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Dear Fellow Sharcholder:

We have many reasons to celebrate 2006,
not the least of which was our company’s
100th birthday.

In our centennial year, Atmos Energy
delivered exceptional financial results
that were driven by increased sales vohimes
and higher margins in our nonutility
segment. At the same time, our utility
operations implemented improved
rate designs to strengthen our future
financial performance.

Net income for the fiscal year increased
9 percent to $147.7 million from $135.8
million in fiscal 2005, and earnings per
diluted share grew by 10 cents to $1.82.

We paid dividends of $1.26 per
share, resulting in a yield of between
4 percent and 5 percent. In November
2006, the board of directors declared our
19th consecutive annual dividend
increase, raising the dividend by 2 cents
a share. The indicated rate for fiscal
2007 is $1.28.

During 2006, we achieved smooth

management (ransitions in both our utility

and nonutility operations. Kim R.Cocklin
assumed responsibilities as senior vice

KONGTHLITY EARNINGS

president, utility operations, and
Mark H. Johnson was named senior vice
president, nonutility operations.

We also began recovering from
Hurricanes Katrina and Rita, which ini-
tially had affected service to more than
60 percent of our Louisiana customers.

Although Atmos Energy has changed
in many ways during the past century,
it has remained true © the founders’ core
vision to serve the public as a natural
gas company.

Today, that vision translates into our
complementary strategy of natural
gas utility services and nonutility gas
marketing, pipeline and storage
services—a strategy that produced
exceptional results in fiscal 2006.

REASE 1) PERCENT

A very bright spot in 2006 was our
nonutility operations. Earnings from
these operations offset a 35 percent
decline in our utility earnings to contribute
a record-setting $94.7 million to nel
income, or $1.17 per diluted share.

Our gas marketing subsidiary,
Atmos Energy Marketing {AEM), was
able to realize $68.7 million more in
margins primarily as a result of the extreme
volatility in natural gas commodity

prices last winter. AEM used its experience
and expertise as one of the country’s
leading gas marketers to help many public
atilities, municipalities and industrial
customers contend with the wide swings
in wholesale gas prices. As a result,

AEM increased its 2006 marketing sales
volumes by 46 billion cubic feet (Befj

te 284.0 Bef,

Furthermore, our pipeline and storage
segment, also part of our nonutility
operations, achieved higher transportation
and related-service margins and
favorable arbitrage spreads an its storage
contracts. The segment contributed
$35.6 million to net income, a 16 percent
increase over its contribution in fiscal
2005. Consolidated pipeline and storage
throughput increased to 420.2 Bef from
383.4 Bef in fiscal 2005.

A significant step we took during
2006—one that promises favorable returns
and future opportunitics
expansion into natural gas gathering. We
expect to be able to use many of the same
operating and marketing strengths found
in our pipeline business in the gathering
business. A gathering system collects raw
gas from producers’ wells and transports
it to a processing and sales terminal. From
there, larger regulated pipelines carry
the gas to market.

was our

T October 2006, we received an order
from the Federal Energy Regulatory
Commission (FERC) exempting our
proposed Straight Creek Gathering
System from FERC regulation. This
gathering system will use a 20-inch
backbone pipeline running approximately
60 miles through the Big Sandy natural
gas producing region in eastern Kentucky.
Tt will be able to transport up to 100,000
million Btu {(MMBtu) a day of gas when
it goes into operation in 2007, with the
capability to expand throughput up to
225,000 MMBtu a day.

The Big Sandy producing region
historically has not had sufficient gathering
capacity to handie the available supply. It
estimated that our project could generate
more than $150 miflion a year in

FISLAL 2605 NET INCOME BY SEGMENT
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HEW RATE DESIEN SHOULD HELY UTH

welhead sales revenues, severance taxes,
property tases and royalty-owner
revenues. Atmos Energy and our minority
partner, Kinzer Drilling Company,

plan to invest between $75 million and
$80 million in the project.

TY BEGMENT

Extremely volatile naturai gas prices, one
of the warmest winters on record and
two of the worst hurricanes in American
history strained our utility business

by adding operating costs and lowering
utility revenues.

1o write off our irrigation properties

in West Texas. The volumes of natural gas
we deliver for irrigation pumping in
Texas have continued to decline year after
year and were not expected to generate
enough cash flow from operations to
recover our net investment.

On the positive side, our biggest
financial success came in breakthroughs
in rate design in our utifity segment.
These changes should help return our
utility to strong performance in tiscal
2007 and beyond.

We secured protection from weather
in our two largest divisions. In Texas, the

KEEPING RAVES CURRENY

As a result of these changes, more
than 90 percent of our customer margins
are now substantially insulated from
the effects of adverse weather. This has
been a primary goal to help safeguard
our earnings.

We cannot control the weather and
we cannot control the cost of natural
gas; however, we can control how we
address adverse situations, We believe
that implementing sound rate-design
principles benefits both the company
and our customers over the long term.

We filed a number of rate cases during

[n Texas, we also continued to retresh
our rates under the state’s Gas Reliability
Infrastructure Program, or GRIP. The
program authorizes utilities to carn a rate
of return on their incremental annual
capital investments. It also reduces the
regulatory lag time between when we
make an investment and when we begin
earning a return on it

Since 2003, we have been able to
increase base rates in Texas under GRIP
by about $190 million while earning
about $36 million in allowed return on
that investinent.

In Missouri, we reached a tentative
settlement in a rate case sceking an

We cannot control the weather and we cannot control the cost of natural gas;
however, we can control how we address adverse situations.

2006, seeking rate increases and weather
normalization adjustments as well as

EARNINGS MEVIEW

In particular, unscasonably warm
winter weather, which was 13 percent
warmer than normal, reduced our utility
earnings. Net income from utility
operations fell to $33.0 million from $81.1
million in fiscal 2005. In addition,
we lost approximately 230,000 utility
customers in Louisiana until service
could be restored after Hurricanes Katrina
and Rita. About 26,500 of these customers
became permanent fosses with no plans
for rebuilding homes or businesses.

Utiity earnings also were reduced by
a nonrecurring after-tax charge of
$14.6 million, or 18 cents per diluted share,

Railroad Commission granted our
Mid-Tex Division a weather normalization
adjustient as part of a pending rate case.
In Louisiana, the Public Service
Commission allowed new rate provisions
that protect our margins from warm
winter weather, declining customer use
and greater conservation.

provisions 1o compensate for declining
customer use and to recoup our costs

for the natural gas consumed by customers
with uncollectible accounts.

In Louisiana, the Public Service
Commission acted quickly to allow a rate
increase, subject to refund, of $10.8 million.
The increase covered customer losses in
Katrina-affected parishes and increases in
rate base and operating expenses.

Our most significant rale Aling was
for a $60 million increase in Texas by our
Mid-Tex Division to recover increases
in the division’s operating costs and its
atlowed rate of return. A decision is due
no later than April 2007,

feet incomy per fulnted share



increase of $3.4 million. Significantly, the  casu pivioins pes susng

commission staff has agreed to support
a fixed monthly delivery charge, which
would allow us to carn our residential
matgins regardless of customers’ usage.
A final decision in the case is expected

in March 2007.

In a contested case, the Tennessee
Regulatory Authority ordered a $6.1 million
reduction in our base rates, effective
December 1, 2006. Because the company
had absorbed a decade of inflation
and expenses for system improvements
without seeking a rate increase, we
believe the current rates are deficient.
We are continuing to analyze our rate
strategy in Tennessee.

SUCCESS AND INQEPENDEXRLE

Strategic innovation has always set our
company apart. For example, in 1986, the
company was still a regional utility in West
Texas with a complementary irrigation
business. That year, CEO Charles Vaughan
made a tender offer to acquire Trans
Louisiana Gas Company. It was a bold
step that set the course for the company’s
future growth.

“We had to do something because our
service area was not growing,” Vaughan
said. “We had to buy something—or be
bought ourselves”

Vaughan chose to diversify the
company’s operations into other states
but to maintain its basic strategy as a
regulated local distribution company.

SRR SEIR

2007 dividend is the inficated rate

Other successtul acquisitions followed
that confirmex the corporate vision and
the long-standing belief in independence by
our board of directors. Charles Vaughan
set the dual hallmarks of tinancial success
and corporate independence by which
we operate today.

Atmos Energy has continued to
expand, largely through mergers and
acquisitions, to become the fargest all-
natural-gas distribution company in the
country. Our 10 major acquisitions
to date not only have bolstered our core
utility business, but also have provided
valuable diversification,

In particular, our acquisition in 200}
of the balance of Woodward Marketing
has proved to be one of our best steps. We

dosr gmse ean o gges cagr

acquired one of the country’s leading
and most respected mid-tier natural
gas marketing companies. Under

D Woodward’s leadership, we greatly
expanded the scope and scale of our
nonutility business.

In 2004, we acquired the operations
of TXU Gas Company. Not only did we
obtain one of the maost dynamic markets
for natural gas distribution— Dallas-Fort
Worth is now the nation’s fourth largest
metropolitan statistical area, but we also

acquired a highly valuable intrastate

gas pipeline system. Today, it is yielding
superior returns in our pipeline and
storage segment while offering growth due
to the extensive rate of gas drilling

in Texas and the producers’ needs to
transport the gas to markets.

As Atmos Energy enters its second
century, our strategic focus remains fixed
on being financially successtul by
profitably delivering natural gas to our
customers. We expect our earnings in
fiscal 2007 1o grow at our stated goal of
4 percent to 6 percent a year, on average.
Our utility operations will remain our

core business. And we will rema
aclive in using acquisitions as an engine
of tuture growth. However, we expect

to be even more selective to find the right
fit of properties.

We will invest most of our future
growth capital in states with timely and
adequate rates of return as well as in
new nonutility projects, We expect our
capital expenditures in fiscal 2007 will be
between $425 million and $440 million, as
compared to $425.3 million in fiscal 2006.

I am confident that we are in a better position today than at any time in our past.

We will continue to work for federal
laws to increase our cmunlry's natural £as
supply in order to moderate gas prices.
Towards this end, our interests are aligned
perfectly with our customers’ interests.
We both want reasonable gas costs and
lower volatility in gas prices.

Today, Atmos Energy is in an excellent
position to expand its core business,
stabilize its earnings and take advantage
of its complementary strategy. We are
pursuing consistent and focused strategies



0

to benefit our shareholders, customers
and employees. Furthermore, natural gas
remains the most valued energy source in
American homes and businesses, otfering
comfort, convenience and efticiency. For
all these reasons, I am confident that we
are in a better position today than at

any time in our past.

PN QBGEAVARCE DF QUR CENTENNIAL

We have many reasons to celebrate
Atmos Energy’s 100th anniversary. But
the one that’s most important to me

is our company’s culture of developing
exceptional employees.

They produced innovative solutions
and found market opportunities that
yielded our strong results in 2006 while
they maintained the high level of service
that we take pride in. Our employees ok
care of their customers and their fellow
cmployees in a time of suffering and need.

Only hours after Hurricane Katrina
devastated southern Louisiana and parts
of Mississippi, our employees—more
than 50 of whom lost their own homes—
were in the field to ensure safety, to
begin restoration where possible and to
help their neighbors. For weeks thereatier,
more than 450 of our employees from
across our system worked up to 18-hour
days under dangerous and difficult
conditions. It is a fitting tribute w all our
employees that the natural gas that

powered the pumps ta drain the toxic
waters from New Orleans and to begin
the healing came from Atmuos Energy.

Local teams of employees from every
operation joined together to “adopt”
the families of cur employees who lost
their homes, autos and belongings.
They held fundraisers, donated clothing,
furniture, toys and supplies and went
to the destroyed communities to help
them rebuild their lives. Above all,
they gave personal encouragement and
strength to sustain their fellow employees
through a difficult time.

Qur first commitment always is to
serve—safely, reliably and efficiently. This
commitinent ensures the value and
integrity of your investment. It provides the
confidence on which our enterprise has
been built during the past 100 years. Even
as our business and our employees change,
service remains our defining mission.

/K)M w Besl
Robert W. Best

Chairinan. President and Chict Excawive Officer
November 22, 2006

MANAGEMENT TRIBUTES

Gene €. Kosace-—Atmos Energ
Corpaoration bas benefited for
nearly a decade from the wisdom
and insights of Gene C. Koonce.
Gene joined our bourd of directors
in 1997 after our merger with
United Cities Gas Company, where he had served
as chainman, president and chief executive officer
for 20 yeurs. A long-tune industey leader, Gene was
also a disunguished community servant in the
Greater Nashville area and across Teanessee. 113
February 2007, Gene will retire from the board,

and we wish him and his wife, Betive, our very best.

Two members of Atmos Energy Corporation’s
senior Management Committee retired during 2006.
D Woodward, who led our nonatility business,
retired on April 1, and R. Earl Fischer, who led our
otility operations, retired on September 30.

J0 Woedward—began working
with Atmos Energy in 1997 atter our
merger with United Cities Gas
Company. United Cities had owned
45 percent of his company,
Woodward Marketing LLC. The
refationship was so beneticial that we
acquired the remaining interest in his company

in 2001, and J1> joined us as sentor vice president,
nonutility operations. He significantly expanded
our gas marketing business into 22 states and
developed our pipeline and storage operations
into a separate business segment that is making
major contributions to our earnings, We are greatly
indebted to him for all that he did to help Atmos
Energy grow and succeed. We wish Jb and his wite,
Linda, much happiness.

Mark #. Jehnsos—who joined
Woodward Marketing in 1992 as vice
president of marketing and
operations, succeeded 117 Woodward
as senior vice president, nonutility
operations, aud as a member of our
Management Comunittee. Mark. a
petroleum engineer by training, is a highly
experienced leader in gas marketing, trading,
storage and financial hedging. He previously had
served in a number of executive positions with
Woodward Marketing and Atmos Energy
Marketing. He brings a dynamiic style and clear
focus to his job.

B, Easl Fisches—spent 44 vears with
Atmos Energy and Western Kentucky
Gas {WKG) Company. He served

in accounting and operational
management positions at WRG. where
e tirelessly promoted the state’s
economic development, recruiting the General
Motors Carverte Assembly Plang, the Mid-
America Aic Park and a dozen major companies,
He was promoted to president of WKG in 1989,

(1 1998, he was named president of our West Texas
Division, then known as Energas, and later
became senior vice president, utility operations.
Earl led our utility operations through many
changes in the industry, dealing with volatile gas
prices, system conversions and major acquisitions.
He has truly been dedicated to the people we serve
through his extensive civic and charitable work.
Larger than tife, and always a lot of fun, he leaves
us a living legacy in the many young managers

be has selected and developed over the years. We
wish Earl and his wife, Sally, all the best.

Kim 8. Cocklin——assumed the
responsibilities as senior vice
president, wtility operations, and

a member of the Management
Committee on October 1, Before
joining Atmos Energy, Kim was
senior vice president, general counsel and chief
compliance officer for Piedmont Natural Gas
Company, [nc. At Piedmont, he was responsible
for ali tegal, governmental and community
atfairs, corporate communications and Sarbanes-
Oxley compliance. Earlier, Kim worked for

The Williams Companies tor 19 years. He served
as senior vice president in charge of planning,
rates and regulatory, and business development
for Williams Gus Pipeline and in other executive
positions. Kim brings extensive experience in both
the vtility-distribution and gas-pipeline
businesses. His management philosophy reflects
our own corporate culture, making him &
valuable addition 0 our senior smanagernent team.
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FINANCIAL HIGHLIGHTS

Year Ended September 30

Delles mesbons g, dagit par share e

Qperating revenues
Gross profit

Utility net income
Natueral gas marketing net incorne
Pipeline and storage net incorie
Other nonutility net income

Total

Total assets

Total capitalization*

Net income per share—dilured
Cash dividends per share

Baok value per share at end of year

Consolidated utitity segrment throughput (MMcf)

Consolidated nataral gas marketing segment thraughput {MMcf?

