1 3l2-!i[Hi-G!l!J9.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Morningstar Corporate Cred it Research

Atmos Energy Corp AlO (NYSE) BBB+

BusIness Risk

Good
Cash Flow Cushion'"

Very Poor
Solv"'lC)" SCGI'e

Good

D,stance To Defaull

Good

Economic Moal'"

Norrow

Industry Group Secllll'

Utilities - Reguloted Utilities

Morningstar Analyst Forecasts

",,,,,,,,.,,.,, .... ... "."."'."."." ",.".,-"""""""""" .. ",.

Casb Flow (USD Mill
Forecast

sop 200S Sol' 1010 Sop 1011 Sep2012 Sep20)3

Net Income from Continuing Operations 191 206 208 278 224

Depreciation Expense 217 21 J 233 246 249

Amortization of Other Intangibles

Impairment of Goodwill 30

Other Non-Cash Adjustments to Operating Income -10 0
Deferred Income Taxes & Other Adjustments to Net Income 153 220 137 96 706

Chan{l8S in Dpera Ii IrQ ASSf:l t:;; 'lfld liabilities

(InGease) Decrease in Accounts Receivable 245 -40 0 20 78

(1I1l:rease) Decrease in Invontory 194 54 28 84 7

(Increase) Decrease in Prepayments, other Current Assets 12 -4 -92

Increase (Decrease) in Accounts Payable -182 58 24 -73 -74

Increase (Decrease) in Other Current liabilities 84 15 14

Cash from Operalions 919 726 583 582 584

(Capitol Expenditures) -509 -543 -623 -702 -769

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -B -4 124

Other Investing Cash flows (Outlays)

Cash from Invesling ·517 -543 -627 -578 -769

Common Stock (Purchase) or Sale 28 -93 2 18 35

Common StOCk (Dividends) -121 -124 -m -126 -730

Preferred Stock Issue!(Purchasc)!(Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 91

Long Term Debt Issuance and (Retirement) 40 0 82 194 700

Minority Interest Addback of Income (Loss) Distribution

Other Fin~ncing C~sh Flows (Outlays) 0 0

Cash From Financing -338 -163 44 176 5

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc. 28

Nel Cbange in Cash 64 21 ·1 210 -180

Change in Cash on Balance Sheet 64 21 -1 210 180

Difference, from analyst adjustments and restatements

Q MQrnltl\Ptar 2012. All Right.., R~~, Moming,.tar's Cn,,!:lit R<lll~gs & Rl!Si!./Irr.h l~ fKoou~ll ~m.l tlrfEfro by Mrm!tfg~llr, Iw:., wtlk.h [Oi nil! '1O!J15tcred WIDI itJc u.s. Sllwltlc:i lill~ ~changeumtJni,»i~<l:;" NillimlCl1ly .R8Ul!Jllhed S\.;Jlistkal ~i!ng !In;lilnl,,1tilXl
f'NRs!Kt]. Urness athEllWise JTovided Irl il ';iE:pilriite ilg"eetnef1t y!J..l m<lYu~ \hl:il{!j:l~ {llllyi.n th:l ro..Jtltry In'NtHch ns. ~j\1itl.:l1 dillilbulor IS llilsed, The k((Itn,.1tkm, data, illl1l~Brul opinions pre~e~ hlrein d\loo't OOffit.jll1t.ejFTVestm~ ild'lite~.are prffi'klt'd
soh31y roc rnform~imlal JXJrposco. ,mu 1F1l)fef~ are nat an {(fl:f 10 00y [l( sr=li <:I sca.-lty; and me uot wilrrantEd to he !:OOf;:et, ';:'lrlfl1el!! Ol' llCWiI\e, lhl:! oplrH~11S expresseO are i.l~ <Hill! dOlte written <ltl~ (ltc :il.J~ect to cllilflilewMoot ootire, hl'J3jllas olhffwhe
requilEl.Illy l0'3w. Mom~ll~ sh<illlmt be ~~!ln~ibte r[I 1lfl)' tradlflg dedsim~, d<lmllgrs tN" oUlef losses re::>IJlllng fml11,« rtel:Jled Ill, the !Ilformation, d,,1:>, :In.;!j~~ IX oplrn(l(l:; ~ their U~. The infoo-natlorl (;Qrltill~d h~e1n i~ tlJEl pfllpdetaf) !IUiJeIty of

Momirq'ifM "fill ma~ 00. be reptOOm;cd, III whDle ~ In fJ<Ii'l, or ll~d In mry mlltml!f. wlUmUl the prk..-with'~~1 ums!!nt of MM1lllgsmt. TrJ Ofdef re!Jif1t'>, wU +1312·6.96·6100, TlJ li!~ the r~BClfrh, t.$li.1 312·69fi..-&aS9.
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Momingstar Crnpotale Credit Research

Atmos Energy Corp ATO (I~YSEI BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Mr)RNIN9

Business Risk

Good
Cash flow Cushion'"

Very Poor
Solvency Score

Good
Distance To Delaull

Good
ECDnOOlic Ml>al""

Narrow

IndusIrJ Group Sector

UtilITies - Regulated Utilities

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
Gross Maroj II % EBllDA Ma'llin % OpBmtillQ Mprg:in % Net Margin % Frer: Cash Flow Margin 11/"

last His10rkal Year
Net 'nwme

CDmpanyrnc~ef IMil1 2011 201Z(E) Z0I31E) 2011 20121£) 20131E) 2011 2012(£) 2013(E) 2011 2012(fJ 2013(£) 1011 ZOIZ(E) ZOl3(E)
AGL Resources, Inc. 204 usn 52.6 53.8 5{0 26,6 29.8 30.7 19.6 22.8 23.1 8.9 10.5 10.8 4.0 2.1 4.1

New Jersey Resources Corporation 101 usn 15.2 17.7 16.9 5,9 7.0 6.5 4.8 5.4 5.0 3.4 4.3 3.9 2,4 -05 1.0

leverage Analysis
Oobl/Equity% Oobl1T0101 C. P% EBITOMnteresl EJ<p. Total Oebl/EBITDA Assols/Equity

last Historical Ye./lr
Total Debt

Cotnp;:myfTkker [Mill 1011 ZOlZ(E) ZOI3(E) 1011 Z01Z(E) 2013(E) 1V11 201Z(E) ZOI.1(£) 2011 ZOIZfE! 2013(E) 1011 ZGl2(E) Z013(E)
AGL Resources, Inc. (;;,:-', 3,164uSD 182.0 170.1 157.7 64.5 630 67.2 5.5 5.4 5.6 5.2 4.5 4.2 4.3 4.1 39

New Jersey Resources Corporation 594 USD 75.5 77.7 76.1 43.3 43.7 43.2 9.0 9.5 8.9 3.4 3.5 3.5 3.4 3.2 3.2

liquidity Analysis

M",k'\~~iJ
Cash per Shure Nel Cosh per Share CFD par Shoro Fr•• Cosh Flow per Share Payout Ralio %

[omparryfTic~er 2D11 Z0121E) ZOI3(fJ 1011 Z0I2(E) 2013(E) 1011 20721E) 2013(E) 1011 Z0I2(E) 2013(£) 2011 ZOIZ(E) ZOI3(fJ

AGL Resources, Inc. (/5 US!\ 4,661 USD 6.79 5.17 5.72 ·33.93 -34.79 -35.05 6.35 601 5.82 1.17 0.63 1.30 68.5 58.7 57.5

New Jelsey Resources CorporatiDn 1,889 lISD 0.18 0.18 0.78 ·14.10 -15.58 -16.26 6.D2 5.13 4.57 1.75 0.34 0.70 57.9 56.3 57.5

Average 3.5 3.0 2.7 -24.0 -25.2 -25.7 6.2 5.6 5.2 1.5 0.1 1.0 63.2 57.5 57.5

Almas Energy Corp Am us 3.Z68lJsn 1.45 3.77 1.77 ·25.19 -26.04 -28.85 6.43 6.43 6.39 -0.44 ·1.32 -2.02 59.7 57.B 57.9

t) MoI1l!h!J5iilr 2012, All Rlgllt.5 R~~d. Motnll1!l~a"'s Credit P..ilIirJ!js. & ResllOWdll'i prm.luu:u IlI'rlllJ!fcr-el:! by Mocl1ingstdl', Inc., wI1~h ~ MGt ll':gislere{j with IIx: IJ.S. S~mrftf~s :llll'l [):d'I.lI1ge Ll»f!lnls:;loo il. a NatimlaH)' Rec.ognizeU Stalf'>tiQlI Rating figllnlz<llloo
rNRSR()1.Uhll:~ ot~~'ie rttlvi(]ecl ttl /l !iqKJfiltl:l <I!11'emMt yoo milYlJ5e this report 1Jl11~ in loc [;UJnlry in whkh Its oogiro! dlWlOOttlf is Im~d. The Irtl;tfn,Jt~, d"ttl, (Il1.a1'fies <lrr::l opinions pre~!crl meindo 11ll: o:mst1tlJt€llIve~\me!l't lltlyjre; are plllvhkd
w1~I'y foc Inf~[l\i~~iil ~rpo~s. <lful tl~d{Jc are not an uffff 10 00)' Of:.ill!l <I SOOJity; and (Ire oot .....lltT<ll'lled tl:l be <:orrect" l:~i~13 (K ilWJ{,1te. The opjtlilJ~ l;I;~SSed /lr!! as of the delle lMiMl!~t1~ lire Sl..I~l:t tl] cllilll!Je wnhollt rm1ce. fKwpt as othffwlsll
reqllT~cd lr{ IllW, Morll!llg'itar shall not IJ~ ~ble f{T ill1~tr<HJif1~ dcdskJ.ffi, damages Of ether ~r=sresultlng from, orTelat~1:l to. the informatioo, d<ltd.. <lhllf)'~e:.i IX Clfliliioos oc the~ use. T~ it1foorntklfl CClfltai~ Ilffein is tile pmp!"iet.'llj JTopffiJ of
M.o!t1h$~llr1lht.1 tMI1110C be r'!!,ocOOu~, In whole or in part. oc used lh!lhy tmmrff, WiUu!lI( Ihlo ptil1 wriHrn mn:>rot of Mornmg=>t1lT. To ocder refTitJt:>, call +1 311-696-6100. To lic2f'<5e ttv! res~rcll, ~1I11 312-~95-6.!l59.
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Mornin(]stuf Corporate Grr:;dit Rating

Morningstar's Approach to Rating Corporate Credit

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNiNGSTAR"

~ Offers a proprietary

measure of the credit qual

ity of companies on our

coverage list

~ Encapsulates our in-depth

modeling and quantitative

work in one letter grade.

~ Allows investors to rank

companies by each of

the four underlying com

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures.

~ Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tlItional service.

Purpose

The Morningstar Corporate Credit Rating measures the

ability of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations.

The Morningstar Corporate Credit Rating builds on the

modeling expertise of our securities research team. For

each company, we publish:

!>" Five years of detailed pro-forma financial statements

!>" Annual estimates of free cash flow

!>" Annual forecasts of return on invested capital

!>" Scenario analyses, including upside and downside cases

~ Forecasts of leverage, coverage, and liquidity ratios

for five years

~ Estimates of off balance sheet liabilities

These forecasts are key inputs into the Momingstar

Corporate Credit Rating and are available to subscribers

at selectmorningstar.com.

Methodology

We feel it's important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundamental and market-driven. We thRrefore evaluate

each compally in four broad categories.

Business Risk

Business Risk captures the fundamental uncertainty around

a firm's business operatiDns and the cash flow generated

by thDse operations. Key components Df the Business Risk

rating include the Morningstar Economic Moat'" Rating and

the Morningstar Uncertainty Rating,

Cash Flow Cushion'"

Morningstar's proprietary Cash Flow Cushion'" ratio is a

fundamental indicator of a firm's future financial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like contractual commitments over the next

five years. The Cash Flow Cushion acts as a predictor of

financial distress, bringing to light potential refinancing,

operational, and liquidity risks inllerent to the firm.

Morningstar Research Methodology for Determining Corporate Credit Ratings

Analyst conducts
company and
industry research:

• Management interviews

• Conference calls

• Trade show visits
• Competitor, supplier.

dist(lblitor, and
customer intervi8ws

• Assign Economic
Moat'" Rating

Analyst considers
company financial
statements
and competitive
dynamics to

forecast future

free cash
flows to th8 firm,

Analyst deriv8s
estimate of Cash

flow Cushion"".

Analysts run bull

and bear cases
throllgh the model
to derive alternate
8stimates of
enterprise value.

Based on comp8t
itive analysis,
cash-flow fore

casts, and
scenario analvsis,
th8 analyst
essigns
Business Risk,

We gauge a firm's

health using
quantitative tools

supported by our
own backtesting
and academic
research.

• Morn-Ingstar

Solvency Score"'
• Distance to Default

Senior personnel

review each
company to
determine the
appropriate final
credit rating.

• Review modeling

assumptions
• Approve

company-specific

adjllstments

AAA Extremely low Default Risk
AA Very Low Default Risk

A low [Jefeult Risk

BBB Moderate Default Risk

BB Above Average Default Risk
B High Defau It Risk

eee Currently Very High Default Risk

ee Currently Extreme Default Risk

e Imminent Payment Default
D Payment Default

UR Under Review

UR+ Positive Credit Implication

UR' Negiltive Credit Implication

e Momlng~3r 2012. All RlghI:~ RCS!!M!d. MOOlingst<lr's. Credil: ROItll1lls.& Res!!ard'lls Pfll!lllc.ed aM off!!fed lly Ml:ftJi!lO~'l<if, Inc., \'I~lidl i. tJu1 r~~lsteIe;j with the U,S. S!:I;udi~l::J 3tH.! b(:hHl1!J!;" Ccmmf:-:':"follli:i;J N"tllm3i1y Rer.~tJJlCll S!atl:>tkal Rilling o-gimiLllioo
rNR:sR01.lJlll~ Dtherwlsr jl"{lvfdrn in.a s!!ra<JfOIte a[p"!!!!moot,yrn may lJ!>\l. this report only In IIx! cwntry ill whIdJ fts l)l'ig!Il<l1 diwil.oul;QI' t::; b~.l~ iriitrIl:IlJll.ll, ~!!ta, im<Jlyses$l~~nli;lras. ~.,~eI1te~ h~eil1 dlJ l"ml. wmi]tlile l~lTll:l1tadllice; i1fe prlNidffil
w]ely foc lnf[inmUoollllIll"]mSoeS ;IDtllho-f!fae <Jr!! oat om otfo£rtl:l tI.J)' (J( sell ;} seazity; :n.J ::In! ool warr:ml:etllfJ IJ~ C!JIT';d, t0lT"l'llete N 1'l~ctJt(lle. The opillllll;'; ~pr~~ ;Jrc~:i' [Jr the d,'li~ wintOn lIllll (l!l: Sl.llUect tg c~~e wllrro..lt tJoUCll. E;m,pt iI"i ot1lffw1se

re'1lJlrE'd by !IIW, M[)lTIlngsl.M shaH om. h!! mSfllJns.i!J!!! r{J';JrTy trading tlerJsllms, damages or IXhcr 1(ls,s1lS resullil\jl rfQffi, or re~.;.\ed to, the jrtf~liQll, ;]<rt~, an2tyses l)I Q\1ltlloos I;t \J1l;jr U'>e. TI~ tnfOO1lil.l!(l1l OJh1iJo"fned ha-dn ~ I~l: ~1l:tiJl)' Jl"opffi)' of
Morn.i~llIl Btl(! tmly rn:( be rr=pn)(]Ul;ft!, Inwtm!~ (J( ill p<Jrt, [l( used In::lrJy m:moer, wilhoot Ih!! prlIT """,llten ctl~ent IlrM(lllJil'Y:l~:JI, To ocder rertil1tS, c:lll +1 312-!l%-~100. To !i.c~l$e the- r.e"e:6rch, ca!l-t1 312-6%-6869.
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Morningstar Corporate CIGdit RatinQ

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamenta I indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-Ii ke characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Scoreru

The Morningstar Solvency Score'" is a Quantitative score

derived from both historical and forecasted financial ratios.

It includes ratios that focus on liquidity la company's

ability to meet short term cash outflowSI, profitability

la company's ability to generate profit per unit of input/,

capital structure Ihow does the company finance its

operations), and interest coverage (how much of profit is

used up by interest paymentsl.

Distance to Default

Morningstar's quantitative Distance to Default measure

ranks companies on the likelihood that they will tumble

into financial distress. The measure is a linear model of the

percentile of a firm's leverage (ratio of Enterprise Value to

Market Value), the percentile of a firm's equity volatility

relative to the rest of the universe and the interaction of

these two percenti les. This is a proxy methodology for the

common definition of Distance to Default which relies on

option-based pricing models. The proxy has the beflefit of

increased breadth of coverage, greater simplicity of

calculation, and more predictive power.

For each of these four categories. we assign ascore, which

we then translate into a descriptive rating along the scale

of Very Good / Good / Fair / Poor / Very Poor.

CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINBSTAW

Overall Credit Rating

The four component ratings roll up into a single prelim

inary credit rating, To determine the final credit rating,

a credit comm'lttee of at least five seflior research per

sonnel reviews each prelim inary rating.

We review credit ratings on a regular basis and as events

warrant. Any chaflge in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are available on

Morningstar.com. Our credit research, including detailed

cash-flow models that contain all of the components of the

Morningstar Corporate Credit Rating, is available to

subscribers at select.momingstar.com.

Q MOCl'ifng:".-wr ~[Jl"1. All RI!Jh!s R~erWll. M[lI1lihg>ia's Credit P.iltings & Reseij~dJ ~ ptlldllr.l:d $;\j clfered by Mlrnifl!Jsti\f, 1m;" whkR is nat regist~ wltn the US Sm;miLlc::i ami hclJill"'!Je CQfTlmt'$il;t1.eS i'l N",tftmaJly R~o-gni~ St;ltio,tk.;,1 R<.hlfl O'gill1UJlioo
("NRslW'J. Unlc:;.s otherwJ5'e' t'Wr'ltlB:! hi /! !;ep.aiale il~emeot yw ma~ LJ:JC lhl:i r-ermn only jtl thP. ul.lt>lry in whli:h its Qd~~MI ojrsu!~!tor is based.~ Itll1tTJillhm. dillil. iIDa~~ Ilhd opfll1[ltl:;: [ll'e'lliltell h~~n l!!l not rott$titilte il\W'>I.Illerlt OIi:1viCl!: Me puwided
smelyfCf jnfOOI1itt:tIJnil! lJ.1I"lro~:; ~rUJ 'Ulf'f(fltl; lire mtan off~ to lApt IX :il:1l OJ ~f.ltitJ'; iJ~ ~ h:lt Wmilllied to be l:'Offect. DJl11'ie\e or ar:U1r3l.e, Thl: ~f1l10tl';> e~l1cssl)d iJh; iI:> (lflne dllte witten l'll1.llflle ~IJJel:l: to c.h.dl'l!Je- with«1t mtiCf'. bcept dS othlYwise
rC<JUlrel.! hy law. Mornln~:>-W shall nat he !p'~(jhsjble fa- ilfl)' lJiKlmg dCGkilQlls.d~ Ql' ~~ 10:>:>1::; tCSl.ll!ln~ rram. Of teilM~ tQ, i~e lh!ormaHoo. dilt<l, ~rt.1I)'~ ~ oplnfuo:; tt ifJejr tJ~. Tfle ihrQl'hlM.l\ltl Uliluinel! h!'!e-in is till! fX"Of'!rMr)' Jl"opl'!tJ' of
Morniog;>tN afl:! may not b& !l!;y"OOlJced. ih whu1e or tn part Of used !h all)' trnlllllet, wil~lAlt the prll:t 'M'ltiCfl r:m1sent nf M{)fj1i1Il;l~!. Tl) Q/"derll3P'"mt:>, CoIlIl +1 312-696·6100,10 IketI'oe tl~ re~cll. ("II +1 :i12-6%-!ill59.
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Momingst<lr Equity Researm

Atmos Energy Corp ATO (NYSE) 1***
Last Price

36.39 USD

Fair Value

35.00 USD

ConsideJ Buy

28.00 USD

CoosideJ Sell

43.75 USD

Uncertainty

Low

Ecanomic Moal'"

Narrow

Moal Trend'"

Stable

Slewardship

NA

Momingstal' Credit Raling

BBB+

Industry Group

Uti Iities - Regulated

201J(f)

14.9

1.5

11.2

-5.7
4.0

3.275

37.33

28.51

30.8

11.2

30 Sep 2011

E.8

E.5

1.04

2012(F)

15.6

1.1

11.7

-3.6

3.8

2011

14.2

7.4

11.0

-1.4
4.2

Financial Summary and Forecasts IUSD Mill

FiSCal Year: 1010 1011 2012(F) 2013(f)

Revenue 4,790 4,348 3,846 3,897

Revenue YoY % ·3.6 9.2 -11.5 1.3

EBIT 489 472 481 503

EBIT YoY % 8.1 -3.5 1.9 4.5

Net Income, Adjusted 205 199 212 224

Net Income YaY % 7.8 -3.4 6.5 5.9

Diluted EPS 2.22 2.28 2.34 2.45

Diluted EPS YoY % 5.9 -1.5 6.6 4.9

Free Cash Flow 184 -40 -119 -185

Free Cash Flow YaY % -55.1 -121.8 196.9 55.3

Sourte fill fmecasts in th.e dala tJMes 8bove: Morningstar EstimJtes
Afla~1it Note: Our forecast enuld differ with as reported and consemHJS figures due to
unique moolllfng CDrwej;tioflS.

Profile

Valuation Summary and Forecasts

fiscal Year: 2010

13.2

6.8

9.8

7.0
4.7

Vital Statistics

Market Cap (USD Mil)

52-Week High (USD)

52-Week Low (USD)

52-Week Total Return %

YTD Total Return %

Last Fiscal Year End

5-Yr Forward Revenue CAGR %

5-Yr Forward EPS CAGR %

Price/Fair Value

Free Cash Flow Yield %

Di vidend Yi eld %

Price/Earnings

EV/EBITDA

EV/EBIT

Atmos Energy is the largest natural gas-only distributor in the United States.
serving more than 3.1 million customers. The company's utility operations
serve Colorado. Georgia, Kansas, Kentucky, Louisiana, Mississippi,
Tennessee, Texas, and Virginia. Its nonutility operations market natural gas
across avast U.S. territory and include one of the large.st i~trastate natural
gas pipeline systems in Texas.

At its regulated operations, the company continues to

benefit from constructive regulatory environments and

timely rate increases. In the current quarter, the company

added $14 million in incremental margin and $48 million in

margin during the last nine months from rate increases. The

company is effectively protected from weather impacts, as

weather adjustment mechanisms provide for reimbursements

from lower consumption during warm weather periods.

These adjustments provided $50 million inrate reliefto date

for Atmos,

finally. the company announced the sale its Georgia assets

for $141 millionto Liberty Energy, asubsidiary of Algonquin

Power & Utilities. Management indicated growth

opportunities were relatively constrained because of

competitive operations in Georgia. Management also

completed the sale of its Missouri, Illinois, and Iowa

distribution assets Aug. 1, with proceeds to be used to pay

down outstanding commercial paper. We would be

surprised to see management sell additional assets, as

Analyst Note 09 Aug 2012

Atmos Energy ATO reported third-quarter earnings per

share of $0,34 compared with a loss of $0,01 in the year

ago quarter, Management maintained its full-year EPS

guidance of $2.30-$2.40 and five-year 6%-8% growth

forecast. We arereaffrming our $35 fairvalueestimate and

our 2012 EPS estimate.

Nonregulated gross profit grew 75%, as the company

booked $18.2 million from a profitable trading strategy

implemented earlier this year, The company opportunistically

took advantage offalling gas prices. storing cheap gas and

rolling forward the positions into the current quarter.

Investors shouldn't expect additional asset optimization

performance, as management noted that little benefit

remains for the remainder of the year from the strategy,
Not;

Mom logs lar Af\B Iyst fomcasts

Contents

---:-=-----:------==__----:---:-----c-:-:c---:-------=c__--~c___=_==__---~~ cC.- • c:c-:ccccccc-:c c-.. .. ..C__~

Unregulated Operations Provide Lift to Atmos Energy's 3Q
Results

Researtll as of 09 Aug 2012
Estimates as of 17 Jul1012
Pricing data througl1 08 Aug 2D1L
Raling up,jalBd as of 08 Aug 2012

Andrew Risohof
Eq uily An"'yst
anrlrew.bischof@morningstar.com
+1 1312) 096-£433

TI18 primary analvst covering this cDmpany
do 8S not DWrl its stock.

Cmf8ncy amOUf1ls 8xpress8n with '$' are in
U.S. dollars !USD Iunless o111erwis8 denoted.

t:l MQI1JIh!l~;tJ' 2i}i2. Ail Rights IW;~. Ml1hill~:;ttl'~ Cr~lt Ratings &. Rl!Seafrn is pI'!)dll[.l:d {ll"ld.lir~~ lly Mmlingst.:3r, loc., ....ilkh Is oo! ft>9b.-'rlcd \Ni!!! the U.S. SooJmies at'll:l EKdmnge COtlYTlls..sli:lI'la<> a Natlooally Rel:~lljmd Statls'.Ir.<J! f/Jling OrWJrnmtiol1
rNRSROl !Jh!esS tltherwise ~0\Iim!d in.) ~$tiltc iJ';l'r.l!!rl!!frt. yru rna) USIl this repon: Ohly it] the (:u.lt1U)l in whkh its lXigirL'l1 distrlbul« 15 based, lhc IltctrJl.'ltion. da.ta, <ll'latyslls I1IlI! {lrinkJ.ns jJli':srnle\J herem 00 nllt rnns1rnrtll ~mrnl advke; am ~O\lldll!l

suldy Itt ~!lfQllndtKma~~rp[l"l!S :md t11~ef1)'1; ~rl: ~ lin. offe--tn buy IX sell ;) seaJ'"~~; 11l1l1 {ll"e hJt w¥I'OJmeil to bll !:ocred, !:[J~1e!1! oc ;)wllille. lhe oplnimts ~~~ell.are OJS of tI!~ Wile """"fnEtl.md mesu~ IlH::hang!! wilh~l nmlcll. hwpt as. !llimwis!<
fc<:jUlrl::d b1 'WI, M[lfjJingst:lr shall nocbe re..'iJlJf1:sJb~~ fe-- .any tr<ldlng {kdshms, dam.a~?'> (II (/il-.;l' 1!J$$~s leStlltlllg fmm, IX ret0'3led to. the lnflJiin3tioo, datil, .aM1l'SlOS ~ op!rliOl"G a-lheir use. Hit; illfOOl1:llmn oonIOJined hemin Is the prll}Xl~IWJ fJ"l:lpcrty nr
MomIlli;l:sW alld m:J.y 001 tm refl"OOlK:etl, illwhole or !II part, ~ use1l in <lny marmer. wilfltJ,Jt the prh:r written oonsm III Mocnlngstar. Til OfdEf Il~;rims, ~ll i1 312-6%-5100. To lli:;:ense lhe rese.ardl, [;<111 +131Hi96-6.Il59
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Momingstilr Equity Research

Almos Energy Corp ATD (NYSE) I***
last Price

36.39 usn
FlIirV"rue

35.00 usn
Cunsid... Buy

28.00 usn
Coosider Sen

43.75 usn
Uncertainty

Low
Ecan"",i. Moat""

Narrow
MoalTrend""

Stable

Stewardship

NA
Morningstar Credit Rating

BBB+
Industry Group

Utilities· Regulated

remaining assets are in constructive regulatoryjurisdictions

with strong growth opportunities.

(;l Momlfl/;jstlf 2012. All RliJhls Rc:;{;!"Wd. MOOliflllst<lf'S. Credit R:>til11.l:; & Re:ie.mn b; IJlll~L1!d arnJ offered by MCfllihO:l1.iJt, loc., whidl r;; ml replo.-,e-Ed with the U.S. Securities amI E~rjllm~e Comnls:Jl:lI'l as;l N<ltiooally RW19I'l~d StMl~kJI Rallf\9 Organf2l.1tiun
rNRSROl Unfes:i Qthetwfse ~vi~l:\l il1 {l separo'l!l! <l[1!!emMt Y~lln..1Y lj~ this rE~1}(\ cnly ill the (;oornry in whit:h it.s oti~I~1 distrfuutor Is tmse-d. lhe Idocmali!lll, d~l:!. dn<IIJ.RS 0']00 opinkll1.'i pt'l':S-El'll('(j hElfein I:lIJ oot l:!ln:>tlltil.I:: Im~menI ,n!w[!: Ilt!! pr01o'1ded
S-Qiet} (Of irlfurmatkJ.rt<l1~ ilrld l~l{cte are not :n, c1fer t[l buy (]I' :;elill ~Rt~f. llM are rnl woo-.m,rolll tie 1:0000, ~!J1lI!!te or lLw$ale. lilt" opIllJons, e~pressed :lIe ;as.1Jf the lIate 'Mitt.etl and me subjl!d to coongll without ooIlclJ. [ncplll" athrrwise
required by ~w. MOOllrrg:>\iJf sha!ll1(l1; ~~ respoosHJI!! tll" ;my tTa.dil1!l ~ec~lQl1':;< d(l)"TI;l~es Of rlther IOSSlJS msulHlljj fmm, QI' rekile<l ttl, t!11l H"tfOOllatlilll. l.Illta, ,mal~ Of ~Inioos (f tllloir use. The infOO<lJ!im1 all'lt.3lfV!1:I h!!fein I=:; IhE! prop--frl:tf)' IJlJplrt)' lJf
Momlng:>\:J~ tlhd mtl'i tml. bEl rcpHxlu~ed, !l'lwl1uie (J( in pmt. [;( I.iSfl! ih tltJy tn<l1ll1;>r. without the priIT written coosmt. orM(l{t"i'~~1..ar. To unh~f lerril1l5. c.'lll t 1 312-6%-6100. TI] jlG!'flSe UJ3 res!'.;}n;h, t:1l1l tl 31:!·6%-6859.
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Momingstar Equity Research

Atmos Energy Corp ATO (NYSE) I***
Last Price

36.39uSD

Fair Value

35.00 USD

ConsidNBuy

28.00 USD

ConsidNSeli

43.75 USD

Uncertainty

Low
EC<JI1omic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+

Indusb'y Group

Utilities - Regulated

Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast
3~YE'ar 5· Year

Growth (% Yoi'] Hist CAGR Sop 2009 Sep 2010 Sop 2011 Sep20l2 Sep2013 Proj CAGII

Revenue -15,6 -31,2 -3,6 -9.2 -11.5 U
EBIT 3,3 5,B 8.1 -3.5 1.9 4.5 9.0
EBITDA 3.9 6.6 5.4 -0,1 3.1 3,4 7.7
Net Income 3,3 5.9 7,B -3.4 5.5 5,9 9.2

Diluted EPS 3,1 4.0 6.9 -1.5 5.5 4,9 8.5

Earnings Before Interest after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1.8

Free Cash Flow to the Firm -183.1 814,7 -47.2 -111.9 -443.0 -191.6 -202.1

3·Ye<l( 5·Year
Profitability His!. Avg Sep 2009 Sep 2010 Sep 2011 5ep2012 SCp 2013 Proi. Avg

Operating Margin % 10.1 9.1 10.2 10.9 12.5 12.9 11.8

EBITDA Margin % 14,8 13,5 14.8 16.2 18.9 193 17.5

Net Margin % 4.2 3.8 4.3 4.6 5,5 5,8 5.2

Free Cash Flow to the Firm margin % 4.5 9.2 5,1 -0.7 2.6 -2.3 -0.7
ROIC with Goodwill % 8,9 9,1 9.7 7.8 6,0 6,0 5,8

ROle wlout Goodwill % 10,1 10.5 11.2 B.8 6.7 6.7 6,4

Return on Assets, pretax % 6.9 7.0 7,5 6.3 6,5 6.4 6,8

Return on Equity % 9.2 9.0 9,5 9.0 9,4 9,1 9.7

3-Ye.r 5·'r'e<?r
levernge Hi,t. Avg sop 2009 Sep 2010 Sep 2011 SCp2012 5ep2013 Proj.Avg

Debt/Capital 0.51 0,51 0.51 0.52 0.53 0.53 0.54

Total Debt/EBlTDA 3.34 3,35 3.25 3.42 3.71 3.72 3.75

EBITDA/Interest Expense 4,55 4,38 4,57 4.68 4.84 4.57 4.43

Valuation Summary and Forecasts Discounted Cash Flow Valuation
2010 2011 i'!J12(E) 2D13(E) firm Value PErSh<lre

USDMii (%) Value
Price/Fair Value 1.01 1.05

Price/Earnings 13,2 14,2 15,6 14.9
Present Value Stage I -145 -2.6 -1,59

Present Value Stage II 5,702 102.6 62,77
EV/EBITDA 6,8 7.4 7.7 7.5

EV/EBIT 9,8 11.0 11.7 11.2
Present Value of the Perpetuity

Free Cash Flow Yield % Total Finn ""lu" 5,551 100.0
7,0 -1.4 -3,6 -5.7

Dividend Yield % 47 42 3.8 4.0
Cash and Equivalents 131 1.45

Debt 2,700 -26,59
Key Valuation Drivers Net balance sheet impact -2,284 -25,14

Cost of Equ ity % 10,0 Other Adjustments -271 -2,98

Credit Spread for Debt % 2.0 ElJUityValll" 3,Oll3 34.59

Weighted Average Cost of Capital % 7.7

long-Run Ta K Rate % 365 Projected Diluted Shares 91

Stage II EBI Growth Rate % 4.0

Stage II Investment Rate % 24.4 Fair Value per Shar" IUSO)

Perpetuity Year 15

AdditioOlaI8,'itim8!es and ~C-~n(JfiDS aV-ElilDble for download ili http:/heleclmorn~ngsta(.com.

The diJtD in the !fEbl8 abol,lE;> rerre~ent ba:':.e·ca~u fon;casts. When proh(lbihty'wr.ighted
sr.en.(lrio aJ1~tysis i$j1errormed, the sum OJ pm shilfe vflluus mBy dlfferfrom the Fillr VEliue
Estimat8.

t) MOOll~~ilr1Q12."~Rlghls Rcseh'e'd. M(ihil1~::t;Y'S Credii RaJ:inO$ &0 R~~(lrd1 is prmllJceEl m::I offHe.:l by Mr.tnI~;;1.iit. Ir.;., vmrch ~ mI re~isteH::dIo'Jilhtht- U.s. SOOJtllje~ ami Exm:ll1ge CGm1'1I~on as a Nati~l.Illlj R~cugtli~tJ Steti:;tltdl RtI\Jt1Q OrgllJ1ir.'\Ii1)n
rNR~Dl Ullles:> o\hl'fWfsc ~lWlOOJ in (J ::!:PJ';'*~ Aj1~e!rlt;il\.~(;tI hl~ l~ thIs report only in the (!X.mtry i!1 wJ1lt;~ I!s orl~it1?J ruwllJutor is haser!. The 1~{yll\<ltfQll, dill<!, illJlll~ :md I:lpinians Pfe:sent~El herein lIElIILlt t:O~\JUM ilW'(!~h"l~ fltM\:e: art'; 1f01rWe'd
SlJ!ely fol' it1rQl1Thlt1lJllil~ ~I~%e':'i 1thd i!lI~ef lYe are lIL1t an (jf~ to buy QI' ~elill ~iW~ am <Ire rnt w<HTanted to he r.om:ct, D'J!~lete IX" .a~QJfaIE. lire oplll!!lflS ~'+Ji'~ed lll~ as of thl:! date witlen a~d <Jfe subject ttl dldl1tle- wlt1lQ1a IXlti~. t.1':~pt as tM!'fwh:e
~lljrtod by ilIW, Mocti~::;\it!' shall tlQ\ he rE~ml'iilJll! rrr <Il1)1 tral!i!lg rlel.:~!(ltr>.~es Of ffioo losses !IlSIJllil'lg fr[Jtll, QtteiillEtJ W. Ul[: 1nfooniliioo. tlRt~, "I'l<lI~5~ QI' ~llil,il1~ a l.hclr use.lhe: fnfDftTl3lj[l1l rorrtajnell !1~liil1 is\!le ~o/!~~O~f"ft)'of
MtJI'tli~>I(l! /lh;! tIJ[I), tJQI. be tefJtodll~ed, inw!ltJlf! (J( irr p.art, Of lJs.etJ in"'tlj" ~/ltJJ1el'. wil!ltJi..It lhe plkl INrilL.e1'l all'lSellt lJf MOCl1~s.tar. To lJI'dl'f fl3JTlnts. 01111' :31 ~-(i9&-{i.100. T(lIiDellSf' I~ fil'il'.i3fch. Ul~I,.1 312-69£.-W69.
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Morningstar Equity Research

Atmos Energy Corp ATO (IIiYSE) I***

CASE NO. 2013.{10148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNIN

Las! Price

36.39uSD

fair Value

35.00 USD

Consider Buy

28.00 UsD

Consider Sell

43.75 USD

Uno:enainty

low
Economic MoatlM

Narrow
Moat Trend1M

Stable

Stewardship

NA

Morningstar Credit Raling

BBBt
Industry Group

Utilities . Regulated

Morningstar Analyst Forecasts

Income Statement (USD Mill

Tolal Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses Oncome)

Restructuring & Other Charges (Goins)

Depreciati on Expense (if reported separately)

Amortization of Other Intangibles (if reported seperately)

Amortization/Impairment of Goodwill

TDIal Expenses

Operating Income (ERIT)

Interest Expense

Interest & Other Income (Expense)

J>re..Tax InclHDe

Income Tax Expense (llenefi~

Income After Taxes

Minority Interest & Other After-ToX Op erating Add itions
to (SUbtractions from) Eornings Before Interest

(preferred Dividends)

After-Tax Non-Operating Income, Extroordinary Items (losses),
Discontinued Operations, Accounting Changes

Net InClHDe (Loss)

Net Income (loss) Excluding Charges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Chorges

Diluted EPS Excluding Charges

Dividends Per Common Share

E8ITDA

EBITDA wilhoot restJ1lcturing

Forecast

Sep 1009 Sep1010 sep 2011 Sep2012 Sep2013

4,969 4,190 4,348 3,846 3,191

3,622 3,425 3,020 2.501 2,487

1,341 1,365 1,321 1,345 1,410

494 468 449 464 478

183 191 179 153 180
-10

217 217 227 246 249

5 30

4,522 4,300 3,906 3,355 3,394

441 489 442 491 SD3

153 154 151 150 165

-3 0 21 3 15

291 335 313 343 353

100 129 114 125 129

191 206 199 21B 2M

9

191 206 21111 21B 224

191 206 199 212 224

92 92 91 91 91

2,08 2.23 2.29 2,41 2,45

208 2.22 2.28 2.34 2,45

1.32 1.34 1.36 1.39 1,42

610 7m 106 737 752

610 1m 106 727 752

@ MomlngstoJr 2m2. Ail Ri~lrts R~erwd. Momlng~!V'S Credit Rlltil1gs &. R~r=;fHh ls fX"oollU!d <lrn:I offered by Mrrnlrlgstlr, loc.. 'o'Ihlch is fl[J( reyd~!!El with lhe U.s.. 500.>rI!;jes and bdl.3ng8 Cmflmls<;Klll as a Natiollally Revognjzed Stf\\j~i[;jll Rnl!l'lg OrganimtilJn
rNRSRO"). 'Jrnl!~ otherwise JY\lVll:letJ ill OJ sr=p3fllle al1e~meil\,)'OIl nmyusc thls rrpm only In the m.JrRry in ;o,rhk;h ~ts ocfginal disiJibula is; b<l~, The irtmmtron, d<ll~, anal)l5ffi "rn1 Opi!ll[IJlS prllsemBd l\ff~kl OD not EXltlsHtlJte ~!meJ! Mvfo;;e; 11ft" ttov;rlell
s\llely f« lrnOOlkltlml<1i ~rp[l"l!S :m!! fuEJrlae are oot an rife'" totxij' or :;ell::l snaity: and <t({! ool w;n,mled IrJ be WIled., umlliete Of ilttllnlle, The opinimr:; I!~~ are as. mthe date ....,.rttell and are subjoo: 1o t:hat1g~ Wllhout noHel':. U~epl 8S rJlhEfwise
reqlllrEd by l[lw, Momirtgst3r shalll'ml bl' ICSfrorc.;i!Jle ra an]' trmiing rlE'C!s!l:ms, l!;:JrTwge>i or ~her losses U!SlJttlllg from. [If rel<llcd 10. the IflrQ!1l1.;ltioo. Elat<l, ,m<ll;rs~ ., orillions IT their use. lhe- illfOflJ1iltJOO ullI\.iline.d tlEffi!1 is tht: pr~i13WY fYI:lJl~l]' cl
Moiningstar .m:! may not !l!! repnJdllc-Ixt III wlmle 01' ill part, {If ll:;ro fn mrj mlln~. wilf1!J.ft the pncr lhTilt.en [{]l15Cl'1l of Momlhlil:i\!!t.lll ~der tepints, ell! +' 312·6%-6100. Tn iil:~ll th€ H5eardl.. t:all +1 312-1l96-fXl59.
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CASE NO, 2013-00148
ATIACHMENT 1

TO OAG DR NO, 1-183

Momingstar Equity Researdl

Atmos Energy Corp AlO (NYSE) 1***
l.as1 Price

36.39 USD

Fair Value

35,00 USD

Consider Buy

28,00 USD

CGnsider Sell

43.75 USD

Uncertainty

Low

Ecanomie Moat""

Narrow

Moat Trerld'"

Stable

Stewardship

NA

Momingm. Credit Rating

BBB+
IndustTy Group

Utilities - Regulated

Morningstar Analyst Forecasts

Balance Sheet IUSD Mill

Assets

Excess Cash & Investments

Opr.rati ng Cosh & Equivalents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Total &\lrrent Assets

Property Plant & Equipment, Net

Property Plant & Equipment, Gross

(AccumUlated Depreciation)

Goodwill, Net

Other Intangibles

Other Long-Term Operating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Total Assets

Accounts Payable

Short-Term Debt

Other Current Liabilities

Total &\llTent Liabilities

Long-Term Debt

Incremental Debt Requirements

Tolal Long-Term Debt

Long-Term Operating Liabilities

Deferred Tax Liabilities

Long-Term Non,Operating Liabilities

Tutal Liabililies

Prelerred Stock

Minority Interest

ShareholdErs' Equity

Common StOCk

Additional Paid in Capital

Retained Earnings (Defi cj t)

(Treasury Stock)

Other Equity

Total Shareholders' Equity

Total Liabilities + Shareholders' Equity

Difference. from analyst adjustments and restatements

Forecast
Sep 2009 Sep 2010 Sop 1011 Sep2012 SepZOIJ

226 45
111 132 131 115 117

233 273 273 253 235

353 319 290 200 204

132 151 316 316 316

829 875 1,011 1,116 917

4,439 4,793 5,148 5.489 6,009

6,087 6,542 6,817 7.426 8,195

-1,648 -1,749 -1,669 -1,936 -2,186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,764 7,283 7,729 8,DSD

207 266 291 219 204
73 486 209 300 300

457 414 368 368 368

737 1,166 868 886 812

2,169 1,810 2,206 2.400 2.500

2,169 1,11D 2,206 1,400 2,5DD

119 49 22 22 22

571 829 960 1.056 1,162

571 731 971 971 971

4,167 4,585 5,027 5,336 5,517

0 0 0 0 0

1,791 1.714 1.733 1,751 1,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,177 2,178 2,255 2,394 2,523

6,344 6,764 7,283 7,729 8,050

~ MOO'Ii'"'!lgaf 2012. III! Righh Rescrwd. M!lmlna~~'s Cferlit R<ltlngs r" R!!:Seard1 i:,; prmluccl arm IJfferetllJy M(flIill~~W. h1\; .. v.tJiclJ is rnl t~r:;t~~ ','o/lth ihe u.s. Sewritie'i am! b({;l-1<J~!; CchTnlsskm a:s il Nationally Rt'{;ogni:llN:l Stat.1stkal Rati!l~ (lr~lIl1fUl\jlJtl.

fNRSR01.Ul'lles:>othE'f'Nise ,rovlded III a 'Sepdrate ,og"'!!ement, yoo ma~uS<! thi'S le~Cltt ,"ill» 1~1l-e ~1nl1)i in whkh its ctig\n,.11 dlstribl.ltoc ~ bJ:;t;d. TI12 illct!Jl.;l\l!m.d3\.;l, anal:f.'es LFh~ 0fJ[1l"11J11$ [t'l:,e/lt(;i] h~elndo Il{lt amstfhrt:e lnvestmem a<!o,iice; a!l;~ fKovJrl!3d
solely for InfOOl1Il(i[J!1;l1 fll!"Jloses 1lll1J UlIn!fcte ale 11M. all c(!er to 00)' or .sell a Sf!.CjJ~Y; fltld ar!l1XJ1. Wilrrrltl.t~ t(l bl! 'Cooe~, cQtJ1Ilcte oc ilf.U.lmle, The opEl'lim~ e1pl"1lS'.i~d are as of the ~ille wrii\~.)l ill1~ .m: 5Ubject. til chan~El withoot rnticEl. ExUlpt ao,; IfIherwisl3
rei1lJir£!{j by law, Momingstar sllali not be r~ns.ltlll! fet arry tr:lding dec:isiml'>, d<llnilges i;J' ol.her ~e~r~SlJItlI"1J from, cnelflt~~ tll, thEl immmll(ljl, iWa. an<ll}'$e:i 'Jf apini[HlS u-thclr U~. Tile WQl'hJ[I\1!ln wntaioo:l oo-ein is tire Pf~et.ary r'opffiy I:lr
Mom~st'Jr arxll1lily not be reprodw:;:cd. in 'oImole or in pdrt. tv" lJscd In any marmel:, W~hQ!I( i~1: prilt wrfnen t".iJns~ of Mami~~W,To octJefte}fi1lts. Cdll +' 312-6!l&-5100, To li~1:rui1J the r~se-Mcll, ~!l~I-t1 312-ii9fi-6il1l9.
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Morningstar Equity Research

Almos Energy Corp AIO (NYSE) 1***

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

M(JRNIN~STAR"

last Price

36.39 usa
Fair Value

35.00 uso
Coosider Buy

28.00 usa
Coosider Sell

43.75 usa
Uncertainty

Low
Economic Moat'"

Narrow
Moat TrendIN

Stable

Stewardship

NA
Morningstar Credit Rating

BBB+
Induslry Group

Uti lities - Regulated

Morningstar Analyst Forecasts

Cash Flow !USD Mill

Net Income from Continuing Operations

Depreciation Expense

Amortization of Other Intangibles

Impairment of Goodwi II

Other Non-Cash Adjustments to Operating Income

Deferred Income Taxes & Olller Adjustments to Net Income

ChaHU~S III Opefatir.g Assels and Uauilities

oncrease) Decrease in Accounts Receivable

(Increase) Decrease in Inventory

Oncrease) Decrease in Prepayments, other Current Assets

Increase (Decrease) in Accounts Payable

Increase (Decrease) in Other Current Liabilities

Cash from Operations

(Capital E!penditUfes)

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations

Other Investing Cash flows (Outlays)

Cash from Investing

Common Stock (purchase) or Sale

Common Stock (Dividends)

Preferred Stock Issuel(Purchase)/(Dividends)

Short Term Debt Issuance ami (Retirement)

Long Term Debt Issuance and (Retirement)

Minority Interest Addback of Income (Loss) Distribution

Other financing Cash flows (Outlays)

Cash From financing

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc.

Net Change in Cash

Change in Cash on Balance Sheet

Difference, from analyst adjustments end restatements

sep 1009

191

217

5

153

245

194

12
-182

84

919

-509

-8

-511

28

-121

-284

40

.J3B

64

64

Sep 1010

206

217

220

-40

54

·4
58
15

126

-543

o

-93
-124

54
o

·163

Z1

21

Sep 1011

208

233

30

137

o
28

-92

24
14

583

-623

-4

·621

2

-124

83

82

44

-1
-1

Forecast
Sep 2012 Sep2013

2113 224

246 249

-10 0

96 106

20 113
84 1

-73 ·14

582 5tU

-702 -769

124

·578 ·769

18 35

-126 -130

91

194 loo

a 0

176 5

213

210 -180

210 -180

{'l MornirPiJslar 2012. AI! Rj~!l1S R~etved, Mommgstif':; Oe~it R<ltrngs & Res~;'lJch is ptOOoced CIi<l (lr(~M '1 Mrtt1jhfl~a<, IrK'.., whk~"is oot !egi>t.ef!!d with 1I1~ U,S. Slrurltfc:i 11l1l;l [);rnang[! Cmrrni,~on as a N:lti(lffillly R&ognUed St:ltistical R<lting QrganfldurJ11
rNRSROl, \JtJl~~ i;l!JI£'f',.'Jis.e !='oV1ded ~ OJ ~at.~ ilg-eetn'el1i, yru r'!l.'l1 EJ~ ttl~~ GhlJ I~ the coorrtry in ~Lh II.:; ooglnaf d~fbuto( is. b;a~d. TlR! lri[Ull<ltll}ll, d\Jt3, <.Hlilly:;es:sl'ld llpiniorlS p"e.s.emed hereil'l do Mt Cll!I-,trtute irwesmMlt advice; :lIe ~~lJetJ

:>oldy foc Inf~iillll<tl rtJ'll0-;e,> and thl'!ci(J() ;Me rnt ll~ <if~ tlJo 00y0f ~I a~~it'l; ll~ ille hJt w.mMlted to be Cl;ltrcct. ~1l~h:1e IV amJi'atl:!. Thl': -opJruOIl'> l!"X~ iJre;lS (Jfthe date INlillenarul are SI.l~l!ct to cl1.al'lge ...1Tthoot OO'tice. Except <lS otlll'!WiSl;
t()qurn~d ~y Iw;, MomirlgSt:.<lr s.h,all t1Qt Ire responsible fl1 /It!;' lIading dedsil}ft';, ~I!m<tges or-IJI.~ ~~ resulting frOll1, Qt related til, the illform<llloo, [l<Jt~ <In<l~~e$ oc ClPlnl0h5: l;t ~iruse.Toc lnfoomtinn rontai~d hflfe111 i';: thf! propri-etary ~operty!lr

MQInltl/il:;W :mj ma~ mt. be H!proot1ced. Irl wtJvlc oc III fl....rt «l.l~d in :my lt1atl~, wlt~oo't the prht wittl!rI rnll~ent of Mf.tt1~:>tiJr, To ocder rEl:J"j~ ca[l +1 arl-fj9&-61 00_10 Ikense the If!Swch, [',<111 +1 312-6%-60%9.
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CASE NO. 2013·00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Momingstar Corporate Credit Researth

Atmos Energy Corp ATO (I\JYSE) BBB+

Business Risk

Good

Cash Flow Cushion""

Very Poor

Solvency Score

Good

Distance To Default

Good

Economic Moat™

Narrow

Industry Group Seclor

Utilities - Regulated Utilities

Unregulated Operations Provide Lift to Atmos Energy's 30
Results
See Page 5for the full Analyst Note from D9 Aug 2D12

2.83 Bil

2.38 Bil2.6 BII

Pri.r~1llter

3.01 Bil

2.16 Bil

PriorVear
Market Equily 3.00 Bil

Preferred

,-,-",,.,,,.,,,

Credit Metrics IUSD Mill
2010 2011 2012(E) 2013(E)

Cash And Equivalents 132 131 341 161

Total Debt 2,295 2,415 2,7(}() 2,8(}()

Interest E!pense 162 158 150 155

EBITDA 707 706 727 752

Debt to Book Capital

Quick Ratio OJ 0.5 0.7 0.5

Debt to EBITDA 3.2 34 3.7 3.7

EBITDA to Interest Expense 4.5 4.7 4.9 4.6

Operating Summary IUSD Mill

2010 2011 2012(E) 20UIE)

Sales 4,790 4.348 3,846 3,897

% Change -3.6 -9.2 -11.5 1.3

EBIT 489 442 491 503

% Net Sales 10.2 10.2 12.8 12.9

Net Income 206 208 218 224

% Net Sales 4.3 4.8 5.7 5.8

Free Cash Flow 242 -29 98 -90

%Net Sales 5.1 -0.7 2.6 -2.3

Capital Structure

51.

Issuer Pmfile

Atmas Ellergy is thB largest natural gas-oilly distributor in the United States,
serving more than 3.1 millioll customers. The company's utility operatiDns
serve Colorado. Georgia. Kansas, Ksotucky, Louisiana, Mississippi,
Tennessee, Texas, and Virginia. Its nonutility operations market natural gas
across avast U.S. territory and inciude one of the largest intrastate natural
gas pipeline sys1ems in Texas.

