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REQUEST:

(12) Each application requesting a general adjustment in rates supported by a fully
forecasted test period shall include the following or a statement explaining why
the required information does not exist and is not applicable to the utility's
application:

(p) A copy of the utility's annual report on Form 10-K as filed with the
Securities and Exchange Commission for the most recent two (2) years,
and any Form 8-K issued during the past two (2} years, and any Form 10-
Q issued during the past six (6) quarters;

RESPONSE:

Please see attachment FR_16(12)(p)_Att1 for the Form 10-Q filings during the last six
quarters, attachment FR_16(12)(p)_Att2 for the Form 10-K filings during the last two
years, attachment FR_16(12)(p)_Att3 for the Form 8-K filings during the last two years,
attachment FR_16(12)(p) Att4 for the Statistical Summaries during the last two years,
and attachment FR_16{(12)(p) Att 5 for the Summary Annual Reports during the last
two years.

ATTACHMENTS:

ATTACHMENT 1 - Atmos Energy Corporation, FR_16(12)(p)_Att1 - Form 10-Q.pdf, 324
Pages.

ATTACHMENT 2 - Atmos Energy Corporation, FR_16(12)(p} At{2 - Form 10-K.pdf, 275
Pages.

ATTACHMENT 3 - Atmos Energy Corporation, FR_16(12)(p) Att3 - Form 8-K.pdf, 946
Pages.

ATTACHMENT 4 - Atmos Energy Corporation, FR_16(12)(p) Ati4 - Statistical
Summaries.pdf, 60 Pages.

ATTACHMENT 5 - Atmos Energy Corporation, FR_16(12)(p)_Att5 - Summary Annual
Reports.pdf, 66 Pages.
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CASE NO. 2013-00148
FR 16(12)(p) ATTACHMENT 1

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

Form 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended December 31, 2012

or

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 1-10042

Atmos Energy Corporation

(Exuct name of registrant as specified in its charter)

Texas and Virginia 75-1743247
(State or other jurisdiction of (IRS employer
incorporation or organization) identification no.)
Three Lincoln Centre, Suite 1800 75240
5430 L.BJ Freeway, Dallas, Texas (Zip code)

ddress of principal executive offices
(Add fr pal f

(972) 934-9227
(Registrant’s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files). Yes No []

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-
accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated
filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer Accelerated Filer [ ] Non-Accelerated Filer [ | Smaller Reporting Company [ ]
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act) Yes [ | No

Number of shares outstanding of each of the issuer’s classes of common stock, as of February 1, 2013.
Class Shares Outstanding

No Par Value 90,517,509




GLOSSARY OF KEY TERMS

AEC . .o Atmos Energy Corporation

AEH ... ... ... ..o Atmos Energy Holdings, Inc.

AEM .. ..o Atmos Energy Marketing, LLC

AOCL... ..o Accumnulated other comprehensive income
APS ... Atmos Pipeline and Storage, LLC

Bef ..o o Billion cubic feet

CFTC ... oo Commedity Futures Trading Commission
FASB ... i Financial Accounting Standards Board
Fitch ... . ... ... . .. ..... Fitch Ratings, Ltd,

GAAP ... ... .. Generally Accepted Accounting Principles
GRIP ... ... i Gas Reliability Infrastructure Program
GSRS ... Gas System Reliability Surcharge

ISRS .. Infrastructure System Replacement Surcharge
LPSC ... Louisiana Public Service Commission
Mcf ..o Thousand cubic feet

MMecef ... o Million cubic feet

MPSC ... Mississippi Public Service Commission
Moody’s ... ... oL, Moody’s Investors Services, Inc.

NYMEX ... ... ... .. New York Mercantile Exchange, Inc.

PPA . ... Pension Protection Act of 2006

PRP ... .o Pipeline Replacement Program

RRC. ... Railroad Commission of Texas

RRM ... Rate Review Mechanism

S&P ..o Standard & Poor’s Corporation

SEC ... . United States Securities and Exchange Commission
WNA . ‘Weather Normalization Adjustment



PART L FINANCIAL INFORMATION

Item 1.  Financial Statements
ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

December 31, September 30,

2012 2012
{Unaudited)
(In thousands, except
share data)
ASSETS
Property, plant and equipment . ........ ... i e $7,283,533  $7,134.470
Less accumulated depreciation and amortization ......... ... ... ... .. .. ..., 1,688,239 1,658,866
Net property, plant and equipment . ......... ... it 5,595,294 5,475,604
Current assets

Cashandcashequivalents . ... ... .. ... ... . ... . i, 124,601 64,239
Accounts receivable, Bet .. ... L e 500,863 234,526
Gasstored underground . ... ... . o e e e 274,126 256,415
Other CUTENE 5S8ES & 4 v v vt ittt et et e e et et i e s 265,044 272,182
Total CUTENT @S5ELES . o . o ottt et e e e e e e e e e 1,164,634 827,962
Goodwill and intangible assets ... ... ... . e 740,836 740,847
Deferred charges and other assets . ... ... . . i e 463,454 451,262

$7.964,218  $7,495,675

CAPITALIZATION AND LIABILITIES
Shareholders’ equity
Common stock, no par value (stated at $.005 per share); 200,000,000 shares
authorized; issued and outstanding: December 31, 2012 — 90,516,948 shares

September 30, 2012 — 90,239,900 shares . ...................iiaiia... $ 453 % 451
Additional paid-incapital . ... .. .. e 1,750,195 1,745,467
Retained CarmiIIZs . ..ottt e e 709,438 660,932
Accumulated other comprehensive 1088 . ... ... (36,081) (47,607)

Shareholders’ equity .. ... . i e e e 2,424 005 2,359,243

Tong-term debt . ... .. e e e 1,956,376 1,956,305

Total capitalization .. ... ... .. ... 4,380,381 4,315,548

Current liabilities
Accounts payable and accrued liabilities ....... ... ... oo oo 367,312 215,229
Other current Tabilities . ... ... . e 446,717 489,665
Short-term debt .. ... . e s 830,891 570,929
Current maturities of long-termdebt . ... ... ... . .. . . 131 131
Total current Habilithes . ... vt i i e 1,645,051 1,275,954
Dol ered INCOMIE LAXES . ..ttt i et et s it e 1,066,273 1,015,083
Regulatory cost of removal obligation . ........ ... . ... .. ... .. .0 oo, 371,608 381,164
Pension and postretitement COSIS ... vttt vttt et et e e 456,694 457,196
Deferred credits and other Habilities ... oo i vt i e e e 44211 50,730

$7.064,218  $7,495,675

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

Three Months Ended
December 31
2012 2011
(Unauedited)
(In thousands, except per
share data)
Operating revenues
Natural gas distribution segment .. ... . . . .. $ 666,787 $ 676,113
Regulated transmission and Storage SEgment ... ......vurrerin e, 60,681 56,759
Nonregulated segment . ... ... ... . i 399,894 444,176
Intersegment eliminations ... ... ... . e e (93,207 (93,054)

1,034,155 1,083,994
Purchased gas cost

Natural gas distribution Segment .. ... e 387,156 392,518
Regulated transmission and stOrage Segment . ........... ot ir e ennen. — —
Nonregulated SEZment . ... .. it e e 377,435 428,771
Intersegment eliminations . ... ...ttt i e e e e e (92,798) (52,687)
671,793 728,602
GTOSS POt . .o e e e e e e 362,362 355,392
Operating expenses
Operation and MAMENANCE .. .. ..ttt et ae e 106,527 114,644
Depreciation and amortization ... ... i e 59,579 58,366
Taxes, other than IMCOIIE . .. .. vttt e e i e i e e 41,334 42911
Total OPerating €XPENSES « . o v vttt et e et e e 207,440 215,921
Operating IMCOMIE . .. ..ottt et it e et et it e e e 154,922 139,471
Miscellaneous income (EXPENSE) .+ .ttt ettt et it i e 698 (2,016)
Interest Charges .. .t e 30,522 35,726
Income from continuing operations before income taxes .......... oo 125,008 101,729
INCOME taX EXPEIISE .. ittt e 47,750 39,345
Income from cONtINUING OPEratioNS . ..ttt n it e s ear e cneae e 77,348 62,384
Income from discontinued operations, net of tax (31,728 and $3.516) ............. 3,117 6,123
[ 7 ToT 51 - A $ 80465 $ 68,507
Basic earnings per share
Income per share from continuing operations ... ........ ... ... ..o $ 085 $% 0.68
Income per share from discontinued operations . ... ......... ... .. ... ... ..., 0.04 0.07
Net income pershare — basic .. ..ottt i e $ 089 % 0.75
Diluted earnings per share
Income per share from continuing operations ... ........... i, $ 085 §$ 0.68
Income per share from discontinued operations . ........ . ... .. ... .. .. 0.03 0.67
Net income per share — diluted ... ... ... i $ 088 $ 0.75
Cash dividends pershare . . ... ittt i e $ 0350 $ 0345
Weighted average shares outstanding:
BaSIC Lo i e e 90,359 90,254
Diluted .. ..o s 91,309 90,546

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended
Becember 31
2012 2011
(Unaudited)
(In thousands)
INELIMCOIIE o oottt ettt et e e e e e e e e e e e e e $80,465 3 63,507
Other comprehensive income (loss), net of tax
Unrealized holding gains (Josses) on available-for-sale securities, net of tax of $(220)
AA B0 L e e e 373) 901
Amwortization and unrealized gain (loss) on interest rate agreements, net of tax of $7,049
A S(038 ) . e e e 12,264 (1,687)
Net unrealized losses on commodity cash flow hedges, net of tax of $(233) and
10,507 o e e e e e (365) (16,575
Total other comprehensive income (1088) .. ... ... .. i 11,526  (16,761)
Total compPrehensive INCOME ... ...ttt it ettt e oo $91,991 §$ 51,746

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended
December 31
2012 2H1
{Unaudited)
(In thousands)
Cash Flows From Operating Activities
INEE IBCOMIE 4 vttt ettt s ettt e et e e e e e e e e e e e $ 80,465 $ 68,507
Adjustments to reconcile net income to net cash provided (used) by operating
activities:
Depreciation and amortization:
Charged to depreciation and amortization .............ovveieiiiinn ..y 60,500 60,733
Charged to other aCCOUNES ... ... . i it iaian e 128 78
Deferred INCome taXeS ... .ttt e e e 45,951 40,042
Other ..................... e e e e 3,242 4,692
Net assets / liabilities from risk management activities . ...................... {15,641) (8,426)
Net change in operating assets and liabilities . . ... ... ... .. ... ... ... ... (144,7787)  (180,917)
Net cash provided (used) by operating activities ........... .. .o ivion.. 29,858 (15,291)
Cash Flows From Investing Activities ‘
Capital expendifires . ... ... i e e e e {190,027y (154,394)
(073 ¢ 1= 00 2T (1,273) (1,080
Netcash used ininvesting activities . . ... .. ... ittt e (191,300) (155474)
Cash Flows From Financing Activities
Net increase inshort-termdebt . .. ... . i i i e 256,933 173,905
Repayment of long-termdebt ... .. ... .o — (2,303)
Cash dividends paid . ... ... e e (31,992  (31,517)
Repurchase of common Stock . ... ... i e — (12,535)
Repurchase of equity awardS .. ... i (3,124) (3,120)
Issuance of cCOmMMONn STIOCK ..ottt i e e s 13) 76
Net cash provided by financing activities ........ ... ... ... ... ... .. ... 221,804 124,506
Net increase (decrease) in cash and cash equivalents ......... ... ... ... ... ... .... 60,362 (46,259)
Cash and cash equivalents at beginningof period ...... ... . ... ... ... . ... .. 64,239 131,419
Cash and cash equivalents atend of period . ... . ... ... . ... ... L .. $124601 $§ 85,160

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOELIDATED FINANCIAL STATEMENTS
(Unaudited)
December 31, 2012

1. Nature of Business

Atmos Energy Corporation (“Atmos Energy” or the “Company”), headquartered in Dallas, Texas, is
engaged primarily in the regulated natural gas distribution and transmission and storage businesses as well as
certain other nonregulated businesses. For the fiscal year ended September 30, 2012, our regulated businesses
comprised over 95 percent of our consolidated net income.

Through our natural gas distribotion business, we deliver natural gas through sales and transportation
arrangements to over three million residential, commercial, public authority and industrial customers through our
six regulated natural gas distribution divisions which cover service areas located in nine states. In addition, we
transport natural gas for others through our distribution system. In August 2012, we announced that we had
entered into a definitive agreement to sell our natural gas distribution operations in Georgia, representing approx-
imately 64,000 customers. After the closing of this transaction, which we currently anticipate will occur during
the third quarter of fiscal 2013, we will operate in eight states, Our regulated activities also include our regulated
pipeline and storage operations, which include the transportation of natural gas to our distribution system and the
management of our underground storage facilities. Our regulated businesses are subject to federal and state regu-
lation and/or regulation by local authorities in each of the states in which our natural gas distribution divisions
operate.

Our nonregulated businesses operate primarily in the Midwest and Southeast through various wholly-owned
subsidiaries of Atmos Energy Holdings, Inc. (AEH). AEH is wholly owned by the Company and based in Hous-
ton, Texas. Through AEH, we provide natural gas management and transportation services to municipalities,
natural gas distribution companies, including certain divisions of Atmos Energy and third parties.

We operate the Company through the following three segments:

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

» the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

* the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services,

2. Unaudited Interim Financial Information

These consolidated interim-period financial statements have been prepared in accordance with accounting
principles generally accepted in the United States on the same basis as those used for the Company’s audited
consolidated financial statements included in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2012. In the opinion of management, all material adjustments (consisting of normal recurring
accruals) necessary for a fair presentation have been made to the unandited consolidated interim-period financial
statements. These consolidated interim-period financial statements are condensed as permitted by the instructions
to Form 10-( and should be read in conjunction with the andited consolidated financial statements of Atmos
Energy Corporation included in our Annual Report on Form 10-K for the fiscal year ended September 30, 2012.
Because of seasonal and other factors, the results of operations for the three-month period ended December 31,
2012 are not indicative of our results of operations for the full 2013 fiscal year, which ends September 30, 2013.

We have evaluated subsequent events from the December 31, 2012 balance sheet date through the date these
financial statements were filed with the Securities and Exchange Commission (SEC). Except as discussed in
Note 3, Note 6 and Note 9, no events have occurred subsequent to the balance sheet date that would require
recognition or disclosure in the condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {(Continued)

Significant accounting policies

Our accounting policies are described in Note 2 to the consolidated financial statements in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2012,

Due to the pending sale of our distribution operations in our Georgia service area, the financial results for
this service area are shown in discontinued operations. Accordingly, certain prior-year amounts have been
reclassified to conform with the current-year presentation.

Due to accounting guidance that became effective for us on October 1, 2012, we have begun presenting the
components of other comprehensive income and total comprehensive income in a separate condensed con-
solidated statement of comprehensive income immediately following the condensed consolidated statement of
income. During the three months ended December 31, 2012, there were no other significant changes to our
accounting policies.

Regulatory assets and labilities

Accounting principles generally accepted in the United States require cost-based, rate-regulated entities that
meet certain criteria to reflect the authorized recovery of costs due to regulatory decisions in their financial
statements. As a result, certain costs are permitted to be capitalized rather than expensed because they can be
recovered through rates. We record certain costs as regulatory assets when future recovery through customer
rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will be reduced
for amounts that will be credited to customers through the ratemaking process. Substantially all of our regulatory
assets are recorded as a component of deferred charges and other assets and substantially all of our regulatory
liabilities are recorded as a component of deferred credits and other liabilities. Deferred gas costs are recorded
either in other current assets or liabilities and the regulatory cost of removal obligation is reported separately.

Significant regulatory assets and liabilities as of December 31, 2012 and September 30, 2012 included the
following:

DPecember 31,  September 38,
2012 2m2

{In thousands)

Regulatory assets:
Pension and postretirement benefitcostst™ ... L oL oo oL $265,277 $296,160
Merger and integration costs,net ........... ... ... ... 5,628 5,754
Deferred gas costs .. ..o e e 28,351 31,359
Regulatory costof removal asset ... . .. oL 10,401 10,500
RAlE CaSE COSES . ottt s et ettt et et e e e e 5,726 4,661
Deferred franchise fees .. ... ... .. . e 819 2,714
TexasRule 82097 . . i 9,734 5,370
APT annual adjustment mechanism ........................... 3,973 4,539
Other .. 6,973 7,262
$366,882 $368,319
Regulatory liabilities:
Deferred gas CoBS oot ten e e $ 8290 $ 23,072
Regulatory cost of removal obligation ......................... 450,968 459,688
Other ... 5,534 5,637

$464,792 $488,397




ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

@ Includes $11.5 million and $7.6 million of pension and post-retirement expense deferred in cur Texas service
areas pursuant to the Texas Gas Utility Regulatory Act.

@ Texas Rule 8.209 is a Railroad Commission rule that allows for the deferral of all expenses asscciated with
capital expenditures incurred pursuant to this rule, including the recording of interest on the deferred
expenses nntil the next rate proceeding (rate case or annual rate filing) at which time investment and costs
would be recovered throngh base rates.

The amounts above do not include regulatory assets and liabilities related to our Georgia service area, which
are classified as assets held for sale as discussed in Note 5,

Currently authorized rates do not include a return on certain of our merger and integration costs; however,
we recover the amortization of these costs. Merger and integration costs, net, are generally amortized on a
straight-line basis over estimated useful lives ranging up to 20 years.

Accumulated Other Comprehensive Income

Accumulated other comprehensive loss, net of tax, as of December 31, 2012 and September 30, 2012 con-
sisted of the folowing unrealized gains (losses):
December 31, September 30,

2012 2012
{In thousands)
Accumulated other comprehensive loss:
Unrealized holding gains on available-for-sale securities .......... $ 5,288 $ 5,661
Interest rate agreements . ......... .. i e (32,0609 (44,273)
Commodity cashflowhedges ........ ... ... ... ... ... ... ... (9,360) (8,995)

$(36,081) $(47,607)

3. Financial Instruments

We use financial instruments to mitigate commaodity price risk and interest rate risk. The objectives and strat-
egies for using financial instruments have been tailored to our regulated and nonregulated businesses. The
accounting for these financial instruments is fully described in Note 2 to the consolidated financial statements in
our Annual Repert en Form 10-K for the fiscal year ended September 30, 2012. During the first quarter, there
were no changes in our objectives, strategies and accounting for these financial instruments. Currently, we utilize
financial instruments in our natural gas distribution and nonregulated segnients. We currently do not manage
commodity price risk with financial instraments in our regulated transmission and storage segment.

Our financial instruments do not contain any credit risk-related or other contingent features that could cause
payments to be accelerated when our financial instruments are in net lability positions.

Regulated Commodity Risk Management Activities

Although our purchased gas cost adjustment mechanisms essentially insulate our natural gas distribution
segment from commodity price risk, our customers are exposed to the effects of volatile natural gas prices. We
manage this exposure throngh a combination of physical storage, fixed-price forward contracts and financial
mstruments, primarily over-the-counter swap and option contracts, in an effort to minimize the impact of natural
gas price volatility on our customers during the winter heating season.

Qur natural gas distribution gas supply department is responsible for executing this segment’s commodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitted
to mitigate commodity price risk through financial instruments, the relevant regulatory authorities may establish

8



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the level of heating season gas purchases that can be hedged. Historically, if the regulatory authority does not
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases
using financial instruments. For the 2012-2013 heating season (generally October through March), in the juris-
dictions where we are permitted to utilize financial instruments, we anticipate hedging approximately 33 percent,
or 22.6 Bef of the winter flowing gas requirements. We have not designated these financial instruments as hedges
for accounting purposes,

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

Nonregulated Commodity Risk Management Activities

Onur nonregulated operations aggregate and purchase gas supply, arrange transportation and/or storage logis-
tics and ultimately deliver gas to our customers at competitive prices. To provide these services, we utilize
proprietary and customer-owned transportation and storage assets to provide the various services our customers
request. In an effort to offset the demand fees paid to contract for storage capacity and to maximize the value of
this capacity, AEH sells financial instruments to earn a gross profit margin through the arbitrage of pricing
differences in various locations and by recognizing pricing differences that ccenr over time.

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

We use financial instraments, designated as cash flow hedges of anticipated purchases and sales at index
prices, to mitigate the commodity price risk in our nonregulated operations associated with deliveries under
fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity dates rang-
ing from one to 60 months. We use financial instruments, designated as fair value hedges, to hedge our natural
gas inventory used in asset optimization activities in our nonregulated segment,

Our nonregulated operations also use storage swaps and futures to capture additional storage arbitrage oppor-
tunities that arise subsequent to the execution of the original fair value hedge associated with our physical natural
gas inventory, basis swaps to insulate and protect the econemic value of our fixed price and storage books and
various over-the-counter and exchange-traded options. These financial instruments bave not been designated as
hedges for accounting purposes.

Interest Rate Risk Management Activities

We have periodically managed interest rate risk by entering into financial instruments to fix the Treasury
vield component of the interest cost asscciated with anticipated financings. Prior to fiscal 2012, we used Treasury
locks to mitigate interest rate risk; however, beginning in the fourth quarter of fiscal 2012 we started utilizing
interest rate swaps and forward starting interest rate swaps to manage this risk.

In August 2011, we entered into three Treasury lock agreements to {ix the Treasury yield component of the
interest cost associated with $350 million of a total $500 million of senior notes that were issued on January 11,
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2013. This offering is discussed in Note 6. We designated these Treasury locks as cash flow hedges. The Treas-
wy locks were settled on January 8, 2013 with the payment of $66.7 million to the counterparties due to a
decrease in the 30-year Treasury lock rates between inception of the Treasury locks and settlement. Because the
Treasury locks were effective, the $66.7 miltion unrealized loss was recorded as a component of aceumulated
other comprehensive income and will be recognized as a component of interest expense over the 30-year life of
the senior notes.

In the fourth quarter of fiscal 2012, we entered into an interest rate swap to fix the LIBOR component of our
$260 million short-term financing facility that terminated on December 27, 2012, We recorded an immaterial
loss upon settlement of the swap, which was recorded as a component of interest expense as we did not designate
the interest rate swap as a hedge.

In October 2012, we entered into forward starting interest rate swaps to fix the Treasury yield component
associated with the anticipated issvance of $500 million and $250 million unsecured senior notes in fiscal 2015
and fiscal 2017, which we designated as cash flow hedges at the time the agreements were executed. Accord-
ingly, unrealized gains and losses associated with the forward starting interest rate swaps will be recorded as a
component of accumulated other comprehensive income (1oss). When the forward starting interest rate swaps
settle, the realized gain or loss will be recorded as a component of accumulated other comprehensive income
{(foss) and recognized as a component of interest expense over the life of the related financing arrangement.
Hedge ineffectiveness to the extent incurred will be reported as a component of interest expense.

In prior years, we entered into Treasury lock agreements to fix the Treasury yield component of the interest
cost of financing various issuances of long-term debt and senior notes. The gains and losses realized upon
settlement of these Treasury locks were recorded as a component of accumulated other comprehensive income
(loss) when they were settled and are being recognized as a component of interest expense over the life of the
associated notes from the date of settlement. As of December 31, 2012, the remaining amortization periods for
the settled Treasury locks extend through fiscal 2041.

Quantitative Disclosures Related to Financial Instruments

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

As of December 31, 2012, our financial instruments were comprised of both long and short commoedity posi-
tions. A long position is a contract to purchase the commodity, while a short position is a contract to sell the
commaodity. As of December 31, 2012, we had net long/(short) commodity contracts outstanding in the following
quantities:

Naturai
Contract Type Hedge Designation Distgsxslﬁon Nonregulated
Quantity (MMc!)
Commodity contracts Fair Value . . ..o oo i e e es — (26,450)
CashFlow ... ... . i — 28,718
Notdesignated ...........cccoviiiiiiinnnon. 12,479 55,915

12,479 58,183
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Impact of Financial Instruments on the Balance Sheet

The following tables present the fair value and balance sheet classification of our financial instruments by
operating segment as of December 31, 2012 and September 30, 2012. As required by authoritative accounting
literature, the fair value amounts below are presented on a gross basis and do not reflect the netting of asset and
liability positions permitted under the terms of our master netting arrangements, Further, the amounts below do
not include $16.6 million and $23.7 million of cash held on deposit as of December 31, 2012 and September 30,
2012 to collateralize certain financial instruments, Therefore, these gross balances are not indicative of either our
actual credit exposure or net economic exposure. Additionally, the amounts below will not be equal to the
amounts presented on our condensed consolidated balance sheet, nor will they be equal to the fair value
information presented for our financial instruments in Note 4,

Natural
Balance Sheet Location Distgglsltion Nonregulated Total
(In thousands)
December 31, 2012:
Designated As Hedges:
Asset Financial Instruments
Current commedity contracts ... Other current assets $ —  $20,103 §$ 20,103
Noncurrent commodity
COMLIACES . o .\ v vs e enes Deferred charges and other assets 10,849 699 11,548
Liability Financial Instruments
Current commodity contracts ... Other current liabilities (77,078) (17,995) (95.073)
Noncurrent commodity
comracts .. ..., Deferred credits and other liabilities — (4,084) (4,084)
Total ........................ (66,229) (1,277 (67,506)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts ... Other current assets 1,773 94,168 95,941
Noncurrent commodity
CONMracts ... .. Deferred charges and other assets 761 59,791 60,552
Liability Financial Instruments
Current commodity contracts ... Other current liabilities( (502) (94,978) (95,480)
Noncurrent commodity
(10;115 1: o1 S Deferred credits and other liabilities — (59,266) (59,266)
Tetal ........................ 2,032 (285) 1,747
Total Financial Instroments . ... ... $(64,197)  § (1,562) $(65,759)

() Other current Habilities not designated as hedges in our natural gas distribution segment include $6.1 million
related to risk management Habilities that were classified as assets held for sale at December 31, 2012,
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Natural
Balance Sheet Location Distgl;:f;ﬁon Nonregulated Fotal
(In thousands)
September 360, 2012:
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . .. Other current assets $ — $19301 $§ 19,301
Noncurrent commaodity
contracts . ................ Deferred charges and other assets — 1,923 1,923
Liability Financial Instruments
Current commodity contracts . .. Other current Habilities (85,040) (23,787 (108.,827)
Noncurrent commodity
CONTACES & .. vunevnrneean Deferred credits and other liabilities —_ (4,999) (4,959)
Total ........................ {85,040} {7,562) (92,602)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . .. Other current assets(*) 7.082 08,393 105,475
Noncurrent commodity
contracts ................. Deferred charges and other assets 2,283 60,932 63,215
Liability Financial Instruments
Current commodity contracts ... Other current liabilities® (585 (99,824) (100,409
Noncurrent commodity
CONLracts .......c.ovvuuvnnn Deferred credits and other Liabilities — (67,062) (67,062)
Total .. ...................... 8,780 (7,561) 1,219
Total Financial Instroments .. .. .. $(76,260)  $(15,123) $ (91,383)

) Other current assets not designated as hedges in our natural gas distribution segment include $0.1 million
related to risk management assets that were classified as assets held for sale at September 30, 2012,

@ Other current liabilities not designated as hedges in our natural gas distribution segment include $0.3 million
related to risk management liabilities that were classified as assets held for sale at September 30, 2012.

Impact of Financial Instruments on the Income Statement

Hedge ineffectiveness for our nonregulated segment is recorded as a component of unrealized gross profit
and primarily results from differences in the location and timing of the derivative instrument and the hedged
item. Hedge ineffectiveness could materially affect our results of operations for the reported period. For the three
months ended December 31, 2012 and 2011 we recognized a gain arising from fair value and cash flow hedge
ineffectiveness of $16.1 million and $8.4 million. Additional information regarding ineffectiveness recognized in
the income statement is included in the tables below.
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Fair Value Hedges

The impact of our nonregulated commodity contracts designated as fair value hedges and the related hedged
item on our condensed consolidated income statement for the three months ended December 31, 2012 and 2011
is presented below.

Three Months Ended
December 31
2012 2011
(In thousands)
Commodity CONTACES . ..\ vttt et e et et it it e ann $ 7314 524,064
Fair value adjustment for natural gas inventory designated as the hedged
171+ L G 8,818 (15,249)
Total decrease in purchased gas cost .. . ... ... .ot i $16,132 $ 8,815
The decrease in purchased gas cost 18 comprised of the following:
Basis el ectiveness . . ..ottt e e $ (241 § 841
Timing ineffectiveness . ... ... ivrn it e e 16,373 7,974

$16,132 § 83815

Basis ineffectiveness arises from natural gas market price differences between the locations of the hedged
mventory and the delivery location specified in the hedge instruments. Timing ineffectiveness arises due to
changes in the difference between the spot price and the futures price, as well as the difference between the tim-
ing of the settlement of the futures and the valuation of the underlying physical commodity, As the commodity
contract nears the settlement date, spot-to-forward price differences should converge, which should reduce or
eliminate the impact of this ineffectiveness on purchased gas cost,

To the extent that the Company’s natural gas inventory does not qualify as a hedged item in a fair-value
hedge, or has not been designated as such, the natural gas inventory is valued at the lower of cost or market. We
did not record a writedown for nonqualifying natural gas inventory for the three months ended December 31,
2012. During the three months ended December 31, 2011, we recorded a $1.7 million charge to write down
nonqualifying natural gas inventory to market.
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Cash Flow Hedges

The impact of cash flow hedges on our condensed consolidated income statements for the three months
ended December 31, 2012 and 2011 is presented below. Note that this presentation doss not reflect the financial
impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of the
economic gross profit we realized when the underlying physical and financial transactions were settled.

Three Months Ended December 31, 2012

Natural
Gas
Distribution Nonregufated Consolidated

{In thousands)

Loss reclassified from AOCT into purchased gas cost for

effective portion of commodity contracts ............ $ — $(5,160) 8(5,160)
Loss arising from ineffective portion of commodity
COMEACES © ottt it ettt — (19) a9
Total impact on purchased gascost ................... — (5,179) 5,179
Loss on settled interest rate agreements reclassified from
AOCIinto interest 8Xpense ..........ocvvierevvnaann (562) e (502)
Total Impact from Cash Flow Hedges . ................ $(502) $(5,179) $(5,681)
Three Months Ended December 31, 2611
Natuaral
Gas

Dist¢ribution Nonreguiated Consolidated
(In thousands}

Loss reclassified from AOCI inte purchased gas cost for

effective portion of commodity contracts ............ $ — $(11,642) $(11,642)
Loss arising from meffective portion of commodity

COMETACES © ottt it e e i an s — (430) 430y
Total impact on purchased gascost ................... - (12,072) (12,072)
Loss on settled interest rate agreements reclassified from

AOCT into Interest EXpPense .. ..ovevnvnen e e .. (502) — (502)
Total Tmmpact from Cash Flow Hedges ................. $(502) $(12,072) $(12,574)
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The following table summarizes the gains and losses arising from hedging transactions that were recognized
as a component of other comprehensive income (loss), net of taxes, for the three months ended December 31,
2012 and 2011. The amounts included in the table below exclude gains and losses arising from ineffectiveness
because those amounts are immediately recognized in the income statement as incurred.

Three Months Ended
December 31

2012 2011
{In thousands)

Increase (decrease) in fair value:

Interest Tate AZFEETIENES v\ttt v ettt e ettt oo et e e $11,945  § (1,403)

Forward commodity contracts .. ........... ... ... (3,513) (23,678)
Recognition of losses in earnings due to settlements:

Interest rate agreements .. ... .. .. . e e e 319 316

Forward commodity COMtracts . ...... ... iiniiner e iannannn 3,148 7,103
‘Total other comprehensive income (loss) from hedging, net of tax® ... ... .. $11,899  $(17.662)

@ Utilizing an income tax rate ranging from 37 percent to 39 percent comprised of the effective rates in each
taxing jurisdiction,

Deferred gains (losses) recorded in accumulated other comprehensive income (AOCI) associated with our
Treasury lock and interest rate swap agreements are recognized in earnings as they are amortized over the terms
of the underlying debt instruments, while deferred gains (losses) associated with commodity contracts are recog-
nized in earnings upon settlement. The following amounts, net of deferred taxes, represent the expected recog-
nition in earnings of the deferred gains (losses) recorded in AOCT associated with our financial instruments,
based upon the fair values of these financial instruments as of December 31, 2012. However, the table below
does not include the expected recognition in earnings of cur cutstanding Treasury lock and interest rate swap
agreements as those instruments have not yet settled.

Interest
Rate Commaedity
Agreements Contracts Total
(En thousands)
Nexttwelvemonths . ... . .. $(1,276) $(7,342)  $(8,618)
Thereafter . ... ... 11,322 (2,018) 9,304
Totall) e $10,046 $(9,360) $ 686

() Utilizing an income tax rate ranging from 37 percent to 39 percent comprised of the effective rates in each
taxing jurisdiction.

Impact of Financial Instruments Not Designated ay Hedges

The impact of financial instruments that have not been designated as hedges on our condensed consolidated
income staternent for the three months ended December 31, 2012 and 2011 was a decrease in revenue of $0.1 million
and $2.2 million, Note that this presentation does not reflect the expected gains or losses arising from the underlying
physical transactions associated with these financial instruments, Therefore, this presentation is not indicative of the
economic gross profit we realized when the underlying physical and financial transactions were settled.

As discussed above, financial instruments used in our natural gas distribution segment are not designated as
hedges. However, there is no earnings impact on our natural gas distribution segment as a result of the use of
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these financial instruments because the gains and losses arising from the use of these financial instruments are
recognized in the consolidated statement of income as a component of purchased gas cost when the related costs
are recovered through our rates and recognized in revenue. Accordingly, the impact of these financial instruments
is excluded from this presentation.

4. Fair Value Measurements

We report certain assets and liabilities at fair value, which is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measuore-
ment date (exit price). We record cash and cash equivalents, accounts receivable and accounts payable at carry-
ing value, which substantially approximates fair value due to the short-term nature of these assets and liabilities.
For other financial assets and liabilities, we primarily use quoted market prices and other observable market pric-
ing information to nynimize the use of unobservable pricing inputs in our measurements when determining fair
value. The methods used to determine fair value for our assets and liabilities are fully described in Note 2 to the
financial statements in our Annual Report on Form 10-X for the fiscal year ended September 30, 2012. During
the first quarter of fiscal 2013, there were no changes in these methods.

Fair value measurements also apply to the valuation of our pension and post-retirement plan assets. Current
accounting guidance requires employers to annually disclose information about fair value measuwrements of the
assets of a defined benefit pension or other postretirement plan. The fair value of these assets is presented in Note 9
to the financial statements in onr Annual Report on Form 10-K for the fiscal year ending September 30, 2012,
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Quantitative Disclosures

Financial Instruments

The classification of our fair value measurements requires judgment regarding the degree to which market
data are cbservable or corroborated by observable market data. Authoritative accounting literature establishes a
fair value hierarchy that prioritizes the inputs used to measwre fair value based on observable and unobservable
data. The hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted quoted
prices in active markets for identical assets and liabilities (LLevel 1), with the lowest priority given to
unobservable inputs (Level 3}. The following table summarizes, by level within the fair value hierarchy, our
assets and liabilities that were accounted for at fair value on a recurring basis as of December 31, 2012 and
September 30, 2012. As required under authoritative accounting literature, assets and liabilities are categorized
in their entirety based on the lowest level of input that is significant to the fair value measurement.

Assets:

Financial instruments
Natura) gas distribution segment ..........
Nonregulated segment . .................

Total financial instruments .................

Hedged portion of gas stored underground . ...
Available-for-sale securities

Money marketfunds ....................
Registered investment companies .. ........
Bends ... . i

Total available-for-sale securifies .. ..........
Total as8eLS .. ..o v v i
Liabilities:

Financial instruments

Natural gas distribution segment .. ........
Nonregulated segment . .................

Total liabilities . ........... . coiiern. ..

Quoted Significant
Prices in Other
Active Ohservable Netting and
Markets Inputs Cash Drecember 31,
(Level 1) {Level 21 Collaterak® 2012
$ — § 13,383 $ — % 13,383
1,043 173,718 (156,904) 17,857
1,043 187,101 (156,904) 31,240
87,401 — — 87,401
— 801 — 801
39,499 — — 39,499
— 23,565 — 23,565
39,499 24,366 — 63,865
$127,943  $211,467 $(156,904) $182,3506
$ — $ 77,580 $ — §$ 77580
1,261 175,062 (173,463) 2,860
$ 1,261 $252,642 $(173,463) $ 80,440
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Quoted Significant Stgnificant

Prices in Other Other
Active Observable Unobservable Netting ané
Markets Inputs Inputs Cash September 30,
(Level 1) (Level 2y (Level 3) Collateral® 212
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment . ......... $ — % 9,365 5 — $ — % 9365
Nonregulated segment . ................. 714 179,835 — (162,776) 17,773
Total financial instruments ................ 714 189,200 — (162,776) 27,138
Hedged portion of gas stored underground . . .. 67,192 — — — 67,192
Available-for-sale securities
Money marketfunds ................... — 1,634 — — 1,634
Registered mvestment companies ......... 40,212 — — o 40,212
Bonds .........c i — 22,552 _— — 22,552
Total available-for-sale securities ........... 40,212 24,186 — — 64,398
Total ASSELS « v v v et $108,118 $213.386 $ — $(162,776) $158,728
Liabilities:
Financial instroments
Natural gas distribution segment . ......... $ — $ 85,625 $ — $ — $ 85,625
Nonregulated segment .................. 4,563 191,109 — (186,451) 9,221
Total liabilities . ......................... $ 4,563 $276,734 $§ — $(186,451) $ 94,846

O Our Level 2 measurements consist of over-the-counter options and swaps, which are valued using a market-

2

(€

g

[t

based appreach in which ebservable market prices are adjusted for criteria specific to each instrument, such
as the strike price, notional amount or basis differences, municipal and corporate bonds, which are valued
based on the most recent available quoted market prices and money market funds which are valued at cost.

This column reflects adjustments to cur gross financial instrument assets and liabilities to reflect netting
permitted under onr master netting agreements and the relevant authoritative accounting Hterature. In addi-
tion, as of December 31, 2012, we had $16.6 million of cash held in margin accounts to collateralize certain
financial instruments, which amount is classified as current risk management assets.

This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting Hterature. In addi-
tion, as of September 30, 2012 we had $23.7 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $5.9 million was used to offset current risk management liabilities
under master netting arrangements and the remaining $17.8 million is classified as current risk management
assets.
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Available-for-sale securities are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gain Loss Value

(In thousands)

As of December 31, 2012
Domestic equity mutual funds .. ...... .. .. .o L. $25,645  $7,209 $m $32.854
Foreign equity mutual funds . ... .. ... .. o L.l 5,568 1.077 — 6,645
Bonds ... 23,387 180 (2) 23,565
Money marketfunds . ... ... ... L. i 801 — = 801
$55,401  $8,460 $(2)  $63.865

As of September 30, 2012
Domestic equity mutual funds . ... ... oo $25,779  $8,183 $— $33,962
Foreignequity mutual funds ....... ... ... ... ... oot 5,568 682 — 6,250
BONAS . oot e 22,358 196 2) 22,552
Moneymarketfunds ........ ... .. ... ... . ., 1,634 — — 1,634
$55,339  $9,061 $(2)  $64,398

H

At December 31, 2012 and Septemiber 30, 2012, cur available-for-sale securities included $40.3 million and
$41.8 million related to assets held in separate rabbi trusts for our supplemental executive benefit plans. At
December 31, 2012, we maintained investments in bonds that have contractual maturity dates ranging from Jan-
uary 2013 through July 2016.

These securities are reported at market value with unrealized gains and losses shown as a component of
accumulated other comprehensive income (loss). We regularly evaluate the performance of these investments on
a fund by fund basis for impairment, taking into consideration the fund’s purpose, volatility and current returns.
If a determination is made that a decline in fair value is other than temporary, the related fund is written down to
its estimated fair value and the other-than-temporary impainment is recognized in the income statement.

Other Fair Value Measures

Our debt is recorded at carrying value. The fair value of our debt is determined using third party market
value quotations, which are considered Level 1 fair value measurements for debt instruments with a recent,
observable trade or Level 2 fair value measurements for debt instruments where fair value is determined using
the most recent available quoted market price. The following table presents the carrying value and fair value of
our debt as of December 31, 2012:

December 31,

2012
{In thousands)
Carrying ATOUIE . . . vt i e ettt e it e ettt et e ettt ettt ie e $1,960,131
Falr Valte . .. e e s $2,403,501

5. Discontinued Operations

On Auvgust §, 2012, we entered into a definitive agreement to sell substantially all of our natural gas dis-
tribution assets located in Georgia to Liberty Energy (Georgia) Corp., an affiliate of Algonguin Power & Utilities
Corp. for a cash price of approximately $141 million. The agreement contains terms and conditions customary
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for transacticns of this type, including typical adjustments to the purchase price at closing, if applicable. The
closing of the transaction is subject to the satisfaction of customary conditions including the receipt of applicable
regulatory approvals. We currently anticipate the transaction will close during the third quarter of fiscal 2013,

As required under generally accepted accounting principles, the operating results of our discontinued oper-
ations have been aggregated and reported on the consolidated statements of income as income from discontinued
operations, net of income tax. For the three months ended December 31, 2012, net income for discontinued oper-
ations includes the operating results of our Georgia operations. For the three months ended December 31, 2011,
net income from discontinued operations includes the operating results of our Georgia operations and the operat-
ing results of our Missouri, Illinois and Towa operations that were sold on August 1, 2012. Expenses related to
general corporate overhead and interest expense allocated to the operations of these service areas are not included
in discontinued operations.

The tables below set forth selected financial and operational information related to net assets and operating
results related to discontinued operations. Additionally, assets and liabilities related to our Georgia operations are
classified as “held for sale” in other current assets and liabilities in our consolidated balance sheets at
December 31, 2012 and September 30, 2012. Prior period revenues and expenses associated with these assets
have been reclassified into discontinued operations. This reclassification had no impact on previously reported
net income.

The following table presents statement of income data related to discontinned operations.

Three Months Ended
December 31
2012 2011

(In thousands)
Operating FEVEIUSS . ...\t vttt e e e e e $16,284  $40,630
Purchased gas CoSt . ..ot e i e e 8,967 24,640
Gross profit .. oo e e e 7,317 15,990
OPperating BXPEMSES .« .\ttt t ettt e e e 2,820 6,728
Operating inCoMmE ., ... ot e e e 4,497 9,262
Other nONOPErating iNCOME . ... oottt e it 348 377
Income from discontinued operations before income taxes . ................ 4,845 9,639
Income fax eXpPEnSe .. ... e e 1,728 3.516
NEtINCOIMIE . ottt et e e e e e e e e e e $ 3,117 §$ 6,123
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The following table presents balance sheet data related to assets held for sale.
December 31, September 30,
12

2012
{In thousands)
Net plant, property & equipment . ............ .. ..., $141,850 $142,865
Gasstoredunderground .. ... ... 5,320 4,688
Other CHITENT 8S5ET8 © L o\ v vt e et e e e e e e e e e e 11,605 6,931
Deferred charges and otherassets .......... .. ... ..o, 45 87
Assets held forsale .. ... . it $158,820 $154,571
Accounts payable and accrued liabilities .. ... ... . ... ... . ... $ 3,705 5 2114
Other current liabilities ... .. .. . e 3,265 3,776
Regulatory cost of removal obligation ........................... 3,525 3,257
Deferred credits and other liabilities . ... ... ... . ... 417 2,426
Liabilities held forsale . ..... ... ...t i $ 10,912 $ 11,573

6. Debt

The nature and terms of our debt instruments and credit facilities are described in detail in Note 7 to the
consolidated financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
2012. Except as discussed below, there were no material changes in the terms of our debt instruments during the
three months ended December 31, 2012.

Long-term debt

Long-term debt at December 31, 2012 and September 30, 2012 consisted of the following:
December 31, September 34,
12

2012
{In thousands)
Unsecured 4.95% Senior Notes, due 2014 ... ... ................. $ 500,000 $ 500,000
Unsecured 6.35% Senior Notes, due 2017 . ... ... ... ... ... ...... 250,000 250,000
Unsecured 8.50% Senior Notes, due 2019 .. ... ... ... ... ....... 450,000 450,600
Unsecured 5.95% Senior Notes, due 2034 .. ... ... 0. ., 200,000 200,000
Unsecured 5.50% Senior Notes, due 2041 .. ... ... ..o, 400,000 400,000
Medium term notes
Series A, 1995-1,6.67%, due 2025 . .. .. ... .. . 10,000 10,000
Unsecured 6.75% Debentures, due 2028 .. ....... .. ... .. .. ....... 150,000 150,000
Rental property term note due in installments throngh 2013 .......... 131 131
Totallong-termdebt .. ... .. .. . 1,960,131 1,960,131
Less:
Original issue discount on unsecured senior notes and debentures . . . 3,624 3,695
Current Maturities . ... .v vt e e e et 131 131

$1.956,376  $1,956,305

Our $250 million Unsecured 5.125% Senior Notes were originally scheduled to mature in January 2013. On
August 28, 2012 we redeemed these notes with proceeds received through the issuance of commercial paper. On
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September 27, 2012, we entered into a $260 million short-term financing facility that was scheduled to mature on
February 1, 2013 to repay the commercial paper borrowings utilized to redeem the Unsecured 5.123% Senior
Notes. The short-term facility was repaid with the proceeds received through the issuance of 30-year unsecured
senior notes on January 11, 2013, as discussed below.

We issued $500 million Unsecured 4.15% Senior Notes on January 11, 2013. The effective interest rate of
these notes is 4.64 percent, after giving effect to offering costs and the settlement of the associated Treasury
focks discussed in Note 3. Of the net proceeds of approximately $494 million, $260 million was used to repay
our short-term financing facility. The remaining $234 million of net proceeds was used to partially repay our
commercial paper borrowings and for general corporate purposes.

Short-term debt

Our short-term debt is vtilized to fund ongoing working capital needs, such as our seasonal requirements for
2as supply, general corporate liquidity and capital expenditures. Qur short-term borrowing requirements are
affected by the seasonal nature of the natural gas business. Changes in the price of natural gas and the amount of
natural gas we need to supply our customers’ needs could significantly affect our borrowing requirements, Our
short-term borrowings typically reach their highest levels in the winter months,

We currently finance our short-term borrowing requirements through a combination of a $750 million
commercial paper program, four committed revolving credit facilitics and one uncommitted revolving credit
facility with third-party lenders. On December 7, 2012, we amended the terms of our former $750 million
unsecured credit facility to increase the borrowing capacity to $950 million, with an accordion feature, which, if
utilized, would increase the borrowing capacity to $1.2 billion. The amendment also permits us to obtain same-
day funding on base rate loans. There were no other material changes to the credit facility. These facilities pro-
vide approximately $1.0 billion of working capital funding. At December 31, 2012 and September 30, 2012,
there was $570.9 million and $310.9 million outstanding under our commercial paper program. We also use
intercompany credit facilities to supplement the funding provided by these third-party committed credit facilities.

Regulated Operations

We fund our regulated operations as needed, primarily through our commercial paper program and three
committed revolving credit facilities with third-party lenders that provide approximately $989 million of working
capital funding, including a five-year $950 million unsecured facility, a $25 million unsecured facility and a $14
million revolving credit facility, which is used primarily to issue letters of credit. Due to outstanding letters of
credit, the total amount available to us under our $14 million revolving credit facility was $2.5 million at
December 31, 2012.

In addition to these third-party facilities, our reguiated operations have a $500 million intercompany revolv-
ing credit facility with AEH, which bears interest at the lower of (i) the Eurodollar rate under the five-year
revolving credit facility or (ii) the lowest rate outstanding under the commercial paper program. Applicable state
regulatory commissions have approved our use of this facility through December 31, 2013.

Nonregulated Operations

Prior to December 5, 2612, Atmos Energy Marketing, LLC (AEM), which is wholly-owned by AEH, had a
three-year $200 million committed revolving credit facility, expiring in December 2014, with a syndicate of
third-party lenders with an accordion feature that could increase AEM’s borrowing capacity to $500 million. The
credit facility was primarily used to issue letters of credit and, on a less frequent basis, to borrow funds for gas
purchases and other working capital needs. This facility was collateralized by substantially all of the assets of
AEM and was guaranteed by AEH. AEM terminated the committed revolving credit facility on December 3,
2012, primarily in order to reduce external credit expense, AEM incurred no penalties in connection with the
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termination. This facility was replaced with two $25 million, 364-day bilateral credit facilities, one of which is a
committed facility. These facilities will be used primarily to issue letters of credit. Due to outstanding letters of
credit, the total amount available to us under these bilateral credit facilities was $40.0 million at December 31,
2012.

AEH has a $500 million intercompany demand credit facility with AEC. This facility bears interest at a rate
equal to the greater of (i) the one-month LIBOR rate plus 3.00 percent or (ii) the rate for AEM’s borrowings
under its committed credit facility plus 0.75 percent. Applicable state regulatory commissions have approved our
use of this facility through December 31, 2013,

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions. At December 31, 2012, $900 million remained
available for issuance under the shelf until it expires on March 31, 2013. However, with the issuance of $500
million of long-term debt on January 11, 2013, as described above, our remaining availability has been reduced
to $400 million. We intend to file a new shelf registration statement with the SEC for $1.75 billion prior to the
expiration of the current shelf registration statement.

Debt Covenants

The availability of funds under our regulated credit facilities is subject to conditions specified in the
respective credit agreements, all of which we currently satisfy. These conditions include our compliance with
financial covenants and the continued accuracy of representations and warranties contained in these agreements.
We are required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter,
a ratio of total debt to total capitalization of no greater than 70 percent. At December 31, 2012, our total-debt-to-
total-capitalization ratio, as defined in the agreements, was 55 percent. In addition, both the interest margin and
the fee that we pay on unused amounts under each of these facilities are subject to adjustment depending upon
our credit ratings.

In addition to these financial covenants, our credit facilities and public debt indentares contain usual and
customary covenants for our business, including covenants substantially limiting liens, substantial asset sales and
MEergers.

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

We were in compliance with all of our debt covenants as of December 31, 2012, If we were unable to com-
ply with our debt covenants, we would likely be required to repay our ontstanding balances on demand, provide
additional collateral or take other corrective actions.
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7. Earnings Per Share

Since we have non-vested share-based payments with a nonforfeitable right to dividends or dividend equiy-
alents (referred to as participating securities) we are required fo use the two-class method of computing eamings
per share. The Company’s non-vested restricted stock units, for which vesting is predicated solely on the passage
of time granted under the 1998 Long-Term Incentive Plan, are considered to be participating securities, The
calculation of earnings per share using the two-class method excludes income attributable to these participating
securities from the numerator and excludes the dilutive impact of those shares from the denominator. Basic and
diluted earnings per share for the three months ended December 31, 2012 and 2011 are calculated as folows:

Three Months Ended
December 31
2012 2081

(In thousands, except
per share amounts)

Basic Earnings Per Share from continuing operations

Income from continUing OPErations ... ... ...cvutvernvnnuurennneer $77.348  $62,384
Less: Income from continuing operations allocated to participating

SECHITHES . L ...t e e e e 260 650
Income from continuing operations available to common sharcholders ... .. $77,088  $61,734
Basic weighted average sharesoutstanding .......... ... ... ... ... ..... 90,359 90,254
Income from continuing operations per share — Basic . ................. $ 085 § 068

Basic Earnings Per Share from discontinued operations

Income from discontinued OPerations .. ... ...t in i enn.. $ 3,117  § 6,123
Less: Income from discontinued operations allocated to participating

SECULIBS . L.ttty et e et s e e 10 64
Income from discontinued operations available to common shareholders ..,. $ 3,107 $ 6,059
Basic weighted average shares outstanding ............... ... ... .... 90,359 90,254
Income from discontinued operations per share — Basic ................ $ 004 $ 007
Net income per share — BasiC .. ... .ot $ 08 % 075
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Three Mopths Ended
December 31

2012 2011

{In thousands, except
per share amounts)

Diluted Earnings Per Share frem continuing operations

Income from continuing operations available to common shareholders ............... $77,088 $61,734
Effect of dilutive stock options and othershares ............... .. ... ... ... .... 2 1
Income from continuing operations available to common shareholders ............... $77,090  $61,735
Basic weighted average shares cutstanding ........ ... ... .. ... ... . oL 90,359 90,254
Additional dilutive stock options and othershares .............. ... ... .. ... ....... 950 292
Diluted weighted average shares outstanding ....... ... ... it 61,309 90,546
Income from continuing operations per share — Difuted ... ...... ... .. .. ... ... .. $ 085 $ 068

Diluted Earnings Per Share from discontinued operations
Income from discontinued operations available to common shareholders . ............. $ 3,107 $ 6,059
Effect of dilutive stock options and othershares ......... ... .. ... ... ... ... — —

Income from discontinued operations available to common shareholders . .......... ... $ 3,107 §$ 6,059
Basic weighted average shares oufstanding . ......... ... i e 90,359 90,254
Additional dilutive stock options and othershares .............. .. ... ... .. ... .... 950 292
Diluted weighted average shares outstanding . ... ... ... ... . . .. i .. 91,309 60,546
Income from discontinued operations per share — Diluted . ....... ... .. ... ... .. § 003 $ 007
Net income per share — Dilated . . ... ... o $§ 08 $ 075

There were no out-of-the-money stock options excluded from the computation of diluted earnings per share
for the three months ended December 31, 2012 and 2011 as their exercise price was less than the average market
price of the common stock during that period.
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8. Interim Pension angd Other Postretirement Benefit Plan Information

The components of cur net periedic pension cost for our pension and other postretirement benefit plans for
the three months ended December 31, 2012 and 2011 are presented in the following table. Most of these costs are
recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our gas dis-
tribution rate base. The remaining costs are recorded as a component of operation and maintenance expense.

Three Months Ended December 31
Pension Benefits Other Benefits
2012 2011 2012 2011

{In thousands)

Components of net periodic pension cost:

SEIVICE COBL v ot e et e et e e et e e e e e e e e e e $ 5202 $4298 347700 $4,088
TNLEEERE COBL vttt ettt e e e e e e 6,025 6,677 3,241 3465
Expected retim OB @SSES . oot ettt e (5,739) (5,368) (997) (652)
Amortization of transition 886l . .. .. ..ottt e — — 270 378
Amortization of prior Service cost ... ... il i e (35) (35 (362) (36D
Amortization of actuarial 10Ss . ... .. . e 5,561 4,142 1,049 662
Net periodic pension CoSt, ... ... v i nin e iinineeeans $11,014 $9,714 $7901 $7,579

The assumptions used to develop our net periodic pension cost for the three months ended December 31,
2012 and 2011 are as follows:

Pension Benefits Other Benefits
2012 2011 2012 2011

DISCOURLIALE . o ..ottt e e 4.04% 5.05% 4.04% 5.05%
Rate of compensation INCIeASE . .. ... . .vtti e 350% 350% N/A NA
Expectedreturnonplanassets . ...t 7.75% 1.75% 4.70% 4.70%

The discount rate used to compute the present value of a plan’s liabilities generally is based on rates of high-
grade corporate bonds with maturities similar to the average period over which the benefits will be paid. Gen-
erally, our funding policy has been to contribute annually an amount in accordance with the requirements of the
Employee Retirement Income Security Act of 1974, We contributed $6.2 million to our pension plans doring the
three months ended December 31, 2012. In accordance with the Pension Protection Act of 2006 (PPA), we
determined the funded status of our plans as of January 1, 2613. We expect to contribute a total of between $30
million and $40 million to our pension plans during fiscal 2013.

We contributed $6.2 million to our other post-retirement benefit plans during the three months ended
December 31, 2012. We expect to contribute a total of between $25 million and $3C million to these plans during
fiscal 2013.

9. Commitments and Contingencies

Litigation and Environmental Matters

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 13 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
2012, except as noted below, there were no material changes in the status of such litigation and environmental-
related matters or claims during the three months ended December 31, 2012,
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Since September 2009, Atmos Energy and two subsidiaries of AEH, Atmos Energy Marketing, LLC (AEM}
and Atmos Gathering Company, LLC (AGC) (collectively, the Atmos Entities), have been involved in a lawsuit
filed in the Circuit Court of Edmonson County, Kentucky related to our Park City Gathering Project, The dispute
which gave rise to the litigation involves the amount of royalties due from a third party producer to landowners
{(who own the mineral rights) for natural gas produced from the landowners’ properties. The third party producer
was operating pursuant to leases between the landowners and certain investors/working interest owners, The third
party producer filed a petition in bankruptcy, which was subsequently dismissed due to the lack of meaningful
assets to reorganize or liquidate.

Although certain Atmos Energy companies entered into contracts with the third party producer to gather,
treat and ultimately sell natural gas produced from the landowners’ properties, no Atmos Energy company had a
contractual relationship with the landowners or the investors/working interest owners. After the lawsuit was filed,
the landowners were successful in terminating for non-payment of royzlties the leases related to the production of
natural gas from their properties. Subsequent to termination, the investors/working interest owners under such
leases filed additional claims against us for the termination of the leases.

During the trial, the landowners and the investors/working interest owners requested an award of compensa-
tory damages plus punitive damages against us. On December 17, 2010, the jury retumed a verdict in favor of the
landowners and investor/working interest owners and awarded compensatory damages of $3.8 million and puni-
tive damages of $27.5 million payable by Atmos Energy and the two AEH subsidiaries.

A hearing was held on Febroary 28, 2011 to hear a number of motions, including a motion to dismiss the
jury verdict and a motion for a new trial. The motions to dismiss the jury verdict and for a new trial were denied.
However, the total punitive damages award was reduced from $27.5 million to $24,7 million. On October 17,
2011, we filed our brief of appellants with the Kentucky Court of Appeals {Court), appealing the verdict of the
trial court, The appellees in this case subsequently filed their appellees” brief with the Court on January 16, 2012,
with our reply brief being filed with the Court on March 19, 2012. Oral arguments were held in the case on
August 27,2012,

In an opinion handed down on January 25, 2013, the Kentucky Court of Appeals overturned the $28.5 mil-
lion jury verdict returned against the Atmos Entities. In a unanimous decision by a three-judge panel, the Court
of Appeals reversed the claims asserted by the landowners and investors/working interest owners, The Court of
Appeals concluded that all of such claims that the Atmos Entities appealed should have been dismissed by the
trial court as a matter of law. The Court of Appeals let stand the jury verdict on one claim that Atmos Energy and
our subsidiaries chose not to appeal, which was a trespass claim, The jury had awarded a total of $10,000 in
compensatory damages to one landowner on that claim. The Court of Appeals vacated all of the other damages
awarded by the jury and remanded the case to the trial court for a new trial, solely on the issue of whether puni-
tive damages should be awarded to that landowner and, if so, in what amount.

The landowners and investors/working interest owners may seek discreticnary review from the Supreme
Court of Kentucky. The decision of the Court of Appeals will not become final until that process js completed.
We had previously accrued what we believed to be an adequate amount for the anticipated resolution of this
matter and we will continue to maintain this amount in legal reserves until the appellate process in this case has
been completed. We continue to believe that the final outcomne will not have a material adverse effect on our
financial condition, results of operations or cash flows.

In addition, in a related development, on July 12, 2011, the Atmos Entities filed a lawsuit in the United
States District Court, Western District of Kentucky, Atrmos Energy Corporation et al.vs. Resource Energy Tech-
nologies, LLC and Robert Thorpe and John F. Charles, against the third party producer and its affiliates to
recover all costs, including attorneys’ fees, incurred by the Atmos Entities, which are associated with the defense
and appeal of the case discussed above as well as for all damages awarded to the plaintiffs in such case against
the Atmos Entities. The total amount of damages being claimed in the lawsuit is “open-ended” since the appellate
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process and related costs are ongoing. This lawsuit is based upon the indemnification provisions agreed to by the
third party producer in favor of Atmos Gathering that are contained in an agreement entered into between Atmaos
Gathering and the third party producer in May 2009. The defendants filed a motion to dismiss the case on
August 25, 2011, with Atmos Energy filing a brief in response to such motion on September 19, 2011. On
March 27, 2012 the court denied the motion to dismiss. Since that time, we have continued to be engaged in
discovery activities in this case.

We are a party to other litigation and environmental-related matters or claims that have arisen in the ordi-
nary course of our business. While the results of such litigation and response actions to such environmental-
related matters or claims cannot be predicted with certainty, we continue to believe the final outcome of such
litigation and matters or claims will not have a material adverse effect on our financial condition, results of oper-
ations or cash flows.

Purchase Commitments

AEH has commitments to purchase physical quantities of natural gas under contracts indexed to the forward
NYMEX strip or fixed price contracts. At December 31, 2012, AEH was committed to purchase 67.2 Bef within
one year, 25.1 Bef within one to three years and 26.5 Bef after three years under indexed contracts. AEH is
committed to purchase 3.7 Bef within one year and less than 0.1 Bef within one to three years under fixed price
contracts with prices ranging from $2.98 to $6.36 per Mcf. Purchases under these contracts totaled $289.5 mil-
lion and $312.1 million for the three months ended December 31, 2012 and 2011.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our cus-
tomers in its service area which obligate it to purchase specified volumes at market and fixed prices. The esti-
mated commitments under these contracts as of December 31, 2012 are as follows (in thousands):

200 e e e e $174,615
200 e 73,682
12 T S O e
2006 e e —
2007 e e e e e e —
Thereafter . . o e e e —

$248,297

Our nonregulated scgment maintains long-term contracts related to storage and transportation. The esti-
mated contractnal demand fees for contracted storage and transportation under these contracts are detailed in our
Annual Report on Form 10-K for the fiscal year ended September 30, 2012. There were no material changes to
the estimated storage and transportation fees for the quarter ended December 31, 2012,

Regulatory Matters

In July 2010, the Dodd-Frank Act was enacted, representing an extensive overhaul of the framework for
regulation of U.S, financial markets, The Dodd-Frank Act calls for various regulatory agencies, including the
SEC and the Commodities Futures Trading Commission (CFTC) to establish rules and regulations for
implementation of many of the provisions of the Dodd-Frank Act, Although the CFTC and SEC have issued a
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number of rules and regulations, we expect additiona! rules and regulations to be adopted, which should provide
additional clarity regarding the extent of the impact of this legislation on us. The costs of participating in finan-
cial markets for hedging certain risks inherent in our business have been increased as a result of the new legis-
lation and related rules and regulations. We also anticipate additional reporting and disclosure obligations will be
imposed through the adoption of additzonal rules and regulations.

As of December 31, 2012, rate proceedings were in progress in our Kansas, Colorado, Louisiana and Geor-
gia service areas. These regulatory proceedings are discussed in further detail below in Management’s Discussion
and Analysis — Recent Ratemaking Developments.

16. Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 15 to the financial statements in
our Annual Report on Form 10-K for the fiscal year ended September 30, 2012. During the three months ended
December 31, 2012, there were no material changes in our concentration of credit risk.

11. Segment Information
As discussed in Note 1 above, we operate the Company through the following three segments:

« The narural gas distribution segment, which includes our regulated natural gas distribution and related
sales operations,

* The regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Diviston and

* The nonregulated segment, which is comprised of our nonregulated natural gas management, non-
regulated natural gas transmission, storage and other services.

Our determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services to customers in differing regulatory environments. Aithough our natural
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each
natural gas distribution division has similar economic characteristics. The accounting policies of the segments are
the same as those described in the summary of significant accounting policies found in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2012. We evaluate performance based on net income or loss
of the respective operating units.
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Income statements for the three month periods ended December 31, 2012 and 2011 by segment are pre-

sented in the following tables:

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

Purchased gascost ............ ... ......

Grossprofit ............. .. ol
Operating expenses

Operation and maintenance ............

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

Taxes, other thanincome ..............

Total operating expenses ................

Operating income ......... ...,
Miscellaneous income {expense) ..........
Interest charges ......... ..o uviinann.
Income from continuing operations before
incometaxes ........................
Incometax €xpense .......... ...

Income from continuing operations . .......

Income from discontinued operations, net of
1 . PN

Netincome . ...t

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

Three Months Ended December 31, 2012

Nataral Regulated

Gas Transmission

Distribution  and Storage  Nonregulated Eliminations Consolidated
(In thousands)

$665,546 - $18,699 $349,907 $ e $1,034,155
1,238 41,982 49,987 (93,207) —
666,787 60,681 399,894 93,207y 1,034,155
387,156 - 377,435 (92,798) 671,793
279,631 60,681 22,459 (409) 362,362
83,736 16,320 6,882 411 106,527
50,060 8,390 1,129 — 59,579
36,751 3,949 634 — 41,334
170,547 28,659 8,645 {411) 207,44G
109,084 32,022 13,814 2 154,922
(131) (127 1,667 ain 698
23,563 6,871 797 (709) 30,522
85,390 25,024 14,684 — 125,098
32,297 8,919 6,534 — 47,750
53,093 16,105 8,150 — 77,348
3,117 — — —_ 3,117
$ 56,210 $16,105 $ 8,150 $ — $ 80465
$145,871 $43,831 $ 325 $ — $ 190,027
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Operating revenues from external parties . ..
Intersegment revenues . .................

Purchased gascost . ... ... ... ... ..

Grossprofit ....... ... ... ... ...
Operating expenses

Operation and maintenance ............

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

Taxes, other thanincome ..............

Total operating eXpenses . ...............

Operating income . ... ..................
Miscellaneous income {(expense) ..........
Interest charges ........vevvenvennn. ..
Income from continuing operations before
INCOME TAXES « o v vt v et e ienenns
Income tax expense .........c.oovvenninn,

Income from continuing operations ........

Income from discontinued operations, net of
£

Netincome . ... vvveiine i e

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

Three Months Ended December 31, 2011

Natuaral Regulated
Gas Transmission
Distribution  and Storage  Nonreguiated Eliminations Consolidated
(In thousands)
$675,889 $19,440 $388,665 $ —  $1,083,994
224 37,319 55,511 (93,054) —
676,113 56,759 444,176 (93,054) 1,083,994
392,518 — 428,771 (92,687) 728,602
283,595 56,759 15,405 (367) 355,392
91,996 16,965 6,051 (368) 114,644
49,982 7,651 733 — 58,366
38,192 3,784 935 — 42911
180,176 28,400 7,719 (368) 215,921
103,425 28,359 7,686 1 139,471
(1,897) (280) 36 125 (2,016)
28,139 7,209 252 126 35,726
73,389 20,870 7470 — 101,729
28,888 7,456 3,001 — 39,345
44,501 13,414 4.469 — 62,384
6,123 — — — 6,123
$ 50,624 $13,414 $ 4,469 $ — ¥ 68,507
$128,733 $24,120 $ 1,541 $ — % 154394




ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at December 31, 2012 and September 30, 2012 by segment is presented in the

following tables.

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

Cash and cash equivalents

Assets from risk management
activities

Other currentassets .. ...............
Intercompany receivables ... ... ... ..

Total current assets .. ... ovvvvnnn.
Intangible assets . ....................
Goodwill

Nencurrent assets from risk management
activities

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

CAPITALIZATION AND LIABILITIES

Shareholders’ equity

Long-term debt

Total capitalization
Current liabilities

Current maturities of long-term debt , .,

Short-term debt

Liabilities from risk management
activities

Other current liabilities

Intercompany payables .. ............

Total current liabilities

Deferred income taxes

Noncurrent liabilities from risk
management activities ..............

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

December 31, 2012
Natural Regulated

Gas Transmission

Distribution and Storage  Nonregulated  Eliminations  Consolidated
(In thousands)

$4,523,922 $1,007,904 $ 63,468 5 —  $5,595,294
771,387 — (2,096) (769,291) —
77,136 — 47,465 — 124,601
1,773 — 17,857 — 19,630
770,366 14,632 471,582 (236,177 1,020,403
624,637 — — (624,637) —
1,473,912 14,632 536,904 (860,814) 1,164,634
— e 153 — 153
573,550 132,422 34,711 — 740,683
11,610 — — — 11,610
429,252 15,787 6,805 — 451,844
$7,783,633  $1,170,745  $639945  $(1,630,105) $7,964,218
$2,424005 $ 344,266  $427.121 $ (771,387) $2,424,005
1,956,376 — — — 1,956,376
4,380,381 344266 427,121 (771,387y 4,380,381
— — 131 — 131
1,045,180 — — (214,289) 830,891
77,500 — — — 77,500
590,710 13,470 152,141 (19,792) 736,529
— 573,006 51,631 (624,637) —
1,713,390 586,476 203,903 (858,718) 1,645,051
823,073 238,285 4915 — 1,066,273
— — 2,860 — 2,860
371,608 — — — 371,608
495,181 1,718 1,146 — 498,045
$7.783,633  $1,17G,745 $639,945 $(1,630,105) $7,964,218
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September 30, 2012
Natural Regulated
Gas Transmission
Disfribution  and Storage  Nonregulated  Lliminations  Consolidated
{In thousands)
ASSETS
Property, plant and equipment, net .. ... .. $4,432,017 § 979,443 & 64,144 § —  $5,475,604
Investment in subsidiaries . ............. 747,496 — (2,096) (745,400) —
Current assets
Cash and cash equivalents .. ......... 12,787 — 51,452 — 64,239
Assets from risk management
ACHVIEHES ... e 6,934 — 17,773 — 24,707
Other current assets . ......cvvevsunen 546,187 11,788 404,097 (223,056) 739,016
Intercompany receivables . ........... 636,557 — — (636,557) —
Total current assets ............... 1,202,465 11,788 473,322 (859,613) 827,962
Imtangible assets ..................... — — 164 — 164
Goodwill ... ... 573,550 132,422 34,711 — 740,683
Noncurrent assets from risk management
AchVItIES . ... .. 2,283 — — — 2,283
Deferred charges and other assets .. ... ... 417,893 24,353 6,733 — 448,979
$7,375,704 $1,148,006  $576,978  $(1,605,013) $7,495,675
CAPITALIZATION AND LIABILITIES
Shareholders’ equity .................. $2,359,243  $ 328,161 $419335 § (747,496) $2,359,243
Longtermdebt ...................... 1,956,305 e — — 1,956,305
Total capitalization ............... 4,315,548 328,161 419,335 (747,496) 4,315,548
Current liabilities
Cwrrent maturities of long-term debt ... — — 131 — 131
Short-termdebt .................... 782,719 — — (214,790) 570,929
Liabilities from risk management
ACHVIHES . v vt vni i 85,366 — 15 — 85,381
Other current Habilities .............. 526,089 12,478 90,116 9,170) 619,513
Intercompany payables .............. — 584,578 51,979 (636,557) —
Total current liabilities .. .......... 1,394,174 597,056 142,241 (857,517) 1,275,954
Deferred income taxes ................ 789,288 220,647 5,148 — 1,015,083
Noncurrent liabilities from risk
management activities .............. — — 9,206 — 9,206
Regulatory cost of removal obligation ., .. 381,164 — — — 381,164
Deferred credits and other Habilities . . .. .. 495,530 2,142 1,048 — 498,720
$7,375,704  $1,148,006  $576,978  $(1,605,013) $7,495,675
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Atmos Energy Corporation

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation and subsidiaries
as of December 31, 2012, the related condensed consolidated statements of income and comprehensive income
for the three-month periods ended December 31, 2012 and 2011, and the condensed consolidated statements of
cash flows for the three-month periods ended December 31, 2012 and 2011. These financial statements are the
responsibility of the Company’s management,

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheet of Atmos Energy Corporation and subsidiaries as of
September 30, 2012, and the related consolidated statements of income, shareholders® equity, and cash flows for
the year then ended, not presented herein, and in our report dated November 12, 2012, we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2012, is fairly stated, in all material
respects, in relation to the consolidated balance sheet frem which it has been derived.

/s/ ERNST & YOUNG LLP

Dallas, Texas
February 7, 2013



Ttem 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations
INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial state-
ments in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual Report
on Form 10-K for the year ended September 30, 2012,

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

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-locking statements”
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934. All statements other than statements of historical fact included in this Report are forward-looking state-
ments made in good faith by us and are intended to qualify for the safe harbor from Lability established by the
Private Securities Litigation Reform Act of 1995, When used in this Report, or any other of our documents or

LA I3 o« H

oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, “forecast”, “goal”, “intend”,
“objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended to identify forward-looking
statements, Such forward-looking statements are subject to risks and uncertainties that could cause actual results
to differ materially from those expressed or implied in the statements relating to our strategy, operations, mar-
kets, services, rates, recovery of costs, availability of gas supply and other factors. These risks and uncertainties
include the following: our ability to continue to access the credit markets to satisfy our liquidity requirements;
the impact of adverse economic conditions on our customers; increased costs of providing pension and
postretirement health care benefits and increased funding requirements along with increased costs of health care
benefits; market risks beyond our control affecting our risk management activities including market liquidity,
commodity price volatility, increasing interest rates and counterparty creditworthiness; regulatory trends and
decisions, including the impact of rafe proceedings before various state regulatory commissions; possible
increased federal, state and local regulation of the safety of our operations; increased federal regulatory oversight
and potential penalties; the impact of environmental regulations on our business; the impact of possible future
additional regulatory and financial risks associated with global warming and climate change on our business; the
concentration of our distribution, pipeline and storage operations in Texas; adverse weather conditions; the
effects of inflation and changes in the availability and price of natural gas; the capital-intensive nature of our gas
distribution business; increased competition from energy suppliers and alternative forms of energy; the threat of
cyber-attacks or acts of cyber-terrorism that could disrupt our business operations and information technology
systems; the inherent hazards and risks involved in operating our gas distribution business, natural disasters,
terrorist activities or other events and other risks and uncertainties discussed herein, all of which are difficult to
predict and many of which are beyond our control. Accordingly, while we believe these forward-looking state-
ments to be reasonable, there can be no assurance that they will approximate actual experience or that the
expectations derived from them will be realized. Further, we undertake no obligation fo update or revise any of
our forward-locking statements whether as a result of new information, future events or otherwise.

OVERVIEW

Atmos Energy and its subsidiaries are engaged primarily in the regulated natural gas distribution and trans-
portation and storage businesses as well as other nonregulated natural gas businesses. We distribute natural gas
through sales and transportation arrangements to over three million residential, commercial, public authority and
industrial customers throughout our six regulated natural gas distribution divisions, which cover service areas
located in nine states. In addition, we transport natural gas for others through our regulated distribution and pipe-
line systems. In August 2012, we announced that we had entered into a definitive agreement to sell our natural
gas distribution operations in Georgia, representing approximately 64,000 customers. After the closing of this
transaction, which we currently anticipate will occur during the third quarter of fiscal 2013, we will operate in
eight states.

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

As discussed in Note 11, we operate the Company through the following three segments:
* the narural gas distribution segment, which includes our regulated natural gas distribution and related
sales operations,

the regilated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

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

Our critical accounting policies used in the preparation of our consolidated financial statements are
described in our Annual Report on Form 10-K for the fiscal year ended September 30, 2012 and include the fol-
lowing:

+ Regulation

+ Unbilled revenue

+ Financial instruments and hedging activities

» Fair value measurements

* Impairment assessments

* Pension and other postretirement plans

« Contingencies

Our critical accounting policies are reviewed periodically by the Audit Committee. There were no sig-
nificant changes to these critical accounting policies during the three months ended December 31, 2012.
RESULTS OF OPERATIONS

We reported net income of $80.5 million, or $0.88 per diluted share for the three months ended
December 31, 2012 compared with net income of $68.5 million, or $0.75 per dituted share in the prior-year quar-
ter. Regnlated operations contributed 90 percent of our net income during this period with our nonregulated
operations contributing the remaining ten percent. Excluding the impact of unrealized margins, diluted eatnings
per share increased $0.13 compared with the prior-year quarter. The $0.13 per diluted share increase primarily
reflects recent rate increases approved in our regnlated transmission and storage segment and improved asset
optimization margins in our nonregulated segment, coupled with an $8.1 million decrease in operating and main-
tenance expense and a $5.2 miilion decrease in interest expense due primarily from interest capitalized related to
Rule 8.209 spending in the current quarter and the early redemption of the 5.125% $250 million senior notes due
January 2013, with funds borrowed under a $260 million short-term debt facility in August 2012,
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Due to the pending sale of our Georgia service area, the results of operations for this service area are shown
in discontinued operations for both periods presented. Prior-year results also reflect onr Illinois, lowa and
Missouri service areas in discontinued operations. The sale of these three service areas was completed in August
2012. During the current-year quarter, discontinued operations generated net income of $3.1 million, or $0.03 per
diluted share, compared with net income of $6.1 million, or $0.07 per diluted share in the prior-year quarter.
Continuing operations in the current quarter generated net income of $77.3 million, or $0.85 per diluted share,
compared with net income of $62.4 million, or $0.68 per diluted share in the prior-year quarter.

During the first quarter of fiscal 2013, we completed seven regulatory proceedings, which should result in a
$63.7 million increase in annual operating income. The majority of this rate increase related to our Mid-Tex
Diviston, where rates became effective January 1, 2013. The rate design approved in our Mid-Tex Division and
West Texas Division regulatory proceedings includes an increase to the base customer charge and a decrease in
the commodity charge applied to customer consumption. The effect of this change in rate design allows the
Company’s rates to be more closely aligned with utility industry standard rate design. In addition, we anticipate
these divisions will earn their operating income more ratably over the fiscal year as we are now less dependent on
customer consumption. Therefore, we anticipate operating income earned during the first and second quarters to
be fower than in previous periods with operating income eamed during the third and fourth quarters to be higher
than in previous periods. Accordingly, we anticipate our fiscal 2013 period-over-period results will reflect the
impact of these rate design changes.

We also took several steps during the first quarter and early part of the second quarter to further strengthen
our balance sheet and borrowing capability. In December 2012, we amended our $750 million revolving credit
agreement primarily to (i) increase our borrowing capacity to $950 million while retaining the accordion feature
that would allow an increase in borrowing capacity up to $1.2 billion and (ii) to permit same-day funding on base
rate loans. We also terminated Atmos Energy Marketing’s $200 million committed and secured credit facility
and replaced this facility with two $25 million 364-day bilateral facilities, which should result in a decrease in
external credit expense incurred in our nonregulated operations. After giving effect to these changes, we have
over $1 billion of working capital funding from four committed revolving credit facilities and one noncommitted
revolving credit facility,

On January 11, 2013, we issued $500 million of 4.15% 30-year unsecured senior notes, which replaced, on a
Jong-term basis, our $250 million 5.125% 10-year unsecured senior notes we redeemed in August 2012. The net
proceeds of approximately $494 million were used to repay $260 million outstanding under the short-term
financing facility used to redeem our 5.125% senior notes and to partially repay commercial paper borrowings
and for general corporate purposes.



The following table presents our consolidated financial highlights for the three months ended December 31,
2012 and 2011:

Three Months Ended
December 31

2012 2011
(In thousands, except per
share data)

Operaling TeVENULS ... ..\t i e et st it eaannns $1,634,155  $1,083,994
Gross Profil ..o e 362,362 355,392
Operating EXPeRSES .. .ot vttt e e e et 207,440 215,921
Operating INCOIME ...ttt e et ia e 154,922 139,471
Miscellancous income (EXPENSE) ..o ov vttt 698 (2,016)
Interest Charges ... ... .. i e 30,522 35,726
Income from continuing operations before income taxes .............. 125,098 101,729
THCOME EAX EXPEIISE .« . v v vt ettt e et e et e en et 47,7750 39,345
Income from continuing operations . .........c..vvieriininniiaaas 77,348 62,384
Income from discontinued operations, netof tax .................... 3,117 6,123
NELICOMIE . ..ttt it ettt ettt et ittt $ 80465 $ 68507
Diluted net income per share from continuing operations ............. 3 08 % 0.68
Diluted net income per share from discontinued operations . ........... 6.03 0.07
Dilated netincome pershare ... ... ... . $ 088 § 0.75

Our consolidated net income during the three months ended December 31, 2012 and 2011 was earned in
each of our business segments as follows:

Three Months Ended
December 31
2012 2011 Change

{In thousands)
Natural gas distribution segment ......... ... ... ... o, $56,210  $50,624 § 5,586
Regulated transmission and storage segment . .. ................ 16,105 13.414 2,691
Nonregulated segment . ...t 8,150 4,469 3,681
NELIMCOTIE oottt ittt e et et e e $80,465  $68,507 $11,958
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The follawing table reflects our consolidated net income and diluted earnings per share in our regulated and
nonregulated operations:

Three Months Ended December 31

2012 2011 Change

(In thowsands, except per share data)

Regulated operations . ......... ... ... ... .. $69,198  $57.915  $11,283
Nenregulated operations ................ . .0 iriieiiinn... 8,150 4,469 3,681
Net income from continuing Operations . . ..., 77,348 62,384 14,964
Net income from discontinued operations ..................... 3,117 6,123 (3,006)
NELINCOIME L v vt et et e et et e e e $80,465  $68,507 $11,958
Diluted EPS from continuing regulated operations .............. $ 076 $ 063 % 0.13
Diluted EPS from nonregulated operations .................... 0.05 0.05 0.04
Diluted EPS from continuing operations . ..................... 0.85 0.68 0.17
Diluted EPS from discontinued operations .. .................. 0.03 0.07 (0.04)
Consolidated diluted EPS ... ....... ... ... ... oo i $ 088 $ 075 % 0.3

Three Months Ended December 31, 2012 compared with Three Months Ended December 31, 2611
Natural Gas Distribution Segment

The primary factors that impact the results of our natural gas distribution operations are our ability to eamn
our authorized rates of return, the cost of natural gas, competitive factors in the energy industry and economic
conditions in our service areas.

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

Seasonal weather patterns can also affect our natural gas distribution operations. However, the effect of
weather that is above or below normal is substantially offset through weather normalization adjustments, known
as WNA, which has been approved by state regulatory commissions for approximately 96 percent of our resi-
dential and commercial meters in the following states for the foilowing time periods:

Georgia, Kansas, West Texas ... oot i, October — May
Kentucky, Mississippi, Tennessee, Mid-Tex ....................... November — April
LOUISIANA & o v r v et et e s et e ettt it e e December — March
VIFZINIA . ..o lanuary — December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is passed
through to our customers without a markup. Therefore, increases in the cost of gas are offset by a corresponding
increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial performance than
revenues. However, gross profit in our Texas and Mississippi service areas does include franchise fees and gross
receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). Therefore, the amount of
these taxes included in revenues is influenced by the cost of gas and the level of gas sales volumes. We record
the associated tax expense as a component of taxes, other than income. Although changes in these revenue-
related taxes arising from changes in gas costs affect gross profit, over time the impact is offset within operating
income.
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As discussed above, the cost of gas typically does not have a direct impact on our gross profit. However,
higher pas costs mean higher bills for our customers, which may adversely impact our accounts receivable
collections, resulting in higher bad debt expense, and may require us to increase borrowings under our credit
facilities resulting in higher interest expense. In addition, higher gas costs, as well as competitive factors in the
industry and general economic conditions may cause customers to conserve of, in the case of induostrial consum-
ers, to use alternative energy sources. However, gas cost risk has been mitigated in recent years through
improvements in rate design that allow us to collect from our customers the gas cost portion of our bad debt
expense on approximately 75 percent of our residential and commercial margins.

In August 2012, we announced that we had entered into a definitive agreement to sell substantially all of our
natural gas distribution operations in Georgia. Prior-year results also reflect our Ilinois, Iowa and Missouri serv-
ice areas in discontinued operations, The sale of these service areas was completed in August 2012. The results
of these operations have been separately reported in the following tables as discontinued operations and exclude
general corporate overhead and interest expense that would normally be allocated to these operations.

During the first quarter of fiscal 2013, we completed seven regulatory proceedings, which should result in a
$63.7 million increase in annual operating income, The majority of this rate increase related to our Mid-Tex
Division, where rates became effective January 1, 2013, The rate design approved in our Mid-Tex Division and
West Texas Division regulatory proceedings includes an increase in the base customer charge and a decrease in
the commodity charged applied to customer consumption, The effect of this change in rate design allows the
Company’s rates to be more closely aligned with utility industry standard rate design. In addition, we anticipate
these divisions will earn their operating income more ratably over the fiscal year as we are now less dependent on
customer consumption. Therefore, we anticipate operating income earned during the first and second quarters to
be lower than in previous periods while operating income earned during the third and fourth quarters to be higher
than in previous periods. Accordingly, we anticipate our 2013 period-over-period results will reflect the impact
of these rate design changes.
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Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the three months ended
December 31, 2012 and 2011 are presented below,

Three Moaths Ended December 31

2012 2011 Change
{In thousands, uniess ofherwise noted)

Grossprofit ... ... ... oo $279,631  $283,595 $(3,964)
Operating €XPenses .. ... orr ittt 170,547 180,170 (9.623)
Operatingincome ......... ... ... ..o iiiiiiiiiean.n. 109,084 163,425 5,659
Miscellaneous eXpense . .. ..ot ittt e e {30 (1,887 1,766
Interest charges . ... oo i e 23,563 28,139 (4,576)
Income from continning operations before income taxes . . ... 85,390 73,389 12,001
TRCOME taX EXPENSE . ottt ittt et e ai e 32,297 28,888 3,409
Income from continuing operations ....................., 53,093 44,501 8,592
Income from discontinued operations, netoftax .............. 3,117 6,123 {3,006)
Nt ICOMIE ottt e e ie et e e e e $ 56,210  $ 50,624 3% 5,586
Consolidated natural gas distribution sales volumes from

continuing operations —MMef ... ... . Lo L 78,753 83,367 (4,614;
Consolidated natural gas distribution transportation volumes

from continuing operations —MMecf ... ... .. o L 32,889 32,277 612
Consolidated natural gas distribution throughput from continting

operations — MMcf ... .. ... oL 111,642 115,644 (4,002
Consolidated natural gas distribution throughput from

discontinued operations —MMef ... ... .. 2,057 6,104 (4,047

Total consolidated natural gas distribution thronghput —

MM 113,699 121,748 (8,049)

Consolidated natural gas distribution average transportation

revenueper Mef .. ... $ 047 $ 045 § 002
Consolidated natural gas distribution average cost of gas per

McfsOld oo e e $ 493 § 478 § 0.15

The $4.0 million decrease in natural gas distribution gross profit primarily reflects the following:

*+ $4.6 million net decrease in rate adjustments, primarily in the Mid-Tex Division due to the rate design
approved in our most recent Mid-Tex rate case, which includes an increase in the base customer charge
and a decrease in the commodity charge applied to customer consumption.

