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PART 1. FINANCIAL INFORMATION

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

June 30, September 30,

2009 2008

(Unaudited)
(In thousands, except
share data)
ASSETS
Property, plant and equipment . . . ... ...ttt i i e $5.963,098  $5,730,156
Less accumulated depreciation and amortization. . .. .......ovvier ... 1,623,734 1,593,297
Net property, plant and equipment . ... ... ... ... ... ... . ..., 4,339,364 4,136,859
Current assets

Cashand cash equivalents. . ... .. ..ottt et e iaamnens 125,735 46,717
Accounts receivable, et . . ... ... ittt e e e 241,582 477,151
Gasstorednndergronnd. . . .. ... .. L e 317,275 576,617
Other CUITENt ASSEIS. & o v v v e vttt ee i mr s mm s eanname s onneaennnanen 111,420 184,619
Total COITent ASSELS & . o vttt it et e e et et e e e 796,012 1,285,104
Goodwill and intangible assets .. ....... .. .. i i 738,615 739,086
Deferred charges and otherassets ... ... ... .t 222039 225,650

$6,096,030  $6,386,699

CAPITALIZATION AND LIABILITIES
Shareholders’ equity

Common stock, no par value (stated at $.005 per share);
200,000,000 shares authorized; issued and outstanding:

June 30, 2009 — 92,234,134 shares;

September 30, 2008 — 90,814,683 shares. . . . ....... ..ot $ 461 $ 454
Additional paid-incapital . ........... ... . i 1,779,184 1,744,384
Retained earnings . . ... ..o iv ittt e e e e 451,856 343,601
Accumulated other comprehensiveloss ... .. ... L oo e, (39,981) (35,947)

Shareholders” equity . ... ..o vttt i e e 2,191,520 2,052,492

Long-term debt. . . ... ... e e 2,169,395 2,119,792

Total capitalization .. ....... ... . n ittt 4,360,915 4,172,284

Current liabilities
Accounts payable and accrued liabilities . ... ... ... ... ... ... 221,968 395,388
Other current liabilities . . .. . ... . ... . i i it i e 422,200 460,372
Short-term debl. . .. ..ottt e e e — 350,542
Current maturities of long-term debt ... .. ... ... ool 131 785
Total current labilities. . . ... ... ... . i e 644,299 1,207,087
Deferred INCOME [AKES .« . ..\ it ittt it ettt e e et eee e earne e 510,901 441,302
Regulatory cost of removal obligation . ... . ...t iana.n 322,529 298,645
Deferred credits and other Babilities . ... ... .. .. it e 257,386 267,381

36,096,030  $6,386,699

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
2009 2008
(Unaudited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution segment . . .. ... ... i $ 386,985 § 676,639
Regulated transruission and storage segment .. ........ .. vivnnnn e 49,345 46,286
Natural gas markefing SEgMent . . ... ...ttt ettt 453,504 1,189,722
Pipeline, storage and other segment . ............. e 8,226 3,880
Intersegment eliminations . . . . .. ... .ottt i e e (117,285) (277,382)
780,775 1,639,145
Purchased gas cost
Natural gas distribution SEEmMEnt. . . . . oo vttt et it ie e enann s 195,303 476,711
Regulated transmission and storage segment . ... ... ... ... .. el —_ e
Natural gas markeling segment. . .. ... ...ttt i ininer e 438,482 1,192,353
Pipeline, storage and other segment . ....... ... .. ... . . e, 4212 706
Intersegment eliminations. . . . .. .. ... .ttt e e (116,862) (276,847)
521,135 1,392,923
Gross profit . . ... e 259,640 246,222
Operating expenses
Operation and AINtENANCE. . . .. ..ttt e i et e 110,895 117,822
Depreciation and amortization .. ............uronirnierencnreraananoeas 54,181 50,356
Taxes, other than INCOIMIE . . . . .. ..ttt ittt en i et anieneaecanaaans 47,577 57,335
P A 17707y 10 110 3,304 —
Total Operating BXpeNSES. . .. oo vt ieie it e e 215,957 225,513
Operating inCOMIE . . ...ttt ittt it it e i eiaiaeanannaanas 43,683 20,709
Miscellaneous INCOME . . . . v v ettt it sttt tm e aassentsanenssnnsesonennnss 1,219 1,600
8 ¢ LA 1y~ S N 41,511 33,470
Income (loss) before INCOME tAXeS . .« v v ittt inin et ettt nseananenennn 3,391 (11,161}
Income tax expense (benefit) . .. ... ... .. . . i 1,427 (4,573)
Net in00meE (J0SS) .+ v v vt vttt e et ea e ee e e e $ 1964 § (6,588)
Basic net income (Joss)pershare .. ..., ... i i e 3 002 § (0.07)
Diluted net income (loss) per SBare. . . .. vv it n it i et $ 002 § 0.07)
Cash dividends pershare . .. ... .. ittt i e $ 0330 $ 0325
Weighted average shares outstanding:
BasiC . ot i i e e e 91,338 89,648
111« P 92,002 89,648

See accompanying notes to condensed consolidated financial statements

3




ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Nine Months Ended
June 30
2009 2008
(Unaudited)
(In thousands, except
per share data)
Operating revenues

Natural gas distribution SEEmMeNt . . . ... ...ttt it $2,673,373  $3,126,672
Regulated transmission and storage segment .. ... ... ... .. i 163,261 142,772
Natural gas marketing Segment . . . .. ...t ittt i 1,949,657 3,159,092
Pipeline, storage and other segment. ... ... .ot i i 36,946 20,629
Intersegment eliminations . . ... ... i i i i i e (504,724) (668,525)

4,318,513 5,780,640
Purchased gas cost

Natural gas distribution segment . .. .. ...ttt e 1,816,227 2,296,020
Regulated transmission and storage segment ... ...t — —
Natural gas marketing segment . . ... ... ..ottt 1,881,068 3,099,428
Pipeline, storage and other segment. . ....... .. ... . i, 9,771 1,773
Intersegment eliminations . . . .. ...t i i (503,456) (666,835)
3,203,610 4,730,386
Gross Profit .. ..ottt i e i e 1,114,903 1,050,254
Operating expenses
Operation and MAINTENANCE . . .. .. v i iv i e i v it in e e neannans 365,312 359,064
Depreciation and amortization. . . .. ... v vttt e 160,757 147,659
Taxes, other than IMCOMIE . . .. vttt it it ittt e s et am e e e 150,028 153,170
AsSEt IMpPaIIMEALS . . ... .ottt it e ie i et ntne e 5,382 —
Total Operating EXPenSeS . . ..o v ve ittt i 681,479 659,893
Operating iNCOME. . .. ..ottt i i i i e vt neeaaeanes 433424 390,361
Miscellaneous income (BXPEOSE) . . . . v v vt ver it ii e (647 2,974
Interest Charges . ... ... ...t i i i e e e e 116,035 103,803
Tncome Before INCOME TAXES -« v v v v vt e et vt et e s e ee et ennaneaennas 316,742 289,532
INCOME tAX BXPEOSE « . oo vt r ittt ie it e e 109,812 110,783
NeLIIOOMIE . o . v it ettt et e et i oo e e e e e $ 206,930 § 178,749
Basic niet INCOmME PEr Share. . . ... v vttt eir e i $ 228 & 2.00
Diluted net income per Share . . .. ..o oo i e e $ 226 § 1.99
Cash dividends per Sha1€ . .. ... ..ot t ettt i $§ 09%0 §$ 0975

Weighted average shares outstanding:
2 3 O 90,940 89,281

Diluted. .. ..o e e 91,590 89,937

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

Nine Months Ended
June 30
2009 2008

(Uraudited)
(In thousands)

Cash Flows From Operating Activities
NELINCOIME . . o v vttt ettt ettt e e et ettt $ 206,930 $ 178,749
Adjustments 1o reconcile net income to net cash provided by operating activities:
Depreciation and amortization:

Charged to depreciation and amortizatton .. .. ...... ... .o eiuna... 160,757 147,659
Charged to other accounts. . .. .. .. oottt e e 60 106
Deferred INCOME TAXES . o v v v v v v o e e eae e see e tenaae e sanesanannas 62,658 77.864
31 V= OO 23,009 12,767
Net assets/liabilities from risk management activities. ... ................. 53,711 (78,524)

Net change in operating assets and Habilities. . .. .......... ..o ... 317,469 78,760

Net cash provided by operating activities .................... .. v. 824,594 417,381

Cash Flows From Investing Activities
Capital expenditiures . . ....... it iit it it (342,326)  (312,878)
L 7312 U 1Y e (6,094) (4,303)
Net cash used in investing activities .. ... ........ ... .ot (348,420) (317,181)
Cash Flows From Financing Activities

Net decrease in shori-term debt ... ... ... . i i s (366,449) (35,721)
Net proceeds from debt offering. .. ......... ... o i il 445,623 —
Settlemnent of Treasury lock agreement. .. ....... ... .. i 1,938 e
Repayment of long-term debt. .. .. ... ... i s (407,287) (9,945)
Cash dividends paid. . . .. ... .ottt e (90,909) (87,821)
Tssuance of cOMMON STOCK . . . . .. i v vttt it s ettt e it i eianen e 19,928 19,063
Net cash used in financing activities . .. ...... ..o (397,156)  (114,424)
Net increase {decrease) in cash and cash equivalents. . . ............. ... ... ... 79,018 (14,224)
Cash and cash equivalents at beginning of peried . . ... ... ... ... ... ool 46,717 60,725
Cash and cash equivalents atend of period. . .. ..... ... ... ... .. L $125735 § 46,501

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
{Unaudited)
June 30, 2009

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 nonregulated businesses. Through our natural gas distribution business, we deliver natural gas through
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial customers through our six regulated natural gas distribution divisions in the service areas
described below:

Division Service Area

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri®

Atmos Energy Kentucky/Mid-States Division Georgia', Winois™, Jowa'?, Kentucky,
Missonri'”, Tennessee, erginia(”

Atmos Energy Louisiana Division L.ounisiana

Atmos Energy Mid-Tex Division Texas, including the Dallas/Fort Worth
metropolitan area

Atmos Energy Mississippi Division Mississippi

Atmos Energy West Texas Division West Texas

1 Denotes states where we have more limited service areas.

In addition, we transport natural gas for others through our distribution system. Our natural gas
distribution business is subject to federal and state regulation and/or regulation by local anthorities in each of
the states in which our natural gas distribution divisions operate. Our corporate headquarters and shared-
services function are located in Dallas, Texas and our customer support centers are located in Amarillo and
Waco, Texas.

Our regulated transmission and storage business consists of the regulated operations of our Atmos
Pipeline — Texas Division. The Atmos Pipeline — Texas Division transports natural gas to our Mid-Tex
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We
also provide ancillary services customary to the pipeline industry including parking arrangements, lending
services and sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas
on our pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to
meet market demands.

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas
marketing operations and pipeline, storage and other operations. These businesses are operated through various
wholly-owned subsidiaries of Atmos Energy Holdings, Inc. (AEH), which is wholly owned by the Company
and based in Houston, Texas.

Qur natural gas marketing operations are conducted through Atmos Energy Marketing, LLC (AEM),
which is wholly owned by AEH. AEM provides a variety of natural gas management services to municipal-
ities, patural gas utility systems and industrial natural gas customers, primarily in the Southeast and Midwest
and to our Colorado-Kansas, Kentucky/Mid-States and Louisiana divisions. These services consist primarily of
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, fransportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the use of financial
mstruments.



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

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and
Storage, LLC (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana. This
pipeline is used primarily to aggregate gas supply for our regulated natural gas distribution division in
Louisiana and for AEM, but also provides limited third party transportation services.

APS also engages in asset optimization activities whereby it seeks to maximize the economic value
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are
asset management plans with regulated affiliates of the Company which have been approved by applicable
state regulatory commissions. Generally, these asset management plans require APS to share with our regulated
customers a portion of the profits earned from these arrangements.

Further, APS owas or has an interest in underground storage fields in Kentucky and Louisiana that are
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet
customer demand during peak periods. Finally, APS manages our natural gas gathering operations, which were
limited in nature as of June 30, 2009.

2. Unaudited Interim Financial Information

In the opinion of management, all material adjustments (consisting of normal recurring accruals)
necessary for a fair presentation have been made to the unaundited consolidated interim-period financial
statements. These consolidated interim-period financial statements are condensed as permitted by the instruc-
tions to Form 10-Q 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, 2008. Because of seasonal and other factors, the results of operations for the nine-month period
ended June 30, 2009 are not indicative of our results of operations for the full 2009 fiscal year, which ends
September 30, 2009.

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, 2008 and there have been no changes to those policies.
However, during the nine months ended June 30, 2009, we recognized a non-recurring $7.8 million increase in
gross profit associated with a one-time update to our estimate for gas delivered to customers but not yet billed,
resulting from base rate changes in several jurisdictions.

During the second quarter of fiscal 2009, we updated the tax rates used to record deferred taxes. The one-
time tax benefit resulted in a favorable impact to net income of $11.3 million.

Additionally, during the second quarter of fiscal 2009, we completed our annual goodwill impairment
assessment. Based on the assessment performed, we determined that our goodwill was not impaired.

Effective October 1, 2008, the Company adopted Statement of Financial Accounting Standards (SFAS)
157, Fair Value Measurements, the measurement date requirements of SFAS 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Slatements No. 87, 88, 106,
and 132(R), SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an
amendment of FASB Statement No. 115 and SFAS 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133, Effective April 1, 2009, the Company adopted FASB
Staff Position (FSP) FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments,
FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairmenis, FSP
FAS 157-4, Determining Fair Value When the Volume and Level of Activity for Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly and SFAS 165, Subsequent Events.
Except for the adoption of these accounting pronouncements, which are further discussed below, there were no
significant changes to our accounting policies during the nine montbs ended June 30, 2009.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

SFAS 157 defines fair value, establishes a framework for measuring fair value and enhances disclosure on
fair value measurements required under other accounting pronotuncements but does not change existing
guidance as to whether or not an instrument is carried at fair value. The adoption of this standard did not
materially impact our financial position, results of operations or cash flows. The new disclosures required by
this standard are presented in Note 4.

Effective October 1, 2008, the Company adopted the measurement date requirements of SFAS 158 using
the remeasurement approach. Under this approach, the Company remeasured our projected benefit obligation,
fair value of plan assets and our fiscal 2009 net periodic cost. In accordance with the transition rules of
SFAS 158, the impact of changing the measurement date from June 30, 2008 to September 30, 2008 decreased
retained earnings by $7.8 million, net of tax, decreased the unrecognized actuarial loss by $9.0 million and
increased our postretirement liabilities by $3.5 million during the first quarter of fiscal 2009.

SFAS 159 permits an entity to measure certain financial assets and financial liabilities at fair value. The
objective of the standard is to improve financial reporting by allowing entities to mitigate volatility in reported
earnings caused by measnring related assets and liabilities differently without having to apply complex hedge
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in
earnings at each subsequent reporting date. The fair value option may be elected on an instrument-by-instru-
ment basts. The fair value option is irrevocable, unless a new election date occurs. The adoption of this
standard did not impact our financial position, results of operations or cash flows.

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This
statement requires specific disclosures regarding how and why an entity uses derivative instruments; the
accounting for derivative instruments and related hedged items; and how derivative instruments and related
hedged items affect an entity’s financial position, results of operations and cash flows. Since SFAS 161 only
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an
impact on our financial position, results of operations or cash flows. The new disclosures required by this
standard are presented in Note 3.

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of
Financial Instruments. This FSP requires companies to disclose the fair value of financial instruments for
which it is practicable to estimate the value and the methods and significant assumptions used to estimate the
fair value. The disclosure is required for interim and annual reports. The disclosure requirements of this FSP
are presented in Note 4.

Tn April 2009, the FASB issued FSP FAS [15-2 and FAS 124-2, Recognition and Presentation of
Other-Than-Temporary Impairments. This FSP amends the other-than-temporary impairment guidance for debt
securities to make the guidance more operational and to improve the presentation and disclosure of
other-than-temporary impairments on debt and equity securities in the financial statements. This FSP does not
amend existing recognition and measurement guidance refated to other-than-temporary impairments of equity
securities. In addition, FSP FAS 115-2 and FAS 124-2 expands the existing disclosure requirements about debt
and equity securities to interim reporting as well as provides new disclosure requirements. We adopted the
provisions of this FSP for the quarter ended June 30, 2009. The adoption of FSP FAS 115-2 and FAS 124-2
did not impact our financial position, results of operations or cash flows. The disclosure requirements ol this
FSP are presented in Note 7.

In April 2009, the FASB issued FSP FAS 157-4, Determining Fuir Value When the Volume and Level of
Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not
Orderly. This FSP provides further guidance for estimating fair value in accordance with SFAS 157 when there
has been a significant decrease in market activity for a financial asset and also identifies circumstances that
indicate a transaction is not orderly. The adoption of this FSP did not impact our financial position, results of
operations or cash flows.



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

In May 2009, the FASB issued SFAS No. 165, Subsequent Events. SFAS 165 establishes general
standards of accounting for and disclosure of events that occur after the balance sheet date but before the date
the financial statements are issued or available to be issued. SFAS 165 requires companies to reflect in their
financial statements the effects of subsequent events that provide additional evidence about conditions at the
balance-sheet date. Subsequent events that provide evidence about conditions that arose after the balance-sheet
date should be disclosed if the financial statements would otherwise be misleading. We adopted the provisions
of SFAS 165 for quarter ended Tune 30, 2009. We have evalunated subsequent events from the balance sheet
date through the date these financial statements were filed with the Securities and Exchange Commission. No
events have occurred subsequent to the balance sheet date that would require recognition or disclosare in the
financial statements.

Regulatory assets and liabilities

‘We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for the Effects of
Certain Types of Regulation, when futore recovery through customer rates is considered probable. Regunlatory
liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to
customers through the ratemaking process. Snbstantially all of our regulatory assets are recorded as a
component of deferred charges and other assets and substantiaily 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 June 30, 2009 and September 30, 2008 included the
following:

June 30, September 30,

2009 2008
(In thousands)
Regulatory assets:
Pension and postretirement benefitcosts . ...... .. ... ... .. $ 88472 $100,563
Merger and integralion costs, MEL. . ... oo it i ittt e e 7,268 7,586
Deferred gas costS. . . ..ottt it e e i e 24.355 55,103
Environmental Costs ... ...ttt it 685 980
Rt CaSE COSIS . . ottt ettt e it ittt e e 7,640 12,885
Deferred franchise fees . ... ..o o it in i e 577 651
Deferred Income taxes, Nt . .. v v it it ie ce i e e et em e ienaann 343 343
L - S 7,085 8,120
$136,425 $186,231
Regulatory labilities:
Deferred £as COSIS. . . .o vir vt e e it ts e maeeae e, $ 97,495 $ 76,979
Regulatory cost of removal obligation .. ....................... 336,737 317,273
L 117" 5,429 5,639

$439,661 $399,891

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




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, 2009 and 2008:

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thousands)
Netincome (JOSS) v . oo iv it in i i ei e $ 1964 $(6,588) $206,930 $178,749

Unrealized holding gains (losses) on investments, net
of tax expense (benefit) of $1,282 and $531 for the
three months ended June 30, 2009 and 2008 and of
$(2.477) and $(140) for the nine months ended
June 30,2009 and 2008 ... .................. 2,086 866 (4,209) 30D

Other than temporary impairment of investments, net
of tax expense of $1,222 and $2,012 for the three
and nine months ended June 30,2009 .......... 2,082 e 3,370 —

Amortization and unrealized gain on interest rate
hedging transactions, net of tax expense of $320
and $482 {for the three months ended June 30, 2009
and 2008 and $2,155 and $1,446 for the nine
months ended June 30, 2009 and 2008 . .. .. ... .. 543 787 3,184 2,361

Net unrealized gains (losses) on commodity hedging
transactions, net of tax expense (benefit) of
$16,582 and $1,850 for the three months ended
June 30, 2009 and 2008 and $(4,759) and $9,047
for the nine months ended June 30, 2009 and
2008 . e 25,936 3,018 (6,379) 14,761

Comprehensive income (1088) .. ..., $32,611  $(1,917) $202,896  $195,640

Accumulated other comprehensive loss, net of tax, as of June 30, 2009 and Septersber 30, 2008 consisted
of the following unrealized gains (losses):

June 30, September 30,

2009 2008
(In thousands)
Accumulated other comprehensive loss:
Unrealized holding gains on investments. . .. ......... oo . $ 71 $ 910
Treasury lock agreements. . . ... ... i it i (7,920) (11,104)
Cash flowhedges. . ... i i e (32,132) (25,753)

$(39,981)  $(35,947)

3. Financial Instruments

We currently use financial instruments to mitigate commodity price risk. Additionally, we periodically
utilize financial instruments to manage interest rate risk. The objectives and strategies for using financial
instraments have been tailored to our regulated and nonregulated businesses. The accounting for these financial
instruments is fully described in Note 2 to the financial staternents in our Anmmal Report on Form 10-K for the
fiscal year ended September 30, 2008. Currently, we utilize financial instruments in our natural gas
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage
and other segment uses financial instruments acquired from AEM on the same terms that AEM received from
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an independent counterparty. On a consolidated basis, these financial instruments are reported in the natural
gas marketing segment. We currently do not mapage commodity price risk with financial instroments in our
regulated transmission and storage segment.

Our financial instruments do pot 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

In our natural gas distribution segment, our customers are exposed to the effect of volatile nataral 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 commodity price risk through financial instruments, the relevant regulatory authorities may
establish the level of heating season gas purchases that can be hedged. If the regulatory authority does not
establish this level, we typically seek to hedge between 25 and 50 percent of anticipated heating season gas
purchases using financial instuments. For the 2008-2009 heating season, in the jurisdictions where we are
permitied to utilize financial instraments, we hedged approximately 27 percent, or 24.3 Bef of the winter
flowing gas requirements. We have not designated these financial instruments as hedges pursnant to SFAS 133,
Accounting for Derivative Instruments and Hedging Activities.

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 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 SFAS 71. Accordingly, there is no earnings impact to our patural gas distribution
segment as a result of the use of financial instruments.

Nonregulated Commodity Risk Management Activities

Our natural gas marketing segment, through AEM, aggregates and purchases gas supply, arranges
transportation and/or storage logistics and ultimately delivers gas to our customers at competitive prices. To
facilitate this process, we utilize proprietary and customer-owned transportation and storage assets to provide
the various services our customers request.

We also perform asset optimization activities in both our natural gas marketing segment and pipeline,
storage and other segment. Through asset optimization activities, we seek to maximize the economic value
associated with the storage and transportation capacity we own or control. We attempt to meet this objective
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 lock in a gross profit margin. We also seek to participate in transactions in which we combine the
natural gas commodity and transportation costs to minimize costs incurred to serve our customers by
identifying the lowest cost alternative within the natural gas supplies, transportation and markets to which we
have access, Through the use of transportation and storage services and financial instruments, we also seek to
capture gross profit margin through the arbitrage of pricing differences that exist in various locations and by
recognizing pricing differences that occur over time, Over time, gains and losses on the sale of storage gas
inventory will 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.

11
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As a result of these activities, our nonregulated operations are 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, inclading futures, over-the-counter and exchange-traded options and swap
contracts with counterparties. Futures contracts provide the right to buy or sell the commodity at a fixed price
in the future. Option contracts provide the right, but not the requirement, to buy or sell the commodity at a
fixed price. Swap contracts require receipt of payment for the commodity based on the difference between a
fixed price and the market price on the settlement date.

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 natural gas marketing segment associated with deliveries
under fixed-priced forward contracts to deliver gas to customers, These financial instruments have maturity
dates ranging from one to 43 months. The effective portion of the unrealized gains and losses arising from the
use of cash flow hedges is recorded as a component of accumulated other comprehensive income (AOCI) on
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include
(i) the amnount of unrealized gain or loss that has been reclassified from AOCI when the hedged volumes are
sold and (i) the amount of ineffectiveness associated with these hedges in the period the ineffectiveness arises.

We use financial instruments, designated as fair value hedges, to hedge the exposure to changes in the
fair value of our natural gas inventory used in our asset optimization activities in our natural gas marketing
and pipeline, storage and other segruents. Therefore, gains and losses arising from these financial instruments
should offset the changes in the fair value of the hedged item to the extent the hedging relationship is
effective. Ineffectiveness is recognized in the income statement in the period the ineffectiveness arises.

Our natural gas marketing segment also uses 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 pursuant to SFAS 133, Accounting for Derivative Instruments and Hedging
Activities.

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 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 1o make assumptions as to future circumstances, including the use of gas by our customers in
relation to our apticipated 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 pot be hedged
unti} later in the day. At times, limited net open positions related to our existing and anticipated commitments
may occur. At the close of business on June 30, 2009, AEH had net open positions (including existing storage)
of 0.3 Bef.

Interest Rate Risk Management Activifies

In March 2009, we entered into a Treasury lock agreement to fix the Treasury yield component of the
interest cost associated with our $450 million 8.50% senior notes (the Senior Notes Offering), which was
completed on March 26, 2009, The Senior Notes Offering is discussed in Note 5. We designated this Treasury
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lock as a cash flow hedge of an anticipated transaction. This Treasury lock was settled on March 23, 2009
with the receipt of $1.9 million from the counterparty due to an increase in the 10 year Treasury rates between
inception of the Treasury lock and settlement. Because the Treasury lock was effective, the net $1.2 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 10 year life of the senior notes.

In prior years, we similarly managed interest rate risk by entering into Treasury lock agreements to fix
the Treasury yield component of the interest cost associated with anticipated financings. These Treasury locks
were seftled at various times at a 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 interest expense
over the life of the associated notes from the date of settlement. The remaining amortization periods for these
Treasury locks extend through fiscal 2035. However, the majority of the remaining amounts of these Treasury
locks will be recognized through fiscal 2019.

Quantitative Disclosures Related to Financial Instruments

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

As of June 30, 2009, our financial instrurnents were comprised of both long and short commodity
positions. A long position is a contract to purchase the commodity, while a short position is a contract to sell
the commodity. As of June 30, 2009, we had net long/(short) commodity contracts ouistanding in the following
quantities:

Natural Natural Pipeline,
Hedge Gas Gas Storage
Contract Type Designation Distribation  Marketing  and Other
Quantity (MMcf)
Commodity contracts Fair Value...................cciiiennn — (22,905) (2,050)
CashFlow ....... ... ... . . . oiian.. - 31,993 4,118)
Notdesignated .. ....................... 21,702 84,606 (51)

21,702 93,694 6,219

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, 2009 and September 30, 2008, As required by SFAS 161, the fair value
amounts below are presented on a gross basis and do not reflect the petting of asset and liability positions
permitted under the terms of our master netting arrangements. Further, the amounts below do not include
$20.6 million and $56.6 million of cash held on deposit in margin accounts as of June 30, 2009 and
Septeraber 30, 2008 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
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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 Nataral
Gas Gas
Balance Sheet Location Distribution Marketing®  Total
(In thousands)
June 30, 2009;
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . . ... . Other current assets $ —  $71,992 $71,992
Noncerrent commeodity contracts . .. Deferred charges and other assets — 6,383 6,383
Liability Financial Instroments
Current commodity contracts. . .. . . Other current liabilities —— (71,878) (71,878)
Noncurrent commodity contracts . . . Deferred credits and other liabilities — (1,150)  (1,150)
Total .. ... . ... ... .. ..., — 5,347 5,347
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts . . . . . . Other current assets 1,233 28,887 30,120
Noncurrent commodity contracts . . . Deferred charges and other assets — 6,381 6,381
Liability Financial Instruments
Current commodity contracts . ... . . Other current liabilities (22,945) (20,428) (43,373)
Noncurrent commodity contracts . . . Deferred credits and other liabilitics (316) (1,743)  (2,059)
Total ......... ... ... .. (22,028) 13,097 (8,931)
Total Financial Instruments . .. ...... $(22,028) $ 18444 $ (3,584)

O Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the patural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.

Natural Natural
Gas Gas
Balance Sheet Location Distribution Marketing®  Total
(In thousands)
September 30, 2008:
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts. . . . . . Other current assets $ —  $101,191  $101,191
Noncurrent comunodity contracts . . . Deferred charges and other assets — 4,984 4,984
Liability Financial Instraments
Current commodity contracts. . . ... Other current Habilities e (89,397)  (89,397)
Noncurrent commodity contracts . .. Deferred credits and other liabilities e (206) (206)
Total ............c.vevenn.. —— 16,572 16,572
Not Designated As Hedges:
Asset Financial Instruments
Current commeodity contracts. . . . . . Other current assets —_ 20,010 20,010
Noncurrent commodity contracts . . . Deferred charges and other assets R 1,093 1,093
Liability Financial Instruments
Current commodity contracts. . .. . . Other current Habilities (58,566) (20,145) (78,7111)
Noncurrent comodity contracts . . . Deferred credits and other liabilities (5,111) (988) (6,099)
Total . ........ e (63,677 (G0  (63,707)

$(63,677) $ 16542 $(47,135)

M Qur pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instnuments
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.
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Impact of Financial Instruments on the Income Statement

The following tables present the impact that financial instruments had on our condensed consolidated
income statement, by operating segment, as applicable, for the three and nine months ended June 30, 2009 and
2008.

Hedge ineffectiveness for our natural gas marketing and pipeline storage and other segments is recorded
as a component of unrealized gross profit and primarily results from differences in the location and fiming 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 June 30, 2009 and 2008 we recognized a gain
(loss) arising from fair value and cash flow hedge ineffectiveness of $0.2 million and $(4.7) million. For the
nine months ended June 30, 2009 and 2008 we recognized a gain arising from fair value and cash flow hedge
ineffectiveness of $24.7 million and $40.6 million. Additional information regarding ineffectiveness recognized
in the income statement is inclnded in the tables below.

Fair Value Hedges

The impact of 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, 2009 and 2008 is
presented below.

Three Months Ended Jone 30, 2009

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(Tn thousands)
Commodity CONtracts . . ... .vvv v i e iinnenennnns $2,710 $1,390 $4,100
Fair value adjustment for natural gas inventory designated as
thehedgediterm .. ... .. ... iiiiriine i, 3,929 (741) 3,188
Total impact OD TEVENUE . . . ..\ v e vt e e ve e eeennn .. $6,639 $ 649 $7,288
The impact on revenue is comprised of the following:
Basis ineffectiveness. . .. ....oovuirininnenanan.. $ 678 $ - $ 678
Timing ineffectiveness . ..... ... ... ... ... .. .... 5,961 649 6,610
$6,639 $ 649 $7,288
Three Months Ended June 30, 2008
Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(In thousands)
Commodity CORTACES . . . .\ o v e e e v e ee e e ireeeanannns $(50,391)  $(2,049) $(52,440)
Fair value adjustment for natural gas inventory designated as
thehedgeditem . . ... ... .. ... . iiiariuennnnnnn 46,765 1,431 48,196
Total iMpact ON TEVENHE . . . . ..ot ettt ieie e ennnan s $ (3,626) § (618) $ (4,244)
The impact on revenue is comprised of the following:
Basis ineffectiveness. . ... . ...t e, $ 2402y $ — $ (2,402)
Timing ineffectiveness .......... . i, (1,224) (618) (1,842)

$ (3.626) § (618) 3 (4,244)
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Nine Months Ended June 30, 2009

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(In thousands)

Commodity COMIAcTS . ..o v i et e it iie e eaennen $ 48,263 $ 7435 $ 55,698
Fair value adjustment for natural gas inventory designated as

thehedgeditera ... ... ... . ... o, (26,493) (2,731 (29,224)
Total IMPact QN TEVEOUE . .+« o v v e re e n e cnn o $ 21,770 $ 4,704 $ 26474
The impact on revenue is comprised of the following:

Basis ineffectiveness. . v oo vt ie s ene e $ 4958 h J— $ 4,958

Timing ineffectiveness ... .....c.ccvveineennnnnonn 16,812 4,704 21,516

$ 21,770 $ 4,704 $ 26474

Nine Months Eaded June 30, 2008
Natural Pipeline,

Gas Storage and
Marketing Other Consolidated
(In thousands)
Commodity cOntracts . . ... ..ovn i i $(66,612) $ (662) $(67,274)
Fair value adjustment for natural gas inventory designated as
thehedgeditem . ...... ... .. ... .. .., 104,288 3,841 108,129
Total IMPact OO TBVENUE . . . . .o v r v ie e eneee v e aenn $ 37,676 $3,179 $ 40,855
The impact on revenue is comprised of the following:
Basis ineffectiveness. . .o v vt it i $ (1,185 $ — $ (1,185)
Timing ineffectiveness ... ....... ... .. ... .. ... 38,861 3,179 42,040

$ 37,676 $3,179 $ 40,855

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 shounld
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, 2009 and 2008 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, 2009

Natural Natural Pipeline,
Gas Gas Storage
Distribution  Marketing  and Other  Consolidated
(In thousands)
Loss reclassified from AOCI into revenue for
effective portion of commodity contracts. . . .. $ — $(36,669)  $(2,503) $(39,172)
Loss arising from ineffective portion of
commodity confracts ................... — (7,120) — (7,120
Total impact onrevenue. . .. ............... — (43,789) (2,503) (46,292)
Net loss on settled Treasory lock agreements
reclassified from AOCI into interest expense . . (863) — e (863)
Total Impact from Cash Flow Hedges......... $(863) $(43,789)  $(2,503)  $(47,155)

Gain reclassified from AOCT into revenue for
effective portion of commodity contracts. . . ..

Loss arising from ineffective portion of
commodity contracts

Total impactonrevenne. . .. .........c.....
Net loss on settled Treasury lock agreements
reclassified from AOCI into interest expense. .

Total Impact from Cash Flow Hedges.........

Gain (loss) reclassified from AOCI into revenue
for effective portion of commaodity
contracts

Loss arising from ineffective portion of
commodity contracts. . . ... .. .. u ..,

Total impactonrevenue . . ................

Net loss on settled Treasury lock agreements
reclassified from AOCT into interest
expense

Total Tmpact from Cash Flow Hedges

Three Months Ended June 30, 2008

Natural Natural Pipeline,
Gas Gas Storage
Distribution  Marketing  and Other Ceonsolidated
(In thonsands)
5 — $10,040 $57 $10,097
— (406) e (406)
—_ 9,634 57 9,691
(1,269) — = (1,269)
$(1,269) $9634  $57 $ 8,422
Nine Months Ended June 30, 2009
Natural Natural Pipeline,
Gas Gas Storage
Distribution Marketing and Other  Consolidated
{In thousaads)
5 — $(142,986) $25,213 $(117,773)
— (1,748) — (1,748)
— (144,734) 25,213 (119,521)
(340D — - (3.401)
$(3,401)  $(144,734) $25,213 $(122,922)
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Nine Months Ended June 30, 2008

Natural Natural Pipeline,
Gas Gas Storage
Distribution =~ Marketing  and Other  Consolidated
(In thousands)
Gain (loss) reclassified from AOCI into revenue
for effective portion of commodity contracts.. § — $(3,744)  $9,334 $ 5,590
Loss arising from ineffective portion of
commodity contracts . ................ .. — (281) — (281)
Total impact ONTEVENUE. .. .. vvv v reennn. —_ (4,025) 9,334 5,309
Net loss on settled Treasury lock agreements
reclassified from AOCI into interest expense. . (3,807) —_— — (3.,807)
Total Impact from Cash Flow Hedges. . ....... $(3,807) $(4,025) $9,334 $ 1,502

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, 2009 and 2008. The amounts included in the table below exclude gains and losses arising from
meffectiveness because these amounts are immediately recognized in the income statement as incurred.

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thousands)
Increase (decrease) in fair value:
Treasury lock agreements . ... ... vvverevnnn..n. 3} — & — $ 1221 § -
Forward commodity contracts. . ................ 2,041 9,278 (78,220) 18,227
Recognition of (gains) losses in earnings due {o
settlements:
Treasury lock agreements. . ............cvvv.n. 543 787 1,963 2,361
Forward commodity confracts. ... .............. 23,895 (6,260) 71,841 (3,466)
Total other comprehensive income (Joss) from hedging,
netoftax(D .. $26479 $3,805 § (3,195 $17,122

) Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing
jurisdiction.

The following amounts, net of deferred taxes, represent the expected recognition in earnings of the
deferred losses recorded in AOCT associated with our financial instruments, based upon the fair values of these
financial instruments as of June 30, 2009:

Treasury
Lock Commodity
Agreements Contracts Totul
(In theusands)
Nexttwelvemonths .. ... ... it eannn $(1,687) $(30,303)  $(31,990)
Therealter .. ... 0 vt i it e (6,233) (1,829) (8,062)
Total' . e $(7,920)  $(32,132)  $(40,052)

) Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing
jurisdiction.
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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 and nine months ended June 30, 2009 and 2008 is presented
below. 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 settded.

As discussed above, financial instruments used in our natural gas distribution segment are not designated
as hedges. However, there is no earnings impact to our natural gas distribution segment as a result of the use
of these financial instuments because the gains and losses arising from the use of these financial instruments
are recognized in the consolidated staternent 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.

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thousands)
Natural gas marketing commodity contracts. .. ... ... $6,167 $(12,786) $12,928  $(26,580)
Pipeline, storage and other cominodity contracts . . ... (6,853) 2,594 (6,753) 1,705
Total imMPact ONTEVENUL . . . v vt vn e it et v nens $ 686) $(10,192) $ 6,175  $(24,875)

4. Fair Value Measurements

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Value
Measurements, which defines fair value, establishes a framework for measuring fair value in generally
accepted accounting principles (GAAP) and expands disclosures about fair value measuwrements. This
Statement does not require any new fair value measurements; rather it provides guidance on how to perform
fair value measurerents as required or permitted under previous accounting pronouncements.

We prospectively adopted the provisions of SFAS 157 on October 1, 2008 for most of the financial assets
and liabilities recorded on our balance sheet at fair value. Adoption of this statement for these assets and
Labilities did not have a material impact on our financial position, results of operations or cash flows.

In February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157, which
provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with oor
nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be effective until October I,
2009 for fair value measurements for the following:

* Asset retirement obligations
» Most nonfinancial assets and liabilities that may be acquired in a business combination
» Impairment analyses performed for nonfinancial assets

We believe the adoption of SFAS 157 for the reporting of these nonfinancial assets and liabilities will not
have a material impact on our financial position, results of operations or cash flows.

In October 2008, the FASB issned FSP FAS 157-3, Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active, which clarified the application of SFAS 157 in inactive
markets. This FSP did not impact our financial position, results of operations or cash flows.

SFAS 157 also applies to the valuation of our pension and post-retirement plan assets. The adoption of
this standard did not affect these valuations becanse SFAS 157 specifically excluded pension and post-
retirement assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in
the tabular disclosures below. However, in December 2008, the FASB issued FSP FAS 132(R)-1 — Employers’
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Disclosures about Postretirement Benefit Plan Assets, which will, among other things, require disclosure about
fair value measurements similar to those required by SFAS 157. This FSP will impact our annual disclosure
requirements beginning in fiscal 2010.

In April 2009, the FASB issued FSP FAS 157-4, Determining Fair Value When the Volume and Level of
Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not
Orderly. This FSP provides further guidance for estimating fair value in accordance with SFAS 157 when there
has been a significant decrease in market activity for a financial asset and also identifies circumstances that
indicate a transaction is not orderly. The adoption of this FSP did not impact our financial position, results of
operations or cash flows.

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Inierim Disclosures about Fair Value of
Financial Instruments. This FSP requires companies to disclose the fair value of financial instruments for
which it is practicable to estimate the value and the methods and significant assumptions used to estirnate the
fair value. We have adopted the disclosure requirements of this FSP, which are presented below.

Determining Fair Value

SFAS 157 defines fair value 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
primarily use quoted market prices and other observable market pricing information in valuing our financial
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements.

Prices actively quoted on national exchanges are used to determine the fair value of most of our assets
and liabilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a
mid-market pricing convention (the mid-point between the bid and ask prices) as a practical expedient for
determining fair value measurement, as permitted under SFAS 157. Values derived from these sources reflect
the market in which transactions involving these financial instruments are executed. We utilize models and
other valuation methods to determine fair value when external sources are not available. Values are adjusted to
reflect the potential impact of an orderly liguidation of our positions over a reasonable period of time under
then-current market conditions. We believe the market prices and models used to value these assets and
liabilities represent the best information available with respect to closing exchange and over-the-counter
quotations, time value and volatility factors underlying the assets and liabilities.

Fair-value estimates also consider our own creditworthiness and the creditworthiness of the counterparties
involved. Our counterparties consist primarily of financial institutions and major energy companies. This
concentration of counterparties may materially impact our exposure to credit risk resulting from market,
economiic or regulatory conditions. Recent adverse developments in the global financial and credit markets
have made it more difficult and more expensive for companies to access the shori-term capital markets, which
may negatively impact the creditworthiness of our counterparties. A continned tightening of the credit markets
could cause more of our counterparties to fail to perform. We seek to minimize counterparty credit risk
through an evaluation of their financial condition and credit ratings and the use of collateral requirements
under certain circumstances.

SFAS 157 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) and the
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below:

Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities. An active
market for the asset or liability is defined as a market in which transactions for the asset or liability occur
with sufficient frequency and volume to provide pricing information on an ongoing basis. Qur Level 1
measurernents consist primarily of exchange-traded financial instruments, gas stored underground that has
been designated as the hedged item in a fair value hedge and our available-for-sale securities.
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Level 2 — Pricing inputs other than quoted prices included in Level 1 that are either directly or indirectly
observable for the asset or liability as of the reporting date. These inputs are derived principally from, or
corroborated by, observable market data. Our Level 2 measurements primarily consist of non-exchange-traded
financial instruments, such as over-the-connter options and swaps where market data for pricing is observable.

Level 3 — Generally unobservable pricing inputs which are developed based on the best information
available, including our own internal data, in situations where there is little if any market activity for the
asset or liability at the measurement date. The pricing inputs utilized reflect what a market participant
would use to determine fair value. Currently, we have no assets or liabilities recorded at fair value that

would gualify for Level 3 reporting.
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. The following table summarizes, by level
within the fair value hierarchy, our assets and Labilities that were accounted for at fair value on a recurring
basis as of June 30, 2009. As required under SFAS 157, 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 Unebservable Netting and
Markets Inputs Inpnts Cash June 30,
(Level 1)  (Level 2) Jevel 3} Collateral'® 2009
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment . .. .......... $ — $1233 $ — § — $§ 1233
Natural gas marketing segment .. ............ 40494 73,149 — (73,722) 39,921
Total financial instroments ................... 40494 74,382 —_ (73,722) 41,154
Hedged portion of gas stored underground
Natural gas marketing segment .. ............ 79,604 . —_ — 79,604
Pipeline, storage and other segment® ... ... 7,023 o _— — 7,023
Total gas stored underground. . .. .............. 86,627 — — e 86,627
Available-for-sale securities. . ... ........ .. ... 38,856 — — - 38,856
Total ASSETS. .« oo v et e $165977 $74382 $§ —  $(73,722) $166,637
Liabilities:
Financial instruments
Natural gas distribution segment . ............ $ — $23261 % — & — § 23261
Natural gas marketing segment . ............. 724106 22,789 —— (94,336) 863
Total Labilities .. ... ... ... .. oo, $ 72410 $46,050 § —  $(94,336) $ 24,124

() This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting

permitted under our master netting agreements and FSP FIN 39-1. In addition, as of June 30, 2009, we
had $20.6 million of cash held in margin accounts to collateralize certain financial instruments. Of this
amount, $0.1 million was used to offset financial instruments in a liability position. The remaining
$20.5 million has been reflected as a financial instrument asset.

@ Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the nnderlying hedged item is reported in the

pipeline, storage and other segment.
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Other Fair Value Measures

In addition to the financial instruments above, we have several nonfinancial assets and liabilities subject
to fair value measures. These assets and liabilities include cash and cash equivalents, accounts receivable,
accounts payable, debt, asset retirement obligations and pension and post-retirement plan assets. As noted
above, fair value disclosures for asset retirement obligations and pension and post-retirement plan assets are
not currently effective for us. We record cash and cash equivalents, accounts receivable, accounts payable and
debt at carrying valne. For cash and cash equivalents, accounts receivable and accounts payable, we consider
carrying value to materially approximate fair value due to the short-term nature of these assets and liabilities.
The fair value of our debt is determined using a discounted cash flow analysis based upon borrowing rates
currently available to us, the remaining average maturities and our credit rating. The following table presents
the carrying value and fair value of our debt as of June 30, 2009:

June 30, 2009
(In thousands)
Canying ATOUNL. . . . ..ttt ettt e e e it iaaa e $2,172,893
Fair Valtue . . ... i i e i s ey $2,068,388

The fair value as of June 30, 2009 was calculated utilizing discount rates ranging from 3.5 percent to
7.2 percent, remaining average maturitics ranging from one to 26 years, and a credit adjustment of 2.9 percent.
5. Debi
Long-term debt
Long-term debt at June 30, 2009 and September 30, 2008 consisted of the following:

June 30, September 30,
2009 2008
(In thousands)
Unsecured 4.00% Senior Notes, redeemed April 2009.............. $ — $ 400,000
Unsecured 7.375% Senior Notes, due 2011 ... ................... 350,000 350,000
Unsecured 10% Notes, due 201 . ... ... ... .. ... ... .. . ..., 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 ... ... ... .. .. . ..., 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014, ... ....... . ne i vnn. 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 . . .. ... .. ... .. ... ..., 250,000 250,000
Unsecured 8.50% Senior Notes, due 2019, . ... ... ... ... .o L . 450,000 —
Unsecured 5.95% Senior Notes, due 2034 . . .. .. ................. 200,000 200,000
Medium term notes
Series A, 1995-2, 6.27%, due Decernber 2010. . ... ............. 10,000 10,000
Series A, 1995-1, 6.67%, due 2025 . . .. ... .. it 10,000 10,000
Unsecured 6.75% Debentures, due 2028 .. ... ... i 150,000 150,000
Other term notes due in installments through 2013 ... .......... ... 590 1,309
Totallong-termdebt .. ... ... ... i i 2,172,893 2,123,612
Less:
Original issve discount on unsecured senior notes and debentures . . . 3,367) (3,035)
Current MalUTIIeS. . . o et ettt i e e e (131) (785)

$2,169,395  $2,119,792
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On March 26, 2009, we closed our Senior Notes Offering. The effective interest rate on these notes is
8.69 percent, after giving effect to the settlement of the $450 million Treasury lock discussed in Note 3. Most
of the net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured
senior notes on April 30, 2009, prior to their October 2009 maturity. In connection with the repayment of the
$400 million 4.00% unsecured senior notes, we paid a $6.6 million call premium in accordance with the terms
of the senior notes and accrued interest of approximately $0.6 million. The remaining net proceeds were used
for general corporate purposes.

Short-term debt

Our short-term borrowing requirements are affected by the seasonal natore 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 reguirements. 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 $566.7 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provide approx-
imately $1.3 billion of working capital funding. At June 30, 2009, there was no short-term debt outstanding.
At September 30, 2008, there was $350.5 million of short-termn debt outstanding, comprised of $330.5 million
outstanding under our bank credit facilities and $20.0 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 a $566.7 million commercial paper
program and three comunitted revolving credit facilities with third-party lenders that provide approximately
$800 million of working capital funding. The first facility is a five-year unsecured facility, expiring December
2011, that bears interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a
spread ranging from 0.30 percent to 0.75 percent, based on the Company’s credit ratings. This credit facility
serves as a backup liquidity facility for our commercial paper program. At the time this credit facility was
established, borrowings under this facility were limited to $600 million. However, in September 2008, the limit
on borrowings was effectively reduced to $566.7 million after one lender with a 5.55% share of the
commitments ceased funding under the facility. On March 30, 2009, the credit facility was amended to reflect
this reduction. At June 30, 2009, there were no borrowings under this facility and $566.7 million was
available.

The second facility is a $212.5 million unsecured 364-day facility expiring October 2009, that bears
interest at a base rafe or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from
1.25 percent to 2.50 percent, based on the Company’s credit ratings. At June 30, 2009, there were no
borrowings outstanding under this facility.

The third facility was an $18 million unsecured facility that bore interest at a daily negotiated rate,
generally based on the Federal Funds rate plus a variable margin. This facility expired on March 31, 2009 and
was replaced with a $25 million unsecured facility effective April 1, 2009 that bears interest at a daily
negotiated rate. At June 30, 2009, 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
covepants 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, 2009, our total-debt-to-
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total-capitalization ratio, as defined, was 52 percent. In addition, both the interest margin over the Eurodollar
rate and the fee that we pay on unused amounts under each of these facilities are subject to adjustment
depending nupon our credit ratings.

In addition to these third-party facilities, our regulated operations have a $200 million intercompany
revolving credit facility with AEH. Through December 31, 2008, this facility bore interest at the one-month
LIBOR rate plus 0.20 percent. In January 2009, this facility was replaced with a new $200 million 364 day-
facility that bears interest at the lower of (1) 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 the new facility through December 31, 2009, There was
$40.3 million outstanding under this facility at June 30, 2009.

Nonregulated Operations

On December 30, 2008, AEM and the participating banks amended and restated AEM’s former
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a
364-day $375 million committed revolving credit facility and extend it to December 29, 2009, Effective
April 1, 2009, the borrowing base was increased to $450 million through the exercise of an accordion feature
in the facility.

The amended facility also adds a swing line loan feature; adjusts the interest rate on borrowings as
discussed below and increases the fees paid to reflect the facility’s conversion to a committed facility and
current credit market conditions, The swing line loan feature allows AEM to borrow, on a same day basis, an
amount ranging from $17 million to $27 million based on the terms of an election within the agreement.

AEM uses this facility primarily to issue letters of credit and, on a less frequent basts, 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 {loating
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 one-month interest period) as in effect from time to time;
and (d) the “cost of funds” rate based on an average of interest rates reported by one or more of the lenders to
the administrative agent. The offshore rate is a floating rate equal to the higher of (a) an offshore rate based
upon LIBOR for the applicable interest period; and (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 2.250 percent to 2.625 percent per
annut, depending on the excess tangible net worth of AEM, as defined in the credit facility. This facility is
collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

At June 30, 2009, there were no borrowings outstanding under this credit facility. However, at June 30,
2009, AEM letters of credit totaling $24.0 million had been issued under the facility, which reduced the
amount available by a corresponding amount. The amount available under this credit facility is also limited by
various covenants, including covenants based on working capital. Under the most restrictive covenant, the
amount available to AEM under this credit facility was $100.6 million at June 30, 2009.

AFEM is required 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, 2009, AEM’s ratio of total
liabilities to tangible net worth, as defined, was 0.86 1o 1. Additionally, AEM must maintain minimuom levels
of net working capital and net worth ranging from $75 million to $112.5 million. As defined in the financial
covenants, at June 30, 2009, AEM’s net working capital was $195.5 million and its tangible net worth was
$210.5 million.
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To supplement borrowings under this facility, throngh December 31, 2008, AEM had a $200 million
intercompany demand credit facility with AEH, which bore interest at the rate for AEM’s offshore borrowings
under its committed credit facility plus 0.75 percent. Amounts outstanding under this facility are subordinated
to ABEM’s committed credit facility. This facility was replaced with another $200 million 364-day facility in
Tanuary 2009 with no material changes to its terms except for the rate of interest, which is the greater of
(i) the one~month LIBOR rate plus 2.00 percent or (i) the rate for AEM’s offshore borrowings under its
committed credit facility plus 0.75 percent. There were no borrowings outstanding under this facility at
June 30, 2009.

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with
AEC, which bore interest at the rate for AEM’s offshore borrowings under its committed credit facility plos
0.75 percent. This facility was replaced with another $200 million 364-day facility in January 2009 with no
material changes to its terms except for the rate of interest, which is the greater of (i) the one-month LIBOR
rate plus 2.00 percent or (ii) the rate for AEM’s offshore borrowings under its committed credit facility plus
0.75 percent. Applicable state regulatory commissions have approved the new facility through December 31,
2009. There were no borrowings outstanding under this facility at June 30, 2009.

Shelf Registration

On March 23, 2009, we filed a registration statement with the Securities and Exchange Commission
(SEC) to issue, from time to time, up to $900 million in common stock and/or debt securities available for
issnance, including approximatety $450 million of capacity carried over from our prior shelf registration
statement filed with the SEC in December 2006.

As of Tune 30, 2009, we had $450 million of availability remaining under the registration statement after
completing our Sepior Notes Offering. However, dne to certain restrictions placed by one state regulatory
commission on our ability to issue securities under the registration statement, we now have remaining and
available for issuance a total of approximately $300 million of equity securities and $150 million of
subordipated debt securities.

Debt Covenants

In addition to the financial covenants described above, our debt instruments contain various covenants
that are usual and customary for debt instruments of these types.

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 defauit 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 June 30, 2009. 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 cormrective actions.
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6. Earnings Per Share

Basic and diluted earnings per share for the three and nine months ended June 30, 2009 and 2008 are
calculated as follows:

Three Months Foded Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thousands, except per share amounts)
Netincome (JOSS) . . oo v it i e eiieanaee s $ 1964 $(6,588) $206,930 $178,749
Denominator for basic income per share — weighted
average common shares. . .. .. .. ... Lo .. 91,338 89,648 90,940 89,281
Effect of dilutive securities:
Restricted and other shares . ................. 616 e 611 557
Stock options .. ... .ot it 48 — 39 99
Denominator for diluted income per share —
weighted average common shares ............. 92,002 89,648 91,590 89,937
Income (Joss) per share — basic. ............... $ 002 $ @O $§ 228 $ 200
Income (Joss) per share — diluted . ............. $ 002 $@©O0NH $ 226 $ 199

There were approximately 33,000 and 132,000 out-of-the-money stock options excluded from the
computation of diluted earnings per share for the three and nine months ended June 30, 2009.

There were approximately 557,000 restricted and other shares and approximately 99,000 stock options that
were excluded from the calculation of diluted earnings per share for the three months ended June 30, 2008 as
their inclusion 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 montbs ended June 30, 2008 as their
exercise price was less than the average market price of the common stock during that period.

7. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirement benefit plans
for the three and nine months ended Tune 30, 2009 and 2008 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
mainienance expense.

Three Months Ended June 30
Pension Benefits Other Benefits
2009 2008 2009 2008
(In thousands)
Components of net periodic pension cost:
S EIVICE COSE. &+ v vt e e e e st e s ee ee et e e e $3703 $3,879 $2946 $3342
ILETESt COSt. v v v v v v v e v e v v e e e n v e 7,554 6,736 3,520 2,912
Expected refirn on assetS. . ... oo o v v iien v e 6,238)  (6,311) (573) (715)
Amortization of transition asset . .. ... ... .. — - 378 377
Amortization of prior service cost . ...... ... ... ... (183) (171) — —_
Amortization of actuarial loss ......... .. ... ..... 955 1,926 —_ —_
Net periodic pension cost. ... cvovnenv e .. $5791 $6059 $6271 $5916
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Nine Months Ended June 30
Pension Benefiis Other Benefits
2009 2008 2009 2008
(In thousands)
Components of net periodic pension cost:
SEIVICE COSt . . v v e ettt e $11,109 $11,635 $ 8,838 $10,024
Interest COSt . . ... . . . . it . 22,662 20,208 10,560 8,736
Expected retornon assets . .. ... ...l (18,714  (18,932) (1,719) (2,145)
Amortization of fransition asset ............... - — 1,134 1,133
Amortization of prior service cost. ... .......... (549) (513) — —
Amortization of actuarial loss. .. ... ........... 2,865 5,778 e —
Net periodic pensioncost .. ................ $17373 $18176 $18,813 $17,748

The assumptions used to develop our net periodic pension cost for the three and nine months ended
Tune 30, 2009 and 2008 are as follows:

Pension Benefits Other Benefits
2009 2008 2009 2008
Discountrate. . ... ..ttt i e e e 7.57% 6.30% 7.57% 6.30%
Rate of compensation increase. . .. ... ... ... oL, 4.00% 4.00% 4.00% 4.00%
Expectedreturnon planassets. . . ..........ovvvina... 8.25% 8.25% 5.00% 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.
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 Tunded status of our plans as of January 1, 2009. Tn June 2009, we contributed
$21 million in cash to our pension plans to achieve a desired level of funding while maximizing the tax
deductibility of this payment.

We contributed $8.2 million to our other post-retirement benefit plans during the nine months ended
Tune 30, 2009. We expect to contribute a total of approximately $11 million to these plans during fiscal 2009.

In April 2009, the FASB issned FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of
Other-Than-Temporary Impairments. This FSP amends the other-than-temporary impairment guidance for debt
securities and expands the presentation and disclosure of other-than-temporary impairments on debt and equity
securities in interirn and annual financial statements. This FSP does not amend existing recognition and
measurement guidance related to other-than-temporary impairments of equity securities.

For our Supplemental Executive Benefit 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 fond is written down to its estimated fair value and the other-than-temporary impairment
is recognized in the income statement.
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Assets for the supplemental plans are held in separate rabbi trusts and comprise the following:

Gross Graoss
Amortized  Unrealized  Unrealized Fair
Cost Gain Loss Value
(In thousands)
As of June 30, 2009:
Domestic equity mutual funds . .............. $25,824 $ 286 $ — $26,110
Foreign equity mutual funds. .. .............. 4,047 e — 4,047
Moneymarketfunds ............. ... .. ... 8.699 e —_ 8,659
$38,570 $ 286 $ — $38,856
As of September 30, 2008:
Domestic equity mutsal funds . .............. $31,041 $1,625 $(394) $32,272
Foreign equity mutwal funds. . . .............. 5,309 359 — 5,668

$36,350 $1,984 $(394)  $37.940

The following table presents interest and dividends on available-for-sale securities for the three and nine
months ended June 30, 2009 and 2008:

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thousands)
4172 4t S $ 8 $— $ 8 $ —
Dividends. . .......... ..., 184 190 1,607 2,032
Total interest and dividends. ... ................. $192 $190  $1,615 $2,032

The following table presents realized gains and losses on available-for-sale securities for the three and
nine months ended June 30, 2009 and 2008. The gross realized investment losses exclude losses from
other-than-temporary impairment:

Three Months Ended Nine Mouths Ended

June 30 June 30
2009 2008 2009 2008
(In thousands)
Gross realized investment gains . ... ................ $— $51 § — $97
Gross realized investment losses . .................. — @ (129) 3
Net realized gains (J0SSES) . . .. v vvveen e nnn. $— $49  $(129) $94

Due to the recent deterioration of the financial markets and the uncertainty of a full recovery of these
investments given the current economic environment, we have recorded a $3.3 million and $5.4 million
noncash charge to impair certain available-for-sale investments during the three and nine months ended
Tune 30, 2009. As a result of these impairments, at June 30, 2009, we did not maintain any investments that
are in an norealized loss position,

8. Commitments and Contingencies
Litigation and Environmental Matters

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 12 to the financial statements in our Annual Report on Form 10-K for the fiscal year ended September 30,
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2008, there were no material changes in the status of such litigation and environmental-related matters or
claims during the nine months ended Tune 30, 2009. We continue to believe that the final outcome of such
litigation and environmental-related matters or claims will not have a material adverse effect on our financial
condition, results of operations or cash flows.

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

Purchase Commitments

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At June 30, 2009, AEM was committed to purchase 83.0 Bef
within one year and 25.4 Bef within one to three years under indexed contracts. AEM is committed to
purchase 2.9 Bef within one year under fixed price contracts with prices ranging from $3.15 1o $7.68 per Mcf.
Purchases under these contracts totaled $256.0 million and $842.1 million for the three months ended June 30,
2009 and 2008 and $1,215.0 million and $2,274.4 million for the nine months ended June 30, 2009 and 2008.

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 contractnally 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 Diviston maintains long-term supply contracts 1o ensure a reliable source of gas for our
customers in this service area which obligate it to purchase specified volumes at market and fixed prices. The
estimated commitments under these contracts as of June 30, 2009 are as follows (in thousands):

2000 . e et ettt ettt $ 20,256
2010 L e e 120,481
2 4 3 O O 5,658
b2 1 7,302
4 5 2O 7,711
30 =4 2614

$164,022

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, 2008, in Decernber 2007, the Company received data
requests from the Division of Investigations of the Office of Enforcement of the Federal Energy Regnlatory
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.

After responding to two sets of data requests received from the Comumission, the Comrnission agreed to
allow us to conduct our own internal investigation into compliance with the Commission’s rules. We have
completed our internal investigation and submitted the results to the Comrmission. During our investigation, we
identified certain transactions that conld possibly be cousidered non-compliant, and we continue to fully
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cooperate with the Commission as we work 1o resolve this matter. 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.

As of June 30, 2009, rate cases were in progress in our City of Dallas and Virginia service areas and
annual rate filing mechanisms were in progress in our City of Dallas and Amarillo service areas. These
regulatory proceedings are discussed in further detail in Management’s Discussion and Analysis — Recent
Ratemaking Developments.

9. 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, 2008. During the nine months
ended June 30, 2009, there were no material changes in our concentration of credit risk.

10. Segment Information

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution,
transmission and storage business as well as other nonregulated businesses. We distribute natural gas throngh
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial castomers 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.

Through our nonregulated businesses, we primarily provide natural gas management and marketing
services to municipalities, other local distribation companies and industrial castomers primarily in the Midwest
and Southeast, Additionally, we provide natural gas transportation and storage services to certain of our natural
gas distribution operations and to third parties.

We operate the Company throngh the foliowing four 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 the Atmos Pipeline — Texas Division.

* The natural gas marketing segment, which includes a variety of nonregulated natural gas management
services.

* The pipeline, storage and other segment, which includes our nonregulated natural gas transmission and
storage 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 regnlatory environments. Although our natural
gas distribution segment operations are geographically dispersed, they are reporied 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, 2008. We evaluate performance based on net income or
loss of the respective operating units.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Centinued)

Income statements for the three and nine month periods ended June 30, 2009 and 2008 by segment are

presented in the following tables:

Three Months Ended June 30, 2009

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Elimninations  Consolidated
(In thousands)
Operating revenues from external
parties . .. ... $386,774 $29,558  $358,458  $5,985 $ - $780,775
Intersegment revenues .. ... . ... 211 19,787 95,046 2,241 (117,285) e
386,985 49,345 453,504 8,226 (117,285) 780,775
Purchased gascost. .. ......... 195,303 e 438,482 4,212 (116,862) 521,135
Grossprofit............... 191,682 49,345 15,022 4,014 (423) 259,640
Operating expenses
Operation and maintenance . .. 86,534 13,784 6,445 1,641 (509) 110,895
Depreciation and
amortization. . ........... 47,928 5,066 392 795 — 54,181
Taxes, other than income . .. .. 44,014 2,569 628 366 — 47,577
Asset impairments . ... ..., .. 2,823 370 90 21 —— 3,304
Total operating expenses ....... 184,299 21,789 7,555 2,823 (509) 215,957
Operating income . ........... 7,383 27,556 7,467 1,191 86 43,683
Miscellaneous income .. ....... 2,167 615 71 2,319 (3,953) 1,219
Interest charges . ............. 32,798 8,152 4,020 408 (3,867) 41,511
Income (loss) before income
TAXES v ot i e (23,248) 20,019 3,518 3,102 — 3,391
Income tax expense (benefit) . . . . (8,307) 7,065 1,419 1,250 — 1,427
Net income (loss)......... $(14,941) $12954 § 2,099 $1.852 § — $ 1964
Capital expenditores .......... $ 86,861  $28216 $ 82 $5837 & -—  $120,996
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Operating revenues from

external parties . .. ........
Intersegment revenues. . ... ...

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

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

Operating expenses

Operation and maintenance . .

Depreciation and

amortization ...........
Taxes, other than income. . ..

Total operating expenses ... ...

Operating income (loss) ......
Miscellaneous income . . ... ...
Interest charges. . ...........

Income (loss) before income

Income tax expense (benefit). . .

Net income (Joss) .......

Capital expenditures . .. ......

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

Three Months Ended June 30, 2008

Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution  and Storage Marketing Other Eliminations Consolidated
(In thousands)

$676,418 $27,321 § 933,931 $1.475 $ —  $1,639,145
221 18,965 255,791 2,405 (277,382) —
676,639 46,286 1,189,722 3,880 (277,382) 1,639,145
476,711 — 1,192,353 706 (276,847) 1,392.923
199,928 46,286 (2,631) 3,174 (535) 246,222
95,853 17,042 4,433 1,115 (621) 117,822
44,737 4,860 381 378 — 50,356
54,141 2,493 391 310 — 57,335
194,731 24,395 5,205 1,803 (621) 225,513
5,197 21,891 (7,836) 1,371 86 20,709
3,508 550 371 2,273 (5,108) 1,600
28,504 6,606 2,850 532 (5,022} 33.470
(19,799) 15,835 (10,309) 3,112 — (11,161)
(7,421) 5,570 (3,995) 1,273 — (4,573)
$(12,378) $10265 § (6,314) $1,839 — $§ (6,588)
$ 92,856 $18252 % 132 $2916 § — $ 114,156
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Operating revenues from
external parties

Intersegment revenues . ... ...

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

Grossprofit .. ...........
Operating expenses
Operation and maintenance . .

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

Taxes, other than income . . .
Asset impairments . .......

Total operating expenses

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

Interest charges . ...........
Income before income taxes. . .

Income tax expense .. .......

Net income

Capital expenditures

Nine Months Ended June 30, 2009

Natural Regulated Natural

Pipeline,

Gas Transmission Gas Storage and
Distribution  and Storage Marketing Other Eliminations Consolidated
(In thousands)

$2,672,742  $ 91,877 $1,524,438 §$29456 § —  $4,318,513
631 71,384 425219 7,490 (504,724) —
2,673,373 163,261 1,949,657 36,946 (504,724) 4,318,513
1,816,227 — 1,881,068 9,771 (503,456) 3,203,610
857,146 163,261 68,589 27,175 (1,268) 1,114,903
276,462 58,448 27,228 4,700 (1,526) 365,312
142,608 15,027 1,189 1,933 — 160,757
139,861 7,929 1,667 571 — 150,028
4,599 602 146 35 — 5,382
563,530 82,006 30,230 7,239 (1,526) 681,479
293,616 81,255 38,359 19,936 258 433,424
6,123 1,713 490 6,540 (15,513) (647
94,506 23,580 11,383 1,821 (15,255) 116,035
205,233 59,388 27,466 24,655 e 316,742
68,405 19,308 11,444 10,595 — 109,812

$ 136,768 $ 40,080 § 16,022 $14,060 — § 206,930
$ 260,482 § 61,579 § 199  $20,066 §$ - § 342,326

ks
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Operating revenues from

external parties ..........
Intersegment revenues . ......

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

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

Operating expenses

Operation and maintenance . .

Depreciation and

amortization. ... .......
Taxes, other than income . . .

Total operating expenses . . . ..

Operating income ..........
Miscellaneous income . ... ...
Interest charges . . ..........

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

Netincome ...........

Capital expenditures . .......

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

Nine Months Ended June 30, 2008

Ve mpm, wd e

Distribution  and Storage Marketing Other Eliminations Consolidated
(In thousands)

$3,126,083 $ 72,588 $2,568,643 $13,326 § —  $5,780,640
589 70,184 590,449 7,303 {668,525) -
3,126,672 142,772 3,159,092 20,629 (668,525) 5,780,640
2,296,020 - 3,099,428 1,773 (666,835) 4,730,386
830,652 142,772 59,664 18,856 (1,690) 1,050,254
291,678 47,560 17,835 3,939 (1,948) 359,064
130,699 14,683 1,142 1,135 — 147,659
142,063 6,322 3,798 987 - 153,170
564,440 68,565 22,775 6,061 {1,948) 659,893
266,212 74,207 36,889 12,795 258 390,361
7,654 933 1,775 6,243 (13,631) 2974
88,802 20,453 6,166 1,755 (13,373) 103,803
185,064 54,687 32,498 17,283 — 289,532
71,622 19,351 12,933 6,877 — 110,783
$ 113442 § 35336 § 19565 $10406 $ — $ 178,749
$ 266,840 § 40334 § 201  § 5,503 — § 312878

34



ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at June 30, 2009 and September 30, 2008 by segment is presented in the

following tables:

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

Cash and cash equivalents . .. ...