SDU[[:e~ Mo rnlnoslar

fi~~Debt

Credit Perspective 28 Jun 2012

Atmos Energy Corp [888+) distributes natural gas to

regulated uti lity customers across nine states. Atmos'

business includes unregulated marketing and procurement

services as well as natural gas storage and pipelines. Like

all regulated utility businesses, we assign Atmos a narrow

moat recognizing the implicit contractAtmos maintains with

its state regu lators to provide stable natural gas distribution

in return for regulated returns. Our rating reflects the benefit

Atmos receives from decoupling and weather-related

fluctuations in customer usage. Moreover, our rating

incorporates Atmos' ability to raise revenue without fi ling

aformal rate case via advantageous rate mechanisms. We

acknowledge that Atmos has grown considerably through

acquisitions over the past 20 years. most notably levering

its balance sheet to roughly 4.5 times in 2004 to purchase

TXU gas [pipelines) in Texas. However. Atmos has

maintairled discipline reducing its leverage by a turn to 3.5

times, where we expect it to stay barring arlY near-term

acquisitions. Interest coverage remains healthy at roughly

5 times. While Atmos' credit metrics are currently very

healthy, we believe Atmos is likely Orl the lookout tor

acquisitions, which could lead to re-Ieveraging the balance

sheet. Atmos can raise over $1 billion in combined debt and

equity issuances over the next 1-3 years (maximum of $950

million of debt and $350 million of equity, per regulatory

statute), depending on the market for gas local distribution

and pipeline acquisition targets. However, Atmos faces the

risk of overpaying for an overvalued target with the

expectation of improving regulatory returns, which may

never come to fruition. It's notable that the company has

publicly expressed apreference for internal investment over

acquisitions in the current climate. Atmos' size precludes

anyone regulatory decision from having a drastic impact.

Cr"ditAoalysis as of 23 Jul2012
Busin"" Aoalysis as of 23 Jul1012
Estimates as or 17 Jul2012

Commitll!8 mBmb8Ts voting on rating do
not own secuJities issued by thB company

Morningstar Creilit Committee

credil@momingstar.com

CDnlenls

Busif18SS Analysis

Curroncy amounts oxpmss8'd wi1~ "$" am in
U.S. dollars (USO) uoless otherwise denoted.

Comparable Company Aoaiysis 10

Methodology 11

Mml1lrl[Jstar Analyst ~Drm::asts

A!1alystNo!es

fJ Momlh!J:>i.iJr W12, AU RiV!I~ l«!servetJ. MOO"Iin:J~'tIl's [.iWi!. R~IIl~:; & Rl:S~;m;h ~5 pHldm;ed iJffillJfr~etJ by Mmlillg:,,-w-. loc. which is ootfe.glsiel'~tl withth~ u.s, SoctHrties ill1d Exd1allgc C[ltn'T"i~'i~ a5 iJ N<Jlloo<ll~ ReW!Jrnred St'l\:isl:kal R"iirJ!j Org<m1l.al:full
rNRSROl Ullil:ss oll-rerwi~e.lYtJV!I:!~ in a sepdfl1le <J';feeml'ill.)'w milj Il~ tl1l:i repllrt only 1n the ,"~mtry in w1lkh its tJl'ig!hol distriliutor is b~.llie- irtarrl:U!1m, da!a, al1illr;.es "mj I:lpill~preS('h1l;rl ~l'eltJ do h.!lt aJrJ'rti'llrte investnrerJl: Ddvli:e~ ilre provided
wl~ly tot lnfooml~l J:lliP[l~'i :md tI1<refrre .er~ !JJt (il]. rif(;'f tQ btjJ' (]I' :;ell 11 :;cady; ilnd <Ire mt W[ll'TilltlOO to be 1:000ect, [',.{J~lete or 3{;m;(llc_ lhf! opinions e~jf~d ilfe as ill the d1!te \IVl'jtt~llllt1l.llll'e :;uqjcrt hl i:hange mthwt: m!ice. Ext:ejJt <I'> oth~se

fe\lOltl:~ by !1IV1, M[1tllng~r sm!l rlCll b!! res;JOI~ble fcf ll~ tr~di!l~ '(!ed~hm:i. dilin<lges or lltllcr lo~.,:> I!!SlJll:ing fram, lJ( r~l3i\)d to, th!! fnfllffi1<1liOlI. data, al'lalys.<$ IX ~if1iOlls oc th€ir use. 1~ illrOflI1:l\illt] (.{Jlllilihel:J herein is the prDp{ietary [Yopelt)' of
Ml)l~lngstiJt ahQ my nut bf! repnXIDI:OO, irl'wllo!~ or ih p.<Itt, ~ II~ it! flt;j fJ111hllcf. wilhout the ~11 wrlt;tt'n c.mr.;ffit or MOO1f11g:>tlr, To OId~ tel1lnt'3, C<lll '1-' 312-69~·6100. T[J lil:£'IT.il) ItJc ~&ar~h, Cc<J1l +1 312·696-686~.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1"183

MDrningstar CmpDrate Credit Research

Atmos Energy Corp ATO (IIJYSE) BBB+

Business Risk

Good

Cash nDW Cushioo'"

Very Poor
SolvenCJ Score

Good
Distance To Delaull

Good
EcoolJfllic Moat'"

Narrow

Industry Group Sedlll'

Utilities· Regulated Utilities

Credit Analysis

Five Year Adjusted Cash Flow FlIrecasl!USD Mill

Cash and Equivalents (beginning of period)
Adjusted Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obi Ig aU OIlS and Commitments
Total Cash Obligations and Commitments

Cumulative AnnU1I1 Cash Flow Cushion

Financial Health

2012(F) 2013(F) lOI4/f) 2015(EJ 2016(f)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -62 ·77 ·95 65 credit rating. At the end of fiscal 2011. the company's
142 185 -13 ·13 155

debt/capital ratio was 52%, in line with its peers. Total
-250 -500 debt/EBITDA could tick up slightly, averaging 3.6 times

·150 -165 -183 -224 -254
through 20l6. We believe Atmos' dividend is well covered

50 31 33 35 37
·200 ·446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%.

Cash Flow Cushion
Pn:;siblft Liquidity Np.e~ --

It-!.J.if.,

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum or Cash and 5-YearCash Generation

Revolver Availability
Asset Adjusted Borrowings (Repayment)

Sum of Cash, 5-Year Cash Generation, Revolver and Ac!iustments
Sum of5-Year Cash Commitments

Credit Rating Pillllrs-Peer Group Comparison

ATO

Business Ri sk 4

Cash Flow Cushion 10

Solvency Score 3

Distance to Default 4

Credit Rating BBB+
Sliurm: Moming:;tar E:;timates

Nota: Scoring is on ascale 1-10, 1being Best, 10 being Worst

Sector

5.0

9.1

5.9

4.5

BBBt

%of
USOMiliioo, Commitments

131 6.9
-600 -31.4
-469 -24.5

703 36,7

234 12.2

-1,912

Universe

5.2

6.1
5.1

4.3

BBB+

Capital Stnlcture

With $3.B billion ofcapital spending planned between 2012

and 2016, we expect Amos will be a frequent debt issuer,

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015, We expect Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmos' cash from

operations and healthy cash position, we do not expect the

firm to tap the equity markets in the near term to fund its

growth plans.

Enterprise Risk

The primary uncertainty Atmos faces is regulatory, though

the size and breadth of its distribution operations preclude

anyone regUlatory decision from having adrastic impact on

earnings. Still. lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain, especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

~ MOO1ltJg:;\iJ.t 1011. NI Rights R~~;]. MQ/"/lI~ilf'S Credit IMfn!j:5 &- Re5I:lill"dl is prm:lll~d H11ti orr~m bj" M!.'fllingstM, loc., 'dllch fs oot mgisterl!d wi\hU~ U.s... SetIJ,itJe!: ~t'rl;ll:xcJ1<llllJ~ Cotrmi~on ~ II r-Mio/l<l!iy Rer;:~l1ire;j S!;I{krlk,,1 fMI~ OrgilrlUa!ioo
rNRSl:lOl.Ullk:ss o!,hetwis.e-lYovil:!f!Il ill <I ~eflOCiJtll il~, 'roo m<l)'lJ~ thi"repart onlyjnthe Cf.t.lfltry in wlliI:h it:>{](igirlo'll distrlbIJlor ls b3S<!El. The irtCfIl'ldtioo, d<ltd.<sn~I~<tI11I opJl1l(ltl'> ~~ell hereill do ~ot ~jtll1.er~rnd1t adllkc; are jX\lYlded
5'Qlcly (fJt jhfQllrnjUoJ1'I! ftJfllaSl!s :md thft!{cre llte 001 iJrl !ifer to Wy Of :>cll iJ 'Seal"ity; o'loo ttfe rm Witffilflted to llt: G[l(H!.ct, i:o!Jll1el.1! 0; :lWlfo'lll!.. Thf! npill:!lllS !!Xpfessed ~rl! <I'> Clr the ~Il~~ ....Ttl.1tm :l!11.l Me ~lbJect \[l q.~ewith(J\11 txltlcc, Euepl il.'i otlmwi:>E!
fequlted by !i>w, M!)'Bltlg<>t:lr shall rmt be r~~lble t...- <my lJitd~ u[;Clshms, uiIffiilge'i (tI' oU~ Ill'i'ifS H~Sl.lIt1ng FfQJn, Of reJ:lll!d Ill, (he jr,frJ(!m:lUoo, data, <lIIClj~S~ or opinioos ct Illl;lr I.J~. TIle !l'lf~j(ltl CQhv>Ir-.;~ h.,.-eill i:> Ill\: proj)l'h:liJPf ~oplrty nf
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TO OAG DR NO. 1-183

Atmos Energy Corp ATO (f\JYSE) BBB+
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Business Analysis
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Industry Gl'DIlfl Sector

Utilities - Regulated Utilities

Thesis

As the nation's largestnatural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors, We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns,

After the sale of its Illinois, Iowa, and Missouri business

expected to close in August, Atmos will have regulated

distribution operations across nine states. A highly

diversified regUlatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regUlators are

the bane of any utility. RegUlators' ability to set rates

counters the natural monopoly position of the utility,

resulting in a narrow economic moat for most utilities.

With so many different jurisdictions Atmosis more

insulated from individual negative events. It also enjoys

some favorable rate mechanisms in its territories. The

company is protected from weather-related fluctuations in

customer usage for the bulk of its meter base, with full rate

decoupling for another slice of it. Even better, Atmos has an

impressive number of rate mechanisms to raise revenue

without filing a formal rate case. All these factors help

Atmos generate relatively stable cash flows.

Atmos has historically grown through acquisition,

purchasing lO companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and a pipelines that access nine

substantial natural gas basins in Texas, Atmos took on large

amounts ofdebt to complete the purchase and integrate the

TXU assets, It spent afew years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity, in line with other gas utilities.

Atmos is now focused on organic growth, with most of its

$2.4 billion in growth investments in the constructive

regulatory Texas jurisdictions. The company benefits from

Texas Rule 8.209 on distribution infrastructure investments,

allowing the company pre-approval by the Texas Railroad

Commission and regulatory asset treatment for carrying

costs. The company's state transmission and storage

investments experience regulatory lag of up to ayear while

still earning comparatively favorable returns among peer

regulated returns. Management has built strong working

relationships with regulators that should continue to result

in strong shareholder returns,

Economic Moat

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers. In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while providing adequate returns for capital

proViders. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leads us to assign the companya narrowmoat.

Moat Trend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers, As with all regulated

utilities, we think regulatory caps on revenue and returns

preclude Atmos from establishing a wide economic

moat.Atmos' investment program is focused aImost enti rely

on its regulated natural gas distribution and transmission

businesses. Furthermore, the company is concentrating its

growth expenditures in the territories where its regulatory

return is swiftest and most transparent, like Texas.

fJ M(l(nlng:-1a[ 2m2... All Rights R!:Sef'o/l3d. Mmning:;;t;:w-'s Crcdil. Rati!1~,) & ReseaH:n l~ prmhu:ed <md Gff!'IeC by M~il1g$Ulf, Inc.• wtliLh is OO\.r~lsi.cn:d ~h'\l1e U.5. SlX4Jritlcs ami ["ch<J~l) OJflj"jJls~(lh ~ aNtttlDilillly Recllgfl~d Statistli::<ll Rilf~ OrgilfJilillil:lrl
tNRsRO"j. UnlElSS othElfWis.e P'"{lvid~ in il sepmlllt! <)~Trmoo1,yw milY~ thl:-fe.prrt Dnl)! inthe l:oontry in Wlildl i\$ Ol'igiMI rldFitmor i~ ll~, 1lre 1t{I1Il1dU.m, !lM'J.atJa!yws mw llpll1lcms ~:>el1le<l httcln del tIDt whs\illliE imoestment ildl'ice;ar8 pr[l'Jide~

sulely for infoonational ~rp[j~:> .md 1l"m'l'!CJ'e are oot lin DUet' to oo~ Of sel! a seady; and are!"ilt warrall!ooll} lie COIToo. cOlllllete or ,"Ji:ttlflllc. The OJlil1:!lrlS e:.opre~ed ill""!) ilS (If the dlll.e Wl'ftlel1 Nld iJre :;ubJ!:ct to c.wmgc wllhoot ooIire Eu;ept as {lthffwlsll
f~jrell by litw, M[l(11m~Olt 5lJ:j1l hot be r~blE' rcy .my trailing d&i:sions, dllm:lg~ or nther los'S\lS t!!Sl.ltt.ing fraJ1l, Ci' re!ate>l to. U1l! infOOrt!l\IQ/l. dll'ta, <l1l<ll~ses or Q\]lllllJlts It U~~r ll5e. 1~ itJfl1lmlkm (;\J~i1lned ~crein Is the ~etIrr ~opmy of
Momingrur and m,,)' tJoI: be te~OOur:ed. mwholE' or ill part, (t" u'ieil il) allY marrrn-, without the priIT written 00llSl'!1:t of MOOlfngsW. To Ofdet ll;'t'ints, [.llll +1 312-5%-6100_ T[I ~b:nse ihe r~~~rdl, r..,1l tt.'ll?-S96-6869.
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Recent Notes from our Credit and Equity Analysts

Unregulated Operations Provide Lift to Almos Energy's

3Q Results 09 Aug 2012

Atmos Energy ATO reported third-quarter earnings per

share of $0.34 compared with a loss of $0.01 in the year

ago quarter, Management maintained its full-year EPS

gUidance of $2.30-$2.40 and five-year 6%-8% growth

forecast. We are reaffirming our $35 fair value estimate and

our 2012 EPS estimate.

Nonregulated gross profit grew 75%, as the company

booked $18.2 million from a profitable trading strategy

implemented earlier this year, The company opportunistically

took advantage of falling gas prices, storing cheap gas and

rolling forward the positions into the current quarter.

Investors shouldn't expect additional asset optimization

performance, as management noted that little benefit

remains for the remainder of the year from the strategy.

At its regulated operations, the company continues to

benefit from constructive regulatory environments and

timely rate increases, In the current quarter, the company

added $14 million in incremental margin and $48 million in

margin during the last nine months from rate increases. The

company is effectively protected from weather impacts, as

weather adjustment mechanisms provide for reimbursements

from lower consumption during warm weather periods.

These a<!justments provided $50million in rate rei iefto date

for Atmos.

Finally, the company announced the sale its Georgia assets

for $141 million to Liberty Energy, asubsidiary of Algonquin

Power & Utilities, Management indicated growth

opportunities were relatively constrained because of

competitive operations in Georgia. Management also

completed the sale of its Missouri, Illinois, and Iowa

distribution assets Aug. 1, with proceeds to be used to pay

down outstanding commercial paper. We would be

surprised to see management sell additional assets, as

remaining assets are in constructive regulatoryjurisdictions

with strong growth opportunities.

Almos Management Meeting: Shift Toward Intemal

Growth in Texas, M&A Looks Too Rich 07 May 2012

Most of our discussion May 6 with Atmos' ATO

managementteam, including president and CEO KimCocklin

and CFO Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz., focused on

the company's wide footprint of regUlated operations.

Last week management said it is targeting 8.0%,8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system.

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regulatory spending and Atmos'

move toward more organic growth, Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well. driven by

to, Momiflljstar 2'012. 1111 Rights Re>eM!I:!. MOOlil1!Jstdr's Credit RaHI'l~S' & ~t"Sellrrn Is lX"0dur:.ed ,mil offerEtlIJ)' M1TElif1!jslar, Inc.. wllkh fs not n::gls1.ered 0'Iith the U.s, SOOKlti13s 11M b:dlilf1ge Cmwnblorl a:s iJ NatlooilHy R&ognizetJ Slil't.~kill Rati~g O,ganlmt~l:lt1

rNRs.RO~). UI'lI!!.Ss. mhE.'fWise (Trn:ldrd ll'l a 'SeparatE! 3!1l!rmmt. yoo m1l1 use this report o.n~ in lhe IXIJnlJ"y ill which its origiro<!t drwllutor Is; b<l~l!, 'fhe irioornllOfl, diltl. 03llilIJ$e5 and llplnm ptcsmtcd hl:fllm do Iml ronstlMe 1nve:stmel11 advke; ilJll ~dfd
solel~for Irrfoon..~U[lllal jXJt)IO'X:~ 1l!'u! tha-efO'e :Jfe not <In (fief ill lxJy or ~~!l3 seo.rRy; :mel Me oo! w<'Jnmt~ tl:l be i:ooect. ~lllr~lE:'le oc a-caJ/'atE'. 1118 OIJ'lrn{lh:';()~ are as oflli€ diltewr!t\cll iJnfj ijte ~Jcct lDcRangE: withoot ootkll, Exr.ept as lliherwis.e
required by I;!W, M!Xnil1~r :ih<tl! mJt be r~m"bte roc llnytratllfl9 cler;b:iom, dJm<lg!!S or oUlC( klssr=HesultkJ!l trom. orrelated to, the illformaUott dilt", ilniJ~~~ (If opinioll'> IT their lJ:>e.1hc ihfQtlniltlQll amt;Jl~ rn:H~m i. i~ PHlj:Jl1flltu)' IIlJ~my (If
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reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned projects like line Wand X, which total

roughly $160 million in capital expenditure and qualiry for

expedited recovery under Texas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013, supporting earnings improvement on

top of new investment prqjects.

Like many ofthe management teams, Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase.

£1 Mor11i~lQstiIr 2012. All Ri!Jhts ResefV'l'~, MDmirl~at's Ct~~i1 R.o!i~ & Researd1 is prooumJ and nftered bJ MO'T1~r, loc., wtlich is nct re~l:;trold wilh t~r. U.S. Sernrilles <1m!hdl~ Ctl~~ston,;S:l Nationail)! Re.cognl~ SI<>ti;;tlr::<l1 Rating Org;mil:3liml
rNItSR01. UII18".is \l'lirerw1s~ p--mlllal mil separateil~t. ~w mal' use thisreprrt cnry in th€ mm!ry irJ which 11.511"~lnall:!isUibtJl{lf is lM~d, The Idoc/Tlilll[lI'l, fl<lW, 3rm!ysE~ and opil'lttlll.'i pre$l:'f'rterlllfH!fn do oot cnnstrrut!!~ advic.e; are pmvided
sale~ for inl'OOOOltim1<l1 JUfPDOt€s <lm.l tilE!efoce are 001 till tif~ to ixI)' or sell ol seDJity. <100 are oot wammted toO bl) l;lJln:ct, ~11l1l! or ac.C1Jr<lte. Th!: oplnlotJ:>: ~:qxl!ssrd are tl~ oflhll d:3te \Wittl!llllntJ are !>Ubject to ~h:JI'l~!: without rntk:!!. Except as (]~erwisl!

re\llllred by Jaw, Momlng:stnr ~1I [JEll: l:le ,esp[Jrlsible fl;f.ell)' l;l';\Cl!tJ~ de<;t>M, dilma!je'i [If othe.- kJ..ses.resuiting train. or rel<lt0d llJ, UK! infOl'm<1I!~. dOlt;}, iJ.tJ<JI~ or Ofllni[)ll'j {J' thelf use. The illrooll<JtiQfl rtmlalO£ld luuill is. the: prq:Jrl!:lm)' JTop€rty {If
Momin!Jstar i1hd may oot ere Jeprodllc.ed. i[J \rVhQle or ~ jJi'l'1, tL t1sed lh ilh]' rmlflner, wilhoot the lXioc ......,-itten CllnseJll 'Of Morningstar. 1" ~derfej:t!t1t5,(;;J It i"1 312-6% 51 00_ 10 lil;Effie the re5ro1:cll, ~all +' 312-5%·GllIJ.!l'.
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Morningstar Analyst Forecasts

Income Slalement [USa Mill

Tolal Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense [if reported separately)

Amortization of Other Intangibles IiF reported seperately)

Amortization/Impairment of Goodwill

Total Expenses

Operating Income IEBIij

Interest Expense

Interest & Other Income [Expense)

Pre-Tall Income

Income Tax Ex pense (B anefit)

Income Arter Taxes

Minority Interest & Other After-Tax Oparating Additions
to (Subtractions from) Earnings Before Intafast

(Praferred Dividends)

After-Tax Non-Operating Income, Extmordinary Items (Lossesl,
Discontinued Operations, Accounting Changes

Net Income (Luss)

Net Income (Lossl Excluding Cilarges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Cilarges

Diluted EPS ExclUding Charges

Dividends Per Common Share

EBITDA

EBITDA without restructuring

Forecast
SepZDrnI sop 2010 Sop 2011 Sep2012 Sep2013

4,969 4,790 4,348 3,846 3,897

3,522 3,425 3,020 2,501 2,487
1,347 1,365 1,327 1,345 1,410

494 458 449 464 478

183 191 179 153 180

-10

217 217 227 246 249

5 30
4,522 4,300 3,906 3,355 3,394

447 4119 442 491 503

153 154 151 150 165
-3 0 21 3 15

291 335 313 343 353

100 129 114 125 129
181 206 199 218 224

9

191 206 208 218 224
191 208 199 272 224

92 92 91 91 91
2.08 2.23 2.29 241 245
2.08 2.22 2.28 2.34 2.15

1.32 1.34 1.36 1.39 1.42

670 707 706 737 752
670 707 706 727 7!i2

(;1 MOOlj~S.W 2'012. All Rights Res.ef\I'ecJ. MOO1Il1lJstov'S' Dedit ~iltffl!ls & ~ese<lJdl is. f1foouce!l :mEl IJffEHX! b~ MtTjlin~m, loc., which is oot reglstefed willi the- US Soo.J;il;ies: MIll Ex<:Mngt! Cl:lmm5sloo 35 a N:J.llonally R~l~ Stfl1i~1~i;(l~ RillIng Or~lil1ililtloo

tNRsRO"). UIIIE5S fJ!hefwiSl3 lJUVideiJ ina 5eroarllle al1Eemem.. yoo mil~ use IhlS'to£!1ID!1 {ll'l!y ill the [;!J..!I'lll)' In whld1 its oclglrnl di'itriOO!N is b.ased. lh~ j!tamath:m. data, atl<llys.~ aml {lp~llJJ'oS pt'esefl1EU hcrr=W1 00 mIt oonstitut:~ 11lm"'Unt'llt 3~ ..ke; lite ptollldcd
SlJ!ely fOf itlrool1iltiooaf [l.lrp(J:>e~ am! Ulfff'fae are nat o'm off.,-tll tuy ()( sella sernit); .md :m! oot wmrantal io be COOl':ct, c~ete CJ( :ll:!1Jrall!. ltre opin!l:l~ e:qwessed ar~ M!If the datI:! .....--~en 1m-I! Me subJill:t III {hange wmfQl..Jt tr;)!il;:l:_ hcej)l. iJ. I]lOctwls~

rfN1.uircll tJ~ lilw, M(l(lJlng:itlr shall fHIl: 1.l~ repunsible fa ilny tradil1l:J llE.'dskms., lliJm<lg~ N ol:hef lQ~f!S re~ting from. [l{ relOlted Ill, tl~ ll'lfonmtlon, datil, <mill~E'S oc opilliotts lJ' !heir lJT. Ire inform;ltllJn [;(]1l10l!001l OO"E.'ln is thE.' propl'i~t;;Jry ~I'I' of
MomillQ'ltlr 'lOO ffi3j' mJl. ~ll tepmdw:ed, I"who!e 01' ill part, [If used in iJrl)' rrnnra, wJthoot th!! prKr-wrmen r.cn~ent or Morll~~<lr. Ta order JI!;:ril1ti, r.all +1 312-fllfi.5100. To Ik~eHX! n:');earth, cell tl 312·696·6859.
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Morningstar Analyst Forecasts

Balance Sheet !USD Mil)

Assets

Excess Cash & Investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

OtherShort Term Operm ing Assets

Tolal Currenl Assels

Property Plant & EqUipment, Net

Property Plant & Equipment, Gross

(Accumulated Depreciation)

Goodwill, Net

Other Intangibles

Other Long-Term 0perati ng Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Tolal Assels

liabilities

Accounts Payable

Short-Term Debt

Other Current liabilities

Tolal Currenlliabililies

Long-Term Debt

Incremental Debt Requirements

Tolal Long-Term Debt

Long·Term Operating Liabilities

Deferred Tax Liabilities

Long-Term Non-Operating Liabilities

Tolal Liabililies

Preferred Stock

Minority Interest

Shareholders' Equity

Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

(Treasu ry Stoe k)

Other Equity

Tolal Shareholders' Equity

Tolalliabililles + Shareholders' Equity

Difference, from analyst adjustments and restatements

Forecast
Sop 1009 Sop 2010 Sop 2011 Sep2012 Sep2DI]

226 45

111 132 131 175 117

233 273 273 253 235

353 319 290 206 204
132 151 316 316 316

829 875 1,011 1,116 917

4,439 4,793 5,148 5,489 6,009
6,087 6,542 6,817 7,426 8,195

-1,648 -1,749 ·1,669 -7,936 -2,186

740 740 740 740 740

251 251 313 373 373

85 105 71 71 n
6,344 6,764 7,283 7,729 8,050

207 266 291 279 204

73 486 209 300 300

457 414 368 368 368

137 1,166 868 886 872

2,169 1,810 2,206 2,400 2,500

2,169 1,810 2,206 2,400 2,500

119 49 22 22 22

571 829 960 1,056 7,162

571 731 971 fJ77 977

4,187 4,585 5,027 5,336 5,527

0 0 0 0 0

1,791 1,714 1,733 7,751 7,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,177 2,178 2,255 1.394 1.523
6,344 6,764 7,283 7,729 8,050

t;J MDrningililr 2~12. ftJl Ri!Jhls Re:i~, M[fllirlgstar's ulldil R<Jl!Il~' & Research is ~oouooj iltJU lJllered by Mocniugstilr, 1(1{;., whkh Is hal registf"reil with the U.s. Sewities ar03 b.cJJ<llll:Je Comrnls:>~ iJS II Niltilltwif]> Rewgrnzell Stiltisti~1 Ratirlg Organhiltioo
fNRSRO'), U1l1ess o1trerwi~ Jl"ovid~ irJ a S$riitcil~t. 'f\JJ rna" U:ie this report Dll!'J I~ lhe 00i111.\J'1 '" which its Ofigirnl distrllJ.11d Is bilse~. The iJlmna!kl;t data, ill1illY"''El..S arid apinhms pre;lctJ.tcd h~cltF do 1m! i:onstltllte I~meffi i1dvif.€; are pnwided
sl:lleiy for IrlfllfTllJtooJF<lllJ.Hpll~S imd lherefa-c .nll ml tlh dfl;t to 00y or seN a se.wity; iFhd at~ 001 warri'ltltell \Q be correct. l:~I~Il: l;t ~t;UJ[(jte, ThE: opiruml'i ~~ed ilre <I:> of th€ dale wrllle!l ;md ille :>ll~ect l(J ch<lh!Je wilh[Jffi mIle\:, b:rept a~ otherwise
reqllired by ~ilW, Moo-Hfi9s1.<Jr :>hilll nlJi. be re:sp(lhslbl~ foc M}' tr;Jd~h~ ~Cl:15I00i. d<lmil!j!l':':i oc olhcr iw>~~f~ll!h~ tram, or related l(l, tlw inkmalroo, ~iltil. ilf1ilfySC5 or 1J!:jlnioos IT the1r usc, The ilIfQrtll{l\i(lh l;;\lnI31!lcd hcrdll is Ihe ~ct<l~ JT~ \If
MomlJl!:lsW artd milY nlJi. be tepnJdllced, in whme or kl p;Jl't, Qf Ilscd Ih iltTy I1liJJloOOf, wltlloo\ the ptilJ' wrrtten tl:lhs~ of Momings1<J1. III urller- leJTtms. (;ilU +1 312· 69~-6100. Til !H::ens~ the re~e<lfc~,~!1 +1 312-695-6369.
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Morningstar Corporate Cn~dlt Researdl

Atmos Energy Corp ATO (r~YSE) BBB+

CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-163

M()HNIN~

Business Risk

Good

Cash Flow Cushillll'"

Very Poor

Solvency Score

Good

Distance To Default

Good

Economic Moal'"

Narrow

Industry Group Seetor

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Cash Flow IUSD Mill
ForecaSf

Sep 2012 Sep 2013

Net Income from Continuing Operations

Depreciation Expense

Amortization of Other Intangibies

Impairment of Goodwill

Other Non-Cash Adjustments to Operating Income

Deferred Income Taxes & Other Adjustments to Net Income

Changes if! Opemling Assets and LiabilfHes

Iincroase) Dccroase in Accounts Receivable

IIncrease) Decrease in Inventory

Iincrease) Decrease in Prepayments, other Current Assets

Increase (Decrease) in Accounts Payable

Increase (Decrease) in Other Current liabilities

Cash Irom Operalions

(Capital Expenditures)

(AcqUisitions)

Asset Sales & Dispositions of Discontinued Operations

Other Investing Cash Flows (Outlays)

Cash from Invesling

Common Stock (Purchase) or Sale

Common StocK (Dividends)

Preferrod Slock Issuel(Purchase)I(Dividends)

Short Term Debllssuance and (Retirement)

Long Term Debt Issuance and IRetirement)

Minority Interest Addback of Income (Loss) Distribution

Other Financing Cash Flows IDullays)

Cash From Financing

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc,

Nel Change in Cash

Change in Cash on Balance Sheet

Difference, from anaiyst adjustments and restatements

Sop 1009

191

217

153

245

194

12

-182

84

919

-509

-8

-517

28

-121

-284

40

-339

64
64

Sop 2010

206

217

220

-40

54
-4

58

15

726

-543

·543

·93
-124

54

o

-163

21
21

Sop 1011

208

233

30

137

o
28

-92

24

14

593

-623

-4

-627

2

-124

83

82

44

·1
-1

278

246

-10

96

20

84

-73

582

-102

/24

-578

78
-726

o
176

28

210

270

224

249

o
106

78

1

-74

584

-169

-769

35

-730

700

o
5

·180

-180

p MOOlI~st.ilr 2012, All Rlglll!> R~d. MOOllngs.tW·S eredrt Ratings & Research is pl'll!luu=d :lrKl uffrnll:l by MafI!1<9~ar, ltl(;., wllif;h is not regis1ered with the U.S. S~Cl.lrities :md EJ:chal'l~!! Commi'isioo as <l Naiiml:llly Re'cagnilel St1l.i~ir..a1 Rdti!l~ Org<lnililtil;ll1
fNRsRO").Unll).55 oth~se j:i'lJ'Iided In 11 sep3f8tl:: a!1~ment, yw ma)' usethl:s repeYt ol1l'yinlhe mJn\l)' In whlct1 its [ll'i~irl<llllj:~"--Iwtor Is tl<l~d. Tht! irtmmlkJ.n, !:laLa, .a.rullyses al'Hl Opil'lM Pf!!semed he'eill no not Dln<;titut!! investment ad1/iC1'!~ :ll!~ ~l)vJ~~

solel~for in1OfTTIil-lll;ltltil ~o~:> flh{l thEH!lTf::.are nat an otter III buy or~I a serulty; Ilrd life nol wm<ll'llrn llJ br \;OO'Ect, Cl:lfl\"llcte« IlUlJr<:lte. The OJlI"lons Etpfe::;:'i!!IJ ar!! <IS nr U1e I:lall!. wrill1!n MId ar!! subject til Lh<lrl~!! II'.'ithEHJt rntici!. &~pt i'l~ WI!.'fwi~'e

JequiJed by 11IW, Moollllg>1dr 5t'l<lll hot b!! responsible roc arJYtriJ.~lf1!l dm;lsim~, dMl1ilges (l( aher 1[J.SSr=~teslllllt1fllTom,or relatl:li:l to, tht: informatioo, E!<lI<l, ::m1!fJ'5ES [l( ~imoos I:f their l.fSC. TOO InformatiDn rontair.ed hereill is the [lfqJIie~ry ft(Jpt"I'ty Clr
Murnif1!}Jtar 1l1'.l.l111<l~ not be reprOOilcro. in wlmle {If in part, 01"~ In i1h}' millmer, wtthtllrt Hre f1l1J" wriltrl'l wn:>mllJr MomJl1!l'ililr. To lJHkr rE'!'"lllts, mil t 1J12",696·61 00. Tn Ikms{! the rcsr=Jldl, c.<lll +1 312-fi!l6--6.1l&'9".



CASE NO. 2013·00148
ADACHMENT 1

TO OAG DR NO. 1·183

Moml ngshlr Cm'pmille Credit Resean:h MnRNIN
Atmos Energy Corp ATO (iIIYSE) BBB+

Business Risk

Good

Cash Flow Cushloo'"

Very Poor
SOllfehCY Score

Good
Dislllnce To Default

Good
EcanDl!lie Moat'"

Narrow

Induslr} Grl>llfl Sector

Uti Iities . Regu lated Utilities

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
EBlTOA Mo'll;" ,,\ OparolhlD MlJf!Jin % Net Mpl1lin ..../o Fr•• Cash Flow Margin %

Comparr;lTil:"~er 201.1(£) 2Dl1 2012(E) 2013(£) 2011 20121E) 2013(E) 1011 2012(E) 2013(E)

AGl Resources, Inc. 30.1 19.6 22.8 231 8.9 70.5 10.8 4.0 2.1 4.1

New Jersey Resources Corporation 6.5 4.8 5.4 50 3A 4.3 3.9 2.4 -0.5 1.0

10,2 12.8 12.9 4.6 5.5 5.B

leverage Analysis
D.bt!Total Cap % EB ITOAil nte res! Exp. Tota] Dobl/EBlTDA Ass.ts/Eqaity

2011 2012(E) 201J(Ej 2011 JOI2(E) 20l3(E) 2011 20l2(E) 201J(E) 2011 20121E) 2013(E)

64.5 63.0 61.2 5.5 5.4 56 52 4.5 42 4.3 4.1 3.9

43.3 43.7 432 9.0 95 89 3.4 35 3.5 3.4 32 32

20l3(E)

1571

76.1

2012(E)

170.1

771

2011

1820

75.5

2,415 USD

Last Histo,itai Y8flr
Tolfl! D~bt

IMIQ
3,164 USD

594 USD

Dabt/Eqoity'lo

CompilrlyfTicker

AGL Resources, inc. ~~(;.:~

New Jersey Resources Corporation

. . . '.' . '129,3123,1] /1$,9 '53,9 53.4.522']j .' 7,5 ·.··7,3 '4.3 . 4,i? :W '3,9 •. 3.7 .• 3,6

liquidity Analysis

MarJ;et[~~b
Cash per Sh are N€t CilS-~ pE::I'Shate CFD ~.r Share Fre. Cash flow per Share PilYl) lit Rillip %

CompanyfTic~er 1011 20Il(E) 20l3(E) 1011 2012(E) 2013(E) 2D11 2012(E) 201J(E) 2011 2072(E) 2073(£) 1011 2012(E) 2013(E)

AGL Resources, Inc. !A'; USA 4,757 USD 6.79 5.77 5.72 -33.93 -34.79 -35.05 6.35 6.01 5.82 1.17 0.63 7.30 68.5 58.7 57.5

New Jersey Res au rce sCorpora ti on 1,891 USD 0.18 0.18 0.78 -14.10 -15.58 -16.26 6.02 5.13 4.57 1.75 -0.34 0.70 57.9 56.3 57.5

Average 3.5 3.0 2.7 -24.0 -25.2 ·25.7 6.2 5.6 5.2 1.5 0.1 1.0 632 57.5 57.5

Almos Energy Corp In"(I jJ8 3,2.96 USD 1.45 3.77 1.77 -25.19 -26.04 -28.85 6.43 6.43 6.39 -0.44 -1.32 -2.02 59.1 57.8 57.9

P Mamings'tilr RIll. /'IiI Rig!lt!; Reserved. Mlrnii1.~!J.~'5 Cted~ fMittS" & Rl!"iBdrdJ is pHltlllCP.d ;,hd IJffCffiIJ by M\tIJingo;w, Inc., wl,ir:11 i~ tmt rcgi~lererl with the U.s... S~[ih::> aha P:~t1g~ Commiss.1oo <IS a Natimldllj ~!J~tll.led 5tllt~jC(l[ R~jt1g OJ~[lhft:i!t!\}ll

rNRSR01. Unll:5-5 (Jtherwl~ ~{lvlli~ in <l S!!p.aIOlI~ .,.,.eem~. Y~l !T1ayu'>I! this r!!p!lrt My l!ltnc w.mtr'{ Ih whkh its O(igir;al djstritul.Ol' i:; b;tSed.1lre it(mll:ltron. dat.<l, Iltltll'f'C'i ilIW [j~i'IMm prl!sent-e-d h~ei'Il!1l not DJ~Hl.Iie im;e:Mi'efli lI~e; "rc ~Qv1ded

:wIcl" IIJt kd"[l(rnatlo~lJ! ttJrp!l~S :md Uu)'el'rre, afe hJI OJll rift'! til tJu~ (J( sell a seDJ~r. :ltioJ life mt w;}ffijl1\!:d 10 be (:1,Yf~d, 'l:{lIT'j'llete or a;;wtillc, Hn: opilllmlS e'>:pfe~e'!l are a'i [If the ~<tte wrrttel'l and :l'l! ~bje~ ttl r.hollOI: wi11wL11 tlQi!t;~. hu:pt ~ llt!1t'l"W15C
roqulred by 1i1W, Momilfgst.:lr sh<Jil mit be re~~~bl~ ref i!~ trading I:!&r.;!mri, dam,'lg~ 01' ~tJel' IO:>.'.i\;5 ~l).Sl.llirtF!I f{{lm, (J( re~:Jled t1l, Ull! lItfl)lhlat!oo. d/lta. ana:l~s~ oc opllliOh;; It locir~, The. infoomHlln cnn~jl1ell !1!;feil1 i:> the pr~I~'$)' !1'fl~ei1y IJr
Momlng~lilt iJ!"Jj hJ(Ij' IIOC bl:! r~!XlIKro, inwllt;l!e or ih ~t. l;f IlS.'ed In ,my m"mer. W[ttILJUt the \:(kt wrlttctl ooll;<;e/lt ~rMomlng~3r. To Ol'l.!!'I' ~ltr~ (:.all +1 312·!i'95-61IXL TQ flGetr5e IhI;! re.'iB<lrm. ~<lll +1312-fi%-(ill59.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnHNlt~BSTAR"'

Morningstar's Approach to Rating Corporate Credit

I> Offers a proprietary

measure of the credit qual

ity of companies on our

covsrage list.

I> Encapsulates our in-depth

modeling and quantitative

work in one letter grade,

I> Allows investors to rank

companies by each of

the four underlying com

ponents of our emdit

ratings, including both

analyst-driven and

quantitative measures.

.. Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional sarvice.

Purpose

The Morningstar Corporate Credit RatirJg measures the

ability of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations,

The Morningstar Corporate Credit Rating builds on the

modeling expertise of our securities research team. For

each company, we publish:

.. Five years of detailed pro-forma financial statements

.. Annual estimates of free cash flow

.. Annual forecasts of return on invested capital

.. Scenario analyses, including upside and downside cases

.. Forecasts of leverage, coverage, and liquidity ratios

for five years

.. Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at select.morningstar.com,

Methodology

We feel irs important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundamental arld market-driven. We therefore evaluate

each company irJ four broad categories.

Business Risk
Business Risk captures the fundamental urlcertainty around

a firm's business operations and the cash flow gerlerated

by those operations. Key components of the Business R'd

rating include the Morningstar Economic Moat~' Rating and

the Morningstar Uncertainty Rating,

Cash Flow Cushion'"
Morningstar's proprietary Cash Flow Cushion" ratio is a

fUrldamental indicator of a firm's future finarlcial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like contractual commitmEmts over the next

five years, The Cash Flow Cushion acts as a predictor of

financial distress, bringing to light potential refinancing,

operatiorJal. and liquidity risks inherent to the finn.

Morningstar Research Methodology for Determining Corporate Credit Ratings

--~--~----,-_._-

Senior personnel AM Extremely Low Defaliit Risk

review each M Very Low Default Risk
company to A low Default Risk
determine the BBB Moderate Defalflt Risk
appropriate I1nal
credit rating, BB AbDve Average Default Risk

B High Default Risk
• Review modeling eee Currently Very High Default Risk

assumptions ee Currently Extreme Default Risk
• Approve

company-specific e Imminent Pal'ment Default

adjustments D Payment Default

un Undsr Ruview

UR+ Positive Credit Implication

UR- Negative Credillmplication

We gauge a firm's

health using
quantitative tools

supported by our
own backtBstin9

and academic
research,

• Morningstar

Solvency Score'"
• Distance to Default

Based on compet·
itive analysis,
cash-flow fore
casts, and
scenario analysis,

the analyst
assigns
Business Risk,

Analysts run bull

and bear cases
thro\Jgh the model

to derive alternate
estimates of
entsrprise value.

Analyst derives
estimate of Cash

Flow Cushion"',

Analyst considers

company financial
statements
and competitive
dynamics 10
forecast future

free cash
flows to the firm.

Analyst conducts
company and
industry research:

• Management interview,

• Conference calls
• Trade show visits
• Competitor, supplier,

distributor, and

customer interviews

• Assign Economic
Moat'" Rating

tI Momingstilf 2U12. All Rfght<; Fres~d. Mottrhl~:>tIl"'S Credit Ril(!tf9\> 111 R~;m;:h j~ pI"'Ol:!uced .md IlffeJlm by M!rnl~~l{f, 1111:., whlr.h f" ootregbtered wilh lli! U.s. SOOHilil!s ;mrl Exd\imge Commi".'.iloo as e IIiaIjolJ1ll!)i Recogrnm.l Stati'il:ir.a! R~t~ !Xg~lIililtJOIl

rNRSRO l Unless ctherwise ~~ed In a 5Cp;Jhl!1O "'1~el1lf'ltl. ~w tMy Wi!;: Ihl~ r!!j.lcrt Ill'l~ il'l ttE (;oonJry ~ ...n'\kll it!; Qtlgiml distrlbtlllX is b<l~. The IrtlTmation, data, <l1'l<l1~13,) and -opinm.r.:s pr~sem.e;j 1lJ'f.er.1 00 not CfJllSiiM:e jllve-stll1fflt allviEe; Me pHwllleEi
:iQlely fOf infunnati.on.ill [Xlrpm;e.:i aM Ihllfdlte are IJ:;lt an It(<< t!llxJy r$ :-ell ~ ~:itr. :m:!,are not wmHHlted to he correct, (:0I1f'leLr l)( :JcClIr.lte. l!le ~[nlrnlSe:tpfes.sed :Ire as of the date YTritten ami are sOOjEXt !l}{;h;mge withwt mtke. hrep!.lIS mhffwi~e

reiJuired b~ law. M[JfJIi!1gslilr shall JIDt be rC$lJl1.o;;j~l~ flY <lny tmli!lg dl;(:h:~,d~g~ or nOw Iossr=:; fe;ull1ng frmrl, (]I relMed Ill, the lnfoomtion, llilt1l, lloolyses oc OlJinioos [J 'heir ll:>e. The InfomJJtluoIl r.unl1llt1f:\i hereirl i~ Ul€ prtlJli8tlry~ of
Mamfng"lilr <100 ffi3y rroI. be repmum:ed. Inwl:mh: ry ill IJdrt. Of llSl'I.l in:mj In/ltlrw;!', wrttlOOt the prilI Wl'ml3l} [J]nsem of MQll1;I!g5t"r. 10 nrderrefJints. call 1"1 l12"5%-61OO. TI:l!J(;€'fl'ie ,he lesCilrm ~illl +13l2-!:i!)(Hj(lG9.
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Mornirlgstar Corpomtc Credit Ratin.g
~~-""---~~~~~~~~~~~~~~~~~~-

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forvvard-Iooking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Momingstar Solvency Scoreru

The Morningstar Solvency Score'" is a quantitative score

derived from both historical arld forecasted financial ratios,

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows), profitability

(a company's ability to generate profit per unit of input),

capital structure (how does the company finance its

operations), and interest coverage (how much of profit is

used up by interest payments I.

Distance to Default

Morningstar's quantitative Distance to Default measure

ranks companies on the likelihood that they will tumble

into financial distress. The measure is a linear model of the

percentile of a firm's leverage Iratio of Enterprise Value to

Market Value), the percentile of a firm's equity volatility

relative to the rest of the universe and the interaction of

these two percentiles. This is a proxy methodology for the

common definition of Distance to Default which relies on

option,based pricing models. The proxy has the benefit of

increased breadth of coverage, greater simplicity of

calculation, and more predictive power.

For each of these four categories, we assign ascore. which

we then translate into a descriptive rating along the scale

of Very Good / Good / Fair / Poor / Very Poor.

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINGSTAR"'

Overall Credit Rating

The four component ratings roil up into a single prelim

inary credit rating. To determine the final credit rating,

a credit comm ittee of at least five senior research per

sonnel reviews each preliminary rating.

We review credit ratings on a regular basis and as events

warrant. Any change in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are avai lable on

Morningstar.com. Our credit research, including detailed

cash-flow models that contain all of the components of the

Morningstar Corporate Credit Rating, is available to

subscribers at select.morningstar.com.

() Mornil1Q~tar21]12. All llig!lt5 Rffi~. MomifigstN's llidit !t:IlirJgs & Researdl is lXodu~\:1i aM uffered by Mm1iJl~r. 1m;., wtlkh is not regIstef211 with the U.S. SroJl1ties diU! Exr:hJ!1!J1!. Commis~ioo as il N/lti!J!1.dty ~n.gt1i~e.J SM1S'tic.a1 R6ti!lg Organlzatioo
nJItSI101. Unle'l'i oU1ID'As1:l ~I:lvjded irl il sep<lI"te ilg-eemeflt. yru may lise this repoct llllij 1t11~ r.wtJ.try in whkh its ocfgirnl di::mbtltoc ~ b<l5erl. 1h2 itilTm3thm, oj(jtiJ. il~lI!yse'l <1m:! oplmmts.pr~ented ~I~eill ~o I1lJ\ ~tlUJt~ IIl','eSrn:1erlt ad!;ice: ~'l! provided
s(lle~ for irrrormilt1iJnal !J.!IPOS€-S "nil tlu!l:flTl! ore oot ,lrl ofr~ to blJy or sell a ~a.-ity; llhd~ I)fj{ W{l/Ttlhtell tn be cwed. C[l~\.el;l!or ac.rur<ate. The Ofl~tlkJhJ cKprcss~d {!!l;' ~<; of the dOJle \";'1iUen ;lnd <If!!~~ tt.l cfli'll11lf' "";thrilll1otke. Enept ilS otllllfvk,e
re<jlllred by law, Momi~stM shilll rmi: be H~spmlS1tJ1e rcr <If!)' ITildj[Jg der;i<:10f\'i, damiigp,;; [If otl-x:i' ~e.stesl.I~lng fmrn. or relal!:~ til. the Infoomtloo, d~:l. !ll1l1ly~ 'Jr Dj:l1~!rJffi«their ust=. Tile Infoona.l!mll'1lll[.'lllle'd htYl!ltl is lite- pl"tlpIier.;ry ~ll~erty [lr
MomirJgstar and may rHJi: be reprodllced, irJ IMIDle or in p;I~ Cf used in arl)' rmnner, withool. lne ftil1 wriE,tell Cllh5.erJt gf MrJrnings1;{Il'". To [1(00- r'Cflinis. l:<lll-t1 312·696·61{l{I. 10 licffiS.l::the research, can +1 31 H95-6Il!J9.
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Morningstar Equity ResBilrch

Almos Energy Corp AIO (NYSE) I***

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

M()RNIN~srAW

Last Price

35.93 uso

Fair Value

35.00 USD

Consider Buy

28,00 USD

Consider Sell

43.75 USD

Uncertainty

low

ECGfIomic Moat'"

Narrow

Moat Trend""

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+
IndusllJ GrDUJI

Utilities - Regulated

Constructive regulatory environments provide strong rate base
growth opportunities.

Andrew Bischof
Equity AnBlys t
andrew.b1scho:f@momingstar.com
+1 1312) 695-8433

The primary a""lyst covering this compacy
does flDt own its stDcK.

Re""'ch os of 21 Auy 2011
Estimates as of 17 Jul Z011
Pricing data I11rough Zl Aug ZOlL
Rating updated as of 11 Aog 1[112

Clirrency amollnt, ~xpres,ed with'$' nre ill
U.S. dollars [USDI unlESS otherwise denoted.

Cuntants

Allalysl's Perspective

Investmel1l Cor,sid8ralions

Analyst Note

Thesis

Valuation. Growth and Profitability
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Analyst's Perspective 21 Aug 2012

With its massive, diverse portfolio of gas distribution

businesses and asmall gas infrastructure business, Atmos

has leverage to a structural increase in natural gas use in

the U,S, economy, Given current market conditions,

management has shifted its focus from growth through

acquisitions to internal capital irwestment opportunities.

with management expectations to grow the rate base 8%

annually through 2016. Atmos is investing in its most

favorable regulatory regimes to drive earnings growth.

which we forecast at 8% through 2016. Combined with a

4.0% dividend yield at our fair value estimate, Atmas'

returns should be in the middle of the utility pack..not

surprisirlg for such a large, geographically diversified

company.

Key Investment Considerations

~ Trading at 15,8 times our 2012 earnings estimate as of

late JUly, Almos looks slightly overvalued,

.. The formerly fast"growing pipeline and storage business

in Texas provides for strong rate base growth in a

constructive regUlatory environment.

.. Atmos management has shifted its growth strategy, and

is now focusing on internal capital investment

opportunities to drive 8.0% annual rate base growth

through 2016.

Vital Statistics

Market Cap (USD Mil) 3,240

52-Week High (USD) 37.33

52-Week Low (USD) 30,00

52"Wcr.k Totai Rr.turn % 17.5

YTD Tota I Return % 98

last Fiscal Year End 30 Sep 2011

5-Yr Forward Revenue CAGR % 8.8

5-Yr Forward EPS CAGR % 8.5

Price/Fair Value 1,03

Valuation Summary and Forecasts

Fiscal Year: 2G1O 2011 201Z{E) 2013{E)

Price/Earnings 13.2 14,2 15.4 14.7

EV/EBImA 0.8 7.4 7.7 7.5

EViEBIT 9.8 11.0 11.7 11.2

Free Cash Flow Yield % 7.0 -14 -3.7 -5.7
Dividel1d Yield % 4.7 4,2 3.9 4.0

Financial Summary and Forecasts [USD Mill

fiscal Year: 2G1G 2G11 201Z{E) Z013{E)

ReveflUe 4,790 4,34B 3,846 3.897

ReveflUe YoY % -3,6 -9.2 -11.5 1.3

EBIT 489 472 481 503

EBITYoY % 8.1 -3.5 1.9 4.5

Net Income. Adjusted 206 199 212 224

Net Income YaY % 7.8 -3.4 6.5 5,9

Diluted EPS 2.22 2,2B 2.34 2.45

Diluted EPS YoY % 6,9 -1.5 6.6 4,9

Free Cash Flow 1B4 -40 -119 ·185

Free Cash Flow YoY % -55,1 -121.B 196.9 55.3

SOUiC"e for fuieC1is;t$ ~I' the datil tables pbO"lf6: M:;Hningswr E~timall;lS

Analyst Noll): Dur fOrln:ast CDlJ!~ diffaf with as mportfJd and mnsensus ftgmes Gut! to
uniqLl8 ffiDdeling [;(lrWentjDn~.

Profile

Atmos Energy is one of the largest natural gas-only distributor in the United
States. serving more thall 3.1 million customers, The company's utilily
operations serve Colorado, Georgia, Kansas, Kentucky. Louisiana,
Mississippi. Tellnessee, Texas, and Virginia. lIs nOllutililyoperations market
nalural gas across a vast U,S, territory and indude one of lhe largest
intrastate natural gas pipeline systems in Texas.