» $2.7 million decrease in revenue related taxes in our Mid-Tex and West Texas Divisions, primarily due to
lower revenues on which the tax is calculated.

These decreases were partially offset by a $2.4 million increase from colder weather, primarily in the Mid-
Tex service area.
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Operating expenses, which include operation and maintenance expense, provision for doubtful accouats,
depreciation and amortization expense and taxes, other than income, decreased $9.6 million, primarily due to the
following:

» $2.8 million decrease in legal costs, primarily due to the absence of prior-year settlement costs,

« $1.9 million decrease in franchise fees due to lower revenue on which the tax is calculated.

* $1.7 million decrease due to the establishment of regulatory assets for pension and postretirement costs.
* $1.0 million decrease in operating expenses due to increased capital spending.

Interest charges decreased $4.6 million, primarily from interest capitalized related to Rule 8,209 spending in
the current quarter and the early redemption of the 5.125% $250 million senior notes due January 2013, with
funds borrowed under a $260 million short-term debt facility in August 2012,

The following table shows our operating income from continuing operations by natural gas distribution divi-
sion, in order of total rate base, for the three months ended December 31, 2612 and 201 1. The presentation of our
natural gas distribution operating income is included for financial reporting purposes and may not be appropriate
for ratemaking purposes.

Three Months Ended December 31

2012 2011 Change
{In thousands)

Mid-T X it e e s $ 45577 $ 48449  $(2.872)
Kentucky/Mid-States . ...t 15,705 11,382 4,323
LOMISIANA . . ottt e e e 16,885 15,201 1,684
WSt TeXaS ottt i e e 9,578 10,675 1,097)
MISSISSIPPL vttt et e e e 11,613 10,132 1,481
Colorado-Kansas .. ...t e 8,744 8,179 565
L6175, S G982 (593) 1,575
Total . e e $109,084  $103,425 $ 5,659

Recent Ratemmaking Developments

Significant ratermaking developments that occurred during the three months ended December 31, 2012 are
discussed below. The amounts described below represent the operating income that was requested or received in
each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain
operating costs may have changed as a result of a final order from a commission or other governmental authority.

Annual net operating income increases totaling $63.7 million resulting from ratemaking activity became
effective in the quarter ended December 31, 2012 as summarized below:

Annnal Increase to

Rate Action Operating Income
— (En thousands)
Rate case fHInES ..o i e $56,700
Infrastructure PrOgrams . . . ..ottt e i it et e e e e 3,605
Annual rate filing mechanisms .. ... .. 3,441
$63,746



Additionally, the following ratemaking efforts were in progress during the first quarter of fiscal 2013 but
had not been completed as of December 31, 2012,

Operating
Income

Division Rate Action Jurisdiction Requested

(In thousands)

Colorado-Kansas ........... Ad Valorem® Kansas $1,322
Colorado-Kansas ........... GSRS® » Kansas 681
Colorado-Kansas ........... Infrastructure Replacement Colorado 871
Louisiana ................. Rate Stabilization Clause TransLa 2,730
Kentucky/Mid-States .. ...... Georgia Rate Adjustment Mechanism®  Georgia _1,079
$6,683

) The Ad Valorem filing relates to a collection of property taxes in excess of the amount included in our Kan-
sas service area’s base rates. The commission issued a final order on Janunary 16, 2013 for an increase in
operating income of $1.3 million.

@' The Gas System Reliability Surcharge (GSRS) filing relates to a collection of qualified infrastructure in

Kansas. The Commission issued a final order on January 9, 2013 for an increase in operating income of $0.6
million.

& On January 31, 2013, the Georgia commission approved a $0.7 million increase in operating revenues effec-
tive February 1, 2013.

Rate Case Filings

A rate case is a formal request from Atmos Energy to a regulatory authority to increase rates that are
charged to our customers. Rate cases may also be initiated when the regulatory authorities request us to justify
our rates. This process is referred to as a “show cause” action. Adequate rates are intended to provide for recov-
ery of the Company’s costs as well as a fair rate of return for our shareholders and ensure that we continue to
deliver reliable, reasonably priced natural gas service safely to our customers. The following table summarizes
the rate cases that were completed during the three months ended December 31, 2012,

Increase in

Annual Operating Effcctive
Division State Income Date
(In thousands)

2013 Rate Case Filings:

MId-TeX . oot i e e e s Texas $42,601 12/04/2012
Kentucky/Mid-States . .......................... Tennessee 7,530 11/08/2012
West TeXaS o i i e e e e Texas 0,569 10/01/2012

Total 2013 Rate Case Filings .................. $56,700



Infrastructure Programs

Infrastructure programs such as the Gas Reliability Infrastructure Program (GRIP) allow our regnlated divi-
sions the opportunity to include in their rate base annually approved capital costs incurred in the prior calendar year,
We currently have infrastructare programs in Texas, Georgia, Kentucky and Virginia. The following table summa-
rizes our infrastructure program filings with effective dates during the three months ended December 31, 2012,

Incremental Increase in
Net Utility Annual
Period Plant Operating Effective
Division End Investment Income Date

(In thousands) (In thousands)
2013 Infrastructure Programs:

Kentucky/Mid-States — Georgia . ........ 09/2011 $ 6,519 $1,079 10/01/2012

Kentucky/Mid-States — Kentucky ....... 092013 19,296 2,425 10/01/2012

Kentucky/Mid-States — Virginia ........ 09/2013 756 101 10/01/2012
Total 2013 Infrastructure Programs .. ... $26,571 $3,605

Annual Rate Filing Mechanism

As an instrument to reduce regulatory lag, annual rate filing mechanisms allow us to refresh our rates on a
periodic basis without filing a formal rate case. However, these filings still involve discovery by the appropriate
regulatory authorities prior to the final determination of rates under these mechanisms. We currently have annual
rate filing mechanisms in our Louisiana, Georgia and Mississippi service areas and in a portion of our Mid-Tex
Division. These mechanisms are referred to as the Dallas annual rate review (DARR) in our Mid-Tex Division,
stable rate filings in the Mississippi Division, Georgia rate adjustment mechanism in our Kentucky/Mid-States
Division and a rate stabilization clause in the Louisiana Division. We expect to initiate discussions regarding a
new rate review mechanism processes in our West Texas and Mid-Tex Divisions in fiscal 2013. The following
annual rate filing mechanism was completed during the three months ended December 31, 2012,

Additional
Annual
Test Year Operating Effective
Division Jurisdiction Ended Income Date
(In thousands)

2013 Filings:
MISSISSIDPE « o voe et Mississippi  6/30/2012 $3,441 117172012

Total 2013 Filings . . ........... . ..., $3,441

Other Ratemaking Activity

There was no other ratemaking activity completed during the three months ended December 31, 2012,

Regulated Transmission and Storage Segment

Our regulated transmission and storage segment consists of the regulated pipeline and storage operations of
the Atmos Pipeline-Texas Division, The Atmos Pipeline—Texas Division transports natural gas to our Mid-Tex
Division and third parties and manages five underground storage reservoirs in Texas, We also provide ancillary
services customary in the pipeline industry including parking arrangements, lending and sales of excess gas.

Our regulated transmission and storage segment is impacted by seasonal weather patterns, competitive fac-
tors in the energy industry and economic conditions in our Mid-Tex service arca. Natural gas prices do not
directly impact the results of this segment as revenues are derived from the transportation of natural gas. How-
ever, natural gas prices and demand for natural gas could influence the level of drilling activity in the markets
that we serve, which may influence the level of throughput we may be able to transport on our pipeline. Further,
natural gas price differences between the various hubs that we serve could influnence customers to transport gas
through our pipeline to capture arbitrage gains.
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The results of Atmos Pipeline-Texas Division are also significantly impacted by the natural gas require-
ments of the Mid-Tex Division because it is the primary supplier of natural gas for our Mid-Tex Division.

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

Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the three months
ended December 31, 2012 and 2011 are presented below.

Three Months Ended December 31

2012 2011 Change
(In thousands, unless otherwise noted)
Mid-Tex transportation - ............oiiieeeinneennann.. $ 40,785 § 37,343  $3.442
Third-party transportation .......... ... .. . . i 14,549 14,939 (390)
Storage and park and lend services . ....... ... ... ..l 1,510 1,806 (296)
L 71 o 1< O PP 3,837 2,671 1,166
Grossprofit . ... . ... . e 60,681 56,759 3,022
Operating eXPeMSeS . ... ...ttt 28,659 28,400 259
Operatingincome . ........ ... .. ... ... .. i iiiiiieian, 32,022 28,359 3,663
Miscellaneous eXpPensSe . ..t i i it azxzh (280} 153
Interest Charges oo oo nt e i e e e e e s 6,871 7,209 {338}
Income beforeincometaxes .............. ... ... ... ..., 25,024 20,870 4,154
INCOME tAX EXPENSE .« vttt ettt it ie e i e e 8,919 7,456 1,463
Netineome . .. ... ... e e $ 16,105 $ 13414  $2,691
Gross pipeline transportation volumes — MMcf .. ............. 161,484 160,829 655
Consolidated pipeline transportation volomes — MMcf ...... ... 108,743 105,037 3,706

The $3.9 million increase in regnlated transmission and storage gross profit was primarily a result of the
GRIP filing approved by the RRC during fiscal 2012. During the third fiscal quarter of fiscal 2012, the RRC
approved the Atmos Pipeline-Texas GRIP filing with an annuval operating income increase of $14.7 million that
went into effect in April 2012,

The GRIP filing approved in fiscal 2012 increased quarter-over-quarter gross profit by $3.7 miilion. In addi-
tion, excess retention gas sales increased gross profit by $0.7 miliion. Partially offsetting these increases was a
decrease of $0.6 million due to decreased priority reservation and demand fees.

Nonregulated Segment

Our nonregulated activities are conducted through Atmos Energy Holdings, Inc. (AEH), which is a wholly-
owned subsidiary of Atinos Energy Corporation and operates primarily in the Midwest and Southeast areas of the
United States,

AEH’s primary business is to deliver gas and provide related services by aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering gas o customers at competitive
prices. These activities are reflected as gas delivery and related services in the table below.

AEH also earns storage and transportation margins from (i) utilizing its proprietary 21-mile pipeline located
in New Orleans, Louisiana to aggregate gas supply for our regulated natural gas distribution division in Louisi-
ana, its gas delivery activities and, on a more limited basis, for third parties and (i) managing proprietary storage
in Kentucky and Louisiana to supplement the natuaral gas needs of our natural gas distribution divisions during
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peak periods. Most of these margins are generated through demand fees established under contracts with certain
of our natural gas distribution divisions that are renewed periodically and subject to regulatory oversight. These
activities are reflected as storage and transportation services in the table below.

AEH utilizes customer-owned or confracted storage capacity to serve its customers. In an effort to offset the
demand fees paid to contract for storage capacity and to maximize the value of this capacity, AEH sells financial
instruments in an effort to eamn a gross profit margin through the arbitrage of pricing differences in various loca-
tions and by recognizing pricing differences that occur over time. Margins earned from these activities and the
related storage demand fees are reported as asset optimization margins. Certain of these arrangements are with
regulated affiliates, which have been approved by applicable state regulatory commissions.

Our nonregulated activities are significantly influenced by competitive factors in the industry and general
economic conditions. Therefore, the margins earned from these activities are dependent upon our ability to attract
and retain customers and to minimize the cost of gas and demand fees paid to contract for storage capacity to
offer more competitive pricing to those customers,

Further, natural gas market conditions, most notably the price of natural gas and the level of price volatility
affect our nonregulated businesses. Natural gas prices and the level of volatility are influenced by a number of
factors including, but not limited to, general economic conditions, the demand for natural gas in different parts of
the country, the level of domestic natural gas production and the level of natural gas inventory levels.

Natural gas prices can influence:

* The demand for natural gas. Higher prices may cause customers to conserve or use alternative energy
sources. Conversely, lower prices could cause customers such as electric power generators to switch from
alternative energy sources to natural gas.

* Collection of accounts receivable from customers, which could affect the level of bad debt expense recog-
nized by this segment.

* The level of borrowings under our credit facilities, which affects the level of interest expense recognized
by this segment.

Natural gas price volatility can also influence our nonregulated business in the following ways:

* Price volatility influences basis differentials, which provide opportunities to profit from identifying the
lowest cost alternative among the natural gas supplies, transportation and markets to which we have
aCCESS,

+ Price volatility also influences the spreads between the corrent (spot) prices and forward natural gas
prices, which creates opportunities to earn higher arbitrage spreads.

¢ Increased volatility impacts the amounts of unrealized margins recorded in our gross profit and could
impact the amount of cash required to collateralize our risk management liabilities.

Our nonregulated segment manages its exposure to natural gas commodity price risk through a combination
of physical storage and financial instraments, Therefore, results for this segment include unrealized gains or
losses on its net physical gas position and the related financial instruments used to manage commodity price risk.
These margins fluctnate based upon changes in the spreads between the physical and forward natural gas prices.
Generally, if the physical/financial spread narrows, we will record unrealized gains or lower unrealized losses. If
the physical/financial spread widens, we will generally record unrealized losses or lower unrealized gains, The
magnitude of the unrealized gains and losses is also contingent upon the levels of our net physical position at the
end of the reporting period.
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Review of Financial and Operating Results

Financial and operational highlights for cur nonregulated segment for the three months ended December 31,
2012 and 2011 are presented below,

Three Months Ended
December 31
2012 2011 Change
{Jn thousands, unless otherwisc
noted)
Realized margins
Gas delivery and related services .............. ... ... ... $ 10,0670 $ 11,113 $(1,043)
Storage and transportation Services . ..., ... ... 3,521 3,189 332
Other . 1,013 1,017 G
14,604 15,319 (715)
Asset optimization{) . ... L e e (15,123) (21,594) 6,471
Total realized margins . ........... ... ... .. ... ... ... ... (G19)  (6,275) 5,756
Unrealized marging .......... ... 0 iiiiriiaiiiiiann.n. 22,978 21,680 1,298
Grossprofit ... ... .. . . .. 22,459 15,405 7,054
OPerating eXPeNSES . .« o vv ittt ettt e e e 8,645 7,719 926
Operating income . .......... ... .. . i 13,814 7,686 6,128
Miscellaneous HCOME .. v\t et it it et 1,667 36 1,631
Interest charges ... ... .. L 797 252 545
Income beforeincometaxes .......... ... ... .. ... .. ........ 14,684 747G 7,214
TNCOME tAX EXPENSE .+ v vttt ittt it e en e e 6,534 3,001 3,533
NetINCOME .. ..ottt et e et $ 8,150 $ 4469 $ 3,681
Gross nonregulated delivered gas sales volumes — MMcef . ........ 59009 106,462 (7,453)
Consolidated nonregulated delivered gas sales volumes — MMcf ... 84,718  950,87¢  (6,152)
Net physical position Bef) . ... 25.8 35.6 (9.8)

() Net of storage fees of $5.9 million and $4.7 million.

Resuits for our nonregulated operations during the first fiscal quarter were adversely influenced by con-
tinned unfavorable natural gas market conditions. Historically high natural gas storage levels primarily resulting
from strong demestic natural gas production caused natural gas prices to remain relatively low during the first
fiscal quarter. Further, unseasonably warm weather reduced the demand for natural gas.

We anticipate these natural gas market conditions will continue for the foresecable future. As aresult, we
anticipate that basis differentials will remain compressed and spot-to-forward price volatility will remain rela-
tively low. Accordingly, although we anticipate continuing to profit on a fiscal-year basis from our nonregulated
activities, we anticipate per-unit margins from our delivered gas activities and margins earned from our asset
optimization activities will be more consistent with the reduced margins we realized in fiscal 2012 than in pre-
vious years.

Realized margins for gas delivery, storage and transportation services and other services were $14.6 million
during the three months ended December 31, 2012 compared with $15.3 million for the prior-year quarter. The
decrease primarily reflects a seven percent decrease in consolidated sales volumes, which was largely attributable
to warmer weather. Gas delivery per-unit margins remained consistent with prior-year per-unit margins at
$0.10/Mcf.
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Asset optimization margins increased $6.5 million from the prior-year quarter, primarily due to smaller
losses incurred from the settlement of financial positions, partially offset by higher storage demand fees.

Realized asset optimization margins for the prior-year quarter also included a $1.7 million charge to write
down to market certain natural gas inventory that no longer qualified for fair value hedge accounting.

Operating expenses increased $0.9 million, primarily due to higher contract labor costs,

Miscellaneous income increased $1.6 million primarily due to a gain realized from the sale of a distributed
electric generation plant and related assets,

Liquidity and Capital Resources

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

We regularly evaluate our funding strategy and profile to ensure that we have sufficient liquidity for our
short-term and long-term needs in a cost-effective manner. We also evalunate the levels of committed borrowing
capacity that we require. As discussed below, we currently have over $1 billion of capacity from our short-term
facilities.

On January 11, 2013, we issued $500 million of 4,15% 30-year unsecured senior notes, which, in effect,
replaced our $250 million 5.125% 30-year unsecured senior notes we redeemed in August 2012, on a long-term
basis, The net proceeds of approximately $494 million were used to repay $260 million outstanding under our
short-term financing facility used to redeem our 5.125% senior notes and to partially repay commercial paper
borrowings and for general corporate purposes, as discussed in Note 6,

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program for the
remainder of fiscal 2013.

Cash Flows

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

Cash flows from operating, investing and financing activities for the three months ended December 31, 2012
and 2011 are presented below.
Three Months Ended December 31
2012 2011 2012 vs. 2011
(In thousands)

Total cash provided by (used in)

Operating activities . ... ........ .o il $ 29,858 § (15,291) § 45,149

Investing activities ... ...t i i, (191,300)  (155,474) (35,826)

Financing activities . . ... .o 221,804 124,506 97,298
Change in cash and cash equivalents ................... 60,362 (46,259) 106,621
Cash and cash equivalents at beginning of period ......... 64,239 131,419 (67,180)
Cash and cash equivalents atend of period .............. $ 124,601  § 85160 § 39,441




Cash flows from operating activities

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

The $45.1 million increase in operating cash flows primarily reflects the timing of customer collections and
vendor payments as well as the effect of a decrease in the amount of cash used to inject gas into storage, primar-
ily in the company’s nonregulated segment.

Cash flows from investing activities

In recent years, a substantial portion of our cash resources has been used to fund growth projects, our
ongoing construction program and improvements to information technology systems. Our ongoing construction
program enables us to enhance the safety and reliability of the systems used to provide natural gas distribution
services tc our existing customer base, expand our natural gas distribution services into new markets, enhance the
integrity of our pipelines and, more recently, expand our intrastate pipeline network. In executing our current
regulatory strategy, we are focusing our capital spending in jurisdictions that permit us to earn an adequate return
timely on our investment without compromising the safety or reliability of our system. Currently, our Mid-Tex,
I.ouisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline—Texas Division
have rate tariffs that provide the opportunity to include in their rate base approved capital costs on a periodic
basis without being required to file a rate case.

Capital expenditures for fiscal 2013 are expected to range from $770 million to $790 million. For the three
months ended December 31, 2012, capital expenditores were $190.0 million compared with $154.4 million for
the three months ended December 31, 2011. The $35.6 million increase in capital expenditures primarily reflects
infrastructure spending incurred under RRC Rule 8.209 in the Mid-Tex Division of our natural gas distribution
segment and for the Line W and Line WX pipeline expansion projects in our regulated transmission and storage
segment.

Cash flows from financing activities
The $97.3 million increase in financing cash flows was primarily due to the following:
+ $83.0 million additional cash provided from short-term debt barrowings.

* $12.5 million increase in cash flows due to the absence of prior-year common stock repurchases as part of
our share repurchase program,

» $2.3 million increase in cash flows due to lower repayments of long-term debt. In the current-year quarter,
we did not repay any long-term debt compared to $2.3 million repaid in the prior-year quarter.

The following table summarizes our share issuances for the three months ended December 31, 2012 and
2011.
Three Months Ended

Pecember 31
2012 2011
Shares issued:
1998 Long-Term Incentive Plan .. ... ... .. .. o i, 364,415 197,503
Outside Directors Stock-for-FeePlan . ......... ... ... oo, 564 618
Total shares 18sued .. ..o i i e 364,979 198,121

The quarter-over-quarter increase in the number of shares issued primarily reflects the type of awards that
were issued from the 1998 Long-Term Incentive Plan in each period. In the current-year period, employees were
issued restricted stock units, for which we issued new shares. In the prior-year period, employees were issued
restricted stock awards, which were held in trust and did not require the issuance of new shares. For the three
months ended December 31, 2012 and 2011, we cancelled and retired 87,931 and 99,555 shares attributable to
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federal withholdings on equity awards. For the three months ended December 31, 2011, we repurchased and
retired 387,991 shares through our 2011 share repurchase program.

Credit Facilities

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

We finance our short-term borrowing requirements through a combination of a $750.0 million commercial
paper program, four committed revolving credit facilities and one uncommitted revolving credit facility with
third-party lenders that provide approximately $1.0 billion of working capital funding. As of December 31, 2012,
the amount available te us under our credit facilities, net of outstanding letters of credit, was $446.6 million.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 hillion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions, At December 31, 2012, $900 million remained
available for issnance under the shelf until it expires on March 31, 2013, However, with the issuance of $560
million of long-term debt on January 11, 2013, as described in Note 6, our remaining availability has been
reduced to $400 million. We intend to file a new shelf registration statement with the SEC for $1.75 billion prior
to the expiration of the current shelf registration statement,

Credit Ratings

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to the
cost of such financing. In determining our credit ratings, the rating agencies consider a number of quantitative
factors, including debt to total capitalization, operating cash flow relative to outstanding debt, operating cash
flow coverage of interest and pension Habilities and funding status. In addition, the rating agencies consider qual-
itative factors such as consistency of our earnings over time, the quality of our management and business strat-
egy, the risks associated with our regulated and nonregulated businesses and the regnlatory structures that govern
our rates in the states where we cperate.

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Meody’s Investers Serv-
ice (Moody’s) and Fitch Ratings, Ltd, (Fifch). As of December 31, 2012, all three ratings agencies maintained a
stable outlock. Qur current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured senfor long-termdebt . ....... ... ... .. .o BBB+ Baal A-
Commercial paper .. ... ... .. . i i e A-2 P2 F-2

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

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

We were in compliance with all of our debt covenants as of December 31, 2012. Our debt covenants are
described in greater detail in Note 6 to the unaudited condensed consolidated financial statements,
Capitalization

The following table presents our capitalization inclusive of short-term debt and the current portion of long-
term debt as of December 31, 2012, September 30, 2012 and December 31, 201 1:

December 31, 2012 September 30, 2012 December 31, 2011
(In thousands, except percentages)
Short-termdebt® ... ... o $ 830,891 15.9%$% 570,929 11.7%% 389,985 8.0%
Longtermdebt ......................... 1,956,507  37.6% 1956,436 40.0% 2,206,324 45.4%
Shareholders” equity ..................... 2,424,005 46.5% 2,359,243 48.3% 2,267,762 46.6%
Total ... . e $5,211,403  100.0% $4,886,608 100.0% $4,864,071  100.0%

1) Short-term debt at December 31, 2012 and September 30, 2012 included $260 million outstanding related to
a short-term facility we used to redeem our $250 million 5.125% Senior notes in Angust 2012. The balance
outstanding under this short-term facility was repaid in January 2013,

Total debt as a percentage of total capitalization, including short-term debt, was 53.5 percent at
December 31, 2012, 51.7 percent at September 30, 2012 and 53.4 percent at December 31, 2011. Qur ratio of
total debt to capitalization is typically greater during the winter heating season as we incur short-term debt to
fund natural gas purchases and meet our working capital requirements. We intend to maintain our debt to capital-
ization ratio in a target range of 50 to 55 percent.

Contractual Obligations and Commercial Commitments

Our significant commercial commitments are described in Note 9 to the unaundited condensed consolidated
financial statements, There were no significant changes in our contractual obligations and commercial commit-
ments during the three months ended December 31, 2012,

Risk Management Activities

We conduct risk management activities through our natural gas distribution and nonregulated segments. In
our natural gas distribution segment, we use a combination of physical storage, fixed physical contracts and fixed
financial contracts to reduce our exposure to unusually large winter-period gas price increases.

In our nonregulated segment, we manage our exposure to the risk of natural gas price changes and lock in
our gross profit margin through a combination of storage and financial instruments, including futures, over-the-
counter and exchange-traded options and swap contracts with counterparties. To the extent our inventory cost
and actual sales and actual purchases do not correlate with the changes in the market indices we use in our hedg-
es, we could experience ineffectiveness or the hedges may no longer meet the accounting requirements for hedge
accounting, resulting in the financial instruments being treated as mark to market instruments through earnings.

The following table shows the components of the change in fair value of our natural gas distribution seg-
ment’s financial instruments for the three months ended December 31, 2012 and 2011:

Three Months Ended
December 31
2612 2011
(In theusands)

Fair value of contracts at beginningof period .. .......... ..o oiinion.. $(76,260)  $(79.277)
Contracts realized/settled ... ... i i e 2,834 (17,729)
Fair value of new COntracts . .. .. ... ... ... 331 (555)
Otherchangesmnvalue .. ... ... . ... . ... e 8,898 11,732

Fair value of contractsatend ofperiod ... ..... ... .. oo .. $(64,197)  $(85,829)




The fair value of our natural gas distribution segment’s financial instruments at December 31, 2012 is pre-
sented below by time period and fair value source:

Fair Value of Contracts at December 31, 2012

Maturity in Years
Less Greater Total Fair
Source of Fair Value Than 1 1-3 4-5 Than 5 Value
(In thousands)

Prices actively quoted . .................... $(75,807y $11,610 $— $ $(64,197)
Prices based on models and other valuation

methods ... ... ... ... . . ., — — — — —
Total Fair Value ......................... $(75,807) $11,610 $— $— $(64,197)

The following table shows the components of the change in fair value of our nonregulated segment’s finan-
cial instruments for the three months ended December 31, 2012 and 2011:

Three Months Ended
December 31
2012 201
{In thousands)

Fair value of contracts at beginning of pertod . ... ... .. . . e $(15,123) $(25,050)
Contracts realized/settled . ... ... . o e 12,736 17,449
Fair value of new contracts . .. ... i e i e e — —
Other changesin vallie ... ... . i i i i i 825 (7,662}

Fair value of contracts atend of period ... ... ... . ... . . ... (1,562) (15,263}

Netting of cash collateral .. ... i i i i i e e e 16,559 22,084

Cash collateral and fair value of contracts at periodend ... ... ... .. ... ... ..... $ 14997 $ 6,821

The fair value of our nonregulated segment’s financial instruments at December 31, 2012 is presented below
by time period and fair value source:

Fair Value of Contracts at December 31, 2012

Maturity in Years

Total

Less Greater Fair

Source of Fair Value Fhan 1 1-3 4.5 Than 3 Value

In thEands)
Prices actively quoted . ............ ... ... .... $1,298 $(2,842) $(5)  $(13y  $(1,562)
Prices based on models and other valuation

methods .. ... ... . — — — — —_
Total Fair Valte .....oovviineininininnnnnn. $1,208  $(2,842) $(5) $(13)  $(1,562)

|
|

Pension and Postretirement Benefits Obligations

For the three months ended December 31, 2012 and 2011, our total net periodic pension and other benefits
cost was $18.9 million and $17.3 million. Those costs relating to our natural gas distribution operations are gen-
erally recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our dis-
tribution rate base. The remaining costs are recorded as a component of operation and maintenance expense.

Our fiscal 2013 costs were deterimined nsing a September 30, 2012 measurement date. As of September 30,
2012, interest and corporate bond rates utilized to determine our discount rates were lower than the interest and
corporate bond rates as of September 30, 2011, the measurement date for our fiscal 2012 net periodic cost.
Accordingly, we decreased our discount rate used to determine our fiscal 2013 pension and benefit costs to
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4.04 percent. The expected return on our pension plan assets remained at 7.75 percent, based on historical experi-
ence and the current market projection of the target asset allocation. Accordingly, our fiscal 2013 pension and
postretirement medical costs for the quarter ended December 31, 2012 were higher than the prior-year quarter.

The amounts with which we fund our defined benefit plans are determined in accordance with the Pension
Protection Act of 2006 (PPA) and are influenced by the funded position of the plans when the funding require-
ments are determined on January ! of each year. Based upon the most recent evaluation, we anticipate con-
tributing a total of between $30 million and $40 million to our defined benefit plans in fiscal 2013. Further, we
will consider whether an additional voluntary contribution is prudent to maintain certain PPA funding thresholds,
‘With respect to our postretirement medical plans, we anticipate contributing a total of between $25 million and
$30 million to these plans during fiscal 2013,

The projected pension liability, future funding requirements and the amount of pension expense ot incotme
recognized for the plans are subject to change, depending upon the actuarial value of plan assets in the plans and
the determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts
will be determined by actual investment returns, changes in interest rates, valoes of assets in the plans and
changes in the demographic composition of the participants in the plans.



OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our natural gas distribution, regulated trans-
mission and storage and nonregulated segments for the three-month periods ended December 31, 2012 and 2011,

Natural Gas Distribution Sales and Statistical Data — Continuing Operations

METERS IN SERVICE, end of period
RS AENtial . o i e e e e
CommMeErCial .. o e e e e

INVENTORY STORAGE BALANCE — Befi

SALES VOLUMES — MMcf2

Gas sales velumes
Residential . ... .. e e
Commercial .. ... ... e e
Industrial oo e e e e
Public authority and other . ... ... ..

Total gassales volumes . ... ... ... . e

Transportation VOIUMES . . . . ..ottt e e e e

Total throughput ... .. e

OPERATING REVENUES (000°5)2)

Gas sales revenues
Residential . ..o i e e e e e
Commercial ... ... . e e
Industrial .. ... e e e e
Public authority andother . ... ... .. .. .. e

Total gag saleS TEVEINLES . ... ... ... e e
Transporfation FEVENUES . ... ..ottt ittt att et iis o s e ianineneannn
Other asTEVEMULS . .. .. ...t e et e s

Total operating TEVENUES .. ... ... et ine e rncnrseanen

Average transportation revenue per Mcf) .. L e
Average costof gasper McfsoldD ... .. .. L

See footnote following these tables.
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Three Months Ended
December 31

2012 2011
2,805,013 2,788,455
256,630 253,846
2,127 2,236
10,169 10,215
3,073,339 3,054,752
54.8 58.1
46,323 49,469
25,256 26,223
4,555 5,057
2,619 2,618
78,753 83,367
34,022 33412
112,775 116,779
422,721 427,310
184,931 186,079
21,456 24,229
15,680 17,373
644,788 654,991
15,441 14,292
6,558 6,830
666,787 676,113
0.46 0.44
493 4,78



Natural Gas Distribution Sales and Statistical Data — Discontinued Operations

Three Months Ended
December 31
2012 2011

Meters in service, end of period . ... .. e s 63,959 148,256
Sales volumes — MMcf

Total gas sales VOIIMES . . ... ... i e e e e 1,542 3,952

Transportation VOIUINES . . ... ... ittt e 515 2,152

Total throughput ... .. e 2,057 6,104

Operating revenues (0007S) .. oottt e e $16,284 $ 40,630

Regulated Transmission and Storage and Nonregulated Operations Sales and Statistical Data

Three Months Ended
December 31

2012 2011
CUSTOMERS, end of period
Industrial ... o 732 771
MUBICIDAl o e e e e e 128 69
L 8 T 423 516
Total ................ f e e e e e e e 1,283 1,356
NONREGULATED INVENTORY STORAGE
BALANCE — Bof .. 26.9 27.9
REGULATED TRANSMISSION AND STORAGE
VOLUMES — MMcf 2 161,484 160,829
NONREGULATED DELIVERED GAS SALES
VOLUMES —MMcf@ .. .. e 99,009 106,462
OPERATING REVENUES (000’s) @
Regulated transmission and StOFAZE ... .. ..ottt i i e $ 60,681 § 56,759
Nonregulated . ... i i e e e e 359,894 444,176
Total Operating FEVENUES .. .. ..ottt it ettt e e e i $460,575  $500,935

Note to preceding tables:

(1) Statistics are shown on a consolidated basis,
{2) Sales volumes and revenues reflect segment operations, including intercompany sales and transportation
amounts.
RECENT ACCOUNTING DEVELOPMENTS
Recent accounting developments and their impact on our financial position, results of operations and cash
flows are described in Note 2 to the unaudited condensed consclidated financial statements.
Item 3.  Quanftitative and Qualitative Disclosures About Market Risk

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in
Item 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2012, During the three
months ended December 31, 2012, there were no material changes in our quantitative and qualitative disclosures
about market risk.
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Item d.  Controls and Procedures
Management’s Evaluation of Disclosure Contrels and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, of the effectiveness of the Company’s disclosure
controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s principal executive officer
and principal financial officer have concluded that the Company’s disclosure controls and procedures were effec-
tive as of December 31, 2012 to provide reasonable assurance that information required to be disclosed by us,
including our consolidated entities, in the reports that we file or submit under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified by the SEC’s rules and forms, including a
reascnable level of assurance that such information is accumulated and communicated to our management,
including our principal executive and principal financial officers, as appropriate to allow timely decisions regard-
ing required disclosure.

Changes in Internal Control over Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) during the first quarter of the fiscal year ended September 30, 2013 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION
Item 1.  Legal Proceedings

During the three months ended December 31, 2012, except as noted in Note 9 to the unaudited condensed
consolidated financial statements, there were no material changes in the status of the litigation and other matters
that were disclosed in Note 13 to our Annual Report on Form 10-K for the fiscal year ended September 30, 2012.
We continue to believe that the final outcome of such litigation and other matters or claims will not have a
material adverse effect on our financial condition, results of operations or cash flows.

Item 6,  Exhibits

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

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly cavsed this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

A1vos ENERGY CORPORATION
(Registrant)

By: /s/  BRET J. ECKERT

Bret J. Eckert
Senior Vice President and Chief
Financial Officer
(Duly authorized signatory)

Date: February 7, 2013
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Exhibit
Number

12

15

31

32
101.INS
161.SCH
101.CAL
101.DEF
101.LAB
101.PRE

EXHIBITS INDEX

Item 6
Page Number or
Incorporation by
Description Reference to

Computation of ratio of earnings to fixed charges

Letter regarding unaudited interim financial information
Rule 13a-14(a)/15d-14(a) Certifications

Section 1350 Certifications*

XBRL Instance Document

XBRL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation Linkbase
XBRI. Taxonomy Extension Definition Linkbase
XBRL Taxonomy Extension Labels Linkbase

XBRIL Taxonemy Extension Presentation Linkbase

* These certifications, which were made pursuant to 18 UU.8.C. Section 1350 by the Company’s Chief Execu-
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will
not be deemed to be filed with the Commission or incorporated by reference into any filing by the Company
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com-
pany specifically incorporates such certifications by reference.
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GLOSSARY OF KEY TERMS

ABC ..o Atmos Energy Corporation

AEH ... ... ... ... ... .. Atmos Energy Holdings, Inc.

ABM ... Atmos Energy Marketing, LLC
ACCL....... . Accumulated other comprehensive income
APS (o Atmos Pipeline and Storage, LL.C

Bef . oo Billion cubic feet

CFIC... .. Commodity Futures Trading Commission
FASB ... ... i Financial Accounting Standards Board
Fitch ... ... oo, Fitch Ratings, Ltd,

GRIP .......... ... ... Gas Reliability Infrastructure Program
GSRS ... Gas System Reliability Surcharge

ISRS . e Infrastructure System Replacement Surcharge
Mcf oo Thousand cubic feet

MMcf o Million cubic feet

Moody™s ...l Moody’s Investors Services, Inc.

NYMEX ... ... . oo New York Mercantile Exchange, Inc,

PPA o Pension Protection Act of 2006

PRP ... .o Pipeline Replacement Program

RRC...... .o Ratlroad Commission of Texas

RRM ..o Rate Review Mechanism

S&P .. Standard & Poor’s Corporation

SEC .. United States Securities and Exchange Commission
WNA . Weather Normalization Adjustment



PART L. FINANCIAL INFORMATION
Item 1.  Financial Statements
ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, September 30,
2082 2011

Unaudited)
(In thousands, except
share data)

ASSETS

Property, plantand equipment . ..., .. . . i e $7,128,484  $6,816,794
Less accumulated depreciation and amortization . ......... ... . o 0. 1,686,598 1,668,876
Net property, plant and equipment . ........ .. ... ... .. ... .. 5,441,886  5,147.918

Current assets
Cashand cashequivalents . ........ ...t it 27,706 131,419
Accounts receivable, Tet . . ... e e 216,753 273,303
Gas stored underground . .. ... .. e 239,329 289,760
L0157 et oo A T S U 291,870 316,471
Total CUITENE ASSOTS . . ettt et et et e e e e 775,658 1,010,953
Goodwill and intangible assets . ... ... . i e 740,174 740,207
Deferred charges and other assets . ...ttt e i e e 202,117 383,793

$7,349,835 $7,282.871

CAPITALIZATION AND LIABILITIES
Shareholders’ equity

Common stock, no par value (stated at $.005 per share); 260,000,600 shares
anthorized; issued and outstanding: June 30, 2012 — 90,172,665 shares;

September 30, 2011 — 90,296,482 shares ...............c.cuuiernnn.- $ 451 % 451
Additional paid-incapital .. ..., ... . . .. o s 1,737,047 1,732,935
Retained earnings . ... oo ittt e e e e 684,907 570,495
Accumulated other comprehensive Joss . ... ... (67,480) (48,460)

Shareholders” equity . ... i s 2,354,925 2,255,421

Long-term debt ... ... e e 1,956,289 2,206,117

Total capitalization . ..... .. ... 4,311,214 4,461,538

Current Habilities
Accounts payable and acerued liabilities ... ... . . L L L 178,198 291,205
Other current Habilities . ... o o s 468,409 367,563
Short-term debt ... L e e e e 213,491 206,396
Current maturities of long-termdebt . ...... .. .. ... .. ... 250,131 2,434
Total current Habilities . . .. ..ot i i e e e 1,110,229 867,598
Deferred Im00me tAXeS & ..ot i et e e e 1,085,654 960,093
Regulatory cost of removal obligation ...... ... .. ... ... . . 381,797 428,947
Deferred credits and other liabilities .. ... ... ... . .. . . . e 460,541 564,695

$7,349,835 §$7,282,871

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended
June 30
2012 201
(Unaudited)

(In thousands, except
per share data)

Operating revenues

Natural gas distribnfion SEEMENt . ... .ottt i e i $325,051  § 407,031
Regulated transmission and StOrage Segment ... ... vt 67,073 53,570
Nonregulated SEZMENt . ... ... o e e e 256,250 491,285
Intersegment eliMINAtIONS . ... ...t e (62,543) (108,271

585,831 843,615
Purchased gas cost

Natural gas distribution SegmMEnt ... ...ttt e 124,373 206,839
Regulated transmission and storage sSegment . ........... . i e e
Nonregulated SEEMENT .. .. .. .. i it e et e e 224,829 477,880
Intersegment eliMINATIONS . .. ..ottt e e et (62,161} (107,909)
287,041 576,810
Gross Profit . ... 298,790 266,805
Operating expenses
Operation and MAINENANICE L . . v vttt it e it e e 167,295 112,665
Depreciation and amortization ... ...... .. i i e e e 59,819 56,932
Taxes, other than ICOIMIE . . ... it et et c et e e 46,887 52,142
ASSEt IMPAITINEIS . .. ..ottt et it it et e e e — 16,988
Tofal OPerating EXPENSES L . .o\ vttt e it e ittt e et et it 214,001 232,127
OPEratiNg INCOTIE .+« o vt vttt ettt s et b et e s e et et e e et 84,789 34,078
Miscellaneous EXPense . .ot e e e (1,948) (1,430)
TtErESt ChATZES L. vttt e e e e 34,923 35,845
Income (loss) from continuing operations before income taxes ......... oo, 47,918 (3,197)
Income tax expense (benefit) ... ... i i e 17,774 (1,723)
Income (loss) from continuing OPErations . ... ... ..o uu ittt 30,144 (1,474)
Income from discontinued operations, net of tax ($566and $590) .............. ..., 088 908
Nt INCOME (0S8 .\ vttt ettt it ettt et ettt e e e e $ 31,132 § (565
Basic earnings per share
Income (loss) per share from continWing OPeETations . ... nn $ 033 §$ (002
Income per share from discontinued operations .......... ... .0 i i 0.01 0.01
Net income (loss) per share —basic ... ... ... . i i $ 034 $ (00D
Diluted earnings per share
Income (loss} per share from continuing operations ..........c....cviiinvenanan. $ 033 §  (0.02)
Income per share from discontinued operations ............ ... ... il 0.01 0.01
Net income {loss) pershare —diluted ............ . .. .. o il $ 034 § (0.0D
Cashdividendspershare ... ... . i i i e $ 0345 $§ 0340
Weighted average shares outstanding:
BaSIC o v vttt e e e e e e e e e 90,118 90,127
DIltEd . .o e e 50,993 90,127

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Nine Months Ended
June 30

2012

2011

(Unaudited)
(In thousands, except
per share data)

Operating revenues

Natural gas distribution segment .. ... .. ..ot $1,907,351 $2,187,907
Regulated transmission and storage segment . ...ttt 181,869 157,553
Nonregulated SEZIMENt .. ... o i i i i e 1,071,189 1,550,456
Intersegment eliminations . . ... ... . i i i i e (229955  (337,542)
2,930,454 3,558,374
Purchased gas cost
Natural gas distribution Segment . . ... ..o i i i i e 1,034,786 1,317,775
Regulated transmission and StOrage SEEMENt ... ... . tti e — —
Nonregulated SEEMENL . . .. oot i i e e e 1,028,592 1,491,815
Intersegment eliminations . ... ... i e e (228,857  (336,413)
1,834,521 2473,177
Gross PIOFIE oottt e e e e e 1,095,933 1,085,197
Operating expenses
Operation and Maintenance . ... ... ...ttt e it 334,065 341,317
Depreciation and amortization . .......... ... it 179,306 167,176
Taxes, other than INCOMIE . . ... ..t e e e e e e 145,004 145,868
ASSELIMPAITMENLS .. . Lot e e e e — 30,270
Total OPEratitg EXPENSES + o o v ettt et e 658,375 684,631
Operaling iNCOME . . ... .. ... ittt et 437,558 400,566
Miscellaneous inCoOme (EXPENSET . - o vttt ittt ittt e (3,207) 24,046
Interest CharEES o ottt ittt et e e e e e 107,025 112,615
Income from continuing operations before income taxes ......... .. .. L. 327,326 311,997
INCOME 1aX EXPEIISE . o . vttt ettt et ettt e et e e e ettt ettt 125,484 114,211
Income from cONtINUINE OPETAtIONS ., .\ .\ it vt it it er e reniar e 201,842 197,786
Income from discontinued operations, net of tax ($3,959 and $5,122) ............. 6,908 7,854
P B U o) ¢1 L= SN O OO P $ 208,750 205,640
Basic earnings per share
Income per share from continuing operations . .. ...t i $ 2.23 2.17
Income per share from discontined operations ..........c. oo 0.08 0.0
Net income pershare —basic . ..... ... o i $ 2.31 2.26
Diluted earnings per share
Tncome per share from continuingoperalions . . ....... ..o, $ 2.21 2.16
Income per share from discontinued operations ............... .. ... ... .. ... 0.07 0.09
Netincome pershare —diluted ... .. .. . o $ 2.28 2.25
Cash dividendspershare .. .. ... .. . . $ 1035 1.020
Weighted average shares outstanding:
BaSIC .. e e e e e e e e 90,131 90,233
DIIE . . e e e e e s 91,006 90,530

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended
June 3¢
2012 2011
(Unaudited)
(In thousands)
Cash Flows From Operating Activities
NELIICOIMIE .ottt et et et e e e e e e e e e e $ 268,750  $ 205,640
Adjustments to reconcile net income to net cash provided by operating activities:
ASSEt IMPAIMEHIS o1 L ot vt ettt et e et et e e e et e e — 30,270
Depreciation and amortizafion:
Charged to depreciation and amortization ........................... ..., 183,884 171,726
Charged t0 Other QCCOUNLS L, ..o u it e it et i i iiaaeens 310 149
Deferred INCOMEe 1aXES . . ittt it i e e e 120,713 115,488
OO . oo e 22,386 15,927
Net assets / liabilities from risk management activities . ...................... 12,759 (15,869)
Net change in operating assets and liabilities .. ....... .. o e, {29,996) (3,769)
Net cash provided by operating activities ... ... nnnean. 518,806 519,562
Cash Flows From Investing Activities
Capital expendItures ... ... .. . e (497,374)  (390,283)
O, MOt L e e e i e e e e (4,247) (3,373)
Net cash used in Investing aCHVITIES . . .. ... i i it e (501,621) (393,656}
Cash Flows From Financing Activities
Net decrease inshort-term debt ..., .. . e (6,688) (132,072)
Net proceeds from issuance of longtermdebt ... . ... . ... ... o L, — 394,618
Settlement of Treasury lock agreements . ............ ... oiuiiaariaaenn..n. — 20,079
Unwinding of Treasury lock agreements .. ........ ..ot iiinnenn .. — 27,803
Repayment of long-termdebt .. .. ... .. .. . . e (2,369) (360,066)
Cashdividends paid ... .. . i (94,338)  (93,039)
Repurchase of commonstock . ... ... ... L (12,535) —
Repurchase of equity awards .. ... ... . . e e e 5,219 {5,300)
Issuance of commOn STOCK . ... ..ttt i e e e 251 7,548
Net cash used in financing activities . ..........c.u it (120,898) (140,429
Net decrease in cash and cash equivalents ..... ... ... ... .. .. ., (103,713) (14,523)
Cash and cash equivalents at beginning of period . ........... ... ... ... ... .. L. 131,419 131,952
Cash and cash equivalents atendof period ... ... ... i i $ 27,706 $ 117,429

See accompanying notes to condensed consolidated financial statermnents.
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unacdited)
June 30, 2012

1. Nature of Business

Atmos Energy Corporation (“Atmos Energy” or the “Company”) and our subsidiaries are engaged primarily
in the regulated natural gas distribution and transmission and storage businesses as well as certain other non-
regulated businesses. Our corporate headquarters and shared-services function are located in Dallas, Texas and
our customer support centers are located in Amarillo and Waco, Texas.

Through our natural gas distribution business, we deliver natural gas through sales and transportation
arrangements to over three million residential, commercial, public authority and industrial customers through cur
six regulated natural gas distribution divisions, which at June 30, 2012 covered service areas located in 12 states,
In addition, we transport natural gas for others through our distribution system. On August {, 2012, we com-
pleted the divestiture of cur natural gas distribution operations in Missouri, Illinois and Towa, representing
approximately 84,000 customers. On August 8, 2012, we announced that we had entered into a definitive agree-
ment to sell our natural gas distribution operations in Georgia, representing approximately 64,000 customers. Our
regulated activities also include our regulated pipeline and storage eperations, which include the transportation of
natural gas to our distribution system and the management of our underground storage facilities. Qur regulated
businesses are subject to federal and state regulation and/or regulation by local anthorities in each of the states in
which cur natural gas distribution divisions operate.

Our nonregulated businesses operate primarily in the Midwest and Southeast through various wholly-owned
subsidiaries of Atmos Energy Holdings, Inc., (AEH). AEH is wholly owned by the Company and headquartered
in Houston, Texas. Through AEH, we provide natural gas management and transportation services to municipal-
ities, natural gas distribution companies, including certain divisions of Atmos Energy and third parties. AEH also
seeks to maximize, through asset optimization activities, the economic value associated with storage and trans-
portation capacity it owns or controls. Certain of these arrangements are with regulated affiliates of the Com-
pany, which have been approved by applicable state regulatory commissions.

We operate the Company through the following three segments:

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

* the regulated transmission and storage segment, which includes the regulated pipeline and storage opet-
ations of our Atmos Pipeline — Texas Division and

* the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services.

2. Unaudited Financial Information

These consolidated interim-period financial statements have been prepared in accordance with accounting
principles generally accepted in the United States on the same basis as those used for the Company’s audited
consolidated financial statements incladed in our Annual Report on Form 10-K for the fiscal year
ended September 30, 201 1. In the opinion of management, all material adjustments (consisting of normal recur-
ring accruals) necessary for a fair presentation have been made to the unandited consolidated interim-period
financial statements. These consolidated interim-period financial statements are condensed as permitted by the
instructions to Form 10-Q and should be read in conjunction with the audited consolidated financial statements
of Atmos Energy Corporation included in our Annual Report on Form 10-K for the fiscal year ended September
30, 2011. Because of seasonal and other factors, the results of operations for the nine-month period ended
June 30, 2012 are not indicative of our results of operations for the full 2012 fiscal year, which
ends September 30, 2012.



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

We have evaluated subsequent events from the June 30, 2012 balance sheet date through the date these finan-
cial statements were filed with the Securities and Exchange Commission (SEC). On July 27, 2012, we issued a
notice of redemption of our Unsecured 5.125% Senior Notes on August 28, 2012, The redemption is discussed
further in Note 6. On August 1, 2012, we completed the sale of our Missouri, Illinois and Iowa natuoral gas dis-
tribution assets. The sale is discussed in Note 5. On August 8, 2012 we announced that we had entered into a
definitive agreement to sell our natural gas distribution operations in Georgia, which is discussed in Note 5.

Significant accounting policies

Ouwr accounting policies are described in Note 2 to the consolidated financial statements in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2011.

During the second quarter of fiscal 2012, we completed our annual goodwill impairment assessment, Based
on the assessment performed, we determined that our goodwill was not impaired.

During the nine months ended June 30, 2012, two new accounting standards were announced that will
become applicable to the Company in future pertods. The first standard requires enhanced disclosure of offsetting
arrangements for financial instruments and will become effective for annual periods beginning after January 1,
2013 and for interim periods within those annual periods. The second standard indefinitely defers the effective
date for new presentation requirements related to reclassifications of items from accumulated other compre-
hensive income, which were scheduled to be effective for interim and annual periods beginning after
December 15, 2011, The adoption of these standards should not have an impact on our financial position, results
of operations or cash flows. There were no cther significant changes to our accounting policies during the nine
months ended June 30, 2012,

Regulatory assets and liabilities

Accounting principles generally accepted in the United States require cost-based, rate-regulated entities that
meet certain criteria to reflect the authorized recovery of costs due to regulatory decisions in their financial
statements. As a result, certain costs are permitted to be capitalized rather than expensed because they can be
recovered through rates. We record certain costs as regulatory assets when future recovery through customer
rates is considered prohable. Regulatory liabilities are recorded when it is probable that revenues will be reduced
for amounts that will be credited to customers through the ratemaking process. Substantially ali of our regulatory
assets are recorded as a component of deferred charges and other assets and substantially all of our regnlatory
liabilities are recorded as a component of deferred credits and other liabilities. Deferred gas costs are recorded
either in other current assets or liabilities and the regulatory cost of removal obligation is reported separately.



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Significant regulatory assets and liabilities as of June 30, 2012 and September 30, 2011 included
the following:

June 30, September 30,
2012 2011

{In thousands)

Regulatory assets:
Pension and postretirement benefitcosts . ... ... ... o o $240,312 $254.,666
Merger and integration costs, BEL . .. ... ovu ettt 5876 6,242
Deferred gas COSS v .o v v it i en e e 14,495 33,976
Regulatory costof removalasset . ... ... ... .. 10,430 8,852
Environmental costs ... ... i e 52 385
Rate Case COSIS .« oo e e e e 4,454 4,862
Deferred franchise fees . ... .. .. . i 2,129 379
L0 T S OO P 13,236 3,534

$290,984 $312,896

Regulatory liabilities:

Deferred gas costS .. ..ottt e e $ 34,044 $ 8,130
Regulatory cost of removal obligation .. ...................... ... 449,778 464,025
O heT .« e 6,465 14,025

$490,287 $486,180

The amounts above do not include regulatory assets and liabilities related to our divested Missouri, 1ilinois
and lowa service areas, which are classified as assets held for sale as of June 30, 2012 as discussed in Note 5.

During the prior fiscal year, the Railroad Commission of Texas’ Division of Public Safety issued a new rule
requiring natural gas distribution companies to develop and implement a risk-based program for the renewal or
replacement of distribution facilities, including stee} service lines. The rule allows for the deferral of all expenses
associated with capital expenditures incurred pursuant to this rule, including the recording of interest on the
deferred expenses until the next rate proceeding (rate case or annual rate filing) at which time investment and
costs would be recovered through base rates. As of June 30, 2012, we had deferred $2.1 million associated with
the requirements of this rule which are recorded in “Other” ip the regulatory assets table above,

Effective January 1, 2012, the Texas Legislature amended its Gas Utility Regulatory Act (GURA) to permit
natural gas utilities to defer into a regulatory asset or liability the difference between a gas utility’s actual pension
and postretirement expense and the level of such expense recoverable in its existing rates. The deferred amount
will become eligible for inclusion in the utility’s rates in its next rate proceeding. We elected to utilize this provi-
sion of GURA, effective Fanuary 1, 2012, and established a regulatory asset totaling $5.1 million, which is
recorded in “Other” in the regulatory assets table above. Of this amount, $2.9 miHion represented a reduction to
operation and maintenance expense during the second and third quarters of fiscal 2012.

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



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Comprehensive income

The following table presents the components of comprehensive income (loss}, net of related tax, for the
three-month and nine-month periods ended June 30, 2012 and 2011:

Three Months Ended Nine Months Ended
June 30 June 30
2012 201F 2012 2011
(In thousands)
Netincome (088) .. vvi ittt $31,132  § (566) $208,750  $205,640

Unrealized holding gains (losses) on investments, net
of tax expense (benefit) of $(523) and $(56) for
the three months ended June 30, 2012 and 2011
and of $1,194 and $876 for the nine months ended
June 30,2012 and 2011 ... ... ... ... ... (888) 94) 2,059 1,492

Amortization, unrealized gain (loss) and unwinding

of treasury lock agreements, net of tax expense

{benefit) of $(18,399) and $(4,629) for the three

months ended June 30, 2012 and 2011 and

$(9,995) and $7,950 for the nine months ended

June 30,2012 and 2011 ... L Ll (31,328) (7,884) (17,019) 13,536
Net unrealized gains (losses) on cash flow hedging

transactions, net of tax expense (benefit) of

$11,401 and $(182) for the three months ended

June 30, 2012 and 2011 and $(2,595) and $9,008

for the nine months ended June 30, 2012 and

201T 17,830 (285) (4,066} 14,090

Comprehensive income (1oss) .................. $16,746  $(8,829) $189,730  $234,758

Accumulated other comprehensive income (loss), net of tax, as of June 30, 2012 and September 30, 2011
consisted of the following unrealized gains (losses):

June 30, September 30,

2012 2611
(In thousands)
Accumulated other comprehensive income (Joss):
Unrealized holding gainsoninvestments . ........................ $ 4617 $ 2,538
Treasury lock agreements ... ... i i (51,176 (34,157)
Cashflowhedges ....... .. i e (20,921 (16.861)

$(67.480)  $(48,460)

3. Financial Instruments

We corrently use financial instruments to mitigate commodity price risk, Additionally, we periodically uti-
lize financial instruments to manage interest rate risk. The objectives and strategies for nsing financial instru-
ments have been tailored to our regulated and nonregulated businesses. The accounting for these financial
instruments is fully described in Note 2 to the consolidated financial statements in our Annual Report on Form
10-K for the fiscal year ended September 30, 2011, During the nine months ended Tune 30, 2012 there were no
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

changes in our objectives, strategies and accounting for these financial instruments. Currently, we utilize finan-
cial instruments in our natural gas distribution and nonregulated segments. We currently do not manage
commodity price risk with financial instruments in our regulated transmission and storage segment,

Our financial instruments de not coptain any credit-risk-related or other contingent featares that could cause
payments to be accelerated when our financial instruments are in net liability positions.

Regulated Commodity Risk Management Activities

Although our purchased gas cost adjustment mechanisms essentially insulate our natural gas distribution
segment from commodity price risk, our customers are exposed to the effects of volatile natural gas prices. We
manage this exposure through a combination of physical storage, fixed-price forward contracts and financial
instruments, primarily over-the-counter swap and option contracts, in an effort to minimize the impact of natural
gas price volatility on our customers during the winter heating scason.

Our natural gas distribution gas supply department is responsible for executing this segment’s commodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitted
to mitigate commodity price risk through financial instruments, the relevant regulatory authorities may establish
the level of heating season gas purchases that can be hedged. Historically, if the regulatory authority does not
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases
using financial instruments. For the 2011-2012 heating season (generally October through March), in the juris-
dictions where we are permitted fo utilize financial instruments, we hedged approximately 25 percent, or 25.7
Beft of the winter flowing gas requirements. We have not designated these financial instruments as hedges.

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

Nonregulated Commodity Risk Management Activities

The primary business in our nonregulated operations is to aggregate and purchase gas supply, arrange trans-
pertation and/or storage logistics and ultimately deliver gas to our customers at competitive prices. We utilize
proprietary and customer-owned transportation and storage assets to serve these customers, and will seek to
maximize the value of this storage capacity through the arbitrage of pricing differences that cccur over time by
selling financial instruments at advantageous prices to lock in a gross profit margin to enhance our gross profit by
maximizing the economic value associated with the storage and transportation capacity we own or control.

As aresult of these activities, our nonregulated segment 18 exposed to risks associated with changes in the
market price of natural gas. We manage our exposure to such risks through a combination of physical storage and
financial instruments, including futares, over-the-counter and exchange traded options and swap contracts with
counterparties. Future contracts provide the right, but not the requirement, to buy or sell the commeodity at a fixed
price. Swap contracts require receipt of payment for the commodity based on the difference between a fixed price
and the market price on the settlement date.

We use financial instruments, designated as cash flow hedges of anticipated purchases and sales at index -
prices, to mitigate the commodity price risk in our nonregulated operations associated with deliveries under
fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity dates rang-
ing from one to 53 months. We use financial instruments, designated as fair value hedges, to hedge our natural
gas inventory used in our asset optimization activities in our nonregulated segment.

10



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Also, in our nonregulated operations, we use storage swaps and futares to capture additional storage arbi-
trage opportunities that arise subsequent to the execution of the original fair value hedge associated with our
physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed price and
storage books and various over-the-counter and exchange-traded options. These financial instruments have not
been designated as hedges.

Interest Rate Risk Management Activities

We periodically manage interest rate risk by entering into Treasury lock agreements to fix the Treasury
yield component of the interest cost associated with anticipated financings.

As of June 30, 2012, we had three Treasury lock agreements outstanding to fix the Treasury yield compo-
nent of 30-year unsecured notes, which we plan to issue in January 2013,

In prior years, we entered into Treasury lock agreements to fix the Treasury yield component of the interest
cost of financing various issuances of long-term debt and senior notes, The gains and Josses realized upon
settlement of these Treasury locks were recorded as a component of accumuiated other comprehensive income
(loss) when they were settled and are being recognized as a component of interest expense over the life of the
associated notes from the date of settlement. The remaining amortization periods for the settled Treasury locks
extend through fiscal 2041,

Quantitative Disclosures Related to Financial Instruments

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

As of June 30, 2012, our financial instruments were comprised of both long and short commeodity positions,
A long position 18 a contract to purchase the commodity, while a short position is a contract to sell the commod-
ity. As of June 30, 2012, we had net long/(short) commodity contracts outstanding in the following quantities:

Natural
Hedge Gas
Contract Type Designation Distribufion Nonregnlated
Quantity (MMcf)
Commodity contracts FairValue . ...... . ... .. . . — (33,110)
CashFlow ... i i i — 42,625
Notdesignated ......... ...t . 15,940 38,773

15,940 48,288
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Financial Instruments on the Balance Sheet

The following tables present the fair value and balance sheet classification of our financial instruments by
operating segment as of June 30, 2012 and September 30, 2011. As required by authoritative accounting liter-
atare, the fair value amounts below are presented on a gross basis and do not reflect the netting of asset and
liability positions permitted under the terms of cur master netting arrangements. Further, the armounts below do
not include $5.7 million and $28.8 million of cash held on deposit in margin accounts as of June 30, 2012 and
September 30, 2011 to collateralize certain financial instruments. Therefore, these gross balances are not
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will
not be equal to the amounts presented on our condensed consolidated balance sheet, nor will they be equal to the
fair value information presented for our financial instruments in Note 4.

Natural
Balance Sheet Location DiSt[(‘i;;;lslﬁ{)ﬂ Nonregulated Total
{Int thousands)
June 30, 2012
Designated As Hedges:
Asset Financial Instroments
Current commodity contracts .., Other current assets 3 — $ 41920 $ 41,920
Noncurrent commodity
CONTActS . ovvivvnennannn, Deferred charges and other assets — — —
Liability Financial Instroments
Current commodity contracts ... Other current labilities (96,047 33,707y  (129,754)
Nouncurrent commodity
CONLTActs . ....oouunnnn.... Deferred credits and other liabilities — (7,638) (7.638)
Total ............... ciiiiat, (96,047) 575 (95,472)

Not Designated As Hedges:
Asset Financial Instruments

Current commodity contracts ... Other current assets 3,486 87,961 91,447
Noncurrent commmodity
contracts ..., Deferred charges and other assets 1,207 73,841 75,048
Liability Financial Instruments
Current commodity contracts . . . Other current Habilities® (1,505) (102,577 (104,082
Noncurrent commodity
CONIracts ................. Deferred credits and other liabilities —_— (64,360)  (64,360)
Total ........................ 3,188 (5,135) (1,947)
Total Financial Instruments ... ... $(92,859) § (4,560) $ (97,419

1 Other current liabilities not designated as hedges in our natural gas distribution segment include $0.7 million
related to risk management liabilities that were classified as assets held for sale at June 30, 2012,
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Na%ural
Balance Sheet Location Disl:;!z:lsllion Nonregulated Total
(In thousands}
September 30, 2011
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts ., , Other current assets $ — $22396 $ 227366
Noncurrent commodity
contracts ............ ... .. Deferred charges and other assets — 174 174
Liability Financial Instruments
Current commodity contracts . .. Other cutrent liabilities — (31,064) (31,064)
Noncurrent commodity
CONtracts ................. Deferred credits and other liabilities (67,527 (7,709) {75,236}
Total . ...t (67,527 (16,203) (83,730)

Not Designated As Hedges:
Asset Financial Instruments

Current commedity contracts . .. Other current assets 843 67,710 68,553
Noncurrent commodity
COTMTACES vt vv i e vnne s Deferred charges and other assets 99% 22,379 23,377
Liability Financial Instruments
Current commedity contracts ., . Other current liabilities®" (13,256)  (73.,865) (87,121)
Noncurrent commodity
contracts . ................ Deferred credits and other liabilities (335) (25,0671) (25,406)
Total .......... ... ... ... (11,750) (8.847) (20,597)
Total Financial Instruments ...... $(79.277  $(25,0650)  $(104,327)

) Other current liabilities not designated as hedges in our natural gas distribution segment include $1.3 million
related to risk management labilities that were classified as assets held for sale at September 30, 2011,

Impact of Financial Instruments on the Income Statement

Hedge ineffectiveness for our nonregulated segment is recorded as a component of unrealized gross profit
and primarily results from differences in the location and timing of the derivative instrument and the hedged
ttem. Hedge ineffectiveness could materially affect our results of operations for the reported period. For the three
months ended June 30, 2012 and 2011 we recognized gains arising from fair value and cash flow hedge
ineffectiveness of $19.0 million and $5.8 million. For the nine months ended June 30, 2012 and 2011 we recog-
nized gains arising from fair value and cash flow hedge ineffectiveness of $21.2 million and $23.3 million. Addi-
tional information regarding ineffectiveness recognized in the income statement is included in the tables below.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Centinued)

Fair Value Hedges

The impact of our nonregulated commodity contracts designated as fair value hedges and the related hedged
item on our condensed consolidated income statement for the three and nine months ended June 30, 2012 and
2011 is presented below.

Three Months Ended
June 30
2612 2011
(In thousands)

Commodity COMTACES . ... vttt it e et ettt e e et $(14,942y § 7,837
Fair value adjustment for natural gas inventory designated as the hedged

F1753 11 20 O 34,296 (1,781)
Total HIPACt ON TEVENTE . o v\ vttt ittt et et e e et e e e e aans $ 19,354  $ 6,056
The impact on revenue is comprised of the following;

Basis el ectiveness ... e $ 2077 $ 833

Timing ineffectiveness ... ... i i e 17,277 5,203

$19,354  $6,056

Nine Months Ended
June 30
2012 2011
{In thousands)
CommOodity COMIACES & .\ vttt et et e e e e s it et e s $38,211 $ 4,834
Fair value adjustment for natural gas inventory designated as the hedged
173 11 (16,039) 19,430
Total IMPact ONTEVEIUE . . o ottt et ie et ettt e ee e $22,172 $24,264
The impact on revenue is comprised of the following;
Basis ineffectiveness .. ... ... e e $ 2,179  § 1,265
Timing ineffectiveness ... ... e e 19,993 22,999

$ 22,172 $24.264

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

To the extent that the Company’s natural gas inventory does not gualify as a hedged item in a fair-value
hedge, or has not been designated as such, the natural gas inventory is valued at the lower of cost or market.
During the nine months ended June 30, 2012, we recorded a $1.7 million charge to write down nonqualifying
natural gas inventory to market. We did not record a writedown for nonqualifying natural gas inventory for the
nine months ended June 30, 2011.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Cash Flow Hedges

The impact of cash flow hedges on our condensed consolidated income statements for the three and nine
months ended June 30, 2012 and 2011 is presented below. Note that this presentation does not reflect the finan-
cial impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of the
economic gross profit we realized when the underlying physical and financial transactions were settled.

Three Months Ended June 30, 2012

Natuoral Regulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated

{In thousands)

Loss reclassified from AOCI for effective

portion of commeodity contracts . . ... ... & $§ — $(19,534) $(19,534)
Loss arising from ineffective portion of

commodity contracts .. .............. e — (328) (328)
Total impact on gross profit ............ — — (19,862) (19,862}

Loss on settled Treasury iock agreements
reclassified from AQCT into interest

EXPENSE Lottt (502) — — (502)
Total Impact from Cash Flow Hedges . . . . . $(502) 5 — $(19,862) $(20,364)
Three Months Ended June 36, 2011
Natural Regulated
Gas Transmission

Distribution and Storage Nonregulated Consolidated
(In thousands)

ILoss reclassified from AQCI for effective

portion of commedity contracts . ..., ... $ — 5 — $(3,907) $(3,907)
Loss arising from ineffective portion of

commodity contracts . ............... — — (281) (281)
Total impacton grossprofit ............ — — {(4,188) (4,188)

Loss on settled Treasury lock agreements
reclassified from AOCI into interest
EXPENSE oottt 614) — — (614)

Total Impact from Cash Flow Hedges .. ... $614) $ — $(4,188) $(4,802)
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Nige Months Ended June 30, 2612

Natural Regutated
Gas Transmission
Distribution and Storage Nonregulated  Consclidated
(Ir thousands)

Loss reclassified from AOCI for effective

portion of commodity contracts . ....... 5 — 5 — $(52,358) $(52,358)
Loss arising from ineffective portion of

commodity contracts ................ — — (996) (996)
Total impact on gross profit ............ —— — (53,354) (53,354)
Loss on settled Treasury lock agreements

reclassified from AOCI into interest

EXPEMSE ottt (1,506) — — (1,506)
Total Impact from Cash Flow Hedges . . . .. $(1,506) $ — $(53,354) $(54,860)

Nine Months Ended June 30, 2011

Natural Regulated
Gas Transmission
Distribution and Storage Nonrepulated Censolidated

(In thonsands)

Loss reclassified from AQCI for effective

portion of commodity contracts , ... . ... h — $ — $(25,488) $(25,488)
Loss arising from ineffective portion of

commodity contracts ................ — — (958) (958)
Total impact on gross profit ............ — — {26,446) (26,446)

Loss on settled Treasury lock agreements

reclassified from AQCI into interest

EXPENSE .. (1,953) — — (1,953)
Gain on unwinding of Treasury lock

reclassified from AOCI into

miscellaneous income . .............. 21,803 6,000 — 27,803

Total Impact from Cash Flow Hedges . . . . . $19,850 $6,000 $(26,446) $ (596}
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

The following table summarizes the gains and losses arising from hedging transactions that were recognized
as a component of other comprehensive income (loss), net of taxes, for the three and nine months ended June 30,
2012 and 2011. The amounts incinded in the table below exclude gains and losses arising from ineffectiveness
becaunse those amounts are immediately recognized in the income statement as incurred,

Three Months Ended Nine Months Ended
June 30 June 30
202 2011 26012 2011
(In thoasands)
Increase {(decrease) in fair value:
Treasury fock agreements .. ........... ... .. $(31,644)  $(8,270) $(17,968) $ 29,822
Forward commodity contracts ................ 5,914 (2,668)  (35,998) (1,457)
Recognition of (gains) losses in earnings due to
settlements:
Treasury lock agreements .. .................. 316 386 949 (16,286)
Forward commodity contracts ................ 11,916 2,383 31,938 15,547
Total other comprehensive income (loss) from
hedging, netoftax® ... ... .. ... ........... $(13,498)  $(8,169) $(21,079) $ 27,626

(1) Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each faxing
jurisdiction.

Deferred gains (losses) recorded in accumulated other comprehensive income (AOCT) associated with our
treasury lock agreements are recognized in earnings as they are amortized over the terms of the underlying debt
instruments, while deferred losses associated with commodity contracts are recognized in earnings upon seftle-
ment, The following amounts, net of deferred taxes, represent the expected recognition in earnings of the
deferred gains (losses) recorded in AOCI associated with our financial instruments, based upon the fair values of
these financial instruments as of June 30, 2012. However, the table below does not include the expected recog-
nition in earnings of our outstanding Treasury lock agreements as these instruments have not yet settied.

Treasury
Lock Commodity
Agreements Contracts Total
(I thousands)
Nexttwelve months ... vt i $(1,206) $(16,543)  $(17,309)
Thereafter . ... . . e 10,600 (4,378) 6,222

Totalth | L e e $ 9,334 $(20,921)  $(11,587)

) Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each taxing
jurisdiction.

Financial Instruments Not Dexignated as Hedges

The impact of financial instruments that have not been designated as hedges on our condensed consolidated
income statements for the three months ended June 30, 2012 and 2011 was an increase (decrease) in gross profit
of $11.2 miltion and $(4.3) million. For the nine months ended June 30, 2012 and 2011 gross profit increased
{decreased) $(3.8) million and $3.9 million. Note that this presentation does not reflect the expected gains or
losses arising from the underlying physical transactions associated with these financial instroments. Therefore,
this presentation is not indicative of the economic gross profit we realized when the underlying physical and
financial transactions were settled.

17



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

As discussed above, financial instruments used in our natural gas distribution segment are not designated as
hedges. However, there is no earnings impact on our natural gas distribution segment as a result of the use of
these financial instruments because the gains and losses arising from the use of these financial instruments are
recognized in the consolidated statement of income as a component of purchased gas cost when the related costs
are recovered through our rates and recognized in revenue. Accordingly, the impact of these financial instruments
is excluded from this presentation.

4, Fair Value Measurements

We report certain assets and liabilities at fair value, which is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measure-
ment date (exit price). We record cash and cash equivalents, accounts receivable and accounts payable at carry-
ing value, which substantially approximates fair value due to the short-term nature of these assets and liabilities,
For other financial assets and liabilities, we primarily use quoted market prices and other observable market pric-
ing information to minimize the use of unobservable pricing inputs in our measurements when determining fair
value. The methods used to determine fair value for our assets and liabilities are fully described in Note 2 to the
financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30, 201 1. During
the three and nine months ended June 30, 2012, there were no changes in these methods.

Fair value measurements also apply to the valuation of our pension and postretirement plan assets. Current
accounting guidance requires employers to annually disclose information about fair value measurements of the
assets of a defined benefit pension or other postretirement plan. The fair value of these assets is presented in Note
9 to the financial statements in cur Annual Report on Form 10-K for the fiscal year ending September 30, 2011.
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Quantitative Disclosures

Financial Instruments

The classification of our fair value measurements requires judgment regarding the degree to which market
data are observable or corroborated by observable market data. Authoritative accounting literature establishes a
fair value hierarchy that prioritizes the inputs used to measure fair value based on observable and unobservable
data. The hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted quoted
prices in active markets for identical assets and liabilities (Level 1), with the lowest priority given to
unobservable inputs (Level 3). The following tables summarize, by level within the fair value hierarchy, our
assets and Habilities that were accounted for at fair value on a recunring basis as of June 30, 2012 and Sep-
tember 30, 2011. Assets and liabilities are categorized in their entirety based on the lowest level of input that is

significant to the fair value measurement.

Quoted Significant Significant
Prices in Other Other
Active Observable Unobservable Netting and
Markets Inpuis Inputs Cash June 30,
(Level 1) (Level 2)@ (Level 3) Collateral® 2012
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment ,........... $ — $ 4,693 $ — % — $ 4,693
Nonregulated segment™ . ... ... ... ... ... 1,057 201,766 — (193,759) 9,964
Total financial instruments . .................. 1,957 206,459 — (193,759) 14,657
Hedged portion of gas stored underground ... ... 89,257 — — — 89,257
Available-for-sale securities
Money market funds . ... ..., .. ... . ... e 2,629 — s 2,629
Registered investment companies ........... 36,839 — — — 36,839
Bonds ... i — 23,421 -— — 23,421
Total available-for-sale securities ............. 36,839 26,050 — — 62,889
Total GSSEES + v v v vt s v s et et $128.053  $232,509 $ - $(193,759) $166,803
Liabilities:
Financial instraments
Natural gas distribution segment .. .......... $ — $97552 $ — § — $ 97,552
Nonregulated segment™™ . ... ... ... ... ..... 7,441 200,842 — (199,443) 8,840
Total Habilities ......... ... ... .. .......... $ 7,441 $208,394 $ — $(199,443) $106,392
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Quoted Significant Significant

Prices in Other Other
Active Observable Unobservable Neiting and
Markets Inputs Inputs Cash September 36,
(Level 1)  (Level 2)@ {Level 3) Collaterai® 2081
{In thousands)
Assets:
Financial instruments
Natural gas distribution segment . .......... $  — § 1,841 8 — & — $ 1841
Nonregulated segment) ... ... ... ... 8,502 104,156 — (95,156) 17,502
Total financial instruments ................. 8,502 105,997 e (95,156) 19,343
Hedged portion of gas stored underground . . . .. 47,940 — — — 47,940
Available-for-sale securities
Money market funds .......... ... ... —_— 1,823 — — 1,823
Registered investment companies .......... 36,444 — — — 36,444
Bonds ... . — 14,366 — — 14,366
Total available-for-sale securities ............ 36,444 16,189 — — 52,633
Total @SSEIS o vttt v s i e $92.886 $122,186 $ — 5 (95156) $119916
Liabilities:
Financial instroments
Natural gas distribution segment . .......... $ - § 81,118 $ — 3 — $ 81,118
Nonregulated segment™® ... ... ... ..... 9,324 128,334 — (123,943) 13,765
Total liabilities ... ......... ... ... ... .... $ 9,324 $209,502 3 — $(123,943) $ 94,883

It

pr}

(S
2

€]
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Certain of the nonregulated segment’s financial instruments were reclassified from Level 1 to Level 2 upon
further evaluation.

Our Level 2 measurements consist of over-the-counter options and swaps which are valued using a market-
based approach in which observable market prices are adjusted for criteria specific to each instrument, such
as the strike price, notional amount or basis differences, municipal and corporate bonds which are valued
based on the most recent available quoted market prices and money market funds which are valued at cost.

This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature. In addi-
tion, as of June 30, 2012, we had $5.7 million of cash held in margin accounts to collateralize certain finan-
cial instruments. Of this amount, $1.8 million was used to offset current risk management liabilities under
master netting arrangements and the remaining $3.9 million is classified as current risk management assets.

This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature, In addi-
tion, as of September 30, 2011 we had $28.8 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $12.4 million was used to offset current risk management liabilities
under master netting arrangements and the remaining $16.4 million is classified as current risk management
assets,



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continced)

Available-for-sale securities are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gain Loss Value
{In thousands)
As of June 30, 2012:

Domesticequity mutwal funds . ... ... .o L $24,322  $6,887 $ —  $31,209
Foreign equity mutual funds ..., ... ... o i 5,328 342 40) 5,630
Bonds ... e e 23,282 145 6) 23,421
Moneymarket funds . ......... .. ... ... .. . ... . oL 2,629 - — 2,629

$55,561  $7,374  § (46) $62.889

As of September 36, 2011:

Domestic equity mutual funds .. ... ... o oo $27,748  $4,074 $ —  $31,822
Foreign equity mutnal fands . ... ..o . o e 4,597 267 (242) 4,622
Bonds . ... e 14,390 10 (34} 14,366
Money marketfunds ........ . ... i 1,823 — e 1,823

$48,558  $4,351  $(276) $52,633

At JTune 30, 2012 and September 30, 2011, our available-for-sale securities included $39.5 million and $38.3
million related to assets held in separate rabbi trusts for our supplemental executive benefit plans. At June 30,
2012 we maintained investments in bonds that have contractual maturity dates ranging from July 2012 through
July 2016.

These securities are reported at market value with unrealized gains and losses shown as a component of
accumulated other comprehensive income (loss). We regularly evaluate the performance of these investments on
a fund by fund basis for impairment, taking into consideration the fund’s purpose, volatility and current returns.
If a determination is made that a decline in fair value is other than temporary, the related fund is written down to
its estimated fair value and the other-than-temporary impairment is recognized in the income statement,

We maintained an investment in one foreign equity mutual fund with a fair value of $2.7 million in an unre-
alized loss position of less than $0.1 million as of June 30, 2012, This fund has been in an unrealized loss posi-
tion for less than twelve months. Because this fund is only used to fund the supplemental plans, we evaluate
investment performance over a long-term horizon. Based upon our intent and ability to hold this investment, our
ability to direct the source of the payments in order to maximize the life of the portfolio, the short-term nature of
the decline in fair value and the fact that this fund continues to receive good ratings from mutual fund rating
companies, we do not consider this impairment to be other-than-temporary as of June 36, 2012.

We also maintained several bonds with a cumulative fair value of $3.8 million in an unrealized loss position
of less than $0.1 million as of June 30, 2012. These bonds have been in an unrealized loss position for less than
twelve months, Based upon our intent and ability to hold these investments, our ability to direct the source of
payments in order to maximize the life of the portfolio, the short-term nature of the decline in fair value and the
fact that these bonds are investinent grade, we do not consider this impairment to be other than temporary as of
June 30, 2012.
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Other Fair Value Measures

Our debt is recorded at carrying value. The fair value of our debt is determined using third party market
value quotations. The following table presents the carrying value and fair value of our debt as of June 30, 2012:

June 30, 2012
(In thousands)
Carrying AMOUNL . . ... .. e e $2,210,196
i ValE v it i it e e e e $2,633,004

5. Discontinued Operations

On August 1, 2012, we completed the sale of substantially all of our natural gas distribution assets located in
Missouri, Tlinois and Towa to Liberty Energy (Midstates) Corp., an affiliate of Algonquin Power & Utilities
Corp. for a cash price of approximately $129 million. The sale was previously announced on May 12, 2011. In
connection with the sale, we expect to recognize a net of tax gain of approximately $6 million, subject to post-
closing adjustments.

As required under generally accepted accounting principles, the operating results of our Missouri, Hlinois
and Towa operations have been aggregated and reported on the condensed consolidated statements of income as
income from discontinued operations, net of income tax. Expenses related to general corporate overhead and
interest expense allocated to their operations are not included in discontinued operations.

The tables below set forth selected financial and operational information related to net assets and operating
results related to discontinued operations. Additionally, assets and liabilities related to our Missouri, Hlinois and
Iowa operations are classified as “held for sale” in other current assets and liabilities in cur condensed con-
solidated balance sheets at June 30, 2012 and September 30, 201 1.

The following table presents statement of income data related to discontinued operations.

Three Months Ended Nine Months Ended
June 30 June 30
2012 2011 2012 2011
(In thousands)
Operating fevenues . ......... et e $8,745  $11,524  $58,570 $71,047
Purchased gascost .. .. ..o 3,005 5,460 34,982 44,993
Grossprofit . ... 5,740 6,064 23,588 26,054
Operating eXpensSes ..o v vt ie i 4,146 4,472 12,595 12,919
Operating INCOIME .. ...t eninin s 1,594 1,592 16,993 13,135
Other nonoperaling expense . ........ooevieennen. .. 40) (94) (126) (159}
Income from discontinued operations before income
172505 T OO 1,554 1,498 16,867 12,976
Tncome taX EXPENSE v v vt in i i 566 596 3,959 5,122
NetinCome ... r i e an s $ 988 & 908 § 6,908 $ 7.854
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The following table presents balance sheet data related to assets held for sale,
June 36, September 30,

2612 2011
(In thousands)
Net plant, property & equipment .. ... it i $126,685 $127,577
Gasstoredunderground . ........ ... e 5,746 11,931
Other CUITENE ASS8IS ¢ v vttt vttt e et e e et et et e 2,998 786
Deferred charges and otherassets .. ... ... oo 100 277
Assetsheld forsale . ... . . $135,529 $140,571
Accounts payable and accrued liabilities ............ ... ... ... ... $ 1,526 $ 1917
Other current liabilities .. . ... ot i e 8,722 4 877
Regulatory costof removal ... .. ... . e 6,927 10,498
Deferred credits and other labilities ............ .. ... ... . . 869 1,153
Liabilities held forsale . ... ... . it e s $ 18,044 $ 18,445

On August §, 2012, we entered into a definitive agreement to sell all of our natural gas distribution assets
located in Georgia to Liberty Energy (Georgia) Corp., an affiliate of Algonquin Power & Utilities Corp. for a
cash price of approximately $141 million. The agreement contains terms and conditions customary for trans-
actions of this type, including typical adjustments to the purchase price at closing, if applicable. The closing of
the transaction is subject to the satisfaction of customary conditions including the receipt of applicable regulatory
approvais, which we currently anticipate will occur m fiscal 2013,

The following table presents the assets and liabilities associated with our Georgia operations as of June 30,
2012. As required under generally accepted accounting principles, the operating results and the assets and
liabilities of our Georgia operations are classified as continuing operations at June 30, 2012,

June 30, 2012
(In thousands)

Net plant, property & equipment . . .. ...ttt $133,336
Gas stored underground . . ... .. e 2,389
O RET CUITENL AS80LS & . v ittt it et e e it et et et e i en e neaaeenens 6,885
Deferred charges and other assets ... ... ..ot e 112

OtA] A8SBES . ..ot e e e, $142722
Accounts payable and accrued Habilities ... ... ... L $ 1,570
Other current Tiabillfies ... .. . o i e e e 3,275
Regulatory costof removal .. .. ... ... e 4,010
Deferred credits and other liabilities . ........ ... .. i 296

Total Habilitles . . . . et e e $ 9,151

6. Debt

The nature and terms of our debt instruments are described in detail in Note 7 to the consolidated financial
statements in our Annual Report on Form 10-X for the fiscal year ended September 30, 201 1. There were no
material changes in the terms of our debt instruments during the nine months ended June 30, 2012.
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Long-term debt
Long-term debt at June 30, 2012 and September 30, 2011 consisted of the following:

June 30, September 34,
22 2011
{In: thousands)
Unsecured 10% Notes, redeemed December 2011 . ................. $ — 3 2,303
Unsecured 5.125% Senior Notes, due Janvary 2013 .. ............... 250,000 250,000
Unsecured 4,95% Senior Notes, due 2014 . ....................... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 ... ... . ... ... ... ... 250,600 250,000
Unsecured 8.50% Senior Notes, duc 2019 . ... ... ... ... ... ... 450,000 450,600
Unsecured 5.95% Senior Notes, due 2034 ... .. ... .. ... .. .... 200,000 200,000
Unsecured 5.50% Senior Notes, due 2041 ... ... ... ......... 400,000 400,000
Medium term notes
Series A, 1995-1, 6.67%,duc 2025 .. .. ... . 10,000 10,000
Unsecured 6.75% Debentures, due 2028 ... ... . o i 150,000 150,000
Rental property term note due in installments through 2013 ... ....... 166 262
Total long-termdebt ............ SR 2,210,196 2,212,565
Less:
Original issue discount on unsecured senior notes and debentures . . . . (3,776) (4,014}
Current matuIIties . .. ..ottt et e e (250,131) (2.434)

$1,956,289  $2,206,117

Our unsecured 10% notes were paid on their maturity date on December 31, 2011 and were not replaced. As
noted above, our Unsecured 5.125% Senior Notes were scheduled to mature in January 2013. On July 27, 2012
we issued a notice of early redemption of these notes on August 28, 2012. We intend to initially fund the
redemption through the issuance of commercial paper. Shortly thereafter, we intend to enter into a short-term
financing facility to repay the commercial paper borrowings utilized to redeem the notes. The short-term facility
is expected to be repaid with the proceeds received from the issuance of new unsecured notes anticipated to occur
in January 2013. In connection with the redemption, we will pay a make-whole premivm in accordance with the
terms of the indenture and the Senior Notes and accrued interest at the time of redemption. In accordance with
regulatory requirements, the premium will be deferred and will be recognized over the life of the new unsecured
notes expected to be issued in Januvary 2013,

Shori-term debt

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

We finance our short-term borrowing requirements through a combination of a $750 million commercial
paper program collateralized by our $750 million unsecured credit facility and four committed revolving credit
facilities with third-party lenders. As a result, we have approximately $985 million of working capital funding.
Additionally, our $750 million unsecured credit facility has an accordion feature which, if utilized, wounld
increase borrowing capacity te $1.0 billion. At June 30, 2012 and September 30, 2011, there was $213.5 million
and $206.4 million outstanding under cur commercial paper program. We also use intercompany credit facilities
to supplement the funding provided by these third-party committed credit facilities.
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Regulated Operations

We fund our reguiated operations as needed, primarily throngh our commercial paper program and three
committed revolving credit facilities with third-party lenders that provide approximately $785 million of working
capital funding, including a five-year $750 million unsecured facility, a $25 million unsecured facility and a $10
million revolving credit facility, which is used primarily to issue letters of credit. On July 25, 2012, we increased
the borrowing capacity of our $10 million revolving credit facility to $14 million. Due to outstanding letters of
credit, the total amount available to us under our $10 million revolving credit facility was $2.5 million at June 30,
2012. Our $25 millon unsecured facility was renewed effective April 1, 2012. This facility bears interest at a
daily negotiated rate, generally based on the Federal Funds rate plus a variable margin.