Assets from risk management
activities ... ... ..o u .

Total current assels .........
Intangible assets . . . ..... ... . ...
Goodwill . ...................

Noncurrent assets from risk
management activities . ... .. ...

Deferred charges and other assets. . .

CAPITALIZATION AND
LIABILITIES

Sharcholders’ equity .. .. ... ....
Longterm debt. . ..............

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

Current maturities of long-term
debl . ... ...l

Short-termdebt. . ............

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
Habilides ..................

June 30, 2009
Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations Consolidated
(In theusands)

$3,625,656 $631,136 $ 7232 $ 75340 $ - $4,339,364
526,941 — (2,096) —_ (524,845) e
39,276 — 76,111 10,348 — 125,735
1,233 e 30,696 3,835 (4,510} 31,254
416,144 16,481 211,197 55,510 (60,309) 639,023
507,278 —_— o 146,140 (653,418) —
963,931 16,481 318,004 215,833 (718,237) 796,012
—_ — 1,617 — — 1,617
569,920 132,367 24,282 10,429 — 736,998
—_— — 9,900 —_ — 9,900
181,945 9,959 1,045 19,190 — 212,139
$5,868,393  $789,943  $359,984  $320,792  $(1,243,082) $6,096,030
$2,191,520  $170,224  $101,997 $254,720 $ (526,941) $2,191,520
2,168,937 — — 458 — 2,169,395
4,360,457 170,224 101,997 255,178 (526,941) 4,360,915
— —_— — 131 — 131

40,340 —_ — — (40,340) _
22,945 — 4,668 705 4,510) 23,808
427,859 8,270 151,117 50,274 (17,760) 620,360
— 530,513 122,905 e (653,418) B

491,144 538,783 279,290 51,110 (716,028) 644,299
444,621 76,837 (21,955) 11,511 (113) 510,901
316 — i — R 316
322,529 — - — — 322,529
249 326 4,099 652 2,993 — 257,070
$5,868,393  $789,943 $359,984  $320,792  $(1,243,082) $6,096,030




Investment in subsidiaries
Current assets

ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

ASSETS

Property, plant and equipment, net . .

Cash and cash equivalents

Assets from risk management
activities . ... .............

Other curent assets. ... .......
Intercompany receivables. . ... ..

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

Intangible assets . . .. .. .. ... ...,

Goodwill
Noncugrent assets from risk

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

CAPITALIZATION AND

LIABILITIES
Shareholders’ equity ... .........
Longtermdebt. .. ... ... .. ... ..

Total capitalization. . . .......

Current liabilities

Current maturities of long-term
debt . ...l

Short-term debt. . . ...........

Liabilities from risk management
activities . ... ... ... ...

Other current liabilities
Intercompany payables

Total current liabilities . . ... ..

Noncurrent liabilities from risk

management activities . ... ... ..

Regulatory cost of removal
obligation. . ......... e

Deferred credits and other

liabilities ............... ...

September 30, 2008

Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution  and Storage Marketing Other Eliminations Consolidated
(In thousands)

$3,483,556  $585,160 $ 7,520 $ 60,623 % —  $4,136,859
463,158 e (2,096) —_— (461,062) —
30,878 — 9,120 6,719 — 46,717
— — 69,008 20,239 (20,956) 68,291
774,933 18,396 411,648 56,791 (91,672) 1,170,096
578,833 — — 135,795 (714,628) o
1,384,644 18,396 489,776 219,544 (827,256) 1,285,104
e — 2,088 e o 2,088
569,920 132,367 24,282 10,429 — 736,998
e — 5,473 — — 5473
195,985 11,212 1,182 11,798 e 220,177
$6,007,263  $747,135  $528,225 $302,394 $(1,288,318) $6,386,699
$2,052,492  $130,144  §$114,550 $218455 $ (463,158) $2,052,492
2,119,267 e —_ 525 — 2,119,792
4,171,759 130,144 114,559 218,980 (463,158) 4,172,284
o — — 785 e 785
385,592 e 6,500 — 41,550) 350,542
58,566 — 20,688 616 (20,956) 58,914
538,777 7,053 236,217 62,796 (47,997) 796,846
— 543,384 171,244 e (714,628) —
982,935 550,437 434,649 64,197 (825,131) 1,207,087
384,860 62,720 (21,936) 15,687 (29) 441,302
5,111 e 258 — — 5,369
298,645 — — — — 298,645
253,953 3,834 695 3,530 e 262,012
$6,097,263  $747,135  $528,225 $302,394  $(1,288,318) $6,386,699




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,
2009, the related condensed consolidated statements of income for the three-month and nine-month periods
ended June 30, 2009 and 2008, and the condensed consolidated statements of cash flows for the nine-month
periods ended Jupe 30, 2009 and 2008. These financial statements are the responsibility of the Company’s
management.

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

Based on our review, we are not aware of any material modifications that should be made to the
condensed consolidated 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, 2008, and the related consolidated staternents of income, shareholders’ equity, and cash flows
for the year then ended, not presented herein, and in our report dated November 18, 2008, we expressed an
ungualified opinion on those consolidated financial statements. In our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2008, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

/s/  Ernst & Younc LLP

Dallas, Texas
August 5, 2009
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial
statements in this Quarterly Report on Form 10-Q and Management's Discussion and Analysis in our Annual
Report on Form 10-K for the year ended September 30, 2008.

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
other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”,
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seek™, “strategy” or similar words are intended
to 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, rnarkets, services, rates, recovery of costs, availability of gas supply and other factors.
These risks and uncertainties, which are discussed in more detail in our Annual Report on Form 10-K for the
fiscal year ended September 30, 2008, include the following: our ability to continue to access the credit
markets to satisfy our liquidity requirements; the impact of recent adverse economic conditions on our
customers; increased costs of providing pension and postretirement bealth care benefits and increased funding
requirements; market risks beyond our control affecting our risk management activities including market
liquidity, commeodity price volatility, increasing interest rates and counterparty creditworthiness; regulatory
trends and decisions, including the impact of rate proceedings before varions state regulatory commissions;
increased federal regulatory oversight and potential penalties; the impact of envirommental regnlations 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 nncertainties 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 approximately 3.2 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 distribution
system.

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 and to third parties.
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We operate the Company through the following four 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 the Atmos Pipeline — Texas Division,

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

= the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering,
transmission and storage 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, liahilities, revenues and expenses and the related
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various
other assurnptions 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 postretirernent 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, 2008 and include the
following:

» Regulation

» Revenue Recognition

* Allowance for Doubtful Accounts

* Derivatives and Hedging Activities

» Impairment Assessments

* Pension and Other Postretiremnent Plans

Our 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, 2009.
RESULTS OF OPERATIONS

During the current fiscal year, several external factors have impacted Atmos Energy, including but not
limnited to adverse developments in the global and financial credit markets and the unfavorable impact of the
£CONoMmic recession.

The tightening of the credit markets has made it more difficult and more expensive for us to access the
capital markets. However, during the fiscal year, we have undertaken several steps to improve our financial
position. In March 2009, we successfully completed an offering of $450 million 8.5% senior notes, and used
most of the proceeds in April 2009 to redeem $400 million of senior notes that were scheduled to mature in
October 2009. Additionally, we enhanced our liquidity sources in various ways. In October 2008, we replaced
our former $300 million 364-day committed credit facility with a new 364-day $212.5 million committed
credit facility. Additionaily, we converted AEM’s former $580 milltion uncommitted credit facility to a
364-day $375 million committed credit facility. This facility was subsequently increased to $450 million in
April 2009. Finally, in April 2009 we replaced an expiring $18 million unsecured committed credit facility
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with a $25 million unsecured committed credit facility. After entering into these new facilities, we currently
have a total of approximately $1.3 billion available to us under four committed credit facilities. As a result of
these developments and our continued successful financial performance, Standard & Poor’s Corporation (S&P)
upgraded our credit rating from BBB to BBB+ in December 2008 and Moody’s Investors Service (Moody’s)
upgraded the credit rating on our senior long-term debt from Baa3 to Baa2 and our commercial paper from
P-3 to P-2 in May 2009. These ratings upgrades should improve our ability to access the short-term capital
markets to satisfy our liquidity requirements on more economical terms in the future.

Challenging economic times have also impacted most of our business segments. The impact of the
economic downturn is most apparent in a general decline in throughput. Our natural gas distribution segment
has experienced a year-over-year four percent decrease in consolidated throughput, primarily associated with
lower residential, commercial and industrial consumption. Declines in the demand for natural gas as a result of
idle production and plant closures have contributed to a seven percent year-over-year decrease in consolidated
throughput in our regulated transmission and storage segment and a five percent year-over-year decrease in
consolidated sales volumes in our natural gas marketing segment. However, recent improvements in rate
design in our natoral gas distribution segment and the ability to earn higher per-unit margins in our regulated
transmission and storage and natural gas marketing segments has more than offset the decline in throughput
and sales volumes. Additionally, reduced demand for natural gas has resulted in lower natural gas prices,
which has contributed significantly to the increase in our operating cash flow from $417 million for the nine
months ended June 30, 2008 to $825 million for the nine months ended June 30, 2009.

The seasonality of our distribution business typically results in a loss in our fiscal third quarter. However,
we Teported net income of $2.0 million, or $0.02 per diluted share for the three months ended June 30, 2009
compared with a net loss of $6.6 million, or $0.07 per diluted share in the prior-year quarter. The
quarter-over-guarter improvement reflects higher gross profit in our regulated transmission and storage and
natural gas marketing segments combined with lower consolidated operation and maintenance expense, which
more than offset lower natural gas distribution margins and a $3.3 million charge to impair certain
available-for-sale investments.

For the first nine months of fiscal 2009, net income increased 16 percent to $206.9 million, or $2.26 per
diluted share. Regulated operations contributed 85 percent of our net income during this period with our
nonregulated operations contributing the remaining 15 percent. Results for the nine months ended June 30,
2009 inclede the favorable impact of a one-time tax benefit of $11.3 million, or $0.12 per diluted share and
the unfavorable impact of a $5.4 million charge, or $0.04 per diluted share, to impair certain available-for-sale
investments. Additionally, results for the nine-month period ended June 30, 2009 reflect increased gross profit
across all of our business segments, partially offset by higher depreciation expense, pipeline maintenance and
employee costs and interest expense.

The following table presents our consolidated financial highlights for the three and nine months ended
June 30, 2009 and 2008:

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
(In thonsands, except per share data)

Operating Tevenues . . ... ... ooeueennnn. $780,775  $1,639.145 $4,318,513  $5,780,640
Grossprofit . ......covinii ., 259,640 246,222 1,114,903 1,050,254
Operating exXpenses. .. ... ..vvvuennenenn 215,957 225,513 681,479 659,893
Operating income . . ... ...covvvineannn. 43 683 20,709 433,424 390,361
Miscellaneous income {expense) . ......... 1,219 1,600 647) 2,974
Inierest charges. .. ......co v 41,511 33,470 116,035 103,803
Income (loss) before income taxes. . ....... 3,391 (11,161) 316,742 289,532
Income tax expense (bepefit). . ........... 1,427 (4,573) 109,812 110,783
Net income (08S) . .. ... .o v i, $ 1,964 $ (6,588 $ 206,930 § 178,749
Diluted net income (loss) per share . ... .. .. $ 002 % ©o07 $ 226 % 1.99



Our consolidated net income (loss) during the three and nine months ended June 30, 2009 and 2008 was
earned in each of our business segments as follows:

Three Months Ended
June 30
2009 2008 Change
{In thousands)
Natural gas distribution segment. . ... ... .. cvvvrnenne.... $(14,941)  $(12,378) $(2,563)
Regulated transmission and storage segment. .. .............. 12,954 10,265 2,689
Natural gas marketing segment. . ... ......... ... ... 2,099 (6,314) 8,413
Pipeline, storage and other segment . . ... ... 1,852 1,839 13
Netincome (J0SS) .. vt it nr ettt eie e enaeeannns $ 1964 § (6588 § 8552
Nine Months Ended
June 30
2009 2008 Change
(In thousands)
Natural gas distribution segment. . ... ... .. it $136,768 $113,442  $23,326
Regulated transmission and storage segment. . .............. 40,080 35,336 4,744
Natural gas marketing segment. ... .. ......... . ... .- 16,022 19,565 (3.543)
Pipeline, storage and other segment . . .......... ... ..., 14,060 10,406 3,654
NELINCOME & o vt vttt e ie e ee e inaenns $206,930 $178,749  $28,181

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

2009 2008 Change

(In thousands, except per share data)

Regulated operations. . . .. ..ot n e et $(1,987y  $(2,113) $ 126
Nonregnlated operations . .. ........ .. . i i 3,951 (4,475) 8426
Consolidated net income (JOSS) + . v v v i vt i i i $ 1,964 $(6,588) $8,552
Diluted EPS from regulated operations ...................... $.02 $@©02) $ —
Diluted EPS from nonregulated operations. . . ................. 0.04 (0.05) 0.09
Consolidated dilunted EPS . . .. ... ittt et iiienns § 0.02 $ (.07 §$ 0.09

Nine Months Ended
June 30
2009 2008 Change
(In thousands, except per share data)

Regulated operations . . ... ... iiieiniienninaaa.. $176,848 $148,778  $28,070
Nonregulated operations. . ... ..o iiviiiin i iinnon, 30,082 29,971 111
Consolidated netincome . .............cciiiiiiineunnns $206,930 $178,749  $28,181
Diluted EPS from regulated operations . .. ................. $ 193 $ 166 & 027
Diluted EPS from nonregnlated operations ................. 0.33 0.33 —
Consolidated diluted EPS . . . . . ... .. ... ... ... ... .. ... $ 220 $ 199 § 027
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Three Months Ended June 30, 2009 compared with Three Months Ended June 30, 2008
Natural Gas Distribution Segment

The primary Tactors 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 anthorized rates of return is based primarily on our ability to improve the rate
design in our various ratemaking jurisdictions by redocing 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 90 percent of
our residential and commercial meters in the following states for the following time periods:

GOOTEIA . - v v e et et e o e e e e e e e e e October - May
G £ T - J October — May

| 13T 2 November — April
Louisiana....................... e December — March
MSSISSIPP: « v v v v e e n e v e e e am e e e e e November - April
TEINESSEE .« o v v e e e e e e e et e e e e e e November — April
Teras: Mid-Tex . ..o o i e e e November — April
Texas: West TeXas . . ..ottt e et e October — May
VIrgima . . .ot 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.

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. Althongh changes in these revenue-related
taxes arising from changes in gas costs affect gross profit, over time the impact of these timing differences is
generally offset within operating income. Prior to January 1, 2009, timing differences existed between the
recognition of revenue for franchise fees collected from our customers and the recognition of expense of
franchise taxes. These timing differences had a significant temporary effect on operating income in periods
with volatile gas prices, particolarly in our Mid-Tex Division. Beginning Jamuary 1, 2009, changes in our
franchise fee agreements in our Mid-Tex Division became effective which should significandy reduce the
impact of this tuming difference on a prospective basis. However, this timing difference will still be present for
gross receipts taxes.

Higher gas costs may also adversely imapact our accounts recejvable 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.
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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
June 30, 2009 and 2008 are presented below.

Three Months Ended
June 30
2009 2008 Change
(In thousands, unless otherwise noted)

Grossprofit.. ..... ... ... .. .. e $191,682 $199,928 $ (8,246)
Operating eXpenseS . « .« v vt et it e e 184,299 194,731 (10,432)
Operatingincome .. ....... ... .. ... iiiiernnnnnan.. 7,383 5,197 2,186
Miscellaneous INCOmIE . . . . o vttt ittt i et e ea s 2,167 3,508 (1,341)
Interest charges. . ... .. ... i e 32,798 28,504 4204
Lossbeforeincometaxes ...............cciiiiivnn. (23,248) (19,799) (3,449)
Income tax benefit . ... ..ottt e (8,307) (7,421) (886)
NetIo8S . ..ot e e e $(14,941) $(12,378) $ (2,563)
Consolidated natural gas distribution sales volumes — MMcf. . . 40,081 41,357 (1,276)
Consolidated natural gas distribation transportation volumes —

MMeCf . e 29,597 32,126 (2,529)

Total consolidated naturat gas distribution thronghput —

MMef. . e e 69,678 73,483 (3,805)

Consolidated natural gas distribution average transportation

revenme per Mef .. .. .. e $§ 046 § 043 § 0.03
Consolidated natural gas distribution average cost of gas per

M sOld. . e e $ 487 $ 1153 $ (6.66)

The following table shows our operating income by nataral gas distribution division, in order of total
customers served, for the three months ended June 30, 2009 and 2008. The presentation of our patural gas
distribution operating income is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Three Months Ended
Juane 30
2009 2008 Change
(In thousands)

Mid-Tex . ... e e e e $(3,598) $(3.043) $ (555)
Kentucky/Mid-States . . .. ... .ot i e 2,931 5,757 (2,826)
1 1« T 5459 5,086 373
B G 3 ¥ 1,010 (563) 1,573
Y T o) NS (585) (946) 361
Colorado-Kansas . . .. v v vt i et it et i es e ettt e e 1,247 542 705
L8 1 ¢ V- 919 (1,636) 2,555
Total. . et e e e e e $7383 $5197 %2186

The $8.2 million decrease in natural gas distribution gross profit primarily reflects a net $5.4 million
decrease in margins in the Mid-Tex Division. This reduction in margins was primarily due to rate design
changes implemented in November 2008 that decreased the monthly base charge and increased the volumetric
charge for most of the Mid-Tex Division’s customers. This change results in higher gross profit during the
winter heating season and lower gross profit in the summer months. The current year period also reflects a
$3.3 million increase in rate adjustments primarily in Georgia, Kansas, Louisiana and West Texas. The
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decrease in gross profit also reflects a $3.5 million decrease as a result of a five percent decrease in
distribution throughput, primarily associated with lower residential, commercial and industrial consumption.
Finaily, service revenue and late charges, which are based on the customer’s outstanding balance, decreased
$1.3 million due to the lower cost of natural gas in the current-year period.

Partially offsetting these decreases was an increase of approximately $1.3 million in revenne-related taxes
in the current-year quarter compared to the prior-year guarter primarily due to the timing change in franchise
fees in our Mid-Tex Division. This increase was combined with a $9.5 million quarter-over-quarter decrease in
the associated franchise and state gross receipts tax expense recorded as a component of taxes, other than
income, resulting in a $10.8 million increase in operating income when compared with the prior-year quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense, taxes, other than income, and asset impairments decreased
$10.4 million.

Operation and maintenaoce expense, excluding the provision for doubtful accounts, decreased $4.9 million,
primarily due to lower legal and other administrative costs. These decreases were partially offset by a
$2.8 million noncash charge to impair certain available-for-sale investments as the Company believed the fair
value of these investments would not recover within a reasonable period of time.

Depreciation and amortization expense increased $3.2 million for the third quarter of fiscal 2009
compared with third quarter of fiscal 2008. The increase primarily was attributable to additional assets placed
in service during the cument-year period.

Interest charges allocated to the natural gas distribution segrent increased $4.3 million due to the effect
of the Company’s March 2009 issuance of $450 miltion 8.50% senior notes to repay $400 million 4.00% senior
notes in April 2009.

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the nine months ended June 30, 2009 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 commission’s final roling.

Annual Rate Filing Mechanisms

Tn March 2009, the Mid-Tex Division filed its second Rate Review Mechanism (RRM) with the Settled
Cities. The filing requested an increase in anomal operating income of $9.7 million for the Settled Cities. The
Mid-Tex Division and representatives of the Settled Cities reached an agreement to increase annual operating
income by $2.0 million, which will be implemented in rates beginning in August 2009. Beginning in
November 2008, rates were implemented from our first RRM filing with the Seitled Cities, which resulted in
an increase in annual operating income on a system-wide basis of approximately $27.3 million. The impact to
the Mid-Tex Division for the Settled Cities was approximately $21.8 million.

In April 2009, the West Texas Division filed its second RRM with the West Texas Cities. The filing
requested an increase in annual operating income of $11.1 million. The West Texas Division and representa-
tives of the West Texas Cities reached an agreement to increase annual operating income $7.8 million, which
will be implemented in rates beginning in August 2009. Beginning in November 2008, rates were implemented
from our first RRM with the West Texas Cities, which resulted in an increase in operating income of
$4.5 million, of which $3.9 million is being collected over a 9% month period.

In April 2009, the City of Lubbock approved an RRM tariff similar to the RRM tariff utilized by the
West Texas Cities. The West Texas Division filed its first RRM with the City of Lubbock on April 15, 2009.
The filing requested an increase in annval operating income of $3.5 million. The City of Lubbock is currently
reviewing the filing and a final determination is expected in October 2009.
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In June 2009, the City of Amarillo approved an RRM tariff similar to the RRM tariff utilized by the West
Texas Cities. The West Texas Division filed its first RRM with the City of Amarillo on June 17, 2009. The
filing requested an annnal increase in operating income of $2.3 million. The City of Amarillo is currently
reviewing the filing and a final determination is expected in October 2009.

In December 2008, the Lonisiana Division filed its TransL.a anoual rate stabilization clause with the
Louisiana Public Service Commission (LPSC) for the test year ended September 30, 2008. The filing resulted
in an annual increase in operating income of $0.6 million and was implemented in April 2009.

In April 2009, the Louisiana Division filed its L.GS annual rate stabilization clause with the LPSC. The
filing was for the test year ended December 31, 2008. The filing resulted in an annual increase in operating
income of $3.3 million and was implemented in July 2009.

In September 2008, we filed our Mississippi stable rate filing with the Mississippi Public Service
Commission (MPSC) requesting an increase in annual operating income of $3.5 million. In January 2009, we
withdrew this request after we were unable to reach a mutually agreeable settlement with the MPSC.

GRIP Filings

In May 2008, the Mid-Tex Division made a GRIP filing seeking a $10.3 million increase on a system-
wide basis. However, this filing was only applicable to the City of Dallas and the Mid-Tex environs and
sought a $1.8 million increase for customers in those service areas. Rates were approved for this filing in
December 2008 and were implemented in January 2009. However, in April 2009, the City of Dallas challenged
the legality of the implementation of the GRIP rates, which the Company is contesting in the District Courts
of Dallas and Travis Counties.

In March 2009, the Mid-Tex Division made a GRIP filing seeking an $18.7 million increase on a system-
wide basis. However, this filing is applicable to the City of Dallas only and seeks a $2.7 million increase for
customers in the City of Dallas. The City of Dallas denied this GRIP filing in June 2009 and the Mid-Tex
Division has appealed this action to the Railroad Commission of Texas (RRC).

Any rate increases granted from these GRIP filings will be in effect until such time that they are
superseded by the statement of intent filed with the City of Dallas discussed below.

Rate Case Filings

In October 2008, our Kentucky/Mid-States Division filed a rate case with the Tennessee Regulatory
Authority secking an increase in annual operating income of $6.3 million. In January 2009, the Consumer
Advocate and Protection Division recommended a decrease in rates of $3.7 million. In March 2009, a
unanimous stipnlation was filed and approved in the case. The parties agreed to an increase in anpual
operating income of $2.5 million with a stated return on equity of 10.3 percent. The increase in rates was
implemented in April 2009,

In November 2008, the Mid-Tex Division filed a statement of intent to increase annual operating income
for customers within the City of Dallas by $9.1 million. The City of Dallas suspended the filing in December
2008 and denied the increase in March 2009. The Mid-Tex Division has appealed the filing and in April 2009
we requested an increase in annual operating incore of $7.5 million and concurrently filed for a statement of
intent to increase annual operating income $1.3 million applicable to the Mid-Tex unincorporated areas. The
City of Dallas has proposed a reduction of rates of $28.9 million to annual operating income system-wide, or
approximately $5.8 million for the City of Dallas and environs customers. On August 4, 2009, the Mid-Tex
Division filed a rebuttal revising the requested increase in annual operating income to $6.6 million for the City
of Dallas and $1.1 million for the Mid-Tex unincorporated areas. A hearing is scheduled with the RRC in
August 2009 and a final ruling is expected in November 2009. If the statement of intent applicable to the City
of Dallas is approved by the RRC, the new rates implemented could supersede the City of Dallas GRIP rates
discussed above.

45




In April 2009, the Kentucky/Mid-States Division filed an expedited rate case with the Virginia State
Corporation Commission seeking an increase in annual operating income of $1.7 million. Interim rates were
implemented subject to refund on May 1, 2009. The application is currently in discovery with a final
determination expected in October 2009.

In July 2009, the Colorado/Kansas Division filed a rate case with the Colorado Public Service
Commission seeking an increase in annual operating income of $3.8 million effective in August 2009. A
procedural schedule has not been established; however the Commission is expected to suspend the filing.

Other Ratemaking Activity

In May 2007, our Mid-Tex Division filed for a 36-month gas contract review filing. This filing was
mandated by prior RRC orders and related to the prudency of gas parchases made from November 2003
through October 2006, which total approximately $2.7 billion. The intervening parties recomrended disallow-
ances ranging from $58 million to $89 million. A hearing was held at the RRC in September 2008. In
December 2008, a proposal for decision was issued by the Hearing Examiner recommending no gas cost
disallowance. In February 2009, the RRC approved the Hearing Examiner’s recommendation to disallow no
gas costs.

In March 2009, the RRC established a procedural schedule to examine the 36-month gas contract review
process. Briefs were filed in April 2009 and the Hearing Examiner issued a proposal for decision in June 2009
which recommended the elimination of the 36-month gas contract review process. The RRC has not taken any
action on the proposed final order.

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 nataral 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 incirred and when these costs and expenses
are recovered throngh its tariffs.
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Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the three
months ended June 30, 2009 and 2008 are presented below.

Three Months Ended
June 30

2009 2008 Change

(In thousands, unless otherwise noted)
Mid-Tex transportation . . .. .. .. v vr i e e aennnennns $ 19507 $ 18761 §$ 746
Third-party transportation . . ... ....c.v v 24,285 22,485 1,800
Storage and park and lend services .. ...... .. ... .. ... ... 3,137 2,387 750
L 71 1= 2416 2,653 (237)
Grossprofit. . ... ... ... ... .. 49,345 46,286 3,059
Operating EXPenSES . . . o« oot in ittt e 21,789 24,395 (2,606)
Operatingincome ... ......... ... ... ... . .. 27,556 21,891 5,665
Miscellaneous income . . . .. .. ..ttt 615 550 65
Interest Charges. . . ... .ottt e 8,152 6,606 1,546
Income beforeincometaxes ............... ... v 20,019 15,835 4,184
INCOME 1A EXPENMSE . o v it et e r e anetineanarenrenan 7,065 5,570 1,495
NebIICOME ... ..ottt ittt et $ 12954 §$ 10265 $ 2,689
Gross pipeline transportation volumes — MMcf. . ........... 169,641 181,112 (11,471
Consolidated pipeline transportation volumes — MMecef ... .. .. 141,556 152,450 (10,894)

The $3.1 million increase in gross profit was attributable primarily to a $3.5 million increase from higher
demand-based fees. The improvement in gross profit also reflects a $1.1 million increase due to our GRIP
filings. These increases were partially offset by a $0.7 million decrease arising from a seven percent decrease
in city-gate, electrical generation, Barnett Shale and HUB deliveries.

Operating expenses decreased $2.6 million primarily due to a decrease in pipeline maintenance costs
during the current-year quarter.

Recent Ratemaking Developments

In February 2009, the Atmos Pipeline — Texas Division made a GRIP filing seeking an increase in
annnal operating income of $6.3 million. The filing was approved by the RRC and a final order was issued in
April 2009.

Natural Gas Marketing Segment

Our natural gas marketing activities are conducted through Atmos Energy Marketing, LLC (AEM). AEM
aggregates and purchases gas supply, arranges transportation and/or storage logistics and ultimately delivers
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer-
owned transportation and storage assets to provide the various services our customers request, including
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the use of financial
instruruents. As a result, our revenues arise from the types of commercial transactions we have structured with
our customers and include the value we extract by optimizing the storage and transportation capacity we own
or control as well as revenues received for services we deliver.

Our asset optimization activities seck to maximize the economic value associated with the storage and
transportation capacity we own or control. We attempt to meet this objective by engaging in natural gas
storage transactions in which we seek to find and profit from the pricing differences that occur over time. We
purchase physical natural gas and then sell financial instruments at advantageous prices to lock in a gross
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profit margin. We also seek to participate in transactions in which we combine the natral gas commodity and
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost
alternative withio the natural gas supplies, transportation and markets to which we have access. Through the
use of transportation and storage services and financial instruments, 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.

AEM continually manages its net physical position to attempt to increase in the future the potential
economic gross profit that was created when the original transaction was executed. Therefore, AEM may
subsequently change its originally scheduled storage injection and withdrawal plans from one time period to
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to
accelerate the withdrawal of physical gas, it will execute new financial instruments to economically hedge the
original financial instruments. If AEM elects to defer the withdrawal of gas, it will reset its financial
instruments by settling the original financial instruments and executing new financial instruments to
correspond to the revised withdrawal schedule.

We use financial instruments, designated as fair value hedges, to bedge 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 vnrealized margins
associated with these net positions are realized.

AEM also uses financial instruments to capture additional storage arbitrage opportunities that may arise
after the execuntion of 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 instruments
are recognized as a component of unrealized margins until they are settled.

Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segment for the three months ended
June 30, 2009 and 2008 are presented below. Gross profit margin consists primarily of margins earned from
the delivery of gas and related services requested by our customers 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.

Unrealized margins represent the unrealized gains or losses on our net physical gas position and the
related financial instruments used to manage commodity price risk as described above. These margins fluctuate
based upon changes in the spreads between the physical (spot) 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 uarealized losses or lower unrealized gains. The magnitunde of the
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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
Jupe 30
2009 2008 Change
(In thonsands, vnless otherwise noted)

Realized margins

Delivered 838 .. ..o v ittt $ 16,598 $ 11,231 $ 5,367
Asset OpHIMIZAHON . . ...t ettt e e (14,580) (317,551) 22,971
2,018 (26,320) 28,338
Unrealized margins. .. .. ... .o nnentt e, 13,004 23,689 (10,685)
Grossprofit. . . ... ... ... .. ... 15,022 (2,631) 17,653
Operating EXPEeNSES . « « v v v vt v et s e ee e 7,555 5,205 2,350
Operatingineome . . ........................c....... 7,467 (7,836) 15,303
Miscellaneous income . . . .. .. ... .. .. 0. 71 377 (306)
Interestcharges. . . .. ... . e 4,020 2,850 1,170
Income (loss) before income taxes. . .................... 3,518 (10,309) 13,827
Income tax expense (bepefit). .. ... ... ... ... ... .. 1,419 (3,995) 5,414
Net Income (R0S5). . . o .o vttt et e e et eeeeenn $ 2,099 $ (6314) $ 8413
Gross natural gas marketing sales volumes — MMef .. ....... 103,146 103,403 (257)
Consolidated natural gas marketing sales volumes - MMcf. . . . 84,162 82,122 2,040
Net physical position (BcE) ... ... .. ... ... ... .., 20.0 17.5 2.5

The $17.7 million increase in our natural gas marketing segment’s gross profit was driven primarily by a
$23.0 million increase in asset optimization margins. The increase was primarily the result of a decrease in
losses realized on financial settlements during the current qnarter when compared to the prior-year quarter.
Settlements during both years were primarily related to the deferral of storage withdrawals as AEM had
elected to reset the comresponding financial instruments to fature periods to increase the potential gross profit
it could realize from its asset optimization activities. The reduction in realized losses was caused by greater
price volatility in the prior-year period which had a greater impact on the settlement of financial instruments
used to hedge our physical storage.

The increase in asset optimization margins was partially offset by a $10.7 million decrease in unrealized
margins. This decrease reflects lower volatility during the current quarter compared with the prior-year quarter
between current cash prices used to value our physical inventory and future natural gas prices, which influence
the prices used to value the financial instruments used to hedge our physical inventory.

In addition, delivered gas margins increased $5.4 million compared with the prior-year quarter largely
attributable to a 48 percent increase in gross per-unit margins on similar gross sales volumes period over
period as a result of greater basis opportunities in certain market areas and successful contract renewals.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense, taxes, other than income taxes, and asset irnpairments increased
$2.4 million primarily due to an increase in legal and other administrative costs.

Economic Gross Profit

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the
associated financial instruments. This economic gross profit, combined with the effect of the future reversal of
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unrealized gains or losses currently recognized in the income statement is referred to as the potential gross
profit. ") The following table presents AEM’s economic gross profit and its potential gross profit at June 30,
2009, March 31, 2009, December 31, 2008, September 30, 2008 and June 30, 2008.

Associated Net
Net Physical Economic Unrealized Potential Gross
Period Ending Position Gross Profit Gain Profit™
(Bef) {In millions) (In millions) (In millions)
June 30,2009, . ... .o 20.0 $42.0 $16.7 $25.3
March 31,2009 .. ... ... ... 21.9 $33.4 $24 $31.0
December 31,2008, . ............... 16.3 $20.7 $ 438 $15.9
Septemnber 30,2008 .. .............. 8.0 $48.5 $36.4 $12.1
June 30,2008...... ... ... .. ..., 17.5 $48.2 $34.3 $13.9

@ Potential gross profit represents the increase in AEM’s gross profit in future periods if its optimization
efforts are executed as planned. This amount does not include storage and other operating expenses and
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti-
mated increase in future net income. There is no assurance that the economic gross profit or the potential
gross profit will be fully realized in the future. We consider this measure a non-GAAP financial measure
as it is calenlated using both forward-looking storage injection/withdrawal and hedge settlement estimates
and historical financial information. This measure is presented because we believe it provides our investors
a more comprehensive view of our asset optimization efforts and thus a better understanding of these activ-
ities than would be presented by GAAP measures alone.

As of June 30, 2009, based upon AEM’s planned inventory withdrawal schedule and associated planned
settlement of financial instruments, the economic gross profit was $42.0 million. This amount will be reduced
by $16.7 million of net unrealized gains recorded in the financial statements as of June 30, 2009 that will
reverse when the inventory is withdrawn and the accompanying financial instruments are settled. Therefore,
the potential gross profit associated with these positions was $25.3 million at June 30, 2009.

During the nine months ended June 30, 2009, AEM increased its potential gross profit by $13.2 million
to $25.3 million. In the first quarter, AEM withdrew gas and substantially realized the associated potential
gross profit reported as of Septernber 30, 2008. Since that time, as a result of falling current cash prices, AEM
has been deferring storage withdrawals and has been a et injector of gas into storage to increase the potential
gross profit it could realize in future periods from its asset optimization activities, As a result of these
activities, AEM has increased its net physical position by 12.0 Bcf since September 30, 2008. However, the
captured spreads on these positions have been lower than those captured as of September 30, 2008, resuiting
in a lower economic gross profit compared to that time. This decrease from September 2008 to June 2009 was
partially offset by lower unrealized gains assocjated with these positions primarily due to lower current cash
prices and lower volatility between cash and future prices.

The economic gross profit 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 AEM
actively manages and optimizes its portfolio to attempt to enhance the future profitability of ifs 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 gross profit or the potential gross
profit calculated as of June 30, 2009 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 issnes which limit our ability
to optimally manage our stored gas positions, our earnings could be adversely impacted. Assuming AEM fully
executes its plan in place on June 30, 2009, without encountering operational or other issues, we anticipate
that approximately $15.9 million of the economic gross profit as of June 30, 2009 will be recognized in fiscal
2009 with the remaining $26.1 million expected to be recognized during the first six months of fiscal 2010.
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Pipeline, Storage and Other Segment

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and
Storage, LLC (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana. This
pipeline is primarily used to aggregate gas supply for our regulated natoral gas distribution division in
Louisiana and for AEM, but also provides limited third party transportation services.

APS also engages in asset optimization activities whereby it seeks to maximize the economic value
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are
asset management plans with regulated affiliates of the Company which have been approved by applicable
state regulatory commissions. Generally, these asset management plans require APS to share with our regulated
customers a portion of the profits earmned from these arrangements.

Further, APS owns or has an interest in underground storage fields in Kentucky and Louisiana that are
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet
customer demand during peak periods. Finally, APS manages our natural gas gathering operations, which were
Hmited in mature as of June 30, 2009.

Results for this segment are irmpacted primarily by seasonal weather patterns and volatility in the natural
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk
associated with its asset optimization activities.

Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the three months
ended Tune 30, 2009 and 2008 are presented below.

Three Months Ended
Jone 30
2009 2008 Change
{In thousands)
AsSet OPUINIZATION « « 2 v v vttt et e vt vt ae i n e e et ae e eamee e $1,051 $(484) $1,535
Storage and transportation Services. . .. ... ..o 3470 3464 6
L« 737 592 145
Unrealized margins . .. ..o oot vt nn v et it et e e ieae e (1,244) (398) (846)
Grossprofit . .. ... . ... 4,014 3,174 840
Operating EXPEeNSES . .. .ottt e it et i e 2,823 1,803 1,020
Operatingincome. . . ... ... ... ... . it i 1,191 1,371 (180)
Miscellaneous inCOmME . . ...t i ittt it i iaenann 2,319 2,273 46
Interest charges . ... ..ottt e 408 532 (124)
Income before income taxes. . .............. ... ... . ...... 3,102 3,112 (10)
TNCOME tAX BXPENMSE . ¢ v v ittt i ettt e e e e e 1,250 1,273 (23)
Net ICOME . . . o oottt e e e e e e e e et $1,852 $1839 $ 13

Gross profit from our pipeline, storage and other segment increased $0.8 million primarily due to a
$1.5 million increase in asset optimization margins resulting from larger basis gains earned from utilizing
controlled pipeline capacity. These increases were partially offset by a $0.8 million decrease in unrealized
margins associated with our asset optiniization activities due to a widening of the spreads between current
cash prices and forward natural gas prices.

Operating expenses for the three months ended June 30, 2009 increased $1.0 million primarily due to
increased employee costs and higher depreciation expense, which was largely attributable to additional assets
placed in service during the current-year period.
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Nine Months Ended June 30, 2009 compared with Nine Months Ended June 30, 2008
Natural Gas Distribution Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the nine months ended
June 30, 2009 and 2008 are presented below.

Nine Months Ended
June 30
2009 2008 Changz_
(In thousands, unless otherwise noted)

Grossprofit. . . ... ... i $857,146  $830,652 § 26,494
Operating eXpenses. . - .o vv v v enroe e, e 563,530 564,440 (910)
Operatingincome . . ............. .. it iininnannn. 293,616 266,212 27,404
Miscellaneous INCOTRE . . . .. v v it ittt st et et ennnns 6,123 7,654 (1,531)
Tnterest Charges. « o« vv e e it e et 94 506 38,802 5,704
Income before income taxes . ......... ... ... vevuonn 205,233 185,064 20,169
INCOME taX eXPENSE - . ..o ot ittt e 68,465 71,622 (3,157)
Net NCOIME . . o oottt e et e e e e $136,768 $113442  §$ 23,326

Consolidated natural gas distribution sales volumes — MMecf. .. 253,087 261,692 (8,605)
Consolidated natoral gas distribution transportation

volumes — MMcf . ... ... . e e 98,994 105,605 (6,611)
Total consolidated natural gas distribution
throughput —MMef . ... ... i 352,081 367,297 (15,216)
Consolidated natural gas distribution average transportation
revenue per Mcf .. .. .. ... .. $ 046 § 044 § 002
Consolidated natural gas distribution average cost of gas per
Mefsold. . ..ot e $ 718 $ 877 § (1.59

The following table shows our operating income by natural gas distribution division, in order of total
customers served, for the nine months ended June 30, 2009 and 2008. The presentation of our natural gas
distribution operating income is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Nine Months Ended
June 30
2009 2008 Change
(To thousands)
Mid-TeX ..ot e e e e $129,454  $119,661 $ 9,793
Kentucky/Mid-States ... ... ... ..ot 49,360 49,800 (440)
LOISIANA. . o o ittt et e e e e e 39,825 36,254 3,571
WESt TXAS & v oo it it i e e e ettt 23,829 13,332 10,497
IMASSISSIPPE + - oo v imr e e e e 24,621 23,397 1,224
Colorado-Kansas . ... oot ettt e e e 23471 22,766 705
[0 - O 3,056 1,002 2,054
Total . . o e e e e e e $293.616 $266,212 $27,404
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The $26.5 million increase in natural gas distribution gross profit primarily reflects a net $35.1 million
increase in rates. The net increase in rates was attributable primarily to the Mid-Tex Division, which increased
$22.4 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all
incorporated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments for
customers in the City of Dallas. The current year period also reflects a $12.7 million increase in rate
adjustments primarily in Georgia, Kansas, Louisiana and West Texas. The increase in gross profit also reflects
the reversal of a $7.0 million uncollectible gas cost accrnal recorded in a prior year and a $7.8 million increase
attributable to a non-recurring update to our estimate for gas delivered to customers but not yet billed to
reflect changes in base rates In several of our jurisdictions recorded in the fiscal first quarter. These increases
in gross profit were partially offset by an $18.8 million decrease as a result of a four percent decrease in
distribution throughput primarily associated with lower residential, commercial and industrial consamption and
warmer weather in our Colorado service area, which does not have weather-normalized rates.

Partially offsetting these increases was a decrease of approximately $8.0 million in revenue-related taxes
primarily due to lower revenues, on which the tax is calculated, in the current-year period compared to the
prior-year period. This decrease, partially offset by a $2.2 million period-over-period decrease in the associated
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in
a $5.8 million decrease in operating income when compared with the prior-year period.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense, taxes, other than income, and asset impairments decreased
$0.9 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased
$11.3 million, primarily due to lower legal, fuel and other administrative costs. These decreases were partially
offset by a $4.6 million noncash charge to impair certain available-for-sale investments as the Company
believed the fair value of these investments would not recover within a reasonable period of time.

Depreciation and amortization expense increased $11.9 million for the current-year period compared with
nine months ended June 30, 2008. The increase primarily was attributable to additional assets placed in service
during the current-year period.

Results for the prior-year period also included a $1.2 million gain on the sale of irrigation assets in our
West Texas Division

Interest charges allocated to the natural gas distribution segment increased $5.7 million primarily due to
the effect of the Company’s March 2009 issuance of $450 million 8.50% senior notes to repay $400 million
4.00% senior notes in April 2009. In addition, higher average short-term debt balances, interest rates and
commitment fees were experienced during the current-year period compared to the prior-year period.

Results for the current-year period include a $10.5 million tax benefit associated with updating the rates
used to determine our deferred taxes.




Regulated Transmission and Storage Segment

Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the nine

months ended June 30, 2009 and 2008 are presented below.

Grossprofit. .. ... ... ... ..
Operating eXpemSes . . . v oo vt nne e inn ettt

Operatingincome . . .............. ... ... o i
Miscellaneous income. . .. ....c vt i
Interest Charges. . . . .o v v e it

Income beforeincome taxes . .............ccvren..
INCOME tAX EXPENSE . .t vt v it v ettt i s

Netincome .. ... ... .. .. . . i
Gross pipeline transportation volumes — MMcf. .. ..........

Consolidated pipeline transportation volumes — MMecf .. ... ..

Nine Months Ended
June 30
2009 2008 Change
(In thousands, unless otherwise noted)
$ 70920 $ 69400 § 1,511
73,497 58,946 14,551
8,151 6,288 1,863
10,693 8,129 2,564
163,261 142,772 20,489
82,006 68,565 13,441
81,255 74,207 7,048
1,713 933 780
23,580 20,453 3,127
59,388 54,687 4,701
19,308 19,351 (43)
$ 40,080 §$ 35336 $ 4,744
555,169 593,452 (38,283)
400,699 429,758 (29,059)

The $20.5 million increase in gross profit was attributable primarily to an $11.0 million increase from
higher demand-based fees and a $7.5 million increase resulting from higher transportation fees on through-
system deliveries due to market conditions. The improvement in gross profit also reflects a $3.8 million
increase due to our GRIP filings and a $2.9 million gain on the sale of excess gas during the current-year
period. These increases were partially offset by a $4.2 million decrease associated with a seven percent
decrease in city-gate, electrical generation, Barnett Shale and HUB deliveries.

Operating expenses increased $13.4 million primarily due to increased employee and pipeline mainte-

nance costs.

Results for the current-year period also include a $1.7 million tax benefit associated with updating the

rates used to determine our deferred taxes.
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Nuatural Gas Marketing Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segroent for the nine months ended
Tune 30, 2009 and 2008 are presented below.
Nine Months Ended
Jone 30
2009 2008 Change
(In thousands, unless otherwise nofed)

Realized margins

Delivered as . ... oot it e $ 58,316  $ 55599 § 2,717
AsSSet OpHmIZAOR . ... ... 20,286 (10,339) 30,625
78,602 45,260 33,342

Unrealized margins. . .. ... vttt (10,013) 14,404 (24,417)
Grossprofit. .. ... ... .. .. ... 68,589 59,664 8,925
Operating eXpenseS. - .. oot v it iaaeaenan. 30,230 22,775 7.455
Operating income . .. .......... ... ..ttt 38,359 36,889 1,470
Miscellaneous INCOIME . . . ...ttt i ettt e aa e e e 490 1,775 (1,285)
Interest Charges. . . .. oo v ettt e e 11,383 6,166 5217
Income before income taxes . . ...............c.0neu..n, 27,466 32,498 (5.032)
Income taX eXPEMSE . .. ..o v v ir sttt e e 11,444 12,933 (1,489)
Net FRCOMIE . . ..t ottt et e et e $ 16,022 $ 19,565 $ (3,543)
Gross natural gas marketing sales volumes —MMecf .. ....... 336,870 348,789 (11,919)
Consolidated natural gas marketing sales volumes — MMcf. ... 282443 298,351 (15,908)
Net physical position (Bef) . . .......... oo it 20.0 17.5 2.5

The $8.9 million increase in our natural gas marketing segment’s gross profit was driven primarily by a
$30.6 million increase in asset optimization margins. During the first quarter of fiscal 2009, AEM withdrew
physical storage inventory and realized the spreads it had captured during fiscal 2008 as a result of deferring
storage withdrawals and increasing the spreads associated with those physical positions. These gains were
partially offset by margin losses incurred in the second and third fiscal quarters as a result of deferring storage
withdrawals and injecting gas into storage. In the prior-year period, AEM deferred storage withdrawals from
the first quarter into the second quarter, and recognized the storage withdrawal gains during the second quarter
of fiscal 2008.

The increase in asset optimization margins was partially offset by a $24.4 million decrease in unrealized
margins. This decrease reflects lower volatility during the current year compared with the prior-year period
between current cash prices used to value our physical inventory and future natural gas prices, which influence
the prices used to value the financial instruments used to hedge our physical inventory.

Additionally, realized delivered gas margins increased by $2.7 million. The increase was largely
attributable to a nine percent increase in gross per-unit marging as a result of improved basis spreads in certain
market areas where we were able to better optimize transportation assets and successful contract renewals,
partially offset by a three percent decrease in gross sales volumes primarily associated with lower industrial
demand due to the current economic climate,

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense, taxes, other than income taxes, and assef impairtnents increased
$7.5 million primarily due to an increase in legal and other administrative costs partially offset by the absence
in the current year of $2.4 million related to tax matters incurred in the prior-year period.
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Pipeline, Storage and Other Segment
Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the nine months
ended June 30, 2009 and 2008 are presented below.

Nine Months Ended
June 30
2009 2008 Change
(In thousands)

Asset OpImIZAON . . . ... oot e $21,675 $ 5,800 $15,785
Storage and transportation SEIVICES. .. .. ..o e i i et 10,097 10,487 (390)
0 157" o OO 2,076 2,432 (356)
Unrealized marging . .. .. .. ittt (6,673) 47 (6,720)
Grossprofit . ....... ... .. .. 27,175 18,856 8,319
Operaling EXpenses .« « . v v eenctvin it 7,239 6,061 1,178
Operating income .. ....... ... .. ... ... ... i 19,936 12,795 7,141
Miscellaneous INCOIME « v v oo v v ev e et oot e maaneraeanraennnns 6,540 6,243 297
Interest CHArges . . .. oot ittt e e i i e i 1,821 1,755 66
Income beforeincome taxes. .. . ........ ... . .. 24,655 17,283 7,372
InCcome taX EXPENSE . . o oo vt vttt 10,595 6,877 3,718
NetInCoOme. . . ... it e meaea e e $14,060 $10,406 § 3,654

Gross profit from our pipeline, storage and other segment increased $8.3 million primarily due to a
$15.8 million increase in assei optimization margins as a result of larger realized gains from the settlement of
financial positions associated with storage and trading activities, basis gains earned from utilizing controlled
pipeline capacity and higher margins earned under asset management plans during the current-year period
compared with the prior-year period. These increases were partially offset by a $6.7 million decrease in
unrealized margins associated with our asset optimization activities due to a widening of the spreads between
current cash prices and forward natural gas prices.

Operating expenses for the nine months ended Jupne 30, 2009 increased $1.2 million primarily due to
increased employee costs and higher depreciation expense which was largely attributable to additional assets
placed in service during the current-year period.

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
program 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.

The primary means we use to fund our working capital needs and growth is to utilize internally generated
funds and to access the commercial paper markets. Recent adverse developments in global financial and credit
markets have made it more difficult and more expensive for the Company to access the short-term capital
markets, including the commercial paper market, to satisfy our liquidity requirements. Consequently, during
the first quarter, we experienced higher than normal borrowings under our five-year credit facility used to
backstop our commercial paper program in lieu of commercial paper borrowings to fund our working capital
needs. However, subsequent to the end of the first quarter, credit market conditions improved, both as to
availability and interest rates, and we have been able to access the commercial paper markets on more
reasonably economical termas. At June 30, 2009, there were no borrowings or commercial paper outstanding
under this facility and $566.7 million was available.
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On March 26, 2009, we closed our offering of $450 million of 8.50% senior notes due 2019. Most of the
net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured senior
notes on April 30, 2009, prior to their October 2009 matwrity. Tn connection with the repayment of the
$400 million 4.00% unsecured senior notes, we paid a $6.6 million call premium in accordance with the terms
of the senior notes and accrued interest of approximately $0.6 million. The remaining net proceeds were used
for general corporate purposes.

During the nine months ended June 30, 2009, we enhanced our liquidity sources in various ways. In
October 2008, we replaced our former $300 million 364-day committed credit facility with a new facility that
will allow borrowings up to $212.5 million and expires in October 2009. We are currently evaluating
alternatives to replace this facility and believe we will successfully replace this facility on reasonably
economical terms.

In December 2008, we converted AEM’s former $580 million uncommitted credit facility to a
$375 million committed credit facility that will expire in December 2009. Effective April 1, 2009, we
exercised the accordion feature of this facility to increase the credit available under the facility to $450 million.
In addition, we replaced our $18 million unsecured committed credit facility that expired in March 2009 with
a $25 million unsecured facility effective April 1, 2009. As a result of executing these new agreements, we
have a total of approximately $1.3 billion available to us under four committed credit facilities. As of June 30,
2009, the amount available to us under our credit facilities, net of outstanding letters of credit, was
approximately $905 million.

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 expenditore program for
the remainder of fiscal 2009.

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, opera-
tional risks and other factors.

Cash flows from operating activities

Period-over-period changes in our operating cash flows primarily are attributable to changes in net
income and weorking 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, 2009, we generated operating cash flow of $824.6 million from
operating activities compared with $417.4 million for the nine months ended June 30, 2008. Period over
period, the $407.2 million increase was attributable primarily to the favorable impact on onr working capital
due to the decline in natural gas prices in the current year compared to the prior-year period which increased
operating cash flow by $251.1 million. The increase in operating cash flow was also positively impacted by
$99.9 million due to Jower cash margin requirements related to our natural gas marketing financial instruments
and by $49.0 million due 1o the favorable tiriing in the recovery of gas costs during the current year. Partially
offsefting these increases in operating cash flows was the $21.0 million contribution to our pension plans in
the current year.

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. Qur 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,
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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, our Mid-
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline — Texas
Division have rate designs that provide the opportunity to include in their rate base approved capital costs on a
periodic basis without being required to file a rate case.

Capital expenditures for fiscal 2009 are expected to range from $500 million to $515 miltion. For the
nine months ended June 30, 2009, capital expenditures were $342.3 million compared with $312.9 million for
the nine months ended June 30, 2008. The increase in capital spending primarily reflects spending for a
nonregulated growth project and the construction of a pipeline extension in our regulated operations.

Cash flows from financing activifies

For the nine months ended June 30, 2009, our financing activities used $397.2 million compared with
$114.4 million in the prior-year period. Our significant financing activities for the nine months ended June 30,
2009 and 2008 are summarized as follows:

e On March 26, 2009, we issued $450 million of 8.50% senior notes due 2019. The effective interest rate
of this offering, inclusive of all debt issue costs, was 8.74 percent. After giving effect to the settlement
of our $450 million Treasury lock agreement on March 23, 2009, the effective rate on these senior
notes was reduced to 8.69 percent. Most of the net proceeds of approximately $446 million were used
to repay our $400 million unsecured 4.00% senior notes on April 30, 2009,

* During the nine months ended June 30, 2009, we decreased our borrowings by a net $366.4 million
under our short-term credit facilities compared with $35.7 million in the prior-year period. The
reduction in the net borrowings reflects the combination of increased cash flows and lower natural gas
prices during the current year.

* We repaid $407.3 million of long-term debt during the nine months ended June 30, 2009 compared
with $9.9 million during the nine months ended June 30, 2008. The increase in payments in the current
year reflects the redemption of our $400 million nnsecured 4.00% senior notes discussed above.

* During the nine months ended Fune 30, 2009, we paid $90.9 million in cash dividends compared with
$87.8 million for the nine months ended June 30, 2008. The increase in dividends paid over the prior-
year period reflects the increase in our dividend rate from $0.975 per share during the nine months
ended June 30, 2008 to $0.99 per share during the nine months ended June 30, 2009 combined with
new share issuances under our various equity plans.

» During the nine months ended June 30, 2009, we issued 0.9 million shares of common stock under our
various equity plans, which generated net proceeds of $19.9 million. In addition, we issved 0.5 million
shares of common stock under our 1998 Long-Term Incentive Plan.

The following table summarizes our share issuances for the nine months ended June 30, 2009 and 2008.

Nine Months Ended

June 30
2009 2008
Shares issued:
Direct Stock Purchase Plan . ... . vt v i et eee e e 319,732 294,071
Retirement Savings Planand Trust . .. ... ... ... . ot 484,111 410,350
1998 Long-Term Incentive Plan . . . ... ... . ... o i tt. 613,314 538,100
Outside Directors Stock-for-Fee Plan .. .. ..o it ii i, 2,294 2,399
Total shares 1SSUEd . . . ot ittt et e e s 1,419,451 1,244,920




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 $566.7 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provide approx-
imately $1.3 billion of working capital fonding. As of June 30, 2009, the amount available to us under our
credit facilities, net of outstanding letters of credit, was approximately $905 million. These facilities are
described in further detail in Note 5 to the upaudited condensed consolidated financial statements.

Shelf Registration

On March 23, 2009, we filed a registration statement with the Securities and Exchange Commission
(SEC) 1o issue, from time to time, np to $900 million in common stock and/or debt securities available for
issuance, including approximately $450 million of capacity carried over from our prior shelf registration
statement filed with the SEC in December 2006. Immmediately following the filing of the registration statement,
we issued $450 million of 8.50% senior notes due 2019 under the registration statement. Most of the net
proceeds of approximately $446 million were used to repay our $400 million unsecured 4.00% senior notes on
April 30, 2009,

As of June 30, 2009, we had $450 million of availability remaining under the registration statement.
However, due to certain restrictions placed by one state regulatory commission on our ability to issue
securities under the registration statement, we now have remaining and available for issuance a total of
approximately $300 million of equity securities and $150 million of subordinated debt securities.

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 labilities and funding status. In addition, the rating
agencies copsider qualitative factors such as consistency of our earnings over time, the quality of our
management and business strategy, the risks associated with our regulated and nonregulated businesses and the
regolatory 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). In December 2008, S&P upgraded our senior long-term
debt credit rating from BBB to BBB+ and changed our rating outlook from positive to stable. S&P cited
improved financial performance and rate case decisions that have increased cash flow as the key drivers for
the upgrade. In Jannary 2009, Moody’s changed our rating outlook from stable to positive. In May 2009,
Moody’s upgraded the credit rating on our senior long-term debt from Baa3 to Baa2 and on our commercial
paper from P-3 to P-2 and changed our rating outlook from positive to stable. Moody’s stated that the key
drivers for the upgrade were the completion of a major debt refinancing and the Company improving its
alternate liquidity resources while maintaining solid financial performance. Fitch still maintains its stable
outlook. Qur current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured senior long-term debt . ........ ... ... .. ... .. ...... BBB+  Baa2 BBB+
Commercial paper. ... ...ttt ittt A-2 P2 F2

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 the recent adverse global
financial and credit conditions could trigger a negative change in our ratings outlook or even a reduction in
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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-. Our credit ratings may be revised or withdrawn at any
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be
no assurance that a rating will remain in effect for any given period of time or that a rating will not be
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warrant.

Debt Covenants

We were in compliance with all of our debt covenants as of June 30, 2009. Our debt covenants are
described in greater detail in Note 5 to the unandited condensed consolidated financial statements.
Capitalization

The following table presents our capitalization inclusive of short-term debt and the carrent portion of
long-term debt as of Tune 30, 2009, September 30, 2008 and June 30, 2008:

June 30, 2009 September 30, 2008 June 30, 2008
(In thousands, except percentages)
Short-term debt . .. ....... ... $ —_ —% $ 350,542 7.7% $ 113,257 2.6%
Tongtermdebt ................... 2,169,526 49.7% 2,120,577 469% 2,120,788 48.9%
Shareholders” equity . .............. 2,191,520 50.3% 2,052,492 454% 2,105,407 48.5%
Total ... .. i $4,361,046  100.0% $4,523,611 100.0% $4,336452 100.0%

Total debt as a percentage of total capitalization, including short-terrn debt, was 49.7 percent at June 30,
2009, 54.6 percent at September 30, 2008 and 51.5 percent at June 30, 2008. 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 infend to maintain our debt to capitalization
ratio in a target range of 50 to 55 percent through cash flow generated from operations, continued issuance of
new common stock under our Direct Stock Purchase Plan and Retirement Savings Plar and access to the
equity capital markets.

Contractual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 8 to the unaudited condensed consolidated
financial staterents. There were no significant changes in our contractual obligations and commercial
commitments during the nine months ended June 30, 2009.

In February 2008, Atmos Pipeline and Storage, LL.C annonnced plans to construct and operate a salt-
cavern gas storage project in Franklin Parish, Louisiana. The project, located near several large interstate
pipelines, includes the development of three 5 billion cubic feet (Bcf) caverns for a total of 15 Bef of working
gas storage, with six-turn injection and withdrawal capacity. Testing of the salt core samples was completed in
March 2009 which showed favorable conditions for development. In June 2009, we received our 7C
certification from the Federal Energy Regulatory Commission (FERC) to construct and operate the project and
expect approval of this request in June 2009. Finally, we have engaged the services of an investment bank to
assist us in determining the optimal ownership ard/or development alternatives for this project, which is still
in process.

Risk Management Activities

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

In our natural gas marketing and pipeline, storage and other segments, we manage our exposure to the
risk of natural gas price changes and lock in our gross profit margin throngh a combination of storage and
financial instruments, including futures, over-the-counter and exchange-traded options and swap contracts with
counnterparties. 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 bedges may no
longer meet the accounting requirements for hedge accounting, resulting in the financial instroments 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
segment’s financial instruments for the three and nine months ended June 30, 2009 and 2008:

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
{In thousands)

Fair value of contracts at beginning of period .. ... $(21,863) $ 9,505 $ (63,677) $(21,053)
Contracts realized/settled . . ... .............. (844) 339 (101,840)  (26,971)
Fair value of new contracts . ... ............. (885) 5,675 4,891) 5,395
Other changesinvalue . ................... 1,564 21,847 148,380 79,985

Fair value of contracts at end of period .......... $(22,028) $37366 § (22,028) § 37,366

The fair value of our natural gas distribution segment’s financial instruments at June 30, 2009 is presented
below by time period and fair value source:

Fair Value of Contracts at Juoe 30, 2009
Matuarity in Years

Greater Total Fair

Sonrce of Fﬂ Value Less than 1 1-3 _4:5__ than 5 Value
(In thousands)
Prices actively quoted . ... ... ............. $(21,712)  $(316) $— $— $(22,028)
Prices based on models and other valuation
methods . .. i it it i e —_— el — — -
Total Fair Value .. ............. ... ... .... $(21,712)  $(316) $— $— $(22,028)

The following table shows the components of the change in fair value of our natural gas marketing
segment’s financial instruments for the three and nine months ended June 30, 2009 and 2008:

Three Months Ended Nine Manths Ended
June 30 June 30
2009 2008 2009 2008
(In thousands)

Fair value of contracts at beginning of period. . . . .. $(32,646) $(22.975) $ 16,542 § 26,808
Contracts realized/settled ... ................ 42,535 30,185 29,260 (11,071)
Fair value of new contracts ................. — —_ — —
Other changes invalue. .. .................. 8,555 (50,182) (27,358) (58,709)

Fair value of contracts at end of period .......... 18,444 (42,972) 18,444 42,972)

Netting of cash collateral . . .. ........ ... ... .. 20,614 62,152 20,614 62,152

Cash collateral and fair value of contracts at period
5 1 ¢ Ot $39058 $19,180 $39,058 $19,180




The fair value of our natural gas marketing segment’s financial instruments at June 30, 2009 is presented
below by time period and fair value source:

Fair Value of Contracts at June 30, 2009
Maturity in Years

Greater Total Fair

Source of Fair Value Less than 1 1-3 45 than § Value
(In thousands)
Prices actively quoted .. .................. $8,544 $9,900 $— $— $18,444
Prices based on models and other valuation
mCthOdS ............................. e — i B e
Total Fair Value. . ... ... innn.. $8,544 $9,900 l&—_— $ $18,444

Pension and Postretirement Benefits Obligations

Effective October 1, 2008, the Company adopted the requirement under SFAS 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106, and 132(R), that the measurement date used to determine our projected benefit and
postretirement obligations and net periodic pension and postretirernent costs must correspond to a fiscal year
end. In accordance with the transition rules, the impact of changing the measurement date from June 30, 2008
to September 30, 2008 decreased retained earnings by $7.8 million, net of tax, decreased the nnrecognized
actuarial loss by $9.0 million and increased our postretirement liabilities by $3.5 million.

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of
September 30, 2008, interest and corporate bond rates utilized to determine our discount rates were
significantly higher than the interest and corporate bond rates as of June 30, 2007, the measurement date for
our fiscal 2008 net periodic cost. Accordingly, we increased our discount rate used to determine our fiscal
2009 pension and benefit costs to 7.57 percent. We maintained the expected return on our pension plan assets
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. Although the fair value
of our plan assets has declined as the financial markets have declined, the impact of this decline is mitigated
by the fact that assets are “smoothed” for purposes of determining net periodic pension cost. Accordingly,
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for
our Pension Account Plan, our largest funded plan. Therefore, our fiscal 2009 pension and postretirement
medical costs were materially the same as in fiscal 2008.

For the nine months ended June 30, 2009 and 2008, our total net periodic pension and other benefits cost
was $36.2 million and $35.9 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.

In accordance with the Pension Protection Act of 2006 (PPA), we determined the funded status of our
plans as of Janvary 1, 2009. Based upon this valuation, we contributed $21 million to our pension plans in
June 2009, The need for this funding reflected the decline in the fair value of the plans’ assets resulting from
the unfavorable market conditions experienced during the latter half of calendar year 2008. This contribution
increased the level of our plan assets to achieve a desirable PPA funding threshold. With respect to our
postretirernent medical plans, we anticipate contributing a total of approximately $11 million to these plans
during fiscal 2009,

The projected pension liability, future funding requirements and the amount of peasion expense or incorme
recognized for the plan are subject to 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 are
impacted by actual investment returns, changes in interest rates and changes in the demographic composition
of the participants in the plan.

62



OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our natural gas distribution, regulated
transmission and storage, natural gas marketing and pipeline, storage and other segments for the three and
nine-month periods ended June 30, 2009 and 2008.

Natural Gas Distribution Sales and Statistical Data

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
METERS IN SERVICE, end of period
Residential . . ...... ... .. iiiiiiinnnnan. 2,924,160 2922415 2,924,160 2,922,415
Commercial .. ........... .. vinnnnn. 274,739 271,542 274,739 271,542
Industrial .. ...... ... ... . it iiniinnnnn. 2,195 2,265 2,195 2,265
Public authority and other . .. ................ 9,231 9.234 9,231 9,234
Total meters ... ..ot v i e e 3,210,325 3,205,456 3,210,325 3,205,456
INVENTORY STORAGE BALANCE —Bef .. ... 379 41.7 379 41.7
SALES VOLUMES — MMcf®
Gas sales volumes
Residential . . ... it eineannnnns. 19,043 18,584 147,718 151,549
Commercial .. ... .. it i 14,398 15,199 79,416 82,325
Industrial . ... ... ... . ... i 3,921 4,687 15,079 17,899
Public authorityand other . .. ................ 2,719 2,887 10,874 9,919
Total gas salesvolumes . .. ................ 40,081 41,357 253,087 261,692
Transportation volumes . . . .. .................. 30,637 33,211 102,091 109,002
Total throughput. . ...t iiennn,. 70,718 74,568 355,178 370,694
OPERATING REVENUES (000’s)™"
Gas sales revenues
Residential ... ....... ... .. ..o, $ 224629 $ 352,893 $1,657,185  $1,878,855
Commercial . ... ...t ernnnnnn 106,739 213,594 744,248 903,771
Industrial . .......... ..ttt 21,028 53,843 117,442 167,154
Public authority andother . ... ............... 13,712 33,135 82,097 100,983
Total gas sales revenues. ... ... ........... 366,108 653,465 2,600,972 3,050,763
Transportation TEVERUES . . ... v v cniinnn v nrnnn 13,756 14,163 46,411 46,954
Other gasrevenues . .. ... ...t innaenn. 7,121 9,011 25,990 28,955
Total operating revenues . ................. $ 386,985 § 676,639 $2,673,373  $3,126,672
Average transportation revenue per Mcf. . .. ... .... $ 045 & 043 § 045 § 043
Average cost of gasper Mcfsold ............... $ 487 § 1153 § 718 & 8.77
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Regulated Transmission and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations

Sales and Statistical Data

Three Months Ended Nine Months Ended
June 30 June 30
2009 2008 2009 2008
CUSTOMERS, end of period
Industrial . . . ... ..ottt e e e 706 702 706 702
Municipal . ...... ... . 63 56 63 56
Other. .. ..o e e 505 503 505 503
Total .o e e 1,274 1,261 1,274 1,261
INVENTORY STORAGE BALANCE — Bcf
Natural gas marketing . ......... ... ... 233 18.8 233 18.8
Pipeline, storage and other . .. ................. 2.5 1.2 2.5 12
Total .ot e e 25.8 20.0 25.8 20.0
REGULATED TRANSMISSION AND STORAGE
VOLUMES —MMcf? ... ... .............. 169,641 181,112 555,169 593,452
NATURAL GAS MARKETING SALES
VOLUMES —MMcf® . ... ................ 103,146 103,403 336,870 348,789
OPERATING REVENUES (000’s)"
Regulated transmission and storage ............. $49345 $ 46286 $ 163261 § 142,772
Natural gasmarketing .. ............ ... . ... 453,504 1,189,722 1,949,657 3,159,092
Pipelive, storage andother . .. ................. 8,226 3,880 36,946 20,629
Total operating TEVEDBUES. . .« o v v e e ernanns s $511,075  $1,239,888  $2,149.864  $3,322,493

Note to preceding tables:

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
Ttem 7A in our Annual Report on Form 10-K for the fiscal year ended September 30, 2008. During the nine
months ended June 30, 2009, 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
disclosnre controls and procedures, as such term is defined in Rules 13a-15(¢) 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 effective as of June 30, 2009 to provide reasonable assurance that information
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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, swmmarized, and reported withip 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, 2009 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

PART IL. OTHER INFORMATION

Item 1. Legal Proceedings

During the nine months ended June 30, 2009, except as noted in Note 8 to the unaudited condensed
consolidated financial statements, there were no material changes in the statos of the litigation and other
muatters that were disclosed in Note 12 to our Annual Report on Form 10-K for the fiscal year ended
September 30, 2008. 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 Ttem 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, therennto duly authorized.