Consolidated pipeline and storage segment
transportation volumes { MMcf)

Heating degree days

Degree days as a percentage of normai

Meters in service at end of year

Return on average shareholders’ equity

Shareholders’ equity as 1 percentage of total capitalization
(including short-term debt) at end of year

Shareholders of record

Weighted average shares outstanding—dituted (6005)

“fotal capitaii

SUMMARY ANNUAL REPORT

The financial information presented in this
report about Atmos Energy Corporation is
condensed. Qur complete financial statements,
including notes as well as management’s
discussion and analysis of financial condition
and results of operations, are presented in our
Anzual Report on Formn 10-K. Avmos Energy’s
chief executive officer and its chief financial
officer have executed ali certifications with respect
to the financial statements contained therein
and have completed management’s report on
intermal control over financial reporting, which

Change

§ 6.152,363 S 4961873
$ 1,216,570 $ 1,117,637

$ 53002 $  81i17
58,566 23,404
35,624 30,598

545 665

$ $ 135785

$ 5,718,547 § 5653527
$ 3,828.460 § 3785528
$ 182 $ 172
$ 1.26 $ 124
$ 20.18 3 1990

393,995 411,134
283,962 238.087
20217 383,377
2,527 2,587
87% 83%
3,181,198 3,157,840
89% 9.0%
3%.1% 40.7%
74,890 26,242
81,350 8,012

o teprenants g urn v shanenolary squity and fong-tarm deht, exeluding curen: mataricies

are required under the Sarbanes-Oxley Act
of 2002 and all related rules and regulations of
the Securities and Exchange Commission.
Investors may request, without charge, our
Anniual Repert on Form 10-K for the fiscal
year ended September 30, 2006, by calling
Shareholder Relations at 972-855-3729
between 8 a.m. and 5 p.n. Central time. Our
Form 10-K also is available on Atmos
Energy’s Web site at www.atmosenergy.com.
Additional investor information is presented
on page 32 of this report,

24.0%
89%

347%
150.2%
16.4%
-18.0%
8.8%

1.2%
1%
5.8%
16%
1.3%

-4.2%
18.3%

6%
-23%
-2.2%

0.7%
BAE

-39%
-5.9%
3.0%

ATMOS ENERGY AT A GLANCE

Year Ended September 30

2006 2005

Maters in service
Residential
Comumercial
Industial
Agricultural
Public authority and other
Total meters

Heating degree days

Actual {weighted average)

Percent of normal
Utility saies volumes {MMcf)

Residential

Commercial

industrial

Agricuttural

Public authority and other

Total

Utitity transportation volum as {MMcf}
Total utility throughput {(MMct)
Intersegmeont agtivity (MMef}
Consolidated utility throughput {MMef}
[ tidated natural gas keting throughput {MMcf)

Consolidated pipelina transportation volumes (MMcf)

Opeorating revenues (000s)

Gas utility sales revenues

Residential

Commercial

Industrial

Agricultural

Public authority and other

Totak gas sales revenues

Transportation revenues
Other gas revenues

Total utility revenues
Natural gas marketing revenues
Pipeline and storage revenues
Other nunutitity revenues

Total operating révenues (000s)

Other stotistics
Gross plant (006s)
Net plant {000x)
Miles of pipe
Ewnployees

2,886,042
275577
2,661
814
8,205

3,181,199

2,527
87%

144,780
87,006
26,161

5,629

8,457

272,033

126,960
398,002
(4,498)
353,985
203,967

420,217

$ 2,068,736
1,061,783
276,168
40,663
103,938

3,551,305
51,475

2.418,856

81,857
1,798
$ 5.152,363

$ 5,101,308
§ 3,629,156
81,9%
4,632

2,862,822
274.536
2,718
9.639

2,587
39%

182,016
52,401
29434

3,388
9.084
295,783

98

ITEY
(1,241}

aan

s 1791472
869,722
229,649
77.889
86,853

3.005.285
53,897
17,85

102,041

1,782,926

73880

2,028
73

$ 4,765,610
$ 3374367
81,604
4,543
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CONDENSED CONSOLIDATED BALANCE SHEETS

September 30

s s e ept por stiare data

Assets
Property, plant and equipment

Construction in progress

Less sccumulated depreciation and amortization
Net property, plant and equipment
Current assets
Cash and cash equivalents
Cash held on deposit in margin account
Accounts receivable, tess allowance for doubtful accounts of $13,686 in 2606
and $33,613 in 2003
Gas stored underground
Orther current assets
Total current assets
Goodwill and intangible assets

Deferred charges and other assets

Capitalization and Liabilities
Sharcholders’ equity
Common stock, ne par value (stated at $.605 per sharel;
200,000,000 shares authorized, issued and outstanding:
2006-81,739.516 shares, 2005 - R.339.441 shares

Additional paid-in capital
Accumuiated other comprehensive loss
Retained earnings
Shareholders’ equity
Long-term debt
Total capitalization
Current liabitities
Accounts payable and accrued Habilities
Other current liabilities
Short-termdebt
Current marurities of long-term debt
Total cuerent tiabilities
Deferred income taxes

R I y cost of removsl obli

Deferred cradits and other liabitities

$ 5,026,478
74830
5101308
1,472,152
3529156

75.815
35.647

274,629
461502
1.117.585
738521
234,325

§ 5,719,507

s a0
1,467,240
(43850}
224298
R
2.180.362
" 3.828.480

345,108
388,451
382,416

3,186
1,118,151
306,172
261,376

§ 5,718,547

$ 4631684

133.926
" 4765810

1,391,263
3374367

40,116
80,956

454213
150,807
238,238
1260430
731,787
276,943
$ 5650527

$ 503
1426523
13341)
178,037
1602422

3,785,526

451,314
503,368
144,803
3,284
1,112,755
292,207
263,424
199,615

CONDENSED CONSOLIDATED STYATEMENTS OF INCOME

Year Ended September 30

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

lntersegiment climinations

Pyrchesed gas cost
Utility segment
Natural gas marketing segment
Pipeline and storage segment
Other nonutility segment
Intersegiment eliminatinns

Gross profit

Operating eaxpenses
Operation and maintepance
Depreciation and amortization
“Taxes, other than income
Impatrment of Jong-tived assets

Total operating expenses

Operating income

Misceflaneous income

Interest charges

Income betore income taxes

Income tax expense

Netincome

Per shars data
Basic netincome per share
Diluted netincome per share
Woeighted average shares outstanding:
Basic
Diluted

§ 3650591 § 310310 S 163728
3,156,524 2,106,278 1,618.602
153,289 19,758

5302 339

(4061361 (359.440)

3,951,873 2920037

2,725,5% 2,195,774 1.434,59
3,025,897 2000305 157197t
838 581 3.383
(816,476) 15026540 (358,102)
4,935,793 3841235 2,351,846
1,216,570 1,117,637 562,191
133218 416,281 214470
185,596 178,005 95,647
191983 112,696 57,379
2,947 - -
833,954 768,982 355,496
382,616 348,655 193,695
181 2001 9,507
146,607 132,658 55.437
236,850 218.018 137,765
89,153 8223 51538

$ 11737 5 13785 § 86,22
$ 18 0§ 11§ 160
s 12§ 11§ 158
$0.731 78,508 54,621
T 13,012 54,416
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended September 30

Cash Flows trom Operating Activities
Netincomeo
Adjustments to reconcile net income to net cash
provided by operating activities:
Gain on sales of assets
Impairment of long-lived assets
Depreciation and amortization:
Charged to depreciation and amortization
Charged 0 other accounts
Deferred income taxes
Other
Changes in assets and liabilities
Net cash provided by operating activities
Cash Flows Used in Invasting Activities
Capital expenditures
Acquisitions, net of cash received
Other, net
Proceeds fromusales of assets
Net cash psed in investingactvities
Cash Flows from Financing Activities
Net increase (decrease? in short-term debt
Net proceeds fromissuance of Jomg-ternt debr
Settlement of Treasury lock agreements
Repay ment of long-term debt
Cash dividends paid
[ssuance of common stock
Net proceeds from equity offering
Net cash provided by financing activities
Net increase {decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivnients at end of year

137,737 $ 135785 § 86,227
- {67001
22.947 — —
185,536 178,008 96,647
m 781 1,468
86,178 12,668 36,997
18,480 11,522 (1.772)
(149,860} 48,172 57,870
311,438 386,944 270,733
(425,324} {333,183 1190,285)
- {1.316,696) {1,957}
5.767} (2,131 {570)
-_— — 21918
{431,681} {2,252,010) {164,893)
237,607 144,208 1118,585)
_ 1.385,847 5,000
— (43,7703 -
(3,264} (103,425) {9.713)
(102,275} 198,478} {66,736}
23,273 37,183 34,715
381,584 235,737
155,341 1,793,250 80,408
35,899 {161,316} 186,248
40,116 201,932 15,683
75,815 § 4816 0§ 201,932

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Atmos Energy Corporation

We have audited, in accordance with the
standards of the Public Company Accounting
Oversight Board {United States}, the
consolidated balance sheets of Atmos Energy
Corporation at September 30,2606 and
2005, and the related consolidated staterents
of income, shareholders’ equity, and cash
flows for each of the three years in the period
ended September 30, 2006 { not presented
herein); and in our report dated Novernber 26,
2006, we expressed an unqualified opinion
on those consolidated financial statements.

In our opinion, the information set forth in
the accompanying condensed consolidated
financial statements is fairly stated, in all materiaf
respects, in refation to the consolidated financial
statements from which it has been derived.

Gmet ¢ mu?
Dallas, Texas

November 20, 2006
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CONSOLIBATED FINANCIAL AND STATISTICAL SUMMARY (2002-2808)

Year Ended Septermber 20

Balance Sheet Date at Saptambar 30 (000s}
Capital expenditures
Net property, plant and equipment
Working capital
Total assets
Shareholders equity
Long-term debt, excluding current maturities
Total capitalization
{ncome Statement Data
Operating revenues (000s}
Gross protit (000s)
Net income (400s)
Net income per diluted share
Common Stock Data
Shares outstanding (000s}

End of year

Weighted average
Cash dividends per share
Shareholders of record
Market price - High

Low
End of year

Baok value per share at end of year
Price/Earnings ratio at end of year
Market/Book ratio at end of year
Annualized dividend yield at end of vear

Customars end Volumes {as metered}

Consolidated utility gas sales volumes {MMecf}

Consolidated utility gas transportation
voluines (MMcf)
Consulidated utility throughput (MM}

Consolidated natural gas marketing
throughput (MMcf)

Consolidated pipeline transporration
volames {(MMcl)

Meters in service at end of year

Heating degree days”

Dregree days as a percentage of normat

Utility average cost of gas per Mctsold

Utility average trangportation fee per Mcf

Statistics

Return on average sharcholders equity

Nurmber of employees

Net utility plant per meter

Uiility operation and maintenance
expense per meter

Meters per employee~—utility

Times interest earned before income taxes

2006

$ 42534
3,629,156
{1,616}
6,718,547
1,648,698
2,180,362
3,828,460

L)

6,152.363
1,216,570
141,131
1.82

ERCELR)
~
-4
o
&

4.4%

272,033

393,995
283,962

420,217
3,181,188
2,527

87%
$ 10.02
s a9

8.9%
4,632

$ 12
123
2.55

“Hiating degred b a1¢ sfisted or w0 vace 15 with seurier o udiid operalians.

2605

$ 333183
3,374,367
151,675
5,653,527
1,602,422
2,183,104
3,785,526

»

4,961,873
1,117,637
135.785
v

80,539
79,812
124
26,242
29.78
2485
28.25
1989
16.42
142
4.4%

o

CIC R

295,283

114,851
41113

238,097

383,377
3,157,840
2,587

89%
$ 741
$ 49

9.0%
4,543

$ 1o
730
259

$

$

@ s e

$

3

2004

130,285
1,722,521
283,318
2,812,627
1,133,458
861,311
1,994,770

2,920,037
562,181
85.227
158

52,808
54418
122
27,555
26.86
2368
2518
18.85
15.94
140
4.8%

13218

72,814
26,033

222,572

1,679,136

3
98%

6.55

35

8.1%
2,854
992

118
612
305

$

2003

159,438
1,624,394
16,248
2.625,495
857,517
862,500
1,720,017

$ 2,799,916

» ¢

534,976
71588
154

51,476
46,436
1.20
28,510
25.43
2070
23.94
15.66
15.55
1.44
5.0%

184,512

83453
227,885

225,963

1,672,798

34713
161%

6.78

43

9.9%
2,905
930

15
594
275

$

$

“

R R

$

2002

132,252
1,380,070
{139,150}
2,058,631
573,235
668,959
1,242,194

1,650,964
431,140
59,656
1.45

41,676
11.250
118
28.829
2445
18.37
21.50
1375
14.83
1.58
5.5%

145,488

63,053

208,541

204,027

1,385,331

3,368
94%

387

41

9.9%
2,338
938

11
616
255

FORWARD-LOOKING STATEMENTS

The matters discussed or incorporated by
reterence in this Summary Aminal Report 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 the Company and are intended

to qualify for the safe harbor from liability
established by the Private Securities Litigation
Reform Act ot 1995. When used in this report
or any other of the Company’s 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 staternents. Such
forward-looking statements are subject to risks
and uncertainties that could cause actual
results to differ materially trom those discussed
it this report. These risks and uncertainties are
discussed in the Company’s Form 10-K for the
fiscal year ended September 30, 2006. Although
the Company believes these forward-looking
statements to be reasonable, there can be

10 assurance that they will approximate actual
experience or that the expectations derived
from them will be realized. Further, the Company
undertakes no obligation to update or revise
any of its forward-looking statements, whether
as a result of new information, future events

or otherwise.
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CORPORATE INFORMATION

New York Stock Exchange. Trading symbol: ATO

SYsuNY

American Stock Transfer and Trust Company
59 Maiden Lane

Plaza Level

New York, New York 10038

800-343-3038

To inquire about your Aumos Energy stock,
please call AST at the telephone number above.
You tmay use the agent’s interactive voice
response system 24 hours a day to Jearn about
transterring stock or to check your recent
account activity—all without the assistance of
a customer service representative. Please
have available vour Atmos Energy shareholder
account number and your Social Security or
federal taxpayer 1D number.

To speak to an AST customer service
representative, please call the same number
berween 8 a.m. and 7 p.m. Eastern time,
Monday through Thursday, or 8 a.m. 105 .
Eastern time on Friday.

You also may send an e-mail message on
our agent’s Web site at hitp://www.amstock.
com. Please refer to Atmos Energy in your e-mail
and include your Atmos Energy shareholder
account number and your Social Security or
federal taxpayer I number.

PEBERANDLNT BNV

Ernst & Young LLP
2100 Ross Avenue, Suite 1500
Dallas, Texas 75201
214-969-3000

RTINS

Atmos Energy Corporation’s Annial Repers
on Forsn 10-K s available at no charge

from Shareholder Relations, Atnos Energy
Corporation, PO. Box 630205, Dallas, Texas
75265-0205 or by calling 972-853-3729 between
$a.nn and 5 pan, Cemral time. Aimos Energy”
Form 10-K also may be viewed on Atmos Energy’s
Web site at http://www.atmosenergy.com.

The 2007 Annual Meeting of Shareholders will
be held in the Symphony Ballroom at the
Loews Vanderbilt Hotel, 2190 West End Avenue,
Nashville, Tennessee 37203 on Wednesday,
February 7, 2007, au 11 a.m, Central time.,

DIRES

QOK BURCHANE PIAL

Atmos Energy Corporation has a Direct Stock
Purchase Plan that is uvailable to ali investors.
For an Enroltment Application form and a Plan
Prospectus, please call AST at 800-543-3038.
The Prospectus is also available on the Internet
at httpr/iwwavatmosenergy.com. You may also
obtain information by writing to Shareholder
Relations, Atmos Energy Corporation,
P.O. Box 650205, Dallas, Texas 75265-0205.
This s not an offer to sell, or a solicitation
to buy, any securities of Atmos Energy
Corporation. Shares of Atmos Energy common
stock purchased through the Direct Stock
Purchase Plan will be offered only by Prospectus.

ATREGS ¥FHISLY 6N THEINTERNTT

Information about Atmos Energy is available on
the Internet at http://www.atmosenergy.com,
Our Web site includes news releases, current and
historical financial repotts, other investor data,
corporate governance documents, managenient
biographies, customer information and facts
about Atmos Energy’s operations.