~ Mom~r 2012. All Righls Rl!S~, Mmoingst;w-'s Cretll!. R<iti>lg:i & Res.e:m:h is. !If{l[!lJccd./ll1ll Dffemd tl) Mtrnbtlg~/'I1, It'k':., whkh b ml iellls\cred wTih 1!Jr. U.s. ~rili~,> <11111 EIi:dmnge Cllirrnis.senn as. <l Natioo<l'I!~ Re>:agn~ S~j~k;'l~ P.1!iiJ19 0i9.fll1h'o1tilJt1
fNRSRO"'). iJnI~ss otil~ IIllvided in:l s[!p<Jf:lle ~rl::ml1'o\,:JIm m"y use thi'>fepOO !m~!1l t!'E (;Wlltry !n whTcl1 its ~jgTn.a1 di~rlbr;lllK fs b.ao,;e;l, The rlcr!n,.1tilJh. Oil!/!, /It1aly;es amJ opln~l1'> p'es!!flted meln!ln not Clll'lstitlil:l! ~t!J'Ie'1t al.l"';~: 1fle pI'!Nl~e~

soll!ly for inform<ltloMI ~sc:;; <JIld Ih!!reflTe af!! oot an offtJ to buy [If seli a soo..rity; aoo Me rot WillHH!\£{i to be tl)Il'ett !~etc or il(;rura~e. Ihl! [ljlltlTCh$ ~~etl <lfe a'O ofth[! datI:! 'o'IIitlen and are subflrt hH:rulFlge v."ilhoul: ootk~. b:oept {I:l [l1hl;t.....1$e
tequifl!d by law, Momlllg:1ar shall not. b<o responsib!1:! flY 1l"J' tr'J[II~g dedsioos, damages or oU'C( fos:ses re511IUng Fr~!\ \If r~IO!ted10, the infoonatilXl, dal<l, ~rm!j:>~!Y .;.pillions II" 1hE!~ llSlJ, It'i! Information !1Jntai~ h~ein is the p'~etdry P'~ cf
Moming>l:a:r <lOO rmy not be rqwoouced, in whok! (J( III part. \If llsrd in:lrry rll<lnrA', without the pril:l'" wrmEft rnnsel'lt of Mool:ngst<lr, 10 order n~}Killl:>. GOII +1 31.2-6%--6100. To Iic.enselhe Je:sw,;h, 1.:<111 +1 312-69&-6il69.

Pagelor18



Momi ngstar Equity Res.Eilrdl

Atmos Energy Corp ATO (iIIYSE) I***

CASE NO. 2013-00148
ATIACHMENT 1

TO OAG DR NO. 1-163

MnRNIN A
i;;

I

Last Price
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35.00 USD

Consider Buy

28.00 USD
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Uncmainty
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Economic MoatTN
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NA
Morningstar Credit Raling

BBB+
Industry Group

Utilities - Regulated

Morningstar Analysis

Atmos has an
impressive number
of rate mechanisms
to raise revenue
without filing a
forma I rate case.

Thesis 21 Aug 2012

As the nation's largestnatural gas distributionutility, Atmas

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency ofits overall rate structure, which should

consistently provide healthy. if unexciting, returns,

After the sale of its Illinois. Iowa. and Missouri business

expected to close in August, Atmos will have regulated

distribution operations across nine states. A highly

diversified regulatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. Regulators' ability to set rates

counters the natural monopoly position of the utility.

resulting in a narrow economic moat for most utilities.

With so many differentjurisdictions Atmos is more insulated

from individual negative events. It also enjoys some

favorable rate mechanisms in its territories. The company

is protected from weather-related fluctuations in customer

usage forthe bulkof its meter base, with full rate decoupling

for another slice of it. Even better, Atmos has an impressive

number of rate mechanisms to raise revenue without filing

a formal rate case. All these factors help Atmos generate

relatively stable cash flows.

Atmos has historically grown through acquisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acqUisition of TXU Gas, which added

1.5 mill ion customers and pipelines that access nine

substantial natural gas basins in Texas. Atmos took on large

amounts ofdebtto complete the purchase and integrate the

TXU assets, It spent afew years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity, in line with other gas utilities.

Atmos is now focused on organic growth, with most of its

$2.4 billion in growth investments in the constructive

regulatory Texas jurisdictions. The company benefits from

Texas Rule 8.209 on distribution infrastructure investments,

allOWing the company pre-approval by the Texas Railroad

Commission and regulatory asset treatment for carrying

costs. The company's state transmission and storage

investments experience regulatory lag of up to ayear while

still earning comparatively favorable returns among peer

regUlated returns. Management has built strong working

relationships with regUlators that should continue to result

in strong shareholder returns,

Valuation, Growth and Profitability 21 Aug 2012

We are maintaining our fair val ue estimate of$35 per share.

Our forecasts incorporate normal weather and an updated

five-year company outlook.

We expect regulated growth expenditures will be

concentrated at Atmos' mid- and west Texas utilities and

regulated pipelines where the company can automatically

implement recovery on an annual basis, Atmos has a

substantial infrastructure program in these regions,

supporting our projected 8.0% annualized rate base growth

through 2016. Our fair value estimate incorporates about

$3.8 billion in regulated expenditures through 2016.

Add itionally, our earnings growth estimate incorporates 1%

customer growth at the LOCs through 2016, assuming no

growth through acqUisitions.

We use a 7.7% weighted average cost of capital in our

discounted cash flow valuation based on an assumed cost

of equity of 10% and current credit spreads,

Scenario Analysis

Investors considering a position in Atmos should consider

three major factors that could materially affect expected

returns. The first. as with most regUlated uti Iities, is the

company's rate base growth. If we assume spending falls

from our forecast levels by 25% annually our fair value

e MI1t1i~s.taf 2012. All RI[/hts Reserwd, MOlllil~tC'l's Credlt R3tIOlJS & R"es!!.nm IsprQ~ Hl"H.l llrrer~ !.Jy MOO1~I'l~>t.<1r. loc., vtltcl1 is not regi'>terro 'oMlh ttw: US SroJrrtie.s :m!l f:Mdlall~ Cmnntsirll] 1'6 a N::lHoo:llly Rt"(;ognfred Sllltbtir..al RaUrnJ Or!)<l!1IZlltion
iNRSROI. Urlie::>sntherwlse rr01(lded il'l a ~epar<lo\e <l!1eemrnl, yoo !T1B)' ll~ this report. on~ ill tlle"!:OONl)' ill whidl ~ origlMI dlstrlbtJtOl is bClsed. Ttl!! Ili00lMlloo, [/<lla, an<3lyses <:Inti lJp!l'lkm:> rxesw(ed !wall1 dll llffl wnstiMe i.rlv'e~tmmt IllMee: lll'e ~rJll'irle~

soll;lj for imOfTll-<ltkli1.91 f"lrposes ~rul thl'u....a'1! ar~ !Illt ,lI'l dfrr to W)' 01 ~eU <:I s.Ila.rit.~; arx! are lv.Jt .....amHltelJ t(l be l:M!!ct cl:l~lctn« <ll:airate. ThE OIJll'llm~ eJePll':SS1!{j are as 01' Ihlll:!1LI13 wrin13!1 ~rn.:llln." 5ll~ect to r.rumge y,.'fltml.lt ooti~e, [X(;Cpl ItS ffiht'rw~e

r~Ui!ed try law, M~il1ll..-w sll31' not be rl!sp(lll"iI:l~ flY <J.ll)' lntd~ l.IedsJul'1S, d<3m<l~~ (l( otl'lef kisses resu~1'I!J from, IX ,ebtEd to, the ~ormarloo, rlmll. !ltHlI)'sE'5 [l( opllliom. (J'" th;lr use. r~ Irl[QI!nIltkm wntJli~d h!'lelll b:the 1Jf00000Ietary [Joperty of
MQl1I!~star ;md mey n{){ liE: lepnxflllX'll, II'! whole or mp..~rt, or uo;ell iflany m.Jnl1l!f, wlthool: the prill" written IXlf'l5iellt [If M;:ming~ ..tHf. To order rl"lJ1!1ts. wll tl 312-IJ9Ei·6l0Il T(llkms~ ttl': r!"S{';l!t:h, ol:llll-t1 3ll:-69&-58tiR
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estimate falls to $33 per share. Ifspending were to increase

by a similar amount our fair value estimate would rise to

$37 per share, assuming full recovery.

Without decoupling mechanisms, Atmos' growth will be

influenced by customer usage. A 50-basis-point change in

our core customer growth assumption would lead to a $1

per share change in our fair value estimate.

Our assumed cost of equity has asignificant impact on our

valuation. A 50-basis-point change in our assumed cost of

equity would lead to a$4 per share change in our fair value

estimate.

Economic Moal

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers. In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while prOViding adequate returns for capital

providers. This implicit contract between regUlators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leadsusto assignthecompanya narrow moat.

Moat Trend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers. As with all regulated

utilities, we think regulatory caps on revenue and returns

preclude Atmos from establishing a wide economic moat.

Atmos' investment program is focused almost entirely on

its regUlated natural gas distribution and transmission

businesses. Furthermore, the company is concentrating its

growth expenditures in the territories where its regulatory

return is swiftest and most transparent, like Texas.

b! MomifYJstJr :la1~. All RfglM~~~, Mcmih!js1.(I"'s Credit R<Jlih~ & ~e{lrd1l:> I:(IlUlll;cll ;'h~ IJfrer~ by Ml1tll~;;t3f, Ia::" .....tJicill~ fY)t regi;;tererl witll ihc U.s. Scumtlc:; llhd bch<mge CmTlTlission d.S It NaWr1illl'r' R"'~ngt1i.1-e\f Sl-<tl:i~lc/i1 R1lt~ Or9a:lj)~iitltl

rNftSRo1. Unless othcf:wj~e "lJ'r'j~etl ill il :>l:p.<lr;,te <lg-I!!:.'Ileot, ytJJ w<l1ltse t!li:; relJGl1. otlly fn loc w,lhUj ill wIlich Its IJtI~lI1il11is1J1oot~ Es oosell. The irtctllJ.'jlhm, Ql>l.il. iJll(l!yse~ ami opirJlans Pfl!sented Il«eitl do ml CO!1~trwtelhve~~Il~vl~e: l'!!'~ t-'"(lyjl1';~

wlely for tnformutllJoo~ I'flpc.~ MN1 tfJerdocc me 00\. all ~rff to 001 rJ: :>e!l a Sffi..fil.y;~ arc mt Wilrr.atltecl m be r.Qlre:ct. ~Iellllj' l'l!Y1lrate. 1he qJini~ e~mJ LJle 11:: nf the dati! wrRtl!11 :md M~ subject to ch/ltlge wit:l1(lUt r(Jti.(:~. E~p-t ll$otf1erwise
r~irffil by law, MQlnitl)lWlI s!lolll t1(JI; he t1):$[lhsibie fo- ally tr.Jd!h~ dec1siO!"I$, dllh1!!~!:'5 oc c(het IIIDe.'i I.;Silllil'lg frl)t{1. or tc!i:tte;J t{l, thO' inform:llioo, dOll;), <lndl~ ~ ~lll~(l(!5 ~ their use. 1he imormatlllil /'.:CInt;lihl;:tJ h~.e-lll is tJ~ Pf~jet.al)l ttope!'t1 \If
Momlngstar and milj" 11« [)e reprool1~, ill wtmle or in ~rt. \1 used ina~ Illal1l1b", W~~lJJt tim ~kr m'itt~III'1lI'lSM\ Qf MDming:i1.<Jt, To t,Vder r{!jI!I'lts, C31~ +1 312-6% 61 00, To lil:ef\s-ethe r~,~h, i:all +1 312-G9G-OOG9.
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Bulls Say/Bears Say

Bulls Say

... Much of Atmos' meter base is covered by favorable

rate mechanisms such as weather normalization and

automated rate filings, which reduce regulatory risk.

... Atmos' regulated operations are distributed across

nine states, insulating companywide profitability from

individual negative regulatory outcomes.

... The company has increased its dividend consistently

during the past 28 years, with 108

consecutive payouts.

Bears Say

... Although Atmos is protected from weather-related

fluctuations, only a small percentage of its service

area's rates are decoupled from usage patterns.

... Dividend-paying stocks such as Atmas are sensitive

to interest rates. As interest rates go up, dividend

paying stocks can often underpeliorm the broader

market.

... If the latest gas LDC deal comparables are any guide,

Atmos might significantly overpay for any growth

acquisitions, potentially destroying shareholder

value.

e M[l(lllng"'3r {{IlL All Ri~hts Reo;efVilCi Morn~H'$ CrEdit. R<lllng:. & R£5!Y.JJrn i" rxrJIk.Er;e~.a;rooHf'rei1 ~1 Mrrning'itdr, loc., which is oot fl3!jistffed MIll lhl! u.s. SooJrilil!s ami b:d1.a"ge ('OITIflls,siun as a N:illoo<llly Rec:~rnzerl Stati~(:ll Rating OrgaTlf1..:ltmr.
tNRSR01.lInles.s uth!:"i'Ms.e p"O'o'Hfed ill a s~ate Il!1EffilellI. y[JJ may use Hll~(ep~ only 111 the tamtry in whkh its ocfgrnal distrilxJioc is bilSl3d. l~le irilunation, dllt.<!, ill'l<llysllS ,mol opjl1Tml'> presffi\.eJ.l ha-'!!ln do not rnl'ls-(~l! ~l.ww!l: are prmriderl
s.rnElyfor Infl:m1lltillllal p.JrpI:lSflS arnl UIE'fefrn flle oot an dfll" 10 tluyOf s[!]1 ::l :;ea.-11.y; llncl ille not Witffil!lli.'d III Ill:! CDlTl!ct, l:0rTl'lete oc a~Qnilte. lhe (lj:lin[um l!XJlfe~ed are as of the: dilte~J !JIll.! are subJill:t IIll:l1ange without m!iCIl. e.:c:ept as. nth!'fWise
H'<j1.llred by !llW, Mornlrlgstilr sha~1 ool be: reS\ml1s-lble r0- ~fT). tWE!lrtg drcls1ons, dllm~gl5 or [jl;her lOSSES re'X.l1tiilll from, [l( rel<llf!d lfl. the ;f1fQJIDi:ltion, data, Iloo!)ses. (J( opinioos l1" lherr ll'>e. The infOll!IJtjQl1 UJ!1I<lI~ herl.'ln Is the pt"opfielary ~(lPMy of
MOl"l'liog~1.aI1ind may net be repn~i!Jj:ed, ill whPIlO-U" Tn pm, oru~d In.ul)' In<lnf1Cl'", without the prilT Mitten ~eilt of Mornlngstar. 11] ord(;rtefJ"I~ls, call 11 :J.12-69!J-..6100. Tu Ikffis.etne res.earch.cal! t-l J12·69!J..6869.
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Credit Analysis

Five Year Adjusted Cash Flow Forel:ast !USD Mill

Cilsh and Equivalents (beginning of period)
Adjusted Free Cash Flow
Total Cash Available before Debt Service

Principal Payment~
Interest Payments

Other Cash Obligations and Commitments
Total Cash Obligations and Commitments

Cumulative Annual Cash. Flow Cush.ion

Financial Health

201l(E) 2013(E) 2014(E) 2015(E) 2016(E)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -62 -77 -95 55 credit rating. At the end of fiscal 2011, the company's
142 185 -13 -13 155

debt/capital ratio was 52%, in line with its peers. Total
-250 -500 debt/EBITDA could tick up slightly. averaging 3.6 times

-150 -165 -183 -224 -254
through 2016. We believe Atmos' dividend is well covered

50 31 33 35 37
·200 ·446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%.

Business Risk

Cash Flow Cushi on

Solvency Score

Distance to Default

Capital SbUclure

With $3.8 billion ofcapital spending planned between 2012

and 2016. we expect Amos will be a frequent debt issuer,

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015. We expect Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmos' cash from

operations and healthy cash position, we do not expect the

firm to tap the equity markets in the near term to fund its

growth plans.

Enterprise Risk

The primary uncertainty Atmos faces is regulatory, though

the size and breadth of its distribution operations preclUde

anyone regulatory decision from having adrastic impact on

earnings. Still, lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain. especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

Universe
5,2

6,2

5.1

4.4

%01
USD Millions Commitments

131 6.9
-600 -31.4
-469 -24.5

703 36.7

234 12.2
-1,912

Sector
5,0

9,2

60
4,6

Cash flow Cushion
PDssihl€ Liquid~ty Need --

Adjusted Cash Flow Summary

Credit Rating Pillars-Peer Group Comparison

ATO

4
10

3

4

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Revolver Availability
Asset Adjusted Borrowings (Repayment)

Begiming Cash Balance
Sum of 5-Year Adjusted Free Cash Flow

Sum of Cash and 5-Year Cash Generation

Credit Rating BBB+ BBBt BBB+

SQUH:e: Morningstar Estimates

Note: Scoring ill on tJ ~l;il!e 1-10, 1 b~ing Best, 10 beinQ Worst

~l Mom~rlgS\<Jr 2012. Ali Rights R~d. MoolingM's ~!lll. R<lllJ1gs & Res£"3rdl is. proillKetl ilnd IJfflj'ftl hy Mocnill~st.<lr.lllc., which ~ oot '''9i'itel'!lrl wUhthe u.s. 5erurfl:ie:s:lrul Eldmn~e: Cmnmi.ssifl!1 f\'); (I NatKnall)' R2r..ognued St:lti>tic<'I1 Rating Org:m!latian
{1IJRSRG1. IJnlll:SS oI:h!!i'Wise !yrnridro In OJ ~rijte :Jg'cemenl.~!JJ maJ use U1is re:pocll:ll'li)' 111 too WJrJtry ill whk:h its original distri~tor is; bil'>ed. TI1£ irt\tln<llirul, data, .an.:llJ'S~ and lJPlrsirn15 pres.eliled lwelrs do nEll cOl'o.'>t.ilJJte irwestmef1t dd~~Le; <Ire pro~
solely foc Wormatl!mallJllll(]Si!S amI th£r!!frro af{! rot;:H1 I1fl:r IQ buy IX scll <l sernit): ;md mil txJ1 w/lrTlmtaf to 1m correct c!l~!~te [J( accurate. The O\llllimlS l!xpfe>sl!1:I <'Ire as of the [Me written.Ml~ ilfe 5l.l~t:ct to~e W'ithout notice. ucept d'> ffiI1l'fWl~

li,:quired by 100W, Mumll'lgstar shall not bl!. msponslbk fI:r a.tT)' tHII:Eirrg dE(;!s.IIIDS, llam;Jges oc ol.in ID~"6 re~mn9 from, or rel<lted to, the informiltloo, dala. 11l1lllys.es (J( ~Inlooscr tl'xlJ'lI.5e. Ttl': ir.foon.atkm rontlli~d hrrdn j~ thl! ~oprielM)' ,rx-openy of
Moml~:;tar <JM ffi<l)' not 1m mprorlucl!'!i, in whole!J( N1 pmt, Qf llS!':d in.all)' In<lnner, without thl! p-I[f witten (.Ol1'jen! {If Moo1i~'>tar. T\l onl~ relJif\ts, call-tl J 12·69&-6100.10 Ikensr t~ resElilrdl, call +1 312-G9&-6869
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Atmos Energy Corp AID (r~YSE) 1***
Last Price

35.93 usa

Fair Value
35,00USD

Coos!der Buy
28.00 USD

Coosider Sell

43.75 usa

Uncertainly

Low

Ef:OIIomic Moal'"

Narrow

MoalTren"'"

Stable

Slewardship

NA

Morningstar Credil Raling

BBB+
Indusll)'Gr""l'

Utilities - Regulated

Management & Ownership

Stewardship: 21 Aug 2012

*Represents the date on wtlich the owner':> name, pCl$mon, 3nd 'Common shares held were reported by the Mlder Of issuer.

Management Activity

N3me Position Shares Held Report Date' In$jdlli"Ac~vity

MR J D WOODWARD,III 72B,364 03 Apr 2006

ROBERT W. BEST Director 414,292 14 Aug 2012 62,900

MR. KIM R. COCKLIN CEO/Director/PresidentDirector 145,069 04 May 2012

MFUOHN (pAn PATRICK 79,685 31 Dec 2008
REDDY
CARL S. QUINN Director 57,769 01 Jul 2004

R EARL FISCHER 55,540 09 Nov 2006

WYNN D, MCGREGOR 46,289 06 Feb 2009

THOMAS J. GARLAND Director 45,082 03 Feb 2010

DAN BUSBEE Director 41,366 04 Feb 2009

Fund Ownership

Top Owners

Allianz NFJ Small Cap Value Instl

SPDR S&P Dividend

Vanguard Small Cap Index Inv

Vanguard Small Cap Index

Vanguard US Total Market Shares (AU) ETF

Concentrated Holders

New Alternatives

Magellan Infrastructure

Speece Thorson Value Fund

First Trust Utilities AlpllaDEX

Institutional Transaclions

Momingstar %of Shares %of Fun" Ch,n
WRating HEI" Assets Portfolio Date

***** 2,12 1.00 -54 31 Jul2012

***** 202 0.71 15 Aug 2012

**** 1,61 0.20 39 30Jun 2012

1.57 0.17 1,415 31 Mar 2012
1,26 0,02 3B 30Jun 2012

* 0,25 5,66 -25 30Jun 2012
0,27 379 30 Jun 2012

***** 0,03 3.41 30 Jun 2012

**** 0.15 2,89 -14 30 Jun 2012

Overall, wethinkAtmos' managementteam has been a good

steward of shareholder capital, Management has been

consistent with paying--and increasing--its dividend over

the past 28 years, We think management has been

disciplined in acquisitions, providing shareholder value by

creating the largest distribution utility in favorable

regulatoryjurisdictions,

Kim Cocklin replaced Robert Best as CEO in 2010. Cocklin

had been president and COO of Atmos since 2008.

Previously, he was a senior vice president in regulated

operations for the company and had worked for Piedmont

Gas for three years before that. Best had been president of

Atmos since 1997 and served as the chairman of the

American Gas Association in 2004. He oversaw seven

acquisitions after inheriting the Atmos throne, expanding

the company to the largest distribution utility in the U.S.

Top 5 Buye'rs

Vanguard Small Cap Index

Vanguard Total Stock Mkt Idx

SSgA S&P MidCap 400 Index Strategy

fidelity Series Small Cap Opps

Fidelity StOCk Selector Sm Cp

Top 5Sellers

Momtngstar
Rating

****
**

Shares
%'DfShares %nfFurld Bought!

Held Assets Sol" (I<) Portfolio Date

1.57 0.17 1.415 31 Mar 2012

1.22 0.02 1,103 31 Mar 2012

0.60 0.22 544 31 Mar 2012

0.29 0.38 262 30 Apr 2012

0.20 0.38 179 30 Apr 2012

Columbia Mid Cap Index Z

lSV Value Equity

AlliaJlZ NFJ Sma II Cap Vaiue Instl

Uni-Global Minimum Variance US Dl

JPMorgan large Cap Value Select

**** 0.18 0.26 -69 31 May 2012

*** 0.15 0.45 -66 30 Jun 2012

***** 2.12 1.00 -54 31 Jul 2012

**** 0.19 0.51 -SO 30 Jun 2012

** 0.05 0.27 -29 30 Jun 2012

tJ Momingst.:Jr 2(J1? 1\11 R[ght:; RI!S~. Morrnllg>l:;v-'s Credit R:ltil1!Js,& Re:;l:iJrclJ l:i lJtoomxd ~t1~ I.llleretl !Jy M1;flllll~star. lile.. vAlicll is rut regfstl.'fe-,J with the U,S. soonities and ~~dMll!Jl': Conmission as II NatilJt1811y RE<;ogtllzcU S!llilsUc<l1 Rating Organimiml
("NRSR01. Un1e5S oIhr!wts1:! pmided II'! a separate <l!1i!~ment. ~oo n-1dYj.l~tnl:; 11;froI1. ml)' Illll-M: OOJ!ID')l ill wflldllts orl~flflill dismbutllf lJbilse\l. Tht" iJ(amaIJl:lIl,d<l'-<l. ana!)"it"s, all[l opirnrJl'l5 pl"esentl:lllllf'fein do nlll wtJ:l,1JlIJte 1fM!St.lnrnt <Irllo'lw; are provided
S[l'el~ for dorm<JUlJlKlllJ.HPO:SeS~ ther£'foce are flOC ,1I'l lifET to 00)l CJ( SEll 11 ~f.l'"tt.':f. il~ iltc hot wal7<llltetJ til !I~ ~lJITl:lct {';{lrJllrete oc <lm.ITat~, 1he qJitllQr6 expreS'ied Ne as. of the dllte written and are S1J1l:let:t t[l ch~e will100l ooUw. EJ{cep!: a:; llU1efwise
reqlJ8"ed hi' law, MamlngY.af shall not he H!o;p[Hlsrnle fO':my lradll1!J I:!!!ti>j(ltt:>. dMJ[l~1::5 (It cAhet IW¢>~ festl~jl]9 from, or 1l31<ltl:l~ tl], the ImOOTl<llioo, dlliJ, llna1r>e5 or opinions octlleJr use.llle fnform.a.\il:m amtitinel.l I1tHln Is lhl: ~oprh=t:l!Y p'0pffiy {If
Moo1I~st;Jf Iltxl mory no\. be rqxoolJtell, !Il whole or in part, oc u:i&l maray rJ1lm~. wllhlNt l~l: ~I(f written Cilll~\ IJf Morningstar. To ooIt:t te,trirrts. cali t 1 J12-5!l!l--fi100- To li~e!IS~ the- resl'an:ll, caU +1 3l2-695-~(i9.
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I..as1 Price

35.93 USD

.. . .. .. . . . ".
fair Value Consider Buy Consider Sell Uncertainty

35.00 USD 28.00 USD 43.75 USD Low

...... , .. ,., .. , .. ,. """""."."."."." .... ,.".".,."""",."",., .. ".".".",.". """.,., .. , .. ,.,." .
Economic Moal'" Moal Trend'" Siewardship Morningstar Credil Rating IndusIIJ GrDLlp

Narrow Stable NA BBB+ Utilities - Regulated

Analyst Notes

Unregulated Operations Provide Lift to Abnos Energy's

3Q Results 09 Aug 2012

Atmos Energy ATO reported third-quarter earnings per

share of $0.34 compared with a loss of $0.01 in the year

ago quarter. Management maintained its full-year EPS

gUidance of $2.30-$2.40 and five-year 6%-8% growth

forecast. We are reaffirming our $35 fair value estimate and

our 2012 EPS estimate.

Nonregulated gross profit grew 75%, as the company

booked $18.2 million from a profitable trading strategy

implemented earlier this year. The company opportunistically

took advantage of falling gas prices. storing cheap gas and

rolling forward the positions into the current quarter.

Investors shouldn't expect additional asset optimization

performance, as management noted that little benefit

remains for the remainder of the year from the strategy.

At its regulated operations, the company continues to

benefit from constructive regUlatory environments and

timely rate increases. In the current quarter, the company

added $14 million in incremental margin and $48 million in

margin during the last nine months from rate increases. The

company is effectively protected from weather impacts, as

weather adjustment mechanisms provide for reimbursements

from lower consumption during warm weather periods.

These adjustments proVided $50 million in rate reliefto date

for Atmos.

Finally, the company announced the sale its Georgia assets

for $141 million to Liberty Energy, asubsidiary of Algonquin

Power & Utilities. Management indicated growth

opportunities were relatively constrained because of

competitive operations in Georgia. Management also

completed the sale of its Missouri, Illinois, and Iowa

distribution assets Aug. 1, with proceeds to be used to pay

down outstanding commercial paper. We would be

surprised to see management sell additional assets. as

remaining assets are in constructive regUlatoryjurisdictions

with strong growth opportunities.

Abnos Management Meeting: Shift Toward Internal

Growth in Texas, M&A Looks Too Rich 07 May 2012

Most of our discussion May 5 with Atmos' ATO

managementteam, including president and CEO KimCocklin

and CFa Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz.. focused on

the company's wide footprint of regulated operations.

last week management said it is targeting 8.0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system,

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regulatory spending and Atmos'

move toward more organic growth. Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases.

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well, driven by

~ MOCfI~star 2'01 2, AI~ Ri~ Res~{j. MOOl1ng~;v-'s Cti!drt: f(<ltjn~s & Re-searm Is produced and nff!!fed by M\l11~r. irlC., Wl1i~ j~ IYlt regist!!l"ffi """th the U.S. SeQM'lti~$:lM [)'.:rnnge Cmoolj;;sion as <I: NatJooa!l)' Re!:ogl1j~ St;¥;I:.,1:iCill IOltinO Ol~<llllzijlhm

rI'-IRSRD1. Unl!!S:i rJtherwisl:l ~f"O ... i!.led in::l sllp<Jr<ati! C1!1!!2mmJ., }'~I mllY use this ll!port ooly in thec~ iIl whlr.h lis orlgrnal !li~l;t1t~ is lhlsed. Thll !rta-lTlatloo, l!(l'(.l;l, til1Jllr;es ,md opll'lm pn!semed MeiJl do net trul:S;trtut!! 1l'lVE$'(t1Ietlt ady1ce: Ille Ii~dl:d

solel~foc imocma\ILlrnl jlJrpDSffi am] thEnfO'e :Jfe oot an dfff to l:Juy Ill: .s.dl a seuJ"il.y; am are mt wOIlT,mlrn lQ be [;OOl!cI., l:{lfI~I~I~« ac.cmalo[!. 1he OIJlniml'i e~e~'W life a'i or the date writhm ,md are subject to l':I"taIJ9t! with~t I1Otfc~. Except ~ lJtherwise
requirl!d b~ law, Morningstar shal! t1{ll; bE: ro=;pllns.!!lil! foc ar;ylr.adlng decisi~, damages. (J( other 11ls.sI!SH!.sl..l~II'lQ from, or Illlat!!r1 to,~ infllfTl1<3lioo, da\3••nmlys!!S [ll" ~injQIlS rr thi:!lru~. Ti"i! !Ilfoomtioo romail'o'!d Ilf'fem is the llI"aprle~ry ttlJPeny [lr
MomirlgS\<lI lmc.l mil~ not DElll3plOOUcrn, In wtml!! Of in p<Jrt. or used ill all)' rrwmn, withoot the priO' wrilten UltB.e1i Qf Momir~l"'w. 10 ocdern.lllnts, CHII,.1 J lHi95-61 00. To lrl:!!i"IS1! ttx; tes~,dl, eall +1 312-596--fJll6~.
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Analyst Notes

reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned prqjects like line Wand X, which total

roughly $160 million in capital expenditure and quality for

expedited recovery underTexas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013, supporting earnings improvement on

top of new investment prqjects.

Like many of the management teams, Atmas' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase.

~ Mrtl'liogsw 21l12. All Right'i Res~. Morrul'l~st('l'S Dedit Riltl~:i & ~eilrdJ i~ ~O'llllcetl 8ml urfefOO by Munlngst3r. loc.• Wlkh l:J rnt tl;~I:;l.etlld \.'oith Uj~ U,S. Sewlitie~ aM E);!hJll~~ CoIm1iS5'lllh a~ a Natiooal~ Re(~rulfd Stntistical Rating argimi~liml

rNRSRO'), Uilless otllerwi~ rxiMdetl Ii'll! 'Sep<lnne 1lg-et"ffiffit, yoo rnaJ ll~ this repurt only in lhe mmtry In which its [("igJtW'l1 distritxltoc!5 bjl:;ed, ThE: ift(nl~lil:lll, {latil, ll!lalyses.iJffillllllllj[l~~l::ictlted herein dll not UJrlStItutI:l ill'Ve5lm1lflt ad...h:e; are fK0vi~{ld

slJlel)' fDf Il~OI1l1ot.ion<l1 ~rpllSllS and thl'lefae IU~ rot arJ dfer to buy tt :;dl a Slll.Hit~; .ilJ-.I ar~ nat Wilrr"ntell to be l:mect, '{It!~lete oc ~rujrl'!te. T~e opmiGrl'> e~J!I'esseti are il50flhe u;lte ....1'illetJ <llld <lfll SlIbject to I:hunge Io"lithwt mtice. EKrept as llth!'JWISe
noqllifeJ hJ' law, Momln!l~ilf ~11 rmt be ll~spotlSjllle fer "11)' l!oorl1ll derulllh.'i, damages {If o{llef Ios:s.es fl3SlJllillg frotn,1X "oillte~ to. the Ijlf~rn.'!I!ClIl, d,.,t<l, analyses iN" opi!llOOS u-1hdr U:>e.11lt' Illfol1n<l!E[lllwrtlalred hffein r., tlle pl"opfiffi<lry ~Dperty m
M~nTng'itar and may tmi. be .e~lXllJ(elI, ill wlxlle or in jJillt. of il:sW ill iltJ.Y millUe-, witllout 1.I1e pri« .......-ItterJ amserrt or MomingJstar. Tu [l(lJ.er f~!II'lS, cqli ;.1 312-5%-5100. To li~ensl: ihe r~sE'<'fclJ, (;{j~1 +1 312-6%-68S9.
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Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast

J-Year 5-Ye.ar
Growth 1% YaY) His!. CAGR Sep200!1 Sep2010 Sep 2011 S8p2012 Sep2013 Prrj. CAGR

Revenue -15.6 -31.2 -3.6 -9.2 -11.5 1.3
EBIT 3.3 5.8 8.1 -3.5 1.9 4.5 9.0
EBITDA 3.9 6.6 5.4 -0.1 3.1 3.4 7.7
Net Income 3.3 5.9 7.8 -3.4 6.5 5.9 9.2
Diluted EPS 3.1 4.0 6.9 -1.5 6.6 4.9 8.5
Earnings Before Interest, after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1.8
Free Cash Flow to the Firm -183.1 814.7 -47.2 ·111.9 -443.0 -191.6 -202.1

3·Ye<lr' ~Year

Proflt.biiity Hist Avg 5ep 2009 Sep 2010 Sep2011 Sep 2012 Sep2013 Prrj. Avg

Operating Margin % 10.1 9.1 10.2 10.9 12.5 12.9 11.8
EBITDA Margin % 14.8 13.5 14.8 16.2 18.9 19.3 17.5
Net Margin % 4.2 3.8 4.3 4.6 5.5 5.8 5.2
Free Cash Flow to the Firm margin % 4.5 9.2 5.1 -0.7 2.5 -2.3 -0.7
ROIC with Goodwill % 8.9 9.1 9.7 7.8 6.0 6.0 5.8
ROIC w/out Goodwill % 10.1 10.5 11.2 8.8 6.7 6.7 6.4
Return on Assets, pretax % 5.9 7.0 7.5 6.3 5.5 5.4 6.8
Return on Equity % 9.2 9.0 9.5 9.0 9.4 9.1 9.7

3·Ye~r 5·Y""r
Leverag~ Hist Avg Sep 2009 Sep2010 Sep2011 Sep2012 Sep2013 Proj. AvrJ

Debt/Capital 0.51 0.51 0.51 0.52 0.53 0.53 0.54
Total Debt/EBlTDA 3.34 3.35 3.25 3.42 3.71 3.72 3.75
EBI TDA/lnterest Expense 4.55 4.38 4.57 4.68 4.84 4.57 4.43

Valulltion Summllry lind Forecllsts Discounted Gash Flow Valuation
2010 2011 20121E) 2DI3(E) finn V.lu" P",Share

USDMil [%) Value
Price/Fair Value 1.01 1.05

Pri ce/Earni ngs 13.2 14.2 154 147
Present Value Stage I ~145 -2.6 -1.59

EV/EBI TDA 68 7.4 7.7 7.5
Present Va Iue Stage II 5,702 102.6 62.77

EV/EBIT 9.8 11.0 11.7 11.2
Present Value of the Perpetuity

free Cash Flow Yi eld % 7.0
Total Finn Value 5,m 1011.11

-1.4 ·37 ·5.7
Dividend Yield % 4.7 4.2 39 4.0

Cash and Equi val ants 131 1.45
Debt 2,700 -26.59

KeV Valuation Drivers Net balance sheet impact -2,284 -25.14

Cost of Equity % 10.0 Other Adjustments ·271 -2.98

Credit Spread for Debt % 2.0 E'IIIilyValue !oIlU 34,59

Weighted Average Cost of Capital % 7.7
Long-Run Tax Rate % 36.5 Proj ected 0iluted Shares 91

Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 24.4 Fair Value per Share IUSD)

Perpetuity Year 15

Add h:iona! estimatBs and sc~narios ava iia ble for download at !ltt:p:/!sE;lecl.morn ingstau:om.
The data in !he table abDve represent base-tas810r8i~.f:lsts, When pmbabilily-weighted

s.cEmariD r:ll1a~SI~ is pe'rforme:d. the slim of pef share values may dllfer from the Fair Value
EstimatE.

@ MGmIngstar 2012. I\I~ Rjghh~~. Mamjng~:v's CI!!E1il R<ltil'lgs. &. RI!Sl!arrn is produCi!i:I and offered by M{fl1jl'l~~tar, l~., ooo.:h is hJt re~r:;ter~with the Us SOOJTftil!'i:lmj hdl<mge Colmli,,~ion as <l Natioo:llly Rel;:~hfrecl S\;jt~k<J1 R:Jti~g O'!lafll::mthm
fNRSRO'l Unless [ltherwise rrO'o'kletl III a selillflte 1I!!001ll!:l1t, yaJ mOlY use th~ report onl~ in the 1:0000')' ill whk:h ib OI:i~ln.ll rilstriootoc i~ l:w~. TIl~ irtcrrnatlan, (lata, <ll1:l1.P0.' <m~ op!h~11$ pre~ed he'ein do not ~trtllte ~mml ilcl"ke; <JIll ~vlde.d
SlJte~ for IrrfOfT1lJ!ioo.al pllp05e'i find thl""ef(Tt': are rot an <flo-to 00)' or -Sill! a seMity; <lrd are rnt warrant!!(j tlJ Oil O)(Te~, Cll~teI., or <'ICWfllte. The opiniOJ1S eklJl13swj <lr{! <lS lJri!Je dolewriUenMNJ are SU~l!ct tod~ w1t~oot mtln:, E:O::l,;l!pt a.s alhEllWi~

n:qlJlfllil by ~w. MOOllngstl!f ~11<t1! not be re~om.-jbl",f« anytrilrllng dedsim"G, ilamages (J( othef l(l"",es re~!l~t\9 fron~ or relatell tlJ, thE! infOOJ'li'lli!1J, da~:l, <In.a1)'Ses or opinloo> (J" t~fr il5e. T~ !I'lroonatjan (ontai~ hf'!l!itl i.s ilw pnlj:tl1etiU)' j:tapltty m
Mrrnlngst<lr 000 rlmy t1Q( hlO reprorkJc.eiJ. 11lWhoill lY In part, oc lise!! In ,my m<Jrmer, withoot the prict 'Miltefl l:onsent I:lrMoming'itN. TI) OCdE!l'fqtitl[:S, t:dl! +1 312-!J96-61oo. To lit~ll1e ~"earcl1. ~0l1l-l1 31i·695-:bl3.bR
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Income Slatemenl(USD Mill

Total Revenue

Cost o[ Goods Sold

Gross Profit

Selli ng, General & Administrative Expensp-s

Research & Development Expenses

Other Operating Expenses Dncame)

Restructuring & Other Cherges (Gains)

Depreciation Expense nf reported separetely)

Amortizetion of Other Intangibles (if reported seperately)

Amortization/Impairment of Goodwill

Total Expenses

Operating Income ([Oil)

Interest Expense

Interest & Otller Income (Expense)

Pr...Ta]{ Income

Income Tax Expense (Benefit)

IncOllle After Taxes

Minority Interest & Other After-Tax Operating Additions
to (SubtractiorJS trom) Earn ings Before Interest

(preferred Dividends)

After-Tax Non-Operating Income, Extraordinary Items (losses),
Discontinued Operations, Accounting Changes

Nellncome (Loss)

Net Income (Loss) Excluding Charges

Diluted Shares Outstonding (Mil)

Diiuted EPS Including Charges

Diluted EPS ExclUding Cherges

Dividends Per Common Share

EBITDA

EBITDA wilhOlll restrucblring

Forecast

Sep 2D09 Sep1010 Sep 1011 Sep2012 Sep201J
4,9fi!l 4,190 4,341 J,846 3,897

3,622 3,425 3,020 2,501 2,487

1,347 1,365 1,327 1,345 1,410

494 468 449 464 478

183 191 179 153 180

-10

217 217 227 245 249

5 30

4,522 4,300 3,9116 J,3!i5 J,39f

441 43!1 442 491 5D3

153 154 151 150 155

-3 0 21 3 15

291 335 313 34J 353

100 129 114 125 129

191 1116 199 218 224

191 206 108 218 224

1S1 205 199 212 224

92 92 91 91 97

2.0B 2.23 2.29 2.47 2.45

2.08 2.22 2.28 2.34 2.45

1.32 1.34 1.36 1.39 1.42

610 701 1116 737 752

610 1111 1116 727 752

u M!nll~~w 2012. Ali Rights ResefWd. Moming~tif'::; Credi! Ratings & R£se<Jldll~ prmlllITd ;mel ofTefEll by Mrrning'itM, Ire., \'Jhi~h r;; oot ri!<j~I;'I'~d with th~ U.S. Secmrues 1'1l1l;! E1(~I19~ L[HlYllis-siml a'i <l Ndtiomlly Rer:!lgIU~ed St~1<Jijc.al Rllti~ Ora/itliPJilQh
rNRsRO"). U!1~~ tJthef'Mse Jfllvlded in a s~p"lIate .agef'JT1m. yrn mcry usc 'hl~mpoct 00)' lnHle ClJIJt1try In whtcll its Ofigir;al dl~dootor is base<.l.l~ ir({fmatkm, dOlla, drull~.attli (l~ilijoo> pr!!~~ 111J"ein 00 Illlt ffiraslitII!:l! rt~iJTI('I1.\ <ld;tic~: af"!;: f;lmJ1dl'd
solei)' tor inroonatkJml~ arnllnllfe![J"e ilfe not 1m offff to buy oc sr=ll OJ ~rnrUy; 0100 .ne not WM!':mlt'd 1o bf! carred, cmnplrte or ~rurall!. 11~ opinlmr:; !!YPle5:<;ed:lll~ il'>: flr the (Jate written and are SI..lbj&t to. ~h.~g!! witlloot I~!C~. b:cept (1,) o\httwr~e

reljuir(S.l tJy iiIW. M(lffijng~ot:ihaU IWl. be re"ll(lflsibh~ r(I" aJ1]' IrOJEllng lJedshms, ll~m~gl5 or IltlJel' 1[J~'i fe.su1tlrlll from, 0( re~31lJrl to, lhl:: WoonatiOlI, ll<tt<'l, al'l<l~.ses or opiniolls« !.heir U'>e. TIle informatilm ront<lil~ hf'!~in is the pmpl'illW)' ~o~~ lJf
MOOlingstlr aoo m<Jy noi he re~ul;c1l, IllvmtJte Of in p.1rt.:oc lJ~ 1/1 all)' lTlIlnnef, wlthoot (hE prill" Wlltten a:msent{JrMocn~~Il!. To lJulrr relJirn,s, c.:lll +1 312·6%-6100. Ta HC2ilSe the research. call +1 312-5!J5--fill69.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Morningstar Equity Research

Atmos Energy Corp ATD (NYSE) 1***
lAst Price

35.93 usa

Fair Value

35.00 usa

Cansider Buy

2B.00usa
C""sider Sell

43.75 usa

Uncertainty

Low
Economic Moat""

Narrow
Moallrend""

Stable

Stewardship

NA
Momjngstar Credit Rating

BBB+
InduS1ry Group

Utilities - Regulated

Morningstar Analyst Forecasts

Balance Sheet (USD Mill

Assets

Excess Cash & Investments

Operati ng Cash & Equivalents

A{;counts Receivable

Inventory

Other Short Tarm Operating Assets

Iotal CuITI!III Assets

Property Plant & Equipment. Net

Property Plant & Equlpmeflt Gross

(Accumulated Depreciation)

Goodwill, Net

Other Intan9ibies

Other long-Term Operating Assets

Deferred Tax Assets

long-Term Nan-Operatin9 Assets. including Pension items

Total Assets

LiabilitiBS

Accounts Payable

Short-Term Debt

Other Current Li ab iIilles

Total Current li abilities

Long-Term Debt

Incremental Debt Requirements

Total Long-Term Debt

Long-Term Operating Liabilities

Deferred Tax liabilities

Long-Term Non-Operating liabilities

Iotalliabilities

Prefl!n'ed Stock

Minority Interest

S~l.a(eholde;.'i' equity

Co mmon Stock

Additionai Paid in Capital

Reta ined Earnin9s (De~c it)

(Treasury Stock)

Other Equity

Total Shareholders' Equity

Total Liabilities +Shareholders' Equity

Difference, from analyst adjustments and restatements

Forecast
SEp 2009 SEp 2D10 Sop2011 Sep2012 Sep2013

226 45

111 132 131 115 117
233 273 273 253 235

353 319 290 206 204

132 151 316 316 316

82S 815 1,011 1,116 917

4,439 4,793 5,]48 5,489 6,009

6,087 6,542 6,817 7,426 8,195

-1,648 -1,749 -1.669 -1,936 -2,186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,164 7,283 7x729 8,DSIJ

207 266 291 219 204

73 486 209 300 300

457 414 368 368 368

131 1,166 868 B86 872

2,169 1,810 2,206 2,400 2,500

2,16l1 1,810 2,206 2,4DO 2,SfJfJ

119 49 22 22 22

571 829 960 1,056 1,162

571 731 971 971 971

4,167 4,585 5,827 5,336 5,517

0 0 0 0 0

1.791 1.714 1,733 1.751 1,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,111 2,118 2,255 2,394 2,523

6,344 6,764 1,283 7,129 8,050

F.1 Momlng~(l! 2m2. All tli!jhts Reerwd. Momirl~st<l"'.'i CITdn !(Ilti~ & R~!!a[{:h is prntll1tt!~ amI offef'!!lf b1 MlJ'T'Iil~~'W, loc.... 'oVhl{h is rnl r~~i$tel'l:~ w1.Ih thl:l \..1,$, SewJitie::> atJd Exr.h<Jl1!:Jll Corrmisskm "S il Natiooal~Rl3l:O!JnlM S1.'lti~tJc81 Rilti.'lg Organill1!ilJr]
tNllSR01. Unless otIl~~e p-mil.lefj !n Ii separ~te.<I!Tee.ment. yw nmY\l~LhI3rep!lftcmlyit1il~m.mtryin wI1kh fE!: !lI'i~jt','J11Isi.lloolQtI:;~<I:;e~.lhe itt.,-tnaihm, dill.<!, i1rJaly.i!:SaM llpirnmls presented hffeilldo nm OJrl5tJtllt~jr.ve~"tmeilt advicE; are prol'idl':d
sulE'l)' flY" inrooniltional1Xlrpll~s ilm.ltht:u:{(J"!! are 00\ ,lI'l lifEf to l.u~ Cf SEll OJ ~ctJ"ity:.mJ are I'lCIt warr:mted to be t:0IT~ ool11Jll:lC ()I" 1IW,l[.a.\e. 11~ OJlillhms expres'iEd lltc llS Df tm:: dille 'Mil1en .md ffi£ suijecttll tllimge ....,n]mut rY:l11t;e. fKcept as otherwi,e
rE\j'llrEd If)' law, Mom;ngllilf,.mll fl(l\ !m tl!.Spill'lsibte fa 1Ill)' tl'adlllg ll~cj<;il:ms. damCljlf!S« atlllef loo;;e.s rl!Sl.JI\ill~ fHlm, lJ( r~Ill1.~ l{l, ihe Ihfofll1attml. tl~\l, {lhi:lr,~ Of llj:lln!oo:> U' l(ielr usc, The Fnformatilln amtnirled hffem Is Ole fKoprjf:ll:lry JTopffi}lOf
Mlll'nillJ'lt.Jf am m"}' rmt be repnxllJcro, ill who1e oc ill V-1~ (]fUsed ill ill1j trnll1rlef. wrtIloot tll~ ~irr wmtM rnrlSl!i1t (]f M(l{nit'il:J1.ilt Til QI'~l;'r reJTil'lto;, W'lll +1312-696-6100.10 !kense tOe re'ea<ch, cat! +1 312--fi95-6fl69.
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Morning star Equrty Res€arcn

Atmos Energy Corp ATO (NYSE) 1***

CASE NO. 2013-llD148
ATIACHMENT I

TO OAG DR NO. 1-183

MnHNIN

Last Price

35.93 USD

FairValu~

35.00 USD

Considef' BIIJ

28.00 USD

Consider S~II

43.75 USD

Uncertainty

low
Economic Moal'"

Narrow

Moal Trend'"

Stable

Sl~wardsbip

NA

Momingstar Credil Raling

BBB+
InduslJ} Group

Utilities - Regulilted

Morningstar Analyst Forecasts

Cash Flow (USD Mil)
Forecast

SEp 2009 SEp 2010 Sep2011 Sep20l2 Sep2013

Net Income from Continuing Operations 191 206 208 218 224
Depreci ati on EJ(pense 217 217 233 246 249

Amortization of Other Intangibles

Impairment of Goodwill 5 30

Other Non-Cash Adjustments to Operating Income -10 0

Deferred Income Taxes & Other Adjustments to Net Income 153 220 137 96 106

Ch~rlgEOs in DpBt[\ting A~:ie!s 81\U Lii:\lJiliti8~

Oncrease) Decrease in Accounts Receivable 245 -40 0 20 18

Oncrease) Decrease in Inventory 194 54 28 84 1

Oncrease) Decrease in Prepayments, other Current Assets 12 -4 -92

Increase (Decrease) in Accounts Payahle -182 58 24 -73 -14

Increase (Decrease) in Other Current liabilities 84 15 14

Cash frOOl Operatilllls 919 726 583 582 584

(Capital Expenditures) -509 -543 -623 -702 -769

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -8 0 -4 124

Other Investing Cash Flows (Outlays)

Cash from Investing -517 -543 -627 -578 -769

Common Stock (purchase) or Sale 28 -93 2 18 35

Common StOCk (Dividends) -121 ·124 -124 ·126 -130

Preferred Stock Issue/{Purchase)/(Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 91

Long Term Debt Issuance and (Retirement) 40 0 82 194 1oo

Minority Interest Addback of Income (loss) Distribution

Other Financing Cash Flows (Outlays) 0 0

Cash FrOOl Financing -338 ·163 44 176 5

Benefit (loss) trom Exchange Rates/Discontinued Operations, etc. 28

Net Change in Cash 64 21 -1 110 -180

Change in Cash on Balance Sheet 64 21 -1 210 -180

Difference, from analyst adjustments and restatements

t:l M[.litI~~r 2m2. All Rig~ f«!s!!lV!!d. Morningstar's Credtl. Ratlngs & Resl:3rch is pi"OOu[IlEJ <IDd offerEtlIl) Mll"l'1ingst:Jr, loc., 'o'.hl~h c; 00\ re-g~tl;l'ed wlihltre U.S. Socurrues and ElCrhJ~e Cmrmissi(lh iJ.:i iJ NillkJllully Ikw!lf1I~u Statl:;tIr.<J1 Ri:ll~ Or~i:ll'1lllltflJl)

rNRSROl Ul1!~S'i OtherV.riSl! lT1l'Jooed ina sep.;r:lle <l~rmoot. yoo mft~ use Ih!s.mpDrt I:m.ly If'lt~ l;~mlry tl1 whkh"lts ocigiM1 dlstrl'ootor is b.ased.lh~ irllJrnaUOIl, lJilta. ilfl3~!!sarJil OpillIDm presented h!:t~I~ d(l tm-l mh5t.iM{lIl1WSl.~ ~vi~; atc pe-mrlded
~ely flY lllrlJITlldtiooaf fl.lrp[l~ anti U1«e1'rre are 001 an life' to ooy oc SE'II :I ~ariy; 200 are ml WMTilnted 1El lle coord, r:.0"lliete oc aCaJr.lle. lhe opinirms t:~pre'iSed <lre as of the dale ....ritten imD are SlIbject tu ct1~ wilh~lt nutke. tJo:Ulpt o:s othcrwfse
f~rel! !l)I i",w, MOCllI~nr shoJlI tKJI. be re~ons.ible flll1ny trading der.tfon=;, !i::Jm::Jg~ or IltOCr lass\'::.: re~ltil"!J Fmm, (l( reiCllnl tQ, \lIe InfoonatiDlI, data., Bmllyse5 01" Dplnm u-their use, The irtform<l!hm 1;Qh1"ltJcd hlYcl~~:> tm: ~~h:l-lll)' ~opctly of
Moltling.'lUf ard may nol. lJE' r~oo\Jl:erl. inwfJol!! (J( in part, [If llS€d inarry m;mrlCf, withoot thE! plil1 Mitten amset1l: CrM[lffi~~llr. To ordl'f !!lj:flnts, r.all t 1 312-6!l5-6100. To li~ense lhe Hl'iE2rch, l:ilU",1 312'-G9fdXl69.
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CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1-183

Momingstar Equity ReS€Clrrn

Atmos Energy Corp ATO (r~VSE) 1***
Last Price

35.93 usn

rairVahle

35.00USD

Coosi der Buy

28.00uso

Consider Sell

43.75 uso

Uncertainty

Low

Economic Moal....