AtMos ENERGY CORPORATION
(Registrant)
By: /s/  Frep E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President and Chicef Financial Officer
(Duly authorized signatory)

Date: August 5, 2009
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Exhibit
Number

10.1
10.2

12
15
31
32

EXHIBITS INDEX
Item 6

Page
Description Number

Forto of Award Agreerent of Time-Lapse Restricted Stock Units under the Atmos Energy
Corporation 1998 Long-Term Incentive Plan

Form of Award Agreement of Performance-Based Restricted Stock Units under the Atmos
Energy Corporation 1998 Long-Tesm Incentive Plan

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®

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chkief 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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PART 1. FINANCIAL INFORMATION

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

March 31, September 30,
2008

2009
(Unaudited)
(In thousands, except
share data)
ASSETS

Property, plant and equipment . . .. ... .. . i e e $5,873,028  $5,730,156
Less accurnulated depreciation and amortization. .. ... ... .ot i 1,609,836 1,593,297
Net property, plant and equipment .. .. ... . ..ottt 4,263,192 4,136,859

Current assets
Cashandcashequivalents. . ... ...ttt i, 482,085 46,717
Accountsreceivable, BeL . . . . vt i i e e e 531,749 477,151
Gas stored underground. . .. ... ... i e e 327,288 576,617
Other CHITENt BSSeES. . it v ittt et it i s s te e earnaeaseaasaeeennens 137,433 184,619
Total COITENE ASSEIS .« v v v vt it ettt s r e iecen cnanareeanenecnnnn 1,478,555 1,285,104
Goodwill and intangible assets . ....... ... . i i 738,772 739,086
Deferred charges and otherassets . ... .. ... vo it i 205,242 225,650

$6,685,761  $6,386,699

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, 2009 — 91,947,614 shares;

September 30, 2008 -— 90,814,683 shares. . . ..... ... ... ... .. . L. $ 460 $ 454
Additiopal paid-in capital . ........... ... 1,768,307 1,744,384
Retained earnings . .. oo vverenon i et e e 480,355 343,601
Accumulated other comprehensive loss . ... ... .. oo o (70,628) (35,947

Shareholders” equilty . .. .. ... ... i 2,178,494 2,052,492

Tongtermdebt. ... ... .. 2,169,141 2,119,792

Total capitalization ... .......ooionieinenen i, 4,347,635 4,172,284

Current liabilities
Accounts payable and accrued habilifies . ........... . ... o o L 472,078 395,388
Other cumrent Habllites . . ... oo i it e e i v e et e ane e 413,764 460,372
Short-term debl. . . ...t e e e e — 350,542
Current maturities of longtermdebt .. ...... ... ... ... .. ... .. ... 400,225 785
Total current Habilities. . .. . .o v it e vttt e e et e 1,286,067 1,207,087
Deferred INCOME TAXES & v v vt vt vt or v et e st seraeeenranaeeranesneenns 466,868 441,302
Regulatory cost of removal obligation . . . ........ ... ... ... . L. 313,486 298,645
Deferred credits and other Habilities . ...... ... .00t innenne. 271,705 267,381

$6,685,761  $6,386,699

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

Three Months Ended
March 31
2009 2008
(Unaundited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution SEZMENt . . .. ..ot oottt et e e e e $1,230,420  $1,521,856
Regulated transmission and storage segment . ... ..., .. ..o, 59,234 51,440
Natural gas markeling SEgmMENt . . . .. .o vu ittt it e et e 708,658 1,128,653
Pipeline, storage and other SEZMEnt. . . ... vttt n i enn e ereeeennnnnn 12,272 10,022
Tntersegment ellminations . . .. ... it i i et e ettt (189,178) (227,986)
1,821,406 2,483,985
Purchased gas cost
Natural gas distribution segment . ... ... ... it i e 863,340 1,164,332
Regulated transmission and storage segment .. ....... ... ...t — —_—
Natural gas marketing segment .. ... ... . ittt it 685,114 1,112,321
Pipeline, storage and other segrmoent. . .. .. ... . ... i e 1,656 338
Intersegment eliminations . ... ... .t i i e e (188,755) (227,400)
1,361,355 2,049,591
Gross PrOfIt . . ..ottt i it i e et et et e 460,051 434,394
Operating expenses
Operation and MAINENANCE . . . . .. oottt ittt e e iaa e 121,740 120,053
Depreciation and amortization. . .. .. oottt ittt it i e et e 53,450 48,790
Taxes, other than IMCOIMIE . . o v vttt ittt it ittt et e e eanerannn 58,314 54,408
Total operating Xpenses . . ... ottt e e e 233,504 223,251
Operating ICOMIE . . . . . oottt ittt ettt ettt et e nane e 226,547 211,143
Miscellaneous income (BXPeNSE) . . . . o oottt v r i ittt et e (1,565) 1,467
Interest Charges .. v ittt ittt e e e e e e e 35,533 33,516
Incomme before incomMe taXes . . . . .. oottt et e e 189,449 179,094
ThCome taX BXPENSE . .. . ittt ittt e e e e 60,446 67,560
NEt OO . & . vt vttt ettt e e et e e e em et eaaiee e, $ 129,003 $ 111,534
Basic net income per Share . . . ... v .. vttt et e s $ 142 § 1.25
Diluted net income per Share ... ... ..ottt $ 141  § 1.24
Cash dividends per share .. ... ...ttt i, $ 0330 § 0325
Weighted average shares outstanding:
BaSIC & v vttt et e e e e e e e e e e 90,895 89,314
Diluted. . . e e e 91,567 89,990

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
2009 2008
{(Unaudited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution segment . . ... ... ..t ettt iiiniiaan e $2,286,388  $2,450,033
Regulated transmission and storage segment . ... ... .. i 113,916 96,486
Natural gas marketing SEgment . ... ...ttt ineininrenrnuneaaraeannns 1,496,153 1,969,370
Pipeline, storage and other segment. . ... ... .ol i 28,720 16,749
Intersegment elmiNAtions . . ... .ottt i et e e (387,439) (391,143)
3,537,738 4,141,495
Purchased gas cost
Natural gas distribution segment . ... ... ... oiii it it 1,620,924 1,819,309
Regulated transmission and storage segment . ... ... . i i iaen ... — —
Natural gas marketing segment . .. .. .. ...ttt 1,442,586 1,907,075
Pipeline, storage and other Segment. .. .. ..ot nnan 5,559 1,067
Intersegment elminations . . ... ... ...ttt i e e {386,594) (389,988)
2,682,475 3,337,463
Gross profit .. ... e e e 855,263 804,032
Operating expenses
Operation and MaAINtENANCEe . .. ... ... iive it st cn it it eae e inaeennnnn 256,495 241,242
Depreciation and amortization . .. . ......v ittt e et 106,576 97,303
Taxes, other than INCOME . ... oo i et e e e ee e 102,451 95,835
Total Operating BXPERSES . . .« e v vt i et e e, 465,522 434,380
OPerating INCOIMIE . o 4 v e v v v et v eer ee e e r e et e r et enes e ennsanneenns 389,741 369,652
Miscellaneons income (EXPENSE) . . . .o v v e v aee e ettt et en et (1,866) 1,374
Interest charges . ... ...t it i i e e 74,524 70,333
Income before INCOTRE TAXES . . . ..ottt i i i e i e e e eees 313,351 300,693
INCOME 1AX BXPENSE . . . o oot et e 108,385 115,356
Net ICOME . . ...ttt it e e it e $ 204966 § 185,337
Basic net I0Come Per Share . . . .o oottt e $ 226§ 2.08
Dilnted net income pershare .. ........... . i i e $ 224§ 2.06
Cash dividends pershare .......... . ... ... i i, $ 0.66 § 0.65
Weighted average shares outstanding;
BasiC . e e e e 90,637 89,133
Diluted. . ..o e e 91,311 89,817

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

Siz Months Ended
March 31
2009 2008
(Unaudited)
{In thousands)
Cash Flows From Operating Activities
NELIMCOMIE & ¢ ot v v ettt it e e a et aaaeam e aianeansraanranansen $204966 $ 185,337
Adjustments to reconcile net income 1o net cash provided by operating activities:
Depreciation and amortization:
Charged to depreciation and amortization . ............. . ... . ..., 106,576 97,303
Charged to other accOUntS. . .. . ..o ittt 21 67
Deferred inComMe taRKES « . . v v vt et ittt et et e e 97,892 72,277
117 o O 13,634 6,853
Net assets/liabilities from risk management activities. . . . ........ .. ... ... 5,810 (22,667)
Net change in operating assets and liabilities. . . .......... ... .. ... ..... 185,723 140,022
Net cash provided by operating activities ........................... 614,622 479,192
Cash Flows From Investing Activities
Capital expenditures .. ... ... .. it i it (221,330)  (198,722)
L8 11 (< o 1 (P (3,925) (3,132)
Net cash used in investing activities .. ......... .. ... i, (225,255)  (201,854)
Cash Flows From Financing Activities
Net decrease in short-term debt . .. ...t e it i e e e e e e (353,468)  (150,582)
Net proceeds from debtoffering. . . ... ... ... .. .. i il 446,188 —
Settlement of Treasury lock agreement . . .. ... ... ... il ., 1,938 —
Repayment of long-term debt. . ... .. ... ... o i (625) (2,253)
Cashdividends paid. . .. ... ...ttt i i i i s (60,446) (58,431)
Issuance of common stock . ... ... .. o e 12,414 12,839
Net cash provided by (used in) financing activities .................... 46,001 (198,427)
Net increase in cash and cash equivalents. . . ... ... ... i 435,368 78,911
Cash and cash equivalents at beginning of pertod . ... ... ... ... ... ... ... ... 46,717 60,725
Cash and cash equivalents atend of period. .. ......... .. ... ... .. . .. ... $ 482,085 §$ 139,636

See accornpanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
{(Unaudited)
March 31, 2009

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 nonregulated businesses. Through our natural gas distribution bnsiness, we deliver natural gas through
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial customers through our six regulated natural gas distribution divisions in the service areas
described below:

Division Service Area

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri®?

Atmos Energy Kentucky/Mid-States Division Georgia™®, Minois'?, Towa®, Kentucky,
Missouri'?’, Tennessee, Virginia®™

Atmos Energy Louisiana Division Louisiana

Atmos Energy Mid-Tex Division Texas, including the Dallas/Fort Worth
metropolitan area

Atmos Energy Mississippi Division Mississippi

Atmos Energy West Texas Division West Texas

1 Denotes states where we have more limited service areas.

In addition, we transport natural gas for others through our distribution system. Our natural gas
distribution business is 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. Our corporate headquarters and shared-
services Tunction are located in Dallas, Texas, and our customer support centers are located in Amarillo and
‘Waco, Texas.

Our regulated transmission and storage business consists of the regulated operations of our Atmos
Pipeline — Texas Division. The Atmos Pipeline — Texas Division transports natural gas to our Mid-Tex
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet
market demands.

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas
marketing operations and pipeline, storage and other operations. These businesses are operated through various
wholly-owned subsidiaries of Atmos Energy Holdings, Tnc. (AEH), which is wholly owned by the Company
and based in Houston, Texas.

Our natural gas marketing operations are conducted through Atmos Energy Marketing, LLC (AEM),
which is wholly owned by AEH. AEM provides a variety of natural gas management services to municipal-
ities, natural gas utility systems and industrial natural gas customers, primarily in the Southeast and Midwest
and 1o our Colorado-Kansas, Kentucky/Mid-States and Louisiana divisions. These services consist primarily of
furnishing natural gas supplies at fixed and market-based prices, contract pegotiation 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.
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Our pipeline, storage and other segment consists primarily of the operations of Atimos Pipeline and
Storage, LLC (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana. This
pipeline is nsed primarily to aggregate gas supply for our regulated natural gas distribntion division in
Louisiana and for AEM, but also provides limited third party transportation services.

APS also engages in asset optimization activities whereby it seeks to maximize the economic value
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are
asset management plans with regulated affiliates of the Company which have been approved by applicable
state regulatory commissions. Generally, these asset management plans require APS to share with our regnlated
customers a portion of the profits earned from these arrangements.

Further, APS owns or has an interest in underground storage fields in Kentucky and Louisiana that are
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet
customer demand during peak periods. Finally, APS manages our namral gas gathering operations, which were
limited in natwre as of March 31, 2009.

2. Unaudited Interim Financial Information

In the opinion of management, all material adjustments (consisting of normal recurring accrnals)
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial
staternents. These consolidated interim-period financial statements are condensed as permitted by the instruc-
tions to Form 10-Q 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, 2008. Because of seasonal and other factors, the results of operations for the six-month period
ended March 31, 2009 are not indicative of our results of operations for the full 2009 fiscal year, which ends
September 30, 2009.

Significant accounting policies

Qur 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, 2008, and there were no changes to those policies.
However, during the six months eaded March 31, 2009, we recognized a non-recurring $8.3 million increase
in gross profit associated with a one-time update to our estimate for gas delivered to customers but not yet
billed, resulting from base rate changes in several jurisdictions.

During the second quarter of fiscal 2009, we updated the tax rates used to record deferred taxes. The one-
time tax benefit resulted in a favorable impact to net income of $11.3 million.

Additionally, during the second quarter of fiscal 2009, we completed our annual goodwill impairment
assessment. Based on the assessment performed, we determined that our goodwill was not impaired.

Effective October 1, 2008, the Company adopted Staternent of Financial Accounting Standards (SFAS)
157, Fair Value Measurements, the measurernent date requirements of SFAS 158, Employers® Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106,
and 132(R), SEAS 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an
amendment of FASB Statement No. 115, SFAS 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133 and FASB Staff Position (FSP) FAS 107-1 and APB
28-1, Interim Disclosures about Fair Value of Financial Instruments. Except for the adoption of these
accounting pronouncements, which are further discussed below, there were no significant changes to our
accounting policies during the six months ended March 31, 2009.

SFAS 157 defines fair value, establishes a framework for measuring fair value and enhances disclosure on
fair value measurements required under other accounting pronouncements but does not change existing
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guidance as to whether or not an instrument is carried at fair valoe. The adoption of this standard did not
materially impact our financial position, results of operations or cash flows. The new disclosures required by
this standard are presented in Note 4.

Effective October 1, 2008, the Company adopted the measurement date requirements of SFAS 158 using
the remeasurement approach. Under this approach, the Company remeasured its projected benefit obligation,
fair value of plan assets and its fiscal 2009 net periodic cost. In accordance with the transition rules of
SFAS 158, the impact of changing the measurement date from June 30, 2008 to September 30, 2008 decreased
retained earnings by $7.8 million, net of tax, decreased the unrecognized actuarial loss by $9.0 million and
increased our postretirement liabilities by $3.5 million during the first quarter of fiscal 2009,

SFAS 159 permits an entity to measure certain financial asseis and financial liabilities at fair value. The
objective of the standard is to improve firancial reporting by allowing entities to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in
earnings at each subsequent reporting date. The fair value option may be elected on an instrament-by-instro-
ment basis. The fair value option is irrevocable, unless a new election date occurs. The adoption of this
standard did not impact our financial position, results of operations or cash flows.

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This
statement requires specific disclosures regarding how and why an entity nses derivative instruments; the
accounting for derivative instruments and related hedged items; and how derivative instruments and related
hedged iterns affect an entity’s financial position, results of operations and cash flows. Since SFAS 161 only
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an
impact on our financial position, results of operations or cash flows. The new disclosures required by this
standard are presented in Note 3.

In April 2009, the FASB issned ESP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of
Financial Instruments. This FSP requires companies to disclose the fair value of financial instruments for
which it is practicable to estimate the value and the methods and significant agsumptions used to estimate the
fair value. The disclosure is required for interim and annual reports. The disclosure requirements of this FSP
are presented in Note 4.

Regulatory assets and Habilifies

We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for the Effects of
Certain Types of Regulation, when future recovery through customer rates is considered probable. Regulatory
Liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to
customers through the ratemaking process. Substantially all of our regulatory assets are recorded as a
component of deferred charges and 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.
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Significant regulatory assets and liabilities as of March 31, 2009 and September 30, 2008 included the

following:
March 31, September 30,
2008

2009
(In thousands}
Regulatory assets:
Pension and postretirement benefitcosts ........ ... .. ... ...... $ 89,244 $100,563
Merger and integration costs, DEt. . . . ...t it i e 7,374 7,586
Deferred gas COSIS. . . oo it vttt i et i a et e 58,660 55,103
Environmental COSIS .. ... .0 it ettt i e 741 280
Rate CaASE COBIS . . . ittt et et e e it e et 9,144 12,885
Deferred franchise fees . .. ... ... it 597 651
Deferred income taxes, net . ... ... ...t e 343 343
L8 11T 7,846 8,120
$173,949 $186,231
Regulatory Habilities:
Deferred gas COSES. . ..o vttt et e e e e $ 61,177 $ 76,979
Regulatory cost of removal obligation .. ....................... 329,120 317,273
L0 1 T O 5,499 5,639

$395,796 $399,891

Currently, our 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 arortized
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.
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Comprechensive 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, 2009 and 2008:

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands)
NetinCOmME . . ..t et it e e er e eanmnsasenn $129,003 $111,534 $204,966  $185,337

Unrealized holding losses on investments, net of
tax benefit of $429 and $1,385 for the three
months ended March 31, 2009 and 2008 and of
$3,759 and $671 for the six months ended
March 31,2009and 2008 . ................ (862) (2,262) (6,295) (1,097)

Other than temporary impairment of investments,
net of tax expense of $790 for the six months
ended March 31,2009, ................... — — 1,288 —

Amortization and unrealized gain on interest rate
hedging transactions, net of tax expense of
$1,353 and $482 for the three months ended
March 31, 2009 and 2008 and $1,835 and $964
for the six months ended March 31, 2009 and
2008 . . e 1,854 787 2,641 1,574

Net unrealized gains (losses) on commodity
hedging transactions, net of tax expense
(benefit) of $(7,524) and $2,260 for the three
months ended March 31, 2009 and 2008 and
$(21,341) and $7,197 for the six months ended
March 31,2009and 2008 ................. (9,771) 3,690 (32,315) 11,743

Comprehensive Income . . ... .c.ovvneiinn. .. $120,224  $113,749  $170,285  $197,557

Accumnlated other comprehensive loss, net of tax, as of March 31, 2009 and September 30, 2008
consisted of the following unrealized gains (losses):
March 31, September 30,
08

2009
(In thousands)
Accumulated other comprehensive loss:
Unrealized holding gains (losses) on investments ................. $ @057 $ 910
Treasury lock agreements. . ... .. ... .. . i i (8,463) (11,104)
Cash flowhedges. .. ... ..o it i i i neenas (58,068) (25,753)

$(70,628)  $(35,947)

3. Financial Instruments

We currently use fmancial instruments to mitigate commodity price risk. Additionally, we periodically
ntilize 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 year ended September 30, 2008. Currently, we utilize financial instruments in our natural gas
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage

10



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

and other segment uses financial instruments acquired from AEM on the same terms that AEM received from
an independent counterparty. On a consolidated basis, these financial instruments are reported in the natural
gas marketing segment. We currently do not manage commodity 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
canse accelerated payments when our financial instruments are in pet liability positions.

Regulated Commodity Risk Management Activities

In our natural gas distribution segrnent, our custorers are exposed to the effect 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 natnral gas price volatility on our customers during the winter beating season.

Our natural gas distribution gas supply department is responsible for executing this segment’s commodity
risk management activities in conformity with reguolatory requirements. In jurisdictions where we are permitied
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. Tf the regulatory authority does not
establish this level, we seck to hedge between 25 and 50 percent of anticipated heating season gas purchases
using financial instruments. For the 2008-2009 heating season, in the jurisdictions where we are permitted to
utilize financial instruments, we anticipated hedging approximately 29 percent, or 25.5 Bef of the winter
flowing gas requirements. We have not designated these financial instruments as hedges pursuant to SFAS 133,
Accounting for Derivative Instruments and Hedging Activities.

The costs associated with and the gains and losses arising from the use of financial instroments to
mitigate commodity price risk are included in our purchased gas adjustment mechanisms in accordance with
regulatory requirements. Therefore, changes in the fair value of these financial instruments are imtially
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 SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution
segment as a vesult of the use of financial instruments.

Nonregulated Commodity Risk Management Activities

Our natural gas marketing segment, through AEM, aggregates and purchases gas supply, arranges
transportation and/or storage logistics and ultimately delivers gas to our customers at competitive prices. To
facilitate this process, we utilize proprietary and castomer-owned transportation and storage assets to provide
the various services our customers request.

We also perform asset optimization activities in both our nataral gas marketing segment and pipeline,
storage and other segment. Through asset optimization activities, we seek to maximize the economic value
associated with the storage and transportation capacity we own or control. We attempt to meet this objective
by engaging in natural gas storage transactions in which we seek to find and profit from the pricing differences
that occur over time. We purchase physical natural gas and then sell financial instraments at advantageous
prices to lock in a gross profit margin. We also seek to participate in transactions in which we combine the
natural gas commodity and transportation costs to minimize our costs incurred to serve our customers by
identifying the lowest cost alternative within the natural gas supplies, transportation and markets to which we
have access. Through the use of transportation and storage services and financial instruments, we also seek to
capture gross profit margin through the arbitrage of pricing differences that exist in various locations and by
recognizing pricing differences that occur over time. Over time, gains and losses on the sale of storage gas
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inventory will 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 operations are exposed to risks associated with changes in
the market price of natural gas. We manage our exposare 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. Futures contracts provide the right to buy or sell the commodity at a fixed price
in the future. Option contracts provide the right, but not the requirement, to buy or sell the commodity at a
fixed price. Swap contracts require receipt of payment for the commodity based on the difference between a
fixed price and the market price on the settlement date.

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 natural gas marketing segment associated with deliveries
under fixed-priced forward contracts to deliver gas to customers. These financial instrtuments have maturity
dates ranging from one to 46 months. The effective portion of the uorealized gains and losses arising from the
use of cash flow hedges is recorded as a component of accumulated other comprehensive income (AOCI) on
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include
(i) the amount of unrealized gain or loss that has been reclassified from AOCI when the hedged volumes are
sold and (i) the amount of ineffectiveness associated with these hedges in the period the ineffectiveness arises.

'We use financial instruments, designated as fair valve hedges, to hedge the exposure to changes in the
fair value of our natural gas inventory used in obr asset optimization activities in our natural gas marketing
and pipeline, storage and other segments. Therefore, gains and losses arising from these financial instruments
should offset the changes in the fair value of the hedged item to the extent the hedging relationship is
effective. Ineffectiveness is recognized in the income staternent in the period the ineffectiveness arises.

Also, in our natural gas marketing segment, we use storage swaps and futares to capture additional
storage arbitrage opportunities that arise subsequent to the execution of the original fair value hedge associated
with our physical patural 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 pursuant to SFAS 133, Accounting for Derivative Instruments and Hedging
Activities.

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. Our risk management comumittee, 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 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 circtimstances, including the use of gas by our customers in
relation (o our anticipated storage and market positions. Because the price risk associated with any net open
position at the end of each day may increase if the assumptions are not realized, we review these assumptions
as part of our daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since
the price of natural gas purchased or sold for future delivery earlier in the day may not be hedged until later
in the day. At times, limited net open positions related to our existing and anticipated commitments may occur.
At the close of business on March 31, 2009, AEH had net open positions (including existing storage) of less
than 0.1 Bef.

12



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

Interest Rate Risk Management Aclivities

In March 2009, we entered into a Treasury lock agreement to fix the Treasury yield component of the
interest cost associated with our $450 million 8.50% senior notes (the Senior Notes Offering), which was
completed on March 26, 2009. The Senior Notes Offering is discussed in Note 5. We designated this Treasury
lock as a cash flow hedge of an anticipated transaction. This Treasury lock was settled on March 23, 2009
with the receipt of $1.9 million from the covmterparty due to an increase in the 10 year Treasury rates between
inception of the Treasury lock and settlement. Because the Treasury lock was effective, the net $1.2 million
unrealized gain was recorded as a component of accumulated other comprehensive income and will be
recognized over the 10 year life of the senior notes.

In prior years, we similarly managed interest rate risk by entering into Treasury lock agreements to fix
the Treasury yield component of the interest cost associated with anticipated financings. These Treasury locks
were settled at various times at a 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 interest expense
over the life of the associated notes from the date of settlement. The remaining amortization periods for these
Treasury locks extend through fiscal 2035. However, the majority of the remaining amounts of these Treasury
locks will be recognized as a component of interest expense throngh fiscal 2019.

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 March 31, 2009, our financial instruments were comprised of both long and short commodity
positions. A long position is a contract to purchase the commodity, while a short position is a contract to sell
the commodity. As of March 31, 2009, we had net long/(short) commodity contracts outstanding in the
following quantities:

Natural Natural Pipeline,
Hedge Gas Gas Storage
Contract Type Designation Distribution = Markefing  and Other
Quantity (MMcf)
Commodity contracts Fair Value. . ......... ... ... .. ... .. .. — (19,052) (1,410)
CashFlow . ... ..o ie .. - 38,822 (1,905)
Notdesignated . ................. ... ... 7,727 109,450 (688)

7,727 129,220 (4,003)

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, 2009 and September 30, 2008. As required by SFAS 161, the fair value
arnounts 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
$79.1 million and $56.6 million of cash held on deposit in margin accounts as of March 31, 2009 and
Septeraber 30, 2008 to collateralize certain financial instruments. Therefore, these gross balances are pot
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will
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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.

March 31, 2009:
Designated As Hedges:

Asset Financial Instruments
Currcnt commodity contracts. . . . .
Noncurrent commodity contracts . .

Liability Financial Instrawents
Current commodity contracts. . . . .
Noncurrent commodity contracts . .

Total . ..... ... ..t
Not Designated As Hedges:

Asset Financial Instruments
Current commodity contracts. . . . .
Noncurrent commodity contracts . .

Liability Financial Instruments
Current commodity contracts. . . ..
Noncurrent commodity contracts . .

Natural Natural
Gas Gas
Batance Sheet Location Distribution Marketing™ Total
(In thousands)

Other current assets $ - % 73,163 § 73,163
Deferred charges and other assets — 8,018 8,018
Other current Jiabilities — (116,698)  (116,698)
Deferred credits and other liabilities o (1,712) (1,712)
— (37,229) (37,229)

Other current assets 676 40,262 40,938

Deferred charges and other assets — 5,108 5,108
Other corrent liabilities (22,535) (39,098} (61,633)
Deferred credits and other liabilities 4) (1,689) (1,693)
(21,863) 4,583 (17,280)

$(21,863) $ (32,646) § (54,509)

@ QOur pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.

September 30, 2008:
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts. . . ..
Noncurrent commodity contracts . .
Liability Financial Instruments
Current commodity contracts. . . . .
Noncurrent commodity contracts . .

Total .......................
Not Designated As Hedges:

Asset Financial Tnstruments
Current commodity contracts . . . . .
Noncurrent commodity contracts . .

Liability Financial Instruments
Current commodity confracts . . . . .
Noncurrent commodity contracts . .

T 1
Total Financial Instroments . . .. .. ..

Natural Natural
Gas Gas
Balance Sheet Location Distribution Marketing™  Total
(¥n thousands)

Other current assets $ —_— $101,191  $101,191
Deferred charges and other assets — 4,984 4,984
Other current liabilities — (89,397) (89,397)
Deferred credits and other Habilities —_ (206) (206)
— 16,572 16,572

Other current assets — 20,010 20,010
Deferred charpes and other assets — 1,093 1,093
Other current liabilides (58,566) (20,145) (78,711)
Deferred credits and other liabilities (5,111) (988) (6,099)
(63,677) (30 (63,707
$(63,677)  $ 16,542 $(47,135)

% Qur pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the undeslying hedged item is reported in the
pipeline, storage and other segment.
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Impact of Financial Instruments on the Income Statement

The following tables present the impact that financial instruments had on our condensed consolidated
income statement, by operating segment, as applicable, for the three and six months ended March 31, 2009
and 2008.

Unrealized margins recorded in our natural gas marketing and pipeline, storage and other segments are
comprised of various components, including, but not limited to, unrealized gains and losses arising from hedge
ineffectiveness. Our hedge ineffectiveness primarily results from differences in the location and timing of the
derivative instrument and the hedged item and could materially affect our results of operations for the reported
period. For the three months ended March 31, 2009 and 2008 we recognized a gain arising from fair value and
cash flow hedge ineffectiveness of $4.2 million and $6.5 million. For the six months ended March 31, 2009
and 2008 we recognized a gain arising from fair value and cash flow hedge ineffectiveness of $24.6 million
and $45.2 million. Additional information regarding ineffectiveness recognized in the income staternent is
included in the tables below. Although these unrealized gains and losses are currently recorded in our income
statement, they are not necessarily indicative of the economic gross profit we anticipate realizing when the
underlying physical and financial transactions are settled.

Fair Value Hedges

The impact of commodity contracts designated as fair valoe hedges and the related hedged item on our
condensed consolidated income statement for the three and six months ended March 31, 2009 and 2008 is
presented below.

Three Months Ended March 31, 2009

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(Tn thousands)

Commodity COmacts . .. ..o.vttvre e iiaaaenaann, $ 19,870 $2,105 $ 21,975
Fair value adjustment for natural gas inventory designated as

thehedgeditem .......... ... ... . i, (18,562) (437) (18,999)
Total imIpact OD revente . . ... ... vttt $ 1,308 $1,668 $ 2,976
The impact on revenue is comprised of the following:

Basis ineffectiveness. . . .. .. ... i .. $ 2,327 $ — $ 2,327

Timing ineffectiveness . ....... ... oo viinnnn... (1,019) 1,668 649

$ 1,308 $1,668 $ 2976
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Three Months Ended March 31, 2008

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(In thousands)

Comrmodity contracts . ... ...t v ittt it $(33,448) $ (735) $(34,183)
Fair value adjustment for natural gas inventory designated as

thehedgeditem ... ..ottt 39,922 1,352 41,274
Total Impact OO TEVEMUE « . .+ v v e v ere e cnanaeens s $ 6474 $ 617 $ 7,091
The impact on revenue is comprised of the following:

Basis ineffectiveness. . .« vt e et i iiei e § (739) $ — $ (739

Timing ineffectiveness . ...... ... ... i 7,213 617 7,830

$ 6474 $ 617 $ 7,091

Six Months Ended March 31, 2009
Natural Pipeline,

Gas Storage and
Marketing Other Consolidated
(In thousands)
Commodity CORtractS ... v vt e e ire e enens $ 45,553 $ 6,044 $ 51,597
Fair value adjustment for natural gas inventory designated as
thehedgeditem ......... ... ... s, (30,422) (1,990 (32,412)
Total IMpact ON TEVENTE . . . o oo vttt iee et neenvan s $ 15131 $ 4,054 $ 19,185
The impact on revenue is comprised of the following:
Basis IneffeCtiVEness. . o v o vt vr oot et $ 4279 $ — $ 4279
Timing ineffectiveness . ........ccueeneiieeean.. 10,852 4,054 14,906
$ 15,131 $ 4,054 $ 19,185
Six Months Ended March 31, 2008
Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(In thousands)
Commodity COntracts .. ... ..o iv it ininnrennneennn $(16,221) $1,387 $(14,834)
Fair value adjustment for natural gas inventory designated as
thehedgeditern ........ ... ... i, 57,523 2,410 59,933
Total impact OnTEVeNTE . - . . oo v v it e a e $ 41,302 $3.797 $ 45,099
The impact on revenue is comprised of the following:
Basis neffectiveness. . ..o ver e inr o $ 1,217 $ — $ 1,217
Timing ineffectiveness .. ... 40,085 3,797 43,882

$41,302 $3,797 $ 45,099

Basis ineffectiveness arises from natural gas market price differences between the locations of the hedged
inventory and the delivery location specified in the hedge instraments. 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 onr condensed consolidated income statements for the three and six
months ended March 31, 2009 and 2008 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 fipancial transactions were settled.

Three Months Ended March 31, 2009

Natural Natural Pipeline,
Gas Gas Storage
Distribution = Marketing  and Other  Consolidated
(T thousands)
Gain (loss) reclassified from AOCI into revenue
for effective portion of commodity contracts .. $  — $(48,585) $16,170 $(32,415)
Gain arising from meffective portion of
commodity contracts . .................. — 1,180 — 1,180
Total impactoprevenue. . . .......oovvnen... —_— (47,405) 16,170 (31,235)
Net loss on settled Treasury lock agreements
reclassified fromm AOCI into interest expense. . (1,269) — — (1,269)
Total Tmpact from Cash Flow Hedges. .. ... ... $(1,269)  $(47,405) $16,170 $(32,504)

Three Months Ended March 31, 2008

Natural Natural Pipeline,
Gas Gas Storage
Distribution =~ Markefing  and Other  Consolidated

(In thousands)

Gain (Joss) reclassified from AQCT into revenue

for effective portion of commodity contracts .. $ — $(8,040)  $13,492 $ 5,452
Loss arising from ineffective portion of

commodity contracts ................... e (634) — (634)
Total impactonrevenue. . ................. — (8,674) 13,492 4,818
Net loss on settled Treasury lock agreements

reclassified from AOCI into interest expense. . (1,269) — — (1,269)
Total Tmpact from Cash Flow Hedges. . ... .... $(1,269) $(8,674)  $13492 $ 3,549

Six Months Ended March 31, 2009

Natural Natural Pipeline,
Gas Gas Storage
Distribution Marketing and Other  Consolidated

(In thousands)

Gain (loss) reclassified from AOCI into revenue

for effective portion of commodity contracts .. §  — $(76,829) $24,139 $(52,690)
Gain arising from ineffective portion of

commodity contracts . .................. — 5,372 — 5,372
Total impactonrevenue. .. ... ............. —_— (71,457) 24,139 47,318)
Net loss on settled Treasury lock agreements

reclassified from AOCI into interest expense. . (2,538) e - (2,538)
Total Impact from Cash Flow Hedges. ........ $(2,538)  $(71.457) $24,139 $(49,856)
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Six Months Ended March 31, 2008

Natural Natural Pipeline,
Gas Gas Storage
Distribution Marketing  and Other Consolidated
(In thousands)
Gain (loss) reclassified from AOCI into revenue
for effective portion of commodity contracts ..  $ -~ $(17,294) $13,916 $(3,378)
Gain arising from ineffective portion of
comnmodity contracts . ........ ... ... — 126 o 126
Total impact OB IEVEDe. . v . oo vt — (17,168) 13,916 (3,252)
Net loss on settled Treasury lock agreements
reclassified from AOCI into interest expense. . (2,538) —_ — (2,538)
Total Impact from Cash Flow Hedges. ... ..... $(2,538)  $(17,168) $13,916 $(5,790)

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, 2009 and 2008. The amounts included in the table below exclude gains and losses arising
from ineffectiveness because these amounts are immediately recognized in the income statement as incurred.

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands)
Increase (decrease) in fair value:
Treasury lock agreements . ................... $ 1,221 § — $ 1221 § —
Forward commodity contracts . . ............... (29,544) 7,070 (64.,659) 9,649
Recognition of (gains) losses in earnings due 1o
selllemenis:
Treasury lock agreements .. .................. 633 787 1,420 1,574
Forward commodity contracts . ................ 19,773 (3,380) 32,344 2,094
Total other comprehensive income (loss) from
hedging, net of tax™. . .. .. ... oL $ (7917) %4477 $(29,674) $13,317

@ Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing
jurisdiction.
The following amounts, net of deferred taxes, represent the expected recognition in earnings of the
deferred losses recorded in AOCT associated with our financial instruments, based upon the fair values of these
financial instruments as of March 31, 20009:

Treasury
Lock Commodity
Agreements Confracts Total
{In thousands)
Next twelve months . . . oo ottt i it it e eeens $(2,426) $(54.233)  $(56,659)
Thereafter . ... ... ...t i e et (6,037) (3.835) (9,872)
Total ) $(8,463)  $(58,068)  $(66,531)

) Utilizing an income tax rate of approximately 37 percent comprised of the effective rates in each taxing
jurisdiction,
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Financial Instruments Not Designated as Hedges

The 1mpact of financial instruments that have not been designated as hedges on our condensed
consolidated income statements for the three and six months ended March 31, 2009 and 2008 is presented
below. 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 to 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 throngh our rates and recognized in revenue. Accordingly, the impact of these financial
instruments is excluded from this presentation.

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands)
Natural gas marketing commodity contracts . ........ $10,593  $(14,120) $6,761  $(13,794)
Pipeline, storage and other commodity contracts. . .. .. 183 (245) 100 (889)
Total iMpPact ON TEVERUE, . . . v oo v vee e rnneennn.. $10,776  $(14,365) $6,861  $(14,683)

4, Fair Value Measurements

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Value
Measurements, which defines fair value, establishes a framework for measuring fair value in generally
accepted accounting principles (GAAP) and expands disclosures about fair value measurernents. This
Statement does not require any new fair value measurements; rather it provides guidance on how to perform
fair value measurements as required or permitted under previous accounting pronouncerments.

We prospectively adopted the provisions of SFAS 157 on October 1, 2008 for most of the financial assets
and liabilities recorded on our balance sheet at fair value. Adoption of this statement for these assets and
liabilities did not have a material imapact on our financial position, resuits of operations or cash flows.

In February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157, which
provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with our
nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be effective until October 1,
2009 for fair value measurements for the following:

* Asset retirement obligations
» Most nonfinancial assets and liabilities that may be acquired in a business combination
¢ Impairment analyses performed for nonfinancial assets

We believe the adoption of SFAS 157 for the reporting of these nonfinancial assets and Labilities will not
have a material impact on our financial position, results of operations or cash flows.

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Financial Assel
When the Market for That Asset Is Nof Active, which clarified the application of SFAS 157 in inactive
markets. This FSP did not impact our financial position, results of operations or cash flows.

SFAS 157 also applies to the valuation of our pension and post-retirement plan assets. The adoption of
this standard did not affect these valuations because SFAS 157 specifically excluded pension and post-
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retirement assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in
the tabular disclosures below. However, in December 2008, the FASB issued FSP FAS 132(R)-1 — Employers’
Disclosures about Postretirement Benefit Plan Assets, which will, among other things, require disclosure about
fair value measurements similar to those reqoired by SFAS 157. This FSP will impact our annual disclosure
requirements beginning in figcal 2010.

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of
Financial Instruments. This FSP requires companies to disclose the fair value of financial instruments for
which it is practicable to estimate the value and the methods and significant assumptions used to estimate the
fair value. We have adopted the disclosure requirements of this FSP, which are presented below.

Determining Fair Value

SFAS 157 defines fair value 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
primarily use qnoted market prices and other observable market pricing information in valuing our financial
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements.

Prices actively quoted on national exchanges are used to determine the fair value of most of our assets
and labilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a
mid-market pricing convention (the mid-point between the bid and ask prices) as a practical expedient for
determining [lair value measurement, as permitted under SFAS 157. Values derived from these sources reflect
the market in which transactions involving these financial instraments are executed. We utilize models and
other valuation methods to determine fair value when external sources are not available, Values are adjusted to
reflect the potential impact of an orderly liquidation of our positions over a reasonable period of time under
then-current market conditions. We believe the market prices and models used to value these assets and
Habilities represent the best information available with respect to closing exchange and over-the-counter
quotations, time value and volatility factors underlying the assets and liabilities.

Fair-value estimates also consider our own creditworthiness and the creditworthiness of the counterparties
involved. Our counterparties consist primarily of financial institutions and major energy companies. This
concentration of counterparties may materially impact our exposure to credit risk resulting from market,
economic or regulatory conditions. Recent adverse developments in the global financial and credit markets
have made it more difficult and more expensive for companies to access the short-term capital markets, which
may negatively impact the creditworthiness of our counterparties. A continued tightening of the credit markets
could cause more of our counterparties to fail to perform. We seek to minimize counterparty credit risk
through an evaluation of their financial condition and credit ratings and the use of collateral requirements
under certain circumstances.

SFAS 157 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) and the
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below:

Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities. An active
market for the asset or liability is defined as a market in which transactions for the asset or liability occur
with sufficient frequency and volume to provide pricing information on an ongoing basis. Our Level 1
measurements consist primarily of exchange-traded financial instruments, gas stored underground that has
been designated as the hedged item in a fair value hedge and our available-for-sale securities.

Level 2 — Pricing inputs other than quoted prices included in Level 1 that are either directly or
indirectly observable for the asset or liability as of the reporting date. These inputs are derived principally
from, or corroborated by, observable market data. Our Level 2 measurements primarily consist of non-
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exchange-traded financial instruments, such as over-the-connter options and swaps where market data for
pricing is observable.

Level 3 — Generally unobservable pricing inputs which are developed based on the best information
available, including our own internal data, in situations where there is httle if any market activity for the
asset or liability at the measurement date. The pricing inputs utilized reflect what a market participant
would use to determine fair value. Currently, we have no assets or liabilities recorded at fair value that
would qualify for Level 3 reporting.

Quantitative Disclosures

Financial Insiruments

The classification of our fair value measurements requires judgment regarding the degree to which market
data are observable or corroborated by observable market data. The following table summarizes, by level
within the fair value hierarchy, our assets and liabilities that were accounted for at fair valne on a recurring
basis as of March 31, 2009. As required under SFAS 157, 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 Oiher
Active  Observable Unobservable Netiing and

Markets Inputs nputs Cash March 31,
(Level 1) (Level 2) (Level 3) Collateral™ 2009
(In thousands)
Assets:
Financial instruments
Natural gas distribution segment .. ........... $ — $ 676 $ — % — $ 676
Natural gas marketing segment . ............. 45770 80,564 - {75,558) 50,776
Total financial instruments .. ................. 45,770 81,240 — (75,558) 51,452
Hedged portion of gas stored underground
Natural gas marketing segment .............. 62,912 — — - 62912
Pipeline, storage and other segment® ... ... ... 3,656 —_— — — 3,656
Total gas stored underground. ... .............. 66,568 —_ — — 66,568
Available-for-sale securities. .. .. ... v it nn 26,605 — — —_— 26,605
Total assets. . . ... i ittt et e $138,943 $81,240 § — § (75,558) $144.625
Liabilities:
Financial instruments
Natwral gas distribution segment ... .......... $ — $22539 % — § — $ 22,539
Natural gas marketing segment .. ............ 117,413 41,567 —  (154,656) 4324
Total labilities . . ...... ... .. .. oo, $117413 $64,106 $ —  $(154,656) $§ 26,863

) This column reflects adjustments to our gross financial instrument assets and liabilities to reflect netting
permitted under our master petting agreements and ESP FIN 39-1. In addition, as of March 31, 2009, we
had $79.1 million of cash held in margin accounts to collateralize certain financial instruments. Of this
amount, $71.6 million was used to offset financial instruments in a liability position. The remaining
$7.5 million has been reflected as a financial instrument assel.

@ Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.
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Other Fair Value Measures

In addition to the financial instruments above, we have several nonfinancial assets and liabilities subject
to fair value measures. These assets and liabilities include cash and cash equivalents, accounts receivable,
accounts payable, debt, asset retirement obligations and pension and post-retirement plan assets. As noted
above, fair value disclosures for asset retirement obligations and pension and post-retirement plan assets are
not currently effective for us. We record cash and cash eguivalents, accounts receivable, accounts payable and
debt at carrying value. For cash and cash equivalents, accounts receivable and accounts payable, we consider
carrying value to materially approximate fair value due to the short-term pature of these assets and Habilities.
The fair value of our debt is determined using a discounted cash flow analysis based upon borrowing rates
currently available to us, the remaining average maturities and our credit rating. The following table presents
the carrying value and fair valve of our debt as of March 31, 2009:

March 31, 2009

(In thousands)
Carrying AMOUNL . . . . .ottt et an e i et i e e e $2,572,987
Fair Value . . ... i i i e e $2,166,454

The fair value as of March 31, 2009 was calculated utilizing discount rates ranging from 6.6 percent to
9.6 percent, remaining average maturities ranging from one to 26 years, and a credit adjustment of 6.0 percent.

5. Debt
Long-term debt

Long-term debt at March 31, 2009 and September 30, 2008 consisted of the following:
March 31, September 30,
2008

2009
(In thousands)
Unsecured 4.00% Senior Notes, due April 2009 .. ... ... ... ...... $ 400,000 $ 400,000
Unsecured 7.375% Senior Notes, due 2011 .. . ................... 350,000 350,000
Unsecured 109% Notes, due 2011 . ... ... ... i 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 . ... .. ....... .. ... ... 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014, . ... ... ... . v, 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 . ...................... 250,000 250,000
Unsecured 8.50% Senior Notes, due 2019, . ... ... ... ... .. ... 450,000 —
Unsecured 5.95% Senior Notes, due 2034, . . . ................... 200,000 200,000
Medium term notes
Series A, 1995-2, 6.27%, due 2010 . . . .. ... .. ... i 10,000 10,000
Series A, 1995-1,6.67%, due 2025 . ... . ... ... . i 10,000 10,000
Unsecured 6.75% Debentures, due 2028 . ... ... ... . ... 150,000 150,000
Other term notes due in installments through 2013 .. ... ........... 684 1,300
Total long~termdebt . . ... ... ... L 2,572,987 2,123,612
Less:
Original issue discount on unsecured senior notes and debentures . . . (3.621) (3,035)
Corrent aturiieES. . . ..ot ettt e et e e e (400,225) (785)

$2,169,141  $2,119,792
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On March 26, 2009, we closed our Seunior Notes Offering. The effective interest rate on these notes is
8.69 percent, after giving effect to the settlement of the $450 million treasury lock discussed in Note 3. Most
of the net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured
senior notes, which, on March 30, 2009, were called for redemption on April 30, 2009, prior to their October
2009 marurity. In connection with the repayment of the $400 million 4.00% unsecnred senior notes, we paid a
$6.6 million call premium in accordance with the terms of the senior notes and accrued interest of
approximately $0.6 million. The remaining net proceeds will be used for general corporate purposes.

Short-term debt

Our short-term borrowing requirements are affected by the seasonal pature 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 reach their highest levels in
the winter months.

We finance our short-term borrowing requirerents throngh a combination of a $566.7 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provide approx-
imately $1.2 billion of working capital funding. At March 31, 2009, there was no short-term debt outstanding.
At September 30, 2008, there was $350.5 million of short-term debt outstanding, comprised of $330.5 million
outstanding ander our bank credit facilities and $20.0 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 a $566.7 million cornmercial paper
program and three committed revolving credit facilities with third-party lenders that provide approximately
$800 million of working capital funding. The first facility is a five-year unsecured facility, expiring
December 2011, that bears interest at a base rate or at a LIBOR-based rate for the applicable interest period,
plus a spread ranging from 0.30 percent to 0.75 percent, based on the Company’s credit ratings. This credit
facility serves as a backup liquidity facility for our comumercial paper program. At the time this credit facility
was established, borrowings under this facility were limited to $600 million. However, in September 2008, the
limit on borrowings was effectively reduced to $566.7 million after one lender with a 5.55% share of the
commitments ceased funding under the facility. On March 30, 2009, the credit facility was amended to reflect
this reduction. At March 31, 2009, there were no borrowings under this {acility and $566.7 million was
available.

The second facility is a $212.5 million unsecured 364-day facility expiring October 2009, that bears
interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from
1.25 percent to 2.50 percent, based on the Company’s credit ratings. At March 31, 2009, there were no
borrowings outstanding under this facility.

The third facility was an $18 million unsecured facility that bore interest at a daily negotiated rate,
generally based on the Federal Funds rate plus a variable margin. At March 31, 2009, there were no
borrowings outstanding under this facility. This facility expired on March 31, 2009 and was replaced with a
$25 million unsecured facility effective April 1, 2009 that bears interest at a daily negotiated rate.

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 to total capitalization of no greater than 70 percent. At March 31, 2009, our total-debt-to-
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total-capitalization ratio, as defined, was 56 percent. In addition, both the interest margin over the Enrodollar
rate 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 third-party facilities, our regulated operations had a $200 million intercompany
revolving credit Tacility with AEH. Through December 31, 2008, this facility bore interest at the one-month
LIBOR rate plus 0.20 percent. In January 2009, this facility was replaced with a new $200 million 364 day-
facility that 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 the new facility throngh December 31, 2009. There were no
borrowings outstanding under this facility at March 31, 2009,

Nonregulated Operations

On December 30, 2008, AEM and the participating banks amended and restated AEM’s former
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a
364-day $375 million committed revolving credit facility and extend it to December 29, 2009.

The amended facility also provides the ability for AEM to increase the borrowing base up to 2 maximum
of $450 million through an accordion feature, subject to the approval of the participating banks; adds a swing
line loan feature; adjusts the interest rate on borrowings as discussed below and increases the fees paid to
reflect the facility’s conversion to a committed facility and current credit market conditions. The swing line
loan feature allows AEM to borrow, on a same day basis, an amount ranging from $17 million to $27 million
based on the terms of an election within the agreement. Effective April 1, 2009, the borrowing base was
increased to $450 million as a result of the exercise of the accordion feature in the facility.

AEM uses this facility primarily 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 one-month interest period) as in effect from time to time;
and (d) the “cost of funds™ rate based on an average of interest rates reported by one or more of the lenders to
the administrative agent. The offshore rate is a floating rate equal to the higher of (a) an offshore rate based
upon LIBOR for the applicable interest period; and (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 2.250 percent to 2.625 percent per
annum, depending on the excess tangible net worth of AEM, as defined in the credit facility. This facility is
collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

At March 31, 2009, there were no borrowings outstanding under this credit facility. However, at March 31,
2009, AEM letters of credit totaling $48.4 million had been issued under the facility, which reduced the
amount available by a corresponding amount. The amount available under this credit facility is also lirnited by
various covenants, including covenants based on working capital. Under the most restrictive covenant, the
amount available to AEM under this credit facility was $201.0 million at March 31, 2009.

AEM is required 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 March 31, 2009, AEM’s ratio of total
liabilities to tangible net worth, as defined, was 0.83 to 1. Additionally, AEM must maintain minimum levels
of net working capital and net worth ranging from $75 million to $112.5 million. As defined in the financial
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covenants, at March 31, 2009, AEM’s net working capital was $251.5 million and its tangible net worth was
$271.3 million.

To supplement borrowings under this facility, through December 31, 2008, AEM had a $200 million
intercompany demand credit facility with AEH, which bore interest at the rate for AEM’s offshore borrowings
under its committed credit facility plus 0.75 percent. Arpounts outstanding under this facility are subordinated
to AEM’s commitied credit facility. This facility was replaced with another $200 million 364-day facility in
Tanuary 2009 with no material changes to its terms except for the rate of interest, which is the greater of
(i) the one-month LIBOR rate plus 2.00 percent or (ii) the rate for AEM’s offshore borrowings under its
committed credit facility plus 0.75 percent. A total of $60.0 million was outstanding under this facility at
March 31, 2009.

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with
AEC, which bore interest at the rate for AEM’s offshore borrowings under its committed credit facility plas
0.75 percent. This facility was replaced with another $200 million 364-day facility in January 2009 with no
material changes to its terms except for the rate of interest, which is the greater of (i) the one-month LIBOR
rate plus 2.00 percent or (ii) the rate for AEM’s offshore borrowings under its committed credit facility plus
0.75 percent. Applicable state regulatory comnissions have approved the new facility through December 31,
2009. There were no borrowings outstanding under this facility at March 31, 2009.

Shelf Registration

On March 23, 2009, we filed a registration statement with the Securities and Exchange Commission
(SEC) 10 issue, from time to time, up to $900 million in common stock and/or debt securities available for
issuance, including approximately $450 million of capacity carried over from our prior shelf registration
statement filed with the SEC in December 2006.

As of March 31, 2009, we had $450 million of availability remaining under the registration statement
after completing our Senior Notes Offering. However, due to certain restrictions placed by one state regulatory
commission on our ability to issne securities under the registration statement, we now have remaining and
available for issuance a total of approximately $300 million of equity securities and $150 million of
subordinated debt securities.

Debt Covenants

In addition to the financial covenants described above, our debt instruments contain various covenants
that are usual and customary for debt instruments of these types.

Additionally, our public debt indentures relating to our senior notes and debentures, as well as our
revolving credit agreements, each contain a defanlt 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 agreeroent 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.
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We were in compliance with all of our debt covenants as of March 31, 2009. 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.

6. Earnings Per Share

Basic and diluted earnings per share for the three and six months ended March 31, 2009 and 2008 are
calculated as follows:

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands, except per share amounis)
Net InCOme. « .« .o v et e en e ie et n $129,003 $111,534 $204,966  $185,337
Denominator for basic income per share -
weighted average common shares ........... 90,895 89,314 90,637 89,133
Effect of dilutive securities:
Restricted and other shares ................ 639 583 639 585
Stockoptions .........c..oii i aann 33 93 35 99
Denorminator for diluted income per share —
weighted average common shares ........... 91,567 89,990 91,311 89,817
Income per share — basic .................. $§ 142 $§ 125 § 226 $ 208
Income per share — diluted .. ............... $§ 141 § 124 $§ 224 $ 206

There were approximately 260,000 out-of-the-money stock options excluded from the computation of
diluted earnings per share for the three and six months ended March 31, 2009. 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, 2008 as their exercise price was less than the average market price of the
common stock daring that period.

7. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirersent benefit plans for
the three and six months ended March 31, 2009 and 2008 are presented in the following table. All 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 mainienance expense.

Three Months Ended March 31
Pension Benefits Other Benefits
2009 2008 2009 2008

(In thousands)
Components of net periodic pension cost:

S BIVICE COST. . . v vt ettt et et et e $3,703  $3,878 $2946  $3,341
InLEreSt COSt. . v vttt ettt e i e e e e e 7,554 6,736 3,520 2,912
Expected refurn on assets. ... ..ot (6,238)  (6,311) (G73) (715)
Amortization of transition asset . . .. ... ... 0. e e 378 378
Amortization of prior service cost .. ..., . ... ... (183} a7n — -
Amortization of actuarial loss . ......... ... ... 955 1,926 — —
Net periodic pension Cost. .. .o vver v eeneanaen $5791 §$6,058 $6271 $5,916
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Six Months Ended March 31
Pension Benefits Other Benefits
2009 2008 2009 2008
(In thonsands)
Components of net periodic pension cost:
Service cost .. ... e $ 7406 $ 7,756 % 5,892 $ 6,082
Interest COSt . . o v v st ittt e e e e e e 15,108 13,472 7,040 5,824
Expected returnon assets . . .. ... .. .. ... (12,476)  (12,621) (1,146) (1,430)
Amortization of transition asset ............... — —_— 756 756
Amortization of prior service cost. . ............ (360) (342) B -
Amortization of actuartal loss. ... ............. 1,910 3,852 — p—
Net periodic pension cost . .. ... ... .. ..... $11582 $12,117 $12542 $11,832

The assumptions used to develop our net periodic pension cost for the three and six months ended
March 31, 2009 and 2008 are as folows:

Pension Benefits Otber Benefits
2009 2008 2009 2008
DisCOUNT FAE. . . ..o vt ittt i it e 7.57% 6.30% 7.571% 6.30%
Rate of corpensation increase. . . .................. ... 4.00% 4.00% 4.00% 4.00%
Expectedreturn on planassets. .. ........... . oiienn.. 8.25% 8.25% 5.00% 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 matarities 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, 2009. Based upon this valuation,
we expect we will be required to contribute less than $25 million to our pension plans by September 15, 2009.

We contributed $5.2 million to our other post-retirement benefit plans during the six months ended
March 31, 2009. We expect to contribute a total of approximately $10 million to these plans during fiscal
2009.

8. Commitments and Contingencies
Litigation and Environmental Matfers

With respect to the specific litigation and environmental-related matters or claims that were disclosed in
Note 12 to the financial statements in our Anmual Report on Form 10-K for the fiscal year ended September 30,
2008, there were no material changes in the status of such litigation and environmental-related matters or
claims during the six months ended March 31, 2009. We continue to believe that the final outcome of such
litigation and environmental-related matters or claims will not have a material adverse effect on our financial
condition, results of operations or 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
environruental-related matters or claims cannot be predicted with certainty, we believe the final outcome of
such litigation and response actions will not bave a material adverse effect on our financial condition, results
of operations or cash flows.
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Purchase Commitments

AFEM has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At March 31, 2009, AEM was committed to purchase 97.6 Bef
within one year, 32.5 Bef within one to three years and 1.0 Bcf after three years under indexed contracts.
AEM is committed to purchase 1.3 Bef within one year under fixed price contracts with prices ranging from
$2.59 to $7.68 per Mcf. Purchases under these contracts totaled $431.5 million and $860.3 million for the
three months ended March 31, 2009 and 2008 and $959.0 million and $1,432.3 million for the six months
ended March 31, 2009 and 2008.

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.

Qur 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 March 31, 2009 are as follows (in thonsands):

71 $ 40,033
2000 . e e e e e e e 53,425
4 1 5,245
200 e e e e e 6,769
1 O 7453
BT 0= (- O 2,571

$115.496

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, 2008, 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.

After responding to two sets of data requests received from the Commission, the Commission agreed to
allow s to conduct our own internal investigation into corpliance with the Commission’s rules. During the
second quarter, we completed our internal investigation and submitted the results to the Commission. During
our investigation, we identified certain transactions that could possibly be considered non-compliant, and we
continne to fully cooperate with the Comunission as we work to resolve this matier. 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.

As of March 31, 2009, rate cases were in progress in our City of Dallas and Virginia service areas and
annual rate filing mechanisms were in progress in our Mid-Tex, West Texas, Louisiana and Atmos Pipeline —
Texas divisions. These regulatory proceedings are discussed in further detail in Management’s Discussion and
Analysis — Recent Ratemaking Developments.
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9. Concentration of Credit Risk

Information regarding our concentration of credit risk is disclosed in Note 14 to the financial statements
in our Annuat Report on Form 10-K for the fiscal year ended September 30, 2008. During the six months
ended March 31, 2009, there were no material changes in our concentration of credit risk.

10. Segment Information

Atmos Energy and our subsidiaries are engaged primarily in the repulated natural gas distribution,
transmission and storage business as well as other nonregulated businesses. We distribute natural gas through
sales and trapsportation arrangements to approximately 3.2 milfion 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.

Through our nonregulated businesses, we primarily provide natural gas management and marketing
services to municipalities, other Jocal distribution companies and industrial customers primarily in the Midwest
and Southeast. Additionally, we provide natural gas transportation and storage services to certain of our natural
gas distribution operations and to third parties.

We operate the Company through the following four segments:

o 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 the Atmos Pipeline — Texas Division,

» The ratural gas marketing segment, which includes a variety of nonregulated natural gas management
services.

= The pipeline, storage and other segment, which includes our nonregulated natural gas transmission and
storage services.

Owr 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 Annnal Report
on Form 10-K for the fiscal year ended September 30, 2008, We evaluate performance based on net income or
loss of the respective operating units.
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Income statements for the three and six month periods ended March 31, 2009 and 2008 by segment are

presented in the following tables:

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

Intersegment revenues

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

Grossprofit ..............
Operating expenses
Operation and maintenance . . .

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

Taxes, other than income . ...
Total operating expenses. . .. ...

Operating income. .. .........

Miscellaneous income
(expense) .. ..ol

Interest charges

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

Netincome.............

Capital expendifures. . ........

Three Months Ended Mavch 31, 2009

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations  Consolidated
(In thousands)
$1,230,196  $32,097 $549,136 § 9,977 § - $1,821,406
224 27,137 159,522 2,295 (189,178) —
1,230,420 59,234 708,658 12,272 (189,178) 1,821,406
863,340 — 685,114 1,656 (188,755) 1,361,355
367,080 59.234 23,544 10,616 423) 460,051
90,710 17,327 12,323 1,889 (509) 121,740
47,541 5,006 396 507 — 53,450
55,101 2,572 446 195 o 58,314
193,352 24,905 13,165 2,591 (509) 233,504
173,728 34,329 10,379 8,025 86 226,547
835 283 118 2,060 (4,861) (1,565)
28,821 7,349 3,461 677 (4,775) 35,533
145,742 27,263 7,036 9,408 — 189,449
44,166 7,798 3,688 4,794 — 60,446
$ 101,576 $19465 § 3348 $ 4614 § — $ 125,003
$ 84618 $28303 § 8 $ 954 § -— $ 113,963
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Operating revenues from

external parties . .........
Intersegment revenues ... .. ..

Purchased gascost. . ........
Grossprofit.............

Operating expenses

Operation and maintenance . .

Depreciation and

amortization. .. ........
Taxes, other than Income . . .

Total operating expenses . .. ..

Operating income . .........
Miscellaneous income . . ... ..
Interest charges . ...........

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

Netincome ...........

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

Three Months Ended March 31, 2008

R EEhl, emd e

Distribution ~ and Storage  MarKeting Other Eliminations Consolidated
(In thousands)

$1,521,636  $22,830 $ 931,990 $ 7529 $ —  $2,483,985
220 28,610 196,663 2,493 (227,986) —
1,521,856 51,440 1,128,653 10,022 (227,986) 2,483,985
1,164,332 — 1,112,321 338 (227400) 2,049,591
357,524 51,440 16,332 9,684 (586) 434394
98,578 15,086 5,525 1,536 (672) 120,053
43,130 4,907 374 379 — 48,790
52,304 1,385 407 312 e 54,408
194,012 21,378 6,306 2,227 (672) 223,251
163,512 30,062 10,026 7457 86 211,143
3,670 209 602 1,942 (4,956) 1,467
29,084 6,776 2,002 524 (4,870) 33,516
138,098 23,495 8,626 8.875 — 179,094
52,442 8,271 3,347 3,500 — 67,560
$ 85656 $15224 § 5279 $5375 § — $ 111,534
$ 89,671  $13,700 38 $ 1,158 § — § 104,567
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Operating revenues from
external parties

Intersegment revenues ... .. ..

Purchased gas cost. . ........

Grossprofit.............
Operating expenses
Operation and maintepance . .

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

Taxes, other than income . . .

Total operating expenses

Operating income

Miscellaneous income
{expense)...............

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

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

Net income

...........

Capital expenditures

Six Months Ended March 31, 2609

Natural Regulated Natuaral Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage Marketing Other Elimiuations Consolidated
(In thousands)
$2,285968 § 62,319  $1,165980 $23471 § —  $3,537,738
420 51,597 330,173 5,249 (387,439) —
2,286,388 113,916 1,496,153 28,720 (387,439) 3,537,738
1,620,924 — 1,442,586 5,559 (386,594) 2,682,475
665,464 113,916 53,567 23,161 (845) 855,263
188,704 44,896 20,839 3,073 1,017 256,495
94,680 9,961 797 1,138 e 106,576
95,847 5,360 1,039 205 — 102,451
379,231 60,217 22,675 4416 (1,017) 465,522
286,233 53,699 30,892 18,745 172 389,741
3,956 1,098 419 4,221 (11,560) (1,866)
61,708 15,428 7,363 1,413 (11,388) 74,524
228,481 39,369 23,948 21,553 e 313,351
76,772 12,243 10,025 9,345 — 108,385
$ 151,709 $ 27,126 § 13923 $12208 § —  § 204,966
$ 173,621 § 33,363 § 117  $14229 § — § 221330
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Operating revenues from
external parties .. ........

Intersegment revenues

Purchased gas cost. .. . ... e

Grossprofit.............
Operating expenses
Operation and maintenance . .

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

Taxes, other than income . . .

Total operating expenses

Operating income ..........

Miscellaneous income . . ... ..
Interest charges . ...........

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

Net income

Capital expenditures

Six Months Ended March 31, 2008

VGa  Tromomision  Gas.  Storageand

Distribution  and Storage ~Marketing Other Elimivations  Consolidated
(In thousands)

$2,449,665 $45267  $1,634,712  $11,851 $ - $4,141,495
368 51,219 334,658 4,898 (391,143) —
2,450,033 96,486 1,969,370 16,749 (391,143) 4,141,495
1,819,309 — 1,907,075 1,067 (389,988) 3,337,463
630,724 96,486 62,295 15,682 (1,155) 804,032
195,825 30,518 13,402 2,824 (1,327) 241,242
85,962 9,823 761 757 — 97,303
87,922 3,829 3,407 677 — 95,835
369,709 44,170 17,570 4,258 (1,327) 434,380
261,015 52,316 44,725 11,424 172 369,652
4,146 383 1,398 3,970 (8,523) 1,374
60,298 13,847 3,316 1,223 (8,351 70,333
204,863 38,852 42,807 14,171 e 300,693
79,043 13,781 16,928 5,604 —_ 115,356
$ 125,820  $25,071 $ 25879 § 8567 $ — § 185,337
$ 173984  $22082 § 69 § 2,587 — $ 198,722




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

Balance sheet information at March 31, 2009 and Septemnber 30, 2008 by segment is presented in the
following tables:
March 31, 2009
Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and
Distribution  and Storage Marketing Other Eliminations Consolidated
{In thousands)
ASSETS
Property, plant and equipment, net . . $3,577,546  $608,118 $ 7312 § 70216 § ~—  $4,263,192
Investment in subsidiaries . ....... 484,117 e (2,096) —_ (482,021) —_
Current assets
Cash and cash equivalents ... ... 379,391 - 86,143 16,551 — 432,085
Assets from risk management
activities . ... ... ... ... ... 676 — 42,266 2,394 (3,623) 41,713
Other current assets. . . .. ...... 671,993 16,614 265,457 77,428 (76,735) 954,757
Intercompany recejvables. . .. ... 504,887 — — 147,783 (652,670) —
Total carrent assets . ... ..... 1,556,947 16,614 393,866 244,156 (733,028) 1,478,555
Intangible assets . . . ............ —_ — 1,774 — e 1,774
Goodwill . ... ... ... ... ... ... 569,920 132,367 24,282 10,429 — 736,998
Noncurrent assets from risk
management activities . .. .. ... . —_ — 9,739 — — 9,739
Deferred charges and other assets. . . 166,610 7,924 873 20,096 — 195,503
$6,355,140  $765,023  $435,750 $344,897 $(1,215,049) $6,685,761
CAPITALIZATION AND
LIABILITIES
Shareholders’ equity .. .. ........ $2,178,494  $157270  § 75451 $251,396 $ (484,117) $2,178,494
Longderm debt. . .. ... ... ..... 2,168,683 — — 458 — 2,169,141
Total capitalization. . ........ 4,347,177 157,270 75451 251,854 (484,117) 4,347,635
Current liabilities
Current maturities of long-term
debt .. ..... ... ... ..., 400,000 — — 225 — 400,225
Short-term debt. . ............ — — 60,000 — (60,000) —
Liabilities from risk management
activities . . ... ..... ... ... 22,535 — 6,734 1,200 (3,623) 26,846
Other current liabilities .. ... ... 586,656 6,850 203,044 76,973 (14,527) 858,996
Intercompany payables ........ — 525,249 127,421 e (652,670) —
Total current liabilities . . . . . . . 1,009,191 532,099 397,199 78,398 (730,820) 1,286,067
Deferred incorne taxes. . ......... 422,381 71,643 (37,586) 10,542 (112) 466,868
Noncurrent liabilities from risk
management activities . . .. ... .. 4 —_ 13 — — 17
Regulatory cost of removal
obligation.................. 313,486 — — — — 313,486
Deferred credits and other
liabilities .. ................ 262,901 4,011 673 4,103 — 271,688

$6,355,140  $765,023  $435,750 $344,897 $(1,215,049) $6,685,761
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ASSETS

Property, plant and equipmoent, net . .
Investment in subsidiaries
Current assets

Cash and cash equivalents

Assets from risk management
activities . . .. ........ ...,

Other current assets. .. ... .....
Intercompany receivables. .. ... .

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

Noncurrent assets from risk
management activities .........

Deferred charges and other assets. . .

CAPITALIZATION AND
LIABILITIES

Shareholders’ equity .. ..........
Longtermdebt................