ARG IN

L FS

To contact Atmos Energy’s Sharcholder
Relations, call 972-855-3726 between 8 a.m,
and 5 p.m. Central time or send an e-mail
message to lnvestorRelations@atmosenergy.com.

Securities analysts and investment managers,
please contact:

Susan Kappes Giles

Vice President, Investor Relations
972-835-3729 972-855-3040 (fux}
InvestorRelations@atosenergy.com
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)

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

For the fiscal year ended September 30, 2006
OR

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

For the transition period from to
Commission file number 1-10042

Atmos Energy Corporation

(Exact name of registrant as specified in its charter)

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

(Address of principal executive offices)

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

Securities registered pursuant to Section 12(b) of the Act:

Name of Each Exchange
Title of Each Class on Which Registered
Common stock, No Par Value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes No O

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.  Yes [ No

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference
in Part III of this Form 10-K or any amendment o this Form 10-K.

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

Large accelerated filer Accelerated filer [J Non-accelerated filer [
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [J No

The aggregate market value of the voting stock held by non-affiliates of the registrant as of the last business day of the
registrant’s most recently completed second fiscal quarter, March 31, 2006, was $2,064,662,421.

As of November 8, 2006, the registrant had 81,823,767 shares of common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s Definitive Proxy Statement to be filed for the Annual Meeting of Shareholders on February 7,
2007 are incorporated by reference into Part III of this report.
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GLOSSARY OF KEY TERMS

AEC .. .. .. Atmos Energy Corporation

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

AEM ... Atmos Energy Marketing, LLC

AES ... Atmos Energy Services, LLC

APB . ... ... ... Accounting Principles Board

APS ..., Atmos Pipeline and Storage, LLC

ATO ... o Trading symbol for Atmos Energy Corporation common stock on
the New York Stock Exchange

Bef.. .o oo Billion cubic feet

COSO. ... oo Committee of Sponsoring Organizations of the Treadway
Commission

EITF. .. .. Emerging Issues Task Force

FASB . ... . . Financial Accounting Standards Board

FERC........ .. ... ... .. .. ..... Federal Energy Regulatory Commission

FIN...... ... ... .. ... ... ... FASB Interpretation

Fitch....... ... .. ... ... ... ..., Fitch Ratings, Ltd.

FSP.. .. FASB Staff Position

GRIP.............. .. ... ... ..., Gas Reliability Infrastructure Program

Heritage . ....................... Heritage Propane Partners, L.P.

iFERC ... ... ... ... . . ... Inside FERC

KPSC.. ... o Kentucky Public Service Commission

LGS .o Louisiana Gas Service Company and LGS Natural Gas Company,
which were acquired July 1, 2001

LPSC .o Louisiana Public Service Commission

Mcf ..o Thousand cubic feet

MDWQ. ... ... ... ... Maximum daily withdrawal quantity

MMcf ... ... i Million cubic feet

Moody’s ........ ... Moody’s Investor Services, Inc.

MPSC... ... ... i Mississippi Public Service Commission

MVG ... Mississippi Valley Gas Company, which was acquired
December 3, 2002

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

NYSE....... ... it New York Stock Exchange

RRC ... ... . . Railroad Commission of Texas

RSC ... ... Rate Stabilization Clause

S&P .. Standard & Poor’s Corporation

SEC ... United States Securities and Exchange Commission

SFAS .. ... Statement of Financial Accounting Standards

TXUGas .......... s, TXU Gas Company, which was acquired on October 1, 2004

USP ... U.S. Propane, L.P.

VCC. .o Virginia Corporation Commission

WNA Weather Normalization Adjustment
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PART I

LTS

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

ITEM 1. Business
Overview

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

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

We were organized under the laws of Texas in 1983 as Energas Company for the purpose of owning and
operating the natural gas distribution business of Pioneer Corporation in Texas. In September 1988, we
changed our name to Atmos Energy Corporation. As a result of the merger with United Cities Gas Company
in July 1997, we also became incorporated in Virginia.

Operating Segments
Our operations are divided into four segments:

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

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

* the pipeline and storage segment, which includes our regulated and nonregulated natural gas transmis-
sion and storage services and

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

Strategy
Our overall strategy is to:
* deliver superior shareholder value,

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

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

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

We have experienced over 20 consecutive years of increasing dividends and eamings growth after giving
effect to our acquisitions. We have achieved this record of growth while operating our utility operations
efficiently by managing our operating and maintenance expenses and leveraging our technology, such as our
24-hour call centers, to achieve more efficient operations. In addition, we have focused on regulatory rate
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proceedings to increase revenue as our costs increase and mitigated weather-related risks through weather-
normalized rates that now apply to most of our service areas. We have also strengthened our nonutility
businesses by increasing gross profit margins, actively pursuing opportunities to increase the amount of storage
available to us and expanding commercial opportunities in our pipeline and storage segment.

Our core values include focusing on our employees and customers while conducting our business with
honesty and integrity. We continue to strengthen our culture through ongoing communications with our
employees and enhanced employee training.

Utility Segment Overview

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

* Atmos Energy Colorado-Kansas Division,

* Atmos Energy Kentucky Division,

¢ Atmos Energy Louisiana Division,

* Atmos Energy Mid-States Division,

* Atmos Energy Mid-Tex Division,

* Atmos Energy Mississippi Division and

* Atmos Energy West Texas Division.

Effective October 1, 2006, the Kentucky and Mid-States Divisions were combined.

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

In addition to weather, our financial results are affected by the cost of natural gas and economic
conditions in the areas that we serve. Higher gas costs, which we are generally able to pass through to our
customers under purchased gas adjustment clauses, may cause customers to conserve or, in the case of
industrial customers, to use alternative energy sources. Higher gas costs may also adversely impact our
accounts receivable collections, resulting in higher bad debt expense and may require us to increase
borrowings under our credit facilities resulting in higher interest expense.

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

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

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

Public Service Commission (LPSC) that authorized the implementation of WNA in our Louisiana Division
effective December 1, 2006.

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

Georgia . ... October — May
Kansas. ......... ..., October ~— May
Kentucky ........ ... ... i, November — April
Louisiana'™ . .. ... ... .. ... ... .. ... December — March
Mid-Tex'" ... .. October — May
MiSSISSIPPI. -« o o oot November — April
Tennessee .............. ..., November — April
Amarillo, Texas . ........................ October -— May
WestTexas .......oniiiiiinnanan.n. October — May
Lubbock, Texas .. ....................... October — May
Virginia . . ..o ov e January — December

D Effective beginning with the 2006-2007 winter heating season.

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

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

The combination of base load, peaking and spot purchase agreements, coupled with the withdrawal of gas
held in storage, allows us the flexibility to adjust to changes in weather, which minimizes our need to enter
into long-term firm commitments.

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

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

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

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

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

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

Atmos Energy Mid-States Division. Our Mid-States Division operates in Georgia, Illinois, Towa,
Missouri, Tennessee and Virginia. In each of these states, our rates, services and operations as a natural gas
distribution company are subject to general regulation by each state’s public service commission. We operate
in each community, where necessary, under a franchise granted by the municipality for a fixed term of years.
In Tennessce and Georgia, we have WNA and a performance-based rate program, which provides incentives
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for us to find ways to lower costs and share the cost savings with our customers. We have WNA in our
Virginia service area that covers the entire year. Our Mid-States Division is served by 13 interstate pipelines;
however, the majority of the volumes are transported through Columbia Gulf, East Tennessee Pipeline,
Southern Natural Gas and Tennessee Gas Pipeline. The Kentucky Division was combined with the Mid-States
Division effective October 1, 2006.

Atmos Energy Mid-Tex Division. Our Mid-Tex Division includes the natural gas distribution operations
that operate in the north-central, eastern and western parts of Texas. The Mid-Tex Division purchases,
distributes and sells natural gas in approximately 550 cities and towns, including the 11-county Dallas/

Fort Worth metropolitan area. This division currently operates under a system-wide rate structure. The
governing body of each municipality we serve has original jurisdiction over all utility rates, operations and
services within its city limits, except with respect to sales of natural gas for vehicle fuel and agricultural use.
We operate pursuant to non-exclusive franchises granted by the municipalities we serve, which are subject to
renewal from time to time. The RRC has exclusive appellate jurisdiction over all rate and regulatory orders
and ordinances of the municipalities and exclusive original jurisdiction over rates and services to customers
not located within the limits of a municipality. Effective beginning with the 2006-2007 winter heating season,
rates in our Mid-Tex service area will be subject to WNA.

Atmos Energy Mississippi Division. Our Atmos Energy Mississippi Division operates in Mississippi and
is regulated by the Mississippi Public Service Commission (MPSC) with respect to rates, services and
operations. We operate under non-exclusive franchises granted by the municipalities we serve. Through fiscal
2005, we operated under a rate structure that allowed us, over a five-year period, to recover a portion of our
integration costs associated with the MVG acquisition and operations and maintenance costs in excess of an
agreed-upon benchmark. In addition, we were required to file for rate adjustments based on our expenses every
six months. Effective October 1, 2005, our rate design was modified to substitute the original agreed-upon
benchmark with a sharing mechanism to allow the sharing of cost savings above an allowed return on equity
level. Further, beginning October 1, 2005, we moved from a semi-annual filing process to an annual filing
process. We also have WNA in Mississippi. This division’s gas supply is delivered primarily by Gulf South
Pipeline Company, Tennessee Gas Pipeline Company, Southern Natural Gas Company, Texas Eastern
Transmission, Texas Gas Transmission LLC, Trunkline Gas Co. LLC and Enbridge Marketing LP.

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

Natural Gas Marketing Segment Overview

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

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

AEM provides a variety of natural gas management services to municipalities, natural gas utility systems
and industrial natural gas consumers primarily in the southeastern and midwestern states and to our Kentucky,
Louisiana and Mid-States divisions. These services primarily consist of furnishing natural gas supplies at 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 management through the use of derivative products. We use proprietary and customer-
owned transportation and storage assets to provide the various services our customers request. As a result, our
revenues arise from the types of commercial transactions we have structured with our customers and include
the value we extract by optimizing the storage and transportation capacity we own or control as well as
revenues for services we deliver.

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

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

Pipeline and Storage Segment Overview

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atmos
Pipeline — Texas Division and the nonregulated pipeline and storage operations of Atmos Pipeline and
Storage, LLC (APS). The Atmos Pipeline — Texas Division transports natural gas to our Mid-Tex Division,
transports natural gas for third parties and manages five underground storage reservoirs in Texas. We also
provide ancillary services customary in the pipeline industry including parking arrangements, lending and sales
of inventory on hand. Parking arrangements provide short-term interruptible storage of gas on our pipeline and
lending services provide short-term interruptible loans of natural gas from our pipeline to meet market
demands. Both of these services are primarily offered on our Atmos Pipeline — Texas system. These
operations represent one of the largest intrastate pipeline operations in Texas with a heavy concentration in the
established natural gas-producing areas of central, northern and eastern Texas, extending into or near the major
producing areas of the Texas Gulf Coast and the Delaware and Val Verde Basins of West Texas. Nine basins
located in Texas are believed to contain a substantial portion of the nation’s remaining onshore natural gas
reserves. This pipeline system provides access to all of these basins.

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

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



Other Nonutility Segment Overview

Our other nonutility segment consists primarily of the operations of Atmos Energy Services, LLC (AES),
and Atmos Power Systems, Inc. which are wholly-owned by our subsidiary, Atmos Energy Holdings, Inc.
Through AES, we provide natural gas management services to our utility operations, other than the Mid-Tex
Division. These services, which began in April 2004, include aggregating and purchasing gas supply, arranging
transportation and storage logistics and ultimately delivering the gas to our utility service areas at competitive
prices in exchange for revenues that are equal to the costs incurred to provide those services. Through Atmos
Power Systems, Inc., we have constructed electric peaking power-generating plants and associated facilities
and have entered into agreements to lease these plants.

Through January 2004, United Cities Propane Gas, Inc., a wholly-owned subsidiary of Atmos Energy
Holdings, Inc., owned an approximate 19 percent membership interest in U.S. Propane L.P. (USP), a joint
venture formed in February 2000 with other utility companies to own a limited partnership interest in Heritage
Propane Partners, L.P. (Heritage), a publicly-traded marketer of propane through a nationwide retail distribu-
tion network. During fiscal 2004, we sold our interest in USP and Heritage. As a result of these transactions,
we no longer have an interest in the propane business.



Operating Statistics

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

Utility Sales and Statistical Data
Year Ended September 30

2006 2005 2004 2003 2002
METERS IN SERVICE, end of year
Residential . .. ......... ... ... . ... ........ 2,886,042 2,862,822 1,506,777 1,498,586 1,247,247
Commercial .. .......... ... ... c.iuvvuon.. 275,577 274,536 151,381 151,008 122,156
Industrial . ........ ... 2,661 2,715 2,436 3,799 2,118
Agricultural ... ... ... . L o 8,714 9,639 8,397 9,514 10,576
Public authority and other . .. ................. 8,205 8,128 10,145 9,891 7,244
Total meters . . ........... ... ... ... ... 3,181,199 3,157,840 1,679,136 1,672,798 1,389,341
HEATING DEGREE DAYS®
Actual (weighted average). ................... 2,527 2,587 3,271 3,473 3,368
Percentof normal . ......................... 87% 89% 96% 101% 94%
UTILITY SALES VOLUMES — MMcf®
Gas Sales Volumes
Residential . .. ......... ... ............... 144,780 162,016 92,208 97,953 77,386
Commercial ........ ... ... ... ... ..., 87,006 92,401 44,226 45,611 35,796
Industrial . ......... ... . ... . . ... . . .. 26,161 29,434 22,330 23,738 14,499
Agricultural .. .......... ... .. ... 5,629 3,348 4,642 7,884 10,988
Public authority and other . . .................. 8,457 9,084 9,813 9,326 5,875
Total gas sales volumes . . .. ................ 272,033 296,283 173,219 184,512 144,544
Utility transportation volumes . .. ................ 126,960 122,098 87,746 70,159 69,589
Total utility throughput . .. .......... ... ... ..... 398,993 418,381 260,965 254,671 214,133
UTILITY OPERATING REVENUES (000’s)®
Gas Sales Revenues
Residential . . .......... ... ... .. ... ........ $2,068,736 $1,791,172 § 923,773 $ 873,375 $ 535,981
Commercial .. ............................ 1,061,783 869,722 400,704 367,961 221,728
Industrial .. ......... .. ... ... 276,186 229,649 155,336 151,969 70,164
Agricultural .. ... ... ... ... .. L, 40,664 27,889 31,851 48,625 37,951
Public authority and other . ... ................ 103,936 86,853 77,178 65,921 31,731
Total utility gas sales revenues............... 3,551,305 3,005,285 1,588,842 1,507,851 897,555
Transportation revenues .. ..................... 62,215 59,996 31,714 30,461 28,786
Othergasrevenues. ..............cvuiuinn.. 37,071 37,859 17,172 15,770 11,185
Total utility operating revenues. . ............. $3,650,591 $3,103,140 $1,637,728 $1,554,082 $ 937,526
Utility average transportation revenue per Mcf .. .. ... $ 049 $ 0.49 $ 0.36 $§ 043 § 0.41
Utility average cost of gas per Mcfsold. ... ........ $§ 1002% 741 $ 6.55 $ 5.76 § 3.87
Employees. . ...t 4,402 4,327 2,742 2,817 2,255

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

METERS IN SERVICE

Agricultural

Public authority and other

Percent of normal

SALES VOLUMES — MMcf®
Gas Sales Volumes

Residential . . ... ... . ... .......

Industrial

Agricultural

Public authority and other

OPERATING MARGIN (000’s)® . . .
OPERATING EXPENSES (000’s)®
Operation and maintenance

Depreciation and amortization

Taxes, other than income

Impairment of long-lived assets . . . . .

OPERATING INCOME (000°s)™ . . .
CAPITAL EXPENDITURES (000’s) . .