In addition to these third-party facilities, our regulated operations had a $350 million intercompany revelv-
ing credit facility with AEH. This facility was replaced on January 1, 2012 with a $500 million intercompany
revolving credit facility with AEH. This facility bears interest at the lower of (i) the BEurodollar rate under the
five-year revolving credit facility or (ii) the lowest rate outstanding under the commercial paper program. Appli-
cable state regulatory commissions have approved our use of this facility through December 31, 2012,

Nonregulated Operations

Atmos Energy Marketing, LL.C (AEM), which is wholly-owned by AEH, has a three-year $200 million
commiitted revolving credit facility, expiring in December 2013, with a syndicate of third-party lenders with an
accordion feature that could increase AEM’s borrowing capacity to $500 million. The credit facility is primarily
used to issue letters of credit and, on a less frequent basis, to borrow funds for gas purchases and other working
capital needs. This facility is collateralized by substantially all of the assets of AEM and is guaranteed by AEH.
Due to outstanding letters of credit and various covenants, including covenants based on working capital, the
amount available to AEM under this credit facility was $94.6 million at June 30, 2012.

To supplement borrowings under this facility, AEH had a $350 million intercompany demand credit facility
with AEC. This facility was replaced on January 1, 2012 with a $500 million intercompany facility with AEC,
which bears interest at a rate equal to the greater of (i) the one-month LTBOR rate plus 3.00 percent or (ii) the
rate for AEM’s offshore borrowings under its committed credit facility plus 0.75 percent. Applicable state regu-
Iatory commissions have approved our use of this facility through December 31, 2012.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions. At June 30, 2012, $900 million remains avail-
able for issuance. With the closing of the sale of our Missouri, Ilinois and Iowa operations on August 1, 2012,
there are no longer any restrictions on our ability to issue either debt or equity under the shelf until it expires in
March 2013.

Debt Covenants

The availability of funds nnder our regulated credit facilities is subject to conditions specified in the
respective credit agreements, all of which we currently satisfy. These conditions include our compliance with
financial covenants and the continued accuracy of representations and warranties contained in these agreements.
We are required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter,
a ratio of total debt to total capitalization of no greater than 70 percent. At June 30, 2012, our total-debt-to-total-
capitalization ratio, as defined in the agreements, was 53 percent. In addition, both the interest margin and the fee
that we pay on unused amounts under each of these facilities are subject to adjustment depending upon our credit
ratings.
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AEM is required by the financial covenants in its facility to maintain a ratio of total liabilities to tangible net
worth that does not exceed a maximum of 5 to 1. At Tune 30, 2012, AEM’s ratio of total liabilities to tangible net
worth, as defined, was (.77 to 1. Additionally, AEM must maintain minimum levels of net working capital and
net worth ranging from $20 million to $40 million. As defined in the financial covenants, at June 30, 2012,
AEM’s net working capital was $122.0 million and its tangible net worth was $152.3 million.

In addition to these financial covenants, cur credit facilities and public indentures contain usual and custom-
ary covenants for our business, including covenants substantially limiting liens, substantial asset sales and merg-
ers.

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

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

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

We were in compliance with all of our debt covenants as of June 30, 2012. If we were unable to comply
with our debt covenants, we would likely be required to repay cur outstanding balances on demand, provide
additional collateral or take other corrective actions.
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7. Earnings Per Share

Since we have non-vested share-based payments with a nonforfeitable right to dividends or dividend equiv-
alents (referred to as participating securities), we are required to use the two-class method of computing earnings
per share. The Company’s restricted stock units, for which vesting is predicated solely on the passage of time
granted under our 1998 Long-Term Incentive Plan, are considered to be participating securities. The calculation
of earnings per share using the two-class method excludes income attributable to these participating securities
from the numerator and excludes the dilutive impact of those shares from the denominator. Basic and diluted
earnings per share for the three and nine months ended June 30, 2012 and 2011 are calculated as follows:

Three Months Ended Nine Months Ended
June 30 June 30

2012 2011 2012 2011
(En thousands, except per share amounts}

Basic Earnings Per Share from continuing operations

Income (loss) from continuing operations .. ................. $30,144  $(1,474) $201,842 $197,786
Less: Income (loss) from continuing operations atlocated to

participating securitIes ......... . ...l i 125 (32) 847 2,076
Income (loss) from continuing operations available to common

shareholders . . ........ ... .. $30,019 $(1,442) $200,995 $195,710
Basic weighted average shares outstanding .................. 90,118 90,127 90,131 90,233
Income (loss) from continuing operations per share — Basic .... $ 033 § (0.02) $ 223 §$§ 217

Basic Earnings Per Share from discontinued operations

Income from discontinued operations . ... ............c...v.. $ 988 $ 908 $ 6508 § 73854
Less: Income from discontinued operations allocated to

participating securities ................c. ... 4 20 29 82
Income from discontinued operations available to common

shareholders ... .. i e $ 984 $ 888 % 6879 $ 7.772
Basic weighted average shares outstanding . ................. 90,118 90,127 90,131 90,233
Income from discontinued operations per share — Basic ....... $ 001 § 001 $ 008 § 009
Net income (loss) per share —Basic ....................... $ 034 $ QO $ 231 § 226
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Three Months Ended Nine Months Ended
June 30 June 30

2012 2011 2012 2011
(In thousands, except per share amoun{s)

Diluted Earnings Per Share from continuing operations

Income (loss) from continning operations available to common
shareholders ... ... $30,019 $(1,442) $200,995 $195710

Effect of dilutive stock options and other shares .............. — — 5 4

Income (loss) from continuing operations available to common

shareholders . .o, ov i i e $30,019 $(1,442) $201,000 $195,714
Basic weighted average shares outstanding .................. 96,118 90,127 90,131 90,233
Additional dilutive stock options and other shares ............. 875 — 875 297
Diluted weighted average shares outstanding .. ............... 9(,993 90,127 91,006 90,530

Income (foss) from continuing operations per share — Diluted ... $§ 033 $ (0.02) $ 221 $§ 216

Diluted Earnings Per Share from discontinued operations

Income from discontinued operations available to common
shareholders . ..o e $ 984 $ B88 $ 6,879 § 7772

Effect of dilutive stock options and other shares . ............. e 2 — e

Income from discontinued operations available to common

shareholders .. ... vt e e $ 984 $ B9 $ 6879 § 7,972
Basic weighted average shares outstanding .................. 20,118 60,127 90,131 90,233
Additional dilutive stock options and other shares . ............ 875 — 875 297
Diluted weighted average shares outstanding ................. 90,993 90,127 91,006 90,530
Income from discontinued operations per share — Diluted ... ... $ 001 $ 001 $ 007 § 0.09
Net income (loss) per share — Diluted ...................... $ 034 $ OO0 $ 228 $ 225

There were approximately 288,000 stock options and other shares excluded from the computation of diluted
earpings per share for the three months ended June 30, 2011 as their inclusion in the computation would be anti-
dilutive.

There were no out-of-the-money stock optiens excluded from the computation of diluted earnings per share
for the three and nine months ended June 30, 2012 and 2011 as their exercise price was less than the average
market price of the common stock during those periods.

Share Repurchase Program

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five miltion shares of common stock over a five-year period. However, it may be terminated or limited at any
time. Shares may be repurchased in the open market or in privately negotiated transactions in amounts the
Company deems appropriate. The program is primarily intended to minimize the dilutive effect of equity grants
under various benefit related incentive compensation plans of the Company. As of June 30, 2012, a total of
387,991 shares had been repurchased for an aggregate value of $12.5 million.
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8. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirement benefit plans for
the three and nine months ended Fune 30, 2012 and 2011 are presented in the following table. Most of these costs
are recoverable through our gas distribution rates; however, a portion of these costs is capitalized into cur gas
distribution rate base. The remaining costs are recorded as a component of operation and maintenance expense.

Thyee Months Endcd June 30
Pension Benefits Other Benefits
2012 2011 2012 2011
(In thousands)

Compoenents of net periodic pension cost:

S BIVICE COBE . . ottt e e e $ 4297 $ 4257 $ 4,089 § 3,601
100 et e ¢ 1 O 6.677 7,055 3,465 3,204
Expected retuirn O assels . ..... oot n i (5,368)  (6,285) 651) (681)
Amortization of transition asset . ......... ... . .0 e, — — 377 377
Amortization of prior service Cost .. ... .. .. L i e (35) (106) (362) (362)
Amortization of actuarial Ioss ... ... . 0 o i 4,142 2,748 662 87
Net periodic pension cost .. ... ittt $ 9713 § 7669 $ 7.580 % 6,226
Nine Months Ended June 30
Pension Benefits Other Benefifs
2012 2011 2012 2011

(In thousands}

Components of net periodic pension cost:

S EIVICE COBE v ot vttt et ettt et e e e e $12,893 $12894 $127265 $10,803
TOEEIESE COSE .« o ot et ettt it e et e 20,032 21,034 10,396 9,610
Expected return 0masSets . ... ... e e (16,105) (18,533 (1,955 (2,045
Amortization of fransition asset ...... ... . i, — — 1,133 1,133
Amortization of prior service cost ........ ... . i {106) (323 (1,087 (1,087)
Amortization of actuarial loss ......... . ... . o 12,427 8,990 1,986 260
Curtailment gain . ... ... .. i i e e — (40} — —
Net periodic pension cost ... ... ..t $29,141 $24,022 $22,7738 $18,674

The assumptions used to develop our net periodic pension cost for the three and nine months ended June 30,
2012 and 2011 are as follows:

Pension Other Pension
Account Pian Benefits Other Benefits
DisCOUnt rate ... .. ...t 5.05% 3.68% 5.03% 5.39% 5.05% 3.39%
Rate of compensation increase . .................. 3.50% 4.00% 3.50% 4.00% N/A N/A
Expected retrn on planassets ................... TI5% 8.25% 1.75% 825% 4.10% 5.00%

The discount rate used to compute the present value of a plan’s liabilities generally is based on rates of high-
grade corporate bonds with maturities similar to the average period over which the benefits will be paid. Gen-
erally, our funding policy has been to contribute annually an amount in accordance with the requirements of the
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Employee Retirement Income Security Act of 1974, In accordance with the Pension Protection Act of 2006
(PPA), we determined the funded status of our plans as of January 1, 2012. Based upon this valuation, we con-
tributed $23.0 million to our defined benefit pension plans during the second fiscal quarter to achieve a desirable
PPA funding threshold. The need for this funding reflects the increased pension benefit obligation due to a
decrease in the discount rate compared to the prior year as well as a decline in the fair value of plan assets. Dur-
ing the first nine months of fiscal 2012, we contributed $40.3 million to our defined benefit plans and we antici-
pate contributing approximately $6 million during the remainder of the fiscal year.

We contributed $15.4 million to our other post-retirement benefit plans during the nine months ended
June 30, 2012. We expect to contribute a total of approximately $5 million to $10 million to these plans during
the remainder of the fiscal year.

9. Commitments and Centingencies
Litigation and Environmental Matters

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 13 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
2011, except as noted below, there were no material changes in the status of such litigation and environmental-
related matters or claims during the nine months ended June 30, 2012.

Since April 2009, Atmos Energy and two subsidiaries of AEH, AEM and Atmos Gathering Company, LLC
{AGC) (collectively, the Atmos Entities), have been involved m a lawsuit filed in the Circuit Court of Edmenson
County, Kentucky, Billy Joe Honeycutt et al. vs. Atmos Energy Corporation, et al., which is related to our Park
City Gathering Project. The dispute which gave rise to the litigation involves the amount of royalties due from a
third party producer to landowners (who own the mineral rights) for natural gas produced from the landowners’
properties. The third party producer was eperating pursnant to leases between the landowners and certain invest-
orsfworking interest owners. The third party producer filed a petition in bankruptey, which was subsequently
dismissed due to the lack of meaningful assets to reorganize or liquidate.

Although certain Atmos Energy companies entered into contracts with the third party producer to gather,
treat and ultimately sell natural gas produced from the landowners’ properties, no Atmos Energy company had a
contractual relationship with the landowners or the investors/working interest owners, After the lawsuit was
filed, the landowners were successful in terminating for non-payment of royaities the leases related to the pro-
duction of natural gas from their properties. Subsequent to termination, the investors/working interest owners
under such leases filed additional claims against us for the termination of the leases.

During the trial, the landowners and the investors/working interest owners requested an award of compensa-
tory damages plus punitive damages against us, On December 17, 2010, the jury returned a verdict in favor of the
landowners and investor/working interest owners and awarded compensatory damages of $3.8 million and puni-
tive damages of $27.5 million payable by Atmos Energy and the two AEH subsidiaries.

A hearing was held on February 28, 2011 to hear a number of motions, including a motion to dismiss the
jury verdict and a motion for a new trial. The motions to dismiss the jury verdict and for a new trial were denied.
However, the total punitive damages award was reduced from $27.3 million to $24.7 million. On October 17,
2011, we filed our brief of appellants with the Kentucky Court of Appeals, appealing the verdict of the trial court.
The appellees in this case subsequently filed their appellees’ brief with the Court of Appeals on January 16,
2012, with our reply brief being filed with the Court on March 19, 2012, Oral arguments are scheduled in the
case in fate August 2012.

In addition, in a related development, on July 12, 2011, the Atmos Entities filed a lawsuit in the United
States District Court, Western District of Kentucky, Amos Energy Corperation et al.vs. Resource Energy Tech-
nologies, LLC and Robert Thorpe and John F. Charles, against the third party producer and its affiliates to
recover all costs, including attorneys’ fees, incurred by the Atmos Entities, which are associated with the defense
and appeal of the case discussed above as well as for all damages awarded to the plaintiffs in such case against
the Atmos Entities, The total amount of damages being claimed in the lawsuit is “open-ended” since the appellate
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process and related costs are ongoing. This lawsuit is based upon the indemnification provisions agreed to by the
third party producer in favor of Atmos Gathering that are contained in an agreement entered into between Atmos
Gathering and the third party producer in May 2009. The defendants filed a motion to dismiss the case on
August 25, 2011, with Atmos Energy filing a brief in response to such motion on September 19, 2011. On
March 27, 2012 the court denied the motion to dismiss.

We have accrued what we believe is an adequate amount for the anticipated resolution of this matter; how-
ever, the amount accrued is less than the amount of the verdict. The Company does not have insurance coverage
that could mitigate any losses that may arise from the resolution of this matter. However, we continue to believe
that the final ontcome will not have a material adverse effect on our financial condition, results of operations or
cash flows.

We are a party to other litigation and environmental-related matters or claims that have arisen in the ordi-
nary course of our business. While the results of such litigation and response actions to such environmental-
related matters or claims cannot be predicted with certainty, we continue to believe the final outcome of such
litigation and matters or claims will not have a material adverse effect on our financial condition, results of oper-
ations or cash flows.

Purchase Commitments

AFH has commitments to purchase physical quantities of natural gas under contracts indexed to the forward
NYMEX strip or fixed price contracts. At June 30, 2012, AEH was committed to purchase 79.2 Bef within one
year, 17.7 Bef within one to three years and 0.1 Bef after three years under indexed contracts. AEH is committed
to purchase 2.7 Bef within one year and 0.4 Bef within one to three years under fixed price contracts with prices
ranging from $2.50 to $6.36 per Mcf. Purchases under these contracts totaled $176.6 million and $356.8 million
for the three months ended June 30, 2012 and 2011 and $753.0 million and $1,130.0 million for the nine months
ended June 30, 2012 and 2011,

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our cus-
tomers in its service area which obligate it to purchase specified volumes at market and fixed prices. The esti-
mated commitments under these contracts as of June 30, 2012 are as follows (in thousands);

0 $ 33,563
12 O A O 241,797
2 O 70,633
120 T —
2006 e e e —
Thereafter . .. ... e e —

$345,993

QOur nonregulated segment maintains long-term contracts related to storage and transportation. The esti-
mated contractual demand fees for contracted storage and transportation under these contracts are detailed in cur
Annual Report on Form 10-K for the fiscal year ended September 30, 2011. There were no material changes to
the estimated storage and transportation fees for the nine months ended June 30, 2012,
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Regulatory Matters

As previously described in Note 13 to the consolidated financial statements in our Annual Report on Form
10-K for the fiscal year ended September 30, 2011, in December 2007, the Company received data requests from
the Division of Investigations of the Office of Enforcement of the Federal Energy Regulatory Commission (the
“Commission”} in connection with its investigation into possible violations of the Commission’s posting and
competitive bidding regulations for pre-arranged released firm capacity on nataral gas pipelines,

The Company and the Commission entered into a stipulation and consent agreement, which was approved
by the Commission on December 9, 2011, thereby resolving this investigation, The Commission’s findings of
violations were limited to the nonregulated operations of the Company. Under the terms of the agreement, the
Company paid to the United States Treasury a total civil penalty of approximately $6.4 million and to energy
assistance programs approximately $5.6 million in disgorgement of unjust profits plus interest for violations
identified during the investigation. The resclution of this matter did not have a material adverse impact on the
Company’s tinancial position, results of operations or cash flows and none of the payments were charged to any
of the Company’s customers. In addition, none of the services the Company provides to any of its regulated or
nonregulated customers were affected by the agreement.

As discussed in Note 13 to the consolidated financial statements in our Annual Report on Form 10-K for the
fiscal year ended September 30, 2011, in 2010, our Mid-Tex Division agreed to install 100,000 steel service line
replacements by September 30, 2012. As of June 30, 2012, we had replaced 88,312 lines and are on schedule
for completion in September 2012, Under the terms of the agreement, special rate recovery of the associated
return, depreciation and taxes is approved for lines replaced between October 1, 2010 and September 30,

2012. Since October 1, 2010, we have spent $100.5 million on steel service line replacements.

In July 2010, the Dodd-Frank Act was enacted, representing an extensive overhaul of the framework for
regulation of U.S. financial markets. The Dodd-Frank Act calls for various regulatory agencies, including the
SEC and the Commodity Futures Trading Commission (CFTC) to establish rules and regulations for
implementation of many of the provisiens of the Dodd-Frank Act. Although the SEC and CFTC have issued a
number of rules and regulations, we expect additional rules and regulations to be issued, which should provide
additional clarity regarding the extent of the impact of this legislation on the Company. The costs of participating
in financial markets for hedging certain risks inherent in our business may be increased as a result of the new
legislation and related rules and regulations. Additional reporting and disclosure obligations have been imposed
upon the Company, the full extent of which will not be known untii the SEC and the CFTC have compieted their
ongoing rulemaking process,

As of June 30, 2012, rate cases were in progress in our Mid-Tex, West Texas, Kansas and Tennessee service
areas, an annual rate filing mechanism was in progress in our Louisiana service area and one infrastructure pro-
gram filing was in progress in our Georgia service area. These regulatory proceedings are discussed in further
detail below in Management’s Discussion and Analysis — Recent Ratemaking Developments.

10. Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 15 to the financial statements in
our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. During the nine months ended
Jane 30, 2012, there were no material changes in our concentration of credit risk.

11.  Segment Information

As discussed in Note 1 above, we operate the Company through the following three segments:

» The natural gas distribution segment, which includes our regulated natvral gas distribution and related
sales operations,
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*» The regulated transmission and storage segment, which inchudes the regulated pipeline and storage oper-

ations of our Atmos Pipeline — Texas Division and

» The nonregulared segment, which is comprised of our nonregulated natural gas management, non-
regulated natural gas transmission, storage and other services.

Our determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services to customers in differing regulatory environments. Although our natural
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each
natural gas distribution division has similar economic characteristics. The accounting policies of the segments are
the same as those described in the summary of significant accounting policies found in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2011. We evaluate performance based on net income or Joss

of the respective operating units.

Income statements for the three and nine month periods ended June 30, 2012 and 2011 by segment are pre-

sented in the following tables:

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

Purchased gascost .. ......... ...t

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

Operating expenses

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

Total operating expenses ...............

Operatingincome ... ...coovviiena...
Miscellaneous income {expense) ........
Interest charges ....... ... ..

Income (Joss) from continuing operations

before incometaxes .................

Income (loss) from continuing operations

Income from discontinued operations, net Of
tax ...

Netincome (Joss) ....... .o ..

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

Three Months Ended June 38, 2012

Natuaral Regulated
Gas Transmission
Distribution and Storage  Nonreguiated Eliminations Consolidated
(In thousands)
$324,837 $26,551 $234.443 $ —  $585,831
214 40,522 21,807 (62,543) —
325,051 67,073 256,250 (62,543) 585,831
124,373 — 224,829 (62,161) 287,041
200,678 67,073 31,421 (382) 298,790
83,474 16427 7,777 (383) 107,295
51,020 7,797 1,062 B 59,819
422774 3,839 774 — 46,887
176,768 28,063 9,553 (383} 214,001
23,010 39,010 21,868 1 84,789
(926) (298) 136 (860) (1,948)
27,834 7,353 595 (859) 34,623
(4,850) 31,359 21,409 — 47918
(2,073) 11,215 8,632 — 17,774
@777 20,144 12,777 — 30,144
988 — — — 988
8 (1,789 $20,144 $ 12,777 $ —  $ 31132
$149,531 $34,191 $ 25729 $ —  $186,251
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Three Months Ended June 30, 2011

Nafurai Regulated
Gas Transmission
Distribation and Storage  Nonregulated Eliminations Consolidated
(In thousands)
Operating revenues from external parties . ... $406,817 $19,772 $417026 % —  $843.615
Intersegment TeVenues .. ................, 214 33,798 74,259 (108,271) —
407,031 53,570 491,285 (108,271) 843,615
Purchased gascost ...................... 206,839 — 477,880 (107,909 576,810
Grossprofit ... ... . o i 200,192 53,570 13,405 (362) 266,805
Operating expenses
Operation and maintenance ............. 86,804 18,786 7,437 (362) 112,665
Depreciation and amortization ,,,....... 49,099 6,790 1,043 — 56,932
Taxes, other thanincome .............. 47,534 3,729 879 — 52,142
Asset impairments .................... — — 10,988 — 10,988
Total operating expenses ................. 183,437 29.305 20,347 (362) 232,727
Operating income (foss) ................. 16,755 24,265 {6,942} — 34,078
Miscellaneous income (expense) .......... (1,153) 312) 168 (133) (1,430}
Interest charges . ....................... 28,042 7,653 283 (133) 35,845
Income (Joss) from continuing operations
before ncome taxes . .................. (12,440) 16,300 (7,057) — (3,197)
Income tax expense (benefit) ............. (4,311) 5,748 (3,160) — (1,723)
Income (loss) from continuing operations .. . (8,129} 10,552 (3,897) e (1,474)
Income from discontinued operations, net of
1 908 — — — 908
Netimcome (I0ss) .......0vvernen... $ (7.22D) $10,552 $ (3,807 % —  § (566)
Capital expenditures .................... $121,452 $20,239 $ 1929 % —  $143,620
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Nine Months Ended June 30, 2012

Natural Regulated
Gas Transmission
Distribution and Storage  Nonregulated Eliminations Consolidated
{Ia thousands)
Operating revenues from external parties .. .. $1,906,500  § 66,421 $ 957443 § —  $2,930,454
Intersegment TeVeNUes ..o vunvvnnvn.. .. 761 115,448 113,746 (229,955) —
1,907,351 181,869 1,071,189 (229,955) 2,930,454
Purchased gascost ......... ... ... ..... 1,034,786 — 1,028,592 (228,857) 1,834,521
Grossprofit ............. ... ... ... 872,565 181.869 42,597 (1,098) 1,095,933
Operating expenses
Operation and maintenance ............ 266,331 49,2309 19,597 (1,102) 334,065
Depreciation and amortization .......... 153,606 23,240 2,460 — 179,306
Taxes, other than income .., ........... 131,066 11,538 2,400 — 145,004
Total operating expenses ................ 551,003 84,017 24,457 (1,102) 638,375
Operating income .. .................... 321,362 97,852 18,140 4 437 558
Miscellaneous income (expense) .......... (1,949) (634) 739 (1,363) (3,207)
Interest charges . ....... ... ... ... ... 84,522 22,176 1,686 (1,359) 107,025
Income from continuing operations before
IMCOMELAKES o\ e v vr v ieeiiesonsans 235,091 75,042 17,193 — 327,326
Income taX eXpense . ..o vvvevcne ... 91,662 26,8364 6,958 —_ 125,484
Income from continuing operafions ... ..... 143,429 48,178 10,235 e 201,842
Income from discontinued operatiens, net of
£ 72 QU 6,908 — —_ — 6,908
NetinCome ..o erinrernrnenns $ 150,337 $48,178 $ 10235 $§ — § 208,750
Capital expenditures ........... ... ..., $ 362666 $ 97,182 $ 7526 % — $ 4977374
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Nine Menths Ended June 30, 2011

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Eliminations Conselidated
(In thousands)
Operating revenues from external parties . ... $2,187.236  § 62,602  $1,308,516 § —  $3,558,374
Intersegment revenues . ................. 651 94,951 241,940 (337,542 -
2,187,907 157,553 1,550,456  (337,542) 3,558,374
Purchased gascost ..................... 1,317,775 —_ 1,491,815 (336,413) 2,473,177
Grossprofit ......... ... .. ...ty 870,132 157,553 58,641 (1,129) 1,085,197
Operating expenses
Operation and maintenance ............ 268,299 49,591 24,556 (1,129) 341,317
Depreciation and amortization .......... 145,548 18,387 3,241 - 167,176
Taxes, other than income .............. 132,070 11,395 2,403 — 145,868
Assetimpairments ................... — — 30,270 — 30,270
Total operating expenses ................ 545,917 79,373 60,470 (1,129) 684,631
Operating income (loss) ................. 324215 78,180 {1,829) — 400,566
Miscellaneous InCOMe ., ., ... ovursein.n. 18,305 5,267 764 (290) 24,046
Interestcharges ........................ 87,344 23,802 1,759 (290) 112,615
Income (loss) from continuing operations
before income taxes .................. 255,176 59,645 (2,824) — 311,997
Income tax expense (benefit) ............. 94,323 21,252 (1,364) — 114,211
Income (loss) from continuing operations ... 160,853 38,393 (1,460) — 197.786
Income from discontinued operations, net of
(X e e s 7,854 - —— — 7,854
Net income (loss) .................. $ 168,707 $ 38393 $ (1,460 % e $ 205,640
Capital expenditures .................... $ 340,713 $44796 $ 47714 % — $ 390,283
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at June 30, 2012 and September 30, 2011 by segment is presented to reflect our
business structure as of June 30, 2012 in the following tables.

June 39, 2012

Natural Regulated
Gas Transmission
Distribution  and Storage  Nonregulated  Eliminations  Ceonsolidated
(In thousands)
ASSETS
Property, plant and equipment, net ... ... $4,464,707 § 910,689 §$ 66,490 § - $5,441,886
Investment in subsidiaries ............. 725,348 — (2,096) (723,252) —
Current assets
Cash and cash equivalents ........... 9,245 — 18,461 — 27,706
Assets from risk management
ACHVILES o vt v e cv e e e 3,486 — 3,936 o 7.425
Othercurrent assets ........c.o.vvv.n. 519,422 16,021 424,455 (219,371) 740,527
Intercompany receivables ........... 595,944 — — (595,944) —
Total cumrent assets .............. 1,128,097 16,021 446,855 (815,315) 775,658
Intangible assets ......... .. ... ... ..., — — 174 — 174
Goodwill . ......... ... ... ... .. 572,908 132,381 34,711 -— 740,000
Noncurrent assets from risk management
activitles ... o i 1,207 — 6,025 — 7,232
Deferred charges and other assets ....... 358,272 16,379 10,234 — 384,885

$7,250,539 $1,075,470  $562,393  $(1,538,567) $7,349,835

CAPITALIZATION AND LIABILITIES

Shareholders” equity ................. $2,354,925 % 313280 $412,068 $ (725,348) $2,354,925
Longtermdebt ...................... 1,956,224 — 065 — 1,956,289
Total capitalization .. ............. 4,311,149 313,280 412,133 (725,348) 4,311,214
Current liabilities
Current maturities of long-term debt . .. 250,000 — 131 — 250,131
Short-termdebt ................... 422,491 — — (209,000) 213,491
Liabilities from risk management
ACHVIHES . ... 96,895 —_— 4,658 — 101,553
Other current liabilities . ............ 435,743 8,440 109,146 (8,275) 545,054
Intercompany payables ............. — 559,281 36,603 (595,944) —
Total current liabilities ... ......... 1,205,129 567,721 150,598 (813,219 1,110,229
Deferred income taxes ................ 898,176 192,981 {5,503) — 1,085,654
Noncurrent liabilities from risk
management activities .............. — — 4,182 — 4,182
Regulatory cost of removal obligation . . . . 381,797 - — — 381,797
Deferred credits and other Liabilities ... .. 454,288 1,488 983 — 456,759

$7,250,539  $1,075470  $562,393  $(1.538,567) $7,349,835

37



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

September 30, 2011
Natuaral Regulated
Gas Transmission
Distribution  and Storage  Nonregulated  Eliminations  Censolidated
{In thousands)
ASSETS
Property, plant and equipment, net . ... ... $4248,198 $ 838,302 $ 61418 §$ —  $5,147,918
Investment in subsidiaries . ............. 670,993 — (2,096) (668,897) —
Current assets
Cash and cash equivalents ........... 24,646 — 166,773 — 131,419
Assets from risk management
ACHVIHES . ... 843 — 17,501 — 18,344
Othercurrentassets . ................ 655,716 15,413 386,215 (196,154) 861,190
Intercompany recetvables . ........... 569,898 — —— (569,898) —
Total current assets ........,...... 1,251,163 15413 510,489 (766,052 1,010,953
Intangible assets .................. ... — — 207 e 207
Goodwill ....... ... i 572,908 132,381 34,711 — 740,000
Noncnrrent assets from risk management
aCHVILIES ... ... .. 908 — — — 998
Deferred charges and other assets .. ... .. 353,960 18,028 10,807 — 382,795
$7,098,160 $1,004,124  $615,536  $(1,434,949) $7,282.871
CAPITALIZATION AND LIABILITIES
Shareholders’ equity .................. $2,255,421 $ 265,102  $405.891 $ (670,993) $2,255,421
Long-termdebt ...................... 2,205,986 — 131 — 2,206,117
Total capitalization ............... 4,461,407 265,102 406,022 {670,993) 4,461,538
Current liabilities
Current maturities of long-term debt ... 2,303 — 131 — 2,434
Short-termdebt .................... 387,691 — — (181,295) 206,396
Liabilities from risk management
activities ........ ... ... oL 11,916 — 3,537 — 15,453
Other current liabilities . ............. 474,783 10,369 170,926 (12,763) 643,315
Intercompany payables .............. — 543,084 26,814 (569,898) —
Total current liabilities ............ 876,693 553,453 201,408 (763,956) 867,598
Deferred income taxes ................ 789,649 173,351 (2,907) — 960,093
Noncurrent liabilities from risk
management activities .............. 67,862 — 10,227 — 78,089
Regulatory cost of removal obligation .. .. 428,947 — — — 428,947
Deferred credits and other liabilities . .. . .. 473,602 12,218 786 — 486,606
$7,098,160 $1,004,124  $615,536  $(1,434,949) $7,282.871
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Atmos Energy Corporation

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation and subsidiaries
as of June 30, 2012, the related condensed consolidated statements of income for the three-month and nine-
month periods ended June 30, 2012 and 2011, and the condensed consolidated statements of cash flows for the
nine-month periods ended June 30, 2012 and 2011. These financial statements are the responsibility of the
Company’s management,

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheet of Atmos Energy Corporation and subsidiaries as
of September 30, 2011, and the related consolidated statements of income, sharcholders’ equity, and cash flows
for the year then ended, not presented herein, and in our report dated November 22, 2011, we expressed an
unqualified opinion on those consolidated financial statements, In our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2011, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

fs/ ERNST & YOUNG LLP

Dallas, Texas
August 9, 2012



Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
INTRODUCTION

The following discussien should be read in conjunction with the condensed consolidated financial state-
ments in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annunal Report
on Form 10-K for the year ended September 30, 2011.

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

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

OVERYVIEW

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution and trans-
portation and storage businesses as well as other nonregulated natural gas businesses. We distribute natural gas
through sales and transportation arrangements to over three million residential, commercial, public authority and
industrial customers throughout our six regulated natural gas distribution divisions, which at June 30, 2012 covered
service areas located in 12 states. In addition, we transport natural gas for others through our regulated distribution
and pipeline systems. On August 1, 2012, we completed the divestiture of our natural gas distribution operations in
Missouri, Illinois and Iowa, representing approximately 84,000 customers. On August 8, 2012, we announced that
we had entered into a definitive agreement to sell our natural gas distribution operations in Georgia, representing
approximately 64,000 customers.

Through our nonregulated businesses, we primarily provide natural gas management and marketing services
to municipalities, other local gas distribution companies and industrial customers primarily in the Midwest and
Southeast and natural gas transportation and storage services to certain of our natural gas distribution divisions
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and to third parties. Through our asset optimization activities, we also seek to maximize the economic value
associated with the storage and transportation capacity we own or control.

As discussed in Note 11, we operate the Company through the following three segments:

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

the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Divisicn and

* the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

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

QOur critical accounting policies used in the preparation of our consolidated financial statements are
described in cur Annual Report on Form 10-K for the fiscal year ended September 30, 2011 and include
the following:

* Regulation

+ Revenue Recognition

» Allowance for Doubtful Accounts

= Financial Instruments and Hedging Activities

+ Impairment Assessments

 Pension and Other Postretirement Plans

» Fair Value Measurements

Our critical accounting policies are reviewed periodically by the Audit Committee. There were no sig-
nificant changes to these critical accounting policies during the nine months ended June 30, 2012.
RESULTS OF OPERATIONS

Atmos Energy Corporation is involved in the distribution, marketing and transportation of natural gas.
Accordingly, our results of operations are impacted by the demand for natural gas, particularly during the winter
heating season, and the volatility of the natural gas markets. This generally results in higher operating revenues
and net income during the period from October through March of each fiscal year and lower operating revenues
and either lower net income or net losses during the period from April through September of each fiscal year.
Additionally, the seasonality of our business impacts our working capital differently at various times during the
year. Typically, our accounts receivable, accounts payable and short-term debt balances peak by the end of Jan-
vary and then start to decline, as customers begin to pay their winter heating bills, Gas stored underground,
particularly in our natural gas distribution segment, normally peaks in November and declines as we utilize stor-
age gas o serve our customers.

The seasonality of our business usually results in 2 loss in our fiscal third quarter. However, we reported net
income of $31.1 million, or $0.34 per diluted share for the three months ended June 30, 2012, compared with a
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net loss of $0.6 million or $¢.01 per diluted share in the prior year. Excluding the impact of unrealized margins
and one-time items that occurred in the prior-year quarter, diluted earnings per share increased $0.27 compared
to the prior-year quarter. The gquarter-over-quarter improvement reflects higher gross profit in our regulated
transmission and storage segment due to increases approved under the Gas Reliability Infrastructure Program and
in our nonregulated segment due to increased assef optimization, combined with lower consolidated operation
and maintenance expense, which more than offset lJower natural gas distribution margins. We reported net
income from discontinued operations associated with the sale of our Missouri, Illinois and Iowa service areas of
$1.0 million and $0.9 million, or $0.01 per diluted share, for the three months ended June 30, 2012 and 2011,

During the nine months ended June 30, 2012, we earned $208.8 million or $2.28 per diluted share. Results
for the prior-year period were influenced by the net positive impact of several one-time items totaling $6.5 mil-
fion, or $0.07 per diluted share. Excluding the impact of these one-time items and unrealized margins in our
nonregulated operations, we earned $201.7 million, or $2.20 per diluted share for the nine months ended June 30,
2012, compared to $200.6 million, or $2.20 in the prior-year period. Included in the current period amount is net
income from discontinued operations of $6.9 million, or $0.07 per diluted share associated with the sale of our
Missouri, Hllinois and Towa service areas, a decrease of $0.9 million or $0.02 per diluted share compared with the
prior-year period.

Our year-to-date results were unfavorably impacted by substantially warmer winter weather and an abun-
dance of natural gas supply. The impact of these conditions was most significantly realized in our nonregulated
operations, which experienced a $12.4 million nine-month period-over-period decrease in net income, excluding
the impact of one-time items and unrealized margins. However, increased earnings in our regulated transmission
and storage segment, primarily as a result of an improved rate design implemented in the third quarter of the
prior fiscal year, more than offset the decline experienced in our nonregulated segment. Results in our natural gas
distribution segment, excluding the impact of one-time items were flat compared to the prior year, despite a nine
percent decrease in thronghput largely attributable to warmer than normal weather.

During the current fiscal year, we have taken several steps to increase earnings in our regulated operations.
Tin our natural gas distribution segment, we have six rate proceedings in progress requesting a total of $75.6 mil-
Hon in additional annoal operating income and, in April 2012, we completed an annual rate filing for Atmos
Pipeline-Texas (APT) that should increase annual operating income by $14.7 million, Further, we announced two
significant pipeline expansion projects whereby APT will spend approximately $160 million over the next two
fiscal years to increase its ability to secure new long-term gas supply on a firm and reliable basis and to enhance
the reliability of APT’s service to our Mid-Tex Division in certain critical locations.

During the second fiscal quarter, we completed the annual evaluation of the funded status of our qualified
defined benefit plans as of Janvary 1, 2012 as required by the Pension Protection Act of 2006 (PPA). As a result
of lower asset returns and a year-over-year 92 basis point decline in the discount rate used to value our pension
liabilities, we were required to contribute $23.0 million into the plans. For the nine months ended June 30, 2012,
we contributed $40.3 million into these plans and expect to contribute approximately $6 million for the
remainder of the fiscal year. Additionally, we contributed $15.4 million into our postretirement medical plans
during the nine months ended June 30, 2012 and expect to contribute between $5 million and $10 million for the
remainder of the fiscal year. We believe our cash flows from operatiens are sufficient to fund these contributions.
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Consolidated Results

The following table presents our consolidated financial highlights for the three and nine months ended
June 30, 2012 and 2011:

Three Months Ended Nine Months Ended
June 3¢ June 30
2012 2011 2082 2011
(In thousands, excepi per share data)

OperatinZ TeVENUES . .. ..ottt i n s $585,831 $843,615 $2,930,454 $3,558,374
Grossprofit ... .. . s 298,790 266,805 1,095933 1,085,197
Operating eXPEenseS .. ..ottt ee et ea e 214,001 232,727 658,375 684,631
Operating itcome ..........ouiiiiii i 84,789 34,078 437,558 400,566
Miscellaneous income (EXpense) . ....ovvvvnen ... (1,948) (1,430) (3,207 24,046
Interest Charges . ...ttt e 34,923 35,845 107,025 112,615
Income (loss) from continuing operations before income

[ D 47918 (3.197) 327,326 311,997
Income tax expense (benefit) .......... ... ... ... ..., 17,774 (1,723) 125,484 114,211
Income (loss) from continuing operations . ............... 30,144 {1,474} 201,842 197,786
Income from discontinued operations, netof tax ........... 988 908 6,908 7,854
Netincome (JOSS) vt vv vttt e $ 31,132 § (566) $ 208,750 $ 205,640
Diluted net income (loss) per share from continuing

OPEratioNS .+ ovvvvt et e e e $ 033 § ©02 % 221§ 2.16
Diluted net income per share from discontinued operations . . . 0.01 0.01 0.07 0.09
Diluted net income (loss) pershare .. .................... $ 634 $ ©ODH § 228 § 2.25

Our consolidated net income (loss) during the three and nine month periods ended June 39, 2012 and 2011
was earned in each of our business segments as follows:

Three Months Ended June 34
2012 2011 Change
{In thousands)
Natural gas distribution segment from continuing operations .., $ (2,777) $ (8,129) $ 5,352
Regulated transmission and storage segment . ............... 20,144 10,552 9,592
Nonregulated SEEMENt .. ..o e 12,777 (3,897 16,674
Net income (loss) from continuing operations ............... 20,144 (1,474 31,618
Net income from discontinued operations .................. 988 908 80
Netineome (I058) oottt e e $ 31132 § (566) $ 31,698

Nine Months Ended June 3¢
2012 201% Change
{In thousands)

Natural gas distribution segment from continuing operations ...  $143,429  $160,853  $(17,424)

Regulated transmission and storage segment . ............... 48,178 38,393 9,785
Nonregulated segment ..............oiiiiiiiiininnn. 10,235 (1,460) 11,695
Net income from continuing operations .................... 201,842 197,786 4,056
Net income from discontinued operations .................. 6,908 7,854 (946)
NELINCOME . o oo ittt et e e e e e e $208,750  $205,640 % 3,110




Regulated operations contributed 59 percent and 95 percent to our consolidated net income for the three and nine
month periods ended June 30, 2012. The following tables segregate our consolidated net income (loss) and
diluted earnings per share between our regulated and nonregulated operations:

Three Months Eaded June 30

2012 2011 Change
(¥n thousands, cxcept per share
data)

Regulated operations . . .. ... ... .. i i i $17,367  $2423 $14944
Nonregulated operations . ............... i, 12,777 (3.897) 16,674
Net income (loss) from continuing operations .. ...........c.... 30,144 (1,474 31,618
Net income from discontinued operations ..................... 988 908 80
Net ineome (JOSS} « vttt et et e e $31,132  $§ (566) $31,698
Diluted EPS from continuing regulated operations .. ........... $ 019 $ 002 $ 017
Diluted EPS from nonregulated operations .................... 0.14 (6.04) 0.18
Diluted EPS from continuing operations ...................... 0.33 (0.02) 0.35
Diluted EPS from discontinned operations . . ................... (.01 0.01 —
Consolidated diluted EPS .. ... .. .. ... . . i, $ 034 $ @01 % 033

Nine Months Ended Junc 30

2012 2011 Change
(In thousands, except per share data)

Regulated Operations . .........vviienene i $191,607 $199,246  $(7,639)
Nonregulated operations ......... ... ... ... . .. 10,235 (1,460) 11,695
Net income from continuing operations .. ................... 201,842 197,786 4,056
Net income from discontinued operations ................... 0,908 7,854 (946)
T b o 11 $208,750  $205.640 $ 3,110
Diluted EPS from continuing regulated operations ............ $ 210 §$ 218 % (0.08)
Diluted EPS from nonregulated operations .................. 0.11 0.02) 0.13
Diluted EPS from continuing operations . ................... 221 2.16 0.05
Diluted EPS from discontinged operations .................. 0.07 0.09 (0.02)
Consolidated diluted EPS .., ... ... . i oo, $ 228 $ 225 § 003

Natural Gas Distribution Segment

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

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



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

Georgia, Kansas, West Texas .. ...ttt it iiennnn, QOctober — May
Kentucky, Mississippi, Tennessee, Mid-Tex ......... ... .. ... .... November — April
LOUISIANA « .ottt e e e e e December — March
VATZINIA oo e i i e e e e January — December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is passed
through to our customers without markup. Therefore, increases in the cost of gas are offset by a corresponding
increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial performance than
revenues. However, gross profit in our Texas and Mississippi service areas includes franchise fees and gross
receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). Therefore, the amount of
these taxes included in revenues is influenced by the cost of gas and the level of gas sales volumes, We record
the associated tax expense as a component of taxes, other than income. Although changes in these revenue-
related taxes arising from changes in gas costs affect gross profit, over time the impact is offset within operating
income.

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad debt
expense and may require us to increase borrowings under our credit facilities resulting in higher interest expense.
Finally, higher gas costs, as well as competitive factors in the industry and general economic conditions may
cause customers to conserve or use alternative energy sources. Conversely, lower gas costs reduce our collection
risk and reduce the need to utilize short-term borrowings to fund our working capital needs.

As discussed above, on August 1, 2012, we completed the sale of substantially all of our natural gas dis-
tribution operations in Missouri, [Hlinois and Towa. The results of these operations have been separately reported
in the following tables as discontinued operations and exclude general corporate overhead and interest expense
that would normally be allocated to these operations.

On August 8, 2012, we announced that we had entered into a definitive agreement to sell our natural gas
distribution operations in Georgia. The results of these operations are classified as continuing operations at
June 30, 2012.
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Three Months Ended June 30, 2012 compared with Three Months Ended June 30, 2011

Financial and operational highlights for our natural gas distribution segment for the three months ended
June 30, 2012 and 2011 are presented below.

Three Months Ended June 30

2012 2011 Change
{In theusands, untess otherwise noted)

Grossprofit .. .. ... e $200,678  $200,192  $ 486
Operating EXPensES .. .o vutnte ettt e e e 176,768 183,437 (6,669)
Operatingincome . .. ... ... ... .. e 23,910 16,755 7,155
Miscellaneous eXpense . . ...ttt e e (926) (1,153) 227
Interestcharges ... . it e 27,834 28,042 (208)
Loss from continuing operations before income taxes ... ....... (4,850) (12,440) 7,590
Incometaxbenefit ... .. .. ... (2,073) 4,311) 2,238
Loss from continuing operations .. ......................... 2,777 (8,129 5,352
Income from discontinued operations, netof tax ................ 988 908 80
Netloss ... . i $ (1,789 § (7,221) §$5432
Consolidated natural gas distribution sales volumes from continuing

operations —MMecf .. oL 33,407 37,011 (3,604)
Consolidated natural gas distribution transportation volumes from

continuing operations ~— MMecf ... ... ..o oo oL 30,312 29,955 357
Consolidated natural gas distribution throughput from continning

operations — MMecf ... 63,719 66,966 (3,241
Consolidated natural gas distribution throughput from discontinued

operations — MMcf .. ... L 1,981 2,128 (147)
Total consolidated natural gas distribution throughput — MMcf . ... 65,700 69,094 (3,394)
Consolidated natural gas distribution average transportation revenue

PEEMOE L $ 043 § 046 $ (0.03)
Consolidated natural gas distribution average cost of gas per Mcf

SOIA . oL $ 373 % 539 § (1.86)

The $0.5 million increase in natural gas distribution gross profit was primarily due to a $4.5 million net
increase in rate adjustments, primarily in our Mid-Tex, Kentucky, Louisiana and Mississippi service areas.

These increases were partially offset by a $3.3 million decrease in revenue-related taxes in our Mid-Tex,
West Texas and Mississippi service areas, primarily due to lower revenues on which the tax is calculated.

Results for the third fiscal quarter were also unfavorably impacted by a five percent decrease in total con-
solidated throughput compared to the prior year. However, the impact to gross profit was mitigated by favorable
rate designs that substantially lessened the impact of warm weather in most of our nataral gas distribution service
areas.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income decreased $6.7 million primarily due to the
following:

* $5.3 million decrease in taxes, other than income.
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+ $1.4 million decrease in legal costs.
« $1.4 million decrease due to the establishment of regulatory assets for pension and postretirement costs.

These decreases were partially offset by a $1.9 million increase in depreciation and amortization associated
with an increase in our net plant as a result of our capital investments in the prior year,

The folloewing table shows our operating income from continuing operations by natural gas distribution divi-
sion, in order of tofal rate base, for the three months ended June 30, 2012 and 2011. The presentation of our natu-

ral gas distribution operating income is inchuded for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Three Months Ended June 39

2412 2611 Change
{In thousands)

MiId-TEX o oot e e e $35845 $ 759 $5086
Kentucky/MId-States .. ...ttt ci i s 5,189 4,832 357
L0010 13 = 1 T 6,880 6,779 101
T ) < T 353 605 (252)
MISSISSIPDI v v vv v e e e 1,785 (615) 2,400
Colorado-Kansas . . ...t e e e, 1,466 3,304 (1,838)
Other .. e e 2,392 1,091 1,301
Total .. e $23,910  $16,755 $ 7,155
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Nine Months Ended June 30, 2012 compared with Nine Months Ended June 30, 2011

Financial and operational highlights for our natural gas distribution segment for the nine months ended
June 30, 2012 and 2011 are presented below.

Nine Months Ended
June 39
2012 2011 Change
(In thousands, unless otherwise noted)

Grossprofit ... ... . ... .. $872,565 $870,132 § 2,433
Operating eXPENSES .o v v vt un e ie e e 551,003 545,917 5,086
Operating income . ..............cniiiiiirnonninn.. 321,562 324215 (2,653)
Miscellaneous income (EXpense) . .....ovvvnrnninnernone. (1,949) 18,305 (20,254)
Interest Charges ..o v i i i et 84,522 87,344 (2,822)
Income from continuing operations before income taxes . ... 235,091 255,176 (20,085)
Income tax eXPense . .. ...ttt e 91,662 64,323 (2,661)
Income from confinuing operations ..................... 143,429 160,853 (17,424)
Income from discontinued operations, netof tax ............. 6,908 7,854 (946)
Netincome . .. ..o et $150,337  $168,707  $(18,370)
Consolidated natural gas distribution sales volumes from

continuing operations — MMcf ... .. ... oo 221,466 253,665 (32,199)
Conselidated natural gas distribution transportation volumes

from continuing operations —MMecef .. ... ... L. 100,021 99,551 470
Consolidated natural pas distribution throughput from

continuing operations — MMcf . ........ ... .. .. ... 321,487 353,216 (31,729)
Consolidated natural gas distribution throughput from

discontinued operations — MMecf ... .. ... o L. 10,855 12,723 {1,868)

Total consolidated natural gas distribution

throughput — MMef . ... ... oo 332,342 365,939 (33,597}

Consolidated natural gas distribution average transportation

revenueper Mof ... $ 044 $ 047 $ (0.03)
Consolidated natural gas distribution average cost of gas

perMcefsold ... . $ 470 $ 521 % (05D

The $2.4 million increase in natural gas distribution gross profit was primarily due to a $15.5 million net
increase in rate adjustments, primarily in the Mid-Tex, Louisiana, Mississippi, Kentucky and West Texas service
areas.

These increases were partially offset by the following:

+ $8.9 million decrease in revenue-related taxes in our Mid-Tex, West Texas and Mississippi service areas,
primarily due to lower revenues on which the tax is calculated.

+ $3.1 million decrease due to a nine percent decrease in consolidated throughput caused principally by
lower residential and commercial consumption combined with warmer weather in the current period
compared to the same period last year in most of our service areas.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income increased $5.1 million primarily due to the
following:

* $8.1 million increase in depreciation and amortization associated with an increase in our net plant as a
result of our capital investments in the prior year.
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*+ $5.9 million net increase in legal and other administrative costs.
+ $1.7 million increase in software maintenance costs.
These increases were partially offset by the following:

+ $5.5 million decrease in operating expenses due to increased capital spending and warmer weather allow-
ing us time to complete more capital work than in the prior year,

* $2.9 million decrease associated with the aforementioned regulatory asset,

Net income for this segment for the prior-year period was favorably impacted by a $21.8 million pre-tax
gain recognized in March 2011 as a result of unwinding two Treasury locks ($13.3 million, net of tax) and a $5.0
million income tax benefit related to the administrative settlement of various income tax positions.

The following table shows our operating income from continuing operations by natural gas distribution divi-
sion, in order of total rate base, for the nine months ended June 30, 2012 and 2011, The presentation of our natu-
ral gas distribution operating inceme is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Nine Months Ended
June 30
2012 2011 Change
(In thousands)
MId-Tex .. e e $142,595  $140,674 $ 1,921
Kentucky/Mid-States . ...t ii e e 46,162 50,522 (4,360)
Louisiana ... ... e 44551 44975 (424)
West TeXas ... i e e 29,017 29,405 (388)
MISSISSIPPL .o oo e e 29,454 27,604 1,850
Colorado-Kansas . .. ... .o i e e e 23,627 26,256 (2,629)
L5 15 o 6,156 4,779 1,377
Total e $321,562 $324,215  $(2,653)

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the nine months ended June 30, 2012 are dis-
cussed below. The amounts described below represent the operating income that was requested or received in
each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain
operating costs may have changed as a result of a commission’s or other governmental authority’s final ruling.

Annual net operating income increases totaling $9.9 million resulting from ratemaking activity became effec-
tive in the nine months ended June 30, 2012 as summarized below:

Annual Increase to

Rate Action Operating Income
(In thousands)
Ratecase filings . ... ... . . i e e $ 545
Infrastructure PrOZIAINS . ...ttt vttt e e e e et e e e e 4,488
Annual rate filing mechanisms . ... ... . e e 4,720
O her 1ate 0L IVILY . .ot it i i e e 167
$9,920
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Additionally, the following ratemaking efforts were in progress during the third quarter of fiscal 2012 but
had not been completed as of June 30, 2012.

Operating
Income
Divisior Rate Action Jurisdiction Requested
(In theusands)
Mid-Tex ... Rate Case RRC $46,537
WestTexas . ........... ... .. s Rate Case RRC 9,427
Colorado-Kansas . .................. Rate Caset Kansas 5,498
Louisiana .............. ... ... un.n Rate Stabilization Clanse® LGS 1,823
Kentucky/Mid-States ............... PRP™) Georgia 1,079
Kentucky/Mid-States ............... Rate Case Tennessee 11,230
$75.594

@) Atmos Energy and Commission Staff reached a settlement for an increase in operating income of $3.8 mil-
lion, A hearing on the settlement was conducted on July 18, 2012 and a final order is due before the end of
the fiscal year.

@ The Louisiana Commission Staff recommended an operating income increase of $2.3 million effective
July 1, 2012, which the Commission accepted.

&) The Pipeline Replacement Program (PRP) surcharge relates to a long-term cast iron replacement program.

Rate Case Filings

A rate case is a formal request from Atmos Energy to a regulatory authority to increase rates that are
charged to our customers. Rate cases may also be initiated when the regulatory authorities request us to justify
our rates. This process is referred to as a “show canse” action. Adequate rates are intended to provide for recov-
ery of the Company’s costs as well as a fair rate of return to our sharcholders and ensure that we continue to
deliver reliable, reasonably priced natural gas service to our customers. The following table suminarizes the rate
case that was completed during the nine months ended June 30, 2012.

Increase in
Amnual Operating Effective
Division State Income Date
(In thousands)
2012 Rate Case Filings:
West Texas —Environs ........ . ... ... i, Texas $545 11/08/2011
Total 2012 Rate Case Filings . .. ... ..oovviivnnan.. $545
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Infrastructure Programs

Infrastructure programs such as the Gas Reliability Infrastructure Program (GRIP) allow natural gas dis-
tribution companies the opportunity to include in their rate base annually approved capital costs incurred in the
prior calendar year, As of June 30, 2012, we had infrastructure programs in Texas, Georgia, Missouri and Ken-
tucky. The following table summarizes our infrastructure program filings with effective dates occurring during
the nine months ended June 30, 2012.

Incremental Increase in
Net Utility Annuzal
Plant Operating Effective
Division Period End Investment Income Date

(In thousands) (In thousands)
2012 Infrastructure Prograins:

Mid-Tex Unincorporated (Environs)® ... 12/2011 $145,671 $ 744 06/26/2012

Kentucky/Mid-States — Georgia .. ..... 09/2010 7,160 1,215 10/01/2011

Kentucky/Mid-States — Kentucky ...... 09/2012 17,347 2,529 10/01/2011
Total 2012 Infrastructure Programs . . . . $170,178 $4,488

@) Incremental net utility plant investment represents the system-wide incremental investment for the Mid-Tex
Division. The increase in annual operating income is for the unincorporated areas of the Mid-Tex Division
only.

Annual Rate Filing Mechanisms

As an instrument to reduce regulatory lag, annual rate filing mechanisms allow us to refresh our rates on a
periodic basis without filing a formal rate case. However, these filings still involve discovery by the appropriate
regulatory authorities prior to the final determination of rates under these mechanisms. We currently have annual
rate filing mechanisms in our Louisiana and Mississippi divisions and the Georgia service area in our Kentucky/
Mid-States Division. The Company is requesting new annual rate filing mechanisms as part of our ongoing rate
cases in our Mid-Tex and West Texas divisions to replace the annual mechanisms that expired for significant
portions of these service areas in 2011. These mechanisms are referred to as rate review mechanisms in our
Mid-Tex and West Texas divisions, stable rate filings in the Mississippi Division and a rate stabilization clause in
the Louisiana Division. The following table summarizes filings made under our various annual rate filing
mechanisms for the nine months ended June 30, 2012.

Additional
Annual
Test Year Operating Effective
Division Jurisdiction Ended Income Date

{In thousands)

2012 Filings:

Mid-Tex ... Dallas 09/30/2011 $1,204 06/01/2012

Louisiana . ......................... TransLa 09/30/2011 11 04/01/2012

Kentucky/Mid-States ... ,............ Georgia 09/30/2011 (818) 02/01/2012

MissiSSIPPL . oie e Mississippt  06/30/2011 4,323 01/11/2012
Total 2012 Filings ................. $4,720
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Other Ratemaking Activity

The following table summarizes other ratemaking activity during the nine months ended June 30, 2012:

Additionai
Annuat

Operating Effective

Division Jurisdiction Rate Activity Ircome Date
(En thousands)
2012 Other Rate Activity:
Colorado-Kansas .................... Kansas Ad ValoremtD $167 01/14/2012
Total 2012 Other Rate Activity . ... ... $167

1 The Ad Valorem filing relates to a collection of property taxes in excess of the amount included in our Kan-
sas area’s base rates.

Regulated Transmission and Storage Segment

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

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

Three Months Ended June 30, 2012 compared with Three Months Ended June 30, 2011

Financial and operational highlights for our regulated transmission and storage segment for the three months
ended June 30, 2012 and 2011 are presented below.

Three Months Ended
June 30
2012 2011 Change
(In thousands, nnless otherwise noted)
Mid-Tex transportation .. ....... ...t vviienrinrerrinnns $ 43,693 §$ 32,098 $11,595
Third-party transportation ........... .. .. .. i, 17,281 16,518 763
Storage and park and lend services ......... ... . i 1,484 1,802 (318)
Ofher . e e e 4,615 3,152 1,463
Grossprofit ... ... .. .. . 67,073 53,57G 13,503
Operating eXpenses . ... ...u.iiouin i 28,063 29,305 (1,242)
Operatingincome . ............ ... . i i, 39,010 24,265 14,745
Miscellaneous eXpense . . .. ..ot (298) (312) 14
Interest Charges ..ot i e 7,353 7,653 (300)
Income before incometaxes ............................ 31,359 16,300 15,059
INCOME tAX BXPENSE .+ .o v vt e vt e i et e ia e e e 11,215 5,748 5,467
INELIICOINEC . . .\ttt et e et et e e e e $ 20,144 $ 10,552 § 9,592
Gross pipeline transportation volumes — MMef . ... ... .. .. 146,170 141,294 4,876
Consolidated pipeline transportation volumes — MMecf . .. ... .. 118,678 112,564 6,114
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The $13.5 million increase in regulated transmission and storage gross profit compared to the prior-year
quarter was primarily a result of the GRIP filings approved by the RRC during fiscal 2011 and 2012, During
fiscal 2011, the Comimission approved the Atmos Pipeline — Texas GRIP filing with an annual operating income
increase of $12.6 million that went into effect in the fiscal fourth quarter. On April 10, 2012, the RRC approved
the Atmos Pipeline — Texas GRIP filing with an annual operating income increase of $14.7 million that went
into effect with bills rendered on and after April 10, 2012,

The GRIP filings approved in fiscal 2011 and 2012 increased quarter-over-quarter gross profit by $9.1 mil-
lion. In addition, excess retention gas sales increased gross protit by $1.6 million.

Operating expenses decreased $1.2 million primarily due to a $2.6 million decrease in outside services and
materials and supplies as a resuit of increased capital spending in the current-year quarter, partially offset by a
$1.0 million increase in depreciation expense, resulting from the rate case and a higher investment in plant.

Nine Months Ended June 30, 2012 compared with Nine Months Ended June 30, 2011

Financial and operational highlights for our regulated transmission and storage segment for the nine months
ended June 30, 2012 and 2011 are presented below.

Nine Months Ended
June 30
2012 2011 Change
(En thousands, unless ofherwise noted}
Mid-Tex transportation . ... ... $120,150  § 92,729 $27.421
Third-party transportation ............................... 46,529 49,841 (3,312)
Storage and park and lend services ............. ... .00 5,157 6,191 (1,034}
111V o O O 10,033 8,792 1,241
Grossprofit ....... . ... .. e 181,869 157,553 24316
Operating eXpenses ... ... eretne i 84,017 79,373 4,644
Operatinginceme . ............... ... ... ... ... ... 97,852 78,180 19,672
Miscellaneous iNCome (EXPenSe) .. ..o v v venncnenns. (634) 5,267 (5,901}
Interest Charges ..o v e it e e e e 22,176 23,802 (1,620}
Income before income taxes ............................ 75,042 59,645 15,397
THCOME tAX EXPENSE .« oo vttt e e e i e e 26,864 21,252 5,612
NetIBCOIMIE . .. ..ot i i e et $ 48,178  $ 38,393 § 9,785
Gross pipeline transportation volames — MMcef . ... .. ... ... 483,360 468,943 14,417
Consolidated pipeline transportation volumes — MMcef ... ... .. 333,341 305,898 27,443

The $24.3 million increase in regulated transmission and storage gross profit compared to the prior-year
period was primarily a result of the previously discussed rate design changes approved in the rate case in the
prior year. Therefore, despite an eight percent decrease in throughput to our Mid-Tex Division, we experienced a
30 percent increase in gross profit from Mid-Tex transportation.

For the vear-to-date period, the enhanced rate design resulted in a $32.4 million increase in gross profit
compared to the prior-year period. This increase was partially offset by the following;

* $4.4 million decrease in third-party transportation fees. Throughput associated with third-party trans-
portation increased nine percent due to the execution of new delivery contracts with local producers in the
Barmett Shale region. However, these increases were more than offset by lower transportation rates.

+ $2.5 million decrease associated with lower throughput to our Mid-Tex Division.
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Operating expenses increased $4.6 million primarily due to a $4.9 million increase in depreciation expense,
resulting from the rate case and a higher investment in net plant,

Net income for this segment for the prior-year period was favorably impacted by a $6.0 million pre-tax gain
recognized in March 2011 as a result of unwinding two Treasury locks ($3.9 million, net of tax).

Nonregulated Segment

Our nonregulated activities are conducted through Atmos Energy Holdings, Inc. (AEH), which is a wholly-
owned subsidiary of Atmos Energy Corporation and operates primarily in the Midwest and Southeast areas of the
United States.

AFEH’s primary business is to deliver gas and provide related services by aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering gas to customers at competitive
prices. This business is significantly influenced by competitive factors in the industry, general economic con-
ditions and other factors that could affect the demand for natural gas, Therefore, the margins earned from these
activities are dependent upon our ability to attract and retain customers and to minimize the cost of gas used to
serve those customers. Further, delivered gas margins can be atfected by the price of natural gas in the different
locations where we buy and sell gas.

AFEH also earns storage and transportation margins from (i) utilizing its proprietary 21-mile pipeline located
in New Orleans, Louisiana to aggregate gas supply for our regulated natural gas distribution division in Louisi-
ana, its gas delivery activities and, on a more limited basis, for third parties and (3i) managing proprietary storage
in Kentucky and Louisiana to supplement the natural gas needs of our natural gas distribution divisions during
peak periods. The majority of these margins are generated through demand fees established under contracts with
certain of our natural gas distribution divisions that are renewed periodically and subject to regulatory oversight.

AEH utilizes customer-owned or contracted storage capacity to serve its customers. In an effort to offset the
demand fees paid to contract for storage capacity and to maximize the value of this capacity, AEH sells financial
instruments in an effort to earn a gross profit margin through the arbitrage of pricing differences in various loca-
tions and by recognizing pricing differences that occur over time. Margins earned from these activities and the
related storage demand fees are reported as asset optimization margins, Certain of these arrangements are with
regulated affiliates, which have been approved by applicable state regulatory commissions. These margins are
influenced by natural gas market conditions including, but not limited to, the price of natural gas, demand for
natural gas, the level of domestic natural gas inventory levels and the level of volatility between current (spot)
and future natural gas prices. These margins are also impacted by our ability to minimize the demand fees paid to
contract for storage capacity.

Higher natural gas prices may adversely impact our accounts receivable collections, resulting in higher bad
debt expense, and may require us to increase borrowings under our credit facilities resulting in higher interest
expense. Higher gas prices may also cause customers to conserve or use alternative energy sources. Lower natu-
ral gas prices generally reduce these risks.

The level of volatility in natural gas prices also has a significant impact on our nonregulated segment.
Increased price volatility influences the spreads between the current (spot) prices and forward natural gas prices,
which creates opportunities to earn higher arbitrage spreads and basis differentials from identifying the lowest
cost alternative among the natural gas supplies, transportation and markets to which we have access. Conversely,
a lack of price volatility reduces opportunities to create value from arbitrage spreads and basis differentials.

Our nonregulated segment manages its exposure to natural gas commodity price risk throngh a combination
of physical storage and financial instruments, Therefore, results for this segment will include unrealized gains or
losses on its net physical gas position and the related financial instruments used to manage commodity price risk.
These margins fluctuate based upon changes in the spreads between the physical and forward natural gas prices.
Generally, if the physical/financial spread narrows, we will record unrealized gains or lower unrealized losses. If
the physicalffinancial spread widens, we will generally record unrealized losses or lower unrealized gains. The
magnitude of the unrealized gains and losses is also contingent upon the levels of our net physical position at the
end of the reporting period.
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Three Months Ended June 30, 2012 compared with Three Months Ended June 30, 2011

Financial and operational highlights for our nonregulated segment for the three months ended June 30, 2012
and 2011 are presented below. Gross profit margin consists primarily of margins eamed from the delivery of gas
and related services requested by our customers, margins earned from storage and transportation services and
margins earned from asset optimization activities, which are derived from the utilization of our proprietary and
managed third-party storage and transportation assets to capture favorable arbitrage spreads through natural gas
trading activities.

Three Months Ended
June 30
2012 2011 Change
(In thousands, unless otherwise
noted)
Realized margins
Gas delivery and related services ............................ $ 6,637 $ 11,631 $ (1,994)
Storage and transporfation Services .. ... ... i it e 3,313 4,042 (729}
[ 13 T« 791 1,177 (386)
13,741 16,830 (3,109}
Asset optimizationt™ L oL e 14,600 (3,623) 18,223
Total realized margins .......... ... ... .. ... ... ... .. ..., 28,341 13,227 15,114
Unrealized margins ........... ... ... . 0.t 3,080 178 2,902
Grossprofit ...... ... ... . . . 31,421 13,405 18,016
Operating expenses, excluding asset impairments ................, 9,553 9,359 194
AsSet HIPAIIMIENIS « . Lttt — 10,988  (10,988)
Operating income (10s8) . ........ ... oottt 21,868 (6,942 28,810
Miscellaneous InCOME . .. .. ottt e 136 168 32
Interest Charges . ... e e i 595 283 312
Income (loss) beforeincometaxes ........... ... ... ... . ...... 21,409 (7,057) 28,466
Tncome tax expense (benefit) ... .. .. . 8,632 (3,160) 11,792
Netimcome Joss) . ... i e e e $12,777 $ (3,897) $ 16,674
Gross nonregulated delivered gas sales volumes — MMcf .......... 80,682 104,658 (14,976)
Consolidated nonregulated delivered gas sales volumes — MMcf . ... 79,658 88,382 (8,724)
Net physical position (Bef) . ... ... ... . .. 303 16.7 13.6

(1) Net of storage fees of $4.2 million and $3.8 million,

Results for our nonregulated operations during the third fiscal quarter continue to be adversely influenced by
unfavorable natural gas market conditions. Historically high natural gas storage levels caused by strong domestic
natural gas production caused natural gas prices to remain relatively low during our fiscal third quarter,
Additionally, we continue to experience compressed spot to forward spread values and basis differentials.

We anticipate these natural gas market conditions will continue for the foreseeable future. As a result, we
anticipate that basis differentials will remain compressed and spot-to-forward price volatility will remain rela-
tively low. Accordingly, although we anticipate continuing to profit on a fiscal-year basis from our nonregulated
activities, we anficipate per-unit margins from our delivered gas activities and margins earned from our asset
optimization activities will be lower than in previous years for the foreseeable future.
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Realized margins for gas delivery, storage and transportation services and other services were $13.7 million
during the three months ended June 30, 2012 compared with $16.9 million for the prior-year quarter. The
decrease primarily reflects a 10 percent decrease in consolidated sales volumes due to lower demand from
industrial customers and lower deliveries to power generation customers due to milder weather compared to the
prior-year quarter.

Asset optimization margins increased $18.2 million from the prior-year quarter primarily due to realized
gains carned from AEM’s trading strategy executed earhier in the fiscal year. During the first six months of fiscal
2012, AEM took advantage of falling natural gas prices by injecting gas into storage and rolling financial posi-
tions scheduled to settle during the third and fourth fiscal quarters of fiscal 2012. These gains were partially off-
set by increased storage fees associated with increased park and loan activity.

The $2.9 million increase in unrealized margins primarily reflects the impact of falling prices on our phys-
ical inventory as this hedged inventory is marked to market,

In the prior-year quarter we recorded an $11.0 million asset impairment charge related to our investment in
certain natural gas gathering assets.



Nine Months Ended June 30, 2012 compared with Nine Months Ended June 30, 2611

Financial and operational highlights for our nonregulated segment for the nine months ended June 30, 2012
and 2011 are presented below.

Nine Months Ended
June 30

2012 2011 Change
(In thousands, unless otherwise noted)

Realized margins

Gas delivery and related services ....................... $ 35021 % 46,842 $(11,821)
Storage and transportation services ..................... 9,953 10,913 (960)
Other e e 2,804 3,956 (1,152)
47,778 61,711 (13,933)
Asset optimizationt ... L (17,039) (344 (16,695)
Totalrealized margins ................................ 30,739 61,367 (30,628)
Unrealized margins . .. ...... ., .. ... ... e 11,858 (2,726) 14,584
Grossprofit ... ... .. .. . ... 42,597 58,641 (16,044)
Operating expenses, excluding asset impairments ............ 24,457 30,200 (5,743)
ASSEE IMPAITIENIS . . oo i i e i e — 30,270 (30,270)
Operating income {1688) ..................couvniieiin., 18,140 (1,829) 19,969
MiscellaneOus INCOME . . .. v vttt i i i it n s 739 764 (25)
Interestcharges ....... ... . e 1,686 1,759 (73}
Income (loss) before incometaxes . ...................... 17,193 (2,824) 20,017
Income tax expense (benefit) ............ ... ... .. ... ... 6,958 (1,364) 8,322

Netincome (doss) ....... ... ... .. ... . . .. i, $ 10,235 § (1,460) $ 11,695

Gross nonregulated delivered gas sales volumes — MMcef .. ... 307,800 339,747 (31,947)

Consolidated nonregulated delivered gas sales
volumes —MMecef ... .. L 270,372 290,486 (20,114}

Net physical position (Bef) ... ... . 30.3 16.7 13.6

1) Net of storage fees of $13.7 million and $10.7 million.

Realized margins for gas delivery, storage and transportation services and other services were $47.8 million
during the nine months ended Jupe 30, 2012 compared with $61.7 miilion for the prior-year period, The decrease
reflects the following:

= A seven percent decrease in consolidated sales volumes. The decrease was largely atiributable to warmer
weather, which reduced sales to utility, municipal and other weather-sensitive customers.

* A decrease in gas delivery per-unit margins from 30.14/Mcf in the prior-year period to $0.11/Mcf in the
current-year period primarily due to lower basis differentials resulting from increased natural gas supply
and increased transportation costs. The decrease in basis differentials was partially offset by increased fees
earned from certain transportation arrangements and the receipt of a one-time refund of transportation
demand fees from one of our transporters.

Asset optimization margins decreased $16.7 million from the prior-year period. The period-over-period
decrease primarily reflects AEH’s decision during the first six months of fiscal 2012 to take advantage of falling
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natural gas prices by purchasing and injecting gas into storage and rolling financial positions scheduled to settle
during the third and fourth quarter of fiscal 2012. As a result of this decision and falling prices, we realized sig-
nificantly higher losses on the settlement of financial instruments used to hedge our natural gas purchases during
the first two quarters of fiscal 2012.

Additionally, AEH experienced increased storage fees associated with increased park and loan activity.
Finally, AEH incurred a $1.7 million charge in the first fiscal quarter to write down to market certain natural gas
inventory that no longer qualified for fair value hedge accounting.

Unrealized margins increased $14.6 miflion in the current period compared to the prior-year peried primar-
ily due to the timing of year-over-year realized margins.

Operating expenses, excluding asset impairments decreased $5.7 million primarily due to lower employee-
related expenses. Asset impairments include the aforementioned pre-tax impairment charge recorded in the prior-
year period related to the write-off of certain natural gas gathering assets as well as an asset impairment charge of
$19.3 million recorded in March 2011 related to our investment in our Fort Necessity storage project.

Liquidity and Capital Resources

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

We regularly evaluate our funding strategy and profile to ensure that we have sufficient liquidity for our
short-term and long-term needs in a cost-effective manner. We also evaluate the levels of committed borrowing
capacity that we require.

As discussed in Note 6, our Unsecured 5.125% Senior Notes were scheduled to mature in Janoary 2013, On
July 27, 2012 we issued a notice of early redemption of these notes on August 28, 2012. We intend to initially
fund the redemption through the issuance of commercial paper. Shortly thereafter, we intend to enter into a short-
term financing facility to repay the commercial paper borrowings utilized to redeem the notes. The short-term
facility is expected to be repaid with the proceeds received from the issuance of new unsecured notes anticipated
to occur in January 2013, In Aungunst 2011, we entered into three Treasury lock agreements to fix the Treasury
yield compenent of the interest cost associated with the anticipated issuances of these senior notes. We des-
ignated all of these Treasury locks as cash flow hedges.

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program for the
remainder of fiscal 2012.

Cash Flows

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



Cash flows from operating, investing and financing activities for the nine months ended JTune 30, 2012 and
2011 are presented below,

Nine Months Ended June 3§
2012 2011 Change
{In thousands)

Total cash provided by (used in)

Operating activities ........... ... .o iiiiiiainannnn $ 518806 $519,562 $  (756)

Investing activifies ... ..ottt en e (501.621)  (393,656) (107,965)

Financing activities . .......... .. .o ciiieniinnien .. (120,898) (140,429 19,531
Change in cash and cash equivalents .................... (103,713) (14,523} (89,150)
Cash and cash equivalents at beginning of peried .. ..... ... 131,419 131,952 (533)

Cash and cash equivalents atend of period . ........ ... .. $ 27,706  $ 117429 % (89,723)

Cash flows from operating activities

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

For the nine months ended June 30, 2012, we generated operating cash flow of $518.8 million from operat-
mg activities compared with $519.6 million for the nine months ended June 30, 2011, The $0.8 million decrease
m operating cash flows primarily reflects the $46.6 million increase in contributions made to our pension and
postretirement plans during the first nine months of fiscal 2012, offset by changes in working capital.

Cash flows from investing activities

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

Capital expenditures for fiscal 2012 are currently expected to range from $690 million to $710 million. For
the nine months ended June 30, 2012, capital expenditures were $497.4 million compared with $390.3 million for
the nine months ended June 30, 201 1. The $107.1 million increase in capital expenditures primarily reflects
spending for the steel service line replacement program in the Mid-Tex Division and other infrastructure
replacement projects in our Mid-Tex, West Texas and Kentucky service areas, the development of new customer
billing and information systems for our natural gas distribution segment and increased capital spending to
increase the capacity on our Atmos Pipeline ~ Texas system.

Cash flows from financing activities

For the nine months ended June 30, 2012, our financing activities used $120.9 million of cash compared
with $140.4 million of cash used in the prior-year period, primarily due to lower cash outflows associated with
our short-term and long-term debt instrnments, as follows:

* $125.4 million for short-term debt repayments. In the current-year period, $6.7 million of shert-term debt
was repaid, compared with $132.1 million in the prior-year period.
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* $357.7 million for scheduled long-term debt repayments. In the current-year period, $2.4 million of Jong-
term debt was repaid, compared with $360.1 million in the prior-year period.

The lower repayment activity was partially offset by:

« $394.6 million and $20.1 million less cash received related to the issuance of long-term debt and the
related settlement of Treasury locks in the prior year.

* $27.8 million less cash received related to the unwinding of two Treasury locks in the prior year.
+ $12.5 million additional cash used to repurchase common stock as part of our share buyback program,
« $7.3 million less cash received from proceeds related to the issuance of common stock.

The following table summarizes our share issuances for the nine months ended June 30, 2012 and 2011.

Nine Months Ended
June 30
2012 2011
Shares issued:
1998 Long-Term Incentive Plan . ........ ... ... ... . iiiienennnnnn. 414,778 663,555
Outside Directors Stock-for-FeePlan ......... .. ... ... ... ovv.. 1,823 1,831
Total shares 1ssted . ... .. i i e 416,601 665,356

The year-over-year decrease in the number of shares issued primarily reflects the significant number of
stock options exercised in the prior year. During the current-year period, we cancelled and retired 152,427 shares
attributable to federal withholdings on equity awards and repurchased and retired 387,991 shares through our
2011 share repurchase program described in Note 7.

As of September 30, 2011, we were authorized to grant awards for up to a maximum of 6.5 million shares of
common stock under our 1998 Long-Term Incentive Plan (LTIP). In February 2011, shareholders voted to
increase the number of authorized LTIP shares by 2.2 million shares. On October 19, 2011, we received all
required state regulatory approvals to increase the maximum number of authorized LTIP shares to 8.7 million
shares, subject to certain adjustment provisions. On October 28, 2011, we filed with the SEC a registration
statement on Forme S-8 to register an additional 2.2 million shares; we also listed such shares with the New York
Stock Exchange.

Credit Facilities

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

We finance our short-term borrowing requirements through a combination of a $750.0 million commercial
paper program under our $750 million unsecured five-year credit facility and four committed revolving credit
facilities with third-party lenders that provided approximately $1.0 billion of working capital funding. As of
June 30, 2012, the amount available to us under our credit facilities, net of outstanding letters of credit, was
$658.6 million.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions, Due to certain restrictions imposed by one state
reguiatory commission on our ability to issue securities under the new registration statement, we were able to
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issue a total of $950 million in debt securities and $350 million in equity securities, At June 30, 2012, $900 mil-
lien was available for issuance. With the closing of the sale of our Missouri, Illinois and lowa operations on
August 1, 2012, there are no longer any restrictions on our ability to issue either debt or equity under the shelf
until it expires in March 2013,

Credit Ratings

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

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors Serv-
ice (Moody’s) and Fitch Ratings, Ltd, (Fitch). As of June 30, 2012, all three ratings agencics maintained a stable
outlook. Our current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured sentor long-termdebt . ... ... . o BBB+ Baal A-
Commercial PAPEr ... ... i e A2 P-2 F-2

A significant degradation in our operating performance or a significant reduction in our liquidity caused by
more Himited access to the private and public credit markets as a result of deteriorating global or national {inan-
cial and credit conditions could trigeer a negative change in our ratings outlook or even a reduction in our credit
ratings by the three credit rating agencies. This would mean more limited access to the private and public credit
markets and an increase in the costs of such borrowings.

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

Pebt Covenants

We were in compliance with all of our debt covenants as of June 30, 2012. Our debt covenants are described
in greater detail in Note 6 to the unaudited condensed consolidated financial statements.

Capitalization

The following table presents our capitalization inclusive of short-term debt and the current portion of long-
term debt as of June 30, 2012, September 30, 2011 and June 30, 2011;

June 30, 2012 September 30, 2011 June 30, 201%
(In thousands, except percentages)
Short-termdebt . .................... ... $ 213491 45% $ 206,396 44%% — —
Longtermdebt ........... ... ... ..., 2,206,420 462% 2,208,551 473% 2208540 48.6%
Shareholders’ equity .. ................... 2,354,925  493% 2,255,421 483% 2,335,824 51.4%
Total ... $4,774,836  100.0% $4,670,368 100.0% $4,544,364 100.0%
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Total debt as a percentage of total capitalization, including short-term debt, was 50.7 percent at June 30,
2012, 51.7 percent at September 30, 2011 and 48.6 percent at June 30, 2011. Our ratio of total debt to capital-
ization is typically greater during the winter heating season as we incur short-term debt to fund natural gas pur-
chases and meet our working capital requirements. We intend to maintain our debt to capitalization ratio in a
target range of 50 to 55 percent.

Contractual Obligations and Cemmercial Commitments

Significant commercial commitments are described in Note 9 to the unaudited condensed consolidated finan-
cial statements. There were no significant changes in our contractual obligations and commercial commitments
during the nine months ended JTune 30, 2012.

Risk Management Activities

We conduct risk management activities through our natural gas distribution and nonregulated segments, In
our natural pas distribution segment, we use a combination of physical storage, fixed physical contracts and fixed
financial contracts to reduce our exposure to unusually large winter-period gas price increases.

In our nonregulated segment, we manage our exposure to the risk of natural gas price changes and lock in
our gross profit margin through a combination of storage and financial instruments, inchuding futures,
over-the-counter and exchange-traded options and swap contracts with counterparties. To the extent our
inventory cost and actual sales and actual purchases do not correlate with the changes in the market indices we
use in our hedges, we could experience ineffectiveness or the hedges may no longer meet the accounting
requirements for hedge accounting, resulting in the financial instroments being treated as mark to market instru-
ments through earnings.