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

Current maturities of long-term
debt

Liabilities from risk management
actvities . . . .. i,

Other currest 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

September 30, 2008
Natural Regulated Natural Pipeline,
as Transmission Gas Storage and
Distribution and Storage  Marketing Other Eliminations Consolidated
(In thousands)

$3,483,556  $585,160 $ 7520 $ 60623 $ - $4,136,859
463,158 — (2,096) — (461,062) —
30,878 — 9,120 6,719 e 46,717

— — 69,008 20,239 (20,956) 68,291

774,933 18,396 411,648 56,791 (91,672) 1,170,096
578,833 o o 135,795 (714,628) —
1,384,644 18,396 489,776 219,544 (827,256) 1,285,104
o — 2,088 — e 2,088
569,920 132,367 24,282, 10,429 _ 736,998

— — 5473 e — 5.473

195,985 11,212 1,182 11,798 e 220,177
$6,097,263  $747,135  §528,225 $302,394  $(1,288,318) $6,386,699
$2,052492  $130,144  $114,559 $218,455 § (463,158) $2,052,492
2,119,267 e — 525 — 2,119,792
4,171,759 130,144 114,559 218,980 (463,158) 4,172,284
— — — 785 — 785

385,592 — 6,500 —_ (41,550) 350,542
58,566 — 20,688 616 (20,856) 58,914
538,777 7,053 236,217 62,796 (47,997) 796,846
R 543,384 171,244 B (714,628) —

982,935 550,437 434,649 64,197 (825,131) 1,207,087
384,860 62,720 (21,936) 15,687 (29) 441,302
5,111 — 258 — —_ 5,369
208,645 — — — — 208,645
253,953 3,834 695 3,530 —— 262,012
$6,097,263  $747,135  $528,225 $302,394 $(1,288,318) $6,386,699




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
March 31, 2009, the related condensed consolidated statements of income for the three-month and six-month
periods ended March 31, 2009 and 2008, and the condensed consolidated statements of cash flows for the
six-month periods ended March 31, 2009 and 2008. These financial statements are the responsibility of the
Company’s management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight
Board (United States). A review of interim financial information consists principally of applying analytical
procedures and making inquiries of persons responsible for financial and accounting matters. It is substantially
less in scope than an audit conducted in accordance with the standards of the Public Company Accounting
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do pot 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, 2008, 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 18, 2008, 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, 2008, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

/s/  Brnst & Younc LLP

Dallas, Texas
April 30, 2009



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

The following discussion should be read in conjunction with the condensed consolidated financial
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual
Report on Form 10-K for the year ended September 30, 2008.

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 staternents 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

[T Y

other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”,
“forecast”, “goal”, “intend”, “‘objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended
to 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, markets, services, rates, recovery of costs, availability of gas supply and other factors.
These risks and uncertainties, which are discussed in more detail in our Annual Report on Form 10-K for the
year ended September 30, 2008, include the following: our ability to continue to access the credit markets 1o
satisfy our liguidity requirements; the impact of recent economic conditions on our customers; increased costs
of providing pension and postretirement health care benefits and increased funding requirements; market risks
beyond our control affecting our risk management activities including market liquidity, cornmodity price
volatility, increasing interest rates and counterparty creditworthiness; regulatory trends and decisions, including
the impact of rate proceedings before various state regulatory commissions; increased federal regulatory
oversight and potential penalties; the impact of environmental regulations 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 regnlated natural gas distribution and
transportation and storage businesses as well as other nonregulated natural gas businesses. We distribute
patural gas through sales and transportation arrangements to approximately 3.2 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 distribution
system.

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 cerlain of our natural gas
distribution divisions and to third parties.

We operate the Company through the following four segments:

e the natural gas distribution segment, which includes our regulated natoral gas distribution and related
sales operations,
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e the regulated transmission and storage segment, which includes the regulated pipeline and storage
operations of the Atmos Pipeline — Texas Division,

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

« the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering,
transmission and storage 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 judgroents 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 assurnptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate
our estimates, including those related to risk management and trading activities, allowance for doubtful
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations,
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived
assets. Actual results may differ from such estimates.

Our crifical 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 Septernber 30, 2008 and include the following:

* Regulation

* Revenne Recognition

 Allowance for Doubtful Accounts

* Derivatives and Hedging Activities

* Impairment Assessments

* Pension and Other Postretirement Plans

Our critical acconnting policies are reviewed quarterly by the Audit Committee. There were no significant
changes to these critical accounting policies duoring the six months ended March 31, 2009.

RESULTS OF OPERATIONS

The following table presents our consolidated financial highlights for the three and six months ended
March 31, 2009 and 2008:

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands, except per share data)

Operating revenes. . .. .. ..vevrereennn $1,821,406  $2,483,985  $3,537,738  $4,141,495
Grossprofit . ............. ... . ... 460,051 434,394 855,263 804,032
Operating expenses ... ..........c..... 233,504 223,251 465,522 434,380
Operating inCoOMe. . . .. ... vuvevsonn 226,547 211,143 389,741 369,652
Miscellaneous income (expense). ........ (1,565) 1,467 (1,866) 1,374
Interest charges . .................... 35,533 33,516 74,524 70,333
Income before income taxes. ... . e 189,449 179,094 313,351 300,693
Income tax expense . ................. 60,446 67,560 108,385 115,356
Netineome ... ...oovineennannne. $ 129,003 $ 111,534 § 204966 § 185,337
Diluted net income per share ........... $ 141§ 124§ 224 % 2.06
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Our consolidated net income doring the three and six months ended March 31, 2009 and 2008 was earned
in each of our business segments as follows:

Three Months Ended
March 31
2009 2008 Change
(In thousands)
Natural gas distribution segment. .. ... .. ...oovuvenanenn. $101,576 § 85,656  $15,920
Regulated transmission and storage segment ... ............. 19,465 15,224 4,241
Natural gas marketing Segment. . ... .. ..ovvinninnnnennnn. 3,348 5,279 (1,931)
Pipeline, storage and other segment .. .................... 4,614 5,375 (761)
NEtINCOME & .t oot ot e e e e e e e e e et s eaeeeaninnns $129.003 $111,534 $17,469
Six Months Ended
March 31
2009 2008 Change
(In thousands)
Natural gas distribution segment . . ... ........oiiuiion.. $151,709  $125,820 § 25,889
Regulated transmission and storage segment .. ............. 27,126 25,071 2,055
Natural gas marketing segment .. .. ... iviiinennnn 13,923 25,879 (11,956)
Pipeline, storage and other segment. .. ................... 12,208 8,567 3,641
Netineome. . . oo ittt it ittt $204966 $185,337 § 19,629

The following tables segregate our consolidated net income and diluted earnings per share between our
regulated and nonregulated operations:

Three Months Ended

March 31
2009 2008 Change
(In thousands, except per share data)
Regulated Operations . .. . ... v ver s innenentaerrocannnn $121,041  $100,880  $20,161
Nonregulated operations. . ... .. c. v ii i i i e aeenann 7.962 10,654 (2,692)
Consolidated net inCOME . .. ... v\ttt iie et enenienennnn $126,003 $111,534  $17,469
Diluted EPS from regulated operations . .. ................. $ 132 $ 112 $ 020
Dilated EPS from nonregulated operations .. ............... 0.09 0.12 (0.03)
Consolidated diluted BPS . . ... ... .. 0 it $ 141 $ 124 § 017
Six Mouths Ended
March 31
2009 2008 Change
(In thousands, except per share data)
Regulated 0perations . .......ovvun it $178,835  $150,891  $27944
Nonregulated operations. ... ........ .. i, 26,131 34,446 (8,315)
Consolidated net inCOMe . . .o v e i e e e $204.966 $185,337 $19,629
Diluted EPS from regulated operations . . ... ...coivenan... $ 196 § 168 $ 028
Diluted EPS from nonregulated operations ... .............. 0.28 0.38 (0.10)
Consolidated diluted EPS . . . ... .. ..o it i $ 224 § 206 §$ 018




The following summarizes the results of our operations and other significant events for the six months
ended March 31, 2009:

Regulated operations generated 87 percent of our net income during the six months ended March 31,
2009 compared to 81 percent during the six months ended March 31, 2008. The $27.9 million increase
in our regulated operations pet income primarily reflects favorable ratemaking activity coupled with a
one-time tax benefit discussed below.

Nonregulated operations contributed 13 percent of net income during the six months ended March 31,
2009 compared to 19 percent during the six months ended March 31, 2008. The $8.3 million decrease
in our nonregulated operations net income primarily reflects a decrease in unrealized margins and an
increase in operating expenses partially offset by favorable asset optimization margins.

For the six months ended March 31, 2009, we generated $614.6 million in operating cash flow
compared with $479.2 million for the six months ended March 31, 2008, primarily reflecting the
favorable impact on our working capital duoe to the decline in natural gas prices in the current year
compared to the prior-year period and the favorable timing of the recovery of gas costs.

On March 23, 2009, we filed a $900 million shelf regisiration statement with the Securities and Exchange
Commission (SEC) that replaced our previously existing shelf registration staternent. On March 26, 2009,
we completed an offering of $450 million unsecured 8.50% senior notes and received net proceeds of
approximately $446 million. Most of the net proceeds received were used to repay our $400 million
unsecured 4.00% senior notes, which were called on March 30, 2009 for redemption on April 30, 2009.

Quarter-to-date and year-to-date results were favorably impacted by a one-time tax benefit of

$11.3 million, or $0.12 per diluted share. The benefit arose during the quarter when we updated the tax
rates used to record our deferred taxes. This benefit increased natural gas distribution net income by
$10.5 million and regulated transmission and storage income by $1.7 million. However, net income for
the patural gas marketing and pipeline, storage and other segments’ net income were reduced by

$0.3 million and $0.6 million.

Three Months Ended March 31, 2009 compared with Three Months Ended March 31, 2008

Natural Gas Distribution Segment

The primary factors that impact the results of our natural gas distribution operations are our ability fo
earp 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 90 percent of
our residential and commercial meters in the following states for the following time periods:

GBOTEIA . . oottt e e e e e e October — May
Kansas. . ... e e e e e e e e e e e October — May
Keptucky .. ..o ir it i i e it caa i ea i November — April
LOURSIANA. . . . . oot e et e e December — March
MISSISSIPPI. « « vt e e e e November — April

B 1721 T November — April
Texas: Mid-Tex . ..o e e e November — April
Texas: West TeXas . . . .ottt e et e e e e e QOctober —~ May
VITBIIIA . . oot ettt et e i 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 include franchise
fees and gross receipts taxes, which are calcnlated 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 revenue-related taxes arising from changes in gas costs affect gross profit, over time the impact is
offset within operating income. Prior to January 1, 2009, timing differences exist between the recognition of
revenue for franchise fees collected from our customers and the recognition of expense of franchise taxes. The
effect of these timing differences could be significant in periods of volatile gas prices, particularly in our Mid-
Tex Division. These timing differences may favorably or unfavorably affect net income; however, these
amounts should offset over time with no permanent impact on net income. Beginning Fanuary 1, 2009, changes
in our franchise fee agreements in our Mid-Tex Division became effective which shounld significantly reduce
the impact of this timing difference on a prospective basis. However, this timing difference still occurs for
gross receipts taxes.

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.

Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the three months ended
March 31, 2009 and 2008 are presented below.

Three Meonths Ended
March 31
2009 2008 Change
(In thounsands, nnless otherwise noted)

Grossprofit. . ... .. ... .. ... i $367,080 $357,524 § 9,556
Operating eXpenses. . ... . v vttt n et oot 193,352 194,012 (660)
Operatingincome .. .......... ... iiiieiinrnnnn. 173,728 163,512 10,216
Miscellaneous inCome. . . .. ..ottt i it it ar e 835 3,670 (2,835)
Interest Charges. . ..o v ittt e e e e, 28,821 29,084 (263)
Income before income taxes . ...........c.oohvvennnnnn. 145,742 138,098 7,644
Income tax EXPense . .. ..\ .ot it inin it e 44,166 52,442 (8,276)
Net ncome .. ...ttt $101,576  $ 85,656  $ 15,920
Consolidated natural gas distribution sales volumes — MMcf. .. 121,560 135,568 (14,008)
Consolidated natural gas distribution transportation

volumes — MMef. .. L e 35,061 39,730 (4,669)

Total consolidated natural gas distribution

throughput —MMef .. ... e 156,621 175,298 (18,677)

Consolidated natural gas distribution average transportation

revenueper Mel ... L $ 048 § 044 § 004
Consolidated natural gas distribution average cost of gas per

Mcfsold. . .. .. e e $ 710 $ 8359 § (149
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The following table shows our operating income by natural gas distribution division, in order of total
customers served, for the three months ended March 31, 2009 and 2008. The presentation of our natural gas
distribution operating income is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Three Menths Ended
March 31
2009 2008 Change
(In thousands)
Mid-TeX « ittt et e $ 80,374 $ 72479 § 7,895
Kentucky/Mid-States . .. .. ..o or ittt iieaanaen 27,404 29,875 2,471)
01133 21 1 W 19,782 19,236 546
West TeRas . ... ittt 14,806 8,919 5,887
MISSISSIPPI &+ oo v v ev e v et e me e e e 16,771 16,514 257
Colorado-Kansas . ... oo v it eir e i eereraenenananas 13,623 15,536 (1,913)
101V o O 968 953 15
Y $173,728  $163,512  $10,216

The $9.6 million increase in natural gas distribution gross profit primarily reflects a net $21.9 million
increase in rates. The net increase in rates was attributable primarily to the Mid-Tex Division, which increased
$16.5 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all
incorporated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments for
customers in the City of Dallas. The current year period also reflects a $5.4 million increase in rate
adjustments primarily in Georgia, Louisiana and West Texas. The increase also reflects the reversal of a
$7.0 million accrual for estimated unrecoverable gas costs recorded in a prior year. These increases in gross
profit were partially offset by a $13.5 million decrease as a result of an 11 percent decrease in distribution
throughput, primarily associated with lower residential and commercial consumption and warmer weather in
our Colorado service area, which does not have weather-normalized rates.

Partially offsetting these increases was a decrease of approximately $8.9 million in revenue-related taxes
primarily due to lower revenues, on which the tax is calculated, in the curmrent-year guarter compared to the
prior-year quarter. This decrease was partially offset by a $0.8 million guarter-over-quarter decrease in the
associated franchise and state gross receipts tax expense recorded as a component of taxes other than income,
resulting in an $8.1 million decrease in operating income when compared with the prior-year quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income, decreased $0.7 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased $6.9 million,
primarily due to lower legal, fuel and other administrative costs.

Depreciation and amortization expense increased $4.4 million for the second quarter of fiscal 2009
compared with second guarter of fiscal 2008. The increase primarily was atiributable to additional assets
placed in service during the current-year period.

Results for the quarter include the aforementioned $10.5 million tax benefit, which more than offset the
decrease attributable to the absence in the current-year quarter of a $1.2 million gain on the sale of irrigation
assets in our West Texas Division in the prior-year quarter.

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the six months ended March 31, 2009 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 commission’s final ruling.
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Anpual Rate Filing Mechanisms

In March 2009, the Mid-Tex Division filed its second RRM with the Seitled Cities. The filing requested
an increase in operating income of $9.7 million for the Settled Cities. Representatives of the Settled Cities are
currently reviewing the filing and a final determination is expected in July 2009. Beginning in November
2008, rates were implemented from our first RRM filing with the Setfled Cities, which resulted in an increase
in operating income on a system-wide basis of approximately $27.3 million. The impact to the Mid-Tex
Division for the Settled Cities was approximately $21.8 million.

In April 2009, the West Texas Division filed its second RRM with the West Texas Cities. The filing
requested an increase in operating income of $11.1 million. Representatives of the West Texas Cities are
currently reviewing the filing and a final determination is expected in August 2009. Beginning in November
2008, rates were implemented from our first RRM with the West Texas Cities, which resulted in an increase in
operating income of $4.5 million, of which $3.9 million is being collected over a 9% month period.

In April 2009, the City of Lubbock approved an RRM tariff similar to the RRM tariff utilized by the
West Texas Cities. The West Texas Division filed its first RRM with the City of Lubbock on April 15, 2009.
The filing requested an increase in operating income of $3.5 million. The City of Lubbock is currently
reviewing the filing and a final determination is expected in October 2009.

In December 2008, the Louisiana Division filed its TransLa annual rate stabilization clause with the
Louisiana Public Service Commission (LPSC) for the test year ended September 30, 2008. The filing resulted
in an increase in operating income of $0.6 million and was implemented in April 2009.

In April 2009, the Louisiana Division filed its LGS annual rate stabilization clause with the LPSC
requesting an increase in operating incorue of $3.9 million. The filing was for the test year ended Decersber 31,
2008. We anticipate final resolution of this proceeding by June 2009.

In September 2008, we filed our Mississippi stable rate filing with the Mississippi Public Service
Commission (MPSC) requesting an increase of $3.5 million. In Januvary 2009, we withdrew this request after
we were unable to reach a mutually agrecable settlement with the MPSC.

GRIP Filings

Tn May 2008, the Mid-Tex Division made a GRIP filing seeking a $10.3 million increase on a system-
wide basis. However, this filing was only applicable to the City of Dallas and the Mid-Tex environs and
sought a $1.8 million increase Tor customers in those service areas. Rates were approved for this filing in
December 2008 and were implernented in January 2009. However, in April 2009, the City of Dallas challenged

the legality of the implementation of the GRIP rates, which the Company is contesting in the District Courts
of Dallas and Travis Counties.

In March 2009, the Mid-Tex Division made a GRIP filing seeking an $18.7 million increase on a system-
wide basis. However, this filing is applicable to the City of Dallas only and seeks a $2.7 million increase for
customers in the City of Dallas. The City of Dallas has until July 10, 2009 to either accept or object to the
filing. If this filing is accepted, the rates will go into effect until such time that they are superseded by the
statement of intent filed with the City of Dallas discussed below.

Rate Case Filings

In October 2008, our Kentucky/Mid-States Division filed a rate case with the Tennessee Regulatory
Authority secking an increase in operating income of $6.3 million. In January 2009, the Consamer Advocate and
Protection Division recommended a decrease in rates of $3.7 million. In March 2009, a unanimous stipulation
was filed and approved in the case. The parties agreed to an increase in operating income of $2.5 million with a
stated return on equity of 10.3 percent. The increase in rates was implemented in April 2009.

In November 2008, the Mid-Tex Division filed a statement of intent to increase operating income for
customers within the City of Dallas by $9.1 million. The City of Dallas suspended the filing on December 10,
2008 and denied the increase in March 2009. The Company has appealed the filing and in April 2009 we
requested an increase in operating income of $7.5 million and concurrently filed for a statement of intent to
increase operating income $1.3 million applicable to the Mid-Tex unincorporated areas. A final ruling by the
Railroad Commission of Texas (RRC) is expected by October 2009. If the statement of intent applicable to the
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City of Dallas is approved by the RRC, the new rates implemented could supersede the City of Dallas GRIP
rates discussed above.

In April 2009, the Kentucky/Mid-States Division filed an expedited rate case with the Virginia State
Corporation Commission seeking an increase in operating income of $1.7 million. Interim rates will be
implemented subject to refund on May 1, 2009. The application is currently in discovery with a final
determination expected in October 2009.

Other Ratemaking Activity

In May 2007, our Mid-Tex Division filed for a 36-month gas contract review filing. This filing was
mandated by prior RRC orders and related to the pradency of gas purchases made from November 2003 through
October 2006, which total approximately $2.7 billion. The intervening parties recornmended disallowances
ranging from $58 million to $89 million. A hearing was held at the RRC in Septernber 2008. In December 2008,
a proposal for decision was issted by the Hearing Examiner recommending no gas cost disallowance. In
February 2009, the RRC approved the Hearing Examiner’s recommendation to disallow no gas costs.

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 its tariffs.

Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the three
months ended March 31, 2009 and 2008 are presented below.

Three Months Ended
March 31

2009 2008 Change

(In thousands, unless otherwisc noted)
Mid-Tex transportaion . . ...l onon... $ 27,061  $ 28260 % (1,199
Third-party transportation . ... ... eann.. 23,846 18,229 5,617
Storage and park and lend services . . ............ ... ... .. 2,657 1,862 795
L2 1= o e 5,670 3,089 2,581
Grossprofit. . .. ... ... ... ... i 59,234 51,440 7,794
Operating eXpenses. . . . o v vt e e mn e 24,905 21,378 3,527
Operatingincome . .. ........... . ... ... iiiiuinn.. 34,329 30,062 4,267
Miscellaneous INCOME. . ..o vttt ettt i e ie e 283 209 74
Interest charges. . ... i 7,349 6,776 573
Income before income taxes ... .......... .. ... 27,263 23,495 3,768
INCOME TaX EXPENSE . .. v r it et it 7,798 8,271 (473)
NetINCOME . . ...ttt e e i e et e $ 19465 § 15224 $ 4,241
Gross pipeline transportation volumes — MMcf. .. ..., ... ... 193,356 223476 (30,120)
Consolidated pipeline transportation volumes — MMcf . ... ... 123,285 141,108 (17,823)
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The $7.8 million increase in gross profit was attributable primarily to a $3.6 million increase resulting
from higher transportation fees on through-system deliveries due to market conditions and a $3.3 million
increase from higher demand-based fees. The improvement in gross profit also reflects a $2.9 million gain on
the rontine sale of excess gas during the quarter and a $1.4 million increase due to our 2006 and 2007 GRIP
filings. These increases were partially offset by a $4.1 million decrease arising from lower city-gate, electrical
generation, Bamett Shale and HUB deliveries.

Operating expenses increased $3.5 million primarily due to increased employee and pipeline maintenance
costs.

Results for the quarter also include the aforementioned $1.7 million tax benefit associated with updating
the rates used to determine our deferred taxes.

Recent Ratemaking Developments

In February 2009, the Atmos Pipeline — Texas Division made a GRIP filing seeking an increase in
operating income of $6.3 million. The filing was approved by the RRC and a final order was issued in
April 20009,

Natural Gas Marketing Segment

Our natural gas marketing activities are conducted throngh Atmos Energy Marketing, LLC (AEM). AEM
aggregates and purchases gas supply, arranges transportation and/or storage logistics and vltimately delivers
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer-
owned transportation and storage assets to provide the various services our customers request, including
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the use of financial
instruments. As a result, our revenues arise from the types of commercial transactions we have structured with
our customers and include the value we extract by optimizing the storage and transportation capacity we own
or control as well as revenues received for services we deliver.

Our asset optirnization activities seek to maximize the economic value associated with the storage and
transportation capacity we own or control. We attempt to meet this objective by engaging in natural gas
storage transactions in which we seek to find and profit from the pricing differences that occur over time. We
purchase physical natural gas and then sell financial instruments at advantageous prices to lock in a gross
profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost
alternative within the natural gas supplies, transportation and markets to which we have access. Through the
use of transportation and storage services and financial instruments, we also seek to capture gross profit
margin through the arbitrage of pricing differences that exist in various locations and by recognizing pricing
differences that occur over time.

AEM continually manages its net physical position to attempt to increase in the future the potential
economic gross profit that was created when the original transaction was executed. Therefore, AEM may
subsequently change its originally scheduled storage injection and witbdrawal plans from one time period to
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to
accelerate the withdrawal of physical gas, it will execute new financial instruments to economically hedge the
original financial instruments. If AEM elects to defer the withdrawal of gas, it will reset its financial
instruments by settling the original financial instruments and executing new financial instruments to
correspond to the revised withdrawal schedule.

We use financial instruments, designated as fair value hedges, to hedge our natural gas inventory used in
our natural gas marketing storage activities. These financial instruruents are marked to market each month
based upon the NYMEX price with changes in fair valuoe 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
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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 fo 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. Opce the gas is withdrawn and the financial instraments are settled, the previously unrealized margins
associated with these net positions are realized.

AEM also uses financial instruments to capture additional storage arbitrage opportunities that may arise
after the execution of 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 instruments
are recoguized as a component of unrealized margins until they are settled.

Review of Financial and Operating Results

Financial and operational highlights for our natural gas markeling segment for the three months ended
March 31, 2009 and 2008 are presented below. Gross profit margin consists primarily of margins earned from
the delivery of gas and related services requested by our customers 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.

Unrealized margins represent the unrealized gains or losses on our net physical gas position and the
telated financial instruments used to manage commodity price risk as described above. These margins fluctuate
based upon changes in the spreads between the physical (spot) 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
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
2009 2008 Chaunge
(In thousands, unless otherwise noted)

Realized margins

Delivered Sas . .. oo ittt e e $ 23,165 § 26,195 $ (3.030)
Asset optimization . ...... ... . . i s (2,073) 27,737 (29,810)
21,092 53,932 (32,840)
Unrealized marging. ... ... ...ttt 2,452 (37,600) 40,052
Grossprofit. ... ... ... .. .. .. .. i 23,544 16,332 7,212
Operating eXPenSeS. . o v ottt i et e 13,165 6,306 6,859
Operating income . .. .......... ... . i, 10,379 10,026 353
Miscellaneous income . . ... ... vttt e 118 602 (484)
Interest Char@es. . . ... v vttt i e e s 3,461 2,002 1,459
Income before income taxes . .. ..... .. ... ... 7,036 8,626 (1,590)
INCOME (aX EXPENSE . o v vt et e e i 3,688 3,347 341
Net IHCOIIE « . . ot e e $ 3348 $ 5279 § (1,931
Gross natural gas marketing sales volumes — MMcf . ... ... .. 123,066 136,677 (13,611)
Consolidated natural gas marketing sales volumes — MMcf. ... 104,973 120,023 (15,050)
Net physical position (Bef) .. ..o vn i 21.9 20.7 1.2

The $7.2 million increase in our natural gas marketing segment’s gross profit was driven primarily by a
$40.1 million increase in unrealized margins. This increase reflects lower volatility during the current quarter
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compared with the prior-year quarter between current cash prices used to value our physical inventory and
future natural gas prices, which influence the prices used to value the financial instruments used to hedge our
physical inventory.

The increase in unrealized margins was partially offset by a $29.8 million decrease in asset optimization
margins. During the current quarter, as a result of falling current cash prices, AEM elected to defer storage
withdrawals, reset the corresponding financial instruments and inject additional gas into storage to increase the
potential gross profit it could realize in futore periods from its asset optimization activities. Accordingly,
AEM’s resuits for the quarter reflect lower realized gains from storage withdrawals and the settlement of the
associated financial instruments. In the prior-year quarter, AEM elected to withdraw storage and realize the
corresponding storage withdrawal gains.

In addition, delivered gas margins decreased $3.0 million compared with the prior-year quarter largely
attributable to a 10 percent decrease in gross sales volumes, primarily associated with lower industrial demand
due to the current economic climate. Per-unit margins for the quarter were approximately two percent lower
compared with the prior-year quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income taxes, increased $6.9 million primarily
due to an increase in legal and other administrative costs.

Economic Gross Profit

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the
associated financial instruments. This economic gross profit, combined with the effect of the future reversal of
unrealized gains or losses currently recognized in the incorne statement is referred to as the potential gross
profit. ) The following table presents AEM’s economic gross profit and its potential gross profit at March 31,
2009, December 31, 2008 and September 30, 2008.

Associated Net
Net Physical Economic Unrealized Potential Gross
Period Ending Position Gross Profit Gain Profit"
(Bef) (Tn millions) (In millions) (Ta millions)
March 31,2009 ................... 219 $33.4 $24 $31.0
December 31,2008, . ............... 16.3 $20.7 $ 438 $15.9
Septernber 30,2008 ... ............. 8.0 $48.5 $36.4 $12.1

M Potential gross profit represents the increase in AEM’s gross profit in future periods if its optimization
efforts are execnted as planned. This amount does not include storage and other operating expenses and
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti-
mated increase in future net income. There is no assurance that the economic gross profit or the potential
gross profit will be fully realized in the futare. 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 becanse we believe it provides our investors
a more comprehensive view of our asset optimization efforts and thus a better understanding of these activ-
ities than would be presented by GAAP measures alone.

As of March 31, 2009, based upon AEM’s planned inventory withdrawal schedule and associated planned
settlement of financial instruments, the economic gross profit was $33.4 million. This amount will be reduced
by $2.4 million of net unrealized gains recorded in the financial statements as of March 31, 2009 that will
reverse when the inventory is withdrawn and the accompanying financial instruments are settled. Therefore,
the potential gross profit was $31.0 million at March 31, 2009.

During the six months ended March 31, 2009, AEM increased its potential gross profit by $18.9 million
to $31.0 million. In the first quarter, AEM withdrew gas and substantially realized the associated potential
gross profit reported as of September 30, 2008. Since that time, as a result of falling current cash prices, AEM
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has been deferring storage withdrawals and has been a net injector of gas into storage to increase the potential
gross profit it could realize in future periods from its asset optimization activities. As a result of these
activities, AEM has increased its net physical position by 13.9 Bef since Septemmber 30, 2008. However, the
captured spreads on these positions have been lower than those captured as of September 30, 2008, resulting
in a lower economic gross profit compared to that time, but higher than the economic gross profit of

$10.8 million as of March 31, 2008. This decrease from September 2008 to March 2009 was partially offset
by lower unrealized gains associated with these positions primarily due to lower current cash prices.

The economic gross profit is based vpon planned storage injection and withdrawal schedules and its
realization is contingent upon the execution of this plan, weather and other execution factors. Since AEM
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 gross profit or the potential gross
profit calculated as of March 31, 2009 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 earnings could be adversely impacted. Assuming AEM fully
executes its plan in place on March 31, 2009, without encountering operational or other issues, we anticipate
that approximately $1 million of the potential gross profit as of March 31, 2009 will be recognized in fiscal
2009 with the remaining $30 million expected to be recognized during the first six months of fiscal 2010.

Pipeline, Storage and Other Segment

Our pipeline, storage and other segment consists primarily of the operations of Atmos Pipeline and
Storage, LL.C (APS). APS owns and operates a 21 mile pipeline located in New Orleans, Louisiana. This
pipeline is primarily used to aggregate gas supply for our regulated natural gas distribution division in
Louisiana and for AEM, but also provides limited third party transportation services.

APS also engages in asset optimization activities whereby it seeks to maximize the economic value
associated with the storage and transportation capacity it owns or controls. Certain of these arrangements are
asset management plans with regulated affiliates of the Company which have been approved by applicable
state regulatory commissions. Generally, these asset management plans require APS to share with our regulated
customers a portion of the profits earned from these arrangements.

Further, APS owns or has an interest in underground storage fields in Kentucky and Lounisiana that are
used to reduce the need of our natural gas distribution divisions to contract for pipeline capacity to meet
customer demand during peak periods. Finally, APS manages our natural gas gathering operations, which were
limited in nature as of March 31, 2009.

Results for this segment are impacted primarily by seasonal weather patterns and volatility in the natural
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk
associated with its asset optirnization activities.
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Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the three months

ended March 31, 2009 and 2008 are presented below.

Three Months Ended
March 31
2009 2008 Change
(In thousands)

ASSEt OPUIUZAON . . . o\ i vt vr ettt ie e rer e nneneanns $15,157 §$6,604 $ 8,553
Storage and transportation Services ... .........c.evnunean.n. 3,312 3,895 (583)
Other . .................. e e e 350 1,113 (763)
Unrealized marging. . ... ...ttt i (8,203)  (1,928) (6,275)
Grossprofit. . . ... ... ... ... 10,616 9,684 932
Operatifg EXPenSeS . . . oo vt vr v et i e e 2,591 2,227 364
Operating Income . . . ....... . ..ttt 8,025 7,457 568
Miscellaneous income. . . .. N 2,060 1,942 118
Interest Charges. . . .. .o ittt ittt ettt it e 677 524 153
Income before income taxes . ........... ..., 9,408 8,875 533
INCOME TAX BXPEISE . o oo v it e it s e es cnem et inancanenn 4,794 3,500 1,294
NebiMCOME . . ..o it it i $ 4614 $5375 $ (761)

Gross profit from our pipeline, storage and other segment increased $0.9 million primarily due to an
$8.6 million increase in asset optimization margins resulting from larger realized gains from the settlement of
financial positions associated with storage and trading activities and basis gains earned from utilizing
controlled pipeline capacity. These increases were partially offset by a $6.3 million decrease in unrealized
margins associated with our asset optirnization activities due to a widening of the spreads between current

cash prices and forward natural gas prices.

Operating expenses for the three months ended March 31, 2009 were consistent with the prior-year quarter.

49




Six Months Ended March 31, 2009 compared with Six Months Ended March 31, 2008
Natural Gas Distribution Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the six months ended
March 31, 2009 and 2008 are presented below.

Six Months Ended
March 31
2009 2008 Change
(Io thousands, unless otherwise noted)

Grossprofit. . ..... ... ... i $665,464  $630,724  $ 34,740
Operating eXpenses. . .o v v v ve v v iue oo aeeenans 379,231 369,709 9,522
Operating income . . ....... ..., 286,233 261,015 25,218
Miscellaneous inCOME. . . ... v vt r e i oo e 3,956 4,146 (190)
Interest charges. . .. ..ot it e 61,708 60,298 1,410
Income before incometaxes ... .............. ... .. 228,481 204,863 23,618
Income tax eXPense . .. ... vt it it 76,772 79,043 2,271)
Net IICOME . . vt e e ettt et e e et et e e iae e ansann $151,709  $125,820  $ 25,889
Consolidated natural gas distribution sales volumes — MMcf. .. 213,006 220,335 (7,329)
Consolidated natural gas distribution transportation

volumes — MMecf . .. ... i e e 69,397 73,479 (4,082)

Total consolidated natural gas distribution

throughput — MMef ... ... ... o i 282,403 293,814 (11,411)

Consolidated natural gas distribution average transportation

revenue per Mef . ... ... ... . e $ 046 § 044 § 002
Consolidated natural gas distribution average cost of gas per

Mefsold. ... i s $§ 761 % 826 $§ (0.65)

The following table shows our operating income by natural gas distribution division, in order of total
customers served, for the six months ended March 31, 2009 and 2008. The presentation of our natural gas
distribution operating income is included for financial reporting purposes and may not be appropriate for
ratemaking purposes.

Six Months Ended
March 31
2009 2008 Change
(In thousands)
MId-T X o v e r e e e s ettt e e e e n e $133.052 $122,704  $10,348
Kentucky/Mid-States .. .. ... . tiiniiinainnnnnnns 46,429 44,043 2,386
001437 1 V- S 34,366 31,168 3,198
VESt T RS © v o i it e ettt i et s e s e, 22,819 13,895 8,924
MISSISSIDPE « « oot e e e i e e 25,206 24,343 863
Colorado-Kansas . . ... ittt ittt rm e e 22,224 22,224 -
[ 137 o U OO OO 2,137 2,638 (501)
7= N $286,233  $261,015  $25,218

The $34.7 million increase in natural gas distribution gross profit primarily reflects a net $37.2 million
increase in rates. The net increase in rates was attributable primarily to the Mid-Tex Division, which increased
$27.8 nillion as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all
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incorporated cities in the division other than the City of Dallas (the Settled Cities) and rate adjustments for
customers in the City of Dallas. The current year period also reflects a $9.4 million increase in rate
adjustments primarily in Georgia, Kansas, Louisiana and West Texas. The increase in gross profit also reflects
the reversal of a $7.0 million uncollectible gas cost accrual recorded in a prior year and an $8.3 million
increase attributable to a pon-recurring update to onr estimate for gas delivered to customers but not yet billed
to reflect changes in base rates in several of our jurisdictions recorded in the fiscal first quarter. These
increases in gross profit were partially offset by a $14.8 million decrease as a result of a four percent decrease
in distribution thronghput primarily associated with lower residential and commercial consumption and warmer
weather in our Colorado service area, which does not have weather-normalized rates.

Partially offsetting these increases was a decrease of approximately $9.2 million in revenue-related taxes
primarily due to lower revenues, on which the tax is calcolated, in the corrent-year period compared to the
prior-year period. This decrease, combined with a $7.3 million period-over-period increase in the associated
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in
a $16.5 million decrease in operating income when compared with the prior-year period.

Operating expenses, which inclnde operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than incore, increased $9.5 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, decreased $4.7 million,
primarly due to lower legal, fuel and other administrative costs. These decreases were partially offset by a
$2.1 million noncash charge in the first quarter of fiscal 2009 to impair certain available-for-sale investruents
due to the recent deterioration of the financial markets.

Depreciation and amortization expense increased $8.7 million for the carrent-year period compared with
six months ended March 31, 2008. The increase primarily was attributable to additional assets placed in
service during the current-year period.

Results for the prior-year period also included a $1.2 million gain on the sale of irrigation assets in our
West Texas Division.

Interest charges allocated to the natural gas distribution segment increased $1.4 million due to higher
average shorf-term debt balances, interest rates and commitment fees experienced during the cwrrent-year
period compared to the prior-year period. These increases are associated with the recent adverse conditions in
the credit markets.

Results for the current-year period include the aforementioned $10.5 million tax benefit associated with
updating the rates used to determine our deferred taxes.
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Regulated Transmission and Storage Segment
Review of Financial and Operating Results

Financial and operational highlights for our regnlated transmission and storage segment for the six months
ended March 31, 2009 and 2008 are presented below.

Six Months Ended
March 31
2009 2008 Change
(In thousands, unless otherwise noted)
Mid-Tex ransportation . . . ... cvueerneenrenanennonnnen. $ 51413 § 50648 § 765
Third-party transportation . . .........c. oo nn, 49,212 36,461 12,751
Storage and park and lend services . .. ........... ... ..., 5,014 3,901 1,113
Other . ..o i e e 8,277 5,476 2,801
Grossprofit. . ... ... .. ... ... i 113,916 96,486 17,430
Operating eXpensSeS. « .« oo v v ei v e s et s an e aiannenanaaans 60,217 44,170 16,047
OperatingIncome . . . .......... ... 53,699 52,316 1,383
Miscellaneous INCOTHE . . . . v oot ittt i i et e i eneer e 1,098 383 715
Tnterest Charges. . ..o oo vt v e et oot e e it ce e 15,428 13,847 1,581
Income before income faxes .. ........................ 39,369 38,852 517
InCOME taAX EXPENSE . .. v vv vt i e it e et 12,243 13,781 {1,538)
NetImCOmE . ..ottt it et e e $ 27,126 $ 25071 $ 2,055
Gross pipeline transportation volumes — MMcf. ... ..... .. .. 385,528 412,340 (26,812)
Consolidated pipeline transportation volumes — MMcf . ... ... 259,143 277,308 (18,165)

The $17.4 million increase in gross profit was attributable priroarily to a $7.6 milliop increase resulting
from higher transportation fees on through-system deliveries due to market conditions and a $6.4 million
increase from higher demand-based fees. The improvement in gross profit also reflects a $2.9 million gain on
the sale of excess gas during the current-year period and a $2.7 million increase due to our 2006 and 2007
GRIP filings. These increases were partially offset by a $3.4 million decrease associated with lower city-gate,
electrical generation, Barnett Shale and HUB deliveries.

Operating expenses increased $16.0 million primarily due to increased employee and pipeline mainte-
nance costs,

Results for the current-year perod also include the aforementioned $1.7 million tax benefit associated
with updating the rates used to determine our deferred taxes.
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Natural Gas Marketing Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segment for the six months ended
March 31, 2009 and 2008 are presented below.

Six Months Ended
March 31

2009 2008 Change
(In thousands, unless otherwise noted)

Realized margins

Delivered gas . .. .o vu vttt e i e $ 41,718  $ 44368 $ (2,650)
Asset optimization . .. ... .. ... i 34,866 27,212 7,654
76,584 71,580 5,004

Unrealized margins. ... ... ... it (23,017) (9,285)  (13,732)
Grossprofit. . . ... ... ... . e 53,567 62,295 (8,728)
Operating XPenSeS. . « o v v v et r it ie et 22,675 17,570 5,105
Operating iNcome . . ... .. ...t iiuninnnn i 30,892 44,725 (13,833)
Miscellaneous InCOME . . . ... vttt it i e 419 1,398 979)
Interest Charges. . oo v et et 7.363 3,316 4,047
Income before income taxes . ......... .. .o vt 23,948 42,807 (18,859)
Income taX EXPense .. ... ovuii it e 10,025 16,928 (6,903)
Net iReOIME . . ..ot v ettt ettt iy $ 13,923 §$ 25879  $(11,956)
Gross natural gas marketing sales volumes —MMcf .. .... ... 233,724 245,386 (11,662)
Consolidated natural gas marketing sales volumes — MMecf. ... 198,281 216,229 (17,948)
Net physical position (Bef) ... ... 21.9 20.7 1.2

The $8.7 million decrease in our natural gas marketing segment’s gross profit was driven primarily by a
$13.7 million decrease in unrealized margins. This decrease reflects higher volatility during the current period
between current cash prices used to value our physical inventory and future natoral gas prices, which influence
the prices used to value the financial instruments used to hedge our physical inventory.

Additionally, realized delivered gas margins decreased by $2.7 million. The decrease was largely
attributable to a five percent decrease in gross sales volumes primarily associated with lower industrial demand
due to the current economic climate cornbined with a one percent decrease in per-unit margins, compared with
the prior-year period.

The decrease in unrealized margins and delivered gas margins was partially offset by a $7.7 million
increase in assel optimization mmargins. During the first quarter of fiscal 2009, AEM withdrew physical storage
ioventory and realized the spreads it had captured during fiscal 2008 as a result of deferring storage
withdrawals and Increasing the spreads associated with those physical positions. These gains were partially
offset by the margin loss incurred in the second quarter as a result of deferring storage withdrawals and
injecting gas into storage. In the prior-year period, AEM deferred storage withdrawals from the first quarter
into the second quarter, and recognized the storage withdrawal gains during the second quarter of fiscal 2008.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income taxes, increased $5.1 million primarily
due to an increase in legal and other administrative costs partially offset by the absence in the current year of
$2.4 million related to tax matters incurred in the prior-year period.
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Pipeline, Storage and Other Segment
Review of Financial and Operating Resulls

Financial and operational highlights for our pipeline, storage and other segment for the six months ended
March 31, 2009 and 2008 are presented below.

Six Months Ended
March 31
2009 2008 Change
(In thousands)

AsSel OpUIIZAtION . « o o o« vt e e e e $20,624 3% 6,374 $14,250
Storage and transportation ServiCeS. .. ...t ittt 6,627 7,023 (396)
L 1 1T 1,339 1,840 (501)
Unrealized margins . ... ..o oo ittt it e i (5,429) 445 (5,874)
Grossprofit .. ......... ... ... ..., 23,161 15,682 7.479
Operating exXpenses . . . ..o tiut ittt 4416 4,258 158
Operating Income . .............ui it ninnnnns 18,745 11,424 7,321
Miscellaneons INCOME .. .. oo vttt ittt i e ternre e enenn 4,221 3,970 251
Interest charges . .. .. ... v it it e it 1,413 1,223 190
Income before income faxes. . .. ... ... ... ... ... ... 21,553 14,171 7,382
INCOmME taX EXPENSE .« o .o v v et it i e e i 9,345 5.604 3,741
Netincome. . . ..ottt it i e et e e e e n e $12208 $ 8,567 § 3,641

Gross profit from our pipeline, storage and other segment increased $7.5 million primarily due to a
$14.3 million increase in asset optinization margins as a result of larger realized gains from the settlement of
financial positions associated with storage and trading activities, basis gains earned from utilizing controlled
pipeline capacity and higher margins earned under asset management plans during the current-year period
compared with the prior-year period. These increases were partially offset by a $5.9 million decrease in
unrealized margins associated with our asset optimization activities due to a widening of the spreads between
current cash prices and forward natural gas prices.

Operating expenses for the six months ended March 31, 2009 were consistent with the prior-year period.

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
program and bank credit facilities. Additionally, we have varions 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.

The primary means we use to fund our working capital needs and growth is to utilize internally generated
funds and to access the commercial paper markets, Recent adverse developments in global financial and credit
markets have made it more difficult and roore expensive for the Company to access the short-term capital
markets, including the commercial paper market, to satisfy our liquidity regnirements. Consequently, during
the first quarter, we experienced higher than normal borrowings nnder our five-year credit facility used to
backstop our commercial paper program in lieu of commercial paper borrowings to fund our working capital
needs. However, subsequent to the end of the first quarter, credit market conditions improved, both as to
availability and interest rates, and we have been able to access the commercial paper markets on more
reasonably economical terms. At March 31, 2009, there were no borrowings or commercial paper outstanding
under this facility and $566.7 million was available.
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On March 26, 2009, we closed our offering of $450 million of 8.50% senior notes due 2019. Most of the
net proceeds of approximately $446 million were used to redeem our $400 million 4.00% unsecured senior
notes, which, on March 30, 2009, were called for redemption on April 30, 2009, prior to their October 2009
maturity. In connection with the repayment of the $400 million 4.00% unsecured senior notes, we paid a
$6.6 million call premium in accordance with the termns of the senior notes and accroed interest of
approximately $0.6 million. The remaining net proceeds will be used for general corporate purposes.

During the six months ended March 31, 2009, we increased our liquidity sources in various ways. In
October 2008, we replaced our former $300 million 364-day committed credit facility with a new facility that
will allow borrowings up to $212.5 million and expires in October 2009. In December 2008, we converted
AEM’s former $580 million uncommitted credit facility to a $375 million committed credit facility that will
expire in December 2009. Effective April 1, 2009, we exercised the accordion feature of this facility to
increase the credit available under the facility to $450 million. In addition, we replaced our $18 million
unsecured committed credit facility that expired in March 2009 with a $25 million unsecured facility effective
April 1, 2009. As a result of executing these new agreements, we will have a total of approximately $1.3 billion
available to us under four committed credit facilities beginning April 1, 2009. As of March 31, 2009, the
amount available to us under our credit facilities, net of outstanding letters of credit, was approximately
$998 million.

We believe the liguidity provided by our senior notes and conumitted 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 2009.

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 activities

Period-over-period changes in our operating cash flows primarily are 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, 2009, we generated operating cash flow of $614.6 million from
operating activities cornpared with $479.2 million for the six months ended March 31, 2008. Period over
period, the $135.4 million increase was attributable primarily to the favorable impact on our working capital
due to the decline in natural gas prices in the current year compared to the pror-year period which increased
operating cash flow by $61.2 million, coupled with a $51.9 million increase due to the favorable timing in the
recovery of gas costs during the current year.

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 martkets, enhance the integrity of our pipelines and, more recently, expand our
intrastate pipeline network. Io executing our current rate strategy, we are directing discretionary capital spending
to jurisdictions that permit us to earn a timely return on our investmaent. Currently, our Mid-Tex, Louisiana,
Mississippi and West Texas natiral gas distribution divisions and our Atmos Pipeline — Texas Division have rate
designs that provide the opportunity to include in their rate base approved capital costs on a periodic basis
without being required to file a rate case.
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Capital expenditures for fiscal 2009 are expected to range from $500 million to $515 million. For the
six months ended March 31, 2009, capital expenditures were $221.3 million compared with $198.7 million for
the six months ended March 31, 2008. The increase in capital spending primarily reflects spending for a
nonregulated growth project and the construction of a pipeline extension in our regulated operations.

Cash flows from financing activifies

For the six months ended March 31, 2009, our financing activities provided $46.0 million cornpared with
a nse of cash of $198.4 million in the prior-year period. Qur significant financing activities for the six months
ended March 31, 2009 and 2008 are summarized as follows:

» On March 26, 2009, we issued $450 million of 8.50% senior notes due 2019. The effective interest rate
of this offering, inclusive of all debt issue costs, was 8.74 percent. After giving effect to the setflement
of our $450 million Treasury lock agreement on March 23, 2009, the effective rate on these senior
notes was reduced to 8.69 percent. Most of the net proceeds of approximately $446 million were used
to repay our $400 miflion unsecured 4.00% senior notes, which were called on March 30, 2009 for
redemption on April 30, 2009.

* During the six months ended March 31, 2009, we decreased our borrowings by a net $353.5 million
under our short-term credit facilities compared with $150.6 million in the prior-year period. The
reduction in the net borrowings reflects the timing of the use of our line of credit to finance natural gas
purchases and working capital.

» We repaid $0.6 million of long-term debt during the six months ended March 31, 2009 compared with
$2.3 million during the six months ended March 31, 2008. Payments in both periods reflected regularly
scheduled payments in accordance with our various debt agreements.

* During the six months ended March 31, 2009, we paid $60.4 million in cash dividends compared with
$58.4 million for the six months ended March 31, 2008. The increase in dividends paid over the prior-
year period reflects the increase in our dividend rate from $0.65 per share during the six months ended
March 31, 2008 to $0.66 per share during the six months ended March 31, 2009 combined with new
share issuances under our various equity plans.

* During the six months ended March 31, 2009, we issued 0.6 million shares of common stock under our
various equity plans, which generated net proceeds of $12.4 million. In addition, we issued 0.5 million
shares of common stock under our 1998 Long-Term Incentive Plan.

The following table summarizes our share issuances for the six months ended March 31, 2009 and 2008.

Six Manths Ended
March 31
2009 2008
Shares issned:
Direct Stock Purchase Plan. . . . ... ... .. . i 220,361 203,025
Retirement Savings Planand Trust .. .. ... ... . .. ... .. ... ... .. 330,990 268,712
1998 Long-Term Incentive Plan .. .......... ... ... .. .. ... .. ... 579,990 343,500
Outside Directors Stock-for-Fee Plan. . ... ..... . ... .. i 1,590 1,602
Total shares issued .. . ...t i ittt it e e 1,132.931 816,839

Credit Facilities

Our short-term borrowing requirements are affected by the seasonal nature of the patural 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.
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We finance 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 provide approximately
$1.2 billion of working capital funding. As of March 31, 2009, the amount available to us under our credit
facilities, net of outstanding letters of credit, was approximately $998 million. These facilities are described in
further detail in Note 5 to the unaudited condensed consolidated financial staternents.

Shelf Registration

On March 23, 2009, we filed a registration statement with the Securities and Exchange Commission
(SEC) to issue, from time to time, up to $900 million in coramon stock and/or debt securities avatlable for
issuance, including approximately $450 million of capacity carried over from our prior shelf registration
statement filed with the SEC in December 2006. Immediately following the filing of the registration statement,
we issned $450 million of 8.50% senior notes due 2019 under the registration statement. Most of the net
proceeds of approximately $446 million were used to repay our $400 million unsecured 4.00% senior notes,
which were called on March 30, 2009 for redemption on April 30, 2009.

As of March 31, 2009, we had $450 million of availability remaining under the registration statement.
However, due to certain restrictions placed by one state regulatory commission on our ability to issue
securities under the registration staternent, we now have remaining and available for issuance a total of
approximately $300 million of equity securities and $150 million of subordinated debt securities.

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 namber of
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt,
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating
agencies consider qualitative factors such as consistency of our earnings over time, the quality of our
management and business strategy, the 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
Service (Moody’s) and Fitch Ratings, Ltd. (Fitch). In December 2008, S&P upgraded our credit rating from
BBB to BBB+ and affirmed a stable outlook. S&P cited improved financial performance and rate case
decisions that have increased cash flow as the key drivers for the upgrade. In January 2009, Moody’s changed
our rating outlook from stable to positive. Additionally, our credit rating is currently under review for a
possible upgrade by Moody’s. Fitch still maintains its 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+ Baa3 BBB+
Commercial paper ... ... .0ttt e e e A-2 P2 E-2

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 the recent adverse global
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 wore 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-. Our credit ratings may be revised or withdrawn at any
time by the rating agencies, and each rating should be evaluated independent of any other rating. There can be
no assurance that a rating will remain in effect for any given period of time or that a rating will not be
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warrant.
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Debt Covenants

We were in compliance with all of our debt covenants as of March 31, 2009. Our debt covenants are
described in greater detail in Note 5 to the unaudited condensed consolidated financial statements.
Capitalization

The following table presents our capitalization as of March 31, 2009, September 30, 2008 and March 31,
2008:

March 31, 2009 September 30, 2008 March 31, 2008
(In thousanils, except percentages)
Short-term debt . .............. $ — —% $ 350,542 77% $ — —%
Long-termdebt ............... 2,569,366 54.1% 2,120,577 46.9% 2,128,149 50.0%
Shareholders’ equity............ 2,178,404 459% 2,052,492 454% 2,125,993 50.0%
Total capitalization. .. ... e $4,747,860  100.0% $4,523,611 100.0% $4,254,142 100.0%

Total debt as a percentage of total capitalization, including short-term debt, was 54.1 percent at March 31,
2009, 54.6 percent at September 30, 2008 and 50.0 percent at March 31, 2008, 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 onr working capital requirements. The increase in the debt to capital ratio compared
to March 31, 2008 is due to the timing of the repayment of our $400 million unsecured 4.00% unsecured
senior notes, Had we repaid the notes as of March 31, 2009, our total-debt-to-capital ratio would have been
49.9 percent. We intend to maintain our debt to capitalization ratio in a target range of 50 to 55 percent
throngh cash flow generated from operations, continued issnance of new common stock under our Direct Stock
Purchase Plan and Retirement Savings Plan and access to the equity capital markets.

Contractual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 8 to the unaudited condensed consolidated
financial statements. There were no significant changes in our contractual obligations and commercial
commitments during the six months ended March 31, 2009.

In February 2008, Atmos Pipeline and Storage, LLC announced plans to construct and operate a salt-cavern
gas storage project in Franklin Parish, Louisiana. The project, located near several large interstate pipelines,
includes the development of three 5 billion cubic feet (Bcf) caverns for a total of 15 Bef of working gas storage,
with six-turn injection and withdrawal capacity. Testing of the salt core samples was completed in March 2009
which showed favorable conditions for development. We have filed a 7C application with the Federal Energy
Regulatory Commission (FERC) to construct and operate the project and expect approval of this request in
Tune 2009. Finally, we have engaged the services of an investroent bank to assist us in determining the optimal
ownership and/or development alternatives for this project, which is still in process.

Risk Management Activities

We conduct risk management activities through our natural gas distribution, natural gas marketing and
pipeline, storage and other 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 natural gas marketing and pipeline, storage and other segments, we manage our exposure to the
risk of natural gas price changes and lock in our gross profit margin through a combination of storage and
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 instruments through earnings.
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The following table shows the components of the change in fair value of our natural gas distribution
segment’s financial instrurnents for the three and six months ended March 31, 2009 and 2008:

Three Meonths Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(In thousands)

Fair value of contracts at beginning of period. . ... $(51,314)  $(21,528) $ (63,677) $(21,053)
Contracts realized/settled . .. ............... (47,231) 4,972)  (100,996) (27,310)
Fair value of new contracts. . ............... 277 1,401 (4,006) (280)
Other changesinvalue. . ... .. ......... ... 76,405 34,604 146,816 58,148

Fair value of contracts at end of period .. ....... $(21,863) § 9505 $ (21,863) $ 9,505

The fair value of onr natural gas distribution segment’s financial instruments at March 31, 2009 is
presented below by time period and fair value source:

Fair Value of Contracts at March 31, 2009
Maturity in Years

Greater Total Fair

Source of Fair Value Less than 1 13 45 than 5 Value
(n thousands)
Prices actively quoted ... ................... $(21,859) $@) §$— o $(21,863)
Prices based on models and other valuation
methods. . ... ... ... e — M am — e
Total Fair Value. .. ............... ... ..... $(21,859) $@4) $— $— $(21,863)

The following table shows the components of the change in fair value of our natural gas marketing
segment’s financial instruments for the three and six months ended March 31, 2009 and 2008:

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
(Iu thousands)

Fair value of contracts at beginning of period. . .. .. $(28,598) $51,859 $16,542 § 26,808
Contracts realized/settled . .. ................ 6,972 46,331y  (13,275) (41,256)
Fair value of new contracts ................. —_— e — e
Other changesinvalue. .................... (11,020) (28,503) (35913) (8,527)

Fair value of contracts at end of period .......... (32,646) (22,975) (32,646) (22975

Netting of cash collateral . .. .................. 79,098 29,591 79,098 29,591

Cash collateral and fair value of contracts at period
end ... e e $46452 § 6,616 $46452 § 6,616

The fair value of our natural gas marketing segment’s financial instruments at March 31, 2009 is
presented below by time period and fair value source:

Fair Value of Contracts at March 31, 2009
Maturity in Years

Greater Total Fair

Source of Fair Value Less than 1 1-3 45 than § Value
(In thoasands)
Prices actively quoted ... ................. $(42,372) $9,726 $— $— $(32,646)
Prices based on models and other valuation
methods ...... ... ... .. .. . . . i, — — — N —
Total Fair Value .. ....... .. ... ... ... ... $(42,372)  $9.726  §— $— $(32,646)
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Pension and Postretirement Benefits Obligations

Effective October 1, 2008, the Company adopted the requirernent under SFAS 158, Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106,
and 132(R), that the measurement date used to determine our projected benefit and postretirement obligations
and net periodic pension and postretirement costs must correspond to a fiscal year end. In accordance with the
transition rules, the impact of changing the measurement date from June 30, 2008 to September 30, 2008
deoreased retained earnings by $7.8 million, net of tax, decreased the unrecognized actuarial loss by $9.0 million
and increased our postretirement Habilities by $3.5 million.

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of
September 30, 2008, interest and corporate bond rates utilized to determine our discount rates, were
significantly higher than the interest and corporate bond rates as of June 30, 2007, the measurement date for
our fiscal 2008 net periodic cost. Accordingly, we increased our discount rate used to determine our fiscal
2009 pension and benefit costs to 7.57 percent. We maintained the expected return on our pension plan assets
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. Although the fair value
of our plan assets has declined as the financial markets have declined, the impact of this decline is mitigated
by the fact that assets are “smoothed” for purposes of determining net periodic pension cost. Accordingly,
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for
our Pension Account Plan, our largest funded plan. Therefore, our fiscal 2009 pension and postretirement
medical costs were materially the same as in fiscal 2008.

For the six months ended March 31, 2009 and 2008, our total net periodic pension and other benefits cost
was $24.1 million and $23.9 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.

In accordance with the Pension Protection Act of 2006 (PPA), we determined the funded statns of our
plans as of January 1, 2009. Based upon this valuation, we expect we will be required to contribute less than
$25 million to our pension plans by September 15, 2009, The need for this funding reflects the decline in the
fair value of the plans’ assets resulting from the unfavorable market conditions experienced during the latter
half of calendar year 2008. This contribution will increase the level of our plan assets to achieve a desirable
PPA fanding threshold. With respect to our postretirement roedical plans, we anticipate contributing a total of
approximately $10 million to these plans during fiscal 2009.

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
determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts are
impacted by actual investment returns, changes in interest rates and changes in the demographic composition
of the participanis 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, natural gas marketing and pipeline, storage and other segments for the three and six~
month periods ended March 31, 2009 and 2008.

Natural Gas Distribution Sales and Statistical Data

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
METERS IN SERVICE, end of period
Residential ... ...... .. ... ..o .. 2,937,865 2,933,980 2,937,865 2,933,980
Commercial .............. it 274,449 275,998 274,449 275,998
Industrial . .. ... .. ... . .. ... ... .. 2,212 2,269 2,212 2,269
Public authority and other . .................. 9,243 8,948 9,243 8.048
Total MELEIS .. vttt it iiins e ren e 3,223,769 3,221,195 3,223,769 3,221,195
INVENTORY STORAGE BALANCE —Bcf ... .. 319 344 319 344
SALES VOLUMES — MMcf®
Gas sales volumes
Residential ... ... ... ... ... .. couurrunonon. 74,467 §3,934 128,675 132,965
Commercial ......... .. ... einannnn 36,689 40,506 65,018 67,126
Industrial ... ... 0., 5,758 7,258 11,158 13,212
Public authority and other . .. ................ 4,646 3,870 8,155 7,032
Total gassalesvolumes . . ................. 121,560 135,568 213,006 220,335
Transportation volumes. . ............c.ovue... 36,169 40,938 71,454 75,791
Total throughput . .. ........ ... ... .. ... ..., 157,729 176,506 284,460 296,126
OPERATING REVENUES (000°s)"
Gas sales revenues
Residential .. ........... ... . ... ... ... $ 785456 § 971,673  $1.432,556  $1,525,962
Commercial .............c0iviinininnnnn. 334,815 421,708 637,509 690,177
Industrial ... ... .. ... .. ... ... ... 46,259 62,135 96,414 113,311
Public authorityandother ... ................ 36,991 37,244 68,385 67,848
Total gas sales revenues. . .. .. ove e nn, 1,203,521 1,492,760 2,234,864 2,397,208
Transportation revenues ...................... 16,889 17,786 32,655 32,791
Other gasrevenues . .. .........c.cueunenennn.. 10,010 11,310 18,869 19,944
Total operating revenues ... ............... $1,230420  $1,521,856  $2,286,388  $2,450,033
Average transportation revenne per Mcf. ... ... .. .. $ 047 § 043 § 046 § 043
Average cost of gas per Mcfsold ............... $ 710§ 859 § 761 % 8.26

See footnote following these tables.
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Regulated Transmission and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations
Sales and Statistical Data

Three Months Ended Six Months Ended
March 31 March 31
2009 2008 2009 2008
CUSTOMERS, end of period
Industrial. . ... ... . . 698 716 698 716
Municipal . ... . ... . e 61 61 61 61
(7=, AR 527 474 527 474
< v:Y 1,286 1,251 1,286 1,251
INVENTORY STORAGE BALANCE — Bef
Natural gas marketing .. ..................... 204 19.6 204 19.6
Pipeline, storageand other . . .. .. .............. 2.0 1.2 2.0 1.2
Total ..o i e e e 224 20.8 224 20.8
REGULATED TRANSMISSION AND STORAGE
VOLUMES — MMef® .. ................... 193,356 223,476 385,528 412,340
NATURAL GAS MARKETING SALES
VOLUMES —MMcf® ... ... .............. 123,066 136,677 233,724 245,386
OPERATING REVENUES (000°s)%
Regulated transmission and storage . ............ $59234 § 51440 $ 113916 $ 96486
Natural gas marketing .. ..................... 708,658 1,128,653 1,496,153 1,969,370
Pipeline, storage andother . . .. .. .............. 12,272 10,022 28,720 16,749
Total operating revenues. . . ... .. .. cvvenennn. $780,164  $1,190,115  $1,638,789  $2,082,605

Note to preceding tables:

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
Ttern 7A in our Annual Report on Form 10-K for the year ended September 30, 2008. During the six months
ended March 31, 2009, there were no material changes in our guantitative and qualitative disclosures about
market risk.

Item 4. Controls and Procedures
Management’s Evalaation 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 effective as of March 31, 2009 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 BExchange Act is recorded, processed, sumimarized, and reported within the time periods specified by the
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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 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, 2009 that bave materially affecied, or are reasonably likely to materially affect, our internal
control over financial reporting.

PART I. OTHER INFORMATION
Item 1. Legal Proceedings

During the six months ended March 31, 2009, except as noted in Note 8 to the unaundited 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, 2008. We continue to believe that the final outcome of such litigation and other matters or
claims will not have a material adverse effect on onr financial condition, results of operations or cash flows.

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

At the Annual Meeting of Shareholders of Atmos Energy Corporation on February 4, 2009, 79,385,275
votes were cast as follows:

Voies
Votes Withheld/ Votes
For Against Abstaining
Class I Director:
Ruben E. Esquivel. . ........ .. i 77,254,669 2,130,606 -
Class I1 Directors:
Richard W. Cardin. . v oot vttt ettt e et i et 77,675,895 1,709,380 —
Thomas C. Meredith . .. ......... .. .. .. i 77,720,662 1,664,613 e
Nancy L Quinm . ... ... o i e ei i 78,057,677 1,327,598 e
Stephen R. Springer .. ... i e 77,027,075 2,358,200 —_
Richard Ware TT . ... ... ... i i 77,735,952 1,649,323 -
Ratification of the Audit Committee’s engagement of Ernst & Young
LLP to serve as the Company’s registered independent public
accounting firm for fiscal year 2009. . ........ ... . ... . ..., 78,424,677 767,618 192,980
Shareholder proposal regarding declassification of the Board of
[T (o) £ RO 45,212,206 17,596,650 527,384

Mr. Dan Busbee, a Class I director, retired on February 4, 2009, at the conclusion of the Annval Meeting
of Shareholders, in accordance with the Board’s mandatory retirement policy, The remaining directors will
continue 10 serve until the expiration of their terms. The term of the Class I directors, Travis W. Bain II,
Richard W. Douglas, Ruben E. Esquivel and Richard K. Gordon, will expire in 2011. The term of the Class I
directors, Richard W. Cardin, Thomas C. Meredith, Nancy K. Quinn, Stephen R. Springer and Richard Ware
11, will expire in 2012. The term of the Class I directors, Robert W. Best, Thomas J. Garland, Phillip E.
Nichol and Charles K. Vaughan, will expire in 2010.

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.