PROPERTY, PLANT AND
EQUIPMENT, NET (000’s)

OTHER STATISTICS, at year end
Miles of pipe
Employees

Year Ended September 30, 2006

$ 19,466 $ 16,645

$252,584 $190,959

6,601
263

3,937
220

$ 32,218 $ 38,307 $ 27,374

Colorado- Mid- West Total

Kansas  Kentucky Louisiana  States Texas  Mississippi Mid-Tex  Other'” Utility
213,566 158,408 330,694 277,998 273,520 241,406 1,390450 — 2,886,042
21,440 18,228 23,108 36,686 25984 27,868 122,263 — 275577
84 240 — 681 808 643 205 —_ 2,661
312 — - 8,402 — — — 8,714
543 1,637 - 1,034 2,166 2,825 — e 8,205
235,945 178,513 353,802 316,399 310,880 272,742 1,512,918 — 3,181,199
5,466 4,349 1,319 3,515 3,561 2,757 1,697 — 2,527
99% 100% 8% 95% 100% 102% 72% e 87%
15,113 9,249 12,131 15,065 15,609 12,601 65,012 — 144,780
5,901 4,526 6,944 11,328 6,309 6,440 45,558 — 87,006
419 1,830 — 6,945 3,933 8,250 4,784 — 26,161
619 — — — 5010 — — — 5,629
1,390 1,237 — 226 1,962 3,642 — — 8,457
23,442 16,842 19,075 33,564 32,823 30,933 115,354 — 272,033
9,680 25,871 6,310 20,654 15,135 1,702 47,608 — 126,960
33,122 42,713 25,385 54,218 47,958 32,635 162,962 — 308,993
. $ 71,000 $ 50,271 $ 98,502 $106,742 $ 93,693 $ 92,515 $ 412334 § — $ 925,057
$ 28,235 $ 19,874 $ 40,741 $ 38,148 $ 33,332 § 44,533 § 154,412 $ (1,756)$ 357.519
$ 13,578 $ 11,636 $ 21,201 $ 22,172 $ 13,690 $ 10,596 $ 74375 $ (2,755)$ 164,493
$ 6663 % 4423 3 8788 $ 10,867 $ 21,509 $ 14,110 $ 111,844 $ — $ 178,204
$ — 8 — 9 - $ — $ 22947 $ — $ — 3 — $ 22947
. $ 22524 $ 14,338 $ 27,772 § 35555 $ 2,215 $ 23276 $ 71,703 $ 4,511 $ 201,894

$ 15389 § 134,762 $ 23,581 $ 307,742

$328,310 $436,916 $253,086 $226,690 $1,262,516 $132,240 $3,083,301

8214
412

8,015
416

14,831
341

See footnotes following these tables.
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METERS IN SERVICE

Industrial . .. ... ... . ...
Agricultural . ...... .. ... ... ..
Public authority and other . . . .. .. ..

HEATING DEGREE DAYS®

Actual. . .......... ... ... ..
Percentofnormal ... ........ ..

SALES VOLUMES — MMcf*¥
Gas Sales Volumes

Agricultural . .. ... ... L.
Public authority and other . . . ... ..

Transportation Volumes . .. ........

Total Throughput . . ... ..........
OPERATING MARGIN (000°s)® . . .

OPERATING EXPENSES (000’s)"Y

Operation and maintenance . . . . . ..
Depreciation and amortization . . . . .

Taxes, other than income

PROPERTY, PLANT AND

EQUIPMENT, NET (000%s) . . . . ..

OTHER STATISTICS, at year end

Milesof pipe . .. ... .........
Employees. . ................

OPERATING INCOME (000’s)™ . . .
CAPITAL EXPENDITURES (000’s) .

Year Ended September 30, 2005

$244,250 $183,931 $318,869 $416,825 $263,285 $206,511

6,530
267

3,908
236

8,151
421

7,958
412

15,000
346

6,356
467

See footnotes following these tables.
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Colorado- Mid- West Total
Kansas  Kentucky Louisiana  States Texas  Mississippi Mid-Tex  Other' Utility
209,321 159,216 348,576 276,667 267,278 244,136 1,357,628 — 2,862,822
20914 18350 23,850 36,519 25410 28350 121,143 — 274536
81 239 — 684 816 664 231 — 2,715
279 — — — 9360 — — — 9,639
476 1,650 — 1,066 2,139 2797 — — 8,128
231,071 179,455 372,426 314,936 305,003 275947 1,479,002 — 3,157,840
5437 4241 1,301 3,510 3536 2,583 1,904 — 2,587
99% 98% 78% 93% 99% 96% 80% — 89%
16,404 10,741 13,134 16222 19,292 12,985 73,238 — 162,016
5929 4,891 6,811 11,806 7,493 6,711 48,760 — 92,401
338 1,858 — 8205 4477 9,057 5,499 —_ 29,434
246 — — — 3,102 — — — 3,348
1,355 1,396 — 241 2,296 3,796 — — 9,084
24,272 18,886 19,945 36474 36,660 32,549 127497 — 296,283
8,388 26,066 7,046 20,142 12,390 1,309 46,757 — 122,098
32,660 44952 26991 56,616 49,050 33,858 174,254 — 418,381
. $ 70,542 $ 52,302 $ 94,350 $110,012 $ 90,316 $ 91,610 $ 398,234 § — $ 907,366
$ 26,679 $ 18,618 $ 37,094 § 38,427 § 29,701 $ 49,241 $ 146,449 $ (515)$ 346,594
$ 13,693 § 11,739 $ 21,911 $ 23,615 $ 13,249 $ 10,830 $ 64,460 $ — $ 159497
$ 50138 328 S 9,626 $ 12,283 § 19,846 $ 12,494 $ 102,360 $ — $ 164910
. $ 25157 $ 18,657 $ 24,819 § 35,687 $ 27,520 $ 19,045 $ 84,965 $ 515 $ 236,365
. $ 20,690 $ 17,525 $ 31,198 § 34,176 $ 29,066 $ 15,925 $ 115,024 $ 36,970 $ 300,574

$1,167,425 $125,000 $2,926,096

33,701
1,398

— 81,604
780 4,327



Natural Gas Marketing, Pipeline and Storage and Other Nonutility Operations Sales and Statistical Data
Year Ended September 30

2006 2005 2004 2003 2002
CUSTOMERS, end of year
Industrial . ................... 746 624 638 644 641
Municipal . . .................. 73 69 80 94 101
Other . vvo et 467 401 237 202 117
Total oo v 1,286 1,094 955 940 859
NATURAL GAS MARKETING
SALES VOLUMES — MMcf® . . . 336,516 273,201 265,090 294,785 273,692
PIPELINE TRANSPORTATION
VOLUMES — MMcf® .. ... ... 590,985 563,949 9,395 11,648 12,788
OPERATING REVENUES (000’s)
Natural gas marketing . . ......... $3,156,524  $2,106,278  $1,618,602 $1,668,493  $1,031,874
Pipeline and storage ............ 160,567 153,289 19,758 20,298 18,720
Other nonutility. . . ............. 5,898 5,302 3,393 2,853 5,985
Total operating revenues . ... ... $3,322,980  $2.264,869 $1,641,753  $1,691,644  $1,056,579

Employees, atyearend............ 230 216 122 88 83

Notes to preceding tables:

" The operational and statistical information includes the operations of the Mississippi Division since the
December 3, 2002 acquisition date and the Mid-Tex and Atmos Pipeline — Texas Divisions since the Octo-
ber 1, 2004 acquisition date.

A heating degree day is equivalent to each degree that the average of the high and the low temperatures

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

® Sales volumes, revenues, operating margins, operating expense and operating income reflect segment oper-

ations, including intercompany sales and transportation amounts.

“ The Other column represents our utility shared services unit, which provides administrative and other sup-

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

Ratemaking Activity
Overview

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

Rates established by regulatory authorities are adjusted for increases and decreases in our purchased gas
cost through purchased gas adjustment mechanisms. Purchased gas adjustment mechanisms provide gas utility
companies a method of recovering purchased gas costs on an ongoing basis without filing a rate case to
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address all of the utility’s non-gas costs. These mechanisms are commonly utilized when regulatory authorities
recognize a particular type of expense, such as purchased gas costs, that (i) is subject to significant price
fluctuations compared to the utility’s other costs, (ii) represents a large component of the utility’s cost of
service and (iii) is generally outside the control of the gas utility. There is no gross profit generated through
purchased gas adjustments because they provide a dollar-for-dollar offset to increases or decreases in utility
gas costs. Although substantially all of our utility sales to our customers fluctuate with the cost of gas that we
purchase, utility gross profit (which is defined as operating revenues less purchased gas cost) is generally not
affected by fluctuations in the cost of gas due to the purchased gas adjustment mechanism. Additionally, some
jurisdictions have introduced performance-based ratemaking adjustments to provide incentives to natural gas
utilities to minimize purchased gas costs through improved storage management and use of financial hedges to
lock in gas costs. Under the performance-based ratemaking adjustment, purchased gas costs savings are shared
between the utility and its customers.

The following table summarizes some information regarding our ratemaking jurisdictions. This informa-
tion is for regulatory purposes only and may not be representative of our actual financial position.

Jurisdictional Rate Summary

Effective Authorized Authorized
Date of Last Rate Base Rate of Return on
Division Jurisdiction  Rate Action  (thousands)” Return? Equity®
Atmos Pipeline — Texas . .. Texas 5/24/04 $417,111 8.258% 10.00%
Colorado-Kansas. .. ...... Colorado 7/1/05 84,711 8.95% 11.25%
Kansas 3/1/04 ) 2) 2)
Kentucky .............. Kentucky 12/21/99 2) 2) )
Louisiana .. ............ Trans LA 10/1/04 81,645 9.14% 10.50% - 11.50%
LGS 10/1/04 170,358 9.23% 10.88% - 11.50%
Mid-States . ............ Georgia 12/20/05 62,380 7.57% 10.13%
Illinois 11/1/00 24,564 9.18% 11.56%
Iowa 3/1/01 5,000 2) 11.00%
Missouri 10/14/95 ) 10.58% 12.15%
Tennessee 11/15/95 111,970 (2) )
Virginia 8/1/04 30,672 8.46% - 8.96% 9.50% - 10.50%
Mid-Tex ............... Texas 5/24/04 769,721 8.258% 10.00%
Mississippi ... ..ovin . Mississippi 1/1/05 196,801 8.23% 9.80%
West Texas............. Amarillo 9/1/03 36,844 9.88% 12.00%
Lubbock 3/1/04 43,300 9.15% ' 11.25%
West Texas 5/1/04 87,500 8.77% 10.50%

See footnotes on the following page.
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Effective Authorized Bad Performance-
Date of Last Debt/ Debt Based Rate
Division Jurisdiction Rate Action  Equity Ratio  Rider® WNA Program®”
Atmos Pipeline — Texas . .. ... .. Texas 5/24/04 50/50 No N/A N/A
Colorado-Kansas. . ............ Colorado 7/1/05 52/48 No No No
Kansas 3/1/04 2) Yes Yes No
Kentucky ................... Kentucky 12/21/99 2) No Yes Yes
Louisiana . . .........cou.... Trans LA 10/1/04 50/50 No “) No
LGS 10/1/04 53/47 No 4) No
Mid-States . ................. Georgia 12/20/05 55/45 No Yes Yes
Illinois 11/1/00 67/33 No No No
Iowa 3/1/01 57/43 No No No
Missouri 10/14/95 2) No No No
Tennessee 11/15/95 56/44 No Yes Yes
Virginia 8/1/04 52/48 Yes Yes No
Mid-Tex ......covvevnenn.... Texas 5/24/04 50/50 No 4) No
Mississippi . ..o Mississippi 1/1/05 47/53 No Yes No
WestTexas.................. Amarillo 9/1/03 50/50 Yes Yes No
Lubbock 3/1/04 50/50 No Yes No
West Texas 5/1/04 50/50 No Yes No

(n

The rate base and authorized rate of return presented in this table are the rate base and rate of return from

the last base rate case for each jurisdiction. These rate bases and rates of return are not necessarily indica-
tive of current or future rate bases or rates of return.

(2)

commission’s final decision.
3)

@
in the 2006-2007 winter heating season.

A rate base, rate of return, return on equity or debt/equity ratio was not included in the respective state

The performance-based rate program provides incentives to natural gas utilities to minimize purchased gas
costs by allowing the utility and its customers to share the purchased gas cost savings.

During 2006, our Louisiana and Mid-Tex Divisions received authorization to implement WNA beginning

) The bad debt rider allows us to recover from ratepayers the gas cost portion of uncollectible accounts.

Recent Ratemaking Activity

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

Improving rate design is a long-term process. In the interim, we are addressing regulatory lag issues by
directing discretionary capital spending to jurisdictions that permit us to recover our investment in a timely
manner and filing rate cases on a more frequent basis to minimize the regulatory lag to keep our actual returns

more closely aligned with our allowed returns.



Approximately 97 percent of our utility revenues in the fiscal years ended September 30, 2006, 2005 and
2004 were derived from sales at rates set by or subject to approval by local or state authorities. Net annual
revenue increases resulting from ratemaking activity totaling $39.0 million, $6.3 million and $16.2 million
became effective in fiscal 2006, 2005 and 2004 as summarized below:

Most Recent

Increase (Decrease) to Revenue

Effective Most Recent for the Year Ended September 30

Division Date Rate Action Jurisdiction 2006 2005 2004

(In thousands)

Atmos Pipeline — Texas . .. .. 8/1/06 GRIPY Texas $ 5205 $1,802 $§ —
Colorado-Kansas ........... 4/1/04 Show Cause Colorado — —  (1,900)
1/1/06 Ad Valorem Tax Kansas 1,565 — —
3/1/04 Rate Case Kansas — — 2,500
Louisiana. ................ 2/1/06  Stable Rate Filing® LGS 3,326 — —
10/1/04  Stable Rate Fi]ing‘z) LGS — 225 —
Mid-States . . . ............. 8/1/04 Rate Case Virginia — — 372
12/20/05 Rate Case Georgia 409 — —
Mid-Tex ......ooovinni.n. 2/1/06 GRIP Texas 25,313 — —
Mississippl .+ v oo 3) Stable Rate Filing(z’ Mississippi — 4,300 10,545
11/1/05 Rate Restructuring ~ Mississippi {600) — —
West TeXas . ..ovevvnnnnnn. 12/1/05 GRIp?" Lubbock 1,263 — —
3/1/04 Rate Case Lubbock — — 1,525
3/1/06 GRIp'" West Texas 2,539 —_ —
5/1/04 Rate Case West Texas —_ — 3,200
$39,020 $6,327 $16,242

)

In 2003, the Texas Legislature approved the Gas Reliability Infrastructure Program (GRIP) which allows

natural gas utilities the opportunity to include in their rate base annually approved capital costs incurred in
the prior calendar year. Natural gas utilities that enter the program will be required to file a complete rate

casc at least once every five years.
@

without filing a formal rate case.
3)

A stable rate filing is a regulatory mechanism designed to allow us to refresh our rates on a periodic basis

The MPSC had formerly required that we file for rate adjustments every six months. Through May 2005,

rate filings were made in May and November of each year and the rate adjustments typically became effec-
tive in June and December. See further discussion under the recent ratemaking activity for our Atmos

Energy Mississippi Division below.

Additionally, the following ratemaking efforts were initiated during fiscal 2006 but had not been

completed as of September 30, 2006:

Division Rate Action Jurisdiction Revenue Requested
(In thousands)
Louisiana .......................... Stabie Rate Filing" LGS $10,753
Mid-States. . . ... Rate Case Missouri 3,396
Rate Proceeding®  Tennessee 3,400
Mid-Tex ....... .o System-wide Case Texas 60,844
$78,393

) The Louisiana Division has included the Rate Stabilization Clause increase in rates. The increase is subject
to refund, pending final resolution of the Stable Rate Filing.

@ The Tennessee rate proceeding was settled in October 2006. See below for information regarding the

settlement.
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Our recent ratemaking activity is discussed in greater detail below.

Atmos Pipeline-Texas. In April 2006, Atmos Pipeline — Texas made a filing under Texas’ Gas Reliabil-
ity Infrastructure Program (GRIP) to include in rate base approximately $21.6 million of pipeline capital
expenditures incurred during calendar year 2005, which should result in additional annual revenues of
approximately $3.3 million. The RRC approved this filing in July 2006 and these new charges were included
in the monthly customer charge beginning in August 2006.