The following table shows the components of the change in fair value of our natural gas distribution seg-
ment’s financial instruments for the three and nine months ended June 30, 2012 and 201 1:

Three Months Ended Nine Months Ended
June 3¢ June 3¢
2012 2611 2012 2011
(In thousands})

Fair value of contracts at beginning of period ... ... $(47,5332) $ 30,533 $(79,277)  $(49,600)
Contracts realizedfsettled .. .................. (351) (13)  (31,888)  (51,058)
Fairvalue of new contracts ...........c.heren, 1,251 1,801 874 2,872
Other changesinvalue .. ......... ... ... .... (46,227 (34,845) 17,432 95,262

Fair value of contracts at end of period . .......... $(92,859) $ (2,524) $(92,859) §$ (2,524)

The fair value of cur natural gas distribution segment’s financial instruments at June 30, 2012 is presented
below by time period and fair value source:

Fair Value of Contracts at June 30, 2012

Materity in Years
Less Greater Total Fair
Source of Fair Value Than 1 1-3 ﬁ Than 5 VYalue
{In thousands)
Prices actively quoted . ... ...ovvirninnin., $(94.066) $1207 $— $— $(92.85%)
Prices based on models and other valuation
methOdS ............................... — —— i . —

Total Fair Value . .......... ... ... .. ... ... $(94,066) 31,207 $— $— $(92,859)




The following table shows the components of the change in fair value of our nonregulated segment’s finan-
cial instruments for the three and nine months ended June 30, 2012 and 2011:
Three Months Ended Nine Months Ended

June 30 June 30
2012 2011 2012 2011
(In thousands)

Fair value of contracts at beginning of period . .................. $(2,574) $(12,942) $(25,050) $(12,374)
Contracts realized/settled ... ... . (7.066) 3,357 24,162 3,282
Fairvalueof newcontracts ........... ... i, — — — e
Otherchangesinvaltie .. ... e e 5,080 (1,824  (3,672) (2,317

Fair value of contracts atend of period ... ..................... (4,560) (11,409)  (4,560) (11,409

Nettingof cashcollateral . ... ... ... ... ... ... . ... ... 5,684 15,382 5,684 15,382

Cash collateral and fair value of contracts at periodend .. ...... ... $1,124 § 3973 $ 1,124 § 3,973

The fair value of our nonregulated segment’s financial instruments at June 30, 2012 is presented below by time
period and fair value source:
Fair Value of Contracts at June 30, 2012

Maturity in Years -
Less Greater Totai Fair

Source of Fair Value Than 1 1-3 4-5 Than 5 Value
- (In thousands)
Prices actively quoted ......... ... ... ... .. $(6,403) $1,859  §(16) $— $(4,560)
Prices based on models and other valuation

methods ........ ... .. . L e - = R —
Total Fair Value .. ...........ooieviinnn.n. $(6,403) $1,859  $(16) $— $(4,560)

Pension and Postretirement Benefits Obligations

For the nine months ended JIune 30, 2012 and 2011, our total net periodic pension and other benefits costs
were $51.9 million and $42.7 million. A substantial portion of those costs relating to our natural gas distribution
operations are recoverable through our gas distribution rates; however, a portion of these costs is capitalized into
our distribution rate base. The remaining costs are recorded as a component of operation and maintenance
expense.

Our fiscal 2012 costs were determined using a September 30, 2011 measurement dafe. As of September 30,
2011, interest and corporate bond rates utilized to determine our discount rates were lower than the interest and
corporate bond rates as of September 30, 2010, the measurement date for our fiscal 2011 net periodic cost.
Accordingly, we decreased our discount rate used to determine our fiscal 2012 pension and benefit costs to
5.05 percent. We reduced the expected retumn on our pension plan assets to 7.75 percent, based on historical
experience and the current market projection of the target asset allocation. Accordingly, our fiscal 2012 pension
and postretirement medical costs for the nine months ended June 30, 2012 were higher than the prior-year period.

The amounts we fund our defined benefit plans with are determined in accordance with the PPA and are
influenced by the discount rate and funded position of the plans when the funding requirements are determined
on January 1 of each year. We completed our valuation for fiscal 2012 during the second fiscal quarter and as a
result of lower asset returns and a year-over-year 92 basis point decline in the discount rate used to value our
qualified pension liabilities, we were required to contribute $23.0 million to the plans. During the nine months
ended June 30, 2012, we contributed $40.3 million to our defined benefit plans and we anticipate contributing
approximately $6 million during the remainder of the fiscal year. Additionally, we contributed $15.4 million to
our postretirement medical plans during the nine months ended June 30, 2012 and anticipate contributing
between $5 million and $10 million to these plans during the remainder of the fiscal year. We believe our cash
flows from operations are sufficient to fund these contributions.
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The projected pensicn liability, future funding requirements and the amount of pension expense or income
recognized for the plan are subject to change, depending upon the actuarial value of plan assets and the determi-
nation of future benefit obligations as of each subsequent actuarial calculation date, These amounts will be
determined by actual investment returns, changes in interest rates, values of assets in the plan and changes in the
demographic composition of the participants in the plan.

OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our natural gas distribution, regulated trans-
mission and storage and nonregulated segments for the three and nine month periods ended June 30, 2012 and
2011.

Natural Gas Distribution Sales and Statistical Data — Continuing Operations

Three Months Ended Nine Months Ended
JFune 30 June 30
2012 2011 2012 2011
METERS IN SERVICE, end of period
Residential ... ... .. i e 2,851,606 2,845,554 2,851,606 2,845,554
Commercial . ... ... i 259,498 258,448 259,498 258,448
Industrial . ... . e 2,250 2,319 2,250 2,319
Public authorityandother . ....................... 10,239 10,206 10,239 10,206
Totalmeters .. ... .. e 3,123,593 3,116,527 3,123,593 3,116,527
INVENTORY STORAGE BALANCE — Bef 38.6 36.3 38.6 36.3
SALES VOLUMES — MMcf @
(as sales volumes
Residential . ..., ..o vt e 14,555 17.077 128,157 150,154
Commercial ... e i . 13,684 14,149 71,955 79,632
Industrial . ... ... e 3,508 3,922 13,617 15,115
Public authority andother ........................ 1,660 1,863 7,737 8,764
Total gassalesvolumes . ....................... 33,407 37,011 221,466 253,665
Transportation volumes . ........ ... .. oo 31,384 31,036 103,420 102,824
Total throughput ... ..o i i e 64,791 68,047 324,886 356,489
OPERATING REVENUES (00(°s)®
Gas sales revenues
Residential . ...... ... o i i $ 190,773 $ 232,725 $1,217390 $1,379,223
Commercial .. ... i i e 94,137 118916 513,029 593,860
Industrial . ... ... 13,669 22,525 65,524 85,641
Public anthority andother ........ ... ... .. ... ... 7,551 12,013 46,794 58,096
Total gas salesrevenues ....................... 306,130 386,179 1,842,737 2,116,820
Transportation TeVenues ... .......cvvunrvnreeronn, 13,288 13,946 44,017 47,364
Other gasrevenues ... .ottt 5.633 6,906 20,597 23,723
Total operating revenues . ...................... $ 325,051 $ 407,031 $1,907,351 $2,187,907
Average transportation revenue per Mcf®) ... .. o L. $ 043 § 045 $ 043 $ 0.46
Average cost of gas per Mcfsold . ... ... oL $ 373 % 559 $ 470 % 5.21

See footnote following these tables.
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Natural Gas Distribution Sales and Statistical Data — Discontinued Operations

Three Months Ended Nine Months Ended
June 30 June 30
2012 2011 2012 2611

Meters in service, endof period . ... .. ..l 82,687 83,109 82,687 83,109
Inventory storage balance — Bef ... ... .. ... o L, 1.7 2.0 1.7 2.0
Sales volumes — MMcf

Total gas sales VOIUMES . .. ..ottt e it cnn s 698 936 6,221 7.910

Transportation vOIumes . .. ... ... i i e e 1,283 1,192 4,634 4813

Total throughput . ... ... i e 1,981 2,128 10,855 12,723
Operating revenues (000°S) .. ... o i i $ 8,745 §$11,524 §$58,570 $71,047
Regulated Transmission and Storage and Nonregulated Operations Sales and Statistical Data
Three Months Ended Nine Months Ended
June 30 June 39
2012 2011 2012 2011

CUSTOMERS, end of period

Industrial ... .o 797 764 797 764

Municipal .. ... e 141 61 141 61

Other ..o e 433 511 433 51

Total e e e 1,371 1,336 1,371 1,336
NONREGULATED INVENTORY STORAGE

BALANCE —Bef ... .. .. 333 214 333 214
REGULATED TRANSMISSION AND

STORAGE VOLUMES — MMcf® ... ............. 146,170 141,294 483,360 468,543
NONREGULATED DELIVERED GAS SALES

VOLUMES —MMcf@ ., ... .. 89,682 104,658 307,800 339,747
OPERATING REVENUES (008°s) @

Regulated transmission and storage .............vvn... $ 67,073 $ 53570 $ 181,869 $ 157,553

Nomregulated ...... ... . i i 256,250 491,285 1,071,189 1,550,456

Total operating revenues .. ........covnnneenoen.. $323,323  $544,855 $1,253,058 $1,708,009

Notes to preceding tables:

(1) Statistics are shown on a consolidated basis.

(2)Sales volumes and revenues reflect segment operations, including intercompany sales and transportation

amounts.

RECENT ACCOUNTING DEVELOPMENTS

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

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in
Item 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. During the nine
months ended June 30, 2012, there were no material changes in our guantitative and gualitative disclosures about

market risk.
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Item 4.  Controls and Procedures
Management’s Evalnation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, of the effectiveness of the Company’s disclosure
controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s principal executive officer
and principal financial officer have concluded that the Company’s disclosure controls and procedures were effec-
tive as of June 30, 2012 to provide reasonable assurance that information required to be disclosed by us, includ-
ing our consolidated entities, in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified by the SEC’s rules and forms, including a reasonable
level of assurance that such information is accamulated and communicated to our management, including our
principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure.

Changes in Internal Control over Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) during the third quarter of the fiscal year ended September 30, 2012
that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting,

PART II. OTHER INFORMATION
Ttem 1, Legal Proceedings

During the nine months ended June 30, 2012, except as noted in Note 9 to the unaudited condensed con-
solidated financial statements, there were no material changes in the status of the litigation and other matters that
were disclosed in Note 13 to our Anpual Report on Form 10-K for the fiscal year ended September 30, 2011, We
continue to believe that the final outcome of such litigation and other matters or claims wil not have a material
adverse effect on our financial condition, results of operations or cash flows.

Ttem 2.  Unregistered Sales of Equity Securities and Use of Proceeds

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five million shares of common stock over a five-year period. Although the program is authorized for a five-year
period, it may be terminated or limited at any time. Shares may be repurchased in the open market or in privately
negotiated transactions in amounts the Company deems appropriate. The program is primarily intended to mini-
mize the dilutive effect of equity grants under various benefit related incentive compensation plans of the Com-
pany. We did not repurchase any shares during the third quarter of fiscal 2012. At June 30, 2012, there were
4,612,009 shares of repurchase authority remaining under the program,

Item 6.  Exhibits

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

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly cansed this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

ATMOS ENERGY CORPORATION
(Registrant)

By: /s/  FRED E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President and Chief
Financial Officer
(Duly authorized signatory)

Date: August 9, 2012
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EXHIBITS INDEX

Item 6
Page Number or
Incorporation by
Description Reference {0

Computation of ratio of earnings to fixed charges

Letter regarding unaudited mterim financial information
Rule 13a-14(ay/15d-14(a) Certifications

Section 1350 Certifications*

XBRI. Instance Document

XBRIL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation Linkbase
XBRL Taxonomy Extension Definition Linkbase
XBRL Taxcnomy Extension Labels Linkbase

XBRL Taxcnomy Extension Presentation Linkbase

# These certifications, which were made pursuant to 18 U.S5.C. Section 1350 by the Company’s Chief Execu-
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will
not be deemed to be filed with the Commission or incorporated by reference into any filing by the Company
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com-
pany specifically incorporates such certifications by reference.

68



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

Form 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2012
or

[ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 1-10042

Atmos Energy Corporation

(Exact name of regixirant as specified in its charter)

Texas and Virginia 75-1743247
{State or other jurisdiction of (IRS employer
incerporafion or organization) {dentification no.)
Three Lincoln Centre, Suite 1300 75240
5430 LBJ Freeway, Dallas, Texas {Zip code)

{Address of principal executive offices)

(972) 934-9227
{Registrant's telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No [ ]

Indicate by check mark whether the registrant has submitted electronically and posted on its website, if any,
every Interactive Data File required to be submitted and posted pursnant to Rale 405 of Regulation S-T
(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files). Yes No L]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer,”
“accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer Accelerated Filer [ | Non-Accelerated Filer [ | Smaller Reporting Company [ ]
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act) Yes [ | No

Number of shares outstanding of each of the issuer’s classes of common stock, as of April 27, 2012.
Class Shares Outstanding

No Par Value 90,030,471




GLOSSARY OF KEY TERMS

ABC .. o Atmos Energy Corporation

AEH . .. e Atmos Energy Holdings, Inc.

AEM ... Atmos Energy Marketing, LL.C

AOCT. ... .. Accumulated other comprehensive income
APS (e Atmos Pipeline and Storage, LLC

Bef oo Billion cubic feet

CFIC. ... e Commodity Futures Trading Commission
FASB ... i Financial Accounting Standards Board
Fitch ... . Fitch Ratings, L.td.

GRIP ....... ... .ol Gas Reliability Infrastracture Program
GSRS ... . Gas System Reliability Surcharge

ISRS . Infrastructure System Replacement Surcharge
Mcf oo Thousand cubic feet

MMef . Million cubic feet

Moedy's ... ... . . Moody’s Investors Services, Inc.
NYMEX ........ . i New York Mercantile Exchange, Inc.

PPA . Pension Protection Act of 2006

PRP ... . Pipeline Replacement Program

RRC..... .. Railroad Commission of Texas

RRM ... o Rate Review Mechanism

S&P . e Standard & Poor’s Corporation

SEC .. United States Securities and Exchange Commission
WNA Weather Normalization Adjustment



PART L. FINANCIAL INFORMATION
Item 1.  Financial Statements
ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, September 39,

2012 2011
(Unaudited)
(In thousands, except
share data)
ASSETS
Property, plant and equipment .. ... .. ... e e $6,992,899 $6,816,794
Less accumlated depreciation and amorfization .......... ... .0 i, 1,658,887 1,668,876
Net property, plant and equipment ... ... .. . 5,334,012 5,147,918
Current assets

Cashand cashequivalents . ... i i it 47,040 131,419
Accounts TeCeivable, TIBE . . . vttt e e e e e 350,261 273,303
Gagstoredunderground .. ... L e 221,112 289,760
Other CIITEDRE 285818 . ottt ettt et e e e e 275,428 316,471
TOtal CUITENE B858ES .« .t ittt ittt et et st e it e e e e eanenens 893,841 1,010,953
Goodwill and intangible a8sefs ... ... . . i i 740,185 740,207
Deferred charges and other assets L ... ittt e 400,689 383,793

$7.368,727 $7,282.871

CAPITALIZATION AND LIABILITIES
Shareholders” equity

Common stock, no par value (stated at $.005 per share); 200,000,000 shares
authorized; issued and outstanding: March 31, 2012 — 90,029,852 shares;

September 30, 2011 — 90,296,482 shares . ...........coiieiiienaaan. $ 450 % 451
Additional paid-incapital ... ... . . . s 1,728,150 1,732,935
Retained earmings . .. ..ot e e e e e 685,206 570,495
Accumulated other comprehensive loss ... ... . . . L L (53,094) (48,460)

Sharcholders’ equity ... .. it i e e e 2,360,712 2,255,421

Long-termadebt . ... . e e 1,956,213 2,206,117

Total capitalization . ... .. ... .. e 4,316,925 4,461,538

Current liabilities
Accounts payable and accrued Habilities .. ... .. ... L 309,864 201,203
Other current Habilltes ... oo i s e et e 374,123 367,563
Short-term Aebt L ... it i e e e e 173,996 206,396
Current maturities of long-termdebt .. ... ... ... 250,131 2,434
Total current Habilitles . .. ... . i i e e e s 1,108,114 867,508
Deferred INCOmME taXES . o ottt e et e e s 1,062,488 96G,093
Reguiatory cost of removal obligation ......... ... .. ... ... . .o o 414,001 428,947
Deferred credits and other liabilities ... ............ ... .. .. ... .. i, 467,199 564,695

$7,368,727 $7,282.871

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended
March 31

2012

2611

{Unaudited)
{In thousands, except
per share data)

Operating revenues

Natural gas distribution segment ... ... . ... . $ 889,008 $1,077.414
Regulated transmission and StOrage segrment ... ... ..., 58,037 54,976
Nonregulated segment ... ... . . i i e e e 370,763 583,531
Intersegment eHMINALIONS .. ..ottt i e it cenens (74,358)  (134,424)
1,243,450 1,581,497
Purchased gas cost
Natural gas distribution SeZmMeEnt . . ... ... i i i e 508,206 698,410
Regulated transmission and stOrage SEgMent ... ... ..t ineinarnanay — —
Nonregulated Segment . .. ... e e e 374,992 563,473
Intersegment eHMINAtIONS ... ..ottt i e e e e (74,009)  (134,054)
809,189 1,127,829
Gross PrOfif L. v ettt e e e e e 434,261 453,668
Operating expenses
Operation and MaINTENANCE . .. ... .ttt ettt e e 110,708 114,162
Depreciation and amortization . ....... ... e 60,272 55,467
Taxes, other than INCOMIE . ... e e 54,919 53,558
ASSELIMPAIITNENL . . ..ot i e e e e — 19,282
Total OPErating EXPENSES « . . o vttt et et e 225,899 242 469
OPerating ICOIME . ...ttt ittt et et e e e i e e r e et e 208,362 211,199
MiSCEllaneots INCOMIE . . ..ottt e ettt et et e e e 616 26,202
Interest charges . ..., U 36,660 37,875
Income from continuing operations before income taxes ......... .. ... ... 172,318 199,526
INCOME LAX EXPENSE .« o oo vttt et e et et e it e e 66,408 71,366
Income from COntNTING OPETationNS ...\t ittt it i it 105,910 128,160
Income from discontinued operations, net of tax ($1,834 and $2,642) ............. 3,201 4,049
N ICOIIE ottt et it e e e e e e e $ 109,111 $§ 132,209
Basic earnings per share
Income per share from continuing operations .., ....... ... .. e aann... $ 1.16 $ 141
Income per share from discontinued operations . .......... ... .. .. 0.04 0.04
Net income per Share — DasiC . v v ettt i e e s 3 120 % 1.45
Diluted earnings per share
Income per share from continuing operations .. ... . i $ 116 § 1.41
Income per share from discontinued operations ........ .. .. .. ... 0.04 0.04
Net income per share —diluted .. .. ... $ 120 1.45
Cash dividends pershare ... ... .o ottt $ 0345 $ 0340
Weighted average shares outstanding:
BaBIC o it e e e e e 90,020 90,246
Daluted . ..o e e 90,322 90,533

See accompanying notes to condensed consolidated financial statements,
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ATMOS ENERGY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Six Months Ended
March 31
2012 2011
{Unaudited)

(In thousands, except
per share data)

Operating revennes

Natural gas distribution SEgmEnt . ... .. ..ot s $1,582,300 $1,780,876
Regulated transmission and storage segment ... .. .. o i an ... 114,796 103,983
Nonregulated SEgMENL . .. ... e e e 814,939 1,059,171
Intersegment elimMinations ... ... i e e e (167,412  (229,271)

2,344,623 2,714,759
Purchased gas cost

Natural gas distribution segment . . . ... .. ... . i e e 910,413 1,110,936
Regulated transmission and storage SEgment . ...... ... .o iniineienatann. — —
Nonregulated segment ... ... .t 803,763  1,013935
Intersegment eliminations ... .. .. ...ttt e {166,696y  (228,504)
1,547,480 1,896,367
GTO8S PrOfi . .o e 797,143 818,392
Operating expenses
Operation and MaIMEENance . . .. ..ottt i et 226,770 228,652
Depreciation and amortization .. .......ouve o e 119,487 110,244
Taxes, other than HCOME ...\ vttt ittt et et et et e e 98,117 93,726
ASSet IMPAITIMEnt . .. ... e e e — 19,282
Total Operating eXPenSes . .\ v vttt it it e e e e 444 374 451,904
OperatiZ INCOME - . oottt vttt it et et e e e e e e et e e e 352,769 366,488
Miscellaneous income (EXPENSE) ... ..ottt e (1,259 25,476
INEIest CHAIEES |« . o i et et e e e e 72,102 76,770
Income from continuing operations before income taxes ... .. ... .. oo ... 279,408 315,194
INCOME LA EXPENSE + . vttt ittt et i e e e e 107,710 115,934
Income from continuing Operations . .............ciueneatiaannnaaannannnns 171,698 199,260
Income from discontinued operations, net of tax {$3,393 and $4,532) ............. 5,920 6,946
Netincome ...... e e e e e e e $ 177,618 § 206,206
Basic earnings per share
Income per share from continuing operations . . ............ ... . i $ 1.89 § 2.18
Income per share from discontinued operations .......... ... ... . an.. 0.06 0.08
Netincome pershare —basic . ... o i i 3 195 % 2,26
Diluted earnings per share
Income per share from continuing operations . ... ... ... 3 1.88 $ 2.18
Income per share from discontinued Operations ...........ove e ann. 0.06 0.08
Net income per share —dilated ... ... ..o $ 1.94 2.26
Cashdividends pershare . . ..., . . . it i i e e e $ 0690 § 0.680
‘Weighted average shares outstanding:
BaSIC ot e e e e e e 90,137 90,157
Dited ..o e 90,440 90,455

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASHFLOWS

Six Months Ended
March 31
28912 2011
(Unaudited)
{In thousands)
Cash Flows From Operating Activities
NEUIIOOMIE | 1\ vttt vttt et v bt e b e e e e e e e e e e e e e e $177,618 $ 206,206
Adjustments to reconcile net income to net cash provided by operating activities:
ASSEL IMPAITMERL . 4 vttt e e et i et e et e e et — 19,282
Depreciation and amortization:
Charged to depreciation and amortization ............ ... ...t iiar.., 122,532 113,297
Charged tootheraccounts ........ ... .. i 203 98
Deferred InCome faXeS . ottt e e e 102,052 115,302
(13 1 == o 9,874 10,255
Net assets / liabilities from risk management activities .. ..................... 15,690 (17,478)
Net change in operating assets and liabilities . . ... ........ ... ... .. ... .... (67,246) {8,491}
Net cash provided by operating activities . ....... ... ... . i iriinonn. 360,723 438,471
Cash Flows From Investing Activities
Capital expendiuIes .. ...... .. . e e e e (311,123) (246,663)
O, B L o e e e e (3,878) (1,535)
Net cash used in Investing activities . . .o v vt i it i n i i ea e e e (315,001) (248,198)
Cash Flows From Financing Activities
Net decrease inshort-term debt ... i e (48,945) (128,884)
Unwinding of Treasury lock agréements ... ...t — 27.803
Repaymentof long-termdebt ... ..., ... o e (2,369) (10,066)
Cash dividends paid . ... ... i i i it e e e s (62,907 (62,067)
Repurchase of commonstock ... ... v i s (12,535) —
Repurchase of equity awards .. ... .0 i e {3,509) (3,333)
Issuance of common stock .. .. i e e e e 164 7,568
Net cash used in financing activities .............. ... .. ... iiiiriienon. (130,101) (168,979)
Net increase (decrease) in cash and cashequivalents ......................cou.. (84,379 21,294
Cash and cash equivalents at begimingof period . ...... ... ... .. i i 131,419 131,952
Cash and cash equivalents atendof period ........ ... . ... ... ... .. ... ... $ 47040 $ 153,246

See accompanying notes to condensed consolidated financial statements.
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
{(Unaudited}
March 31, 2012

1. Natuore of Business

Atmos Energy Corporation (“Atmos Energy” or the “Company”) and our subsidiaries are engaged primarily
in the regulated natural gas distribution and transmission and storage businesses as well as certain other non-
regulated businesses, Our corporate headquarters and shared-services function are located in Dallas, Texas and
our customer support centers are located in Amarillo and Waco, Texas.

Through our natural gas distribution business, we deliver natural gas through sales and transportation
arrangements to over three miilion residential, commercial, public authority and industrial customers through our
six regulated natural gas distribution divisions which currently cover service areas Jocated in 12 states. In addi-
tion, we transport natural gas for others through our distribution system. In May 2011, we entered into a defini-
tive agreement to sell our natural gas distribution operations in Missouri, Tllinois and Iowa, representing
approximately 84,000 customers. After the closing of this transaction, which we currently anticipate will occur
during fiscal 2012, we will operate in nine states. Our regulated activities also include our regulated pipeline and
storage cperations, which include the transportation of natural gas to our distribution system and the management
of our underground storage facilities. Our regnlated businesses are subject to federal and state reguiation and/or
regulation by local authorities in each of the states in which our natural gas distribution divisions operate.

Our nonregulated businesses operate primarily in the Midwest and Southeast through various whoily-owned
subsidiaries of Atmos Energy Holdings, Inc., (AEH). AEH is wholly owned by the Company and based in Hous-
ton, Texas. Through AEH, we provide natural gas management and transportation services to municipalities,
natural gas distribution companies, including certain divisions of Atmos Energy and third parties. AEH also
seeks to maximize, through asset optimization activities, the economic value associated with storage and trans-
portation capacity it owns or controls. Certain of these arrangements are with regulated affiliates of the Com-
pany, which have heen approved by applicable state regulatory commissions.

We operate the Company through the following three segments:

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

* the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

* the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services.

2. Unaudited Financial Information

These consclidated interim-peried financial statements have been prepared in accordance with accounting
principles generally accepted in the United States on the same basis as those used for the Company’s andited
consolidated financial statements included in our Annual Report on Form {0-K for the fiscal year ended Sep-
tember 30, 2G11. In the opinion of management, all material adjustments {consisting of normal recurring
accruals) necessary for a fair presentation have been made to the unaudited consolidated interim-period financial
statements. These consclidated interim-period financial statements are condensed as permitted by the instructions
to Form 10-Q and should be read in conjunction with the audited consolidated financial statements of Atmos
Energy Corporation included in our Annual Report on Form 10-K for the fiscal year ended September 30, 201 1.
Because of seasonal and other factors, the results of operations for the six-month period ended March 31, 2012
are not indicative of our results of operations for the full 2012 fiscal year, which ends September 30, 2012,



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

We have evaluated subsequent events from the March 31, 2012 balance sheet date through the date these
financial statements were filed with the Securities and Exchange Commission (SEC). Except as discussed in
Note 6, no events have occurred subsequent to the balance sheet date that would require recognition or disclosure
in the condensed consolidated financial statements,

Significant accounting policies

Our accounting policies are described in Note 2 to the consolidated financial statements in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2011.

Due to the pending sale of our distribution operations in our Missouri, 1llinois and lowa service areas, the
financial results for these service areas are shown in discontinued operations. Accordingly, certain prior-year
amounts have been reclassified to conform with the current year presentation,

During the second quarter of fiscal 2012, we completed our annual goodwill impairment assessment. Based
on the assessment performed, we determined that our goodwill was not impaired.

During the six months ended March 31, 2012, two new accounting standards were announced that will
become applicable to the Company in future periods. The first standard requires enhanced disciosure of offsetting
arrangements for financial instruments and will become effective for annual periods beginning after January 1,
2013 and for interim periods within those annual periods. The second standard indefinitely defers the effective
date for amendments to the presentation of reclassifications of items out of accumulated other comprehensive
income as prescribed by a previously issued standard, which were initially to be effective for interim and annual
periods beginning after December 15, 2011. The adoption of these standards sheuld not have an impact on our
financial position, results of operations or cash flows. There were no other significant changes to our accounting
policies during the six months ended March 31, 2012,

Regulatory assets and lLabilities

Accounting principles generally accepted in the United States require cost-based, rate-regulated entities that
meet certain criteria to reflect the authorized recovery of costs due to regulatory decisions in their financial
statements. As a result, certain costs are permitted to be capitalized rather than expensed because they can be
recovered through rates. We record certain costs as regulatory assets when future recovery through customer
rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will be reduced
for amounts that will be credited to customers through the ratemaking process, Substantially all of our regulatory
assets are recorded as a component of deferred charges and other assets and substantially all of our regulatory
liabilities are recorded as a component of deferred credits and other liabilities. Deferred gas costs are recorded
either in other current assets or liabilities, and the regulatory cost of removal obligation is reported separately.



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Significant regulatory assets and liabilities as of March 31, 2012 and September 30, 2011 included the fol-
lowing:
March 31, September 30,

2012 2011
(In thousands)
Regulatory assets:
Pension and postretirement benefitcosts ....... ... ... oL oLl $245,096 $254,666
Merger and integration COStS, NEE ... ... oot 5,998 6,242
Deferred gas costs .. ... e 19,547 33,976
Regulatory cost of removalasset . ............ .. ... .. . 10,233 8,852
Environmental cOStS .. ... .. 117 385
Rate Case COSIS ... i i e e e e e 4,503 4,862
Deferred franchise fees ... ... o e 333 379
L 11 = 8,861 3,534

$294,688 $312,896

Regulatory liabilities:

Deferred gas Costs ..o it it e s $ 15,232 $ 8,130
Regulatory cost of removal obligation ........................... 463,740 464,025
L8 1T S OO P 13,090 14,025

$492 062 $486,180

The amounts above do not include regulatory assets and liabilities related to our Missourt, Illinois and Iowa
service areas, which are classified as assets held for sale as discussed in Note 5.

During the prior fiscal year, the Railroad Commission of Texas” Division of Public Safety issued a new rule
requiring natural gas distribution companies to develep and implement a risk-based program for the renewal or
replacement of distribution facilities, including steel service lines. The rule allows for the deferral of all expenses
associated with capital expenditures incurred pursuant to this rule, including the recording of interest on the
deferred expenses until the next rate proceeding (rate case or annual rate filing) at which time investment and
costs would be recovered through base rates. As of March 31, 2012, we had deferred $0.7 million associated with
the requirements of this rule which are recorded in “Other” in the regulatory assets table above.

Effective January 1, 2012, the Texas Legislature amended its Gas Utility Regulatory Act (GURA) to permit
natural gas utilities to defer into a regulatory asset or liability the difference between a gas utility’s actual pension
and postretirement expense and the level of such expense recoverable in its existing rates. The deferred amount
will become eligible for inclusion in the utility’s rates in its next rate proceeding. During the quarter, we elected
to utilize this provision of GURA, effective January 1, 2012, and established a regulatory asset totaling $2.5 mil-
lion, which is recorded in “Other” in the regulatory assets table above, Of this amount, $1.4 million represented a
reduction to operation and maintenance expense during the second quarter of fiscal 2012,

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



ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

Comprehensive income

The following table presents the components of comprehensive income (loss), net of related tax, for the

three-month and six-month periods ended March 31, 2012 and 2011:

Three Months Ended

March 31

Six Months Ended
March 31

2012 2011

2012 2011

{In: thousands)

Netincome ..............ciiiiiiinann.. $109,111  $132.209

Unrealized holding gains on investments, net of
tax expense of $1,203 and $477 for the three
months ended March 31, 2012 and 2611 and of
$1,717 and $932 for the six months ended

March 31,2012and 2011 ... . ... ... ..., 2,046 810

Amortization, unrealized gain and vnwinding of
treasury lock agreements, net of tax expense
(benefit) of $9,042 and $(6,125) for the three
months ended March 31, 2012 and 2011 and
$8,404 and $12,579 for the six month ended

March 31,2012and 2011 ... ... . ... ... 15,396 (10,427)

Net unrealized gains (losses) on cash flow hedging
transactions, net of tax expense (benefit) of
$(3,399) and $2,573 for the three months ended
March 31, 2012 and 2011 and $(13,996) and
$9,190 for the six months ended March 31, 2012

and20F1 ... (5,315) 4,025

$177,618  $206,206

2,947 1,586

14,309 21,420

(21,890) 14,375

Comprehensiveincome ...................... $121,238  §126,617

$172,984  $243,587

Accumulated other comprehensive income (loss), net of tax, as of March 31, 2012 and September 30, 2011

consisted of the following unrealized gains (losses):

Accumulated other comprehensive income (loss):
Unrealized holding gains on investments ............covvrevnnnnn..
Treasury lock agreements ......... ... ... . .. ... ..
Cashflowhedges ... ... i e

3. Financial Instruments

March 31, September 30,
2012 2011

(En thousands)

$ 5,505 $ 2558
(19,848) (34,157)
(38,751) (16,861)

$(53,004)  $(48,460)

We currently use financial instraments to mitigate commodity price risk, Additionally, we periodically uti-
lize financial instroments to manage interest rate risk. The objectives and strategies for using financial instru-
ments have been tailored to our regulated and nonregulated businesses. The accounting for these financial
instruments is fufly described in Note 2 to the consolidated financial statements in cur Annual Report on Form
10-K for the fiscal year ended September 30, 2011. During the six months ended March 31, 2012 there were no
changes in our objectives, strategies and accounting for these financial instruments, Currently, we utilize finan-
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

cial instruments in our natural gas distribution and nonregulated segments. We currently do not manage commod-
ity price risk with financial instruments in our regulated transmission and storage segment.

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

Regulated Commodity Risk Management Activities

Although our purchased gas cost adjustment mechanisms essentially insulate our natural gas distribution
segment from commodity price risk, our customers are exposed to the effects of volatile natural gas prices. We
manage this exposure through a combination of physical storage, fixed-price forward contracts and financial
instruments, primarily over-the-counter swap and option contracts, in an effort to minimize the impact of natural
gas price volatility on our customers during the winter heating season.

Our natural gas distribution gas supply department is responsible for executing this segment’s commodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitted
to mitigate commeodity price risk through financial instruments, the relevant regulatory authorities may establish
the level of heating season gas purchases that can be hedged. Historically, if the regulatory authority does not
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases
using financial instruments. For the 2011-2012 heating season (generally October through March), in the juris-
dictions where we are permitted to utilize financial instruments, we hedged approximately 25 percent, or
25.7 Bef of the winter flowing gas requirements. We have not designated these financial instruments as hedges.

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

Nonregulated Commodity Risk Management Activities

The primary business in our nonregulated operations is to aggregate and purchase gas supply, arrange trans-
portation and/or storage logistics and ultimately deliver gas to our customers at competitive prices. We utilize
proprictary and customer-owned transportation and storage assets to serve these customers, and will seck to
maximize the value of this storage capacity through the arbitrage of pricing differences that occur over time by
selling financial instraments at advantageous prices to Jock in a gross profit margin to enhance our gross profit by
maximizing the economic value associated with the storage and transportation capacity we own or control.

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

We use financial instraments, designated as cash flow hedges of anticipated purchases and sales at index
prices, to mitigate the commodity price risk in our nonregulated operations associated with deliveries under
fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity dates rang-
ing from one to 56 months. We use financial instruments, designated as fair value hedges, to hedge our natural
gas inventory used in our asset optimization activities in our nonregulated segment.

10



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Also, in our nonregulated operations, we use storage swaps and futures to capture additional storage arbi-
trage opportunities that arise subsequent to the executicn of the original fair value hedge associated with our
physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed price and
storage books and various over-the-counter and exchange-traded options. These financial instruments have not
been designated as hedges.

Interest Rate Risk Management Activities

We periodically manage interest rate risk by entering into Treasury lock agreements to fix the Treasury
yield component of the interest cost associated with anticipated financings.

As of March 31, 2012, we had three Treasury lock agreements outstanding to fix the Treasury yield compo-
nent of 30-year unsecured notes, which we plan to issue to refinance our $250 million unsecured 5.125% Senior
Notes that mature in January 2013.

In prior years, we entered into Treasury lock agreements to fix the Treasury yield component of the interest
cost of financing various issuances of long-term debt and senior notes. The gains and losses realized upon
settlement of these Treasury locks were recorded as a component of accumulated other comprehensive income
(loss) when they were settled and are being recognized as a component of interest expense over the life of the
associated notes from the date of settlement. The remaining amortization periods for the settled Treasury locks
extend through fiscal 2041.

Quantitative Disclosures Related to Financial Instruments

The foliowing tables present detailed information concerning the impact of financial instruments on our
condensed consolidated balance sheet and income statements.

As of March 31, 2012, our financial instraments were comprised of both long and short commeodity posi-
tions, A long position is a contract to purchase the commodity, while a short position 1s a contract to sell the
commodity. As of March 31, 2012, we had net long/(short) commodity contracts outstanding in the following
quantities:

Natural
Hedge Gas
Contract Type Designation Distribution Noznregulated
Quantity (MMcf)
Commodity contracts FairValue.......... ... i i — (38,340}
CashFlow ... .. ... .. . . i i, — 49,098
Notdesignated .......... ... ... iiieienrin.. 6,033 28,190

6,033 38,948
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Financial Instruments on the Balance Sheet

The following tables present the fair value and balance sheet classification of our financial instruments by
operating segment as of March 31, 2012 and September 30, 2011. As required by authoritative accounting lter-
atore, the fair value amounts below are presented on a gross basis and do not reflect the netting of asset and
liability positions permitted under the terms of our master netting arrangements, Further, the amounts below do
not include $5.7 million and $28.8 million of cash held on deposit in margin accounts as of March 31, 2012 and
September 30, 2011 to collateralize certain financial instruments, Therefore, these gross balances are not
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will
not be equal to the amounts presented on our condensed consolidated balance sheet, nor will they be equal to the
fair value information presented for our financial instruments in Note 4.

Natural
Balance Sheet Location Distggfltion Noaregulated Total
(In thousands)
March 31, 2012
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . .. Other current assets $ — $ 77441 $ 77,441
Noncurrent commodity
contracts ................. Deferred charges and other assets — — —
Liability Financial Instruments
Current commodity contracts ... Other current liabilities (45,818) (39,301) (105,119
Noncurrent commodity
COMTActs ................. Deferred credits and other liabilities — 10,914y (10,914
Total ....................... (45,818) 7,226 (38,592)

Not Designated As Hedges:
Asset Financial Instruments

Current commodity contracts ... Other current assets 502 137,934 138,436
Noncurrent commaodity
CoOMracts . ......eeninnoa.. Deferred charges and other assets — 85,951 85,951

Liability Financial Instruments

Current commaodity contracts . .. Other current labilities®} (2,215) (164,189) (166,404)
Noncurrent commodity

COMTACES o\ vvvvsvnnn s, Deferred credits and other liabilities ()  (69,496) (69,497)

Totak ....................... (1,714) (9,800) (11,514)

Total Financial Instroments .. .. .. $47,532) $ (2,574 $ (50,106)

(1 Other current liabilities not designated as hedges in our natural gas distribution segment include $0.8 million
related to risk management liabilities that were classified as assets held for sale at March 31, 2012.
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Natural

Balance Sheet Location Distg;lsxtion Nonregulated Total
(In thousands)
September 30, 2011
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts ... Other current assets 3 —  $22396 § 22396
Noncwrent commodity
COMracts ................. Deferred charges and other assets e 174 174
Liability Financial Instruments
Current commodity contracts ... Other current liabilities — (31,064) (31,064)
Noncurrent commodity
CONMTacts . ..vvvvenvnernn,s Deferred credits and other liabilities  (67,527) (7,709) (75,236)
Total ........................ (67,527  (16,203) (83,730)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts ... Other current assets 843 67,710 68,553
Noncurrent commodity
Contracts ........v.iiiannn Deferred charges and other assets 998 22,379 23,377
Liability Financial Instruments
Current commodity contracts ... Other current liabilities (13,256) (73,865) (87,121
Noncurrent commodity
CONTACtsS .. vvt v i e Deferred credits and other liabilities (335) (25,07D) (25,406)
Total ........................ {11,750) (8,847) (20,597)
Total Financial Instruments .. ... .. $(79,277)  $(25,050) $(104,327)

) Other current liabilities not designated as hedges in our natural gas distribution segment include $1.3 miflion
related to risk management liabilities that were classified as assets held for sale at September 30, 2011.

Impact of Financial Instruments on the Income Statement

Hedge ineffectiveness for our nonregulated segment is recorded as a component of unrealized gross profit
and primarily results from differences in the location and timing of the derivative instrument and the hedged
item. Hedge ineffectiveness could materially affect our results of operations for the reported period. For the three
months ended March 31, 2012 and 2011 we recognized a gain (loss) arising from fair value and cash flow hedge
ineffectiveness of $(6.2) million and $4.1 million, For the six months ended March 31, 2012 and 2011 we recog-
nized pains arising from fair value and cash flow hedge ineffectiveness of $2.2 million and $17.5 million. Addi-
tional information regarding ineffectiveness recognized in the income statement is included in the tables below,
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Fair Value Hedges

The impact of our nonregulated commodity contracts designated as fair value hedges and the related hedged
item on our condensed consolidated income statement for the three and six months ended March 31, 2012 and
2011 is presented below.

Three Months Ended
March 31
2612 2011
(In thousands)

Commodity CONTACS . ..o\ttt i e e ettt i ie e $29000  $(1,279)
Fair value adjustment for natural gas inventory designated as the hedged

15311 [P (35,087) 5,586
Total IMPACt OM TEVENEE L .\ ittt et e ere e ie e it e ie e $ (5,997 $4,307
The impact on revenue is comprised of the following:

Basis Ineffectiveness . ...ttt e $ (739 § (509)

Timing ineffectiveness ... ... e e (5,258) 4,816

$(5997) $ 4,307

Six Months Ended
March 31
2012 2011
{In thousands)
Commodity CONTACIS . ..\ttt e et et i e ie et enns $ 53,153 $(3,003)
Fair value adjustment for natural gas inventory designated as the hedged
F155 1+ R OO (50,335 21,211
Total IMPaCt ONTEVEIIG ... . . vttt et st e ieen e $ 2,818  $18.208
The impact on revenue is comprised of the following:
Basis ineffectiveness . ... i e e e $ 102 $ 412
Timing ineffectiveness . ... ... .. i i i e 2,716 17,796

$ 2,818  $18,208

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

To the extent that the Company’s natural gas inventory does not qualify as a hedged item in a fair-value
hedge, or has not been designated as such, the natural gas inventory is valued at the lower of cost or market,
During the six months ended March 31, 2012, we recorded a $1.7 million charge to write down nonqualifying
natural gas inventory to market. We did not record a writedown for nonqualifying natural gas inventory for the
six months ended March 31, 2011.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Cash Flow Hedges

The impact of cash flow hedges on our condensed consolidated income statements for the three and six
months ended March 31, 2012 and 2011 is presented below. Note that this presentation does not reflect the
financial impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of the
economic gross profit we realized when the underlying physical and financial transactions were settled.

Three Months Ended March 31, 2012

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated

(In thousands)

Loss reclassified from AOQCT into revenue
for effective portion of commodity

CONLIACIS . .o ve e eei e eeeeneenn. $ — $ — $(21,181) $(21,18D)
Loss arising from ineffective portion of

commodity contracts .. ..... .. 0. — e (238) (238)
Total impactonrevenue ,.............. — — (21,419) (21,419)

Loss on settled Treasury lock agreements
reclassified from AOCI into interest

EXPEISE « oo vt e et (502) — — (502)
Total Impact from Cash Flow Hedges . .. .. $(502) $ — $(21,419) $(21,921)
Three Months Ended March 31, 2013
Natural Regulated
Gas Transmission
Distribution and Storage Nonreguiated Consolidated

(In thousands)

Loss reclassified from AOCI into revenue
for effective portion of commodity

CORMTACIS ..\ttt $  — 5 — $(7,328) $(7,328)
Loss ariging from ineffective portion of

commodity contracts ................ — — (233) (233)
Total impact on revenue ............... — — {7,561 (7,561)

Loss on settled Treasury lock agreements
reclassified from AOCI into interest
EXPENSE . o\t te ettt (669) — — (669)

Gain on unwinding of Treasury lock
reclassified from AQCI into
miscellaneous income . ........... ... 21,803 6,000 — 27,803

Total Impact from Cash Flow Hedges . . . .. $21,134 $6,000 $(7,561) $19,573
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Loss reclassified from AOCI into revenue

for effective portion of commodity

CONracts . ... i i

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

Total impact onrevenue ...............
Loss on settled Treasury lock agreements

reclassified from AOCI into interest

EXPEISE ..\t

Total Impact from Cash Flow Hedges . . . . .

Loss reclassified from AOCI into revenue

for effective portion of commodity
CONLIACES . .\ ot en s

Loss arising from ineffective portion of

commodity contracts . ..........

Total impact onrevenue ..........

Loss on settled Treasury lock agreements

reclassified from AOCI into interest
EXPENSE .+t vttt

Gain on unwinding of Treasury lock
reclassified from AOCI into
miscellaneous income . .........

Six Months Ended March 31, 2012

Natural Repulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated
(In thousands)
$  — $ — $(32,823) $(32,823)
— — (668) (668)
— — {33,491) (33,491
(1,004) — — (1,004}
$(1,004) $ — $(33,491) $(34,495)
Six Months Ended March 31, 2011
Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated  Consolidated
{In thousands)

$ — $ — $(21,581) $(21,581)
— — (677) (677)
— — (22,258) (22,258)
(1,339) - — (1,339)

21,803 6,000 — 27,803

$20.464 $6,000 $(22,258) $ 4206
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The following table summarizes the gains and losses arising from hedging transactions that were recognized
as a component of other comprehensive income (loss), net of taxes, for the three and six months ended March 31,
2012 and 2011. The amounts included in the table below exclude gains and losses arising from ineffectiveness
because those amounts are immediately recognized in the income statement as incurred.

Three Months Ended Six Menths Ended
March 31 March 31
2012 2011 2012 2011
{In thousands)
Increase (decrease) in fair value:
Treasury lock agreements ................... $ 1507 $ 6,667 % 13,676 $ 38,092
Forward commodity contracts . .............. (18,234) (446) (41.912) 1,211
Recognition of (gains) losses in eqrnings due to
settlements:
Treasury lock agreements ................... 317 (17,094) 633 (16,672)
Forward commodity contracts . .............. 12919 4,471 23,022 13,164
Total other comprehensive income (loss) from
hedging, netof taxt® .. ... ... .. ... L., $10,081 $ (6,402) $ (7,581) §$ 35,795

() Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each taxing
jurisdiction.

Deferred gains (losses) recorded in accumulated other comprehensive income (AOCT) associated with our
treasury lock agreements are recognized in earnings as they are amortized over the terms of the underlying debt
instraments, while deferred losses associated with commodity contracts are recognized in earnings upon settle-
ment. The following amounts, net of deferred taxes, represent the expected recognition in earnings of the
deferred gains (losses) recorded in AOCT associated with our financial instruments, based upon the fair values of
these financial instruments as of March 31, 2012. However, the table below does not include the expected recog-
nition in earnings of our outstanding Treasury lock agreements as these instruments have not yet settled.

Treasury
Lock Commodity
Agreements Contracts Total
(In thousands)
Nexttwelvemonths ........ ... ... ... $(1,266)  $(32,130)  $(33,396)
Thereafter .. ..... .. 10,284 (6,621) 3,663
Totall e e e e $ 9,018 $(38,751)  $(29,733)

() Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each taxing
jurisdiction.

Financial Instruments Not Designated as Hedges

The impact of financial instruments that have not been designated as hedges on our condensed consolidated
income statements for the three months ended March 31, 2012 and 2011 was an increase (decrease) in revenue of
$¢12.8) million and $4.0 millon. For the six months ended March 31, 2012 and 2011 revenue increased
{decreased) $(15.0) million and $8.2 million. Note that this presentation does not reflect the expected gains or
losses arising from the underlying physical fransactions associated with these financial instruments. Therefore,
this presentation is not indicative of the economic gross profit we realized when the underlying physical and
financial transactions were settled.
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As discussed above, financial instraments used in our natural gas distribution segment are not designated as
hedges. However, there is no earnings impact on our natural gas distribution segment as a result of the use of
these financial instruments because the gains and losses arising from the use of these financial instruments are
recognized in the consolidated statement of income as a component of purchased gas cost when the related costs
are recovered through our rates and recognized in revenue. Accordingly, the impact of these financial instruments
is excluded from this presentation.

4, Fair Value Measurements

We report certain assets and liabilities at fair value, which is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measure-
ment date (exit price). We record cash and cash equivalents, accounts receivable and accounts payable at carry-
ing value, which substantially approximates fair value due to the short-term nature of these assets and habilities,
For other financial assets and liabilities, we primarily use quoted market prices and other observable market pric-
ing information to minimize the use of unobservable pricing inputs in our measurements when determining fair
value. The methods used to determine fair value for our assets and liabilities are fully described in Note 2 to the
financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. During
the three and six months ended March 31, 2012, there were no changes in these methods.

Fair value measurements also apply to the valuation of our pension and postretirement plan assets. Current
accounting guidance requires employers to annually disclose mformation about fair value measurements of the
assets of a defined benefit pension or other postretirement plan. The fair value of these assets is presented in
Note 9 to the financial statements in our Annual Report on Form 10-K for the fiscal year ending September 30,
2011,
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Quantitative Disclosures

Financial Instruments

The classification of our fair value measurements requires judgment regarding the degree to which market
data are observable or corroborated by observable market data. Authoritative accounting literature establishes a
fair value hierarchy that prioritizes the inputs used to measure fair value based on observable and unobservable
data. The hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted quoted
prices in active markets for identical assets and labilities (Level 1), with the lowest priority given to
unobservable inputs (Level 3). The following tables summarize, by level within the fair value hierarchy, cur
assets and liabilities that were accounted for at fair value on a recurring basis as of March 31, 2012 and Sep-
tember 30, 2011. Assets and liabilities are categorized in their entirety based on the lowest level of input that is

significant to the fair value measurement.

Quoted Significant Significant
Prices in Other Other
Active Observable Unobservable Netting and
Markets Inputs Inputs Cash March 31,
(Level 1) (Level 2)1 {Level 3) Collateral@® 2012
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment . .........., $ — % 502 $ — 3 — § 502
Nomregulated segment .................... 52,013 249,313 — (287,608) 13,718
Total financial instruments . ................. 52,013 249815 — (287,608 14,220
Hedged portion of gas stored underground ... ... 73,043 — — — 73,043
Available-for-sale securities '
Moneymarketfunds ..................... — 3,358 — — 3,358
Registered investment companies ., ,........ 38,424 — — — 38,424
Bonds ... ... e — 23,637 — — 23,637
Total available-for-sale securities ............. 38,424 26,995 — — 65,419
Total assets . ...t e $163.480 $276,810 $ —  $(287,608) $152,682
Liahilities:
Financial instruments
Natural gas distribution segment ............ $ — $ 48,034 $  — $ — $ 48,034
Nonregulated segment .................... 76,476 227424 — (293,304) 10,596
Total liabilities . ......... .. ... ... ... ... ... $ 76,476 $275,458 58 — $(293.304) $ 58,630
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Quoted Significant Significant

Prices in Other Other
Active Observable Unobservable Netting and
Markets Inputs Inputs Cash September 30,
(Level 1) (Level 2)0 (Level 3) Collateral® 201%
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment  .......... $ — § 1,841 $ — $ — § 1,841
Nonregulated segment . ................. 15,262 97,396 s (95,156) 17,502
Total financial instraments ................. 15,262 99,237 — (95,156) 19,343
Hedged portion of gas stored underground . . ... 47,940 —— — — 47,940
Available-for-sale securities
Money market funds ....... ... . L., — 1,823 — — 1,823
Registered investment companies .......... 36,444 — . — 36,444
Bonds ... v — 14,366 — — 14,366
Total available-for-sale securities ............ 36,444 16,189 — — 52,633
Total @SSetS v\t ce e $99.646 $115,426 $ — $ (95,136) $119916
Liabilities:

Financial instruments

Natural gas distribution segment .......... $ — $ 81,118 5y — $ — $ 81,118
Nonregulated segment  .................. 22,091 115,617 — (123,943} 13,765
Total liabilities ........... ... ... ....... $22,091  $196,735 $ — $(123,943) $ 94,883

0 Our Level 2 measurements primarily consist of non-exchange-traded financial instruments, such as

vl

@

over-the-counter options and swaps where market data for pricing is observable. The fair values for these
asscts and liabilities are determined using a market-based approach in which observable market prices are
adjusted for criteria specific to each instrument, such as the strike price, notional amount or basis differences.
This level also includes municipal and corporate bonds where market data for pricing is observable.

This colurn reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature. In addi-
tion, as of March 31, 2012, we had $5.7 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $2.8 million was used to offset current risk management liabilities
under master netting arrangements and the remaining $2.9 million is classified as current risk management
assets.

This column reflects adjustments to our gross financial instroment assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant avthoritative accounting literature, In addi-
tion, as of September 30, 2011 we had $28.8 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $12.4 million was used to offset current risk management liabilities
under master netting arrangements and the remaining $16.4 million is classified as current risk management
assets,
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Available-for-sale securities are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gain Loss Value
(In thousands)
As of March 31, 2012:

Domestic equity mutual funds ., ........ ... ..ol $24471  $7.821 $ — $32292
Foreignequity mutual funds ....... .. ... ... ... .. L, 5,327 805 — 6,132
Bonds ... e 23,525 127 (15) 23,637
Money market funds . ... . ... .. 3,358 — — 3,358

$56,681  $8,753  $ (15) $65419

As of September 30, 2011:

Domestic equity mutwal funds ... ..., .. . o oo i $27.748  $4,074 $ —  $31,822
Foreignequity muteal funds ............. ... .. ... ... L 4,597 267 (242) 4,622
Bonds .. e e e e e, 14,390 10 (34) 14,366
Money market funds ... .. . 1,823 — —_ 1,823

$48,558  $4,351 $(276) $52,633

At March 31, 2012 and September 30, 2011, our available-for-sale securities included $41.8 million and
$38.3 million related to assets held in separate rabbi trusts for our supplemental executive benefit plans. At
March 31, 2012 we maintained investments in bonds that have contractual maturity dates ranging from April
2012 through July 2016.

These securities are reported at market value with unrealized gains and losses shown as a conmponent of
accumulated other comprehensive income (loss). We regularly evaluate the performance of these investments on
a fund by fund basis for impairment, taking into consideration the fund’s purpose, volatility and current returns.
If a determination is made that a decline in fair value is other than temporary, the related fund is written down to
its estimated fair value and the other-than-temporary impairment is recognized in the income statement.

We maintained several bonds with a cumulative fair value of $4.4 million in an unrealized loss position of
less than $0.1 million as of March 31, 2012. These bonds have been in an unrealized loss position for less than
twelve months, Based upon our intent and ability to hold these investments, our ability to direct the source of
payments in order fo maximize the life of the portfolio, the short-term nature of the decline in fair value and the
fact that these bonds are investment grade, we do not consider this impairment to be other than temporary as of
March 31, 2012,

Other Fair Value Measures

Our debt is recorded at carrying value. The fair value of our debt is determined using third party market
value quotations. The following table presents the carrying value and fair value of our debt as of March 31, 2012:

March 31, 2012

(In thousands}
Carrying ATHOUNT L. v\ttt ettt e e et b ee s e e et e et a e e $2,210,196
o Value . oo e e e e e $2,583,071
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5. Discontinued Operations

On May 12, 2011, we entered into a definitive agreement to sell substantially all of our natural gas dis-
tribution assets located in Missouri, Illinois and lowa to Liberty Energy (Midstates) Corporation, an affiliate of
Algonquin Power & Utilities Corp. for a cash price of approximately $124 million. The agreement contains terms
and conditions customary for transactions of this type, including typical adjustments to the purchase price at clos-
ing, if applicable. The closing of the transaction is subject to the satisfaction of customary conditions including
the receipt of applicable regulatory approvals, which we currently anticipate will occur during fiscal 2012,

As required under generally accepted accounting principles, the operating results of our Missouri, Tlinois
and Iowa operations have been aggregated and reported on the condensed consolidated statements of income as
income from discontinued operations, net of income tax. Expenses related to general corporate overhead and
interest expense allocated to their operations are not included in discontinued operations.

The tables below set forth selected financial and operational information related to net assets and operating
resulis related to discontinued operations. Additionally, assets and liabilities related to cur Missouri, Illinois and
Towa operations are classified as “held for sale” in other current assets and liabilities in our condensed con-
solidated balance sheets at March 31, 2012 and September 30, 201 1. Prior period revenues and expenses asso-
ciated with these assets have been reclassified into discontinued operations. This reclassification had no impact
on previously reported net income.

The following table presents statement of income data related to discontinued operations,

Three Months Ended Six Months Ended
March 31 March 31
2012 2011 2012 2011
(¥n thousands)
Operating reVENUES « ..o vveve e i innrneann $26,374  $35,790  $49,825  $539,523
Purchased gascost ... ..o o o 17,026 24,636 31,977 39,533
Grossprofit . ... eve i i 9,348 11,154 17,848 19,990
Operaling eXpenses . .....ov et riren e 4,275 4,431 8,449 8,447
Operating Income . ..... ... vt inrias 5,073 6,723 9,399 11,543
Other nonoperating exXpense ..............c........ (38) (32) (86} (65)
Income from discontinued operations before income
FAXES vttt ettt e et e e 5,035 6,691 9,313 11,478
INCOME AX EXPENSE « o . oo v e oo taannaen s 1,834 2,642 3,393 4,532
NELINCOMIC ot et et e e et e e e eeas $3201 $4049 $ 5920 $ 6946
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The following table presents balance sheet data related to assets held for sale,

March 31, September 30,

2012 2011
(In ¢thousands)
Net plant, property & equipment . ...........c.oiiieiieaaaaan, $126,587 $127.577
Gas stored underground ... ... .. L e e 6,517 11,931
L0141 o1 B ) 41 Ce1o0 ) - 515 786
Deferred charges and otherassets . ......... ... ... o i, 49 277
Assetsheldforsale ... ... .. i e $133,668 $140,571
Accounts payable and accrued liabilities ... ... ... ... Ll § 5404 $ 1,917
Other current Habihties . ... ..o i e 6,857 4,877
Regulatorycostofremoval . ... ... o i i i 7,687 10,498
Deferred credits and other liabilities . ....... ... ... ... ... ... .. ... 872 1,153
Liabilities held forsale . ...t e $ 20,820 $ 18,445

6. Debt

The nature and terms of our debt instruments are described in detail in Note 7 to the consolidated financial
statements i our Annual Report on Form 10-X for the fiscal year ended September 30, 2011, There were no
material changes in the terms of our debt instruments during the six months ended March 31, 2012,

Long-term debt
Long-term debt at March 31, 2012 and September 30, 2011 consisted of the following:

March 31, September 30,

2012 2011
(En thousands)

Unsecured 10% Notes, redeemed December 2011 ... ... ... ....... $ — 3 2,303
Unsecured 5.125% Senior Notes, due Jannary 2013 ... ... ... ..... 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014 .. .. ... .. ... . .. . ... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 . ..., ... .. o i, 250,000 250,000
Unsecured 8.50% Senior Notes, due 2019 .. ... ... ... . ... . ... 450,000 450,000
Unsecured 5.95% Senior Notes, due 2034 . ... ... ... .o i, 200,000 200,000
Unsecured 5.50% Senior Notes, due 2041 .. .. .. ... ... .. .. .. ... ... ... 400,000 400,000
Medium term notes

Series A, 1995-1,6.67%,due 2025 ... ... e 10,000 10,000
Unsecured 6.75% Debentures, due 2028 ... .. ... ... .. ... .. ... ... ... 150,000 150,000
Rental property term note due in installments through 2013 ... ........ ... 196 262

Total long-term debt . ... .. .. i e 2,210,196 2,212,563

Less:

Original issne discount on unsecured senior notes and debentures . ... ... {3,852) (4,014)

Gt MAIANIICS . ottt ittt e et ettt e e (250,131) (2,434)

$1,956,213 $2.206,117

[N]
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Our unsecured 10% notes were paid on their maturity date on December 31, 2011 and were not replaced. As
noted above, our Unsecured 5.125% Senior Notes will mature in January 2013; accordingly, these have been
classified within the current maturities of long-term debt,

Short-term debt

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

We finance our short-term borrowing requirements through a combination of a $750 million commercial
paper program and four committed revolving credit facilities with third-party lenders. As a result, we have
approximately $985 million of working capital funding. Additionally, our $750 million unsecured credit facility
has an accordion feature which, if utilized, would increase borrowing capacity to $1.0 billion. At March 31, 2012
and September 30, 2011, there was $174.0 million and $206.4 million outstanding under our commercial paper
program. We also use intercompany credit facilities to supplement the funding provided by these third-party
committed credit facilities.

Regulated Operations

We fund our regulated operations as needed, primarily through our commercial paper program and three
committed revolving credit facilities with third-party lenders that provide approximately $785 millicn of working
capital funding, including a five-year $750 million unsecured facility, a $25 million unsecured facility and a $10
million revolving credit facility, which is used primarily to issue letters of credit. Due to outstanding letters of
credit, the total amount available to us under our $10 million revolving credit facility was $4.2 million at
March 31, 2012. Our $25 million unsecured facility was renewed effective April 1, 2012. This facility bears
interest at a daily negotiated rate, generally based on the Federal Funds rate plus a variable margin.

In addition to these third-party facilities, onr regulated operations had a $350 million intercompany revolv-
ing credit facility with AEH. This facility was replaced on January 1, 2012 with a $500 million intercompany
revolving credit facility with AEH. This facility bears interest at the lower of (i) the Eurodollar rate under the
five-year revolving credit facility or (ii) the lowest rate outstanding under the commercial paper program. Appli-
cable state regulatory commissions have approved our use of this facility through December 31, 2012.

Nonregulated Operations

Atmos Energy Marketing, LL.C (AEM), which is wholly-owned by AEH, has a three-year $200 million
committed revolving credit facility, expiring in December 2013, with a syndicate of third-party lenders with an
accordion feature that could increase AEM’s borrowing capacity to $500 million. The credit facility is primarily
used to issue letters of credit and, on a less frequent basis, to borrow funds for gas purchases and other working
capital needs. This facility is collateralized by substantially all of the assets of AEM and is guaranteed by AEH.
Due to outstanding letters of credit and various covenants, including covenants based on working capital, the
amount available to AEM under this credit facility was $82.0 million at March 31, 2012,

To supplement borrowings under this facility, AEH had a $350 million intercompany demand credit facility
with AEC. This facility was replaced on January 1, 2012 with a $500 million intercompany facility with AEC,
which bears interest at a rate equal to the greater of (i) the one-month LIBOR rate plus 3.00 percent or (ii) the
rate for AEM’s offshore borrowings under its committed credit facility plus 0.75 percent. Applicable state regu-
latory commissions have approved our use of this facility throngh December 31, 2012,
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Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions. At March 31, 2012, $900 million remains avail-
able for issuance, Of this amount, $550 million is available for the issvance of debt securities and $350 million
remains available for the issuance of equity securities under the shelf until March 2013,

Debt Covenants

The availability of funds under our regulated credit facilities is subject to conditions specified in the
respective credit agreements, all of which we currently satisfy. These conditions include our compliance with
financial covenants and the continued accuracy of representations and warranties contained in these agreements.
We are required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter,
a ratio of total debt to total capitalization of no greater than 70 percent. At March 31, 2012, cur total-
debt-to-total-capitalization ratio, as defined in the agreements, was 52 percent, In addition, both the interest
margin and the fee that we pay on unused amounts under each of these facilities are subject to adjustment
depending upen our credit ratings.

AEM is required by the financial covenants in its facility to maintain a ratio of total liabilities to tangible net
worth that does not exceed a maximum of 5 to 1. At March 31, 2012, AEM’s ratio of total liabilities to tangible
net worth, as defined, was 0.97 to 1. Additionally, AEM must maintain minimum levels of net working capital
and net worth ranging from $20 million to $40 million. As defined in the financial covenants, at March 31, 2012,
AEM’s net working capital was $105.9 million and its tangible net worth was $142.5 mitlion.

In addition to these financial covenants, our credit facilities and public indentures contain nsual and custom-
ary covenants for our business, including covenants substantially limiting liens, substantial asset sales and merg-
ers,

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

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

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

We were in compliance with all of our debt covenants as of March 31, 2012. If we were unable to comply
with our debt covenants, we would likely be required to repay cur outstanding balances on demand, provide
additional collateral or take other corrective actions.

7. Earnings Per Share

Since we bave non-vested share-based payments with a nonforfeitable right to dividends or dividend equiv-
alents (referred to as participating securities) we are required to use the two-class methed of computing earnings
per share. The Company’s nop-vested restricted stock and restricted stock units, for which vesting is predicated
solely on the passage of time granted under our 1998 Long-Term Incentive Plan, are considered to be participat-
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ing securities. The calculation of earnings per share using the two-class method excludes income attributable to
these participating securities from the numerator and excludes the dilutive impact of those shares from the
denominator. Basic and diluted earnings per share for the three and six months ended March 31, 2012 and 2011
are calculated as follows:

Three Months Ended Six Months Ended
March 31 March 3%
2012 2011 2012 2011

(In thousands, except per share amounts)

Basic Earnings Per Share from continuing operations

Income from continuing operations ............ ... ..., $105,910 $128,160 $171,698 $199,260
Less: Income from continuing operations allocated to

participating securities ...........c.ci it 1,109 1,342 1,794 2,089
Income from continuing operations available to common

Shareholders . v .o v i i e e e $104,801 $126,818 $169,904 $197,171
Basic weighted average shares outstanding ................ 90,020 90,246 90,137 90,157
Income from continuing operations per share — Basic ....... $ 116 $ 141 § 18 § 218

Basic Earnings Per Share from discontinued operations

Income from discontinued operations ..................... $ 3201 $ 4049 $ 5920 % 6,946
Less: Income from discentinued operations allocated to

participating Securities ... ... ... ia i 34 42 62 73
Income from discontinued operations available to common

shareholders . . ... o e $ 3,167 $ 4007 $§ 5858 % 6,873
Basic weighted average shares outstanding ..............., 90,020 9(),246 90,137 90,157
Income from discontinued operations per share — Basic ... .. $ 004 § 004 $§ 006 $ 0.08
Net income per share —Basic ..............., i, ihins, $ 120 $ 145 $ 195 $ 226
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Diluted Earnings Per Share from continuing operations

Income from continuing operations available to common
shareholders . . ... oo i e e

Effect of dilutive stock options and other shares ............

Income from continuing operations available to common
shareholders .. ... .. o e

Basic weighted average shares cutstanding . ...............
Additional dilutive stock options and other shares ,..........

Diluted weighted average shares outstanding .. .............
Income from continuing operations per share — Diluted . . .. ..

Diluted Earnings Per Share from discontinued operations

Income from discontinued operations available to common
shareholders . ... ... .o L

Effect of dilutive stock options and other shares ............

Income from discontinued operaticns available to common
shareholders . . ... ... ... i

Basic weighted average shares outstanding ................
Additional dilutive stock options and other shares ...........

Diluted weighted average shares outstanding . ..............
Income from discontinued operations per share — Diluted . . ..

Netincome per share — Diluted . ........... ... ... ... ...

Three Months Ended

Six Moanths Ended
March 31

201

(In thousands, except per share 2amounts)

$169,504 $197,171

5
$197,176
90,157
298
90,455
$ 218
$ 63873
$ 6,873
90,157
298
90,455
$ 008
$ 226

There were no out-of-the-money stock options excluded from the computation of diluted earnings per share
for the three and six months ended March 31, 2012 and 2011 as their exercise price was less than the average

market price of the common stock during that peried.

Share Repurchase Program

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five million shares of common stock over a five-year period. However, it may be terminated or limited at any
time. Shares may be repurchased in the open market or in privately negotiated transactions in amounts the com-
pany deems appropriate. The program is primarily intended to minimize the dilutive effect of equity grants under
various henefit related incentive compensation plans of the company. As of March 31, 2012, 387,991 shares had

been repurchased for an aggregate value of $12.5 million.
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8. Interim Pension and Other Postretirement Benefit Plan Information

The conmiponents of our net periodic pension cost for our pension and other postretirement benefit plans for
the three and six months ended March 31, 2012 and 2011 are presented in the following table. Most of these
costs are recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our
gas distribution rate base. The remaining costs are recorded as a component of operation and maintenance
expense.

Three Moaths Ended March 31

Pension Bencfits Other Benefits
2012 21 2012 2011
(Ir thousands)
Components of net periodic pension cost:

SEEVICE COBE . . vttt ottt it ettt e $4208 $4257 $4,088  $3,601
B3T3 (ot A oo | (GOt 6,678 7,055 3,466 3,203
Expected TN ON ASSEIS « vttt et e ie e s (5,369)  (6,285) (652) (682)
Amortization of transition asset .. ........ .. .. . . i, — — 378 378
Amortization of prior service cost ... .o it o (36) (105) (363) (363)
Amortization of actuarial loss ........ ... ... ... .. . ... 4,143 2,748 662 86
Curtailment Sain .. ...t e — 40) —

Net periodic pension cost .. ......... ..o i $9714 §$7.630 $7579 $6,223

Six Months Ended March 31
Pension Benefits Other Benefits
2012 201t 2012 2011
(In thousands)
Compeonents of net periodic pension cost:

S ETVICE COSE « o v et e et e e e e e e e e $ 85396 % 8637 $8176 $ 7202
Imferest COBt . o ottt e e e e 13,355 13,979 6,931 6,406
Expected Tefurn On asselS . v (10,737)  (12,248) (1,304) (1,364)
Amortization of transitionasset .. ....... .. ... . ... . . ... .. o — 756 756
Amortization of prior service cost . ... .. i e (71 217 (725) (725)
Ameortization of actuarial loss ... ... ... . . 8,285 6,242 1,324 173
Curtailment gain ... ... it i e e e s — (40) — —

Net periodic pension cost ... ... ... . . i $ 19428 $16,353 $15,158 $12.448

The assumptions used to develop our net periodic pension cost for the three and six months ended March 31,
2012 and 2011 are as follows:
Pension Other
Account Plan Pension Bencfits Other Benefits
2012 2611 2012 2011 2012 2011

Discountrate .......... ...t 5.05% 5.68% 5.05% 539% 5.05% 539%
Rate of compensafion increase .. ................ 3.50% 4.00% 3.50% 4.00% N/A N/A
Expected returnon planassets .................. 775% 8.25% 7.75% 825% 4.710% 5.00%

The discount rate used to compute the present value of a plan’s liabilities generally is based on rates of high-
grade corporate bonds with maturities similar to the average period over which the benefits will be paid,
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Generally, our funding policy has been to contribute annually an amount in accordance with the requirements of
the Employee Retirement Income Security Act of 1974, In accordance with the Pension Protection Act of 2006
{PPA), we determined the funded status of our plans as of January 1, 2012. Based upon this valuation, we con-
tributed $23.0 million to our defined benefit pension plans during the second fiscal quarter to achieve a desirable
PPA funding threshold. The need for this funding reflects the increased pension benefit obligation due to a
decrease in the discount rate compared to the prior year as well as a decline in the fair value of plan assets. Dur-
ing the first six months of fiscal 2012, we contributed $34.2 million to our defined benefit plans and we antici-
pate contributing an additional $12.4 million during the remainder of the fiscal year,

We contributed $9.1 million to our other post-retirement benefit plans during the six months ended
March 31, 2012. We expect to contribute a total of approximately $10 million to $15 million to these plans dur-
ing the remainder of the fiscal year.

9, Commitments and Contingencies
Litigation and Environmental Matters

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 13 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
2011, except as noted below, there were no material changes in the status of such litigation and environmental-
related matters or claims during the six months ended March 31, 2012.

Since April 2009, Atmos Energy and two subsidiaries of AEH, AEM and Atmos Gathering Company, LLC
(AGCQC) (colectively, the Atmos Entities), have been involved in a lawsuit filed in the Circuit Court of Edmonson
County, Kentucky, Billy Joe Honeycutt et al, vs. Atinos Energy Corporation, et al., which is related to our Park
City Gathering Project. The dispute which gave rise to the litigation involves the amount of royalties due from a
third party producer to landowners (who own the mineral rights) for natural gas produced from the landowners’
properties. The third party producer was operating pursuant to leases between the landowners and certain invest-
ors/working interest owners. The third party producer filed a petition in bankruptcy, which was subsequently
dismissed due to the lack of meaningful assets to reorganize or liquidate,

Although certain Atmos Energy companies entered into contracts with the third party producer to gather,
treat and ultimately sell nataral gas produced from the landowners’ properties, no Atmos Energy company had a
contractual relationship with the landowners or the investors/working interest owners. After the lawsuit was filed,
the landowners were successful in terminating for non-payment of royalties the leases related to the production of
natural gas from their properties. Subsequent to termination, the investors/working interest owners under such
leases filed additional claims against us for the termination of the leases,

During the trial, the landowners and the investors/working interest owners requested an award of compensa-
tory damages plus punitive damages against us. On December 17, 2010, the jury returned a verdict in favor of the
landowners and investor/working interest owners and awarded compensatory damages of $3.8 million and puni-
tive damages of $27.5 million payable by Atmos Energy and the two AEH subsidiaries.

A hearing was held on February 28, 2011 to hear a number of metions, including a motion to dismiss the
jury verdict and a motion for a new trial. The motions to dismiss the jury verdict and for a new trial were denied.
However, the total punitive damages award was reduced from $27.5 million to $24.7 million. On October 17,
2011, we filed our brief of appellants with the Kentucky Court of Appeals, appealing the verdict of the trial court.
The appellees in this case subsequently filed their appeliees’ brief with the Court of Appeals on January 16,
2012, with our reply brief being filed with the Court on March 19, 2012.

In addition, in a related development, on July 12, 2011, the Atmos Eatities filed a lawsuit in the United
States District Court, Western District of Kentucky, Atmos Energy Corporation et al.vs. Resource Energy Tech-
nologies, LLC and Robert Thorpe and John F. Charles, against the third party producer and its affiliates to
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recover all costs, including attorneys’ fees, incurred by the Atmos Entities, which are associated with the defense
and appeal of the case discussed above as well as for all damages awarded to the plaintiffs in such case against
the Atmos Entities. The total amount of damages being claimed in the lawsuit is “open-ended” since the appellate
process and related costs are ongoing. This lawsuit is based upon the indemnification provisions agreed to by the
third party producer in favor of Atmos Gathering that are contained in an agreement entered into between Atmos
Gathering and the third party producer in May 2009. The defendants filed a motion to dismiss the case on

Aungust 25, 2011, with Atmos Energy filing a brief in response to such motion on September 19, 2011. On

March 27, 2012 the court denied the motion to dismiss.

We have accrued what we believe is an adequate amount for the anticipated resolution of this matter; how-
ever, the amount accrued i8 less than the amount of the verdict. The Company does not have insurance coverage
that could mitigate any losses that may arise from the resolution of this matter. However, we continue to believe
that the final outcome will not have a material adverse effect on our financial condition, results of operations or
cash flows.

We are a party to other litigation and environmental-related matters or claims that have arisen in the ordi-
nary course of our business. While the results of such litigation and response actions to such environmental-
related matters or claims cannot be predicted with certainty, we continue to believe the final outcome of such
litigation and matters or claims will not have a material adverse effect on our financial condition, resuits of oper-
ations or cash flows,

Purchase Commitmenis

AEH has commitments to purchase physical guantities of natural gas under contracts indexed to the forward
NYMEX strip or fixed price contracts. At March 31, 2012, AEH was committed to purchase 96,2 Bcf within one
year, 23.5 Bef within one to three years and 0.6 Bcf after three years under indexed contracts, AEH is committed
to purchase 3.5 Bef within one year and 0.6 Bef within one to three years under fixed price contracts with prices
ranging from $1.75 to $6.36 per Mcf. Purchases under these contracts totaled $264.3 million and $438.9 million
for the three months ended March 31, 2012 and 2011 and $576.4 million and $773.1 million for the six months
ended March 31, 2012 and 2011.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliabie source of gas for our cus-
tomers in its service area which obligate it to purchase specified volumes at market and fixed prices. The esti-
mated commitments under these contracts as of March 31, 2012 are as follows (in thousands}):

20 e e $ 33,347
12/ 0 1 T O P 71,496
1 61,594
20 e e e —
200 e e e —
RO A BT © . o ot ittt e s e e e e e e e —

5166437

Our nonregulated segment maintains Jong-term contracts related to storage and transportation. The esti-
mated contractual demand fees for contracted storage and transportation under these contracts are detailed in our
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Annual Report on Form 10-K for the fiscal year ended September 30, 2011, There were no material changes to
the estimated storage and transportation fees for the six months ended March 31, 2012.

Regulatory Matters

As previously described in Note 13 to the consolidated financial statements in our Annual Report on Form
10-K for the fiscal year ended September 30, 2011, in December 2007, the Company received data requests from
the Division of Investigations of the Office of Enforcement of the Federal Energy Regulatory Commission (the
“Commission”) in connection with its investigation into possible violations of the Commission’s posting and
competitive bidding regulations for pre-arranged released firm capacity on natural gas pipelines. Since that time,
we have fully cooperated with the Commission during this investigation,

The Company and the Commission entered into a stipulation and consent agreement, which was approved
by the Commission on December 9, 2011, thereby resolving this investigation. The Commission’s findings of
violations were limited to the nonregulated operations of the Company. Under the terms of the agreement, the
Company paid to the United States Treasury a total civil penalty of approximately $6.4 million and to energy
assistance programs approximately $5.6 million in disgorgement of unjust profits plus interest for violations
identified during the investigation. The resolution of this matter did not have a material adverse impact on the
Company’s financial position, results of operations or cash flows and none of the payments were charged to any
of the Company’s customers. In addition, none of the services the Company provides to any of its regulated or
nonregulated customers were affected by the agreement,

As discussed in Note 13 to the consolidated financial statements in our Annual Report on Form 10-K for the
fiscal year ended September 30, 2011, in 2010, our Mid-Tex Division agreed to install 100,000 steel service line
replacements by September 30, 2012. As of March 31, 2012, we had replaced 73,822 lines and are on schedule
for completion in September 2012, Under the terms of the agreement, special rate recovery of the associated
return, depreciation and taxes is approved for lines replaced between October 1, 2010 and September 30,

2012. Since October 1, 2010, we have spent $81.4 million on steel service line replacements,

In July 2010, the Dodd-Frank Act was enacted, representing an extensive overhaul of the framework for
regulation of U.S. financial markets. The Dodd-Frank Act calls for various regulatory agencies, including the
SEC and the Commodity Futures Trading Commission (CFTC) to establish rules and regulations for
implementation of many of the provisions of the Dodd-Frank Act. Although the SEC and CFTC have issued a
number of rules and regulations, we expect additional rules and regulations to be issued, which should provide
additional clarity regarding the extent of the impact of this legislation on the Company. The costs of participating
n financial markets for hedging certain risks inherent in our business may be increased as a result of the new
legislation and related rules and regulations. Additional reporting and disclosure obligations have been imposed
upon the Company, the full extent of which will not be known unti! the SEC and the CFT'C have completed their
ongoing rulemaking process.

As of March 31, 2012, rate cases were in progress in our Mid-Tex, West Texas and Kansas service areas and
annual rate filing mechanisms were in progress in our Mid-Tex and Louisiana service areas along with one infra-
structure program filing in progress in our Atmos Pipeline — Texas service area. These regulatory proceedings
are discussed in further detail below in Management’s Discussion and Analysis — Recent Ratemaking Develop-
ments.

10.  Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 15 to the financial statements in
our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. During the six months ended
March 31, 2012, there were no material changes in our concentration of credit risk.
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13. Segment Information

As discussed in Note 1 above, we operate the Company through the following three segments:

« The natural gas distribution segment, which includes our regulated natural gas distribution and related

sales operations,

* The regulated transmission and storage segment, which includes the regulated pipeline and storage oper-

ations of our Atmos Pipeline — Texas Division and

s The nonregulated segment, which is comprised of our nonregulated natural gas management, non-
regulated natural gas transmission, storage and other services.

Qur determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services fo customers in differing regulatory environments. Although our natural
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each
natural gas distribution division has similar economic characteristics, The accounting policies of the segments are
the same as those described in the summary of significant accounting policies found in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2011. We evaluate performance based on net income or loss

of the respective operating units.

Income statements for the three and six month perieds ended March 31, 2012 and 2011 by segment are

presented in the following tables:

Three Months Ended March 31, 2012

Natural Regulated
Gas Transmission
Distribution  and Storage  Nonregnlated Eliminations Consolidated
{In thousands)
Operating revenues from external parties ... $888,685 $20,430 $334,335 $ —  $1,243,450
Intersegment revenues .................. 323 37,607 36,428 (74,358) —
889,008 58,037 370,763 (74,358) 1,243,450
Purchased gascost ... ... ..o ........ 508,200 — 374,992 (74,009) 809,189
Grossprofit ... i 380,802 58,037 (4,229) (349) 434,261
Operating expenses
Operation and maintenance ............ 89,443 15,847 5,769 (351) 110,708
Depreciation and amortization . ......... 51,755 7,792 725 — 60,272
Taxes, other thanincome .............. 50,313 3,915 691 — 54,919
Total operating expenses .. .............. 191,511 27,554 7,185 (351} 225,899
Operating income Joss) .........ohvvnt. 189,291 30,483 (11,414) 2 208,362
Miscellaneous income (expense) .......... 733 (56) 567 {628) 616
Interest charges .........c.vviininen.. 28,833 7,614 839 (626) 36,660
Income (loss) from continuing operations
before income taxes .................. 161,191 22,813 (11,686) — 172,318
Income tax expense (benefity ............. 62,890 8,193 4,675 —_ 66,408
Income (loss) from continuing operations . ., 98,301 14,620 (7,011) — 105,910
Income from discentinued operations, net of
(7% N 3,201 — — e 3,201
Netincome (10s8) ......oovvvnenn... $101,502 $14,620 $ (7,011 8 — $ 109,111
Capital expendifures .. ................., $114,402 $38.871 $ 3456 $ — % 156,729
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Operating revenues from external parties , . .
Intersegment FEvenues . ................

Purchased gascost ....................

Grossprofit ... .. ... ... ... .......
Operating expenses

Operation and maintenance ...........

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

Taxes, other thanincome .............

Asset impairment ............. .. ...

Total operating expenses ...............

Operating income (loss) ................
Miscellaneous income . ................
Interestcharges .......................
Income (loss) from continuing operations
before incometaxes .................
Income tax expense (benefit) ............

Income (loss) from continuing operations . .
Income from discontinued operations, net of
BX e

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

Three Months Ended March 31, 2011

Natural Reguiated

Gas ‘Transmission

Distribution  and Storage  Nonregulated Efiminations Conselidated
(In thousands)

$1.077,178  $21,597 54827122 % —  $1,581,497
236 33,379 100,809 (134,424 -
1,077,414 54,976 583,531 (134,424) 1,581,497
698,410 —_ 563,473 (134,054) 1,127,829
379,004 54,976 20,058 (370) 453,668
92,266 15,231 7,035 370) 114,162
48,555 5,798 1,114 — 55,467
50,088 4,113 (643) — 53,558
— — 19,282 — 19,282
196,909 25,142 26,788 370) 242,469
188,095 29,834 (6,730) — 211,199
20,156 5,861 306 (121) 26,202
29,605 8,085 306 (121) 37,875
178,646 27,610 (6,730) — 199,526
64,085 9,871 (2,590) — 71,366
114,561 17,739 (4,140) — 128,160
4,049 — — — 4,049
$ 118,610 $17,739 $ 4,140) $ — § 132209
$ 109,762  $11,818 $ 1921 % — $ 123,501
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Operating revenues from external parties .. ... ...
Intersegmentrevenues ......................

Purchased gascost ... ... i i iy,

Grossprofit ... ... ... ... .. .o
Operating expenses

Operation and maintenance ., ..............

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

Taxes, otherthanincome ..................

Total operating expenses . .........ovvevnnn..

Operating income (1oss) ........ ... ...,
Miscellancous income (expense) . .............
Interestcharges . ... e
Income (loss) from continuing operations before
IMNCOME LAKES ottt viitriieene s i ea e
Income tax expense (benefit) ......... ... .. ..

Income (loss) from continning operations .......

Income from discontinued operations, net of
52 O

Netincome (10ss) ............ccvvun...

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

Six Months Ended March 31, 2012

Natural Regaiated
Gas Transmission
Distribution and Storage Nonregulated Fliminations Consolidated
(In thousands)
$1,581,753 $ 39,870  $723.000 $ — $2,344,623
547 74,926 91,93%  (167,412) e
1,582,300 114,796 814,939 (167,412) 2,344,623
910,413 — 803,763 (166,696) 1,547,480
671,887 114,796 11,176 (716) 797,143
182,857 32,812 11,820 (719) 226,770
102,586 15,443 1,458 — 119,487
88,792 7,699 1,626 — 98,117
374,235 55,954 14,904 (719) 444,374
297,652 58,842 (3,728) 3 352,769
(1,023) (336) 603 {503) (1,259)
56,688 14,823 1,091 (500 72,102
239,941 43,683 (4,216) — 279,408
93,735 15,649 (1,674) — 107,710
146,206 28,034 (2,542) — 171,698
5,920 — —— — 5,920
$ 152,126 $ 28,034 §$ (2542) $ — 177,618
$ 243,135 $ 62991 § 4997 3 — 311,123
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Six Months Ended March 31, 2011

Natural Regulated
Gas Transmission
Distribution  and Storage Nonregulated Eliminations Consolidated
(In thousands)
Operating revenues from external parties . . . . . $1,780,439 $ 42830 $ 891,490 § —  $2,714,759
Intersegment TEVENUES .. ............c.... 437 61,153 167,681  (229,271) —
1,780,876 103,983 1,059,171 (229,271 2,714,759
Purchased gascost ...................... 1,110,936 — 1,013,935  (228,504) 1,896,367
Grossprofit . ...... ... ... ... ... ..., 669,940 103,983 45,236 (767) 818,392
Operating expenses
Operation and maintenance ............. 181,495 36,805 17,119 767 228 652
Depreciation and amortization ........... 96,449 11,597 2,198 — 110,244
Taxes, other thanincome ............... 84,536 7,666 1,524 — 93,726
Asset impatrment . ... . L. — — 19,282 — 19,282
Total operating expenses ................. 362,480 50,068 40,123 (767} 451,904
Operating income . ......oveiinnnnnnnn.. 307,460 53915 5113 — 366,488
Miscellaneous income  ................... 19,458 5,579 596 (157 25,476
Interestcharges ........... .. nnnran, 59,302 16,149 1,476 (157) 76,770
Income from continuing operations before
NCOMETAXES .o v vt et e e iiiannens 267,616 43,345 4233 — 315,194
Income tax exXpense . ... ..o vveiinnnnannn 98,634 15,504 1,796 — 115,934
Income from continuing operations ......... 168,982 27,841 2,437 — 199,260
Income from discontinued operations, net of
11 SO 6,946 — — — 6,946
Netincome ........ooveinnnennnnn $ 175928 $ 27841 $ 2437 % - $ 206,206
Capital expenditures ..................... $ 219,261 $ 24,557 § 2845 § — % 246,663




ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at March 31, 2012 and September 30, 2011 by segment is presented to reflect our
business structure as of March 31, 2012 in the following tables,

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

Cash and cash equivalents

Assets from risk management
activities . ....... ...,

Other current assets ... ..............
Intercompany receivables

Total currentassets ...............
Intangible assets . ....................
Goodwill

Noncurrent assets from risk management
activities

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

CAPITALIZATION AND LIABILITIES

Sharcholders’ equity

Long-term debt

Total capitalization ...............
Current liabilities
Current maturities of long-term debt . . .
Short-term debt

Liabilities from risk management
activities

Other current liabilities

Intercompany payables

Total current liabilities

Deferred income taxes

Noncurrent Habilities from risk
management activities ..............