Nmrow

Moat Trend'"

Stobie
Sleward5hip

NA
Momingsla' Credil Raling

BBB+
InduS1!y Group

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Valuation Analysis
Pricl:/Eurnings EV/EBlTOA Prj ,,/F,•• C••h Flow PricelBook Pric,/Sal.s

Prke/Fair
Gompanymdlcr Va!u€ 2011 201Z(fJ 2013(fJ 2011 2012(E) 2013(f) 2011 2012(f) 2013(f) 2011 20121I) 2013(fJ 2011 2012(f) 2013(E)

AGl Resources, Inc. GAS USA 1.05 15.1 12.4 11.6 14.5 12.4 11.8 51.3 94.9 45J 2.7 2.5 2.3 2.0 2.0 1.9

New Jersey Resources Corporation 1.18 16.6 16.9 16.3 13.3 14.3 13.3 24.3 NM 65J 23 2.3 2.1 0.6 0.7 0.6

Returns Analysis
ROIC with Guudwill % ROIC wilh.ul GDudwili % Retu rn on Equily % Retum on ASSB Is, Pretax % Divid,.d Yi.ld %

2011 2012(fJ 2013(fJ 2011 2012(f) 2013(fJ 2011 2012(fJ 2013(EJ 2011 2012(EJ 20l3(£) 2011 2012(fJ 2013(fJ

6.9 7.1 7.0 7.4 76 76 130 14.8 14.8 6.4 7.2 7.4 3.0 3.1 3.3

8.4 7.5 7.2 8.4 7.5 72 119 12.5 12.2 55 5.3 5.4 3.3 3.3 3.5

7.8 9.0 9.4 9.11,283 USD

Last Hi[',tmical YBaf
Total A•."ts

IMil)

-uso

2,649 uso

Companyfncker

AGL Resources, Inc. GAS USA

New Jersey Resources Corporation
ccc·.••·.c.c.· •• ·.• ·.••·•••

Growth AnalVsis
Revenue Grow1h % ESIT Growth '10 EPS Growth % Frf}(t Cilsh flow Growth % Di,ill.od/S h.r. Growlh %

2011 2012(I) 2013(fJ 2011 2012(f) 2013(f) 2011 2012(fJ 2013(fJ 2Dl1 2012(f) 2013(fJ 2011 2012(fJ 2013(f)

-3.6 4.1 4.7 -10.2 20.8 6.0 -12.5 21.9 7.1 469.3 -45.9 107.7 5.4 4.4 4.9

14.0 -12.8 15.6 -24.0 -0.7 6.2 -13.6 11.0 3.9 92.3 -119.2 -309.0 10.5 8.0 6.0

1.1 1.7 1.11

L[lstHistrJilcal Y8<lr
ReIJEnue

(Mil)

2,287 uso

3,009 USD

Gompany!Tidler
AGL Resources, Inc. GAS USA

New Jersey Resources Corporation

......'. ..' .'. •. 5.2 -4,4 ~1O.2:.17.,1 . 10.1

t;; Morningstar 2iJ12, All RjglltS R~d, Morningstar's Cr~lIit R<\tings. & Resl!"<JrW is. prorlw::ed IlmllJffcrrn hy M(fllill!l~ur, ltx:" 'o'IIlkh is oot rugisl.en!i:I with \hl) U,S. Serurillc:i ilrnJ b:dlat1g~ Cm~l1js<;jQtl as [I NOllhlllal~}'l\e~llizedSt<Jlisl.k<lt Riltirl~ Orgilnlmti\ll'l
rNRSR01.Unless othefflise lTovi!led jn II ~mte 3geenlMt. 100 m3)'us.!! lhist'i.'Jml1{lIllj' mthe c!lliltryll'l whidl it5 ocl~loollli!>tribul.oc l:>tm!".l!d. fu! irt'C.Ilniitlllll.diltll, ;}Th'llfiesand opinirulS preS'el1.Il;'~ ~erclt]di} rm1. ooostlMelrM:lstmmt ildvke; are ~mo]ded

:S(J!~ly far illformOil kmill flJrposes ai'll:! thefe{{lr ar{!!"IOt 2n [lffl'f to buy Of ~cll OJ sca.rity; mll:! om:: 001 warrBntoo til bNQltCc1. l;lJ!T1lleti! (l( ;J~!llrllIE, The OPllli!;ltG l:~l::iScd atc ll~ OrUIl! dClte written <llltl <;re ~jhjl:ct til \;h~cwi!OOut nolke. hl:ejJi. ill lltherwise
requir~ b11llW, MooI~rJgstilr shilll mx. be [e~lb!e fir <'I11:f\r<rdj~d!!~Is1lJns, ll<lmllg~oc (J(he! ID~ feSIJ!Ung (rmfl, Qf rcl;l~ed 10, the iIlfOlma~kn, I:l<lt:l, :l!1llI)5c:J (]f opilllo4:' r;J" their U~. T~ lnIOO'r:t'lti!;l!1 wllli.lln\)d hu-dll Is thl: ~1l~ldlltar.'llT~ Dt
M(l(l'llng~m aoo trt<l~ nIX. bll repmdu~edr ill wholl< [l( In part or used jrJ <ll1)' manre.'. withoot Um ;:rIa wrilten (oosMt or Ml)l1l!~I,.er. T[I 0I1lr=r reJY~ call +13n69IJ.·6100, Ttl Ikl!fiSe ttv! H!SBafCh, toaH+1 3n696·6(l69.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Momingslar Equity Research

Atmos Energy Corp ATO (IIJYSE) 1***
Last Price

35.93 uso

Fair liable

35.00uso

Con5id... BII)'

2B.OOuso

Con5id... Sell

43.75 uso

Uncertainty

Low
EC<IIIomic Moat""

Narrow

Moat Trend""

Stable

Stewardship

NA

Morningstar Credit Raling

BBB+

Indu5lry Grllllp

Utilities - Regulated

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
Gross Margi n% EBITDA Margin % Dpel1ltirlO Mal'{Jin % NtltMllryip% Free Cash Flow Maroi n%

last Historlt::al Year
Netlm:ome

Companymcker (Mil) 2011 2012(E) 2D/3(E) 2011 2D12(E) 2013(E) 2011 2D12(f) 2013(E) 2011 2D12(f) 2013(E) 2011 2012(E) 2013/t)

AGL ResourCDs, Inc. GAS USA 204 USD 52.6 53.8 54.0 26.6 29.8 301 19.6 22.8 23.1 8.9 10.5 10.8 4.0 2.1 4.1

New Jersey Resources Corporation 101 USD 15.2 17.7 16.9 5.9 7.0 6.5 4.8 5.4 5.0 3.4 4.3 3.9 2.4 -0.5 1.0

Leverage Analysis
OebtJEqnily% OabtITotal c.p % EBITOM.teresl ""p. 101111 Oebt/EBITDA _ets(Eq.;1y

La.,>t His!oricalYear
Total Debt

Comparlymd<~ (MIl) 2011 2012(E) 2D13(E) 2011 2O/2(E) 2013(f) 2011 2012(f) 2013(f) 1011 2D12(f) 2O/3ft) 2011 2D12(E) 2013(E)

AGl Resources, Inc. GAS USI\ 3,164uso 182.0 170.1 157.7 64.5 63.0 61.2 5.5 5.4 5.6 5.2 45 4.2 4.3 4.1 3.9

New Jersey Resourc~s Corporation 594 uso 765 77.7 76.1 43.3 43.7 43.2 9.0 9.5 8.9 3A 35 H 3.4 3.2 3.2

Liquidity Analysis

M,rn.leaD
Cash parShare NetC ..h per Share CFD per Share Ft.e.eCallhFlowpatShtt:re Payout Ratio .0;"

Comp(JnyrndH~r (Mill 2011 2D12(E) 2013(E) 2011 2012(E) 201J(E) 1011 2012(f) lOJJ(E) 2011 2012(E) 2D13(E) 2011 lO12(E) 2013(E)

AGl Resources, Inc. GAS USA 4,676 usn 6.79 5.77 5.12 ·33.93 ·34.79 -35.05 6.35 6.01 5.82 1.17 0.63 1.30 68.5 58.7 57.5

New Jersey Resources Corporali on 1,909 usn 0.18 0.18 0.18 -14.10 ·15.58 ·16.26 6.02 5.13 4.57 1.75 -0.34 0.70 57.9 56.3 57.5

Average 3.5 3.0 2.7 -24.0 -25.2 ·25.7 6.2 5.6 5.2 1.5 0.1 1.0 63.2 57.5 57.5

Atm05 Energy Corp AlO US 3,240 usa 1.45 3.17 1.17 -25.19 -26.04 -28.BS 6.43 6.43 6.3S -0.« -1.31 -2.f12 59.7 51.8 51.S

ofl Momfngstar 2m 2. An RighCi ReserveEi. MQmLrnJ~«'s UElllit R-dtlag:; & Res!!3f(h i" prllduceEl and offered by M{lnjng~, h., vkItcll i~ tJJt regillWed with the U.s, S~lIfltlllS and b:(h;j~~ CQrrmT~ir;m ~ <l Ndl:f!llI<l!1y R«OOiltlire;l S!l..tf:;1.l~ill Ratlllg Orgafll1ntil:m
rrmSRo1.UnJ~s5I:lthEf'Wise JTo"ided In3 .'il3parate l1~lnell(, yoo tr\jl'juse lhls,!!port lIDlyinthe- coornry ill whldl i'ls O!"igil1<lllll9.ribut[ll bb<J~. Tllf! irtO'mallon, dllw, ~l1~lysl!S; amI oplnl[lhS pr~~lierl Melra do M\ (.t1I1$tftll\e j~tneI1l advj(;e", ate ,trovidlld
SOIElyfOf informaliomd jXJl"pQscs. ,md Ulff{f«e are rnt an ofT.,. to t.ry or .sell a soo..dy; am are oot wammlrn trJ he correct. ctll'lJlcle or <It(:lJf{!\eo. The opill~ exprE~ l!fe as of Ih~ t!<lle wri\1et1lloo are S;lJbjert tocttmue wlt!JCIt~ hJtkc, Ex~cpt as {llhlfl'Wise
required rry law. MomirJ~r shall not be responsible r(J" :m~ tradi~ d!lc~iom, d<Jmages (J( other l(lss!!s.r~lll~ from.. one1ated til, tlte inf!;i'm.'iII(;Jtl, iL;la. <:InaJr>~ {If opinioos« theB' lJ~. The i~O!'!rlat1Oi1 rorn:ai~ llefeil'l ~ IhI: ~cl,,'J lIoPtrty [If
M3)It1!tJgstar ilnd may not bl: repmdur;oo, in\>o.tmleQf ill part. lX""u'illd ~ ilfl)' manoor, wilhoot the pri« ....'lilten [Onsent arMomlfll,jst3l"", Tonrd£.r r~J::fjllt:s, call +1 312-El!ffi.-!lI00.1o lkenS-e"tlle re~c!l, call +1 312-5!i5-61169.
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CASE NO. 2013.00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Mmningstar EqtJ~ty Resr.mch

Research Methodology for Valuing Companies

Co mponenls of 0nr
MelhDllology

... Economic MtJatTh'l RaliJl\J

"" MOBt Trend lM Rating
.. MOat ValuatiDn

... Thrtl:>-Stago Discaun1cd

Cash r-Iow

"" Weighted Average CDst

of Capitol

.. Fa ir Va lue tsti maW

• Sceni1rie> Analysis

lr- UncertElinty Rfltings

• Margin of Solely

• CDnsirier BuyiflUiS811ing
• Stewardship Rating

The Morningstar Rating for stocks identifies companies trad

ing at a discount or prem ium to our analysts' assessment of

their fair value, A number of components drive this rating: (1)

our assessment of the firm's economic moat (2) our estimate

of the stock's intrinsic value based on adiscounttld cash-fiow

model, (3) the margin of safety bands we apply to our Fair

Value Estimate, and 14/ the current stock price relative to our

fair value estimate.

The concept of the Morningstar Economic Moat™ Rating

plays a vital role not only in our qualitative assessmerlt of a

firm's irlvestment potential, but also in ourvaluatiDn process.

We assign three moat ratings-none, narrow, or wide-as

well as the Morningstar Moat Trend™ Rating-positive,

stable, or negative-to each company we cover. There are

two major requirements for firms to earn either a narrow or

widtl moat rating: (1) the prospect of earning above-average

returlls on capital; and 121 some competitive edge that pr8-"

vents these returns from quickly eroding. The assumptions

we maktl about a firm's moat determine the length of "eco

nDmic outperfomnance" that we assume in the latter stages

of our valuation model. We also quantify the value of each

firm's moat. which repmsents the difference between afimn's

enterprise value and the value of the firm if no future net in

vestment were to occur. Said differently, moat value identi

fies the value generated by the firm as a result of any future

net new investment. Our Moat Trand Rating reflects our as

sessment of whether each firm's competitive advantage is

either getting strorlger orweaker, since we think of moats as

dynamic, rather than static.

At the heart of our valuation system is adetailed projection

of acompany's future cash flows. The first stage of our three

stage discounted cash flow model can last from 5 to 10 ytlars

and contains numerous detailed assumptions about various

financial and optlrating items. The second stage of our mod·

el-where a firm's return on ntlw invested capital IRONIC)

and earnings growth rate implicitly fade until the perpetuity

year--ean last anywhere from 0years (for no"moat firmsl to

20 years (for widtl-moat companies). In our third stage, we

assume the firm's RONIC equals its weighted average cost of

capital. and we calculate acontinuing valutl using astandard

Morningstar Research Methodolollvfor Valuing Companies

***************
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p~st1i"ancial results
anl! frcusBs on
wmpetitivB posi ~iO!1
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perpetuity formula, In deciding on the rate at which to dis

count future cash flows, we ignore stock-price volati Iity.

Instead, we rely on asystem that measures the estimated

volatility of a firm's underlyirlg future free cash flows, tak

ing into accourlt fundamental factors such as the d'lversity of

revenue sources arid the firm's fixed cost structure.

We also employ anumber of other tools to augment ourvalu-

ation process, including scenario analysis, where we assess

the likelihood and performance of abusiness under different

economic and firm-specific conditions, Our analysts typically

model three to five scenarios for each company we cover,

stress-testing the model and examining the distribution of

resulting fair values,

The Morningstar Uncertainty Rating captures the range of

these potential fair values, based on an assessment of a

company's future sales range, the firm's operating and fi

nancialleverage, and any other contingent events that may

impact the business, Our analysts use this range to assign

an appropriate margin of safety---or the discount/premium

Morningstar Margin of Safety and Star Rating Bands

Price/Fair Valun

to afair value we apply in setting our consider buying/COil-

sider selling prices. Firms trading below our consider-buying

prices receive our highest rating of five stars, whereas firms

trading above our consider-selling prices receive our lowest

rating of one star,

Our corporate Stewardship Rating represents our assess

ment of management's stewardship of shareholder capital,

with particular emphasis on capital allocation decisions.

Analysts consider companies' investment strategy and

valuation, financial leverage, dividEmd and share buyback

policies, execution, compensation, related party transac

tions, and accounting practices. Corporate governance

practices are only considered if they've had ademonstrated

impact on shareholder value. Analysts assign one of three

ratings: "Exemplary," "Standard," and 'Poor." Analysts judge

stewardship from an equity holder's perspective. Ratings

are determined on an absolute basis. Most companies will

receive aStandard rating, and this is the default rating in

the absence of evidence that managers have made

exceptionally strong or poor capital allocation decis ions.

Unc8'taili1y Rating

tl MomirlgSl.<Jr 2m2, All RIghts R~. Mom1t11J~'s Ol;J;lit RIl1jll!l~ r. Rl:511<lrdl is pmiJm:e1:l and mr~erl by Mmljn~~:tr, Inc., whlch Is nlll reglsleetl wilh the U.S. ~jri~ ~mJ [):ch.lIlge ClltTlln~:>lQll ;'S II NilliOO<llly R~llgrJilEd Sl..<!lJ:,1i/JI1 Rating Drg!lnlzatloo
INRSR01, UnlllSS oth!!l".'Ji:se JYollid!!d in <l ~I;lte 1l!T~\:'J'<'i11n<l)' tl:iC lhis.repm ool~ inthe t::oomry in whkh its UllgiMi distri~t(J( Is; ~lIisr.ll. The lft[Uffiriml.lI/1Ul, itl"Mlyse.': and op\nkJ.ns pl'!!Sell\ed h~n dlltIDt constrrutelflreStm€llt ad;<lt::e: :m,: ~rnrJrll:d

sollll)' foc Illfoon:J.!.jl:ll<OlI f1Jrposes- am:! tht'f"e((f~ Me h:it:l!1 on", ((I buJ' QI' ~I ij :iCwit); ard ar€ oot WilITllnlelll(l be 1:orTect. t::!lmplele (l( at::l1JIllte. The op1nJllllS e~pI"~etl are Ols-ofU1e Ihte wrltH!!1 ~l1d ~tc 5Ul!)cct to chah~e 'oVithoot rKltke. tKoCEpt as IllhE'!'Wisl:
!cqufrlld tJy I<lw. Morn;I'l~st<lr shall no!; lJe f~n.rrsible r(f I!I'I~ !f$1lI"!l cl~i:;illl1S, dll~m.ges Of oI:hef 1[l'>5es-tc;<;u~ln~ front 01" reJ<ltllll to, thl! Il'iformil!iOIl, llil\fL, .:ma!'js.es: CJl !'JPitlIOlIS- rt their w;e, The Illroorl<l\lo11 I:QHtalnco hl:reill i. tile p..-oprietJry rrorm:r \If
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Morningstar's Approach to Rating Corporate Credit

~ Offr.rs a proprietary

measure of the credit qual

ity of companies on our

coverage list.

~ Encapsulates our in-depth

modeling and Quantitative

work in one letter grade,

~ Allows investors to rank

companies by each of

the four vnderlying com

ponents of our credit

ratings, inciLlding both

analysHriven and

quantitative measures,

~ Provides access to all

the underlying forecasts
that go into the rating,

available through our insti

tutional service.

Purpose

The Morningstar Corporate Credit Rating measures the

ability of afirm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations.

The Morningstar Corporate Credit Rating builds on the

modeling expertise of our securities research team. For

each company, we publish:

~ Five years of detailed pro-forma financial statements

~ Annual estimates of free cash flow

~ Annual forecasts of retum on invested capital

~ Scenario analyses, including upside and downside cases

~ Forecasts of leverage, coverage, and liquidity ratios

forfive years

~ Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating al1d are available to subscribers

at select.mornil1gstar.com,

MethodologV

We feel it's important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundamental and market-driven. We therefore evaluate

each company in four broad categories_

Business Risk
Busirtess Risk captures the fundamental uncertainty around

a firm's business operations and the cash flow generated

by those operations. Key componertts of the Business Risk

rating il1clude the Morningstar Economic Moat'" Rating and

the Morningstar Uncertainty Rating,

Cash Flow Cushion'''

Morningstar's proprietary Cash Flow Cushion'" ratio is a

fundamental indicator of a firm's future financial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like contractual commitments over the next

five years. The Cash Flow Cushion acts as a predictor of

financial distress, bringing to light potential refinancing,

operatiol1aL and liquidity risks inherertt to the firm.

-~,--------------

Morningstar Research MethodologV for Determining Corporate Credit Ratings

-------------- ._----------,~_._,-,,'-~--~_.-

Analysts run bull We gauge a firm's Senior personnel AAA Extremely Low Default Risk

and bear cases health using review each AA. Very Low Default Risk
thrau gh the modeI quantitative tools company to A Low Default Risk
to derive alternate supported by our determine the BBB Moderate Default Risk
estimates of OWII backt8s1ing appropriate final
enterprise value. and academic credit rating. BB Above AVErage Default Risk

research. B High Default Risk

Based on compet- • Review modeling eee Currently Very High Default Risk

itive analysis, • Morn"ogstar assumptions ce CUlrentiy Extreme Default Risk

cash-flow fore- Solvency Score"" • Approve

casts, and • Distance to Default company-specific e Imminent Payment Default
scenario analysis, adjustments D Payment Default

the analyst
Essigns UR Under RDviaw
Business Risk. UR+ Positive Credit Implication

UR- NsgClt'lve Credit Implication

Analyst derives
estimate of Cash

flow Cushion'".

Analyst considers

company financial
statements
and competitive
dynamics to
forecast future

free cash
flows to the ~rrn,

Analyst conducts

company and
industry research:

• Manil[!ement interviews
• Conference calls

• Trade show visits
• Competitor, supplier,

distributor, and

customer interviews

• Assign Economic
Moat'" Rating

~ Mom~ilr 2012. 11.11 R~ RESr:t'\'t'<I. Mornillg'rtilf'S Credit l"t!!irHJS & ~eseBrd1 is: ~mjuc;ed ami offered by Mcrnin:!lst1lr, fne .. whkh Is oot regi~ffl}with the U.S. SWlrrue,; and uchi1n:Je{;ommissi~ as a Niltimlillly n€CagnizeC Statisti12IIMin~ Org,mlmtioll
rt>!RSROj, U!1IllSS I:llherl'lis~ !T[lVlded ill <l s~ritte ag-eern€fJt ~llJ mJy ll:;e this report 1J11!y in UI:; lXSlntry in whkh its wiglt\ill IllstrllxJtoc Is h:lserl. Th~ f;fl:J/'TL.1ti[Jl'l, d.~I!!. ~Iys~s ami opiltil:lIls. fKes~ttell hffelfl do not D.lEI~titlltflfl~lt arAAce; /lIe p..-ovflJftJ
saldyfut ItlfOl'mil.llmlilllJ.1IPO~ and therefffe ilfe oo.! ill1lif!:fto bu~ Of sella ~(JJ'rt:f. llOO are oo{ wammted t1J be COfHlr1, CfltflJrell! or "t;.Wfaie. The tVinloro- E'qx~r.d.ale as: afthe lIate 'Milten imd are suhject to ~hilllge wlt!mu1: f1(ltfce. E-,;r;ept as otIllfWise
t~uin:d !r{ IlIW, Momi~~ m111 no!. he respof1sibll: ([f ilJl)' lIiKlmg ded:-iaro, d.1mRGE'S Of OUff msses resu~i[J!l !Tam. WrelateEi tl], the il1rorm<lI![)Il. dilta., 1lt1,Fi1~~ Of ~:iif1ioo.s Of their use. Tile iriormilUon a:mt.ainBd hE'!l3!rl is U\€ flfqx1etal)' flo~Erty of
M~ll!~W:l' <Jl"Jd may rIlli: be n::p--ooll(;elI. in ......tKJle or In jJ;Jrt, Of used Illllny trull1re', wfU'oOl.1t Ure fYil:1 wdtten lAlllSem mMoo'i~stlIr. 111 1Jidl'! f€Jrirtts. Co'lll-t-l 312-69[1-6100.11] !icefJse the rflsearcll, ca!l-J-l 3l2-!l9lKiilfi9.
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Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can com pars future

projected free cash flows with debt-like cash commitments

corn ing due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Score'"

The Morningstar Solvency Score"' is a quantitative score

derived from both historical and forecasted financial ratios,

It includes ratios that focus on liquidity (a company's

abi lity to meet short term cash outflows I, profitability

la company's ability to generate profit per unit of input/,

capital structure Ihow does the company finance its

operations!. and interest coverage (how much of profit is

used up by interest payments].

Distance to Default

Morningstar's quantitative Distance to Default measure

ranks companies on the likelihood that they will tumble

into financial distress. The measure is a linear model of the

percentile of a firm's leverage (ratio of Enterprise Value to

Market Value), the percentile of a firm's equity volatility

relative to the rsst of the universe and the interaction of

these two percenti Iss. This is a proxy methodology for the

common definition of Distance to Default which relies on

option-based pricing models. The proxy has the benefit of

increased breadth of coverage, greater simplicity of

calculation, and more predictive power.

For each of these four categories, we assign ascore, which

we then translate into a descriptive rating along the scale

of Very Good I Good I Fair I Poor I Very Poor.

CASE NO, 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-183

Mr)RNINBSTAW

Overall Credit Rating

The four component ratings roll up into a single prelim

inary credit rating. To determine the final credit rating,

a credit committee of at least five senior research per

sonnel reviews each prelim inary rating,

We review credit ratings on a regular basis and as events

warrant Any change in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are available on

Morningstarcom. Our credit research, including detailed

cash-flow models that cOrJtain all of the components of the

Momingstar Corporate Credit Rating, is available to

subscribers at selectmorn ingstarcom.

t;l Moml~~(I!'L012. All RI~ht5: Resetl'ed. MocnI~:;l;{f"''i Cfed~ Ratings &0R~ ls ~l:ldllCEd <mil offued bJ Mcrnirtgstlt. IllC., wtlkh ~ flO( re9jstel~d wll~ tre U.s.. SewrIti!!s, 3mi Er.c!klf1!le Cnmmts!;!(S1 (l~ II N~lj!l1131!y Recfl!Jrnled StLltisl:!ti1IItl\Eng: Orgal1li'aU(t1
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Morningstar Corporate Credit Research Me

Almos Energy Corp ATO (I~YSE) BBB+

Busine55 Risk

Good

Cash Row Cushion""

Very Poor

Solvency Score

Good

Distance To Default

Good

Economic Moat"" Industry Group Sedor

Narrow Utilities - Regulated Utilities

2.42 Eil

3.16 III I

PriOf' Quoit..

1.83 Sil

2.3B Bil1.11 Bil

Prior Year
Market Equity .1 Bi I

Preferred

Issuer Profile

Operating Summary IUSD Mill

2010 2011 lO/2(EJ 201.1(EJ

Sales 4.790 4,348 3,846 3,897

% Change -3.6 -9.2 ·11.5 1.3
[BIT 489 442 491 503

%Net Sales 102 10.2 12.8 12.9
Net Income 206 208 218 224

% Net Sales 4.3 4.8 5.7 58
Free Cash Flow 242 -29 98 -90

% Net Sales 5.1 -0.7 2.6 -2.3

Capital Structure

.._---

Credit Metrics IUSD Mill
2010 2m1 lO/2{£) 2013(fJ

Cash And Equivalents 132 131 341 161
Total Debt 2,296 2,415 2J(}() 2,8{)()

Interest Expense 162 158 150 165
EBITDA 707 706 727 752
Debtto Book Capital

Quick Ratio 0.3 0.5 0.7 0.5

Debt to EB ITDA 3.2 3.4 3.7 3.7
EBITDA to Interest Expense 4.6 4.7 49 4.6

Atmos Energy is one of the largest natural gas-only distributor in the United
States, serving more than 3.1 million custDmers. The .ompany's utili!)'
operations serve Colorado, Georgia, Kansas, KentUCKY, Louisiana,
Mississippi, Tennessee, Texas, and Virginia. Its nonutility operations market
natural gas a.ross a vast U.S. territory and include one of the largest
intrastate natural gas pipeline systems in Texas,

SDurce~ Morningstar

11l11§j: Debt

Credit Perspective 28 Jun 2012

Atmos Energy Corp (BBB+l distributes natural gas to

regulated utility customers across nine states. Atmos'

business includes unregulated marketing and procurement

services as well as natural gas storage and pipelines. Like

all regulated utility businesses, we assign Atmos anarrow

moat recognizing the implicitcontractAtmos maintains with

its state regulators to provide stable natural gas distribution

in return for regulated returns, Our rating reflects the benefit

Atmos receives from decDupling and weather-related

fluctuations in customer usage. MoreDver, Dur rating

incorporates Atmos' ability to raise revenue withDut fi ling

aformal rate case via advantageous rate mechanisms. We

acknDwledge that Atmos has grown considerably through

acquisitiDns Dver the past 20 years, most notably levering

its balance sheet to roughly 4.5 times in 2004 to purchase

TXU gas (pipelines) in Texas. However, Atmos has

maintained discipline reducing its leverage by a turn to 3.5

times, where we expect it to stay barring any near-term

acquisitions. Interest cDverage remains healthy at roughly

5 times. While Atmos' credit metrics are currently very

healthy, we believe AtmDs is likely on the lookout for

acquisitiDns, which could lead to re-Ieveraging the balance

sheet. Atmos can raise over $1 billion in cDmbined debt and

equity issuances over the next 1-3 years (maximum of $950

milliDn Df debt and $350 million of equity, per regulatDry

statute!. depending on the market for gas local distribution

and pipeline acquisition targets. However, Atmos faces the

risk of overpaying for an overvalued target with the

expectation of improving regulatory retums, which may

never come to fruition. It's notable that the cDmpany has

publicly expressed apreference for internal investment Dver

acquisitions in the current climate. Atmos' size precludes

anyone regulatory decisiDn from having adrastic impact.

Constructive regulatory environments provide strong rate base
growth opportunities.

Contents

Committm:~ members vo1illg Oil rating do
not own securities issued by the company.

CLlrmm::y LlmOUflU: expressed with "$" Elm jf!

U.S. dollars IUSDI unless DlhelWise denoted.
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Business Analysis as of 11 Aug 1012
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Credit Analysis

Five Year Adjusted Cash Flow Forecasl!USD Mil)

Cash and Equivalents (beginning of period)

Adjusted Free Cash Flow
Total C<lsh AV<lil<lble before Debt Servke

Principal Payments
Interest Payments
Other C<lsh Obligations and Commitments
Total Cash Obligations and Commitments

Cumulative Annual Cash Flow Cushion

Financial Health

2lJll{E) la13{E) lO!4(f) lO15{E) l016(f)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -62 -77 -95 65 credit rating. At the end of fiscal 2011, the company's
142 185 -13 -13 155

debt/capital ratio was 52%, in line with its peers, Total
-250 500 debt/EBlTDA could tick up slightly, averaging 3.6 times

-ISO -165 -183 -224 -254
through 2016. We believe Atmos' dividend is well covered

50 31 33 35 37
-200 -446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%.

Cm;h Flow Cushion
P05sihiB Uquidi!y NBEd --

Adjusted Cash Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation

%of
USD MHrioos CommitmEnts

131 6.9
-600 -31.4

-469 -24.5

Capilal Structure

With $3.8 billion ofcapital spending planned between 2012

and 2016, we expect Amos will be a frequent debt issuer.

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015, We expe£t Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmos' cash from

operations and healthy cash position, we do not expect the

firm to tap the eqUity markets in the near term to fund its

growth plans.

Revolver Availability
Asset Adjusted Borrowings (Repayment)

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments
Sum of 5-Year Cash Commitments

Credit Rating Pillars-Peer Group Comparison

ATO

Business Risk

Cash Flow Cushion

Solvency Score

Dist<lnce to Default

Credit Rating
Sou r~e; Morn ing$.tpf htimpte1>

Note: S(:oring IS un asc:a!e 1-10,1 belllD BesL lD bein[1 Warsl

4
10

3

4
BBB+

703

234

-1,912

Sector Universe

5.0 5.2

9.2 6.2

60 5.1
4.6 4.4

BBB+ BBB+

36,7

12,2

Enterprise Risk

The primary uncertainty Atmos faces is regulatory, though

the size and breadth of its distribution operations preclude

anyone fegulatory decision from haVing adrastic impact on

earnings. Still, lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain, especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

&1 MQl1ljfl/il~l~ 2iJ12. All Ri.I;lht$ R~etVed. Ml1tJjl1!J~II'$ CreLlil ~tiJ"1gS &0 R~dl is pHli:lllCl!Ei <llID offered tay McrtJill~~(Jr, I~ .• \oJlkh l:s ool resJ~r'fed 1o'Ji1!llhe us. Sl:~uri'ih;s. ai'll:! Ext:.l'ml1!Je CctOOlfss!l:lI'l;)'i a N<ltiOllCiIIj ReI=~j~t'd Sttll~klll R.oljt1~ Or~rmlliltioh
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5Qlelj for itJr(ll'tmIt~1 J:(IJ~ ..md th~ef I)'e ilfe !J:Jt;m c(fe' to ooy [l( s~11 a~itr. :lOO <l1"e !"I!ll .....:JITOln\e!l to lJ~ r.ooed, ultJtlffite oc (ll,;cur.J!e. lhf opinim~~~essed ll!l! <IS {If the datI': wrrtten and .nl! subJOO; to'CI1(1hg~ will1lJtl~ tlQ\ke. E):t;ejJ1 !I~ o~fsl:

!l:$Ii;el:f by l,ew, M(lfhi~SW sr~11l11Qt ire re~mlho;.i~le fer ~!'I'J rr,u!irtg dedsiuns, tl<Mtilges Of Ither IllSSI!S rcsult.i~ frlPlTl, IX tcloled Vl'. tim lnfllffil.iltl&l, data, arl<rlYSe:> or Q(Jlhioos IT l~j{ lise:. The infomM1K1fl cont:lifled ~~1t1 i~ the: j1!~!Ot;;Jry I1fl~~Y IJr
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Business Analysis

Thesis

Asthe nation's largest natural gas distribution utility. Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for dividend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure. which should

consistently provide healthy, if unexciting. returns.

After the sale of its Illinois, Iowa. and Missouri business

expected to close in August. Atmos will have regulated

distribution operations across nine states. A highly

diversified regulatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. Regulators' ability to set rates

counters the natural monopoly position of the utility,

resulting in a narrow economic moat for most utilities,

With so many different jurisdictions Atmos is more

insulated from individual negative events. It also e~oys

some favorable rate mechanisms in its territories. The

company is protected from weather-related fluctuations in

customer usage for the bulk of its meter base. with full rate

decoupling for another slice of it. Even better. Atmos has an

impressive number of rate mechanisms to raise revenue

without filing a formal rate case. All these factors help

Atmos generate relatively stable cash flows.

Atmos has historically grown through acqUisition.

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and pipelines that access nine

substantial natural gas basins in Texas. Atmos took on large

amounts ofdebt to complete the purchase and integrate the

TXU assets. It spent afew years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity. in line with other gas utilities.

Atmos is now focused on organic growth, with most of its

$2.4 billion in growth investments in the constructive

regulatory Texasjurisdictions. The company benefits from

Texas Rule 8.209 on distribution infrastructure investments,

allowing the company pre-approval by the Texas Railroad

Commission and regulatory asset treatment for carrying

costs. The company's state transmission and storage

investments experience regUlatory lag of upto ayear while

still earning comparatively favorable returns among peer

regulated returns. Management has built strong working

relationships with regUlators that should continue to result

in strong shareholder returns.

Economic Moal

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers. In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while prOViding adequate returns for capital

providers. This implicit contract between regUlators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leadsus to assign the companyanarrow moat.

Moal Trend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers. As with all regulated

utilities, we think regulatory caps on revenue and returns

preclUde Atmos from establishing a wide economic

moat.Atmos' investment program is focused almost entirely

on its regulated natural gas distribution and transmission

businesses. Furthermore, the company is concentrating its

growth expenditures in the territories where its regUlatory

return is swiftest and most transparent, like Texas.
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Recent Notes from our Credit and Equity Analysts

Unregulated Operations Provide Lift 10 Almos Energy's

3Q Resulls 09 Aug 2012

Atmos Energy ATO reported third-quarter earnings per

share of $0,34 compared with a loss of $0.01 in the year

ago quarter. Management maintained its full-year EPS

guidance of $2.3H2.40 and five-year 6%-8% growth

forecast. We are reaffirming our $35 fair value estimate and

our 2012 EPS estimate.

Nonregulated gross profit grew 75%. as the company

booked $18.2 million from a profitable trading strategy

implemented earlier this year. The company opportunistically

took advantage of falling gas prices, storing cheap gas and

rolling forward the positions into the current quarter.

Investors shouldn't expect additional asset optimization

performance, as management noted that little benefit

remains for the remainder of the year from the strategy.

At its regUlated operations, the company continues to

benefit from constructive regulatory environments and

timely rate increases, In the current quarter, the company

added $14 million in incremental margin and $48 million in

margin during the last nine months from rate increases. The

company is effectively protected from weather impacts. as

weather adjustment mechanisms provide for reimbursements

from lower consumption during warm weather periods,

These adjustments provided $50 million in rate reliefto date

for Atmos.

Finally. the company announced the sale its Georgia assets

for $141 millionto Liberty Energy, aSUbsidiary of Algonquin

Power & Utilities. Management indicated growth

opportunities were relatively constrained because of

competitive operations in Georgia. Management also

completed the sale of its Missouri. Illinois, and Iowa

distribution assets Aug. 1. with proceeds to be used to pay

down outstanding commercial paper. We would be

surprised to see management sell additional assets, as

remaining assets are in constructive regulatoryjurisdictions

with strong growth opportunities.

Atmos Management Meeting: Shift Toward Internal

Growth in Texas, M&A Looks Too Rich 07 May 2012

Most of our discussion May 6 with Atmos' ATO

managementteam, including presidentand CEO Kim Cocklin

and CFO Fred Meisenheimer, at the American Gas

Association Financial Forum in Scottsdale, Ariz., focused on

the company's wide footprint of regulated operations.

Last week management said it is targeting 8.0%-8.5% rate

base growth through 2016, up from its earlier 6.0%-6.5%

forecast. Atmos has in the past been an acquisitive utility,

but management sees such appealing growth opportunities

at its regulated utilities, especially in Texas, that they have

shifted their focus away from M&A toward increased

investment in their system.

Management seems to agree with our view that utility

valuations are overly rich at market prices given significant

tax and inflation uncertainty as well as the difficulty of

generating immediate earnings and value accretion from

M&A. We will review our current 4% annual earnings

growth projection through 2016 to incorporate the deluge

of well-supported new regUlatory spending and Atmos'

move toward more organic growth. Driving much of the

increased appetite for system investment is a supportive

regulatory environment for its largest group of operations

in Texas, where ratemaking continues to reduce investment

lag and where management sees healthy upside from

improving returns on equity at segments currently

negotiating rate cases,

While distribution operations continue to improve,

management is seeing material upside for its regulated

Texas pipeline and storage business as well. driven by
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reliability improvements and higher associated gas

production from oil drilling in West Texas. Management

specifically highlighted the Waha hub as central to growth

plans beyond planned prQjects like line Wand X, which total

roughly $160 million in capital expenditure and qualify for

expedited recovery underTexas' GRIP system. This segment

had been hurt by adecline in gas drilling and volumes in the

past few years but continued strong oil pricing for

associated gas should provide favorable throughput

continuing into 2013, supporting earnings improvement on

top of new investment prQjects.

Like many of the management teams, Atmos' management

team thinks the dividend tax issue is still unpredictable.

However, parity in dividend and capital gains taxes is a

priority for the industry and has the best likelihood of

protecting utility valuations relative to the market in the

event of an increase.
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P.ge 6of12



Momi ngstar Cmporate Credit Research

Almos Energy Corp ATO (NYSE) BBB+

CASE NO. 2013·00148
ATTACHMENT 1

TO GAG DR NO. 1-183

MnRNIN

Business Risk

Good

c.... Flow eu"'ioo""

Very Poor

Solvency Score

Good

Distance To Default

Good

Ecanamic Moat'"

Narrow

IndllstIJ Group Sector

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Income Statement (USD Mil)

Tolal Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense lif reported separately)

Amortization of Other Intangibles (if reported seperately)

Amortizationllmpairment of Goodwill

Tolal Expenses

Operaling InGoml! (EBIl)

Interest Expense

Interest & Other Income (Expense]

Pre-Tax Income

Income Tax Expense (Benefit)

Income Aller Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Earnings Before Interest

(Preferred Dividends)

After·Tax Non-Operating Income, Extraordinary Items [Losses),
Discontinued Operations, Accounting Changes

NellncDme (Loss)

Net Income (Loss) Exclud ing Charges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Charges

Diluted EPS Excluding Charges

Dividends Per Common Share

EBITDA
EB ITDA wilhout restructuring

Forecast

Sop 1009 Sop 2010 Sop 1011 Sep 2012 Sep 2013

4,969 4,190 4,348 3,846 3,891

3,622 3,425 3,020 2,501 2,487
1,341 1,3S5 1,321 1,345 1,410

494 468 449 464 478

183 191 179 153 180

-10

217 217 227 246 249

5 30
4,522 4,300 3,90& 3,355 3,394

441 489 442 491 503

153 154 151 150 165
-3 a 21 3 15

291 335 313 343 353

100 129 114 125 129

191 206 199 218 224

9

191 206 208 218 224

191 206 199 212 224

92 92 91 91 91
2.08 2.23 2.29 2.41 2.45

2.08 2.22 2.28 2.34 2.45

1.32 1.34 1.36 1.39 1.42

670 701 111li 737 152

610 707 106 1V 152

'\9 Momingstitr 21]12. All ru~hts R~~. MQrl)l~~stoc's Cn3dit R<Jtlllg:i & Ikse"rdJ b ~rnllll;.{:d LJrID offeft'll by MI1tJilti\':ft{ir.ItK.., which is rIDt rC~~l:feQ wilt. the u.s. SfWJil~ a!ld b{;hill1~e Cl1h1Jl1t;:i~ A:>.e NlltiOII<lllj' R~l1ileU Stati~tiC41 R/ltir1g Org<lrrlz.;\ioo
rNRSfml, Un1e'l'i~~wltletl !Il a ~epJtLJt{: il!Jeement.}'oo lrnyO~ thi;Ol1;1J1:iI1. oHl)' ltJ lhe cwntIy In whlt;h its l;l'191l1(1:l dlstritxlloc Is b;]:;cd. The It(l;ih1;llhm. d<JliJ. iJha~[;5llh~ OfJil1lfltt$ ~~l;'iltetl MI;lII1 do l10t ~'\lM~ i"ve~11Jl~ /It1vkE:;trt'! prQVil.l~

5[llely fIX" irrr'ormatIDffilll:urPUs.es and th!'fl'f;;rl; "til tJlJt illllifl:f to bvJ (f :>1;11 ;'l ~I;l:fit~; and LJrellol wilmJffil:d lQ be cooe«, ~c'e Of ilCUlfllle, lh~ ~fl1jQh$ e~cssl:d il1c LIS Df the d/l~e WililYl ~l\ll iIf~~~ \Cl chiYllJe withoot rtjtic:e. E~pt;t;; tlV1etwh'el
reqlllred by law, Momlll~~ !>hall nat be re!4'Oh.';!ble fa- ilT1)' lJ"oor~ ~et;i!>jl;lrt'>. ~~!:'5 Qt lltner Ills.'ie5 lesulllhg fro;n, Of I~l<tttx! lo, tlre imomMlil;ll1, I!,;ta, !'ItJ..~I~sei or llj:lltJl(Il)J ~thejr II~. 1~ iJlfOl1Tl;Non COtltLEi~tl h.;t0n IS U1~ ~oprje'liHY tt~ {J(

MOO1Ifl!lstar and m<l'{ Ilot b& JeproolJteC. in wl-rolc or In p.ort, or\J~ Ih /lIlY Il100hner. WilnlXlt Inll ~[J" ....,-~tlct1 w~i!lf MOfllil!lJslilt Til ilJlJ~tei'!tlts, c.;;ll +1 3n596·fi100.1u li~~l: the r~~cll,l;:lli +1 31H9[o-llB59.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1,183

Momingst.[Jr Corporate Credit Research

Atmos Energy Corp AIO (NYSE) BBB+

Business Risk

Good

Cash Flow Cushion""

Very Poor

Solvency Se«e
Good

Distance To Defaull

Good

Economic Moal""
Narrow

Inllustry~ Se<:tor
UtJlities - Regulated Utilities

Morningstar Analyst Forecasts

Balance Shellt IUSD Mil]

Assets

Excess Cash & Investments

Operating Cash & Equivalents

Accounts Receivabie

Inventory

Other Short Term Operating Assets

Tolal Currenl Assels

Property Plant & Equipment, Net

Property Plant & Equipment Gross

IAccumulated Depreciation)

Goodwill, Net

Other Intangibles

Other long-Term Operating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, including Pension items

Tolal Assets

liabilities

Accounts Payable

Short-Term Debt

Other Current liabilities

Tolal Currenl Liabililies

long-Term Debt

Incremental Debt Requirements

TOlallong-Term Debl

Long-Term Operating liabilities

Deferred Tax liabiiities

long-Term Non-Operating Liabilities

TOlal Liabililies

Preferred Siock
Minorily Interesl

Sh"ohDldc'" Equity

Common Stock

Additional Paid in Capital

Retained Earnings IDefi~itl

(Treasury Stock)

Other EqUity

Tolal Shareholders' Equity

TOlalliabililies +Shareholders' Equity

Difference. from analyst adjustments and restatements

Forecast
Sop 2009 Sop 2010 Sop 2011 Sep2012 Sep 2013

226 45
111 132 131 175 117

233 273 273 253 235
353 319 290 206 204
132 151 316 316 316
829 875 1,011 1,116 917

4,439 4,793 5,148 5,489 6,009

6.087 6,542 6,817 7,426 8.195
-1,648 ·1,749 -1,669 -1,936 2,186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,764 7.283 7,729 8,0511

207 266 291 279 204

73 486 209 300 300

457 414 368 368 368
137 1,166 86B 886 872

2,169 1,810 2,206 2,400 2.500

2,169 1.810 2,206 2,4011 2,5011

119 49 22 22 22

571 829 960 1,056 1,162

571 731 971 971 971

4,167 4,585 5.027 5,336 5,527

0 0 0 0 0

1,791 1,714 1)33 1.751 1,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,177 2,118 2,2.55 2,394 2,523

6,344 6,764 1,2.83 7,729 8,050

f,;I Ml)I'hir.J~r 2m2. Afj R1g~ Resl:fVed. MC}ltJ.il1go,t,,-'s Credit R<>l:ings &R~dJ Is fJfodll~d 1Il1~ ofr('red by Mct11ingst:3r, Inc., whf(:ll ~ IWI f~js.ll'led wiUl t.hIl U.S. SeoJril:E~" dml &dwlgi! Cl:lmm~looas <l N<JtlOO<llly Rrvll[/i1lIT'll SlRHsHcal RaUng Orglll'l~3tloo.

rNRSROI.lJnl!!>s oll~~ j"J'uvfdcd Irl?l 5ep.'11i'lle ~!1e!!J'Tlt!l1\. yru mOl)~ IhJ:; re~DfC only I" the l;:Wntry in whrch lts lXigiroal diwilJtj!QI' j~ b,.~d. The Irtlnmtlon. data, ,1I'lalyses :lml 'OpRloons pn::~r=me-j hrrr=ln ill] t10l amsUtutll ~meJll Rdvlce; an: 1T0l(jlkll
wl!;ly ror i!1:f!lfIDdti~1 ~$es lln1:l1~1:tt;;fl)'e ere oot an IiffJ to buy 0( ..,~I!!l se~i"~~;,'it.! ~!1OtWMI:lmed In I:l!! COOEd, ~mTl'~~ 0( i'lC-ClJ'dte. Th!! rlplnm ~!!ssed ar~ ~s ofthf! datI! wrlttell and lite SllbJr=ct IQ ~h:mg[! wllhlUt rnli~13. [):CEpta:> othowlsll.
re~l.l1r"d by law, Mocnil'1ilstM s~~ trot be re:>f1O!lsiM!! f(T <In]' trading d~~itJll$. d!\lThEl~ QI' ~lil;r I!)~~$ resufting from, (J( tefJh~d to, tl~ ltlroonation, Il<lla, ./J.ll<Jlys~ {)( opil'lions {J" their lJSC:. lhe Infl:1trulllon c:on\::llncd hcrl!in Is the pmpfrelll1)' IJllP~')' lJf
MOi'ningstdf am may 001:~ ref;ioolln:d, illwllQIf! (J( ill p<Jrt. or lJsed ill <IllY Im'lhhel'. wil.lll;J.Jt~ prjl)" 'IoII'inro Clln"efll ufMIlT!~~. 10 ortler re~int~, mil .1 3'''·6%-5100. Tnli!:.{!Me the m:;f'..1r(.t~ ~1l1l..-1 J lHi!Hj.·5a69.
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Momingstar Corporate Credit Resel.'lrt:h

Atmos Energy Corp ATO (r~YSE) BBB+

CASE NO_ 2013-00148
ATTACHMENT 1

TO OAG DR NO_ 1-183

MnRNINBSIAW

Business Risk

Good

Cash Flow Cushion'"

Very Poor

Solvency Score

Good

Distance To Delaull

Good

Economic Moat""

Narrow

Industry Group Sector

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Cash Flow IUSD Mil)
Forecast

sop 1009 Sep1010 Sep2011 SeplO!2 Sep2013

Net Income from Continuing OperatiDns 191 206 208 218 224
Depreciation Expense 217 217 233 246 249

Amortization of Other Intangibles

Impairment of Goodwill 3D

Other Non-Cash Adjustments to Operating Income -10 0
Deferred Income Taxes & Other Adjustments to Net Income 153 220 137 96 106

Chall\l8:S ill Dp8!i:Jlitly A~,<;et:'i and Liabilities

(Increase) Decrease in Accounts Recoivable 245 -40 0 20 78

(Increase) Decrease in Inventory 194 5~ 28 84 1

(Increase) Decrease in Prepayments, other Current Assets 12 -~ -92

Increase (Decrease) in Accounts Payable -182 58 24 -73 -74

Increase (Decrease) in Other Current liabilities 84 15 14

Cash from Opllralions 919 726 583 5HZ 584

(Capital Expendituresl -509 -543 -623 -702 -769

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -8 -4 124

Other Investing Cash Flows (Outlays)

Cash from Invesling ·517 ·543 ·627 -518 -169

Common Stock [Purchase) or Sale 28 -93 2 18 35
Common Stock (Dividends) -121 -124 -124 -126 -730

Preferred Stock issue/(Purchaso)/(Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 97

Long Term Debt Issuance and (Retirement) 40 0 82 194 700
Minority Interest Addback of Income Iloss) Distribution

Other Financing Cash Flows (Outlays) 0 0

Cash From Financing ·338 ·163 44 116 5

Benefit (loss) from Exchange Rates/Discontinued Operations, etc. 28

Nllt Change In Cash S4 21 -1 210 ·180

Change in Cash on Balance Sheet 6~ 21 -1 210 -180

Difference, from analyst adjustments and restatements

IJ Morningstar 2012, fI,ll R~ ~esl:'l'\l'e[J, Mom1ng:>\..-'s Crrnl1 Rilling::; & Researm is prorllJoo'l <'Ind ll!fered by MmJill~'itdr. !Il~, wilkn ~ not F~~te!'~ wltn tl-x; U.s. Sl:ClKltle:; ll11d fxr;himgl: Comhlls5lm~ 3 NlIl~lly R[:i;l]!Jllln:d Staii:it.kal R<Jt~ ~<lni:z.iltiOCl

fNRSR01.Urliess 1:l1~[: rrollJdefl jlla sqmratl:! ;)~I!l:mmt, ~IJJ flliIYUse this ll!pM.lltliy in the coonlry ill which fts OI'i~iho;ll dWIbtJtorl$b~SI'!J. llle itfl1troiloo diJ13, (l!1/lIp.es fll1d QIJi!11u1l5 ph:~etlted lltfeill ~otro1 umstll1Jtll irm.stmElflt advi~e; are pnwidoo
::;flle~ flX InIOOllIlHI}l1..~1 PJ'PO~ arnl thl"fef(t{! Jm not ,lI'l [t!l;f to bu)' a s~!1 a~y, <100 are oot w<ll7allt~ LIJ be l:ooed:. cl:ltJ11h:1e'(lf {ll:'(1Jr<ltl'!:. 11le ~tll~ e$il;~ {l!'t" as of the dille "Wr~Ier1 illllJ [ll'e ~Jer:t to ctmt1~e withoolllatke, &Cl3!lI;J5 othffwls'El
rE'qllired h:t law, Mc:ml1!l"w s)lajl !1(l{ in.. fe;ptJn51blc fa atl)l tradiJl~ lle;;1s~ dJm3g~ or rtt'er 105.'>!!.S resu~jng from, or fe·l!lt~d 1o, tIl~ fnform:l\IM, d~l;", i.lhaly:>es [1 opil1l00.> l1" t~i:r U:;C, The IhfQtm~1IQh ~tJt[li~d herdills. the Pf[ljX"letilry ~Jrerty of
M~ning~itBr llnd may fll1: he n:~prOOllCf'O(f, in wtmll! or In pilll. O!' lJsed irJ ilrrJ fTl..9nncr, without: tI1e prioc wdttl!n mn:>rnl 'Of MOO1i~~W. T(l I)'ik'rH!jYillts, Cdl! 1"1 31HS6-61 00. To li!~~tfJe h;seiJ.~h, t;;l11 ..1 312-G9&{,l}69,
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Morningstar Corporate Credit Res.ean:h

Almos Energy Corp ATO (NYSE) BBB+

CASE NO. 2D13-DD148
ATIACHMENT 1

TO OAG DR NO. 1-183

M

Business Risk

Good
Cash Row CushionlN

Very Poor
Solvency SCGre

Good
Distance To Default

Good
EconomiC MoallN

Narrow
Industry Grllllp Sect....