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

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

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

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

Atmos Energy Kentucky Division. In February 2006, the KPSC approved the Company’s request to
continue its Performance Based Ratemaking (PBR) mechanism for an additional five year period. The PBR
establishes predetermined gas cost benchmarks and provides incentives to the Company for purchasing gas
supply below those benchmark costs.

In February 2005, the Attorney General of the State of Kentucky filed a complaint with the Kentucky
Public Service Commission (KPSC) alleging that our rates were producing revenues in excess of reasonable
levels. We answered the complaint and filed a Motion to Dismiss with the KPSC. In February 2006, the KPSC
issued an Order denying our Motion to Dismiss but stated that the Atiorney General had not met his burden of
proof concerning his complaint. In March 2006, the KPSC set a procedural schedule for the case. The
Attorney General is currently conducting discovery. A hearing should be scheduled for early 2007. We believe
that the Attorney General will not be able to demonstrate that our present rates are in excess of reasonable
levels.

Atmos Energy Louisiana Division. In September 2005, the Louisiana Public Service Commission
(LPSC) consolidated several then-existing dockets. These dockets included a separate proceeding for the
renewal of the Rate Stabilization Clause (RSC) for each of the LGS and Transla Gas service areas; resolution
of the outstanding 2003 RSC filing for the LGS service area; and our request for approval of a decoupling
mechanism to stabilize margins in both the LGS and TransLa service areas.

On May 25, 2006, the LPSC voted to approve a settlement which included a modified WNA providing
for partial decoupling, renewal of the RSC for both the L.GS and TransLa service areas with provisions that
will reduce regulatory lag and a refund to customers of approximatety $0.4 million for the LGS service areas
that previously had been deferred. The first RSC filing was in August 2006 for approximately $10.8 million,
based on a test year ended December 31, 2005, for the LGS service area. The increase is subject to refund,
pending final approval by the LPSC. The first filing for the TransLa service area will be made by
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December 31, 2006, for the test period ending September 30, 2006, with an effective rate adjustment of
April 1, 2007. WNA for both service areas will be in effect for an initial three-year period beginning with the
winter of 2006-2007. In the third quarter of fiscal 2006, $6.2 million in deferred revenue associated with the
2003 RSC rate adjustment was recognized.

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

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

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

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

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

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

During the third quarter of fiscal 2005, Atmos filed a rate case in its Georgia service area seeking a rate
increase of $4.0 million. In December 2005, the Georgia Public Service Commission (GPSC) approved a
$0.4 million increase. In January 2006, we filed an appeal of the GPSC’s decision in the Superior Court of
Fulton County. Oral arguments were held on September 7, 2006 before the Fulton County Superior Court. The
court affirmed the commission’s order. We are considering further appeal.

In November 2005, we received a notice from the TRA that it was opening an investigation into
allegations by the Consumer Advocate and Protection Division of the Tennessee Attorney General’s Office
that we were overcharging customers in parts of Tennessee by approximately $10 million per year. We
responded to numerous data requests from the TRA Staff. In April 2006, the TRA Staff filed a Report and
Recommendation in which it recommended that the TRA convene a contested case procedure for the purpose
of establishing a fair and reasonable return. The TRA convened to consider the Staff’s recommendation on
May 15, 2006 and set a procedural schedule. A hearing was held from August 29, 2006 through August 31,
2006. Of the $10 million rate reduction requested by the Consumer Advocate and Protection Division, the
TRA approved on October 27, 2006 a $6.1 million reduction to future rates.
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In February 2004, the Mid-States Division filed a rate case with the Virginia Corporation Commission
(VCC) to request a $1.0 million increase in our base rates, WNA and recovery of the gas cost component of
bad debt expense. The VCC granted a rate increase in November 2004 of $0.4 million that was retroactively
effective to July 27, 2004. Additionally, the VCC authorized WNA beginning in July 2005 and the ability to
recover the gas cost component of bad debt expense.

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

Rate Case

During fiscal 2006, we received “show cause” resolutions from approximately 8C cities served by our
Mid-Tex Division, including the City of Dallas, which require us to demonstrate that existing distribution rates
in the Mid-Tex Division are just and reasonable. In May 2006, in response to these resolutions, we filed a
Statement of Intent to increase rates on a division-wide basis. By agreement with the cities, the “show cause”
resolutions were consolidated and became part of the Mid-Tex Division’s first rate case before the RRC since
we acquired the TXU Gas operations in October 2004. In this rate proceeding, we are seeking incremental
annual revenues in the Mid-Tex Division of approximately $60 million and several rate design changes,
including WNA, revenue stabilization and recovery of the gas cost component of bad debt expense.

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

In addition, under applicable statutes, the RRC is reviewing the interim rate adjustments that were
previously granted in response to the Mid-Tex Division’s prior GRIP filings and our acquisition of the TXU
Gas operations for consistency with the public interest. Any increase that the RRC may grant in this case
would be effective prospectively from the date of the final order. However, any decrease that may be ordered
by the RRC would be effective from May 31, 2006 pursuant to the agreement with the intervenors for
consolidation of the show cause resolutions and the Statement of Intent filing. Any disallowance related to the
previously granted GRIP interim rate adjustments would be refunded to customers with interest beginning
some time after the issuance of a final order in this proceeding.

While the decision of the RRC in this case cannot be predicted with certainty, we believe that we have
adequately demonstrated to the RRC that the Mid-Tex Division is entitled to receive an increase in annual
revenues and that the remaining rate design changes should be implemented.

GRIP Filings
In March 2006, the Mid-Tex Division made a GRIP filing to include in rate base approximately
$62.2 million of distribution capital expenditures incurred during calendar year 2005, which we estimate would

result in additional annual revenues of approximately $11.9 million. The RRC approved this filing in August
2006, and the new customer charges were implemented in September 2006 billings to customers.

In September 2003, the Mid-Tex Division made a GRIP filing to include in rate base approximately
$29.4 million of distribution capital expenditures incurred during calendar year 2004, which currently provides
additional annual revenues of approximately $6.7 miltion. The RRC approved this filing in January 2006, and
these new charges were included in the monthly customer charge beginning in February 2006.

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

Other Regulatory Matters

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

In September 2004, the Mid-Tex Division filed its 36-Month Gas Contract Review with the RRC. This
proceeding involves a review for reasonableness of gas purchases totaling $2.2 billion made by the Mid-Tex
Division from November 2000 through October 2003. A hearing on this matter was held before the RRC in
June 2005. The parties negotiated a unanimous settlement agreement providing for a refund of $8 million to
customers over a three-year period and for reimbursement of parties’ expenses without recovery from
customers. The RRC approved the settlement on September 12, 2006. Refunds to customers began in the first
quarter of fiscal year 2007.

The Mid-Tex Division is also pursuing an appeal to the Travis County District Court of the Final Order
in its last system-wide rate case completed in May 2004 to obtain a return of and on its investment associated
with the Poly I replacement pipe that was originally disallowed in its rate case completed in May 2004. The
case was argued before the Travis County District Court in July 2006. The Court ruled to uphold the
Commission’s final order. Steps are being taken to perfect an appeal to the Court of Appeals in Travis County.

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

During the second quarter of fiscal 2005, we agreed with the MPSC to suspend our May 20035 semi-
annual filing to allow sufficient time for us and the MPSC to undertake a comprehensive review in an effort to
improve our rate design and the ratemaking process. Effective October 2005, our rate design was modified to
substitute the original agreed-upon benchmark with a sharing mechanism to allow the sharing of cost savings
above an allowed return on equity level. Further, we moved from a semi-annual filing process to an annual
filing process. Additionally, our WNA period begins on November 1 instead of November 15, and ends on
April 30 instead of May 15. Also, we now have a fixed monthly customer base charge which makes a portion
of our earnings less susceptible to usage. As part of the rate design restructuring, we agreed to reduce our
rates by approximately $0.6 million. We made our first annual filing under this new structure in September
2006 requesting no change in rates.

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

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

In October 2003, the MPSC issued a final order that denied our May 2003 request for a rate increase of
$5.8 million. In January 2004, the MPSC authorized additional annual revenue of $5.9 million on our
November 2003 filing, which became effective in December 2003. In September 2004, the MPSC authorized
additional annualized revenue of $4.7 million on our May 2004 filing, which became effective in June 2004.

We filed our second semiannual filing for 2004 in November 2004, requesting rate adjustments of
$6.0 million in annualized revenue. The MPSC allowed us to include $3.0 million in annualized revenue in

21



our rates eftective January 2005. In February 2005, we entered into an agreement with the Mississippi Public
Utilities Staff that provides for an additional $1.3 million in annualized revenue that was retroactive to January
2005, which was approved by the MPSC during the second quarter of fiscal 2005.

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

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

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

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

In September 2003, our West Texas Division filed a rate case in its West Texas System to request a
$7.7 million increase in annuak revenues and WNA for its residential, commercial and public-authority
customers. In May 2004, the 66 cities in its West Texas System approved an increase of $3.2 million in our
annual utility revenues. The cities also approved a WNA rider for residential, commercial, public-authority and
state-institution customers. This rider became effective in October 2004.

Other Regulation

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

FERC allows, pursuant to Section 311 of the Natural Gas Policy Act, gas transportation services through
our Atmos Pipeline — Texas assets “on behalf of” interstate pipelines or local distribution companies served
by interstate pipelines, without subjecting these assets to the jurisdiction of the FERC.

Competition

Although our utility operations are not currently in significant direct competition with any other distributors
of natural gas to residential and commercial customers within our service areas, we do compete with other
natural gas suppliers and suppliers of alternative fuels for sales to industrial and agricultural customers. We
compete in all aspects of our business with alternative energy sources, including, in particular, electricity. Electric
utilities offer electricity as a rival energy source and compete for the space heating, water heating and cooking
markets, Promotional incentives, improved equipment efficiencies and promotional rates all contribute to the
acceptability of electrical equipment. The principal means to compete against alternative fuels is lower prices,
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and natural gas historically has maintained its price advantage in the residential, commercial and industrial
markets. However, higher gas prices, coupled with the electric utilities” marketing efforts, have increased
competition for residential and commercial customers. In addition, our Natural Gas Marketing segment competes
with other natural gas brokers in obtaining natural gas supplies for our customers.

Employees

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

Available Information

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

Shareholder Relations
Atmos Energy Corporation
P.O. Box 650205

Dallas, Texas 75265-0205
972-855-3729

Corporate Governance

In accordance with and pursuant to relevant provisions of the Sarbanes-Oxley Act of 2002, related rules
and regulations of the Securities and Exchange Commission as well as corporate governance-related listing
standards of the New York Stock Exchange, the Board of Directors of the Company has adopted the
Company’s Corporate Governance Guidelines and revised the Company’s Code of Conduct, which is
applicable to all directors, officers and employees of the Company. In addition, the Board of Directors has
updated the charters for each of its Audit, Human Resources and Nominating and Corporate Governance
Committees. All of the foregoing documents are posted on the Corporate Governance page of the Company’s
website. We will also provide copies of such information free of charge upon request to Shareholder Relations
at the address listed above.

ITEM 1A. Risk Factors

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

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

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

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

Our operations are weather sensitive.

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

The concentration of our distribution, pipeline and storage operations in the State of Texas have
increased the exposure of our operations and financial results to adverse weather, economic conditions or
regulatory decisions in Texas.

As a result of our acquisition of the distribution, pipeline and storage operations of TXU Gas in October
2004, over 50 percent of our natural gas distribution customers and most of our pipeline and storage assets
and operations are now located in the State of Texas. This concentration of our business in Texas means that
our operations and financijal results are subject to greater impact than before from changes in the Texas
economy in general as well as the weather in our service areas of the state during the winter heating season.
Our financial results in fiscal 2006 were adversely affected by warm weather in Texas. In addition, the impact
of any adverse rate or other regulatory decisions by state or local regulatory authorities in Texas will also be
greater. The hearing in the Mid-Tex Division’s first rate case since the TXU Gas acquisition has just
concluded. In the proceeding, we are seeking additional revenue and several rate design changes. A rate
reduction or other significant, adverse decision by the Texas Railroad Commission in the proceeding could
materially affect our financial results.

We are subject to environmental regulation which could adversely affect our operations or financial
results.

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

24



Our operations are exposed to market risks that are beyond our control which could adversely affect our
financial results.

Our risk management operations are subject to market risks beyond our control including market liquidity,
commodity price volatility and counterparty creditworthiness.

Although we maintain a risk management policy, we may not be able to completely offset the price risk
associated with volatile gas prices or the risk in our natural gas marketing and pipeline and storage segments
which could lead to volatility in our earnings. Physical trading also introduces price risk on any net open
positions at the end of each trading day, as well as volatility resulting from intra-day fluctuations of gas prices
and the potential for daily price movements between the time natural gas is purchased or sold for future
delivery and the time the related purchase or sale is hedged. Although we manage our business to maintain no
open positions, there are times when limited net open positions related to our physical storage may occur on a
short-term basis. The determination of our net open position as of any day requires us to make assumptions as
to future circumstances, including the use of gas by our customers in relation to our anticipated storage and
market positions. Because the 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. Net open positions may increase volatility in our financial condition or results of operations if
market prices move in a significantly favorable or unfavorable manner because the timing of the recognition
of profits or losses on the hedges for financial accounting purposes does not always match up with the timing
of the economic profits or losses on the item being hedged. This volatility may occur with a resulting increase
or decrease in earnings or losses, even though the expected profit margin is essentially unchanged from the
date the transactions were consummated. Further, if the local physical markets in which we trade do not move
consistently with the NYMEX futures market, we could experience increased volatility in the financial results
of our natural gas marketing and pipeline and storage segments.

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

We are also subject to interest rate risk on our commercial paper borrowings and floating rate debt. In the
past few years, we have been operating in a relatively low interest-rate environment with both short and long-
term interest rates being relatively low compared to past interest rates. However, in the past two years, the
Federal Reserve has taken actions that have resulted in increases in short-term interest rates. Future increases
in interest rates could adversely affect our future financial results.

The execution of our business plan could be affected by an inability to access financial markets.

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

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

Inflation and increased gas costs could adversely impact our customer base and customer collections and
increase our level of indebtedness.

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

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

Our operations are subject to increased competition.

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

In the case of industrial customers, such as manufacturing plants, and agricultural customers, adverse
economic conditions, including higher gas costs, could cause these customers to use alternative sources of
energy, such as electricity, or bypass our systems in favor of special competitive contracts with lower per-unit
costs. Our pipeline and storage operations currently face limited competition from other existing intrastate
pipelines and gas marketers seeking to provide or arrange transportation, storage and other services for
customers. However, competition may increase if new intrastate pipelines are constructed near our existing
facilities.

The cost of providing pension and postretirement health care benefits is subject to changes in pension
Jund values and changing demographics and may have a material adverse effect on our financial results.

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

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

Distributing and storing natural gas involve risks that may result in accidents and additional operating costs.

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

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

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

ITEM 1B. Unresolved Staff Comments

Not applicable.

ITEM 2. Properties
Distribution, transmission and related assets

At September 30, 2006, our utility segment owned an aggregate of 75,869 miles of underground
distribution and transmission mains throughout our gas distribution systems. These mains are located on
easements or rights-of-way which generally provide for perpetual use. We maintain our mains through a
program of continuous inspection and repair and believe that our system of mains is in good condition. At
September 30, 2006, our pipeline and storage segment owned 6,127 miles of gas transmission and gathering
lines.