Amvos ENERGY CORPORATION
(Registrant)

By: Is/ Frep E. MESENHEIMER

Fred E. Meisenheimer
Senior Vice President, Chief Financial
Officer and Controller
(Duly authorized signatory)

Date: May 1, 2009



EXHIBITS INDEX
Item 6

Exhibit Page
Number Description Number

12 Computation of ratio of earnings to fixed charges

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

32 Section 1350 Certifications™*

* These certifications, which were made pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Executive
Officer and Chief Financial Officer, furnished as Exhibit 32 to this Quarterly Report on Form 10-Q, will not
be deemed to be filed with the Commission or incorporated by reference into any filing by the Company
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the
Company specifically incorporates such certifications by reference.
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PART 1. FINANCIAL INFORMATION

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

December 31,  September 30,
2008

2008
(Unandited)
(In thounsands, except
share data)
ASSETS
Property, plant and eQUIPIENT . .. ..ottt e $5,803,491  $5,730,156
Less accumulated depreciation and amortization .. ..................... 1,608,743 1,593,297
Net property, plant and equipment. . . .. .. ...t iei i 4,194,748 4,136,859
Current assets
Cash and cashequivalents ..............ccoo i, 69,799 46,717
Accountsreceivable, Dmet. . .. .. ... i i e e et 833,125 477,151
Gas stored underground . ... ... ... i e 582,743 576,617
Other COITENT ASSBTS . . o . o oottt st tnen it e inessaeae e anann 197,441 184,619
TOtal CUITENL ASSBES . + . & o vttt e et e e te e tnecasanraeanne e 1,683,108 1,285,104
Goodwill and intangible assetS. . . ... .ottt in it e i 738,929 739,086
Deferred charges and other assets. ... ... ... .. it n 202,114 225,650

$6,818,899  $6,386,699

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, 2008 — 91,599,495 shares;

September 30, 2008 — 90,814,683 shares . .............coiieian... $ 458 $ 454
Additional paid-incapital . . . ..... ... .. e 1,757,834 1,744,384
Retained earnings. . . . ... oo vttt e e e 381,633 343,601
Accumulated other comprehensive loss . . ... .. . o oo ei e (61,849) (35,947)

Shareholders” equity . . . oo .ottt i e e e 2,078,076 2,052,492

Long-term debt . .. ... . i i e e e 1,719,920 2,119,792

Total capitalization . . . ... ... . i i i e 3,797,996 4,172,284

Current liabilities
Accounts payable and accrued liabilities . . ......... . ... o oL L., 815,095 395,388
Other current Habilitles, . . . ... oo it i i e e e 441 481 460,372
Short-term debt . . ... o e e e e 360,833 350,542
Current maturities of lopg-term debt. . ... ... ... L. L L 400,507 785
Total current Habilities . .. .. . ... it i i e e 2,017,916 1,207,087
Deferred INCOME (aReS . . .. i ittt ittt et et e e 431,324 441,302
Regulatory cost of removal obligation. .. ... ... ... ... .. ... ... ... ... 305,784 208,645
Deferred credits and other Liabilities . . . .. ...... ... ... e 265,879 267,381

$6,818,899  $6,386,699

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

2008

2007

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

Operating revenues

Natural gas distribution SBgmMENt . . . ..\ i vt ettt e i e $1,055968 § 928,177
Regulated transinission and storage Segment . .. ...t 54,682 45,046
Natural gas marketing segment . .. ... ... . i 787,495 840,717
Pipeline, storage and other segment. . . ... .. ..o tiiii it 16,448 6,727
Intersegment eliminations . ... .. ... ...t it e i e (198,261) (163,157)
1,716,332 1,657,510
Purchased gas cost
Natural gas distribution Segment . ... ..ot inii i it i 757,584 654,977
Regulated transmission and storage segment . ... ... ... uenenan.. — —
Natural gas marketing segment . .. ... .ot 757,472 794,754
Pipeline, storage and other segment. . ......... ... ...t 3,903 729
Intersegment elinuinations . . .. ... ... it i i i e e (197,839) (162,588)
1,321,120 1,287.872
Gross Profit . .. .ottt e e e e, 395,212 369,638
Operating expenses
Operation and maintenance . ... ... it ii it i e 134,755 121,189
Depreciation and amortization. . .. .. ... ot v e ittt 533,126 48,513
Taxes, other thanincome .. ... ... i e 44,137 41,427
Total Operating eXPenSES . . . . v vv vttt e 232,018 211,129
Operating INCOME . . o .\ oot ittt it ettt e ittt ittt ina e ineaenens 163,194 158,509
Miscellaneons EXPENSE « . . . v o v v vt v er ettt e (301) 93
Interest Charges . .. ... .o i e e 38,991 36,817
Income before INCOME tAXES . . . oo vt vt et e s i e e iaennnnn e 123,902 121,599
INCOME tAX BXPEDRSE .« o - v o oo e s vt me e et e et et nn o 47,939 47,796
D= QL et 1111 PR $ 75963 § 73,803
Basic net Income Per Share . .. ... .ottt e i $ 084 § 0.83
Diluted net income per share ... ... ...ttt s $ 083 § 0.82
Cash dividends PeT ShArE .. .. ..ottt e i ie et einn e $ 0330 § 0325
Weighted average shares outstanding:
BaSIC © v ov vt v et e e e e 90,471 89.006
[, 113 O 91,066 89,608

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

Three Months Ended
December 31
2008 2007
(Unaudited)
(In thonsands)
Cash Flows From Operating Activities
NELHICOMIE « v v it e v e ae e et ettt e e et caaaec i anann e $ 75963 $ 73,803
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization:
Charged to depreciation and amortization .. .. ..... ... ... .o 53,126 48,513
Charged tootheraccounts ........ .. ... .t 8 23
Deferred income taxes . . v .o oo v e e inne e e e e, 27,175 11,978
L8 =G 7,683 4,406
Net assets / liabilities from risk management activities .. .................. (22,793) 16,883
Net change in operating assets and liabilities . ............ ... ... ... ... 9,553 (94,169)
Net cash provided by operating activities .......... ... oo, 150,715 61,437
Cash Flows From Investing Activities
Capital expenditures . .. ... ... it i i it e 107,367y  (94,155)
L8 7117 o 1T OO (1,210) (1,874)
Net cash used in Investing activities . .. ........ ... .. ... (108,577)  (96,029)
Cash Flows From Financing Activities
Net increase in short-term debt .. ... ittt i e i e e e 5,312 50,690
Repayment of long-term debt. ... ... .. .. . i i (278) (1,741)
Cashdividends paid. . .. ... 0ttt i i e e i iae et (30,165)  (29,178)
Issuance of COmMMON SIOCK .« oo v it it i e ettt e et 6,075 5,970
Net cash provided by (used in) financing activities ..................... (19,056) 25,741
Net increase (decrease) in cash and cash equivalents . ....... ... ... .. ....... 23,082 (8,851)
Cash and cash equivalents at beginning of period . . ... ...... ... .. ... .. ... ... 46,717 60,725
Cash and cash equivalents at end of period . ... ... ... .. o il $ 69,799 § 51,874

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
December 31, 2008

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 nonregulated businesses. Through our patural gas distribution business, we deliver natural gas through
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial customers through our six regulated natural gas distribution divisions in the service areas
described below:

Division Service Area

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri®

Atmos Energy Kentucky/Mid-States Division Georgia', Winois'?, Yowa, Kentucky,
Missonri”, Tennessee, Virginia’

Atmos Energy Louisiana Division Louisiana

Atmos Energy Mid-Tex Division Texas, including the Dallas/Fort Worth
metropolitan area

Atmos Epergy Mississippi Division Mississippi

Atmos Energy West Texas Division West Texas

) Denotes states where we have more limited service areas.

In addition, we transport natural gas for others through our distribution system. Our natural gas
distribution business is 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. Our corporate headquarters and shared-
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and
Waco, Texas.

Our regulated transmission and storage business consists of the regulated operations of our Atmos
Pipeline — Texas Division. The Atmos Pipeline — Texas Division transports natural gas to onr Mid-Tex
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our
pipeline. Lending services provide short-term interraptible loans of natural gas from our pipeline to meet
market demands.

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas
marketing operations and pipeline, storage and other operations. These businesses are operated through various
wholly-owned subsidiaries of Atmos Energy Holdings, Inc. (AEH), which is wholly owned by the Company
and based in Houston, Texas.

Our natural gas marketing operations are conducted through Atmos Energy Marketing, LL.C (AEM),
which is wholly owned by AEH. AEM provides a variety of natural gas management services to municipal-
ities, nataral gas utility systems and industrial natural gas customers, prirarily in the Soutbeast and Midwest
and to our Colorado-Kansas, Keatucky/Mid-States and Louisiana divisions. These services consist primarily of
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the use of financial
instrurpents.




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

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and
Storage, LL.C (APS) and Atmos Power Systems, Inc., which are wholly owned by AEH. APS owns or has an
interest in underground storage fields in Kentucky and Lonisiana. We use these storage facilities to reduce the
need to contract for additional pipeline capacity to meet customer demand during peak periods. Additionalty,
APS manages our natural gas gathering operations. These operations did not significantly impact our financial
results for the period ended December 31, 2008. Through Atmos Power Systems, Inc., we have constructed
electric peaking power-generating plants and associated facilities and lease these plants through lease
agreements that are accounted for as sales under generally accepted accounting principles in the United States.

2. Unaudited Interivn Financial Information

In the opinion of management, all material adjustments (consisting of normal recurring accruals)
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial
staternents. These consolidated interim-period financial statements are condensed as permitted by the instruc-
tions 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, 2008. Because of seasonat and other factors, the results of operations for the three-month
period ended December 31, 2008 are not indicative of our results of operations for the full 2009 fiscal year,
which ends September 30, 2009,

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, 2008, and there were no changes to those policies.
However, during the ihree months ended December 31, 2008, we recognized a non-recurring $8.1 million
increase in gross profit associated with a one-time update to our estimate for gas delivered to customers but
not vet billed, resulting from base rate changes in several jurisdictions.

Effective October 1, 2008, the Company adopted Statement of Financial Accounting Standards (SFAS)

157, Fair Value Measurements, the measurement date requirements of SFAS 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106,
and 132(R ), SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an
amendmeni of FASB Statement No. 115 and SFAS 161, Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133, Except for the adoption of these accounting pronounce-
ments, which are further discussed below, there were no significant changes to our accounting policies during
the three months ended December 31, 2008.

SFAS 157 defines fair value, establishes a framework for measuring fair value and enhances disclosure on
fair value measurements required under other accounting pronouncements but does not change existing
guidance as to whether or not an instrument is carried at fair value. The adoption of this standard did not
materially impact our financial position, results of operations or cash flows. The new disclosures required by
this standard are presented in Note 4.

Effective October 1, 2008, the Company adopted the measurement date requirements of SFAS 158 using
the remeasurement approach. Under this approach, the Company remeasured its projected benefit obligation,
fair value of plan assets and its fiscal 2009 net periodic cost. In accordance with the transition rules of
SFAS 158, the impact of changing the measurement date from June 30, 2008 to September 30, 2008 decreased
retained earnings by $7.8 million, net of tax, decreased the unrecognized actuarial loss by $9.0 million and
increased our postretirement liabilities by $3.5 million.

SEAS 159 permits an entity to measure certain financial assets and financial liabilities at fair value. The
objective of the standard is to improve financial reporting by allowing entities to mitigate volatility in reported
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earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. Entities that elect the fair value option will report unrealized gains and losses in
earnings at each subsequent reporting date. The fair value option may be elected on an instrument-by-instru-
ment basis. The fair value option is irrevocable, unless a new election date occurs. The adoption of this
standard did not impact our financial position, results of operations or cash flows.

SFAS 161 expands the disclosure requirements for derivative instruments and hedging activities. This
statement requires specific disclosures regarding how and why an entity uses derivative instruments; the
accounting for derivative instruments and related hedged items; and how derivative instruments and related
hedged items affect an entity’s financial position, results of operations and cash flows. Since SFAS 161 only
requires additional disclosures concerning derivatives and hedging activities, this standard did not have an
impact on our financial position, results of operations or cash flows. The new disclosures required by this
standard are presented in Note 3.

Regulatory assets and liahilities

We record certain costs as regulatory assets in accordance with SFAS 71, Accounting for the Effects of
Certain Types of Regulation, when future recovery through customer rates is considered probable. Regulatory
liabilities are recorded when it is probable that revenues will be reduced for amounts that will be credited to
custorners 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 carrent
assets or liabilities and the regulatory cost of removal obligation is reported separately.

Significant regulatory assets and liabilities as of December 31, 2008 and September 30, 2008 included the
following:
December 31, September 30,

2008 2008
(In thousands)
Regulatory assets:
Pension and postretirement benefit costs. . ... ... ... . .. L $ 90,394 $100,563
Merger and integration costs, et . .. ... ... . i 7,480 7,586
Deferred 2as COStS . . . .t ittt i e e e 122,524 55,103
Environmental CostS. . .. .. .. i e e 8388 980
2 Ol o R 1 - +< T 11,243 12,885
Deferred franchise fees .. ..., ... ... . ... . . . 627 651
Deferred income taxes, Bet. . . ... .. h ittt e 343 343
L 7 7,294 8,120

$240,793 $186,231
Regulatory liabilities:

Deferred a8 COSIS + oo vt v et ittt i e s $ 68,226 $ 76,979
Regulatory cost of removal obligation .. ..................... 323,517 317,273
Other ... e 5,569 5,639

$397,312 $399,891

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

The following table presents the components of comprehensive income (loss), net of related tax, for the
three-month periods ended December 31, 2008 and 2007:

Three Months Ended
December 31
2008 2007
(In thousands)
NEEECOMIE « « v v vt ettt et n e e et i s n e s e et $75963  $73,803
Unrealized holding gains (losses) on investments, net of tax expense (benefit)
of $(3,330) and $714 . . .. .. e (5,433) 1,165
Other than temporary impairment of investments, net of tax expense of
BT700 . e e e e e 1,288 —_
Amortization of interest rate hedging transactions, net of tax expense of $482
and S48 . e et e 787 787
Net unrealized gains (losses) or commodity hedging transactions, net of tax
expense (benefit) of $(13,817)and $4,937 ... ... .. ... ... ..l (22,544) 8,053
Comprehensive iNCOME . . ... oottt it e $ 50,061  $83,808

Accumulated other comprehensive loss, net of tax, as of December 31, 2008 and September 30, 2008
consisted of the following unrealized gains (losses):
December 31, Sepiember 30,
2008

2008
(In thousands)
Accumulated other comprehensive loss:
Unrealized holding gains (losses) on investments .. ............. $ (3.235) $ 910
Treasury lock agreements. . .. ... ... i e (10,317) (11,104)
Cashflowhedges ...... ... .ottt (48,297) (25,753}

$(61,849) $(35,947)

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 ponregulated businesses. The accounting for these financial
instraments is fully described in Note 2 to the financial statements in our Annual Report on Form 10-K for the
fiscal year ended September 30, 2008. Currently, we utilize financial instruments in our natural gas
distribution, natural gas marketing and pipeline, storage and other segments. However, our pipeline, storage
and other segment uses financial instruments acquired from AEM on the same terms that AEM received from
an independent counterparty. We currently do not manage commodity price risk with financial instruments in
our regulated transmission and storage segment. On a consolidated basis, these financial instruments are
reported in the natural gas marketing segment.

Our financial instruments do not contain any credit-risk-related or other contingent features that could
cause accelerated payments when our financial instroments are in net lability positions.
Regulated Commodity Risk Management Activities

In our natural gas distribution segment, our customers are exposed to the effect of volatile natural gas
prices. We manage this exposure through a combination of physical storage, fixed-price forward contracts and
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financial instruments, primarily over-the-counter swap and option 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 commodity
risk management activities in conformity with regulatory requirements. In jurisdictions where we are permitted
to mitigate commodity price risk through financial instréments, the relevaot regulatory authorities may
establish the level of heating season gas purchases that can be hedged. 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 2008-2009 heating season, in the jurisdictions where we are permitied to
utilize financial instruments, we anticipate hedging approximately 29 percent, or 25,450 MMcf of the
anticipated winter flowing gas requireinents. We have not designated these financial instruments as hedges
pursuant to SFAS 133, Accounting for Derivative Instruments and Hedging Activities.

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 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 SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution
segment as a result of the use of financial instruments.

Nonregulated Commodity Risk Management Activities

Our natural gas marketing segment, throngh AEM, aggregates and purchases gas supply, arranges
transportation and/or storage logistics and ultimately delivers gas to our customers at competitive prices. To
facilitate this process, we utilize proprietary and customer-owned transportation and storage assets to provide
the various services our customers request.

We also perform asset optimization activities in both our natural gas marketing segment and pipeline,
storage and other segment. Through asset optimization activities, we seck to maxirmize the economic value
associated with the storage and transportation capacity we own or control. We attempt to meet this objective
by engaging in natural gas storage transactions in which we seek to find and profit from the pricing differences
that occuor over time. We purchase physical natural gas and then sell financial instruments at advantageous
prices to lock in a gross profit margin. We also seek to participate in transactions in which we combine the
natural gas commodity and transportation costs to minimize our costs incurred to serve our customers by
identifying the lowest cost alternative within the natural gas supplies, transportation and markets to which we
have access. Through the use of transportation and storage services and financial instruments, we also seek to
capture gross profit margin through the arbitrage of pricing differences that exist in various locations and by
recognizing pricing differences that occur over time. Over time, gains and losses on the sale of storage gas
inventory will be offset by gains and losses on the financial instruments, resulting in the realization of the
economic gross profit margin we anticipated at the ime we structired the original transaction.

As a result of these activities, our nonregulated operations are 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 to buy or sell the commodity at a fixed price
in the future. Option contracts provide the right, but not the requirement, to buy or sell the commodity at a
fixed price. Swap contracts require receipt of payment for the commodity based on the difference between a
fixed price and the market price on the settlement date.

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 natural gas marketing segment associated with deliveries
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poder fixed-priced forward contracts to deliver gas to customers. These financial instruments have maturity
dates ranging from one to 54 months. The effective portion of the nnrealized gains and losses arising from the
use of cash flow hedges is recorded as a component of accumulated other comprehensive income (AOCT) on
the balance sheet. Amounts associated with cash flow hedges recognized in the income statement include

(1) the amount of unrealized gain or loss that has been reclassified from AOCI when the hedged volumes are
sold and (2) the amount of ineffectiveness associated with these hedges in the period the ineffectiveness arises.

‘We use financial instruments, designated as fair value hedges, to hedge the exposure to changes in the
fair value of our natural gas inventory used in our asset optimization activities in our natural gas marketing
and pipeline, storage and other segments. Therefore, gains and losses arising from these financial instruments
should offset the changes in the fair value of the hedged item to the extent the hedging relationship is
effective. Ineffectiveness is recognized in the income statement in the period the ineffectiveness arises.

Also, in our patural gas marketing segruent, 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 pursuant to SFAS 133, Accounting for Derivative Instruments and Hedging Activities.

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. Our risk management comunittee, 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 seck to match our financial instrument positions to our physical
storage positions as well as our expected current and future sales and purchase obligations to maintain no open
positions at the end of each trading day. The determination of our net open position as of any day, however,
requires us to make assumptions as to future circumstances, including the use of gas by our customers in relation
to our anticipated storage and market positions. Because the price risk associated with any net open position at
the end of each day may increase if the assumptions are not realized, we review these assumptions as part of our
daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since the price of
natural gas purchased or sold for future delivery earlier in the day may not be hedged until later in the day. At
times, limited net open positions related to our existing and anticipated comrnitments may occur. At the close of
business on December 31, 2008, AEH had a net open position (including existing storage) of 0.1 Bef.

Interest Rate Risk Management Activities

Currently, we are not managing interest rate risk with financial instruments. However, in prior years, we
periodically managed interest rate risk by entering into Treasury lock agreements to fix the Treasury yield
component of the interest cost associated with anticipated financings. These Treasury locks were settled at
various times at a 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 interest expense over the life
of the associated notes from the date of settlement. The remaining amortization periods for these Treasury
locks extend through fiscal 2035. However, the majority of the remaining amounts of these Treasury locks will
be recognized as a component of interest expense through fiscal 2017.

Quantitative Disclosures Related 1o 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, 2008, our financial instruments were comprised of both long and short commodity
positions, whereby a long position is a contract to purchase the commodity, while a short position is a contract
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to sell the commodity. As of December 31, 2008, we had net long/(short) commodity contracts outstanding in
the following quantities:

Nataral Nataral Pipeline,
Hedge Gas Gas Storage
Contract Type Designation Distribution = Marketing  and Other
Quantity (MMcf)
Commodity contracts Fair Valve. . ........................... — (13,655) (1,883)
CashFlow ...........c. .. — 44,641 (3,390)
Notdesignated . ..................coiun. 14,314 51,467 1,428

14,314 82,453 (3,845)

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, 2008 and September 30, 2008. As required by SFAS 161, 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
$75.8 million and $56.6 million of cash held on deposit in margin accounts as of December 31, 2008 and
September 30, 2008 to collateralize certain financial instraments. Therefore, these gross balances are not
indicative of either our actual credit exposure or net economic exposure. Additionally, the amounts below will
not agree with the amounts presented on our condensed consolidated balance sheet, nor will they agree to the
fair value mformation presented for our financial instraments in Note 4.

Natural Natural
Gas Gas
Balance Sheet Location Distribution Marketing™® *  Total
(Tn thousands)
December 31, 2008:
Designated As Hedges:
Asset Financial Instruments
Current commaodity contracts. . . . . Other current assets $ —  $115937 $ 115937
Noneurrent commedity contracts . .  Deferred charges and other assets — 10,678 10,678
Liability Financial Tnstruments
Current commodity contracts. . . . . Other current liabilities —_— (145,464)  (145,464)
Noncurent commodity contracts . . Deferred credits and otber liabilities — (1,246) (1,246)
Total .. . ... .. ... ... ... ... - (20,095) (20,095)
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts. . . . . Other current assets - 252,168 252,168
Noncusrent commodity contracts . . Deferred charges and other assets 19 44,524 44,543
Liability Financial Instruments
Current commodity contracts. . . . . Other current liabilities (47,448) (264,359) (311,807)
Noncurrent commodity contracts . . Deferred credits and other liabilities (3,885) (40,836) (44,721)
Total .. ..................... (51,314) (8,503) (59,817)
Total Financial Instruments. . . .. ... $(51,314) § (28,598) $ (79,912)

O Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.
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Natural Natural
Gas Gas
Balance Sheet Location Distribution Marketing®  Total
(In thousands)
September 30, 2008:
Designated As Hedges:
Asset Financial Instruments
Current commodity contracts. . . . . Other current assets $ —  $110,696 $ 110,696
Noncurrent commodity contracts . . Deferred charges and other assets — 4,984 4,984
Liability Financial Instruments
Current commodity contracts. . . . . Other current liabilities — (98,900) (98,900)
Noncurrent commodity contracts . . Deferred credits and other Liabilities — (206) (206)
Total . . ......... ... . ..., o 16,574 16,574
Not Designated As Hedges:
Asset Financial Instruments
Current commodity contracts. . . . . Other cuarrent assets e 115,200 115,200
Noncurrent commodity contracts . . Deferred charges and other assets — 7,071 7,071
Liability Financial Instruments
Current commodity contracts. . . . . Other current liabilities (58,566) (115,337)  (173,903)
Noncurrent commodity contracts . . Deferred credits and other liabilities (5,111) (6,966) (12,077)
Total . ..........ccivnvennnn. (63,677) (32) (63,709)
Total Financial Instruments. . . . . ... $(63,677) $ 16,542 $ (47,135)

M Our pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the underlying bedged item is reported in the
pipeline, storage and other segment.

Impact of Financial Instruments on the Income Statement

The following tables present the impact that financial instruments bad on our condensed consolidated
income statement, by operating segment, as applicable, for the three months ended December 31, 2008 and
2007.

Unrealized margins recorded in our natural gas marketing and pipeline, storage and other segments are
comprised of various components, inclading, but not limited to, unrealized gains and losses arising from hedge
ineffectiveness. Qur hedge ineffectiveness primarily results from differences in the location and timing of the
derivative instrument and the hedged item and could materially affect our results of operations for the reported
period. For the three months ended December 31, 2008 and 2007 we recognized a gain arising from fair value
and cash flow hedge ineffectiveness of $20.4 million and $38.8 million. Additional information regarding
ineffectiveness recognized in the income statement is included in the tables below. Although these unrealized
gains and losses are currently recorded in our income statement, they are not necessarily indicative of the
economic gross profit we anticipate realizing when the underlying physical and financial transactions are
settled.
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Fair Value Hedges

The impact of commedity contracts designated as fair valne hedges and the related hedged item on our
condensed consolidated income statement for the three months ended December 31, 2008 and 2007 is
presented below.

Three Months Ended December 31, 2008

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
{In thousands)

Commodity CONMACES . . .\ ottt e et ii e i eeieneenennn $ 25,683 $ 3,939 $ 29,622
Fair value adjustiment for natural gas inventory designated as

thehedgeditem ........... .. .. ..cuiininn.. (11,860) (1,553) (13,413)
Total ImMpPact ONTEVENUE . . . ..o v v vt i e aennnn $ 13,823 $ 2,386 $ 16,209
The impact on revenue is comprised of the following:

Basis ineffectiveness. . .. .. ... oo ve it $ 1,952 $ — $ 1,952

Timing ineffectiveness .. ........ .o oieuiinnnnnn.. 11,871 2,386 14,257

§ 13,823 $ 2,386 $ 16,209

Three Months Ended Decemnber 31, 2007

Natural Pipeline,
Gas Storage and
Marketing Other Consolidated
(In thousands)

Commodity Contracts . .. ..oovievv e e vnnnnennnnnn.. $17,227 $2,123 $19,350
Fair value adjustment for natural gas inventory designated as

thehedgeditem ...... ... ... .. ... . cuviianiann. 17,601 1,057 18,658
Total IMpPact ONTEVENUE . . .. ..ot v ittt einn e nnnnnnns $34,828 $3,180 $38,008
The impact on revenue is comprised of the following:

Basis 1neffectveness . . .. .o vt ce e $ 1,956 $ — $ 1,956

Timing ineffectiveness ..........cuouiiiuennninenn. 32,872 3,180 36,052

$34,828 $3,180 $38,008

Basis ineffectiveness arises from natural gas market price differences between the locations of the hedged
inventory and the delivery location specified in the hedge instraments. 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 settlernent date, spot to forward price differences should converge, which should
reduce or eliminate the impact of this ineffectiveness on revenue.

Cash Flow Hedges

The impact of cash flow hedges on our condensed consolidated income statement for the three months
ended December 31, 2008 and 2007 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.
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Three Months Ended Decembex 31, 2008

Natural Natural Pipeline,
Gas Gas Storage
Distribution  Marketing  and Other  Consolidated

(In thousands)

Gain (loss) reclassified from AOCI into revenue

for effective portion of commodity contracts .. § — $(28,244)  $7,968 $(20,276)
Gain arising from ineffective portion of

commodity contracts .......... .. ... — 4,192 — 4192
Total impactonrevente. . ...........ouu... — (24,052) 7,968 (16,084)
Loss on settled Treasury lock agreements

reclassified from AOC] into interest expense. . (1,269) e e (1,269)
Total Impact from Cash Flow Hedges. .. ...... $(1,269)  $(24,052) $7.968 $(17,353)

Three Months Ended December 31, 2007

Natural Natural Pipeline,
Gas Gas Storage
Distribution ~ Marketing  and Other  Consolidated
(In thousands)
Gain (loss) reclassified from AOCI into revenue
for effective portion of commodity contracts.. § — $(9,254) $425 $(8,829)
Gain arising from ineffective portion of
commodity contracts . ........... ... e 759 — 759
Total impact ONTevente. .. ... .o.vvvnonnn.. —_ (8,495) 425 (8,070)
Loss on settled Treasury lock agreements
reclassified from AOCI into interest expense. . (1,269) o o (1,269)
Total Impact from Cash Flow Hedges......... $(1,269) $(8,495) $425 $(9,339)

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, 2008 and 2007. The amounts included in the table below exclude gains and losses arising from
ineffectiveness because these amounts are immediately recognized in the income statement as incurred.

Three Months Ended
December 31
2008 2007
(In thousands)
Increase (decrease) in fair value:
Treasury 1ock agreements. . .. .o vt e e 3y - & —
Forward commodity CORTacS. . . .. .ot ittt in e e (35,115 2,579
Recognition of losses in earnings due to settlements:
Treasury 1ock agreemments. . . ..o v ettt it e 787 787
Forward commodity contracts. . .. .. ..o vt e 12,571 5474
Total other comprehensive income (loss) from hedging, net of tax'D L $(21,757) $8,840

M Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing
jurisdiction.
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The following amounts, net of deferred taxes, represent the expected recognition in earnings of the

deferred losses recorded in AOCI associated with our financial instruments, based upon the fair values of these
financial instruments as of December 31, 2008:

Treasury
Lock Commodity
Agreements Contracts Total
(In thonsands)
Nexttwelvemonths .. ... ittt $ (2,908)  $(45,271) $(48,179)
THETGATIET . . .o v e v et e et e e e (7,409) (3,026)  (10435)
Total $(10,317)  $(48,297)  $(58,614)

M) Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing
jurisdiction.

Financial Instruments Not Designated as Hedges

The impact of financial instrurents that have not been designated as hedges on our condensed
consolidated income statement for the three months ended Decernber 31, 2008 and 2007 is presented below.
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 to our natural gas distribution segment as a result of the use
of these financial instruments becanse 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.

Three Months

Ended
December 31

2008 2007
(In thousands)

Natural gas marketing commodity CONTACES. . . .. oo vt it et eneee e, $(3.832) §$326
Pipeline, storage and other commodity contracts . ..............c.vvviurn. (83) (644)

Total IMPACT OB TEVEIUE . . . o vttt ettt ittt e et oot $(3,915) $(318)

4. Fair Value Measurements

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Value
Measurements, which defines fair value, establishes a framework for measuring fair value in generally
accepted accounting principles (GAAP) and expands disclosures about fair value measurements. This
Statement does not require any new fair value measurements; rather it provides guidance on how to perform
fair value measurements as reguired or permitted under previous accounting pronouncements.

We prospectively adopted the provisions of SFAS 157 on October 1, 2008 for most of the financial assets
and Habilites recorded on our balance sheet at fair value. Adoption of this staternent for these assets and
liabilities did not have a material impact on our financial position, results of operations or cash flows.

1n February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157, which
provided a one-year deferral of SFAS 157 for nonrecurring fair value measurements associated with our
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nonfinancial assets and liabilities. Under this partial deferral, SFAS 157 will not be effective until October 1,
2009 for fair value measurements in the following areas:

* Asset retirement obligations
* Most nonfinancial assets and liabilities that may be acquired in a business combination
» Impairment analyses performed for nonfinancial assets

We believe the adoption of SFAS 157 to these nonfinancial areas will not have a material impact on our
financial position, results of operations or cash flows.

In October 2008, the FASB issned FSP FAS 157-3, Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active, which clarified the application of SFAS 157 in inactive
markets. This FSP did not impact our financial position, results of operations or cash flows.

SEAS 157 also applies to the vatuation of our pension and post-retirement plan assets, and the adoption
of this standard did not affect these valuations. SFAS 157 specifically excluded pension and post-retirement
assets from its prescribed disclosure provisions. Accordingly, these plan assets are not included in the tabular
disclosures below. However, in December 2008, the FASB issued FSP FAS 132(R)-1 — Employers’ Disclo-
sures about Postretirement Benefit Plan Assets, which will, among other things, require disclosure about fair
value measurements similar to those required by SFAS 157. This FSP will impact our annual disclosure
requirements beginning in fiscal 2010.

Determining Fair Value

SFAS 157 defines fair value 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
primarily use quoted market prices and other observable market pricing information in valuing our financial
assets and liabilities and minimize the use of unobservable pricing inputs in our measurements,

Prices actively quoted on national exchanges are used to determine the fair valoe of most of our assets
and liabilities recorded on our balance sheet at fair value. Within our nonregulated operations, we utilize a
mid-market pricing convention (the mid-point between the bid and ask prices) as a practical expedient for
determining fair value measurement, as permitted under SFAS 157, Values derived from these sources reflect
the market in which transactions involving these financial instruments are executed. We utilize models and
other valuation methods to determine fair value when exterpal sources are not available. Values are adjusted to
reflect the potential impact of an orderly liquidation of our positions over a reasonable period of time under
then-current market conditions. We believe the market prices and models used to value these assets and
liabilities represent the best information available with respect to closing exchange and over-the-counter
quotations, time value and volatility factors underlying the assets and Liabilities.

Fair-value estimates also consider our own creditworthiness and the creditworthiness of the counterparties
involved. Our counterparties consist primarily of financial institutions and major energy companies. This
concentration of counterparties may materially impact our exposure to credit risk resulting from market, economic
or regulatory conditions. Recent adverse developments in the global financial and credit markets have made it
more difficult and more expensive for companies to access the short-term capital markets, which may negatively
impact the creditworthiness of our counterparties. A continued tightening of the credit markets could cause more
of our counterparties to fail to perform. We seek to minimize counterparty credit risk through an evaluation of
their financial condition and credit ratings and the use of collateral requirements under certain circumstances.

SFAS 157 establishes a fair value hierarchy that prioritizes the inputs nsed 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) and the
lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below:

Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities. An active
market for the asset or liability is defined as a market in which transactions for the asset or liability occur
with sufficient frequency and volume to provide pricing information on an ongoing basis. Our Level 1
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measurements consist primarily of exchange-traded financial instruments, gas stored underground that has
been designated as the hedged item in a fair value hedge and our available-for-sale securities.

Level 2 — Pricing inputs other than quoted prices included in Level 1 that are either directly or indirectly
observable for the asset or liability as of the reporting date. These inputs are derived principally from or
corroborated by observable market data. Oor 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.

Level 3 — Generally unobservable pricing inputs which are developed based on the best information
available, including our own internal data, in sitnations where there is little if any market activity for the

asset or liability at the measurement date. The pricing inputs utilized reflect what a market participant
would use to determine fair value. Currently, we have no assets or labilities recorded at fair value that
would qualify for Level 3 reporting,

Quantitative Disclosures

The classification of our fair value measurements requires judgment regarding the degree to which market

data are observable or corroborated by observable market data. 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, 2008. As required under SFAS 157, 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 Sigmificaut
Prices in Other Other
Active Observable Unobservable Netting of
Markets Inpuis Toputs Cash December 31,
(Level 1) (Level 2) (Level 3) Collaterat" 2008
(In thousands)
Assets:
Financial instruments
Nawrral gas distribution segment. . . . . . $ — § 19 § - 5 — $ 19
Natural gas marketing segment. . ... .. —_— 39,031 — 14,258 53,289
Total financial instruments............ — 39,050 — 14,258 53,308
Hedged portion of gas stored underground
Natural gas marketing segment. . . .. .. 71,478 — R— — 71,478
Pipeline, storage and other segment®. . 6,812 — - — 6,812
Total gas stored uadergroond . ... ... ... 78,290 — — — 78,290
Available-for-sale securities .. ......... 27,983 - — —_— 27,983
Totalassets . . .....cvvvinnnnn. ... $106,273 $39,050 $ — $ 14,258 $159,581
Liabilities:
Financial instiuments
Natural gas distribution segment. . .. . . $ —  $51,333 $ - $ —_ $ 51,333
Natural gas marketing segment._ . . .. .. 61,567 6,062 e (61,567) 6,062
Total liabilities .................... $ 61,567 $57,395 $ — $(61,567) $ 57,395

) As of December 31, 2008, we had $75.8 million of cash held in margin accounts to collateralize certain
financial instruments. Of this amount, $61.6 million was used to offset financial instrurnents in a liability
position. The remaining $14.2 million bas been reflected as a financial instrurnent asset.

@ QOur pipeline, storage and other segment uses financial instruments acquired from AEM on the same terms
that AEM received from an independent counterparty. On a consolidated basis, these financial instruments
are reported in the natural gas marketing segment; however, the underlying hedged item is reported in the
pipeline, storage and other segment.
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Our long-term debt, including current maturities, is recorded on our balance sheet at carrying value.
However, SFAS 107, Disclosures about Fair Value of Financial Instruments, requires disclosure concerning the
fair value of our debt. The fair value of our debt is determined using a discounted cash flow analysis based
upon borrowing rates currently available to us, the remaining average maturities and our credit rating. The
following table presents the carrying value and fair value of our debt as of December 31, 2008:

December 31, 2008
(In thousands)
Carrying AMOUDE. . . oL ittt e et ettt e te it e et e et eaaas $2,123,334
Fair VAIUE . . . o e e e e $1,773,869

The fair value as of December 31, 2008 was calculated utilizing discount rates ranging from 6.8 percent
to 9.4 percent, remaining average maturities ranging from one to 26 years, and a credit adjustment of
6.4 percent.
5. Debt
Long-term debt

Long-term debt at December 31, 2008 and September 30, 2008 consisted of the following:
December 31,  September 30,
2008 2608

(In thousands)
Unsecured 4.00% Senior Notes, due October 2009 . ... ... ... ..... $ 400,000 $ 400,000
Unsecured 7.375% Senior Notes, due 2011 .., .................. 350,000 350,000
Unsecured 10% Notes, doe 2011 .. ... ... ... ... ... ... .... 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 ... ... ... ... .. ..... 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014 .. .. ......... .. .. ..... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 .. .................... 250,000 250,000
Unsecured 5.95% Senior Notes, due 2034 .. .. ... ... .......... 200,000 200,000
Medium term notes
Series A, 1995-2,6.27%, due 2010 ... ... ... ... ... . ... ... 10,000 10,000
Series A, 1995-1, 6.67%, due 2025 .. ... ... ... ..., 10,000 10,000
Unsecured 6.75% Debentures, due 2028. . .. ...... ... ... ... .... 150,000 150,000
Other term notes due in installments through 2013 ... .. ... ........ 1,031 1,309
Total long-term debt. . .. ... ... ... .. 2,123,334 2,123,612
Less:
Original issne discount on unsecured senior notes and debentures . . . 2,907) (3,035)
Current Maturities . ... . ...ttt it et e (400,507) (785)

$1,719.920  §2,119,792

As noted above, our unsecured 4.00% senior notes will mature in October 2009; accordingly, they have
been classified within the current maturities of long-term debt. We are currently evaluating alternatives to
refinance this debt, and we believe this refinancing effort will be successful.

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
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could significantly affect our borrowing requirements. Our short-term borrowings reach their highest levels in
the winter months.

We finance our short-term borrowing requirements throngh a combination of a $600 million commercial
paper program and four committed revolving credit facilities with third-party lenders that provide $1.2 billion
of working capital funding. At December 31, 2008, there was $360.8 million of short-term debt outstanding,
comprised of $202.9 million under our bark credit facilities and $157.9 million outstanding under our
commercial paper program. At Septernber 30, 2008, there was $350.5 million of short-term debt outstanding,
comprised of $330.5 million outstanding under our bank credit facilities and $20.0 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 a $600 million commercial paper program
and three committed revolving credit facilities with third-party lenders that provide approximately $800 million
of working capital funding. The first facility is a five-year unsecured facility, expiring December 2011, that
bears interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging
from 0.30 percent to 0.75 percent, based on the Company’s credit ratings. This credit facility serves as a
backup liquidity facility for our commercial paper program. At the time this credit facility was established,
borrowings under this facility were limited to $600 million. However, in September 2008, the limit on
borrowings was effectively reduced to $566.7 million after one lender with a 5.55% share of the commitments
ceased funding under the facility. At December 31, 2008, the total amount used under this facility was
$360.8 million and $205.9 million was available.

The second facility is a $212.5 million unsecured 364-day facility expiring October 2009, that bears
interest at a base rate or at a LIBOR-based rate for the applicable interest period, plus a spread ranging from
1.25 percent to 2.50 percent, based on the Company’s credit ratings. At December 31, 2008, there were no
borrowings outstanding under this facility.

The third facility is an $18 million unsecured facility expiring in March 2009 that bears interest at a daily
negotiated rate, generally based on the Federal Funds rate plus a variable margin. At December 31, 2008, 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 to total capitalization of no greater than 70 percent. At December 31, 2008, our total-debt-
to-total-capitalization ratio, as defined, was 57 percent. In addition, both the interest margin over the
Eurodollar rate 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 third-party facilities, our regulated operations had a $200 million intercompany
revolving credit facility with AEH. Through December 31, 2008, this facility bore interest at the one-month
LIBOR rate plus 0.20 percent. There was $40.9 million outstanding under this facility at December 31, 2008,
In January 2009, this facility was replaced with a new $200 million 364 day-facility that bears interest at the
lower of (i) the one-month LIBOR rate plus (.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 the new facility through Decernber 31, 2009.
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Nonregulated Operations

On December 30, 2008, AEM and the participating banks amended and restated AEM’s former
uncommitted credit facility, primarily to convert the $580 million uncommitted demand credit facility to a
364-day $375 million committed revolving credit facility and extend it to December 29, 2009.

The amended facility also provides the ability for AEM to increase the borrowing base up to a maximum
of $450 million, subject to the approval of the participating banks; adds a swing line loan feature; adjusts the
imterest rate on borrowings as discussed below and increases the fees paid to reflect the facility’s conversion to
a committed facility and current credit market conditions.

AEM will use this facility primarily 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 tate 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 one-month interest period) as in effect from
time to time; and (d) the “cost of funds” rate based on an average of interest rates reported by one or more of
the lenders to the administrative agent. The offshore rate is a floating rate eqnal to the higher of (a) an
offshore rate based upon LIBOR for the applicable interest period; and (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 2.250 percent
to 2.625 percent per anpum, depending on the excess tangible net worth of AEM, as defined in the credit
facility. This facility is collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

At December 31, 2008, there were no borrowings outstanding under this credit facility. However, at
December 31, 2008, AEM letters of credit totaling $100.0 million had been issued under the facility, which
reduced the amount available by a corresponding amount. The amount available under this credit facility is
also limited by various covenants, including covenants based on working capital. Under the most restrictive
covenant, the amount available to AEM under this credit facility was $177.8 million at December 31, 2008.

AEM is required 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 December 31, 2008, AEM’s ratio of total
liabilities to tangible net worth, as defined, was 1.48 to 1. Additionally, AEM must maintain minimum levels
of net working capital and net worth ranging from $75 million to $112.5 million. As defined in the financial
covenants, at December 31, 2008, AEM’s net working capital was $215.2 million and its tangible net worth
was $240.2 million.

To supplement borrowings under this facility, through December 31, 2008, AEM bad a $200 million
intercompany dernand credit facility with AEH, which bore interest at the rate for AEM’s offshore borrowings
under its corumitted credit {acility plus 0.75 percent. Amounts outstanding uonder this facility are subordinated
to AEM’s committed credit facility. There were no borrowings outstanding under this facility at December 31,
2008. This facility was replaced with another $200 million 364-day facility in January 2009 with no material
changes to its terms except for the rate of interest, which is the greater of (i) the one-month LIBOR rate plus
2.00 percent or (ii) the rate for AEM’s offshore borrowings under its committed credit facility plus
0.75 percent.

Finally, through December 31, 2008, AEH had a $200 million intercompany demand credit facility with
AFBC, which bore interest at the rate for AEM’s offshore borrowings under its committed credit facility plus
0.75 percent. There were no borrowings ontstanding under this facility at December 31, 2008. This facility
was replaced with another $200 million 364-day facility in January 2009 with no material changes to its terms
except for the rate of interest, which is the greater of (i) the one-month LIBOR rate plus 2.00 percent or (i) the
rate for AEM’s offshore borrowings under its committed credit facility plus 0.75 percent. Applicable state
regulatory commissions have approved the new facility through December 31, 2009.
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Shelf Registration

On December 4, 2006, we filed a registration statement with the Securities and Exchange Commission
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities. As of
December 31, 2008, we had approximately $450 million of availability remaining under the registration
statement. Due to certain restrictions placed by one state regulatory commission on our ability to issue
secarities under the registration staternent, we are permitted to issue a total of approximately $200 million of
equity securities and $250 million of senior debt securities. In addition, due to restrictions imposed by another
state regulatory commission, if the credit ratings on our senior unsecured debt were to fall below investment
grade from either Standard & Poor’s Corporation (BBB-), Moody’s Investors Services, Inc. (Baa3) or Fitch
Ratings, Lid. (BBB-), our ability to issue any type of debt securities under the registration staternent would be
suspended until we received an investment grade rating from all of the three credit rating agencies.

Debt Covenants

In addition to the financial covenants described above, our debt instrurnents contain various covenants
that are usual and customary for debt instruments of these types.

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, 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 December 31, 2008. If we were unable to
comply with our debt covenants, we may be required to repay our outstanding balances on demand, provide
additional collateral or take other corrective actions.
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6. Earnings Per Share

Basic and diluted earnings per share for the three months ended December 31, 2008 and 2007 are

calculated as follows:

Three Months Ended
December 31

2008 2007

(In thousands, except
per share amounts)

NELICOIDE. « o o v o v et oot e et e e et eaee e eetenane ... 875963  $73,803
Denominator for basic income per share — weighted average common shares. . 90,471 89,006
Effect of dilutive securities:
Restricted and other shares .. ... ... .. irver it niennnnneenn. 559 496
SICK OPHOBS - o ot ottt et it e e e e 36 106

Denominator for diluted income per share — weighted average common

shares. .. ..o
Tncome per share — basic .............

Income per share — diluted . . ..........

.......................... 91,066 89,608
.......................... $ 084 § 083
.......................... $ 083 §$ 082

There were approximately 231,000 out-of-the-money options excluded from the computation of diluted
earnings per share for the three months ended December 31, 2008. There were no out-of-the-money options
excluded from the computation of diluted earnings per share for the three months ended December 31, 2007
as their exercise price was less than the average market price of the common stock during that period.

7. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretireent benefit plans
for the three months ended December 31, 2008 and 2007 are presented in the following table. All 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.

Components of net periodic pension cost:

Servicecost. . ...... ... .oty
Interestcost. . .. .. ..o vt v
Expected return on assets. . ...........
Armortization of transition asset .. ... ...
Amortization of prior service cost ... ...
Amortization of actuarial loss .........

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

........... (183)

...........

Three Mounths Ended December 31
Pension Benefits Other Benefits
2008 2007 2008 2007
(To thousands)

........... $3,703  $3,878 $2946 $3,341
........... 7,554 6,736 3.520 2,912
........... 6,238)  (6,310) (573) (715)

e — 378 378
(171) — e
955 1,926 — —

........... $5791 $6,059 $6,271  $5916
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The assumptions used to develop our net periodic pension cost for the three months ended December 31,
2008 and 2007 are as follows:

Pension Benefits Other Benefits
2008 2007 2008 2007
Discountrate. . . ... ..ttt e 7.57% 6.30% 7.57% 6.30%
Rate of compensation increase. . ........ ... ... . . ..., 4.00% 4.00% 4.00% 4.00%
Expected reum on plan assets. . ...... ..ot 8.25% 8.25% 5.00% 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.
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
(PPA), we determined the funded status of our plans as of January 1, 2009. Based upon this valuation, we
expect we will be required to contribute less than $25 million to our pension plans by September 15, 2009.

We contributed $2.6 million to our other post-retirement benefit plans during the three months ended
December 31, 2008. We expect to contribute a total of approximately $10 million to these plans during fiscal
2009.

8. Commitments and Contingencies
Lifigation and Environmental Matters

With respect to the specific litigation and eovironmental-related matters or claims that were disclosed in
Note 12 to the financial statements in our Annnal Report on Form 10-K for the fiscal year ended September 30,
2008, there were no material changes in the status of such litigation and environmental-related matters or
claims during the three months ended December 31, 2008, We continue to believe that the final outcome of
such litigation and environmental-related matters or claims will not have a material adverse effect on our
financial condition, results of operations or cash flows.

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

Purchase Commitments

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At December 31, 2008, AEM was committed to purchase
77.6 Bef within one year, 30.2 Bef within one to three years and 1.2 Bcf after three years under indexed
contracts. AEM is committed to purchase 1.6 Bef within one year under fixed price contracts with prices
ranging from $4.14 to $13.20 per Mcf. Purchases under these contracts totaled $527.5 million and $572.0 mil-
lion for the three months ended December 31, 2008 and 2007.

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. Commitmoents for
incremental daily purchases are made as necessary during the month in accordance with the terms of the
individual contract.
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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 December 31, 2008 are as follows (in thousands):

2000 e e e e e $243,310
2000 e e e e e 90,146
/1) 8,240
2 L) /GO 8,006
2 1 O 8,102
B 1= 7<) 2,727

$360,531

Regulatory Matters

During the three months ended December 31, 2008, we concluded annual rate filing mechanisms we had
filed in our Mid-Tex and West Texas service areas. As of December 31, 2008, rate cases were in progress in
our City of Dallas and Tennessee service areas. These regulatory proceedings are discussed in further detail in
Management’s Discussion and Analysis — Recent Ratemaking Developments.

9. 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 Septernber 30, 2008, During the three months
ended December 31, 2008, there were no material changes in owr concentration of credit risk.

10. Segment Information

Atmos Energy and our subsidiaries are engaged primarily in the regulated natural gas distribution,
transmission and storage business as well as other nonregulated businesses. We distribute natural gas through
sales and transportation arrangements to approximately 3.2 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.

Through our nonregulated businesses, we primarily provide natural gas management and marketing
services to municipalities, other local distribution companies and industrial customers primarily in the Midwest
and Southeast. Additionally, we provide patural gas transportation and storage services Lo certain of our natural
gas distribution operations and to third parties.

We operate the Company through the following four segments:

o 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 the Atmos Pipeline — Texas Division.

» The natural gas marketing segment, which includes a variety of nonregulated natural gas management
services.

» The pipeline, storage and other segment, which includes our nonregulated natural gas transmission and
storage services.
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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 charactenistics. 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 Septernber 30, 2008. We evaluate performance based on net income or
loss of the respective operating units.

Income statements for the three-month periods ended December 31, 2008 and 2007 by segment are
presented in the following tables:

Three Months Ended December 31, 2008

Natural Regulated Natural Fipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations Consolidated
(In thousands)
Operating revenues from external
parties . ....... ... n.. $1,055,772  $30,222  $616,844 $13494 § —  $1,716,332
Intersegment revenues . ....... 196 24.460 170,651 2,954 (198,261} -
1,055,968 54,682 787,495 16,448 (198,261) 1,716,332
Purchased gascost. . ......... 757,584 —_ 757472 3,903 (197,839) 1,321,120
Grossprofit .............. 298,384 54,682 30,023 12,545 422) 395,212
Operating expenses
Operation and maintenance . . . 97,994 27,569 8,516 1,184 (508) 134,755
Depreciation and
amortization ... ......... 47,139 4,955 401 631 - 53,126
Taxes, other than income . ... 40,746 2,788 593 10 — 44,137
Total operating expenses. .. .. .. 185,879 35,312 9,510 1,825 (508) 232,018
Operating income. .. ......... 112,505 19,370 20,513 10,720 86 163,194
Miscellaneous income
(exXpense) . .......oiuiennn 3,121 815 301 2,161 (6,699) (301
Interest charges ............. 32,887 8,079 3,902 736 (6,613) 38,991
Income before income taxes . . . . 82,739 12,106 16,912 12,145 —_ 123,902
Income tax expense . ......... 32,606 4,445 6,337 4,551 — 47,939
Netincome............. $ 50,133 $7661 $ 10575 $ 7594 $ — § 75,963
Capital expenditures.......... $ 89003 $5060 % 29  $13275 % - $ 107,367




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

Three Months Ended December 31, 2007

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribation  and Storage  Marketing Other Eliminations  Consolidated
(In thousands)
Operating revenues from external
parties . .. ..ot $928,029 $22,437  $702,722  $4,322 § —  $1,657,510
Intersegment revenues . ........ 148 22,609 137,995 2,405 (163,157) —
928,177 45,046 840,717 6,727 (163,157 1,657,510
Purchased gascost. .. ......... 654,977 — 794,754 729 (162,588) 1,287,872
Grossprofit............... 273,200 45,046 45,963 5,998 (569) 369,638
Operating expenses
Operation and maintenance . . . 97,247 15,432 7.877 1,288 (655) 121,189
Depreciation and
amortization. . ........... 42,832 4,916 387 378 —_ 48,513
Taxes, other than income . . ... 35,618 2,444 3,000 365 B 41,427
Total operating expenses ... .... 175,697 22,792 11,264 2,031 (655) 211,129
Operating income . ........... 97,503 22,254 34,699 3,867 86 158,509
Miscellaneous income
{expense)............oo... 476 174 796 2,028 (3,567 93)
Interest charges . .. ........... 31,214 7,071 1,314 699 (3,481) 36,817
Income before income taxes. . . .. 66,765 15,357 34,181 5,296 B 121,599
Income tax expense........... 26,601 5,510 13,581 2,104 — 47,796
Netincome ............. $ 40,164 $ 9847 § 20,600 $3,192 $ — $ 73,803
Capital expenditures .......... $ 84,313 $8382 % 31 $1,429 $ — $ 94,155
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at December 31, 2008 and September 30, 2008 by segment is presented in the

following tables:

ASSETS

Property, plant and eguipment, net . .

Investment in subsidiaries . .......
Current assets

Cash and cash equivalents . . . ...

Assets from risk management
activities . . .. ...

Other current assets . ... ... ....
Intercompany receivables. . ... ..

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

Intangible assets . . .............
Goodwill ....................
Noncurrent assets from risk

management activities .. .......

Deferred charges and other assets. . .

CAPITALIZATION AND

LIABILITIES
Sharcholders” equity . . ..........

Long-termdebt................

Total capitalization. . .. ......

Current liabilities

Current maturities of long-term
debt ....................

Short-tecmdebt., . ... ... ... ..

Liabilities from risk management
activities . . .. ... . ... .. ..

Other current liabilities ... ... ..
Intercompany payables . .......

Total current liabilities . . .. ...

Deferred income taxes. . ... ......
Noncurrent labilities from risk

management activities . ........

Regulatory cost of removal
obligation. . ................

Deferred credits and other

hRabilities ..................

December 31, 2008
Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution and Storage Marketing Other Eliminations Consolidated
(In thousands)

$3,533,249 $584.882 $ 7,387 $69230 §$ —  $4,194,748
466,443 R (2,096) o (464,347) ——
36,931 e 32,052 816 e 69,799

— — 41,016 24,608 (25,549) 40,075
1,151,129 27,029 413,676 62,728 (81,328) 1,573,234
534,996 — — 142,753 (677,749) —
1,723,056 27,028 486,744 230,905 (784,626) 1,683,108
— — 1,931 — — 1,931
569,920 132,367 24,282 10,429 — 736,998

19 — 13,214 44 44) 13,233
166,609 6,718 853 14,641 — 188,881
$6,459,356  $750,996  $532,315 $325,249  $(1,249,017) $6,818,899
$2,078,076  $137,805  $102,735 $225,903 § (466,443) $2,078,076
1,719,396 — — 524 — 1,719,920
3,797,472 137,805 102,735 226,427 (466,443) 3,797,996
400,000 — _— 507 e 400,507
401,683 —— -— — (40,850) 360,833
47,448 — 30,596 937 (25,549) 53.432
863,569 8,330 291,154 78,442 (38,351) 1,203,144
— 535,064 142,685 — (677,749) —
1,712,700 543,394 464,435 79,886 (782,499) 2017916
385,547 65,874 (35,664) 15,598 (31 431,324
3,885 - 122 — (44) 3,963
305,784 —— — —_ —_— 305,784
253,968 3,923 687 3,338 — 261,916
$6,459,356  $750,996  $532,315 $325,249  $(1,249,017) $6,818,899
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Investment in subsidiaries
Current assets

Goodwill
Noncurrent assets from risk

ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

ASSETS

Property, plant and equipment, net . .

Cash and cash equivalents

Assets from risk management
activiies .. . ... .o iu. .

Other current assets. ... .......
Intercompany receivables. . .. ...

Tolal current assets
Intangible assets . . . ............

management activities . ........

Deferred charges and other assets. . .

CAPTTALIZATION AND

LIABILITIES
Sharcholders’ equity . ... ... .....

Long-termdebt. .. .............

Total capitalization. . ........

Current Habilities

Current maturities of long-term
debt .......... .. ...

Short-term debt. . ............

Liabilities from risk management
activities . . . . .. e

Other current liabilities
Intercompany payables

Total current Liabilities .. .. ...

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

management activities . ... .....

Reguiatory cost of removal
obligation..................

Defetred credits and other

liabilities

September 30, 2008
Natoral Regulated Natural Pipeline,
Gas Transmission Gas Storage aud
Distribution  and Storage Marketing Other Eliminations Consolidated
(In thousands)

$3,483,556  $585,160 % 7,520 §$ 60,623 & —  $4,136,859
463,158 — (2,096) —_ (461,062) —
30,878 — 9,120 6,719 e 46,717

- — 69,008 20,239 (20,956) 68,291

774,933 18,396 411,648 56,791 (91,672) 1,170,096
578,833 — — 135,795 (714,628) —
1,384,644 18,396 489,776 219,544 (827,256) 1,285,104
—_ — 2,088 — —_ 2,088

569,920 132,367 24,282 10,429 — 736,998
— _— 5,473 — — 5473

195,985 11,212 1,182 11,798 —_ 220,177
$6,097,263  $747,135  $528,225 $302,394  $(1,288,318) $6,386,699
$2,052,492  $130,144  $114,559 $218,455 $ (463,158) $2,052,492
2,119,267 — — 525 — 2,119,792
4,171,759 130,144 114,559 218,980 (463,158) 4,172,284
—_ — — 75— 785

385,592 e 6,500 — (41,550) 350,542
58,566 —_ 20,688 616 (20,956) 58,914
538,777 7,053 236,217 62,796 47,997) 796,846

— 543,384 171,244 e (714,628) —
982,935 550,437 434,649 64,197 (825,131y 1,207,087
384,860 62,720 (21,936) 15,687 (29) 441,302
5,111 — 258 — — 5,369
298,645 — — e — 298,645
253,953 3,834 695 3,530 g 262,012
$6,097,263  $747,135  $528,225 $302,394 $(1.288,318) $6,386.699
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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
December 31, 2008, and the related condensed consolidated statements of income and cash flows for the
three-month periods ended December 31, 2008 and 2007. These financial statements are the responsibility of
the Company’s management.

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

Based on onr 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, 2008, and the related consolidated staternents of income, shareholders’ equity, and cash flows
for the year then ended, not presented herein, and in our report dated November 18, 2008, we expressed an
ungualified opinion on those consolidated financial statements. In our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2008, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

/s Ernst & Younc LLP

Dallas, Texas
Febreary 3, 2009
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial
statements in this Quarterly Report on Form 10-Q and Management’s Discussion and Analysis in our Annual
Report on Form 10-K for the year ended September 30, 2008.

Cuautionary 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
staternents” 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

<3 » @

other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”,
“forecast”, “goal”, “intend™, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended
to identify forward-looking statements. Such forward-looking statements are subject to risks and uncertainties
that could cause actual resnlts 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, which are discussed in more detail in our Annual Report on Form 10-K for the
year ended September 30, 2008, include the following: our ability to continue to access the credit markets to
satisfy our liquidity requirements; the impact of recent economic conditions on our customers; increased costs
of providing pension and postretirement health care benefits and increased funding requirements; market risks
beyond our control affecting our risk management activities including market liquidity, commodity price
volatility, increasing interest rates and connterparty creditworthiness; regulatory trends and decisions, including
the impact of rate proceedings before various state regulatory commissions; increased federal regulatory
oversight and potential penalties; the impact of environmental regutations 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 discassed 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 actnal experience or that the expectations
derived from them will be realized. Further, we nndertake no obligation to npdate or revise any of our
forward-looking staternents whether as a result of new information, future events or otherwise.

OVERVIEW

Atmos Bnergy and our subsidiaries are engaged primarily in the regulated natural gas distribution and
transportation and storage businesses as well as other nonregunlated natural gas businesses. We distribute
natural gas through sales and transportation arrangements to approximately 3.2 million residential, commercial,
public authority and industrial customers thronghout 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
systern.

Through our nonregulated businesses, we primarily provide natral 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 and to third parties.
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‘We operate the Company through the following four segments:

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

o the regulated transmission and storage segment, which includes the regulated pipeline and storage
operations of the Atmos Pipeline — Texas Division,

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

e the pipeline, storage and other segment, which is comprised of our nonregunlated natural gas gathering,
transmission and storage services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

Our condensed consolidated financial staternents 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 to be reasonable under the circumstances. On an ongoing basis, we evaluate
our estimates, including those related to risk management and trading activities, allowance for doubtful
accounts, legal and environmental accruals, insarance 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 Anmual Report on Formn 10-K for the fiscal year ended September 30, 2008 and include the
following:

¢ Regulation

* Revenue Recognition

» Allowance for Doubtful Accounts

» Derivatives and Hedging Activities

* Impairment Assessments

* Pension aod Other Postretirement Plans

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, 2008.




RESULTS OF OPERATIONS

The following table presents our consolidated financial highlights for the three
ber 31, 2008 and 2007:

months ended Decem-

Three Months Ended
December 31

2008 2007

(In thousands, except per

share data)

Operatifg TEVEDUES . -« oo ot vt e ee e ottt meme e ren et $1,716,332  $1,657,510

Gross profit. . . ..o e s
Operating EXPEenSES . . . v oot i m v iattia e
OperalinZ INCOME . . ..o vt vttt et ie et et ace i cnnnaan e
Miscellaneous eXPenSe. . . - . oot tv it e e e e
Interest charges . . . . ..o oo i e e e
Income before InCoOmME taxes. . .. ... oot ii ittt
TNCOME 1aX EXPBNSE .« « o v v v et e vt e o e et
NELIICOMIE &+« v o et e s e e et vt e e e ene e e s nnnncnneranens $
Diluted net income pershare . ... ... ... it i $

395,212 369,638
232,018 211,129
163,194 158,509
(301 (93)
38,991 36,817
123,902 121,599
47,939 47,796
75963 $ 73,803
083 § 0.82

Our consolidated net income during the three months ended December 31, 2008 and 2007 was earned in

each of our business segments as follows:

Three Months Ended
December 31
2008 2007 Change

(In thousauds)
Natural gas distribution segment. .. ........ovtrervrevennn. $50,133  $40,164 $ 9,969
Regulated transmission and storage segment ... ............ . 7,661 9,847 (2,186)
Natural gas marketing segment .. ... .. ... ... ... .o vhao.. 10,575 20,600 (10,025)
Pipeline, storage and other segment. . ...................... 7,594 3,192 4,402
NELINCOIMNIE « o o v v et e et e et e et et e e $75,963 $73,803 $ 2,160

The following tables segregate our consolidated net income and diluted earnings per share between our

regulated and nonregulated operations:

Three Months Ended
December 31

2008 2007 Change

(In thousands, except per share data)

Regulated OPETAtONS . ..o\ vvv v in i it e $57,794  $50,011  $7,783
Nonregulated operations . . . .. ... i i i 18,169 23,792 (5,623)
Consolidated DELINCOME . o vttt it v it e e e ns $75963  $73,803 $2,160
Dituted EPS from regulated operations ... ............c....u.. $ 063 $ 056 % 007
Diluted EPS from nonregulated operations ................... 0.20 0.26 (0.06)
Consolidated diluted EPS . . . ... ... ... e $ 083 $ 082 § 001

The following summarizes the results of our operations and other significant events for the three months

ended December 31, 2008:

 Regulated operations generated 76 percent of our net income during the three months ended
December 31, 2008 compared to 68 percent during the three months ended December 31, 2007. The
$7.8 million increase in our regulated operations net income primarily reflects favorable ratemaking
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activity coupled with higher transportation and priority reservation fees, which were partially offset by
an 11 percent increase in operating expenses.

= Nonregulated operations contributed 24 percent of net incorne during the three months ended Decem-
ber 31, 2008 compared to 32 percent during the three months ended December 31, 2007. The
$5.6 million decrease in our nonregulated operations net income primarily reflects a decrease in
unrealized margins partially offset by favorable asset optimization margins.

» For the three months ended December 31, 2008, we generated $150.7 million in operating cash flow
compared with $61.4 million for the three months ended December 31, 2007, primarily reflecting the
timing of accounts receivable collections and purchases of gas stored underground.

¢ During the first quarter of fiscal 2009, we entered into two new 364-day committed credit facilities that
will provide $587.5 million to help fund our natural gas purchases and working capital needs.

Three Months Ended December 31, 2008 compared with Three Months Ended December 31, 2007
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 natoral gas, competitive factors in the energy industry and
economic conditions in our service areas.

Our ability to eamn 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 90 percent of
our residential and commercial meters in the following states for the following time periods:

GEOEgIa . . ..ttt e et October — May
Kansas. . ... i e e October — May
Kentucky . .. ..o e e e November - April
LOMSIANA. . ..ottt it e et December — March
MISSISSIPPI. « o v ottt e e e e e e e November — April
TeBOESSEE . ..ot e e e et November ~ April
Texas: Mid-Tex .. ... e e e e e November — April
Texas: West Texas ... ... i e e e e October — May
4111 T Janoary — 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 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 cornponent of taxes, other than income. Although
changes in revenue-related taxes arising from changes in gas costs affect gross profit, over tirne the impact is
offset within operating income. Timing differences exist between the recognition of revenue for franchise fees
collected from our customers and the recognition of expense of franchise taxes. The effect of these timing
differences can be significant in periods of volatile gas prices, particularly in our Mid-Tex Division. These
timing differences may favorably or unfavorably affect net income; however, these amounts should offset over
time with no permanent impact on net income.
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Beginning Jannary 1, 2009, changes in our franchise fee agreements will become effective that should
significantly reduce the impact of this timing difference on a prospective basis.

Higher gas costs may also adversely impact our accounts recejvable 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 camse customners to conserve or use alternative energy sources.

Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the three months ended
December 31, 2008 and 2007 are presented below.

Three Months Ended
December 31
2008 2007 Change
(In thousands, unless otherwise noted)
Grossprofit . ... ... ... . $208,384  $273,200 $25,184
Operaling eXpPenses .. ... ovve i rneanrenene s ensnas 185,879 175,697 10,182
Operating income. ... ......... ... . 112,505 97,503 15,002
Miscellaneous INCOME . ... oottt n it it e eeiee e 3,121 476 2,645
Interest charges . . ..o vv v in it i e e 32,887 31,214 1,673
Income before incometaxes. . ................... ... ... 82,739 66,765 15,974
INCOmeE taX EXPeNSe - .o v v v v i ir e e e 32,606 26,601 6,005
NetIeome . . .. ..ottt ettt $ 50,133 § 40,164 $ 9,969
Consolidated natural gas distribution sales volumes — MMcf . . . 91,446 84,767 6,679
Consolidated natural gas distribution transportation volumes —
MMl L e e 34,336 33,749 587
Total consolidated natural gas distribution thronghput -—
MM .. e 125,782 118,516 7,266
Consolidated natural gas distribution average transportation
revenue per Mcf. .. ... ... e $ 045 % 04 §$ 001
Consolidated natural gas distribution average cost of gas per Mcf
SOId . . e e $ 828 § 773 $ 055

The following table shows our operating income by natural gas distribution division for the three months
ended December 31, 2008 and 2007. 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
2008 2007 Change

(In thousands)
MIG-TEX ottt e e et e i e et e e $ 52,678 $50,225 § 2453
Kenmcky/Mid-States . ... oo v e ini ettt eine e ns 19,025 14,168 4,857
Lomisiana . .. ... it it e e e e 14,584 11,932 2,652
WVESt TERAS © v v vt ettt et s e 8,013 4,976 3,037
MISSISSIPPE - 2 oot it it e e e 8,435 7,829 606
Colorado-Kansas . . .. v it e ettt i e e 8,601 6,688 1,913
[ 143 7> N 1,169 1,685 (516)
Otal . . e e e $112,505  $97,503  §15,002




The $25.2 million increase in natural gas distribution gross profit primarily reflects a $15.3 million
increase in rates. The net increase in rates primarily was attributable to the Mid-Tex Division, which increased
$11.3 million as a result of the implementation of its 2008 Rate Review Mechanism (RRM) filing with all
incorporated cities in the division other than the City of Dallas (the Settled Cities). The curent year period
also reflects $4.0 million in rate adjustruents primarily in Georgia, Kansas, Louisiana and West Texas. In
addition, the increase in gross profit reflects a six percent increase in distribution throughput. Finally, gross
profit increased $8.1 million compared with the prior-year quarter due to a non-recurring update to our
estimate for gas delivered to customers but not yet billed to reflect changes in base rates in several of our
jurisdictions.

Partially offsetting these increases was a decrease of approximately $0.3 million in revenue-related taxes
primarily due to lower revenues, on which the tax is calculated, in the current-year quarter compared to the
prior-year quarter. This decrease, combined with an $8.1 million quarter-over-quarter increase in the associated
franchise and state gross receipts tax expense recorded as a component of taxes other than income, resulted in
an $8.4 million decrease in operating income when compared with the prior-year quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income, increased $10.2 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $2.2 million,
primarily due to a $2.1 million noncash charge to impair certain available-for-sale investments due to the
recent deterioration of the financial markets.

Depreciation and amortization expense increased $4.3 million for the first guarter of fiscal 2009 compared
with first guarter of fiscal 2008. The increase primarily was attributable to additional assets placed in service
during the current-year period.

Interest charges allocated to the natural gas distribution segment increased $1.7 million due to higher
average short-term debt balances, interest rates and commitment fees experienced during the current-year
quarter compared fo the prior-year quarter. These increases are associated with the recent adverse conditions in
the credit markets.

Recent Ratemaking Developments

Significant ratemaking developments that occurred during the three months ended December 31, 2008 are
discussed below. The amounts described below represent the gross revenues that were requested or received in
each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain
operating costs may have increased as a result of a commission’s final ruling.

Annual Rate Filing Mechanisms

In April 2008, the Mid-Tex Division filed its first RRM with the Settled Cities. The filing requested an
increase m rates of $33.3 million on a system-wide basis, of which $26.7 million applied to the Settled Cities.
We reached an agreement with representatives of the Settled Cities to increase rates $20.0 million on a
system-wide basis, which were implemented beginning in November 2008. The impact to the Mid-Tex
Division for the Settled Cities is approximately $16.0 million.

In the West Texas Division, the Company reached an agreement with representatives of the West Texas
Cities with respect to its RRM filing to increase rates a total of $3.9 million. The $3.9 million will be
collected through the true-up portion of the RRM tariff rates over a 9% month period beginning in November
2008.

In May 2008, the City of Lubbock approved its Conservation and Customer Value Plan (CCVP), which
contained an annual rate review mechanism that would adjust rates to reflect changes in the West Texas
Division’s cost of service and rate base. The West Texas Division filed its annual review filing under the
CCVP in June 2008. The Company and city officials were unable to reach a mutnally agreeable settlement,
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and in December 2008, the City Council passed an ordinance withdrawing the CCVP tariff. The Company is
currently evaluating it options.

In December 2008, we filed our TransLa annual rate stabilization clause with the Louisiana Public
Service Commission requesting an increase of $0.9 million. The filing was for the test year ended
September 30, 2008. We anticipate final resolution of this proceeding by March 2009.

In September 2008, we filed our Mississippi stable rate filing with the Mississippi Public Service
Commission (MPSC) requesting an increase of $3.5 million. In Janvary 2009, we withdrew this request after
we were unable to reach a mutually agreeable settlement with the MPSC.