Utilities - Regulated Utilities

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
Gruss MJtrgl!1 % ED rroA Mo'll;" % Op~tatinu Margtll % Net Morgin Olio Free Cash Flow Margin %

last Historical Year
Net lrrcornE:<

Compilnjlncker !MiU 2011 2012(1') lO13(E) 2011 2012(1') 2011(E) 2011 2012(E) 2013(E) 2011 2012{E} 2013(E) 2011 2OT2{f) 2013(E)

AGL Resources, Inc. CAS US", 204uso 52.6 53.8 54.0 26.6 29.8 30.1 19.6 22.8 23.1 8.9 10.5 10.8 4.0 21 4.1

New Jersey Resources Corporation 101uso 15.2 17.7 16.9 5.9 7.0 65 4.8 5.4 5.0 3.4 4.3 39 2.4 -D5 1.0

leveralle Analysis
Oebl!Equity 0/0 Oebl/Totlll ~op 0/0 EDITDN!nle..sl Exp. Tol1l10ebtlEDITOA A..elslEq,ity

last Historical Year
Totel Debt

Compl1nyfTicker (Mill 2011 2012(1') lOI3{£) 2011 2012{£) 2013(E) 2011 2012(E) 2013(E) 2011 20121E) 20131E) 2011 2OT2{E) 20l3{£)

AGL Resources. Inc. G!\S U5'\ 3,164USD 182.0 170.1 157.7 6t5 63.0 672 5.5 5.4 5.6 5.2 4.5 4.2 4.3 4.1 3.9

New Jersey Resources Corporation 594 USD 76.5 77.7 76.1 43.3 431 43.2 9,0 9.5 8.9 3.4 3.5 3.5 3.4 3.2 3.2

liquidity Analysis

Mar~et c~h
Cilsh p~r Sh-p re NEt Ctish pll-I' Sbar~ CFO pe, Shore f ..o Cash Flow por SO". Payout RatiD %

Compan~mcker [Mil 2011 20l2(E) lOU(E) 1011 Z012{E) 2OT3{£) 2011 lO12(f) lO13(£) 2011 2012{E) 2013(E) 2011 2012(E) 2013{f}

AGl Resources, loc. U:j,. 4.676 USD 6.79 5.77 5.12 -33.93 -34.79 -35.05 6.35 6.01 5.82 1.17 0.63 1.30 68.5 58.7 57.5

New Jersey Resources Corporation 1,909 USD 0.18 0.18 0.18 -14.10 -15.58 -16.26 6.02 5.13 4.57 1.75 -0.34 0.70 57.9 56.3 57.5

Averoge 3.5 3.0 2.7 -24.0 -25.2 -25.7 6.2 5.6 5.2 1.5 0.1 1.0 63.2 57.5 57.5

Almos Ene'lJ}' Corp .rID US 3,2.40 USD 1.45 3.77 1.71 -25.19 -26.04 -28.85 6.43 6.43 6.39 -0.44 -1.32 -2.02 59.7 57.8 51.9

of) Mr1niogstar 21]12. All Rights Re->moed, Morni!lgstar's Cnldft fi'(lii.'J[;5 & Rescilrd1ls prmjlJ~ and Ilffctl:\l bj MCtTliJJg:>tar, fIIC., v.r1\idl i~ tmt r~!llsleJC\l W1t!1 the U.S. Sernrities and b:dl.al1jJe Cornrnlssloo as O:l NatllJ~<lUy RlX:l:lgl'l0;d Statlstlwl Rating (Xg.miMHoll
("NRSRQ"J. Un1es'.i otilerwiSl:; P'"{llIl~ed in a separ"te a!1~t, ~lAj tnllY ll::oe this tepoct Ollly in lhe Guml!)' in 'IoIhkh its orrginallfistliooWl' i:o bll~~, 1lre il""{lYmatl[)I'l, u<3IOJ. ;Jna!ysi!s <lilt! npinj[lI'ls, pr~!11trl:l hIYeIn do not wns\llffil< Inw~Cflt <ldvlc:e; are prcMdrul
5!Jlei)i for: irrrormat~n<lIIJJfpQ5es .md tfm:Efae are mt 'lh lifer lo~)' QI' ~ell il- ~ity; ilnd ;rre oot warriJhtw ((! be COO1!I:1, C{l~lele or <i.l;rntail::, The opTnl[Jffi p.xprr.ss~El <>re as of the do'lle IMilten .mEl Ne slIbJect tl] ctJJngl!. wlihool roUG{!. Eli:wp!. as olh!.lWl51;
teqlJired by Jaw. Momln~5i.(J~ ~1I hilt b£ lesplJrI'itble fa <m)' lJ/l~!J1g der."bioo:;;, Cilfll<lge::; Of other~~ ~Ilijt'lfl rrom, or ml::llro Ln, tile Wotm<ll.ron. dil\:a, an<ilp'C'S or oplnioos 0' their IJ~. The mfommllrll1 t:1JlltaillEd hcre1n Is thE! proplil:!1iJl)' Jl0pert~ of
MOOlillgstar and !my hill be 1!!.lJfodlJcerl. !rl whole IX k"llJillt, or t1~tl IIINJy~, wilhool. tfre Pfia- wrlttetl rn~t of Mcrnlogst:Jr. To order ,~ltlni:;, r.a.11 +1 31H95·5100. To !i~eflse tlJe, rI~5earGh, wU -.1 31 H%-6!l69.
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MomlngstDf Corporate Credit Rilting

Morningstar's Approach to Rating Corporate Credit

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINBSTAR'"

.. Offers a proprietary

measure of the credit qual

ity of companies on our

coverage list.

.. Encapsulates our in-depth

modeling and quantitative

work in one letter grade

~ Allows investors to rank

companies by each of

the four underlying com·

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures.

~ Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service.

Purpose

The Mornirtgstar Corporate Credit Ratirtg measures the

ability of a firm to satisfy its debt and debt-like obligations.

The higher the rating, the less likely we think the company

is to default on these obligations,

The IVlornirlgstar Corporate Credit Rating builds on the

modelirlg expertise of our securities research team. For

each comparly, we publish:

.. Five years of detailed pro-forma financial statemerlts

.. Annual estimates of free cash flow

.. Annual fOrBcasts of return on invested capital

.. Scenario analyses, including upside and downside cases

.. Forecasts of leverage, coverage, and liquidity ratios

for five years

~ Estimates of off balance sheet liabilities

These forecasts are key inputs into the Morningstar

Corporate Credit Rating and are available to subscribers

at select.morningstar.com,

Methodology

We feel it's important to perform credit analysis through

different lenses-qualitative and quantitative, as well as

fundamental and market-driven. We therefore evaluate

each company in four broad categories,

Business Risk

Business Risk captures the fundamental uncertainty around

a firm's business operations and the cash ftow generated

by those operatiolls. Key compollellts of the Business Risk

rating illclude the Morningstar Economic Moat~ Rating and

the Morn ingstar Uncertainty Rating.

Cash Flow Cushion"'

Morningstar's proprietary Cash Flow Cushioll" ratio is a

fundamental indicator of a firm's future financial health

The measure reveals how many times acompany's internal

cash generation plus total excess liquid cash will cover

its debt-like cOlltractual commitmellts over the Ilext

five years. The Cash Flow Cushion acts as a predictor of

financial distress, bringing to Iight potential refinancing,

operational, and liquidity risks inherent to the firm,

Morningstar Research Methodology lor Determining Corporate Credit Ratings

Analyst conducts

company and
industry research

• Management interviews

• Conference calls
• Trade show visits
• Competitor, supplier,

distributor; and
customer interviews

• Assign Economic
Moat'" Rating

Ana Iys t co ns iders

cOlllpany financial
statements
and competitive

dYllami~s 10

forec8st future
free cash
flows to the firm.

Analyst derives
estimate of Cash
Flow Cushion"',

Analysts nm bull

and bear cases
through the model

to derive alternate
esti ma1es of

en1erprise value,

Based on compet
itive analysis,
cash-flow fore
casts, and
scenar"ro analysis,

the analyst
assigns
Business Risk,

We gauge afirm's

health llsing
quantitative tools
supported by our
own backtestili[J

and academic
research.

• Morningstar

Solvency ScoreTh
'

• Distance to Default

Senior personnel

reviewearh
company to

determine the
appropriate final
credit rating.

• Review modeling

assumptions
• Approve

company-specific
adjustments

AAA Extremely low Default Risk
AA. Very low Default Risk

A low Default Risk
BBB Modera1e Default Risk

BB Above Average Default Risk
B High Default Risk

eee Currently Very High Default Risk

ce Currently E1.trerne Default Risk

e Imminent Payment Default
D Payment Default

UR UnrJer Roview

UR+ Positive CrerJitlmplication
UR- Negative Credit Implication

Q M(lffiI~s1;U- W12.1\1l Rjghts R~!!l'Ved. M()f11il1iJ;;t..-':;; ('Je,m Ratings & ~(!Jrrh Is ptorn.l'Ged .'Ind [lffm;d by Mrrningstar, lot" which Is rHlt fcglstffi3d wilh the u.s. SEwilJe'> iJfl~ hd\tlllge C[ltllm~loo 3:> a Natiollilll:J Rec{)~rilied Statlstir.al JtJting o-!jimlulltoo
rNRSH01. Uni~ olh.efwte p-oviderl in a ~epar<Jl[! llgl':emenl. yoo m1l1lise IhlsmpOC\ I:lnry ill ttJo [;o..Hl.tl)' til whkh its OfiglMI diwibulQ/' I:> b1fWd, The ilf!l'tm!Km. d::lla, Iltllllyse:s iJlld Qpill~h,<; pte:;r;l"11e<l hff!."1n 00 not C!lIlslrurte irNeslmElllt il~lfic~; ilre provided
solety rOf lnfOl"1rolfo.n..1ll:lJl"Pfise:i and U1«f!cri! ate oot tln ttfl'f to ooy lJ( sellll sca.dy; .md ale rrn wo'Jrt'lll1led III tll! cooed, [;Uf!"4llele or ~~It(lli:_ The opfnl(ltIS EXP'"cssed MEl a'S fJf lh", dllte wrlttetl iltK! .ne subjoo: lGdliltlgEl wft!mtJ! fIOlj[)3. EJ:celrt il'l oth!fi'o~se

fet1lJire{j D1 ww, MOInlf>9s1.& shall ru:JI: bl! r~llJ.le fa any tTalli!lg ded:~II1llS, Il<lm~g~ or {lI;hff HJ'lSES re';Ultl~ fIillI1, co W!<lle<1tn, tlw InfortlllltlQll. d<rt.a anll~5.{'S or op-inioos oc lhelr ~;:e. 1~ illfQlm;]\km cum.aliled mEI!1 is the pmp"ietary (HlPeft;' uf
Morningstar Rtl(! My nol. he m[lHldU'.:e!l, inwf111l!! or ill part, or 11513l.1 inarry lmltml!i, withoot the pl"i(t" written oonsml: llf Moml"!p1.ar, To I}!'dl:l" 1~!1'fll\s, (;;111 +1 312-6[j[i-Gl00. Tl:llkcll:;et!le f~etlr~h, r;<lU ...1312-!l!l!Hi.B59,
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Momin[Jstar CDrporate Credit Afltin[l

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fundamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash commitments

coming due in any particular year. The forward-looking

nature of this metric allows us to anticipate changes in a

firm's financial health al1d pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Score'"

The Morningstar Solvency Score" is a quantitative score

derived from both historical and forecasted financial ratios.

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows), profitability

(a company's ability to generate profit per unit of input),

capital structure Ihow does the company finance its

operations/, and interest coverage (how much of profit is

used up by interest payments).

Distance to Default

Morningstar's quantitative Distal1ce to Default measure

ral1ks companies on the likelihood that they will tumble

into final1cial distress. The measure is a linear model of the

percentHe of a firm's leverage Iratio of Enterprise Value to

Market Value), the percentile of a firm's equity volatility

relative to the rest of the universe and the interaction of

these two percentiles. This is aproxy methodology for the

common definition of Distance to Default which relies on

option-based pricil1g models. The proxy has the bel1efit of

il1creased breadth of coverage, greater simplicity of

calculation, al1d more predictive power.

For each of these four categories, we assign ascore, which

we then translate into a descriptive rating along the scale

of Very Good I Good I Fair I Poor I Very Poor,

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINGSTAR'

Overall Credit Rating

The four component ratings roll up into a single prel im

inary credit rating. To determine the final credit ra1'lng,

a credit committee of at least five senior research per

sOl1nel reviews each prelimil1ary rating.

We review credit ratings on a regular basis and as events

warral1t. AI1Y change in ratil1g must be approved by the

Credit Rating Committee.

Investor Access

Morn ingstar Corporate Credit Ratil1gs are available on

Morningstar.com. Our credit research, including detailed

cash~flow models that contail1 all of the components of the

Momingstar Corporate Credit Ratil1g, is available to

subscribers at select.morningstar.com.

e M(Il"nJll!l~l<lr 2012. All RJghts Resl:lVW, Momlrlg~$'~ Crt;~it Retihg~ til Rese<Jrdl is pnlElur.ed 3lllJ llf((;/"~ by MmJill~')iN, 1m:.. wllkh is notregi5\ercD with Uif Us S£rurilies am! EK~hange CmnmiSs.l04l ii'S II Ncl1OffilIl)! Rl!C[lgmzed St.atist;k.:ll R.;\il19l:l1Wl1J(I\iQt1
rNR~Dlllhll;!<;:S ntlll'!'WiSe j1l;lvrrled Irl il 'dt"JNIrilte il!1WTre1Il, y~ tw)' l};}€ihjsre~[flllnlylr1trel;whll)' bl wtJlI:h fts ori~irlSl dlslrlblll«1sbil5Cd. The hTlffiIiltilJrl. data, anal]'Sf:s .mll OjJirl'RJns pre.,ented he'ein !:II] nat wlls1rurtl!~~~IIi!e; Me pr(l'r'l~~~

:i1J!e1t rOf itlrorlilMiOI'l<l1~~ <l!1!llhl)fel'(Jllll~e tJ:it ;'1l1 rtf!'! 10~ Qt s!:11 il :>ecu-ity; .md are rnl w..,rr<tllied lc bl:ll:ooect, {;o"Vlete Of <lccliraic. The {ljJlniUllS eXfX{!.5S!!i:i are <JS mille d<ltl:l 'M"ittl:lf1 and <l!e SlJ!~ect 10 [h,mge wiUmul: mIke. bt.i'j}t "-S (J~1se

~~lirW by ~w, Momif1gmr Sfldll twt oc fe5pOh-sfbleo rlY Mr'J tr<ldilfg der±>fllils. dilma~e5 or EIther kIsses teS<~tlllg from. Of relJled Ill, the jI'lFooootl~. dilltJ, <loolpei= Of opil'lioo:>« their ll~. lhe infomr<ltiooll:OfllllllX!{j herl.'in is the JlfOfJ"ietaryP"~ or
M(llJi1l1g~r.and m<lY not be r~[lfQ\hlr.ed. 1f1 whvle (lI' il1 part, oriJ~tl in (ltry 1Thl11fler, wrthoot th€ pri~wrl\let1 ~lJ~ctlt DrM~rnngstll!< 10 ord8ftettll'l~, !;:.illl ~1 312-6%·6100. Tolken:se the re:searw, call +1312.-&%·6869.
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Atmos Energy Corp ATD (NYSE) 1***
Last Price

34.48 USD

Fair Value

35,00 usn

Cansider Buy

2B,00uso

Cansider Sell

43.75 usn
Uncertainty

Low
Economic Moal'"

Narrow

Moat Trend'"

Stable

Stewardship
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Momingslar Credit Raling

BBB+
Induslr)' Group

Utilities - Regulated

Atmos Fiscal Year Earnings on Track and 2013 EPS Guidance
in Line

Price/Earnings

EV/EBIIDA

EV/EBIT

Free Cash Flow Yield %
Dividend Yield %

An(lrew 8i"c~ol

E~uity Anaiyst
andmw,bischol@morningslar,com
+1 13121595-6433

Tha primary analyst covering this company
does 110t own its stock,

Rasearch os of UB Nov 201 2
Eslimales as of 17 Jul 2012
Pricing darn through DB Nov 2012
Rating updiltad ilS 01 DB Nov 201 Z

Analyst Note 08 Nov 2012

Atmos Energy ATO reported fiscal 2012 GAAP EPS of $2.37

compared with $2.27 in the year-ago quarter, Management

initiated fiscal year 2013 of $2.40-$2.50 per share from

ongoing operations. which will exclude unrealized margins

and the planned sale of its Georgia assets. Management

affirmed itsprevious 6%-8% annual earnings growth target

We are reaffirming our $35 fair value estimate and our 2013

$2.45 EPS estimate. The company plans to pay a$1.40 per

share dividend in 2013, an increase of $0,02 per share,

Vital Statistics

Market Cap (USn Mil)

52-Week High (USD)

52-Week low (USD)

52-Week Total Return %

YTO Total Return %

last Fiscal Year End

5-Yr Forward Revenue CAGR %

5-Yr Forward EPS CAGR %

Price/Fair Value

Valuation Summary and FlJrIlcasts

Fiscal Year: 201V

13.2

6,B

9,B

7,0

4,7

2011

14,2

7.4

11.0

-1.4

4,2

3,109

37,33

30,39

1.3

6,5

30 Sop 2011

B,B

8,5

0,99

20/2(E) 2013(E)

10 14,1
7,6 7.3

11,4 10,9

-3.8 -6.0

4,1 4.2

CUlm ncy amounts 8xpress 8d with'$' arB in
U,S. dollar.; IUSDI "nlass olheowi" denoted,

Contents

Analyst Nota

MOill ingsto rAnalyst Form::asts 3

Atmos continued to benefit from constructive regulatory

environments and timely rate increases throughout 2012.

At the company's natural gas distribution unit full-year

gross margin was $1 ,02 billion. upslightlyfrom 2011. Atmos

benefited from $17.7 million in incremental margin from rate

adjustments, Distribution throughput declined 8% from

warmer weather, but the company is effectively 94%

protected from weather impacts as adjustment mechanisms

provide for reimbursements from lower consumption during

warmer months. Regulated transmission and storage gross

profit increased 12.7% to $247 million in the current fiscal

quarter. The company benefited from rate design changes

at its Texas Pipeline and Gas Reliability Infrastructure

Program filings in Texas,

At the company's nonregulated unit. gross profit declined

15% for the fiscal year to $55.1 million. Warmer weather

translated into lowervolumes and a$15milliondrop in gross

margin. This was offset from the effects of a favorable

trading strategy implemented earlier in the year, which

opportunistically took advantage of falling prices, storing

cheap gas and rolling forward the positions.

On a consolidated basis. operation and maintenance

expense edged up 2.4%, primarily from higher legal

expenses and higher compensation costs, Capital

Finllncial Summary and FDrecasts IUSn Mill

Fiscal Year. 1010 2g11 2012(E) 2013(E)

Revenue 4,790 4,34B 3,846 3,897

Revenue YoY % -3.6 -9.2 -11.5 1.3

EBIT 489 472 481 503

EBITYoY% B,l -3.5 1.9 4,5

Net Income, Al:jjusted 206 199 212 224

Net Income YoY % 7,B -3.4 6.5 59

Diluted EPS 2.22 2,28 2.34 2,45

Diluted EPS YoY % 6,9 -1.5 6.6 4.9

Free Cash Flow lB4 -40 -119 -185

Free Cash Flow YoY % -55,1 -121,8 196.9 553

Snurce for forecasts in the data tables a~ove: MDmfng:star tstimates
AntJlyst Notll: Our mfBr.flstclJlild diffef with as mpol16d ono [.DflSenSIIS figlJr6$ due to
uniQuEl modHling conventions.

Profile

Almos Energy is one ofthe largest natural gas-onlydistrib"tor in the United
Stales, serving more than 3,1 million customers, The company's utility
operations serve Colorado, Georgia, Kansas, Kentucky, Louisiana,
Mississippi, Tennessee, Texas, and Virginia, Its nonutility operations market
natural gas across a vast U.S, territory and include one of the largest
intrastate natural gas pipeline systems in Texas,

{;l MOO1iJl!J:star 2m l. All R~ Reserved. MOOliII~'rt~'S CredJt !tJlirJ~s &- Rese2rm is produce<lend lll!ered by MO't1ill~:il.ilr. IrIC" v.11rdl i~ rot regI:stert'd ...nth the U.S. SOOlffiies <1m! fXdlilJlgf: Cllrrrn~ill~ as (J NiltlooaHy R&ogrnlfd slatist.i!:ill ~al:i~ Drganhittlon
f'NltSRG1. Unl!ls~ [ltlrerwlsl:l ~olo1ded lrl il s!lparate 3g-l:lfmlfflt)'OJ may use u~s !l3p<rt on!)! ill tlle- c:.ru1Wy in whkh l~ 1X!~Ih<l1 di:strlOOtrs is~. The irimnalkln. ~irt.'l, /lllillyse::; llml DpirJloos pr[lsm!~ oo-dh do not roflstitlltl:l inrestment ad'Jicl:l; are prov\deIJ
s.oIel~ roc infoonaiioo<Jl ~.D!1il th~eflTe ,lie rot aill/fa-- to bJy or seU it seaJ"~y; ,md Ne 00\ Wilrr,mted tu be Wiled. C(l~felE or !lCWfate. The O\Jlt1illffi llXfR..SSeiJ Me as of VII:: 4Jte wrltiell iJ~ lite SlJbJll~ to charJ~1:l withoot rntice. brepl as Dtl19Wi'lf:'
required ~y law. MOO1I~stilf 5hiJ111l{}/: be rESfl(l[Jsible (rr arl)ll:rildlrJ~ decisl<ms. daU\ilges Elf oI:l'ef losses resullin~ frl;Jln, i)I' rel{lt~d to, tile infll"TTtal.loo, doliJ. /lllilr,Se:i ()f opi'IE~lSwttelr US€, T~ lnf\.'hThll~ mtrt<Jlned OO"Eifl is tilE PftVietilry I-Wilerty of
MornillgstBf and may n:rt be rEprudlll:.eiJ. III O'Jim!.e or ill p.3rt r Of u:s€d ill arT)' m[ffiJff, w!U1Olrt the pri!J" 'Nfftten DJ~I ¢r MOl1lT~:>tilf.10 OCGer reIJlrrts. wll +1 J12'·G95-61 00. 10 llcetl'le the rese<Jrch, ~llil .-1 312·69f1.6M9.
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Uncertainty
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Mamingslar Credit Rating

BBB+
Industry Group

Utilities - Regulated

investments of $733 million led to a 6% increase in

depreciation expense.ln2013. managementexpects capital

expenditures in a range of $770 million"$790 million. For

the year. incometaxes declined $8.6 million to $98.2 million,

partially reflecting atax benefit from the sale of its Missouri,

Illinois. and Iowa assets.

~ Momlngs!.af 2El12. All Ri~hts R~NVe!l. Mnmingstar's Credit. Rallnfp &. R~,;fdl j~ [t\ldmed (l!ld IJffer.:d hy M!;f,....lflg~ilr, Irx: .. ",iikh is oo! ~~l~cred with the U.s. Ser:uritle:. ilOO Elchangfl CrnrmissiEm as a Natiooitl~ Re~nized Sta't1s';iClll Rl1\ltlr. OrV<9nllatiol1
rNI\SRO"J.llt~ess ottJefwi':,e lJD...ld~ H1 a ~rate :l!Tec!m~t y[JJ maylJ.se tltjsre~t;:fllltl!y !hthe ~tltry"i!l whT~h lt5c llOglnal di'ilJibu(ocl:ib,,~d. The jrf[fllliltlnn, datil. 3Il1l1.%csand opinions presElfl1.ell hlJ"e\.nrlu mrt omstiMeirrve:strnent ad-vita; lire ~ol1JLled

5UlE'I~ far !Ilformiltlonal [lJlr~st=, <l1'lI:! thtn{[J"e <lr'!! rot ,H1l1fl:J 1o 00y [If sell <I St'iCi61ty; and ille tlQ1. w.'Irrametl ~o h~ ~QrH:ct, wrr~1ete Of i1r.c1lt!!ip., Tn!: ~rnm\'i ~pressed elm <IS 01 the dare writtffll and are:;ubject to change witllM lntil:e. E..xcept 115 tltl1f1wise
HXjlJired b~ I<lW, MOOlIII!lSWr :;hall not be responslb!l: fI:r any trading d~cisioos, oall1(lge:; QI" Q\~ lo~~ rlO~'ti!19 frliln. oc relilted tl), tile ihfQl'~tkJll, diJtit, .m<lIJses Of oplrn~ It th€ir u:>e. The infOOllJtillfl. [..{llllilirJeil hlJ"eln is Ule propri€wry fJ"{lpffly or
M~lH1gstlr "m ma~ not Ill;: teproOO~ed, in v.+lD1e (l( ill rart, or used In :my rfl.;mner, wrthout the iJfl<t' Witte!1 tcn"ie!lt!If Mom:rJg:ililr. t[j oroer rw~< Mlll t 1312-686-6100, To 1[,;l:fl5l: the researcn, call +1 312-696-6869.
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Morningstar Analyst Forecasts

Financiill Summary and Forllcilsts

Forecast

3·¥ear 5-Year
Growlh (%YoY) Hist CAGR Sep 20M Sep 2010 Sop 2011 SepZOlZ SepZ013 Pm). CAGR

Revenue -15.6 -31.2 -3.5 -9.2 -11.5 1.3
EBIT 3.3 5.8 8.1 -3.5 1.9 4.5 9.0
EBITDA 3.9 6.6 5.4 -0.1 3.1 3.4 7.7
Net Income 3.3 5.9 7.8 -3.4 6.5 5.9 9.2
Diluted EPS 3.1 4.0 5.9 -1.5 6.6 4.9 8.5
Earnings Before Interest, after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1.8
Free Cash Flow to the Firm -183.1 814.7 -47.2 -111.9 -443.0 -191.6 -202.1

3·¥eaf S-Year
Profitability Hist Avg Sop 2009 Sop 2010 Sep 2011 SepZ01Z 5epZ0l3 Pro}. A'9

Operating Margin % 10.1 9.1 10.2 10.9 12.5 12.9 11.8
EBITDA Margin % 14.8 13.5 14.8 16.2 18.9 19.3 17.5
Net Margin % 4.2 3.8 4.3 4.6 5.5 5.8 5.2
Free Cash Flow to the Firm margin % 4.5 9.2 5.1 -0.7 2.6 -2.3 -0.7

ROIC with Goodwill % 8.9 9.1 9,7 7.8 6.0 6.0 5.8
ROIC w/out Goodwill % 10.1 10.5 11.2 8.8 6.7 6.7 6,4
Return on Assets, pretax % 6.9 7.0 7.5 6.3 6.5 6,4 6.8
Return on Equity % 9.2 9.0 9.5 9.0 9.4 9.1 9.7

3·Year 5-Year
Lev£lrage Hist Avg Sep2009 Sop 2010 Sop 2011 5epZOlZ SepZil13 Pro}. Avy

Debt/Capital 0.51 0.51 0.51 0.52 0.53 0.53 0.54

Total Debt/ESlTDA 3.34 3.35 3.25 3.42 3.71 3.72 3.75
EBITDAllnterest Expense 4.55 4.38 4.57 4.68 4.84 4.57 4.43

Villuation Summary and Forecasts Discounted Gash Flow Valuation
2D10 2ml ZillZ{E) ZOB!£) Firm Value Per Share

USDMii (%) Value
Price/Fair Value 1.01 1.05
Price/Earnings 13.2 14.2 14.7 14.1

Present Value Stage I "145 "2.6 -1.59

EV/EBITDA 6.8 7.4 7.6 7.3
Present Value Stage II 5.702 102.6 62.77

EV/EBIT 9.8 11.0 11.4 10.9
Present Value of the Perpetuity

Free Cash Flow Yield %
Total Finn Value ~ 10U

7.0 -1.4 -3.8 -6.0

Dividend Yield % 47 42 41 4.2
Cash and Eq uivaIems 131 1.45
Debt 2,700 -26.59

Kel'Valuation Drivers Net bal anee sheet impact -2.284 -25.14

Cost of Equ ily % 10.0 Other Adjustments -271 -2.98

Credit Spread for Debt % 2.0 Equity Value a,OOl 34.59

Weighted Average Cost of Capital % 77
Long-Run Tax Rate % 36.5 Prqjected Diluted Shares 91

Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 24.4 Fair Vallie per Share IUSO I

Perpetuity Year 15

Add~tiDnal8stimates and scEmaritJs ayailable {OJ d0\'IIIlload ill: hrtp~llselectmomingstar.coll1.
The da1fl ill thll table above ffiPHlSE:f1t Dase-c<:\se fmer:ssts. When probahility~weighted

sCBnmio analysis i~ penormEld, the sum of pef share valUES ffiEly diff81 from the Fair Value
Estimate.

© Mocnl~st2r 2m2. All Rights Reservrd. Ml1rn~gstN's Credit R<ltings & R~rdl is PHlOOOld <mrl offenxl byMll"l'llngst.:J.r, loc., y,h!GfJ b; 001 f~i~efed wllll lh~ U.5. SOOJriHes ilrn! EW>a~ Coomls;si[lll a~ a N,;.ti!llL'lI~ ReW5l11!c.cd Slilti5l.k;J~ IMiroJ Or!JiJ~ffitlloo

rN~SROl Unlt!s'intherwisl! [lnvtded Ina ~~~~~rate dg-eemet1t ~oo m<l~ ll'>e Ulls r'!!~&t only in the (mnlry IfI whk,h It~ Ofigir;aj jJjW!lJl.lior 1$ b~~. Thl: i!tatmUufl, data, :mvty:;e.s lI11d lJjIl"full'i presMtell hB"!!ir1 do Ilrlt ~"tJtl.lte Iw,ocstml:trt iluvka; <IreIX~

:so!el~ for infoonatiol'l2l ~rp[l~S ;)ffij thIrefoct' aril not 1m -rtfff to buy Of s!!11 CI S2111:itr, <lOO are I10t ww;mtftl III he G!lITect, <::ml11~\e {i' llmJf<lle. lhe OflinlOtlS ~~etl are il:i Ilfthe dille written and are subJed-lo (:!I~e wlln1Ju! l1lJl.1~c, h~ llS mOOwl~
re.quiri!d by law, M[nllngstlr sha!1 fIDI. he re5JJ{lIISibl~ Fa 1lfT)' trading derisions, dam<lge5 or OCher lliws rc:s... I!il1~ from, or rel:3tl!d tll. the llJr<*7lt<ltion, d..1tIl, 811ili)'Ses {J" OP:llkJt!:s c( their Il~. lhe H1fommtloo c(lI'ltairaed ha"dtl ~ tile pt~lat;jrt ~'1 of
Maming5t:Jr <100 rn.'ly not: be reprndm;ro, inwllO~ llf ill part, orus.ed in aT!)' rrumnef, wIThoot the prioc'W!ittcn I:JJl1Sent crMOOl1ng~. To Ql'derH!fJinls, [.Illi +l 3l2-5%·!i100. TI;I" l!t;msethe fl!sBaf\;h, G<lll +1:l12-6%-68(i9
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Morningstar Analyst Forecasts

Income Statement [USD Mill

Total Rev"""e

Cost of Goods Sold

Gross Profil

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense (if reported separately)

Amortization of Other Intangibles (if reported seperiltely)

Amortization/Impairment of Goodwill

Tolal Expenses

Operating Income (EBIl)

Interest Expense

Interest & Other Income (Expense)

Pre-Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Earnings Before Interest

(Preferred Dividends)

After-Tilx Non-Operating Income, Extraordinary Items (losses),
Discontinued Operations, Accounting Changes

Nellncome (Loss)

Net Income (loss) Excluding ChiJrges

Diluted Shares Outstanding (Mil)

Diluted EPS Including ChiJrges

Diluted EPS ExclUding Chilrges

Dividends Per Common ShiJre

EBITDA

EBITDA wilhoul resl1ucluring

Forecast

5€p 2009 Sep 2010 Sep 2011 Sep2012 Sep2013

4,969 4,190 4,348 3,846 3,BfJ1

3,622 3,425 3,020 2,501 2.487

1,341 1,365 1,321 1,345 1,470

494 468 449 464 478

183 191 179 153 180
-10

217 217 227 246 249

30

4,522 4,300 3,!IlIIi 3,356 3,394

441 489 442 491 m

153 154 151 150 165

-3 ° 21 3 15

2$1 335 313 343 351

100 129 114 125 129

191 206 199 ZlB 224

191 206 208 21B 224

191 206 199 212 224

92 92 91 91 91

2,08 223 2,29 2.41 2.45
2,08 2.22 2.28 2.34 2.45

1.32 1.34 1.36 1,39 1.42

670 101 700 131 152

610 101 106 121 752

t:I Momln<;j:'i1<J1 2[112 Ail Ri~n!$ R~d, MIJ/tJl~:;1.<lt's ucrl~ R;,tlll~:i & Re:>l:1lr(i1 i" IJ"oow:ed <aliI:! off('(uj by Mcrningstar.loc., ',';'lliLh IS oot r!!gisffirl:~ wllhthe Us. Socur~ies ;Jh~ Ell:d'I<lnge L(llrmi~:JOt];lS <l Natfooilily Rer:ogrlfzed SWi~tkal Riltin!1 Orgimjll'!ti~m

rNRSRO"), Utole~ lJth~~ l1Q\lj~eIl ill tlsl:p;Jl<llc iJ~l:Cm~.)'ill m<JYlI5C thisrepm o[l1J m!1"e m ..lhtry fn wilich il.s Q"tylrnl ~i~!OOto> is b3st!I:I.l~ h-lmnatfilfL data. ilf1<l!y:les i'l11;] llpinitlns p!'e<';$lte~ hcreiFl dl:l nut C(mstillJte irlYeWTll'1"l\. fllMce; are prrMded
s[llel,/ fl1 Wof.t!ll>tilll1<1! !IJr~(j~'): lltld 11ottl:l'r.te lite oot iln Gfftt 19 ~J IX sell 11 ~ity. <100 are oot warfllt;1ed 1u ire correct, wtr(Jlete or <l\;rumte. Th!! O\JIFlim1S expre'lSOO arc ~ of the d<lte written .'lnd "Ie .5I.Ibject tu chilnge wittIDut I1rnke. b:Olpt a:i; otlllfiVi').1;
reqilited by I/lW, MornilllJ'>'\ll! S~!I11(ll; be te5f1!]l):;lble ht ilhy trildlll~ d[.'Cishm~. df!lrlOlges oc other los~~ 1~~JIUIl~ tfllm. or Ill:lJte\!to, lhll ~ommtloo. tJd't~, llh<l1yse5 or opinioo:. r1 Ihe~ lJSA:!:. TIv! infOOMI!(l1l cootI1ned h!'fein is thll pmpriE:tlr)' fXOPNty of
Ml1tlf~~Wf at'll til")' till!; h~ reprodl.Ked, fnwoh: or ill~, {It u:ie1ll11 ilny ~/l!lh!;'r, wlthOlft U111 prliYlMitttllll;;'\msetlt. m' MCfT1ing::t1r. To onhYll;plnts, 1:<11111 312-5%-6100. TQ Ik<!llsethe resBarrn, C<lll-t1 312·6%-5869.
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Morningstar Equity Re,Searth

Atmos Energy Corp ATO (I~YSE) 1***

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNIN~

Last Price

34.48 UsD

Fair Value

35.00 USD

Consider Buy

28.00USD

Consi der Sell

43.75 Usa

Uncertainty

Low

ECOlIomi., Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA
Morningstar Credil Ratillg

BBB+
Industry Group

Utilities - Regulated

Morningstar Analyst Forecasts

Balance Sheet IUSD Mil)

Assets

Excess Gash & Inveslrrents

Operating Gash & Equivalents

Accounts Receivable

Inventory

Other Shorl Term Operating Assets

Toial Currenl Assets

Property Plant & Equipment, Net

Property Plant & EqUipment, Gross

(Accumulated Depreciation)

GmKiwil1. Net

Other Intangibles

Other Long-Term 0perati ng Assets

Deferred Tax Assets

Long-Term Non-Operating Assets, inclUding Pension items

TOIaI Assets

Liabilities

Accounts Payable

Shorl-Term Debt

Other Current Liabilities

Tolal Currenl Liabil ilies

Long-Term Debt

Incremental Debt Requirements

Tolal Loog-Toon Debl

Long-Term Operating Liilhilities

Deferred Til~ Liahilities

Long-Term Non-Operating Liabilities

Tolal Liabilities

Preferred Stock

Minority Inleres1

Shamnold",' Equity

Common Stock

Additional Paid in Capital

Retained Earnings (Deficit)

[Treasury Stock)

Other EqUity

ToIal Shareholders' Equity

Total Liabililies + Shareholders' Equity

Difference, from anillyst ildjustments and restatements

Forecast
Sop )OIJ!I Sep lD1D Sep2Dl1 Sep2012 Sep21l13

226 45

111 132 131 115 117

233 273 273 253 235

353 319 290 206 204
132 151 316 316 316

829 875 1,011 1,116 917

4,439 4,793 5,148 5,489 6,009

5,087 5,542 5,817 7,426 8,195

-1,648 -1,749 -1,669 -1,936 -2.186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71
6,344 6,764 7,283 7,729 B,05D

207 255 291 219 204

73 486 209 300 300

457 414 368 368 368

737 1,166 868 886 Bn

2,169 1,810 2,206 2,400 2,500

2,169 1,810 2,206 2,4fJO 2,500

119 49 22 22 22

571 829 960 1,056 1,162

571 731 971 971 971
4,167 4,585 5,027 5,336 5,527

0 0 0 0 0

1.791 1.714 1,733 1,751 1,786

405 467 570 663 757

-20 -23 -48 -20 -20

2,177 2,178 2,255 2,394 2,523

6,344 6,764 7,283 7,729 B,05D

Q Momingstaf 1012. All R~ghts. tlesE'f'w'ed. MOO1i~lgstilr':s Crellit R1:ltirlg'S &- Researd1l~ ptomlred ~!I~ I:lrrernd by M(fi11ngs\ar, loc.,....rum I~ oot 1l~!Jisl:efed wit!llhl:: U.S. SerurrUes dM b:mange Coomi::;SIQil IlS {l NJ.lloo",lry Rerognil1!d St,j.\j'>l:l\:o'1! Ri'ltil11l OIOttnt'aUQ'l1
nlR5ROj. Unlfss othefWisEll;lllllitJed in.a S~late d.jfeemff1!.1111 mJ)' ,Ise this rrpM [lilly ill tffi cClmtry in \'l'hich itsoogln.al distribu!(J( IS hil~d. The frtlTln.1ti[J~, !lata, 'lJI.~:I)'Ses am! oplnl!Jns rresern~ll hEfeJn do I'mt~iMe inile'Stmetlt ,'lll;/ke: ,all; [If!l\'fdW
:iolel~ [OC mfurrrmtiarlill ~:s arnllhffefcre <Ire not.m ~J{f 10 hnynr sdl 01 sern-lty; .me!.ar~ not WillIami'd to be cooec1. corfllleti! (J( OlWJ!ate, The [ljJinirnl'> el:p(~~ed are as III the d3te ....'·ltren aml are ~Ject til cnarlfl!! withoot Mti~e. hte~1 ~ ~h~jSl;'

fl3qujr~ by lilW, Morn;rJ~s\Br shall II{)( lIe r~SJll]nsible f[X an~ trading df:t:isfons, dam.~gl5l:K Q!:hef losses re5lllting fmm,« rE'l;Jled 11.1, the 1l'lform"tiOll, Gillil, "nill)l~e> (J( opilltofts, (YthE!Ir;I~. The lnfOOllatiml wnl.3!ood he-eln j!> thf! PfUJlfietary P"0Jll'!t)' llr
Mom~s'iJr ahlJ mil]' FlQt I:re reprooW:ed, ill whole oc if1 part Ofused in Illl)' m.'HW'6, wltt)'Ju1. the prkn'".Itt!l~ {;Qhs~ of Momirlgst<Jr. TI] oil:leI reP'"int:>, call +: 312-&9/1-6100. To liceI1Sl! the IESean::h, titll +1 312-696·585'9.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1·183

Mom;ngsta, Equity Rosean:h

Atmos Energy Corp AID ([\lYSE) I***
I.as1 Price

34.48 usa

Fair Value

35.00 usa

Consider Buy
28.00 usa

Consider Sell

43.75 usn
Uncertainty

Low

["""omic Moat'"

Narrow

Moat Tr""d""

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+

Industry Group

Utilities - Regulated

Morningstar Analyst Forecasts

'" ""'"'''''''''''''' ".,,, ...... ,,,.,, .... ,,

Cash Flow [USD Mill
Forecast

sop 2DIl9 sop 2010 Sop 2011 5ep 2011 5ep2013

Net Income trom Continuing Operations 191 206 208 218 224

Depreciation Expense 217 217 233 246 249

Amortization of Other Intangibles

Impairment of Goodwill 30

Other Non-Cash Adjustments to Operating Income ·10 0

Deferred Income Taxes & Other Adjustmr.nts to Nr.t Income 153 220 137 96 106

Charlges ,n Operating As&ets aoo Liabilities

(Increase) Decrease in Accounts Receivable 245 ·40 0 20 18

(Increase) Decrease in Inventory 194 54 28 84 1

(Increase) Decrease in Prepayments, other Current Assets 12 -4 -92

Increase (Decrease) in Accounts Payable -182 58 24 -73 -14

Increase (Decrease) in Other Current Liabilities 84 15 14

Cash from Operatilllls 919 726 583 582 584

(Capital Expenditures) ·509 -543 -623 -702 ·769

(AcqUisitions)

Asset Sales & Dispositions of Discontinued Operations -8 0 -4 124

Other Investing Cash Flows (Outlays)

Cash from Investing ·511 ·543 ·627 ·516 ·169

Common Stock (purchase) or Sale 28 -93 2 18 35

Common Stock (Dividends) -121 -124 ·124 -126 -130

Preferred Stock Issuel(Purchase)l{Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 91

Long Term Debt Issuance and (Retirernen~ 40 0 82 194 100

Minority Interest Addback of Income (Loss) Distribution

Other Financing Cash Flows (Outlays) 0 0

Cash From Financing -339 -163 -« 176 5

Benefit (Loss) from Exchange Rates/Discontinued Operations, etc. 28

Net Change in Cash 64 21 ·1 210 ·180

Change in Cash on Balance Sheet 64 21 -1 210 -180

Difference. from analyst adjustments and restatements

r, Mom!flgs"lllr 2U12. All RIghts Res~. Momlngsta"'S Cret:l~ Ratln!j5- 8. ~esellrdl!.s p'0dul;ell and mfercrl b)' tvktt1jt.g~~, ~tJ;;, whkh is not rl)gisier~lI \.Yith lhe u.s. 5~lJ:flh:s il~d h01l1tlgt! Crnl1'lll5Sion ~ a N:ltmlly Rec-09nu!!i:l St<J,ligtt:;)~ Ra!~ Org;mimlion
rr~RSRD·).lJnl~ othen.vt',;e t'lNidro In 0:1 ~ate a~emerrt, ~oo may tJ:;e tll!SCfepro only ~l tbe clJ.mtry fn whkh its: [j191tl;J1 distrilmOf j~ bllOtCd. The lrt!rnlation, Ililtlt, $Wl~ tmd !J~jt1ions prewrted he'eil'l do rn:Jt C(J1ffijlJ..rte i~ml!:l1t :lrlvicc; <1m prlJ'Jil:il!ll
solel~ foc Il'lformll!R::mlll~~ Ilru:llhE1r!tie are not an dfa- til buy or s.ell il SIOWitJ; ani IlJ€ oot Wilrrantcd to be tl)I'l'~ct, ~lete Of am.lra!l;, TIle oplnillllS el:pfesse-E {Ire ll-:i of lhr.~ WIitte:n <lml <lfe sutlject to ch<lnge ....'il.hotJ.t mIke. heep( as [lllmwfs!!
re.qulrell by I.aw, MJmjI\!l'itar sh11ll1ot Ix:: n"spOl1Siblefw ;:mytri!4lill!J decisi~ll'l. llalni!g~ or otber lo~ re:>U1tillO flllln, oc rteillted 10. th£ irtfurm<Jtklh. d<ata, <Jool)ises. (l( opTllloh:l !t their~.The i:nfllffikltion mrTtairoed herein IS the propri!!tmy JY\ljlOO~ ur
M[l(l'lI~~1lr and mily no!: tre re~odllr.ed, in whole [If In part. or use-d in illYJ Il1.ilnoo'", witlloot the ~iocmitten UJ~t of MOOIJIll.r>1ilr. TI] Ofder tCI1ih\:.S, ca!1 ~1 II ?·6El&-f.1 00. To 1fl;eh-.~ the research. mil '1-' 312-69£---!i8fi9.
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Marningstar Equity Research

Almas Energy Corp ATO (NYSE) 1***

CASE NO. 2013-0014B
ATTACHMENT 1

TO OAG DR NO. 1-163

M()RNIN~

Uost Price

34.48 USD

Fair Value

35.00 USD

eon,ider Buy

28.00 USD

em,ider Sell

43.75 uso
Uncertainty

Low

Economic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+
Industry Group

Utilities - Regulated

Atmos Fiscal Year Earnings on Track and 2013 EPS Guidance
in Line

Vital Statistics

Price/Earnings

EV/EBITDA

EV/EBIT

Free Cash Flow Yield %
Dividend Yield %

Andrew Bischof
Equity Annlyst
andrew,bischDf@mDmingstar.i:om
+11312169606433

The primary analyst coyering this cGlTlpany
does flO! own its stock.

ResenlChas "fOB Nov 2012
Estimates as af 17 Jul2012
Pricing datil through DB Nov 2012
Rating updatad as of DB Nov 2012

Analyst Note DB NDV 2012

Atmas Energy ATO reported fiscal 2012 GAAP EPS of $2.37

compared with $2.27 in the year-ago quarter. Management

initiated fiscal year 2013 of $2.40-$2.50 per share from

ongoing operations, which will exclude unrealized margins

and the planned sale of its Georgia assets. Management

affirmed itsprevious 6%-8% annual earnings growth target.

We are reaffirming our $35 fairvalue estimate and our 2013

$2.45 EPS estimate. The company plans to pay a $1.40 per

share dividend in 2013, an increase of $0.02 per share.

Market Cap (USD Mil)

52-Week High (USD)

52·Week Low (USD)

52-Week Total Return %

YTD Tota I Return %

last Fiscal Year End

5-Yr Forward Revenue CAGR %

5·Yr Forward EPS CAGR %

Price/Fair Value

Valuation Summary and Forecasts
FiSC<l1 YeEC 2010

13.2

6.8

9.8

7.0

4.7

2011

14.2

7.4

11.0
-1,4

4.2

3,109

37.33

30.39

1.3

6.5

30 Sep 2011

8.8

8.5

0.99

2012/f) 2013/f)

14.7 14.1
7.6 7.3

11.4 10.9

-3.8 -6.0

4.1 4.2

Currency Bmounts Bxp'a." ad with'$' are i0
U.S. dollars IUSDI "018SS o!l,arwise denotad.

Conlents

Nole

Momingslar Analysl ForBGasls

Atmos continued to benefit from constructive regulatory

environments and timely rate increases throughout 2012,

At the company's natural gas distribution unit. fUll-year

gross margin was $1.02 billion, up slightlyfrom2011. Atmos

benefited from $17.7 mill Ion in Incremental margin from rate

adjustments. Distribution throughput declined 8% from

warmer weather, but the company is effectively 94%

protected from weather impacts as adjustment mechanisms

provide for reimbursements from lower consumption during

warmer months, Regulated transmission and storage gross

profit increased 12.7% to $247 million in the current fiscal

quarter. The company benefited from rate design changes

at its Texas Pipeline and Gas Reliability Infrastructure

Program filings in Texas.

At the company's nonregulated unit. gross profit declined

15% for the fiscal year to $55.1 million. Warmer weather

translated into lowervolumes and a$15 million drop in gross

margin. This was offset from the effects of a favorable

trading strategy implemented earlier in the year, which

opportunistically took advantage of falling prices, storing

cheap gas and rolling forward the positions.

On a consolidated basis, operation and maintenance

expense edged up 2.4%, primarily from higher legal

expenses and higher compensation costs. Capital

Financial Summary and Forllcasls (USD Mil]
fiscal Year: 2010 2011 2012(fJ 2013(FJ

Revenue 4,790 4.348 J846 3.897

Revenue YaY % -3.6 -9.2 -11.5 1.3

EBIT 489 472 481 503

EBIT YaY % 8.1 -3.5 1.9 4.5

Net Income, Adjusted 206 199 212 224

Net Income YoY % 7.8 -3.4 6.5 5.9

Diluted EPS 2.22 2.28 2.34 2.45

Diluted EPS YoY % 6.9 -1.5 6.6 4.9

Free Cash Flow 184 -40 -119 -185

Free Cash Flow YoY % -55.1 -121.8 196.9 553

Suun:B for fCHBr.asis in the data tabls[) above: Morningstar 8Jtimntes
Analyst NDte: Our forecast [;ou~d differ with as reponed and mnSElnsus f~glm:s due ~o

unique modeling conventions.

Profile

Atmos Energy is one of the iargest naturai gas-o~lydislributor in the United
Stales, serving more than 3.1 milrion customers. The company's utiiity
operations serve Colorado. Georgia, Kansas. Kentucky, louisiana,
Mississippi. Tennessee, Texas. and Virginia. Its l1onutilityoperatiDns market
natuml gas across a vast U.S. territory and include one of the largest
intrastate natural gas pipeline systems in Texas.

~ Mo"ningst.:lr :m12. All Rlghls- I(rs~. MDrnil'l~:>I.!'l·5 Cre'Jit &:<Jl!~ &- Research I~ PHlE.lUce~ and llfl'el"!ld by M(ln~1<9>t<lr. ~rlC •• wtli~h is not rCQi:>1.1:rell witll the U.S. Sr:rnrlll!!S and ~xdM~e Corrmisslon as il NiltJln1l1y RewgnJzej] Statistkal Riltlng Orgimir.;tkm
rNRSR01. Urn!!s,s rnhl!iWlse ~rM!lEd Inll ~ep.1rlite<Jg.eemrnl,)w may usc this n::rlXt ooly inthe rnmlry in whkh lis original Elistriootor is iJ.<J:lCd, Th~ "1trm..~1![1I'l. d<ll<l••maiyses: Hilt! opinlar<s ~esroted h'ifein do oot o.m'ltitut~ rn~stm€nt ildyjc.e; we pro¥itJed
SI:lI!!r, flY Infl:l«natlllll:J!!J..'TlXl~ aM tfl!:reflJe lU~ 001 8n dfEf to btry or sdl a :'ie{lJ"jl;y: llrv;1 are 001 watTahlell tn be ,oo!!d, [~!3'eor ilr:rnfiite. lhc opinlill"tl eqxcs:s~d are <l~ of the uille wrli1.cIl.mrl 'Ire ~ett til tllan1!f: wlthoot rnti;;e. Eli:rept as l.lthuwise
reqlJiml by law, Morningstar sh.~H n~ be ,e~!.lI'ls.lhll': ((I"./'ttry !JiHl!tl~ dEGlslorts, OMJ./lges or We'- 1[)'S.s~. teslJlt~ng from, orwlaL{!tl to, the irJfQl""rm!!oo. dilliJ, anal~~t"S or I:ljJln!~ {I tllerr use.lhc Wormll1.loo amtitirled llffein ~ thf flfoprletM)' p"0perty of
MOO1rO!J!itM <lrd m;ry mll. be n':~odlll:;:ed, It; wlliJle or in fl.S!!. Ofu~d in atT)l m1lMel, wllh[)lJl: nl~ pdlT ....,.,-iltch wh5ent fir MOO'IIngs1iJI. To OJd(;/' fel1!tJl:5. call +1 312-6%,5100. 10 li~ens.ethe ~:>I:'ilr{;R, {iii! +1 312--W5-6659.
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Last Price

34.48 usa

Fair Value

35.00 uso
Consider Buy
28.00 uso

Consider Sell

43.75 uso
Uncertainty

low
E"""omic Moat'"

Narrow

Maat Trend'" Stewardship

Stable NA

Morningstar Credit Raling

BBB+
Industry Group

Utilities - RegUlated

investments of $733 million led to a 6% increase in

depreciation expense. In 2013. management expects capital

expenditures in a range of $770 million-$790 million. For

the year. income taxes declined $8.6 millionto $98.2million,

partiallyreflecting atax benefitfrom the sale afits Missouri,

1Ilinois. and Iowa assets.