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

Our utility and pipeline and storage segments own underground gas storage facilities in several states to
supplement the supply of natural gas in periods of peak demand. The following table summarizes certain
information regarding our underground gas storage facilities:

Maximum
Daily
Cushion Total Delivery
Usable Capacity Gas Capacity Capability
State (Mcf) (Meh" (Mcf) (Mcf)
Utility Segment
Kentucky......................... 4,442,696 6,322,283 10,764,979 109,100
Kansas .......................... 3,639,000 2,640,000 6,279,000 55,000
MiSSISSIPPL -« v oo i 1,544,633 2,181,737 3,726,370 48,000
Georgia. . ...oovviii i 450,000 50,000 500,000 30,000
Total Utility Segment . ... .......... 10,076,329 11,194,020 21,270,349 242,100
Pipeline and Storage Segment
Texas ... i 39,128,475 13,128,025 52,256,500 1,235,000
Kentucky............... ... ... ... 3,492,900 3,295,000 6,787,900 71,000
Louisiana. . . ...................... 438,583 300,973 739,556 56,000
Total Pipeline and Storage Segment ... 43,059,958 16,723,998 59,783,956 1,362,000
Total............ ... . ... ... ... 53,136,287 27,918,018 81,054,305 1,604,100

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

Maximum
Maximum Daily
Storage Withdrawal
Quantity Quantity
Division/Company Contractor (MMBtu) (MMBtu)"”
Utility Segment
Colorado-Kansas Division . ........... Southern Star Central Pipeline 2,719,101 82,397
Tenaska Marketing Ventures 1,000,000 10,400
Colorado Interstate Gas Company 422,142 12,985
Kinder Morgan, Inc. 67,500 1,500
Centerpoint Energy Gas Transmission 28,500 950
Kentucky Division. .. ............... Texas Gas Transmission 3,841,150 41,060
Tennessee Gas Pipeline Company 1,313,538 22,698
Louisiana Division. .. ............... Gulf South 1,978,020 98,901
Jefferson Island Storage & Hub 600,000 60,000
Acadian Natural Gas Company 33,276 2,234
Tennessee Gas Pipeline Company 18,776 329
Southern Natural Gas Company 12,945 261
Trunkline Gas Company 3,105 41
Mid-States Division. .. .............. Atmos Energy Marketing 1,993,543 16,634
Southern Natural Gas Company 1,453,265 29,345
Panhandle Eastern Pipeline 1,035,462 15,721
Tennessee Gas Pipeline Company 835,674 20,000
Texas Eastern Transmission Company 753,969 11,303
Gallagher Drilling Company™® 640,000 5,000
ANR Pipeline Company 629,480 11,200
Dominion 609,008 8,136
Transco 568,674 12,710
Virginia Gas Pipeiine Company 380,000 23,000
East Tennessce 339,900 52,633
Natural Gas Pipeline Company 312,750 5,580
Texas Gas Transmission 239,576 7,495
CMS Trunkline Gas Company 220,455 2,940
MRT Energy Marketing 137,493 2,395
Mississippi Division. .. .............. Gulf South 1,237,500 61,875
Southern Natural Gas Company 1,049,436 21,191
Texas Gas Transmission 826,390 36,420
Texas Eastern 518,220 8,637
Atmos Energy Marketing 400,000 40,000
Trunkline Gas Company 24,840 331
Tennessee Gas Pipeline Company 3,394 113
West Texas Division . ............... ONEOK Texas Gas Storage LLP 1,125,000 50,000
Total Utility Segment. .. ... .. . e 27,372,082 776,415

See footnotes on the following page.
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Maximum

Maximum Daily
Storage Withdrawal
Quantity Quantity
Division/Company Contractor (MMBtu) (MMBtu)"
Natural Gas Marketing Segment
Atmos Energy Marketing, LLC
Gulf South 5,992,015 85,686
Egan 1,500,000 90,000
Atmos Pipeline — Texas 1,000,000 24,000
Texas Eastern Transmission Company 544,841 5,532
East Tennessee 250,000 12,500
National Fuel 223,080 2,028
Virginia Gas Pipeline Company 170,000 17,000
Dominion 56,910 929
Total Natural Gas Marketing Segment. . . .. ......... .. ccoviuninnnneo.. 9,736,846 237,675
Pipeline and Storage Segment
Trans Louisiana Gas Pipeline, Inc. . . .. .. Gulf South Pipeline Company 750,000 30,000
Bridgeline Gas Distribution LLC 300,000 30,000
Total Pipeline and Storage Segment. . . .. .. ... ... .. ..., 1,050,000 60,000
Total Contracted Storage Capacity. . . ... ....... .. ................... 38,158,928 1,074,090

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

is the beginning of the winter heating season.

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

company.

Other facilities

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

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

Offices

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

leased facilities.

ITEM 3. Legal Proceedings

See Note 13 to the consolidated financial statements.

ITEM 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2006.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain information as of September 30, 2006, regarding the executive
officers of the Company. It is followed by a brief description of the business experience of each executive
officer.

Years of
Name Age  Service Office Currently Held
Robert W. Best .......... 59 9 Chairman, President and Chief Executive Officer
KimR. Cocklin.......... 55 — Senior Vice President, Utility Operations
R. Earl Fischer........... 67 44 Senior Vice President, Utility Operations
Louis P. Gregory ......... 51 6 Senior Vice President and General Counsel
Mark H. Johnson ......... 47 5 Senior Vice President, Nonutility Operations and
President, Atmos Energy Marketing, LL.C
Wynn D. McGregor . ... ... 53 18 Senior Vice President, Human Resources
John P.Reddy ........... 53 8 Senior Vice President and Chief Financial Officer

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

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

R. Earl Fischer was named Senior Vice President, Utility Operations in May 2000. Mr. Fischer previously
served the Company as President of the Mid-Tex Division from October 2004 to October 2005. Mr. Fischer
retired from the Company on September 30, 2006.

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

Mark H. Johnson was named Senior Vice President, Nonutility Operations in April 2006 and President of
Atmos Energy Holdings, Inc., and Atmos Energy Marketing, LLC, in April 2005. Mr. Johnson previously
served the Company as Vice President, Nonutility Operations from October 2005 to March 2006 and as
Executive Vice President of Atmos Energy Marketing from October 2003 to March 2005, Mr. Johnson joined
Atmos Energy Marketing’s predecessor, Woodward Marketing, L.L.C., in 1992 as Vice President of Marketing
and Operations and was later promoted to Senior Vice President of Marketing for the Midwest and Gulf Coast.
Mr. Johnson succeeded JD Woodward III who retired from the Company effective April 1, 2006.

Wynn D. McGregor was named Senior Vice President, Human Resources in October 2005. He previously
served the Company as Vice President, Human Resources from January 1994 to September 2005.

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

ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities

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

2006 2005
Dividends Dividends
High Low Paid High Low Paid
Quarter ended:
December 31 .. ..................... $28.36  $25.79 $.315 $27.43  $24.85 $.310
March 31 ........ . ... .. ... . ... 27.00 26.10 315 29.09 26.19 310
June30 . ..., 2791 26.00 315 28.87 25.94 310
September 30 .. ........ ... ... ... ..., 290.11 27.96 315 29.76 28.23 310
$1.26 $1.24

|

Dividends are payable at the discretion of our Board of Directors out of legally available funds and are
also subject to restriction under the terms of our First Mortgage Bond agreement. See Note 6 to the
consolidated financial statements. The Board of Directors typically declares dividends in the same fiscal
quarter in which they are paid. The number of record holders of our common stock on October 31, 2006 was
24,425, Future payments of dividends, and the amounts of these dividends, will depend on our financial
condition, results of operations, capital requirements and other factors. We sold no securities during fiscal
2006 that were not registered under the Securities Act of 1933, as amended.

The following table sets forth the number of securities authorized for issuance under our equity

compensation plans at September 30, 2006.

Number of
Securities to be Issued
Upon Exercise of

Weighted-Average
Exercise Price of

Number of Securities Remaining
Available for Fature Issuance
Under Equity Compensation

Equity compensation plans
approved by security holders:

Long-Term Incentive Plan . .. ... 1,017,152
Long-Term Stock Plan for the
Mid-States Division ... ...... —
Total equity compensation plans
approved by security holders. . . 1,017,152

Equity compensation plans not
approved by security holders. . . 4 —

Outstanding Options, Outstanding Options, Plans (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column (a))
(a) (b) (©)
$22.57 731,745
— 168,550
22.57 900,295
$22.57 900,295

Total ... ... ............... 1,017,152
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ITEM 6. Selected Financial Data

The following table sets forth selected financial data of the Company and should be read in conjunction
with the consolidated financial statements included herein.
Year Ended September 30
2006 2005? 2004° 20039 2002
(In thousands, except per share data and ratios)

Results of Operations

Operating revenues. . . ................ $6,152,363 $4,961,873 $2,920,037 $2,799.916 $1,650,964
Grossprofit . ....................... 1,216,570 1,117,637 562,191 534,976 431,140
Operating expenses'" . . ... ... ... ... .. 833,954 768,982 368,496 347,136 275,809
Operating income. . .. ................ 382,616 348,655 193,695 187,840 155,331
Miscellaneous income (expense)(” ....... 881 2,021 9,507 2,191 (1,321)
Interest charges .. ................... 146,607 132,658 65,437 63,660 59,174
Income before income taxes and

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

income tax benefit . ................ — — — (7,773) —
Income tax expense . ................. 89,153 82,233 51,538 46,910 35,180
Netincome ........................ $ 147,737 $ 135785 $ 86,227 $ 71,688 § 59,656
Weighted average diluted shares

outstanding. .. .................... 81,390 79,012 54,416 46,496 41,250
Diluted net income per share . .......... $ 1.82 § 1.72 § 1.58 % 1.54 $ 1.45
Cash flows from operations . ........... 311,449 386,944 270,734 49,541 297,395
Cash dividends paid per share. . ......... $ 1.26 § 1.24 % 122§ 120 $ 1.18
Total utility throughput (MMcf) . ..... ... 393,995 411,134 246,033 247,965 208,541
Total natural gas marketing sales

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

volumes MMcf) .................. 420,217 383,377 - e —
Financial Condition
Net property, plant and equipment®™ . . . . .. $3,629,156 $3,374,367 $1,722,521 $1,624,394 $1,380,070
Working capital® .. ... ... ... ... .. (1,616) 151,675 283,310 16,248  (139,150)
Total assets™® .. .. ... ... ... .. ... .. 5,719,547 5,653,527 2,912,627 2,625,495 2,059,631
Short-term debt, inclusive of current

maturities of long-term debt . .. ....... 385,602 148,073 5,908 127,940 167,771
Capitalization:

Shareholders’ equity . .. ............. 1,648,098 1,602,422 1,133,459 857,517 573,235

Long-term debt (excluding current

maturities) . .......... ... ... ... 2,180,362 2,183,104 861,311 862,500 668,959

Total capitalization. .. ................ 3,828,460 3,785,526 1,994,770 1,720,017 1,242,194
Capital expenditures. . ... ............. 425,324 333,183 190,285 159,439 132,252
Financial Ratios
Capitalization ratio'® . ... ............. 39.1% 40.7% 56.7% 46.4% 40.7%
Return on average sharcholders’ equity’” . . 8.9% 9.0% 9.1% 9.9% 9.9%

See footnotes on the following page.
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Financial results for 2006 include a $22.9 million pre-tax loss for the impairment of the West Texas Divi-
sion’s irrigation assets.

Financial results for 2005 include the results of the Mid-Tex Division and Atmos Pipeline -— Texas Divi-
sion from October 1, 2004, the date of acquisition.

Financial results for 2004 include a $5.9 million pre-tax gain on the sale of our interest in U.S. Propane,
L.P. and Heritage Propane Partners, L.P.

Financial results for fiscal 2003 include the results of MVG from December 3, 2002, the date of
acquisition.

@
3)
(4)

) Beginning in 2004, we reclassified our regulatory cost of removal obligation from accumulated deprecia-

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

The capitalization ratio is calculated by dividing shareholders’ equity by the sum of total capitalization
and short-term debt, inclusive of current maturities of long-term debt. Beginning in 2004 we reclassified
our original issue discount costs from deferred charges and other assets to long-term debt. This reclassifi-

cation did not materially impact our capitalization or our capitalization ratio as of September 30, 2003 and
2002.

The return on average shareholders’ equity is calculated by dividing current year net income by the aver-
age of shareholders’ equity for the previous five quarters.

(6)

7

~

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

Year Ended September 30, 2006

Natural Gas Pipeline Other
Utility Marketing and Storage  Nonutility Eliminations Consolidated

(In thousands)

Operating revenues from

external parties . ... .... $3,649,851  $2,418,856  $ 81,857 $1,799 $ —  $6,152,363
Intersegment revenues. . , . . 740 737,668 78,710 4,099 (821,217) —
3,650,591 3,156,524 160,567 5,898 (821,217) 6,152,363
Purchased gas cost . ... ... 2,725,534 3,025,897 838 — (816,476) 4,935,793
Gross profit .......... 925,057 130,627 159,729 5,898 (4,741) 1,216,570
Operating expenses. . .. ... 723,163 28,392 81,871 5,506 (4,978) 833,954
Operating income . . ... ... 201,894 102,235 77,858 392 237 382,616
Miscellaneous income. . . . . 9,506 2,598 2,554 4,151 (17,928) 881
Interest charges ......... 126,489 8,510 25,331 3,968 (17,691) 146,607
Income before income
tAXeS. v oo v i 84,911 96,323 55,081 575 — 236,890
Income tax expense . ..... 31,909 37,757 19,457 30 — 89,153
Netincome . ........ $ 53,002 $ 58566 $ 35,624 $ 545 $ — % 147,737
Capital expenditures . . . . . . $ 307,742 % 909 3116673 $§ — $ — $ 425,324
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

INTRODUCTION

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

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

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

The statements contained in this Annual Report on Form 10-K may contain “forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange
Act of 1934. 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
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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 include the following: regulatory trends and decisions, including deregulation
initiatives and the impact of rate proceedings before various state regulatory commissions; adverse weather
conditions, such as warmer than normal weather in our utility service territories or colder than normal weather
that could adversely affect our natural gas marketing activities; the concentration of our distribution, pipeline
and storage operations in one state; impact of environmental regulations on our business; market risks beyond
our control affecting our risk management activities including market liquidity, commodity price volatility,
increasing interest rates and counterparty creditworthiness; our ability to continue to access the capital
markets; the effects of inflation and changes in the availability and prices of natural gas, including the
volatility of natural gas prices; increased competition from energy suppliers and alternative forms of energy;
increased costs of providing pension and postretirement health care benefits; the capital-intensive nature of our
distribution business, the inherent hazards and risks involved in operating our distribution business, and other
risks and uncertainties discussed herein, especially in Item 1A above, all of which are difficult to predict and
many of which are beyond our control. Accordingly, while we believe 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

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

($0.65 per diluted share) or 36 percent to fiscal 2006 results. Our nonutility operations, comprised of our
natural gas marketing, pipeline and storage and other nonutility segments, contributed $94.7 million ($1.17 per
diluted share) or 64 percent to fiscal 2006 results. Key financial and other events for fiscal 2006 include the
following:

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

* During fiscal 2006, our Louisiana and Mid-Tex divisions received WNA in their rate designs that will
go into effect in fiscal 2007. After receiving WNA in these two jurisdictions, we will have weather
protection for over 90 percent of our residential and commercial meters for the 2006-2007 winter
heating season.

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

* Our pipeline and storage segment net income increased $5.0 million during the year ended Septem-
ber 30, 2006 compared with the year ended September 30, 2005. Increased gross profit margin resulting
from higher transportation and related services margins coupled with increased throughput on our
Atmos Pipeline-Texas system and Atmos Pipeline & Storage, LLC’s ability to capture more favorable
arbitrage spreads in its asset management contracts were partially offset by higher operating expenses.

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

* For the year ended September 30, 2006, we generated $311.4 million in operating cash flow compared
with $386.9 million for the year ended September 30, 2005, reflecting the adverse impact of high
natural gas costs on our working capital.

* Capital expenditures increased to $425.3 million from $333.2 million primarily reflecting increased
capital spending for various pipeline expansion projects in our Atmos Pipeline — Texas Division.