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

March 31, 2012
Naturat Regulated

Gas Transmission

Distribution  and Storage  Nonrcgulated  Eliminations  Consolidated
(In thousands)

$4,382291 $ 886,507 $ 65214 § —  $5,334,012
674,594 — (2,096) (672,498) —
40,140 — 6,900 — 47,040
502 — 2,877 — 3,379
632,486 13,278 399,389 (201,731) 843,422
584,018 — — (584,018} —em
1,257,146 13,278 409,166 (785,749) 893,841
— — 185 e 185
572,908 132,381 34,711 — 740,000
— — 10,841 — 10,841
366,329 13,203 10,316 — 389,848
$7,253,268 $1,045,369  $528,337  $(1,458,247) $7.,368,727
$2,360,712  $ 293,135  $381,459 § (674,594) $2,360,712
1,956,147 — 66 — 1,956,213
4,316,859 293,135 381,525 (674,594 4,316,925
250,000 — 131 — 250,131
371,996 — — (198,000) 173,696
47,281 — 5,296 — 52,577
507,354 6,309 119,382 (1,635) 631,410
— 551,330 32,688 (584,018) —
1,176,631 557,639 157,497 (783,653) 1,108,114
890,455 188,936 (16,903} — 1,062,488
1 — 5,300 — 5,301
414,001 — — — 414,001
455,321 5,659 918 — 461,898
$7,253,268 $1,045369  $528,337  $(1,458,247) $7,368,727
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

September 30, 2911

Natural Regulated
Gas Transmission
Distribution  and Storage  Norregulated  Eliminations  Consolidated
(In thousands)
ASSETS
Property, plant and equipment, net .. ... .. $4,248198 $ 838302 $ 61,418 § —  $5,147,918
Investment in sabsidiaries .............. 670,993 — (2,096) (668,897) —
Current assets
Cash and cash equivalents ........... 24,646 — 106,773 — 131,419
Assets from risk management
activities ...... ... .. ... .., 843 — 17,501 — 18,344
Other CUITent assets . . .o v v v e ven 655,716 15413 386,215 (196,154) 861,190
Intercompany receivables ............ 569,898 — — (569,898) —
Total clTent assets ..o uv ey .o 1,251,103 15,413 510,489 (766,052) 1,010,953
Intangible assets ..................... — — 207 — 207
Goodwill .. ... ... o, 572,908 132,381 34,711 — 740,000
Noncurrent assets from risk management
ACHVILIES .. ... 998 — — — 998
Deferred charges and other assets . ....... 353,960 18,028 10,807 — 382,795
$7,0098,160 $1,004,124  $615,536  $(1,434,949) §$7,282,871
CAPITALIZATION AND LIABILITIES
Shareholders’ equity .................. $2,255421 % 265,102  $405,891 3 (670,993) $2,255,421
Long-termdebt ............. ... ... 2,205,986 — 131 — 2,206,117
Total capitalization ............... 4,461,407 265,102 406,022 (670,993 4,461,538
Current liabilities
Current maturities of long-term debt . .. 2,303 e 131 — 2,434
Short-termdebt .., ... ... ... .... 387,691 — —_ (181,295) 206,396
Liabilities from risk management
activities ........... ... 11,916 — 3,537 — 15,453
Other current Habilities .............. 474,783 10,369 170,926 (12,763) 643,315
Intercompany payables . ............. — 543,084 26,814 (569,8398) e
Total current labilities . ........... 876,693 553,453 201,408 (763,956) 867,598
Deferred income taxes ................ 789,649 173,351 (2,907) — 960,093
Noncurrent liabilities from risk
management activities .............. 67,862 — 10,227 — 78,089
Regulatory cost of removal obligation . ... 428,947 — — — 428,947
Deferred credits and other liabilities . . .. .. 473,602 12,218 786 — 486,606
$7,098,160 $1,004,124  $615,5336  $(1,434,949) $7,282,871
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Atmos Energy Corporation

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation and subsidiaries
as of March 31, 2012, the related condensed consolidated statements of income for the three-month and
six-month periods ended March 31, 2012 and 2011, and the condensed consolidated statements of cash flows for
the six-month periods ended March 31, 2012 and 2011. These financial statements are the responsibility of the
Company’s management.

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheet of Atmos Energy Corporation and subsidiaries as of Sep-
tember 30, 2011, and the related consolidated statements of income, sharcholders’ equity, and cash flows for the
year then ended, not presented herein, and in our report dated November 22, 2011, we expressed an unqualified
opinion on those consolidated financial statements. In our opinion, the information set forth in the accompanying
condensed consolidated balance sheet as of September 30, 2011, is fairly stated, in all material respects, in rela-
tion to the consolidated balance sheet from which it has been derived.

/s BRNST & YOUNG LLP

Dallas, Texas
May 3, 2012



Item 2.  Maragement’s Discussion and Analysis of Financial Condition and Results of Operations
INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial state-
ments in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual Report
on Form 10-K for the year ended September 30, 201 1.

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

The statements contained in this Quarterly Report on Form 10-Q) may contain “forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934. All statements other than statements of historical fact included in this Report are forward-looking state-
ments made in good faith by us and are intended to qualify for the safe harbor from liability established by the
Private Securities Litigation Reform Act of 1995. When used in this Report, or any other of our documents or

M« LIS LTINS

oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, “forecast”, “goal”, “intend”,
“objective”, “plan”, “projection”, “seek™, “strategy” or similar words are intended to identify forward-looking
staterents. Such forward-looking statements are subject to risks and uncertainties that could cause actual results
to differ matertally from those expressed or implied in the statements relating to our strategy, operations, mar-
kets, services, rates, recovery of costs, availability of gas supply and other factors. These risks and uncertainties
include the following: our ability to continue te access the credit markets to satisfy our lquidity requirements;
the impact of adverse economic conditions on our customers; increased costs of providing pension and
postretirement health care benefits and increased funding requirements along with increased costs of health care
benefits; market risks beyond our control affecting our risk management activities inclading market liquidity,
commodity price volatility, increasing interest rates and counterparty creditworthiness; regulatory trends and
decisions, including the impact of rate proceedings before various state regulatory commissions; possible
increased federal, state and local regulation of the safety of our operations; increased federal regulatory oversight
and potential penalties; the impact of environmental regulations on our business; the impact of possible future
additional regulatory and financial risks associated with global warming and climate change on our business; the
concentration of our distribution, pipeline and storage operations in Texas; adverse weather conditions; the
effects of inflation and changes in the availability and price of natural gas; the capital-intensive nature of our gas
distribution business; increased competition from energy suppliers and alternative forms of energy; the inherent
hazards and risks involved in operating our gas distribution business, natural disasters, terrorist activities or other
events, and other risks and uncertainties discussed herein, all of which are difficult to predict and many of which
are beyond our control. Accordingly, while we believe these forward-looking statements to be reasonable, there
can be no assurance that they will approximate actual experience or that the expectations derived from them will
be realized. Further, we undertake no obligation to update or revise any of our forward-looking statements
whether as a result of new information, future events or otherwise.

OVERVIEW

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution and trans-
portation and storage businesses as well as other nonregulated natural gas businesses. We distribute natural gas
through sales and transportation arrangements to over three million residential, commercial, public authority and
industrial customers throughout cur six regulated natural gas distribution divisions, which cover service areas
currently located in 12 states. n addition, we transport natural gas for others through our regulated distribution
and pipeline systems. In May 2011, we entered into a definitive agreement to sell our natural gas distribution
operations in Missouri, Illinois and Towa, representing approximately 84,000 customers, After the closing of this
transaction, which we currently anticipate will occar during fiscal 2012, we will operate in nine states.

Through our nonregulated businesses, we primarily provide natural gas management and marketing services
to municipalities, other local gas distribution companies and industrial customers primarily in the Midwest and
Southeast and natural gas transportation and storage services to certain of our natural gas distribution divisions
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and to third parties. Through cur asset optimization activities, we also seek to maximize the economic value
associated with the storage and transportation capacity we own or control,

As discussed in Note 11, we operate the Company through the following three segments:

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

* the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

+ the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services,

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

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

Our critical accounting policies used in the preparation of our consolidated financial statements are
described in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011 and include the fol-
fowing:

* Regulation

* Revenue Recognition

» Allowance for Doubtful Accounts

¢ Financial Instruments and Hedging Activities

+ Impairment Assessments

+ Pension and Other Postretirement Plans

* Fair Value Measurements

Our critical accounting policies are reviewed quarterly by the Audit Committee. There were no significant
changes to these critical accounting policies during the six months ended March 31, 2012.
RESULTS OF OPERATIONS

Atmos Energy Corporation is involved in the distribution, marketing and transportation of natural gas.
Accordingly, our results of operations are impacted by the demand for naturat gas, particularly during the winter
heating season, and the volatility of the natural gas markets. This generally results in higher operating revenues
and net income during the peried from October through March of each fiscal year and lower operating revenues
and either lower net income or net losses during the period from April through September of each fiscal year. As
aresult of the seasonality of the natural gas industry, our second fiscal quarter has historically been our most crit-
ical earnings quarter with an average of approximately 62 percent of our consolidated net income having been
earned in the second quarter during the three most recently completed fiscal years.

Additionally, the seasonality of our business impacts our working capital differently at varicuns times during
the year. Typically, our accounts recetvable, accounts payable and short-term debt balances peak by the end of
January and then start to decline, as customers begin to pay their winter heating bills. Gas stored underground,
particularly in our natural gas distribution segment, typically peaks in November and declines as we utilize stor-
age gas to serve our customers.
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We reported net income of $109.1 million, or $1.20 per diluted share for the three months ended March 31,
2012, compared with net income of $132.2 million or $1.45 per diluted share in the prior year. Excluding the
impact of unrealized margins, diluted earnings per share decreased $0.19 compared with the prier-year quarter,
Results for the prior-year pericd were inflnenced by the net positive impact of several one-time items totaling
$11.1 million, or $0.12 per diluted share related to the following pre-tax amounts:

+ $27.8 miilion favorable impact related to a cash gain recorded in association with the unwinding of two
Treasury locks in conjunction with the cancellation of a previously planned debt offering.

» $19.3 million unfavorable impact related to the non-cash impairment of certain assets in our nenregulated
business.

« $5.0 million favorable impact related to the administrative settlement of various income tax positions.

After excluding the impact of unrealized margins and the one-time items, net income and diluted earnings
per share for the three months ended March 31, 2012 decreased $6.4 million, or $0.07 per diluted share when
compared to the prior-year period, primarily due to lower earnings in our nonregulated segment due to histor-
ically warm winter weather and unfavorable natural gas market conditions. Included in the current quarter
amount is net income from discontinved operations of $3.2 million, or $0.04 per diluted share associated with the
pending sale of our Missouri, I1linois and lowa service areas, a decrease of $0.8 million or $0.00 per diluted share
compared with the prior-year quarter.

During the six months ended March 31, 2012, we carned $177.6 million or $1.94 per diluted share, which
represents a 14 percent decrease in net income and diluted net income per share compared with the prior-year
period. Results for the prior-year period were influenced by the net positive impact of several one-time items
totaling $11.1 million, or $0.12 per diluted share. Excluding the impact of these one-time items and unrealized
margins in our nonregulated operations, we earned $172.3 million, or $1.88 per diluted share for the six months
ended March 31, 2012, compared to $196.8 million, or $2.16 in the prior-year period. Included in the current
period amount is net income from discontinued operations of $5.9 million, or $0.06 per diluted share associated
with the pending sale of our Missouri, Iliinois and lowa service areas, a decrease of $1.0 million or $0.02 per
diluted share compared with the prior-year period.

Our guatter-to-date and year-to-date results were unfavorably impacted by substantially warmer winter
weather and an abundance of natural gas supply. The impact of these conditions was most significantly realized
in our nonregulated operations, which experienced a $23.0 million six-month period-over-period decrease in net
income, excluding the impact of one-time items and unrealized margins. These market conditions also con-
tributed to a 10 percent decrease in throughput in our natural gas distribution segment and lower through-system
transportation rates earned on our regulated intrastate pipeline for the six months ended March 31, 2012 com-
pared to the six months ended March 31, 2011, However, the impact on our regulated operations was not as sig-
nificant due to favorable rate designs, which substantially mitigated the effects of relatively warm weather in
most of our natural gas distribution service areas and the favorable impact of rate case increases experienced in
both our natural gas distribution and regulated transmission and storage segments.

During the fiscal second quarter, we undertook several steps to grow earnings in our regulated operations. In
our natural gas distribution segment, we initiated seven rate proceedings requesting a total of $68.7 million in
additional annual operating income and, in April 2012, we completed an annual rate filing for Atmos Pipeline-
Texas (APT) that should increase annual operating income by $14.7 million. Further, we announced two sig-
nificant pipeline expansion projects whereby APT will spend $150 million over the next two fiscal years to
increase its ability to secure new long-term gas supply on a firm and reliable basis and to enhance the reliability
of APT"s service to our Mid-Tex Divisicn in certain critical locations.

During the second fiscal quarter, we completed the annual evaluation of the funded status of our qualified
defined benefit plans as of January 1, 2012 as required by the Pension Protection Act of 2006 (PPA). As a result
of lower asset returns and a year-over-year 92 basis point decline in the discount rate used to value our pension
liabilities, we were required to contribute $23.0 million into the plans. For the six months ended March 31, 2012,
we contributed $34.2 million into these plans and expect to contribute an additional $12.4 million for the
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remainder of the fiscal year. Additionally, we contributed $9.1 million into our postretirement medical plans
during the six months ended March 31, 2012 and expect to contribute between $10 million and $15 million for
the remainder of the fiscal year, We believe our cash flows from operations are sufficient to fund these con-
tributions.

Consolidated Results

The following table presents our consolidated financial highlights for the three and six months ended
March 31, 2012 and 2011:

Three Months Ended Six Months Ended
March 31 March 31
2012 2001 2012 2011
(In thousands, except per share data)
Operating reVeNUES . .. ... .verirrtrrnr i, $1,243.450 $1,581,497 $2,344,623 $2,714,759
Grossprofit . ... ... ... 434261 453,668 797,143 818,392
Operating Xpenses .. v v sttt e en i anneenn 225,899 242 469 444 374 451,904
Operating income . ...ttt 208,362 211,199 352,769 366,488
Miscellaneous income {expense) .................... 616 26,202 (1,259) 25476
Interest Charges . ... e i e 36,660 37,875 72,102 76,770
Income from continuing operations before income
BB v vt ettt e 172,318 199,526 279,408 315,194

INCOmMe taX EXPENSE vt it ie s ot 66,408 71,366 107,710 115,934
Income from continuing operations .................. 105,910 128,160 171,698 199,260
Income from discontinued operations, netoftax ........ 3,201 4,049 5,920 6,946
NELIHCOMIE © oy ettt r oo e $ 109,111 $ 132209 $ 177,618 $ 206,206

Dilated net income per share from continuing
OPEFALIONS .ottt t et e et $ 116 % 141 $ 1.88 § 2.

Diluted net income per share from discontinued

OPEIatioNS ... .\it ittt e 0.04 0.04 0.06 0.08
Diluted netincome pershare .. ... ... .. ... ... $ 120 § 145 % 194 § 2.26

Our consolidated net income during the three and six month periods ended March 31, 2012 and 2011 was
earned in each of our business segments as follows:
Three Months Ended March 31
2012 201% Change
{Ia thousands)

Natural gas distribution segment from continuing operations ... $ 98,301  $114,561  $(16,260)

Regulated transmission and storage segment ................ 14,620 17,739 (3,119)
Nonregulated Segment . ... ... reerinronoinennn. (7,011) (4,140 (2,871)
Net income from continuing operations . ................... 105,910 128,160 22,250)
Net income from discontinued operations .................. 3,201 4,049 (848)
NetICOME ... ... e i $109,111  $132209  $(23,098)




Six Months Ended March 31

2012 2011 Change
(In thousands)
Natural gas distribution segment from continuing operations ... $146,206 $168982  $(22,776)
Regulated transmission and storage segment ... ............. 28,034 27,841 193
Nonregulated segment .. ... ... ... . i (2,542) 2,437 (4,979)
Net income from continuing operations . ................... 171,698 199,260 (27.562)
Net income from discontinued operations .................. 5,920 6,946 (1,026)
NELIICOME . ottt et e e e e e e e e $177,618  $206,206  $(28,588)

Regulated operations contributed 106 percent and 101 percent to our consolidated net income for the three
and six month pericds ended March 31, 2012. The following tables segregate our consolidated net income and
diluted earnings per share between our regulated and nonregulated operations:

Three Months Ended March 31

2012 2011 Change

(In thousands, except per share data)}
Regulated operations . .. ......... .. ... . i $112,921  $132,300  $(19,379)
Nonregulated aperations .. ... . i i (7.011) (4,140) (2,871)
Net income from continuing operations . ................... 105,910 128,160 (22,250)
Net income from discontinued operations .................. 3,201 4,049 (848)
NELINCOME .ottt i e e e e $109,111  $132,209  $(23,098)
Diluted EPS from continuing regulated operations ........... $ 123 0§ 145 § (022
Diluted EPS from nonregulated operations . ................ (0.07) (0.04) (0.03)
Diluted EPS from continuing operations ................... 1.16 1.41 (0.25)
Diluted EPS from discontinued operations .. ... ........... 0.04 0.04 —
Consolidated diluted EPS .. ... . it iniess $ 120 § 145 % (0239

Six Months Ended March 31

2012 211 Change

(In thousands, except per share data)
Regulated operations . .. .. ..., $174,240 $196,823  $(22,583)
Nonregulated operations ... ... i (2,542) 2,437 (4,979)
Net income from continuing operations .................... 171,698 199,260 (27,562)
Net income from discontinued operations .................. 5,920 6,946 (1,026)
NEtINCOMIE .\ ottt et e et ettt e e $177,618  $206,206  $(28,388)
Diluted EPS from continuing regulated operations . .......... $ 191 $ 215 § (024
Diluted EPS from nonregulated operations ................. {0.03) 0.03 0.06)
Diluted EPS from continuing operations ................... 1.88 2.18 (0.30)
Diluted EPS from discontinued operations .. ................ 0.06 0.08 (0.02)
Consolidated diluted EPS . ...... ... ... 0., $ 194 $ 226 § (0.32)




Natural Gas Distribution Segment

The primary factors that impact the results of our natural gas distribution operations are our ability to earn
our anthorized rates of return, the cost of natural gas, competitive factors in the energy industry and economic
conditions in our service areas.

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

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

Georgia, Kansas, WestTexas . ... ... .. . i October — May
Kentucky, Mississippi, Tennessee, Mid-Tex ....................... November — April
LOUISIANA . . .ot e e December — March
VIFZINIA © o it e e e e January — December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is passed
through to our customers without markup, Therefore, increases in the cost of gas are offset by a corresponding
increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial performance than
revenues. However, gross profit in our Texas and Mississippi service areas includes franchise fecs and gross
receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). Therefore, the amount of
these taxes included in revenues is influenced by the cost of gas and the level of gas sales volumes. We record
the associated tax expense as a component of taxes, other than income. Although changes in these revenue-
related taxes arising from changes in gas costs affect gross profit, over time the impact is offset within operating
income.

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad debt
expense and may require us to increase borrowings under our credit facilities resulting in higher interest expense.
Finally, higher gas costs, as well as competitive factors in the industry and general economic conditions may
cause customers to conserve or use alternative energy sources. Conversely, lower gas costs reduce our collection
risk and reduce the need to utilize short-term borrowings to fund our working capital needs.

As discussed above, in May 2011, we entered into a definitive agreement to sell substantially all of our natu-
ral gas distribution operations in Missouri, Illinois and Iowa. The results of these operations have been separately
reported in the following tables as discontinued operations and exclude general corporate overhead and interest
expense that would normally be allocated to these operations.
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Three Months Ended March 31, 2012 compared with Three Months Ended March 31, 2011

Financial and operational highlights for our natural gas distribution segment for the three months ended
March 31, 2012 and 2011 are presented below.

Three Months Ended
March 31
2082 2011 Change
(En thousands, unless otherwise noted)

Grossprofit ......... .. ... ... .. i $380,802  $379,004 $ 1,798
Operaling eXpenses . ..ottt it e 191,511 190,909 602
Operating iNCOMe . ... .. ...ttt 189,291 188,095 1,196
Miscellaneous income . . ... ... i e 733 20,156 (19,423)
Inferestcharges ... ... i e 28,833 29,603 (772)
Income from continuing operations before income faxes . . .. 161,191 178,646 (17,455)
Incometaxexpense ... ...t i e, 62,890 64,085 (1,195)
Income from continuing operations ..................... 98,301 114,561 (16,260)
Income from discontinued operations, netoftax ............. 3,201 4,049 (848)
NetINCOMmIE .. .. o i e e e $101,502  $118,610  $(17,108)
Consolidated natural gas distribution sales volumes from

continuing operations — MMcf ... ... L o L 163,169 132,517 (29,348)
Consolidated natural gas distribution transportation volumes

from continuing operations — MMecf .. ... .. ..o L 36,877 37,378 (501}
Consolidated natural gas distribution throughput from

continuing operations — MMecef .. .. .. Lo o 140,046 169,895 (29,849)
Consolidated natural gas distribution thronghput from

discontinued operations —MMef ... ... L oL 4,848 6,406 (1,558)

Total consolidated natoral gas distribution throughput —

MMcf e 144,894 176,301 (31,407

Consolidated natural gas distribution average transportation

revenueper Mcef ... .. $ 043 % 047 § (0.0
Consolidated natural gas distribution average cost of gas per

Mefsold ..o $ 494 5 528 % (034

The $1.8 million increase in natural gas distribution gross profit was primarily due to a $6.4 million net
increase in rate adjustments, primarily in our Mid-Tex, Mississippi and Louisiana service areas, combined with a
$1.0 million increase in customers, primarily in our Mid-Tex service area.

These increases were partially offset by a $5.9 million decrease in revenue-related taxes in our Mid-Tex,
West Texas and Mississippi service areas, primarily due to lower revenues on which the tax is calculated.

Results for the second fiscal quarter were also unfavorably impacted by significantly warmer winter weath-
er, which resulted in an 18 percent decrease in total consolidated throughput compared to the prior year, How-
ever, the impact to gross profit was mitigated by favorable rate designs that substantially lessened the impact of
warm weather in most of our natural gas distribution service areas.

Operating expenses, which include cperation and maintenance expense, provision for doubtful accounts, depre-
ciation and amortization expense and taxes, other than income increased $0.6 million primarily due to the following:

+ $3.2 million increase in depreciation and amortization associated with an increase in our net plant as a
result of our capital investments in the prior year,
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» $1.1 million net increase in legal and other administrative costs.
« $1.2 million increase in software maintenance costs.
These increases were partially offset by the following:

+ $2.0 million decrease in revenue-related taxes. When combined with the $5.9 million decrease in asso-
ciated revenue taxes included in gross margin, we experienced a net $3.9 miilion quarter-over-quarter
decrease in operating income.

* $1.4 million decrease due to the establishment of a regulatory asset in Texas for pension and post-
retirement COosts.

» $1.0 million decrease in operating expenses due to increased capital spending and warmer weather allow-
ing us time to complete more capital work than in the prior year.

Net income for this segment for the prior-year quarter was favorably impacted by a $21.8 million pre-tax
gain recognized in March 2011 as a result of unwinding two Treasury locks and a $5.0 million income tax benefit
related to the administrative settlement of various income tax positions,

The following table shows our operating income from continuing operations by natural gas distribution divi-
sion, in order of total rate base, for the three months ended March 31, 2012 and 2011, The presentation of our
natural gas distribution operating income is included for financial reporting purposes and may not be appropriate
for ratemaking purposes.

Three Months Ended March 31

2012 2011 Change
(In thousands)

M- T X L e e e $ 88,301 § 82,476 $ 5,825
Kentucky/Mid-States ... ... i 24,655 28,837 4,182)
LOUISIANA v ot v ettt e it e ie e e e ie et 22,470 23,235 (765)
WeSt T OXAS ot e e e 17,989 19,280 (1,281
MISSISSIPPE vttt e 17,537 18,004 (467)
Colorado-Kansas .. ...t i i e 13,0982 15,250 (1,268)
L0 5 1T O U P 4,357 1,013 3,344
BOta) o e e e e $189,201  $188,095 § 1,196
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Six Monihs Ended March 31, 2012 compared with Six Months Ended March 31, 2011

Financial and operational highlights for our natural gas distribution segment for the six months ended

March 31, 2012 and 2011 are presented below.

Six Months Ended March 31

2012 2011 Change
{In thousands, unless otherwise noted)

Gressprofit ....... ... ... ... ... ..., $671,887  $669,940  $ 1,947
Operating EXPENSES .. vttt et et e e 374,235 362,480 11,755
Operatingincome ............... ... ... 297,652 307,460 (9,808)
Miscellaneous income (EXpense) ... ... {1,623) 19,458 (20,481)
Interestcharges ... ... oo 56,688 59,302 2,614)
Income from continning operations before income taxes . ., .. 239,941 267,616 (27,675)
Income tax eXPenSe . ... o vt vttt e 93,735 98,634 (4,899)
Income from continuing operations ..................... 146,206 168,982 (22,776)
Income from discontinued operations, netoftax ............. 5,920 6,946 (1,026)
NetInCome .. ..o e $152,126  $175,928  $(23,802)
Consolidated natural gas distribution sales volumes from

continuing operations — MMcf . ......... ... ... .. .. ... 188,059 216,654 (28,595)
Consolidated natural gas distribution transportation volumes

from continuing operations —MMcf ... ... . ... oL 69,709 69,596 113
Consolidated natural gas distribution throughput from

continuing operations — MMecf .. ... ..o oL 257,768 286,250 (28,482)
Consolidated natural gas distribution throughput from

discontinued operations — MMcf ... ... . oo 8,874 10,595 {1,721)

Total consciidated natural gas distribution throughput —

MMl e e 260,642 296,845 (30,203)

Consolidated natural gas distribution average transportation

revenue per Mcf ... ... $ 044 % 048 § (004
Consolidated natural gas distribution average cost of gas per

Mcfsold ... e $ 487 % 514 § (027

The $1.9 miflion increase in natural gas distribution gross profit was primarily due to an $11.0 million net
increase in rate adjustments, primarily in the Mid-Tex, Louisiana, Mississippi, Kentucky and West Texas service

areas.

These increases were partially offset by the following;

* $2.9 million decrease due to a 10 percent decrease in consolidated throughput caused principally by lower
residential and commercial consumption combined with warmer weather in the current quarter compared

to the same period last year in most of our service areas,

+ $5.6 million decrease in revenue-related taxes in our Mid-Tex, West Texas and Mississippi service areas,

primarily due to lower revenues on which the tax is calcualated.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income increased $11.8 million primarily due to the

following;

* $6.1 million increase in depreciation and amortization and a $5.5 million increase in ad valorem taxes
associated with an increase in our pet plant as a result of our capital investments in the prior year.
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 $7.6 million net increase in legal and other administrative costs.
« $1.8 million increase in software maintenance costs.
These increases were partially offset by the following:

» $4.0 million decrease in operating expenses due to increased capital spending and warmer weather allow-
ing us time to complete more capital work than in the prior year.

+ $1.8 million decrease in revenue-related taxes, When combined with the $5.6 million decrease in asso-
ciated revenue taxes included in gross margin, we experienced a net $3.8 million year-over-year decrease
n operating income.

» $1.4 million decrease associated with the aforementioned regulatory assef.

Net income from the prior-year period also reflects the aforementioned Treasury lock gain and income tax
benefit.

The following table shows our operating income from continuing operations by natoral gas distribation divi-
sion, in order of total rate base, for the six months ended March 31, 2012 and 201 1. The presentation of our natu-
ral gas distribution operating income is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Six Months Ended
March 31
2012 2011 Change
(In thousands)

Mid-TeX vt i i e e e $136,750  $139,915  $(3,165)
Kentucky/Mid-States .. ....... i 40,973 45,690 471
LOUISIANG . . . ottt et et e e e e e e e e e e 37,671 38,196 (525)
VSt T aS L oot i 28,664 28,800 (136)
VHSSISSIPPE o ettt et e e e e 27,669 28,219 (550)
Colorado-Kansas . ... i 22,161 22,952 {(791)
Other 3,764 3,688 76
0 $297,652 $307460  $(9,808)

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the six months ended March 31, 2012 are dis-
cussed below, The amounts described below represent the operating income that was requested or received in
each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain
operating costs may have changed as a result of a commission’s or other governmental authority’s final ruling,

Annual net operating income increases totaling $8.0 million resulting from ratemaking activity became effec-
tive in the six months ended March 31, 2012 as summarized below:

Annugat Increase te

Rate Action Operating Income
(In thousands)
Ratecase fHINgs . ... ooott it e e $ 545
Infrastructure PrOGLams . .. ... vttt e e et it et 3,744
Annualrate filing mechanisms . ...... ... . . ... 3,505
Other 1At ACTIVILY o oottt e e 167
$7.961
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Additionally, the following ratemaking efforts were in progress during the second quarter of fiscal 2012 but
had not been completed as of March 31, 2012.

Operating
Income
Division Rate Action Jurisdiction Requested
(In thousands)
Mid-Tex ..o, Rate Case RRC $45,980
WestTexas . ...t Rate Case RRC 11,137
Colorado-Kansas ................... Rate Case Kansas 6,134
Mid-Tex ... Dallas Annual Rate Review RRC 2,545
Fouisiana ......................... Rate Stabilization Clause LGS 1,823
Kentucky/Mid-States ................ PRP Georgia 1,079
LouisSiana . .......coviivinnrornnsan Rate Stabilization Clause Transla —
568,698
Rate Case Filings

A rate case 1s a formal request from Atmos Energy to a regulatory authority to increase rates that are
charged to our customers. Rate cases may also be initiated when the regulatory authorities request us to justify
our rates. This process is referred to as a “show cause’ action. Adequate rates are intended to provide for recov-
ery of the Company’s costs as well as a fair rate of return to our shareholders and ensure that we continue to
deliver reliable, reasonably priced natural gas service to our customers, The following table summarizes the rate
case that was completed during the six months ended March 31, 2012,

Increase in

Annual
Operating Effective
Division State Income Date
{In thousands)
2012 Rate Case Filings:
West Texas — Environs .. .......ooiieiinnnnnnn.... Texas $545 1170872011
Total 2012 Rate Case Filings . .. ...................... $545

Infrastructure Programs

Infrastructure programs such as the Gas Reliability Infrastructure Program (GRIP) allow natural gas dis-
tribution companies the opportunity to include in their rate base annually approved capital costs incurred in the
prior calendar year. We currently have infrastructure programs in Texas, Georgia, Missouri and Kentucky. The
following table summarizes our infrastructure program filings with effective dates occurring during the six
months ended March 31, 2012.

Incremental Increase in
Net Utility Annual
Plant Opecrating Effective
Division Period End Investment Income Date
(In thousands) (In thousands)

2012 Infrastructure Programs:
Kentucky/Mid-States — Georgia ....... 09/2010 $ 7,160 $1,215 10/01/2011
Kentucky/Mid-States — Kentucky ...... 09/2012 17,347 2,529 10/01/2011

Total 2012 Infrastructure Programs . . . . $24,507 $3,744
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Annual Rate Filing Mechanisms

As an instrument to reduce regulatory lag, annual rate filing mechanisms allow us to refresh our rates on a
periodic basis without filing a formal rate case. However, these filings still involve discovery by the appropriate
regulatory authorities prior to the final determination of rates under these mechanisms. We currently have annual
rate filing mechanisms in our Lonisiana and Mississippi divisions and the Georgia service area in our Kentucky/
Mid-States Division. The Company is requesting new annual rate filing mechanisms as part of our ongeing rate
cases in our Mid-Tex and West Texas divisions to replace the annual mechanisms that expired for significant
portions of these service areas in 2011. These mechanisms are referred to as rate review mechanisms in our
Mid-Tex and West Texas divisions, stable rate filings in the Mississippi Division and a rate stabilization clause in
the Louisiana Division. The following table summarizes filings made under our various annual rate filing
mechanisms for the six months ended March 31, 2012.

Additional
Annual
Test Year Operating Effective
Division Jurisdiction Ended Income Date

(In thousands)

2012 Filings:

Kentucky/Mid-States ................ Georgia 09/30/2011 $ (818) 02/01/2012

Mississippi oo .vvv i e Mississippi  06/30/2011 4,323 01/11/2012
Total 2012 Filings ..o oo oo $3,505

Other Ratemaking Activity

The following table summarizes other ratemaking activity during the six months ended March 31, 2012:

Additional
Axnnual
Operating Effective
Division Jurisdiction Rate Activity Income Daie

(In thousands)
2012 Other Rate Activity:
Colorado-Kansas . ................... Kansas Ad Valorem® 5167 01/14/2012

Total 2012 Other Rate Activity . ...... $167
(1) The Ad Valorem filing relates to a collection of property taxes in excess of the amount included in our Kan-
sas area’s base rates.

Regulated Transmission and Storage Segment

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

Similar to our natural gas distribution segment, our regulated transmission and storage segment is impacted
by seasonal weather patterns, competitive factors in the energy industry and economic conditions in our service
areas, Further, as the Atmos Pipeline-Texas Division operations supply all of the natural gas for our Mid-Tex
Division, the results of this segment are highly dependent upon the natural gas requirements of the Mid-Tex
Division. Finally, as a regulated pipeline, the operations of the Atmos Pipeline—Texas Division may be impacted
by the timing of when costs and expenses are incurred and when these costs and expenses are recovered through
its tariffs.
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Three Months Ended March 31, 2012 compared with Three Months Ended March 31, 2011

Financial and operational highlights for our regulated transmission and storage segment for the three months
ended March 31, 2012 and 2011 are presented below.

Three Months Ended
March 31
2012 2011 Change
(In thousands, unless otherwise noted)
Mid-Tex transportation . ...t $ 39,114 $ 33,09 § 6,018
Third-party ransportation . ... .........oiniiinnnnena... 14,309 16,811 (2,502)
Storage and park and lend services ......... . L 1,867 2,219 (352)
Other ... ... 2,747 2,850 {103)
Grossprofit . ... .. ... .. .. .. .. 58,337 54,976 3,061
Operating EXPEnSeS ... v vttt er s in i e e 27,554 25,142 2,412
Operatingincome ..................... .. ..l 30,483 29,834 649
Miscellaneous income (BXPense) .. ....vvvn e, (56) 5,861 (5917
Interestcharges .. ... 0 i e 7,614 8,085 @1
Income before income taxes ............................ 22,813 27,610 4,797
INCOME tAX EXPEISE o\ it ittt st e et i e 8,193 9,871 (1,678)
Netineome .. ... ... i e, $ 146206  $ 17,739 $(3,119)
Gross pipeline transportation volumes —MMecf . ........ .. ... 176,361 174,471 1,890
Consolidated pipeline transportation volumes — MMcf ... ... .. 109,626 93,493 16,133

The $3.1 million increase in regulated transmission and storage gross profit compared to the prior-year quar-
ter was primarily a result of rate design changes approved in the rate case in the prior year. The current rate
design allows us to recover fixed costs associated with transportation and storage services through monthly cus-
tomer charges rather than through a volumetric charge, which should allow us to earn margin more ratably during
the fiscal year. Therefore, despite an 18 percent decrease in throughput to our Mid-Tex Division, we experienced
an 18 percent increase in gross profit from Mid-Tex transportation.

For the quarter, the enhanced rate design resulted in an $8.4 million increase in gross profit compared to the
prior-year quarter. This increase was partially offset by the following:

* $3.0 million decrease associated with lower throughput to our Mid-Tex Division.

= $1.5 million decrease in third-party transportation. Throughput associated with third-party transportation
increased 17 percent due to the execution of new delivery contracts with local producers in the Barnett
Shale region. However, these increases were more than offset by lower transportation rates.

Operating expenses increased $2.4 million primarily due to the following:
+ $0.5 million increase due to higher pipeline maintenance costs.

+ $2.0 million increase due to higher depreciation expense, resulting from the rate case and a higher invest-
ment in net plant.

Net income for this segment for the prior-year quarter was favorably impacted by a $6.0 million pre-tax gain
recognized in March 2011 as a result of unwinding two Treasury locks.

On April 10, 2012, the RRC approved the Atmos Pipeline — Texas GRIP filing that was filed in February
2012. The Commission approved an annual operating income increase of $14.7 million that went into effect with
bills rendered on and after April 10, 2012.
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Six Months Ended March 31, 2012 compared with Six Months Ended March 31, 2011

Financial and operational highlights for our regulated transmission and storage segment for the six months
ended March 31, 2012 and 2011 are presented below.

Six Months Ended
March 31
2012 2611 Change
{In thousands, uniess otherwise noted)
Mid-Tex transportation .. ... ..vveuriencrnieonennnennnn.. $ 76,457 § 60,631 $15,826
Third-party transSportation . ... .......eieirnenrnninnin, 29,248 33,323 (4,075)
Storage and park and lend services ...... ... .. ... e 3,673 4,389 (716)
O .o e e e 5,418 5,640 (222)
Grossprofit .. ... . ... .. . e 114,796 103,983 10,813
Operating EXPEISES .ottt ettt e 55,954 50,068 5,886
Operatingincome . .......... ... ... ... .. ..., 58,842 53,915 4,927
Miscellaneous income (EXPEeNSe) . .. vurrvrrnnrennesas (336) 5,579 (5,915)
Interest charges .. ... .. it e e 14,823 16,149 (1,326}
Income before incometaxes ............................ 43,683 43,345 338
Income taX €XPeNse ... ..ottt e e 15,649 15,504 145
Netincome ...... ... .. e, $ 28034 $ 27841 § 193
Gross pipeline transportation volumes — MMef . ... ... ... .. 337,166 327,649 9,541
Consolidated pipeline transportation volumes — MMcf , ..., ... 214,663 193,334 21,329

The $10.8 million increase in regulated transmission and storage gross profit compared to the prior-year
period was primarily a result of the previously discussed rate design changes approved in the rate case in the
prior year. Therefore, despite a nine percent decrease in throughput to our Mid-Tex Division, we experienced a
26 percent increase in gross profit from Mid-Tex transportation.

For the year-to-date period, the enhanced rate design resulted in a $16.9 million increase in gross profit
compared to the prior-year period. This increase was partially offset by the following:

+ $2.5 million decrease associated with fower throughput to our Mid-Tex Division.

* $2.5 million decrease in third-party transportation. Throughput associated with third-party transportation
increased 11 percent due to the execution of new delivery contracts with local producers in the Barnett
Shale region. However, these increases were more than offset by lower transportation rates.

Operating expenses increased $5.9 million primarily due to the following:
+ $1.8 million increase due to higher pipeline maintenance costs.

« $3.8 million increase due to higher depreciation expense, resulting from the rate case and a higher invest-
ment in net plant,

Net income from the prior-year period also reflects the aforementioned Treasury lock gain.

Nonregulated Segment

Our nonregulated activities are conducted through Atmos Energy Holdings, Inc. (AEH), which is a wholly-
owned subsidiary of Atmos Energy Corporation and operates primarily in the Midwest and Southeast areas of the
United States.



AEH’s primary business is to deliver gas and provide related services by aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering gas to customers at competitive
prices. This business is significantly influenced by competitive factors in the industry, general economic con-
ditions and other factors that could affect the demand for natural gas. Therefore, the margins earned from these
activities are dependent upon our ability to attract and refain custoniers and to minimize the cost of gas used to
serve those customers. Further, delivered gas margins can be affected by the price of natural gas in the different
locations where we buy and sell gas.

AEH also earns storage and transporfation margins from (i) utilizing its proprietary 2 1-mile pipeline located
in New Orleans, Louisiana to aggregate gas supply for our regulated natural gas distribution division in Louisi-
ana, its gas delivery activities and, on a more limited basts, for third parties and (ii) managing proprietary storage
in Kentucky and Louisiana to supplement the natural gas needs of our natural gas distribution divisions during
peak periods. The majority of these margins are generated through demand fees established under contracts with
certain of our natural gas distribution divisions that are renewed periodically and subject to regulatory oversight.

AEH utilizes customer-owned or contracted storage capacity to serve its customers. In an effort to offset the
demand fees paid to contract for storage capacity and to maximize the value of this capacity, AEH sells financial
instruments in an effort to earn a gross profit margin through the arbitrage of pricing differences in various loca-
tions and by recognizing pricing differences that occur over time. Margins eamned from these activities and the
related storage demand fees are reported as asset optimization margins. Certain of these arrangements are with
regulated affiliates, which have been approved by applicable state regulatory commissions. These margins are
influenced by natural gas market conditions including, but not limited to, the price of natural gas, demand for
natural gas, the level of domestic natural gas inventory levels and the level of volatility between current (spot)
and future natural gas prices. These margins are also impacted by our ability tc minimize the demand fees paid to
contract for storage capacity.

Higher natural gas prices may adversely impact our accounts receivable collections, resulting in higher bad
debt expense, and may require us to increase borrowings under our credit facilities resulting in higher interest
expense. Higher gas prices may also cause customers to conserve or use alternative energy sources. Lower natu-
ral gas prices generally reduce these risks.

The level of volatility in natural gas prices also has a significant impact on our nonregulated segment.
Increased price volatility influences the spreads between the current (spot) prices and forward natural gas prices,
which creates opportunities to earn higher arbitrage spreads and basis differentials from identifying the lowest
cost alternative among the natural gas supplies, transportation and markets to which we have access. Conversely,
a lack of price volatility reduces opportunities to create value from arbitrage spreads and basis differentials.

Our nonregulated segment manages its exposure to natural gas commodity price risk through a combination
of physical storage and financial instraments. Therefore, results for this segment will include unrealized gains or
losses on its net physical gas position and the related financial instruments nsed to manage commodity price risk.
These margins fluctuate based upon changes in the spreads between the physical and forward natural gas prices.
Generally, if the physical/financial spread narrows, we will record unrealized gains or lower unrealized losses. If
the physical/financial spread widens, we will generally record unrealized losses or lower unrealized gains. The
magnitude of the unrealized gains and losses is also contingent upon the levels of our net physical position at the
end of the reporting period.



Three Months Ended March 31, 2012 compared with Three Months Ended March 31, 2011

Financial and operational highlights for our nonregulated segment for the three months ended March 31,
2012 and 2011 are presented below. Gross profit margin consists primarily of margins earned from the delivery
of gas and related services requested by our customers, margins earned from storage and transportation services
and margins earned from asset optimization activities, which are derived from the utilization of our proprietary
and managed third-party storage and transportation assets to capture favorable arbitrage spreads through natural
gas trading activities,

Three Months Ended
March 31
2012 2011 Change
{In thousands, unless otherwise
noted)
Realized margins
Gas delivery and related services ..., $ 14271 $ 19,170 $ (4,899)
Storage and transportation services ............. ... ... .., 3,451 3,522 (71)
Other ..o e e e 996 1,460 {464)
18,718 24,152 (5,434)
Asset optimization™ L. L (10,045) (686)  (9,359)
Total realized margins . ....... ... ... .. .. ... . ... 8,673 23466 (14,793)
Unrealizedmargins ....... ... ... ... ... ... .. ... .. .. .. ... (12,902) (3,408) (9,494)
Grossprofit ... .. ... ... . . 4,229y 20,058 (24,287)
Operating expenses, excluding asset impairment  ................ 7,185 7.500 321
ASSEL IMPAITIMIEIE o .\ vt ettt i e ie e ee e ee e ae et ie e — 19,282  (19,282)
Operatingloss .. ... .. . i i i (11414) (6,730) (4,684)
Miscellaneous income . ... ... ... i e, 567 336 261
Interest Charges . ..o e e e e 839 306 533
Loss beforeincome taxes .................. ... . ... i.0ih... (11,686) (6,730)  (4,956)
Incometaxbenefit ., ..., .. .. . i (4,675) (2,590) (2,085)
Net F0SS ... $(7.011) $ (4,140) 3 (2,871)
Gross nonregulated delivered gas sales volumes — MMcf ...... ... 111,656 127377 (15,721)
Consolidated nonregulated delivered gas sales volumes — MMcf ... 99,844 107,566 (7,722)
Net physical position (Bef) ... oo i 38.0 17.7 20.3

) Net of storage fees of $4.8 million and $3.6 million.

Results for our nonregulated operations during the second fiscal quarter continue to be adversely influenced
by unfavorable natural gas market conditions. Historically high natural gas storage levels caused by strong
domestic natural gas production coupled with lower demand driven by an unseasonably warm 2011-2(12 winter
heating season caused natural gas prices to remain relatively low during our fiscal second quarter, As a result, we
continue to experience compressed spot to forward spread values and basis differentials. Additionally, we
experienced a quarter-over-quarter decrease in sales volumes due to the relatively warm weather.

We anticipate natural gas storage levels will remain high for an extended period of time, Therefore, we
anticipate that basis differentials will remain compressed, which will limit arbitrage and sales opportunities from
buying gas in one location and delivering gas into another location. Additionally, we expect gas prices will
remain relatively low with lower spot to forward spread volatility relative to recent years. Accordingly, although
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we anticipate continuing to profit on a fiscal-year basis from our nonregulated activities, we anticipate per-unit
margins from our delivered gas activities and margins earned from our asset optimization activities will be lower
than in previous years for the foreseeable future.

Realized margins for gas delivery, storage and transportation services and other services were $18.7 million
during the three months ended March 31, 2012 compared with $24.2 million for the prior-year quarter. The
decrease reflects the following:

» A seven percent decrease in consolidated sales volumes. The decrease was largely attributable to warmer
weather, which reduced sales to utility, municipal and other weather-sensitive customers.

= A decrease in gas delivery per-unit margins from $0.15/Mcf in the prior-year quarter to $0.13/Mcf in the
current-year quarter primarily due fo lower basis differentials resulting from increased natural gas supply.
The decrease in basis differentials was partially offset by increased fees earned from certain transportation
arrangements and the receipt of a one-time refund of transportation demand fees from one of our trans-
porters.

Asset optimization margins decreased $9.4 million from the prior-year quarter, In the current year quarter,
AEH continued to take advantage of falling natural gas prices by purchasing and injecting a net 8.9 Bef into stor-
age and capturing incremental physical to forward spread values that should be realized primarily in the third and
fourth guarter of fiscal 2012, As a result of this decision and falling prices, we realized significantly higher losses
on the settlement of financial instruments used to hedge our natoral gas purchases. Additionally, AEH experi-
enced increased storage fees associated with increased park and loan activity.

The $9.53 million decrease in unrealized margins primarily reflects the impact of falling prices on our phys-
ical inventory as this hedged inventory is marked to market.

Operating expenses, excluding asset impairment, decreased $0.3 million primarily due to lower employee-
related expenses. In the prior-year quarter, an asset impairment charge of $19.3 million was recorded related to
our investment in Fort Necessity, which resulted in a write-off of substantially all of our investment in the proj-
ect.
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Six Months Ended March 31, 2012 compared with Six Months Ended March 31, 2011

Financial and operational highlights for our natural gas marketing segment for the six months ended
March 31, 2012 and 2011 are presented below.

Six Months Ended
March 31

2012 2011 Change
{In thousands, unless otherwise noted)

Realized margins

Gas delivery and related services . ...... .. ... .. .. $ 25384 § 35211 $ (9,827)
Storage and transportation Services ................o..u.u..s 6,640 6,871 (231}
0 171 e 2,013 2,779 (766}
34,037 44,861 (10,824}
Asset optimization™® ... L (31,639) 3,279 (34,918)
Total realized marging ..................oiieiiiinnrnnnn.. 2,398 48,140  (45,742)
Unrealized margins .......... ... .. ... ... iiiinna... 8,778 {2,904y 11,682
Grossprofit ... . ... .. .. ... 11,176 45,236 (34,060)
Operating expenses, excluding asset impairment ............... 14,904 20,841 (5,937)
ASSEL IMPAITMNENE . ..ottt i e e e e e — 19282 (19,282)
Operatingincome (loss) ............ .. ... .. ... ... ..... (3,728) 5,113 (8,841)
Miscellaneous INcome .. .. ... it e e 603 596 7
Interest Charges ... i i . 1,091 1,476 (383)
Income (loss) before income taxes ......................... (4,216) 4,233 (8,449)
Income tax expense (benefit) ......... ... .. ... il (1,674) 1,796 (3,470)
Netincome (loss} ........ ... .. ... . i $(2,542y $ 2437 $ (4979
Gross nonregulated delivered gas sales volumes — MMcf ... .. .. 218,118 235089 (16971)
Consolidated nonregulated delivered gas sales volumes — MMcf .. 190,714 202,104  (11,390)
Net physical position Bef) ... .o i 38.0 17.7 203

(1 Net of storage fees of $9.5 million and $6.9 million.

Realized margins for gas delivery, storage and transportation services and other services were $34.0 million
during the six months ended March 31, 2012 compared with $44.9 million for the prior-year period. The decrease
reflects the following:

+ A six percent decrease in consolidated sales volumes. The decrease was largely attributable to warmer
weather, which reduced sales to utility, municipal and other weather-sensitive customers.

*» A decrease in gas delivery per-unit margins from $0.15/Mcf in the prior-year quarter to $0.12/Mcf in the
current-year quarter primarily due to lower basis differentials resulting from increased natural gas supply.
The decrease in basis differentials was partially offset by increased fees earned from certain transportation
arrangements and the receipt of a one-time refund of transportation demand fees from cne of our trans-
porters,

Asset optimization margins decreased $34.9 million from the prior-year period. The period-over-period
decrease primarily reflects AEH's decision to take advantage of falling natural prices by purchasing and injecting
a net 24.6 Bef into storage and capturing incremental physical to forward spread values that should be realized
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primarily in the third and fourth quarter of fiscal 2012. As a result of this decision and falling prices, we realized
significantly higher losses on the settlement of financial instruments used to hedge our natural gas purchases,
Additionally, AEH experienced increased storage fees associated with increased park and loan activity. Finally,
AFH incurred a $1.7 million charge in the first fiscal quarter to write-down to market certain natural gas
inventory that no longer gualified for fair value hedge accounting.

Unrealized margins increased $11.7 million in the current period compared to the prior-year period primar-
ily due to the timing of year-over-year realized margins.

Operating expenses, excluding asset impairment decreased $5.9 million primarily due to lower employee-
related expenses. Asset impairment includes the aforementioned pre-tax impairment charge recorded in the prior-
year period related to the write-off of substantially all of the Fort Necessity project.

Liquidity and Capital Resources

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

We regnlarly evaluate our funding strategy and profile to ensure that we have sufficient liquidity for our
short-term and long-term needs in a cost-effective manner. We also evaluate the levels of committed borrowing
capacity that we require.

We intend to refinance our $250 million unsecured 5.125% Senior Notes that mature in January 2013
through the issuance of 30-year unsecured notes. In August 2011, we entered into three Treasury lock agreements
to fix the Treasury yield component of the interest cost associated with the anticipated issuances of these senior
notes, We designated all of these Treasury locks as cash flow hedges.

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program for the
remainder of fiscal 2012,

Cash Flows

Our internally generated funds may change in the future due to a number of factors, some of which we
canpot control. These include regulatory changes, prices for our products and services, demand for such products
and services, margin requirements resulting from significant changes in commodity prices, operational risks and
other factors.

Cash flows from operating, investing and financing activities for the six months ended March 31, 2012 and
2011 are presented below.

Six Months Ended March 31

2012 2011 Change
{In thousands)

Total cash provided by (used in}

Operating activities ... ... ..o s cincuuinrenneranan.n $ 360,723  $438471 $ (77,748)

Investing activities .. ... ... . (315,001) (248,198) (66,803)

Financing activities .. ............0 . it (130,101) (168,979) 38,878
Change in cash and cash equivalents .. .................. (84,379) 21,294 (105,673)
Cash and cash equivalents at beginning of period .......... 131,419 131,952 (533)
Cash and cash equivalents at end of period . ........... ... $ 47,040 3 153,246  $(106,206)




Cash flows from operating activities

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

For the six months ended March 31, 2012, we generated operating cash flow of $360.7 million from operat-
ing activities compared with $438.5 million for the six months ended March 31, 2011. The $77.7 million
decrease in operating cash flows primarily reflects the effect of purchasing natural gas and injecting it into stor-
age in our nonregulated operations in order to capture incremental value anticipated to be realized in the third and
fourth quarter of fiscal 2012, combined with $43.3 million in contributions made to our pension and postretire-
ment plans during the first six months of fiscal 2012 and the timing of customer collections and vendor pay-
ments.

Cash flows from investing activities

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

Capital expenditures for fiscal 2012 are currently expected to range from $690 million to $710 million. For
the six months ended March 31, 2012, capital expenditures were $311.1 million compared with $246.7 million
for the six months ended March 31, 2011. The $64.4 million increase in capital expenditures primarily reflects
spending for the steel service line replacement program in the Mid-Tex Division and other infrastructure
replacement projects in our Mid-Tex, West Texas and Kentucky service areas, the development of new customer
billing and information systems for our natural gas distribution segment and increased capital spending to
increase the capacity on our Atmos Pipeline — Texas system.

Cash flows from financing activities

For the six months ended March 31, 2012, our financing activities used $130.1 million of cash compared
with $169.0 million of cash used in the prior-year period, primarily due to lower cash ountflows associated with
repayment of our short-term and long-term debt instruments, as follows:

* $80.0 million for short-term debt repayments. In the current-year period, $48.9 million of short-term debt
was repaid, compared with $128.9 million in the prior-year period.

+ $7.7 million for scheduled long-term debt repayments. In the current-year period, $2.4 million of long-
term debt was repaid, compared with $10.1 millicn in the prior-year period.

The lower repayment activity was partially offset by:
» $27.8 million less cash received related to the unwinding of two Treasury locks in the prior year.
* $12.5 million additional cash used to repurchase common stock as part of our share buyback program.

* $7.4 million less cash received from proceeds related to the issuance of common stock.



The following table summarizes our share issuances for the six months ended March 31, 2012 and 2011.

Six Months Ended
March 31
2012 2011
Shares issued:
1998 Long-Term Incentive Plan .. ....... ... .. i, 219,712 663,555
Outside Directors Stock-for-Fee Plan .. ... ... . . .. 1,204 1,232
Total shares iSsued . . ... . it e 220,916 664,787

The vear-over-year decrease in the number of shares issued primarily reflects the significant number of
stock options exercised in the prior year. During the current-year period, we cancelled and retired 99,555 shares
attributable to federal withholdings on equity awards and repurchased and retired 387,991 shares through our
2011 share repurchase program described in Note 7.

As of September 30, 2011, we were authorized to grant awards for up to a maximum of 6.5 million shares of
common stock under our 1998 Long-Term Incentive Plan (LTIP). In February 2011, shareholders voted to
increase the number of authorized LTIP shares by 2.2 million shares. On October 19, 2011, we received all
required state regulatory approvals to increase the maximum number of authorized LTIP shares to 8.7 million
shares, subject to certain adjustment provisions. On October 28, 2011, we filed with the SEC a registration
statement on Form 8-8 to register an additional 2.2 million shares; we also listed such shares with the New York
Stock Exchange.

Credit Facilities

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

We finance our short-term borrowing requirements through a combination of a $750.0 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provided approx-
imately $1.0 billion of working capital funding. As of March 31, 2012, the amount available to us under our
credit facilities, net of outstanding letters of credit, was $687.2 million.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions. Due to certain restrictions imposed by one state
regulatory commission on our ability to issue securities under the new registration statement, we were able to
issue a total of $950 million in debt securities and $350 million in equity securities. At March 31, 2012, $900
million was available for issnance. Of this amount, $550 million is available for the issuance of debt securities
and $350 million remains available for the issuance of equity securities under the shelf until March 2013.

Credit Ratings

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to the
cost of such financing. In determining our credit ratings, the rating agencies consider a number of quantitative
factors, including debt to total capitalization, operating cash flow relative to outstanding debt, operating cash
flow coverage of interest and pension Habilities and funding status. In addition, the rating agencies consider qual-
itative factors such as consistency of our earnings over time, the quality of our management and business strat-
egy, the risks associated with our regulated and nonregulated businesses and the regulatory structures that govern
our rates in the states where we operate.
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Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors Serv-
ice (Moody’s) and Fitch Ratings, Ltd. (Fitch). As of March 31, 2012, all three ratings agencies maintained a sta-
ble outlook. Our current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured senior long-termdebt ... .. .. ... . . oL, BBB+ BRaal A-
Commercial PAPET ...\ttt e e A-2 P-2 F-2

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

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

Debt Covenants

We were in compliance with all of our debt covenants as of March 31, 2012, Qur debt covenants are
described in greater detail in Note 6 to the unaudited condensed consolidated financial statements.
Capitalization

The following table presents our capitalization inclusive of short-term debt and the current portion of long-
term debt as of March 31, 2012, September 30, 2011 and March 31, 2011:

March 31, 2012 September 30, 2011 March 31, 2011
(In thousands, except percentages)
Short-termdebt ...... ... ... . ... $ 173,996 37% $ 206,396 44% $ — —
Longtermdebt ......................... 2,206,344  46.5% 2,208,551 473% 2,159,757 47.6%
Sharcholders’ equity ..................... 2,360,712 49.8% 2,255,421 483% 2,373,979 52.4%
Total ... e e $4,741,052  100.0% $4,670,368 100.0% $4,533,736 100.0%

Total debt as a percentage of total capitalization, including short-term debt, was 50.2 percent at March 31,
2012, 51.7 percent at September 3¢}, 2011 and 47.6 percent at March 31, 201 1. Our ratio of total debt to capital-
ization is typically greater during the winter heating season as we incur short-term debt to fund natural gas pur-
chases and meet oor working capital requirements. We intend to maintain our debt to capitalization ratio in a
target range of 50 to 55 percent.

Contractual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 9 to the unaudited condensed consolidated finan-
cial staternents. There were no significant changes in our contractual obligations and commercial commitments
during the six months ended March 31, 2012.

Risk Management Activities

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

ments through earnings.

The foHowing table shows the components of the change in fair value of our natural gas distribution seg-
ment’s financial instruments for the three and six menths ended March 31, 2012 and 2011;

Fair value of contracts at beginning of period

Contracts realized/settled . ..............
Fair value of new contracts ..............
Other changesinvalue .................

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

Three Months Ended Six Months Ended
March 31 March 31
2012 2011 2012 2011
{dn thousands)
Co. $(85,829)  $26,806  $(79.277)  $(49,600)
co.. 13,807y (18,064)  (31,537)  (51,045)
. 176 540 (377) 1,071
e 51,928 21,251 63,659 130,107
.. $(47,532) $30,533  $(47.532) $ 30,533

The fair value of our natural gas distribution segment’s financial instruments at March 31, 2012 is presented

below by time period and fair value source:

Source of Fair Value

Prices actively quoted . ...................

Prices based on models and other valuation

methods .. ... ... . .

TotalFairValue . ........................

. S(AT53D) (D

Fair Value of Contracts at March 31, 2012

Maturity in Years
Less Greater Tetal Fair
Thag 1-3 4-5 Than 5 Value
_ {In msands)
e 347531y 5y $— $— $(47,532)

$— $— $(47,532)

The following table shows the components of the change in fair value of our nonregulated segment’s finan-
cial instruments for the three and six months ended March 31, 2012 and 2011:

Fair value of contracts at beginning of period

Contracts realized/fsettled ...............
Fair value of new contracts . .............
Other changesinvalue .................

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

Cash collateral and fair value of contracts at

periodend ....... ... .. L

Three Months Ended Six Months Ended
March 31 March 31
2012 2011 2012 2011

(In thousands)
$(15,263) $(10,681) $(25,050) $(12,374)

....... 13,779 (1,009) 31,228 (75)
....... (1,090) (1,252) (8,752) {493)
....... (2,574) (12,942 (2,574) {12,942)
....... 5,696 17,053 5,696 17,053
....... $ 3,122 $ 4111 % 3122 $ 411

6]



The fair value of our nonregulated segment’s financial instruments at March 31, 2012 is presented below by
ttme period and fair value source:

Fair Value of Contracts at March 31, 2012
Maturity in Years

Less Greater Total Fair
Sonrce of Fair Value Than 1 13 ii Than 5 Value
(In thousands}
Prices actively quoted . ..................... $(8,115) $5563  $(22) $— $(2,574)
Prices based on models and other valuation
methods ... ... . ... . . . — — — — —
Total Fair Value ........................... $(8,115) $5563  $(22) $— $(2,574)

Pension and Postretirement Benefits Obligations

For the six months ended March 31, 2012 and 2011, our total net periodic pension and other benefits costs
were $34.6 million and $28.8 million. A substantial portion of those costs relating to our natural gas distribution
operations are recoverable through our gas distribution rates; however, a portion of these costs is capitalized into
our distribution rate base, The remaining costs are recorded as a component of operation and maintenance
expense.

Our fiscal 2012 costs were determined using a September 30, 2011 measurement date. As of September 30,
2011, interest and corporate bond rates utilized to determine our discount rates were lower than the interest and
corporate bond rates as of September 30, 2010, the measurement date for our fiscal 2011 net periodic cost.
Accordingly, we decreased our discount rate used to determine our fiscal 2012 pension and benefit costs to
5.05 percent. We reduced the expected return on our pension plan assets to 7.75 percent, based on historical
experience and the current market projection of the target asset allocation, Accordingly, our fiscal 2012 pension
and postretirement medical costs for the six months ended March 31, 2012 were higher than the prior-year peri-
od.

The amounts we fund our defined benefit plans with are determined in accordance with the PPA and are
influenced by the discount rate and funded position of the plans when the funding requirements are determined
on January 1 of each year. We completed our valuation for fiscal 2012 during the second fiscal quarter and as a
result of lower asset returns and a year-over-year 92 basis point decline in the discount rate used to value our
qualified pension liabilities, we were required to contribute $23.0 million to the plans. During the six months
ended March 31, 2012, we contributed $34.2 million to our defined benefit plans and we anticipate contributing
an additional $12.4 million during the remainder of the fiscal year. Additionally, we contributed $9.1 million to
our postretirement medical plans during the six months ended March 31, 2012 and anticipate contributing
between $10 million and $15 million to these plans during the remainder of the fiscal year. We believe our cash
flows from operations are sufficient to fund these contributions.

The projected pension liability, future funding requirements and the amount of pension expense or income
recognized for the plan are subject to change, depending upen the actuarial value of plan assets and the determi-
nation of future benefit obligations as of each subsequent actuarial caleulation date, These amounts will be
determined by actual investment returns, changes in interest rates, values of assets i the plan and changes in the
demographic composition of the participants in the plan.



OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our natural gas distribution, regulated trans-
mission and storage and nonregulated segments for the three and six month periods ended March 31, 2012 and
2011.

Natural Gas Distribution Sales and Statistical Data — Continuing Operations

Three Months Ended Six Months Ended
March 31 March 31
2012 2011 2012 2081
METERS IN SERVICE, end of period
Residential ........ .ot 2,862,546 2,856,181 2,862,546 2,856,181
Commercial ....... ..ot 261,449 260,010 261,449 260,010
Industrial . ... ... . i e 2,281 2,323 2,281 2,323
Public authority andother ....................... 10,245 10,194 10,245 10,194
Total Meters . vv v i e e s 3,136,521 3,128,708 3,136,521 3,128,708
INVENTORY STORAGE BALANCE — Bef 332 28.2 33.2 28.2
SALES VOLUMES — MMcf @
Gas sales volumes
Residential ... ..., . ... .. ... ... 63,362 82,920 113,602 133,076
Commercial . ....... ... ... 31,667 39,456 58,271 65,485
Industrial ... .. e 4,697 6,046 10,109 11,192
Public authority andother ... .. ... .. ... ... 3,443 4,095 6,077 6,901
Total gassales volumes ....... ... ... ... .. .... 103,169 132,517 188,059 216,654
Transportation volumes . ....... ..ot 38,069 38,571 72,036 71,788
Total throughput .. ... ... ... 141,238 171,088 260,095 288,442
OPERATING REVENUES (000°s)®
(Gas sales revenues
Residential ... ... i i e $ 585,108 $ 702,858 $1,026,617 $1,146,497
Commercial ........oviriinineninrana. 229,204 285,680 418,892 474,945
Industrial ... e e 25,148 34,427 51,855 63,116
Public authority andother ..., .. ... ... ... ..... 21,749 27,546 39,243 46,083
Total gassalesrevenues .............. i 865,209 1,050,511 1,536,607 1,730,641
Transportation TeVenues . ...........c.veunvunenn.... 15,867 17,727 30,729 33,418
Ofher gas1evenues ... v i it e e 7,932 9,176 14,964 16,817
Total operating revenues ...................... $ 889,008 $1,077,414 $1,582,300 $1,780,876
Average transportation revenue per Mcf® ... L $ 042 % 0.46 % 043 % 047
Average cost of gas per Mcfsold® .. ... ...l $ 494 § 528 $ 487 % 5.14

See footnote following these tables.
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Natural Gas Distribution Sales and Statistical Data — Discontinued Operations

Meters in service, endof period ........ ... .. ..o
Inventory storage balance — Bef ... ... ... ...

Sales volumes — MMcf

Total gas sales volumes ................ ... .....
Transportation volumies  ...............ccouuia...

Total throughput ...... ... .. ... ... .. ... . ..

Operating revenues (000°s) ... ...,

Three Months Ended Six Morths Ended
March 31 March 31

2012 2011 2012 2011
.......... 83,524 84,323 83,524 84,323
.......... 2.2 1.9 2.2 1.9
.......... 3,094 4,321 5,523 6,974
.......... 1,754 2,085 3,351 3,621
.......... 4848 6406 8874 10,595

.......... $26,374  $35,790

$49.825 $59,523

Regulated Transmission and Storage and Nonregulated Operations Sales and Statistical Data

CUSTOMERS, end of period

Industrial . ... ..
Municipal ... e
O her i e e

NONREGULATED INVENTORY STORAGE

BALANCE —Bcef ... ... . ... .. ... ...

REGULATED TRANSMISSION AND

STORAGE VOLUMES — MMcf2 . ... .........

NONREGULATED DELIVERED GAS SALES

VOLUMES —MMcf® .. ... ........ ...

OPERATING REVENUES (000°s)@

Regulated transmission and storage ...............
Nomregulated .......... ... ... ... ... ...,

Total operating revenues ......................

Notes to preceding tables:

(1) Statistics are shown on a consolidated basis.

Three Months Ended Six Months Ended
March 31 March 31

2012 2011 2012 2011
781 753 781 753
139 62 139 62
444 513 444 513
1,364 1,328 1,364 1,328
49.0 23.3 49.0 23.3

176,361 174,471 337,190 327,649

111,656 127,377 218,118 235,089

$ 58,037 $ 54976 $1147796 § 103,983
370,763 583,531 814,939 1059171

$428,800 $638,507 $929,735 $1,163,154

@ Sales volumes and revenues reflect segment operations, including intercompany sales and transpertation

amounts.

RECENT ACCOUNTING DEVELOPMENTS

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

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in
Item 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. During the six
months ended March 31, 2012, there were no material changes in our quantitative and qualitative disclosures

about market risk.



item 4.  Controls and Procedures
Management’s Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, of the effectiveness of the Company’s disclosure
controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s principal executive officer
and principal financial officer have concluded that the Company’s disclosure controls and procedures were effec-
tive as of March 31, 2012 to provide reasonable assurance that information reguired to be disclosed by us,
including our consolidated entities, in the reports that we file or submit under the Exchange Act is recorded,
processed, summarized, and reported within the time periods specified by the SEC’s rules and forms, including a
reasonable level of assurance that such information is accumulated and communicated to our management,
including our principal executive and principal financial officers, as appropriate to allow timely decisions regard-
ing required disclosure.

Changes in Internal Control ever Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) during the second quarter of the fiscal year ended September 30, 2012
that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

PART II. OTHER INFORMATION
Item 1.  Legal Proceedings

During the six months ended March 31, 2012, except as noted in Note 9 to the unaudited condensed con-
solidated financial statements, there were no material changes in the status of the litigation and other matters that
were disclosed in Note 13 to our Annual Report on Form 10-K for the fiscal year ended September 30, 2011, We
continue to believe that the final outcome of such litigation and other matters or claims will not have a material
adverse effect on our financial condition, results of operations or cash flows.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five million shares of common stock over a five-year period, Although the program is authorized for a five-year
periad, it may be terminated or limited at any time. Shares may be repurchased in the open market or in privately
negotiated transactions in amounts the company deems appropriate. The program is primarily intended to mini-
mize the dilutive effect of equity grants under various benefit related incentive compensation plans of the com-
pany. We did not repurchase any shares during the second quarter of fiscal 2012. At March 31, 2012, there were
4,612,009 shares of repurchase authority remaining under the program,

Item 6. Exhibits

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

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

ATMOS ENERGY CORPORATION
(Registrant)

By: /s/  FRED E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President and Chief
Financial Officer
(Duly authorized signatory)

Date: May 3, 2012
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Exhibit
Number

12

15

31

32
101.INS
101.5CH
101.CAL
101.DEF
101.LAB
101.PRE

EXHIBITS INDEX

Hem 6
Page Number or
Incorporation by
Description Reference to

Computation of ratio of earnings to fixed charges

Letter regarding unaudited interim financial information
Rule 13a-14(a)/15d-14(a) Certifications

Section 1350 Certifications*

XBRL Instance Document **

XBRL Taxonomy Extension Schema **

XBRL Taxcnomy Extension Calculation Linkbase **
XBRL Taxonomy Extension Definition Linkbase **
XBRL Taxonomy Extension Labels Linkbase **

XBRL Taxonomy Extension Presentation Linkbase #*

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Execu-
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will
not be deemed to be filed with the Commission or incorporated by reference into any filing by the Company
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com-
pany specifically incorporates such certifications by reference.

*+ Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not
filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act
of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities and Exchange Act of
1934, as amended, and otherwise are not subject to Hability under those sections.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One}
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15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No [}
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Exchange Act) Yes [ | Ne
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No Par Value 90,016,074




GLOSSARY OF KEY TERMS

AEC . ... o Atmos Energy Corporation

AEH ... ... . Atmos Energy Holdings, Inc.

AEM .. ... o Atmos Energy Marketing, LL.C

AOCL. ..o oo Accumulated other comprehensive income
APS .. Atmos Pipeline and Storage, LLC

Bef .. o o Billion cubic feet

CFTC . ... ... i Commodity Futures Trading Commission
FASB ....... ..ot Financial Accounting Standards Board
Fitch ... .. ... ... .. .. ... Fitch Ratings, Ltd.

GAAP ... ... Generally Accepted Accounting Principles
GRIP ... i Gas Reliability Infrastructure Program
GSRS ... .. Gas Systemn Reliability Surcharge

ISRS . i Infrastructure System Replacement Surcharge
LPSC .. Lounisiana Public Service Commission
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MPSC ... Mississippi Public Service Commission
Moody’s ... i, Moody’s Investors Services, Inc.
NYMEX ... ... New York Mercantile Exchange, Inc.

PPA ... Pension Protection Act of 2006

PRP ... Pipeline Replacement Program

RRC ... ..o, Railroad Commission of Texas

RRM ... Rate Review Mechanism

S&P Standard & Poor’s Corporation

SEC ..o United States Securities and Exchange Commission
WNA .. Weather Normalization Adjustinent



PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements

ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
December 31, September 30,

2011 2011

(Unaudited}
(In thousands, except
share data)

ASSETS

Property, plant and equipment .. .. .. ...t $6,896,521  $6,816,794
Less accumulated depreciation and amortization ........................... 1,650,308 1,668,876
Net property, plant and equipment ........... . ... . i 5,246,213 5,147918

Current assets
Cashandcashequivalents . ... ... . . i i i 85,160 131,419
Accounts Teceivable, Net . . . i e e 489,797 273,303
Gas stored underground ... ... e 325,669 289,760
1017375 dt w1t 1wy ot (LA 13! =t o= T 360,615 316,471
T otal CUITENE A8SELS . . e et e e e e e e e e e e e 1,261,241 1,010,953
Goodwill and intangible assets .. ... . . . i e e 740,196 740,207
Deferred charges and Other assets . .. ... i i i 387,982 383,793

$7,635,632  §7.282,871

CAPITALIZATION AND LIABILITIES
Shareholders’ equity
Common stock, no par value (stated at $.005 per share);
200,000,000 shares authorized; issued and outstanding:
December 31, 2011 — 90,007,057 shares

Septermber 30, 2011 — 90,296,482 shares . ...t iiii e e $ 448 % 451
Additional paid-incapital ... ... L 1,725,050 1,732,935
Retained earnings .. ..ot ie i i e 607,485 570,495
Accumulated other comprehensive 1oss ... ... .. (65,221) (48,460)

Shareholders” equity ... ... e 2,267,762 2,255,421

Long-termdebt .. ... . e 2,206,193 2,206,117

Total capitalization ... ... .. ... e 4,473,955 4,461,538

Current liabilities
Accounts payable and accrued Iiabilities ........ .. ... ... ... .. L L. 432,332 291,205
Other current Habilities . ... i i e e 357,353 367,563
Short-term debt .. ... e 389,985 206,396
Current maturities of long-termdebt ... ... .. . L i 131 2,434
Total current HabilIties ... ... . i i e 1,179,801 867,598
Deferred inCome tAXes ... ... . it e e 981,559 960,093
Regulatory cost of removal obligation .. ........ ... ... .. ... ... o 437,660 428,947
Deferred credits and other Habilities .. .. .o i e i e 562,657 564,695

$7,635,632  §7,282,871

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

Three Months Ended
December 31
2011 2010
{Unaudited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution segment .. ... ... $ 693,202 § 703462
Regulated transmission and SIOTAZE SEZMETT ... v vttt vttt et et 56,759 49,007
Nonregulated SEZIMENE . L. vttt e e e s 444,176 475,640
Intersegment eliminations . . ... ...t e e (93,054) (94,847)

1,101,173 1,133,262
Purchased gas cost

Natural gas distribution Segment . ... ... .. .t e 402,207 412,526
Regulated transmission and SIOT2ZE SEEMEN! . ... ... ..ttt ittt it a e — —
Nonregulated SBEZIMENL . .. ... e e 428,771 450,462
Intersegment elmINAtIONS . . . oot ittt it e e e (92,687) (94,450
738,291 768,538
GIOss PrOfIt . . o 362,882 364,724
Operating expenses
Operation and MAIMENATICE . ...ttt ettt e et e e et e ettt 116,062 114,490
Depreciation and amortization ... ... i e e e 59,215 54,7177
Taxes, other than INCOIME ... ... i i i it e e e 43,198 40,168
Total GperatiBg EXPENSES . ...\ttt e 218,475 209,435
Operating iNCOMIE . . ... .. i e e 144,407 155,289
MiESCEIlaMEOUS EXPEISE . oo\t ettt e ettt e e e e et e e e e e (1,875) (726)
LTSS okt Al £yt O D 35,442 38,895
Income from continuing operations before income taxes . ... ... ... oo i i 107,090 115,668
IR COmMIE (AKX B DTS L . oLttt it e e e e e e 41,302 44 568
Income from contnuing OPerations .. ... ...ttt e 65,788 71,100
Income from discontinued operations, net of tax (31,559 and $1,890) ... ... .. ... .. ... .. 2,719 2,897
NELINCOME © vttt e e e e e e e e e e e e e e $ 68,507 $ 73997
Basic earnings per share
Income per share from cONGRUINE OPEFAEONS .. ...\ttt it iiee e $ 072 § 0.78
Tncome per share from discontinued operations . ... ... .. ... 0.03 0.03
Net income per share — basic ... .. o $ 075 % 0.81
Diluted earnings per share
Income per share from continuing Operalions .. ... ...ttt $ 072 % 0.78
Income per share from discontinued operations .. ... ...t e i e 0.03 0.03
Netincome per share-—diluted . ..., .. .. . $ 075 § 0.81
Cash dividends PEr SHATE ...ttt ittt e et e e $ 0345 § 0340
Weighted average shares outstanding:
BaSIC .« o 90,254 90,082
DIted .o 90,546 90,408

See accompanying notes to condensed consolidated financial statements



ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended
December 31

2011 2010

(Unaudited)
(In thousands)

Cash Flows From Operating Activities
NELIMCOMIE ottt et ittt et et e e e e e e e e $ 68,507 § 73,997
Adjustments to reconcile net income to net cash provided (used) by operating activities:
Depreciation and amortization:

Charged to depreciation and amortization .......... .. ... .. . L .. 60,733 36,161
Charged to other aCCOUNES . .. .. it it e ittt 78 46
Deferred INCOMmME LaREE v v ittt e e e e 40,042 43,423
1 14173 o Pt 4,692 4,712
Net assets / Hiabilities from risk management activities .. .......... .. ... ....... (8,426) 5,304
Net change in operating assets and labilities . ... ... ... ... ... . ... (180.917) (137,819)
Net cash provided (used) by operating activities .. ..........c.ovivrivnn.... (15,291) 45,824
Cash Flows From Investing Activities
Capital expenditiiles ... ... ot e (154,394) (123,162)
L8 14T R 17 O (1,080) (370}
Net cash used In investing activities . ... ... .. i i, (1535,474) (123,532)
Cash Flows From Financing Activities
Netincrease in short-term debt . .. .. . i i e 173,905 112,628
Repayment of long-term debt . . . ... ... L e e (2,303) (10,000)
Cash dividends paid .. .. . o e i e et e e (31,517) (31,0602)
Repurchase of common stock .. .. .. ... . L (12,535) —
Repurchase of equity awards . ... ... (3,120) (3,231)
Issunance of common StOCK . ... i i e e e 76 7,253
Net cash provided by financing activities . .......... .. i 124,506 75,648
Net decrease in cash and cash equivalents . ... .. . . i i (46,259  (2,060)
Cash and cash equivalents at beginning of pertod . ............ ... ... ... ... ...... 131,419 131,952
Cash and cash equivalentsatend of period . ... ... .. ... ... .. ... L. $ 85,160 $ 129,892

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
December 31, 2011

1. Nature of Business

Atmes Energy Corporation (“Atmos Energy” or the “Company”) and our subsidiaries are engaged primarily
in the regulated natural gas distribution and transmission and storage businesses as well as certain other non-
regulated businesses. Our corporate headquarters and shared-services function are located in Dallas, Texas and
our customer support centers are located in Amarillo and Waco, Texas.

Through our natural gas distribution business, we deliver natural gas through sales and transportation
arrangements to over three million residential, commercial, public authority and industrial customers through our
six regulated natural gas distribution divisions which cover service areas located in 12 states. In addition, we
transport natural gas for others through our distribution system. In May 2011, we announced that we had entered
into a definitive agreement to sell our natural gas distribation operations in Missouri, Illinois and Iowa,
representing approximately 84,000 customers. After the closing of this transaction, which we currently anticipate
will occur during fiscal 2012, we will operate in nine states. Our regulated activities also include our regulated
pipeline and storage operations, which include the transportation of natural gas to our distribution system and the
management of our underground storage facilities. Our regulated businesses are subject to federal and state regu-
lation and/or regulation by local authorities in each of the states in which our natural gas distribution divisions
operate.

Our nonregulated businesses operate primarily in the Midwest and Southeast through various wholly-owned
subsidiaries of Atmos Energy Holdings, Inc. (AEH). AEH is wholly owned by the Company and based in Hous-
ton, Texas. Through AEH, we provide natural gas management and transportation services to municipalities,
natural gas distribution companies, including certain divisions of Atmos Energy and third parties. AEH also
seeks to maximize, through asset optimization activities, the economic value associated with storage and trans-
portation capacity it owns or controls. Certain of these arrangements are with regulated affiliates of the Com-
pany, which have been approved by applicable state regulatory commissions.

We operate the Company through the following three segments:

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

» the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

» the nonregulated segment, which includes our nonregulated natural gas management, nonregulated natural
gas transmission, storage and other services,

2. Unaudited Interim Financial Information

These consolidated interim-period financial statements have been prepared in accordance with accounting
principles generally accepted in the United States on the same basis as those used for the Company’s audited
consolidated financial statements included in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2011. In the opinion of management, all material adjustments (consisting of normal recurring
accruals) necessary for a fair presentation have been made to the unaudifed consolidated interim-period financial
statements. These consolidated interim-period financial stalements are condensed as permitted by the instructions
to Form 10-Q and should be read in conjunction with the audited consolidated financial statements of Atmos
Energy Corporation included in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011.
Because of seasonal and other factors, the results of operations for the three-month period ended December 31,
2011 are not indicative of our results of operations for the full 2012 fiscal year, which ends September 30, 2012,
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

We have evaluated subsequent events from the December 31, 2011 balance sheet date throngh the date these
financial statements were filed with the Securities and Exchange Commission (SEC). No events have occurred
subsequent to the balance sheet date that would require recognition or disclosure in the condensed consolidated
financial statements,

Significant accounting policies

Our accounting policies are described in Note 2 to the consolidated financial statements in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2011. During the three months ended
December 31, 2011, two new accounting standards were announced that will become applicable to the Company
in future periods. The first standard requires enhanced disclosure of offsetting arrangements for financial instru-
ments and will become effective for annual periods beginning after January 1, 2013 and for interim periods
within those annual periods. The second standard defers the effective date for amendments to the presentation of
reclassifications of items out of accumulated other comprehensive income as prescribed by a previously issued
standard, which were initially to be effective for interim and annual periods beginning after December 15, 2011.
The adoption of these standards should not have an impact on our financial position, results of operations or cash
flows. There were no other significant changes to our accounting policies during the quarter ended December 31,
2011.

Regulatory assets and liabilities

Accounting principles generally accepted in the Untted States require cost-based, rate-regulated entities that
meet certain criteria to reflect the authorized recovery of costs due to regulatory decisions in their financial
statements. As a result, certain costs are permitted to be capitalized rather than expensed because they can be
recovered through rates. We record certain costs as regulatory assets when future recovery through customer
rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will be reduced
for amounts that will be credited to customers through the ratemaking process. Substantially all of our regulatory
assets are recorded as a component of deferred charges and other assets and substantially all of our regulatory
liabilities are recorded as a component of deferred credits and other ljabilities. Deferred gas costs are recorded
either in other current assets or liabilities, and the regulatory cost of removal obligation is reported separately,



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Significant regulatory assets and liabilities as of December 31, 2011 and September 30, 2011 included the
following:

December 31, September 30,
2611 2011

(In thousands)

Regulatory assets:

Pension and postretirement benefitcosts ... ... .. $249,882 $254,666
Merger and integration CoSts, Nt . .. ... ... ..o 6,120 6,242
Deferred gas costs ... ... 88,799 33,976
Regulatory costof removalasset . ... ... . ... ... . .. 9,875 8,852
Environmental costs ... ... ... o 288 385
Rate case COSIS ...t e 4,493 4,862
Deferred franchisefees ........ .. ... ... ... . i 365 379
O T o e e 3,345 3,534

$363,167 $312,896

Regulatory liabilities:

Deferred gas COStS L. v ettt e e $ 1,871 $ 8,130
Regulatory cost of removal obligation . .............. ... ... ... ... 469,685 464,025
O e 14,558 14,025

$486,114 $486,180

The amounts above do not include regulatory assets and liabilities related to our Missouri, llinois and lowa
service areas, which are classified as assets held for sale as discussed in Note 5.

During the prior fiscal year, the Railroad Cormmission of Texas’ Division of Public Safety issued a new rule
requiring natural gas distribution companies to develop and implement a risk-based program for the renewal or
replacement of distribution facilities, including steel service lines. The rule allows for the deferral of all expenses
associated with capital expenditures incurred pursuant to this rule, including the recording of interest on the
deferred expenses until the next rate proceeding (rate case or annual rate filing) at which time investment and
costs would be recovered through base rates. As of December 31, 2011, we had deferred $0.1 million associated
with the requirements of this rule which are recorded as other costs in the regulatory assets table above.