(;J MI;lI'tlIl1!'ls,l..3r mIl. /iiI Ri~'lts ~erved. Morningstar's Credit Ratings & Rest'llHfl is: ptoduced:>rnl OffffcC by M[fning~, IlL• ...midl i> nrn mg~ered Wl1hthEl U.s, SOOJrllir=~ .ml! EIi:l11lmge CarlTllr.,sil:m as. a NiltiOOilll~ Recaglllzed Statistical Rating OrgMlI:zatl{lf1.
rNRSROl Un!!!"5 o\hE'fWise ~rovi~oo ina sep,Mlll!! ag'e€fTl\!I1l. yIJJ mCJ) lISe Irn~ferDl1l:ll'l~ ill t!'E mmtry in whkll rts OI'igirwl dls\fitlutor is b.ased. 111~ ilttmlillIDn, ~llta, Iltm~ ::mll DpillKms p.-esemfffi hff8in 00 not a.lllstiMe irryestlnE.'nt advice; are pro'Jided
~~lyf(J( infOOTh'ltianal fA.lrJlI:l'>ll~ and thffff(l'f: arr= oot an dfl'f 10 buy [l( sr.11 RseaJJly; .md Me rnt W<lITllnlE'd to lJe cl:lflect, ~Irte or :J(Qjf<llr. ltre opinhms expres:'ied we as of the l!ate .....,-rtterl arnJ .ne suljoo: 10 r..ll;mge wlthoot/mire. b:rept as oth~se
rfiltllred b1law, Momlrigst:lr 5hail mt ber~ble fcr ,my trading dedsinns, damllgl5 or I:ll:her losses n~..."lliting rmm, Of reiflted 10, thl! ll'lfoonatlQl1, data, arlil~~ or opltliOOS IT lheir U'i'B. The Infmn<llkm oontained I"'felf] is the proprietary ITOPIrt)' of
Momi~ram nlity mil: ~e r8fXlXIu[ed. mwlml!! (J( il'! p.art Ofusrd inany n131"1a;'!', wi!hoo1. the prier writlen t:ml'iMt of MOOling::,.-tlU. Te or!!.,- lefJin\S, r.all t 1312"69fi-6100.l{l H(;;er6e !he re'S~rdl. ~1l ..1311-S~!'Hla69,
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Last Price

34.48 uso

Fair Value

35,00 uso
Consider Buy

28.00 usa
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Uncertainty
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Moat Trend'"

Stable

Stewardship

NA
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BBB+

IndusllJ GrDUjl

Utilities - Regulated

Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast

3-Year S-Year
Gmwth(%YoY) Hisl CAGR SEp 2009 Sep2010 SEp 2011 Sep2D12 Sep2013 Proj, CAGR

Revenue -15,6 -31.2 -3.6 -9.2 -11.5 1,3

EBIT 3.3 5,8 8.1 -3.5 1,9 4.5 9,0

EBITDA 3,9 6,6 5.4 -0,1 3,1 3.4 7.7

Net Income 3,3 5,9 7,8 -3.4 6.5 5,9 9,2

Diluted EPS 3.1 4,0 6,9 -1.5 6.6 4.9 8,5

Earnings Before Interest. after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1,8

Free Cash Flow to the Firm -183,1 814.7 -47,2 -111.9 -443,0 -191,6 -202.1

Hear 5·Year
Profitability Hisl Avg SEp 2009 Sep2010 Sep 2011 Sep2D12 Sep2013 Proj, A'11

Operating Margin % 10,1 9,1 10.2 10,9 12.5 12.9 11,8

EBITDA Margin % 14,8 13.5 14,8 16.2 18,9 19.3 17.5

Net Margin % 4.2 3,8 4.3 4.6 5,5 5,8 5.2

Free Cash Flow to the Firm margin % 4,5 9,2 5.1 -0.7 2.6 -2.3 -0.7

ROIC with Goodwill % 8.9 9,1 9.7 7.8 6.0 6.0 5.8

ROIC w/out Goodwill % 10.1 10.5 11.2 8.8 6.7 6.7 6.4

Return on Assets. pretax % 6.9 7.0 7,5 6.3 6.5 6.4 6.8

Return on Equity % 9.2 9,0 9.5 9.0 9.4 9,1 9.7

3-Year 5-Y",r
Lev~age HIs!, Avg Sep 2009 Sop 2Dl0 SEp 2011 Sep2D12 Sep2013 Prof Avg

Debt/Capital 0.51 0.51 0,51 0,52 0.53 0.53 0.54

Total Debt/EBITDA 3.34 3.35 3.25 3.42 3.71 3.72 3.75

EBITDAJlnterest Expense 4.55 4.38 4,57 4,68 4.84 4,57 4.43

Valuation Summary and Forel:asts Discountlld Cash Flow Valuation
2010 2011 2012(E) 21113(E) Firm Value PerShafe

USDMil (%) Value
PricelFair Value 1,01 1.05

Pri celEarnings 13.2 14.2 147 141
Present Value Stage I -145 -2.6 -1.59

Present Value Stage II 5,702 102,6 62.77
EV/EBITDA 6.8 7.4 7.6 7.3

EV/EBIT 9.8 11.0 11.4 10,9
Present Value of the Perpetuity

Free Cash Flow Yield %
Tolal Finn Vallie ~~51 100.0

7.0 -1.4 -3,8 -5,0

Dividend Yield % 4.7 4.2 4.1 4.2
Cash and Equivalents 131 1.45
Debt 2,700 -26.59

Kel'Vahmtion Drivllrs Net balance sheet impact -2,284 -25.14

Cost of Equ ity % 10.0 Other Aqjustments -271 -2,98

Credit Spread for Debt % 2.0 Eqtlily Value 3,D03 34.5!1

Weighted Average Cost of Capital % 7.7
Long·Run Tax Rate % 365 Projected Diluted Shares 91

Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 24.4 Fair Value per Share [US 0I

Perpetuity Year 15

Aodmonal8stimarnB and s,C:8narios availahlB fordDwnload at http://sele:[;t.mDrnln.~star.[;om.

The data in the table above repres.ent base-case iOf8Cl}sls. Wh811 probabiHty'W2lgMed
sl:ertario analysis is perfarnl€d, tim sum of p8r sham valul:!s nll1y difier from the Fair Value
Es!irmHe.

~ Momlhgsi.iJ~ 2~12:, All ~g!llS R~erwd. Momil1[1StCi"'s credrr R:llEl:llls,&- Re:5el'lrrn is prodUce;] aml !lrreH~tllJy Mun~r, Inc., 1Nhi~h is not f"c!jl:>tered Witll Ul~ Us SEQlrit15 and bdliJ~ CIJtm1~lcm II:> a Natloll(J!I]' R~\;~hll{.-d Stat~Il:<l1 Rating Or~hIUJ\hm

rNRSR01, Un!()S'S QitJ""wi~ IYri'o'll:loo ill <l ~ep.aT.ate <l!TeenlMt, ylU ll~~ U!'.e this reprrt [Jn~ in lhe r.«mtry iH \NhJr.h I\~ !J'~jnallils1riooror i~ ba:iCd, The Wfcrnlillitm. rl.~\ll, lll'lalyses. ;Jh~ opft1jot1~ l1e~l;'!lled lID-~1tI do lml OJI1Stllll1llltwestmml mMw: iJrC phJvM~d

:m1ely fit ]!lfDnm..thmil! f(llllas.es ~nd theJe'ff!! are not ,lI'! riff'!" to royOl' sell;'l seo..rity: ;md Iln~ oot walT<lI'!tt'iJ til he t;ooert, c:~lrle or ar.u.lI~1e. 1bl: opmi-affi expres:sr.d.are il511f the dill~ writH~h (ll""j iJre subJm;t til chlltlill: wilhool notkl:, Exu:pt iJ:i lllh!:tWi.'ic
re~llll-c~ by jilW, MlJlhihO!Mf shall mil. be ,,!,sp[llls~ble fO' om)' lJ'adirl~ dec"ISM, d:Jmag!!S [l( o(lX,"f losses resulting from" [i" 'Ill<liw l{l,lhe infettml\ir;lt!, dil\;J, 3fIil1ys'f:':; or tflinloos {J"1~~ ll~. The IllrQl'!T1iltloo whlllloo:l mll~ II ttm-lJfU}lflcltJt)' ~lJ~m} <Jf
Mocnl~st{lf Iltyj JrnlY hlJi.~ leprOOlJceEl. ill wtm1e or in part, {]( used ill arT)' m:mTll!r, withoot Itre fYi..- ....,-ftten rnn'lellt ill Mo"nlogst<Jl. To ooJl;/' fe-j1!llt!>. cal~ -1-1 312-69li-5100. 10 IkctJ~etlle res·e.m:h, Qlll-l-1 312· ~96-6.1l69.
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CASE NO. 2013-00146
ATTACHMENT 1

TO OAG DR NO. 1-183

Momiflj)slar Equity RoseardJ

Almos Energy Corp AIO ([I!VSE) I***
Last Price

34.48 uso

Fair Value

35.00uso

Consider Buy
28,00 usa

Consider Sell

43.75 usa

Uncertainly

Low

EcanlMl1ic Moat""

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Raling

BBBt
Indus1ry Group

Utilities - Regulated

Morningstar Analyst Forecasts

Inl:ome Statement IUSD Mil]

Total Revenue

Cost of Goods Sold

Gross Profit

Selling. GeneroJ & Administrative E~penses

Research & Development Expenses

Other Operating Expenses Oncome)

Restructuring"" Other Charges (Gains)

Depreciation Expense (if reported separately)

Amortization of Other Intangibles Of reported seperately)

Amortization/Impairment of Goodwill

Total Expenses

Operating Income (EBIT)

Interest Expense

Interest & Other Income (Expense)

Pre-Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Earnings Before Interest

(preferred Dividends)

After-Ta~ Non·Dperating Income, Extraondinary Items (losses),
Discontinued Operations, Accounting Changes

Net Income (loss)

Net Income (Loss) Excluding Charges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Charges

Diluted EPS Excluding Charges

DividendS Per Common Share

EHIlDA

EBIlDA wilhOllt reslnlcturing

Forecast
sop 201l!l Sep 2010 SBp 2011 Sep2012 Sep2013

4,969 4,700 4,348 3,846 3,897

3.622 3.425 3,020 2,501 2,487

1,347 1,365 1,327 1,345 1,410

494 468 449 464 478

183 191 179 153 180

-10

217 217 227 246 249

5 30

4,522 4,300 3,906 3,355 3,394

447 489 44Z 491 5D3

153 154 151 150 165

-3 0 21 3 15

291 335 313 :m J53

100 129 114 125 129

191 Z06 199 118 124

191 Z06 ZOB Z18 124

191 206 199 212 224

92 92 91 91 91

2.08 223 2,29 2,41 2.45

2,08 2.22 2,28 2,34 2.45

1.32 1.34 1.36 1.39 1.42

670 701 706 737 752

670 701 706 727 752

D Mol1l!~i~r 2012, AI[ RightsR~d. Momlngsl::V-'s ('.la!~ RMltlgs & Research ispro~ al11l11lTered by M«!ljllg~N< l~., y.'hkh is rnt resf~We1lwith the US Securities <lml hcllClIl[je' Convnissiol'l a:>,., Natlooally J«t.cognmw St:rtistil::al ROIling DrganffiltJoo
iNRSRD1. Ut]ll:~S fjth£'fWise rr0ltidcd in:J S1ep<Jf<lte df1~e'tIle/1t, 'j(}J 1l13~ uS<! this report (J111j ill tile coomry in wille-II it'; Qfjgih<l~ dTstrootoc i> b~~. The iril;lltl<!uon, dal..:!, :lnOll)'ses and (Jpil'lions presented he'!!~ do oot rcnstil.JJ:l:e irMlstmffit Olrl\liLe: :3re pHMdee
!iole-ll fl1lnfl1tTJiJiil]l1",1 flJrpo~ ::ml:l thttcl[f[! <Ire rut 1'IM lJffer 111 buy Of sell" soo..ril:~: ill~ .are ~t WaIT<l1'ltell t(l be l;QrTect. ~~ll!teoc <lOOJrate. The l;lflltlitJ!lS !!lCpfes.se;l are <'IS o.r tile illte \Yl'ltte!1 :mll are subJ!!d to ct1<lI'l91! withool ootice. beep!~ oU1~~
II;~lli:e~ byl;'lW. MOIlI~rshallllot be rrspoosible (<< lltr{trAllll1g deti'3iort'>, darn<lges or otl1t'f i(lSS!!s.resu~f1!J from, QI' l'e'1~!!l! to, tIl!! InforntaU!lIl, u~~. 1l!I<I!)'S!!S oc opin;oos« their IJse, The illformatioo mnt<llned hereil'l isthE! proprffitar'1lJnpWy of
Mi;Jl'IilIl!l~lfl' (ltd t1ld~ mt. bE! rcprodurnl, In wOOl!! or ill [sdfi. I¥ IJ~ in an:r manner, witllUUt \J1..e pIi« 'Mrtten ron~ (lr MQN1jjJg~t<lr. Tn IlfdE!f r!!JUtlf-S. ~Il 1-1 3rMi% 51 00, To licM'lSoe the reS'B.'lfch, {<Ill .. 1312· 5%fNlS9.
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Morningstar Equity Research

Atmos Energy Corp ATD (NYSE) 1***

CASE NO. 2013-00148
ATIACHMENT 1

TO DAG OR NO. 1-1B3

MnRNINGSTAR"

La51Price

34.48 usa

Fair Value

35,00 usa
CGnsider Buy
28,00 usa

Cansider Sell

43.75 usa
Uncertainty

Low
Ecanomic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA
Morningstar Credit Rating

BBBl-
Indus1ry GrDllJl

Utilities - Regulated

Morningstar Analyst Forecasts

Balance Sheet IUSD Mil)

Assets

Excess Cash & Investments

Operating Cash & Equivalents

ACCDunts Receivabl~

Inv~ntory

OthCf Short Term Op~rati ng Assets

Tutal Current Assets

Property Plant & Equipment. Net

Property Plant & Equipment, Gross

(Accumulated Depreciation)

Goodwill, Net

Other Intangibles

Other Long-Term Operating Assets

Deferred Ta. Assets

Long·Term Non-Operating Assets, including P~nsion items

Tutal Assets

liabil;ties

Accounts Payable

Short-Term Debt

Other Current Liabiliti~

Tutal Current Liabilities

Long-T~rm Debt

Incremental Debt Requirements

Tutal LOIIg-Tenn Debt

Long-Term Operating Liabilities

Deferred Ta. Liabiliti~s

Long-Term Non-Operating liabilities

Tolal Liabilities

Preferred Stock

Minority Interest

Shareholders' Equity

Common Stock

Additional Paid in Capital

Retained Earnings [Defki~

(Treasury Stock)

Other Equity

Tutal Shareholders' Equity

Tutal Liabililies + Shareholders' Equity

Difference, from analyst adjustments and restatements

FOrecast
Sep 2D09 Sep 2U1D Sep2D11 Sep2012 Sep2013

226 45

111 132 131 115 117

233 273 273 253 235

353 319 200 206 204

132 151 315 316 316

129 175 1,011 1,116 911

4,439 4,793 5,14B 5,489 6,009

6,087 6,542 6,817 7,426 8,195

-1.648 -1.749 -1,669 -1,936 -2.186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,764 7,213 1,729 B,DSO

207 256 291 219 204

73 486 209 300 300

457 414 36B 368 368

737 1,166 868 886 872

2,169 1,B10 2,206 2,400 2,500

2,1611 1,110 2,Z06 2,4DO 2,5DD

119 49 22 22 22

571 829 900 1,056 1,162

571 731 971 971 971

4,167 4,585 5,0Z7 5,336 5,527

0 0 a 0 0

1.791 1,714 1,733 1,751 1,786

405 487 570 663 757

-20 -23 -48 -20 -20

2,177 2,111 2,255 2,394 2,5Z3

6,344 6,764 7,213 7,129 B,DSO

{) Momingstdr 2[J11. All ~iglJts Resen.~, Mom~IY's Cn:dl'i RlltingS & Rese.ard1 isIK~ am.! lJrrEl'Ed byM{I'n~, Ire" vJlkh is 00\ regh.-'(fed wilhtl1~ U.S, Sernritl85 and Exch<Jl1!:Jll CorrmiS:J101l as il Natiot1<lHy Rl:~og~llCd Sl.alis'lki1l Ratlllg Qr~<JhlmHlJn

rNRSRD1. Urn!!s,; olh~'s.e [XovidlX! itl il separale ~gE~mem, yoo may lise this report !lniy in 11110 w..mlry ill whk..h Its OCi!llnal distrillulcr- is based.lhf: ilt.-rtniltloJl, dilliJ, il1Iill~ am apillli:ms lXeslllltlld hl"feJn do l"ml mm'tltute Ilm5\mcni. lldvir:e; are lXcvidml
"'[llery fa jnfllurmUlJnll1 JUTPll~S iJ~d l11[:refocll are ll(]lan affEj' to!ltry oc :let! (J :>eUJil.y; <100 arfl nol. w~rramellllJ be 1;("1100, ~IeteOf at:aJfale. lhe Oflil1lr.ms e~pressed <ltc llS ill the dille written iind life: ~ect t(l cntllllle wilhoo\ hlJlJ~. Exn~pl a:J othuw15c
reqlJ8"ed hy law, MlXni!lg'ililr ~ll rmi. be tllspwrsihte fIT 11l1)' Inw:!ing dl:rJslDlls, d(Jmilg~ [If !Klier f~t''> restl~jng from, oc I!olille;J lu, inll Jrioonatioo, datil, IltlBlyses or [ljJ~loos 0- their use, The ihformuthlh ~I]hlalhed h~cltll'i Ihl) ~icl<lrt t:-W~ty nf
MOO1i~srn <lOO miry not be .c~oom;t'tl, inlrVhrne or In pM, or used irl illlJ tT!<J!lrer. wlthotrt tile fl"ic::r wrinen Q:lt1:>eI1! of Moming5tJr, To ord~ re~nts. tJ'l11-tl 312-695-6100, II] !kl:flSll the res.eim:h. ~;JU .. 1312·695·6569.
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CASE NO. 2013-00148
ATTACHMENT 1

TO GAG DR NO. 1-183

Momingstar Equity ~es~arch

Atmos Energy Corp ATO (NYSE) I***
Last Price

34.48 USD

Fair Value

35.00 USD

Consider Buy

28,00 USD

Consider Sell

43.75 USD

Uncertainty

Low

Economic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+
InduslJy Gr~

Utilities - Regulated

Morningstar Analyst Forecasts

, ...... , .. , .. ,." .. ,.". .. """, .. """""".,.
Cash Flow IUSD Mill

Forecast
Sep 2009 Sep 2010 Sep21J11 Sep2012 SepZ01J

Net locome from Continuing Operations 191 206 208 218 224

Depreciation E~pense 217 217 233 246 249

Amortization of Other Intangibles

Impairment of Goodwill 30

Other Non-Cash Aqjustments to Operating Income -10 0

Deferred Income Taxes & Other Adjustments to Net Income 153 220 137 96 106

Changes in Operating Assets and UaiJilitie~

(Increase) Decrease in Accounts Receivable 245 -40 0 20 18

(Increase) Decrease in Inventory 194 54 28 84 1

(Increase) Decrease in Prepayments. other Current Assets 12 -4 -92

Increase (Decrease) in Accounts Payable -182 58 24 -73 -14

Increase (Decrease) in OUler Current liabilities 84 15 14
Cash rrom Operations 919 726 583 58Z 584

(Cap ital Expenditures) -509 -543 -623 -702 -769

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations -8 a -4 124

Other Investing Cash Flows (Outlays)

Cash from Investing -517 -543 -627 -578 -769

Co mmon Stock (purchase) or Sale 28 -93 2 18 35

Common Stock (Dividends) -121 -124 -124 -126 -130

Preferred Stock Issue/(Purchase)/(Dividends)

Short Term Debt Issuance and (Retirement) -284 54 83 91

Long Term Debt Issuance and (Retirement) 40 a 82 194 loo
Minority Interest Addbac\( of Income (Loss) Distribution

Other Financing Cash flows (Outlays) 0 0

Cash From Financing -338 -163 44 176 5

Benefit (Loss) from Exchange RatesJDiswntinued Operations. etc. 28

Net Change in Cash 64 21 -1 210 -1BO

Change in Cash on Balance Sheet 64 21 -1 210 ·180

Difference. from analyst aqjustments and restatements

o MQlll1t"J:s1ilr 2012, fill Ri!jhts R~d. Momirrg:;;tilr':; Cnxl~ rlijllJl!l:i & Reseordl i'i proow:;ed and o(f~e!l1Jy Mrlolngw, ire" which Is not fllgist:efei:l u.rith till! U.S. Secwitfes,elllj Exd1tlt1g~ Clllm1t~Ot1 ~ {I N"tfQl1,dly~~i1ed Si.iJtistk<l1 R[jtln~ Of!Jimuatbn
f"~R{)l, t!hll:s:5 oUll:twisc lIovidoo in a .separate ag:e~t1lct1t,~1 fooj'lI5e I:hls le~oo UI1lyIntlle CMJtry ill which its ocigir.a! distributor l:>tl::lY!d. The irirrnlation, !latLt,MtlljSe.ltlnd opllliM!; pre~lled ht'!l;:tl do 11111 (.Qhstrtute hwcstmro!; illNkl:; me prnvkfeil
:>tltel~ fl)" ilifQl'mtli~(jh,,1 ~rplJses iltid the-!!ae <Ire rnl all Uf~ III btl)' Qt~!1 a serU"ii.~; am Me not warrarltoo to be t:OOf!ct, l:ompi!!t~ [l( ocruwle, The 'Clp1rdons eo/ess!:d <Ire as (lrthe" !l<tffi wr!tl;eEI ~ml ,m: StllljeL'; (0 cll;m~~ witbon! mtke, EJ:[()~t a:s uU1~s.e
,.eqUl;l';\l by IllW, MottJlll~:;tar srolillot bll resport'ilblc f~ "lrftr~jlla dedsillffi, ditll1.agt5 Of other la'i.'Se"> fl:l'illitlng (rum. 'Of r!!lated to, the WOI"m"lkn d<l1:<l, :In:ll)ses (If ~m!lllS: CJ" tl~iru'>e. The illrMlTh'l(fotl ttl:fltai!led l~~itl is 'tJ;l: pr~lct~ ~~!rty of
Mocllj~5wr /ltJd hlll)' tlOl be tepmdur:oo. jn whole« Inlk"lfl. or U$el;l jll ilhl' Imlfmer, witlmut the tw1rr \Milten rnnsoo't of Momi~st;jr. T{J (Inlet 11"p-h1t5., c:lll +1 311·695-6100. To Ikl'!1se the resBafch, c:lH +1 312-fl!l5-611flSl.
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CASE NO. 2013..()0148
ATTACHMENT 1

TO OAG DR NO. 1-183

Morningstar Corporate Cred it Researth

Almos Energy Corp AIO (I~YSE) I BBB+

Business Risk

Good

Ca5h Flow CU5hion....

Very Poor

Solvency Score

Good

Distance To Default

Good

Economic Moat'"

Narrow

Indus1!J GrOUjl Se<:lOf

Utilities - Regulated Utilities

3.168ii

2013(E)

3,897

1.3

503

12.9

224

5.8
,90

-2.3

2.41 Bil

2012(E)

3,846

-11.5

491

12.8

218

5.7

98

2.6

2g11

4,348

-9.2

442

10.2

208

4.8

-29

-0.7

2.38BiI

PriotQuilltet'

2.838il

1010

4,790

-3.6

489

10.2

206

4.3

242

5.1

1.21 Bil

Prior Year
Market Equity j Bil

Pref~rred

Operatiog Summary !USD Mil]

, """".".".

Credit Metrics !USD Mil]
2010 2011 2012{E) 2013(F)

Cash And Equivalents 132 131 341 161

Total Debt 2.296 2,415 2,l1JO 2,81JO

Interest Exp ease 162 158 150 165

EBITDA 707 706 727 752
Debt to Book Capital

Quick Ratio 0.3 05 0.7 0.5
Dent to EBITDA 3.2 3.4 3.7 3.7
EBITDA to Interest Expense 4.6 4.7 4.9 4.6

Capital StructurlI

SOl'r~e: MDrningstar

_Debt

Sales

% Change

EBIT

% Net Sales

Net Income

% Net Sales

Free Cash Flow

% Net Sales

Issuer Profile

Atmos Energy is one of the largest natural gas-only distributor in the United
States. serving more than 3.1 miliion oustomers. The oompany's utility
operations serve Colorado, Georgia, Kansas, Kentucky, louisiana,
Mississippi, Tennessee, Texas, and Virginia. Its ~onutility operations market
natural gas across a vast u.s. territory and include one of the largest
intrastate natural gas pipeline systems in Texas.

Credit Perspective 28 Jun 2012

Atmos Energy Corp (BBB+l distributes natural gas to

regulated utility customers across nine states. Atmos'

business includes unregulated marketing and procurement

services as well as natural gas storage and pipelines, Like

all regulated utility businesses, we assign Atmos anarrow

moat recognizing the implicitcontractAtmos maintains with

its state regulators to provide stable natural gas distribution

in return for regulated returns. Our rating reflects the benefit

Atmos receives from decoupling and weather-related

fluctuations in customer usage. Moreover, our rating

incorporates Atmos' ability to raise revenue without filing

a formal rate case via advantageous rate mechanisms We

acknowledge that Atmos has grown considerably through

acquisitions over the past 20 years. most notably levering

its balance sheet to roughly 4.5 times in 2004 to purchase

TXU gas (pipelines) in Texas. However, Atmos has

maintair18d discipline reducing its leverage by a turn to 3.5

times, where we expect it to stay barring any near-term

acquisitions. Interest coverage remains healthy at roughly

5 times. While Atmos' credit metrics are currently very

healthy. we believe Atmos is likely on the lookout for

acquisitions, which could lead to re-Ieveraging the balance

sheet. Atmos can raise over $1 billion in combined debt and

equity issuances over the !'lext 1-3 years (maximum of $950

million of debt and $350 million of equity, per regulatory

statute], depending on the market for gas local distribution

and pipeline acquisition targets. However, Atmos faces the

risk of overpaying for an overvalued target with the

expBctation of improving regulatory returns, which may

never come to fruition. It's notable that the company has

publicly expressed apreference for internal investment over

acquisitions in the current climate. Atmos' size precludes

anyone regulatory decision from having adrastic impact.

Contents

Cnmmittee members voting on rating do
not own sm::ur!!ie.s isslmdbythe compallY.

Coedit An"ly,is as of 21 Aug 2012
Susin"'s Analysis as 0121 Aug 2012
Eslimales as of 17 .lui 2012

Atmas Fiscal Year Earnings an Track and 2013 EPS Guidance
in Line
See Page 5 for the full Analyst Note from 08 Nov 201 2

Joseph D8Silpri
josep~.d8:sapri@rnDrni!lgstar.c[im

Currom::y amoull!s expressed with "S" Bf8 in
U.S. dolla'" IUSOj unless oth"lW!s" O"nOleo.

Momi!1Qs!1:lr Am,lyst FnrBc8sls

Comparabl" CDmpany Analysis 10

MethodDlogy 11

~ MOO'oIngstN 2{)11. A!I RIght'; R~erve<:I, Mtllrtll1[/St<V"'S Credk RMiligS ~ R~~ar(:h i:; ftlJ~ <lt11111!Jered by MmJ;I'l~'W. ~hc., 'iMlich is. rcl n:!ll~et'.,d witll i!l~ u.s, SroJrrues and ~l(ch3itjje Cmrmission 3S il Nati~lil!~REcognized Statistic<ll Raring Org<llli1dti~n

rNRSfU:ll.Unks.s olhlYwlSe fl'Ql/lcled III a st'f!'lr"t'" <l!Teemern, )Cl..IIII<lYUsethi:>!~~rtt IJh~1 i~llil; !YtJntry illlNlllctJ tts or"kjlrnl distribtltori5biJsc~.1he, llfcm~IEtltJ,d<l'il. analyses am:! oprnions presented oo-elndo not wnstlt!Jte Il1VI!stm~ <l(hr.~e: aI~ Il'0ljjd~

sl:lldy (or Infarmtltfol'llli flliPU~s arnJ tI1fref[Je me not ,lI'l rlflY to ooy lY sell <l seqJ'~'{. {ltllj are IrJt warrame1ll[l bl! l:meet CuJ1llleie or ilf.U..lr3ic_ llle opInioos eWes'S~d ilre <15 or the dille vtl"lth:m iJM <Ire subject. tll cll/ln~e INlllIDut notice. b:t:ept as ntllf'f\'/ise
tEqlllred try law, Momi!lgm ~mll nct: b8 re'>Pcms~le fff ~rry tradil'lg del:~ioJ"6, 6,;h1<l~es t;i ot~ I(;:;se> f~itlng from. l¥ r~l~tro tl:l, the infommllQl1. do'lta, ~naty~ (II' QjJ1rnoo'i (( their U~. Tile imormatilm cl:lmnirleu h.!:Jl':Tn rs Ihll ~oprEet2ry IJ"llpefty llr
Momjngst<Jr ani miry m* be H~prOOlJ(;ed. lrl whulea ~ part. Of used in arT)' nldMl'!, wi1h«ft I~., [lI'ir;f"witten wn:>rnl of Morningstar. To ooJerIC!1Int'i, tdll +i 312-6~r.-6100. Tl:llicl'lt'ie tile: re'le,m:h, ciJ!I-I1 ~12-695-6..'!59.
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Momingstar Corporate Credtt Research

Atmos Energy Corp ATO (IIJYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO oAG DR NO. 1-183

M(JRNIN~STAff
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Credit Analysis

Five Year Adjusted Cash Flow Forecast [USD Mill

Cash and Equivalents (beginning of period)
Adjusted Free Cash Flow
Total Cash Available before Debt Service

Principal Payments
Interest Payments
Other Cash Obi igati ODS and Commitments

Total Cash Obligations and Commitments

Cumulative Annual Cash Flow Cushion

Financial Health

20121E) 20131E) 20141E) 20151E) 20161E)
Even with its large capital expenditure program, Atmos

131 341 161 201 221 maintains astrong balance sheet and an investment-grade
119 -62 -77 -95 65 credit rating. At the end of fiscal 2011, the company's
142 185 -13 -13 155

debt/capital ratio was 52%, in line with its peers. Total
-250 -500 debt/EBITDA could tick up slightly, averaging 3.6 times

-150 -165 -183 -224 -254
through 2016. We believe Atmos' dividend is well covered

50 31 33 35 37
-200 -446 -216 -759 -291 by its regulated utilities' earnings and expect the dividend

payout to remain between 50% and 60%.

Gil,n flO', CU5hioo
POs&ibleliquid,ty Need --

Adjusted Cosh Flow Summary

Beginning Cash Balance
Sum of 5-Year Adjusted Free Cash Flow
Sum of Cash and 5-Year Cash Generation

Revolver Availability
AsS8t A<!just8d Borrowings (RepaYffi8nt)

Sum of Cash. 5-Year Cash G8neration, Revolver and Adjustments
Sum of 5-Year Cash Commilm8nts

Credit Rating Pillars-Peer Group Comparison

ATO

Business Risk 4

Cash flow Cushion 10

Solvency Score 3

Distance to D8fault 4

Credit Rating BBB+
Sm,m::e: Morningslar Estimates

Note: Sl:oring is nn a scal{ll-ID. 1bein.g HE1St 1[} being Worst

Sector

5.2

91

6.1

4.2

BBB+

%of
USD Millions Commitments

131 6.9
-600 -31.4
-469 -24.5

703 36.7

234 12.2
·1.912

llnivers8

5.2

6.2

5.1

4.2

BBB+

Capital Structure

With $3.8 billion ofcapital spending planned between 2012

and 2016, we expect Amos will be a frequent debt issuer.

The company has $250 million of long-term debt maturities

in 2013 and $500 million in 2015. We expect Atmos will be

able to refinance its debt as it comes due and will maintain

its debt/capital ratio by funding about half of its growth

capital expenditure with new debt. Given Atmas' cash from

operations and healthy cash position, we do not expect the

firm to tap the equity markets in the near term to fund its

growth plans.

Enlerprise Risk

The primary uncertainty Atmos faces is regulatory, though

the size and breadth of its distribution operations preclude

anyone regUlatory decision from having adrastic impact on

earnings. Still. lower allowed returns or political pushback

on Atmos' favorable rate mechanisms would cause the

company significant pain, especially in Texas, its largest

service territory. Overpaying for acquisitions is also a risk

given the company's acquisitive past.

Q Momingsmr 2{)1?1\l1 i\l~hl.s Re;et\ocd. MOOli~stM'S Cfl':dil: ~ati'I!lS & ReseaH:h Is Pfl]~l.lccd ffiI~ aI'f~'"{~j by Mcrnir.g;;tar, 11)";., M!kh is oot r.e!listl;l'l':d wilhti~ U~ SOOB'llles ,lila Exdml1g<: ['.oomI~!lI1 as d N~OI"l/tI!j Rec~'flcd St<Jll~~(;(J~ Rilling OrganililtJoo
fNRSROl Urnes.:> o\~etwi~ tfm'l~e-.1I11 il sepor"le <l~etlt. 100 milYl.l~ thi"re!laft lln~ lnthe I:Wfltry In wI1il:h its (J(igirL'll [HwOOl;or isbase~.lhl) Irtmr~tiOti, ~"td., analyw:stlrn! arinkll'lS: prosrnJ:!!d hM~itl dQ lJ[jt OJ~Ut,~c ~!tIlct11mlvkll; are prov\d81:J
:>[l1ely for kdllffilotlo~il! ~JtP!J~!: /lhd Ilottdln: are nat an ctT~to ooy ex- s.ell a ~w-itr. <md are not W'lffilrnec! to be wrrect, {oqJlet.e Dr aCOJf"lll. The opini[lrlS ~e'>Sed are:r;; of tln~ uat£ wrilten amI om! !;U~« 1!J ~nM~e wli~IJ\I' OOIkc. bu:pt il5 Gth!:lWise
f"el:JlJrred by law, MDfhingstdl ~!~lllll)\ ~~ re:qmnsiWe foc :my trarling de1:isil:lhs. darn<l!Jes or uther losse:'i reSl.lIUI1~ hl:lm, (J( re~ll::d to. !ill! R'ii:lfrnatiUlI. u!ll:::l. <llla1r;es or opinions IT UlI3lf l1"ie. The fnfoonalioo c..mt:I!~ l-Hfel1J Is tile pl"optk!alJ ~[lP!rty of
M~l15lst(jf <ltd mllY Iloclle reproouce-;!, lllwho!e oc ill part, or ll~d ill ,my mimh8f. wfttKJut tIre jJfkt ....,itten aJuslrt of M(l(fll~:rt"'. To oe-dl:t ll:~nt.s, ~II-i 1 31l-[l%-liiIXL T{lilcensethe res~af[,ti. 1:.211 +1312-ij9&-6859
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Business Analysis

Thesis

As the nation's largestnatural gas distribution utility, Atmos

Energy brings together a patchwork of local distribution

businesses from Virginia to Texas and a lower-risk

investment opportunity for diVidend-seeking investors. We

like this company's focus on the basics and applaud the

general efficiency of its overall rate structure, which should

consistently provide healthy, if unexciting, returns.

After the sale of its Illinois, Iowa, and Missouri business

expected to close in August, Atmos will have regulated

distribution operations across nine states. A highly

diversified regUlatory environment is one of Atmos'

strengths. Harmful rate changes imposed by regulators are

the bane of any utility. Regulators' ability to set rates

counters the natural monopoly position of the utility,

resulting in a narrow economic moat for most utilities,

With so many different jurisdictions Atmos is more

insulated from individual negative events, It also enjoys

some favorable rate mechanisms in its territories. The

company is protected from weather-related fluctuations in

customer usage for the bulk of its meter base, with full rate

decoupling for another slice of it. Even better, Atmos has an

impressive number of rate mechanisms to raise revenue

without filing a formal rate case, All these factors help

Atmos generate relatively stable cash flows.

Atmos has historically grown through acquisition,

purchasing 10 companies in the past 20 years. Its largest

by far was the 2004 acquisition of TXU Gas, which added

1.5 million customers and pipelines that access nine

substantial natural gas basins in Texas, Atmos took on large

amounts ofdebt to complete the purchase and integrate the

TXU assets, It spent a few years trimming its balance sheet

to a more favorable size and now maintains near-equal

levels of debt and equity, in line with other gas utilities,

Atmos is now focused on organic growth, with most of its

$2.4 bi II ion ingrowth investments in the constructive

regulatory Texasjurisdictions, The company benefits from

Texas Rule 8,209 on distribution infrastructure investments,

allOWing the company pre-approval by the Texas Railroad

Commission and regUlatory asset treatment for carrying

costs, The company's state transmission and storage

investments experience regulatory lag of up to ayear while

still earning comparatively favorable returns among peer

regulated returns. Management has built strong working

relationships with regulators that should continue to result

in strong shareholder returns.

Economic Moal

Atmos owns a difficult-to-replicate network of natural gas

distribution and transmission assets and provides an

essential energy source to customers, In exchange for its

service territory monopoly, Atmos' returns are set by state

and federal regulators at a level that aims to keep customer

costs low while providing adequate returns for capital

providers. This implicit contract between regulators and the

utility should, in the long run, allow Atmos to earn its cost

ofcapital and leads ustoassign thecompanya narrow moat.

MoalTrend

We do not foresee a material change in the regulatory

compact that allows utilities to earn at a level that

adequately compensates capital providers while ensuring

utilities do not take advantage of their service area

monopoly by gouging customers. As with all regulated

utilities, we think regulatory caps on revenue and returns

preclude Atmos from establishing a wide economic

moat.Atmos' investment program is focused almost entirely

on its regulated natural gas distribution and transmission

businesses, Furthermore, the company is concentrating its

growth expenditures in the territories where its regUlatory

return is swiftest and most transparent. like Texas.
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Almos Fiscal Year Earnings on Track and 2013 EPS

Guidance in Line DB Nov 2012

Atmos Energy ATO reported fiscal 2012 GAAP EPS of $2.37

compared with $2.27 in the year-ago quarter, Management

initiated fiscal year 2013 of $2.40-$2.50 per share from

ongoing operations, which will exclude unrealized margins

and the planned sale of its Georgia assets. Management

affirmed its previous 6%-8% annual earningsgrowth target.

We are reaffirming our $35 fairvalue estimate and our 2013

$2.45 EPS estimate. The company plans to pay a $1,40 per

share dividend in 2013, an increase of $0.02 per share.

Atmos continued to benefit from constructive regulatory·

environments and timely rate increases throughout 2012.

At the company's natural gas distribution unit, fUll-year

gross marginwas $1.02 billion, up slightly from 2011. Atmos

benefited from $17.7 million in incremental marginfrom rate

adjustments. Distribution throughput declined 8% from

warmer weather, but the company is effectively 94%

protected from weather impacts as adjustment mechanisms

provide for reimbursements from lower consumption during

warmer months. Regulated transmission and storage gross

profit increased 12.7% to $247 million in the current fiscal

quarter. The company benefited from rate design changes

at its Texas Pipeline and Gas Reliability Infrastructure

Program filings in Texas.

At the company's nonregulated unit, gross profit declined

15% for the fiscal year to $55.1 million. Warmer weather

translated into lowervolumes and a$15 million drop in gross

margin. This was offset from the effects of a favorable

trading strategy implemented earlier in the year, which

opportunistically took advantage of falling prices, storing

cheap gas and rolling forward the positions,

On a consolidated basis, operation and maintenance

expense edged up 2.4%, primarily from higher legal

expenses and higher compensation costs, Capital

investments of $733 million led to a 6% increase in

depreciation expense, In 2013, management expects capital

expenditures in a range of $770 million-$790 million. For

the year, incometaxes declined $8.6 millionto$98,2 million,

parti ally refl ecti ng atax benefit from the sa Ie oms Missouri,

Illinois, and Iowa assets.

Almos Energy Reports Marginally Improved Full-Year

2012 Earnings and Initiates 2013 Guidance 08 Nov 2012

Atmos Energy Corp (888+) reported marginally improved

full-year 2012 earnings with adjusted EBITDA increasing by

1% to $689,1 million year over year, driven by regUlated

Texas pipeline and Gas Reliability Infrastructure Program

rate increaseswithin its transmission and storage segment,

partially offset by increased operating and maintenance

expenses. Reported EBITDA was adjusted for impairment

charges of $5,3 million and $30.3 million in 2012 and 2011,

respectively, related to Park City and Shrewsbury gathering

assets as well asAtmos' Fort Necessity Gas Storage Project.

Atmas proVided a 2013 cash flow generation guidance

range of$159 million-$174 million (including only regUlated

maintenance capital expenditure and dividends, and

excluding growth capital expenditure), Alternatively, we

project2013 negative free cash fl ow(including maintenance

and growth capital expenditure as well as dividends) of

$314.7 million.

Capital expenditure increased substantially by 17.6% year

over year to $732.9 million in 2012, primarily driven by new

billing and information systems in Atmos' natural gas

distribution business. 2012 operating cash flow of $586.9

million was offset partially by $56.7 million in pension and

post-retirement contributions. As such, Atmos' negative

free cash flowof$271.8 million (inclUding maintenance and

grovvth capital expenditure as well as dividends) worsened

in 2012 versus negative free cash flow of $164,1 million in
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2011,

Atmos' 2012 debt/equity capitalization ratio remained the

same year over year standing at 52%/48%, respectively.

Total 2012 leverage stood at3.7times versus 3.5times year

over year given an increase in commercial paper. partially

used to redeem $250 million of 5.125% senior notes due

January 2013, Atmos reported that it closed a $260 million

term loan (L + 87.5 basis points) due 2013 used to repay

commercial paper outstandings. Moreover, interest

coverage improved to 4.9 times versus 4.5 times given

lower-cost refinancing. Atmos' debt maturity schedule is

well-tieredwith no lumpymaturities overthe nextfive years.

liqUidity totaled $669.3 million at year-end 2012, split

between $64.2 million ofcash and $605.1 million of revolver

availability,

Atmos Energy 6.75% bonds due 2028 are quoted in the 190

basis points over Treasuries range versus better rated A

peer Piedmont Natural gas 7.95% bonds due 2029, quoted

in the 220 basis points above Treasuries range, As such, we

favor Piedmont Natural Gas 2029 bonds' risk-adjusted

30-basis-point pickUp.

Unregulated Operations Provide Lift to Atmos Energy's

3Q ResullS 09 Aug 2012

Atmos Energy ATO reported third-quarter earnings per

share of$0.34 compared with aloss of$O.01 in the year-ago

quarter. Managementmaintained its full-year EPS gUidance

of $2.30-$2.40 and five-year 6%-8% growth forecast We

are reaffirming our $35 fair value estimate and our 2012

EPS estimate.

Nonregulated gross profit grew 75%. as the company

booked $18.2 million from a profitable trading strategy

implemented earlier this year. The company opportunistically

took advantage offalling gas prices, storing cheap gas and

rolling forward the positions into the current quarter.

Investors shouldn't expect additional asset optimization

performance, as management noted that little benefit

remains for the remainder of the year from the strategy.

At its regulated operations. the company continues to

benefit from constructive regulatory environments and

timely rate increases. In the current quarter, the company

added $14 million in incremental margin and $48 million in

margin during the last nine months from rate increases, The

company is effectively protected from weather impacts, as

weather mjjustment mechanisms provide for reimbursements

from lower consumption during warm weather periods.

These adjustments provided $50 mi II ion inrate rei iefto date

for Atmos,

Finally, the company announced the sale its Georgia assets

for $141 million to Liberty Energy. asubsidiary of Algonquin

Power & Utilities. Management indicated growth

opportunities were relatively constrained because of

competitive operations in Georgia. Management also

completed the sale of its Missouri, Illinois, and Iowa

distribution assets Aug. 1, with proceeds to be used to pay

down outstanding commercial paper. We would be

surprised to see management sell additional assets, as

remaining assets are in constructive regulatoryJurisdictions

with strong growth opportunities.
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Momif1!l:ltar Ilh;! l'l1a~ not bl! reprodl1l:i!Il, it] wtmic Ql ill p.art. Cf u~d III afT)' mamlef, WilJl~ thle Pfi« !Mitten mml"il\ tlr MOO1.ingstllf. To oc\ler tl:!t'int5. wi! -J.1 312-5S6--[llOO, 10 lit:en'>e the rcsl:<JI,.h, (..{l!! +1 312·595·fl8.69,
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Momfngstar Corporate Credit Resean:h

Almos Energy Corp ATO (NYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

M()RNIN~

Business Risk

Good

Cash Flow Cushion""

Very Poor

Solvency Score

Good

Distance To Default

Good

ECGfIamic Moat....

Narrow

Induslly Group Sector

Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Income StatemenllUSD Mil]

Tolal Revenue

Cost of Goods Sold

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operating Expenses (Income)

Restructuring & Other Charges (Gains)

Depreciation Expense (if reported separateiy)

Amortization of Otller Intangibles lif reported seperately)

Amort ization/lmpa irment of Goodwi II

Total Expenses

Operating Income IEBIl)

Interest Expense

Interest & Other Income (Expense)

Pre-Tax Income

Income Tax Expense (Benefit)

Income After Taxes

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Eamings Before Interest

(Preferred Dividends)

After-Tax Non-Operating Income, Extraordinary Items (Losses),
Discontinued Operations, Accounting Changes

Net Income lLoss)

Net Income (Loss) Excluding Charges

Diluted Shares Outstanding (Mil)

Diluted EPS InclUding Charges

Diluted EPS hcluding Charges

Dividends Per Common Share

EBITDA

EBITDA withllilt restructuring

Forecast

Sop 2000 Sep 2010 Sep2011 SepZ012 Sep 2013

4,969 4,790 4,348 3,846 3,897

3,622 3,425 3,020 2,501 2A87

1,347 1,365 1,327 1,345 1,410

494 468 449 464 478

183 191 179 753 780

-70

217 217 227 246 249

5 30
4,52.2 4,300 3,906 3,355 3,394

447 469 442 491 503

153 154 151 750 765
-3 0 21 3 15

291 335 313 343 353

100 129 114 725 129

191 206 199 218 224

191 206 208 218 224

191 206 199 212 224

92 92 91 91 97

2.08 2.23 2,29 241 2.45

2.08 2.22 2.28 234 2,45

1.32 1.34 1,36 139 1,42

670 707 706 737 752

670 707 706 727 752

f) Moo1lrlgSlar 21J12. All RJght5 RElSefWd. Momlng~w's v~l.Iit Ra'tirli]s & Res.eilrdl is. flfooured .md mfctcd by Ml1ll1fl:!]:>tlf. 1m;., willen is nlJt ~eni$~!;'!'ell w~h the u.s. Sllwities .md hp..,llge COO1:lr.lssiMt 1'1~ fl NlllilWlll)' R~nln:d St;)ii:;1.!r~1 RiJ~iIl'J ~Ilnh{ltiotl

("NRSRO'1. Unless oU1etWisEl!I(Jvidoo In a seporll~ lIg"eelflffit ~w lThI~ use this.repClftilllly in the ~lJjtl1')' 1n whkh it::; 'Jfiginal dfstrfOOtor js.b~. Tile ir(lSlID1iOfl, ditta, "nill;r.>e:i "t!lj 1,1~lnion'ip"es.rol:l!tJ Ilf'relll dlJ llCJ1 (;\Jtffilhlte l~"thlrnt lJ~"ke: {lte prmri~ed

:SlJkty f(J( infollTm\.km.il1~s imd theniae are rnt an ofT!'! to. tlu:I Of s.ell il s.elllity: a~ld ilfe Mt W<lITi.l!lled 1;0 he wtrect. cl:lIllJ!cl.e [If ac(:tltllte. The OP1t111Jtl::i llXjXl3SSW ilre as of I~!O 1l0lte ".,,-ltten am:! are ~4i~ct III f.htm!le withcJtJI txllke. E)(o;jr\~ [j1~j~e

~,Iired by I.~w, Moilllllgst!f shall not be Hl>prn1siblefrJ" iln~ trarllniJ d~dsiGflS. damilglS (K other lasses re~tillg ffl,1m, (If reliltell to. the W\XtlJa.tioo. d<i.t:l, ,1l11l1}s()5 or opirnoo,> IT tnei'lJ~. The 1rif00000tion t!l11~Itoerl hetdn 1::0 t~e It\JfJl'iettlty~1 of
MOO'llrog~nr.am mil)' Ilot: be te.f':OOIJ~el!, in wt1(lle -or in part. orl..!:>ed in iln)' IThlnnef, wahoot the pri~mltlet1 (1ln'ient of Mocnlngstilr. To (J{d!:f r~~fints, call +1 312·695-6100. T(llketIS~ the resp.aTl::h. call+1 312-6%-5&.9.
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Morningstar Cnrporate Credit Research

Atmos Energy Corp ATO (NYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MClRNIN

Business Risk

Good

Cash Flow Cushion'"

Very Poor

Solvefl")' Sc",e

Good

Distance To Default

Good

Economic Moat'"

Narrow

Industry Group S"Glor

Utilities - RegUlated Utilities

Morningstar Analyst Forecasts

Balance Sheet (USD Mill

AsselS

EJ<cess Cash & Investments

Operating Cash & Equivalents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Total Current Assets

Property Plant & Equipment, Net

Property Plant & Equipment. Gross

(Accumulated Deprociation)

Goodwill, Net

Other Intmgibles

Other long-Term Dperating Assets

Deferred Tax Assets

Long-Term Non-Operating Assets. including PenSion items

Tolal Assets

Uabllities

Accounts Payable

Short-Term Debt

Other Current liabilities

Total Current Liabilities

Long-Term Debt

Incremental Debt Requirements

Tolallong-Term Debl

Long,Term Operating Liabilities

Deferred Tax Liabilities

Long-Term Non-Operating liabilities

Tolal liabi lilies

Preferred StOCk

Minority Interesl

ShoreholOers' Equity

Common Stock

Additional Paid in Capital

Retained Earnings IDeficit)

(Treasury Stockl

Other Equity

Tolal Shareholders' Equity

Tolal Liabililies + Shareholders' Equity

DiFference, From analyst adjustments and restatements

Forecast
Sep 2009 Sep 1010 Sep 1011 Sep2G12 Sep 2013

226 45
111 132 131 115 717
233 273 273 253 235
353 319 290 206 204
132 151 316 316 316
829 875 1,011 1,116 917

4,439 4,793 5,148 5,489 6,009

6.087 6.542 6.617 7,426 8.195
-1,648 -1.749 -1,669 -1,936 -2,786

740 740 740 740 740

251 251 313 313 313

85 105 71 77 77
6,344 6,764 7,283 7,729 8,050

207 266 291 219 204

73 486 209 300 300

457 414 368 368 368
731 1,16li 86B 886 872

2,159 1,810 2,206 2,400 2,500

2,.169 1,810 2,.206 2,400 2,500

119 49 22 22 22

571 829 960 1,056 1,762

571 731 971 977 971

4,161 4,585 5,027 5,336 5,527

0 0 0 0 0

1.791 1.714 U33 7,757 1J86

405 487 570 663 757

·20 -23 -48 -20 -20

2,.171 2,.178 2,.255 2,394 2,523

6,344 6,764 1,283 7,729 8,050

~ M!lI1l~st:lr 2{l1L All Righ'ti R!!Sef'.i'lld. Momil1!Jstar's Credit Ro'llirtr'i & Rese1lTm j~ Jl'lJdll~l1l1rl[:I offlYrn by MOO'Hl\g~, loc, whicl1 I" rmt rrgistereil wilh the US. SOOJIilies, <lml Exr.hange Cllmmi:isioo as a NatIOM11y Rr-c[l~1l12ed Statisti~1 Rat~ I)'-g,lI'liliJtiDll
rNRSROllJru2ss lllJ1ero.o.rise [T1lvil:loo In <l separ:ltl! <l[jJeemD1t. ~w nmy llSl31ilb; rE'~(l(1 only in (Ix: I:!)./llt!y In wI1ir:h its {l(iginal-rlLWrnutor is b;Jscd. 1lre ilfarootlml, nata, ,1I'l0l1yse:s /100 I:lpilliorr.> presemetJ rnH~ill {!(l n1:ll mr<slilIIl.e i~stment ,u:lvke: <lrl! ~ollided

s.rnely to( jnfoonatillnal ~rlHl~s ;lmj tlwnf[f!! Me 001 al'llfff'f to buy« ~eU :l 5ftatty; .and fl{{: not WillTllrnlXl to b£ rmM, tOllllI~te IX <l1:aKil-Il:, The opJrnutlS ~ess.e>I are as of the date ....,-fl.tch and .ne 5t.I~er;t: 1(10 r;rumgl! wilhout flffiic.e:. tllrept <I!'. ath!'fWi~e

1i!{jUlred by law, MOO'lb'lgstlrsholll n~ IH!'~ble lIT <Jl1)' trlldi[l~ tleusiol'1S, u:mwge Q!' ~her l'l~ r~~lling fmm, (J( le!;lt.efj [0, lhf irifotrll'31k1ll, dilta, iltlili)'m'i IX" opinions IT UJeir use, It.: IhflJfm;Jlloo oonI.ilire:l ool!ln I~ the pHJIll"lelnry iI"(l~!!rty III
Momiog5tY am m<l}' oot Ill:! r~odllr.rn, ill wi1(]le oc In p<Jl"t (f 11'>1'l1l itlllny m.m~. WUflrAA (tIE: prja ...mnell COJiSD'lt III Moming~l".lf.l order Jel1itm;, !All! +1 312· 5%-6100. To U!Jei1Se the res~rr.h, wU ..1 a12-11gG-5Il69,
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Morningstar Corpm<lte Credit Research

Atmos Energy Corp ATO (I~YSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

IN~SIAW'

Business Risk

Good

Cash Flow Cushion'"

Very Poor

Solvency Score
Good

Distance TD Default

Good

ECDllomic Moat'"
Narrow

Industry Group Sector
Utilities - Regulated Utilities

Morningstar Analyst Forecasts

Cash Row IUSD Mill
Forecast

Sep 2012 Sop 2013

Net Income from Continuing Operations

Depreciation Expense

Amortization of Other Intangibles

Impairment of Goodwill

Other Non-Cash Adjustments to Operating Income

Deferred Income Taxes & Other Adjustments to Net Income

Changes io Operating Assels and liabililies

(Increase) Decrease in Accounts Receivable

(Increase) Decrease in Inventory

(Increase) Decrease in Prepayments, other Current Assets

Increase (Decrease) in Accounts Payable

Increase (Decrease) in Other Current Liabilities

Cash from Operations

(Capital Expendituresl

(Arquis it ions)

Asset Sales & Dispositions of Discontinued Operations

Other Investing Cash Flows (Outlays)

Cash from Investing

Common Stock (Purchase) or Sale

Common Stock (Divi[lends)

Preferred Stock Issuel(Pufchase)I(Dividends)

Short Term Debt Issuance and (Retirement)

Long Term Debt Issuance and (Retirement)

Minority Interest Addback of Income (Loss) Distribution

Other Financing Cash Fiows (Outlays)

Cash From Financing

Benefit (Loss) ftom Exchange Rates/Discontinued Operations, etc.