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

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financial statements were prepared in accordance with accounting principles generally
accepted in the United States. Preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related
disclosures of contingent assets and liabilities. We based our estimates on historical experience and various
other assumptions that we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate
our estimates, including those related to risk management and trading activities, allowance for doubtful
accounts, legal and environmental accruals, insurance accruals, pension and postretirement obligations,
deferred income taxes and the valuation of goodwill, indefinite-lived intangible assets and other long-lived
assets. Our critical accounting policies are reviewed by the Audit Committee quartetly. Actual results may
differ from estimates.
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Regulation — Our utility operations are subject to regulation with respect to rates, service, maintenance
of accounting records and various other matters by the respective regulatory authorities in the states in which
we operate. Our regulated utility operations are accounted for in accordance with Statement of Financial
Accounting Standards (SFAS) 71, Accounting for the Effects of Certain Types of Regulation. This statement
requires cost-based, rate-regulated entities that meet certain criteria to reflect the financial effects of the
ratemaking and accounting practices and policies of the various regulatory commissions in their financial
statements. We record regulatory assets for costs that have been deferred for which future recovery through
customer rates is considered probable. Regulatory liabilities are recorded when it is probable that revenues will
be reduced for amounts that will be credited to customers through the ratemaking process. As a result, certain
costs that would normally be expensed under accounting principles generally accepted in the United States are
permitted to be capitalized because they can be recovered through rates. Further, regulation may impact the
period in which revenues or expenses are recognized. The amounts to be recovered or recognized are based
upon historical experience and our understanding of the regulations. The impact of regulation on our utility
operations may be affected by decisions of the regulatory authorities or the issuance of new regulations.

Revenue recognition — Sales of natural gas to our utility customers are billed on a monthly cycle basis;
however, the billing cycle periods for certain classes of customers do not necessarily coincide with accounting
periods used for financial reporting purposes. We follow the revenue accrual method of accounting for utility
segment revenues whereby revenues applicable to gas delivered to customers, but not yet billed under the
cycle billing method, are estimated and accrued and the related costs are charged to expense.

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

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

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

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

Derivatives and hedging activities — In our utility segment, we use a combination of storage and
financial derivatives to partially insulate us and our natural gas utility customers against gas price volatility
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during the winter heating season. The financial derivatives we use in our utility segment are accounted for
under the mark-to-market method pursuant to SFAS 133, Accounting for Derivative Instruments and Hedging
Activities. Changes in the valuation of these derivatives primarily result from changes in the valuation of the
portfolio of contracts, the maturity and settlement of contracts and newly originated transactions. However,
because the costs of financial derivatives used in our utility segment will ultimately be recovered through our
rates, current period changes in the assets and liabilities from these risk management activities are recorded as
a component of deferred gas costs in accordance with SFAS 71. Accordingly, there is no earnings impact to
our utility segment as a result of the use of financial derivatives. The changes in the assets and liabilities from
risk management activities are recognized in purchased gas cost in the income statement when the related
costs are recovered through our rates.

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

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

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

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

Similar to our inventory position, we attempt to mitigate substantially all of the commodity price risk
associated with our fixed-price contracts with minimum volume requirements through the use of various
offsetting derivatives. Prior to April 2004, these derivatives were not designated as hedges under SFAS 133
because they naturally locked in the economic gross profit margin at the time we entered into the contract.
The fixed-price forward and offsetting derivative contracts were marked to market each month with changes in
fair value recognized as unrealized gains and losses recorded in revenue in our consolidated statement of
income. The unrealized gains and losses were realized as a component of revenue in the period in which we
fulfilled the requirements of the fixed-price contract and the derivatives settled. To the extent that the
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unrealized ‘gains and losses of the fixed-price forward contracts and the offsetting derivatives did not offset
exactly, our earnings experienced some volatility. At delivery, the gains and losses on the fixed-price contracts
were offset by gains and losses on the derivatives, resulting in the realization of the economic gross profit
margin we anticipated at the time we structured the original transaction.

Effective April 2004, we elected to treat our fixed-price forward contracts as normal purchases and sales.
As a result, we ceased marking the fixed-price forward contracts to market. We designated the offsetting
derivative contracts as cash flow hedges of anticipated transactions. As a result of this change, unrealized gains
and losses on these open derivative contracts have been recorded as a component of accumulated other
comprehensive income and are recognized in earnings as a component of revenue when the hedged volumes
are scld. Hedge ineffectiveness, to the extent incurred, is reported as a component of revenue.

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

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield component of
the interest cost of financing associated with the anticipated issuance of $875 million of long-term debt. We
designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. Accordingly,
unrealized gains and losses associated with the Treasury lock agreements were recorded as a component of
accumulated other comprehensive income. These Treasury lock agreements were settled in October 2004 with
a net $43.8 million payment to the counterparties. This realized loss is being recognized as a component of
interest expense over the life of the related financing arrangements.

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

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

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

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

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

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

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

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

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

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

2006 2005 2004
(In thousands, unless otherwise noted)

Operating revenues . ..............vuiiunennen... $6,152,363  $4,961,873  $2,920,037
Grossprofit. . ......... .. 1,216,570 1,117,637 562,191
Operating eXpenses . .. ..........c..uvirvrennnn., 833,954 768,982 368,496
Operating income. .. ............................ 382,616 348,655 193,695
Miscellaneous income ... ........................ 881 2,021 9,507
Interest charges . ................. e 146,607 132,658 65,437
Income before income taxes. .. .................... 236,890 218,018 137,765
Income tax expense . ................ ..., 89,153 82,233 51,538
Netincome . .......... i, $ 147,737 $ 135,785 § 86,227
Utility sales volumes — MMcf. .................... 272,033 296,283 173,219
Utility transportation volumes — MMef .. ............ 121,962 114,851 72,814

Total utility throughput —MMcf . ................ 393,995 411,134 246,033
Natural gas marketing sales volumes — MMcf . ........ 283,962 238,097 222,572
Pipeline transportation volumes — MMcf . ... ......... 420,217 383,377 —
Heating Degree Days

Actual (weighted average) ...................... 2,527 2,587 3,271

Percentof normal. . ........................... 87% 89% 96%
Consolidated utility average transportation revenue per

Mcf . o $ 050 % 051 3 0.42
Consolidated utility average cost of gas per Mcfsold .... § 1002 § 741  $ 6.55

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

2006 2005 2004
Heating Heating Heating
Degree Days Degree Days Degree Days
Operating Percent of Operating Percent of Operating Percent of
Income Normal” Income Normal"’ Income Normal’
(In thousands, except degree day information)
Colorado-Kansas . . ........... $ 22,524 99% $ 25,157 99% $ 20,876 99%
Kentucky................... 14,338 100% 18,657 98% 22,738 98%
Louisiana .................. 27,772 78% 24,819 78% 40,762 93%
Mid-States. . . ............... 35,555 95% 35,687 93% 38,778 95%
Mid-Tex ................... 71,703 72% 84,965 80% — —
Mississippi . ... ... 23,276 102% 19,045 96% 18,709 101%
WestTexas .. ............... 2,215 100% 27,520 99% 22,090 90%
Other .................. ... 4,511 — 515 - (4,063) —
Utility segment .. ............ 201,894 87% 236,365 89% 159,890 96%
Natural gas marketing segment .. 102,235 — 40,985 — 27,726 —
Pipeline and storage segment , . . . 77,858 — 70,286 e 5,293 —
Other nonutility segment . . . .. .. 629 — 1,019 — 786 —
Consolidated operating income. . $382,616 87% $348,655 89% $193,695 96%

()" Adjusted for service areas that have weather-normalized operations. For service areas that have weather

normalized operations, normal degree days are used instead of actual degree days in computing the total
number of heating degree days.

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

Our utility segment has historically contributed 65 to 85 percent of our consolidated net income.
However, during fiscal 2006, our utility segment contributed approximately 36 percent of our consolidated net
income primarily due to the adverse effect of significantly warmer than normal weather, the adverse effect of
Hurricane Katrina and a non-recurring, noncash charge to recognize the impairment of our irrigation assets.
The primary factors that impact the results of our utility operations are seasonal weather patterns, competitive
factors in the energy industry and economic conditions in our service areas. Natural gas sales to residential,
commercial and public-authority customers are affected by winter heating season requirements. This generally
results in higher operating revenues and net income during the period from October through March of each
year and lower operating revenues and either lower net income or net losses during the period from April
through September of each year. Accordingly, our second fiscal quarter has historically been our most critical
earnings quarter with an average of approximately 64 percent of our consolidated net income having been
earned in the second quarter during the three most recently completed fiscal years. Additionally, we typically
experience higher levels of accounts receivable, accounts payable, gas stored underground and short-term debt
balances during the winter heating season due to the scasonal nature of our revenues and the need to purchase
and store gas to support these operations. Utility sales to industrial customers are much less weather sensitive.

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

The effects of weather that is above or below normal are substantially offset through weather normaliza-
tion adjustments in most of our service areas. WNA allows us to increase the base rate portion of customers’
bills when weather is warmer than normal and decrease the base rate when weather is colder than normal.
Accordingly, in our WNA service areas, our gross profit margin should be based substantially on the amount
of gross profit that would result from normal weather, despite actual weather conditions that may be either
warmer or colder than normal.

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

Prior to October 1, 2006, the Mid-Tex Division, which is our largest utility division and contains almost
50 percent of our approximately 3.2 million distribution customers, had benefited from a rate structure that
combined a monthly customer charge with a declining block rate schedule to partially mitigate the impact of
warmer-than-normal weather on revenue. The combination of the monthly customer charge and the customer
billing under the first block of the declining block rate schedule provided for the recovery of a significant
portion of our fixed costs for such operations under average weather conditions. However, this rate structure
was not as beneficial during periods where weather was significantly warmer than normal.

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

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

Operating income

Utility gross profit increased to $925.1 million for the year ended September 30, 2006 from $907.4 million
for the year ended September 30, 2005. Total throughput for our utility business was 394.0 Bef during the
current year compared to 411.1 Bcf in the prior year.

The increase in utility gross profit, despite lower throughput, primarily reflects higher franchise fees and
state gross receipts taxes, which are paid by utility customers and have no permanent effect on net income.
Additionally, margins increased approximately $14.0 million due to rate increases received from our fiscal
2005 and fiscal 2004 GRIP filings and the recognition of $6.2 million that had been previously deferred in
Louisiana following the LPSC’s ratification of our agreement in May 2006. These increases were partially
offset by approximately $22.9 million due to the impact of significantly warmer than normal weather,
particularly in our Mid-Tex and Louisiana divisions. For the year ended September 30, 2006, weather was
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13 percent warmer than normal, as adjusted for jurisdictions with weather-normalized operations and two
percent warmer than the prior year. In the Mid-Tex and Louisiana Divisions, which did not have weather-
normalized rates during the 2005-2006 winter heating season, weather was 28 percent and 22 percent warmer
than normal.

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

Operating expenses increased to $723.2 million for the year ended September 30, 2006 from $671.0 mil-
lion for the year ended September 30, 2005. The increase reflects a $13.3 million increase in taxes, primarily
related to franchise fees and state gross receipts taxes, both of which are calculated as a percentage of revenue,
and are paid by our customers as a component of their monthly bills. Although these amounts are included as
a component of revenue in accordance with our tariffs, timing differences between when these amounts are
billed to our customers and when we recognize the associated expense may affect net income favorably or
unfavorably on a temporary basis. However, there is no permanent effect on net income.

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

The provision for doubtful accounts increased $3.1 million to $20.6 million for the year ended
September 30, 2006, compared with $17.5 million in the prior year. The increase was primarily attributable to
increased collection risk associated with higher natural gas prices. In the utility segment, the average cost of
natural gas for the year ended September 30, 2006 was $10.02 per Mcf, compared with $7.41 per Mcf for the
year ended September 30, 2005.

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

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

As a result of the aforementioned factors, our utility segment operating income for the year ended
September 30, 2006 decreased to $201.9 million from $236.4 million for the year ended September 30, 2005.
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Miscellaneous income

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

Interest charges

Interest charges allocated to the utility segment for the year ended September 30, 2006 increased to
$126.5 million from $112.4 million for the year ended September 30, 2005. The increase was attributable to
higher average outstanding short-term debt balances to fund natural gas purchases at significantly higher prices
coupled with an approximate 200 basis point increase in the interest rate on our $300 million unsecured
floating rate Senior Notes due 2007 due to an increase in the three-month LIBOR rate. These increases were
partially offset by $4.8 million of interest savings arising from the early payoff of $72.5 million of our First
Mortgage Bonds in June 2005.

Natural gas marketing segment

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

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

Operating income

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

(In thousands, except
physical position)

Storage Activities

Realized margin. . .. .. ... ... $ 26,225 $ 28,008

Unrealized margin . . ...... ... ... . . . L (1,293) (14,007)
Total Storage ACHVIHES . ... .ot e e 24,932 14,001
Marketing Activities

Realized margin. .. ... ... . e 87,236 59,971

Unrealized margin . . ... .. ... ... . .. . . 18.459 (11,999)
Total Marketing ACHVILIES . . . .. oottt et 105,695 47,972
Gross Profit. .. .vv ittt e $130,627 $ 61,973
Net physical position (Bef). . ... ... . 14.5 6.9

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

Our storage activities generated $24.9 million in gross profit margin for the year ended September 30,
2006 compared to $14.0 million for the year ended September 30, 2005. Lower realized margins in our storage
operations were primarily due to the realization of less favorable arbitrage spreads compared with the prior
year coupled with increased storage fees. These decreases were partially offset by a decrease in the unrealized
loss associated with these operations due to a favorable movement during the year ended September 30, 2006
in the forward natural gas prices used to value the financial hedges designated against our physical inventory
and our fixed-price forward contracts. These decreases were also favorably impacted by positive basis
ineffectiveness resulting from natural gas market price differences between the locations of the hedged
inventory and the delivery location specified in the derivative instruments designated as a fair value hedge.
These results were magnified by a 7.6 Bef increase in our net physical position at September 30, 2006
compared to the prior year. We continually seek opportunities to increase the amount of our storage capacity.
To the extent we obtain and utilize new capacity and experience price volatility, the amount of our unrealized
storage contribution could increase in future periods.

Our marketing activities generated $105.7 million in gross profit margin for the year ended September 30,
2006 compared with $48.0 million for the year ended September 30, 2005. This increase reflects increased
realized margins coupled with a favorable unrealized margin variance compared with the prior year. The
increase in our realized marketing operations was primarily attributable to successfully capturing increased
margins in certain market areas that experienced higher market volatility. The favorable unrealized margin
variance was primarily due to favorable movement during the year ended September 30, 2006 in the forward
natural gas prices associated with financial derivatives used in these activities and positive basis ineffectiveness
on those financial derivatives.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes other than income taxes, increased to $28.4 million for the
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year ended September 30, 2006 from $21.0 million for the year ended September 30, 2005. The increase in
operating expense primarily was attributable to an increase in personnel costs due to increased headcount and
an increase in regulatory compliance costs.

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

Interest charges

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

Pipeline and storage segment

Our pipeline and storage segment consists of the regulated pipeline and storage operations of the Atmos
Pipeline — Texas Division and the nonregulated pipeline and storage operations of Atmos Pipeline and
Storage, LLC (APS), which were previously included in our other nonutility segment. The Atmos Pipeline —
Texas Division transports natural gas to our Mid-Tex Division and for third parties and manages five
underground storage reservoirs in Texas. We also provide ancillary services customary in the pipeline industry
including parking arrangements, lending and sales of inventory on hand. These operations represent one of the
largest intrastate pipeline operations in Texas with a heavy concentration in the established natural gas-
producing areas of central, northern and eastern Texas, extending into or near the major producing areas of the
Texas Gulf Coast and the Delaware and Val Verde Basins of West Texas. This pipeline system provides access
to nine basins located in Texas, which are estimated to contain a substantial portion of the nation’s remaining
onshore natural gas reserves. APS owns or has an interest in underground storage fields in Kentucky and
Louisiana. We also use these storage facilities to reduce the need to contract for additional pipeline capacity to
meet customer demand during peak periods.