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



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Comprehensive income

The following table presents the components of comprehensive income, net of related tax, for the three-
mounth periods ended December 31, 2011 and 2010:

Three Months Ended
December 31
2011 2010
(In thousands)
NELINCOMIE L o it v e ottt e e e e e e e e e e e e e $ 68,507 % 73,997
Unrealized holding gains on investments, net of tax expense of $514 and
$455 for the three months ended December 31, 2011 and 2010 ..... ... .. 901 776

Amortization and unrealized gain (loss) on treasury lock agreements, net of

tax expense (benefit) of $(638) and $18,704 for the three months ended

December 31,2011 and 2010 ... o (1,087) 31,847
Net unrealized gains (losses) on cash flow hedging transactions, net of tax

expense (benefit) of $(10,597) and $6,617 for the three months ended

December 31,2011 and 2010 .. ... .. . e (16,575) 13,350

Comprehensive INCOMIE .. ...t e i i e $51,746 $116,970

Accumulated other comprehensive loss, net of tax, as of December 31, 2011 and September 30, 2011 con-
sisted of the following unrealized gains (losses):

December 31, September 30,
2011 2011

(In thousands)

Accumulated other comprehensive loss:

Unrealized holding gains oninvestments ...................... $ 3,459 $ 2,558
Treasury lock agreements ............. . i i, (35,244) (34,157}
Cashflow hedges ... ... . .. i, (33,436) (16,861}

$(65,221) $(48,460;

3. Financial Instruments

We currently use financial instruments to mitigate commodity price risk. Additionally, we periodically uti-
lize financial instruments to manage interest rate risk. The objectives and strategies for using financial instru-
ments have been tailored to our regulated and nonregulated businesses. The accounting for these financial
instruments is fully described in Note 2 to the consolidated financial statements in our Annual Report on Form
10-K for the fiscal year ended September 30, 2011, During the first quarter there were no changes in our
objectives, strategies and accounting for these financial instraments. Currently, we utilize financial instruments in
our natural gas distribution and nonregulated segments. We currently do nof manage commeodity price risk with
financial instruments in our regulated transmission and storage segment.

Qur financial instruments do not contain any credit risk-related or other contingent features that could cause
payments to be accelerated when our financial instruments are in net lability positions.
Regulated Commodity Risk Management Activities

Although our purchased gas cost adjustment mechanisms essentially insulate our natural gas distribution
segment from comunodity price risk, our customers are exposed to the effects of volatile natural gas prices. We
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

manage this exposure throngh a combination of physical storage, fixed-price forward contracts and financial
instruments, primarily over-the-counter swap and opfion contracts, in an effort to minimize the impact of nataral
gas price volatility on our customers during the winter heating season,

Our natural gas distribution gas supply department is responsible for executing this segment’s commeodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitted
to mitigate commadity price risk through financial instruments, the relevant regulatory authorities may establish
the level of heating season gas purchases that can be hedged. Historically, if the regulatory authority does not
establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas purchases
using financial instruments. For the 2011-2012 heating season (generally October through March), in the juris-
dictions where we are permitted to utilize financial instraments, we anticipate hedging approximately 25 percent,
or 25.7 Bcf of the winter flowing gas requirements. We have not designated these financial instruments as hedg-
es.

The costs associated with and the gains and losses arising from the use of financial instruments to mitigate
commeodity price risk are included in our purchased gas costs adjustment mechanisms in accordance with regu-
Jatory requirements. Therefore, changes in the fair value of these financial instruments are initially recorded as a
component of deferred gas costs and recognized in the consolidated statement of income as a component of pur-
chased gas costs when the related costs are recovered through our rates and recognized in revenue in accordance
with applicable authoritative accounting guidance. Accordingly, there is no earnings imipact on our natural gas
distribution segment as a result of the use of financial instruments.

Nonregulated Commodity Risk Management Activities

The primary business in our nonregulated operations is to aggregate and purchase gas supply, arrange trans-
portation and/or storage logistics and ultimately deliver gas to our customers at competitive prices. We utilize
proprietary and customer-owned transportation and storage assets to serve these customers, and will seek to
maximize the value of this storage capacity through the arbitrage of pricing differences that occur over time by
selling financial instruments at advantageous prices to lock in a gross profit margin to enhance our gross profit by
maximizing the economic value associated with the storage and transportation capacity we own or control.

As aresult of these activities, our nonregulated segment is exposed to risks associated with changes in the
market price of nataral gas. We manage our exposure to such risks through a combination of physical storage and
financial instruments, including futures, over-the-counter and exchange traded options and swap contracts with
counterparties. Future contracts provide the right, but not the requirement, to buy or sell the commodity at a fixed
price. Swap contracts require receipt of payment for the commodity based on the difference between a fixed price
and the market price on the settiement date.

We use financial instruments, designated as cash flow hedges of anticipated purchases and sales at index
prices, to mitigate the commodity price risk in our nonregulated operations associated with deliveries under
fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity dates rang-
ing from one to 59 months. We use financial instruments, designated as fair value hedges, to hedge our natural
gas inventory used in our asset optimization activities in our nomregulated segment.

Also, in our nonregulated operations, we use storage swaps and futures to capture additional storage arbi-
trage opportunities that arise subsequent to the execution of the original fair value hedge associated with our
physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed price and
storage books and various over-the-counter and exchange-traded options. These financial instruments have not
been designated as hedges.



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Interest Rate Risk Management Activities

We periodically manage interest rate risk by entering into Treasury lock agreements to fix the Treasury
yield component of the interest cost associated with anticipated financings.

As of December 31, 2011, we had three Treasury lock agreements outstanding to fix the Treasury yield
component of $350 million 30-year unsecured notes, which we plan to issue to refinance our $250 million
unsecured 5.125% Senior Notes that mature in January 2013,

In prior years, we entered into Treasury lock agreements to fix the Treasury yvield component of the interest
cost of financing various issuances of long-term debt and senior notes. The gains and Josses realized upen
settlemnent of these Treasury locks were recorded as a component of accumulated other comprehensive income
{loss) when they were settled and are being recognized as a component of interest expense over the life of the
associated notes from the date of settlement. The remaining amortization periods for the settied Treasury focks
extend through fiscal 2041.

Quantitative Disclosures Related to Financial Instruments

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

As of December 31, 2011, our financial instruments were comprised of both long and short commodity posi-
tions. A long position is a contract to purchase the commodity, while a short position is a contract to sell the
commodity. As of December 31, 2011, we had net long/(short) commodity contracts outstanding in the following
quantities:

Natural
Hedge Gas
Contract Type Designation Distribution Nonregulated
Quantity (MMcf)
Commodity confracts FairValue . ... ... .. ... ... .. ... .. ... ... ... — (26,690)
CashFlow ..., ... . . i, — 44,428
Notdesignated ....... ... ... ..., 13,964 46,944

13,964 64,682
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Financial Instruments on the Balunce Sheet

The following tables present the fair value and balance sheet classification of our financial instruments by
operating segment as of December 31, 2011 and September 30, 2011. As required by autheritative accounting
literature, the fair value amounts below are presented on a gross basis and do not reflect the netting of asset and
liability positions permitted under the terms of our master netting arrangements. Further, the amounts below do
not include $22.1 million and $28.8 million of cash held on deposit as of December 31, 2011 and September 30,
2011 to collateralize certain financial instruments. Therefore, these gross balances are not indicative of either our
actual credit exposure or net economic exposure. Additionally, the amounts below will not be equal to the
amonnts presented on our condensed consolidated balance sheet, nor will they be equal to the fair value
information presented for our financial instruments in Note 4.

Natural
Balance Sheet Location Distggfltiﬂﬂ Nonregulated Total
(In thousands)
December 31, 2011;
Designated As Hedges:
Asset Financial Instruments
Current commedity contracts . .. Other current assets $ — % 60222 § 60,222
Noncurrent commodity
confracts . ................ Deferred charges and other assets e 58 58
Liability Financial Instruments
Current commodity contracts ... Qther current liabilities — (57,988)  (57,988)
Noncurrent conmmodity
contracts ................. Deferred credits and other liabilities  (69,735) (12,012)  (81,767)
Total ....................... (69,755) (9,720)  (79,475)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . .. Other current assets 292 148,669 148,961
Noncurrent commodity
COMTActS . ..., Deferred charges and other assets 180 80,916 81,006
Liability Financial Instruments
Current commodity contracts ... Other current liabilities™ (16,196) (166,878) (183,074)
Noncurrent commodity
contracts ..., Deferred credits and other liabilities (350) (68,250)  (68,600)
Total ......... .. ... ........ (16,074) (5,543  (21,617)
Total Financial Instroments . ..... $(85,829) $ (15,263) $(101,092)

M Other cutrent liabilities not designated as hedges in our natural gas distribution segment include $1.7 million
related to risk management Habilities that were classified as assets held for sale at December 31, 2011.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Natural
Balance Sheet Location Distggfxtion Nonregulated Total
(In thousands)
September 30, 2011; :
Designated As Hedges:
Asset Financial Instrements
Current commodity contracts ... Other current assets $ — $2239% $ 227396
Noncurrent commodity
contracts ............. ..., Deferred charges and other assets — 174 174
Liability Financial Instruments
Current commodity contracts ... Other current liabilities — (31,064) (31,064)
Noncurrent commodity
COMTacts .......c.ovrnn... Deferred credits and other liabilities  (67,527) (7,709 (75,236)
Total ... .. .. ..o, (67,527) (16,203)  (83,730)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts ... Other current assets 843 67,710 68,553
Noncurrent commodity
contracts ................. Deferred charges and other assets 998§ 22,379 23,377
Liability Financial Instruments
Current commedity contracts ... Other current labilities(" (13,256)  (73,865) {87,121
Noncurrent commodity
contracts ... ... Deferred credits and other liabilities (335) (25,071 {25,406)
Total ........................ (11,750) (8,847  (20,597)
Total Financial Instruments . . . . ... $(79.277)  $(25,050) $(104,327)

() Other current liabilities not designated as hedges in our natural gas distribution segment include $1.3 mallion
related to risk management liabilities that were classified as assets held for sale at September 30, 2011.

Impact of Financial Instruments on the Income Statement

Hedge ineffectiveness for our nonregulated segment is recorded as a component of unrealized gross profit
and primarily results from differences in the location and timing of the derivative instrument and the hedged
item. Hedge ineffectiveness could materially affect our results of operations for the reported period, For the three
months ended December 31, 2011 and 2010 we recognized a gain arising from fair value and cash flow hedge
ineffectiveness of $8.4 million and $13.5 million. Additional information regarding ineffectiveness recognized in
the income statement is included in the tables below.



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Fair Value Hedges

The impact of our nonregulated commodity contracts designated as fair value hedges and the related hedged
item on our condensed consolidated income statement for the three months ended December 31, 2011 and 2010
is presented below.

Three Months Ended
December 31
2011 2010
(In thousands)
Commodity CONTACES . .. ..ttt et e e e $ 24,064  $(1,723)
Fair value adjustment for natural gas inventory designated as the hedged
1 £ S (15,249) 15,625
Total HIPACt ON FEVENTE . . ..\, ettt e e e e e et et e et $ 8815 813902
The impact on revenue is comprised of the folowing:
Basis ineffectiveness . ... ... i e e $ 841 § 921
Timing ineffectiveness .. ... i i i i e 7,974 12,981

$§ 8815 $13902

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

To the extent that the Company’s natural gas inventory does not qualify as a hedged item in a fair-value
hedge, or has not been designated as such, the natural gas inventory is valued at the lower of cost or market.
During the three months ended December 31, 2011, we recorded a $1.7 million charge to write down non-
qualifying natural gas inventory to market. We did not record a writedown for nonqualifying natural gas
inventory for the three months ended December 31, 2010.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Cash Flow Hedges

The impact of cash flow hedges on our condensed consolidated income statements for the three months
ended December 31, 2011 and 2010 is presented below. Note that this presentation does not reflect the financial
impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of the
economic gross profit we realized when the underlying physical and financial transactions were settled.

Three Months Ended December 31, 2011

Natural
Gas
Distribution Nonregalated Ceonsolidated
{In thousands)

Loss reclassified from AQCI into revenue for effective

portion of commodity contracts .. .. ... $ — $(11,642) $(11,642)
Loss arising from ineffective portion of commodity

COMMTACES . .. . ottt e e —_ {430) (430)
Total impactonrevenue . ........... ... ... a... — (12,072} (12,072}
Loss on settled Treasury lock agreements reclassified from

AQCTIMO INterest SXPense .. vvvv e v enrnnarens. (502) — {502}
Total Impact from Cash Flow Hedges . .............. .. $(502) $(12,072) $(12,574)

Three Months Ended December 31, 2010

Natural
Gas
Distribution Nonregulated Consolidated

(In thousands}

Loss reclassified from AOCI into revenue for effective

portion of commodity contracts .. ......... ... ..... $ — $(14,253) $(14,253)
Loss arising from ineffective portion of commodity

COMMTACES « .ottt t ittt i e — {444) {444)
Total IMpact ONIEVenue . ... ..o — (14,697) (14,697)
Loss on settled Treasury lock agreements reclassified from

AOCTinto interest eXpense ..........ccvinvinen.n., (670) — (670)
Total Impact from Cash Flow Hedges ................. $(670) $(14,697) $(15,367)
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table summarizes the gains and losses arising from hedging transactions that were recognized
as a component of other comprehensive income (loss), net of taxes, for the three months ended December 31,
2011 and 2010. The amounts included in the table below exclude gains and losses arising from ineffectiveness
because those amounts are immediately recognized in the income statement as incurred,

Three Months Ended
December 31

2011 2010
{In thousands)

Increase {(decrease} in fair value:

Treasury 10CK 88reements . ...ttt e $ (1,403) $31,425

Forward commodity COBIracts . ... vttt i e (23,678) 1,657
Recognition of losses in earnings due to settlements:

Treasury lock agreements ... . ... . i i e 316 422

Forward commodity CORracts ... .. i i 7,103 8,693
Total other comprehensive income (loss) from hedging, netof fax® . ... ... .. $(17,662) $42,197

(O Utilizing an income tax rate ranging from 37 percent to 39 percent comprised of the effective rates in each
taxing jurisdiction.

Deferred gains (losses) recorded in accumulated other comprehensive income (AOCI) associated with our
Treasury lock agreements are recognized in earnings as they are amortized over the terms of the underlying debt
instrumeats, while deferred losses associated with comumodity contracts are recognized in earnings upon settle-
ment. The following amounts, net of deferred taxes, represent the expected recognition in earnings of the
deferred gains (losses) recorded in AOCT associated with our financial instruments, based upen the fair valoes of
these financial instruments as of December 31, 2011. However, the table below does not include the expected
recognition in earnings of our outstanding Treasury lock agreements as those instruments have not yet settled.

Treasury
Lock Commodity
Agreements Contracts Total
(In thousands)
Nexttwelvemonths ......... ... ... .ciiiiiin... $(1,266) $(25,900) $(27,166)
Thereafter ... ... . e 9,967 {7,536) 2,431
Totalth) L e $ 8,701 $(33,436)  $(24,735)

) Utilizing an income tax rate ranging from 37 percent to 39 percent comprised of the effective rates in each
taxing jurisdiction.

Financial Instriments Not Designated as Hedges

The impact of financial instruments that have not been designated as hedges on our condensed consolidated
income statement for the three months ended December 31, 2011 and 2010 was an increase (decrease) in revenue
of ($2.2) million and $4.2 million. Note that this presentation does not reflect the expected gains or losses arising
from the undetlying physical transactions associated with these financial instruments. Therefore, this presentation
is not indicative of the economic gross profit we realized when the underlying physical and financial transacticns
were settled.

As discussed above, financial instruments used in our natural gas distribution segment are not designated as
hedges. However, there is no earnings impact on our natural gas distribution segment as a result of the use of
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

these financial instruments because the gains and losses arising from the use of these financial instrumnents are
recognized in the consolidated statement of income as a component of purchased gas cost when the related costs
are recovered through our rates and recognized in revenue. Accordingly, the impact of these financial instruments
is excluded from this presentation.

4. Fair Value Measurements

We report certain assets and fabilities at fair value, which is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measure-
ment date {exit price). We record cash and cash equivalents, accounts receivable and accounts payable at carry-
ing value, which substantially approximates fair value due to the short-term nature of these assets and liabilities.
For other financial assets and Habilities, we primarily use quoted market prices and other observable market pric-
ing information to minimize the use of unobservable pricing inputs in our measurements when determining fair
value. The methods used to determine fair value for our assets and liabilities are fully described in Note 2 to the
financial statements in our Annunal Report on Form 10-K for the fiscal year ended September 30, 2011. During
the first quarter of fiscal 2012, there were no changes in these methods,

Fair value measurements also apply to the valuation of our pension and post-retirement plan assets. Current
accounting guidance requires employers to annually disclose information about fair value measurements of the
assets of a defined benefit pension or other postretirement plan. The fair value of these assets is presented in Note
9 to the financial statements in our Annual Report on Form 10-K for the fiscal year ending September 30, 2011.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Quantitative Disclosures

Financial Instruments

The classification of cur fair value measurements requires judgment regarding the degree to which market
data are observable or corroborated by observable market data. Authoritative accounting literature establishes a
fair value hierarchy that prioritizes the inputs used to measure fair value based on observable and unobservable
data. The hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted quoted
prices in active markets for identical assets and liabilities (Level 1), with the lowest priority given to
unocbservable inputs (Level 3). The following table summarizes, by level within the fair value hierarchy, our
assets and habilities that were accounted for at fair value on a recurring basis as of December 31, 2011 and Sep-
tember 30, 2011. As required under authoritative accounting literature, assets and liabilities are categorized in
their entirety based on the lowest level of input that is significant to the fair value measurement.

Assets:
Financial instruments

Natural gas distribution segment
Nonregulated segment

Total financial instruments . ...............
Hedged portion of gas stored underground . ...
Available-for-sale securities

Money marketfunds ......... . ... ... ..

Registered investment companies .........
Bonds

Total available-for-sale securities

Total asSels . vt i e e

Liabilities:
Financial instruments
Natural gas distribution segment

Nonregulated segment

Total labilities

Quoted Significant Significant
Prices in Other Other
Active Observable Uncbservable Netling and
Markets Inputs Inputs Cash December 31,
(Level 1} (Level 20 {Level 3) Collateral® 2011
(In thousands)
$ — 5 472 3 — 3 — % 472
33,768 256,098 — (272,938) 16,928
33,768 256,570 — (272,938) 17,400
77,551 — — — 77,551
— 1,151 — e 1,151
38,008 — — — 38,008
e 18,346 — - 18,346
38,008 19,497 —_ — 57,505
$149.327  $276,067 5 — $(272,938) $152,456
$ — % 86,301 § — $ -——  § 86,301
51,117 254,012 — (295,022 10,107
$ 51,117 $340,313 $ — $(295,022) § 96,408
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Quoted Significant Significant

Prices in Other Other

Active Observable Unobservable Netting and
Markets Inputs Inputs Cash September 30,
{Level 1) (Levet 2) (Level 3) Collateral® 2011

(In thousands)

Assets:

Financial instruments

Natural gas distribution segment .......... $8 — § 1841 $ — 8 — $ 1,841

Nonregulated segment .................. 15,262 97,396 — {95,156) 17,502
Total financial instruments ................. 15,262 99237 — (95,156) 19,343
Hedged portion of gas stored underground . . . .. 47,940 — — — 47,940
Available-for-sale securities

Money marketfunds . ......... ... ... — 1,823 — — 1,823

Registered investment companies . ... ...... 36,444 — — — 36,444

Bonds ..o — 14,366 — — 14,366
Total available-for-sale securities . ... ........ 36,444 16,189 — — 52,633
Totalassets ...........coiiviiiinninnennnn $099.646 $115426 5§ — $ (95,156) $119,916
Liabilities:
Financial instruments

Natural gas distribution segment .......... $ — % 81,118 $ - $ —  $ BIL,118

Nonregulated segment .................. 22,091 115,617 — (123,943) 13,765
Total labilities ... ... .. ... ... ... $22,081 $196,735 $ — $(123,943) $ 94,883

€3]

—
2
-

€]

Our Level 2 measurements primarily consist of non-exchange-traded financial instruments, such as
over-the-counter options and swaps where market data for pricing is observable. The fair values for these
assets and liabilities are determined using a market-based approach in which observable market prices are
adjusted for criteria specific to each instrument, such as the strike price, notional amount or basis differences.
This level also includes municipal and corporate bonds where market data for pricing is observable.

This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature. In addi-
tion, as of December 31, 2011, we had $22.1 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $11.4 million was used to offset current risk management Habilities
under master netting arrangements and the remaining $10.7 million is classified as current risk management
assets.

This column reflects adjustments to our gross financial instrument assets and Hlabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature. In addi-
tion, as of September 30, 2011 we had $28.8 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $12.4 miilion was used to offset current risk management liabilities
under master netting arrangements and the remaining $16.4 million is classified as current risk management
assets.
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Available-for-sale securities are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gain Loss Vaiue
{In thousands}
As of December 31, 2011
Domestic equity mutual funds .. ... ... L $27.881  $5,447 $ - $33328
Foreign equity mutualfunds ........ ... ... ... . Ll 4,659 305 (284) 4,680
Bonds . ... 18,323 45 (22) 18,346
Moneymarketfunds ......... ... ... ... L i o, 1,151 — — 1,151

$52,014  $5,797 $(306)  $57,505

As of September 30, 2011

Domestic equity mutual funds ..., ... . ... .. ... $27,748  $4,074 $ —  $31,822
Foreignequity mutual funds ... ... ... i 4,597 267 (242) 4,622
Bonds o e 14,390 10 (34) 14,366
Mopeymarketfunds ....... .. ... il 1,823 — — 1,823

$48,558  $4.351  $(276) $52,633

At December 31, 2011 and September 30, 2011, our available-for-sale securities included $39.2 million and
$38.3 million related to assets held in separate rabbi trusts for our supplemental executive benefit plans. At
December 31, 2011 we maintained investments in bonds that have contractual maturity dates ranging from
January 2012 through July 2016,

These securities are reported at market value with unrealized gains and losses shown as a component of
accumulated other comprehensive income (loss). We regularly evaluate the performance of these investments on
a fund by fund basis for impairment, taking into consideration the fund’s purpose, volatility and current returns.
If a determination is made that a decline in fair value is other than temporary, the related fund is written down to
its estimated fair value and the other-than-temporary impairment is recognized in the income statement.

We maintained an investment in one foreign equity mutual fund with a fair value of $2.2 million in an unre-
alized loss position of $0.3 million as of December 31, 2011, This fund has been in an unrealized loss position
for less than twelve months. Because this fund is only used to fund the supplemental plans, we evaluate invest-
ment performance over a long-term horizon. Based upon our intent and ability to hold this investment, our ability
to direct the source of the payments in order to maximize the life of the portfolio, the short-term nature of the
decline in fair value and the fact that this fund continues to receive good ratings from mutual fund rating compa-
nies, we do not consider this impairment to be other than temporary as of December 31, 2011. We also main-
tained several bonds with a cunmulative fair value of $6.5 million in an unrealized loss position of less than $0.1
million as of December 31, 201 1. These bonds have been in an unrealized loss position for less than twelve
months, Based upon our intent and ability to hold these investments, our ability to direct the source of payments
in order to maximize the life of the portfolio, the short-term nature of the decline in fair value and the fact that
these bonds are investment grade, we do not consider this impairment to be other than temporary as of
December 31, 2011.
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Other Fair Value Measures

Our debt is recorded at carrying value. The fair value of our debt is determined using third party market

value quotations. The following table presents the carrying value and fair value of our debt as of December 31,
2011:

December 31,
2011
(In thousands)
Carrying AMOUNT . . ..ottt e $2,210,262
Bair Value . $2,572,094

5. Discontinued Operations

On May 12, 2011, we entered into a definitive agreement to sell substantially all of our natural gas dis-
tribution assets located in Missouti, Illinois and Iowa to Liberty Energy (Midstates) Corporation, an affiliate of
Algonquin Power & Utilities Corp. for a cash price of approximately $124 million. The agreement contains terms
and conditions customary for transactions of this type, including typical adjustments to the purchase price at clos-
ing, if applicable. The closing of the transaction is subject to the satisfaction of customary conditions including
the receipt of applicable regulatory approvals, which we currently anticipate will occur during fiscal 2012,

As required under generally accepted accounting principles, the operating results of our Missouri, Illinois
and Towa operations have been aggregated and reported on the consolidated statements of income as income
from discontinued operations, net of income tax. Expenses related to general corporate overhead and interest
expense allocated to their operations are not included in discontinued operations.

The tables below set forth selected financial and operational information related to net assets and operating
results related to discontinued operations. Additionally, assets and liabilities related to cur Missouri, lilinois and
Towa operations are classified as “held for sale” in other current assets and liabilities in our consolidated balance
sheets at December 31, 2011 and September 30, 2011. Prior period revenues and expenses associated with these
assets have been reclassified into discontinued operations. This reclassification had no impact on previously
reported net income.

The following table presents statement of income data related to discontinued operations.

Three Months Ended
December 31
2011 2016
(In thousands)
OPeratiBZ TEVEMUES . oo\t vt e ettt ettt e ettt e e $23.451  §23,733
Purchased gas cost ... .ot e 14,951 14,897
Gross profit ... o e 8,500 8,836
OPpErating EXPEMSES . .ttt vt it e 4,174 4,016
Operating iNCOME .. ... ..ottt et s et i 4,326 4,820
Other nOROPErating eXPense . ... ..t e {48) (33)
Income from discontinued operations before income taxes . ................ 4,278 4,787
[OCOME LAX EXPEISE ¢ v et vttt it e e 1,559 1,890
NetiRCOME . .ottt i et e e e e e $ 2719 $ 2897
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The following table presents balance sheet data related to assets held for sale.
December 31,  September 30,

2011 2011
(In thousands)
Net plant, property & equipment .. ....... . ii e $127,227 $127.577
Gas storedunderground ... ... .. 14,257 11,931
Other CHITENE A88ELS . ., L ettt ettt e ettt e 3,773 786
Deferred charges and otherassets ... .. ... ... . . 62 277
Assetsheldforsale ........ ... .. .. $145,319 $140,571
Accounts payable and accrued liabilities ......................... $ 9,945 $ 1917
Other current Habilities .. ... . .. i 5,459 4877
Regulatory cost of removal obligation .......... .. . L oLl 10,367 10,498
Deferred credits and other liabilities . . ... ... ... ... .. oL 1,175 1,153
Liabilities held forsale ....... ... oo i $ 26,946 $ 18,445

6. Debt

The nature and terms of cur debt instruments are described in detail in Note 7 to the consolidated financial
statements in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011. There were no
material changes in the terms of our debt instruments during the three months ended December 31, 2011.

Long-term debt

Long-term debt at December 31, 2011 and September 30, 2011 consisted of the following:
December 31, September 30,
2011

2011
(In thousands})

Unsecured 10% Notes, redeemed December 2011 , ..., ... .. ...... $ — $ 2,303
Unsecured 5.125% Senior Notes, due January 2013 ................ 250,000 250,000
Unsecured 4,95% Senior Notes, due 2014 .. ... ... ... ... ... .. .... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 ... .o oo ot 250,000 250,000
Unsecured 8,50% Senior Notes, due 2019 . ... ... ... ... .. .. .... 450,000 450,000
Unsecured 5.95% Senior Notes, due 2034 . ... ... ... . o i, 200,000 200,000
Unsecured 5,50% Senior Notes, due 2041 ... .. ... ... .. . . ... 400,000 400,000
Medium term notes

Series A, 1995-1, 6.67%,due 2025 . ... ... 10,000 16,600
Unsecured 6,75% Debentures, due 2028 ... ... .. ... .. ... ... ... 150,000 156,000
Rental property term note due in installments through 2013 ....... ... 262 262

Totalfong-termdebt ... ... ..o i i 2,210,262 2,212,565

Less:

Original issue discount on unsecured senior notes and debentures . . . (3,938) 4,014

Current Matirities .. vt e e e e e (131) (2,434

$2,206,193 $2,206,117
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Our unsecured 10% notes were paid on their maturity date on December 31, 2011, and were not replaced.

Short-term debt

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

We finance our short-term borrowing requirements through a combination of a $750 million commercial
paper program and four committed revolving credit facilities with third-party lenders. As a result, we have
approximately $985 million of working capital funding. Additionally, our $750 million unsecured credit facility
has an accordion feature which, if utilized, would increase borrowing capacity to $1.0 billion. At December 31,
2011 and September 30, 2011, there was $390.0 million and $206.4 million outstanding under our commercial
paper program. We also use intercompany credit facilities to supplement the funding provided by these third-
party committed credit facilities.

Regulated Operations

We fund our regulated operations as needed, primarily through our commercial paper program and three
committed revolving credit facilities with third-party lenders that provide approximately $785 million of working
capital funding, including a five-year $750 million unsecured facility, a $25 million unsecured facility and a $10
million revolving credit facility, which is used primarily to issue letters of credit. Due to outstanding letters of
credit, the total amount available to us under our $10 million revolving credit facility was $4.2 million at
December 31, 2011,

In addition to these third-party facilities, our regulated operations had a $350 million intercompany revolv-
ing credit facility with AEH. This facility was replaced on January 1, 2012 with a $500 million intercompany
revolving credit facility with AEH, This facility bears interest at the lower of (i) the Eurodollar rate under the
five-year revolving credit facility or (ii) the lowest rate outstanding under the commercial paper program. Appli-
cable state regulatory commissions have approved our use of this facility through December 31, 2012.

Nonregulated Operations

Atmos Energy Marketing, LLC (AEM), which is wholly-owned by AEH, has a three-year $200 million
committed revolving credit facility, expiring in December 2013, with a syndicate of third-party lenders with an
accordion feature that could increase AEM’s borrowing capacity to $500 million. The credit facility is primarily
used to issue letters of credit and, on a less frequent basis, to borrow funds for gas purchases and other working
capital needs. This facility is collateralized by substantiaily all of the assets of AEM and is guaranteed by AEH.
Due to outstanding letters of credit and various covenants, including covenants based on working capital, the
amount available to AEM under this credit facility was $110.0 million at December 31, 2011.

To supplement borrowings under this facility, AEH had a $350 million intercompany demand credit facility
with AEC. This facility was replaced on January 1, 2012 with a $500 million intercompany facility with AEC,
which bears interest at a rate equal to the greater of (i) the one-month LIBOR rate plus 3.00 percent or (ii) the
rate for AEM’s offshore borrowings under its committed credit facility plus 0.75 percent. Applicable state regu-
latory commissions have approved our use of this facility through December 31, 2012.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
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has been approved by all requisite state regulatory commissions. At December 31, 2011, $900 million remains
available for issuance, Of this amount, $550 million is available for the issuance of debt securities and $350 mil-
lion remains available for the issuance of equity securities under the shelf until March 2013,

Debt Covenants

The availability of funds under our regulated credit facilities is subject to conditions specified in the
respective credit agreements, all of which we currently satisfy. These conditions include our compliance with
financial covenants and the continued accuracy of representations and warranties contained in these agreements,
We are required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter,
a ratio of total debt to total capitalization of no greater than 70 percent. At December 31, 2011, our total-
debt-to-total-capitalization ratio, as defined in the agreements, was 56 percent. In addition, both the interest
margin and the fee that we pay on unused amounts under each of these facilities are subject to adjustment
depending upon our credit ratings.

AEM is required by the financial covenants in its facility to maintain a ratio of total labilities to tangible net
worth that does not exceed a maximum of 5 to 1. At December 31, 2011, AEM’s ratio of fotal liabilities to tangi-
ble net worth, as defined, was 1.39 to 1. Additionally, AEM must maintain minimum levels of net working capi-
tal and net worth ranging from $20 million to $40 million. As defined in the financial covenants, at December 31,
2011, AEM’s net working capital was $118.2 million and its tangible net worth was $147.8 million.

In addition to these financial covenants, our credit facilities and public indentures contain usual and custom-
ary covenants for our business, including covenants substantially limiting liens, substantial asset sales and merg-
ers,

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

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

Finally, AEM’s credit agreement contains a provision that would limit the amount of credit available if
Atmos Energy were downgraded below an S&P rating of BBB and 2 Moody’s rating of Baa2. We have no other
triggering events in our debt instruments that are tied to changes in specified credit ratings or stock price, nor
have we entered into any transactions that would require us to issue equity, based on our credit rating or other
triggering events.

We were in compliance with all of our debt covenants as of December 31, 2011. If we were unable to com-
ply with our debt covenants, we would likely be required to repay our outstanding balances on demand, provide
additional collateral or take other corrective actions.
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7. Earnings Per Share

Since we have non-vested share-based payments with a nonforfeitable right to dividends or dividend equiv-
alents (referred to as participating securities) we are required to use the two-class method of computing earnings
per share. The Company’s non-vested restricted stock and restricted stock units, for which vesting is predicated
solely on the passage of time granted under the 1998 Long-Term Incentive Plan, are considered to be participat-
ing securities. The calculation of earnings per share using the two-class method excludes income attributable to
these participating securities from the numerator and excludes the dilutive impact of those shares from the
denominator. Basic and diluted earnings per share for the three months ended December 31, 2011 and 2010 are
calculated as follows:

Three Months Ended
December 31
2011 20160

{In thousands, except
per share amounts)

Basic Earnings Per Share from continuing operations

Income from CORtINMNG OPErations . ..ottt ettt ir e e e et et ey $65,788  $71,100
Less: Income from continuing operations allocated to participating securities .......... 685 748
Income from continuing operations available to common shareholders ............... $65,103  $70,352
Basic weighted average shares outstanding ........... .. ... .. ... .. . oL .. 90,254 90,082
Income from continuing operations per share —Basic ......... ... ... . oo $ 072 $ 078

Basic Earnings Per Share from discontinued operations

Income from discontinued Operations ... ...oov it e e $ 2719 § 2,897
Less: Income from discontinueed operations allocated to participating securities ........ 28 31
Income from discontinuned operations available to common shareholders .............. $ 2,691 $ 2,866
Basic weighted average shares ontstanding ........ . ... . ... .. o i 90,254 90,082
Income from discontinued operations per share — Basic .............. ... ... .. ... $ 003 $ 003
Netincome per share — Basic ... ... oottt e $§ 075 § 081
Diluted Earnings Per Share from continuing operations
Income from continuing operations available to common shareholders ............... $65,103 $70,352
Effect of dilutive stock options and other shares ... .. ... ... ... ... .. .. .. ... 1 2
Income from continuing operations available to common shareholders ............... $65,104 $70,354
Basic weighted average shares outstanding ......... .. . i i i i 90,254 90,082
Additional dilutive stock options and othershares ............ ... .. ... .. .. ... 292 326
Diluted weighted average sharesoufstanding ... ... ... .. i i i 90,546 90,408
Income from continuing operations per share — Diluted .. .. .. ... ... ... ..o $ 072 $ 078
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Three Months Ended
December 31

2011 2010

(In thousands, except
per share amounts)

Diluted Earnings Per Share from discontinued operations
Income from discontinued operations available to common shareholders .............. $ 2691 $ 2,866
Effect of dilutive stock options and othershares . ....... ... .. ... ... .. . o —_ —

Income from discontinued operations available to common shareholders .............. $ 2,691 $ 2,866
Basic weighted average sharesoutstanding .. ... ... ... e 90,254 90,082
Additional dilutive stock options and other shares .. ........ ... ... . ... ... 292 326
Diluted weighted average shares outstanding .. ... .. ... . i 90,546 90,408
Income from discontinued operations per share — Dilated ......................... $ 003 $§ 003
Net income per share — DIluted . ..o e $ 075 $ 081

There were no out-of-the-money stock options excluded from the computation of diluted earnings per share
for the three months ended December 31, 2011 and 2010 as their exercise price was less than the average market
price of the common stock during that period.

Share Repurchase Program

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five million shares of common stock over a five-year period. Although the program is authorized for a five-year
period, it may be terminated or limited at any time. Shares may be repurchased in the open market or in privately
negotiated transactions in amounts the company deems appropriate. The program is primarily intended to mini-
mize the dilutive effect of equity grants under various benefit related incentive compensation plans of the com-
pany. As of December 31, 2011, 387,991 shares had been repurchased for an aggregate value of $12.5 million.

8. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirement benefit plans for
the three months ended December 31, 2011 and 2010 are presented in the following table. Most of these costs are
recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our gas dis-
tribution rate base. The remaining costs are recorded as a component of operation and maintenance expense.

Three Months Ended December 31
Pension Benefits Other Benefits
2611 2010 2011 2010

{In thousands)}

Components of net periodic pension cost:

SEIVICE COSE L v e et e et e e e e e e e $4298 $4,380 $4,088 $3,601
Interest COSt . o e e e 6,677 6,924 3465 3,203
Expected 1eturn 00 assets .. ... ...ttt (5,368) (5,963) (652) {(682)
Amortization of transition asset . ......... ... . e —_ — 378 378
Amortization of prior service cost . ... ... o oo i (35) (112) (362) {362)
Amortization of actuarialloss . ..., ... ... ... .. .. 4,142 3,494 662 87
Net periodic pension Cost .. .. ...t e $9714 $8723 $7.579 $6,225
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The assumptions used to develop our net periodic pension cost for the three months ended December 31,
2011 and 2010 are as follows:

Pension Benefits Other Benefits

2011 2010 2011 2010
Discountrate ... e 5.05% 539% 5.05% 539%
Rate of compensation inerease ......................... 350% 4.00% N/A N/A
Expectedreturnopplapassets .. ... i 7.75% 825% 4.70%  5.00%

The discount rate used to compute the present value of a plan’s liabilities gencrally is based on rates of high-
grade corporate bonds with maturities similar to the average period over which the benefits will be paid. Gen-
erally, our funding policy has been to contribute annually an amount in accordance with the requirements of the
Employee Retirement Income Security Act of 1974. In accordance with the Pension Protection Act of 2006
(PPA), we determined the funded status of our plans as of January 1, 2012. Based upon this valuation, we expect
we will be required to contribute between $25 million and $30 million to our pension plans by September 15,
2012.

We contributed $4.8 million to our other post-retirement benefit plans during the three months ended
December 31, 2011. We expect to contribute between $20 million and $25 million to these plans during fiscal
2012.

9, Commitments and Contingencies
Litigation and Environmental Matters

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 13 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
2011, except as noted below, there were no material changes in the status of such litigation and environmental-
related matters or claims during the three months ended December 31, 2011,

Since April 2009, Atmos Energy and two subsidiaries of AEH, AEM and Atmos Gathering Company, LLC
{AGC) (collectively, the Atmos Entities), have been involved in a lawsuit filed in the Circuit Court of Edmonson
County, Kentucky, Billy Joe Honeycutt et al. vs. Atmos Energy Corporation, et al., which is related to our Park
City Gathering Project. The dispute which gave rise to the litigation involves the amount of royalties due from a
third party producer to landowners (who own the mineral rights) for natural gas produced from the landowners’
properties. The third party producer was operating pursuant to leases between the landowners and certain invest-
orsfworking interest owners. The third party preducer filed a petition in bankruptcy, which was subsequently
dismissed due to the lack of meaningful assets to reorganize or liqnidate,

Although certain Atmos Energy companies entered into contracts with the third party producer to gather,
treat and ultimately sell natural gas produced from the landowners’ properties, no Atmos Energy company had a
contractual relationship with the landowners or the investors/working inferest owners. After the lawsuit was filed,
the landowners were successful in terminating for non-payment of royalties the leases related to the production of
natural gas from their properties. Subsequent to termination, the investors/working interest owners under such
leases filed additional claims against us for the termination of the leases,

During the trial, the landowners and the investors/working interest owners requested an award of compensa-
tory damages plus punitive damages against us. On December 17, 2010, the jury returned a verdict in favor of the
landowners and investor/working interest owners and awarded compensatory damages of $3.8 million and puni-
tive damages of $27.5 million payable by Atmos Energy and the two AEH subsidiaries.

A hearing was held on Febroary 28, 2011 to hear a number of motions, including a motion to dismiss the
Jjury verdict and a motion for a new trial. The motions to dismiss the jury verdict and for a new trial were denied.
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However, the total punitive damages award was reduced from $27.5 million to $24.7 million, On October 17,
2011, we filed our brief of appellants with the Kentucky Court of Appeals, appealing the verdict of the trial court.
The appellees in this case subsequently filed their reply brief with the Court of Appeals on January 16, 2012,
with our reply brief due to be filed with the Court by March 16, 2012.

In addition, in a related development, on July 12, 2011, the Atmos Entities filed a Jawsuit in the United
States District Court, Western District of Kentucky, Ammos Energy Corporation et al.vs. Resource Energy Tech-
nologies, LLC and Robert Thorpe and John F. Charles, against the third party producer and its affiliates to
recover all costs, including attorneys” fees, incurred by the Atmos Entities, which are assoctated with the defense
and appeal of the case discussed above as well as for all damages awarded to the plaintiffs in such case against
the Atmos Entities, The total amount of damages being claimed in the lawsuit is “open-ended” since the appellate
process and related costs are engoing. This lawsait is based upon the indemnification provisions agreed to by the
third party producer in favor of Atmos Gathering that are contained in an agreement entered into between Atmos
Gathering and the third party producer in May 2009. The defendants filed a motion to dismiss the case on
August 25, 2011, with Atmos Energy filing a brief in response to such motion on September 19, 2011, As of this
date, the Court has not yet ruled on the motion.

We have accrued what we believe is an adequate amount for the anticipated resolution of this matter; how-
ever, the amount accrued is less than the amount of the verdict. The Company does not have insurance coverage
that could mitigate any losses that may arise from the resolution of this matter. However, we continue to believe
that the final outcome will not have a material adverse effect on our financial condition, results of operations or
cash flows.

We are a party to other litigation and environmental-related matters or claims that have arisen in the ordi-
nary course of our business. While the results of such litigation and response actions to such environmental-
related matters or claims cannot be predicted with certainty, we continue to believe the final outcome of such
litigation and matters or claims will not have a material adverse effect on our financial condition, resuits of oper-
ations or cash flows.

Purchase Commitinents

AEH has commitments to purchase physical quantities of natural gas under contracts indexed to the forward
NYMEZX strip or fixed price contracts, At December 31, 2011, AEH was committed to purchase 103.1 Bef within
one year, 35.3 Bef within one to three years and 0.3 Bcef after three years under indexed contracts. AEH is com-
mitted to purchase 3.4 Bef within one year and 0.2 Bef within one to three years under fixed price contracts with
prices ranging from $2.82 to $6.36 per Mcf. Purchases under these contracts totaled $312.1 million and $334.2
million for the three months ended December 31, 2011 and 2010.

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

27



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our cus-

tomers in its service area which obligate it to purchase specified volumes at market and fixed prices. The esti-
mated commitments under these contracts as of December 31, 2011 are as follows (in thousands):

2O e e $149,788
20 e e e 82,778
7 1 G P 68,124
B T {2 O —

$300,690

Our nonregulated segment maintains long-term contracts related to storage and transportation. The esti-
mated contractual demand fees for contracted storage and transportation under these contracts are detailed in our
Annual Report on Form 10-K for the fiscal year ended September 30, 201 1. There were no material changes to
the estimated storage and transportation fees for the quarter ended December 31, 2011.

Regulatory Maiters

As previously described in Note 13 to the consolidated financial statements in our Annual Report on Form
10-K for the fiscal year ended September 30, 2011, in December 2007, the Company received data requests from
the Division of Investigations of the Office of Enforcement of the Federal Energy Regulatory Commission (the
“Commission”) in connection with its investigation into possible viclations of the Commission’s posting and
competitive bidding regulations for pre-arranged released firm capacity on natural gas pipelines. Since that time,
we have fully cooperated with the Commission during this investigation.

The Company and the Commiission entered into a stipulation and consent agreement, which was approved
by the Commniission on December 9, 2011, thereby resolving this investigation. The Commission’s findings of
violations were limited to the nonrepulated operations of the Company. Under the terms of the agreement, the
Company has paid to the United States Treasury a total civil penalty of approximately $6.4 million and to energy
assistance programs approximately $5.6 million in disgorgement of unjust profits plus interest for violations
identified during the investigation. The resolution of this matter did not have a material adverse impact on the
Company’s financial position, results of operations or cash flows and none of the payments were charged to any
of the Company’s customers. In addition, none of the services the Company provides to any of its regulated or
nonregulated customers were affected by the agreement.

As discussed in Note 13 to the consolidated financial statements in our Annual Report on Form 10-K for the
fiscal year ended September 30, 2011, in 2010, our Mid-Tex Division agreed to install 100,000 steel service line
replacements by September 30, 2012. As of December 31, 2011, we had replaced 60,184 lines and are on sched-
vle for completion in September 2012, Under the terms of the agreement, special rate recovery of the associated
return, depreciation and taxes is approved for lines replaced between October 1, 2010 and September 30,

2012. Since October 1, 2010, we have spent $64.0 million on steel service line replacements,

In July 2010, the Dodd-Frank Act was enacted, representing an extensive overhaul of the framework for
regulation of U.S. financial markets. The Dodd-Frank Act calls for various regulatory agencies, including the
SEC and the Commodities Futures Trading Commission (CFTC) to establish rules and regulations for
implementation of many of the provisions of the Dodd-Frank Act. Although the CFTC and SEC have issued a
number of rules and regulations, we expect additional rules and regulations to be issued, which should provide
additional clarity regarding the extent of the impact of this legislation on us. The costs of participating in finan-
cial markets for hedging certain risks inherent in our business may be increased as a result of the new legislation
and related rules and regulations. We also anticipate additional reporting and disclosure obligations will be
imposed.
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As of December 31, 2011, annual rate filing mechanisms were in progress in our Louisiana and Mississippi
service areas and there was one other ratemaking activity in progress in our Kansas service area. These regu-
latory proceedings are discussed in further detail below in Management’s Discussion and Analysis — Recent
Ratemaking Developments.

10. Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 15 to the financial statements in
our Annual Report on Ferm 10-K for the fiscal year ended September 30, 201 1. During the three months ended
December 31, 2011, there were no material changes in our concentration of credit risk.

1. Segment Information
As discussed in Note | above, we operate the Company through the following three segments:

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

* The regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

» The nonregulated segment, which is comprised of our nonregulated natural gas management, non-
regulated natural gas transmission, storage and other services.

Our determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services to customers in differing regulatory environments. Although our natoral
gas distribution segment operations are geographically dispersed, they are reported as a single segment as each
natural gas distribution division has similar economic characteristics. The accounting policies of the segments are
the same as those described in the summary of significant accounting policies found in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2011. We evaluate performance based on net income or loss
of the respective operating units.
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Income statements for the three month pericds ended December 31, 2011 and 2010 by segment are pre-

sented in the following tables:

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

Purchased gascost ........ ... ... ... ... ..

Grossprofit ........... . . . i
Operating expenses

Operation and maintenance ............

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

Taxes, other thanincome . .............

Total operating expenses ................

Operatingincome . .......... ...
Miscellaneous income (expense) .. ........
Interest charges .. ....ovuvivin i vnvnenns
Income from continuing operations before
INCOMEAXES . o v v v e e e en s
Income tax eXpense . ...................

Income from continuing operations ........

Income from discontinued operations, net of
TAX . e

Netincome ...,

Capitat expenditures . .. .................

Three Months Ended December 31, 2611

Natural Reguiated
Gas Transmission
Distribution  and Sterage  Nonregulated Eliminations Consolidated
(In thousands)
$693,068 $19,440 $388,665 $ —  $1,101,173
224 37,319 55,511 (93,054) —
693,292 56,759 444176 (93,054) 1,101,173
402,207 — 428,771 (92,687) 738,291
291,085 56,759 15,405 (367) 362,882
93,414 16,965 6,051 {368) 116,062
50,831 7,651 733 — 59,215
38,479 3,784 935 — 43,198
182,724 28,400 7,719 (368} 218,475
108,361 28,359 7,686 1 144,407
(1,756) (280) 36 125 (1,875)
27,855 7,209 252 126 35,442
78,150 20,870 7,470 — 107,080
30,845 7,456 3,001 — 41,302
47,905 13,414 4,469 e 65,788
2,719 — — e 2,719
$ 50,624 $13,414 $ 4,469 $ — § 68,507
$128,733 $24,120 $ 1,541 $ — % 154,394
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Operating revenues from external parties . ..
Intersegmentrevenues ..................

Purchased gascost .....................

Grossprofit ... ... ... ... ... ... ...
Operating expenses

Operation and maintenance ............

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

Taxes, other than income . ..., .........

Total operating expenses ................

Operating income . ... ...
Miscellaneous income (expense) ..........
Interest charges ......... ... ... .. .....
Income from continuing operations before
INCOMEAXeS .. ..ot
Income taX eXPense . ..............c..h..

Income from continuing operations . .......

Income from discontinued operations, net of
L7

Netincome . ..ot n

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

Three Months Ended December 3%, 2016

Natural Regulated
Gas Transmission
Distribution  and Storage  Nonregulated Eliminations

Consolidated

(In thousands)
$703,261 $21,233 $408,768 $ —

51,133,262

201 27,774 66,872  (94,847) —
703,462 49,007 475,640 (94,847) 1,133,262
412,526 — 450,462 (94,450) 768,538
290936 49,007 25,178 (397) 364,724
89,229 15,574 10,084 (397) 114,490
47,894 5,799 1,084 — 54,777
34,448 3,553 2,167 — 40,168
171,571 24,926 13,335 (397) 209,435
119,365 24,081 11,843 - 155,289

(698) (282) 290 (36) (726)
29,607 8,064 1,170 (36 38,895
88,970 15,735 10,963 — 115,668
34,549 5,633 4,386 — 44,568
54,421 10,102 6,577 — 71,100
2,897 — — — 2,897

$ 57,318 $10,102  $ 6577 %  — § 73997
$109,499  $12739 $ 924 $  — $ 123,162
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Balance sheet information at December 31, 2011 and September 30, 2011 by segment is presented in the

following tables.

ASSETS
Property, plant and equipment, net . ........
Investment in subsidiaries .. ..............
Current assets
Cash and cash equivalents .............
Assets from risk management activities . . .
Other currentassets ... ... ...
Intercompany receivables . .............

Total current assets . ................
Intangible assets ... oLt
Goodwill ... ... . .

Noncurrent assets from risk management
ACHVILES .. vttt e i

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

CAPITALIZATION AND LIABILITIES
Shareholders’ equity ....................
Long-termdebt ........ ... ... ..........

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

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

Short-termdebt .......... .. ... ... ...

Liabilities from risk management
activities ............. .o .

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

Total current Habilities ..............
Deferred income taxes ............c......

Noncurrent liabilities from risk management
activities .. ... ... i

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

December 31, 2011
Natural Regulated

Gas Transmission

Distribution  and Storage Nonregulated Eliminations Consolidated
(In thousands)

$4,328,612 $ 855245 $ 62356 % — $5,246,213
672,300 — (2,006) (670,204) —
63,031 — 22,129 — 85.160
292 e 10,732 — 11,624
912,185 13,418 453,571 214,117y 1,165,057
567,587 — — (567,587) —
1,543,095 13,418 486,432 (781,704) 1,261,241
— — 196 — 196
572,908 132,381 34,711 — 740,000
180 e 6,196 e 6,376
359,860 11,297 10,449 — 381,606
$7.476,955 $1,012341  $598244  $(1,451,908) $7,635,632
$2,267,762 $ 278,515 $393,785 $§ (672,300} $2,267,762
2,206,062 — 131 — 2,206,193
4,473,824 278,515 393,916 (672,300) 4,473,955
— — 131 — 131
583,980 — — (193,993) 389,985
14,521 — 4,623 — 19,144
606,357 11,925 170,281 (18,026) 770,541
e 531,126 36,461 (567,587) —
1,204,858 543,055 211,496 (779,608) 1,179,801
813,423 181,641 (13,503) — 981,559
70,105 e 5,484 — 75,589
437,660 — — — 437,660
477,085 9,130 853 — 487.068
$7,476,955 $1,012,341  $598,244  $(1,451,908) $7,635,632




Intangible assets
Goodwill
Noncurrent assets from risk management

Deferred charges and other assets

Long-term debt

Deferred income taxes

Regulatory cost of removal obligation
Deferred credits and other Habilities
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ASSETS
Property, plant and equipment, net

Investment in subsidiaries , ... ...............
Current assets

Cash and cash equivalents

Assets from risk management activities

Other current assets

Intercompany receivables ... ..............

Total currentassefs . ........cooevnnnn.

activities

CAPITALIZATION AND LIABILITIES
Shareholders’ equity

Total capitalization

Current Habilities

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

Other current Habilities ...................

Intercompany payables

Total current liabilities .................

Noncurrent liabilities from risk management

activities

September 30, 2011
Natural Regulated

Gas Transmission

Distribution  and Storage Nonregulated Eliminations Consolidated
{In theusands)

$4248,198 $ 838302 §$ 61,418 $ — $5,147,918
670,993 — (2,096) (668,897) —
24,646 — 106,773 — 131,419
843 — 17,501 — 18,344
635,716 15413 386,215 (196,154 861,190
569,898 — — {569,898} —
1,251,103 15,413 510,489 (766,052) 1,010,953
— — 207 — 207
572,908 132,381 34,711 — 740,000
998 — — — 998
353,960 18,028 10,807 - 382,795
$7,008,160 $1,004,124 $615,536 $(1,434,949)$7,282,871
$2,255421 § 265,102 $405,891 $ (670,993)%$2,255,42]
2,205,986 — 131 — 2,206,117
4,461,407 265,102 406,022 (670,993) 4,461,538
2,303 — 131 — 2,434
387,691 — —  (181,295) 206,396
11,916 — 3,537 — 15,453
474,783 10,369 170,926 (12,763) 643,315
— 543,084 26,814 (569,898) —
876,693 553,453 201,408 (763,956) 867,598
789,649 173,351 (2,907) - 960,093
67,862 e 10,227 — 78,089
428,947 — — — 428,947
473,602 12,218 786 — 486,606
$7,098,160 $1,004,124 $615,536 $(1,434,949) $7,282,87]
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Atmos Energy Corporation

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation and subsidiaries
as of December 31, 2011, the related condensed consolidated statements of income for the three-month periods
ended December 31, 2011 and 2010, and the condensed consolidated statements of cash flows for the three-
month periods ended December 31, 2011 and 2010. These financial statements are the responsibility of the
Conipany’s management.

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheet of Atmos Energy Corporation and subsidiaries as of Sep-
tember 30, 2011, and the related consolidated statements of income, shareholders’ equity, and cash flows for the
year then ended, not presented herein, and in our report dated November 22, 2011, we expressed an unqualified
opinion on those consolidated financial statements. In our opinion, the information set forth in the accompanying
condensed consolidated balance sheet as of September 30, 2011, is fairly stated, in all material respects, in rela-
tion to the consolidated balance sheet from which it has been derived.

/s/  ERrRNST & YOUNG LLP

Dallas, Texas
February 8, 2012
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Item 2,  Management’s Discussion and Analysis of Financial Condifion and Results of Operations
INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial state-
ments in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual Report
on Form 10-K for the year ended September 30, 2011.

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

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act
of 1934, All statements other than statements of historical fact included in this Report are forward-looking state-
ments made in good faith by us and are intended fo qualify for the safe harbor from liability established by the
Private Securities Litigation Reform Act of 1995. When used in this Report, or any other of our documents or

(L] LAITY 2« 31 e

oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”, “forecast”, “goal”, “intend”,
“objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended to identify forward-looking
statements. Such forward-looking statements are subject to risks and uncertainties that could cause actual results
to differ materially from those expressed or implied in the statements relating to our strategy, operations, mar-
kets, services, rates, recovery of costs, availability of gas supply and other factors. These risks and uncertainties
include the following: our ability to continue to access the credit markets to satisfy our liquidity requirements;
the impact of adverse economic conditions on our customers; increased costs of providing pension and
postretirement health care benefits and increased funding requirements along with increased costs of health care
benefits; market risks beyond our control affecting our risk management activities including market Haquidity,
commodity price volatility, increasing interest rates and counterparty creditworthiness; regulatory trends and
decisions, including the impact of rate proceedings before various state regulatory commissions; possible
increased federal, state and local regulation of the safety of our operations; increased federal regulatory oversight
and potential penalties; the impact of environmental regulations on our business; the impact of possible future
additional regulatory and financial risks associated with global warming and climate change on our business; the
concentration of our distribution, pipeline and storage operations in Texas; adverse weather conditions; the
effects of inflation and changes in the availability and price of natural gas; the capital-intensive nature of our gas
distribution business; increased competition from energy suppliers and alternative forms of energy; the inherent
hazards and risks involved in operating our gas distribution business, natural disasters, terrorist activities or other
events, and other risks and uncertainties discussed herein, all of which are difficult to predict and many of which
are beyond our control. Accordingly, while we believe these forward-looking statements to be reasonable, there
can be no assurance that they will approximate actual experience or that the expectations derived from them will
be realized. Further, we undertake no obligation to update or revise any of our forward-looking statements
whether as a result of new information, future events or otherwise.

OVERVIEW

Atmos Energy and its subsidiaries are engaged primarily in the regulated natural gas distribution and trans-
portation and storage businesses as well as other nopregulated natural gas businesses. We distribute natural gas
through sales and transportation arrangements to over three million residential, commercial, public authority and
industrial customers throughout our six regulated natural gas distribution divisions, which cover service areas
located in 12 states. In addition, we transport natural gas for others through our regulated distribution and pipe-
line systems. In May 2011, we announced that we had entered into a definitive agreement to sell our natural gas
distribution operations in Missouri, [llinois and Iowa, representing approximately 84,000 customers. After the
closing of this transaction, which we currently anticipate will cccur during fiscal 2012, we will operate in nine
states.

Through our nonregulated businesses, we provide natural gas management and transportation services to
municipalities, other local gas distribution companies and industrial customers primarily in the Midwest and
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Southeast and natural gas transportation and storage services to certain of our natural gas distribution divisions
and to third parties. Through our asset optimization activities, we also seek to maximize the economic value
associated with the storage and fransportation capacity we own or control.

As discussed in Note 11, we operate the Company through the following three segments:

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

* the regulated transmission and storage segment, which includes the regulated pipeline and storage oper-
ations of our Atmos Pipeline — Texas Division and

* the nonregulated segment, which includes our nonregulated natoral gas management, nonregulated natural
gas fransmission, storage and other services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

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

Our critical accounting policies used in the preparation of our conschidated financial statements are
described in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011 and include the fol-
lowing:

« Regulation

« Revenue Recognition

» Allowance for Doubtful Accounts

» Financial Instruments and Hedging Activities

» Impairment Assessments

» Pension and Other Postretirement Plans

* Fair Value Measurements

Our critical accounting policies are reviewed quarterly by the Audit Committee. There were no significant
changes to these critical accounting policies during the three months ended December 31, 2011.
RESULTS OF OPERATIONS

We reported net income of $68.5 million, or $6.75 per diluted share for the three months ended
December 31, 2011 compared with net income of $74.0 million, or $0.81 per diluted share in the prior-year quar-
ter. Regulated operations contributed 93 percent of our net income during this period with our nonregulated
operations contributing the remaining seven percent. Excluding the impact of unrealized margins, diluted earn-
ings per share decreased $0.20 compared with the prior-year quarter. The $0.20 per diluted share decrease
primarily reflects the adverse impact of unfavorable natural gas market conditions on our nonregulated segment
and increased operating expenses in our natural gas distribution segment. These decreases were partially offset
by a five percent increase in consolidated throughput in our regulated transmission and storage segment and the
favorable impact of ratemaking efforts in our natural gas distribution segment.
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Due to the pending sale of ocur Missouri, Hlinois and lowa service areas, the results of operations for these
three service areas are shown in discontinued operations. During the current-year quarter, discontinued
operations generated net income of $2.7 million, or $0.03 per diluted share, compared with net income of $2.9
million, or $0.03 per diluted share in the prior-year quarter. Continuing operations in the current quarter
generated net income of $65.8 million, or $0.72 per diluted share, compared with net income of $71.1 million, or
$0.78 per diluted share from continuing operations in the prior-year quarter.

The following table presents our consolidated financial highlights for the three months ended December 31,
2011 and 2010:

Three Months Ended
December 31
2011 2010
(Ir thousands, excepf per
share data)

OperatiNE TEVEIISS L .. vttt ittt et et oe e et e $1,101,173  $1,133,262
Gross Profit ..o e 362,882 364,724
Operating eXpenses . ... ...ttt i e 218,475 209,435
Operating inCome . ...t i e e 144,407 155,289
Miscellaneous EXPense . .. .. ...t e (1,875) (726)
Interest Charges ... e e 35,442 38,895
Income from continuing operations before income taxes . ............. 107,090 115,668
TNCOME taX EXPOISE L. i ittt it ettt e e e 41,302 44,568
Income from continning operations .......... ... .. ... .. . e 65,788 71,100
Income from discontinued operations, netof tax .................... 2,719 2,897
NEtIBOOME . .ottt e e e e e e e e e $ 68507 $ 73,997
Diluted net income per share from continuing operations ............. $ 072 § 0.78
Diluted net income per share from discontinued operations . .. ......... 0.03 0.03
Diluted netincome pershare . .. ...... ...t 5 075  $ 0.81

The following table reflects our consolidated net income and diluted earnings per share in our regulated and
nonregulated operations:

Three Months Ended December 31

2011 2010 Change

(In thousands, except per share data)
Regulated operations .. ........ ..o, $61,319  $64,523 $(3,204)
Nonregulated operations . ........ .. it 4,469 6,577 (2,108)
Net income from continuing operations ..................... 65,788 71100 (5.312)
Net income from discontinued operations ................... 2,719 2,897 (178)
NetinCOME .ttt s $68,507  $73,997 $(5,490)
Diluted EPS from continuing regulated operations . .......,... $ 067 $§ 071 $ (0.04)
Diluted EPS from nonregulated operations . .. ................ 0.05 0.07 (0.02)
Diluted EPS from continuing operations .................... 0.72 0.78 (0.06)

Diluted EPS from discontinued operations . .................. 0.03 6.03 —
Consolidated diluted EPS . ... ... ... ... . ... .. ... $ 075 $ 081 $ (0.06)




Three Months Ended December 31, 2011 compared with Three Months Ended December 31, 2010
Natural Gas Distribution Segment

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

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

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

Georgia, Kansas, WestTexas . ... oo, October — May
Kentucky, Mississippt, Tennessee, Mid-Tex .................... November — April

L OMISIANA . oL e e December — March
VIrgIma ... e January — December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is passed
through to our customers without markup. Therefore, increases in the cost of gas are offset by a corresponding
increase in revenues, Accordingly, we believe gross profit is a better indicator of our financial performance than
revenues. However, gross profit in our Texas and Mississippi service areas includes franchise fees and gross
receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs). Therefore, the amount of
these taxes included in revenues is influenced by the cost of gas and the level of gas sales volumes. We record
the associated tax expense as a component of taxes, other than income. Although changes 1n these revenue-
related taxes arising from changes in gas costs affect gross profit, over time the impact is offset within operating
income.

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad debt
expense and may require us to increase borrowings under our credit facilities resulting in higher interest expense.
Finally, higher gas costs, as well as competitive factors in the industry and general economic conditions may
cause customers to conserve or use alternative energy sources.

In May 2011, we announced that we had entered into a definitive agreement to sell substantially all of our
natural gas distribution operations in Missouri, lllinois and lowa. The results of these operations have been sepa-
rately reported in the following tables as discontinued operations and exclude general corporate overhead and
interes{ expense that would normally be allocated to these operations.
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Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the three months ended
December 31, 2011 and 2010 are presented below.

Three Months Ended
December 31
2011 2010 Change
{In thousands, unless otherwise noted)

Grossprofit ...... ... .. . . ... . . e $291,085 $290,936 $§ 149
Operating eXPenses . . .. vt it 182,724 171,571 11,153
Operatingincome .......... ... .. ... .0, 108,361 119,365 (11,004)
Miscellaneous eXpense ... .o.v vt ei e (1,756) {(698) (1,058)
Interestcharges .. ... ... .. ... .. . 27,855 29,697 (1,842)
Income from continuing operations before income taxes . . .. 78,750 88,970 {10,220)
ICome tax eXPense . ... .ot e e 30,845 34,549 (3,704)
Income from continuing operations ..................... 47,905 54,421 (6,516)
Income from discontinued operations, netoftax ............. 2,719 2.897 (178)
NetinCOme . ... . et $ 50,624 § 57318 $ (6,694)
Consolidated natural gas distribution sales volumes from

continuing operations — MMcf ... ... Lo o L 84,890 84,137 753
Consolidated natural gas distribution transportation volumes

from continuing operations — MMecf .. ... .. L oL 32,832 32,218 614
Consolidated natural gas distribution throughput from

continging operations — MMcf ... ... .. oL 117,722 116,355 1,367
Consolidated natural gas distribution throughput from

discontinued operations — MMcf .. ... .. L L, 4,026 4,189 (163)

Total consolidated natural gas distribution throughput —
MMet L, 121,748 120,544 1,204

Consolidated natural gas distribution average transportation

revenue per Ml L ... . e $ 045 $ 049 $ (0.0
Consolidated natural gas distribution average cost of gas per

Mcefsold .. o $ 478 $ 492 § (0.14)

The $0.1 million increase in natural gas distribution gross profit primarily reflects the following:

+ $4.6 million net increase in rate adjustments, primarily in the Mid-Tex, Louisiana and Kentucky service
areas.

* A two percent rise in transportation volumes resulting in 4 $0.5 million increase in transportation margins,

These increases were largely offset by the quarter-over-quarter negative effect of the weather normalization
adjustment in the Mid-Tex Division, which required utilizing updated weather data in the calculation of the
adjustment in the current quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income increased $11.2 million, primarily due to the
following:

+ $2.9 million increase in depreciation and amortization and a $2.6 million increase in ad valorem taxes
associated with an increase in our net plant as a result of our capital investments in the prior year.

* $3.5 million pet increase in legal and other administrative costs.
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The following table shows our operating income from continuing operations by natural gas distribution divi-
sion, in order of total rate base, for the three months ended December 31, 2011 and 2010. The presentation of our
natural gas distribution operating income is included for financial reporting purposes and may not be appropriate
for ratemaking purposes.

Three Months Ended
December 31
2011 2010 Change
(In thousands)
Mid-TeX .. e e $ 48,449  § 57439 $ (8,990)
Kentucky/Mid-States . ....... ... i, 16,318 16,853 (535}
Loumisiana . ... .o s 15,201 14,961 240
West TeXas . ... e e 10,675 9,520 1,155
MISSISS PP vt i s 10,132 10,215 (83)
Colorado-Kansas . . ..., . .t e e 8,179 7,702 477
O her . L e e (593) 2,675 (3,268)
Total e $108,361  $119,365  $(11,004)

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the three months ended December 31, 2011 are
discussed below. The amounts described below represent the operating income that was requested or received in
each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain
operating costs may have changed as a result of a final order from a commission or other governmental authority.

Annual net operating income increases totaling $4.3 million resulting from ratemaking activity became effec-
tive in the quarter ended December 31, 2011 as summarized below:
Annual Increase to
Rate Action Operating Income
(In thousands)

Ratecase fIlIngs . ... . i e e $ 545
Infrastructure Programs . ... ... .. .. e e 3,744
$4,289

Additionally, the following ratemaking efforts were in progress during the first quarter of fiscal 2012 but
had not been completed as of December 31, 2011,

Operating
Income

Division Rate Action Jurisdiction Requested

(In thousands)

Colorado-Kansas . .................... Ad Valorem® Kansas $ 167
Loumisiana ............. ... .. i, Rate Stabilization Clause  TransLa —
MissISSIpPL .. ..o Stable Rate Filing® Mississippi 5,303
$5,470

0 The Ad Valorem filing relates to a collection of property taxes in excess of the amount included in our Kan-
sas service area’s base rates. The Kansas Commission approved the filing on January 14, 2012.

® The Mississippi Commission issued a final order on January 11, 2012 approving a $4.3 million increase to
operating income.
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Subsequent to December 31, 2011, we filed five rate actions requesting a total increase in annual operating
income of $66.8 million in our Mid-Tex, West Texas, Kansas and Georgia service areas. In our Mid-Tex service
area, we filed a rate case requesting a $46.0 million annual increase in operating income as well as our first City
of Dallas Annual Rate Review filing in which we requested a $2.5 million increase to operating income. In our
West Texas and Kansas service areas, we filed rate cases requesting an increase in annuoal operating income of
$11.1 million and $6.1 million. In our Georgia service area, we requested an increase in annual operating income
of $1.1 million under the annual pipeline replacement program.

Rate Case Filings

A rate case is a formal request from Atmos Energy to a regulatory authority to increase rates that are
charged to cur customers. Rate cases may also be initiated when the regulatory avthorities request us to justify
our rates. This process is referred to as a “show cause” action. Adequate rates are intended to provide for recov-
ery of the Company’s costs as well as a fair rate of return for our shareholders and ensure that we continue to
deliver reliable, reasonably priced natural gas service to our customers. The following table summarizes the rate
case that was completed during the three months ended December 31, 2011,

Increase in

Annual
Operating Effective
Division State Income Date

(In thousands)
2012 Rate Case Filings:

West Texas — Environs ... iie e Texas $545 11/08/2011
Total 2012 Rate Case Filings . .. ...................... $545

Infrastructure Programs

Infrastructure programs such as the Gas Reliability Infrastructure Program (GRIP) allow natural gas dis-
tribution companies the opportunity to include in their rate base annually approved capital costs incurred in the
prior calendar year. We currently have infrastructure programs in Texas, Georgia, Missouri and Kentucky. The
following table summarizes cur infrastructure program filings with effective dates during the three months ended
December 31, 2011.

Increase in

Incremental Annual
Net Utility Plant Operating Effective
Division Period End Investment Income Date

{In thousands} (In thousands)
2012 Infrastructure Programs:

Kentucky/Mid-States — Georgia ...... 09/2010 $ 7,160 $1,215 16/01/2011
Kentucky/Mid-States — Kentucky . ... 09/2012 17,347 2,529 16/01/2011
Total 2012 Infrastructure Programs $24.507 $3,744

Annual Rate Filing Mechanism

As an instrument to reduce regulatory lag, annual rate filing mechanisms allow us to refresh our rates on a
periodic basis without filing a formal rate case. However, these filings still involve discovery by the appropriate
regulatory authorities prior to the final determination of rates under these mechanisms. We currently have annual
rate filing mechanisms in our Louisiana, Georgia and Mississippi service areas and in significant portions of our
Mid-Tex and West Texas divisions, These mechanisms are referred to as rate review mechanistas in our Mid-Tex
and West Texas divisions, stable rate filings in the Mississippt Division, Georgia rate adjustment mechanism in
Kentucky/Mid-States and a rate stabilization clause in the Louisiana Division. There were no annual rate filing
mechanisms completed during the three months ended December 31, 2011.
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Other Rafemaking Activity

There was no other ratemaking activity completed during the three months ended December 31, 2011,

Regulated Transmission and Storage Segment

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

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

Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the three months
ended December 31, 2011 and 2010 are presented below.

Three Months Ended
December 31

2011 2610 Change

{In thousands, unless otherwise noted)

Mid-Tex transportation ... ... ovrrir e n et $ 37343 $ 27535  $9.808
Third-party transportation . ....... . ... oo o oo 14,939 16,512 (1,573)
Storage and park and lend services ......... ... . ... .. 1,806 2,170 (364)
Other . e e 2,671 2,790 (119

Grossprofit ... ... ... .. . . . . 56,759 49,007 7,752

Operating EXPEnSES . ..o v vttt e 28,400 24,926 3,474

Operating income .. ... ... it 28,359 24,081 4,278

Miscellaneous EXPensSe ..t ii i (280) (282) 2
Imterestcharges ....... ... .. . i 7,209 8,064 (855

Income before incometaxes ................ ... .. ou.. 20,870 15,735 5,135

Income tax eXpense . ... i e 7,456 5,633 1,823

NELINCOIIE .. i it et $ 13,414 $ 10,102  $3,312

Gross pipeline transportation volumes — MMef ... ... ... .. 160,829 153,178 7,651

Consolidated pipeline transportation volumes — MMcf . ... ... 105,037 99,841 5,196

The $7.8 million increase in regulated transmission and storage gross profit was primarily a result of rate
design changes approved in the rate case in the prior year. The current rate design allows us to recover fixed costs
associated with transportation and storage services through monthly customer charges rather than through a
volumetric charge, which should allow us to earn margin more ratably during the fiscal year. Additionally, con-
solidated throughput increased about five percent due to increased through-system demand and the execution of
new delivery contracts with local producers.
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Operating expenses increased $3.5 million primarily due to the following:
+ $1.3 million increase due to higher levels of pipeline maintenance activities,

« $1.9 million increase due to higher depreciation expense, resulting from the rate case and a higher invest-
ment in net plant,

Nonregulated Segment

Our nonregulated activities are conducted through Atmos Energy Holdings, Inc. (AEH), which is a wholly-
owned subsidiary of Atmos Energy Corporation and operates primarily in the Midwest and Southeast areas of the
United States.

AEH’s primary business is to deliver gas and provide related services by aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering gas to customers at competitive
prices. This business is significantly influenced by competitive factors in the industry, general economic con-
ditions and other factors that could affect the demand for natural gas. Therefore, the margins earned from these
activities are dependent upon our ability to attract and retain customers and to minimize the cost of gas used to
serve those customers. Further, delivered gas margins can be affected by the price of natural gas in the different
locations where we buy and sell gas,

AEH alsc earns storage and transportation margins from (i) utilizing its proprietary 21-mile pipeline located
in New Orleans, Louisiana to aggregate gas supply for our regulated natural gas distribution division in Louisi-
ana, its gas delivery activities and, on a more limited basis, for third parties and (ii) managing proprietary storage
in Kentucky and Louisiana to supplement the natural gas needs of our natural gas distribution divisions during
peak periods. The majority of these margins are generated through demand fees established under contracts with
certain of our natural gas distribution divisions that are renewed periodically and subject to regulatory oversight.

AEH utilizes customer-owned or contracted storage capacity to serve its customers. In an effort to offset the
demand fees paid to contract for storage capacity and to maximize the value of this capacity, AEH sells financial
instruments in an effort to earn a gross profit margin through the arbitrage of pricing differences in various loca-
tions and by recognizing pricing differences that occur over time. Margins earned from these activities and the
related storage demand fees are reported as asset optimization margins. Certain of these arrangements are with
regulated affiliates, which have been approved by applicable state regulatory commissions. These margins are
influenced by natural gas market conditions including, but not limited to, the price of natural gas, demand for
natural gas, the level of domestic patural gas inventory levels and the level of volatility between current (spot)
and future natural gas prices. These margins are also impacted by our ability to minimize the demand fees paid to
contract for storage capacity.

Higher natural gas prices may adversely impact our accounts receivable collections, resulting in higher bad
debt expense, and may require us to increase borrowings under our credit facilities resulting in higher interest
expense, Higher gas prices may also cause customers to conserve or use alternative energy sources. Lower natu-
ral gas prices generally reduce these risks.

The level of volatility in natural gas prices also has a significant impact on our nenregulated segment.
Increased price volatility influences the spreads between the current (spot) prices and forward natural gas prices,
which creates opportunities to earn higher arbitrage spreads and basis differentials from identifying the lowest
cost alternative among the natural gas supplies, transportation and markets to which we have access. Conversely,
a lack of price volatility reduces opportunities to create value from arbitrage spreads and basis differentials.

Qur nonregulated segment manages its exposure to natural gas commodity price risk through a combination
of physical storage and financial instruments. Therefore, results for this segment will include unrealized gains or
losses on its net physical gas position and the related financial instruments used to manage commodity price risk.
These margins fluctuate based upon changes in the spreads between the physical and forward natural gas prices.
Generally, if the physical/financial spread narrows, we will record unrealized gains or lower unrealized losses. If
the physical/financial spread widens, we will generally record unrealized losses or lower unrealized gains. The
magnitude of the unrealized gaing and losses is also contingent upon the levels of our net physical position at the
end of the reporting period.
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Review of Financial and Operating Results

Financial and operational highlights for our nonregulated segment for the three months ended December 31,
2011 and 2010 are presented below.

Three Months Ended
December 31

2011 2016 Change
(In thousands, unless otherwise noted)

Realized margins

Gas delivery and related services .............. .. .. ... ..., $ 11,113 $ 16,041 $ (4,928)
Storage and transportation SErvices ... ... ...ty 3,189 3,349 {160)
Other .. e e 1,017 1,319 (302)
15,319 20,709 (5,390)
Assetoptimizationt L L L e e (21,594) 3,965 {25,559)
Total realized margins ..., ..., ... . ... .. . i i, (6,275 24,674 (30,949
Unrealized margins .......... .. ... .. . ... ... ... 21,680 504 21,176
Grossprofit . ... .. .. .. 15,405 25,178 (9,773
Operating eXPenses . ... vttt et e e 7,719 13,335 (5,616)
Operatingincome . ......... ... ... . i, 7,686 11,843 4,157
Miscellanecus income . .......... it e 36 290 (254)
Interestcharges . ... .o e 252 1,170 (918)
Income before incometaxes ............. ... .. . i, 7,470 10,963 (3,493)
INCOME taAX EXPENSE L ot ittt i s et ere e 3,001 4,386 (1,385)
NEt OO L .ottt e e et e e e e e $ 4469 § 6,577 3 (2,108)
Gross nonregulated delivered gas sales volumes — MMecef ... ... .. 106,462 107,712 (1,250}
Consolidated nonregulated delivered gas sales volumes — MMcf .. 90,870 04,538 (3,668)
Net physical position (Bef) ... .. ..o o o e 35.6 19.6 16.0

) Net of storage fees of $4.7 million and $3.3 million.

Results for our nonregulated operations during the first fiscal quarter were adversely influenced by con-
tinued unfavorable natural gas market conditions. Historically high natural gas storage levels caused by growing
domestic natural gas production coupled with an unseasonably warm start to the 2011-2012 winter heating sea-
son caused natural gas prices to fall and for spot to forward spread values and basis differentials to remain com-
pressed. Further, unseasonably warm weather reduced the demand for natural gas.

We anticipate natural gas storage levels will remain high for an extended period of time and for
unseasonably warm weather to continue during the second quarter of fiscal 2012. Therefore, we expect gas prices
to remain relatively low with little volatility and spot to forward spread values and basis differentials to remain
compressed. Further, sales of natural gas could be adversely impacted. Accordingly, although we anticipate con-
tinuing to profit from our nonregulated activities, we anticipate per-unit margins from our delivered gas activities
and margins earned from our asset optimization activities will be more consistent with the reduced margins we
realized in fiscal 2011 than in previous years.

Realized margins for gas delivery, storage and transportation services and other services were $15.3 million
during the three months ended December 31, 2011 compared with $20.7 million for the prior-year quarter. The
decrease reflects the following:

+ A four percent decrease in consolidated sales volumes. The decrease was largely attributable to warmer
weather particularly in the latter half of the quarter, which reduced sales to our utility, municipal and other
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weather-sensitive customers. These decreases were partially offset by a 6 percent period-over-period
increase in sales to new and existing industrial and power generation customers.

* A decrease in gas delivery per-unit margins from $0.15/Mcf in the prior-year guarter to $0.10/Mcf in the
current-year quarter primarily due to lower basis differentials resulting from increased natural gas supply
coupled with increased transportation costs.

Asset optimization margins decreased $25.6 million from the prior-year quarter. In the prior year quarter,
due to compressed spot to forward spread values, AEH traded more frequently in the daily cash market and
earned intramonth trading gains that exceeded the demand fees paid for its contracted storage capacity.

In the current year quarter, AEH elected to take advantage of falling natural prices by purchasing and inject-
ing a net 15.7 Bef into storage and capturing incremental physical to forward spread values that should be real-
ized in future periods. As a result of this decision, we realized no storage withdrawal gains to offset the realized
losses on the settlement of financial instruments used to hedge our natural gas purchases.

We anticipate this trend will continue during the fiscal second quarter; however, a substantial portion of the
incremental margins captured during the quarter are currently anticipated to be realized during the third and
fourth quarter of fiscal 2012.

Realized asset optimization margins for the current-year quarter also included a $1.7 million charge to
write-down to market certain natural gas inventory that no longer qualified for fair value hedge accounting.

The $21.2 million increase in unrealized margins primarily reflects unrealized gains on the financial instru-
ments executed during the gnarter to capture incremental physical to forward spreads as a result of falling natural
gas prices.

Operating expenses decreased $5.6 million due to the following:

= $3.1 million decrease in insurance and legal costs as a result of the resolution of the FERC matter and the
timing of activity pertaining to other litigation.

« $1.4 million decrease in employee related expenses.

Interest charges decreased $0.9 million primarily due to a decrease in commitment fees.

Liquidity and Capital Resources

The Tiquidity required to fund our working capital, capital expenditures and other cash needs is provided
from a variety of sources including internally generated funds and borrowings under our commercial paper pro-
gram and bank credit facilities. Additionally, we have various uncommitted trade credit lines with our gas
suppliers that we utilize to purchase natoral gas on a monthly basis. Finally, from time to time; we raise funds
from the public debt and equity capital markets to fund our liquidity needs.

We regularly evaluate our funding strategy and profile to ensure that we have sufficient liquidity for our
short-term and long-term needs in a cost-effective manner. We also evaluate the levels of committed borrowing
capacity that we require.

We intend to refinance our $250 million unsecured 5.125% Senior Notes that mature in January 2013
through the issuance of $350 million 30-year unsecured notes. In August 2011, we entered into three Treasury
lock agreements to fix the Treasury yield component of the interest cost associated with the anticipated issuances
of these senior notes. We designated all of these Treasury locks as cash flow hedges.

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program for the
remainder of fiscal 2012.
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Cash Flows

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

Cash flows from operating, investing and financing activities for the three months ended December 31, 2011
and 2010 are presented below,
Three Months Ended December 31
2011 2010 2011 vs, 2010
(In thousands)

Total cash provided by (used in)

Operating activities . . ... ... i $ (15291 $ 45824 $(61,115)
[avesting activities . ...... ... . . . i i (155474 (123,532) {31,042}
Flnancing activities . .. . oottt er i 124,506 75,648 48,858

Change in cash and cash equivalents ....... ... ........ (46,259) (2,060) (44,199
Cash and cash equivalents at beginning of period ....... .. 131,419 131,952 (533)
Cash and cash equivalents atend of period .............. § 85,160 $ 129,892 $(44,732)

Cash flows from operating activities

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

The $61.1 million decrease in operating cash flows primarily reflects the effect of purchasing natural gas
and injecting it into storage in our nonregulated operations in order to capture incremental value anticipated to be
realized in the third and fourth quarter of fiscal 2012, as well as the timing of customer collections and vendor
payments.

Cash flows from investing activities

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

Capital expenditures for fiscal 2012 are expected to range from $680 million to $700 million. For the three
months ended December 31, 2011, capital expenditures were $154.4 million compared with $123.2 million for
the three months ended December 31, 2010. The $31.2 million increase in capital expenditures primarily reflects
spending for the steel service line replacement program in the Mid-Tex Division and the development of new
customer billing and information systems for our natural gas distribution segment.
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Cash flows from financing activities
The $48.9 million increase in financing cash flows was primarily due to the following:
+ $61.3 million additional cash provided from short-term debt borrowings.

+ $7.7 million increase in cash flows due to lower repayments of long-term debt. In the current-year quarter,
we repaid $2.3 million of long-term debt compared to $10.0 million in the prior-year quarter.

These increases in financing cash flows were partially offset by the following:
+ $12.5 million additional cash used to repurchase common stock as part of our share buyback program.
» $7.2 million less cash received from proceeds related to the issuance of common stock.

The following table summarizes our share issuances for the three months ended December 31, 2011 and
2010.

Three Months Ended

December 31
2011 2010
Shares issued:
1998 Long-Term Incentive Plan . ... .. ... ... .. . ... 197,503 595,103
Qutside Directors Stock-for-Fee Plan ......... ... ... .. .. ... . ..., 618 638
Total shares issued ... ... ..t e e 198,121 595,741

The quarter-over-quarter decrease in the number of shares issued primarily reflects the significant number of
stock options exercised in the prior year. During the current quarter, we cancelled and retired 99,555 shares
attributable to federal withholdings on equity awards and repurchased and retired 387,991 shares through our
2011 share repurchase program described in Note 7.

As of September 30, 2011, we were authorized to grant awards for up to a maximum of 6,5 million shares of
common stock under our 1998 Long-Term Incentive Plan (I TIP). In February 2011, shareholders voted to
increase the number of authorized L'TIP shares by 2.2 million shares. On October 19, 2011, we received all
required state regulatory approvals to increase the maximum number of anthorized LTIP shares to 8.7 million
shares, subject fo certain adjustment provisions. On October 28, 2011, we filed with the SEC a registration
statement on Form S-8 to register an additional 2.2 million shares; we also listed such shares with the New York
Stock Exchange.

Credit Facilities

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

We finance our short-term borrowing requirements through a combination of a $750.0 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provide approximately
$1.0 billion of working capital funding, As of December 31, 2011, the amount available to us under our credit
facilities, net of outstanding letters of credit, was $499.2 million.