GRIP Filings

fhustodiibnlomnos = el

In May 2008, the Mid-Tex Division made a GRIP filing seeking a $10.3 million increase on a system-
wide basis. However, this filing is only applicable to the City of Dallas and the Mid-Tex environs and secks a
$1.8 million increase for cnstomers in those service areas only. Rates were approved for this filing in
December 2008 and will be implemented in February 2009.

Rate Case Filings

In October 2008, our Kentucky/Mid-States Division filed a rate case with the Tennessee Regulatory
Authority seeking a rate increase of $6.3 million. The filing includes a rate base of approximately
$191.0 million, a 50/50 capital structure and requests an authorized return on equity of 11.7 percent. We are
currently working through discovery on the case. In January 2009, the Consumer Advocate and Protection
Division recommended a decrease in rates of $3.7 million. Any adjustment to rates is expected to be
implemented no later than April 2009.

In Noveraber 2008, the Mid-Tex Division filed a statement of intent to increase rates for customers within
the City of Dallas by $9.1 million. The City of Dallas suspended the filing on December 10, 2008 and is
expected to take final action on the filing by the end of February 2009.

Other Ratemaking Activity

In May 2007, our Mid-Tex Division filed for a 36-month gas contract review filing. This filing is
mandated by prior Railroad Commission of Texas (RRC) orders and relates to the prudency of gas purchases
made from November 2003 through October 2006, which total approximately $2.7 billion. The intervening
parties recommended disallowances ranging from $58 million to $89 million. A hearing was held at the RRC
in September 2008. In December 2008, a proposal for decision was issued by the Hearing Examiner
recommending no gas cost disallowance. The RRC is expected to render it decision in February 2009.

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 patierns, 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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Review of Financial and Operating Resulfs

Financial and operational highlights for our regulated transmission and storage segment for the three
months ended December 31, 2008 and 2007 are presented below.

Three Months Ended
December 31

2008 2007 Change

(In thousands, unless otherwise noted)

Mid-Tex transportation. . . . . oo v v in i i e et saiana e e $ 24352 $ 22388 § 1,964
Third-party transportation. . . . ... .ottt 25,366 18,232 7,134
Storage and park and lend services . ... ... ... o Lol 2,357 2,039 318
1 171 A G P 2,607 2,387 220
Grossprofit ... ... ... ... . . 54,682 45,046 9,636
Operaling eXpenses . .. ..vcovvrteaneanasunnrannaeenass 35,312 22,792 12,520
Operatingincome. . .. ............ ... ..., 19,370 22,254 (2,884)
Miscellaneous inCorme . ... .vv vt vt et e i 815 174 641
Interest Charges . . ..o viv ittt it eaae e 8,079 7,071 1,008
Income beforeincome taxes. ... ....... ... iironnn 12,106 15,357 (3,251)
TNCOME taX EXPONSE - ¢ o ot v vee e irevmrcscnaeananenns 4 445 5,510 (1,065)
Net COINE . .. . oot ettt et ettt et $ 7661 $ 9847 $(2,186)
Gross pipeline transportation volumes —MMef . ... ... ..... 192,172 188,864 3,308
Consolidated pipeline transportation volumes — MMcf . ... .... 135,858 136,200 (342)

The $9.6 million increase in gross profit primarily was attributable to a $3.7 million increase resulting
from higher transportation fees on through-system deliveries due to market conditions and a $3.3 million
increase from higher priority reservation fees. The improvement in gross profit also reflects a $1.4 million
increase dne to our 2006 and 2007 GRIP filings. Throughput was flat as increased city-gate, electrical
generation and HUB deliveries offset decreased Barnett Shale receipts and industrial deliveries.

Operating expenses increased $12.5 million primarily due to increased employee and pipeline mainte-
nance costs.

Natural Gas Marketing Segment

Our natwral gas marketing activities are conducted through Atmos Energy Marketing, LLC (AEM). AEM
aggregates and purchases gas supply, arranges transportation and/or storage logistics and ultimately delivers
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer-
owned transportation and storage assets to provide the various services our customers request, including
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the nse of financial
instruments, As a result, our revenues arise from the types of commercial transactions we have structured with
our customers and include the value we extract by optimizing the storage and transportation capacity we awn
or control as well as revenues received for services we deliver.

Our asset optimization activities seek to maximize the economic value associated with the storage and
transportation capacity we own or control. We attempt to meet this objective by engaging in natural gas
storage transactions in which we seek to find and profit from the pricing differences that occur over time. We
purchase physical natural gas and then sell financial iustruments at advantageous prices to lock in a gross
profit margin. We also seek to participate in transactions in which we combine the natural gas commeodity and
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost
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alterpative within the natural gas supplies, transportation and markets to which we have access. Through the
use of transportation and storage services and financial instruments, we also seek to capture gross profit
margin throngh the arbitrage of pricing differences that exist in various locations and by recognizing pricing
differences that occur over time.

AEM continually manages its net physical position to attempt to increase in the future the potential
economic gross profit that was created when the original transaction was executed. Therefore, AEM may
subsequently change its originally scheduled storage injection and withdrawal plans from one time period to
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to
accelerate the withdrawal of physical gas, it will execute new financial instruments to hedge the original
financia!l instruments. If AEM elects to defer the withdrawal of gas, it will reset its financial instruments by
settling the original financial instruments and executing new financial instruments to correspond to the revised
withdrawal schedule.

We use financial instruments, 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 valoe 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 instroments are
settled. Once the gas is withdrawn and the financial instruments are settled, the previously unrealized margins
associated with these net positions are realized.

AEM also uses financial instruments to capture additional storage arbitrage opportunities that may arise
after the execution of 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 instruments
are recognized as a component of unrealized margins until they are settled.

Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segment for the three months ended
December 31, 2008 and 2007 are presented below. Gross profit margin consists primarily of margins earned
from the delivery of gas and related services requested by our customers 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.

Unrealized margins represent the unrealized gains or losses on our net physical gas position and the
related financial instruments used to manage commodity price risk as described above. These margins fluctuate
based upon changes in the spreads between the physical (spot) 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
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
December 31

2008 2007 Chanpe
(In thousands, unless otherwise noted)

Realized margins

Delivered 885 ... ..o vvvtit i e e e $ 18553 $ 18,173 $ 380
Asset OpHIMIZAHON . ... vttt i it it e i 36,939 (525} 37,464
55,492 17,648 37,844
Unrealized margins. . .. ...ttt (25,469) 28,315 (53,784)
Grossprofit. .. ... ... ... .. ... i . 30,023 45,963 (15,940)
Operating eXPenSES . .« « oottt e e e e 9,510 11,264 (1,754)
Operatingincome ......... ... ... ...t iiiiannnnnn. 20,513 34,699 (14,186)
Miscellaneous INCOME . .. .. it ittt et e e e e 301 796 (495)
Interest charges. .. ... ... ittt i e 3,902 1,314 2,588
Income before income taxes . ............coouiunnnnn, 16,912 34,181 (17,269)
Income tax eXPense .. ... ..ttt 6,337 13,581 (7,244)
Net INCOME . .. oottt e et e ettt $ 10,575 § 20,600  $(10,025)
Gross natural gas marketing sales volumes — MMef ... ... ... 110,658 108,709 1,949
Consolidated natural gas marketing sales volnmes — MMcf. . .. 93,308 96,206 (2,898)
Net physical position Bef) ... .. ... ... .o ol 16.3 17.7 (1.4)

The $15.9 million decrease in our natural gas marketing segment’s gross profit primarily was driven by a
$53.8 million decrease in unrealized margins. This decrease primarily reflects the recognition of previously
unrecognized margins in realized margins, as a result of cycling more gas from storage and settlement of the
corresponding financial instruments. This decrease was partially offset by a smaller widening during the
current quarter compared with the prior-year quarter of the spreads between current cash prices and forward
natural gas prices as cash prices have declined more rapidly than prices for the forward delivery months.

The decrease in unrealized marging was partially offset by a $37.5 million increase in asset optimization
margins. In the prior year, as a result of a less volatile natural gas market, AEM elected to defer storage
withdrawals and reset the corresponding financial instruments to increase the potential gross profit it could
realize in future periods from its asset optimization activities. During the quarter, AEM realized substantially
all of the gains it had captured as a result of deferring storage in prior periods as the storage was withdrawn
and the corresponding financial instruments were settled,

In addition, the decrease in gross profit generated from unrealized margins was also partially offset by a
$0.4 rullion increase in realized delivered gas margins. The increase was largely attributable to higher gross
sales volumes combined with slightly higher per-unit margins, compared with the prior-year quarter.

Operating expenses, which include operation and mainienance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income taxes, decreased $1.8 million primarily
due to the absence in the current year of $2.4 million related to tax matters incurred in the prior-year quarter
partially offset by an increase in employee and other administrative costs.

Economic Gross Prafit

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the
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associated financial instruments. This economic gross profit, combined with the effect of the future reversal of
unrealized gains or losses currently recognized in the income statement is referred to as the potential gross
profit. ) The following table presents AEM’s economic gross profit and its potential gross profit at

December 31, 2008 and September 30, 2008.

Associated Net

Net Physical Economic Unrealized Potential Gross
Period Ending Pasition Gross Profit Gain Profit™
Bceh) (Tu millions) (n millions) (In millions)
December 31,2008, . ............... 16.3 $20.7 $ 48 $15.9
September 30,2008 .. .............. 8.0 $48.5 $36.4 $12.1

() Potential gross profit represents the increase in AEM’s gross profit in future periods if its optimization
efforts are executed as planned. This amount does not include storage and other operating expenses and
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an esti-
mated increase in future net income. There is no assurance that the economic gross profit or the potential
gross profit will be fully realized in the futire. 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 our investors
a more comprehensive view of our asset optimization efforts and thus a better understanding of these activ-
ities than would be presented by GAAP measures alone.

As of December 31, 2008, based upon AEM’s planned inventory withdrawal schedule and associated
planned settlement of financial instruments, the economic gross profit was $20.7 million. This amount will be
reduced by $4.8 million of net unrealized gains recorded in the financial statements as of December 31, 2008
that will reverse when the inventory is withdrawn and the accompanying financial instruments are settled.
Therefore, the potential gross profit was $15.9 million at December 31, 2008.

The $3.8 million increase in potential gross profit as compared to September 30, 2008, is comprised of a
$31.6 million decrease in unrealized gains and an unfavorable movement in the market prices nsed to valne
our natural gas storage inventory, partially offset by a $27.8 million decrease in the economic gross profit,
principally due to the withdrawal of physical inventory and the realization of financial instruments settled
during the period. During this process, AEM increased its net physical position 8.3 Bcf; however, the captured
spreads were lower than in prior periods.

The economic gross profit 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 AEM
actively manages and optimizes its portfolio to atternpt 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 gross profit or the potential gross
profit calculated as of December 31, 2008 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 earnings could be adversely impacted. Assuming AEM fully
executes its plan in place on December 31, 2008, without encountering operational or other issues, we
anticipate that approximately half of the potential gross profit as of December 31, 2008 will be recognized
during the second quarter of fiscal 2009.

Pipeline, Storage and Other Segment

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and
Storage, LLC (APS) and Atmos Power Systems, Inc., which are each wholly owned by Atmos Energy
Holdings, Inc.

APS owns or has an interest in underground storage fields in Kentucky and l.ouisiana. We use these storage
facilities to reduce the need to contract for additional pipeline capacity to meet customer demand during peak
periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering business. As
of December 31, 2008, these activities did not represent a significant portion of this segment’s operations.
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Through Atmos Power Systems, Inc., we have constructed electric peaking power-gencrating plants and
associated facilities and lease these plants throngh lease agreements that are accounted for as sales under
generally accepted accounting principles.

Results for this segment are primarily impacted by seasonal weather patterns and volatility in the natural
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk
associated with its asset optimization activities.

Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the three months
ended December 31, 2008 and 2007 are presented below.

Three Months Ended
December 31
2008 2007 Change
(In thousands)
Storage and transportation SErviCES . . .. ... v.iiieane ., $ 2988 $2981 $ 7
Asset OpIMIZAUON. . . ..t i it ittt ittt 4,340 (231) 4,571
L6 7 1= U OO 2,443 875 1,568
Unrealized margings . ... ... ...ttt et nneaaaaneaaa 2,774 2,373 401
Grassprofit . . ... ... ... ... . . e 12,545 5,998 6,547
Operating eXpenses - . .o v vt v e s e et e e e 1,825 2,031 (206)
Operating income . ... ... .. .. . . e 10,720 3,967 6,753
Miscellaneous MCOME . . .. ottt e ittt e et et e aeae e 2,161 2,028 133
Tnterest charges . .. ..o n it i e e . 736 699 37
Income beforeincome faxes .................... ... .. ... 12,145 5,296 6,849
INCOmME taX EXPEMSE. + + v vttt te et i it ca it a i 4,551 2,104 2,447
Net IICOME. . .. ..ttt ettt e e $ 7,594  $3,192 $4,402

Gross profit from our pipeline, storage and other segment increased $6.5 million primarily due to a
$4.6 million increase in asset optimization margins as a result of strong transportation margins earned on
excess pipeline capacity under certain asset management agreements in the current-year period coupled with a
sale of mventory in the quarter.

Operating expenses for the three months ended December 31, 2008 were consistent with the prior-year
quarter.

Liquidity and Capital Resources

The liquidity required to fund our working capital, capital expenditures and other cash needs is provided
from a variety of sonrces inclnding internally generated funds and borrowings under our commercial paper
program 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 fand our liguidity needs.

The primary means we use to fund our working capital needs and growth is to utilize internally generated
funds and to access the commercial paper markets. Recent adverse developments in global financial and credit
markets have made it more difficult and more expensive for the Company to access the short-term capital
markets, including the commescial paper market, to satisfy our liquidity requirements. Consequently, during
the quarter, we experienced higher than normal borrowings under our five-year credit facility used to backstop
our commercial paper program in lien of commercial paper borrowings to fund onr working capital needs. At
December 31, 2008, the total amount used under this facility was $360.8 million and $205.9 million was
available. However, subsequent to quarter end, credit market conditions have improved, both as to availability
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and interest rates, and we have been able to obtain sufficient levels of commercial paper to substantially
reduce direct borrowings on this facility.

During the first quarter of fiscal 2009, we strengthened the sources of our liquidity with the execution of
two new committed credit facilities. In October 2008, we replaced our former $300 million 364-day committed
credit facility with a new facility that will allow borrowings up to $212.5 million and expires in October 20G9.
In December 2008, we converted AEM’s former $580 million uncommitted credit facility to a $375 million
committed credit facility that will expire in December 2009. As a result of executing these new agreements,
we have a total of $1.2 billion available to us under four committed credit facilities. As of December 31,

2008, the amount available to us under our credit facilities, net of outstanding letters of credit, was
approximately $614 million.

Our $18 million unsecured committed credit facility expires in March 2009. We are working to renew
this credit facility and we believe these renewal efforts will be successfnl. Additionally, our $400 million
4.00% unsecured senior notes will mature in October 2009. We are currently evaluating alterpatives to finance
this debt, and we believe we will be able to successfully refinance these notes.

We believe the liquidity provided by our 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 2009.

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, opera-
tional risks and other factors.

Cash flows from operating activities

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

For the three months ended December 31, 2008, we geperated operating cash flow of $150.7 million from
operating activities compared with $61.4 million for the three roonths ended December 31, 2007. Period over
period, the $89.3 million increase primarily was attributable to favorable changes in accounts receivable and
gas stored underground, which increased operating cash flow by $83.9 million. These changes reflect improved
timing of accounts receivable collections and purchases of natural gas to fill our storage facilities.

Cash flows from investing activities

Tn recent years, a substantial portion of our cash resources has been used to fund growth projects, our
ongoing construction program and improvements (o information technology systems. Our ongoing construction
program enables us to provide natural gas distribution services to our existing costomer 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, our Mid-
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline — Texas
Division have rate designs that provide the opportnity 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 2009 are expected to range from $500 million to $515 million. For the
three months ended December 31, 2008, capital expenditures were $107.4 million compared with $94.2 million
for the three months ended Decernber 31, 2007. The increase in capital spending primarily reflects spending
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for nonregulated growth projects and increased levels of regulatory compliance-related spending in the Mid-
Tex Division.

Cash flows from financing activities

For the three months ended December 31, 2008, our financing activities reflected a use of cash of
$19.1 million. For the three months ended December 31, 2007, financing activities provided $25.7 million.
Our significant financing activities for the three months ended December 31, 2008 and 2007 are summarized
as follows:

 During the three months ended December 31, 2008, we increased our borrowings by a net $5.3 million
under our short-term credit facilities compared with $50.7 million in the prior-year quarter. The
reduction in the net borrowings reflects the timing of the use of our line of credit to finance natural gas
purchases and working capital.

We repaid $0.3 million of long-term debt during the three months ended December 31, 2008 compared
with $1.7 million during the three months ended December 31, 2007. Payments in both periods
reflected regularly scheduled payments in accordance with our various debt agreements.

» During the three months ended December 31, 2008, we paid $30.2 million in cash dividends compared
with $29.2 million for the three months ended December 31, 2007. The increase in dividends paid over
the prior-year period reflects the increase in our dividend rate from $0.325 per share during the three
months ended December 31, 2007 to $0.33 per share during the three months ended Decernber 31,
2008 combined with new share issuances under our various equity plans.

» During the three months ended December 31, 2008, we issued 0.3 million shares of common stock
under our various equity plans, which generated net proceeds of $6.1 million. In addition, we granted
0.5 million shares of common stock under our 1998 Long-Term Incentive Plan.

The following table summarizes our share isspances for the three months ended December 31, 2008 and
2007.

Three Months Ended
December 31
2008 2007
Shares issued:

Direct Stock Purchase Plan . ... ........ .. i e 108,582 95,891
Retirement Savings Plan and Trust. . ... ... . .. . o o oot 155,195 140,071
1998 Long-TermIncentive Plan. . .. ... .. ... .. . i, 520,124 343,673
Outside Directors Stack-for-Fee Plan . . ... ... ... ittt 911 817
Total shares issted. . . . ...ttt e 784,812 580,452

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 conld 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 $600 million commercial
paper program and fonr committed revolving credit facilities with third-party lenders that provide $1.2 billion
of working capital funding, As of December 31, 2008, the amount available to us under our credit facilities,
net of outstanding letters of credit, was approximately $614 million. These facilities are described in further
detail in Note 5 to the unaudited condensed consolidated financial statements.
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Shelf Registration

On December 4, 2006, we filed a registration statement with the Securities and Exchange Commission
{SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities. As of
December 31, 2008, we had approximately $450 million available for issvance under the registration
statement. Due to certain restrictions imposed by one state regulatory commission on our ability to issue
securities under the registration statement, we are permitted to issue a total of approximately $200 million of
equity securities and $250 million of senior debt securities. In addition, due to restrictions imposed by another
state regulatory commission, if the credit ratings on our senior unsecured debt were to fall below investment
grade from either Standard & Poor’s Corporation (BBB-), Moody’s Investors Services, Inc. (Baa3) or Fitch
Ratings, Ltd. (BBB-), our ability to issue any type of debt securities under the registration statement would be
suspended until an investment grade rating from all three credit rating agencies was achicved.

Credit Ratings

Our credit ratings directly affect our ability to obtain short-term and long-term financing, in addition to
the cost of such finapcing. In determining our credit ratings, the rating agencies consider a number of
quantitative factors, including debt to total capitalization, operating cash flow relative to outstanding debt,
operating cash flow coverage of interest and pension liabilities and funding status. In addition, the rating
agencies consider qualitative factors sach as consistency of our earnings over time, the quality of our
management and business strategy, 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 ageocies: Standard & Poor’s Corporation (S&P), Moody’s Investors
Service (Moody’s) and Fitch Ratings, Lid. (Fitch). In December 2008, S&P upgraded our credit rating from
BEB to BBB+ and affirmed a stable outlook. S&P cited iroproved financial performance and rate case
decisions that have increased cash flow as the key drivers for the upgrade. Additionally, in Jannary 2009,
Moody’s changed our rating outlook from stable to positive. Fitch still maintains its stable outlook. Our
current debt ratings are all considered investment grade and are as follows:

S&P Moody’s Fitch

Unsecured senior long-term debt . . ... ... ... ... ... ... ... ..., BBB+ Baa3 BBB+
Commercial Paper . . ...t o it et et A2 P-3 EF-2

None of our ratings are currently under review. However, a significant degradation in our operating
performance, a significant reduction in our liquidity caused by more limited access to the private and public
credit markets as a result of the recent adverse global financial and credit conditions or our inability to
refinance on a timely basis our $400 million 4.00% unsecured senior notes maturing in October 2009 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 even 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 recormmendation 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 independent of any other rating. There can be
no assurance that a rating will remain in effect for any given period of time or that a rating will not be
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warrant,

Debt Covenants

We were in compliance with all of our debt covenants as of December 31, 2008. Our debt covenants are
described in greater detail in Note 5 to the unaudited condensed consolidated financial statements.
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Capitalization

The following table presents our capitalization as of December 31, 2008, September 30, 2008 and
December 31, 2007:

December 31, 2008 September 30, 2008 December 31, 2007
(In thousands, except percentages)
Short-term debt ............... $ 360,833 79% $ 350,542 7.7% $ 202,244 4.6%
Long-termdebt ............... 2,120,427 46.5% 2,120,577 46.9% 2,128,533 48.8%
Shareholders’ equity............ 2,078,076 45.6% 2,052,492 45.4% 2,032,483 46.6%
Total capitalization. . ........... $4,559,336  100.0% $4,523,611 100.0% $4,363,260 100.0%

Total debt as a percentage of total capitalization, including short-term debt, was 54.4 percent at
December 31, 2008, 54.6 percent at September 30, 2008 and 53.4 percent at December 31, 2007. 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 porchases and meet our working capital requirements. We intend to maintain our debt to
capitalization ratio in a target range of 50 to 55 percent through cash flow generated from operations,
continned issuance of new common stock under our Direct Stock Purchase Plan and Retirement Savings Plan
and access to the equity capital markets,

Contraciual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 8 to the unaudited condensed consolidated
financial statements. There were no significant changes in our contractual obligations and comunercial
commitments during the three months ended December 31, 2008.

In February 2008, Atmos Pipeline and Storage, LLC announced plans to construct and operate a salt-
cavern gas storage project in Franklin Parish, Louisiana. The project, located near several large interstate
pipelines, includes the development of three S billion cubic feet (Bcf) caverns for a total of 15 Bef of working
gas storage, with six-turn injection and withdrawal capacity. We have drilled a test well and are currently
evaluating the results. Additionally, we have submitted a pre-filing request with the Federal Energy Regulatory
Commission (FERC) to construct and operate the project. We expect approval of this request in the third
quarter of fiscal 2009. Finally, we have engaged the services of an investment bank to assist us in determining
the optimal ownership and/or development alternatives with respect to this project.

Risk Management Activities

We conduct risk management activities through our natural gas distribution, natural gas marketing and
pipeline, storage and other segments. In our patural 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 natural gas marketing and pipeline, storage and other segments, we manage our exposure fo the
tisk 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 actunal 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 instruments through earnings.

45




The following table shows the components of the change in fair value of our natural gas distribution
segment’s financial instruments for the three months ended December 31, 2008 and 2007:

Three Months Ended
December 31
2008 2007
(In thounsands)

Fair value of contracts at beginning of period .. ................. N $(63,677)  $(21,053)
Contracts realized/settled. . .. .. .. vt n it i i e e (53,766)  (22,338)
Fair value of neW CODMACIS . . . . . v i vttt et v e e e v e e en e e (3.223) (1,681)
Other changesinvalue . ... .. ... it 69,352 23,544

Fair value of contracts atend of period . . .. ... .. ... ... .. ... ..., $(51,314) $(21,528)

The fair valne of our natural gas distribution segment’s financial instruments at December 31, 2008 is
presented below by time period and fair value source:

Fair Value of Contracts at December 31, 2008

Maturity in Years
Greater Total Fair
Source of Fair Value Less than 1 1-3 45 than 5 Value
(In thousands)
Prices actively quoted. . . ................. $(47448) $(3,866) $— $— $(51,314)
Prices based on models and other valuation
mﬁthOdS ............................ oo — o i e

Total Fair Value . . .. ..... ... ... $(47,448) $(3,866) $— - $(51,314)

The following table shows the components of the change in fair value of our natural gas marketing
segment’s financial instruments for the three months ended December 31, 2008 and 2007:

Three Months Ended
December 31
2008 2007
(Tn thousands)
Fair value of contracts at beginning of period .. ...................... $16,542  $ 26,808
Contracts realized/settled. . . .. ... vttt e et e (20,247) 5,075
Fair value of new contractS . . . . o v v v vt en ettt et e e ime e e —
Other changes invalie . ... ..ot it (24,893) 19,976
Fair value of contracts atend of period . . .. ... ... ... L. (28,598) 51,859
Netting of cash collateral . ... ... ... ... .. 75,825 (30,189)
Cash collateral and fair value of contracts at periodend. .. ... ... ... ... ... $47,227 $ 21,670

The fair value of our natural gas marketing segment’s financial instruments at December 31, 2008 is
presented below by time period and fair valoe source:

Fair Value of Contracts at December 31, 2008
Maturity in Years

Greater Total Fair

Source of Fair Value Less than 1 1-3 _t_l_-.i than 5 Value
(Tn thousands)
Prices actively quoted .. ................. $(41,734) $13,136  $— $— $(28,598)
Prices based on models and other valuation
methods. . ... ..o e — - _— —
Total Fair Value. .. ... .. ov i iiiennenn $(41,734)  $13,136  $— $— $(28,598)

46



Pension and Postretirement Benefits Obligations

Effective October 1, 2008, the Company adopted the requirement under SFAS 158, Employers’ Account-
ing for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87,
88, 106, and 132(R), that the measurement date used to determine our projected benefit and postretirernent
obligations and net periodic pension and postretirement costs must correspond to a fiscal year end. In
accordance with the transition rules, the impact of changing the measurement date from June 30, 2008 1o
September 30, 2008 decreased retained earnings by $7.8 million, net of tax, decreased the unrecognized
actuarial loss by $9.0 million and increased our postretirement liabilities by $3.5 million.

Further, our fiscal 2009 costs were determined using a September 30, 2008 measurement date. As of
September 30, 2008, interest and corporate bond rates utilized to determine our discount rates, were
significantly higher than the interest and corporate bond rates as of June 30, 2007, the measurement date for
our fiscal 2008 net periodic cost. Accordingly, we increased our discount rate used to determnine our fiscal
2009 pension and benefit costs to 7.57 percent. We maintained the expected return on our pension plan assets
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. Although the fair value
of our plan assets has declined as the financial markets have declined, the impact of this decline is mitigated
by the fact that assets are “smoothed” for purposes of determining net periodic pension cost. Accordingly,
asset gains and losses are recognized over time as a component of net periodic pension and benefit costs for
our Pension Account Plan, our largest funded plan. Accordingly, our fiscal 2009 pension and postretirement
medical costs were materially the same as in fiscal 2008.

For the three months ended December 31, 2008 and 2007, our total net periodic pension and other
benefits cost was $12.1 million and $12.0 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 Tate base. The remaining costs are recorded as a component of operation and maintenance
expense.

In accordance with the Pension Protection Act (PPA), we determined the funded status of our plans as of
January 1, 2009. Based upon this valuation, we expect we will be required to contribute less than $25 million
to our pension plans by September 15, 2009. The need for this funding reflects the decline in the fair valne of
the plans’ assets resolting from the unfavorable market conditions experienced during the latter half of
calendar year 2008. 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
approximately $10 million to these plans during fiscal 2009.

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
determination of future benefit obligations as of each subsequent actuarial calculation date. These amounts are
impacted by acmal investment returns, changes in interest rates 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
transrnission and storage, natural gas marketing and pipeline, storage and other segments for the three-month

periods ended December 31, 2008 and 2007.

Natural Gas Distribution Sales and Statistical Daia

METERS IN SERVICE, end of period
Residential . . ..o it e et e e e e

Industrial . .. ... e e e
Public authority and other. . .. .. .. .. i e

o371 3T 1= . SR
INVENTORY STORAGE BALANCE — B . . ...
SALES VOLUMES — MMcf?

Gas sales volumes
Residential . .. ...t it e e e e e e e

Total gassales VOIUMES. . ... ..o ottt e
Transportation VOMIMEs. . . . o ..t ittt it et e e

Total throughput. ... ..o i e e e e

OPERATING REVENUES (000’s)"
Gas sales revenues

Total gas saleS TEVEIUES .. ... v it ini ittt in i e
Transportation TEVENUES .. .. .. vt vt it ittt e e e e et e e
Other gas TeVeNUES . . . . oL vttt et ittt it e nat i

Total OpErating TEVENUES . . . .ot i ettt it cn e e

Average transportation revenue per Mcf .. ... ... L L L L L L,
Average costof gasperMcfsold .. ... .. ... ... L i i

See footnotes following these tables.
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Three Months Ended
December 31

2008 2007
2,929,319 2,925,426
273,590 275,438
2,232 2,319
9,236 19,147
3,214,377 3,222,330
58.2 60.0
54,208 49,031
28,329 26,620
5,400 5,954
3,509 3,162
91,446 84,767
35,285 34,853
126,731 119,620
$ 647,100 554,289
302,694 268,469
50,155 51,176
31,354 30,604
1,031,343 904,538
15,766 15,005
8,859 8,634
$1,055968 $ 928,177
$ 045 0.43
$ 8.28 173



Regulated Transmission and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations
Sales and Statistical Data

Three Months Ended
December 31
2008 2007
CUSTOMERS, end of period
Industrial . . . ..o e e 703 735
Municipal . ... et e e 59 61
Other. ..o e e 490 469
Total . et 1,252 1,265
INVENTORY STORAGE BALANCE — Bcef
Natral gas markefing . ... ... ... e e e 15.8 223
Pipeline, storageand other . . .. ... ... ... ... L 2.5 2.6
Total .o e e e 18.3 24.9
REGULATED TRANSMISSION AND STORAGE VOLUMES — MMcf® . . ... 192,172 188,864
NATURAL GAS MARKETING SALES VOLUMES —MMef®" . ... ... .. ... 110,658 108,709
OPERATING REVENUES (000%5)®
Regulated transmission and SIOTAZE. . . . .o v vt ettt ie e $ 54,682 $ 45,046
Natural gas markeling . ... ... ...t i et 787,495 840,717
Pipeline, storage and other . . . ... ... ... e 16,448 0,727
Total OPErating TEVEIUES . « . o o\ v vttt e e et e et ee e e ee e ee e ee e eeaees $858,625  $892,490

Notes to preceding tables:

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
Tterm 7A in our Annual Report on Form 10-K for the year ended September 30, 2008. During the three months
ended December 31, 2008, there were no material changes in our quantitative and qualitative disclosures about
market risk.

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 Corapany’s
principal executive officer and principal financial officer bave concluded that the Company’s disclosure
conftrols and procedures were effective as of December 31, 2008 to provide reasonable assurance that
information required to be disclosed by us, including our consolidated entities, in the reports that we file or
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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 first quarter of the fiscal year ended
September 30, 2009 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

PART H. OTHER INFORMATION

Item 1. Legal Proceedings

During the three months ended December 31, 2008, except as noted in Note 8 to the unaudited condensed
consolidated financial statements, there were no material changes in the status of the litigation and
environmental-related matters that were disclosed in Note 12 to our Annual Report on Form 10-K for the
fiscal year ended September 30, 2008, We continue to believe that the final outcome of such litigation and
environmental-related matters or claims will not have a material adverse effect on our financial condition,
results of operations or cash flows.

Item 6. Exhibits

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

50



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.

ArMos ENerGY CORPORATION
(Registrant)

By: /s/ Frep E. MEISENHEIMER

Fred E. Meisenheimer
Senior Vice President, Chief Financial
Officer and Controller
(Duly authorized signatory)

Date: February 4, 2009
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EXHIBITS INDEX
Item 6

Exhibit Page
Rumber Description Number
12 Computation of ratio of earnings to fixed charges
15 Letter regarding unaudited interim financial information
31 Rule 13a-14(a)/15d-14(a) Certifications
32 Section 1350 Certifications*

* 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.
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GLOSSARY OF KEY TERMS

ABC ... Atmos Energy Corporation

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

AEM ... ... ..o il Atmos Energy Marketing, LLC

AES. ... .. Atmos Energy Services, LLC

APS. . Atmos Pipeline and Storage, LLC

Bef ooe i Billion cubic feet

EBITF ... i Emerging Issues Task Force

FASB. ... it i Financial Accounting Standards Board
FIN .. ... i, FASB Interpretation

Fitch ... ... oL, Fitch Ratings, Ltd.

GRIP..... ... i Gas Reliability Infrastructure Program
2 Kansas Corporation Commission
IPSC... i Louisiana Public Service Commission
Mcf. oo Thousand cubic feet

MMcf .......... e Million cubic feet

Moody™s. . ..ovviiiii Moody’s Investors Services, Inc.
NYMEX .. ... .o i, New York Mercantile Exchange, Inc.
RRC ... i, Railroad Commission of Texas

RSC. .. i Rate Stabilization Clause

S&P. (oo Standard & Poor’s Corporation

SEC. ... i e United States Securities and Exchange Commission
SEAS .. . Statement of Financial Accounting Standards
TRA . Tennessee Regulatory Authority
WNA . e e ‘Weather Normalization Adjustment




PART L FINANCIAL INFORMATION

Item 1. Financial Statements
ATMOS ENERGY CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
June 30, September 30,

2008 2007
(Unaudited)
(In thousands, except
share data)
ASSETS
Property, plant and equipment. . . .. .. .. .. it e $5,604,416 - $5,396,070
Less accumulated depreciation and amortization. . .. .................... 1,591,528 1,559,234
Net property, plant and equipment . ... ... ... i 4,012,888 3,836,836
Current assets

Cash and cash equivalents. . .. . ... ...ttt i ierenannn 46,501 60,725
Cash held on deposit in margin aCCOUNT. . . .. ..o v it it e et iaene e, 62,152 —_
Accounts receivable, met . .. .. ... L i i e e 601,164 380,133
Gas stored nnderground. .. ... ... .. e e e 571,532 515,128
(071115 g b 4 1= 1 A 11T < U 115,609 112,909
Total CUITENL ASSELS & o v v v v e ettt s et et ettt toe et eeas e enenea 1,396,958 1,068,895
Goodwill and intangible assets ... ... ittt i e e e 737,221 737,692
Deferred charges and otherassets ... ...... .. .. i, 237,723 253,494

$6,384,790  $5,896.917

CAPITALIZATION AND LIABILITIES
Sharcholders’ equity

Comrmon stock, po par value (stated at $.005 per share);
200,000,000 shares anthorized; issued and outstanding;
June 30, 2008 — 90,571,457 shares;

September 30, 2007 — 89,326,537 shares. . . .o vvvveeinreinetnannnas $ 453 % 447
Additional paid-in capital .. ... ... .. i 1,732,775 1,700,378
Retained earnings . ..o oo vt vt i i et i e et e 371,486 281,127
Accumulated other comprehensive income 088) .. .. .. . oo 693 (16,198)

Shareholders” equity . . ... v vttt ittt e e e e e 2,105,407 1,965,754

Long-term debt. . . ..ot e e e e 2,119,729 2,126,315

Total capitalization . ... ........ ..t iiiini i 4,225,136 4.092,069

Current Liabilities
Accounts payable and accrued liabilities ... ....... ... . ... ... ..., 582,353 355,255
Other current Habillties . . . .. Lo n ettt e e e e e e e 472,088 409,993
Short-term debt. . ... ... e e e e 113,257 150,599
Current maturities of long-term debt . . ... ... ... .. ... i ... 1,059 3,831
Total cirrent Habilities. . . . . ittt e e i e e e 1,168,757 919,678
Deferred INCOme taXeS « ..ot ittt it ettt et ee e e e 450,669 370,569
Regulatory cost of removal obligation . ... ... ... ... .. ... i i, 280,108 271,059
Deferred credits and other Habilities . ... oo v ittt n i ot e e e ee e e 260,120 243,542

$6,384,790  $5,896,917

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
2008 2007
(Unaudited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution SEZMENT . . . - . oottt e tia e e aneaaean, $ 676,639 § 548,251
Regulated transmission and storage segment . .. ........ .. i, 46,286 36,707
Natural gas marketing Segment . . ...ttt inte it i aa e a i 1,189,722 854,167
Pipeline, storage and other segment. .. ... ... ... . il it 3,880 2,073
Intersegment elminations . . .. ... ... i it e e (277,382) (223,046)
1,639,145 1,218,152
Purchased gas cost
Natural gas distribution segment . .. ... ... .. i i i i 476,711 357,608
Regulated transmission and storage segment ... ... ...t —_ e
Natural gas marketing Segment .. ... .ottt e et e 1,192,353 854,743
Pipeline, storage and other segment. .. ... .. . i i it 706 228
Tntersegment eliminations .. .. .. .. oottt i e e e (276,847) (222,443)
1,392,923 990,136
GTOSS PIOfIL o . v o oot it e et e ie e et e et e et 246,222 228,016
Operating expenses
Operation and maintenance . . . .. .. ... .ot 117,322 115,141
Depreciation and amortization. . .. ... ... . i i e e 50,356 48974
Taxes, other than ICOME .. .. vttt it st i it tetn e n it e innns 57,335 52,881
Impairment of long-lived assets. . . ... ... . . i i i o 3,289
Total OPerating EXPEASES . .\ v\ v v v v s it e s e ee e en s ar e 225,513 220,285
Operating iNCOME . . . .« ottt it it it ettt 20,709 7,731
Miscellaneous inCOME . .. .. .ottt t ittt ettt e 1,600 4,266
Tnterest Charges . ..o i i i e e e e 33,470 34,479
TLoss before INCOME tAKES . . . . . i ittt it ittt et anmaaaaeaenen (11,161) (22,482)
Tncome tax Bene it . . . ..ottt e e et (4,573) (9,122)
NELLOSS « v v v v e e et e e e e e e e e e $ (6588 §$ (13,360)
Basic 0et 10SS PEr ShAre .. ...\t ittt e e e $§ 0o $ (015
Diluted net loss per share . ... .. .. . i i e $ 007 $ (0.15)
Cash dividends per share . ... ... ....... .0ttt iiannrnennns $§ 0325 § 0320
Weighted average shares outstanding:
3271 U 89,648 88,366
I3 O 89,648 88,366

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
2008 2007
(Unaudited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution SEgMEnt . . . ... ..o v ittt i i ne e $3,126,672  $2,973,528
Regulated transmission and storage segment .. ........ .. ... 142,772 122,647
Natural gas marketing segment . .. ...ttt iiiia e 3,159,092 2,360,902
Pipeline, storage and other segment. . ... ... ...t 20,629 27,483
Intersegment eliminations . . . .. ...ttt i e (668,525) (588,193)
5,780,640 4,896,367
Purchased gas cost
Natural gas distribution segment . ... ... ot ii ittt 2,296,020 2,174,071
Regulated transmission and storage segment .. ...... ... ... ..ot — —
Natural gas marketing segment ... ... ...ttt 3,099,428 2,275,291
Pipeline, storage and other segment. . .. ....... .ttt rnnnennn 1,773 682
Intersegment eliminations .. ... ... .. ot i s (666,835) (585,971)
4,730,386 3,864,073
GroSs Profit . . oot ettt i e e e e 1,050,254 1,032,294
Operating expenses
Operation and MAINERANCE . . . v oot v e i i e e e e iaene i enaraas 359,064 342,373
Depreciation and amortization. . . ... ... ..o i i e 147,659 149,035
Taxes, other than iNCOME . . ..ottt vttt e m et et e eeee e ineearaannnnanns 153,170 149,694
Impairment of long-lived assets. . . ... ... m i i — 3,289
Total Operating eXpenses . . o oo v ieet ittt it ie it 659,893 644,391
Operating MMCOMIE . . . . ...t ittt ettt it e et an e e ens e 390,361 387,903
MisceHaneous INCOTNE . . . . v v v enn e it aeeanneeeenemerereeraes s 2,974 7,683
Interest CHArZES . ..o vttt i it it i e et e e et s 103,803 109,273
Tncome before INCOMIE TAXES + . o v v v m v e et mne e e seaecaeasnenanennsnenss 289,532 286,313
INCOME tAX BXPEMSL .+ v v o v e et eee et et ivaia i tatana e 110,783 111,907
Ot DCOMIE . « o v vt e v e et e et e et e ettt m e e $ 178,748 $ 174,406
Basic net income Per Share . . .. ... ottt e $ 200 $ 2.02
Diluted net income pershare . ....... ... ..t $ 1.99 § 2.00
Cash dividends per Share ... ... ..ottt n e i $ 0975 $ 0.960
Weighted average shares outstanding:
BasiC . . i e e e 89,281 86,378
DItEd. . .ot e e e 89,937 87,011

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

Nine Months Ended
June 30
2008 2007
(Unaundited)
(In thousands)
Cash Flows From Operating Activities
NELINCOME « « o ottt ittt ettt e ia et i et e e e ean e $ 178,749  § 174,406
Adjustments to reconcile net income to net cash provided by operating activities: ’
Depreciation and amortization:
Charged to depreciation and amortization .. ......... i annana 147,659 149,035
Charged to other aCCOUNIS. . . .. ottt i i e e e 106 148
Deferred INCOME taXeS . . . . ..ottt it et ettt e e e 77,864 37,266
L0 T A 12,767 17,959
Net assets / liabilities from risk management activities . .............. ... 35,169 12,325
Net change in operating assets and liabilities. ... ........... ... ......... (34,933) 161,531
Net cash provided by operating activities ....................ioiv.tn 417,381 552,670
Cash Flows From Investing Activities
Capital expenditires . ... ... . vttt ittt e i e (312,878)  (263,023)
Other, Net L. e e e (4,303) (9,867)
Net cash used in investing activities . ...... .. ..o, (317,181)  (272,890)
Cash Flows From Financing Activities
Net decrease in short-term debt . .. ... .. vt r it i i et (35,721)  (382/416)
Net proceeds from long-term debt offering . . ... ... ... ... .. . L, e 247,461
Settlement of Treasury lock agreement .. . . ... ... v i — 4,750
Repayment of Jong-termdebt. . . ... .. .. i s (9,945) (2,685)
Cashdividends paid. . ... ... ... i i i e e (87,821) (83,118)
Issuance of common stock . . . ... L. L e e 19,063 18,883
Net proceeds from equity offering . .. .. ... ... i i i — 191,913
Net cash used in financing activities . ... ....... ... ..o, (114,424) (5,212)
Net increase {decrease) in cash and cash equivalents. ... .............. ... ... (14,224) 274,568
Cash and cash equivalents at beginning of period . . ... ...... ... ... oL 60,725 75,815
Cash and cash equivalents at end of period. . ... ... .. ... ... .. L. $ 46,501  $ 350,383

See accompanying notes to condensed consolidated financial staternents
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
June 30, 2008

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 nonregulated businesses. Through our natural gas distribution business, we deliver natural gas throngh
sales and transportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial customers through our six regulated natural gas distribution divisions in the service areas
described below:

Division Service Area

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri®

Atmos Energy Kentucky/Mid-States Division Georgia'?, Minois'?, Towa™, Kentucky,
Missouri®’ Tennessee, Virginia™

Atmos Energy Louisiana Division Louisiana

Atmos Energy Mid-Tex Division Texas, including the Dallas/Fort Worth
metropolitan area

Atmos Energy Mississippi Division Mississippi

Atmos Energy West Texas Division West Texas

D Denotes states where we have more limited service areas.

In addition, we transport natural gas for others through our distribution systern. Our natural gas
distribution business is 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. Our corporate headquarters and shared-
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and
‘Waco, Texas.

Our regulated transmission and storage business consists of the regulated operations of our Atmos
Pipeline — Texas Division. The Atmos Pipeline — Texas Division transports natural gas to our Mid-Tex
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and
sales of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our
pipeline. Lending services provide short-term interruptible loans of namral gas from our pipeline to meet
market demands.

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas
marketing operations and pipeline, storage and other operations. These businesses are operated through various
wholly-owned subsidiaries of Atmos Energy Holdings, Tnc. (AEH), which is wholly-owned by the Company
and based in Houston, Texas.

Our natural gas marketing operations are rmanaged by Atmos Energy Marketing, LL.C (AEM), which is
wholly-owned by AEH. AEM provides a variety of natural gas management services to municipalities, natural
gas utility systems and indusirial natural gas customers, primarily in the southeastern and midwestern states
and to our Colorado-Kansas, Kentucky/Mid-States and Louisiana divisions. These services consist primarily of
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging through the nse of derivative
instruments.
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Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and
Storage, LLC (APS), Atmos Energy Services, LLC (AES) and Atmos Power Systems, Inc., each of which are
wholly-owned by AEH. APS owns or has an interest in underground storage fields in Kentucky and Louisiana.
‘We use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customner
demand during peak periods. Additionally, APS manages our natural gas gathering operations, which were
limited in nature as of June 30, 2008. AES provides limited services to our natural gas distribution divisions,
and the revenues AES receives are equal to the costs incurred to provide those services. Through Atmos Power
Systems, Inc., we have constructed electric peaking power-generating plants and associated facilities and lease
these plants through lease agreements that are accounted for as sales under generally accepted accounting
principles.

2. Unaudited Interim Financial Information

In the opinion of management, all material adjastments (consisting of normal recurring accruals)
necessary for a fair presentation have been made to the unaudited consolidated interim-period financial
staternents. These consolidated interim-period financial statements are condensed as permitted by the instruc-
tions to Form 10-Q and should be read in conjunction with the audited consolidated financial statements of
Atmos Energy Corporation included in its Annual Report on Form 10-K for the fiscal year ended
Septernber 30, 2007. Because of seasonal and other factors, the results of operations for the three and
mine-month periods ended June 30, 2008 are not indicative of our results of operations for the full 2008 fiscal
year, which ends September 30, 2008.

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 year ended Septernber 30, 2007. Except for the Company’s adoption of FASB Interpretation
No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109 (FIN 48),
discussed below, there were no significant changes to those accounting policies during the nine months ended
June 30, 2008.

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109. FIN 48 addresses the determination of whether tax benefits claimed
or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the
Company may recognize the tax benefit from uncertain tax positions only if it is at least more likely than not
that the tax position will be sustained on examination by the taxing authorities, based on the technical merits
of the position. The tax benefits recognized in the financial statements from such a position should be
measured based on the largest benefit that has a greater than fifty percent likelibood of being realized upon
settlement with the taxing authorities. FIN 48 also provides guidance on derecognition, classification, interest
and penalties on income taxes, accounting in interim periods and requires increased disclosures.

We adopted the provisions of FIN 48 on October 1, 2007. As a result of adopting FIN 48, we determined
that we had $6.1 million of liabilities associated with uncertain tax positions. Of this amount, $0.5 million was
recognized as a result of adopting FIN 48 with an offsetting reduction to retained earnings.

Prior to October 1, 2007, the $5.6 million Hability previously recorded for uncertain tax positions was
reflected on the consolidated balance sheet as a component of deferred income taxes. As a result of adopting
FIN 48, we recorded a $3.7 million Liability as a component of other current liabilities and $2.4 million as a
component of deferred credits and other liabilities, with offsetting decreases to the deferred income tax
liability.
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As of June 30, 2008, we had recorded Habilities associated with uncertain tax positions totaling

$8.0 million. The realization of all of these tax benefits would reduce our income fax expense by
approximately $8.0 million.

The following table presents the changes in unrecognized tax benefits for the nine months ended June 30,
2008 (in thousands):

Total unrecognized tax benefits at October 1,2007 .. .. .. ... ..o ... $6,156
Gross increases for current year's taX POSIHODS . . .o oottt et e i onenenoneronns —
Gross increases for prior years’ 1aXx positions. . . ... oo vt ottt e it e 2,331
Gross decreases for prior years’ faX POSIHONS ... ... vrvne e tnnrrnnonnneanans (528)
SettlemEntS . ... .. i et et i et e e —

Total unrecognized tax benefits at June 30,2008, .. .. ... ... .. $7,959

We recognize accrued interest related to unrecognized tax benefits as a component of interest expense.
We recognize penalties related to unrecognized tax benefits as a component of miscellaneous income (expense)
in accordance with regulatory requirements, We did not recognize any material penalty and interest expenses
during the nine months ended June 30, 2008.

We file income tax returns in the U.S. federal jurisdiction as well as in various states where we have
operations. We have concluded substantially all U.S. federal income tax matters through fiscal year 2001. The
Internal Revenne Service is cuwrently conduocting a routine examination of our fiscal 2002, 2003 and 2004 tax
retums, and we anticipate these examinations will be completed by the end of fiscal 2008. We believe all
material tax items which relate to the years under audit have been properly accrued.

Additionally, during the second quarter of fiscal 2008, we completed our annual goodwill impairment
assessment. Based on the assessment performed, we determined that our goodwill was not impaired.

Regulatory assets and liabilities

We record certain costs as regulatory assets in accordance with Statement of Financial Accounting
Standards (SFAS) 71, Accounting for the Effects of Ceriain Types of Regulation, when future recovery throngh
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 throngh the ratemaking process. Substantially all of
our regulatory assets are recorded as a component of deferred charges and other assets and substaniiaily 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.
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Significant regulatory assets and liabilities as of June 30, 2008 and September 30, 2007 included the

following:
June 30, September 30,

2008 2007
(In thousands)
Regulatory assets:
Pension and postretrement benefitcosts ... ... ... oo L. $ 52,623 $ 59,022
Merger and Integration Costs, NEt . . ... oo it i ii i i 7,689 7,996
Deferred gas COSIS. « .o vt vttt e e e 21,473 14,797
Environmental CostS . . .. it e e e ittt 1,014 1,303
RAE CASE COSIS + vt v et ittt s e tinineneanunronaaneeneaaneenes 13,758 10,989
Deferred franchise fees .. ... o oottt i 690 796
L6 117 OGP 8,474 10,719
$105,721 $105,622
Regulatory liabilities:
Deferred gas COSIS. « o oot v e e et e e $109,439 $ 84,043
Regulatory cost of removal obligation . ........... .. ... ... ..... 300,994 295,241
Deferred income 1axes, DEL . . .. .. v vt ittt e e 165 165
L8 1117 U 7,292 7,503

$417,890 $386,952

Currently, our authorized rates do not include a retarn on certain of our merger and integration costs;
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been
deferred to be included in future rate filings in accordance with rulings received from various state regulatory
comrnissions.
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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, 2008 and 2007:

Three Months Ended Nine Months Ended

June 30 June 30
2008 2007 2008 2007
(To thousands)
Netincome (JoSS). . . . oo vttt it ettt ettt v e e $(6,588) $(13,360) $178,749 $174,406

Unrealized holding gains (losses) on investments, net of tax
expense (benefit) of $531 and $215 for the three months ended
June 30, 2008 and 2007 and of $(140) and $964 for the nine
months ended June 30, 2008 and 2007 . ... ... .. .. ... ... 866 353 230D 1,575

Amortization and unrealized gain on interest rate hedging
transactions, net of tax expense of $482 and $1,863 for the
three months ended June 30, 2008 and 2007 and $1,446 and
$3,373 for the nine months ended June 30, 2008 and 2007 . ... 787 3,039 2,361 5,501

Net unrealized gains (losses) on commodity hedging transactions,
net of tax expense (benefit) of $1,850 and $(2,832) for the three
months ended June 30, 2008 and 2007 and $9,047 and $12,504
for the nine months ended June 30, 2008 and 2007 .. ........ 3,018 (4,621) 14,761 20,401

Comprehensive income (I0SS) . .. .o v vivv i i $(1,917) $(14,589) $195,640 $201,883

Accumulated other comprehensive income (loss), net of tax, as of June 30, 2008 and September 30, 2007
consisted of the following unrealized gains (losses):
June 30, September 30,
2008 2007
(In thousands)

Accumulated other cornprehensive income (loss):

Unrealized holding gains on investments. . . ........cc.vuvnnn.. . $ 2,576 $ 2,807
Treasury lock agreements. .. .. .. ...t (11,891) (14,252)
Cashflowhedges. . . ...t et 10,008 (4,753)

$ 693 $(16,198)

Recently issued accounting pronouncements

In March 2008, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 161,
Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133.
SFAS 161 expands the disclosure requirements for derivative instruments and for hedging activities. This
statement requires specific disclosures regarding how and why an entity uses derivative instruments; how
derivative instruments and related hedged items are accounted for; and how derivative instruments and related
hedged items affect an entity’s financial position, results of operations and cash flows. The provisions of this
standard will be effective for us beginning January 1, 2009, Since SFAS 161 only requires additional
disclosures concerning derivatives and hedging activities, this standard is not expected to have a material
impact on our financial position, results of operations or cash flows.

In December 2007, the FASB issued FASB Statement No. 141 (revised 2007), Business Combinations.
SFAS 141(R) establishes principles and requirements for how the acquirer in a business combination
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed and
any noncontrolling interest in the acquiree at the acquisition date fair value. SFAS 141(R) significantly
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changes the accounting for business combinations in a number of areas, including the treatment of contingent
consideration, preacquisition contingencies, transaction costs and restructuring costs. In addition, under

SFAS 141(R), changes in an acquired entity’s deferred tax assets and uncertain tax positions after the
measurement period will impact income tax expense. The provisions of this standard will apply to any
acquisitions we may complete after October 1, 2009.

In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated
Financial Statement, an amendment of ARB No. 51. SFAS 160 changes the accounting and reporting for
minority interests, which will be recharacterized as noncontrolling interests and classified as a component of
equity. This new consolidation method significantly changes the accounting for transactions with minority
interest holders. The provisions of the standard will be effective for us beginning October 1, 2009. This
standard is not expected to have a material impact on our financial position, results of operations or cash
flows.

3. Derivative Instroments and Hedging Activities

We conduct risk management activities through both our natural gas distribution and natural gas
marketing segments. We record our derivatives as a component of risk management assets and liabilities,
which are classified as current or poncurrent other assets or liabilities based upon the anticipated settlement
date of the underlying derivative. Our determination of the fair value of these derivative financial instroments
reflects the estimated amounts that we would receive or pay to terminate or close the contracts at the reporting
date, taking into account the current unrealized gains and losses on open contracts. In our determination of fair
value, we consider various factors, including closing exchange and over-the-counter quotations, time value and
volatility factors underlying the contracts. These risk management assets and liabilities are subject to
continuing market nisk until the vnderlying derivative contracts are settled.

The following table shows the fair values of our risk management assets and liabilities by segment at
June 30, 2008 and September 30, 2007:

Natural Natural
Gas Gas
Distribution Marketing Tatal
(In thousands)
June 30, 2008:
Assets from risk management activities, corrent .. .. .. ...... $ 37,366 $ 5534 $42,900
Assets from risk management activities, noncurrent ., ....... — 5,904 5,904
Liabilities from risk management activities, current . ........ — {50,686)  (50,686)
Liabilities from risk management activities, noncurrent. . . . . .. — (3,724) (3,724)
Net assets (liabilities). . .. ... o vir i i e eeieannnnn $ 37,366  $(42,972) $ (5,606)
September 30, 2007:
Assets from risk management activities, current . . .......... $ —  $21849 §$21,849
Assets from risk management activities, noncurrent ... ...... - 5,535 5,535
Liabilities from risk management activities, carrent . ........ (21,053) (286)  (21,339)
Liabilities from risk management activities, noncurrent. . . .. . . e (290) (290)

Net assets (abilities). . . ... .o i i i ittt i et e e ivee $(21,053) $26808 § 5,755
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Natural Gas Distribution Derivative Activities

In our natural gas distribution segment, we use a combination of physical storage and financial derivatives
to partially insulate our natural gas distribution customers against gas price volatility during the winter heating
season. These financial derivatives have not been designated as hedges pursuant to SFAS 133, Accounting for
Derivative Instruments and Hedging Activities. Accordingly, they are recorded at fair value. However, because
the costs associated with and the gains and losses arising from these financial derivatives are included in our
purchased gas adjustment mechanisms, changes in the fair value of these financial derivatives are initially
recorded as a component of deferred gas costs and recognized in the consolidated staternent of income as a
component of purchased gas costs when the related costs are recovered through our rates in accordance with
SFAS 71. Accordingly, there is no earnings impact to our natural gas distribution segment as a result of the
use of financial derivatives.

Natural Gas Marketing Derivative Activities

Our natural gas marketing risk management activities are conducted through AEM. AEM is exposed to
risks associated with changes in the market price of natural gas, and we manage our exposure to the risk of
natural gas price changes through a combination of physical storage and financial derivatives, including
futures, over-the-counter and exchange-traded options and swap contracts with counterparties. AEM uses
financial derivatives designated as fair value hedges to offset changes in the fair value of its natural gas
inventory and derivatives designated as cash flow hedges to offset anticipated purchases and sales of gas in the
future. AEM also utilizes basis swaps and other non-hedge derivative instruments to manage its exposure to
market volatility.

Pipeline, Storage and Qther Derivative Activities

Our pipeline, storage and other activities are also exposed to risks associated with changes in the market
price of natural gas, which are managed through a combination of physical storage and financial derivatives,
including futures, over-the-counter and exchange-traded options and swap contracts with counterparties. Atmos
Pipeline and Storage, LLC uses financial derivatives designated as fair value hedges to offset changes in the
fair value of its natural gas inventory.

Under our risk management policies for our nonregulated operations, we seck to match our financial
derivative positions to our physical storage positions as well as our expected cwrrent and future sales and
purchase obligations to maintain no net 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 circamstances,
including the use of gas by our customers in relation to our anticipated storage and market positions. Because
the price risk associated with any net open position at the end of each day may increase if the assumptions are
not realized, we review these assumptions as part of our daily monitoring activities. We may also be affected
by intraday fluctuations of gas prices since the price of natural gas purchased or sold for future delivery earlier
in the day may not be hedged until later in the day. At times, limited net open positions related to our existing
and anticipated commitments may occur. At the close of business on June 30, 2008, AEH had a net open
position (including existing storage) of 0.1 Bcf.

Treasury Derivative Activities

We periodically manage our exposure to interest rate changes by entering into Treasury lock agreements
to fix the Treasury yield component of the interest cost associated with anticipated financings. Since fiscal
2004, we have executed five Treasury lock agreements.

The most recent treasury lock agreement was executed in March 2007, which fixed the Treasury yield
component of the interest cost associated with $100 million of our $250 million 6.35% Senior Notes that were
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issuved in June 2007. This Treasury lock agreement was settled in June 2007, and resulted in the receipt of
$4.8 million from the counterparties.

The setidlement of the five Treasury lock agreements resulted in a net $39.0 million payment to the
counterparties. We designated these Treasury lock agreements as a cash flow hedge of an anticipated
transaction at the time the agreements were executed. Accordingly, unrealized gains and losses associated with
the Treasury lock agreements were recorded as a component of accumulated other comprehensive income. The
net realized loss recognized upon settlement of the Treasury lock agreements was initially recorded as a
component of accumulated other comprebensive income and is currently being recognized as a component of
interest expense over the life of the related financing arrangeraents.

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, 2008 and 2007:

Three Months Ended Nine Months Ended

June 30 June 30
2008 2007 2008 2007
(In thousands)

Increase (decrease) in fair value:

Treasury lock agreementsS. . . ....o.vvenvr e § — $2204 3 — $2945

Forward commodity confracts. .. . ............... 6,636 4,750) 16,285 (6,975)
Recognition of (gains) losses in earnings due to

settlements:

Treasury lock agreements. ... ...... ... ... . ... 787 835 2,361 2,556

Forward commodity contracts. .. ................ (3,618) 129 (1,524) 27,376
Total other comprehensive income (loss) from hedging,

metoftax®™ . ... $3,805 $(1,582) $17,122  $25,902

™ Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing
jurisdiction.

Hedge Ineffectiveness

Unrealized margins recorded in our natural gas marketing and pipeline, storage and other segments are
comprised of various components, including, but not limited to, unrealized gains and losses arising from hedge
ineffectiveness. Our hedge ineffectiveness primarily results from differences in the location and timing of the
derivative instrument and the hedged item and could materially affect our results of operations for the reported
period. Although these unrealized gains and losses are currently recorded in our income statement, they are
not indicative of the ecopomic gross profit we anticipate realizing when the underlying physical and financial
transactions are settled.

Fair value and cash flow hedge ineffectiveness arising from natural gas market price differences between
the locations of the hedged inventory and the delivery location specified in the hedge instruments is referred to
as basis ineffectiveness. Ineffectiveness arising from changes in the fair value of the fair value hedges 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 are referred to
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as timing ineffectiveness. The portion of our unrealized marging related to basis and timing ineffectiveness
gains and losses for the three and nine months ended June 30, 2008 and 2007 are as follows:

Three Months Ended Nine Months Ended
June 30 June 30
2008 2007 2008 2007
(In thousands)

Basis ineffectiveness:

Fair value basis ineffectiveness. . v .o vvvvnnnen.n. $(2,402) $1,073 $(1,185) $ 942
Cash flow basis ineffectiveness. . ................ (406) 1,479 (281) 710
Total basis ineffectiveness .. ............. ... ... (2,808) 2,552 (1,466) 1,652
Timing ineffectiveness:
Fair value timing ineffectiveness. . ............... (1,842)  (1,759) 42,040 80,456
Total hedge ineffectiveness ............ .o vn.. $(4,650) $ 793 $40,574 $82,108
4. Debt

Long-term debt
Long-term debt at Tune 30, 2008 and September 30, 2007 consisted of the following:

June 30, September 30,
2008 2007
(Te thousands)
Unsecured 4.00% Senior Notes, due October 2009 ................ $ 400,000 $ 400,000
Unsecored 7.375% Senior Notes, due 2011 . .. ... . e, 350,000 350,000
Unsecured 10% Notes, due 2011 .. ... . i i 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 .. ... ... ............. 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014 .. . .. ... ... ... ...... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017 ... .. ... .. ..o 250,000 250,000
Unsecured 5.95% Senior Notes, due 2034 . . . .. ... .. .. ... 200,000 200,000
Medium term notes
Series A, 1995-2,627%, due 2010 .. ... ... ... ... ... ... 10,000 10,000
Series A, 1995-1,6.67%,due 2025 . ... ... it 10,000 10,000
Unsecured 6.75% Debentures, due 2028 . . .. .. ..., 150,000 150,000
First Mortgage Bonds
Series P, 10.43% dueMay 2008 . .. .. ... i, —_ 7,500
Other term notes due in installments throngh 2013 ... ... ... ... ... 1,648 3,890
Total longterm debt . ...... .. .. i i 2,123,951 2,133,693
Less:
Original issue discount on unsecured senior notes and debentures . .. (3,163) 3,547
Carrent Maturilies. . . .. . oot e et (1,059 (3,831)

$2,119,729  $2,126,315
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Short-term debt

At June 30, 2008, there was $113.3 million outstanding under our commercial paper program and bank
credit facilities. At September 30, 2007, there was $150.6 million outstanding under our commercial paper
program and bank credit facilities.

Shelf Registration

On December 4, 2006, we filed a registration staternent with the Securities and Exchange Commission
{SEC) to issue, from time to time, up to $300 million in new common stock and/or debt securities available
for issuance. As of Tune 30, 2008, we had approximately $450 million of availability remaining under the
registration statement. Due to certain restrictions placed by one state regulatory commission on our ability to
issue securities under the registration staterment, we are permitted to issue a total of approximately $100 million
of equity securities, $50 million of senior debt securities and $300 million of subordinated debt securities. In
addition, due to restrictions imposed by another state regulatory commission, if the credit ratings on our senior
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation (BBB-),
Moody’s Investors Services, Inc. (Baa3) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of debt
securities under the registration statement would be suspended until we received an investment grade rating
from all of the three credit rating agencies.

Credit facilities

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

Committed credit facilities

As of Tune 30, 2008, we had three short-term committed revolving credit facilities totaling $918 million.
The first facility is a five-year unsecured facility, expiring December 2011, for $600 million that bears interest
at a base rate or at the LIBOR rate for the applicable interest period, plus from 0.30 percent to 0.75 percent,
based on the Company’s credit ratings, and serves as a backup liquidity facility for our $600 million
commercial paper program. At June 30, 2008, there was $113.3 miltion outstanding under our commercial
paper program.

The second facility is a $300 million unsecured 364-day facility expiring Novemnber 2008, that bears
interest at a base rate or the LIBOR rate for the applicable interest period, plus from 0.30 percent to
0.75 percent, based on the Company’s credit ratings. At June 30, 2008, there were no borrowings under this
facility.

The third facility is an $18 million unsecured facility that bears interest at a daily negotiated rate,
generally based on the Federal Funds rate plus a variable margin. This facility expired on March 31, 2008 and
was renewed effective April 1, 2008 for one year with no material changes to the terms and pricing. At
June 30, 2008, there were no borrowings under this facility.

The availability of funds under our credit facilities is subject to conditions specified in the respective
credit agreements, all of which we currently satisfy. These conditions include our compliance with financial
covepanis and the continued accuracy of representations and warranties contained in these agreements. We are
required by the financial covenants in our revolving credit facilities to maintain, at the end of each fiscal
quarter, a ratio of total debt to total capitalization of no greater than 70 percent. At June 30, 2008, our
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total-debt-to-total-capitalization ratio, as defined, was 55 percent. In addition, both the interest margin over the
Furodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to
adjustment depending upon our credit ratings. The revolving credit facilities each contain the same limitation
with respect to our total-debt-to-total-capitalization ratio.

Uncommitied credit facilities

AEM has a $580 million uncommitted demand working capital credit facility. On March 31, 2008, AEM
and the participating banks amended the facility, primarily to extend it to March 31, 2009. In addition, the
amendment removed the financial covenant relating to the amount of cumulative losses that could be incurred
by AEM and its subsidiaries over a specific period of time and included provisions permitting the participating
banks, or their affiliates, to participate in physical commodity transactions with AEM.

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

AEM is required by the financial covenants in the credit facility not to exceed a maximum ratio of total
liabilities to tangible net worth of 5 to 1. At June 30, 2008, AEM’s ratio of total liabilities to tangible net
worth, as defined, was 1.97 to 1. Additionally, AEM must maintain minimum levels of net working capital
ranging from $20 million to $120 million and a minimum tangible net worth ranging from $21 million to
$121 million. As defined in the financial covenants, at June 30, 2008, AEM’s net working capital was
$253.3 million and its tangible net worth was $256.5 million.

At Jupe 30, 2008, there were no borrowings outstanding under this credit facility. However, at Tune 30,
2008, AEM letters of credit totaling $161.9 million had been issued under the facility, which reduced the
amount available by a corresponding amount. The amount available under this credit facility is also limited by
various covenants, including covenants based on working capital. Under the most restrictive covenant, the
amount available to AEM under this credit facility was $88.1 million at Yune 30, 2008. This line of credit is
collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

The Company also had an unsecured short-term uncommitted credit line of $25 million that is used for
working-capital and letter-of-credit purposes. In January 2008, the unused portion of this facility was
terminated by the lending bank and the remaining balance will be terminated as the ontstanding letters of
credit expire. At Jupe 30, 2008, there was $5.3 million in letters of credit outstanding under this facility.

The Company has a $200 million intercompany uncommitted revolving credit facility with AEH. This
facility bears interest at the lesser of (i) the one-month LIBOR rate plus 0.20 percent or (i) the marginal
horrowing rate available to the Company on any such date under its commercial paper program. Applicable
state regulatory commissions have approved this facility through December 31, 2008. At June 30, 2008, there
were no borrowings outstanding under this facility,

AEH has a $200 million intercompany uncommitted demand credit facility with the Company, which
bears interest at the rate of AEM’s $580 million uncommitted demand working capital credit facility plus
0.75 percent. Applicable state regulatory commissions have approved this facility through December 31, 2008.
At JTune 30, 2008, there was $17.3 million outstanding under this facility.
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In addition, to supplement its $580 million credit facility, AEM has a $200 million intercompany
uncommiited demand credit facility with AEH, which bears interest at the rate of AEM’s $580 million
uncommitted demand working capital credit facility plus 0.75 percent. Any outstanding amounts under this
facility are subordinated to AEM’s $580 million uncommitted demand credit facility. At June 30, 2008, there
was $41.0 million outstanding under this facility.