Net Change in Cash

Change in Cash on Balance Sheet

Difference, from analyst adjustments and restatements

Sop 2009

191
217

153

245
194

12

-182

84

919

-509

-B

-517

2B
-121

-284

40

-338

64

54

Sep 2010

205

217

220

-40

54

-4

58
15

726

-543

-543

-93

-124

54

o

-163

21
21

SepZOll

208

233

30

137

o
28

-92

24
14

583

-623

-4

-627

2
-124

83
82

44

-1

-1

218

246

-10

96

20

B4

-73

562

-702

124

-57B

18

-126

91
194

o
176

28

210

210

224

249

o
106

18
1

·14

584

-769

-769

35

-130

700

o
5

-1BO
-180

~. M(l(lJI!l'il~lIf 2012, All ~I~hts ~d. MornT~~ar's Cn~;J~ Rllt~~.& Re;~"rd115 ~ool.lo;d <lml a!ferro by MlrniI19$iiJr, 1m:" whldl fs l1tlt registered Witll rr-., U.s, Sewtiil~~ l'ltll! Exth.1nge Commis!>1oo as <J NatiOO<llly Recognilm Stati<>tkd,1 Rating o-ganiI.:llioo
rNRSRD1. Uh!e:;:; lJ!,herwl:;c ~vkk>d ill;) :'ief1M~i!! a[r~lffit 100 In.l)' lI:ie lhl:;t~ u~'./ mille crt.InUy tn wI1kh its (lfi~in.'ll dl:;trloolor 1$M~. lhl! i~rtlll.1\ilJl1, {lilli.!, iltllll;r;.e.s :mil (l~i>lions pl!!seflle\l M!.'in i![l rmt mnilltIJte investm!!rll. ,u:lvke; <lre PHl..m~
sulc!y f(lt jllrQi'lrntil;lM~[ f:(Jtposc:i iJrnl \hrtdl:i~ Me 001 an r(f!'f'fJ IAI)I (j( 5cll il seu.til.y; ll~ lire IIl:It warr:mlul to be cocr.,ct, l;;ot!lllctc Qt llo:rurah!. 11l.l< !l9ini(lll:> expressed l'!fe d> of the datI' wrrtten am! :nll SCJ~jl!ct to ch:Jnge INithrK1t nolke. EYr:e~t as oth!YWise
rlXjUlre~ ~1 !tlW, Mom~Ol~ :;ha!l tml. be te~i:bte foc :m)' tr;;diJ1~ ~e~kI:n:i, d"'l11!1~~.oc IJ\~ 1~s.5.{!S re~llir;g rmm. 01' r~I(l!cd Ill, l.he infoomtloo, data, <lra<tlf.le:i I1lJflll1ilYtS Cf l~ir use. The InfMTh'3Hoo cont:Jlneli herein. is tI1e prOpfi&ar:lll"DPerty l}f

Man1i~tlir,1Ild t'Il"J' l1Q\ b~ t~lJ!1lduu~, jh t,',rIlole or in part, {]( lJ~ll it111tlJ' tmJllheI', "."Iihoot ihe 1Y1«'W'fK!1!1l wrtsmt III MOOlltJg5t;!:/", 10 ~def 1l!p1l1ls, ran +1 312-6%-6100. To lit£fGC UOIl mSBarm, ca!j +1 312-1i9!J..58fi9.
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Mom~ngstar Corporate Credit Research

Almos Energy Corp ATO (NYSE) BBB+

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNIN

Business Risk

Good

Cash flow Cushion'"

Very Poor

Solwency Score

Good

Distance To Defaull

Good

Economic Moal'"

Narrow

IndUslry Group Sectlll'

Utilities - Regulated Utilities

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis
Gross Margi n% EBITDA Margin % operali Rg Ma rgi n % Ntlt Maryin% Free Co., flow Ma'Oi" ,,\

leverage Analysis
Debl/Equily % Debt/T"t1l1 Cap % EBITDAJlnteresl Exp. T.t1l1 De btiEB ITDA Assels/Equity

C{)mpuflyfTlde~

AGL Resources. Inc. GAe. US!;

Last H~5torical YBar
Tot,1 Deb.

IMiI)
3,164 USD

ZOl1

1B2.0
2012(fl

770.1
2013(E)

157.7
2011

64.5
2012(£)

63.0
2013(E)

612
2011

5.5
2012(E)

5.4
2013(£)

5.6
2011

5.2
2012(E)

4.5
2013(£)

4.2

3.7

2011

4.3

3.2 3.2 3.2

liquidity Analvsis

Merk'\~ifJ
Cosh per Shore Nel Cosh per S'.,e CFO por Share Free Cash FI"w pe, Sha,e PaYDut Ratlo %

CompanyfTicker 2011 2012(E) 2013(£) 2011 2012(E) 2013(E) 2011 2011.(E) 2013(£) 2011 lOI2(E) 20131E) 2011 20121E) 2OJ3(E)

AGL Resources, Inc. 4.53211SD 6.79 5.77 5.12 -33.93 34.79 35.05 6.35 6.01 5.82 1.17 0.63 1.30 6B.5 58.7 57.5

Average 6.B 5.8 5.7 -33.9 -348 -35.1 6.4 6.0 5.8 1.2 0.6 1.3 6B.5 58.7 57.5

Almos Energy Corp p,m liS 3,10911SD 1.45 3.71 1.71 -25.19 -26.114 -28.85 6.43 6.43 6.39 -0.44 -1.32 -2.02 59.1 57.8 57.9

f) MoIlllh';iSlilr 2012. All ~~hU; RI;'S~, Momlrlg5\W's Credit RatillQ'> 8- R~~ardl 1:<; prl)l1u~ :md [lrrer~ hyM[fl'llngstlr, In~ .• ".,ilich is ootH!~I~efcd wilh ltv! U.S. s.er.tJril!~ :md EJ:ma~!! Cootmj~kJn ~~ ~ Nlllil:lI'mn)' ~ft;01lnlle1:l Stal!:iUrJ.l1 ~.~tin!I Org,nwzlltil)'l
n-iRSR01. UtJle.s:> othetwl:;e r-lWI.'io'.'(J in:l ~vate :l!;H!t!menI:, ~(tJ Il~Y!J~ lhl;; r~port "n11 ill the coorrtry ~ whkh It:;; !Klgml di<;\rioolor is hasell. The I1t[Ttnation. d<lta, <l1'l<lIYO;l!s ;nul uplnl(ltlS ~senlEd l1Efeln dOl'mt com,llUrte jrnlE~itmrot Ildvke; are ~[lVldE'{!

::ilJ'e!y fIX WotmiJoll(lt"l<t1 r.tli'~ ~ thg-cf I:ll:: ove tl'll ;m nffl'f 10.001« s.e~1 a settJ'i1.y: and ~!e IllJt .....arranterllu i:lc r;oo-rct, cnnf/]ete Of 3c!]Jrale. lh13 [lj:lWllons m:pressed are 3S ufthe dilte Wlitten 8ml are 5l.Jqjl:ct hl d1!lflge ""';!h0lJ\: ootI-::e. ~l({J:r! ~ mhtrw5e'
tel1l.1iro;J by 1,,'11', MQl1lit]~sWl' ~!I.dll ooL b~ rE'spo~-fhte foc ,:my trOlding !le~i~imlS, i:l3l'll:lges QI' other h.ses r~tlng from, oc ml<l\ed to, tl~ irtfoon<ltlOl1, datil, oiIn.sljS8S (J( opil'li!ll1~oc thell USf':. lhe ]:nfrnnatilJt] ~l]n\8oo ha-eln 1:> the ~op'ir.tJlry JYUflffij' of
Mom!noilsiilf 3lld Illllj JuJi Ire r~pHldlIwd, in whole r¥ fn part. oru~ in <IllY marmer, withoot til!! IY"locwritten c.Ol1.SeJll lJrMDrnlng'itar. 10 ocder H!~nt;, tall f1 31?·696-6100, Tn Ik..mse the 'eseilI~h, Gall t 1 312-6%-686[1.
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CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1·183

MOf!iingSt[lf COrplJiato Credit Rating MnRNINBSTAR c,

Morningstar's Approach to Rating Corporate Credit

.. Offm a proprip.tary

measure of the credit qual

ity of companies on our

coverage list.

.. Encapsulates our in-depth

modeling and quantitative

work in one letter grade.

~ Allows investors to rank

companies by e8ch of

the four underlying com

ponents of our credit

ratings, including both

analyst-driven and

quantitative measures.

~ Provides access to all

the underlying forecasts

that go into the rating,

available through our insti

tutional service_

Purpose

The Morningstar Corporate Credit Rating measures the

abi lity Df afirm to satisfy its debt and debt-like obligatiDns:

The higher the rating, the less likely we think the company

is to default on these obligations.

The Morningstar CorpDrate Credit Rating builds on the

modeling expertise of our securities research team. For

each company, W8 publish:

.. Five years of detailed pro-forma financial statements

.. Annual estimates Df free cash flDw

.. Annual forecasts Df return on invested capital

.. Scenario analyses, including upside and downside cases

.. Forecasts of leverag8, covmage, and liquidity ratiDs

for -nve years

.. Estimates of off balar1c8 sh88t liabilities

These forecasts arB key inputs ir1to th8 Momingstar

Corporate Credit Rating and are available to subscribers

at select.mDmingstarcom.

Methodology

We feel it's important to perform crBdit analysis through

diff8r8nt 18nses-qualitativ8 and quantitative, as well as

fundamental and market-driv8n. We therEifore 8valuat8

8ach company in four broad cat8gori8s.

Business Risk

Business Risk captur8s the fundamental uncertainty around

a firm's business Dperations and the cash fiow generated

by thos8 operations. Key components of the Busin8SS Risk

ratir1g ir1c1ude th8 MDrningstar Economic Moat'"' Rating and

th8 Momir1gstar Unc8rtainty Ratir1g.

Cash Flow Cushion'"