Shelf Registration

We have an effective shelf registration staternent with the Securities and Exchange Commissicn {SEC) that
permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration statement
has been approved by all requisite state regulatory commissions. Due to certain restrictions imposed by one state
regulatory commission on our ability to issue securities under the new registration statement, we were able to
issue a total of $950 million in debt securities and $350 million in equity securities. At December 31, 2011, $900
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million was available for issuance. Of this amount, $550 million is availabie for the issuance of debt securities
and $350 million remains available for the issuance of equity securities under the shelf until March 2013.

Credit Ratings

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

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors Serv-
ice (Moody’s) and Fitch Ratings, Ltd. (Fitch). As of December 31, 2011, all three ratings agencies maintained a
stable outlook. Our current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch
Unsecured senior long-termdebt ....... ... ...... ... BBB+ Baat A-
Commercial paper ........ i A-2 P-2 F-2

A significant degradation in our operating performance or a significant reduction in our liguidity caused by
more limited access to the private and public credit markets as a result of deteriorating global or national finan-
cial and credit cenditions could frigger a negative change in our ratings outlook or even a reduction in our credit
ratings by the three credit rating agencies, This would mean more limited access to the private and public credit
markets and an increase in the costs of such borrowings.

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

Debt Covenants

We were in compliance with all of oor debt covenants as of December 31, 2011. Qur debt covenants are
described in greater detail in Note 6 to the unaundited condensed consolidated financial statements.

Capitalization

The following table presents our capitalization inclusive of short-term debt and the current portion of long-
term debt as of December 31, 2011, September 30, 2011 and December 31, 2010;

December 31, 2011 September 30, 2011 December 31, 2010
(In thousands, except percentages)
Short-termdebt . ......... ... ... ... $ 389,985 8.0% $ 206,396 44% $ 247993 53%
Long-termdebt ......... ... ... ... ... 2,206,324 454% 2,208,551 473% 2,159,753 46.1%
Shareholders’ equity . ................ ... 2,267,762  46.6% 2255421 483% 2,274,853 48.0%
Total ... $4.864,071 100.0% $4,670,368 100.0% $4,682,599 100.0%

Total debt as a percentage of total capitalization, including short-term debt, was 53.4 percent at
December 31, 2011, 51.7 percent at September 30, 2011 and 51.4 percent at December 31, 2010. Our ratio of
total debt to capitalization is typically greater during the winter heating season as we incur short-term debt to
fund natural gas purchases and meet our working capital requirements. We intend to maintain our debt to capital-
ization ratio in a target range of 50 to 55 percent.
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Contracteal Obligations and Commercial Commitments

Significant commercial commitments are described in Note 9 to the unaudited condensed consolidated finan-
cial statements. There were no significant changes in our contractual obligations and commercial commitments
during the three months ended December 31, 201 L.

Risk Management Activities

We conduct risk management activities through our natural gas distribution and nonregulated segments. In
our natural gas distribution segment, we use a combination of physical storage, fixed physical contracts and fixed
financial contracts to reduce our exposure to unusually large winter-period gas price increases.

In our nonregulated segment, we manage our exposure fo the risk of natural gas price changes and lock in
our gross profit margin through a combination of storage and financial instruments, including futures,
over-the-counter and exchange-traded options and swap contracts with counterparties. To the extent our
inventory cost and actual sales and actual purchases do not correlate with the changes in the market indices we
use in our hedges, we could experience ineffectiveness or the hedges may no longer meet the accounting
requirements for hedge accounting, resulting in the financial instruments being treated as mark to market instru-
ments through earnings.

The following table shows the components of the change in fair value of our natural gas distribution seg-
ment’s financial instruments for the three months ended December 31, 2011 and 2010:

Three Months Ended
December 31
2011 2010
(In thousands}

Fair value of contracts at beginning of period . ..., ... . ..., $(79.277y  $(49,600)
Contracts realizedfsettled . ... 00 i i e (17,729 (32,981
Fairvalneof newcontracts .......... ... ... .. .. (555) 531
Otherchangesinvalue .. ... . . i i i 11,732 108,856

Fair value of contracts atend of period ......... .. . o i $(85,829) $ 26,806

The fair value of our natural gas distribution segment’s financial instruments at December 31, 2011 is pre-
sented below by time period and fair value source: )
Fair Value of Contracts at December 31, 2011
Maturity in Years

Less Greater Total Fair
Source of Fair Value Than 1 1-3 4-5 Than 5 Value
(In thousands)
Prices actively quoted .................... $(15.904)  $(69,925) $— $o $(85,829)
Prices based on models and other valuation
methods ....... ... ... .. ... ... ... ... — — = o —
Total Fair Value .. ....................... $(15,904) $(69,925) $— $— $(85,829)
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The following table shows the components of the change in fair value of our nonregulated segment’s finan-
cial instruments for the three months ended December 31, 2011 and 2010:

Three Manths Ended
December 31
2611 2010
(In thousands)

Fair value of contracts at heginning of period .. ........................ $(25,050y  $(12,374)
Contracts realizedfsettied ... ... .. . 17,449 934
Fair value of new contracts .. ... .t e vt i i i — —
Otherchangesinvalue . ... . . (7,662} 759

Fair value of contracts atend of period . ... ... ... ... ... . {15,263) (10,681)

Netting of cash collateral ........ ... . .. ... . . 22,084 25,296

Cash collateral and fair value of contracts at periodend . ... .............. $ 6,821 $ 14,615

The fair value of our nonregulated segment’s financial instruments at December 31, 2011 is presented below
by time period and fair value source:

Fair Value of Contracts at December 31, 2011
Maturity in Years

Less Greater Total Fair
Source of Fair Value Than 1 1-3 4-5 Than § Value
(In thousands)
Prices actively quoted ..., ... .oovviiinn, $(15,975) $734  $(22) $— $(15,263)
Prices based on models and other valuation
methods ... ... ... . .. .. — — — o —
Total Fair Value ........................... $(15,975) §734 822y  $— $(15,263)

Pension and Postretirement Benefits Obligations

For the three months ended December 31, 2011 and 2010, our total net periodic pension and other benefits
cost was $17.3 million and $14.9 million. Those costs relating to our natural gas distribution operations are gen-
erally recoverable through our gas distribution rates; however, a portion of these costs is capitalized intc our dis-
tribution rate base. The remaining costs are recorded as a component of operation and maintenance expense.

Our fiscal 2012 costs were determined using a September 30, 2011 measurement date. As of September 30,
2011, interest and corporate bond rates utilized to determine our discount rates, were lower than the interest and
corporate bond rates as of September 30, 2010, the measurement date for our fiscal 2011 net periodic cost.
Accordingly, we decreased our discount rate used to determine our fiscal 2012 pension and benefit costs to
5.05 percent. We reduced the expected return on our pension plan assets to 7.75 percent, based on historical
experience and the current market projection of the target asset allocation. Accordingly, our fiscal 2012 pension
and postretirement medical costs for the quarter ended December 31, 2011 were higher than the prior-year
quarter.

The amounts with which we fund our defined benefit plans are determined in accordance with the Pension
Protection Act of 2006 (PPA) and are influenced by the funded position of the plans when the funding require-
ments are determined on January 1 of each year. Based upon the most recent evaluation, we anticipate con-
tributing between $25 million and $30 million to our defined benefit plans in fiscal 2012, The need for this
funding reflects the decline in the fair value of the plans’ assets resulting from the unfavorable market conditions
experienced during 2008 and 2009. This contribution will increase the level of our plan assets to achieve a desir-
able PPA funding threshold. With respect to cur postretirement medical plans, we anticipate contributing
between $20 million and $25 million to these plans during fiscal 2012,
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The projected pension liability, future funding requirements and the amount of pension expense or income
recognized for the plan are subject to change, depending upon the actuarial value of plan assets and the determi-
nation of future benefit obligations as of each subsequent actuarial calculation date. These amounts will be
determined by actual investment returns, changes in interest rates, values of assets in the plan and changes in the
demographic composition of the participants in the plan. '
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OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our natural gas distribution, regulated trans-
mission and storage and nonregulated segments for the three-month perieds ended December 31, 2011 and 2010,

Natural Gas Distribution Sales and Statistical Data — Continuing Operations

METERS IN SERVICE, end of period

Residential ... . e
Commercial ... e e e
Tndustrial ... e e

INVENTORY STORAGE BALANCE — BcfD
SALES VOLUMES — MMcf &
Gas sales volumes

Residential ... ..
Commercial ... e
Industrial ... e
Poblic authority andother . ... .. .. .

Total gas sales volumes ... .. . . i e e e
Transportation VOIUMES .. ... i e e e

Total throughpul ... e e

OPERATING REVENUES (000°s)®@
Gas sales revenues

Residential .o
Commercial . ... e e
Industrial ... e

Average transportation revenue per McflD ... o o oL o
Average costof gasper Mefsold® .. ... .. L

See footnote following these tables.
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Three Months Ended
December 31

2011 2010
2,847,305 2,848,433
258,749 261,494
2,318 2,328
10,253 10,158
3,118,625 3,122,413
58.1 55.6
50,240 50,156
26,604 26,029
5412 5,146
2,634 2,806
84,890 84,137
33,967 33,217
118,857 117,354
437,509 443,639
189,688 189,265
26,707 28,689
17,494 18,537
671,398 680,130
14,862 15,601
7,032 7,641
693,292 703,462
$ 0.44 (.48
$ 4.78 492



Natural Gas Distribution Sales and Statistical Data — Discontinued Operations

Three Months Ended
December 31
2011 2010
Meters in service,end of period .. ... ... e 84,383 83,873
Sales volumes — MMef
Total pas sales volumes . ... . e e 2,429 2,653
Transportation VOIUITIES . ...t e e 1,597 1,536
Total throughput .. .. e 4,026 4,189
Operating revenues (00078 ... e $23.451 $23,733
Regulated Transmission and Storage and Nonregulated Operations Sales and Statistical Data
Three Months Ended
December 31
2001 2010
CUSTOMERS, end of period
IndustrIal L. e e e e e 771 749
MunICIPal 69 62
8 1377 GO 516 512
B o T O 1,356 1,323
NONREGULATED INVENTORY STORAGE BALANCE —Bef ............... 27.9 221
REGULATED TRANSMISSION AND STORAGE VOLUMES — MMcf® .. .. ... 160,829 153,178
NONREGULATED DELIVERED GAS SALES VOLUMES — MMcf® ... ....... 106,462 107,712
OPERATING REVENUES (000’s)2
Regulated transmission and storage . ..... ... i $ 56,759 $ 49,007
Nonregulated ... ... e e 444 176 475,640
Total OPErating rEVENMIES . .\ vt vttt ettt ettt e e et e e $500,935 $524,647

Note to preceding tables:

(1} Statistics are shown on a consolidated basis.

2 Sales volumes and revenues reflect segment operations, including intercompany sales and transportation

amounts.

RECENT ACCOUNTING DEVELOPMENTS

Recent accounting developments and their impact on our financial position, results of operations and cash

flows are described in Note 2 to the unaudited condensed consolidated financial statements.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in
Jtem 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011, During the three
months ended December 31, 2011, there were no material changes in our quantitative and qualitative disclosures

about market risk.

Item 4.  Conirols and Procedures

Management’s Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, of the effectiveness of the Company’s disclosure
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controls and procedures, as such term is defined in Rules [3a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company’s principal executive officer
and principal financial officer have concluded that the Company’s disclosure controls and procedures were effec-
tive as of December 31, 2011 to provide reasonable assurance that information required to be disclosed by us,
including our consolidated entities, in the reports that we file or submit under the Exchange Act is recorded,
processed, summarized, and reported within the time periods specified by the SEC’s rules and forms, including a
reasonable level of assurance that such information is accumulated and communicated to our management,
including our principal executive and principal financial officers, as appropriate to allow timely decisions regard-
ing required disclosure,

Changes in Internal Control over Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) during the first quarter of the fiscal year ended September 30, 2012 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial report-

ing.

PART II. OTHER INFORMATION
Item 1. Legal Proceedings

During the three months ended December 31, 2011, except as noted in Note 9 to the unaudited condensed
consoldated financial statements, there were no material changes in the status of the litigation and other matters
that were disclosed in Note 13 to our Annual Report on Form 10-K for the fiscal year ended September 30, 2011,
We continue to believe that the final outcome of such litigation and other matters or claims will not have a
material adverse effect on our financial condition, results of operations or cash flows.

Ttem 2,  Unregistered Sales of Equity Securities and Use of Proceeds

On September 28, 2011, the Board of Directors approved a new program authorizing the repurchase of up to
five million shares of common stock over a five-year period. Although the program is authorized for a five-year
period, it may be terminated or limited at any time. Shares may be repurchased in the open market or in privately
negotiated transactions in amounts the company deems appropriate. The program is primarily intended to mini-
mize the dilutive effect of equity grants under various benefit related incentive compensation plans of the com-
pany. As of December 31, 2011, 387,991 shares had been repurchased.

Total Number Maximum

of Shares Number of

Purchased as Shares that
Total Average Part of Publicly May Yet Be

Number of Price Anmmounced Purchased

Shares Paid per Plans or Under the Plans

Period Purchased Share Programs or Programs
October 1, 2011 to October 31,2011 . ................. — $ — — 5,600,000
November 1, 2011 to November 30,2011 .............. 77,818 32.51 77,818 4,022,182
December 1, 2011 to December 31,2011 ... ... ... .. .., 310,173 32.26 310,173 4,612,009
Total ... e e 387,991 $32.31 387,991 4,612,009

Ttem 6.  Exhibits

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



SIGNATURE

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

ATMOS ENERGY CORPORATION
{Registrant)

By: /s/  FreDp E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President and Chief
Financial Officer
(Duly authorized signatory}

Date: February 8, 2012
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Exhibit
Number

10.1

12

15

31

32
101.INS
101.5CH
101.CAL
101.DEF
101.LAB
101.PRE

EXHIBITS INDEX
item 6

Description
Atmos Energy Corporation Equity Incentive and Deferred Compensation Plan for
Non-Employee Directors, Amended and Restated as of January 1, 2012
Computation of ratio of earnings to fixed charges
Letter regarding unaudited interim financial information
Rule 13a-14(a)/15d-14(a) Certifications
Section 1350 Certifications*
XBRL Instance Document**
XBRL Taxcnomy Extension Schema®*
XBRL Taxcnomy Extension Calculation Linkbase®#
XBRL Taxonomy Extension Definition Linkbase**
XBRL Taxonomy Extension Labels Linkbase**
XBRL Taxonomy Extension Presentation Linkbase**

Page Number or
Incerporation by
Reference to

#  These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Execu-
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will
not be deemed to be filed with the Commission or incorporated by reference into any filing by the Company
under the Securifies Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Com-
pany specifically incorporates such certifications by reference.

** Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not
filed or part of a registration statement ot prospectus for purposes of Sections 11 or 12 of the Securities Act
of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities and Exchange Act of
1934, as amended, and otherwise are not subject to liability under those sections.
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GLOSSARY OF KEY TERMS

ABC ... Atmos Energy Corporation

AEH ... ... ... ... Atmes Energy Holdings, Inc.

AEM ... oo Atmos Energy Marketing, LL.C

AOCT. . ... o o . Accurnulated other comprehensive income
APS. .. o Atmos Pipeline and Storage, LLC

Bef oo Billion cubic feet

FASB. . ... ... . ... Financial Accounting Standards Board
Fitech .. ... Fitch Ratings, Ltd.
GRIP.......... ... ... 0., Gas Reliability Infrastructure Program
GSRS ... . Gas System Reliability Surcharge

ISRS ..o oo Infrastructure System Replacement Surcharge
Mef ..o Thousand cubic feet

MMecf ... . Million cubic feet

Moody’'s. . ... Moody’s Investors Services, Inc.

NYMEX ................. ... New York Mercantile Exchange, Inc.

PPA . .. .. Pension Protection Act of 2006

PRP. ... ... i Pipeline Replacement Program

RRC ... ... Railroad Commission of Texas

RRM ........ ... ..o, Rate Review Mechanism

S&P. ... . Standard & Poor’s Corporation

SEC. ... ... . United States Securities and Exchange Commission
WNA .. ... Weather Normalization Adjustment



PART L FINANCIAL INFORMATION

Ttem 1. Financial Statements
ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, September 30,

2011 2010

{Unaudifed)
(In thonsands, except
share data)
ASSETS
Property, plant and equipment . .. .. .. ... $6,509,950  $6,542,318
Less accumulated depreciation and amortization. . . ... .. ... ... .. ... .. ... 1,683,899 1,749,243
Net property, plant and equipment . . .. ... ... i 4,916,051 4,793,075
Current assets

Cash and cash equivalents . . . .. .. ... .. . i e 117,429 131,952
Accounts receivable, el . ... ... e 342,092 273,207
Gas stored underground. . . ... L 256,768 319,038
(01515 g et b (o A 111 £ 273,459 150,995
Total CUITent assels . v vttt i e e e e e e 989,748 875,192
Goodwill and intangible assets .. ....... ... ... .. e 739,677 740,148
Deferred charges and other assets ... ...ttt e e 347,994 355,376

$6,993,470  $6,763,791

CAPITALIZATEON AND LIABILITIES
Shareholders’ eguity
Common stock, no par value (stated at $.005 per share);
200,000,000 shares authorized; issued and outstanding:
June 30, 2011 — 90,284,722 shares;

September 30, 2010 — 90,164,103 shares. . . ... .. v i i $ 451 $ 45]
Additional paid-in capital .. ... ... e e 1,730,121 1,714,364
Retained eamings .. ... 0 i e e e 599,506 486,905
Accumulated other comprehensive income (1088) . ... oo i i 5,746 (23,372}

Shareholders’ equity .. .. .. . e e 2,335,824 2,178,348

Long-term debt. . . .. . e e e 2,206,106 1,809,551

Tolal capializalion . .. .. .. ... e 4,541,930 3,987,899

Current liabilities
Accounts payable and accrued Habilities .. ... ... ... .. . 312,205 266,208
Other current liabilities . . . . ... e 333,643 413,640
Short-term debt. ... ... .. e e — 126,100
Current maturities of long-term debt ... ... .. o L 2,434 360,131
Total corrent Habilities. . ... ... ... . e 648,282 1,166,079
Deferred inCome 1aXes . ... ..ttt e e e 967,607 829,128
Regulatory cost of removal obligation . . .. ... ... ... ... ... . . o .. 396,201 350,521
Deferred credits and other hiabilities .. ... ... ... ... ... ... .. .. ... 439,450 430,164

$6,993,470  $6,763,791

See accompanying noles to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended
June 30

2011 2016

(Unaudited)
{In theusands, except
per share data)

Operaling revenues

Natural gas distribution segment. .. ... . vt e $ 407,031 $ 396,319
Regulated transmission and StOFage SEgMent. . . ...yt i e 53,570 44 957
Nonregulated SEgMent , ... ... .. i e e e 491,285 427,405
Intersegment eliminations. . . .. ...ttt e e e (108,271) (107,376)

843,615 761,305
Purchased gas cost

Natural gas distribution Segment. . . . ... ... e 206,839 204,988
Regulated transmission and storage segment. . . ... ... .. i i i ., — -
Nonregulated SEZMENL . . .. ... .t e 477,880 415,634
Intersegment eimMinAtionS. . .. .. ..o i e e e (107,909)  (106,983)
576,810 513,639
Gross Profit . . .. e e e 266,805 247,666
Operating expenses
Operation and MAaINENANCE . . . . 0ttt ettt et e e et 112,665 111,559
Depreciation and amortization . . ... .. .. . e 56,932 51,940
Taxes, other than INCOME . . . . ... i e e 52,142 51,908
NS A 31D o1 hy 31 12 1430 PO 10,988 —
Total operating EXPenses . .. oottt vttt e e e 232,727 215,407
Operating INCOME . . . vttt et e e e e e et e e iee e e 34,078 32,259
Miscellaneous EXPEISE . . v ottt vttt e e et e e e e (1,430) (798)
Tnterest Charges . . .. o e e e e 35,845 37,267
Loss from continuing operations before income taxes. . ... oo e, . 3,197 (5,806)
Income tax benefil. . ... ... (1,723} (1,577)
Loss from continuing OPerations . . .. ...ttt e e (1,474} (4,229)
Income from discontinued operations, net of tax ($590 and $700). .. ............ 908 1,075
Nt 1088 . o o e e $  (366) $§ (3,154)
Basic earning per share
Loss per share from continuing operations . ... ... ..ot vnann... $ 002 $ 004
Income per share from discontinued operations. . ......... ... ... .. ...... 0.01 0.01
Net 1085 per share — BasiC . . o vt v oot e e $ 00D $  (0.03)
Diluted earnings per share
Loss per share from contimng operations . ... ... .. .t $ (002 $ (004
Income per share from discontinued operations. . ... .. ... ... .o 0.01 0.01
Net loss per share — dilated ... .. ... L e $ 001 & (0.03)
Cash dividends pershare . . .. ... .. ... . . $§ 034 $ 0335
Weighted average shares outstanding:
BaSiC. oot e e s 90,127 92,648
Diluted . .. e 90,127 92,648

See accompanying notes to condensed consolidated financial staiements



ATMOS ENERGY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
Nine Months Ended
June 30
2011 2610

(Unauvdited)
(In thousands, except
per share data)

Operating revenues

Natural gas distribution segment . .. ... ... .. . . . e $2,187,907  $2,512,032
Regulated transmission and storage segment . ........... . ... .. ... .. 157,553 146,998
Nonregulated Segment. . . . ..ot e e 1,550,456 1,652,453
Intersegment eliminalions . . . ... .o e e (337,542} (370,229)

3,558,374 3,941,254
Purchased gas cost

Natural gas distribution segment . ... .. .. ... 1,317,775 1,657,412
Regulated transmission and storage Segment . ........... oottt — -
Nonregulated segIment. . ... ... e 1,491 815 1,556,746
Intersegment eliminations . ....... ... .. . e (336,413) (369,017)
2,473,177 2,845,141
Gross Profit . . ... e 1,085,197 1,096,113
Operating expenses
Operation and Mamenance . . .. ... ... .. e ‘ 341,317 348,458
Depreciation and amortization. . . ... .. ... ... o 167,176 156,201
Taxes, otherthan income . .. ... . i i e e 145,868 152,840
ASSEE IMPAITIOENLS © o 0 vttt e vttt e et et et e e e 30,270 —
Total OPErating eXPenSES . v v v v vttt e e e 684,631 657,499
Operating fCOME . . . .. vttt e s it sttt 400,566 438,614
Miscellaneous InCOMme (EXPEASE) . . v v v vttt ettt st ie e 24,046 (905)
Tnterest Charges . ... e e e e 112,615 115,481
Income from continuing operations before income taxes . ................... 311,997 322,228
TNCOME 1AX EXPENSE . o o\t e e e et et e et n e i 114,211 124,199
Income from continuing OPerations . . . . ... . .t ir e 197,786 198,029
Income (rom discontinued operations, net of tax ($5,122 and $4,094) . ..., ... .. 7,854 6,273
Nt ICOMIE . o o o e e e e e e e e e e e e e e e e $ 205,640 § 204,302
Basic earning per share
Income per share from continuing operations. . .......... .. ... ... $ 217  § 2.12
Income per share from discontinued operations ... ......... ... ... ... ... 0.09 0.07
Net income per share — DasiC. o v o vt v i et ittt et e i $ 226 % 2.19
Diluted earnings per share
Income per share from continuing operations. . ... .. ..., $ 2,16 % 2.11
Income per share from discontinued operations . .. ........... .. ......... 0.09 0.07
Net income per share —diluted . ... ... .. . . $ 225 % 2.18
Cash dividends per share ... ... .ot e e b 1.02 % 1.005
Weighted average shares ocutstanding:
BT « . e e e e e e 90,233 92,513
Diuted . . . . e e e 90,530 92,856

See accompanying notes to condensed consolidated {inancial statements
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ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended
June 30

2411

2010

{Unaudited)
{In thousands)

Cash Flows From Operating Activities

DA ' Ve o £ $ 205,640  $ 204,302
Adjustments to reconcile net income to net cash provided by operating activities:
ASSELIMPAITIENS . . ...ttt i e e e e 30,270 —
Depreciation and amortization:
Charged to depreciation and amorfization .., ... .. 0ottt iv e, 171,726 160,207
Charged to other acCounts. . . ... .. i e e 149 116
Deferred InCome taXES . . vt e e e e e {15,488 186,325
161347 15,927 18,425
Net assets/liabilities from risk management activities . ............. .. ...... (15,869) 3,429
Net change in operating assels and Habilities ... ... ... . ... ... ... ... ..... (3,769) 21,760
Net cash provided by operating activities .. ......................... 519,562 594,564
Cash Flows From Investing Activities
Capital expenditures . ... ... ... . e (390,283)  (362,349)
Other, ML e e e e e (3,373) (438)
Net cash used in investing activities .. ...... ...ttt (393,656)  {362,787)
Cash Flows From Financing Activities
Net decrease in short-term debf .., ... oo (132,072) {76,019)
Net proceeds from issuance of fong-termdebl ... ... ... .. .. ... .. . ... 394,618 —
Settlement of Treasury fock agreements .. ... .. .. ... . . i i 20,079 —
Unwinding of Treasury lock agreements. . ... ... .. it .. 27,803 —
Repayment of lopg-term debt. ... ... ... ... . (360,066) (66)
Cashdividends paid. ... .. . e (93,039) (93,913)
Repurchase of equity awards . .. ... . e e (5,300) 1,173)
Issuance of COMMON SIOCK . . .. oottt e e e e 7,548 8,574
Net cash used in financing activities . .. .o oot i e (140,429  (162,597)
Net increase (decrease) in cash and cash equivalents. ... .. ... ... ... .... (14,523) 69,180
Cash and cash equivalents at beginning of period . ... .. ... ... ... ... . ... 131,952 111,203
Cash and cash equivalents at end of period. .. ... ... ... ... . . . $ 117,429 $ 180,383

See accompanying notes to condensed consolidated financial statements

5



ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
June 30, 2611

1. Natuare of Business

Atmos Energy Corporation {“Atmos Energy” or the “Company”) and our subsidiaries are engaged
primarily in the regulated natural gas distribution and transmission and storage businesses as well as certain
other nonregulated businesses. Our corporate headquarters and shared-services function are located in Dallas,
Texas and our customer support centers are located in Amarillo and Waco, Texas.

Through our natural gas distribution business, we deliver natural gas through sales and transportation
arrangements to over three million residential, commercial, public authority and industrial customers through
our six regulated natural gas distribution divisions which currently cover service areas located in 12 states. In
addition, we transport natural gas for others through our distribution system. In May 2011, we announced that
we had entered into a definitive agreement to sell our natural gas distribution operations in Missouri, Illinois
and lowa, representing approximately 84,000 customers. After the closing of this transaction, we will operate
in nine states. Our regulated activities also include our regulated pipeline and storage operations, which
include the transportation of natural gas to our distribution system and the management of our underground
storage facilities. Our regulated businesses are subject to federal and state regulation and/or regulation by local
authorities in each of the states in which our natural gas distribution divisions operate,

Cur nonregulated businesses operate primarily in the Midwest and Southeast through various wholly-
owned subsidiaries of Atmos Energy Holdings, Inc, (AEH). AEH is wholly owned by the Company and based
in Houston, Texas. Through AEH, we provide natural gas management and transportation services to
municipalities, natural gas distribution companies, including certain divisions of Atmos Energy and third
parties. AEH also seeks to maximize, through asset optimization activities, the economic value associated with
storage and transportation capacity it owns or controls, Certain of these arrangements are with regulated
affiliates of the Company, which have been approved by applicable state regulatory commissions.

As discussed in Note 11, we operate the Company through the following three segments:

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

the regulated transmission and storage segment, which includes the regulated pipeline and storage
operations of our Atmos Pipeline — Texas Division and

the nonregulated segment, which includes our nonregulated natural gas management, nonregulated
natural gas transmission, storage and other services.

2. Unaudited Financial Information

These consolidated interim-period financial statements have been prepared in accordance with accounting
principles generally accepted in the United States on the same basis as those used for the Company’s audited
consolidated financial statements iocluded in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2010. In the opinion of management, all material adjustments (consisting of normal recurring
accruals) necessary for a fair presentation have been made to the unaudited consolidated interim-period
financial statements. These consolidated interim-period financial statements are condensed as permitted by the
instructions to Form 10-Q and should be read in conjunction with the audited consolidated financial statements
of Atmos Energy Corporation included in our Annual Report on Form 10-K for the {iscal year ended
September 30, 2010, Because of seasonal and other factors, the results of operations for the nine-month period
ended June 30, 2011 are not indicative of our results of operations for the full 2011 fiscal year, which ends
September 30, 2011,



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Our earnings have been impacted by several one-time items in the current year, including the following
pre-tax amounts:

+ $27.8 million gain recorded in association with the unwinding of two Treasury locks in conjunction
with the cancellation of a planned debt offering in November 2011,

+ $19.3 million non-cash impairment of assets in the Ft. Necessity storage project.
» $11.0 million non-cash impairment of certain natural gas gathering assets.

» $5.0 million one-time tax benefit related to the administrative settlement of various income tax
positions.

We have evalnated subsequent events from the June 30, 2011 balance sheet date through the date these
financial statements were filed with the Securities and Fxchange Commission (SEC). No events have occurred
subsequent to the balance sheet date that would require recognition or disclosure in the condensed consclidated
financial statements.

Significant accounting policies

Our accounting policies are described in Note 2 to the financial statements in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2010.

As a result of discontinued operations, certain prior-year amounts have been reclassified to conform with
the current year presentation,

During the second quarter of fiscal 2011, we completed our annual goodwill impairment assessment.
Based on the assessment performed, we determined that our goodwill was not impaired.

During the nine months ended June 30, 2011, two new accounting standards became applicable to the
Company pertaining to goodwill impairment testing for reporting units with zero or negative carrying amounts
and disclosure of supplementary pro forma information for business combinations. The adoption of these
standards had no impact on our financial position, results of operations or cash flows. There were no other
significant changes Lo our accounting policies during the nine months ended June 30, 2011,

In May 2011, the Financial Accounting Standards Board (FASB) issued guidance that will provide a
consistent definition of fair value and ensure that fair value measurements and disclosure requirements are
similar between U.S. GAAP and International Financial Reporting Standards. This guidance will change
certain fair value measurement principles and enhances the disclosure requirements particularly for Level 3
fair value measurements and is effective prospectively for the Company for interim and annual periods
beginning after December 15, 2011. We currently do not have any recurring Level 3 fair value measurements;
accordingly, the adoption of this guidance will not impact our financial position, results of operations or cash
flows.

In June 2011, the FASB issued guidance related to the presentation of other comprehensive income which
will require that all nonowner changes in sharcholders’ equity be presented either in a single continuous
statement of comprehensive income or in two separate but consecutive statements. In the two-statement
approach, the first statement should present total net income and its components followed by a second
statement that should present total other comprehensive income, the components of other comprehensive
income, and the total of comprehensive income. This guidance is effective retrospectively for the Company for
fiscal years, and interim periods within those years, beginning afler December 15, 2011. The adoption of this
guidance will not impact our financial position, results of operations or cash flows.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Regulatory assets and liabilities

Accounting principles generally accepted in the United States require cost-hased, rate-regulated entities
that meet certain criteria to reflect the authorized recovery of costs due to regulatory decisions in their
financial statements. As a result, certain costs are permitted to be capitalized rather than expensed because
they can be recovered through rates. We record certain costs as regulatory assets when future recovery through
customer rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will
be reduced for amounts that will be credited to customers through the ratemaking process. Substantially all of
our regulatory assets are recorded as a component of deferred charges and other assets and substantially all of
our regulatory Habilities are recorded as a component of deferred credits and other liabilities. Deferred gas
costs are recorded either in other current assets or liabilities and the regulatory cost of removal obligation is
reported separately.

Significant regulatory assets and liabilities as of June 30, 2011 and September 30, 2010 included the
following:

June 30, September 3¢,
2011 2010

{In thousands)

Regulatory assets:

Pension and postretirement benefit costs ..., ... ... .. 0. $200,393 $209,564
Merger and inlegration Costs, Nt . ... ...ttt i i 6,360 6,714
Deferred gas costs. . o oo i e 22,083 22,701
Regulatory costof removalassel . ... ... . ... ... .. . .. .. 32,691 31,014
Eovironmental costs ... ... ... e 434 805
Rate CaSE COSIS & o v i i i e i e e e e e e e 5,321 4,505
Deferred franchise fees ... ... ... .. e 393 1,161
[ 11 5= 3,940 1,046

$271,615 $277,510

Regulatory liabilities:

Deferred gas CoSIS. . ...ttt e $ 18,739 $ 43,333
Deferred franchise fees . . ... ..o oo o i 629 —
Regulatory cost of removal obligation ......................... 429,354 381,474
Other .. e 9,166 6,112

$457,888 $430,519

The June 30, 2011 amounts above do not include regulatory assets and liabilities related to our Missouri,
Nlinois and Towa service areas, which are classified as assets held for sale as discussed in Note 5.

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



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Comprehensive income

The following table presents the components of comprehensive income (loss), net of related tax, for the
three-month and nine-month periods ended June 30, 2011 and 2010:

Three Months Ended Nine Months Ended
June 30 June 34
2011 2010 2011 2010
(In thousands)
Net income (088). . . ... § (566) §(3,154) $205,640  $204,302

Unrealized holding gains (losses) on investments, net
of tax expense {benefit) of ${56) and $(996) for the
three months ended June 30, 2011 and 2010 and of
$876 and $(198) for the nine months ended
June 30,2011 and 2010 . . ... ... L ... 04y  (1,696) 1,492 (337)

Amortization, unrealized gain and unwinding of
interest rate hedging transactions, net of tax
expense (benefit) of $(4,629) and $247 for the three
months ended June 30, 2011 and 2010 and $7,950
and $743 for the nine month ended June 30, 2011
and 2010 . ... ... (7,884) 422 13,536 1,265

Net unrealized gains (losses) on commodity hedging
transactions, net of tax cxpense (benefit) of $(182)
and $5,066 for the three months ended June 30,
2011 and 2010 and $9,008 and $2,999 for the nine
months ended June 30, 2011 and 2010 . ......... (285) 7,921 14,080 4,690

Comprehensive income (loss). . ................. $(8,829) $3.493  $234,758  $209,920

Accumulated other comprehensive income (loss), net of tax, as of June 30, 2011 and September 30, 2010
consisted of the following unrealized gains (Josses):

June 30, September 30,
2011 2019

{Iz thousands)

Accumulated other comprehensive income (loss):

Unrealized holding gains on investments . ....................... $ 5,697 $ 4,205
Treasury lock agreements. .. .. ... it 8,068 (5,468)
Cashflowhedges . ... . i e, (8,019) (22,109)

$ 5,746 $(23,372)

3. Financial Instruments

We currently use financial instraments to mitigate commodity price risk. Additionally, we periodically
utilize financial instruments to manage interest rate risk. The objectives and strategies for using financial
instruments have been tailored to our regulated and nonregulated businesses, The accounting for these financial
instruments is fully described in Note 2 to the financial statements in our Annual Report on Form 10-K for the
fiscal vear ended September 30, 2010. During the third quarter there were no changes in our objectives,
strategies and accounting for these financial instraments. Currently, we utilize financial instruments in our
natural gas distribution and nonregulated segments. We currently do not manage commodity price risk with
financial instrimments in our regulated transmission and storage segment.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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

Regulated Commodity Risk Management Activities

Although our purchased gas cost adjustment mechanisms essentially insulate our nataral gas distribution
segment from commodity price risk, our customers are exposed to the effects of volatile natural gas prices. We
manage this exposure through a combination of physical storage, fixed-price forward contracts and financial
instruments, primarily over-the-counter swap and option contracts, in an effort to minimize the impact of
natural gas price volatility on our customers during the winter heating season.

Our natural gas distribution gas supply department is responsible for executing this segment’s commodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitled
to mitigate commodity price risk through financial instruments, the relevant regulatory authorities may
establish the level of heating season gas purchases that can be hedged. Historically, if the regulatory authority
does not establish this level, we seek to hedge between 25 and 50 percent of anticipated heating season gas
purchases using financial instruments. For the 2010-2011 heating season (generally October through March),
in the jurisdictions where we are permitted to utilize financial instraments, we hedged approximately
35 percent, or 31.7 Bef of the planned winter flowing gas requirements. We have not designated these
financial instruments as hedges.

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

Nonregulated Commodity Risk Management Activities

In our nonregulated operations, we aggregate and purchase gas supply, arrange transportation and/or
storage logistics and ultimately deliver gas to our customers at competitive prices. To facilitate this process,
we utilize proprietary and customer-owned transportation and storage assets to provide the various services our
custormers’ request.

We also perform asset optimization activities in our nonregulated segment. Through asset optimization
activities, we seek to enhance our gross profit by maximizing the economic value associated with the storage
and transportation capacity we own or control. We attempt to meet this cbjective by engaging in natural gas
storage transactions in which we seek to find and profit from pricing differences that occur over time. We
purchase physical natural gas and then sell financial instruments at advantageous prices to Jock in a gross
profit margin. Through the use of transportation and storage services and financial instraments, we also seek
to capture gross profit margin through the arbitrage of pricing differences that exist in varions locations and by
recognizing pricing differences that occur over time. Over time, gains and losses on the sale of storage gas
inventory should be offset by gains and losses on the financial instruments, resulting in the realization of the
economic gross profit margin we anticipated at the time we structured the original transaction.

As a result of these activities, our nonregulated segment is exposed to risks associated with changes in
the market price of natural gas. We manage our exposure to such risks through a combination of physical
storage and financial instruments, including futures, over-the-counter and cxchange-traded options and swap
contracts with counterparties. Futures contracts provide the right to buy or scll the commodity at a fixed price
in the future. Oplion contracts provide the right, but not the obligation, to buy or sell the commodity at a fixed
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

price. Swap contracts require receipt of payment for the commodity based on the difference between a fixed
price and the market price on the settlement date.

We use [inancial instruments, designated as cash flow hedges of anticipated purchases and sales at index
prices, to mitigate the commodity price risk in our nonregulated operations associated with deliveries under
fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity dates
ranging from one to 65 months. We use financial instruments, designated as fair value hedges, to hedge our
natural gas inventory used in our asset optimization activities in our nonregulated segment.

Also, in our nonregulated operations, we use storage swaps and futures to capture additional storage
arbitrage opportunities that arise subsequent to the execution of the original fair value hedge associated with
our physical natural gas inventory, basis swaps to insulate and protect the economic value of our fixed price
and storage books and various over-the-counter and exchange-traded options. These financial instruments have
not been designated as hedges.

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

Under our risk management policies, we seek to match our financial instrument positions to our physical
storage positions as well as our expected current and future sales and purchase obligations in order to maintain
no open positions at the end of each trading day. The determination of our net open position as of any day,
however, requires us to make assumptions as to future circumstances, including the use of gas by our
customers in relation to our anticipated storage and market positions. Because the price risk associated with
any net open position at the end of each day may increase if the assumptions are not realized, we review these
assumptions as part of our daily monitoring activities. Our operations can also be affected by intraday
fluctuations of gas prices, since the price of natural gas purchased or sold for future delivery earlier in the day
may not be hedged until later in the day. At times, limited net open positions related (o our existing and
anticipated commifments may occur. At the close of business on Tune 30, 2011, our nonregulated segment had
net open positions (including existing storage and related financial contracts) of (.1 Bef.

Interest Rate Risk Management Activities

We periodically manage interest rate risk by entering into Treasury lock agreements to fix the Treasury
yield component of the interest cost associated with anticipated financings.

In September 2010, we entered into three Treasury lock agreements to fix the Treasury yield component
of the interest cost associated with $300 million of a total $400 million of senior notes that were issued in
June 2011. This offering is discussed in Note 6. We designated these Treasury locks as cash flow hedges of an
anticipated transaction. The Treasury locks were settled on June 7, 2011 with the receipt of $20.1 million from
the counterparties due (o an increase in the 30-year Treasury lock rates between inception of the Treasury
locks and settlement. Because the Treasury locks were effective, the net $12.6 million unrealized gain was
recorded as a component of accumulated other comprehensive income and will be recognized as a component
of interest expense over the 30-year life of the senior notes.

Additionally, our original fiscal 2011 financing plans included the issuance of $250 million of 30-year
unsecured notes in November 2011 to fund our capital expenditure program. In September 2010, we entered
into two Treasury lock agreements to fix the Treasury yield component of the interest cost associated with the
anticipated issuance of these senior notes, which were designated as cash flow hedges of an anticipated
transaction. Due to stronger than anticipated cash flows primarily resulting from the extension of the Bush tax
cuts that allow the continued use of bonus depreciation on qualifying expenditures through December 31,
2011, the need to issue $250 million of debt in November was eliminated and the related Treasury Jock
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

agreements were unwound in March 2011. As a result of unwinding these Treasury locks, we recognized a
pre-tax cash gain of $27.8 million during the second quarter.

In prior years, we entered into Treasury lock agreements to fix the Treasury yield component of the
interest cost associated with anticipated financings. These Treasury locks, as well as the Treasury locks
discussed above, were settled at various times at a cumulative net loss. These realized gains and losses were
recorded as a component of accumulated other comprehensive income (loss) and are being recognized as a
component of inferest expense over the life of the associated notes from the date of settlement. The remaining
amortization periods for the settled Treasury locks extend through fiscal 2041.

Quantitative Disclosures Related to Financial Instruments

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

As of June 30, 2011, our financial instruments were comprised of both long and short commodity
positions. A long posilion is a contract to purchase the commodity, while a short position is a contract to sell
the commodity. As of June 30, 2011, we had net long/(short) commodity contracts outstanding in the following
quantities:

Natural
Hedge Gas
Contract Type Designatien Distribution Nonregulated
Quantity (MMcf)
Commodity contracts Fair Value .. .. ... ... ... ... . . ... — {20,915)

Cash Flow . . ... . . i e e — 28,317

Notdesignated. .. ... ... 16,340 18,140
16,340 25,542

Financial Instruments on the Balance Sheet

The following tables present the fair value and balance sheet classification of our financial instruments by
operating segment as of June 30, 2011 and September 30, 2010. As required by authoritative accounting
literature, the fair value amounts below are presented on a gross basis and do not reflect the netting of asset
and liability positions permitted vnder the terms of our master nefting arrangements. Further, the amounts
below do not include $15.4 million and $24.9 million of cash held on deposit in margin accounts as of June 30,
2011 and September 30, 2010 o collateralize certain financial instruments. Therefore, these gross balances are
not indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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

Jume 30, 2011
Designated As Hedges:
Asset Financial Instruments

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

Liability Financial Instruments

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

Not Designated As Hedges:
Asset Financial Instruments

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

Liability Financial Instruments

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

Total Financial Instruments . ......

September 30, 2010
Designated As Hedges:
Asset Financial Instruments

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

Liability Financial Instruments

Current commodity contraets . . . .
Noncurrent commeodily contracts . .

Not Designated As Hedges:
Asset Financial Instruments

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

Liability Financial Instruments

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

NaGtumi
Balance Sheet Location Distriglsﬂi()ﬂ Nonrcgulated Total
(In theusands)
Other current assets $  — $ 11,529 $ 11,529
Deferred charges and other assets e 241 241
Other current labilities — (15,930) (15,93h
Deferred credits and other liabilities — (6,237) (6,237)
— (10,397 (10,391
Other current assets 1,972 19,174 21,146
Deferred charges and other assets 767 7,093 7,860
Other current liabilities (5,207 20,1083 (25,316)
Deferred credits and other liabilities (56) (7,170 (7,226)
{2,524) (1,012) (3,536
$(2,524) $(11,409) $(13,933)
Natural
Gas
Balance Sheet Location Distribution  Nonregulated Total
(In fhousands)

Other current asscis $ — $ 40,030 $ 40,030
Deferred charges and other assets — 2,401 2,461
Other current liabilities — (56,575) (56,575)
Deferred credits and other liabilities e (9,222) (9,222)
— (23,300) (23,306)

Other current assets 2,219 16,459 18,678
Deferred charges and other assets 47 2,056 2,103
Other current liabilities (48,942) (7.178) (56,120)
Deferred credits and other liabilities (2,924) (405) (3,329)
(49,600) 10,932 (38,668)
$(49,600) $(12,374) $(61,974)

Impact of Financial Instruments on the Income Statement

Hedge ineffectiveness for our nonregulated segment is recorded as a component of unrealized gross profit
and primarily results from differences in the location and timing of the derivative instroment and the hedged
item, Hedge ineffectiveness could materially affect our results of operations for the reported period. For the
three months ended June 30, 2011 and 2010 we recognized a gain arising from fair value and cash flow hedge
ineffectiveness of $5.8 million and $3.8 million. For the nine months ended June 30, 2011 and 2010 we
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recognized a gain arising from fair value and cash flow hedge ineffectiveness of $23.3 million and
$44.2 million. Additional information regarding ineffectiveness recognized in the income statement is included
in the tables below.

Fair Value Hedges

The impact of our nonregulated commodity contracts designated as fair value hedges and the related
hedged item on our condensed consolidated income statement for the three and nine months ended June 30,
2011 and 2010 is presented below.

Three Months Ended

June 30
2011 20310
(In thousands)

Commodity CORITACTS . . o v\ttt ettt e ettt $ 7.837  $(10,525)
Fair value adjustment for natural gas inventory designated as the hedged

71’ 11 P (1.781) 14,678
Total iMPact ON TEVENUE . . . .. ottt et e e $605 $ 4,153
The impact on revenue is comprised of the following:

Basis ineffectiveness . . oo .ot e $ 853 % (235

Timing ineffectiveness ... ... . e 5,203 4,388

$6056 § 4153

Nine Months Ended

June 30
2011 2010
(In thousands)

Commodity CONMACES . o .\ttt ettt ettt et e et et e e et $ 4,834  $20,296
Fair value adjustment for natural gas inventory designated as the hedged

1555 L 19,430 26,195
Total IMPACt O TEVEIUE . . .o .t oottt ittt e e iinans $24.264  $46,491
The impact on revenue is comprised of the following:

Basis ineffectiveness . . . oo e e e e e $ 1,265 § (684

Timing ineffeChveness. . .. .ot e e 22,999 47,175

$24,264 346,491

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

The impact of cash flow hedges on our condensed consolidated income statements for the three and nine
months ended June 30, 2011 and 2010 is presented below. Note that this presentation does not reflect the
financial impact arising from the hedged physical transaction. Therefore, this presentation is not indicative of
the economic gross profit we realized when the underlying physical and financial transactions were settled.

Three Months Ended June 30, 2011

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated

(In thousands)

Loss reclassified from AOCI into revenue
for effective portion of commodity

CONMFACES . o . v oot e e e e e $ — R J— $(3,507) $(3,907)
Loss arising from ineffeclive portion of

commodity contracts.. . . ............. — — (281) (281)
Total impact onrevenue . . . ............ —_ — (4,188) (4,188)

Loss on settled Treasury lock agreements
reclassified from AOCT into interest
CXPEISE .\t v s i im e (614) — — (614)

Total Impact from Cash Flow Hedges . . . .. $(614) $ o $(4,188) $(4,802)

Three Months Ended June 30, 2010

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated

(In thousands)

Loss reclassified from AOCI into revenue
for effective portion of commodity

CONETACES . L vt e e s i e $ — $  — $(8,523) $(8.523)
Loss arising from ineffective portion of

commodity contracts . . .. ...... ... ... — — (350) (350}
Total impactonrevenue . .............. - — (8,873) (8,873)

Loss on settled Treasury lock agreements
reclassified from AOCT into interest
EXPEIISE ..ttt (669) — — (669}

Total Impact from Cash Flow Hedges . . . .. $(669) $ — $(8,873) $(9,542)
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Loss reclassified from AQCT into revenue

for effective portion of commodity
contracts . . ......... .. ...

Loss arising {rom meffective portion of

commodity contracts . .. ........

Total impact on revenue ... .. ... ..

Loss on settled Treasury lock agreements

reclassified {rom AQCI into interest
EXPENSE . o v i i
Gain on unwinding of Treasury lock
reclassified from AQCI into
miscellaneous income . .. .... ..,

Loss reclassified from AOCI into revenue

for effective portion of commodity
confracts, ... ... .. e,

Loss arising from ineffective portion of

commodify contracts . .. ........

Total impact on revenue ... .......

Loss on settled Treasury lock agreements

reclassified from AOCI into interest
CRPENSE .+ vt v it e e

Total Impact from Cash Flow Hedges

Nine Months Ended June 36, 2013

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Consolidated
{In thoesands)
$ — 5 — $(25,488)  $(25,488)
— — {958) (958)
— — (26,446) (26,446)
(1,953) — — (1,953)
21,803 6,000 — 27,803
$19,850 $6,000 $(26,446) $  (596)
Nine Months Ended June 30, 2014
Natural Regulated
Gas Transmission
Distribution and Sterage Nonregulated Consolidated
(In thousands)

J— $ $(40,196)  $(40,196)
— — (2,307) (2,307}
— — (42,503) (42,503)
(2,008) — — (2,008)
$(2,008) $  — $(42,503) $(44,511)

I
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The folowing table summarizes the gains and losses arising from hedging transactions that were
recognized as a component of other comprehensive income (loss), net of taxes, for the three and nine months
ended June 30, 2011 and 2010. The amounts included in the table below exclude gains and losses arising from
ineffectiveness because those amounts are immediately recognized in the income statement as incurred,

Three Months Ended Nine Months Ended
June 3¢ June 30

2011 2010 2011 2010
(In thousands}

Increase (decrease) in faiv value:

Treasury lock agreements .., .., ... ouenrnnn, $8270) $ — %2982 § —_

Forward commodity contracts .. ................ (2,668) 2,722 (1,457) (19,829)
Recognition of (gains) losses in earnings due fo

settlements:

Treasury lock agreements . .................... 386 422 (16,286) 1,265

Forward commodity contracts . . . ............... 2,383 5,199 15,547 24,519

Total other comprehensive income (Joss) from hedging,
netof tax™ L. o $(8,169) $8,343 $27,626 § 5955

) Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each tax-
ing jurisdiction.

Deferred gains (losses) recorded in AOCT associated with our treasury lock agreements are recognized in
earnings as they are amortized, while deferred losses associated with commodity contracts are recognized in
earnings upon settlement. The following amounts, net of deferred taxes, represent the expected recognition in
earnings of the deferred gains (losses) recorded in AOCT associated with our financial instruments, based upon
the fair values of these financial instraments as of June 30, 2011.

Treasury
Lock Commodity
Agreements Contracts Total
(In thousands)
Next twelve months . ... .ot e $(1,266) $(3,905)  $(5,171)
TRETEATIET + o\ v v v v et e et e e e e e 9,334 (4,114) 5,220
Total' $ 8,068 $(8,019) $ 49

) Utilizing an income tax rate ranging from 37 percent to 39 percent based on the effective rates in each tax-
ing jurisdiction.

Financial Instruments Not Designated as Hedges

The impact of financial instruments that have not been designated as bedges on our condensed
consolidated income statements for the three months ended June 30, 2011 and 2010 was an increase (decrease)
in revenue of $(4.3) million and $0.7 million. For the nine months ended June 30, 2011 and 2010 revenue
increased $3.9 million and $13.0 million. Note that this presentation does not reflect the expected gains or
losses arising from the underlying physical transactions associated with these financial instruments. Therefore,
this presentation is not indicative of the econemic gross profit we realized when the underlying physical and
financial transactions were settled.
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As discussed above, financial instruments used in our natural gas distribution segment are not designated
as hedges. However, there is no earnings impact on our natural gas distribution segment as a result of the use
of these financial instruments because the gains and losses arising from the use of these financial instruments
are recognized in the consolidated statement of income as a component of purchased gas cost when the related
costs are recovered through our rates and recognized in revenue, Accordingly, the impact of these financial
instraments is excluded from this presentation,

4, Fair Value Measurements

We report certain assets and labilities at fair value, which is defined as the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date (exit price), We record cash and cash equivalents, accounts receivable and accounts payable
at carrying value, which substantially approximates [air value due to the short-term nature of these assets and
liabilities, For other financial assets and liabilities, we primarily use quoted market prices and other observable
market pricing information to minimize the use of unobservable pricing inputs in our measurements when
determining fair value. The methods used to determine fair value for our assets and liabilities are fully
described in Note 2 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2010. During the three and nine months ended June 30, 201!, there were no changes in these
methods.

Fair value measurements alsc apply to the valuation of our pension and postretirement plan assets.
Current accounting guidance requires employers to annually disclose information about fair value measure-
ments of the assets of a defined benefit pension or other postretirement plan. The fair value of these assets is
presented in Note 8 to the financial statements in our Annual Report on Form 10-K for the fiscal year ending
September 30, 2010.

Quantitative Disclosures

Financial Instruments

The classification of our fair value measurements requires judgment regarding the degree to which market
data are observable or corroborated by observable market data. Authoritative accounting literature establishes a
fair value hierarchy that prioritizes the inputs used to measure fair value based on observable and unobservable
data. The hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted
quoted prices in active markets for identical assets and liabilities (Level 1), with the lowest priority given to
unobservable inputs {Level 3). The following tables summarize, by level within the fair value hierarchy, our
assets and liabilities that were accounted for at fair value on a recurring basis as of June 30, 2011 and
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September 30, 2010. Assets and liabilities are categorized in their entirety based on the lowest level of input
that is significant to the fair value measurement.

Quoted Significant Significant
Prices in Other Other
Active Observahle Unobservable Netting and
Markets Inputs Inputs Cash June 30,
(Level 1)  (Level 2V {Level 3) Collateraj® 2011
(In thousands)
Assets:
Financial instraments
Natural gas distribution segment . ... ... $ % 2,739 $ — $ — § 2,739
Nonregulated segment . . ... .......... 3,696 34,367 — (25,006) 13,057
Total financial instruments, . . ........... 3,696 37,106 — (25,006) 15,756
Hedged portion of gas stored underground , . 86,544 — — e 86,544
Available-for-sale securities. .. .......... 44,045 — — — 44,045
Total a8S€1S. ..\ oot $134,285  $37,106 $ — $(25,006)  $146,385
Liabilities:
Financial instruments
Natural gas distribution segment . . ... .. 3 —  $ 5203 $ — $ — % 5263
Nonregulated segment . .. ............ 10,645 38,827 — (40,388} 9,084
Total Habilities .. ......... .. ooviinn. $ 10,645 $44,000 $ — $(40,388)  $ 14,347
Quoted Significant Significant
Prices in Other Other
Active Observabie Unobservable Netting and
Markets Inputs Inputs Cash September 38,
(Level 1) (Level 2)® (Level 3) Collateral™ 20190
{In thousands)
Assets:
Fimancial instruments
Natural gas distribution segment . . . .. $ —  $ 2,266 $ — $ — $ 2,266
Nonregulated segment. . .. ......... 18,544 42,462 — (41,760) 19,246
Total financial instruments . ... ....... 18,544 44728 — (41,760) 21,512
Hedged portion of gas stored
underground . ... .o 57,507 — - — 57,507
Available-for-sale securities. ... ....... 41,466 — — — 41,466
Total assels. . ... $117,517  $44,728 $ — $(41,760)  $120,485
Liabilities:
Financial instruments
Natural gas distribution segment . . . . . $ —  $51,866 $ — £ — $ 51,866
Nonregulated segment. . ... ........ 41,430 31,950 — (66,649) 6,731
Total labilities . ................... $ 41,430 $83,816 $ — $(66,649) $ 58,597

@ Our Level 2 measurements primarily consist of non-exchange-traded financial instruments, such as
over-the-counter options and swaps where market data for pricing is observable. The fair values for these
assets and liabilities are determined using a market-based approach in which observable market prices are
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adjusted for criteria specific to each instrument, such as the strike price, notional amount or basis
differences.

@ This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master netting agreements and the relevant authoritative accounting literature, In addi-
tion, as of June 30, 2011, we had $15.4 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $4.4 million was used to offset current risk management liabilities
under master netting arrangements and the remaining $11.0 million is classified as current risk manage-
ment assets.

@ This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting

permitted under our master netting agreements and the relevant authoritative accounting literature, In addi-
tion, as of September 30, 2010 we had $24.9 million of cash held in margin accounts to collaleralize cer-
tain financial instruments, Of this amount, $12.6 millicn was used to offset current risk management
liabilities under master netting arrangements and the remaining $12.3 million is classified as current risk
management assets.

Nonrecurring Fair Value Measurements

As discussed in Note 9, during the third quarter we performed an impairment assessment of certain
nataral gas gathering assets in our nonregulated segment. We used a combination of a market and income
approach in a weighted average discounted cash flow analysis that included significant inputs such as our
weighted average cost of capital and assumptions regarding future natural gas prices. This is a Level 3 fair
value measurement because the inputs used are unobservable, Based on this analysis, we determined the assets
to be impaired. We reduced the carrying value of the assets to their estimated fair value of approximately
$6 million and recorded a pre-tax noncash impairment loss of approximately $11 million.

Other Fair Value Measures

Our debt is recorded at carrying value. The fair value of our debt is determined using third party market
value guotations. The following table presents the carrying value and fair value of our debt as of June 30, 201 1:

June 39,
21
(En thousands)
Carrying AMOUIL. . .. .ttt et e et e e e e $2,212,630
Fair Value © . . e e e $2,474,064

5. Discontinued Operations

On May 12, 2011, we entered into a definitive agreement to sell all of our natural gas distribution assets
located in Missouri, Illinois and Towa to Liberty Energy (Midstates) Corporation, an affiliate of Algonguin
Power & Utilities Corp. for an all cash price of approximately $124 million. The agreement contains terms
and conditions customary for transactions of this type, including typical adjustments to the purchase price at
closing, if applicable. The closing of the transaction is subject to the satisfaction of customary conditions
including the receipt of applicable regulatory approvals.

As required under generally accepted accounting principles, the operating results of our Missouri, Ilinois
and Iowa operations have been aggregated and reported on the condensed consolidated statements of income
as income from discontinued operations, net of income tax. Expenses related to general corporate overhead
and interest expense allocated to their operations are not incladed in discontinued operations.

20



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continned)

The tables below set forth selected financial and operational information related to net assets and
operating results related to discontinued operations, Additionally, assets and liabilities related to our Missouri,
Ilinois and Towa operations are classified as “held for sale” in other current assets and Habilities in our
condenscd consolidated balance sheets at June 30, 2011, Prior period revenues and expenses associated with
these assets have been reclassified into discontinued operations. This reclassification had no impact on
previously reported net income.

The following table presents statement of income data related to discontinued operations.
Three Months Ended Nine Months Ended

June 30 June 39
2011 2010 2081 2014
(In thousands)
Operating reVenUES. . ., .. v o e v ey vt e $11,524  $8,952  $71,047  $62,121
Purchased gascost. .. ... ... i 5,460 3,390 44,993 39,836
Gross profit ..o e e 6,064 5,562 26,054 22,285
Operating eXpenses . .. .vvu et 4,472 3,712 12,919 11,654
Operating income. . ... ... ... .. ... 1,592 1,850 13,135 10,631
Other nonoperating eXpense . .. ... vve vt vne .. (94) (75) (159) (264)
Income from discontinued operations before income
FAKBS vt it ittt e e 1,498 1,775 12,976 10,367
InCOmE taX EXPENSE . v vt r vt e e s 590 700 5,122 4,094
Netincome. .. ... ... $ 908 $1,075 $ 7854 $ 6273

The following table presents balance sheet data related to assets held for sale.

June 30,
201
(En thousands)
Net plant, property & equipment ... ... . $126,375
Gas stored underground . ... ... e e 5,938
Other CUITent aSSeL8 . . . . ..ttt et ot e ettt e e e e e e 431
Deferred charges and otherassets. . .. ... .. o o o 197
Assets held for sale ... . i e e e e $132,941
Accounts payable and accrued liabilities. . .. ... ... L L $ 1,808
Other current labilities . . .. .. . e 5,086
Regulalory cost of removal obligation .......... ... ... .. ... .. ... oL 11,435
Deferred credits and other Habilities . .. ... oot i i e e 810
Liabilities held for sale. . .. .. i e e e e e e e $ 19,139



ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

6. Debt
Long-term debt

Long-term debt at June 30, 2011 and September 30, 2010 consisted of the following:

June 30, September 30,
2011 2010
{In thousands)
Unsecured 7.375% Senior Notes, redeemed May 2011 ........... .. $ — $ 350,000
Unsecured 10% Notes, due December 2011 ... ... ... ... .. ... ... 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 . .. ... ... ... . .. ... 250,000 250,000
Unsecured 4.95% Senior Notes, due 2044 . . .. ... ... . ... ...... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 ... ... oot 250,000 250,600
Unsecured 8.50% Senior Notes, due 2019, . ... ... ... .. .. ... 450,000 450,000
Unsecured 5.95% Senior Notes, due 2034, .. ........ .. ... ....... 200,000 200,000
Unsecured 5.50% Senior Notes, due 2041, ... ... .. ... .. ... 400,060 e
Medium term notes
Series A, 1995-2, 6.27%, due December 2010, ... ... ... ....... — 10,000
Series A, 1995-1, 6.67%, due 2025 .. ... ... .. .. ..o 10,000 10,000
Unsecured 6.75% Debentures, due 2028 . . ... ... ... ... ... . ... 150,000 150,000
Rental property term note due in installments through 2013, ., ... . ..., 327 393
Total long-term debt . . ... ... . .. .. L 2,212,630 2,172,696
Less:
Original issue discount on unsecured senior notes and debentures . . . (4,090) (3,014)
Current MatirifiesS. « « o vt e e e e e e (2,434) (360,131)

$2,206,106  $1,809,551

As noted above, our unsecured 10% notes will mature in December 2011; accordingly, these have been
classified within the current maturities of long-term debt.

Our $350 million 7.375% senior notes were paid on their maturity date on May 15, 2011, using funds
drawn from commercial paper. We replaced these senior notes on June 10, 2011 with $400 million
5.50% senior notes. The effective interest rate on these notes is 5.381 percent, after giving effect to offering
costs and the settlement of the $300 million Treasury locks discussed in Note 3. The majority of the net
proceeds of approximately $394 million was used to repay $350 million of outstanding commercial paper. The
remainder of the not proceeds was used for general corporate purposes.

Short-term debt

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

Prior to the third quarter of fiscal 2011, we financed our short-term borrowing requirements through a
combination of a $566.7 million commercial paper program and four committed revolving credit facilities with
third-party lenders that provided approximately $1.0 billion of working capital funding. On April 13, 2011,
our $200 million 180-day unsecured credit facility expired and was not replaced. On May 2, 2011, we
replaced our $566,7 million unsecured credit facility with a new five-year $750 million unsecured credit
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facility with an accordion feature that could increase our borrowing capacity to $1.0 billion. As a result of
these changes, we have $975 million of working capital funding from our commercial paper program and
three committed revolving credit facilities with third-party lenders.

At June 30, 2011, there were no short-term debt borrowings outstanding. At September 30, 2010, there
was a total of $126.1 million outstanding under our commercial paper program. We also use intercompany
credit facilities to supplement the funding provided by these third-party committed credit facilities. These
facilities are described in greater detail below,

Regulated Operations

We fund our regulated operations as needed, primarily through our commercial paper program and two
committed revolving credit facilities with third-party lenders that provide approximately $775 million of
working capital funding. The first facility is a five-year $750 million unsecured credit facility, expiring May
2016, that bears interest at a base rate or at a LIBOR- based rate for the applicable interest period, plus a
spread ranging from zero percent to 2 percent, based on the Company’s credit ratings. This credit lacility
serves as a backup liquidity facility for our commercial paper program. At June 30, 2011, there were no
borrowings under this facility nor was there any commercial paper outstanding.

The second facility is a $25 million unsecured facility that bears interest at a daily negotiated rate,
generally based on the Federal Funds rate plus a variable margin. This facility was renewed effective April 1,
2011. At June 30, 2011, there were no borrowings outstanding under this facility,

The availability of funds under these credit facilities is subject to conditions specified in the respective
credit agreements, all of which we currently satisfy. These conditions include our compliance with financial
covenants and the continued accuracy of representations and warranties contained in these agreements. We are
required by the financial covenants in each of these facilities to maintain, at the end of each fiscal quarter, a
ratio of total debt 1o total capitalization of no greater than 70 percent, At June 30, 2011, our total-debt-to-
total-capitalization ratio, as defined, was 51 percent. In addition, both the interest margin over the Eurodollar
rate and the fees that we pay on unused amounts under each of these facilities are subject to adjustment
depending upon our credit ratings.

In addition to these third-party facilities, our regulated operations have a $350 million intercompany
revolving credit facility with AEH. This facility bears interest at the lower of (i) the one-month LIBOR rate
plus 0.45 percent or (ii) the marginal borrowing rate available to the Company on the date of borrowing. The
marginal borrowing rate is defined as the lower of (i) a rate based upon the lower of the Prime Rate or the
Eurodollar rate under the five year revolving credit facility or (ii) the lowest rate outstanding under the
commercial paper program,. Applicable state regulatory commissions have approved our use of this facility
through December 31, 2011, There was $173.8 million outstanding under this facility at June 30, 2011.

Nonregulated Operations

Atmos Energy Marketing, L1.C (AEM}, a wholly-owned subsidiary of AEH has a three-year $200 million
committed revolving credit facility with a syndicate of third-party lenders with an accordion feature that could
increase AEM’s borrowing capacity to $500 million. The credit facility is primarily used to issue letters of
credit and, on a less frequent basis, to borrow funds for gas purchases and other working capital needs.

At AEM’s option, borrowings made under the credit facility are based on a base rate or an offshore rate,
in each case plus an applicable margin. The base rate is a floating rate equal to the higher of: (a) 0.50 percent
per annum above the latest Federal Funds rate; (b) the per annum rate of interest established by BNP Paribas
from time to time as its “prime rate” or “base rate” for U.S. dollar loans; (c¢) an offshore rate (based on
LIBOR with a three-month interest period) as in effect from time to time; or (3} the “cost of funds” rate which
is the cost of funds as reasonably determined by the administrative agent, The offshore rate is a floating rate
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equal to the higher of (a) an offshore rate based upon LIBOR for the applicable interest period; or (b) a “cost
of funds” rate referred to above. In the case of both base rate and offshore rate loans, the applicable margin
ranges from 1.875 percent to 2.25 percent per annum, depending on the excess tangible net worth of AEM, as
defined in the credit facility. This facility has swing line loan features, which allow AEM to borrow, on a
same day basis, an amount ranging from $6 million to $30 million based on the terms of an election within
the agreement. This facility is coHateralized by substantially all of the assets of AEM and is guaranteed by
AEH.

At Tune 30, 2011, there were no borrowings outstanding under this credit facility. However, at June 30,
2011, AEM letters of credit totaling $24.8 million had been issued under the facility, which reduced the
amount avatlable by a corresponding amount. The amount available under this credit facility is also limited by
various covenants, including covenants based on working capital. Under the most restrictive covenant, the
amount available to AEM under this credit facility was $125.2 million at June 30, 2011.

AEM is reguired by the financial covenants in this facility to maintain a ratio of total liabilities to
tangible net worth that does not exceed a maximum of 5 to 1. At June 30, 2011, AEM’s ratio of total
Labilities to tangible net worth, as defined, was 1.34 to 1. Additionally, AEM must maintain minimum levels
of net working capital and net worth ranging from $20 million to $40 million. As defined in the financial
covenants, at June 30, 2011, AEM’s net working capital was $139.5 million and its tangible net worth was
$150.9 million.

To supplement borrowings under this facility, AEH has a $350 million intercompany demand credit
facility with AEC, which bears interest at a rate equal to the greater of (i} the one-month LIBOR rate plus
3.00 percent or (ji) the rate for AEM’s offshore borrowings under its committed credit facility plus
0.75 percent. Applicable state regulatory commissions have approved our use of this facility through
December 31, 2011. There were no borrowings outstanding under this facility at June 30, 2011,

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC)
that permits us to issue a total of $1.3 billton in common stock and/or debt securities, The shelf registration
statement has been approved by all requisite state regulatory commissions. Due to certain restrictions imposed
by one state regulatory commission on our ability to issue securities under the new registration statement, we
were able to issue a total of $950 million in debt securities and $350 million in equity securities prior to our
$400 million senior notes offering in June 2011. At June 30, 2011, $900 million remains available for
issuance. Of this amount, $55¢ million is available for the issuance of debt securities and $350 million remains
available for the issuance of equity securities under the shelf until March 2013.

Debt Covenants

In addition to the financial covenants described above, our credit facilities and public indentures contain
usual and customary covenants for our business, including covenants substantially limiting liens, substantial
asset sales and mergers.

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

Further, AEM’s credit agreement contains a cross-defaull provision whereby AEM would be in default if
it defaults on other indebtedness, as defined, by at least $250 thousand in the aggregate.
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Finally, AEM’s credif agreement contains a provision that would limit the amount of credit available if
Atmos Energy were downgraded below an S&P rating of BBB+ and a Moody’s rating of Baal. We have no
other triggering events in our debt instruments that are tied to changes in specified credit ratings or stock
price, nor have we entered into any fransactions that would require us to issue equity, based on our credit

rating or other triggering events,

We were in compliance with all of our debt covenants as of June 30, 2011. If we were unable to comply
with our debt covenants, we would likely be required to repay our outstanding balances on demand, provide

additional collateral or take other corrective actions.

7. Earnings Per Share

Since we have non-vested share-based payments with a nonforfeitable right to dividends or dividend

equivalents (referred to as participating sccurities) we are required to use the two-class method of computing
earnings per share. The Company’s non-vested restricted stock and restricted stock units, for which vesting is
predicated solely on the passage of time granted under the 1998 Long-Term Incentive Plan, are considered to be

participating securities. The calculation of eamings per share using the two-class method excludes income

attributable to these participating securities from the numerator and excludes the dilutive impact of those shares
from the denominator. Basic and diluted earnings per share for the three and nine months ended June 30, 2011 and

2010 are calculated as follows:

Basic Earnings Per Share from continuing operations
Income (loss) from continuing operations . . .. ...........

Less: Income (loss) from continuing operations allocated to
participaling securities . . .. .. .. . e

Income (loss) from continuing operations available to
common shareholders. .. ......... ... .. ..

Basic weighted average shares outstanding , . .. ..........

Income (loss) from continuing operations per share —
BasiC. . . e e

Basic Earnings Per Share from discontinued operations
Income from discontinued operations .. ... .............

Less: Income from discontinued operations allocated to
participating SeCUItties . . .. oo v e

Income from discontinued operations available to common
shareholders. .. ... . i e

Basic weighted average shares outstanding . .. ...........
Income from discontinued operations per share — Basic. . ..

Net income (loss) per share—Basic ..................

)
Ch

Three Months Ended
June 30

Nine Months Ended
Jume 30

2011

2010

2011

2010

{In thousands, except per share amounts)

$(1,474)  $(4,229) $197,7786  $198,029

(32) (51 2,076 2,018
$(1,442) $(4,17%) $195,710  $196,011
90,127 92,648 90,233 92,513
$ (002) $ (004H $ 217 $ 212
$ 908 $1075 $ 7854 $ 6273

20 13 82 64
$ 888 $ 1062 $ 7,772 % 6,209
90,127 92 648 90,233 92,513
$ 001 $ 001 § 009 $ 007
$ (00D $ (003) $ 226 $ 219
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Three Months Ended Nine Months Ended
June 30 June 30

2011 2014 2011 2019
(In thousands, except per share amounts)

Diluted Earnings Per Share from continuing operations
Income (loss) from continuing operations available to

common shareholders. ... ... ... .. ... ... .. ... $(1,442) $(4,178) $195710  $196,011
Effect of dilutive stock options and other shares . ... ...... S — 4 4
Income (Joss) from continuing operations available to

common shareholders. ................ ... ... ..... $(1,442) $(4,178) $195,714  $196,015
Basic weighted average shares outstanding . .. .. ......... 90,127 92,648 90,233 92,513
Additional dilutive stock options and other shares. ., ... .... — — 297 343
Diluted weighted average shares outstanding .. .......... 90,127 92,648 90,530 92,856

Income (foss) from conlinuing opcrations per share
Dilated . ... $ (002) $ 0o $ 216 § 211

Diluted Earnings Per Share from discontinued operations
Income from discontinued operations available to common

shareholders. . . ..o o i i $ 888 $ 1,062 $ 7,772 § 6,209
Effect of dilutive stock options and other shares . ... ...... 2 — — —
Income from discontinued operations available to common

shareholders. . .. ..t $ B $1062 $ 71772 % 6,209
Basic weighted average shares outstanding . . ............ 90,127 92,648 90,233 02,513
Additional dilutive stock options and other shares. .. ... ... — — 297 343
Diluted weighted average shares outstanding . ........... 90,127 92,648 90,530 92,856

Income from discontinued operations per share —Diluted .. $ 001 $ 001 $ 009 § 007

Net income (loss) per share — Diluted . . .. ... ... .... $ 001y $ (©O3) $§ 225 § 218

There were approximately 288,000 and 333,000 stock options and other shares excluded from the
computation of diluted earnings per share for the three months ended June 30, 2011 and 2010 as their
inchusion in the computation would be anti-dilutive.

There were no out-of-the-money stock options excluded from the computation of diluted earnings per
share for the three and nine months ended June 30, 2011 and 2010 as their exercise price was less than the
average market price of the common stock during that period.

On, July 1, 2010, we entered into an accelerated share repurchase agreement with Goldman Sachs & Co.
under which we repurchased $100 million of our outstanding common stock in order to offset stock grants
made under our various employee and director incentive compensation plans. We paid $100 million to
Goldman Sachs & Co. on July 7, 2010 for shares of Atmos Energy common stock in a share forward
transaction and received and retired 2,958,580 shares. On March 4, 2011, we received and retired an additional
375,468 common shares which conchuded our share repurchase agreement. In total, we received and retired
3,334,048 common shares under the repurchase agreement. The final number of shares we ultimately
repurchased in the fransaction was based generally on the average of the daily volume-weighted average share
price of our common stock over the duration of the agreement. As a result of this transaction, beginning in our
fourth quarter of fiscal 2010, the number of outstanding shares used to calculate our earnings per share was
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reduced by the number of shares received and the $100 million purchase price was recorded as a reduction in
shareholders’ equity.

8. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirement benefit plans
for the three and nine months ended June 30, 2011 and 2010 are presented in the following table. Most of
these costs are recoverable through our gas distribution rates; however, a portion of these costs is capitalized
into our gas distribution rate base. The remaining costs are recorded as a component of operation and
maintenance expense,

In August 2010, the Board of Directors of Atmos Energy approved a proposal to close the Pension
Account Plan (PAP) to new participants, effective October 1, 2010. Employees participating in the PAP as of
October 1, 2010 were allowed to make a one-time election to migrate from the PAP into cur defined
contribution plan with enhanced features, effective January 1, 2011. Participants who chose to remain in the
PAP will continue to earn benefits and inferest allocations with no changes to their existing benefits. During
the election period, a limited number of participants chose to join the new plan, which resulted in an
immaterial curtailment gain and a revaluation of the net periodic pension cost for the remainder of fiscal 2011.
The curtailment gain was recorded in our second fiscal quarter. The revalvation of the net periodic pension
cost resulted in an increase in the discount rate, effective Janvary 1, 2011 to 5.68 percent, which will reduce
our net periodic pension cost by approximately $1.8 million for the remainder of the fiscal year. All other
actuarial assumptions remained unchanged.

Three Months Ended June 30
Pension Benefiis QOther Benefits
2011 2010 2011 2010
{In thousands)

Components of net periodic pension cost:

SEIVICE COBL . o v v v e e e e e e e e e e e e e $4257  $3993  $3,601  $3,360
F 01100 £otc] A1 ;1 A 7,055 6,524 3,204 3,018
Expected Telurn OB @88€LS . . . . vt i e i e e e (6,285) (6,320) (681) (615)
Amortization of transition asset .. ...... . ... . i — — 377 377
Amortization of prior service Cost. . .. .o (106) (193) (362) (375)
Amortization of actuarial loss. .. .. ... ... .. .. ... ... 2,748 2,822 87 93

Net periodic pension Cost . ... ... vt $7669 $6826 $6226 35,858

Nine Months Ended June 30
Pension Benefits Other Benefits
2011 2016 2011 2010
{In thousands)

Components of net periodic pension cost:

ServiCE COSt . ..t e $12,894  $ 11,982  $10,803  $10,077
Interest COSE . oo vttt e 21,034 19,569 9,610 9,051
Expected returnt On assets ..., oottt en e (18,533) (18,960) {2,045) (1,845}
Amortization of transition asset. .. ... ...t i, — — 1,133 1,134
Amortization of prior service cost . . ... ... ... (323) (582) (1,087) (1,125}
Amortization of actnarial loss . . ... .. . . i 8,990 8,469 260 282
Curtailment gain. . ....... ... ... ... {40} — — —
Net periodic pension cost . ... ... $24.022 $20478 $18,674 $17,574
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The assumptions used to develop our net periodic pension cost for the three and nine months ended
June 30, 2011 and 2010 are as follows:

Pension Other

Account Plan Pension Benefits Other Benefits

o1 2010 2001 2010 2011 2010
Discountrate . .. ... e, 568% 5.52% 3539%% 5.52% 539% 5.52%
Rate of compensation increase . ........... 400% 4.00% 4.00% 4.00% 4.00% 4.00%
Expected return on plan assets . ... ........ 8.25% 825% 8.25% 825% 5.00% 5.00%

The discount rate used tc compule the present value of a plan’s liabilities generally is based on rates of
high-grade corporate bonds with maturities similar to the average period over which the benefits will be paid.
Generally, our funding policy has been to contribute annually an amount in accordance with the requirements
of the Employee Retirement Income Security Act of 1974, In accordance with the Pension Protection Act of
2006 (PPA), we determined the funded status of our plans as of January 1, 2011. Based upon this valuation,
we will be required to contribute less than $2 million to cur pension plans during fiscal 2011.

We contributed $8.7 million to our other post-retirement benefit plans during the nine months ended
June 30, 2011. We expect to contribute a total of approximately $12 million to these plans during fiscal 2011.

For our Supplemental Executive Retirement Plans, we own equity securities that are classified as
available-for-sale securities. These securities are reported at market value with unrealized gains and losses
shown as a component of accumulated other comprehensive income (loss). We regularly evaluate the
performance of these investments on a fund by fund basis for impairment, taking into consideration the fund’s
purpose, volatility and current returns. If a determination is made that a decline in fair value is other than
temporary, the related fund is written down to its estimated fair value and the other-than-temporary impairment
is recognized in the income statement.

Assets for the supplemental plans are held in separate rabbi trusts and comprise the following:

Gross Gress
Amortized Unrealized Unrealized
Cost Gain FLoss Fair Value

(In thousands)

As of June 30, 2011:

Domestic equity mutoal funds. .. ............ $27,593 $7,627 $ — $35,220
Foreign equity mutual funds .. ... .. ......... 4,597 1,416 — 6,013
Money market funds. . ......... ... ........ 2,812 e — 2,812

$35,002 $9,043 $ —  $44.045

As of September 30, 2010:

Domestic equity mutval funds. .. ............ $29,540 $5,698 $ —  $35.238
Foreign cquity mutual funds .. .. ............ 4,753 976 — 5,729
Money market funds. .. ... ... oL oLl 499 — — 499

$34,792 $6,674 $ —  $41,466

9. Commitments and Contingencies
Litigation and Environmental Matters

With respect 1o the specific litigation and environmental-related matters or claims that were disclosed in
Note 12 to the {inancial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
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2010, except as noted below, there were no material changes in the status of such litigation and environmental-
related matters or claims during the nine months ended June 30, 2011. We continue to believe that the [inal
outcome of such litigation and environmental-related matiers or claims will not have a material adverse effect
on our financial condition, results of operations or cash flows.

Since April 2009, Atmos Energy and two subsidiaries of AEH, AEM and Atmos Gathering Company,
LLC (AGC) (collectively, the Atmos Entities), have been involved in a lawsuit filed in the Circuit Court of
Edmonsen County, Kentucky related to our Park City Gathering Project. The dispute which gave rise to the
litigation involves the amount of royalties due from a third party producer to landowners (who own the
mineral rights) for natural gas produced from the landowners’ properties. The third party producer was
operating pursuant to leases between the landowners and cerfain investors/working interest owners. The third
party producer filed a petition in bankruptcy, which was subsequently dismissed due to the lack of meaningful
assets to reorganize or liquidate.

Although certain Atmos Energy companies entered into contracts with the third party producer to gather,
treat and ultimately sell natural gas produced from the landowners’ properties, no Atmos Energy company had
a contractual relationship with the landowners or the investors/working interest owners. After the lawsuit was
filed, the landowners were successful in terminating for non-payment of royalties the leases related to the
production of natural gas from their properties. Subsequent to termination, the investors/working interest
owners under such leases filed additional claims against us for the termination of the leases,

During the trial, the landowners and the investors/working interest owners requested an award of
compensatory damages plus punitive damages against us. On December 17, 2010, the jury returned a verdict
in favor of the landowners and investor/working interest owners and awarded compensatory damages of
$3.8 million and punitive damages of $27.5 million payable by Atmos Energy and the two AEH subsidiaries.

A hearing was held on February 28, 2011 to hear a number of motions, including a motion to dismiss the
jury verdict and a motion {or a new trial. The motions to dismiss the jury verdict and for a new trial were
denied. However, the total punitive damages award was reduced from $27.5 million to $24.7 millien. On
March 30, 2011, we filed a notice of appeal of this ruling. We strongly believe that the trial court erred in not
granting our motion to dismiss the lawsuit prior to trial and that the verdict is unsupported by law. After
consultation with counsel, we believe that it is probable that any judgment based on this verdict will be
overturned on appeal.

In addition, in a related development, on July 12, 2011, the Atmos Entities filed a lawsuit in the
United States District Court, Western District of Kentucky against the third party producer and its affiliates to
recover all costs, including attorneys” fees, incurred by the Atmos Egtities, which are associated with the
defense and appeal of the case discussed above as well as for all damages awarded to the plaintiffs in such
case against the Atmos Entities. The total amount of damages being claimed in the lawsuit is “open-ended”
since the appellate process and related costs are ongoing. This lawsuit is based upon the indemnification
provisions agreed to by the third party producer in favor of Atmos Gathering that are contained in an
agreement entered into between Atmos Gathering and the third party producer in May 2009.

We have accrued what we believe is an adeguate amount for the anticipated resolution of this matter;
however, the amount accrued does not reflect the amount of the verdict. The Company does not have insurance
coverage that could mitigate any losses that may arise from the resolution of this matter; however, we believe
that the final cutcome will not have a material adverse effect on our financial condition, results of operations
or cash flows,

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

Purchase Commitments

AEH has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At June 30, 2011, AFH was committed to purchase 104.5 Bcf
within one year, 52.4 Bel within one to three years and 2.4 Bef after three years under indexed contracts.
AEH is committed to purchase 2.6 Bef within one year and 0.2 Bef within one to three years under fixed price
contracts with prices ranging from $4.13 to $6.36 per Mcf. Purchases under these contracts totaled
$356.8 million and $315.6 million for the three months ended June 30, 2011 and 2010 and $1,130.0 million
and $1,208. 4 million for the nine months ended June 30, 2011 and 2010.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our
customers in its service area which obligate it to purchase specified volumes at market and fixed prices. The
estimated commitments under these contracts as of June 30, 2011 are as follows (in thousands):

200 L L e e e $ 52,703
2002 L e e 307,694
0 112,319
L 86,994
2 0 1 A —
Thereafter . .. e e e e e —

$559,710

Our nonregulated segment maintains long-term coniracts refaled to storage and transportation. The
estimated contractual demand fees for contracted storage and transportation under these contracts are delailed
in our Annual Report on Form 10-K for the fiscal year ended September 30, 2010. There were no material
changes to the estimated storage and transportation fees for the nine months ended June 30, 2011.

Regulatory Matters

As previously described in Note 12 to the consolidated financial statements in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2010, in December 2007, the Company received data
requests from the Division of Investigations of the Office of Enforcement of the Federal Energy Regulatory
Commission {the “Commission”) in connection with its investigation into possible violations of the
Commission’s posting and competilive bidding regulations for pre-arranged released firm capacity on natural
gas pipelines. There have been no material developments in this matter during the nine months ended June 30,
2011. We have accrued what we believe is an adequate amount for the anticipated resolution of this
proceeding. While the ultimate resolution of this investigation cannot be predicted with certainty, we believe
that the final outcome will not have a material adverse effect on our financial condition, results of operations
or cash flows.

We have been replacing certain steel service lines in our Mid-Tex Division since our acquisition of the
natural gas distribution systemn in 2004. Since carly 2010, we have been discussing the financial and
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operational details of an accelerated steel service line replacement program with representatives of 440
municipalities served by our Mid-Tex Division. As previously discussed in Note 12 to the consolidated
financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30, 2010, all of
the cities in our Mid-Tex Division have agreed to a program of installing 100,000 replacements during the
next two years, with approved recovery of the associated return, depreciation and taxes. Under the terms of the
agreement, the accelerated replacement program commenced in the first quarter of fiscal 2011, replacing
25,311 lines for a cost of $34.0 million as of June 30, 2011. The program is progressing on schedule for
completion in September 2012,

In July 2010, the Dodd-Frank Act was enacted, representing an extensive overhaul of the framework for
regulation of U.S. financial markets. The Dodd-Frank Act calls for various regulatory agencies, including the
SEC and the Commodities Fatures Trading Commission, to establish regulations for implementation of many
of the provisions of the Dodd-Frank Act, which we expect will provide additional clarity regarding the extent
of the impact of this legislation on us. The costs of participating in financial markets for hedging certain risks
inherent in our business may be increased as a result of the new legislation. We may also incur additional
costs associated with compliance with new regulations and anticipate additional reporting and disclosure
obligations.