Debt Covenants

We had other covenants in addition to those described above. Our Series P First Mortgage Bonds
cantained provisions that allowed us to prepay the outstanding balance in whole at any time, subject to a
prepayment preminm. The First Mortgage Bonds provided for certain cash flow requirements and restrictions
on additional indebtedness, sale of assets and payment of dividends. In May 2008, we redeemed our Series P
First Mortgage Bonds which were scheduled to mature in November 2013. Since the bonds have been
redecmed, the debt covenants described above no longer apply.

We were in compliance with all of our debt covenants as of June 30, 2008. If we were unable to comply
with our debt covenants, we could be required to repay our outstanding balances on demand, provide
additional collateral or take other corrective actions. Our public debt indentures relating 10 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. In addition,
AEM'’s credit agreement contains a cross-defanlt provision whereby AEM would be in default if it defaults on
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement
contains a provision that would limit the amount of credit available if Atmos Energy were downgraded below
an S&P rating of BBB and a Moody’s rating of Baa2.

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

5. Shareholders’ Equity
Public Offering

On December 13, 2006, we completed a public offering of 6,325,000 shares of our common stock
including the underwriters’ exercise of their overatlotment option of 825,000 shares. The offering was priced
at $31.50 and generated pet proceeds of approximately $192 million. We used the net proceeds from this
offering to reduce short-term debt.

Shareholder Rights Plan

1o November 1997, our Board of Directors declared a dividend distribution of one right for each
outstanding share of our common stock to sharebolders of record at the close of business on May 10, 1998,
the description and terms of which were set forth in a rights agreement between us and the rights agent dated
May 10, 1998. From that time until the expiration of the rights agreement on May 10, 2008, when all rights
terminated, each share of common stock we issued included a right that entitled the holder to purchase from
us a one-tenth share of our common stock at a purchase price of $8.00 per share, subject 1o adjustment.
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6. Earnings Per Share

Basic and diluted earnings (loss) per share for the three and nine months ended June 30, 2008 and 2007
are calculated as follows:

Three Months Ended Nine Months Ended
June 30 June 30
2008 2007 2008 2007
(In thousands, except per share amounts)
Netincome (JOSS) .. ..o vutinnnieinennnns $(6,588) $(13,360) $178,749  $174,406
Denominator for basic income per share —
weighted average common shares. . ........... 89,648 88,366 89,281 86,378
Effect of dilntive secarities:
Restricted and other shares. .. ............... e e 557 464
Stock OpHONS. . .. .. e i e — — 99 169
Denorminator for diluted income per share —
weighted average common shares. . ........... 89,648 88,366 89,937 87,011
Income (loss) per share— basic ............... $(007) $§ (01s) $§ 200 $ 2.02
Income (loss) per share — difuted. . .. .......... $ 07 $ (015) $ 199 § 2.00

There were approximately 557,000 and 466,000 restricted and other shares and approximately 99,000 and
165,000 stock options that were excluded from the calculation of dilated earnings per share for the three
months ended June 30, 2008 and 2007 as their inclusion in the computation would be anti-dilutive.

There were no out-of-the-money options excluded from the computation of diluted earnings per share for
the three and nine months ended June 30, 2008 and 2007 as their exercise price was less than the average
market price of the common stock during that period.

7. Interim Pension and Other Postretirement Benefit Plan Information

The comporents of our net periodic pension cost for our pension and other postretirement benefit plans
for the three and nine months ended June 30, 2008 and 2007 are presented in the following table. All 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 Manths Ended June 30
Pension Benefits Other Benefits
2008 2007 2008 2007

(In thousands)
Components of net periodic pension cost:

LN 7 T oo 1 S $3879 $4017 $3.342 $2,807
TREETESt COSE. + v v st v e et i e s 6,736 6,496 2,012 2,640
Expected return on assefs. . . ..o ovveein i ienn 6,311) (6,089 (715) (597)
Amortization of transition asset . ............. e — — 377 377
Amortization of prior service cost .. ... ... . ..., (a71) 44 e 9
Amortization of actuardal loss ......... .. ... ... ... 1,926 2,435 — —

Net periodic pension €ost. ... .ovvvreneren ... $6,059 $6,903 $5916 $5,236
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Nine Months Ended June 30
Pension Benefits Other Benefits
2008 2007 2008 2007
(In thousands)
Components of net periodic pension cost:

Service COSt . . vt e $11,635 $12053 $10,024 §$ 8421
Interest COSt . ..o vttt et e i e 20,208 19,486 8,736 7,921
Expected return on assets . ... ... o.iiit ... (18,932)  (18,267) (2,145) (1,791)
Amortization of transition asset . .............. — — 1,133 1,133
Amortization of prior service cost. ... .......... (513) 134 — 25
Amortization of actuarial Joss . .. .. ............ 5,778 7,303 e —

Net periodic pension cost . .. ............... $18,176  $20,709 $17,748  $15,709

The assurmptions used to develop our net periodic pension cost for the three and nine months ended
Tune 30, 2008 and 2007 are as follows:

Pension Benefits Other Benefits

2008 2007 2008 2007
Discountrate. . .. .ottt ie e e 6.30% 630% 630% 6.30%
Rate of compensation inCrease. ... ......ovuitnnnrnnnnnn 400% 400% 400% 4.00%
Expected returnon planassets. . ......... .. ... ... 825% 825% 500% 5.20%

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.
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. We are not required to contribute to our pension
plans during fiscal 2008 and do not anticipate making contributions. However, we contributed $6.7 million to
our other post-retirement benefit plans during the nine months ended June 30, 2008. We expect to contribute a
total of approximately $10 million to these plans during fiscal 2008.

8. Commitments and Contingencies
Litigation and Environmental Matters

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. We have responded timely to two sets of data
requests received from the Commission and are fully cooperating with the Comumission during this
investigation.

Subsequent to responding to the second set of data requests, the Comumission agreed to allow the
Company to conduct our own internal investigation into compliance with the Commission’s rules, and we will
provide the resnlts of this internal investigation to the Commission upon its completion. We currently are
unable to predict the final outcome of this investigation or the potential impact it could have on our financial
position, results of operations or cash flows.

On May 29, 2008, the Texas Railroad Commission adopted a rule effective September 1, 2008, which
will be applicable to all natural gas utility companies operating in Texas concerning the replacement of
compression couplings at pre-bent gas meter risers. Compliance with this rule will require us to expend
significant amounts of capital. This will cause us to redirect a greater portion of our capital budget towards
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our Mid-Tex Division but these prudent and mandatory expenditures should be recoverable through our rates
in this division. As a result, we anticipate no long-term adverse impact on our financial position, results of
operations or cash flows.

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 year ended September 30,
2007, there were no material changes in the status of such litigation and environmental-related matters or
claims during the nine months ended Tune 30, 2008. We continue to believe that the final outcome of such
litigation and environmental-related matters or claims will not have a material adverse effect on our financial
condition, results of operations or cash flows.

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

Purchase Commitments

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At June 30, 2008, AEM was committed to purchase 76.5 Bef
within one year, 38.4 Bcf within one to three years and 1.8 Bef after three years under indexed contracts. AEM
is committed to purchase 1.3 Bcf within ope year and 0.1 Bef within one to three years under fixed price
contracts with prices ranging from $7.68 to $14.37. Purchases under these contracts totaled $842.1 million and
$567.9 million for the three months ended June 30, 2008 and 2007 and $2,274.4 million and $1,551.3 million
for the nine months ended June 30, 2008 and 2007.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our
customers in its service area, which obligate it to purchase specified volumes at market prices. The estimated
fiscal year commitments under these contracts as of June 30, 2008 are as follows (in thousands):

78 - 2 $ 71,430
11 632,496
200 L e e e e e e e 164,008
7. OO 14,066
4 ) /PN 12,878
B 0T = V£ o O 16,124

$911,002

Regulatory Matters

During the three months ended June 30, 2008, we concluded rate cases we had filed in our Kansas and
Mid-Tex service areas. As of Tune 30, 2008, rate cases were in progress in our Georgia and Virginia service
areas, and we were working with the intervenors to complete their review of the Mid-Tex Division’s first Rate
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Review Mechanism filing made in April 2008. These regulatory proceedings are discussed in further detail in
Management’s Discussion and Analysis -~ Recent Ratemaking Developments.

9, 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 year ended September 30, 2007. During the nine months ended
June 30, 2008, there were no material changes in our concentration of credit risk.

10. Segment Information

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regulated natural gas
distribution, transmission and storage businesses as well as certain other nonregulated businesses. We distribute
patural gas through sales and transportation arrangements to approximately 3.2 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 distribution
system.

Through our nonregulated businesses, we provide natoral gas management and marketing services to
municipalities, other local distribution companies and industrial customers primarily in the Midwest and
Southeast. Additionally, we provide natural gas transportation and storage services to certain of our patural gas
distribution operations and to third parties.

We operate the Company through the following four segments:

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

* the regnlated transmission and storage segment, which includes the regulated pipeline and storage
operations of the Atmos Pipeline — Texas Division,

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

¢ the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering,
transmission and storage services.

In our determination of reportable segments, we consider the strategic operating units under which we
manage sales of various products and services to customers in differing regulatory environments. Althongh our
natoral gas distribution segment operations are geographically dispersed, they are reported as a single segment
as each patural 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, 2007. We evaluate performance based
on pet income or loss of the respective operating units.

As described in our Annual Report on Form 10-K for the fiscal year ended September 30, 2007, we
changed the composition of our operating segments. Effective September 2007, all prior period segment
information has been restated to conform to our new segment presentation.
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Income statements for the three and nine-month periods ended June 30, 2008 and 2007 by segment are
presented in the following tables:

Three Months Ended June 30, 2008
Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and
Distribution and Storage  Marketing Other Eliminations Consolidated
(Im thousands)

Operating revenues from external

parties . .. cu e $676,418  $27,321  $ 933931 $1475 § — $1,639,145
Intersegment revenues .. ........ 221 18,965 255,791 2,405 (277,382) —_—

676,639 46,286 1,189,722 3,880 (277,382) 1,639,145

Purchased gascost ............ 476,711 e 1,192,353 706 (276,847) 1,392.923

Grossprofit................ 199,928 46,286 2,631) 3,174 (535) 246,222
Operating expenses

Operation and maintenance . ... 95,853 17,042 4433 1,115 (621) 117,822

Depreciation and amortization . . 44,737 4,860 381 378 — 50,356

Taxes, other than income ... ... 54,141 2,493 391 310 e 57,335
Total operating expenses ........ 194,731 24,395 5,205 1,803 (621) 225513
Operating income (loss). ... ..... 5,197 21,891 (7,836) 1,371 86 20,709
Miscellaneous income .. ........ 3,508 550 377 2,273 (5,108) 1,600
Interest charges . .. ............ 28,504 6,606 2,850 532 (5,022) 33,470
Income (loss) before income

17:0. 3 SR (19,799) 15,835 (10,309) 3,112 —_ (11,161)
Income tax expense (benefit) .. ... (7,421) 5,570 (3,995) 1,273 e (4,573)

Net income (loss).......... $(12378) $10265 § (6,314) $1,839 § - §  (6,588)

Capital expenditures ........... $ 92,856  §18,252 § 132 %2916 § — § 114,156
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Operating revenues from extermnal

parties .. ...
Intersegment revenues . ........

Purchased gascost............
Grossprofit .. .............

Operating expenses

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

Total operating expenses. ... ....

Operating income (loss) . .. .. ...
Miscellaneous income . ........
Interest charges . .............

Income (loss) before income taxes . .
Income tax expense (benefit) . . ..

Net income (loss) .........

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

Three Months Ended June 30, 2007

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution and Storage Marketing Other Eliminations Consolidated
(In thonsands)
.. $548,104  $20,694 $649,633 $(279) $ — $1,218,152
.. 147 16,013 204,534 2,352 (223,046) —
548,251 36,707 854,167 2,073 (223,046) 1,218,152
.. 357.608 -— 854,743 228 (222,443) 990,136
.. 190,643 36,707 (576) 1,845 (603) 228016
.. 93,623 14,139 6,854 1,214 (689) 115,141
43,661 4,559 376 378 e 48974
.. 50,005 2,288 295 293 — 52,881
3,289 — — — 3,289
. 190,578 20,986 7,525 1,885 (689) 220,285
. 65 15,721 (8,101) (40) 86 7,131
.. 2,232 620 1,578 3,992 (4,156) 4,266
.. 28,987 6,720 2,012 830 4,070) 34,479
(26,690) 9,621 (8,535) 3,122 e (22.,482)
.. (11,000} 3,459 (2,925) 1,344 — (9,122)
.. $(15,690) $ 6,162 § (56100 $1,778 — $ (13,360)
.. $ 78,2829 $10,761 $ 187 § 454 -~ § 90,231
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Operating revenues from external
parties
Intersegment revenes

Purchased gas cost
Gross profit
Operating expenses
Operation and maintenance . . . .

Depreciation and amortization. .

Taxes, other than income
Total operating expenses. . .. .. ..

Operating income. . ...........
Miscellaneous income
Interest charges

Income before income taxes
Income tax expense

Netincome. .............

Capital expenditures

Nine Months Ended June 30, 2008

Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution and Storage = Marketing Other Eliminations Consolidated
(In thounsands)

$3,126,083 $ 72,588 $2,568,643 513,326 § ~  $5,780,640
589 70,184 590,449 7,303 (668,525) —
3,126,672 142,772 3,159,092 20,629 (668,525) 5,780,640
2,296,020 — 3,099,428 1,773 (666,835) 4,730,386
830,652 142,772 59,664 18,856 (1,690) 1,050,254
291,678 47,560 17,835 3,939 (1,948) 359,064
130,699 14,683 1,142 1,135 — 147,659
142,063 6,322 3,798 987 — 153,170
564,440 68,565 22,7175 6,061 (1,948) 659,893
266,212 74,207 36,889 12,795 258 390,361
7,654 933 1,775 6,243 (13,631 2,974
88,802 20,453 6,166 1,755 (13,373) 103,803
185,064 54,687 32,498 17,283 289,532
71,622 19,351 12,933 6,877 — 110,783
$ 113442 § 35336 § 19565 $10406 $ — § 178,749
$ 266,840 § 40334 § 201 $ 5503 § — $ 312,878
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Operating revenues from external
parties
Intersegment revenues

Purchased gas cost

Gross profit
Operating expenses

Operation and maintenance. . . .

Depreciation and amortization. .

Taxes, other than income
Tmpairment of long-lived
assets

Total operating expenses. .. .. ...

Operating income. . ...........
Miscellaneous income

Interest charges

Income before income taxes
Income tax expense

-----

Netincome..............

Nine Months Ended June 30, 2087

Natural Regulated Natuoral Pipeline,

Disuﬁglsxﬁon Ta\:m:sag: Mm(';k?ﬁng Stogat%z: nd Elimivations Consolidated
{In thousands)

$2,973.048 $ 59,029 $1.844271 $20,019 $ —  $4,896,367
430 63,618 516,631 7464  (588,193) e
2,973,528 122,647 2,360,902 27483 (588,193) 4,896,367
2,174,071 — 2,275,291 682 (585,971) 3,864,073
799,457 122,647 85,611 26,801 (2,222) 1,032,294
284,064 37,594 19,022 4,173 (2,480) 342,373
133,287 13,400 1,153 1,195 e 149,035
141,292 6,584 951 867 —_ 149,694
3,289 — — . o 3,289
561,932 57,578 21,126 6,235 (2480) 644,391
237,525 65,069 64,485 20,566 258 387,903
6,633 1,530 5,816 5,588 (11,884) 7,683
91,164 20,852 3,418 5,465 (11,626) 109,273
152,994 45,747 66,883 20,689 — 286,313
60,530 16,661 26,515 8,201 — 111,907
$ 92464 3 29,086 § 40368 $12488 § — $ 174406
$ 222526 $ 37,142 § 837 $2518 § — $ 263,023
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Balance sheet information at June 30, 2008 and September 30, 2007 by segment is presented in the

following tables:

ASSETS
Property, plant and equipment,
et .. ...
Investment in subsidiaries . . . ..
Current assets
Cash and cash equivalents. . .
Cash held on deposit in
margin account .. .......
Assets from risk management
activities . . ... .........
Other current assets. . ... ...
Intercompany receivables . ..

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

management activities......
Deferred charges and other
assels . . ...

CAPITALIZATION AND
LIABILITIES

Shareholders’ equity . . .... ...

Longtermdebt.............

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
Noncuirent liabilities from risk

management activities . . . ...
Regulatory cost of removal

obligation...............
Deferred credits and other

liabilities

June 30, 2008
Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Disiribution  and Storage = Marketing Other Eliminations  Consolidated
(In thousands)

$3,398,317 $556,196 $ 7,546 § 50829 § —  $4,012,888
476,542 — (2,096) — (474,446) —
32,949 — 13,308 244 — 46,501
—_ —_ 62,152 e — 62,152
37,366 - 19,770 147 (14,383) 42,900
687,453 16,669 627,786 49,919 (136,422) 1,245,405
490,979 — — 203,115 (694,094) —
1,248,747 16,669 723,016 253425 (844,899) 1,396,958
—_ - - 2,245 — — 2,245
567,775 132,490 24,282 10,429 —_ 734,976
— — 5,904 — — 5,904
203,663 9,477 1,228 17,451 — 231,819
$5,895,044  $714,832 §$762,125 $332,134  $(1,319,345) $6,384,790
$2,105,407 $124,055 $155,832 $196,655 $ (476,542) $2,105,407
2,119,140 — — 589 — 2,119,729
4,224,547 124,055 155,832 197,244 476,542) 4,225,136
— — - 1,059 — 1,059
113,257 — 41,000 17,275 (58,275) 113,257
— — 50,822 14,247 (14,383) 50,686
635,200 6,078 343,238 95,290 (76,051) 1,003,755
- 536,235 157,859 — (694,094) e
748,457 542,313 592,316 127,871 (842,803) 1,168,757
393,426 44,710 8,948 3,585 e 450,669
280,108 — — . — 280,108
248,506 3,754 702 3,434 — 256,396
$5,895,044  $714,832 §$762,125 $332,134 $(1,319,345) $6,384,790
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ASSETS

Praperty, plant and equipment,
net ......... . i,

Investment ip subsidiaries . .. ..
Current assets
Cash and cash equivalents. . .

Cash held on deposit in
margin account .. .......

Assets from risk management
activities . .. ...........

Other current assets. . ......
Intercompany receivables . . .

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

Noncurrent assets from risk
management activities . . . . ..

Deferred charges and other
aSSELS .. i i

CAPITALIZATION AND
LIABILITIES

Shareholders’ equity .. .......
Long-termdebt.............

Total capitalization
Current liabilities

Current maturities of
long-term debt. ... ... ...

Shortterrn debt. . .........

Liabilities from risk
management activities . . ..

Other current Habilities . . . . .
Intercompany payables

Total current liabilities. . . .
Deferred income taxes
Noncurrent liabilities from risk

management activities. . .. ..
Regulatory cost of removal

obligation . ..............
Deferred credits and other

liabilities

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

September 30, 2007
Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution  and Storage  Marketing Other Eliminations  Consolidated
(In thousands)

$3,251,144  $531921 $ 7850 § 45921 § - $3,836,836
396,474 —_— (2,096) o (394,378) —
28,881 e 31,703 141 — 60,725
—_— — 26,783 12,947 (17,881) 21,849
643,353 20,065 337,169 76,731 (90,997) 986,321
536,985 e — 114,300 (651,285) —
1,209,219 20,065 395,655 204,119 (760,163) 1,068,895
e o 2,716 e — 2,716
561,775 132,490 24,282 10,429 e 734,976
—— — 5,535 — — 5,535
227,869 4,898 1,279 13,913 o 247,959
$5,652,481 $689,374 $435221 $274,382 §$(1,154,541) $5,896,917
$1,965,754 $ 88,719  $107,090 $200,665 § (396,474) $1,965,754
2,125,007 — — 1,308 — 2,126,315
4,090,761 88,719 107,090 201,973 (396,474) 4,092,069
1,250 — e 2,581 — 3,831
187,284 e 30,000 — (66,685) 150,599
21,053 — 18,167 —_ (17,881) 21,339
519,042 6,394 186,792 53,297 (22,216) 743,909
e 550,184 101,101 — (651,285) —
729,229 556,578 336,060 55,878 (758,067) 919,678
326,518 40,565 (8,925) 12,411 — 370,569
— — 290 —_ - 260
271,059 o — e —_— 271,059
234,914 3,512 706 4,120 — 243,252
$5,652,481  $689,374  $435,221 $274,382  $(1,154,541) $5,896,917
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Atmos Energy Corporation

‘We have reviewed the condensed consolidated balance sheet of Atmos Energy Corporation as of June 30,
2008, and the related condensed consolidated statements of income for the three-month and nine-month
periods ended June 30, 2008 and 2007, and the condensed consolidated staternents of cash flows for the nine-
month periods ended June 30, 2008 and 2007. 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 acconnting matters. It is substantially
less in scope than an andit 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 staternents
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, 2007, and the related consolidated staternents of income, shareholders’ equity, and cash flows
for the year then ended, pot presented herein, and in our report dated November 27, 2007, we expressed an
unqualified opinion on those consolidated financial statements. Tn our opinion, the information set forth in the
accompanying condensed consolidated balance sheet as of September 30, 2007, is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

/s/ BrusT & Youwe LLP

Dallas, Texas
August 5, 2008
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

INTRODUCTION

The following discussion should be read in conjunction with the condensed consolidated financial
staternents 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, 2007.

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
other of our documents or oral presentations, the words “anticipate”, “believe”, “estimate”, “expect”,
“forecast”, “goal”, “intend”, “objective”, “plan”, “projection”, “seek”, “strategy” or similar words are intended
to identify forward-looking statements. Such forward-looking statements are sobject 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, which are discussed in more detail in our Annual Report on Form 10-K for the
year ended September 30, 2007, include the following: regulatory trends and decisions, including deregulation
initiatives and the impact of rate proceedings before various state regulatory commissions; market risks beyond
our control affecting our risk management activities including market liquidity, commodity price volatility,
increasing interest rates and counterparty creditworthiness; the concentration of our distribution, pipeline and
storage operations in one state; adverse weather conditions; our ability to continue to access the capital
markets; the effects of inflation and changes in the availability and prices of natural gas, including the
volatility of natural gas prices; the capital-intensive nature of our distribution business, increased competition
from energy suppliers and alternative forms of energy; increased costs of providing pension and postretirement
health care benefits; the impact of environmental regulations on our business; the inherent hazards and risks
involved in operating our distribution business, natural disasters, terrorist activities or other events; and other
uncertainties, which may be discussed herein, inclading the outcome of any pending federal or state regulatory
investigations, 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 Corporation 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 approximately 3.2 million residential,
commercial, public anthority and industrial custorners 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 distribution system.

Through our nonregulated businesses, we primarily provide natural gas management and marketing
services to mununicipalities, 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 and to third parties.
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‘We operate the Company through the following four segments:

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

» the regulated transmission and storage segment, which includes the regulated pipeline and storage
operations of the Atmos Pipeline — Texas Division,

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

o the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering,
transmission and storage services.

CRITICAL ACCOUNTING ESTIMATES AND POLICIES

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

Our critical accounting policies used in the preparation of our consolidated financial statements are
described in our Anpual Report on Form 10-K for the year ended September 30, 2007 and include the
following:

* Regulation

* Revenue Recognition

» Allowance for Doubtful Accounts

» Derivatives and Hedging Activities

» Impairment Assessments

* Pension and Other Postretirement Plans

QOur critical accounting policies are reviewed by the Audit Committee quarterly. There were no significant
changes to these critical accounting policies during the nine months ended June 30, 2008.
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RESULTS OF OPERATIONS

The following table presents our consolidated financial highlights for the three and nine months ended

Tune 30, 2008 and 2007:

Three Months Ended Nine Months Ended
June 30 June 30
2008 2007 2008 2007
{In thousands, except per share data)

Operating revenues. ... ... ............ $1,639,145  $1,218,152  $5,780,640  $4,896,367
Grossprofit .. ......... ... .. ... ... 246,222 228,016 1,050,254 1,032,294
Operating exXpenses . ..........c..cennn 225,513 220,285 659,893 644,391
Operating inCome. .. ......oovvennnn.. 20,709 7,731 390,361 387,903
Miscellaneous income . .....c.covnevn. .. 1,600 4,266 2,974 7,683
Interest charges .. .........c.cvinnnn. 33,470 34,479 103,803 109,273
Income (loss) before income taxes .. ..... (11,161) (22,482) 289,532 286,313
Income tax expense (benefit) ........... “4,573) (9,122) 110,783 111,907
Netincome (10SS). . .o o v r it i e e ees $ (6,588) $ (13,360) $ 178,749 § 174,406
Diluted net income (loss) per share. . ... .. $ o 8 (015 $ 1.99 § 2.00

Our consolidated net income (loss) during the three and nine months ended June 30, 2008 and 2007 was

earned in each of our business segments as follows:

Natural gas distribution segment . ..........
Reguiated fransmission and storage segment . .
Natural gas marketing segment ... .........
Pipeline, storage and other segment.........

Netloss ...t ie ittt e e eeaean

Natural gas distribution segment . . ..........
Regulated transmission and storage segment . . .
Natural gas marketing segment . ... ........
Pipeline, storage and other segment. ... ......

Netincome, . ......covviiiiiinnnnnnn.

Three Months Ended
Jupe 30
2008 2007 Change
(In thousands)

............... $(12,378) $(15,690) $3,312

............... 10,265 6,162 4103
............... (6314)  (5,610)  (704)

............... 1,839 1,778 61

............... $ (6,588) $(13,360) $6,772

Nine Months Ended
June 30
2008 2007 Change
(Jo thonsands)

............ $113,442 $ 92464 § 20,978

............ 35,336 29,086 6,250
............. 19,565 40,368 (20,803)
............ 10,406 12,488 (2,082)

............ $178,749  $174406 §$ 4,343
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The following tables segregate our consolidated net income (loss) and diluted eammings per share between
our regulated and nonregulated operations:

Three Months Ended
June 30
2008 2007 Change
{In thousands, except per share data)
Regulated OPErations. . . .« oo o v v v e e a i $(2,113) $ (9,528) $7415
Nonregulated operations . . ...t nnnenn . 4.475) (3.832) 643)
Consolidated Det oSS . . .. v v it i ittt e i, $(6,588)  $(13,360) $6,772
Diluted EPS from regulated operations . ..................... $(0.02) $§ ©11) $ 000
Diluted EPS from nonregulated operations. . .. ....... .. ...v... (0.05) (0.04) (0.01)
Consolidated diluted EPS . ... ... . it e i $ (007 $ (015 § 0.08
Nine Months Ended
June 30
2008 2007 Change
(In thousands, except per share data)
Regulated OPerations. . « . vvvvvrn e vrann s e e $148.778  $121,550 $ 27,228
Nonregulated operations .. . ... ...t annnen 29,971 52,856 (22,885)
Consolidated Nnet INCOME . . . . .. . oot e it i e e e ennennns $178,749 $174406 $ 4,343
Diluted EPS from regulated operations . .................. $ 166 $ 139 § 027
Diluted EPS from vonregulated operations. .. .. ............ 0.33 0.61 (0.28)
Consolidated diloted EPS . .. ... .. i $ 199 $ 200 § (0.01)

The following summarizes the results of our operations and other significant events for the nine months
ended June 30, 2008:

= Regulated operations generated 83 percent of net income during the nine months ended June 30, 2008
compared to 70 percent during the nine months ended June 30, 2007. The $27.2 million increase in our
regulated operations net income primarily reflects rate increases in our Mid-Tex, Kansas, Kentucky,
Louisiana, Tennessee and West Texas service areas coupled with higher rates and throughput in our
Atmos Pipeline — Texas Division.

* Nonregulated operations contributed 17 percent of net income during the nine months ended June 30,
2008 compared to 30 percent during the nine months ended June 30, 2007. The $22.9 million decrease
in our nonregulated operations net income primarily reflects lower asset optimization margins partially
offset by higher delivered gas margins and higher unrealized gains.

* For the nine months ended June 30, 2008, we generated $417.4 million in operating cash flow
compared with $552.7 million for the nine months ended June 30, 2007, primarily reflecting an increase
in cash required to collateralize our risk management accounts.

* In September 2007, we filed a statement of intent seeking a rate increase of $51.9 mmillion in our Mid-
Tex Division. During the fiscal 2008 second quarter, we reached a settlement agreement with
approximately 80 percent of the Mid-Tex Division’s customers. In June 2008, the Railroad Commission
of Texas (RRC) issued a final order, which ended the case for the remaining 20 percent of the Mid-Tex
Division’s customers.
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Three Months Ended June 30, 2008 compared with Three Months Ended June 30, 2007
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 eam our authorized rates of return is based primarily on our ability to improve the rate
design in our various ratemaking jurisdictions by redocing or eliminating regulatory lag and, ultimately,
separating the recovery of our approved margins from costomer usage patierns. 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 90 percent of
our residential and commercial meters in the following states for the following time periods:

L TTa" ¢ . N October — May
Kansas. . . oo e e e e s October — May
RenfueKy . . .ot e Novernber ~ April
LOUiSIANA. « .« oottt December — March
BT R 11 )« November — April
TENNESSEE . . oo e November ~ April
Texas: Mid-TeX .o ovn et e i et e et ettt ettt ettt ee s November — April
Texas: West TeXaS . ... ot ittt ittt i et e e et e e e October — May
(T A January — December

Our natural gas distribution operations are also affected by the cost of natural gas. The cost of gas is
passed throngh 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 financijal
performance than revemaes. However, gross profit in our Texas and Mississippi service areas 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 cornponent of taxes, other than income. Although
changes in revenue-related taxes arising from changes in gas costs affect gross profit, over time the impact is
offset within operating income. Timing differences exist between the recognition of revenue for franchise fees
collected from our customers and the recognition of expense of franchise taxes. The effect of these timing
differences can be significant in periods of volatile gas prices, particularly in our Mid-Tex Division. These
timing differences may favorably or unfavorably affect net income; however, these amounts should offset over
time with no permanent impact on net 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.
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Review of Financial and Operating Results

Financial and operational highlights for our natoral gas distribution segment for the three months ended
June 30, 2008 and 2007 are presented below.

Three Months Ended
June 30
2008 2007 Change
(In thousands, unless otherwise noted)
Gross Profit + . oo oo vt it e e it ia e $199,928  $190,643  § 9,285
Operating EXpenseS. . .« vt ittt i 194,731 190,578 4,153
Operatingincome . . ....... ... ... ... iiiiiiiinenn.. 5,197 65 5,132
Miscellaneous income. . ... ... ittt it e, 3,508 2,232 1,276
Interest Charges . ....ov ittt it i e i 28,504 28,087 (483)
Loss before income taxes . ...........0vivinernnnennen (19,799 (26,690) 6,891
Incometax benefit . ... ... ... i (7,421) (11,000) 3,579
Netloss ... ..o i e $(12,378) $(15,690) $3,312
Consolidated patural gas distribution sales volames — MMcf. . . . 41,357 45252 (3,895)
Consolidated natural gas distribution transportation volumes —
MMef. .. e 32,126 29,311 2,815
Total consolidated patural gas distribution throughput —
MMcE. . e e 73,483 74,563 (1,080)
Consolidated natural gas distribution average transportation
revenue per Mol . . ..o e $ 043 § 041 $ 002
Consolidated patural gas distribution average cost of gas per Mcf
SOId « o e s $ 1153 $ 790 §$ 3.63

The following table shows our operating income by natural gas distribution division for the three months
ended June 30, 2008 and 2007. 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
June 30
2008 2007 Change
{In thousands)

Colorado-Kansas . . ... covtenienrneraneaaernoeannananns $ 542 % 88 § (342
Kentucky/Mid-States . . ... ... ..ottt rennen 5,757 1,762 3,995
I3 13T 1 - 5,086 5,921 (835)
Mid-Tex . .o i e e e e e e e (3,043) (11,415) 8,372
MISSISSIPPL « v v e vt e e e e e e e e (946) 2,115 3.,061)
West Texas . ... i i i e e e (563) (391) 172)
101 T P (1,636) 1,189 (2,825)
B - Y P $5197 § 65 $5,132

The $9.3 million increase in natural gas distribution gross profit primarily reflects an $8.9 million
increase in rates. The increase in rates primarily was attributable to the Mid-Tex Division, which increased
$5.0 million as a result of the 2006 Gas Reliability Infrastructure Program (GRIP) filing, the current year Mid-
Tex rate case and the absence of a one-time GRIP refund in the prior year. The current-year period also
reflects $3.9 million in rate increases in our Kansas, Kentucky, Louisiana, Missouri, Tennessee and West Texas
service areas.
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Gross profit also increased approximately $0.4 million in revenue-related taxes primarily due to higher
revenues, on which the tax is calculated, in the current-year quarter compared to the prior-year quarter. This
increase, offset by a $2.9 million quarter-over-quarter increase in the associated franchise and state gross
receipts tax expense recorded as a component of taxes other than income, resulted in a $2.5 million decrease
in operating income when compared with the prior-year quarter.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amnortization expense and taxes, other than income, increased $4.2 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, increased $2.3 million,
primarily due to an overall increase in administrative costs.

Depreciation and amortization expense increased $1.1 million for the third guarter of fiscal 2008
compared with third quarter of fiscal 2007. The increase primarily was attributable to increases in assets
placed in service during the current year,

Operating expenses for the prior-year quarter also include a $3.3 million noncash charge associated with
the write-off of software costs.

Interest charges allocated to the natural gas distribution segment decreased $0.5 million due to lower
average effective interest rates experienced during the current-year quarter compared to the prior-year quarter.
Recent Ratemaking Developments

Significant ratemaking developments that occurred during the nine months ended June 30, 2008 are
discussed below. The amounts described below represent the gross revenues that were requested or received in
each rate filing, which may not necessarily reflect the increase in operating income obtained, as certain
operating costs may have increased as a result of a commission’s final ruling.

Mid-Tex Division Rate Case

In September 2007, Atmos Energy filed a statement of intent seeking a system-wide rate increase of
$51.9 million in owr Mid-Tex Division. During the fiscal 2008 second quarter, we reached a settlement with
438 of the 439 cities (the “Settlement Cities™), which represent approximately 80 percent of the Mid-Tex
Division’s customers. The settlement agreement includes i) an annual system-wide rate increase of approxi-
mately $10 million, of which approximately $8 million related to the Setdement Cities; ii) the ability to
recover the gas cost portion of bad debt expense, iii) a rate review mechanista (RRM) that will adjust rates for
the Settlement Cities annually to reflect changes in the Mid-Tex Division’s cost of service and rate base; iv) an
authorized retarn on equity of 9.6 percent; v) an approved capital structure of 52 percent debt/48 percent
equity and vi) the establishment of a new program designed to encourage natural gas conservation. New rates
for the Settlement Cities were implemented April 1, 2008,

In April 2008, the Mid-Tex Division filed its first RRM that will adjust rates, effective October 1, 2008,
for the Settlement Cities only. The filing secks an annual system-wide rate increase of $33.5 million
{$26.8 million for the Settlement Cities) and is currently under review.

The City of Dallas and unincorporated areas, which represent the remaining 20 percent of the Mid-Tex
Division’s customers, elected not to participate in the settlernent agreement. The Mid-Tex Division, the City of
Dallas and representatives for the unincorporated areas conducted a full rate case before the Railroad
Commission of Texas (RRC), culminating in the issuance of a final order in June 2008. Key terms of the final
order include i) a $19.6 million system-wide annual rate increase, of which approximately $3.9 million related
to the City of Dallas and unincorporated areas, ii) the ability to recover the gas cost portion of bad debt
expense, iif) an authorized return on equity of 10 percent; iv) an approved capital structure of 52 percent
debt/48 percent equity and v) the establishment of a new program designed to encourage natural gas
conservation. New rates for the City of Dallas and the unincorporated areas were implemented in July 2008.

The final order did not inclade an RRM; therefore, we will continne to make annual filings under the
Texas Gas Reliability Infrastructure Program (GRIP) in order to update rates for cusiomers in the City of
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Dallas and in the unincorporated areas for approved capital expenditures, and we will continue to file
traditional rate cases as necessary 1o assist in earning our authorized return in these areas.

In May 2008, the Mid-Tex Division filed a system-wide 2007 GRIP filing with the RRC. The filing secks
authorization to increase annual Tates, on a system-wide basis by $10.3 million based on $58.2 million of
capital costs incurred in 2007. It is currently anticipated that the RRC will issue a final order in this
proceeding by November 2008. If approved as filed, the filing should result in an annual rate increase of
approximately $2 million for customers in the City of Dallas and the nnincorporated areas.

Other Rate Case Filings

In May 2006, Atmos Energy began receiving “show cause” ordinances from several of the cities in the
West Texas Division. In December 2007, our West Texas Division reached a settlement agreement with the
West Texas cities, resulting in an approved GRIP filing to include in rate base approximately $7.0 million of
capital costs incurred during calendar year 2006. The filing should result in additional annual revennes of
approximately $1.1 million.

In July 2008, the West Texas cities signed an agreement to implement a rate review mechanism for our
West Texas system. The RRM will adjust rates on a periodic basis to reflect changes in the West Texas
Division’s cost of service and rate base for this service area. The West Texas Division expects to file its first
RRM in September 2008, which will adjust rates for the West Texas cities effective November 15, 2008.

Tn May 2008, the City of Lubbock approved its Conservation and Customer Value Plan (CCVP), which
contains an annual rate review mechanism that would adjust rates to reflect changes in the West Texas
Division’s cost of service and rate base. The West Texas Division filed its annual review filing under the
CCVP in June 2008, which is currently under review by the City of Lubbock. The filing recommends a
$0.5 million decrease in annual rates, and is expected to become effective October 1, 2008.

In October 2007, our Kentucky/Mid-States Division setted its $11.1 million rate case filed in May 2007
with the Tennessee Regulatory Authority. The settlement resulted in an increase in annual revenues of
$4.0 million and a $4.1 million reduction in depreciation expense.

In Sepiember 2007, we filed an application with the Kansas Corporation Commission (KCC) requesting a
rate increase of $5.0 million in our Kansas service area. A final order adopting the Company’s settlement with
the KCC Staff was issued in May 2008 resulting in an increase in annual revenues of $2.1 million.

In February 2008, we filed for an annual rate increase of $0.9 million in the Virginia jurisdiction of our
Kentucky/Mid-States Division. New rates, subject to refund, were implemented in April 2008, A procedural
schedule has been established that should resolt in a final order being issued by the fourth quarter of fiscal
year 2008.

In March 2008, we filed for an annual rate increase of $6.2 million in the Georgia jurisdiction of our
Kentucky/Mid-States Division. The first round of hearings was completed in July 2008. A procedural schedule
has been established that should result in a final order being issued by the fourth quarter of fiscal year 2008.

Stable Rate Filings

Louisiana Division. Tn December 2007, we filed our TransLa annual rate stabilization clause with the
Louisiana Public Service Commission requesting an increase of $2.2 million, including an increase in
depreciation expense of approximately $0.4 million. The filing was for the test year ended September 30,
2007. The TransLa filing was approved in March 2008 and resulted in an increase of $2.1 million in annual
revenues effective April 1, 2008. In April 2008, we filed the LGS annual rate stabilization clause, requesting
an increase of $2.6 million. The filing was for the test year ended December 31, 2007. The LGS filing was
approved in June 2008 and resulted in an increase of $1.7 million in annual revepues effective July 1, 2008.

Mississippi Division. Tn December 2007, the Mississippi Public Service Commission approved our
annual stable rate filing with no change in rates.
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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 nataral gas requirernents 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.

Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the three
months ended June 30, 2008 and 2007 are presented below.

Three Months Ended
June 30

2008 2007 Change

(In thousands, anless ethexrwise noted)

Mid-Tex wansSportation . . . v v v o vvereven e eneennennenenns $ 18,761 $ 15,718 § 3,043
Third-party fransportation. . . ... ..ot iei it i 22,485 16,807 5,678
Storage and park and lend services. ... ... .. ... . ... ... 2,387 1,893 494
Other. ..o i e e e e 2,653 2,289 364
Grossprofit . ... ... ... ... 46,286 36,707 9,579
Operating EXPEeNSES - v v v v v vv e o s e et an e 24,395 20,986 3,409
Operatingincome. .. ... ... ...t inrrennnnnns 21,891 15,721 6,170
Miscellaneous income . .........t it e 550 620 (70)
Interest charges ... ... ... ..ot e 6,606 6,720 (114)
Income before income faxes . . .. ... ... ... ... ....... 15,835 9,621 6,214
INCOME taX EXPEHSE + « v v v vttt e e it e e e 5,570 3,459 2,111
NetInCome . . ... e et e e e $ 10265 § 6,162 $ 4,103
Gross pipeline transportation volumes — MMef .. ........... 181,112 157,825 23,287

Consolidated pipeline transportation volumes — MMecf. .. ... .. 152,450 125,639 26,811

The $9.6 million increase in gross profit primarily was attributable to a $4.4 million increase from rate
adjustments resulting from our 2006 and 2007 GRIP filings and a $2.5 million increase from transportation
volumes. Consolidated throughput increased 21 percent, primarily due to increased transportation in the
Barnett Shale region of Texas. The improvement in gross profit also reflects $1.5 million of increased per-unit
transportation margins due to favorable market conditions.

Operating expenses increased $3.4 million primarily due to increased pipeline integrity and maintenance
costs.

Recent Ratemaking Developments

In April 2008, the RRC approved the GRIP filing for our Atmos Pipeline — Texas Division to include in
rate base approximately $46.6 million of capital costs incurred during calendar year 2007. The filing should
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sesult in additional annual revenues of approximately $7.0 million. These revenues represent the gross revenues
that were received in the filing, which may not necessarily result in an equal increase in operating income, as
some operating costs may increase.

Natural Gas Marketing Segment

Our natural gas marketing activities are conducted through Atmos Energy Marketing, LLC (AEM). AEM
aggregates and purchases gas supply, arranges transportation and/or storage logistics and ultimately delivers
gas to our customers at competitive prices. To facilitate this process, we utilize proprietary and customer-
owned transportation and storage assets to provide the various services our customers request, including
furnishing natural gas supplies at fixed and market-based prices, contract negotiation and administration, load
forecasting, gas storage acquisition and management services, transportation services, peaking sales and
balancing services, capacity utilization strategies and gas price hedging throngh the use of financial
instraments. As a result, our revenues arise from the types of commercial transactions we have structured with
our customers and include the value we extract by optimizing the storage and transportation capacity we own
or control as well as revenues received for services we deliver.

Our asset optimization activities seek to maximize the economic value associated with the storage and
transportation capacity we own or control. We attempt to meet this objective by engaging in natural gas
storage transactions in which we seek to find and profit from the pricing differences that occur over time. We
purchase physical natural gas and then sell financial instruments at advantageous prices to lock in a gross
profit margin. We also seek to participate in transactions in which we combine the natural gas commodity and
transportation costs to minimize our costs incurred to serve our customers by identifying the lowest cost
alternative within the natural gas supplies, transportation and markets to which we have access. 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 various locations and by recognizing pricing
differences that occur over time.

AEM continually mapages its net physical position to attempt to increase in the future the potential
economic gross profit that was created when the original transaction was executed. Therefore, AEM may
subsequently change its originally scheduled storage injection and withdrawal plans from one time period to
another based on market conditions and recognize any associated gains or losses at that time. If AEM elects to
accelerate the withdrawal of physical gas, it will execute new financial instruments to hedge the original
financial instruments. Tf AEM elects to defer the withdrawal of gas, it will reset its financial instruments by
settling the original financial instruments and executing new ones to correspond to the revised withdrawal
schedule.

We use financial instruments, designated as fair value hedges, to hedge our natural gas inventory vsed in
our natural gas marketing storage activities. These financial instruments are marked to market each month
based npon 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.

AEM also uses financial instruments to capture additional storage arbitrage opportunitics that may arise
after the execution of the original physical inventory bedge and to attempt to insulate and protect the economic
value within its asset optimization activities. Changes in fair value associated with these financial instruments
are recognized as a component of unrealized margins until they are settled.
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Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segment for the three months ended
June 30, 2008 and 2007 are presented below. Gross profit margin consists primarily of margins earned from
the delivery of gas and related services requested by our customers and margins earned from asset optimization
activities, which are derved from the utilization of our proprietary 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 instroments used to ranage commodity price risk as described above. These margins fluctuate based upon
changes in the spreads between the physical (spot) and forward natoral gas prices. Generally, if the physical/financial
spread narrows, we will record unreatized gains or lower unrealized losses. If the physical/financial spread widens, we
will 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
June 30
2008 2007 Change
(In thousands, unless otherwise noted)
Realized margins

Delivered gas .. ..ottt et i et e, $ 11,231 % 9999 $1,232
Asset OPHMIZAON .. .. vt it et e et ienten e (37,551) (33,376) (4,175)
(26,320) 23,377y  (2,943)

Unrealized margins. .. ... ..t im i et 23,689 22,801 888
Gressprofit. . .. ... .. ... . .. ... .. (2,631) (576) (2,055)
Operating eXpeNSeS. . ..ot n i ni e raetnnneararaaans 5,205 7,525 (2,320)
Operatingloss. ... ........ . ... ... i, (7,836) (8,101) 265
Miscellaneous INCOMmME. . . oo vt i it it it e e e i eanene o 377 1,578 {1,201)
Interest Charges . ... . iiii it it iaia s e e 2,850 2,012 838
Loss before income taxes . ...........0 v innunnnnn. (10,309) (8,535) (1,774)
Income tax benefit . . ........ 0t iieiin i nnnnnnn (3,995) (2,925) (1,070)
Net oSS . ..o ittt e e $ (6314 § (56100 §$ (704)
Gross natural gas marketing sales volumes — MMcf....... ... 103,403 104,783 (1,380)
Consolidated natural gas marketing sales volumes — MMcf. . . .. 82,122 85,413 (3,291)
Net physical position (Bef) ... ... . i 17.5 21.5 4.0)

The $2.1 million decrease in our natural gas marketing segment’s gross profit primarily reflects a
$4.2 million decrease in realized asset optimization margins. Natural gas market conditions were significantly
less volatile during the cumrent-year compared with the prior-year, which created fewer opportunities fo realize
arbitrage gains. During the quarter, AEM elected to defer storage withdrawals and reset the corresponding
financial instruments in order to increase, in future periods, the potential gross profit it could realize from its
asset optimization activities. As a result, AEM realized settlement losses without corresponding storage
withdrawal gains in the current guarter. In the prior year, AEM accelerated the withdrawal of physical gas into
the fiscal 2007 second quarter and executed new financial instruments to hedge the original financial
instruments. The losses incurred on the settlement of these financial instruments in the prior-year quarter were
smaller than the settlement losses experienced in the current gnarter.

The increased loss generated from realized asset optimization activities was partially offset by a
$1.2 million increase in realized delivered gas margins. The increase was largely attributable to slightly bigher
per-unit margins, compared with the prior-year quarter, partially offset by slightly lower sales volumes.
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Gross profit margin was also favorably impacted by a $0.9 roillion increase in unrealized margins
attributable 1o a narrowing of the spreads between current cash prices and forward natural gas prices. The
change in unrealized margins also reflects the recognition of previously unrealized margins as a component of
realized margins as a result of injecting and withdrawing gas and settling financial instruments as a part of
AEM'’s asset optimization activities.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income taxes, decreased $2.3 million primarily
due to a decrease in employee and other administrative costs.

Economic Gross Profit

AEM monitors the impact of its asset optimization efforts by estimating the gross profit, before associated
storage fees, that it captured through the purchase and sale of physical natural gas and the execution of the
associated financial instruments. This economic gross profit, combined with the effect of the future reversal of
nnrealized gains or losses currently recognized in the income statement is referred to as the potential gross
profit.!? The following table presents AEM’s economic gross profit and its potential gross profit at June 30,
2008, March 31, 2008, December 31, 2007 and September 30, 2007.

Associated Net
Net Physical ~ Economic Gross  Unrealized Gain ~ Potential Gross
Period Ending Position Profit (Loss) Profit™
(Bef) (In millions) (In millions) (In wmillions)
June 30,2008 ....... ... ... ... 17.5 $48.2 $34.3 $13.9
March 31,2008................ 20.7 $10.8 $(0.6) $11.4
December 31,2007 . ............ 17.7 $442 $32.9 $11.3
September 30,2007............. 12.3 $40.8 $10.8 $30.0

M) potential gross profit represents the increase in AEM’s gross profit in future periods if its optimization
efforts are executed as planned. This amount does not include storage and other operating expenses and
increased income taxes that will be incurred to realize this amount. Therefore, it does not represent an
estimated increase in future net income. There is no assurance that the economic gross profit or the
potential gross profit 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.

As of Tune 30, 2008, based upon AEM’s planned inventory withdrawal schedule and associated planned
settlement of financial instruments, the economic gross profit was $48.2 million. This amount will be reduced
by $34.3 million of net unrealized gains recorded in the financial statements as of June 30, 2008 that will
reverse when the inventory is withdrawn and the accompanying financial instruments are setiled. Therefore,
the potential gross profit was $13.9 million at June 30, 2008,

The $2.5 million increase in potential gross profit as compared to March 31, 2008, is comprised of a
$37.4 million increase in the economic gross profit, principally due to the election to roll positions into
forward months as described above, partially offset by a $34.9 million increase in unrealized gains primarily
attributable to recognizing as a component of realized margin previously unrealized losses and a favorable
movement in the market prices used to value our natural gas storage inventory.

The economic gross profit 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 AEM
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 gross profit or the potential gross
profit calculated as of June 30, 2008 will be fully realized in the futare nor can we predict in what time
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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 earpings could be adversely impacted. Assuming AEM fully
executes its plan in place on June 30, 2008, without encountering operational or other issues, we anticipate a
portion of the potential gross profit as of June 30, 2008 will be recognized during the final quarter of fiscal
2008 with most of the remainder recognized during fiscal 2009.

Pipeline, Storage and Other Segment

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and
Storage, LLC (APS), Atmos Energy Services, LL.C (AES) and Atmos Power Systems, Inc., which are each
wholty-owned by Atmos Energy Holdings, Inc.

APS owns or bas an interest in underground storage fields in Kentucky and Louisiana. We use these
storage facilities to reduce the need to contract for additional pipeline capacity to meet customer demand
during peak periods. Additionally, beginning in fiscal 2006, APS initiated activities in the natural gas gathering
business. As of June 30, 2008, these activities were limited in nature.

AES, through December 31, 2006, provided natural gas managerment services to our natural gas
distribution operations, other than the Mid-Tex Division. These services included aggregating and purchasing
gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our natural gas
distribution service areas at competitive prices. Effective Jannary 1, 2007, these services were moved to our
shared services function included in our natural gas distribution segment. AES continues to provide limited
services to our natural gas distribution divisions, and the revenues AES receives are equal to the costs incurred
1o provide those services.

Through Atmos Power Systems, Inc., we have constructed electric peaking power-generating plants and
associated facilities and lease these plants through lease agreements that are accounted for as sales under
generally accepted accounting principles.

Results for this segment are primarily impacted by seasonal weather patterns and volatility in the natural
gas markets. Additionally, this segment’s results include an unrealized component as APS hedges its risk
associated with its asset optimization activities.

Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the three months
ended June 30, 2008 and 2007 are presented below.

Three Months Ended
June 30
2008 2007 Change
(Io thousands)

Storage and transportation SEIVICES. . . ..o vveve v e inennennn $3691 $4060 $ (369)
Asset OpHMIZAtON. . . ... . ittt e e i (1,329) (2,247 918
L 11 7 o 1,210 845 365
Unrealized margins . ... ... . ... i . (398) (813) 415
Grossprofit .. ... .. ... . .. . ... i e 3,174 1,845 1,329
Operating eXpPenses « . .. i vt tr i e siean e 1,803 1,885 (82)
Operating income (Joss). . . .......... i 1,371 (40) 1,411
Miscellaneots INCOMIE . . . vttt vttt it st 2,273 3,992 1,719)
Interest Charges . . .. v vttt ittt et et ettt e e 532 830 (298)
Income before income taxes. . ............... .. . ... 3112 3,122 (10)
InCOme taX BXPeNSE . . o v v vt e e e e e it e 1,273 1,344 an
Net IRCOMIC. . . ..ttt ettt et ittt et e e $1839 $1,778 § 61




Pipeline, storage and other gross profit increased $1.3 million primarily due to a $0.9 million increase in
asset optimization margins as a result of a more favorable settlement of our asset management contracts in the
current-year period, This increase was coupled with a $0.4 million increase in unrealized margins associated
with asset optimization activities.

Operating expenses for the three months ended June 30, 2008 were consistent with the prior-year quarter.

Nine Months Ended June 30, 2008 compared with Nine Months Ended Jure 30, 2007
Natural Gas Distribution Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas distribution segment for the nine months ended
June 30, 2008 and 2007 are presented below.

Nine Months Ended
June 30
2008 2007 Change
(In thousands, unless ofherwise noted)
Gross Profit . . v oo e e e e e e e e . $830,652 $799.457  $31,195
Operating eXPeNsSeS . . o v v v iin e in e 564,440 561,932 2,508
Operating ipcome. . ... ... .. ..t 266,212 237,525 28,687
Miscellaneous INCOME . . . v v vt vt e vt erees e evecneananan 7,654 6,633 1,021
Interest charges ... .. iv i it it et e 88,802 91,164 (2,362)
Income beforeincome faxes. . .. .................0unn.. 185,064 152,994 32,070
IDCOME 1AX EXPENSE « . o v cen it e it i e e 71,622 60,530 11,092
Neb HICOMIE . . ...ttt ittt et i e iene e rennennn $113,442 § 92464  $20,978
Consolidated natural gas distribution sales volumes — MMcf ... 261,692 265,508 (3,816)
Consolidated nataral gas distribution transportation volurnes —
ML o e e e e e e 105,605 101,572 4,033
Total consolidated natural gas distribution throughput —
MM L e e et 367,297 367,080 217
Consolidated natural gas distribution average transportation
revenue per Mcf. . ...t e $ 044 $§ 046 $ (0.02)
Consolidated natural gas distribution average cost of gas per Mcf
0 o S $ 877 $ 819 § 058
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The following table shows our operating income by natural gas distribution division for the nine months
ended June 30, 2008 and 2007. The presentation of our natural gas distribution operating income is included
for financial reporting purposes and may not be appropriate for ratemaking purposes.

Nine Months Ended
June 30
2008 2007 Change
(In thousands)
ColoTado-KANSAS « « « o v v et et e e et e e e . $ 22766 % 24524 §$(1,758)
Kentacky/Mid-States . . ... ... ... it eaniannnanaann 49,800 44913 4,887
LOWSIANG. . . vttt ittt s et i i ee i i e e 36,254 39,540 (3,286)
Mid-Tex ... it i it et ettt e 119,661 82,932 36,720
MiSSISSIPPE « v it e e 23,397 25,918 (2,521)
West Texas .. vii ittt ot et e e e e 13,332 18,230 (4,898)
1 11 T2 OO GG 1,002 1,468 (466)
L5 $266,212  $237,525  $28,687

The $31.2 million increase in natural gas distribution gross profit primarily reflects a $31.7 million net
increase in rates. The pet increase in rates primarily was attributable to the Mid-Tex Division which increased
$24.1 million as a result of the 2006 GRIP filing, the previous and current year Mid-Tex rate cases and the
absence of a one time GRIP refund in the prior year. The current-year period also reflects $10.7 million in
rate increases in our Kansas, Kentucky, Louisiana, Tennessee and West Texas service areas.

Gross profit also increased approximately $6.5 million in revenue-related taxes primarily due to higher
revenues, on which the tax is calculated, in the current-year period compared to the prior-year period. This
increase, partially offset by a $2.5 million period-over-period increase in the associated franchise and state
gross receipts tax expense recorded as a component of taxes other than income, resulted in a $4.0 million
increase in operating income, when compared with the prior-year period.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income, increased by $2.5 million.

Operation and maintenance expense, excluding the provision for doubtful accounts, increased
$11.1 million, primarily due to increased administrative and natural gas odorization costs partially offset by
lower employee costs. The increase in operation and maintenance expense also reflects the absence in the
current-year period of a nonrecurring $4.3 million deferral of hurricane-related operation and maintenance
expenses in the prior-year period.

The provision for doubtful accounts decreased $3.5 million- to $10.2 million for the nine months ended
June 30, 2008. The decrease primarily was attributable to strong collection efforts.

Depreciation and amortization expense decreased $2.6 million for the nine months ended June 30, 2008
compared with the nine months ended June 30, 2007. The decrease primarily was attributable to changes in
depreciation rates as a result of recent rate cases.

Operating expenses for the prior-year period also include a $3.3 million noncash charge associated with
the write-off of software costs.

Results for the current-year period include a $1.2 million gain on the sale of irrigation assets in our West
Texas Division during the fiscal 2008 second quarter.

Interest charges allocated to the natural gas distribution segment decreased $2.4 million due to lower
average outstanding short-term debt balances in the current-year period compared with the prior-year period.
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Regulated Transmission and Storage Scgment
Review of Financial and Operating Results

Financial and operational highlights for our regulated transmission and storage segment for the nine
months ended June 30, 2008 and 2007 are presented below.

Nine Months Ended
June 30

2008 2007 Change

(In thousands, unless otherwise noted)

Mid-Tex transportation. . ... ..o oo it iion i $ 69,409 $ 62,149 § 7,260
Third-party transportation. . .. ..o o v i it ii ittt 58,946 45,162 13,784
Storage and park and lend services. . .. ... ... it 6,288 6,943 (655)
L0157 o 8,129 8,393 (264)
Graessprofit . ... ... .. .. ... 142,772 122,647 20,125
Operating EXpenses . .. v v v v ne v oo iea e T, 68,565 57,578 10,987
Operatingincome. . .. ... . ... ... . iiiiiniiinnnnn. 74,207 65,069 9,138
Miscellaneous INCOME . . . v v ittt ettt cnananenn 933 1,530 (597)
Interest Charges . . ..o in it e it r e, 20,453 20,852 (399)
Income before income taxes . . .. ........... .o it 54,687 45,747 8,940
Income 1ax eXpense . . ... .o v it it 19,351 16,661 2,690
Neb meome . . . ... ittt e et iia e, $35336 $ 29086 § 6250
Gross pipeline transportation volumes—MMecf ............. 593,452 528,144 65,308
Consolidated pipeline transportation volumes —MMecf. ... .. .. 429,758 359,447 70,311

The $20.1 million increase in gross profit primarily was attributable to a $10.0 million increase from rate
adjustments resulting from our 2006 and 2007 GRIP filiogs and a $6.1 million increase from transportation
volumes. Consolidated throughput increased 20 percent primarily due to increased transportation in the Barnett
Shale region of Texas. The improvement in gross profit also reflects increased service fees and per-unit
transportation margins due to favorable market conditions which contributed $3.6 million. New compression
contracts and transportation capacity enhancements also contributed $2.4 million. These increases were
partially offset by a $1.6 million decrease in sales of excess gas compared to the same period in the prior year
and a $1.0 million decrease in parking and lending services due to market conditions.

Operating expenses increased $11.0 million primarily due to increased pipeline integrity and maintenance
costs.



Natural Gas Marketing Segment
Review of Financial and Operating Results

Financial and operational highlights for our natural gas marketing segment for the nine months ended
June 30, 2008 and 2007 are presented below.

Nine Months Ended
June 30

2008 2007 Change
(In thousands, unless otherwise noted)

Realized margins

Delivered gas . .. ..ot itiein e $ 55,599 § 44,320 $11,279
AsSet OPHIMIZAtION ... ... ..ttt (10,339) 38,558 (48,897
45,260 82,878 (37,618)

Unrealized margins. ... .. ..o ie it 14,404 2,733 11,671
Grossprofit. . ... ... ... ... ... ... 59,664 85,611 (25,947)
Operaling eXPenses. . . oottt i e e iranarennatenaas 22,775 21,126 1,649
Operatingincome . .................. .. ..., 36,889 64,485 (27,596)
Miscellaneous InCOMmME . . . . .o vt i i it it e it s eerenrnnanann 1,775 5,816 4,041
Interest Charges. . .. .....c.vvtn i ir et 6,166 3,418 2,748
Income beforeincome taxes . ..., 32,498 66,883 (34,385)
INnCOme taXx EXPENSE ... ...t o ittt i s 12,933 26,515 (13,582)
NetIDCOIE . . ... ittt an $ 19,565 $ 40,368  $(20,803)
Gross natural gas marketing sales volumes —MMcf .. ..... .. 348,789 306,931 41,858
Consolidated natural gas marketing sales volumes — MMcf. ... 298,351 264,325 34,026
Net physical position (Bef) .. ... ..o i 17.5 21.5 4.0)

The $25.9 million decrease in our natural gas marketing segment’s gross profit primarily reflects a
$48.9 million decrease in realized asset optimization roargins. As a result of a less volatile natural gas market
experienced during the year, AEM has been regularly deferiing storage withdrawals and resetting the
associated financial instruments to increase the potential gross profit it could realize from its asset optimization
activities in future periods. As a result, AEM recognized settlement losses without corresponding storage
withdrawal gains during the cwrent fiscal year. Additionally, AEM experienced increased storage fees charged
by third parties during this time period. In the prior year, AEM was able to recognize arbitrage gains as
changes in its originally scheduled storage injection and withdrawal plans had a significantly smaller impact.

The decrease in realized asset optimization margins was partially offset by an $11.3 million increase in
realized delivered gas margins. The increase reflects both increased sales volumes and increased per-unit
margins. Gross sales volumes increased 14 percent compared with the prior-year period as we were able to
successfully execute our marketing initiatives. The increase iu the per-unit margin primarily reflects favorable
basis gains on certain contracts. After excluding the effect of these location basis gains, our per-unit margins
decreased four percent in the curreni-year period due to increased competition experienced during the third
fiscal quarter in a higher-priced natural gas market.

Gross profit margin was also favorably impacted by an $11.7 million increase in unrealized margins
attributable to a narrowing of the spreads between current cash prices and forward natural gas prices. The
change in unrealized margins also reflects the recognition of previously unrealized margins as a component of
realized margins as a vesult of injecting and withdrawing gas and settling financial instruments as a part of
AEM’s asset optumization activities.
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Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes, other than income taxes, increased $1.6 million. The increase
reflects $2.4 million for the settflement of certain tax matters partially offset by a $0.8 million decrease in
employee and other administrative costs.

Pipeline, Storage and Other Segment

Review of Financial and Operating Results

Financial and operational highlights for our pipeline, storage and other segment for the nine months
ended Tune 30, 2008 and 2007 are presented below.

Nine Months Ended
Juoe 30
2008 2007 Change
(In thousands)

Storage and transportation SEIVICES . . ..o vt vt i it $11,325  $11,850 § (52%)
AsSet OpHIMHZANON .+ . .o vt i v it e it et 3,783 10,947 (7,164)
10 1 ¢ OO 3,701 2,992 709
Unrealized marging ... ...covviintieneveirnanenaennneena 47 1,012 (965)
Grossprofit ... ...... ... it 18,856 26,801 (7,945)
Operating EXPENSES . o oo v v v nn e e e ine e s 6,061 6,235 (174)
Operafing income. . .. .. ... ... . ittt nenenn 12,795 20,566 (7,771)
Miscellaneous IMCOME . . oo v it i et v oo aeeeaeannns 6,243 5,588 655
Interest charges . ... ..o ieii i 1,755 5,465 (3,710)
Income before income faxes . . ...... ... i, 17,283 20,686 (3,406)
INCOME 1AX EXPOISE « o o v oot rce v cv i ensean e 6,877 8,201 (1,324)
NeLInCOmE . .. ..o et $10406 $12488  $(2,082)

Pipeline, storage and other gross profit decreased $7.9 million primarily due to a $7.2 million decrease in
asset optimization margins as a result of a less volatile nataral gas market. The change in gross profit also
reflects a decrease of $1.0 million in unrealized margins associated with asset optimization activities.

Operating expenses for the nine months ended Taoe 30, 2008 remained generally unchanged compared
with the prior-year period.
Liquidity and Capital Resources

Our working capital and liguidity for capital expenditures and other cash needs are provided from
internally generated funds and borrowings under our credit facilities and commercial paper program.
Additionally, from time to time, we raise funds from the public debt and equity capital markets to fund our
liquidity needs.

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 reguirements resulting from significant changes in commodity prices, opera-
tional risks and other factors.

Cash flows from operating activilies

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

For the nine months ended June 30, 2008, we generated operating cash flow of $417.4 million from
operating activities compared with $552.7 million for the nine months ended June 30, 2007. Period over
period, our operating cash flow was reduced primarily by cash required to collateralize our risk management
accounts, which reduced operating cash flows by $84.2 million. Additionally, changes in accounts receivable
and gas stored undergroond reduced operating cash flow by $219.9 million. These decreases were partially
offset by favorable timing of accounts payable and accrued labilities which increased operating cash flow by
$141.8 million. Finally, other changes in working capital and other items increased operating cash flow by
$27.0 million.

Cash flows from investing activities

In recent years, a substantial portion of our cash resources has been used to fund acquisitions and growth
projects, our orgoing construction program and insprovements to information systems. Our ongoing construc-
tion 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, our Mid-
Tex, Louisiana, Mississippi and West Texas natural gas distribution divisions and our Atmos Pipeline — Texas
Division have rate designs that provide the opportunity to include in their rate base approved capital costs on a
periodic basis without being required to file a rate case.

Capital expenditures for fiscal 2008 are expected to range from $455 million to $465 nullion. For the
nine months ended June 30, 2008, we incurred $312.9 million for capital expenditures compared with
$263.0 million for the nine months ended June 30, 2007. The increase in capital spending primarily reflects an
increase in main replacements in our Mid-Tex Division and spending in the natural gas distribution segment
for our new automated metering initiative. This initiative is expected to improve the efficiency of our meter
reading process through the installation of equipment that automatically reads and transfers customer
consumption and other data to our customer information systems.

Cash flows from financing activities

For the nine months ended June 30, 2008, our financing activities reflected a use of cash of $114.4 million
compared with $5.2 million in the prior-year period. Our significant financing activities for the nine months
ended June 30, 2008 and 2007 are summarized as follows.

 During the nine months ended June 30, 2008, we repaid a net $35.7 million under our short-term credit
facilities. The net repayment reflects the timing of the nse of our line of credit to finance natural gas
purchases.

e We repaid $9.9 million of long-term debt during the nine months ended June 30, 2008 compared with
$2.7 million during the nine months ended June 30, 2007. The increased payments during the current-
year period reflects the prepayment of $7.5 million of our Series P First Mortgage Bonds. In connection
with this prepayment we paid a $0.2 million make-whole preminm in accordance with the terms of the
bonds and related indenture.

* In December 2006, we sold 6.3 million shares of common stock in an offering, including the
underwriters’ exercise of their overallotment option of 0.8 million shares, generating net proceeds of
approximately $192 million. The net proceeds from this issuance were used to reduce our short-term
debt.

» During the nine months ended Tune 30, 2008, we paid $87.8 million in cash dividends compared with
$83.1 million for the nine months ended June 30, 2007. The increase in dividends paid over the prior-
year period reflects the increase in our dividend rate from $0.96 per share during the nine months
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ended Tune 30, 2007 to $0.975 per share during the nine months ended June 30, 2008 combined with
our December 2006 equity offering and new share issuances under our various equity plans.

« During the nine months ended June 30, 2008, we issued 0.7 million shares of common stock under our
various equity plans which generated net proceeds of $19.1 million. In addition, we granted 0.5 million
shares of common stock under our 1998 Long-Term Incentive Plan.

The following table summarizes our share issuances for the nine months ended June 30, 2008 and 2007.