Morningstar's propri8tary Cash Flow Cushion"" ratio is a

fUr1damental indicator of a firm's future financial health

Th8 measure reveals how many times acompany's internal

cash ger1eration plus total excess liquid cash will cover

its d8bt-lik8 contractual commitments over the next

five years. The Cash FIDw CushiDn acts as a predictor of

financial distr8ss, bringing to light pot8ntial mfinancing,

op8rational, and liquidity risks inherent to th8 firm,

Morningstar Research MethodologV for Determining Corporate Credit Ratings

~~~~~~~~,~~~--~~---

Analysts [lin bull We gauge a firm's Senior personnel AM Extremely Low Default Risk

and bear cases health using review each AA Very Low Default Risk
n,rough the model qUB ntitative tools company to A low Default Risk

to derive alternate supported by our determine the BBB Moderate Default Risk

estimates of own backtesting appropriate final
enterprise value. and academic credit rating. BB Above Average Default Risk

research. B High Dsfault Risk

Based on compBt- • ReView modeling eee Currently Very High Default R'lsk

itive nnalysis, • Morni ngsta r assumptions ce Currently Extreme Default R'rsk

cash-flow fore- Solvency Score'" • Appmve

casts, and • Distancs to Defaliit company-specific C Imminent Payment Default

scenario analysis, adjustments D Payment Default

the analyst
assigns UR Under Review
Business Risk, UR+ Positive Credit Implication

UR- Negative Credit Implication

Analyst derives
estimate of Cash

Flow Cushion'''.

Analyst considers

company linancial
statements
and competitive
dynamics to
forecast future
free cash
flows to ttle firm,

Analyst conducts
co mpa ny and
industry research:

• Management interviews

• Conference calls
• Trade show visits
• CompetHor, supplier.

distributor; and
customer interviews

• Assign Economic
Moat'" Rating

p Mamingsi.(J~ ~{l12, lI!1l1ight:. ResefVe!.l. Momil1jl,>1M':' Cred~ Riltlngs & Re'il:lilrdl I::; ~miur.rd Ojl1[:IlJfferEtl by Mmlingsm, Inc., ymictl i'.i iID\ r""Ji:,,-,Efr.c.l .....llh tIE u.s. SeLi.lffli~s <l11l! b!dI:lnge CnmmiSs.100 as d N<ltkJ,Mllj f(~llgt1Qed Stiitlstk<Jl Rlltlf1!j Org<m[ujl:Joo
rNRSR01. Unle~ IllhetwiSl) IruvHled III flseparllll:l.zqeemeoi.}'w milY ll~tills rl:'~ort only lnthe {;Q.lnEry in wh[<-lllts Ofigin.al distrlb!.JIl:K Is hll~L1. TIle iti(1matifll\ d<ltd, all"lys.e-s ~M opirolm.s ~esented meilllli;ll1Ot !;:lltJ::.1ill.~e ihVe5tmelll ill!vkc; ar~ !¥ovidl:l~

wlely Ie( ~!lf(ll'tn<ltiohll' ~1t")JCP5CS and Ulffefae are Ilot an c<fur1[j blrt Of sell a :iet1lltY; 1100 ate oot w~tfanted IlJ tll:! [mert, -r:on~letl!Of IlWJH1!e. lhe tl'in~ml'> expn~SS-e1;lMe <lS of ttH! date WfiUen ;md :lIe 'StI~er.t t!l (h,hO~ ~lwtll oo\l~e, fxwpt as ot1Jer\'lisl:l
re.qulrcd by 11lW, M!Yl1~ilr :ina!! rrol bl:l resp,msiIJle ra- ilnj' trildl~ ol:{;i.il:ms, lIiIffillSes or d;w 10":Se'> 1~1i~ from, (l(rel:lled to, thE! InrQllnation, datfl, ./lrmlysl!S Dr opini!Yt': lJ' 'heir use. The InfOl'TTtllion oont:li~lI !I~eih i!; the iJfoptflO-l!tl)' ~(/plrty of
MoI11lhi;l~t$ 11m !r1"Y h1;!I; ~e l1;pn~:f!J{;ed, inwlm!e Of ifl part, {1 u~ Illllt1y manlier, wilhoo1.lhe prier wr"ittell COl"'6et1t (Jf Mrmingsmr. To order refKirrts, ca!l-tl 312-5%-6100. To li!:ms!! lhll. rr=.s"'-"tfGh, call +1312.-fiYD-!l8G9.
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Mornin[]stm CDrpmBte Credit HiJting

Morningstar's Approach to Rating Corporate Credit

The advantage of the Cash Flow Cushion ratio relative to

other fUrJdamental indicators of credit health is that the

measure focuses on the future cash-generating

performance of the firm derived from Morningstar's

proprietary discounted cash flow model. By making

standardized adjustments for certain expenses to reflect

their debt-like characteristics, we can compare future

projected free cash flows with debt-like cash comm itments

coming due in any particular year. The forward~looking

nature of this metric allows us to anticipate changes in a

firm's financial health and pinpoint periods where cash

shortfalls are likely to occur.

Morningstar Solvency Score"

The Morningstar Solvency Score'" is a quantitative score

derived from both historical and forecasted firJancial ratios.

It includes ratios that focus on liquidity (a company's

ability to meet short term cash outflows), profitabi lity

la company's ability to generate profit per unit of input/,

capital structure (how does the company finallce its

operations), and interest coverage (hDw much of profit is

used up by interest payments).

Distance to Default

MDrningstar's quantitative Distance to Default measure

ranks companies on the likelihDDd that they will tumble

into fillancial distress. The measure is a linear model of the

percentile of a firm's leverage [ratio of Enterprise Value to

Market Value). the percentile of a firm's equity volatility

relative to the rest of the universe and the interactiDn Df

these twD percentiles, This is a proxy methodology for the

common definitiDn Df Distance to Default which relies on

option-based pricing models. The proxy has the benefit Df

increased breadth Df coverage, greater simplicity of

calculation, and more predictive pDwer.

For each of these four categories, we assign ascore, which

we then translate into adescriptive rating along the scale

of Very Good I GODd I Fair! PDor I Very Poor.

CASE NO. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

MnRNINGSTA~'c

Overall Credit Rating

The fDur cDmpDnent ratings roll up into a single prelim

inary credit rating. To determin8 the filial credit ratillg,

a credit committee Df at least five seniDr research per

sDnnel reviews each preliminary rating.

We review credit ratings on a regular basis and as events

warrant. AllY change in rating must be approved by the

Credit Rating Committee.

Investor Access

Morningstar Corporate Credit Ratings are available on

Morn ingstar.com. Our credit research, including detailed

cash-flow models that contairJ all of the components of the

Morn'lngstar Corporate Credit Rating, is available to

subscribers at selectmDrningstar.com.

0[1 Momingsti'J 21]1 <!. All R~hts nffi~. MOOl.iII~stiY'5 Cre1ln. R.aHtljJs.& Rcsellrdl is ~or1tJre.d and offered ~y M{fl1jl1~<>t.ar. 1m:., whk.h is not registered with ttv! u.s. SMJm~ ,md f";n;J'''~l1lJe CommTss:loo OlS OJ N<ltionall~ Recngnili!ll S~'>ti£1l1 ~tihg O'!.Iillllz",tlol1
rNRS~O'J, Urne'>'i oO'lJl.erwlSEl fKl:lvlded in il s!lparare ageemrtll,)OJ rna)' use thisrepat1 mil)' in tlJ3 mmlry ill whlGh fts ori~[nall:listr~butc( i:s ha.sed. 1hEl drJffi<3!i[lI'l, d~l..:l. ar\aiy:;e, arid opfnllltlS[Kt"Oiet1tr=d hl!fein do not~eilwe~lJ!lellt <lll';'ic:e:!'II'e prQ-lli~~d

5[lIEIJ for imormatiumllJ.EPD:.€s ~mJ tflE'!efITe .ne JJOt Btlll";f to bt.rJI or sdJ OJ ~i1r. rmo are oot WilfTimt.eiJ tn hl': \;ffiect, roff4lI~1l or S!:Wfilt!!. 1h!! opinlofY5 I!rpt"e:s.sed,are as. of the iJaie writtel111m.!.am s.ubject to c1'Jall!je, wruoot mtke. E~ lIS lJ~'i,e

feijlllrtxl by law, Momin!jstilf ~1I rmt be H~sp(msrnlll fIT any tnmitl~ I:lrdslOffi, d.amages Of otl8" kis.'i!!s res.uhing from. or relatel:l til, the IllfOOTl<ltloo, dalil, st1IlI~s.e5 Of rlpini\Jn:l; 1Tthe-ir use. TIlt' informa\El:lI'l a:mt<J.ined h«eill is !.Ill! proprl~~'Y ft~ (If

Mom~Jg'itilrand may nat be H~prodl.l(ed. irJ wtIDle or in PJrt. 04' uS{'[J III 3fT)' mJl1ller, W[UIDIlt the fJfioc ....,-ftten rnn'lenl of Mnmi~'itiIf. TOl)[OO- rl:.f'"lrll:i. C31~ +1 312·6~6-6100. To !imlS~ the res.eafl:h, ta!1 t 1 312-696-6859.
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Atmos Fiscal Year Earnings on Track and 2013 EPS Guidance
in Line

Price/Earnings

EV/EBITDA

EV/EBIT

Free Cash Flow Yield %

Dividend Yield %

Andrew Bi~chof

Equity Analyst
andmw,bisl:hof@momif1g.s:lar.com
+1[3121596-6433

The primsry analyst covering this company
dnes not own ilS slock.

Res8Jrch as 01 DB Nov 2012
Estimates as 0117 ,Ju12012
Pricing data through 06 Nov 2012
~ati ng "pduted as of DB Nov 2D12

Analvst Note DB Nov 2012

Atmos Energy ATO reported fiscal 2012 GAAP EPS of $2.37

compared with $2.27 in the year-ago quarter, Management

initiated fiscal year 2013 of $2.40-$2.50 per share from

ongoing operations. which will exclude unrealized margins

and the planned sale of its Georgia assets, Management

affirmed itsprevious 6%-8% annual earnings growth target.

We are reaffirming our $35 fairvalue estimate and our 2013

$2.45 EPS estimate. The company plans to pay a$1.40 per

share dividend in 2013, an increase of $0.02 per share,

Vital Statistics

Market Cap (USD Mil)

52-Week High (USD)

52-Week low (USD)

52-Week Total Return %

YTD Total Return %

last Fiscal Year End

5-Yr Forward Revenue CAGR %

5-Yr Forward EPS CAGR %

Price/Fair Value

Valuation Summary and Forecasts

FisC<l1 Year: 2010

13.2

6.8

9.8

7.0

4.7

W11

142

7.4

11.0

-14

4.2

3,109

37.33

30.39

1.3

6.5

30 Sep 2011

8.8

8.5

0.99

2iJ12(EJ 2013([)

14.7 14.1

7.5 7.3

11.4 10.9

-3.8 -6.0

4.1 4.2

Currency amounts expf8ssed with "$" an'.. in
U.S. doliars [USOI unless otherwise deooled.

Contents

Analyst Not8-

MOl i1 iog~tar Ana Iyst Forecasts

Atmos continued to benefit from constructive regulatory

environments and timely rate increases throughout 2012.

At the company's natural gas distribution unit. full-year

gross margin was $1.02 billion. up slightly from 2011. Atmos

benefited from $17.7 million in incremental margin from rate

aqjustments. Distribution throughput declined 8% from

warmer weather. but the company is effectively 94%

protected from weather impacts as adjustmentmechanisms

provide for reimbursements from lower consumption during

warmer months. Regulated transmission and storage gross

profit increased 12.7% to $247 million in the current fiscal

quarter. The company benefited from rate design changes

at its Texas Pipeline and Gas Reliability Infrastructure

Program filings in Texas.

At the company's nonregulated unit, gross profit declined

15% for the fiscal year to $55.1 million. Warmer weather

translated into lowervolumes and a$15 milliondropin gross

margin. This was offset from the effects of a favorable

trading strategy implemented earlier in the year, which

opportunistically took advantage of falling prices, storing

cheap gas and rolling forward the positions.

On a consolidated basis. operation and maintenance

expense edged up 2.4%, primarily from higher legal

expenses and higher compensation costs, Capital

Financial Summary and Forecasts IUSD Mil]

FlslAItYear. 2010 2011 2012(£) 2OIl(E)

Revenue 4,790 4,348 3,846 3,897

Revenue YoY % -3.6 -9.2 -11.5 1.3

£BIT 489 472 481 503

EBITYaY % 8.1 -3.5 1.9 4.5

Net Incame, Adjusted 206 199 212 224

Net Incame YaY % 78 .3.4 6.5 5.9

Diluted IPS 2.22 2.28 2.34 2.45

Di luted IPS YaY % 6.9 -1.5 6.6 4.9

Free Cash Flow 184 -40 -119 -185

Free Cash Flow YaY % -55.1 -121.8 196.9 55.3

SOllrCB for fom[;ast~ in th.e da!.a tJbles ahove: MOHlrngStEr Estimates
Analyst Note: Om for8ca~t tould diff8'f with as repD!1r:o fino comen~u~ figums dlW ill

uni.que modeling convent1or,s,

Profile

Atmos Energy is one of the largest natural gas-only distributor in tlle United
Stlles. serving more tllan 3.1 million customers. The company's utility
operations serve Colorado, Georgia, Kansas, Kentucky, Louisiana,
Mississippi, Tennessee, Texas, and Virginia. Its nnnutilityoperations marKet
natural gas across a vast U.s. territory and include one of the largest
intrastate natural gas pipeline systems in Texas.

~ M(l{nl~'>tar 7012. All RigMs Rc:>~d. Moolfl1jl~1I"'s Crl':dit R.~tJllJ}s.& Reo.;ellrm Is p"OI:lllced amI Dff!!foo by Mmlll1!J;Lr, lti';c., \l'rili~1l i~ ootregisterecl willltlw: U,S, SeQ~iih:s tlt1d Exr.h<l~~ Comtnlsslat1 iJ.:i <l NlltlotJ.a!Jy Rllr.lJgtl~lld Stillistka1 Rating Organflilthm
rNRsROI.Ullle'is l.lthen'iisl: Itm'idoo III iJ sep<llllll': lI~l:mEl'lt. ~oo mayuSf- thi5 rEpGrtonly m(he t:-OJrrtryfn wI1kh it> Ofigitl<l;llfiWil.t1toi' is ru.sed. The iltcrfn<ltflJll.d1!l~, {ltllll.y,e:; <lllIJ opilljoo. ptl):;ef1te~ hetelndo ~m!. rnn5tilfficifM:s1moot a~vice; are prov1cl~

:'irnely [Of irlroonational ~~Jm~ imd tm,n:JrKe are oo!. o'lllaHer fa bJy Of sell il SllW-it~: ,md <Ire rot WalTilrnEd \(1" br; [MM, Cl'!J1lI~ieor atrnrale. The opil1i(l~ ~es:;e\i are A$ t;Jf tile ~!!le wrllten llfld illl: 5l:lbJ~ct t(l~cwithool oot~ce. EJcell't il~ ot1l!Wllse
(equired b~ ~,M[)ffi~iit "hall M ~!: re5lMlmible r«/lny lJadlfl!:J dedsl[ltlS, d!l1TIa9[!'S or ather I(]~ n:Sllajn~ fmm, {)( re!.;.\e~ to. tile jnfoomtioo. data, ./ltIllly:;es !$lJilltliotlS U' llil;ir U5c, 1hl; Illf~iI(lhOJIJl",lt-d herd.. I:> lh~ pmpr~ry ~operty or
MomirJgstlr ,md miJ)' 001 be repl'OO<I-i;l:d, In wllO!e 01' it! part, llf usW ir-. arl~ 1ni1!10Ef. wllhout (he plCf ..•..l-Jtlen GO!L'il;n! (]f MOOlitl!'lSW. To order re~lrrls, [<III +1 312-{i%--5100. To Ij~~ It.: fe.'il:<ltdl, wI! +1 312:-6%--6869,
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BBB+
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investments of $733 million led to a 6% increase in

depreciation expense. In 2013, managementexpects capital

expenditures in a range of $770 million-$790 million. For

the year, incometaxesdedined$S.6 millionto$9S.2 million,

partially reflecting atax benefit from the sale of its Missouri,

Illinois, and Iowa assets.

o M~I~'>tal' 2012. AllR~ f(e<:~'vell, Motnl~:;ti'k'~ ('IelJii R:sting'i & R~Id1l:> Pfmlur.ed MId off!:feU by MI1t1I11g:it<Jf. 1nc,.lN!li~h is 1m rl:l~ister()d wrththe U.s, SOOJfltles ilnd EJech<Jfi!j1:: COilVlltsSIOiI as a N.a.tillllitll)' Reclllfllj1ed St1l\1s';iCO:lI Ral!l'l~ ar~oo~tl\Jl1

rNRSROlUn[ess ot:h€rwi';;l! fl1l\li,d,;,j in OJ S~Pilr.JIl: lIiJe~trlem. yoo m3YlJ~ UtJ~!e,p~ llilly in the cwntry I~ wIlklJ It.:> llfigirlill dlstfilJJtor is based, The Irtmnailon. dllta,Bll,illyses <md llpinirnlS prES-e!lte(l hfr.em 00 IlI:lt amsliMe 1nYe.slmel1\ .&dvfr;c; <In! lYovkJC!d
:>llie.ly rQ( il'lfoom1.ioo.<lllJ-lrpw.oes am! thetet"!n" llt"e m\ om lif« to 001 Q( ~ell a seull"Ky; ilhd lire not Wilffilll1cd IQ be cfJ!1~ct. i:orJ'lllete or amMEl!), The CiJinhms atwe::;sed are ilS mthe date 'Mrtlen and are subject 1(1 c1lang~ Wll.llOUt nolkl':_ FM~rpt OJS' Illlmwl!;[!
r~ujr~ by ~"W. MOOlj~S\m'" !>haIlIIQt Ire te5\Jo~bl~ r« any tral:ling d&is!(lrls, ~~hlilgl:'S IX" otoo Ills.'iCS t!):ju!l~ rr<.ttn, or tcl<Jted to, Ule imllmmtrQll. o<J.t<J. inla~s5 IX oplilioos 0" their use. TtJ3 infooltilllim [;(lntai~ t1fn~jrl is the pl'opli13WY ~I:lperty of
MOOl~s\.:lr ,lrld may ll'JI. tH! r!![lfoouced. III wtmh: Ol' III p<lrt, Of lJ~ In arry fE'ldtmef, without t~ JlfiCf 'MillctJ~~ !)rMlrnlllfl~. Te order t"cI1[~, (..;llI1-1 312-ll9f,-(j.llXJ. T[J Ikense the rf:searc:h, tall-tl :312-5!J5-68!l!1
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Morningstar Analyst Forecasts

Financial Summary and Forecasts

Forecast
Heor S·Year

Growth 1% YoY) HI5t.CAGR Sop 2009 Sop20l0 Sep 2011 Sep2012 5"1'2013 Proj. CAGII

Revenue -15,6 -31.2 -3.6 -9.2 -17.5 1.3
EBIT 3.3 5.8 8.1 -3.5 1,9 4.5 9.0
ESITDA 3.9 6.6 5.4 -0.1 3.1 3.4 U
Net Income 3.3 5.9 7,8 -3.4 6.5 5.9 9.2
Diluted EPS 3.1 4.0 6.9 -1.5 6.6 4,9 S5
Earnings Before Interest after Tax 4.2 15.3 13.1 -13.1 -17.2 6.7 1.8
Free Cash Flow to the Firm -183.1 814.7 -47.2 -111.9 -443.0 -191.6 -202.1

J-Year 5-Year
Pmfitabiiity Hi<t. Avg Sep 2009 Sep2010 Sep 2011 5"1' lOll Sep2013 Prqi.Avg

Operating Margin % 10.1 9.1 10.2 10.9 12.5 12.9 11.8
EBITDA Margin % 14.8 13.5 14,8 16,2 18.9 19.3 17.5
Net Margin % 4.2 3.8 4.3 4.6 5.5 5.8 5.2
Free Cash Flow to the Firm margin % 4.5 9.2 5.1 -0.7 2.6 -2,3 -0,7

ROIC with Goodwill % 8.9 9.1 9.7 7.8 6.0 6.0 5.8
ROIC w/out Goodwill % 10.1 10.5 11.2 8,8 6.7 6.7 6.4
Return on Assets, pretax % 6.9 7.0 7.5 6.3 6.5 6.4 6.8
Return on Equity % 9.2 9.0 9.5 9.0 94 9.1 9.7

3·Year 5-Year

L€\lerage Hist. Avg Sep 2009 Sep 2010 Sep2011 Sep 2012 SeplOl3 Proj. Avg

Debt/Capital 0.51 0.51 0.51 0,52 0.53 0.53 0.54

Total DebtlEBITDA 3.34 3.35 3.25 142 3.71 3.72 3.75
EBITDNlnterest Expense 4.55 4.38 4.57 4.68 4.84 4.57 4.43

Valuation Summary and Forecasts Discounted Cash Flow Valuation
2010 2011 toll{E) 2IJ1J{E) Firm Va!ue PerSh<lre

USDMil 1%1 Value
Pricelfair Value 1.01 1.05
Pri ce/Earni ngs 13.2 14.2 14.7 14.1

Present Value Stage I -145 -2.5 -1.59

EV/EBITDA 5.8 7.4 7.6 7.3
Present Value Stage II 5,702 1025 6277

EV/EBIT 9,8 11.0 114 10.9
Present Value of the Perpetuity

Free Cash Flow Yield %
TI>taI Finn Value 5,557 1oo.D

7.0 -1.4 -3.8 -6.0

Di vi dend Yi eld % 4.7 4.2 4.1 4.2
Cash and Equivalents 131 1.45
Debt 2,700 -26.59

KeV Valuation Drivers Net balance sheet impact ·2,284 ·25.14

Cost of Equity % 10.0 Other Agjustments -271 -2.98

Cred it Spread for Debt % 2,0 Equity Value 3,DlI3 34.59

Weighted Average Cost of Capital % 7.7
long-Run Tax Rate % 36.5 Projected Di Iuted Shares 91

Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 24.4 Fair Value per Share !USD!

Perpetuity Year 15

Additionalestimatf::S and sr::t:llsrios availahle for dowrlload i}t ht1r:l/301!:c:tmomingstar.cDm.
The data in tl1~ taule abov€ represent base-case fOfE!casts. Whel1 pmtiabil[t'f-wei~hted

sce,llario analysis ~s performed. the sum of rer share vahles may dmer from the Fair Value
Estimate.

t) MOOlings.t3r 2012. Ail Rights lWierwtJ. MornIngstar's Dmllt R<lH;~:;.& Rese<ll'cf1 ~ ptooi.l~d ~tJ~ l,1frtef~ b1 Ml;ttl~...ur, loc~ wt1kh i~ I¥J1 te~l:;tffiOd withthr= U.S, S8Cl.lritics andb:~ Cmmllsskm il:'i a NaHooil!ly lrei:ogniIDJ Statistkal Ratirlg Organil.alial'l
rNHSROlUn~s ot:h£rwise rrmitktJ itt"" se~':lll! 'I!1,","mrnl, }'ll1 ffi<l~ lJs.e thi"r~pQtl (J~)' I1J l~ cronny ~\ '.',hkh II.:i oo!J~rnl.ol~dbm.(P!' i~ bll5Cd, The il1~ffiiltioo,dilliJ, iJIl<llys~,", ilhd Qpmim15 Pfl!sented mnlm do rnR ccnst:rtutl! iflVe5tmefrt ildllire:ar:e pro;i!.l~!l

wlely tOf inroonal!on<ll rurJl[l~s aM U\J'f{!ere are oot:1O ctfEJ" to iuJ' (J( sell a ~l;1rity;,,~ llre t« W<:lrr,mted to be \;ooed, r..~I~te (I/' ~£lli<J1e. Thll opimmt'i e.-pr8S5l:d~ II::> of !he dillc ....,.Ittl:m iJrnJ ilTe ~Jm~t to dlilfJ~l! wlthoot ootkl!, EK1:ept 015 fl{hE1wi.se
fi!{jtllfeEl by 1<lW, MOOllng~r:sh<l!1 oot lJ~ re~s.ibl!! fiT llll)' lrll'd~ dl!cis.ions, !.I(lh1<i~ Qt o\~1(J.*s resul\!llg frllm,lJf 1l:!<JtCll W, l,I1e irtfOfll1tl1!oo, dota, anillyses or [ljJlrlklh:; ~ t~lr lise, The irtfoon'lthm cllhl<Jlncd hl!rl3irJ i. tlre p....oprietary lTO~ of
Momingst:lr <\00 rTld)Il1OI: be repnXIDted, inwllole (J( In part. (J( useE! if! any ll1al1l'Jl:,>f'. wt\IHX1i We ~kt ~ili:etl rorlS~t of Momlh!j::;1/lr. Ttl order fej:i'inl:;, C<l1I t 1312·695·6100, 10 litl;fl~~the ~rch, i:all .. 131H96·~fi9.
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Morningstar Analyst Forecasts

Income Statement [USD Mill

T01'11 Revenue

Cost of Goods So Id

Gross Profit

Selling, General & Administrative Expenses

Research & Development Expenses

Other Operatin9 Expens eS 0ncome)

Restructuring & Other Charges (Gains)

Depreciation Expense (if reported separately)

Amortization of Other Intangibles [If reported seperately)

Amortization/Impairment of Goodwill

Tolal Expooses

Operating Income (EBm

Interest Expense

Interest & Other Income (Expense)

Pre-TaJ: Income

Income Tax Expense (Bene~t)

Income After Tal<es

Minority Interest & Other After-Tax Operating Additions
to (Subtractions from) Earnings Before Interest

(preferred DiVidends)

After-Tax Non-Operating Income, Extraordinary Items (Losses).
Discontinued Operations, Acwuntin9 Changes

Net Income (Loss)

Net Income (Loss) Excluding Charges

Diluted Shares Outstanding (Mil)

Diluted EPS Including Charges

Diluted EPS Excluding Charges

Dividends Per Common Share

EBITDA
EBITDA without restructuring

Forecast
Sop 2009 sep 201 0 Sep20l1 S"!'2012 Sep2013

4,969 4,790 4,348 3,846 3,897

3,622 3,425 3,020 2,501 2,487

1,347 1,365 1,327 1,345 1,41D

494 468 449 464 478

183 191 179 153 180

-10

217 217 227 246 249

5 30

4,522 4,300 3,906 3,35S 3,394

447 4B9 442 491 5D3

153 154 151 150 165

-3 0 21 3 15

291 335 313 343 353

100 129 114 125 129

191 206 199 218 224

9

191 206 2118 118 224

191 206 199 212 224

92 92 91 91 91

2.08 2.23 2.29 2.41 2.45

2.08 2.22 2.28 2.34 2.45

1.32 1.34 136 1.39 1.42

610 701 106 737 751

610 7111 106 727 751

~ Mom:ngstar 2~1i;', 1'.'1 rlIgnl:> R~erved. MOO1i!lg~tM'S. Cred~ Ratings & Resi::&rdJ is: prmloced <tniJ alTereD by MlTllillg'>t.or, loc., wl1k;h Is 00( tegi!>tef:ed 'Mlhthe U~ SOOll'rties ami b:dl(l!l~ Clllltnl:ishm ~ 11 NfltlCfi'llly r(C{;[lIJll1md Statistir;,gl R.al1ng Org,lI'lWltloo
rNRSROl Unle~ l}\h~~eITm'j~ ina sE:,["Jlill:e a1JeemEffi. yrn maJlJ.5e lhis rejlrrt 0I1fJ' ill the coontry In whlt'..h it!; ocig!rL'31 dJw~\or is b<:lseC. 1!1l: 1t(i;fh1<ll1Ql1, tJalE, al'lOlI)'!£S atkF Cl~illicm'lJI"c.:iC!1lcr! ~eill ~[l tlot whs\iltrte invastnrel11 atfVi.r;~; Ilre pt'O'Jlded
sulllly lor ~!1fotm<l\loh!l! ~jr~[jse:i imd tll'ifef!re are 001 im offe- to ooy Of sell a se(;uity; 1100 <Ire not WMl'i'l!1lrnlll be coo-eel:. i:(J~fr.te Cf lltalfOlIl!. ll\ie opih!O~ e)pres.sed are as ill Ull~ lJ<lle wrllteh lItld illr. stJ~j~ct IQ d1illl~() without mlleE. oQ'[lt &:= otherwise
f!XIU1md by hwi. MQl'tllI1~r :;h<I!I 00l: be responsible fa- i1r1)' tra~ing dedslmlS, d3mllges Of ol:her kisses reslllting frMl, (l( rel:lll!d IIJ, t!18 il1foorntion, dat(l, lltJ~.Y;;~« Oflil'lilm IT l~jr \.l~. TI-.; Illfmm1ttm l:l)ti\.i'lillt:11 hrrei~ Is the pl"llp{ielilry F'tlrl'l11 Dr
Momltl5JstIlt <ltd hl~ HOC be reptudul:oo. in...mole ()f irJ pilrt ~ 115lOd if].MI)' rrt:'Jnre-, without tl1£ prioc written G(]l1'[;ef\ttlf M(lffij~~.10 ort1ef IEpints, kl~1 +1 312-G%-6100. To IkaBE l~ fe:il:ilt~ll. wU -t1312-6~(>-lI869,
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Momingstar Equity ReS€arct1

Almos Energy Corp ATO (r~YSE) 1***
Last Price

34.48 USD

Fair Value

35.00 USD

eonsid", Buy

28.00USD

eonsider Sell

43.75 USD

Uncertainty

Low

Economic Moat'"

Narrow

Moat Trend'"

Stable

Stewardship

NA

Morningstar Credit Rating

BBB+
Industry Groop

Utilities - Regulated

Morningstar Analyst Forecasts

Balance Sheet IUSD Mil)

Assets

Excess Cash & Investments

Operating Cash & Equivillents

Accounts Receivable

Inventory

Other Short Term Operating Assets

Total C\lrrent Assets

Property PI ant & Equipment Net

Property Piant & Equipment, Gross

(Accumulilted Depredation)

Goodwill, Net

Other Intangibles

Other Long-Term Operilting Assets

Deferred Tax Assets

Long-Term Non-Operating A"sets. including Pension items

Total Assets

UabiHl1E:S

Accounts Payable

Shan-Term Debt

Other Current Liabilities

Tolal Currenl Liabi lities

Long·Term Debt

Incremental Debt Requirements

Total Long-Term Debl

Long-Term Operating Liabilities

Deferred Tax Li ab iIities

long-Term Non-Operating Liabilities

TDIal Liabililies

Preferred Stock

Minorily Interest

Sha;eholdet'" equity

Common Stock

Additional Paid in Capital

Rete ined Eamings (Defi cit)

(Treasury Stock)

Other Equity

Total Shareholders' Equity

Tolal Liabilities + Shareholders' Equily

Difference, from analyst adjustments and restatement';

Forecast
Sep2009 sop 2010 Sop 2011 5ep2012 5ep201J

226 45

111 132 131 115 117

233 273 273 253 235

353 319 290 206 204
132 151 316 316 315

829 815 1,011 1,116 911

4,439 4,793 5.148 5.489 6,01J9

6,087 6,542 6,817 7,425 8,195

·1,648 -1,749 -1,669 ·1,936 -2,186

740 740 740 740 740

251 251 313 313 313

85 105 71 71 71

6,344 6,164 1,283 ~129 8,050

207 266 291 219 204

73 486 209 300 300

457 414 368 368 368

731 1,166 868 B86 812

2,169 1,810 2,206 2AOO 2,500

2,169 1,810 2,206 1,4110 1,Sl1O

119 49 22 22 22

571 829 960 1,056 1,162

571 731 971 971 971

4,161 4,585 5,021 5,336 5,527

0 0 0 a 0

1,791 1,714 1,733 U51 U86
405 487 570 663 757

-20 -23 -48 -20 -20

2,m 2,118 2,255 1,394 2,523

6,344 6,764 1,283 ~729 8,056

tI Mornll"YJ9.otf 21112, All R~ RE'Sm-ro. M[)JJ)lngs(!'i's Credit R&il'l~s g, R~ard1 is pl'lltlwoM dJ'ld off8n:\I by MCf11T~:;1.lIt loc• .....t1kh is oot registeJE!d Io'li\h tI-? U,S. Soo.lrrues and ElCcMll!}C CQtnI11ls~l!Jh i1~ a Niltiooa~~ ~cogntwJ SlAti5ti(;lll RlIllng O;-g<Jnlz.alil:lI'l
rNIlSR01, Uilless o\hefV/tse tJ'rJvlde\llll a sep.1nJle agE'E'mm,yOJ ma~~ i11is ll!~~ l,111!j i!llhe Crullif)' ~ wtlich it') 1Jt19lnai di~~1Ql' is baS<!li. The irtctrMtillll.data, aml)l5ffi <mil [lpill!QtI5 ~setJ.t!:d h!lrein do I1rJ1. wrr:.titllte fm'e1m~ ~dvic13; life plUvidml

so.I!llyfor inrOflnilt~}n.J1 JlliPO~s lim! ll'mrdm; 1m: ooIlln uHf." to buy or sell il ~~,f, at);! are oot w:m:mtcd LQ be cooect, (~Illlc or ~wa\e. lffi! opiniml'> expnn.seO ,n!! a" m' the dllte writieh lllld (Jle SlIbject to tlliU~ """'thoot rmiw. Em"pt 1\5 (Jthffw~ll

n~qulll':d b~ I.3wr Momi~stN sh.~1I mit b81,,~mns:lblE: fa flrlY\r.~dll'lgdetis:kIns.. lL~trldg~ t)I' ~hef loss[!s re:sulling fmm, t)I' tdc;te.d t'CI, t~e inform;ltfoo. u;}l.a, <mal~Z Of opinions 0" their use. Tile itT(UI1TUJ.\ioll (;{lllta~d hffetn is~ fKoprielary jJopmy of

Mornitlg:.tilr arlll ma~ nct: be Jeproom;.rn. In wlm~ or in fL'l11. Q'" used in ,m)' manner,w~~ Ul!e lYilY ....".iUI!I'l Wl'lscrrt of MiXl"lIh!J:Jt<:lr. To Ql'dl'l reJllffis, [;<:III -11 ~12-696-5100. Too tk!:l1:ic IIlI: fe'Ol,'rlJ'c:h. ~II t 1 311·6%-6859.
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M()HNIN~SrAR;!

la51 Price

34.48 USD

Fair Value

35,00 USD

Coo.id... Buy

28,00 USD

Coo.i der Sell

43.75usD
Uncertainty

low

EccnOlD]C Moat""

Norrow

Moat Trend'"

Stable

Slewardship

NA

Moming5laf Credit Raling

BBB+
Indu5lr'yGroup

Utilities - Regulated

Morningstar Analyst Forecasts

Gash Flow (USD Mill
Forecast

Sep 2012 Sep 2013

Net Income from Continuing Operotions

Depreciation Expense

Amortization of Other Intangibles

Impairment of Goodwi II

Other Non-Cash Adjustments to Operating Income

Deferred lru:ome Taxes & Other Adjustments to Net Income

Changes in O~eratl!lg A.'l.sB1s and Lia~iIH!es

Qncrease) Decrease in Accounts Rece iVoble

Dncrease) Decrease in Inventory

Dncrease) Decrease in Prepayments. other Current Assets

Increase (Decrease) in Accounts Payable

Increase (Decrease) in Other Current liabilities

Cash from Operati IIIlS

(Capital Expenditures)

(Acquisitions)

Asset Sales & Dispositions of Discontinued Operations

Other Investing Cash Flows (Outlays)

Cash from Invesling

Common Stock (purchase) or Saie

Common Stock (Dividends)

Prefened Stock Issue/(Purchase)/(Dividends)

Short Term Debt Issuance and (Retirement)

long Term Debt Issuance and (Retirement)

Minority Interest Addback of Income (loss) DistribuUon

Other Financing Cash Flows (Outlays)

Cash From Financing

Benefit (loss) from Exchange Rates/Discontinued Operations, etc.

Nel Change in Cash

Change in Cash on Balance Sheet

Difference, from analyst adjustments and restatements

Sop 1000

191

217

5

153

245

194

12

-182

B4

919

-509

-B

·517

28

-121

-284

40

-338

64

64

Sop 2010

206

217

220

-40

54

·4

5B

15

716

-543

o

-93
-124

54
o

-163

Z1
21

Sop 2m1

20B

233

30

137

o
28

·92

24

14

583

-623

-4

-6Z7

2

-124

83
82

-1

-1

218

246

-10

96

20

84

-73

582

-702

124

-518

18

-126

91

194

a
176

28

210

210

224

249

a
106

18

1

-14

-769

-169

35

-130

100

a
5

-180

-180

(;J Momtn~star 2fi1 L AI! Rj~~l:i RC'S~d. Motlljt~s(<t-'S Dedit ~Ht'!l:J & Rt':'illilfdi is pmduced .md mferea by MmllngstM, Inc., YkIh;h l:> oot registered IrVith the U,S. Sea11illes 2ml hr:l1:JlljJE- Cotm1t'iirltl <'6 a Natl0l11lHy Re.({~l'liIed St<ltistk<al R.'ltltl1j Orgiltlil1l!!(ltl
fNRSROI.Unless.llth~~ 1t0,,.Ildcd ftJ;l :l!Opai'<ltl! 2g-I'!PllWflt, Y~llooyusethlS report ool~lnthe l:wntry:lf1whlcl1 it:> origlrIJl rilw]txJloc r;; tm'ied, The irtO"malil:m, ital:!, mmfr;e5 al'lll oprlllons presentetllwfEID ckJ no! i:nrmitllte ilW!!!MJ!'Ilt al:!';'lLe: M~ prn¥idr:d
s.clely roc inform.:ltiml<ll PJr~IJ5e:> <lhd thtfe(tl! <Ill< nat 311 off!'! III buy 'Jr SIlU a seDJity; ard are fIlll wammlctJ tll bll wrrect. CI:lI'lJ!clE- or ~C:aJIllte. The OIJihllJrl5. e:q:IJlOSSlOd are as ill thE! oole wIDerl illl;] are ~je(j to r;har!g'£! wilhi:J!Jt notke. EJ:.~ tiS oth~W[~l:

requi!l!d h) 1:1'0'1, Momitl~r :;11.111 ~mt. be~ble ftT :m~ tr<tl;lj~ dedsilJffi, oClmilges. Of other 11:l,>~e5 res!.llllt"F!l ftom, Ofrelated to, Ll'm Inforrm.l.Joo. ul>IiJ. il!lil!y:>e'.i or lJfl1n1OO:; oc their lISC. lhe information cmtllioed ho'll~ ~ Ihl! propriffi.:!!)I!J'npert}' ljr
MornirlgSt:lr :md ma11'IDt!J~ reptOOu~eQ. 111 wll{lll! or III part. Of~ ~ ilhy mcmaer. withoot thEl pclo:r "..,-iltenmm~ (lr Momil1!:Jstar.1u- ocder rerUnt•• wi! -t1 312·596--fil 00. To IIG~the r~:rearcll. call +l 31 Z-!i[.l5-GS!i9.
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17_I,"n~,th rating Neutral
Unchanged

C"'~ .~ .~,~, _ " __~ ,_ "c,_wo, n ,-m".,

12m price target US$35.00
Unchanged

$UBS

Atmos Energy

Rate Activity to Aid F"13

CASE NO. 2013-00148
ATTACHMENT 1

,TOOAGDR NQ,·1dS3

Global Equity Research

Americas

Utilities

Price US$34.70

• Below Expectations
ATO reported F4Q EPS of $0,05, below the consensus estimate of $0.08 and our estimate
of $0.13. EPS in F4Q'II were -$0.06. F'12 EPS amounted to $2.26, also below the $2.30
consensus estimate and our $2.33 estimate. FII EPS were $2.15. Key drivers in the Natural
Gas Distribution segment were a $17.7MM net increase in rates, while the Regulated
Transmission & Storage segment benefitted from a $28MM increase in gross profit
primarily from rate design changes and increases from recent GRIP filings.

• Rate Activity
Recent rate activity includes: $7.5 MM (10.1% ROE) granted in Tennessee in early
November; $6.6MM ("Black Box settlement") in West Texas in October; $2.4MM (10.5%
ROE) in Kentucky also in October. On May 31, ATO appealed aMid-Tex Cities filing to
the Railroad Commission, requesting an update increase in annual operating income of
$46.5MM. On appea~ ATO is requesting an 11.1% ROE and an 8.85% ROR on 48%
debtf52% equity capital structure. The Railroad Commission has 185 days to rule.

• F'13 Guidance Issuedl Estimates Maintained
ATO issued F13 guidance of $2.40-$2.50, including $0.10-$0.12 per share from Georgia
(Georgia asset sale assumed to close in late F13). Guidance includes net income from
Natural Gas Distnbution of$143-$148MM ($138MM in F12), Regulated Transmission &
Storage, $68-$71MM ($6IMM in F12); Non-Regulated, $9-$l1MM ($13MM in F12)
We are maintaining our est at $2.42 in F13 ($2.46 cons) and $2.52 in F14 ($2.61 cons).

• Valuation: Maintaining Neutral Rating, Target Price
We are maintaining our Neutral rating and our SOPIDCF-derived, 12-month $35 target
price.

Highlights (US$m} D9110 09111 09112E 09/13E 09/14E
Revenues 4,797.14 4,351.51 3,852.69 4,071.87 4,149.92
EBIT (UBS} 496.89 467.60 451.09 501.96 52509
Net Income (UBS} 209.55 195.33 205.23 221.78 232.59
EPS (UBS, US$) 2.27 2.15 2.26 2.42 2.52
Net DPS (UBS, US$) 1.34 1.36 1.38 1.42 1.48

Profitability & Valuation 5-yr hlst avo 09111 09112E 09113E 09114E
EBIT margin % 8,6 10.7 12.3 12.3 12.7
ROIC (EBIT) % 10,3 10.5 9,6 10.0 9.9
EVIEBITDA (core) x 74 74 7,8 7.2 7,0
PE (UBS) x 14,1 150 15.3 14.3 13.7
Net dividend yield % 4.6 4.2 4,0 4.1 4.3
Sourr;e: Company accwnls, Thmlsr:m Reutero, uas ssrimatfN>. (UBS) valuatiDns ale sfared before gOf>C1Nm-re!aled charges and other adjustmenfs far
abnormal and BCDnomf{; items <Jt rhe "n<J!ysl&' judgement
V,woMm; b..e<i on on ."""ge .hal!) pri,e th;;f yeo', (E): bosed on, shaIe prii:<l ofUS$31.7D on 09/1ov 201212:11 EST

Ronald J. Barone
Analyst
mnald,barone@ubs.com
+1~212~713 3848

RIC: ATO.N BBG: ATO US

Trading data

52·wk range US$36.94-30.60

Market cap. US$3,13bn

Shares ols 90.2m (COM)

Free Iloat 98%

Avg. daily volume rOOO) 114

Avg, dally value (m} US$4.1

Balance sheet data 09112E

Shareholders' equity US$2.36bn

P/BV (U8S) 1.3x

Net Cash (debt) (US$246bn)

Forecast retu ms

Forecast price appreciation +{l.9%

Forecast dividend yield 4.0%

Forecast stock retum +4,9%

Market return assumption 5.3%

Forecast excess retum ~0.4%

EPS (UBS, US$)
09112E 09111

From To Cons. Actual
Q1 0,61 0,61 0.61 0.82
Q2E 1,28 1.28 1.28 1.35
Q3E 0.32 0.32 031 0.05
Q4E 0,13 0,05 0.08 (0.06)
09112E 2,33 2.26 2.30
09113E 242 2.42 2.46

Perfonnance (US$)

'"

"
"

"

WIWI.U bs .comAnvestmentresearch

This report has been prepared by UBS Securities LLC
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 2.
UBS does and seeks to do business with companies covered in its research reports, As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only asingle factor in making

th~.ilJr i.QX~s!(;n[~~J ·ql¥,c;i·S[i£I1·~'~'"'~"·"-'I' " ,-". K'r pco'" '~'Ii "c' 'I'I/~ ""j"I' 'J> 1"j·r,n"II"1 [p'M "-f'[" ,. c.k-';l 0dlLlrgtl~8-C~".~-" UUluIQ:r'7.lU~l't5']jrL4~;~~ "-'))tJlb,<;5.!~ ~'~'I ;IG';{, ,'0:. 1,/, 1~~,_,·,'JI,1::,~ i ~'b'U )"=\1" [fE«jI~



Atmos Energy 9November 2012

• Atmos Energy

Atmos Energy Corporation, headquartered in Dallas, Texas, primarily provides
regulated natural gas distribution and transmission and storage services to
approximately 3.2 million residential, commercial, public authority, and
industrial customers in 12 states primarily in the South. Non-regulated
operations include Marketing & Trading and Pipeline & Storage businesses.
Atrnos completed its acquisition of TXU Gas in 2004 to become one of the
largest pureplay gas distribution companies in the country; Atrnos also operates
one of the largest intrastate pipelines in Texas.

• Statement of Risk

Risks to our estimates and price target include mild weather, rising interest rates,
unfavorable regulatory decisions, increasing reliance on the Marketing &
Trading segment's earnings, increased commodity costs, declines in pipeline
throughput volumes related to reduced Barnett Shale drilling activity, and
dilutive equity offerings or acquisitions.

• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers and were
prepared in an independent manner, including with respect to UBS, and (2) no
part of his or her compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed by that research analyst in
the research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as DBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.comldisclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating

Buy
Neutral
Sell
UBS Short-Term Rating

Buy
Sell

Rating Category
Buy
Hold/Neutral
Sell

Rating Category

Buy
Sell

Coverage1

50%
41%

9%

Coverage3

less than 1%

less than 1%

IB Services2

31%

31%
20%

IB Services4

33%
0%

1: Percentage of companies under coverage globally within the 12-month rating category.
2: Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 30 September 2012.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral

Sell
UBS Short-Term Rating

Buy

Sell

Definition
FSR is > 6% above the MRA.

FSR is between -6% and 6% of the MRA.

FSR is > 6% below the MRA.

Definition
Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.
Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

UBS 3
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12

months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a

forecast of, the equity risk premium).
Under Review CUR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are

subject to possible change in the near tenn, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.
Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, perfonnance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities LLC: Ronald J. Barone.

Company Disclosures

Company Name
Almas Energy4, 5, 6, 16, 18

Reuters

ATO.N

12-mo rating Short-term rating

Neutral N/A

Price

US$34A8

Price date

08 Nov 2012

Source: UBS. All prices as of local market close.
Ratings in this table are the most current pUblished ratings prior to this report. They may be more recent than the stock pricing
date

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking
services are being, or have been, provided.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18. A director of this company acts as a consultant to UBS Securities LLC.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Atmas Energy (US$)
-~ Price Target(US$) - stnckPrice (US$)
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Global Disclaimer

TIlis document has been prepared by UBS Securities LLC, an affiiiate of UBS AG. UBS AG, its subsidiaries, brancl1es and affitiates are referred 10 herein as UBS.

TIlis documenl is for distribution only as may be permitted by law. II is not directed 10, or intended for distribution to or use by, any person orentily who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where sucl1 distribution, pUbiication, availability or use would be contrary 10 law or regulation
or would subject UBS to any registration or licensing requirement within such JUrisdiction. It Is published solely for information purposes; il is not an advertisement
nor is it a solicitation or an offer to buy or sell any financial Inslruments or to participate in any particular trading strategy. No representation or warranty, either
express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ('the Information'), except with
respect to Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, mart<.ets or developments referred
to in the document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of UBS.

Nothing in this document constitules a representation that any investment strategy or recommendation is suitable or appropriale to an investor's individual
circumstances or otherwise constitutes a personai recommendation. Investments involve risks, and inveslors should exercise prudence and their own judgemenl in
making their inveslment decisions. TIle financial instruments described in the document may not be eligible for sale in ali jurisdictions or to certain categories of
Investors. Options, derivative prodUcts and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may Involve a high degree of risk and may be highiy volatile In response to fluctuations In inleresl rates or other mar!<et conditions. Foreign currency rates
of eXcl1ange may adversely affeC! the value, price or income of any security or relaled instrument referred to in the document. For investment advice, trade execution
or other enquiries, clients should contact Ihelr local sales representative.

TIle value of any investment or income may go down as well as up, and Investors may nol gel back the full amount invested. Pasl performance is not necessarily a
guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (inciudlng Investment loss) or damage
arising out of the use of all or any of the Information.

Any prices staled in this document are for information purposes only and do not represenl valuations for individual securities or other financial Instruments. There Is
no representation that any transaction can or could have been effected althose prices, and any prices do nol necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different
results.

Research will initiale, updale and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document
is based on numerous assumptions. Different assumptions could result In materially differenl results. The analyst(s) responsible for the preparation of this documenl
may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and inlerpreting mart<.et informatiOn. UBS relies on
information barriers to control the flow of informalion contained In one or more areas within UBS into other areas, units, groups or affiliates of UBB. The
compensation of the analysl who prepared this document is determined eXclusively by research management and senior management (not Including investment
banking). Analyst compensation is not based on Investment banking revenues; however, compensation may relale to the revenues of UBS Investment Bank as a
whole, of which investment banking, saies and trading are a part.

For financiai instruments admitted to trading on an EU regulated mart<.et: UBS AG, its affiliates or subsidiaries (exclUding UBS Securities LLC) aCls as a market
maker or liqUidity provider 0n accordance with the interpretation of these terms in the UK) in the financial instruments of the Issuer save that where the activity of
liquidity provider is carried out in accordance with the definition given to il by the laws and regulations of any other EU jurisdictions, sucl1 Information Is separately
disclosed in this documen!. For financial instruments admitted to trading on a non-EU regUlated market UBS may act as a market maker save that where this activity
Is carried out in the US in accordance with the definition given to It by the relevant laws and regulations, sucl1 activity will be specifically disclosed In this document.
UBS may have Issued a warrant Ihe value of whicl1 is based on One or more of the financial instruments referred to in the document. UBS and its affiliates and
employees may have long or short posHions, trade as principal and buy and sell In Instruments or derivatives Identified herein; such transactions or positions may be
inconsistent with the opinions expressed In this document.

UBS 6



CASE ND.2D13.QDI48
ATTACHMENT I

TO OAG DR NO. 1-183

Atmos Energy 9 November2012

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible
counlerparties or professional clients. UBS Limited is authorised and regulated by the Financial Services Authority (FSA). France: Prepared by UBS Limited and
distributed by UBS Limited and UBS Securilies France SA UBS Securities France SA is regulated by the Autorit" des MarcMs Financiers (AMF). Where an
analyst of UBS Securities France S.A. has contributed 10 this document, the document is also deemed 10 have been prepared by UBS Securities France S.A.
Germany: Prepared by UBS limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by Ihe Bundesanstalt fur
Finanzdienstieistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS limited and UBS Securities Espana SV, SA. UBS Securilies Espana
SV, SA is regulated by the Comisi6n Nacional del Mercado de Valores (CNMV). TUrkey: Prepared by UBS Menkul Degerier AS on behalf ot and distributed by UBS
limited. No information in this document is provided for the purpose of offering, mariketing and sale by any means of any capital market instruments and services in
the RepUblic of Turikey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG is not
licensed by the Turkish Capital Markel Board under the provisions of the Capital Market Law (Law No. 2499). Accordingly, neither this document nor any other
offering material related to the inslruments/services may be utilized in connection with providing any capital market services to persons within the RepUblic of Turkey
without the prior approval of the Capital Mariket Board. However, according to article 15 (d) (Ii) of the Decree No, 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the RepUblic of TUrkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Poisce.
Russia: Prepared and distributed by UBS Securities CJSC. Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by
UBS Limited and distributed by UBS Limited and UBS Italia Sim S,p.A. UBS Italia Sim S.p.A, is regulated by the Bank of Itaty and by the Commissione NazJonale
per Ie Sociel" e la Borsa (CONSOB). Where an analyst of USS Italla Sim S.p,A. has conlributed 10 this document, the document is also deemed to have been
prepared by UBS ttalia Sim S.pA South Africa: Distributed by UBS South Africa (pty) Limited, an authorised user of the JSE and an authorised Financial Services
Provider. Israel: UBS Limited and its affiliates incorporated oulside Israel are not licensed under the Investment Advice Law. This material is being issued only to
and/or is directed only at persons who are Sophisticated Investors within the meaning of the Israeli Securities Law, and this material must not be relied or acted upon
by any other persons. Whilst UBS Limiled holds insurance for its activities, it does not hold the same insurance that would be required for an investment advisor or
Investment marketer under the ralevant Investment Advice Law Regulations. Saudi Arabia: This document has been issued by UBS AG (and/or any of its
subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland wilh lis registered offices at Aeschenvorsladt 1, CH-4051 Basel
and Bahnhofstrasse 45, CH-8001 Zurich, This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a foreign closed joint stock company
Incorporated In the Kingdom of Saudi Arabia under commercial reglslernumber 1010257812 having Its registered office at Tatweer Towers, P.O. Box 75724, Riyadh
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia Is authorized and regulated by the Capital Market Authority 10 conduct securilles business under license number
08113-37. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG: or by a group,
subsidiary or affiliate of UBS AG thai is not registered as a US broker-dealer (a 'non-US affiliate') to major US InsUlutionallnveslors only. UBS Securities LLC or
UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non~US affiliate when distributed to US persons by UBS
Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities
LLC or UBS Financial Services Inc., and nol through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc" a registered investmenl dealer In
Canada and a Member~Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business In Canada or is otherwise
axempt from registration. Hong Kong: Distributed by UBS Securities Asia limited. Singapore: Distributed by UBS Securities Pte. Ltd. [mica (p) 016/11/2011 and Co.
Reg. No.: 198500648Cj or UBS AG, Singapore Branch, Please contact UBS Securities Pte. Ltd" an exempt financial adviser under the Singapore Financial Advisers
Act (Cap, 110): or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed
under the Singapore Banking Act (Cap, 19) regutated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the
anatysis or document. The recipients of this document nepnesent and warrant that they are accredited and institutional investors as defined in the Securities and
Futures Act (Cap. 289). Japan: Distributed by UBS Securilies Japan Co., Ltd. to inslilutional Investors only. Where this document has been prepared by UBS
Securities Japan Co" Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document Austratia: Distributed by UBS AG (Holder of
Australian Financial Services License No. 231087) and/or UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098). The
Information In this document has been prepared without laking into account any investor's objectives, financial situation or needs, and investors shOUld, before acling
on the Information, consider the appropriateness of the tnformation, having regard to their objectives, financial situalion and needs. If the Information contained in
this document relates to the acquisition, orpotenllal acqUisition of a particular financial product by a 'Retail' client as defined by section 761G of the Corporations Act
2001 where a Product Disclosune Statement woutd be required, the relail client should obtain and consider the Product Disclosure Statement relating to the product
before making any decision about whether to acquire the product. New Zealand: Distributed by UBS New Zealand Ltd. The information and recommendations In this
publication are provided for generatlnformalion purposes only. To the extent that any such information or recommendations constitute financial advice, they do not
take into account any person's particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial
advisor. Dubal: The research prepared and distributed by UBS AG Dubai Branch is intended for Professional Clients only and is nol for further distribution within the
United Arab Emirates. Korea: Distributed in Korea by UBS Securities Pte, Ltd., Seoul Branch. This document may have been edited or contributed to !rom time to
time by affiliales of UBS Securities Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distribuled In Malaysia by USS Securities Malaysia Seln. Bhd
(253B25-x). India: Prepared by UBS Securities India Private Ltd. 21F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051.
Phone: +912261556000 SEBI Registralion Numbers NSE (Capitai Market Segment): INB230951431, NSE (F&O Segment) iNF230951431, BSE (Capital Market
Segment) tNBOlO951437,

The disclosures contained in research documents produced by UBS Limited shall be governad by and construed in accordance with English law,

UBS specificaliy prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepls no liability whatsoever for the
aclions of third parties in this respect. Images may depict objects or elements which are protected by lhird party copyright, trademarks and other intellectual property
rights. © UBS 2012. The key symbol and UBS are among the reglslered and unregistered lrademarks of UBS. All rights reserved.

*UBS
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Atmos Energy

Getting Off to a Slow Start

Umities

rating

12m price target

Price

Neutral
Unchanged

US$32.50
Unchanged

US$31.54

• IQ ']2 Comes in Below Expectations
ATO reported FY '12 IQ EPS of$0.61, down 17% from $0.81 in the comparable
year-earlier period and below the consensus est of $0.89. Gas distribution net
income from cont. ops was $47.9 MM, dovm 12% QoQ as the positive impact of
rate increases was more than offset by a weather nonnalization adj in the Mid-Tex
Division. Reg. trans and storage net was $13.4 MM, up 33% QoQ primarily due to
rate design changes at Atmos Pipeline. Non-regulated net was a loss of $8.5 MM,
'IS profit of$6.3 MM in lQ FY'11, due to reduced asset optimization margins.

• Pursuing Rate Relief; Increasing Capex
On January 31, 2012, ATO filed a request for a$46.0 MMrate hike in its Mid-Tex
Division Settled Cities. The filing seeks an ROE of 10.9% (overall return of
8.74%) on a capital structure of 49% debt and 51% equity. Also in January, ATO
filed for rate increases of $6.1 MM in KS and $4.3 MM in MS. Capital
expenditures in FY '12 were raised to $680-4700 MM, 'IS $627 MM in FY" I J.
Rate base is forecasted to grow at 6% to 6.5% over the next few years.

• ATO Maintains Guidance
ATO is maintaining FY '12 guidance in the $2.30-2.40 range. Net income from
regulated operations is projected to amount to $190-197 MM, while net income
from non-regulated operations is estimated at $20-23MM. We are lowering our
FY2012-2013 EPS estimates to $2.27 and $2.36, from $2.48 and $2.57,
respectively.

• Valuation: Maintaining Rating and Target Price
We maintain our Neutral rating and our blended SOP!DCF target price of$32.50.

Highlights (US$m) 09/10 09/11 09112E 09113E 09114E
Revenues 4,797,14 4,351,51 4,024.78 4,102.68 4,223,54
EBIT (UBS) 49689 467,60 48B,50 504.64 507.20
Nellncome [UBS) 209.55 195,33 205.4B 214.61 216.12
EPS IUBS, US$) 2,27 2,15 2.27 2.36 236
Net DPS lUBS, US$) 1,34 1.36 1.38 1.42 1,48

Profitability & Valuation 5-yr hist avo 09111 09112E 09/13E 09114E
EBIT margin % 8.6 10.7 12.1 12.3 12.0
ROIC (EBIT) % 10.3 10.5 10.5 1004 10.0
EV/EBITDA lcore) x 704 7.4 7.1 6.9 6.B
PE (UBS) x 14.1 15.0 13.9 13.4 13.4
Net dividend yield % 4.6 4.2 4.4 4,5 4.7
SOlJfce: Companyarxoonls, ThOO/s0/l Reuters, UBS estimafes. (UBS) Vahli1tiDm; <lte :.;Ialedbefore gaoJrt.til~;-e!rJted charges ami otheradjustments for
abnormal and economic Ifems at the analysIs' judgement.
Valuations: based on an average sham price thi"l! yeilr, (E); based O!J a shate ptfr;e ofUS$31.54 ofJ 14 Feb 2012 19:39 EST

Ronald J. Barone
Analyst
ronald.barone@ubs,com
+1-212-713384B

RIC: ATO.N BBG ATO US

Trad ing data

52-wkrange U5$35.40-28.87

Market cap. US$2.84bn

Shares Dis gO.2m (COM)

Free float 98%

Avg. daily volume rOOO) 214

Avg. daily value 1m) US$7,0

Balance sheet data 09112E

Shareholdel1i' equity US$2,36bn

PIBV [UBS) 1.2x

Net Cash (debt} (U S$2.3Bbn)

Forecast returns

Forecast price appreciation +3.0%

Forecasl dividend yield 4.4%

Forecasl stock return +7.4%

Markel relum assumption 5.3%

Forecast excess return +2,1%

EPS IUBS, US$)
09f12E 09111

From To Cons. Actual
Q1 0.79 0.61 0.61 0.82
Q2E 1.35 1.45 1.44 1.35
Q3E 0.19 0.16 0.13 0.05
Q4E 0.14 0.05 006 (006)
09/12E 2.48 2.27 2.35
09113E 2.57 2.36 2.52

Performance IUS$)
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This report has been prepared by UBS Securities LLC
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 3.
UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have aconflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision,
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Table 1: 1Q12 Results Summary

o . Actual UBS Estimates Year.over-Year
peratlng Results F1Q12A F1Q12E F1Q11A

Natural Gas Distribution $291.1 $300.8 -3% $299.8 -3%

Regulated Transmission & Siorage $56.8 $53.9 5% $49.0 16%

Nonregulaled $25.0 -125% $24.7 -125%

Gross Marg In (Consolidated) $379.7 -10% $373.1 -9%

O&M Expenses ($119.5) -3% ($116.6) 0%

Depredation & Amortization Expenses ($57.2) 4% ($56.2) 5%

Interest Expense ($35.4) -8% -9%

Average # of Shares Outstanding 90.5 90.8 0% 9004 0%

Source: Company Reports and UBS Estimates

• Atmos Energy

Atmos Energy Corporation, headquartered in Dallas, Texas, primarily provides

regulated natural gas distribution and transmission and storage services to

approximately 3.2 million residential, commercial, public authority, and

industrial customers in 12 states primarily in the South. Non-regulated

operations include Marketing & Trading and Pipeline & Storage businesses.

Atmos completed its acquisition of TXU Gas in 2004 to become one of the

largest pureplay gas distribution companies in the country; Atmos also operates
one of the largest intrastate pipelines in Texas.

• Statement of Risk

Risks to our estimates and price target include mild weather, rising interest rates,

unfavorable regulatory decisions, increasing reliance on the Marketing &

Trading segment's earnings, increased commodity costs, declines in pipeline

throughput volumes related to reduced Barnett Shale drilling activity, and

dilutive equity offerings or acquisitions.
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• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers and were
prepared in an independent manner, including with respect to UBS, and (2) no
part of his or her compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed by that research analyst in
the research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.comJdisclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy
Sell

Rating Category

Buy
Hold/Neutral
Sell

Rating Category

Buy
Sell

Coverage1

57%
37%

7%

Coverage3

less than 1%
less than 1%

IB Services2

36%
35%
17%

IB Services4

0%
12%

1: Percentage of companies under coverage globally within the 12-month rating category.
2: Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 31 December 2011.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy

Sell

Definition
FSR is > 6% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

Definition

Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.
Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

UBS4
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a

forecast of, the equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are

subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.
Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, performance record, discount.
Core Banding Exceptions (GBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be SUbject to higher or lower bands as they relate to the rating.
When such exceptions apply, they wili be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a SUbject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities LLC: Ronald J. Barone.

Company Disclosures

Company Name
Atmos Energl' 3, 4, 5,6, 16, 18

Reuters

ATO.N

12-mo rating Short-term rating

Neutral N/A

Price

US$31.54
Price date

14 Feb 2012

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past 12 months.

3. UBS Securities LLC is advising Atmos Energy Corp on its announced agreement to sell its natural gas distribution assets
in Missouri, Illinois and Iowa to Algonquin Power & Utilities Corp.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months,

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking
services are being, or have been, provided.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18. A director of this company acts as a consultant to UBS Securities LLC.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Source: UBS; as of 14 Feb 2012

Note: On August 4, 2007 UBS revised its rating system. (See 'UBS Investment Research: Global Equity Rating Definitions' table

for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 =FSR is > 6%
above the MRA, higher degree of predictability; Buy 2 = FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 =
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 =FSR is between -6% and 6% of the MRA,
lower degree of predictability; Reduce 1 =FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 =FSR is > 6%

below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities.

A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.
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Global Disclaimer

This report has been prepared by UBS Securities LlC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is
referred to as UBS SA.

This report is for disbibutioo only under such circumstances as may be permitted by applicable law. Nothfng In this report constitutes a representation that any investment strategy or
recommendation conlained herein is suitable or appropriate to a re~pjent's Jndividual circumstances or otherwise constiLutes a persona! tecommendation. It is published solely for information
purposes, it does not COnstitute an advertisement and is not to be construed dS d solicitation or an offer to bUy or sell any securities or related financial instruments in any Jurisdiction. No
represenlation or warranty, either express or implied, is provided in relation to the accuracy, completeness or rel[ability of the lnformation contained herein, except y.;fth respect to Information
concerning UBS AG, its subsidial'ies and affiliates, nor is it intended to be a complete statement or summary or the securities, markets or developments referred to En the report. UBS does not
undertake t~t investors wilt obtaln profits, nO( will it share with investors any investment profits nor accept any Iiabillty for any investment losses. lnvestments involve risks and ioveslors should
exertise prudence in making lheir investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their 0'NfI judgement Past performance 1S not
necessarily a guide to future performance. The value of any in.....estment or income may go doVlln as weil as up and you may not get back the full amount irwestBd, Any opinions. expressed in this
report are subject to change without notice .and may differ or be contr.ary to opinions expressed by other business areas or groups of UBS as a result of usln.g different assumptions and criteria.
Research vvilllnltiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management The analysis contalned herein is bBood on numerous assump~ons.

Dlfferent assumplions could result in maleli ally different results. The analyst(s) responsi ble for the preparation of this report may interact with tradi ng desk person nel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein, UBS relies
on information barriers to corttm! the flow of infonnation contarned in DnB or more areas "Within UBS, Into other EteaS, LJotts, groups or affiliates af UBS. The compensation of the- analyst 'h'ho
prepared this report is determined exclusively by researd1 management and senior management (not fnduding investment baro:ing). Analyst compensation Is not based on investment banking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, ofvmich investment banking, sales and trading are a part

The securities described herein may not be eligible fell' sale in alljurisdlcl:fcns or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading 111. these- instnJmenls is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past pertormance is not necessarily fndfcatJ\le- of futute results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report For inves.tment advice, trade execution or other enquiries, cljents should contact their local sales representative. Neither UBS nor any of iis
affiliates, nO( arty of UBS' or any of its affiliates, directors, employees or agents accepts My !lability for any loss or damage arising out of the use of all or any part of this report. For financial
instruments admitted to trading on an EU regulated market: UBS AG, its affilfates or subsidiaries {exclu<ing UBS Securities LlC andlor UBS Capital Markets LP) acts as a market maker or
liquidity prov1der (in accordance wlth the interpretation or these t8ITllS in the UK) in the financial instruments of the issuer save that where the activity of liqUidity provider is carried out In
accordance with the definition given to It by the laws and ffigulations of any other EU jurisdlctlOliS, such lnfOffi"Jafion is separately disdosed in this research report UBS and [ts affiliates and
emp:oyees may have long or short positions, trade as prtndpBl and buy and sell in instruments or derivatives Jdenti ned herein.

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There ls n.o representation that any transaction
can or could have- been effected at those prices and any prices do not necessarily reflect UBS's inlernal books and records or theoretical modal-based valuations and may be based on certain
assumptions. Different assumpUons, by UBS or any other sou ree, may yield substantially djHerent results.

United Kingdom and the rnst of Europe: Except as othetwise speclfied herein, this material Is communicated by UBS limited, a subsidiary of UBS AG, to persons \M\o are eligible
CQunterparties. OJ professional dients and is only available to such persons. The information contalned hefeln does not appfy to, and should not be relied upon by, retail clients. UBS Limited is
authorised and regulated by the Rnandal Services Authrnity (FSA). UBS research complies \\lith all the FSA requirements and law'S concerning disclosures and these are indicated on the
resear-ch where applicable. France: Prepared by UBS Limted and distrtbuted by UBS Umited and UBS Securities France SA. UBS Securities France S.A is regu!ated by the AUtrnitB des
Mal'chlls Financiers (AMF). VV'here an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to havs been prepared by vas Securities France B.A.
Germany: Prepared by UBS Umited and distributed by UBS Limted and UBS Deutschland AG, UBS Deutschland AG Is regulaled by the Bundesanstalt fur Finanzdienstleislungsaufsicht
(BaFin). Spain: Prepared by UBS Limited and distritxJtEd by UBS limited and VBS SecuriUes Espana SV, SA UBS Secun'aS Espana SV, SA is regUlated by the ComisI6n Naelon" del
Mercado dB Valores (CNMV). Tllrj{ey: Prepared by UBS MenklJl Degerler AS on behalf or and distributed by UBS Urniled. Russia: Prepared and distributed by UBS Securities CJSC.
Switzerland: Distributed by UBS AG to persons mo are [nstitutionai investors- only. ftaly: Prepared by UBS Limited and disllibllled by UBS Llmlted and UBS Italia Sim S.p.A.. UBS ltalia Sim
S.p.A is regUlated by the Bank of Italy and by the Commissione Nazionala per 1e Societa e !s Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to thls report, the
report is also deemed io have b€en prepared by UBS Ilalia Sim S.p.A.. South Af"",,: UBS SOuth Afri"" (Ply) Limited (Registfation No. 19951011140107) is a member of the JSE Limited, !he
South African Futures Exchange and the Bon-d Exchange of South Africa. UBS South Ahica (pty} Umited is an authorised Flnandal Services Provider. DetaHs of its postal and physical address
and a list of its directors are available on request or may be accessed at htlp:'N'W'If.ubs.co.za. United States: Distributed to US persons by either UBS Securities Ll.C or by UBS Financial
Services Inc., subsldiaries of UBS AG; Of by a group, subsidia'Y or affiliate of UBS AG that is not registered as a US broker-dealer (a 'non-US affiliate'), 10 major US institutional invBstors only.
UBS Securities LlC or UBS Financial Services Inc, accepts responsibility for the content of a report prepared by another- non-US affillatewhen distributed to US persons by UBS Securities LLC
or UBS Rnancial Services Inc. All transactions by a US person in the securities mentloned in this report must be effeded through UBS securities lLC or UBS Financial Services Inc., and not
through a non-US affillate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon reql..Jesl Hong Kong: D,sbibuted by UBS Securities Asia Umlled. Singapore: Distributed by UBS Sewrities
Pte. Ltd [mlca {p} 039/1112009 dnd Co. Reg. No.: 19850064BC] Of UBS AG, Singapore Bral"tCh. Please contact UBS Securities Pte Ltd, an exempt financial advisor under the Singapore
Financlal Advisers Act (Cap. 110); or UBS AG Singapore brancn, an exempt financial adviser under the Singapore Financial AdVisers Act (Cap. 110) and a wholesale bank licensed under the
Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or report, The recipient of ltlis
report represent and warranlthat they are accredited .and jnstitutional investors as defined in the Securities and Futures Act {Gap. 289). Japan: Distributed by UBS Securities Japan Ltd to
institutional investors only. Where this report has been prepared by UBS Securities Japan Ltd, USS Securities J13PB11 Ltd is the author, publisher and dislIibutor of the report. Australia:
DislJibuted by UBS AG (Holder of Australian Financial Services License No. 231087) aod UBS Securities Australia Ltd (Holder of Aus.tralian Rnancial Services Ucense No. 231096) only to
'Wholesale' dients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New Zealand ltd. An investment adviser and investment broker disclosure statement
is available on request and free of charge by writing to PO Box 45, Auckland, NZ. Dubai: The research prepared and distributed by UBS AG Dubai Branch, is intended for Professional Clients
only and is not for furthel' distribution withln the United Arab Emlrates. Korea: Distributed In Korea by UBS Securities Pte. Ltd., Seoul Branch. This report may have been edited or contributed
to from time to time by affiliates of UBS Securities Pte. Ltd., Seoll! Branch. Malaysia: This material is authorized to be distributed In Malaysia by UBS Securities Malaysia Sdn. Bhd {253B25
x).lndia : Prepared by UBS Securibes India Private ltd. 2/F,2 'Iorth Avenue, Maker Maxity, Bandra Kurta Complex, Bandra (East), Mumbai (India) 400051, Phone: +912261556000 SEBI
Registfetion 'lumbers: NSE (Capilal Market segment): INB230951431 ,NSE (F&O segment) I'IF230951431, BSE (Gapltal Market Sagment) INB010951437.

The disdasu{es contained in research reports produced by UBS Umited shaH be governed by and construecl in accordartCe with English law.

UBS specifically prohibits the redistri bulfon of this. material in whole or In part without the written penni ssioo of UBS and UBS accepts no liability 'Whatsoever tor the actions of third parties in this
respect. Images may depict objects Or elemenhi which are protecte-<:l by third party copyright, trademarks and other [nteIlectuai property rights. @ UBS 2012. The key symbol and UBS are
among the registered and unregistered trademarks of UBS. All rights reserved.
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Global Equity Research

Americas

Atmos Energy

Guidance Maintained; A Shift in Strategy

UUlities

rating

12m price target

Price

Neutral
Unchanged

US$32.50
Unchanged

US$32.74

• A Tough Quarter
ATO reported $1.28 F2Q '12 earnings per share, a decline of 5% from F2Q 'II. Gas
distribution gross profit was $380.8MM, vs $379.0MM in F2Q '11, reg. trans & storage
was $58.0, up 6%, non-reg. ops incurred a loss of $4.2MM, vs $20.1MM gross profit.
To injected 8.9 Bcf into storage to capture incremental physical to forward spread
values and purchased flowing gas. Losses were realized on the settlement of financial
hedges; a substantial portion ofthe incr margin will be realized in F3-4Qs

• Guidance Reaffinned
As this incremental margin will be recovered in the last half of F '11, management
reiterated its earnings guidance of$2.30-$2.40 per share. Adjusted net income by sector
is as follows: gas distribution, $134-$138MM, reg trans & storage, $59-$62MM;
nonreg. $17-20MM. We are lowering our FY2012-13 EPS est. to $2.23/$2.33 from
$2.27/$2.36, respectively.

• A Change in Strategy
Management indicated it was departing from its growth acquisition strategy and
embarking on an infrastructure investment/accelerated rate base growth strategy.
Infrastructure spending over the next 5 years is est. to go at a 27% CAGR and range
between $3,689B-$3,767B. This would trigger rate base growth of 8-81/2%. We
applaud this change in strategy.

• Valuation: Neutral Rating, $32.50 Price Target
We are maintaining our Neutral rating and our blended SOPIDCF-derived $32.50 price
target. At its current price of$32.54, ATO yields --4.2%.

Highlights (US$m) 09110 09111 09112E 09113E 09114E
Revenues 4,797.14 4,351.51 3,911.06 3,626.76 3,691.14
EBIT (UBS) 496.89 467.60 467.68 488,79 496.21
Net Income (UBS) 209,55 195,33 201.49 211.75 214.24
EPS (UBS, US$) 2.27 2.15 2.23 2.33 2.35
Net DPS (UBS, US$) 1.34 1,36 1.38 1.42 148

Prolitabillty&Valuation 5-yrhlstav. 09111 09112E 09113E 09114E
EBIT margin % 8.6 10,7 12,0 13,5 13.4
ROIC{EBIT)% 10.3 10,5 10,1 10,0 9.7
EVIEBfTDA (corel x 7.4 7.4 7.4 7.2 7,0
PE (UBS) x 14.1 15,0 14.7 14.0 14,0
Net dividend yield % 4.6 4.2 4.2 4.3 4.5
Souroo: COfl1p8ny a~oon!s, Hanson Reuters, U8S m;!imale$, (UBS) y~!u,,~cms are st<1fed before ooodNiit-reiated charges and other adjustmenrs for
almonna/and economic items at ina- 8n~tysfs'judgamenl.
Valuations.: based on an average $ham price fh<1! year, (E): based on a share pn'ce orUS$J2. 74 011 03 May 2012 16:13 EDT

Ronald J. Barone
Analyst
mnald.bamne@ubs.com
+1-212-7133848

RIC: ATO.N BBG: ATO US

3

Tra ding data

52-wk range US$3540-28,87

Market cap. US$2.95bn

Shares DIs 80.2m (COM)

Free float 98%

Avg. daily volume (000) 146

Avg. daily value (m) US$4.6

Balance sheet data 09f12E

Shareholders' equity US$2.36bn

PfBV (UBS) 1.3x

Net Cash (debt) (US$2.39bn)

Forecast retums

Forecast price appreciation -0.7%

Forecast dividend yield 4.3%

Forecast stock retum +3.6%

Market return assumption 5.3%

Forecast excess return -1.7%

EPS (UBS, US$)
09112E 09111

From To Cons. Actual
Q1 0,61 0,61 0,61 0.82
Q2E 1A5 1,28 1,28 1.35
Q3E 0.16 0,22 0,15 0,05
Q4E 0,05 0,12 0,10 (0.06)
09112E 227 2,23 2,33
09113E 2.36 233 249

Perfonnance (US$}
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This report has been prepared by UBS Securities LLC
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 2.
UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report, Investors should consider this report as only a single factor in making
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• Atmos Energy

Atmos Energy Corporation, headquartered in Dallas, Texas, primarily provides
regulated natural gas distribution and transmission and storage services to
approximately 3.2 million residential, commercial, public authority, and
industrial customers in 12 states primarily in the South. Non-regulated
operations include Marketing & Trading and Pipeline & Storage businesses.
Atmos completed its acquisition of TXU Gas in 2004 to become one of the
largest pureplay gas distribution companies in the country; Atmos also operates
one of the largest intrastate pipelines in Texas.

• Statement of Risk

Risks to our estimates and price target include mild weather, rising interest rates,
unfavorable regulatory decisions, increasing reliance on the Marketing &
Trading segment's earnings, increased commodity costs, declines in pipeline
throughput volumes related to reduced Barnett Shale drilling activity, and
dilutive equity offerings or acquisitions.

• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (l) all of the views expressed accurately
reflect his or her personal views about those securities or issuers and were
prepared in an independent manner, including with respect to UBS, and (2) no
part of his or her compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed by that research analyst in
the research report.
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Required Disclosures

This report has been prepared by DES Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy
Sell

Rating Category

Buy
Hold/Neutral
Sell
Rating Category

Buy
Sell

Coverage'l

51%

40%

9%

CoverageJ

less than 1%

less than 1%

18 Services2

34%

35%

15%

IB Services4

25%

17%

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within

the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 31 March 2012.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral
Sell
UBS Short-Term Rating

Buy

Sell

Definition
FSR is > 6% above the MRA.

FSR is between -6% and 6% of the MRA.

FSR is > 6% below the MRA.

Definition
Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

UBS3



CASE NO. 2013·00148
ATIACHMENT1

TO OAG DR NO. 1-183

Atmos Energy 3 May 2012

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.
Market Return Assumption (MRA) is defined as the one-year local mar1<et interest rate plus 5% (a proxy for, and not a

forecast of, the equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are

subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.
Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, performance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be SUbject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities LLC: Ronald J. Barone.

Company Disclosures

Company Name
Atmos Energ/' 3, 4, 5, 6, 16, 18

Reuters

ATO.N

12-mo rating Short-term rating

Neutral N/A

Price

US$32.54

Price date

02 May 2012

Source: UBS. All prices as of local mar1<et close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past 12 months_

3. UBS Securities LLC is advising Atmos Energy Corp on its announced agreement to sell its natural gas distribution assets
in Missouri, Illinois and Iowa to Algonquin Power & Utilities Corp.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking
services are being, or have been, provided.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18. A director of this company acts as a consultant to UBS Securities LLC.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Atmos Energy (US$)
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Source: UBS; as of 02 May 2012

Note: On August 4, 2007 UBS revised its rating system. (See 'UBS Investment Research Global Equity Rating Definitions' table
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 =FSR is > 6%
above the MRA, higher degree of predictability; Buy 2 =FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 =
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 = FSR is between -6% and 6% of the MRA,
lower degree of predictability; Reduce 1 =FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 = FSR is > 6%
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities.
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.

UBS 5



CASE NO. 2013.00148
ATTACHMENT 1

TO OAG DR NO. 1·183

Abnos Energy 3 May 2012

Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

This doCtiment is for distribution only as may be permitted by Ifffl. If is not directed to, Of intended for distribution to or use by, any person or entity who IS a citizen or residenf of or focated in
any locaJity, state, country or other juri sdiction where such jurisdiction, pUblication. BvailabHity or use 'M>ul d be contrary to law or regulation or would sUbject UBS 10 any registration or Iieens,ng
requirement within such jurisdiction. Ii is published solely for information purposes, It ls not an advertisement nor is It a solidtatIon or an offer to bUy or sell any financlal Instruments or ta
participate in any particular trading strategy. No representation or warta:nty, either express or implied, i.s provided in relation to the accuracy, completeness or reliabHity of too information
contained in thls document {"the Information"), except with respect to Information concerning UBS. The Information is not inlended to be a complete statement or summary of the securities,
markets or developmsnts referred to in the document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may changB wilhout notice
and may differ 0{ be contrary to opinions expressed by other business areas or groups of UBS.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or Eppropriate to an investor's indivldual circumstances or othBfWlse
constitutes a personal recommendation. Investments invol.....e risks and investors should exercise prudence and their own judgement in making their investment decisions. The financial
instruments des.cribed in the document may not be elIgible for sBle in all jurisdictions Of to certain categories of investors. Options, derivalive products and futures are not sui;table for all
investors, and trading in these lnstruments is considered risky. Mortgdg-e and asset·baclc;ed securities may in.....ol .....e a high degree of risk and may be highly ....olatile in response to fluctuations in
interest rates Of other market conditions. Foreign currency rates of exchange may adversely affect 1he value, price or income of any seClJrity Clf related instrument rEferred to in the document
For investment advice, trade eXBcution or other enquiries, clients should contact their local sales representalive.

The value of any lrwssbnent or income may go dovm as we!1 as up and investors may not get back the full Emount invested. Pasl performance is not necessarily a guide to future performance.
Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (inclUding in.....estment loss) or damage arising out of the USB of all or any of the Information,

Any prices stated In this document are for information purposes only and do not represent valuatlons for fndividual securities or other financial instruments, There is no represenlation that Bny
transaction can or could have been effected at those prices and any prices do not necessarily refled UBS's internal books and records or theoretical model-based valuations and may be based
on certain assumptions. Different assumptions by UBS or any other source may Yield substantially different results.

Research will jnitiale, updale and cease coverage solely at the discretion of UBS Investment Ban~ Research Mal1agement The analysis contained in this document is based on numerous
assumptions. Different assumptions could result in materially different results. The analyst(s) respDnsible for the preparafJon of this doCUment mdY internet with trading desk personnel, sales
petsonnel and other parties for the purpose of gathering, applying and Interpreting market information. UBS relies on information barriers to control the firm of infotmation oonta1ned in cne or
more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared thls document Is determined exclusively by research management
and senior management (not induding investment banxing). Analyst compensation is not based on investmenL banking revenues, however, compensalion may relate to the revenues of UBS
Investment Bank ElS a whole, of which investment banking, sales and trading am a part

For financial instruments admiUed to trad!t19 on an EU regulated market UBS AG, its affiliates or subsidiaries (excludfng UBS Securities LLC) Bets as a mar1c;et maker or liqUidity provider On
accordance with the Interpretation of these terms in the UK) in the finandal instruments of the issuer save that where the activity of liquidity provider is carried out in accordance "WJth the
definition given t(llt by lhe lam and regulations of any other EU jurisdictions, such information is separately disclosed In this document For financial instruments admitted to trading on a non
EU regulated market uas may act as a mdrkel maker save that where this activity is carried out in Ule US In accordance with the deftrntion given to it by the relevant laws and regulations,
such activity wm be specifically disdosed in this document. UBS Old.y have issued a warrant the .....alue of which IS based on one or more of the financial instruments referred to In the
document. UBS and its affiliates and employees may havs long or short positions, trade as prindpal an.d bLJy and sell in instruments or derivatives idenlJfied herein; such transactions or
positions may be inconsistent with the opinions expressed in thls documenl

United Kingdom and the rest of Europe: Except as otherwise specified hereln, thJs malenal is distributed by UBS Umited, to persons. who are eligible counterparties or professional diems.
UBS limited is authorised and ,egulated by \he Financial Services Authority (FSA). Frnnoo: P,ep",ed by UBS limited and dislributed by UBS limited and UBS Socur;ne5 France SA UBS
Securities France S.A. Is regulated by the Autorite des Marches Financiers (AMF). WI1ere an analyst of U8S Securities France S.A. has contributed to this document, the document is also
deemed to havs been prepared by UBS Securities France S.A Germany: Prepared by UBS Umitsd and distributed by UBS Limited and UBS Detltschland AG. UBS Deutschland AG is
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Espana SV, SA is regulated by the Corn/sinn N13cional del Mercado de Valores (CNMV). TUrkey: Prepared by UBS Menku! Degerter AS on behalf of and distributed by USS Umited. No
information in this ooaJment is provided for the purpose of offering, marketing and sale by any means of any capltaJ market Instruments and services in the Republlc of Turkey. Therefcte, this
document may not be considered as an offer made or to be made to residents of the Republic of Turkey. vas AG is not 11censed by the Turkish Capital Market Beard (the eMS) under (he
provisions of the Capital Marlo;et Law (Law No, 2499). Accordingly neither this document nor any other offering materia! related fa the Ins.lttJmenlslservices may be ulmf1:ed in connection \oVith
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distributed by UBS limited and UBS Italla Bim S.pA U8S Italia Slm S.p.A. is regulated by ihe Bank of Italy and by the Commissione Nazionale per la Societ;, e la BOfl;a (CONSOB). Whe,e an
analyst of UBS lIalia Sim S.pA has conlribuled to ihls document, the document Is also deemed to have been p,epared by UBS Italia Sim S.p.A. South Africa: Distributed by UBS South Alrica
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FinsndEI Services Ucense No. 23109B). The Informatlon!n this docwnent has been prepared v.;thout taking account any investor's objectives, llnandaJ situation or neads and investors should,
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any such Information or recommendations constitute financial advice, they do no take into account any person's partiCl...dE{ financial situation or goals. We recommend that recipients seek
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Strong Quarter: Improving Fundamentals

Utilities

1:l·mantn rating

12m price target

Price

Neutral

US$35.00
Prior: US$32.50

US$36.39

wvm.ubs.comlinves!menlresearch

Trading data

52-wk range US$36.91-29,97

Market cap. US$3.28bn

Shares ols 90.2m (COM)

Free float 98%

Avg. daily volume fOOOI 179

Avg. daily value 1m) US$6.3

Balance sheet data 09112E

Shareholders' equity US$2.37bn

PIBV (UBS) 1Ax

Net Cash Idebt) (US$2.58bn)

Forecast returns

Forecast price appreciation -3.8%

Forecast dividend yield 3.8%

Forecast stock retum 0.0%

Market return assumption 5.3%

Forecast excess retum -5.3%

EPS (UBS, US$)
09112E 09/11

From To Cons. Actual
Q1 0,61 0,61 0,61 0.82
Q2E 1.28 1.28 1,28 1.35
Q3E 0.22 032 0,31 0.05
Q4E 0,i2 0,i3 0,14 (0.06)
09112E 2.23 2,33 2.27
09113E 2,33 242 2.46

"
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RIC: ATO.N BSG: ATO US

SDUiVe:U8S

Highlights {US$m) 09/10 09111 09112E 09113E 09114E
Revenues 4,797.14 4,351.51 6,110.08 6,646.40 5,566.93
EBIT {UBS) 496.89 467.60 476.74 508.46 523.74
Net Income {UBS) 209.55 195.33 211.67 220.69 231.36
EPS IUBS, US$) 2.27 215 233 2.42 252
Net DPS (UBS, US$) 1.34 1.36 1.38 1.42 1.48

Profitability & Valuation s-.yr hlst avo 09111 09112E 09113E 09/14E
EBIT margin % 8,6 10.7 7,8 7.7 9.4
ROIC (EBIT) % 10,3 10,5 10,0 10,1 10,0
EVIEBrTDA (core) x 7.4 7.4 7,8 7A 7.2
PE(UBS)x 14,1 i5,0 15,6 15,1 144
Net dividend yield % 4.6 4.2 3,8 3.9 4.1
Soui"l;e: Compcmy ,,{;Couhls, ThOOISOO Reutm, UBS esrlmatm;. (UBSJ va-Iuah'aIlS are slafed befDTe good.¥l1J..reJatBd charges -and otherad}1Jslmenls !bt

abrtrJm1<l! iJnd ecofJomi(; items lil fhe uflaJysls' jud9€rnenf.
Vafualfons: busedon all rNffiJ[}e slmre price Ihat yea~. (E): based OJ) a share price ofUSS36.39 on 08 Aug 201219:38 EDT

• ABigBeat
Atmas Energy (ATO) reported EPS of$0.31 in 3Q F'12, well-above the UBS estimate
of $0.22 and the consensus estimate of $0.16. ATO reported $0.05 in the comparable
year-earlier quarter. All segments recorded improved results. Major contributing factors
were general rate increases, GRIP-related rate increases and an increase in asset
optimization margins due to a trading strategy executed earlier this year. An additional
$22MM of economic value from this trading strategy remained at June 30.

• Valuation: Maintaining Neutral Rating, Raising Target Price
We are maintaining our Neutral rating but raising our DCF-derived target price to
$35, from $32.50.

• Guidance Maintainedl Estimates Raised
ATO maintained F'12 guidance at $2.30-$2.40, which consists of Distribution of
$1.49-$1.54, Pipeline & Storage, $0.67-$0.72; and Non-Regulated $0.15-$0.17.
We are raising our estimates for FY '12/'13/'14 to $2.33/$2.42/$2.52.

• Progressing on All Fronts
ATO is selling non-core gas distribution properties (Missouri, Illinois, Iowa, Georgia).
The Distribution Segment is also seeking general rate relief and increases for
infrastructure-related investments ($70 MM was pending at June 30 and a Mississippi
case is expected to be filed shortly). Capex are estimated at $497 MM in F'l3, up 27%.
Rate base is expected to grow from $4B at the beginning ofF'12 to $5.8-$6.0B at the
end of F'16, 27% compound annual growth rate. Assuming adequate and timely rate
increases, this rate base growth could result in EPS growth of -7%.

Ronald J. Barone
Analyst
ro nal d,barone@ubs,com
+1-212-7133848

This report has been prepared by UBS Securities LLC
ANALYST CERTIFICATiON AND REQUIRED DiSCLOSURES BEGIN ON PAGE 2.
UBS does and seeks to do business with companies covered in its research reports. As a reSUlt, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only asingle factor in making
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• Atmos Energy

Atmos Energy Corporation, headquartered in Dallas, Texas, primarily provides
regulated natural gas distribution and transmission and storage services to
approximately 3.2 million residential, commercial, public authority, and
industrial customers in 12 states primarily in the South. Non-regulated
operations include Marketing & Trading and Pipeline & Storage businesses.
Atmos completed its acquisition of TXU Gas in 2004 to become one of the
largest pureplay gas distribution companies in the country; Atmos also operates
one of the largest intrastate pipelines in Texas.

• Statement of Risk

Risks to our estimates and price target include mild weather, rising interest rates,
unfavorable regulatory decisions, increasing reliance on the Marketing &

Trading segment's earnings, increased commodity costs, declines in pipeline
throughput volumes related to reduced Barnett Shale drilling activity, and
dilutive equity offerings or acquisitions.

• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (I) all of the views expressed accurately
reflect his or her personal views about those securities or issuers and were
prepared in an independent manner, including with respect to UBS, and (2) no
part of his or her compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed by that research analyst in
the research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning DBS research recommendations,
please visit www.ubs.comJdisclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating

Buy
Neutral
Sell
UBS Short-Term Rating

Buy
Sell

Rating Category

Buy
Hold/Neutral
Sell

Rating Category

Buy
Sell

Coverage1

55%
37%

8%

Coverage3

less than 1%

less than 1%

IB Services2

33%

31%
16%

IB Services4

0%

0%

1:Percentage of companies under coverage globally within the 12-month rating category.
2: Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 30 June 2012.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral
Sell
UBS Short-Term Rating

Buy

Sell

Definition
FSR is > 6% above the MRA.

FSR is between -6% and 6% of the MRA.

FSR is > 6% below the MRA.

Definition
Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

UBS 3
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a

forecast of, the equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are

subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.
Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, performance record, discount
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review

Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities LLC: Ronald J. Barone.

Company Disclosures

Company Name
Atmas Energy4, 6, 16, 18

Reuters

ATO.N

12-mo rating Short-term rating

Neutral N/A

Price

US$36.39

Price date

08 Aug 2012

Source: UBS. All prices as of locai market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking
services are being, or have been, provided.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

18. A director of this company acts as a consuitant to UBS Securities LLC.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Atmos Energy (US$)
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Source: UBS; as of 08 Aug 2012

Note: On August 4, 2007 UBS revised its rating system. (See 'UBS Investment Research: Global Equity Rating Definitions' table
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 =FSR is > 6%
above the MRA, higher degree of predictability; Buy 2 = FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 =
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 = FSR is between -6% and 6% of the MRA,
lower degree of predictability; Reduce 1 =FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 =FSR is > 6%
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities.
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.

UBS 5



CASE ND. 2013-00148
ATTACHMENT 1

TO OAG DR NO. 1-183

Abnos Ene!'lJY 9August 2012

Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, Its subsidiaries, branches and affiliates are referred to herein as UBS.

This document Is for distribution only as may be pennliled by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or tocated in any locality, siate, country or other jurisdiction where such distribution, publication, availability or use would be contrary 10 law or regulation
or would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for infonnation purposes; it is not an advertisement
nor is it a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either
express or implied, is provided in relalion to the accuracy, completeness or reliability of the infonnation contained In tIlis document ('the Infonnation'), except with
respect to Infonnation concerning UBS. The Infonnation Is not Intended to be a complete statement or summary of the securities, markets or developments referred
to in the documen!. UBS does not undertake to update or keep current the tnformation. Any opinions expressed in this document may change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of UBS.

Nothing In this document conslilutes a representation that any investment strategy or recommendation is suitable or appropriate to an Inveslo~s Individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement In
making their Investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all inveslors, and trading in these instruments is considered risky. Mortgage and asset~backed

securities may involve a high degree of risk and may be highly volaUie in response to fiuc!uations In interest rates or other market conditions, Foreign currency rates
of eXchange may adversely affect the value, price or income of any securily or related instrument referred to In the documen!. For investment advice, trade execution
or other enquiries, clients should contact their local sales representative.

The value of any inveslment or income may go down as well as up, and investors may not get back the full amount invested. Past perfonnance Is not necessarily a
guide to future perfonnance. Neither UBS nor any of Its directors, employees or agents accepts any liability for any loss (Including Investment loss) or damage
arising out of the use of all or any of the Information.

Any prices stated In this document are for Information purposes only and do not represent valuations for individual securities or other financial instruments. There is
no representation that any transaction can or could have been effected at those prices, and any prices do not necessarily refiect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different
results.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained In this document
is based on numerous assumptions. Different assumptions could result In materially different results. The analysl(s) responsible for the preparation of this document
may Interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
Information barriers to control the fiow of information contained in one or more areas within UBS into other areas, units. groups or affiliates of UBS. The
compensation of the analyst who prepared this document is determined exclusively by research management and senior management (not inciudlng investment
banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a
whole, of which investment banking, sales and trading are a part,

For financial instruments admitted to trading on an EU regulated marnel: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market
maker or liquidity provider (in accordance with the interpretation of these terms In the UK) in the financial instruments of the issuer Save that where the aclivity of
liquidity provider is carried out in accordance with the definition given to It by the laws and regulations of any other EU jurisdictions, such information is separately
disclosed In this document. Forfinancial inslruments admitted to Irading on a non-EU regulated markel: UBS may act as a marnet maker save that where this activity
is carried out in the US In accondance with the definition given to it by the relevant laws and regulations, such activity will be specifically disciosed In this document.
UBS may have issued a warrant Ihe value of which is based on one or more of the financial instruments referred to In the document. UBS and its affiliates and
employees may have long or short positions, trade as principal and bUy and seilln instruments or derivatives identified herein; such transactions or positions may be
Inconsistent with the opinions expressed in this document.
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Uniled Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligibte
counterparties or professional ciients. UBS Limited is authorised and regulated by the Financial Services Authority (FSA). France: Pnepaned by UBS Limited and
distributed by UBS Limited and UBS Securities France SA UBS Securities France SA is regutated by llle Autorite des Marches Financiers (AMF). Where an
analyst of UBS Securities France S.A. has contributed to this document, the document is also deemed to have been prepared by UBS Securities France S.A.
Genmany: Prepared by UBS Limited and distributed by UBS limited and UBS Deutsclliand AG, UBS Deutsclliand AG is regulated by the Bundesanstalt fur
Finanzdienslleistungsaufsicllt (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana
SV, SA is regulated by the Comisi6n Nacional del Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS
Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital marke! instruments and services in
the RepUblic of TUrkey. Therefore, this document may not be considered as an offer made or to be made to residents of the RepUblic of TUrkey. UBS AG is not
licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 2499), Accordingly, neither this document nor any olller
offering material related to the instrumenls/services may be ulilized in connection with proViding any capital malket services to pernons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to arlicle 15 (d) (ii) of the Decree No, 32, there is no nestriction on Ihe purchase or sale of
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