As of June 30, 2011, administrative reviews of our rate review mechanisms in our Mid-Tex and West
Texas service areas were in progress and a gas reliability infrastructure program {GRIP) filing was in progress
in our Atmos Pipeline — Texas service area. In addition, there were other ratemaking activities in progress in
our Kentucky/Mid-States, West Texas and Louisiana service areas. These regulatory proceedings are discussed
in further detail below in Management’s Discussion and Analysis — Recent Ratemaking Developments and
Regulated Transmission and Storage Segment.

Other Matters

AGC owns and operates the Park City and Shrewsbury gathering systems in Kentucky. The Park City
gathering system consists of a 23-mile low pressure pipeline and a nitrogen removal unit that was constructed
in 2008. The Shrewsbury production, gathering and processing assets were acquired in 2008 at which time we
sold the production assets to a third party. As a result of the sale of the production assets, we obtained a
10-year production payment note under which we are to be paid from future production generated from the
assets.

As noted above, AGC is involved in an ongoing lawsuit with the Park City gathering system. Due to the
lawsuit and a low natural gas price environment, the assets have generated operating losses. As a result of
these developments, we performed an impairment assessment of these assets during the third fiscal quarter and
determined the assets to be impaired. We reduced the carrying value of the assets to their estimated fair value
based on the results of a weighted average discounted cash flow analysis and recorded a pretax noncash
impairment loss of $11.0 million.

As we previously discussed in Note 9 to the consolidated financial statements in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2010, in February 2008, Atmos Pipeline and Storage,
LLC, a subsidiary of AEH, announced plans to construct and operale a salt-cavern storage project in Franklin
Parish, Louisiana. Tn March 2010, we entered into an option and acquisition agreemenl with a third party,
which provided the third party with the exclusive option to develop the proposed Fort Necessity salt-dome
natural gas storage project, In July 2010, we agreed with the third party to exiend the option period (o March
2011. In Janvary 2011, the third party developer notified us that it did not plan to commence the activities
required to allow it to exercise the option by March 2011; accordingly, the option was terminated. We
evaluated our strategic alternatives and concluded the project’s returns did not meet our investment objectives.
Accordingly, in March 2011, we recorded a $19.3 million pretax noncash impairment loss to write off
substantially all of our investment in the project.
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10. Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 14 to the financial statements
in our Annual Report on Form 10-K for the fiscal year ended September 30, 2010. During the nine months
ended June 30, 2011, there were no material changes in our concentration of credit risk.

11. Segment Information
Through November 30, 2010, our operations were divided into four segments:

* The naturgl gas distribution segment, which included our regulated natural gas distribution and related
sales operations.

+ The regulated transmission and storage segment, which included the regulated pipeline and storage
operations of our Atmos Pipeline — Texas Division.

* The natural gas marketing segment, which included a variety of nonregulated natural gas management
services.

* The pipeline, storage and other segment, which included our nonregulated natural gas gathering
transmission and storage services.

As aresult ol the appointment of a new CEO effective October 1, 2010, during the first quarter of {iscal
2011, we revised the information used by the chief operating decision maker to manage the Company. As a
result of this change, effective December 1, 2010, we began dividing our operations into the following three
segments:

» The natural gas distribution segment, remains unchanged and includes our regulated natural gas
distribution and related sales operations.

+ The regulated rransmission and storage segment, remains unchanged and includes the regulated pipeline
and storage operations of our Atmos Pipeline — Texas Division.

+ The nonregulated segment, is comprised of our nonregulated natural gas management, nonregulated
natural gas transmission, storage and other services which were previously reported in the natural gas
marketing and pipeline, storage and other segments.

Our determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services to customers in differing regulatory environments. Although our natural
gas distribution scgment operations are geographically dispersed, they are reported as a single segment as each
natural gas distribution division has similar economic characteristics. The accounting policies of the segments
are the same as those described in the summary of significant accounting policies found in our Annual Report
on Form 10-K for the fiscal year ended September 30, 2010. We evaluate performance based on net income or
loss of the respective operating units.
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Income statements for the three and nine month periods ended June 30, 2011 and 2010 by segment are
presented in the following tables. Prior-year amounts have been restated to reflect the new operating segments.

Fhree Months Ended June 30, 2011

Natural Regulated
Gas Transmission
Distribution and Storage Nonreguiated Eliminations Consolidated
(In thousands)
Operating revenues from external
PArEs . oo $406,817 $19,772 $417,026 $ — $843,615
Intersegment revenues ... .......... 214 33,7798 74,259 (108,271) —
407,031 53,570 401,285 (108,271) 843,615
Purchased gascost. .. ............. 206,839 — 477,880 (107,909) 576,810
Grossprofit .. ......... .. ..., 200,192 53,570 13,405 (362) 266,805
Operating expenses
Operation and maintenance. . ...... 86,804 18,786 7,437 (362 112,665
Depreciation and amortization .. ... 49,699 6,790 1,043 — 56,932
Taxes, other than income ......... 47,534 3,729 879 — 52,142
Asset tmpairments .. ... ... — — 10,988 — 10,988
Total operating expenses .. ......... 183,437 29,305 20,347 (362) 232,727
Operating income (loss}. . .......... 16,755 24,265 (6,942) — 34,078
Miscellaneous income (expense). . . ... (1,153) 312) 168 (133) (1,430)
Interest charges .. ................ 28,042 7.653 283 (133) 35,845
Income (loss) from continuing
operations before income taxes. . . .. (12,440) 16,300 (7,057) — (3,197
Income tax expense (benefit) ........ {4,311) 5,748 (3,160) — (1,723)
Income (loss) [rom continuing
OPEIations . ..o vvvanneonnn (8,129) 10,552 (3,897) — (1,474)
Income from discontinued operations,
netoftax..................... 908 — — — 908
Net income (10ss) . .., ... ovnn. $ (7,221) $10,552 $ (3,897) $ — $  (566)
Capital expenditures. . ... .......... $121,452 $20,239 $ 1,925 $ — $143,620
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Three Menths Ended June 30, 2010

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Eliminations Conselidated
(In theusands)
Operating revenues from external
parties .. . e $396,097 $22,796 $342,412 3 — $761,305
Tntersegment revenues .. ........... 222 22,161 84,993 (107,376) —
306,319 44,957 427,405 (107,376) 761,305
Purchased gas cost. , .............. 204,988 — 415,634 (106,983) 513,639
Grossprofit .......... ... ..... 191,331 44,957 11,771 (393) 247,666
Operating expenses
Operation and maintenance. . ... ... 87,323 16,050 8,579 (393) 111,559
Depreciation and amortization . . ... 45,633 5,171 1,136 — 51,940
Taxes, other than income ......... 47.946 3,010 952 — 51,908
Total operating expenses ........... 18(1,902 24,231 10,667 (393) 215,407
Operating income .. .............. 10,429 20,726 1,104 — 32,259
Miscellaneous income (expense). . . .., . (72) 94 511 (1,331) (798}
Interest charges .................. 29,019 7,667 1,912 (1,331) 37,267
Income {loss) from continuing
operations before income taxes. . . .. (18,662) 13,153 297) — (5,806)
Income tax expense (benefit) . ....... (6,685) 4,688 420 — (1,577}
Income (loss) from continuing
Operations . .............c... ... (11,977 8,465 717 — (4,229
Income from discontinued operations,
netof tax. . ... . .. ... ..., 1,075 — e — 1,075
Net income (oss) ............. $(10,902y  § 8,465 § 1% — § (3,154
Capital expenditures. . ............. $106,394 $22.964 $ 362 $ $129,720
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Operating revenues from external
parties .. ... e

Intersegment revenues. .. ... ... ...

Purchased gascost .. .............

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

Asset impairments. . ... ... ... ...
Total operating expenses. ..........

Operating income (Joss)
Miscellaneous income. . ... ........

Interest charges

Income (loss) from continuing
operations before income taxes . .

Income tax expense (benefit), .. .. ...

Income (loss) from continuing
OpErations. . . ..o,

Income from discontinued operations,
netoftax ....................

Net income (loss)

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

Nine Months Ended June 3¢, 2611

Natural Regulated

Gas Transmission

Distribution and Storage Nonregulated Eliminations Consolidated
(In thousands)

$2,187,256 $ 62,602 $1,308,516  $ —  $3,558,374
651 94,951 241,940 (337,542) -
2,187,907 157,553 1,550,456 (337,542) 3,558,374
1,317,775 — 1,491,815 (336,413) 2,473,177
870,132 157,553 58,641 (1,129) 1,085,197
268,299 49,591 24,556 (1,129) 341,317
145,548 18,387 3,241 — 167,176
132,070 11,395 2,403 e 145,868
—- — 30,270 — 30,270
545917 79,373 60,470 (1,129) 684,631
324,215 78,180 (1,829 — 400,566
18,305 5,267 764 (290) 24,046
87,344 23,802 1,759 (290) 112,615
255,176 59,645 (2,824) — 311,997
94,323 21,252 (1,364) — 114,211
160,853 38,393 (1,460) e 197,786
7,854 — — — 7,854
$ 168,707 $ 38,393 § (460 % ~  § 205,640
$ 340,713 $ 44,796 $ 47714  $ — § 390,283
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Nine Months Inded June 30, 2010

Natural
Gas
Distribution

Regulated
Transmission
and Storage Nonreguiated

Lliminations

Consolidated

Operating revenues from external

(In thousands)

Parties . ... .o $2,511,35G $ 64,281 $1,365,623 % —  $3,941,254
Intersegment revenues. .. .. ........ 682 82,717 286,830 (370,229) —
2,512,032 146,998 1,652,453 (370,229) 3,041,254
Purchased gascost .. ............. 1,657,412 — 1,556,746 (369,017) 2,845,141
Grossprofit .................. 854,620 146,998 95,7107 (1,212) 1,096,113
Operating expenses
Operation and maintepance . .. .. .. 266,847 53,877 28,946 (1,212) 348,458
Depreciation and amortization . . . . . 137,580 15,365 3,226 e 156,201
Taxes, other than income. ........ 140,234 9,226 3,380 — 152,840
Total operating expenses. .. ........ 544,661 78,498 35,552 (1,212) 657,499
Operating InCOME . . ... ... on... 309,959 68,500 60,155 — 438,614
Miscellaneous income {expense) . . . .. 1,474 117 1,524 (4,020) (905)
Interest charges ................. 87,877 23,589 8,035 (4,020) 115,481
Income from continuing operations
before income taxes . ... . ..., ... 223,556 45,028 53,644 — 322,228
Income tax expense . ............. 86,552 16,039 21,608 — 124,199
Income from continuing operations . . . 137,004 28,989 32,036 — 198,029
Income from discontinued operations,
netoftax ......... .. ... ...... 6,273 e — o 6,273
Netincome..........ovvv... $ 1437277 $ 28,989 $ 32036 $ — $ 204,302
Capital expenditures . ............. $ 302,621 $ 56,786 $ 2942 % — $ 362,349
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Balance sheet information at June 30, 2011 and September 30, 2010 by segment is presented to reflect
our business structure as of June 30, 2011 in the following tables. Prior-year amounts have been restated

accordingly.
June 30, 2011
Natwural Regulated
Gas Transmission
Distribution and Sterage Nonregulated Eliminations Consolidated
(In thousands)
ASSETS
Property, plant and equipment, net. .. $4,085,081 $771,777 $ 59,193 $ —  $4,916,051
Investment in subsidiaries ... ...... 671,885 — (2,096) (669,789) —
Current assets
Cash and cash equivalents , ., .. .. 39,446 — 77,983 — 117,429
Assets from risk management
activities . ... ... ... .. .. .. 1,972 — 13,041 — 15,013
Other current assetS. . .. ........ 565,265 15,822 469,576 (193,357) 857,306
Intercompany receivables. . ... ... 505,709 — — (505,709) —
Total current assets . ......... 1,112,392 15,822 560,600 (699,066) 989,748
Intangible assets . .. ............. — — 363 — 363
Goodwill ... ... ... .. ... ..... 572,262 132,341 34,711 — 739,314
Noncurrent assets from risk
management activities . . . ....... 767 — 16 — 783
Deferred charges and other assets . . . 319,019 16,137 12,055 — 347,211
$6,761,406 $936,077 $664,842 $(1,368,855)  $6,993,470
CAPITALIZATION AND LIABILITIES
Shareholders” equity .. ........... $2,335,824 $251,080 $420,805 $ (671,883) $2,335,824
Longtermdebt................. 2,205,910 — 196 — 2,206,106
Total capitalization . ......... 4,541,734 251,080 421,001 (671,885) 4,541,930
Current liabilities
Current maturities of long-term
debt ... . . . e 2,303 — 131 — 2,434
Short-term debt. .. ............ 173,845 — — (173,845) -
Liabilities from risk management
achivities . .. ... vt 5,207 — 2,995 — 8,202
Other current liabilities ... ... ... 419,848 8,862 226,352 (17,416) 637,646
Intercompany payables . ........ — 503,857 1,852 (505,709} —
Total current liabilities. . ... ... 601,203 512,719 231,330 (696,970} 648,282
Deferred income taxes ........... 798,433 163,540 5,634 — 967,607
Noncurrent habilities from risk
management activities . . ........ 56 — 6,089 — 6,145
Regulatory cost of removal
obligation . ............. . ... 396,201 — — — 396,201
Deflerred credits and other
ligbiliies. . ... ..... ... ... ... 423,779 8,738 788 — 433,305
$6,761,406 $936,077 $664,842 $(1,368,8535)  $6,993,470
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

September 39, 2010

Natural Regulated
Gas Transmission
Distribution and Storage Nonregulated Eliminations Consolidated

(In thousands)

ASSETS
Property, plant and equipment, net. . . $3,959,112 $748,947 $ 85,016 $ —  $4,793.073
Investment in subsidiaries ... ...... 620,863 — (2,096) (618,767) —
Current assets
Cash and cash equivalents . ... ... 31,952 —- 100,000 — 131,952
Assets from risk management
activities . v vh e 2,219 — 18,356 - 20,575
Other current assets. .. ......... 528,655 19,504 325,348 (150,842} 722,665
Intercompany receivables. . ... ... 546,313 e — (546,313} —
Total corrent assets .. ........ 1,109,139 19,504 443,704 (697,155 875,192
Intangible assets . ... ............ — — 834 e 834
Goodwill . .................... 572,262 132,341 34,711 — 739,314
Noncurrent assets from risk
management activities .. ........ 47 — 890 . 937
Deferred charges and other assets . . . 324,707 13,037 16,695 — 354,439

$6,586,130 $913,829 $579,754 $(1,315,922)  §6,763,791

CAPITALIZATION AND LIABILITIES

Shareholders” equity ... .......... $2,178.,348 $212,687 $408,176 $ (620,863) $2,178,348
Tong-termdebt................. 1,809,289 — 262 — 1,809,551
Total capitalization . ......... 3,987,637 212,687 408 438 (620,863) 3,987,899

Current liabilities
Current maturitics of long-term

debt .. ... ... ... ... ... ... 360,000 — 131 — 360,131
Shorttermdebt. .. ............ 258,488 — — (132,388) 126,100
Liabilities from risk management

activities .. ... ... ... 48,942 — 731 — 49,673
Other current liabilities . ... ... .. 473,076 10,949 162,508 (16,358) 630,175
Intercompany payables .. .... ... — 543,007 3,306 (546,313} —

Total current habilities. ., ... .. 1,140,506 553,956 166,676 (695,059) 1,166,079

Deferred income taxes ........... 691,126 142,337 (4,335 — 829,128
Noncurrent liabilities from risk

management activities . .. .... ... 2,924 — 6,000 — 8,924
Regulatory cost of removal

obligation . .................. 350,521 — — — 350,521
Deferred credits and other

labilities. ... ................ 413,416 4,849 2,975 — 421,240

$6,586,130 $913,829 $579,754 $(1,315,922)  $6,763,791
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Atmos Energy Corporation

We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of June 30,
2011, the refated condensed consolidated statements of income for the three-month and nine-month periods
ended June 30, 2011 and 2010, and the condensed consolidated statements of cash flows for the nine-month
periods ended June 30, 2011 and 2010. These financial statements are the responsibility of the Company’s
management.

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

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

We have previously audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheet of Atmos Energy Corporation as of
September 30, 2010, and the related consolidated statements of income, sharcholders’ equity, and cash flows
for the year then ended, not presented herein, and in our report dated November 12, 2010, we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2010, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it kas been derived.

fs/  ErnsT & Young LLP

Dallas, Texas
August 4, 2011



Ttem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual
Report on Form 10-K for the year ended September 30, 2010.

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

The statements contained in this Quarterly Report on Form 10-Q may contain “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934, All statements other than statements of historical fact included in this Report are
forward-looking statements made in good faith by us and are intended to qualify for the safe harbor from
liability established by the Private Securities Litigation Reform Act of 1995. When used in this Report, or any

CIINNT LLRYS

other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”,
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seck”, “strategy” or similar words are intended
to identify forward-looking statemients. Such forward-looking statements are subject to risks and uncertainties
that could cause actual results to differ materially from those expressed or implied in the statements relating to
our strategy, operations, markets, services, rates, recovery of costs, availability of gas supply and other factors.
These risks and uncertainties include the following: our ability to continue to access the credit markets to
satisfy our liquidity requirements; the impact of adverse economic conditions on our customers; increased
costs of providing pension and postretirement health care benefits and increased funding requirements along
with increased costs of health care benefits; market risks beyond our control affecting our risk management
activities including market liquidity, commodity price volatility, increasing interest rates and counterparty
creditworthiness; regulatory trends and decisions, including the impact of rate proceedings before various state
regulatory commissions; possible increased federal, state and local regulation of the safety of cur operations;
increased federal regulatory oversight and potential penalties; the impact of environmental regulations on our
business; the impact of possible future additional regulatory and financial risks associated with global warming
and climate change on our business; the concentration of our disiribution, pipeline and storage operations in
Texas; adverse weather conditions; the effects of inflation and changes in the availability and price of natural
gas; the capifal-intensive nature of our gas distribulion business; increased competition from energy suppliers
and alternative forms of energy; the inherent hazards and risks involved in operating our gas distribution
business, natural disasters, terrorist activities or other events, and other risks and uncertainties discussed herein,
all of which are difficult to predict and many of which are beyond our control. Accordingly, while we believe
these forward-looking statements to be reasonable, there can be no assurance that they will approximate actual
experience or that the expectations derived from them will be realized. Further, we undertake no obligation to
update or revise any of our forward-looking statements whether as a result of new information, future events
or otherwise,

OVERVIEW

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution and
transportation and storage businesses as well as other nonregulated natural gas businesses. We distribute
natural gas through sales and transportation arrangements to over three million residential, commercial, public
authority and industrial customers throughout our six regulated natural gas distribution divisions, which cover
service areas currently located in 12 states. In addition, we transport natural gas for others through our
regulated distribution and pipeline systems. In May 2011, we announced that we had entered into a definitive
agreement to sell our natural gas distribution operations in Missouri, [llinois and Iowa, representing approxi-
mately 84,000 customers. After the closing of this transaction, we will operate in nine states.

Through our nonregulated businesses, we primarily provide natural gas management and marketing
services to municipalities, other local gas distribution companies and industrial customers primarily in the
Midwest and Southeast and natural gas transportation and storage services to certain of our natural gas
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distribution divisions and to third parties. Through our asset optimization activities, we also seek to maximize
the economic value associated with the storage and transportation capacity we own or control.

As discussed in Note 11, we operate the Company through the following three segments:

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

L]

the regulated fransmission and storage segment, which includes the regulated pipeline and storage
operations of our Atmos Pipeline — Texas Division and

the nonregulated segment, which includes our nonregulated natural gas management, nonregulated
natural gas transmission, storage and other services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

Our condensed consolidated financial stalements were prepared in accordance with accounting principles
generally accepted in the United States. Preparation of these financial statements requires us to make estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various
other assumptions that we belicve 1o be reasonable under the circumstances. On an ongoing basis, we evaluate
our estimates, including those related to risk management and trading activities, the allowance for doubtful
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations,
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived
assets. Actual results may differ from such estimates.

Our critical accounting policies used in the preparation of our consolidated financial statements are
described in our Annual Report on Form 10-X for the fiscal year ended September 30, 2010 and include the
following:

« Regulation

* Revenue Recognition

+ Allowance [or Doubtful Accounts

+ Financial Instraments and Hedging Activities

« Tmpairment Assessments

« Pension and Other Postretirement Plans

+ Fair Value Measurements

Qur critical accounting policies are reviewed quarterly by the Audit Committee. There were no significant
changes to these critical accounting policies during the nine months ended June 30, 2011.
RESULTS OF OPERATIONS

Due (o the seasonality of our distribution business, we typically incur a net loss in our fiscal third quarter.
For the three months ended June 30, 2011, we reported a net Joss of $0.6 million, or $0,01 per diluted share
compared to a net Joss of $3.2 million, or $0.03 per diluted share in the prior-year quarter. The net loss for the
three months ended June 30, 2011 includes noncash, unrealized net gains of $0.1 million, or $0.00 per diluted
share compared with net losses of $11.1 million, or $0.12 per diluted share for the three months ended June 30,
2010. The net loss for the third quarter includes the impact of the non-cash impairment charge related to
Atmos Gathering System assets, totaling $6.1 million or $0.06 per diluted share.

Excluding the impact of unrealized margins and one-time items, diluted earnings per share decreased
from income of $0.09 per diluted share in the prior-year quarter to income of $0.05 per dilnted share in the
current-year guarter, primarily due a decrease in assel optimization margins in our nonregulated segment,

41



partially offset by rate increases in our natural gas distribution and regulated transmission and storage
segments.

During the current quarter, we announced the sale of our natural gas distribution operations in our
Missouri, 1llinois and lowa scrvice areas. Due to the pending sales transaction, the results of operations for
these three service areas are shown in discontinued operations. During the current-year quarter, discontinued
operations generated net income of $0.9 million, or $0.01 per diloted share, compared with net income of
$1.1 million, or $0.01 per diluted share in the prior-year quarter. Continuing operations in the current quarter
generated a net loss of $1.5 million or $0.02 per diluted share, compared with a net loss of $4.2 million or
$0.04 per diluted share from continuing operations in the prior-year quarter.

We reported net income of $205.6 million, or $2.25 per diluted share for the nine months ended June 30,
2011, compared with net income of $204.3 million or $2.18 per diluted share in the prior-year period. Income
from continning operations was $197.8 million, or $2.16 per diluted share compared with $198.0 million, or
$2.11 per diluted share in the prior-year period. Income from discontinued operations was $7.9 million or
$0.09 per dituted share for the year-to-date period, compared with $6.3 million or $0.07 per diluted share in
the prior year. Unrealized losses in our nonregulated operations during the current period reduced net income
by $1.4 million or $0.02 per diluted share compared with net losses recorded in the prior-year peried of
$6.2 million, or $0.07 per diluted share. Additionally, net income in both periods was impacted by
nonrecurring items. In the prior year-to-date period, net income included the net positive impact of a state
sales tax refund of $4.5 million, or $0.05 per diluted share. In the current year-to-date period, nef income
includes the net positive impact of several one-time items totaling $6.5 miltion, or $0.07 per diluted share
related to the following pre-tax amounts:

+ $27.8 million favorable impact related to the cash gain recorded in association with the unwinding of
two Treasury locks in conjunction with the cancellation of a planned debt offering in November 2011,

+ $30.3 million unfavorable impact related to the non-cash impairment of certain assets in our
nonregulated business.

+ $5.0 million favorable impact related to the administrative settlement of various income tax positions.

On June 10, 2011 we issued $400 miilion of 5.50% senior notes. The effective interest raie on these notes
is 5.381 percent, after giving cffect to the settlement of the $300 million Treasury locks associated with the
offering, The majority of the net proceeds of approximately $394 million was used to repay $350 million of
outstanding commercial paper. The remainder of the net proceeds was used for general corporate purposes.
The Treasury locks were settled on June 7, 2011 with the receipt of $20.1 million from the counterparties due
to an increase in the 30-year Treasury lock rates between inception of the Treasury locks and settlement.
Because the Treasury locks were effective, the net $12.6 million unrealized gain was recorded as a component
of accumulated other comprehensive income and will be recognized as a component of interest expense over
the 30-year life of the senior notes.

During the nine months ended JTane 30, 2011, we executed on our strategy to streamline our credit
facilities, as follows.

+ On May 2, 2011, we replaced our five-year $566.7 million unsecured credit facility, due to expire in
December 2011, with a five-year $750 million umsecured credit facility with an accordion feature that
could increase our borrowing capacity to $1.0 billion.

In December 2010, we replaced AEM’s $450 million 364-day facility with a $200 million, three-year
facility. The reduced amount of the new facility is due to the current low cost of gas and cerfain
regulatory restrictions; however, this facility contains an accordion feature that could increase our
borrowing capacity to $500 million,

-

In October 2010, we replaced our $200 million 364-day revolving credit agreement with a $200 million
180-day revolving credit agreement that expired in April 2011. As planned, we did not replace or
extend this agreement.
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After giving effect to these changes, we now have $9735 million of liguidity available to us from our
commercial paper program and three committed credit facilities and have reduced our financing costs. We
believe this availability provides sufficient liquidity to fund our working capital needs.

The following table presents our consolidated financial highlights for the three and nine months ended
June 30, 2011 and 2010:

Three Months Ended Nine Months Ended
June 30 June 30
2011 2010 2011 2010
(In thousands, except per share data)

Operaling TeVenues .. .............cvunnn $843,615  $761,305  $3,558,374  $3,941,254
Grossprofit. .. ... ... ... ... . ... ... 266,805 247,666 1,085,197 1,096,113
Operating expenses .. ... ...c.vuuveen.a.. 232,727 215,407 684,631 657,499
OCperating iNCOME ... ... ner e ns, 34,078 32,259 400,566 438,614
Miscellaneous income (expense} ........... (1,430) (798) 24,046 (905)
Interest charges . .. ............ . .. ..., 35,845 37,267 112,615 115,481
Income (loss) from continuing operations

before income taxes .. . ................. (3,197 {5,806) 311,997 322,228
Income tax expense {(benefit) . . ... ... ... ... (1,723) {1,577) 114,211 124,199
Income (foss} from continuing operations . . . . . (1,474) 4,229 197,786 198,029
Income (foss) from discontinued operations, net

Of 1aX oo 908 1,075 7,854 6,273
Net income {(10SS) .. ..ot $ (566) $ (3,154) $ 205,640 § 204,302
Diluted net income (loss) per share from

continuing operations . . . ... ... ..., $ (002 $§ 004 $ 216 % 211
Diluted net income per share from discontinued

OPEIAtiONS . o v v e v v e e e 0.01 0.01 0.09 0.07
Diluted net income (loss) per share ......... $ 00D § O3 % 225 % 2.18

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

Three Months Ended June 30

2011 2019 Change
(In thousands, except per share
data)

Regulated operations . . ..ot i i et et e e $2,423 $(3,512) $5935
Nonregulated operalions .. ...t i n e erinereans (3,897) (717 (3,180)
Net loss from continuing operationsS . . . . ..... ..o nnen .. (1,474) (4,229} 2,755
Net income from discontinued operations. . ................... 908 1,075 (167
Net 0SS ot e $ (560) $(3,154) $ 2,588
Diluted EPS {rom continuing regulated operations .. ... ... ...... $ 002 §$ (003 $ 005
Diluted EPS from nonregulated operations . .. ................. (0.04) (0.01} (0.03)
Diluted EPS from continuing operations. .. ................... (0.02) (0.04) 0.02
Diluted EPS from discontinued operations , .., ................ 0.01 0.01 e
Consolidated diluted EPS. .. . ... . . $ (001 $ 003 §$ 002




Nine Months Ended June 30

29011 2010 Change
(In thousands, except per share data)
Regulated operalions. . .. ... . o i i $199,246  $165,993  $ 33,253
Nonregulated operations . .. ......... ... i, {1,460) 32,036 (33,496}
Net income from continuing operations . . ... .............. 197,786 198,029 (243)
Net income from discontinued operations . ................ 7,854 6,273 1,581
NEL HICOME. oo e et e e $205,640  $2043062 $ 1,338
Diluted EPS from conlinuing regulated operations . . ......... $ 218 $ 177 % 041
Diluted EPS from nonregulated operations. .. .............. (0.02) 0.34 (0.36)
Diluted EPS from continuing operations .................. 2.16 2.11 0.05
Dilated EPS from discontinued operations . ... ............. 0.09 0.07 0.02
Consolidated diluted EPS .. .. ... .. ... .. . ... $§ 225 § 218 $ 007

Natural Gas Distribution Segment

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

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

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

Georgia, Kansas, West TeXaS . .. ..ttt e et i e i e e October — May
Kentucky, Mississippi, Tennessee, Mid-Tex.......... .. .. . 00 ht November — April
LOWSIANA, - 1 - ottt it e e e e e December — March
VIrginia . . oo e e January -~ December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is
passed through to our customers without markup. Therefore, increases in the cost of gas are offset by a
corresponding increase in revenues. Accordingly, we believe gross profit is a better indicator of our financial
performance than revenues. However, gross profit in our Texas and Mississippi service areas includes franchise
fees and gross receipts taxes, which are calculated as a percentage of revenue (inclusive of gas costs).
Therefore, the amount of these taxes included in revenues is influenced by the cost of gas and the level of gas
sales volumes, We record the associated tax cxpense as a component of taxes, other than income. Although
changes in these revenue-related taxes arising from changes in gas costs affect gross profit, over time the
impact is offset within operating income.

Higher gas costs may also adversely impact our accounts receivable collections, resulting in higher bad
debt expense and may require us to increase borrowings under our credit facilities resulting in higher intcrest
expense. Finally, higher gas costs, as well as competitive factors in the industry and general economic
conditions may cause customers {o conserve Or use alternative energy sources.

In May 2011, we announced that we had entered into a definitive agreement to sell our natural gas
distribution operations in Missouri, [llinois and fowa. The results of these operations have been separately
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reported in the following tables and exclude general corporate overhead and interest expense that would
normally be allocated to these operations.

Three Months Ended June 30, 2011 compared with Three Months Ended June 30, 2010

Financial and operational highlights for our natural gas distribution segment for the three months ended
June 30, 2011 and 2010 are presented below.

Three Months Ended June 30

2011 2010 Change
(In thovsands, unless otherwise noted)
Grossprofit. .. ... ... ... . .. $200,192  $191,331 § 8,861
Operating exXpenses. . . o oot vt e 183,437 180,902 2,535
Operating income . ... ... it 16,755 10,429 6,326
Miscellaneolls EXPense . . .. vttt i e s (1,153) (72)  (1,081)
Interest charges . ... .. . o i 28,042 29,019 (977)
Loss from continaning operations before income taxes .. ... .. (12,440) (18,662) 6,222
Incometax benefit . ... ... .. ... . (4,311) (6,685) 2,374
Loss from continuing operations. . . .. ................... (8,129 (11,977 3,848
Income from discontinued operations, netof tax . ............ 908 1,075 (167)
Netloss ... ... i $ (7,221 ${10,902) $ 3,681
Consolidated natural gas distribution sales volumes from
continuing operations —MMecf . . ... ... . Lo L 37,0t 35,613 1,398
Consolidated natural gas distribution transportation volumes from
continuing operations — MMcf. .. .. L oL 29,955 27,956 1,999
Consolidated natural gas distribution throughput from continuning
operations —MMcf . ... L L 66,966 63,569 3,397
Consolidated natural gas distribution throughput from
discontinued operations— MMef .. ... o L L oL 2,128 2,359 (231)
Total consolidated natural gas distribution throughput —
MMef, Lo 69,094 65,928 3,166
Consolidated natural gas distribution average transportation
revenue per Mcf ... . ... L $ 046 § 046 5 —
Consolidated natural gas distribution average cost of gas per Mcf
SOld L. $ 559 § 573§ (0.14)



The foHowing table shows our operating income (foss) from continuing operations by natural gas
distribution division, in order of total rate base, for the three months ended June 30, 2011 and 2010. The
presentation of our natural gas distribution operating income {loss} is included for financial reporting purposes
and may not be appropriate for ratemaking purposes.

Three Months Ended June 30

2011 2019 Change
(In thouwsands)

Mid- LK. o e e e $ 759 $(2,179) $2938
Kentucky/Mid-States .. ........ .. .. i 4,832 3,344 1,488
Loumisiana. . ..o s 6,779 6,537 242
sl TERaS . . o it it e e 605 {104) 709
Colorado-Kansas . .. ... .t 3,304 1,623 1,681
MISSISSIPPE. « « oottt e e (615) 950 {(1,565)
L0 13175 1,091 258 833
Total . o e $16,755 $10429  § 6,326

The $8.9 million increase in natural gas distribution gross profit was primarily due to the following:

* $7.5 million net increase in rate adjustments, primarily in the Mid-Tex, Kentucky and Kansas service
areas.

« $1.2 million increase in consolidated throughput due to a five percent increase in consolidated
distribution throughput, primarily from higher consumption.

» $1.5 million decrease due to lower revenune-related taxes, offset by a decrease in taxes, other than
income.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income increased $2.5 million due primarily Lo a

$3.5 million increase in depreciation and amortization expense, partially offset by $1.4 million lower employee
expenses.
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Nine Months Ended June 30, 2011 compared with Nine Months Ended June 30, 2010

Financial and operational highlights for our natural gas distribution segment for the nine months ended
June 30, 2011 and 2010 are presented below.

Nine Months Ended

June 30
2011 2010 Change
(In thousands, uniess otherwise noted)

Grossprofit. . . ... .. .. . $870,132  $854,620 §$ 15512
Operating eXpenses. . ... ..ottt e e 545,917 544,661 1,256
Operating income . .. .. ... ... . . . iirirrrennn. 324,215 309,959 14,256
Miscellaneous INCOIME . . . . . . vttt e it e e et m e 18,305 1,474 16,831
Interest charges. . . ... oo e 87,344 87,877 (333
Income from continuing operations before income taxes . ... 255,176 223,556 31,620
Income tax eXPENse ... .ottt 94,323 86,552 7,771
Income from continwing operations . ... ................ 160,853 137,004 23,849
Income from discontinued operations, netoftax ............ 7,854 6,273 1,581
Net Income . . ... . e e e $168,707  $143,.277 % 25,430
Consolidated natural gas distribution sales volumes from

continuing operations —MMcf .. ... ... oo L oL 253,665 285,996 (32,331)
Consolidated natural gas distribution (ransportation volumes

from continuing operations —MMef .. ... ... ... L. 99,551 98,442 1,109
Consolidated natural gas distribution throughput from

contining operalions — MMecf .. ... ... .. Lo L, 353,216 384,438 (31,222
Consolidated natural gas distribution throughput from

discontinued operations —MMcf .. ... ... . Lo L 12,723 13,835 (1,112}

Total consolidated natural gas distribution throughput —

MMecf . .. e 365,939 398,273 (32,334)

Consolidated natural gas distribution average transportation

revenue per Mef ... o $ 047 § 046 % 001
Consolidated natural gas distribution average cost of gas per

MEFSOId. . v e e e e e e $ 521§ 577 % (0.56)

The following table shows our operating income from continuing operations by natural gas distribution
division, in order of rate base, for the nine months ended June 30, 2011 and 2010. The presentation of our
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natural gas distribution operating income is inciuded for financial reporting purposes and may not be
appropriate for ratemaking purposes.

Nine Months Ended

Jarne 30
2011 20140 Change
{In thousands)
Mid-Tex e $140,674  $128,045  $12,629
Kentucky/Mid-States .. .. ... vt 50,522 43,791 6,731
LOUISTANA. .o vttt e et s e e 44,975 42,775 2,200
West TeXAS ..t e 29,405 33,053 (3,648)
Colorado-Kansas . .. ..ottt i te e et e 26,256 24,071 2,185
MISSISSIPPL - v oot e i 27,604 28,604 (1,000)
Ofher, .. e e 4,779 9,620 (4,841
1 $324,215 $309,959  $14,256

The $15.5 million increase in natural gas distribution gross profit primarily reflects a $35.8 million net
increase in rate adjustments, primarily in the Mid-Tex, Louisiana, Kentucky, Kansas and Georgia service areas.

These increases were partially offset by:

« $11.2 million decrease due to an eight percent decrease in consolidated throughput caused principally
by lower residential and commercial consumption combined with warmer weather this fiscal year
compared to the same peried last year in most of our service areas.

« $8.5 million decrease in revenue-related taxes, primarily due Lo lower revenues on which the tax is
calculated.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income increased $1.3 million, primarily due to
the following:

» $7.4 million increase due to the absence of a state sales tax refund received in the prior year.

* $8.0 million increase in depreciation and amortization expense.

* $1.2 million increase in vehicles and equipment expense.

These increases were partially offset by:

+ $8.2 million decrease in taxes, other than income, due to lower revenue-related taxes.

+ $6.8 million decrease in employee-related expenses,

Net income for this segment for the year-to-date period was also favorably impacted by a $21.8 million
gain recognized in March 2011 as a result of unwinding two Treasury locks and a $5.0 million income tax
benefit related to the administrative settlement of various income tax positions.

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the nine months ended June 30, 2011 are
discussed below. The amounts described below represent the operating income that was requested or recetved
in each rate filing, which may not necessarily reflect the stated amount referenced in the final order, as certain
operating costs may have changed as a result of a commission’s or other governmental authority’s final ruling.
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Annual net operating income increases totaling $28.1 million resulting from ratemaking activity became
effective in the nine months ended June 30, 2011 as summarized below:

Annual Increase to

Rate Action Operating Income
(In thousands)
GRIP IS . . oottt it e et et e e $ 919
Annual rate filing mechanisms . .. ... .. ... . . e 25,070
Other rate aCtVIEY . . .ot e 2,075
$28,0064

Additionally, the following ratemaking efforts were in progress during the third quarter of fiscal 2011 but
had not been completed as of June 30, 2011,

Operating
Income
Division Ratc Action Jurisdiction Requested
(In thousands)

Kentucky/Mid-States . ... .. pPRPY Georgia $ 1,192
Louisiana. .. ............ LGS RSC® Louisiana 4,600
Mid-Tex ............... Rate Review Mechanism (RRM)®  Settled Cities™ 13,152
West Texas ............. Environs Rate Case'™® Amarillo 78
RRM Lubbock 2,136

RRM® WT Cities 2,552

Special Contract Triangle 641

$24,351

) The Pipeline Replacement Program (PRP) surcharge relates to a long-term cast iron replacement program.

@ The Louisiana Commission Staff recommended an increase of $4.1 million effective July 1, 2011, which
the Commission accepted.

) The amount requested represents an increase of $7.7 million under the RRM and $5.5 million related to
year two of our steel service line program. In July 2011, the Company and representatives of the Settled
Cities agreed to no change in operating income under the RRM and an operating income increase of
$5.5 million related to the steel service line program to be implemented on September 1, 2011,

) Represents 439 of the 440 incorporated cities, or approximately 80 percent of the Mid-Tex Division’s cus-
tomers, with whom a settlement agreement was reached during the fiscal 2008 second quarter.

) The Railroad Commission of Texas (RRC) approved the requested increase in operating income on July 26,
2011.

© On August 1, 2011, the Company and representatives of the West Texas Cities agreed to resolve the 2010
RRM with no change to operating income.

Rate Filings

A rate case is a formal request from Atmos Energy to a regulatory authority to increase rates that are
charged to our customers. Rate cases may alse be initiated when the regulatory authorities request us to justify
our rates. This process is referred to as a “show cause” action. Adequate rates are intended to provide for
recovery of the Company’s costs as well as a fair rale of return to cur sharcholders and ensure that we
continue to deliver reliable, reasonably priced natural gas service to our customers, There were no rate cases
completed within our natural gas distribution segment for the first three quarters of fiscal 2011.
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GRIP Filings

The Gas Reliability Infrastructure Program (GRIP) in Texas allows us to include in our rate base annually
approved capital costs incurred in the prior calendar year provided that we file a complete rate case at lcast
once every five years. The following table summarizes our GRIP filings with effective dates during the nine
months ended June 30, 2011.

Additienal
Incrementat Annual
Calendar Net Utility Plant Operating Effective
Division Year Investment Income Date
(In thousands) (In thousands)

2011 GRIP:
West Texas/Lubbock & WT Cities

Environs., ....................... 2010 $ 17,677 $343 06/01/2011
Mid-Tex/Environs. . ................. 2010 107,840 576 06/27/2011

Total 2001 GRIP, ... ... ........... $125,517 $919

Annual Rate Filing Mechanisms

As an instrument to reduce regulatory lag, annual rate filing mechanisms allow us to refresh our rates on
a periodic basis without filing a formal rate case. However, these filings still involve discovery by the
appropriate regulatory authorities prior to the final determination of rates under these mechanisms. We
currently have annual rate filing mechanisms in our Louisiana and Mississippi divisions and in significant
portions of our Mid-Tex and West Texas divisions. These mechanisms are referred to as rale review
mechanisms in our Mid-Tex and West Texas divisions, stable rate filings in the Mississippi Division and a rate
stabilization clause in the Louisiana Division. The following table summarizes filings made under our various
annual rate filing mechanisms for the nine months ended June 30, 2011,

Additional
Annual
Test Year Operating Effective
Division Jurisdiction Ended Income Date

(In thousands}
2011 Filings:

Mid-Tex. ... ... Settled Cities  12/31/2009 $23,122 16/01/2010

Lowdsiana....................... TransLa 09/30/2010 350 04/01/2011

Mid-Tex. ... ... Dallas 12/31/2010 1,598 07/01/2011
Total 2011 Filings. .. ............ $25,070

Other Ratemaking Activity

The following table summarizes other ratemaking activity doring the nine months ended June 30, 2011:

Additional

Annual
Operating Effective
Division Jurisdiction Rate Activity Income Date

(In thousands)
2011 Other Rate Activity:

Kentucky/Mid-States .. ............ Georgia PRP Surcharge $ 764 10/01/2010

Colorado-Kansas . .. .............. Colorado  AMI®V 349 12/01/2010

Colorado-Kansas . . ............... Kansas Ad Valorem™® 685 01/01/2011

Kentucky/Mid-States . ... .......... Missouri  ISRS® 277 02/14/201 1
Total 2011 Other Rate Activity. . . .. $2,075
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9 Automated Meter Infrastructure (AMI) relates to a pilot program in the Weld County area of the Compa-
ny’s service area.

) The Ad Valorem filing relates to a collection of property taxes in excess of the amount included in the
Company’s base rates,

@) Infrastructure System Replacement Surcharge (ISRS) relates to maintenance capital investments made
since the previous rate case.

Regulated Transmission and Storage Segment

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

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

Three Months Ended June 30, 2011 compared with Three Months Ended June 30, 2010

Financial and operational highlights for our regulated transmission and storage segment for the three
months ended June 30, 2611 and 2010 are presented below.

Three Months Ended

June 30

2011 2010 Change

(In thousands, unless otherwise noted)

Mid-Tex transportation . . .. v v e et e e e e e $ 32,008 § 21,908 $1G,190
Third-party transportation. . . ... ...t 16,518 17,521 (1,003)
Storage and park and lend services. . .. ... oo 1,802 2,646 (844)
OEher. . . e e e 3,152 2,882 270
Grossprofit .. ... .. .. ... ... e e 53,570 44,957 3,613
Operating eXpPenses . ... vvvvur e e ot 29,305 24,231 5,074
Operating income. . . ....... ... ... ... .. s 24,265 20,726 3,539
Miscellaneous income (€XPense). « o v e v v v v n i i e (312) 94 {406)
[nferest Charges . .. oo vyt e e e e 7,653 7,667 (14
Income before income taxes. . ... ... ... ............. 16,300 13,153 3,147
INCOME taX EXPCISE - v\ v v v v e n e e e vt et et e e 5,748 4,688 1,060
Netincome . . ... ... .. ... i $ 10,552 % 8465 § 2,087
Gross pipeline transportation volumes —MMef .. .. ... ... .. 141,294 127,861 13,433
Consolidated pipeline transportation volumes — MMef . .. ... .. 112,564 100,770 11,794

On April 18, 2011, the Railroad Commission of Texas (RRC) issued an order in the rate case of Atmos
Pipeline — Texas (APT) that was originally filed in September 2010. The RRC approved an annual operating
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income increase of $20.4 million as well as the following major provisions that went into effect with biils
rendered on and after May 1, 2011:

» Authorized return on equity of 11.8 percent.
* A capital structure of 49.5 percent debt/50.5 percent equity

» Approval of a rate base of $807.7 million, compared to the $417.1 million rate base from the prior rate
case.

* An annual adjustment mechanism, which was approved for a three-year pilot program, that will adjust
regulated rates up or down by 75 percent of the difference between APT’s non-regulated annual revenue
and a pre-defined base credit.

* Approval of a straight fixed variable rate design, under which all fixed costs associated with
transportation and storage services are recovered through monthly customer charges.

The $8.6 million increase in regulated transmission and storage gross profit was attributable primarily to
a net $8.7 million increase as a result of this rate case.

Operating expenses increased $5.1 million primarily due to the following:
+ $3.2 million due to higher levels of pipeline maintenance activities.
+ $1.6 million due to higher depreciation expense.
At June 30, 2011, a GRIP filing was in progress with the RRC in which $12.6 million of additional
annual operating income was requested. On July 26, 2011, the RRC approved the GRIP filing.
Nine Months Ended June 30, 2011 compared with Nine Months Ended June 30, 2010

Financial and operational highlights for our regulated transmission and storage segment for the nine
months ended June 30, 2011 and 2010 are presented below.

Nine Months Ended

June 36

2011 2010 Change

(In thousands, unless otherwise noted)

Mid-Tex ransportation . . . . .ottt it e e $ 92,729 § 81,833 $10,896
Third-party fransportation. . . ... .......... ... ... ... 49,841 49,098 743
Storage and park and lend services. . .. ... .. . L 6,191 7,924 (1,733)
Other. . . e e 8,792 8,143 649
Grossprofit . .. ... ... ... ... 157,553 146,998 10,555
Operating BXPeNseS ...\ttt it e s 79,373 78,498 875
Operating income. . . . ........... ..., 78,180 68,500 9,680
Miscellaneous income .. .. ... . i e 5,267 117 5,150
Interest Charges . ... .o i oot e 23,802 23,589 213
Income before income taxes . .. ........................ 59,645 45,028 14,617
[Ncome tax eXpense . . .ttt e e e 21,252 16,039 5,213
Nef income . . .. ... e $ 38,393  $ 28989 $ 9,404
Gross pipeline transportation volumes — MMef ... ... ... . ... 468,943 478,075 (9,132)
Consolidated pipeline transportation volumes — MMcf . .. .. ... 305,898 295,126 10,772
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The $10.6 million increase in regulated transmission and storage gross profit was attributable primarily
due to the following:

= $8.7 miltion net increase as a result of the rate case that was finalized and became effective in May
2011,

* $6.2 million increase associated with our GRIP filings.

These increases were partially offset by the following:

* $2.8 millien decrease due to a decline in throughpul to our Mid-Tex Division.
« $2.4 million decrease due to decreased transportation fees.

Operating expenses incrcased $0.9 million primarily due to the following:

» $3.0 million increase due to higher depreciation expense.

+ $1.8 million increase due to higher ad valorem taxes,

These increases were partially offset by a $1.3 million decrease related to lower levels of pipeline
maintenance activities.

Miscellaneous income includes a $6.0 million gain recognized in March 2011 as a result of unwinding
two Treasury locks.

Nonregulated Segment

Our nonregulated activities are conducted through Atmos Energy Holdings, Inc. (AEH), which is a
wholly-owned subsidiary of Atmos Energy Corperation and operates primarily in the Midwest and Southeast
areas of the United States.

AEH’s primary business is to deliver gas and provide related services by aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering gas to customers at competitive
prices. In addition, AEH utilizes proprietary and customer-owned transportation and storage assets to provide
various delivered gas services our customers request, including furnishing natural gas supplies at fixed and
market-based prices, contract negotiation and administration, load forecasting, gas storage acquisition and
management services, transportation services, peaking sales and balancing services, capacity utilization
strategies and gas price hedging through the use of financial instruments. As a result, AEH’s gas delivery and
related services margins arise from the types of commercial transactions we have structured with our
customers and our ability to identify the lowest cost alternative among the natural gas supplies, transportation
and markets to which it has access 1o serve those customers.

AEH’s storage and transportation margins arise from (i) utilizing its proprietary 21-mile pipeline located
in New Orleans, Louisiana to aggregate gas supply for our regulated natural gas distribution division in
Louisiana, its gas delivery activities and, on a more Jimited basis, for third parties and (ii) managing
proprietary storage in Kentucky and Louisiana to supplement the natural pas needs of our natoral gas
distribution divisions during peak periods.

AEH also seeks to enhance its gross profit margin by maximizing, through asset optimizalion activities,
the economic value associated with the storage and transportation capacity it owns or controls in our natural
gas distribution and by its subsidiaries. We attempt (o meet these objectives by engaging in natural gas storage
transactions in which we seek to find and profit through the arbitrage of pricing differences in varions
locations and by recognizing pricing differences that occur over time. This process involves purchasing
physical natural gas, storing it in the storage and transportation assets to which AEH has access and selling
financial instruments at advantageous prices to lock in a gross profit margin.

AEH continually manages its net physical position to attempt to increase the future economic profit that
was created when the original transaction was executed. Therefore, AEH may subsequently change its
originally scheduled storage injection and withdrawal plans from: one time period to another based on market
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conditions. If AEH elects to accelerate the withdrawal of physical gas, it will execute new financial
instruments to offset the original financial instruments. If AEH elects to defer the withdrawal of gas, it will
execute new financial instruments to correspond to the revised withdrawal schedule and allow the original
financial instrument to settle as contracted.

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

AFEH also uses financial instruments to capture additional storage arbitrage opportunities that may arise
after the original physical inventory hedge and to attempt to insulate and protect the economic value within its
asset optimization activities. Changes in fair value associated with these financial instraments are recognized
as a component of unrealized margins until they are setiled.

Due to the nature of these operations, natural gas prices and differences in natural gas prices between the
various markets that we serve (commonly referred to as basis differentials), have a significant impact on our
nonregulaled businesses, Within our delivered gas activities, basis differentials impact our ability to create
value from identifying the lowest cost alternative among the natural gas supplies, transportation and markets to
which we have access. Further, higher natural gas prices may adversely impact our accounts receivable
collections, resulting in higher bad debt expense, and may require us to increase borrowings under our credit
facilities resulting in higher interest expense. Higher gas prices, as well as competitive factors in the industry
and general economic conditions may also cause customers to conserve or use alternative energy sources.
Within our asset optimization activities, higher gas prices could also lead 1o increased borrowings under our
credit facilities resulting in higher interest cxpense.

Volatility in natural gas prices also has a significant impact on our nonregulated segment. Increased price
volatility often has a significant impact on the spreads between the market (spot) prices and forward natural
gas prices, which creates opportunities to earn higher arbitrage spreads within our asset optimization activities.
Volatility could also impact the basis differentials we capture in our delivered gas activities. However,
increased volatility impacts the amounts of unrealized margins recorded in our gross profit and could impact
the amount of cash required to collateralize our risk management liabilities.

Three Months Ended June 30, 2011 compared with Three Months Ended June 30, 2010

Financial and operational highlights for our nonregulated segment for the three months ended June 30,
2011 and 2010 are presented below. Gross profit margin consists primarily of margins earned from the delivery
of gas and related services requested by our customers, margins earned from storage and transportation
services and margins earned from asset optimization activities, which are derived from the utilization of our
proprictary and managed third-party storage and transportation assets to capture favorable arbitrage spreads
through natural gas trading activities.

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

Three Months Ended
June 30

2011 2010 Change
{In thousands, unkess otherwise noted)

Realized margins

Gas delivery and related services . .. ... ... .. ... $ 11,631 $12,550 % (919)
Storage and transportation Services. .. ... .o i 4042 3,319 723
L 73 ¢ T S 1,177 1,345 (168)
16,850 17,214 (364)
Asset optimization™ ... (3,623) 9,303 (12,926)
Total realized margins . . . ... ... ... .. .. .. ... .. ... .. 13,227 26,517 {13,290)
Unrealized margins . ... ..... ... ... ... .. . i 178 (14,746} 14,924
Grossprofit .. ... .., . . . . ... e 13,405 11,771 1,634
Operating expenses, excluding asset impairment. . . ..... ... .. 9,359 10,667 {1,308)
Asset impairment .. ... ... e 10,988 — 10,988
Operating income (loss). . ......... ... . ... .. ... (6,942} 1,104 (8,046)
Miscellaneous INCOMe . . .. ... it e 168 511 (343)
Interest Charges . . oo .o i e e e 283 1,912 (1,629)
Loss before income taxes . . .. ... . . (7,057) 297) (6,760)
Income tax expense (benefit) . . ... . ... ... oL, 3,1600 420 (3,580)
Nt 058 . .o $ 3897 § (1D § (3.18D)
Gross nonregulated delivered gas sales volumes — MMcf. .. . .. 104,658 91,854 12,804
Consolidated nonregulated delivered gas sales volumes —
MMoeE . e 88,382 75,014 13,368
Net physical position (Bef) ... ... .. .o 16.7 20.1 (3.4)

4 Net of storage fees of $3.8 miilion and $3.3 million.

Realized margins Tor gas delivery, storage and transportation services and other services were
$16.9 million during the three months ended June 30, 2011 compared with $17.2 million for the prior-year
quarter. The decrease primarily reflects a decrease of $0.03/Mecf for consolidated delivered gas margins in the
current quarter, partially offset by an 18 percent increase in consolidated delivered gas volumes due to new
customers in the power generation market.

The $12.9 million decrease in realized assel optimization margins from the prior-year quarter reflects the
impact of continued weak patural gas market fundamentals, which have reduced price volatility and
compressed spot to forward spread values resulting in less favorable trading opportunities. As a result, during
the current goarter, AEH captured smaller spread values from its asset oplimization activities. This contrasts to
the prior-year quarter, when AEH recognized higher spread values that it had captured from rolling positions.

Weak market fundamentals have also reduced the demand and fees paid for storage. During the guarter,
AEH started to capitalize on falling storage demand {ees by replacing expiring storage contracts with new
contracts with lower storage demand fees and allowing non-strategic contracts to expire without renewing
them. This should improve AEH’s ability to realize gains from its assel optimization activities in future
periods.
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The decrease in realized asset optimization margins was offset by a $14.9 million increase in unrealized
margins that reflects the quarter-over-quarter timing of realized margins coupled with lower natural gas price
volatility.

Operating expenses decreased $1.3 million primarily due to lower employee costs.

Asset impairment reflects the $11.0 million pre-tax impairment of certain natural gas gathering assets
recorded in the current quarter.

Interest charges decreased $1.6 million primarily due to a decrease in intercompany borrowings.

Nine Months Ended june 30, 2011 compared with Nine Months Ended June 30, 2010

Financial and operational highlights for our natural gas marketing segment {or the nine months ended
June 30, 2011 and 2010 are presented below.
Ninc Months Ended
June 30
2011 2014 Change
(In thousands, unless otherwise noted)

Realized margins

Gas delivery and related services. .. ................... $ 46,842 $ 45763 $ 1,079
Storage and {ransportation Services . ... ... ... 10,913 9,746 1,167
Other .. e 3,956 3,907 49
61,711 59,416 2,295
Asset optimization™ .. L (344) 46,694 (47,038)
Total realized margins . ... ...... ... ... ............. 61,367 106,110 {44,743)
Unrealized margins. . . .. ..., ... . i (2,726) (10,403) 1,677
Grossprofit. . . ... .. .. .. 58,641 895,707 (37,066)
Operating expenses, excluding asset impairment .. .......... 30,200 35,552 (5,352)
ASSEL IMPRIFMENE . .. .. e 33,270 — 30,270
Operating income {loss) .. .......... ... ... . ... ..... (1,829 60,155 (61,984)
Miscellaneous INCOME. . . .. v ittt i e e i i e 764 1,524 (760)
Interest Charges. . ..o v vttt e 1,759 8,035 (6,276)
Income (loss) before income taxes. . . ................... (2,824) 53,644 (56,468)
Income tax expense (benefit). . .. ..... ... ... .. .. ... {1,364) 21,608 (22.972)
Netincome (J0S5). . ... . .o it i $ (1,460 $ 32,036  $(33,496)
Gross nonregulated delivered gas sales volumes — MMecf .. ... 339,747 317,992 21,755
Consolidated nonregulated delivered gas sales
volumes — MMcf . ... . 290,486 267,136 23,350
Net physical position (Bef) ... ... ... ... . L. 16.7 20.1 3.4

9 Net of storage fees of $10.7 million and $10.0 million,

Realized margins for gas delivery, storage and transportation services and other services were

$61.7 million during the nine months ended June 3G, 2011 compared with $59.4 million for the prior-year
period. The increase primarily reflects a nine percent increase in consolidated delivered gas sales volumes due
to new customers in the power generation market and a $1.2 million increase in margins from storage and
transportation services, atiributable to new drilling projects in the Barnett Shale area.

56



The $47.0 million decrease in realized asset optimization margins from the prior-year period primarily
reflects greater intramonth trading gains realized in the prior-year period from more favorable trading
opportunities in the daily cash market, combined with lower realized gains in the cwrent-year period due to
continued weak natural gas market fundamentals,

Unrealized margins increased $7.7 million in the current peried compared to the prior-year period
primarily due to the timing of year-over-year realized margins,

Operating expenses decreased $5.4 million primarily due to lower employee expenses.

Asset impairment includes the aforementioned $11.0 million pre-tax impairment charge related to certain
natural gas gathering assets. In addition, an asset impairment charge of $19.3 million was recorded in March
2011 related to our investment in Fort Necessity, As we previously discussed in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2010, in February 2008, Atmos Pipeline and Storage,
LLC, a subsidiary of AEH, announced plans to construct and operate a salt-cavern storage project in Franklin
Parish, Louisiana. In March 2010, we entered into an option and acquisition agreement with a third party,
which provided the third party with the exclusive option to develop the proposed Fort Necessity sall-dome
natural gas storage project. In July 2010, we agreed with the third party to extend the option period to March
2011, In January 2011, the third party developer notified us that it did not plan to commence the activities
required to allow it to exercise the option by March 2011; accordingly, the option was terminated, We
evaluated our strategic alternatives and concluded the project’s returns did not meet our investment objectives.
As such, we recorded a pretax noncash impairment to write off substantially all of our investment in the
project during the second quarter of fiscal 2011.

Interest charges decreased $6.3 million primarily due to a decrease in intercompany borrowings.

Asset Optimization Activities

AEH monitors the impact of its asset optimization efforts by estimating the gross profit, before related
fees, that it captured through the purchase and sale of physical natural gas and the execution of the associated
financial instruments, This economic value, combined with the effect of the future reversal of unrealized gains
or losses currently recognized in the income statement and related fees is referred to as the potential gross
profit.

We define potential gross profit as the change in AEH’s gross profit in {uture periods if its optimization
efforts are executed as planned, This amount does not include other operating expenses and associated income
taxes that will be incurred (o realize this amount, Therefore, it does not represent an estimated increase in
futore net income. There is no assurance that the economic value or the potential gross profil will be fully
realized in the future.

We consider this measure a non-GAAP financial measure as it is calculated using both forward-looking
storage injection/withdrawal and hedge settlement estimates and historical financial information. This measure
is presented because we believe it provides a more comprehensive view to investors of our asset optimization
efforts and thus a better understanding of these activities than would be presented by GAAP measures alone.
Because there is no assurance that the economic value or potential gross profit will be realized in the future,
corresponding future GAAP amounts are not available.
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The following table presents AEH’s economic value and its potential gross profit (loss) at June 30, 2011
and 2010.

June 30
2011 2010

(In millions, unless
otherwise noted)

Economic vallle. . .. ... e e $ (77D %385
Associated unrealized 1085€8. .. ... L L e B3 165
SUbtOtal. L e e e 0.6 8.0
Related fees™ . ..o e _(214)  (13.8)
Potential gross profit (JOss). .. ..o e ﬂ) EE“(_MS;EE)
Net physical position (Bef) ... . o 167 201

) Related fees represent the contractual costs to acquire the storage capacity wtilized in our nonregulated
segment’s asset optimization activities. The fees primarily consist of demand fees and contractual obliga-
tions to sell gas below market index prices in exchange for the right to manage and optimize third party
storage assets for the positions we have entered into as of Tune 30, 2011 and 2010.

During the nine months ended June 30, 2011, our nonregulated segment’s economic value decreased from
{$7.5) million, or {($0.48)/Mcf at September 30, 2010 to ($7.7) million, or ($0.46)/Mcf. This compares
favorably to economic value at June 30, 2010 of ($8.5) million, or ($0.42)/Mcf.

For the nine months ended June 30, 2011, the decrease in our economic valne was primarily the result of
withdrawing physical gas below our overall weighted average cost of gas while settling financial instruments
with higher average prices.

The economic value is based upon planned storage injection and withdrawal schedules and its realization
is contingent upon the execution of this plan, weather and other execution factors. Since AEH actively
manages and optimizes its portfolio to attempt to enhance the future profitability of its storage position, it may
change its scheduled storage injection and withdrawal plans from one time period to another based on market
conditions, Therefore, we cannot ensure that the economic value or the potential gross profit calculated as of
June 30, 2011 will be fully realized in the future nor can we predict in what time periods such realization may
occur. Further, if we experience operational or other issues which limit our ability to optimally manage our
stored gas positions, our carnings could be adversely impacted.

Liguidity and Capital Resources

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

We regularly evaluate our funding strategy and profile to ensure that we have sufficient liquidity for our
short-term and long-term needs in a cost-effective manner. We also evaluate the levels of committed borrowing
capacity that we require. During fiscal 2011, we have been executing our strategy of consolidating our short-
term facilities used for our regulated operations into a single line of credit, including the following.

« On May 2, 2011, we replaced our five-year $566.7 million unsecured credit facility, due to expire in
December 2011, with a five-year $750 million unsecured credit facility with an accordion feature that
could increase our borrowing capacity to $1.0 billion.

* In December 2010, we replaced AEM’s $450 million 364-day facility with a $200 million, three-year
facility. The reduced amount of the new facility is due to the current low cost of gas and certain
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regulatory restrictions; however, this facility contains an accordion feature that could increase our
borrowing capacity to $500 million.

» In October 2010, we replaced our $200 million 364-day revolving credit agreement with a $200 million
180-day revolving credit agreement that expired in April 2011. As planned, we did not replace or
extend Lhis agreement.

As a result of these changes, we now have $975 million of availability from our commercial paper
program and three committed revolving credit facilities with third parties.

Our $350 million 7.375% senior notes were paid on their maturity dale on May 15, 2011 using funds
drawn from commercial paper. We refinanced this debt on a long-term basis through the issuance of
$400 million 5.50% 30-year unsccured senior notes on June 10, 2011. On September 30, 2010, we entered
into three Treasury lock agreements to fix the Treasury yield component of the interest cost of financing the
anticipated issuances of senior notes. The Treasury locks were settled on June 7, 2011 with the receipt of
$20.1 milion from the counterparties due to an increase in the 30-year Treasury lock rates between inception
of the Treasury lock and settlement. The effective interest rate on these notes is 5.381 percent, after giving
effect to offering costs and the settlement of the $300 million Treasury locks. The majority of the net proceeds
of approximately $394 million was used to repay $350 million of outstanding commercial paper. The
remainder of the net proceeds was used for general corporate purposes.

Additionally, we had planned to issue $250 million of 30-year unsecured notes in November 2011 to fund
our capital expenditure program. In September 2010, we entered into two Treasury lock agreements to fix the
Treasury yield component of the interest cost associated with the anticipated issuance of these senior notes,
which were designated as cash flow hedges of an anticipated transaction. Due to stronger than anticipated cash
flows primarily resulting from the extension of the Bush tax cuts that allow the continued use of bonus
depreciation on qualifying expenditures through December 31, 2011, the need to issue $230 million of debt in
November was eliminated and the related Treasury lock agreemcnts were unwound, A pretax cash gain of
approximately $28 million was recorded in March 2011.

We believe the liquidity provided by our senior notes and committed credit facilities, combined with our
operating cash flows, will be sufficient to fund our working capital needs and capital expenditure program for
the remainder of fiscal 2011.

Cash Flows

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

Cash flows from operating, investing and financing activities for the nine months ended June 30, 2011
and 2010 are presented below.

Nine Months Eaded June 30
2011 2010 Change
{In thousands)

Total cash provided by (used in)

Operating actvities. . . ... ..t i e e $519,562 $594,564  $(75,002)
Investing activities ... ... ... i (393,656} (362,787  (30,869)
Financing activities. . ... ... ... ... ... .. . .. . .. .. 140,429y  (162,597) 22,168
Change in cash and cash equivalents. . ... ............... (14,523) 69,180 (83,703)
Cash and cash eguivalents at beginning of period .. ..... ... 131,952 111,203 20,749
Cash and cash equivalents at end of period . .. .. .......... $117,429 $ 180,383  $(62,954)




Cash flows from operating dactivities

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

For the nine months ended June 30, 2011, we generated operating cash flow of $519.6 million from
operaling activities compared with $594.6 million for the nine months ended June 30, 2010. The $75.0 million
decrease in operating cash flows primarily reflects the timing of gas cost recoveries under cur purchased gas
cost mechanisms and other net working capital changes.

Cuash flows from investing activifies

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

Capital expenditures for fiscal 2011 are expected to range from $610 million to $625 million. For the
nine months ended June 30, 2011, capital expenditures were $390.3 miltion compared with $362.3 million for
the nine months ended June 30, 2010. The $28.0 million increase in capital expenditures primarily reflects
spending for the steel service line replacement program in the Mid-Tex Division and the development of a
new customer service system in the current year, partially offset by the costs incurred in the prior fiscal year
Lo relocate the company’s information technology data center.

Cash flows from financing activities

For the nine months ended June 30, 2011, our financing activities used $140.4 million of cash compared
with $162.6 million of cash used in the prior-year period, primarily due to higher proceeds from debt issuances
in the current year, including the following:

* $394.6 million net cash proceeds received in June 2011 related to the issuance of $400 million
5.50% senior notes due 2041,

* $20.1 million cash received in June 2011 related to the settlement of three Treasury locks associated
with the $400 million 5.50% senior notes offering.

» $27.8 million cash received in March 2011 related to the unwinding of two Treasury locks.
These higher proceeds were partially ofl'sct by higher repayment activity, including the following:

* $360.1 million for scheduled long-term debt repayments. In the current-year period, $360.1 million of
long-term debt was repaid, including our $350 million 7.375% senior notes that were paid on their
maturity date on May 13, 2011. In the prior-year period, $0.1 million of long-term debt was repaid.

*+ $56.1 million for short-term debt repayments. In the current-year period, $132.1 million of short-term
debt was repaid, compared with $76.0 million in the prior-year period.

* $4.1 million for the repurchase of equity awards. In the current-year period, we repurchased $5.3 million
equity awards, compared with $1.2 million in the prior-year period.
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The following table summarizes our share issuances for the nine months ended June 30, 2011 and 2010,
Nine Months Ended

June 39
2011 2010
Shares issued:
Direct Stock Purchase Plan . ... ... . . — 103,529
Retirement Savings Planand Trust. . ... ... . o i i e 79,722
1998 Long-Term Incentive Plan . . . .. .. .. ... ... . ... ... 663,555 375,039
Qutside Directors Stock-for-Fee Plan . . . . ... .. ... . . . it ... 1,801 2,689
Total shares issued, ., .. . .o e e 665,356 560,979

The year-over-year change in the number of shares issued primarily reflects an increased number of
shares issued under our 1998 Long-Term Incentive Plan due to the exercise of stock options during the current
year. This increase was partially offset by the fact that we are purchasing shares in the open market rather than
issuing new shares for the Direct Stock Purchase Plan and the Retirement Savings Plan. During the nine
months ended June 30, 2011, we cancelled and retired 169,269 shares attributable to federal withholdings on
equity awards and repurchased and retired 375,468 shares attributable to our accelerated share repurchase
agreement, which are not included in the table above.

Share Repurchase Agreement

On, July 1, 2010, we entered into an accelerated share repurchase agreement with Goldman Sachs & Co.
under which we repurchased $100 million of our outstanding common stock in order to offset stock grants
made under our various employee and director incentive compensation plans.

We paid $100 million to Goldman Sachs & Co. on July 7, 2010 for shares of Atmos Energy common
stock in a share forward transaction and received 2,958,580 shares. On March 4, 2011, we received and retired
an additional 375,468 common shares, which concluded our share repurchase agreement. In total, we received
and retired 3,334,048 common shares under the repurchase agreement. The final number of shares we
ultimately repurchased in the transaction was based generally on the average of the daily volume-weighted
average share price of our common stock over the duration of the agreement. As a result of this transaction,
beginning in our fourth quarter of fiscal 2010, the number of outstanding shares used to calculate our earnings
per share was reduced by the number of shares received and the $100 million purchase price was recorded as
a reduction in shareholders’ equity.

Credit Facilities

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

We finance our short-term borrowing requirements through a combination of a $750.0 million commercial
paper program and three committed revolving credit facilities with third-party lenders that provided approxi-
mately $1.0 billion of working capital funding. As of June 30, 2011, the amount available to us under our
credit facilities, net of outstanding letters of credit, was $900.2 million. These facilities are described in further
detail in Note 6 to the unaundited condensed consolidated financial statements.

Shelf Registration

We have an effective shelf registration statement with the Securities and Exchange Commission (SEC)
that permits us to issue a total of $1.3 billion in common stock and/or debt securities. The shelf registration
statement has been approved by all requisite state regulatory commissions. Due to certain restrictions imposed
by one state regulatory commission on our abilily Lo issue securities under the new registration statement, we
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were able to issue a total of $950 million in debt securities and $350 million in equity securities. At June 30,
2011, $900 million was available for issuance. Of (his amount, $550 million is available for the issuance of
debt securities and $350 million remains available for the issuance of equity securities under the shelf until
March 2013.

Credit Ratings

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

Our debt is rated by three rating agencies: Standard & Poor’s Corporation (S&P), Moody’s Investors
Service (Moody’s) and Fitch Ratings, Ltd. (Fitch). On May 11, 2011, Moody’s upgraded our senior unsecured
debt rating to Baal from BaaZ2, with a ratings outlook of stable, citing steady rate increases, improving credit
metrics and a strategic focus on lower risk regulated activities as reasons for the upgrade. On June 2, 2011,
Fitch upgraded our senior unsecured debt rating to A- from BBB+, with a ratings outlook of stable, citing a
constructive regulatory environment, strategic focus on lower risk regulated activities and the geographic
diversity of our regulated operations as key rating factors. As of June 30, 2011, S&P maintained a stable
outlook. Our current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured senior long-termdebt. .. ... ... . ... .. Ll BBB+ Baal A-
Commercial DaAPer . ... v e e L A2 P-2 B2

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

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

Debt Covenants

We were in compliance with all of our debt covenants as of June 30, 2011. Our debt covenants are
described in greater detail in Note 6 to the unaudited condensed consolidated financial statements,
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Capitalization

The following table presents our capitalization inclusive of shori-term debt and the current portion of
long-term debt as of June 30, 2011, September 30, 201¢ and June 30, 2010:

Jure 39, 2011 September 30, 2610 June 30, 2010
{In thousands, except percenfages)
Short-termdebt .. ... ... . ... ... ..., 3 — — $ 126,100 2.8% $ — —
Long-termdebt . ...... ... ... ... ... 2,208,540 48.6% 2,169,682 48.5% 2,169,677 48.4%
Shareholders’ equity .. ............. 2,335,824 514% 2,178,348 48.7% 2,313,730 51.6%
Ol o oo $4,544364  100.0% $4,474,130  100.0% $4,483407  100.0%

Total debt as a percentage of total capitalization, including short-term debt, was 48.6 percent at June 30,
2011, 51.3 percent at September 30, 2010 and 48.4 percent at June 30, 2010. Qur ratio of total debt to
capitalization is typically greater during the winter heating season as we incur short-term debt to fund natural
gas purchases and meet our working capital requirements. We intend to maintain our debt to capitalization
ratio in a target range of 50 to 55 percent.

Contractual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 9 to the unaudited condensed consolidated
financial statements, There were no significant changes in our contractual obligations and commercial
commitments during the nine months ended June 30, 2011.

Risk Management Activities

We conduct risk management activities through our natural gas distribution and noaregulated segments. In
our natural gas distribution segment, we use a combination of physical storage, fixed physical contracts and
fixed financial contracts to reduce our exposure to unusually large winter-period gas price increases.

In our nonregulated segment, we manage our exposure to the risk of natural gas price changes and lock
in our gross profit margin through a combination of storage and financial instruments, including futures,
over-the-counter and exchange-traded options and swap conlracts with counterparties. To the extent our
inventory cost and actual sales and actual purchases do not correlate with the changes in the market mdices
we use in our hedges, we could experience ineffectiveness or the hedges may no longer meet the accounting
requirements for hedge accounting, resulting in the financial instruments being treated as mark to market
instruments through earnings.

The following table shows the components of the change in fair value of our natural gas distribution
scgment’s financial instruments for the three and nine months ended June 30, 2011 and 2010:

Three Months Ended Nine Months Ended
June 30 June 30
2011 2016 2011 2014
(In thousands)

Fair value of contracts at beginming of period. ... .. $ 30,533 $(21,735)  $(49,600) $(14,1606)
Contracts realized/fsettled .., ................ (13) 20 (51,058) (34,438)
Fair value of new contracts . ................ 1,801 182 2,872 12,054)
Other changesinvalue. .. .................. (34,845) 1,183 95,262 30,268

Fair value of contracts at end of period .. ........ $ (2,924) $(20,390) § (2,524) $(20,390)




The fair value of our natural gas distribution segment’s financial instruments at June 30, 2011 is presented
below by time period and fair value source:

Fair Value of Contracts at June 30, 2011
Maturi€y in Years

Less Greater Total Fair
Source of Fair Value Than 1 13 ﬁi Than 5 Value
{In thousands}
Prices actively quoted .., ... ., i, $(3.,235) $711  $— $— $(2.524)
Prices based on models and other valuation
methods. . ... . . — - - — —
Total Fair Value. .. .. .. v i e $(3,235) %711  $— $— $(2,524)

The following table shows the components ol the change in fair value of our nonregulated segment’s
financial instruments for the three and nine months ended June 30, 2011 and 2010:

Three Months Ended Nine Months Ended
June 36 June 39
2011 2010 2011 2010
(In thousands)

Fair value of contracts at beginning of period ... ... $(12,542) $14,227  $(12,374) $ 26,698
Contracts realizedfsettled. . . ... .............. 3,357 (8,100) 3,282 (32,342)
Fair value of new contracts .. ................ — — — —
Otherchangesinvalue .. ................... (1,824) (8,337) (2,317} 3,434

Fair value of contracts at end of period . ... ... ... (11,409) (2,210) (11,409 (2,210)

Netting of cash collateral . ... ................. 15,382 18,017 15,382 18,017

Cash collateral and fair value of contracts al period
end. .. $ 3,973 $15807 § 3,973 $ 15807

The fair value of our nonregulated segment’s financial instruments at June 30, 2011 is presented below by
time period and fair value source:
¥air Value of Contracts at June 30, 2011
Maturify in Years

Less Greater Total Fair
Source of Fair Value Than 1 1-3 4-5 Than 5 Value
(In thousands)
Prices actively quoted . ......... ... ... ..... $(5,336)  $(6,097) $24 $— $(11,409)
Prices based on models and other valuation
methods . ... e — — — o —
Total Fair Value ... ......... ... . ... .... $(5,336) $(6,097) $24 $— $(11,40%)

Pension and Postretirement Benefits Obligations

For the nine months ended June 30, 2011 and 2010, cur total net periodic pension and other benefits
costs were $42.7 million and $38.1 million. Those costs relating to our natural gas distribution operations are
recoverable through our gas distribution rates; however, a portion of these costs is capitalized into our
distribution rate base, The remaining costs are recorded as a component of operation and maintenance
expense.

Onr fiscal 2011 costs were determined using a September 30, 2010 measurement date. As of
September 30, 2010, interest and corporate bond rates utilized to determine our discount rates, were
significantly higher than the interest and corporate bond rates as of September 30, 2009, the measurement date
for our fiscal 2010 net periodic cost. Accordingly, we decreased our discount rate used to determine our fiscal
2011 pension and benefit costs to 5.39 percent. We maintained the expected return on our pension plan assets
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at 8.25 percent, despite the recent decline in the financial markets as we believe this rate reflects the average
rate of expected earnings on plan assets that will fund our projected benefit obligation. Accordingly, our fiscal
2011 pension and postretirement medical costs for the nine months ended June 30, 2011 were significantly
higher than the prior-year period.

In August 2010, the Board of Directors of Atmos Energy approved a proposal to close the Pension
Account Plan (PAP) to new participants, effective October 1, 2010. Employees participating in the PAP as of
October 1, 2010 were allowed to make a one-time election to migrate from the PAP into our defined
contribution plan with enhanced features, effective January 1, 2011, Participants who chose to remain in the
PAP will continue to earn benefits and interest allocations with no changes to their existing benefits. During
the election period, a limited number of participants chose to join the new plan, which resulted in an
immaterial curtailment gain and a revaluation of the net periodic pension cost for the remainder of fiscal 2011.
An immaterial curtailment gain was recorded in our second fiscal quarter. The revaluation of the net periodic
pension cost resulted in an increase in the discount rate, effective fanuary 1, 2011 to 5.68 percent, which will
reduce our net periodic pension cost by approximately $1.8 million for the remainder of the fiscal year. All
other actuarial assumptions remained the same,

In accordance with the Pension Protection Act of 2006 (PPA), we determined the funded status of our
plans as of January 1, 2011, Based upon this valuation, we expect we will be required to contribute less than
$2 million to our pension plans by September 15, 2011. The need for this funding reflects the decline in the
fair value of the plans’ assets resulting from the unfavorable market conditions experienced during 2008 and
2009, This contribution will increase the level of our plan assets to achieve a desirable PPA funding threshold.
With respect to our postretirement medical plans, we anticipate contributing a total of approgimately
$12 million to these plans during fiscal 2011,

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

The following tables present certain operating statistics for our natural gas distribution, regulated
transmission and storage and nonregulated segments for the three and nine month periods ended June 30, 2011

and 2010,

Natural Gas Distribution Sales and Statistical Data — Continuing Operations
Three Months Ended

METERS IN SERVICE, end of period
Residential

Commercial

Industrial

Public authority andother . .. ................

Total meters

INVENTORY STORAGE BALANCE — Bef
SALES VOLUMES — MMcf?"
Gas sales volumes

Residential . ... ... ... ... ... ... .. ......
Commercial
Industrial

Public authority and other

Total gas sales volumes

Transportation volumes . . ... ..................

Total throughput . ... ... .. ... .. ... . ...

OPERATING REVENUES (000°s)®®
Gas sales revenues
Residential
Commercial
Industrial
Public authority and other

Total gas sales revenues. .. ................
Transportation revenues . ........ . i
Other gas revenues

Total operating revenues

Average transportation revenue per Mcf. .. .. ... ...
Average cost of gas per Mcf sold

Nine Months Ended

June 30 June 349

2011 2010 2011 2010
2,845,554 2,841,716 2,845,554 2,841,716
258,448 262,349 258,448 262,349
2,319 2,359 2,319 2,359
10,206 10,117 10,206 10,117
3,116,527 3,116,541 3,116,527 3,116,541
36.3 32.8 363 32.8
17,077 17,060 150,154 173,787
14,149 13,690 79,632 88,260
3,922 3,490 15,115 15,236
1,863 1,373 8,764 8,713
37,011 35,613 253,665 285,996
31,036 28,678 102,824 101,449
68,047 64,291 356,489 387,445
$ 232,725 $§ 230,333 $1,379,223  $1,602,510
118,916 116,933 593,860 685,996
22,525 19,108 85,641 90,468
12,013 9,125 58,096 61,595
386,179 375499 2,116,820 2,440,569
13,946 13,303 47,364 46,276
6,906 7,517 23,723 25,187
$ 407,031 $ 396,319  $2,187,907 $2,512,032
$ 045 % 046 % 046 % 0.46
$ 559 % 576 % 519 % 5.80

See footnote following these tables.
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Natural Gas Distribution Sales and Statistical Data — Discontinued Operations

Meters in service, end of period . ................
Inventory storage balance —Bef. . ......... ... ...

Sales volumes — MMcf

Total gas sales volumes . . ... ... .............
Transportation volumes . .. ...................

Total throughput ... ... ... . ... ... ... ... ...

Operating revenues (000°s) .. ... ... .. ... ....

Three Months Ended

Nine Months Ended

Regulated Transmission and Storage and Nonregulated Operations Sales and Statistical Data

CUSTOMERS, end of period

Industrial . . ..o i e

NONREGULATED INVENTORY STORAGE

BALANCE —Bef .. ... ... .. ... ... ...,

REGULATED TRANSMISSION AND

STORAGE VOLUMES — MMcf® ... ........

NONREGULATED DELIVERED GAS SALES

VOLUMES —MMef(1} ....................

OPERATING REVENUES (000%)™"

Regulated transmission and storage. ... .........
Nonregulated . ....... ... ... . . e,

Total operating revenues .. .. ... .vvev. ...

Note to preceding tables:

Three Months Ended

June 30 Jume 30

2011 2010 2011 2010
83,109 83,0694 83,109 83,094
2.0 1.9 2.0 1.9
936 726 7,910 8,187
1,192 1,633 4,813 5,648
2,128 2,359 12,723 13,835
$11,524  § 8,952 $71,047  $62,121

Nine Months Ended

June 30 June 30

2011 2010 2011 2010
764 732 764 732
61 61 61 61
511 507 511 507
1,336 1,300 1.336 1,300
214 21.9 214 21.9
141,294 127,861 468,943 478,075
104,658 91,854 339,747 317,992
$ 53570 $ 44957 $ 157,553 % 146,998
491,285 427,405 1,550,456 1,652,453
$544 855  $472,362  $1,708,009  $1,799,451

(M Sales volumes and revenues reflect segment operations, including intercompany sales and transportation

amounts.

RECENT ACCOUNTING DEVELOPMENTS

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

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Information regarding our quantitative and qualitative disclosures about market risk are disclosed in
Item 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2010. During the nine
months ended June 30, 2011, there were no material changes in our quantitative and qualitative disclosures

about market risk.



Item 4. Conirols and Procedures
Management’s Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management,
including our principal executive officer and principal financial officer, of the effectiveness of the Company’s
disclosure controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(¢) under the
Securities Exchange Act of 1934, as amended (Exchange Act). Based on this evaluation, the Company's
principal executive officer and principal financial officer have concluded that the Company’s disclosure
controls and procedures were effective as of June 30, 2011 to provide reasonable assurance that information
required to be disclosed by us, including our consolidated entities, in the reports that we file or submit under
the Exchange Act is recorded, processed, summarized, and reported within the time periods specified by the
SEC’s rules and forms, including a reasonable level of assurance that such information is accumulated and
communicated to our management, including our principal executive and principal financial officers, as
appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the third quarter of the fiscal year ended
September 30, 2011 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

PART II. OTHER INFORMATION

Ttem 1. Legal Proceedings

During the nine months ended June 30, 2011, except as noted in Note 9 to the unaudited condensed
consolidated financial statements, there were no material changes in the status of the litigation and other
matters that were disclosed in Note 12 to our Annual Report on Form 10-K for the fiscal year ended
September 30, 2010. We continue to believe that the final outcome of such litigation and other matters or
claims will not have a material adverse effect on our financial condition, results of operations or cash flows.

Ttem 6, Exhibits

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

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

AtMOS ENErGY CORPORATION
{Registrant)

By: /s/ Frep E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President and Chief
Financial Officer
(Duly authorized signatory)

Date: August 4, 2011
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Exhibit

Number

12

15

31

32
101.INS
101.5CH
101.CAL
101.DEF
101.LAB
101.PRE

EXHIBITS INDEX
Hem 6

Page Number or
Incorporation by
Description Reference to

Computation of ratio of earnings to fixed charges
Letter regarding unaudited interim financial information
Rule 13a-14(a)/15d-14(a) Certifications

Section 1350 Certifications*

XBRL Instance Document®*

XBRL Taxonomy Extension Schema**

XBRL Taxonomy Extension Calculation Linkbase**
XBRL Taxonomy Extension Definition Linkbase**
XBRL Taxonomy Extension Labels Linkbase**

XBRI Taxonomy Extension Presentation Linkbase®*

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Execu-
tive Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q,
will not be deemed to be filed with the Commission or incorporated by reference into any filing by the
Company under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent
that the Company specifically incorporates such certifications by reference.

** Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hercto are deemed not
filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities
Act of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities and Exchange
Act of 1934, as amended, and otherwise are not subject to liability under those sections.
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