Nine Months Ended
June 30
2008 2007
Shares issoed:

Direct Stock Parchase Plan . ... ... ittt e i iveea e 294,071 238,689
Retirement Savings Plan ... .. . ... .. i 410,350 306,920
1998 Lopg-Terro Incentive Plan . . ... ... o oot 538,100 500,684
Outside Directors Stock-for-Fee Plan . . ........ ... .. ... ... ... 2,399 1,776
PublicOffering . ... ..ot i i i e - 6,325,000
Total shares 1ssued . . . .. ..o ittt i it ettt 1,244920 7,373,069

Credit Facilities

As of Tune 30, 2008, we had a total of approximately $1.5 billion of credit facilities, comprised of three
short-term committed credit facilities totaling $918 million and, through AEM, an uncommitied credit facility
that can provide up to $580 million. Borrowings under our uncommitted credit facilities are made on a
when-and-as-needed basis at the discretion of the banks. Our credit capacity and the amount of unused
borrowing capacity are affected by the seasonal nature of the natural gas business and our short-term
borrowing requirements, which are typically highest during colder winter months. Our working capital needs
can vary significantly due to changes in the price of natural gas charged by suppliers and the increased gas
supplies required to meet customers’ needs during periods of cold weather.

As of June 30, 2008, the amount available to us under our credit facilities, net of outstanding letters of
credit, was $1.0 billion. We believe these credit facilities, combined with our operating cash flows, will be
sufficient to fund our working capital needs. These facilities are described in further detail in Note 4 to the
unaudited condensed consolidated financial statements.

Shelf Registration

On December 4, 2006, we filed a registration statement with the Securities and Exchange Commission
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities available
for issuance. As of June 30, 2008, we had approximately $450 million available for issuance under the
registration statement, Due to certain restrictions imposed by one state regulatory commission on our ability to
issue securities under the registration statement, we are permitted to issue a total of approximately $100 million
of equity securities, $50 million of senior debt securities and $300 million of subordinated debt securities. In
addition, due to restrictions imposed by another state regulatory commission, if the credit ratings on our sepior
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation (BBB-),
Moody’s Investors Services, Inc. (Baa3) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of debt
securities under the registration statement would be suspended until an investment grade rating from all three
credit rating agencies was achieved.

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, incleding debt to total capitalization, operating cash flow relative to outstanding debt,
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operating cash flow coverage of interest and pension Liabilities and funding status. In addition, the rating
agencies consider qualitative factors such as consistency of our earnings over time, the quality of our
management and business strategy, the risks associated with our 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
Service (Moody’s) and Fiich Ratings, Ltd. (Fitch). Our current debt ratings are all considered investment grade
and are as follows:

S&P Moody’s Fitch

Unsecured senior fong-term debt . ............................. BBB Baa3 BBB+
Commercial paper . ... ...t i e A-2 P-3 F-2

Currently, with respect to our unsecured senior long-term debt, S&P maintains its positive outlook and
Fitch maintains its stable outlook. Moody’s recently reaffirmed its stable outlook. None of our ratings are
currently under review.

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 independent of any other rating, There can be
no assurance that a rating will remain in effect for any given period of time or that a rating will not be
lowered, or withdrawn entirely, by a rating agency if, in its judgment, circumstances so warrant.

Debt Covenants

We were in compliance with all of our debt covenants as of June 30, 2008, Our debt covenants are
described in Note 4 to the unaudited condensed consolidated {inancial statements.
Capitalization

The following table presents our capitalization as of June 30, 2008, September 30, 2007 and June 30,
2007:

June 30, September 30, June 30,
2008 2007 2007
(In thousands, except percentages)
Shortterm debt . .............. $ 113,257 2.6% $ 150,599 35% § e —%
Long-termdebt ............... 2,120,788 489% 2,130,146 50.2% 2,430,518 55.0%
Shareholders’ equity. .. ......... 2,105,407 48.5% 1,965,754 46.3% 1,988,142 45.0%
Total capitalization............. $4,339,452  100.0% $4,246,499 100.0% $4,418,660 100.0%

Total debt as a percentage of total capitalization, including short-terin debt, was 51.5 percent at June 30,
2008, 53.7 percent at September 30, 2007 and 55.0 percent at June 30, 2007. 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 capitalization
ratio in a target range of 50 to 55 percent through cash flow generated from operations, continued issuance of
new common stock under our Direct Stock Purchase Plan and Retirement Savings Plan and access to the
equity capital markets.

Contractual Obligations and Commercial Commitments

Significant commercial commitments are described in Note 8 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, 2008.
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In February 2008, Atmos Pipeline and Storage, LLC announced plans to construct and operate a salt-
cavern gas storage project in Franklin Parish, Louisiana. The project, located near several large interstate
pipelines, includes the developrent of three 5 billion cubic feet (Bef) caverns for a total of 15 Bef of working
gas storage, with six-tumn injection and withdrawal capacity. Pending regulatory approval, the first cavern is
projected to go into operation by mid-2011, with the other two caverns projected to be operational by 2012
and 2014. Based on market demand, four additional storage caverns could potentially be developed.

Risk Management Activities

‘We conduct risk management activities through both our natural gas distiibution and natural gas
marketing segments. In our natural gas distribution segment, we nse 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 natural gas marketing segment, we manage our exposure 1o the risk of natural gas price
changes and lock in our gross profit margin through a combination of storage and financial derivatives,
inclnding 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 fair value hedges, we could experience ineffectiveness or the hedges may no longer
meet the accounting requirements for hedge accounting, resulting in the derivatives being treated as mark-to-
market instruments through earnings. In addition, natural gas inventory would be reflected on the balance sheet
at the lower of cost or market instead of at fair value.

We record our derivatives as a component of risk management assets and liabilities, which are classified
ag corrent or noncurrent based upon the anticipated settlement date of the underlying derivative. Substantially
all of our derivative financial instruments are valued using external market quotes and indices. The following
tables show the components of the change in the fair value of our patural gas distribution and natural gas
marketing commodity derivative contracts for the three and nine months ended June 30, 2008 and 2007:

Three Months Ended Three Months Ended
June 30, 2008 June 30, 2007

Natural Gas  Natural Gas  Natural Gas  Natural Gas
Distribution Marketing Distribution Marketing

(In thousands)
Fair value of contracts at beginning of
period .. ... .. .. $ 9,505 $(22,975) $ 3,802 $(24,994)
Contracts realizedfsettied . ............. 339 30,185 (144) 15,994
Fair value of new contracts. . .. ......... 5,675 — (5,797) e
Other changesinvalue. . .............. 21,847 (50,182) (5,385) 24,898
Fair value of contracts at end of period ..... $37,366 $(42,972) $(7,524) $ 15,898
Nine Months Ended Nine Months Ended
June 39, 2008 June 30, 2007

Natural Gas  Natural Gas  Natural Gas  Natural Gas
Distribution Marketing Distribution Marketing

(In thousands)

Fair value of contracts at beginning of

period ... ... . e $(21,053) $ 26,308 $(27,209) $ 15,003
Contracts realizedfsettled . ............. (26,971) (11,071) (27,662) (10,593)
Fair value of new contracts. . ........... 5,395 — (7,058) —
Other changes invalue. . . ............. 79,995 (58,709) 54,405 11,488
Fair value of contracts at end of period .. ... $ 37,366 $(42,972) $ (7.524) $ 15,898
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The fair value of our natural gas distribution and natural gas marketing derivative contracts at June 30,
2008, is segregated below by time period and fair value source:

Fair Value of Contracts at June 30, 2008
Maturity in Years

Greater  Total Fair

Source of Fair Value Less than 1 1-3 45 Then 5 Value
(In thousands)
Prices actively quoted . .. ................. $(7,511)  $2373  $— 5— $(5,138)
Prices based on models and other valuation
methods. ... .. i (275) 193y - — (468)
Total Fair Value. . . ....... ... ... oo $(7,786)  $2,180 p— §_—: $(5,606)

Pension and Postretirement Benefits Obligations

For the nine months ended June 30, 2008 and 2007, our total net periodic pension and other benefits cost
was $35.9 million and $36.4 million. These 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 total net periodic pension and other benefit costs remained relatively unchanged during the current-
year period when compared with the prior-year period as the assumptions we made during our anmual pension
plan valuation completed June 30, 2007 were consistent with the prior year. 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. At our June 30, 2007
measurement date, the interest rates were consistent with rates at our prior-year measurement date, which
resulted in no change to our 6.30 percent discount rate ased to determine our fiscal 2008 net periodic and
post-retirernent cost. In addition, our expected refurn on our pension plan assets remained constant at
8.25 percent.

We are currently in the process of completing our fiscal 2008 pension plan valuation. Based upon market
conditions as of the June 30, 2008 valuation date, we expect no significant increase in our fiscal 2009 net
periodic pension cost.

During the nine months ended June 30, 2008, we contributed $6.7 million to our other postretirerent
plans, and we expect to contribute a total of approximately $10 million to these plans during fiscal 2008.
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OPERATING STATISTICS AND OTHER INFORMATION

The following tables present certain operating statistics for our patural gas distribution, regulated
transmission and storage, natural gas marketing and pipeline, storage and other segments for the three and

nine-month periods ended June 30, 2008 and 2007.

Natural Gas Distribution Sales and Statistical Data

Three Months Ended Nine Months Ended
June 30 June 36
2008 2007 2008 2007
METERS IN SERVICE, end of period
Residential . ... ... ittt ir i, 2,922,415 2,900,716 2,922.415 2,900,716
Commercial . ........crt s 271,542 274,273 271,542 274,273
Industrial . ... ... ... i 2,265 2,739 2,265 2,739
Public authority andother . . .. ............... 9,234 16,576 9,234 16,576
TOAl MEETS & vttt e vt e e ieeeneeanans 3,205,456 3,194,304 3,205,456 3,194,304
INVENTORY STORAGE BALANCE ~—Bcef . . ... 41.7 439 41.7 439
HEATING DEGREE DAYS®™
Actual (weighted average)................... 174 163 2,810 2,873
Percentofnormal . ...........cv.i s 102% 98% 100% 101%
SALES VOLUMES — MMcf®
Gas sales volumes
Residential .. ......... ... 18,584 21,421 151,549 155,021
Commercial . ... ... iieriaenannns 15,199 16,672 82,325 83,231
Industrial .. ... oo vttt et 4,687 5,248 17,899 18,551
Public authority andother . . . ................ 2,887 1,911 9,919 8,705
Total gassalesvolumes . . ................. 41,357 45,252 261,692 265,508
Transportation volumes. . . ........ ... 33,211 30,431 109,002 105,125
Total throughput . . . ... ... ... coivronva 74,568 75,683 370,694 370,633
OPERATING REVENUES (0007s)®
Gas sales revenues
Residential . ... ...t $ 352,803 § 294756  $1,878,855  $1,795,124
Commercial ........0vr it 213,594 170,425 903,771 855,468
Industiial .. ... e 53,843 44,345 167,154 162,621
Public authority andother . . ................. 33,135 18,193 100,983 84,550
Total gas sales revenues. . .. ............... 653,465 527,719 3,050,763 2,897,763
Transportation Tevenues ... ....v.vvvueennnonnnn 14,163 12,040 46,954 46,997
Other gas revenues .. ... ..o inneenronvenn. 9,011 8,492 28,955 28,768
Total operating revenues . . ..........vvun.. $ 676,639 § 548251 $3,126,672  $2,973,528
Average transportation revenue per Mcf. . ... ... .. 3 043 $ 040 & 043 § 0.45
Average cost of gas per Mcfsold ............... $§ 1153 § 790 $ 877 $ 819

See footnotes following these tables.
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Regulated Transmission and Storage, Natural Gas Marketing and Pipeline, Storage and Other Operations
Sales and Statistical Data

Three Months Ended Nine Months Ended
June 30 June 30
2008 2007 2008 2007
CUSTOMERS, end of period
Industrial. .. .. oot e e e 702 700 702 700
Municipal ...... ... e 56 64 56 64
Other. .o e 503 424 503 424
Total .. e e 1,261 1,188 1,261 1,188
INVENTORY STORAGE BALANCE — Bef
Natural gas marketing . ......... ... ... ... ..., 18.8 25.1 18.8 251
Pipeline, storageandother. . .................. 1.2 1.9 1.2 1.9
1 20.0 27.0 20.0 27.0
REGULATED TRANSMISSION AND STORAGE
VOLUMES —MMef® .. ... ............... 181,112 157,825 593,452 528,144
NATURAL GAS MARKETING SALES VOLUMES
—MMef® 103,403 104,783 348,789 306,931
OPERATING REVENUES (000°5)®
Regulated transmission and storage . ............ $ 46,286 § 36,707 $ 142,772 § 122,647
Natural gas marketing .............. ... ... ... 1,189,722 854,167 3,159,092 2,360,902
Pipeline, storageandother. . .................. 3,880 2,073 20,629 27,483
Total operating revenues. . .. .......vouven... $1,239,888  $892,947 $3,322.493  §$2,511,032

Notes to preceding tables:

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

@ Sales volumes and revennes reflect segment operations, including intercompany sales and transporiation
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
Ttem 7A in our Annual Report on Form 10-K for the year ended September 30, 2007. During the nine months
ended June 30, 2008, there were no material changes in our quantitative and qualitative disclosures about
market risk.
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Item 4. Conirols and Procedures

As indicated in the certifications in Exhibit 31 of this report, the Company’s Chief Executive Officer and
Chief Financial Officer have evaluated the Company’s disclosure controls and procedures as of June 30, 2008,
Based on that evaluation, these officers have concluded that the Company’s disclosure controls and procedures
are effective in ensuring that material information required to be disclosed by the Company in the reports we
file or submit under the Securities Exchange Act of 1934 is accumulated and communicated to our
management, including our principal executive and principal financial officers, as appropriate, to allow timely
decisions regarding required disclosure. In addition, there were no changes during the Company’s last fiscal
quarter that materially affected, or are reasonably likely to materially affect, the Company’s internal control
over financial reporting.

PART IL. OTHER INFORMATION

Item 1. Legal Proceedings

During the nine months ended June 30, 2008, except as noted in Note 8 to the unaudited condensed consolidated
financial staternents, there were no material changes in the status of the litigation and environmental-related matters
that were disclosed in Note 13 to our Annual Report on Form 10-K for the year ended September 30, 2007. We
contime to believe that the final outcome of such litigation and environmental-related matters or claims will not have
a material adverse effect on our financial condition, results of operations or 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 Tndex, which immediately precedes such exhibits.
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SIGNATURES

Parsuant 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/  Jomn P. REDDY

John P. Reddy
Senior Vice President and Chief Financial Officer
(Duly authorized signatory)

Date: August 6, 2008
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EXHIBITS INDEX

Item 6(a)
Exhibit Page
Nuamber Descripfion Number

12 Computation of ratio of earnings to fixed charges

15 Letter regarding unaudited interim financial
information

31 Rule 13a-14(a)/15d-14(a) Certifications

32 Section 1350 Certifications®

* 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.
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GLOSSARY OF KEY TERMS

ABC i Atmos Energy Corporation

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

AEM . ... .. Atmos Energy Marketing, 1L.L.C

ABS. .o Atmos Energy Services, LLC

APS. . .. Atmos Pipeline and Storage, LLC

Bef oo Billion cubic fect

EITE . ... . it Emerging Issues Task Force

FASB. . ... ..., Financial Accounting Standards Board

FIN ...t FASB TInterpretation

Fitch ....... ..o, Fitch Ratings, Ltd.

GRIP ....covi i Gas Reliability Infrastructure Program

KCC .. .o . i Kansas Corporation Commission

LGS, . Louisiana Gas Service Company and L.GS Natural Gas Company,
which were acquired July 1, 2001

LPSC. ... Louisiana Public Service Commission

Mcf. o Thousand cubic feet

MMcf ... Million cubic feet

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

NYMEX ... ..iiiiiiaeaan.n New York Mercantile Exchange, Inc.
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RSC. ... .. Rate Stabilization Clause

S&P .. Standard & Poor’s Corporation

SEC. ..o United States Securities and Exchange Commission

SFAS. ... ... i Statement of Financial Accounting Standards

TRA . Tennessee Regulatory Authority
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PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements
ATMOS ENERGY CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
March 31, September 30,

2008 2607
(Unaudited)
(In thousands, except
share data)
ASSETS
Property, plant and equipment . . .. .. ... .. .l $5,518,436 $5,396,070
Less accumulated depreciation and amortizafion. . ... ... ... 1,569,570 1,559,234
Net property, plant and equipment . . ... ... ... ... i i 3,948,866 3,836,836
Current assets

Cash and cash equivalents. . .. ... . i ene ey 139,636 60,725
Cash held on deposit In mMargin aCCOUNL. . . . .. vt vr i it n i e e e e 29,591 —
Accounts receivable, MEl . . .. .. .. i e et 805,940 380,133
Gasstored underground. . ... ... .. .. e e 421,980 515,128
Other COTTENT @SSBLS. . o o v\ttt v v e e e et eeannarianan e eananaas 95,567 112,909
Total CuITent A8SEIS « . o vt it ettt 1,492,714 1,068,895
Goodwill and intangible assets . ... . i 737,380 737,692
Deferred charges and other assets .. ... .. it 242,034 253,494

$6.420,994  $5,896,917

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, 2008 — 90,143,376 shares;

September 30, 2007 — 89,326,537 Shares. .. . ..ot vieni i $ 451 % 447
Additional paid-in capital ... ....... ... .. L 1,722,056 1,700,378
Retained earnings . . .. ... ..ottt i e e 407,464 281,127
Accumulated other comprehensive 1oss ... ... .. o i (3,978) (16,198)

Shareholders’” equity ... .. ... ..ot e e 2,125,993 1,965,754

Long-erm debl. . .. ..ot e e 2,119,606 2,126,315

Total capitalization . ... ..., it i e e 4,245 689 4,092,069

Current liabilities
Accounts payable and accroed Habilities ... ..... . ... .. . oL 809,140 355,255
Other current labilities . ... ... ..o i e 408,575 409,993
Short-termm debt. . . ... e e e —_— 150,599
Current matarities of long~term debt ... .. ... ... o L, 8,453 3,831
Total cumrent Habilities. . . ... ... i i i e i e e 1,226,168 919,678
Deferred InCOmME tAXES . . ..ttt i et it e et e e 420,232 370,569
Regulatory cost of removal obligation . ... ...... ... ..o, 277,560 271,059
Deferred credits and other labilities .. ..... ... ... .. .. 251,345 243,542

$6,420,994  $5.,896,917

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
2008 2007
(Unandited)
(In thousands, except
per share data)
Operating revenues
Natural gas distribution segment . ... ... .. vt $1,521,856  $1,461,033
Regulated transmission and storage segment ........... i, 51,440 46,068
Natural gas marketing SCgment . . .. . ..ot et tii it i e 1,128,653 795,041
Pipeline, storage and other segment. .. ... . oottt 10,022 14,077
Intersegment eliminations . . ... ... oot i i i (227,986) (240,637)
2,483,985 2,075,582
Purchased gas cost
Natural gas distribution segment . . ... .. . i in ittt e 1,164,332 1,114,787
Regulated transmission and storage Segment .. ......ovn i —_ —
Natural gas marketing segment . .. ... . ... . i i e e, 1,112,321 771,988
Pipeline, storage and other segment. . .. ... ...ttt 338 229
Intersegment eliminations . . ... . ..o it i e (227,400) (240,108)
2,049,591 1,646,896
GroSS PrOfIt L. v vttt e sttt it e e e 434,394 428,686
Operating expenses
Operation and MAINENANCE . . .. . o0 ittt i ie it iv i vneennananennns 120,053 111,862
Depreciation and amortiZation., . ... .. ..o ittt iinne e 48,790 51,066
Taxes, other than INCOIME . .. .. ...ttt it a it 54,408 56,746
Total Operating eXpenses . . .. .o v vt e urn it e 223,251 219,674
Operating iNCOME . . . oo it it ittt et ettt ta e aaa e 211,143 209,012
Miscellancots INCOME . .. v vt vt v o r et e m e e st aaseeanaarsesanneeeron 1,467 1,838
Tnterest Charges . ..o o vt i et ettt i s 33,516 35,262
Income before InCoImne taXes - .. .o oo vttt i e e e 179,094 175,588
TNCOTNE tAX BXPENSE . . o v vt ittt ittt et it e 67,560 69,083
N OO . & o v ettt e e e et e et e et $ 111,534 $ 106,505
Basic netincome pershare. ... ... ...ttt e s $ 125 % 1.21
Diluted netincome pershare . ... ... ..ottt i e $ 1.24  § 1.20
Cash dividends per SBare . .. ..o vvve e e § 0325 $ 032
Weighted average shares outstanding:
BaSIC vttt e e e e 89,314 88,078
DIled. . ... e e s 89,990 88,735

See accompanying notes to condensed consolidated financial statements

3



ATMOS ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Six Mounths Ended
March 31
2008 2007
(Unandited)
(In thousands, except
per share data)

Operating revennes

Natural gas distribution SEEMENT . . .. ..o vr it ie i $2,450,033  $2,425,277

Regulated transmission and storage segment . ... ... oo it i s 96,486 85,940

Natural gas marketing SEEMEDE . .. ... 1ttt n it s 1,969,370 1,506,735

Pipeline, storage and other segment. . .. . .. .t iiniinionenranaanaans 16,749 25410

Intersegment eliminations . . . ... .. . .uit it it i e (391,143) (365,147)

4,141,495 3,678,215

Purchased gas cost

Natural gas distribution segment . . . . ... ...ttt 1,819,309 1,816,463

Regulated transmission and storage segment . . ... . oo ity — e

Natural gas marketing segment . . ... .. ..t i e 1,907,075 1,420,548

Pipeline, storage and other segment. . ... ... ..o i i 1,067 454

Intersegment eliminations . . .. ... ... i i e e (389,988) (363,528)

3,337,463 2,873,937

Gross Profit L. ..o i e e et 804,032 804,278
Operating expenses

Operation and Maintenance . . . ... ... ..v it innerninrraanarnan 241,242 227,232

Depreciation and amortization. .. ... ... v in ettt 97,303 100,061

Taxes, other than INCOME . .. ...t iv vt it it e e in it ini e eeraneananns 95,835 96,813

Total Operating eXpenSes . . . ..\ oottt ie it et e 434,380 424,106
Operating INCOMIE. . .. .o vttt et e it ie e r e e ie i naaarane s 369,652 380,172
Miscellaneous I0COME . . .o v vttt et it e nte et ee e st iannean 1,374 3,417
INterest Charges . ... ovv et i i e e s 70,333 74,794
Income before INCOME taXES . o o v vt it e s e e st n s s aaesnensneroenansens 300,693 308,795
INCOME [AX EXPENSE v v vt et e e e e tas i eta e st 115,356 121,029
NELIOCOME . - o o oottt ettt it et e i e et e e en e aaaas $ 185337 § 187,766

Basic net income Per Share . .. .. ..ot ittt i e $ 208 § 2.20
Diluted net income Per SHATE . . ... ve it e vnr i $ 206 & 2.18
Cash dividends per share . .. ... .ovoovn it it it s 3 065 § 0.64
Weighted average shares outstanding:

27V T 89,133 85,404

DHIBtEd . . . vt et e e e e e 89,817 86,061

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

Six Months Ended
March 31
2008 2007
(Unaundited)
(In thousands)
Cash Flows From Operating Activities
NELIMCOME « o oottt ettt ettt te e et ee e ne e e e ae e enann $ 185,337 $ 187,766
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization:
Charged to depreciation and amortizalion ... .......ooviintininrann.. 97,303 100,061
Charged to other acCOUNtS. . .. . ..o vttt ittt e it e e e e 67 118
Deferred INCOME 1aXES . . . v vttt ittt i i ettt e en s nmn e cnmeanns 72,277 72,755
10 7117 o 6,853 9,472
Net assets / liabilities from risk management activities ............covu .. 38,165 50,540
Net change in operating assets and liabilities. .. .............. R, 79,190 91,215
Net cash provided by operating activities ............ .. .o, 479,192 511,927
Cash Flows From Investing Activities
Capital expenditires . ... ..ottt ittt i i s (198,722)  (172,792)
LT o Y= OO (3,132) (3,749)
Net cash used in investing activities . ... ... oot inann... (201,854)  (176,541)
Cash Flows From Financiog Activities
Net decrease in shorttermn debt .. . ... ... .. ... . . i e (150,582) (382,416)
Repayment of long-term debt. . . ... .. ..o, (2,253) (2,206)
Cashdividends paid. . . . ... ... . it i e (58,431) (54,640)
Issuance of COMMON SIOCK . . .. oottt ittt e i e e 12,839 12,428
Net proceeds from equity offering .. ....... .. ..o o il — 191,913
Net cash used in financing activities ... ... ... . i vt (198,427  (234,921)
Net increase in cash and cash equivalents. .. ...... ... i, 78,911 100,465
Cash and cash equivalents at beginning of period . . . ... ... ... ... .. ... 60,725 75,815
Cash and cash equivalents atend of period. . .. ... ... ... ... .. $ 139,636 $ 176,280

See accompanying notes to condensed consolidated financial statements
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ATMOS ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaundited)
Marech 31, 2008

1. Nature of Business

Atmos Energy Corporation (“Atmos Energy” or the “Company™) and our subsidiaries are engaged
primarily in the regulated natural gas distribation and transmission and storage businesses as well as certain
other nonregulated businesses. Through our natural gas distribution business, we distribute patural gas through
sales and trapsportation arrangements to approximately 3.2 million residential, commercial, public authority
and industrial customers through our six regulated natural gas distribution divisions, in the service areas
described below:

Division Service Area

Atmos Energy Colorado-Kansas Division Colorado, Kansas, Missouri"?

Atmos Energy Kentucky/Mid-States Division Georgia®, Hlinois'?, Jowa?, Kentucky,
Missonri™™), Tennessee, Virginiam

Atmos Energy Louisiana Division Louisiana

Aimos Energy Mid-Tex Division Texas, including the Dallas/Fort
Worth metropolitan area

Atmos Energy Mississippi Division Mississippi

Atmos Energy West Texas Division West Texas

D Denotes states where we have more limited service areas.

In addition, we transport natural gas for others through our distribution system. Our natural gas
distribution business is 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. Our corporate headquarters and shared-
services function are located in Dallas, Texas, and our customer support centers are located in Amarillo and
Waco, Texas.

Our regulated transmission and storage business consists of the regulated operations of our Atmos
Pipeline — Texas Division. The Atmos Pipeline — Texas Division transports nataral gas to our Mid-Tex
Division, transports natural gas for third parties and manages five underground storage reservoirs in Texas. We
also provide ancillary services customary to the pipeline industry including parking arrangements, lending and
sales of inventory on hand. Parking arrangements provide short-termn interruptible storage of gas on our
pipeline. Lending services provide short-term interruptible loans of natural gas from our pipeline to meet
market demands.

Our nonregulated businesses operate primarily in the Midwest and Southeast and include our natural gas
marketing operations and pipelioe, storage and other operations. These businesses are operated through various
wholly-owned subsidiaries of Atmos Energy Holdings, Tnc. (AEH), which is wholly-owned by the Corpany
and based in Honston, Texas.

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




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

Our pipeline, storage and other segment primarily consists of the operations of Atmos Pipeline and
Storage, LLC (APS), Atmos Energy Services, LL.C (AES) and Atmos Power Systems, Inc., each of which are
wholly-owned by AEH. APS owas or has an interest in underground storage fields in Kentncky and Louisiana.
We use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer
demand during peak periods. Additionally, APS manages ovnr natural gas gathering operations, which were
limited in nature as of March 31, 2008. AES provides limited services to our natural gas distribution divisions,
and the revenues AES receives are equal to the costs incurred to provide those services. Through Atmos Power
Systems, Inc., we have constructed electric peaking power-generating plants and associated facilities and lease
these plants through lease agreements that are accounted for as sales under generally accepted accounting
principles.

2. Unaudited Interim Financial Information

In the opinion of management, all material adjustments (consisting of normal recurring accruals)
necessary for a fair presentation have been made to the unaundited consolidated interim-period financial
statements. These consolidated interim-period financial statements are condensed as permitted by the instruc-
tions to Form 10-Q and should be read in conjunction with the audited consolidated financial statements of
Atmos Energy Corporation included in its Annual Report on Form 10-K for the fiscal year ended
September 30, 2007. Because of seasonal and other factors, the results of operations for the three and six-
month periods ended March 31, 2008 are not indicative of our results of operations for the full 2008 fiscal
year, which ends September 30, 2008.

Significant accounting policies

Our accounting policies are described in Note 2 to the financial statements in onr Annual Report on
Form 10-K for the year ended September 30, 2007. Except for the Company’s adoption of FASB Interpretation
No, 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109 (FIN 48),
discussed below, there were no significant changes to those accounting policies during the six months ended
March 31, 2008.

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109. FIN 48 addresses the determination of whether tax benefits claimed
or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the
Company may recognize the tax benefit from uncertain tax positions only if it is at least more likely than not
that the tax position will be sustained on examination by the taxing authorities, based on the technical merits
of the position. The tax benefits recognized in the financial statements from such a position should be
measured based on the largest benefit that has a greater than fifty percent likelibood of being realized upon
settlement with the taxing authorities. FIN 48 also provides guidance on derecognition, classification, interest
and penalties on income taxes, accounting in interim periods and requires increased disclosures.

We adopted the provisions of FIN 48 on October 1, 2007. As a result of adopting FIN 48, we determined
that we had $6.1 million of liabilities associated with uncertain tax positions. Of this amount, $0.5 million was
recognized as a result of adopting FIN 48 with an offsetting reduction to retained earnings.

Prior to October 1, 2007, the $5.6 million liability previously recorded for uncertain tax positions was
reflected on the consolidated balance sheet as a component of deferred income taxes. As a result of adopting
FIN 48, we recorded a $3.7 million liability as a component of other current liabilities and $2.4 million as a
component of deferred credits and other liabilities, with offsetting decreases to the deferred income tax
lLability.



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

As of March 31, 2008, we bad recorded liabilities associated with uncertain tax positions totaling
$5.6 million. The realization of all of these tax benefits would reduce our income tax expense by
approximately $5.6 million.

We recognize accrued interest related to unrecognized tax benefits as a component of interest expense.
We recognize penalties related to unrecognized tax benefits as a component of miscellaneouns income (expense)
in accordance with regulatory requirements. We did not recognize any material penalty and interest expenses
during the six months ended March 31, 2008.

We file income tax returns in the U.S. federal jurisdiction as well as in various states where we have
operations. We have concluded substantially all U.S. federal income tax matters through fiscal year 2001. The
Internal Revenue Service is currently conducting a routine examination of our fiscal 2002, 2003 and 2004 tax
returns, and we anticipate these examinations will be completed by the end of fiscal 2008. We believe all
material tax items which relate to the years under audit have been properly accrued.

Additionally, during the second gnarter of fiscal 2008, we completed our annual goodwill impairment
assessment. Based on the assessment performed, we determined that our goodwill was not impaired.

Regulatory assets and liabilities

We record certain costs as regulatory assets in accordance with Statement of Financial Accounting
Standards (SFAS) 71, Accounting for the Effects of Certain Types of Regulation, when future recovery through
customer rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will
be reduced for amounts that will be credited to customers through the ratemaking process. Substantially all of
our regulatory assets are recorded as a component of deferred charges and 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 March 31, 2008 and September 30, 2007 included the
following:

March 31, September 30,

2008 2007
(In thousands)
Regulatory assets:
Pension and postretirement benefit costs .. ........ ... ... 0., $ 54,758 $ 59,022
Merger and integraion coSts, DEL. . ... ... L. i e e 7,791 7,996
Deferred gas coSt . ...ttt i e 41,113 14,797
Envirommental COSIS ... ... ..ttt i it e e 1,083 1,303
Rate case COSIS . ... iv ittt it i e e e et 12,538 10,989
Deferred franchise fees . ... ... . o i i 721 796
L8 71 T 9,676 10,719
$127,680 $105,622
Regulatory liabilities:
Deferred gas oSt ... oottt it e et e e $ 27,388 $ 84,043
Regulatory cost of removal obligation . ............... ... ..... 301,678 295,241
Deferred income taxes, NEt . .. .. .0 vt it e e 165 165
L 11T SO 7,363 7,503

$336,594 $386,952




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

Currently, our authorized rates do oot include a return on certain of our merger and integration costs;
however, we recover the amortization of these costs. Merger and integration costs, net, are generally amortized
on a straight-line basis over estimated useful lives ranging up to 20 years. Environmental costs have been
deferred to be included in future rate filings in accordance with rulings received from various state reguolatory
comrmissions.

Comprehensive income

The following table presents the components of comprehensive income, net of related tax, for the three-
month and six-month periods ended March 31, 2008 and 2007:

Three Months Ended Six Months Ended
March 31 March 31
2008 2007 2008 2007
(In thousands)
Netineome. . . ..ottt it i e s e e et annannenan $111,534 $106,505 $185,337 $187,766

Unrealized holding gains (losses) on investments, net of tax
expense (benefit) of $(1,385) and $(134) for the three months
ended March 31, 2008 and 2007 and of $(671) and $749 for
the six months ended March 31, 2008 and 2007........... (2,262) 219) (1,097) 1,222

Amortization and unrealized gain on interest rate hedging
transactions, net of tax expense of $482 and $982 for the
three months ended March 31, 2008 and 2007 and $964 and
$1,510 for the six months ended March 31, 2008 and 2007. .. 787 1,602 1,574 2462

Net unrealized gains on commodity hedging transactions, net of
tax expense of $2,260 and $8,117 for the three months ended
March 31, 2008 and 2007 and $7,197 and $15,336 for the six
months ended March 31,2008 and 2007 ... ............. 3,690 13,244 11,743 25,022

Comprehensive INCOME . .. ... ..ottt $3113,749 $121,132 $197,557 $216,472

Accumulated other comprehensive loss, net of tax, as of March 31, 2008 and September 30, 2007
consisted of the following unrealized gains (losses):

March 31, September 30,
2007

2008
(In thousands)
Accumulated other comprehensive loss:
Unrealized holding gains on investments. . ... ....cvvetvnennn ... $ 1,710 $ 2,807
Treasury lock agreements. . .. ... ... ittt i it (12,678) (14,252)
Cash flow hedges. . .. ... ittt e e e 6,990 (4,753)

$ (3978  $(16,198)

Recently issued accounling pronouncements

In March 2008, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 161,
Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133.
SFAS 161 expands the disclosure requirements for derivative instruments and for hedging activities. This
statement requires specific disclosures regarding how and why an entity uses derivative instruments; how
derivative instruments and related hedged items are accounted for; and how derivative instruments and related
hedged items affect an entity’s financial position, results of operations and cash flows. The provisions of this
standard will be effective for us beginning January 1, 2009. Since SFAS 161 only requires additional
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ATMOS ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

disclosures concerning derivatives and hedging activities, this standard is not expected to have a material
impact on our financial position, results of operations or cash flows.

In December 2007, the FASB issued FASB Statement No, 141 (revised 2007), Business Combinations.
SFAS 141(R) establishes principles and requirements for how the acquirer in a business combination
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed and
any noncontrolling interest in the acquiree at the acquisition date fair value. SFAS 141(R) significantly
changes the accounting for business combinations in a number of areas, including the treatinent of contingent
consideration, preacquisition contingencies, transaction costs and restructuring costs. In addition, under
SFAS 141(R), changes in an acquired entity’s deferred tax assets and uncertain tax positions after the
measurement period will impact incorne tax expense. The provisions of this standard will apply to any
acquisitions we may complete after October 1, 2009.

In Decernber 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated
Financial Statement, an amendment of ARB No. 51. SFAS 160 changes the accounting and reporting for minority
interests, which will be recharacterized as noncontrolling interests and classified as a component of equity. This
new consolidation method significantly changes the accounting for transactions with minority interest holders.
The provisions of the standard will be effective for us beginning October 1, 2009, This standard is not expected
to have a material impact on our financial position, results of operations or cash flows.

3. Derivative Instruments and Hedging Activities

We conduct risk management activities through both our natural gas distribution and natural gas
marketing segments. We record our derivatives as a component of risk management assets and lLiabilities,
which are classified as current or noncurrent other assets or liabilities based upon the anticipated settlemnent
date of the underlying derivative. Our determination of the fair value of these derivative financial instruments
reflects the estimated amounts that we would receive or pay to terminate or close the contracts at the reporting
date, taking into account the current unrealized gains and losses on open contracts. In our determination of fair
value, we consider various factors, including closing exchange and over-the-counter quotations, time value and
volatility factors underlying the contracts. These risk management assets and liabilities are subject fo
continuing market risk until the underlying derivative contracts are settled.

The following table shows the fair values of our risk management assets and liabilities by segment at
March 31, 2008 and Septeruber 30, 2007:

Natural Natural
Gas Gas
Distribution =~ Marketing Total
{In thousands)
March 31, 2003:
Assets from risk management activities, current ... ... ...... $ 9505 § 4951 §$14456
Assets from risk management activities, noncurrent . ........ — 4,952 4,952
Liabilities from risk management activities, current . ........ —_ (31,908) (31,908)
Liabilities from risk roanagement activities, noncurrent, .. ..., o 970y 970)
Net assets (liabilities). . ... ..o in i i, $ 9,505 $(22,975) $(13,470)
September 30, 2007:
Assets from risk management activities, current ... ......... $ —  $21.849 §21.849
Assets from risk management activities, noncurrent ......... — 5,535 5,535
Liabilities from risk management activities, carrent ... ...... (21,053) (286)  (21,339)
Liabilities from risk management activities, noncurrent. . .. ... o (290} (290)
Net assets (liabilities). . . ... oot et e it e aeenn $(21,053) $26,808 § 5,755




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

Natural Gas Distribution Hedging Activities

We use a combination of physical storage, fixed physical contracts and fixed financial contracts to
partially insulate us and our customers against gas price volatility during the winter heating season. Because
the gains or losses of financial derivatives used in our natural gas distribution segment ultimately are recovered
through our rates, current period changes in the assets and liabilities from these risk management activities are
recorded as a component of deferred gas costs in accordance with SFAS 71, Accounting for the Effects of
Certain Types of Regulation. Accordingly, there is no impact on earnings from our natural gas distribution
operations as a result of the use of financial derivatives.

Nonregulated Hedging Activities

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

For the three and six-month periods ended March 31, 2008, the change in the deferred hedging position
in accumulated other comprehensive loss primarily was attributable to increases in future commodity prices
relative to the commodity prices stipulated in the derivative contracts, and the recognition for the six months
ended March 31, 2008 of $2.1 million in net deferred hedging losses ($3.4 million in net deferred hedging
gains being attributable to the three months ended March 31, 2008) in net income when the derivative
contracts matured according to their terms. The net deferred hedging gain associated with open cash flow
hedges remains subject to market price fluctuations until the positions are either settled under the terms of the
hedge contracts or terminated prior to settlement. Most of the deferred hedging balance as of March 31, 2008
is expected to be recognized in pet income in fiscal 2008 along with the corresponding hedged purchases and
sales of natural gas.

Unrealized margins recorded in our income staternent are comprised of various components, including,
but not Limited to, unrealized gains and losses arising from hedge ineffectiveness. Our hedge ineffectiveness
primarily results from differences in the location and timing of the derivative instrument and the hedged item
and could materially affect our results of operations for the reported period. Although these unrealized gains
and losses are currently recorded in our income statement, they are not indicative of the economic gross profit
we anticipate to realize when the underlying physical and financial transactions are settled.

11



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

Fair value and cash flow hedge ineffectiveness arising from natural gas market price differences between
the locations of the hedged inventory and the delivery location specified in the hedge instruments is referred to
as basis ineffectiveness. Ineffectiveness arising from changes in the fair value of the fair value hedges 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 are referred to
as timing ineffectiveness. The portion of our unrealized margins related to basis and timing ineffectiveness
gains and losses for the three and six months ended March 31, 2008 and 2007 are as follows:

Three Months Ended Six Months Ended
March 31 March 31
2008 2007 2008 2007
{In thonsands)
Basis ineffectiveness:
Fair value basis ineffectiveness. ... ......... $ (739) 3% 515 $ 1,217 $ 31
Cash flow basis ineffectiveness. .. .......... (634) (893) 126 (769)
Total basis ineffectiveness . ................. ’ (1,373) (378) 1,343 (500)
Timing ineffectiveness:
Fair value timing ineffectiveness. .. ......... 6,965 19,570 43,618 80,302
Total hedge ineffectiveness. ... .............. $ 5592 $19,192 $44.961 $79,402

Under our risk management policies, we seek to match our financial derivative positions to our physical
storage positions as well as our expected current and future sales and purchase obligations to maintain no net
open positions at the end of each trading day. The determination of our net open position as of any day,
however, requires us to make assumptions as to future circumstances, including the use of gas by our
customers in relation to our anticipated storage and market positions. Because the price risk associated with
any net open position at the end of each day may increase if the assumptions are not realized, we review these
assumptions as part of our daily monitoring activities. We may also be affected by intraday fluctuations of gas
prices, since the price of natural gas purchased or sold for future delivery earlier in the day may not be hedged
until later in the day. At times, limited net open positions related to our existing and anticipated commitments
may occur, At the close of business on March 31, 2008, AEH had a net open position (including existing
storage) of 0.2 Bef.
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4. Debt
Long-term debt

Long-term debt at March 31, 2008 and September 30, 2007 consisted of the following:
March 31, September 30,
2007

2008
(In thousands)

Unsecured 4.00% Senior Notes, due October 2009 ................ $ 400,000 $ 400,000
Unsecured 7.375% Senior Notes, due 2011 . ... ... .. ... ........ 350,000 350,000
Unsecured 10% Notes, due 2011 . ... ... i i e 2,303 2,303
Unsecured 5.125% Senior Notes, due 2013 ........... oot 250,000 250,000
Unsecured 4.95% Senior Notes, due 2014 . .. .. ... ... ... ... .. ... 500,000 500,000
Unsecured 6.35% Senior Notes, due 2017, ........ ..., 250,000 250,000
Unsecured 5.95% Senior Notes, doe 2034, .. .................... 200,000 200,000
Medium term notes

Series A, 1995-2, 627%, duec 2010, ... .. ... ... o, 10,000 10,000

Series A, 1995-1,6.67%, duc 2025 . .. ... ..t 10,000 10,000
Unsecured 6.75% Debentures, due 2028 . .. .. ... ............... 150,000 150,000
First Mortgage Bonds

Series P, 1043% due May 2008 ... . ... .. .. ... ... .. ..., 6,250 7,500
Other term notes due in installments through 2013 ................ 2,887 3,890

Totallong-term debt . . ... ..o . e 2,131,440 2,133,693

Less:

Original issue discount on unsecured senior notes and debentures . . . (3,291) (3,547)

Current THAMIIHES . « . oo vttt e vt n et e e e e aa e (8,453) (3,831)

$2,119,696  $2,126,315

Short-term debt

At March 31, 2008, there were no borrowings outstanding under our commercial paper program or bank
credit facilities. At September 30, 2007, there was $150.6 million outstanding under our commercial paper
program and bank credit facilities.

Shelf Registration

On December 4, 2006, we filed a registration statement with the Securities and Exchange Commission
(SEC) to issue, from time to time, up to $900 million in new common stock and/or debt securities available
for issuance. As of March 31, 2008, we had approximately $450 million of availability remaining under the
registration statement. Due to certain restrictions placed by one state regulatory comumnission on our ability to
issue securities under the registration statement, we are permitted to issue a total of approximately $100 million
of equity securities, $50 million of senior debt securities and $300 million of subordinated debt securities. In
addition, due to restrictions imposed by another state regulatory commission, if the credit ratings on our senior
unsecured debt were to fall below investment grade from either Standard & Poor’s Corporation (BBB-),
Moody’s Investors Services, Inc. (Baa3) or Fitch Ratings, Ltd. (BBB-), our ability to issue any type of debt
securities under the registration statement would be suspended until we received an investment grade rating
from all of the three credit rating agencies.
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Credit facilities
We maintain both committed and uncommitted credit facilities. Borrowings under our uncommitted credit
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the
arnount of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our
short-term borrowing requirernents, which are typically highest during colder winter months. Our working

capital needs can vary significantly due fo changes in the price of natural gas and the increased gas supplies
required to meet customers’ needs during periods of cold weather.

Committed credit facilities

As of March 31, 2008, we had three short-term committed revolving credit facilities totaling $918 million.
The first Tacility is a five-year unsecured facility, expiring December 2011, for $600 million that bears interest
at a base rate or at the LIBOR rate for the applicable interest period, plus from 0.30 percent to 0.75 percent,
based on the Company’s credit ratings, and serves as a backup liquidity facility for our $600 million
commercial paper program. At March 31, 2008, there were no borrowings outstanding under our commercial

paper program.

The second facility is a $300 million unsecured 364-day facility expiring November 2008, that bears
interest at a base rate or the LIBOR rate for the applicable interest period, plus from 0.30 percent to
0.75 percent, based on the Company’s credit ratings. At March 31, 2008, there were no borrowings under this
facility.

The third facility is an $18 million unsecured facility that bears interest at a daily negotiated rate,
generally based on the Federal Funds rate plus a variable margin. This facility expired on March 31, 2008 and
was renewed effective April 1, 2008 for one year with no material changes to the terms and pricing. At
March 31, 2008, there were no borrowings under this facility.

The availability of funds under our credit facilities is subject to conditions specified in the respective
credit agreements, all of which we cuamently 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 our revolving credit facilities to maintain, at the end of each fiscal
quarter, a ratio of total debt to total capitalization of no greater than 70 percent. At March 31, 2008, our total-
debt-to-total-capitalization ratio, as defined, was 54 percent. In addition, both the interest margin over the
Eurodollar rate and the fee that we pay on unused amounts under our revolving credit facilities are subject to
adjustment depending upon our credit ratings. The revolving credit facilities each contain the same limitation
with respect to our total-debt-to-total-capitalization ratio.

Uncommitted credit facilities

AEM has a $580 million uncommitted demand working capital credit facility. On March 31, 2008, AEM
and the participating banks amended the facility, primarily to extend it to March 31, 2009. In addition, the
amendment removed the financial covenant relating to the amount of cumulative losses that could be incurred
by AEM and its subsidiaries over a specific period of time and included provisions permitting the participating
banks, or their affiliates, to participate in physical commodity transactions with AEM.

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

AEM is required by the financial covenants in the credit facility not to exceed a maximum ratio of total
liabilities to tangible net worth of 5 to 1. At March 31, 2008, AEM’s ratio of total liabilities to tangible net
worth, as defined, was 2.21 to 1. Additionally, AEM mst maintain inimum levels of net working capital
ranging from $20 million to $120 million and a minimum tangible net worth ranging from $21 million to
$121 million. As defined in the financial covenants, at March 31, 2008, AEM’s net working capital was
$206.7 million and its tangible net worth was $214.9 million.

At March 31, 2008, there were no borrowings outstanding under this credit facility. However, at March 31,
2008, AEM letters of credit totaling $172.1 million had been issued under the facility, which reduced the
amount available by a corresponding amount, The amount available under this credit facility is also limited by
vartous covenants, including covenants based on working capital. Under the most restrictive covenant, the
amount available to AEM under this credit facility was $27.9 million at March 31, 2008. This line of credit is
collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

The Company also has an unsecured short-term uncommitted credit line of $25 million that is used for
working-capital and letter-of-credit purposes. In Janunary 2008, the unused portion of this facility was
terminated by the lending baok and the remaining balance will be terminated as the outstanding letters of
credit expire. At March 31, 2008, there was $5.4 million in letters of credit outstanding under this facility.

The Company has a $200 million intercompany uncommitted revolving credit facility with AEH. This
facility bears interest at the lesser of (i) the one-month LIBOR rate plus 0.20 percent or (ii) the marginal
borrowing rate available to the Company on any such date under its commercial paper program. Applicable
state regulatory commissions have approved this facility through December 31, 2008. At March 31, 2008,
there was $16.1 million outstanding under this facility.

AEH has a $200 million intercompany uncommitied demand credit facility with the Company, which
bears interest at the rate of AEM’s $580 million uncommitted demand working capital credit facility plus
0.75 percent. Applicable state regulatory comrnissions have approved this facility through Decemnber 31, 2008.
At March 31, 2008, there were no borrowings under this facility.

In addition, to supplement its $580 million credit facility, AEM has a $200 million intercompany
uncommitied demand credit facility with AEH, which bears interest at the rate of AEM’s $580 million
uncommitted demand working capital credit facility plus 0.75 percent. Any outstanding amounts under this
facility are subordinated to AEM’s $580 million uncommitted demand credit facility. At March 31, 2008, there
were no borrowings under this facility.

Debt Covenanis

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain
provisions that allow us to prepay the outstanding balance in whole at any time, subject to a prepayment
premium. The First Mortgage Bonds provide for certain cash flow requirements and restrictions on additional
indebtedness, sale of assets and payment of dividends. Under the most restrictive of such covenants,
cumulative cash dividends paid after December 31, 1985 may not exceed the sum of accumulated net income
for periods after December 31, 1985 plus $9 million. At March 31, 2008 approximately $387.1 million of
retained earnings was unrestricted with respect to the payment of dividends. In April 2008, we gave notice to
the trustee and the holders of our intent to redeem our Series P First Mortgage Bonds which mature in
November 2013, As the bonds will be redeemed in May 2008, the debt covenants described above will no
longer apply.
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‘We were in compliance with all of our debt covenants as of March 31, 2008. If we were unable to
comply with our debt covenants, we could be required to repay our ontstanding balances on demand, provide
additional collateral or take other corrective actions. Our public debt indentures relating to onr 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. In addition,
AEM’s credit agreement contains a cross-default provision whereby AEM would be in defanlt if it defaults on
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement
contains a provision that would limit the amount of credit available if Atmos Energy were downgraded below
an S&P rating of BBB and a Moody’s rating of Baa2.

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

5. Shareholders’ Equity
Public Offering

On December 13, 2006, we completed a public offering of 6,325,000 shares of our common stock
including the underwriters’ exercise of their overallotment option of 825,000 shares. The offering was priced
at $31.50 and generated net proceeds of approximately $192 million. We used the net proceeds from this
offering to reduce short-term debt.

Sharcholder Rights Plan

In November 1997, our Board of Directors declared a dividend distribution of one right for each
outstanding share of our common stock to shareholders of record at the close of business on May 10, 1998.
Since that time, each share of common stock we have issned has included a right that entitles the holder to
purchase from us a one-tenth share of our common stock at a purchase price of $8.00 per share, subject to
adjustment. The description and terms of the rights are set forth in a rights agreement between us and the
rights agent. The rights will terminate upon the expiration of the rights agreement on May 10, 2008,
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6. Earnings Per Share

Basic and diloted earnings per share for the three and six months ended March 31, 2008 and 2007 are

calculated as follows:

NetinCome. . oo v vt it iie it innrannnss

Denominator for basic income per share —
weighted average common shares .......

Effect of dilutive securities:

Restricted and other shares ............
Stock options .. .........c. .ot

Denominator for diluted income per share —
weighted average common shares .......

Income per share—basic . ..............

Income per share —dilated. . . ...........

e 583 486
R 93 171 99 171

Three Months Ended Six Menths Ended
March 31 March 31

2008 2007 2008 2007
(In thousands, except per share amounts)

.... $111534 $106,505 $185337 $187,766

e 89,314 88,078 89,133 85,404

585 486

v £9,990 88,735 89,817 86,061
... % 125 § 121§ 208 § 220
... % 124 0§ 120 $ 206 § 218

There were no out-of-the-money options excluded from the computation of diluted earnings per share for
the three and six months ended March 31, 2008 and 2007 as their exercise price was less than the average

market price of the common stock during thai period.

7. Interim Pension and Other Postretirement Benefit Plan Information

The components of our net periodic pension cost for our pension and other postretirement benefit plans
for the three and six months ended March 31, 2008 and 2007 are presented in the following table. All 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 yemaining costs are recorded as a component of operation and maintenance

expense.

Components of pet periodic pension cost:

Service COSt. .. ..o
Interestcost. ... ... ..o innnnnn
Expected retyn on assets. . ...........
Amortization of traosition asset . .......
Amortization of prior service cost ......
Amortization of actuarial loss . ........

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

...........

...........

........... $6,058 $6903 $5916 $5237

Three Months Ended March 31
Pension Benefits Other Benefits
2008 2007 2008 2007
(In thousands)

........... $3,878 $4,018 $3,341  $2,807

6,736 6,495 2,912 2,641

........... (6,311)  (6,089) (715) 597)

— — 378 378
(171) 45 — 8
1,926 2434 - —
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Six Months Ended March 31
Pension Benefits Other Benefits
2008 2007 2008 2007
(In thousands)
Components of net periodic pension cost:

ServVICE COSL. . oottt e e $§ 7,756 $ 8,036 $ 6,682 $ 5614
Interest Cost .. v vt e e 13,472 12,990 5,824 5,281
Expected retrn on assets . . . ....... ... ... ... (12,621) (12,178) (1,430) (1,194)
Amortization of transition asset ............... — — 756 756
Amortization of prior servicecost. . ............ (342) 90 — 16
Amortization of actmarial loss. . ............... 3,852 4 868 e o

Net periodic pension ¢ost . . ... oovennenu... $12,117 $13,806 $11,832 $10,473

The assuraptions used to develop our net periodic pension cost for the three and six months ended
March 31, 2008 and 2007 are as follows:

Pension Benefits Other Benefits

W 207 w8 200
DISCOmDtIate. . .. ... i e e e e e 630% 630% 630% 6.30%
Rate of compensation increase. .. .........ccv i 400% 400% 400% 4.00%
Expected returnon planassets. ... ....oooviiiiiina.n. 825% 825% 5.00% 5.20%

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.
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. However, we have made additional voluntary
contributions to satisfy regulatory requirements in certain of our jurisdictions. During the six months ended
March 31, 2008, we contributed $4.7 million to our other postretirement plans, and we expect to contribute a
total of approximately $10 million to these plans during fiscal 2008.

8. Commitments and Contingencies
Litigation and Environmental Matters

The Company has continued to respond on a timely basis to data requests received from the Division of
Investigations of the Office of Enforcement of the Federal Energy Regulatory Commission (the “Commission”)
in connection with its investigation initiated in Decernber 2007 into possible violations of the Commission’s
posting and competitive bidding regulations for pre-arranged released firm capacity on natural gas pipelines.
The data requests include requests for information and documents concerning specified short-term capacity
release transportation transactions. We intend to fully cooperate with the Commission during its investigation.
However, we currently are upable to predict the final outcome of this investigation or the potential impact it
could have on our financial position, results of operations or cash flows.

The Texas Railroad Commission recently issued a directive and is currently developing a rulemaking
concerning the replacement of compression couplings at pre-bent gas meter risers which could affect all
natural gas utility companies operating in Texas. Compliance with the directive along with adoption of the
pending rlemaking will require us to re-direct significant capital spending. These amounts should be
recoverable through our rates.

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 year ended September 30,
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2007, there were no material changes in the status of such litigation and environmental-related matters or
claims during the six months ended March 31, 2008. We continue to believe that the final outcome of such
litigation and environmental-related matters or claims will not have a material adverse effect on our financial
condition, results of operations or 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 sach litigation and response actions to such
environmental-related matters or claims cannot be predicted with certainty, we believe the final outcome of
such litigation and response actions will not have a material adverse effect on our financial condition, results
of operations or cash flows.

Purchase Commitments

AEM has commitments to purchase physical quantities of natural gas under contracts indexed to the
forward NYMEX strip or fixed price contracts. At March 31, 2008, AEM was committed to purchase 85.7 Bef
within one year, 31.7 Bef within one to three years and 0.6 Bcf after three years under indexed contracts.
AEM is committed to purchase 1.6 Bcf within one year and 0.1 Bef within one to three years under fixed
price contracts with prices ranging from $6.27 to $11.25. Purchases under these contracts totaled $860.3 million
and $563.0 million for the three months ended March 31, 2008 and 2007 and $1,432.3 million and $983.4 for
the six months ended March 31, 2008 and 2007.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our
customers in its service area, which obligate it to purchase specified volumes at market prices. The estimated
fiscal year comrnitments under these contracts as of March 31, 2008 are as follows (in thousands):

P $134,763
2009 e 200.640
7 125,092
7 ) 10,891
72 10,774
Thereafter . .. ..ot e et e __ 14,380

$496,540

Regulatory Matters

At March 31, 2008, we had rate cases in progress in our Georgia, Kansas, Mid-Tex and Virginia service
areas. During the three months ended March 31, 2008, we reached settlement agreements with 438 of the 439
municipalities in our Mid-Tex Division, with the exception of the City of Dallas. The Railroad Commission of
Texas heard arguments from the City of Dallas and Atmos Energy in late March and a final order is expected
in June 2008. In our Kansas rate case, we reached a tentative settlement agreement with the Kansas
Commission’s Staff in March 2008. These regulatory proceedings are discussed in further detail in
Management’s Discussion and Analysis — Recent Ratemaking Developments.
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9. 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 year ended September 30, 2007. During the six months ended
March 31, 2008, there were no material changes in our concentration of credit risk.

10. Segment Information

Atmos Energy Corporation and our subsidiaries are engaged primarily in the regulated natural gas
distribution, transmission and storage businesses as well as certain other nonregulated businesses. We distribute
natural gas through sales and transportation arrangements to approximately 3.2 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 distribution
system.

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

Our operations are divided into four segments:

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

e the regulated transmission and storage segment, which includes the regulated pipeline and storage
operations of the Atmos Pipeline — Texas Division,

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

» the pipeline, storage and other segment, which is comprised of our nonregulated natural gas gathering,
transmission and storage services.

In our determination of reportable segments, we consider 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-X for the fiscal year ended September 30, 2007. We evaluate performance based
on net income or loss of the respective operating units.
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As described in our Annnal Report on Form 10-K for the fiscal year ended September 30, 2007, we
changed the composition of our operating segments. All prior period segment information has been restated to

conform to our new segment presentation.

Income statements for the three and six-month periods ended March 31, 2008 and 2007 by segment are

presented in the following tables:

Three Montbs Ended March 31, 2008

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations Counsolidated
(In thousands)

Operating revenues from external
parties .. ... ... ..., $1,521,636  §22,830 $ 931,990 §$ 7,529 § — $2,483,985
Intersegment revernes . ........ 220 28,610 196,663 2,493 (227,986) e
1,521,856 51,440 1,128,653 10,022 (227,986) 2,483,985
Purchased gascost............ 1,164,332 — 1,112,321 338 (227,400) 2,049,591
Grossprofit .. ............. 357,524 51,440 16,332 9,684 (586) 434,394

Operating expenses

Operation and maintenance . . . . 98,578 15,086 5,525 1,536 (672) 120,053
Depreciation and amortization. . 43,130 4,907 374 379 e 48,790
Taxes, other than income . . ... 52,304 1,385 407 312 — 54,408
Total operating expenses. . . ..... 194,012 21,378 6,306 2,227 (672) 223,251
Operating income. .. .......... 163,512 30,062 10,026 7.457 86 211,143
Miscellaneous income . ........ 3,670 209 602 1,942 (4,956) 1,467
Inteyest charges .............. 29,084 6,776 2,002 524 (4,870) 33,516
Income before income taxes .. ... 138,098 23,495 8,626 8,875 — 179,094
Income tax expense . .......... 52,442 8,271 3,347 3,500 — 67,560
Netincome.............. $ 85656 $15224 $ 5279 $5375 9 — § 111,534
Capital expenditures. .. ......., $ 89671 $13,700 &% 38 $ 1,158 § — $ 104567
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Three Months Ended March 31, 2007

Natural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribation and Storage Marketing Other Eliminations Consolidated
{In thousands)

Operating revenues from external
parties. . ... . e $1,460,861 $19,658 $583,269 $11,794 § — $2,075,582
Intersegment revenues. . .. ....... 172 26,410 211,772 2,283 (240,637) —
1,461,033 46,068 795,041 14,077 (240,637) 2,075,582
Purchased gascost ............. 1,114,787 — 771,988 229 (240,108) 1,646,896
Grossprofit. . ............... 346,246 46,068 23,053 13,848 (529) 428,686

Operating expenses

Operation and maintenance . . ... 92,328 12,353 6,590 1,206 (615) 111,862
Depreciation and amortization . . . 45,904 4,324 448 390 — 51,066
Taxes, other than income., ...... 53,665 2,360 407 314 — 56,746
Total operating expenses . ........ 191,897 19,037 7,445 1,910 (615) 219,674
Operating income . .. ........... 154,349 27,031 15,608 11,938 86 209,012
Miscellaneous income . .. ........ 2,621 581 2,522 696 (4,582) 1,838
Interest charges. . .............. 29,704 6,641 379 3,034 (4,496) 35,262
Income before income taxes ...... 127,266 20,91 17,751 9,600 — 175,588
Income tax expense. ............ 50,946 7,698 6,720 3,719 — 69,083
Netincome ............... $ 76,320 $13273 $ 11,031 $ 5881 $ — $ 106,505
Capital expenditures .. .......... $ 712718 $12,777 $ 312 §$1439 & — $ 85,806
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Operating revenues frorn external
parties
Intersegment revenues

Purchased gas cost

Grossprofit ...............
Operating expenses
Operation and maintenance. . . .
Depreciation and amortization. .

Taxes, other than income

Total operating expenses. .. .....

Operating income. ............
Miscellaneous income

Interest charges

..............

Income before income taxes
Income tax expense

Netincome..............

Capital expenditures

Six Months Ended March 31, 2608

Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution  and Storage = Marketling Other Eliminations Consolidated
{In thousands)

$2,449,665 $45,267 $1,634,712 $11,851 § —  $4,141,495
368 51,219 334,658 4,898 (391,143) —_—
2,450,033 96,486 1,969,370 16,749 (391,143) 4,141,495
1,819,309 — 1,907,075 1,067 (389,988) 3,337,463
630,724 96,486 62,295 15,682 (1,155) 804,032
195,825 30,518 13,402 2,824 (1,327) 241,242
85,962 9,823 761 757 —_— 97,303
87,922 3,829 3,407 677 o 95,835
369,709 44,170 17,570 4,258 (1,327) 434,380
261,015 52,316 44,725 11424 172 369,652
4,146 383 1,398 3,970 (8,523) 1,374
60,298 13,847 3,316 1,223 (8,351) 70,333
204,863 38,852 42,807 14,171 — 300,693
79,043 13,781 16,928 5,604 e 115,356
$ 125820 $25071 $ 25879 $ 8567 § — § 185,337
$ 173,984 $22,082 -§ 69 §$ 2587 $ — § 198,722
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Operating revenues from external
parties

Intersegment revenues

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

Gross profit
Operating expenses

Operation and maintenance.. . . .

Depreciation and amortization. .

Taxes, other than income

Total operating expenses. . ......

Operating income. ............
Miscellaneous income
Interest charges

.........

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

Netincome. .............

Six Months Ended March 31, 2007

Natural Regulated Natural Pipeline,

Gas Transmission Gas Storage and

Distribution and Storage  Marketing Other Eliminations Consolidated
(In thousands)

$2,424944  $38,335 $1,194,638 $20298 § - $3,678,215
333 47,605 312,097 5,112 (365,147) —
2,425,277 85,940 1,506,735 25410 (365,147) 3,678,215
1,816,463 o 1,420,548 454 (363,528) 2,873,937
608,814 85,940 86,187 24,956 (1,619) 804,278
190,441 23,455 12,168 2,959 (1,791) 227,232
89,626 8,841 717 817 — 100,061
91,287 4,296 656 574 — 96,813
371,354 36,592 13,601 4,350 (1,791) 424,106
237,460 49,348 72,586 20,606 172 380,172
4,401 910 4,238 1,596 (7,728) 3417
62,177 14,132 1,406 4,635 (7,556) 74,794
179,684 36,126 75,418 17,567 — 308,795
71,530 13,202 29,440 6,857 — 121,029
$ 108,154 $22924 § 45978 $10,710 § — $ 187,766
$ 143697 §$26,381 § 650 §$ 2064 § — $ 172,792
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Balance sheet information at March 31, 2008 and September 30, 2007 by segment is presented in the

following tables:

ASSETS

Property, plant and equipment,
net ....... .. oL,

Current assets

Cash and cash equivalents . . .

Cash held on deposit in
margin account . .. ... ...

Assets from risk management
activities . . ............

Other current assets. . ... ...

Intercompany receivables . ..

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

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

.................

CAPITALIZATION AND
LIABILITIES

Shareholders’ equity .. .. .....

Long-termdebt. ............

Total capitalization
Current liabilities

Current matarities of long-

term debt

Liabilities from risk

managernent 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

March 31, 2008
Nafural Regulated Natural Pipeline,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations  Consolidated
(In thousands)
$3,350,194 $542913 $ 7,579 §$ 48,180 §$ —  $3,048, 866
467,734 R (2,096) — (465,638) —
48,027 — 56,760 34,849 — 139,636
— . 29,591 e — 29,591
9,505 o 8,416 143 (3,608) 14,456
730,288 16,733 598,872 31,476 (68,338) 1,309,031
499,360 — — 182,483 {681,783) —
1,287,120 16,733 693,639 248,951 (753,729) 1,492714
— _ 2,404 — — 2,404
567,775 132,490 24,282 10,429 — 734,976
— — 4,952 —_ — 4,952
211,199 7,660 1,253 16,970 — 237,082
$5,884,022  $699,796  $732,013 $324,530 $(1,219,367) $6,420,994
$2,125,993  $113,780  $153,582 $200,363 § (467,734) $2,125,993
2,119,012 — — 684 — 2,119,696
4,245,005 113,789 153,582 201,047 (467,734) 4,245,689
6,250 —_ e 2,203 — 8,453
16,100 —_ e —_ (16,100) —
— — 32,046 3,470 (3,608) 31,908
729,350 3,335 396,087 107,177 (50,142) 1,185,807
— 536,863 144,920 — (681,783) —
751,700 540,198 573,053 112,850 (751,633) 1,226,168
367415 42,134 3,700 6,983 — 420,232
—_— — 970 —_ — 970
271,560 — e — — 277,560
242,342 3,675 708 3,650 — 250,375
$5,884,022  $699,796  $732,013  $324,530  $(1,219,367) $6,420,994
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ASSETS
Property, plant and equipment,
(12 S
Investment in subsidiaries . . . . .
Current assets
Cash and cash equivalents . . .

Cash held on deposit in
margin account . ........

Assets from risk management
activities . . . ...... .. ...

Other current assets. .. ... ..
Intercompany receivables . . .

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

management activities. . . .. .
Deferred charges and other
BSSELS . .. .

CAPTITALIZATION AND
LIABILITIES
Shareholders’ equity . ... .. ...
Long-term debt. .. ..........
Total capitalization
Current liabilities

Current maturities of long-
termdebt ... ..., ..

Short-term debt. .. ... .....
Liabilities from risk
management activities . . ..
Other current liabilities . . . ..
Intercompany payables

Total current liabilities. . . .
Deferved income taxes
Noncurrent liabilities from risk

management activities. .. . . .
Regulatory cost of removal
obligation...............

Deferred credits and other
liabilities

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

September 30, 2007

Naturat Regulated Natural Pipelioe,
Gas Transmission Gas Storage and
Distribution  and Storage  Marketing Other Eliminations  Consolidated
(In theusands)
$3,251,144  $531,921 § 7,850 $ 45921 § —  $3,836,836
356,474 e (2,096) — (394,378) —
28,881 — 31,703 141 e 60,725
— R 26,783 12,947 (17,881) 21,849
643,353 20,065 337,169 76,731 (90,997) 986,321
536,985 e — 114,300 (651,285) —
1,209,219 20,065 395,655 204,119 (760,163) 1,068,895
— e 2,716 —_— — 2,716
567,775 132,490 24,282 10,429 — 734,976
— — 5,935 —_ — 5,535
227,869 4,898 1,279 13,913 — 247,959
$5,652,481 $689374 $435221 $274,382 $(1,154,541) $5.896,917
$1,965,754 $ 88,719 $107,090 $200,665 $ (396,474) $1,965,754
2,125,007 — — 1,308 — 2,126,315
4,090,761 88,719 107,090 201,973 (396,474) 4,092,069
1,250 — — 2,581 — 3,831
187,284 o 30,000 — (66,685) 150,599
21,053 — 18,167 e (17,881) 21,339
519,642 6,394 186,792 53,297 (22,216) 743,909
— 550,184 101,101 — (651,285) —
729,229 556,578 336,060 55,878 (758,067) 919,678
326,518 40,565 (8,925) 12,411 — 370,569
—_— — 290 — — 290
271,059 e — — — 271,059
234,914 3,512 706 4,120 - 243,252
$5,652,481  $689,374 $435,221 $274,382  $(1,