Similar to our utility segment, our pipeline and storage segment is impacted by seasonal weather patterns,
competitive factors in the energy industry and economic conditions in our service areas. Natural gas
transportation requirements are affected by the winter heating season requirements of our customers. This
generally results in higher operating revenues and net income during the period from October through March
of each year and lower operating revenues and either lower net income or net losses during the period from
April through September of each year. Further, as the Atmos Pipeline — Texas Division operations supply all
of the natural gas for our Mid-Tex Division, the results of this segment are highly dependent upon the natural
gas requirements of the Mid-Tex Division. As a regulated pipeline, the operations of the Atmos Pipeline —
Texas Division may be impacted by the timing of when costs and expenses are incurred and when these costs
and expenses are recovered through its tariffs.
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Operating income

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

Year Ended September 30

2006 2005
(In thousands)
Mid-Tex transportation . .. ...t inenrie s $ 69925 $ 70,089
Third party transportation .. ..............c. .ttt 58,490 55,376
Asset management fees . ....... ... . L i 10,333 8,559
Storage and park and lend services . .............. ... ... . .. 0., 11,297 7,451
Unrealized gains (I0SSES) . . . .ot ii i e i e et 3,350 4,730)
Other . L 6,334 9,733
Gross Profit. . . oo v e $159,729  $146,478

Pipeline and storage gross profit increased to $159.7 million for the year ended September 30, 2006 from
$146.5 million for the year ended September 30, 2005. Total pipeline transportation volumes were 591.0 Bef
during the year ended September 30, 2006 compared with 563.9 Bcf for the prior year. Excluding intersegment
transportation volumes, total pipeline transportation volumes were 420.2 Bef during the current year compared
with 383.4 Bcf in the prior year.

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

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

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

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

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

Our other nonutility businesses consist primarily of the operations of Atmos Energy Services, LLC, and
Atmos Power Systems, Inc. Through AES, we provide natural gas management services to our utility
operations, other than the Mid-Tex Division. These services, which began April 2004, include aggregating and
purchasing gas supply, arranging transportation and storage logistics and ultimately delivering the gas to our
utility service areas at competitive prices. The revenues of AES represent charges to our utility divisions equal
to the costs incurred to provide those services. Through Atmos Power Systems, Inc., we have constructed
electric peaking power-generating plants and associated facilities and have entered into agreements to lease
these plants.

Operating income for this segment primarily reflects the leasing income asscciated with two sales-type
lease transactions completed in 200! and 2002 and was essentially unchanged for the year ended September 30,
2006 compared with the prior year.

Year ended September 30, 2005 compared with year ended September 30, 2004
Utility segment
Operating income

Utility gross profit increased to $907.4 million for the year ended September 30, 2005 from $503.1 million
for the year ended September 30, 2004. Total throughput for our utility business was 411.1 Bef during the
current year compared to 246.0 Bcef in the prior year.

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

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes other than income taxes, increased to $671.0 million for the
year ended September 30, 2005 from $343.2 million for the year ended September 30, 2004 primarily as a
result of the addition of the Mid-Tex Division. Excluding the impact of the Mid-Tex Division, operating
expenses for our other utility operations increased $14.5 million primarily due to $2.3 million associated with
the effects of Hurricane Katrina, a $7.7 million increase in taxes, other than income, a $2.4 million increase in
operation and maintenance expense, including the provision for doubtful accounts, and a $2.1 million increase
in depreciation and amortization. Included in taxes other than income taxes are franchise and state gross
receipts taxes which are paid by our customers as a component of their monthly bills. Although these amounts
are offset in revenues through customer billings, timing differences between when the expense is incurred and
is recovered may impact our net income on a temporary basis. However, there is no permanent effect on net
income.

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

Miscellaneous income increased to $6.8 million for the year ended September 30, 2005 from $5.8 million
for the year ended September 30, 2004. The increase was attributable to an increase in interest income earned

49



on higher cash balances during the current year compared with the prior year partially offset by the recognition
of a $0.8 million gain on the sale of a building during the year ended September 30, 2004.

Interest charges

Interest charges allocated to the utility segment for the year ended September 30, 2005 increased to
$112.4 million from $65.4 million for the year ended September 30, 2004. The increase was attributable to the
interest expense associated with the issuance of long-term debt to finance the acquisition of the Mid-Tex
Division in October 2004. On June 30, 2005, we repaid $72.5 million in principal on five series of our First
Mortgage Bonds prior to their scheduled maturities. The early repayment of these bonds resulted in savings of
$1.3 million in interest expense in fiscal 2005.

Natural gas marketing segment
Operating income

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

(In thousands, except
physical position)

Storage Activities

Realized margin. . ... ... . . i e e $ 28,008  $(1,900)

Unrealized margin . .. ... ... .. e (14,007 357
Total Storage ACHVILES . .. . . ...ttt it et e e eeeens 14,001 (1,543)
Marketing Activities

Realized margin. . . .. .. ... . s 59,971 51,347

Unrealized margin .. . ... e (11,999) (3,173)
Total Marketing ACtiVItiES . .. .. ..ot e 47,972 48,174
Gross Profit. . . .. e $ 61,973  $46,631
Net physical position (Bcf) .. ... e 6.9 54

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

The contribution to gross profit from our storage activities was a gain of $14.0 million for the year ended
September 30, 2005 compared to a loss of $1.5 million for the year ended September 30, 2004. The
$15.5 million improvement primarily was attributable to a $29.9 million increase in the realized storage
contribution for the year ended September 30, 2005 compared to the prior year due to more favorable arbitrage
spread opportunities during the current year, partially offset by increased storage fees associated with 9.0 Bef
of newly contracted storage capacity during the third quarter of fiscal 2005. Annual demand charges for this
new storage approximate $7.6 million. We may further increase the amount of our storage capacity in the
future; therefore, the impact of price volatility on our unrealized storage contribution could become more
significant in future periods.

50



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

Our marketing activities contributed $48.0 million to our gross profit for the year ended September 30,
2005 compared to $48.2 million for the year ended September 30, 2004. The decrease in the marketing
contribution primarily was attributable to $12.0 million of unrealized marked-to-market losses associated with
basis swaps that were put in place to capture margins in certain volatile market areas. The increase in
unrealized marked-to-market losses was partially offset by an increase in our realized marketing margins due
to focusing our marketing efforts on higher margin customers and successfully entering into new market areas.

Operating expenses, which include operation and maintenance expense, provision for doubtful accounts,
depreciation and amortization expense and taxes other than income taxes, increased to $21.0 million for the
year ended September 30, 2005 from $18.9 million for the year ended September 30, 2004. The increase in
operating expense was attributable primarily to an increase in labor costs due to increased headcount and an
increase in regulatory compliance costs.

The increase in gross profit margin, combined with higher operating expenses, resulted in an increase in
our natural gas marketing segment operating income to $41.0 million for the year ended September 30, 2005
compared with operating income of $27.7 million for the year ended September 30, 2004.

Pipeline and storage segment
Operating income

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

The increase in pipeline and storage gross profit margin primarily reflects the impact of the acquisition of
the Atmos Pipeline — Texas Division resulting in an increase in pipeline and storage gross profit margin and
total transportation volumes of $138.1 million and 375.6 Bcf. Also contributing to Atmos Pipeline — Texas
Division’s results were higher transportation and related services margin due to significant basis differentials at
its three major Texas hubs. The $2.0 million decrease in the gross profit generated by APS primarily reflects a
decrease in asset management fees received during fiscal 2005.

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

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

Interest charges

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

Operating income for our other nonutility segment primarily reflects the leasing income associated with
two sales-type lease transactions completed in fiscal 2001 and 2002. The increase in operating income during
the year ended September 30, 2005 reflects the absence of a one-time charge of $0.4 million associated with
the wind-down of a noncore business during fiscal 2004.

Miscellaneous income for the year ended September 30, 2005 was $2.6 million compared with
$8.3 million for the year ended September 30, 2004. The $5.7 million decrease was attributable primarily to
the recognition of a $5.9 million pretax gain on the sale of all remaining limited partnership interests in
Heritage Propane Partners, L.P. during fiscal 2004.

LIQUIDITY AND CAPITAL RESOURCES

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

Capitalization

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

September 30
2006 2005
' (In thousands, except percentages)
Shorttermdebt .............. ... ............ $ 382416 9.1% $ 144,809 3.7%
Long-termdebt. . .................. ... ...... 2,183,548 51.8% 2,186,368 55.6%
Shareholders’ equity . . .................... ... 1,648,098 39.1% 1,602,422 40.7%
Total capitalization, including short-term debt . .. . ... $4,214,062  100.0% $3,933,599  100.0%

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

Cash Flows

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

Cash flows from operating activities

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

For the year ended September 30, 2006, we generated operating cash flow of $311.4 million compared
with $386.9 million in fiscal 2005 and $270.7 million in fiscal 2004. The significant factors impacting our
operating cash flow for the last three fiscal years are summarized below.

52



Year ended September 30, 2006

Fiscal 2006 operating cash flows reflect the adverse impact of significantly higher natural gas prices.
Year-over-year, unfavorable timing of payments for accounts payable and other accrued liabilities reduced
operating cash flow by $523.0 million. Partially offsetting these outflows were higher customer collections
($245.1 million) and reduced payments for natural gas inventories ($102.1 million). Additionally, favorable
movements in the market indices used to value our natural gas marketing segment risk management assets and
liabilities reduced the amount that we were required to deposit in a margin account and therefore favorably
affected operating cash flow by $126.3 million.

Year ended September 30, 2005

Fiscal 2005 operating cash flows reflect the effects of a $49.6 million increase in net income and effective
working capital management partially offset by higher natural gas prices. Working capital management efforts,
which affected the timing of payments for accounts payable and other accrued liabilities, favorably affected
operating cash flow by $354.1 million. However, these efforts were partially offset by reduced cash flow
generated from accounts receivable changes by $168.9 million, primarily attributable to higher natural gas
prices, and an increase in our natural gas inventories attributable to a 13 percent year-over-year increase in
natural gas prices coupled with increased natural gas inventory levels, which reduced operating cash flow by
$81.8 million. Operating cash flow was also adversely impacted by unfavorable movements in the indices used
to value our natural gas marketing segment risk management assets and liabilities, which resulted in a net
liability for the segment. Accordingly, under the terms of the associated derivative contracts, we were required
to deposit $81.0 million into a margin account.

Year ended September 30, 2004

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

Cash flows from investing activities

During the last three years, a substantial portion of our cash resources was used to fund acquisitions and
growth projects, our ongoing construction program and improvements to information systems. Our ongoing
construction program enables us to provide natural gas distribution services to our existing customer base, to
expand our natural gas distribution services into new markets, to enhance the integrity of our pipelines and,
more recently, to expand our intrastate pipeline network. In executing our current rate strategy, we are
directing discretionary capital spending to jurisdictions that permit us to earn a return on our investment
timely. Currently, our Mid-Tex, Louisiana, Mississippi and West Texas utility divisions and our Atmos
Pipeline — Texas Division have rate designs that provide the opportunity to include in their rate base approved
capital costs on a periodic basis without being required to file a rate case.

For the year ended September 30, 2006, we incurred $425.3 million for capital expenditures compared
with $333.2 million for the year ended September 30, 2005 and $190.3 million for the year ended
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September 30, 2004. The increase in capital expenditures in fiscal 2006 primarily reflects increased spending
associated with our Dallas/Fort Worth Metroplex North Side Loop project and other pipeline expansion
projects in our Atmos Pipeline — Texas Division, which were completed during the fiscal 2006 third quarter.
Increased capital spending in our Mid-Tex Division for various projects also contributed to the increase in our
capital expenditures.

Our cash used for investing activities for the year ended September 30, 2005 reflects the $1.9 billion cash
paid for the TXU Gas acquisition including related transaction costs and expenses. Cash flow from investing
activities for the year ended September 30, 2004 reflects the receipt of $27.9 million from the sale of our
limited and general partnership interests in USP and Heritage Propane Partners, L.P. and from the sale of a
building.

Cash flows from financing activities

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

* In October 2004, we sold 16.1 million shares of common stock, including the underwriters’ exercise of
their overallotment option of 2.1 million shares, under a shelf registration statement declared effective
in September 2004, generating net proceeds of $382 million. Additionally, we issued $1.39 billion of
senjor unsecured debt under our shelf registration statement with an initial weighted average effective
interest rate on these notes of 4.76 percent. The net proceeds from these issuances, combined with the
net proceeds from our July 2004 common stock offering were used to finance the acquisition of our
Mid-Tex and Atmos Pipeline — Texas divisions and settle Treasury lock agreements, into which we
entered to fix the Treasury yield component of the interest cost of financing associated with
$875 million of the $1.39 billion long-term debt we issued in October 2004 to fund the acquisition.

* During the years ended September 30, 2006 and 2005, we increased our borrowings under our short-
term facilitics by $237.6 million and $144.8 million whereas during the year ended September 30,
2004, we repaid a net $118.6 million under our short-term facilities. Net borrowings under our short-
term facilities during fiscal 2006 and 2005 reflect the impact of seasonal natural gas purchases and the
effect of higher natural gas prices than in prior years.

We repaid $3.3 million of long-term debt during the year ended September 30, 2006 compared with
$103.4 million during the year ended September 30, 2005 and $9.7 million during the year ended
September 30, 2004. Fiscal 2005 payments reflected the repayment of $72.5 million of our First
Mortgage Bonds. In connection with this repayment we paid a $25.0 million make-whole premium in
accordance with the terms of the agreements and accrued interest of approximately $1.0 million. In
accordance with regulatory requirements, the premium has been deferred and will be recognized over
the remaining original lives of the First Mortgage Bonds that were repaid. The early repayment of these
bonds resulted in interest savings of $4.8 million and $1.3 million in fiscal 2006 and 2005.

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

During the year ended September 30, 2006 we issued 0.9 million shares of common stock which
generated net proceeds of $23.3 million. In addition, we granted 0.3 million shares of common stock under
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our 1998 Long-Term Incentive Plan to directors, officers and other participants in the plan. The following
table shows the number of shares issued for the years ended September 30, 2006, 2005 and 2004:

For the Year Ended September 30

2006 2005 2004
Shares issued:

Direct stock purchase plan . . ....... .............. 387,833 450,212 556,856
Retirement savingsplan ... ...................... 442,635 441,350 320,313
1998 Long-term incentive plan . . .. ................ 366,905 745,788 498,230
Long-term stock plan for Mid-States Division......... 300 — 6,000
Outside directors stock-for-fee plan. . ............... 2,442 2,341 3,133
October 2004 Offering . . .. ...................... — 16,100,000 —
July 2004 Offering . . .......... ... .. ... ... .. .... — — 9,939,393

Total sharesissued .. ......................... 1,200,115 17,739,691 11,323,925

Shelf Registration

In December 2001, we filed a registration statement with the Securities and Exchange Commission (SEC)
to issue, from time to time, up to $600.0 million in new common stock and/or debt. The registration statement
was declared effective by the SEC in January 2002. In July 2004, we sold 9.9 million shares of our common
stock, including the underwriters’ exercise of their overallotment option, which exhausted the remaining
availability under this registration statement.

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

Credit Facilities

As of September 30, 2006, we maintained three short-term committed credit facilities totaling $918 mil-
lion. We also maintain one uncommitted credit facility totaling $25 million and, through AEM, a second
uncommitted credit facility that can provide up to $580 million. Borrowings under our uncommitted credit
facilities are made on a when-and-as-needed basis at the discretion of the banks. Our credit capacity and the
amount of unused borrowing capacity are affected by the seasonal nature of the natural gas business and our
short-term borrowing requirements, which are typically highest during colder winter months. Our working
capital needs can vary significantly due to changes in the price of natural gas charged by suppliers and the
increased gas supplies required to meet customers’ needs during periods of cold weather. Our cash needs for
working capital have increased substantially as a result of the significant increase in the price of natural gas.

In October 2005, our $600 million 364-day committed credit facility expired and was replaced with a
$600 million three-year revolving credit facility. In addition, in November 2005, we entered into a new
$300 million 364-day revolving credit facility with substantially the same terms as our $600 million credit
facility.
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In November 2006, we renewed our $300 million 364-day revolving credit facility and were in the
process of replacing our three-year $600 million facility with a five-year $600 million revolving credit facility.
Both facilities are being renewed with substantially the same terms as their predecessor facilities.

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

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

In November 2005, AEM amended its uncommitted demand working capital credit facility to increase the
amount of credit available from $250 million to a maximum of $580 million. In March 2006, AEM amended
and extended this uncommitted demand working capital credit facility to March 2007. At September 30, 2006,
there were no borrowings outstanding under this facility.

Credit Ratings

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

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

S&P Moody’s Fitch

Long-termdebt . ....... . ... . . . . . .. BBB Baa3 BBB+
Commercial paper . .. .. ..o e A-2 P-3 F-2

Currently, with respect to our unsecured senior long-term debt, S&P, Moody’s and Fitch maintain their
stable outlook. None of our ratings is 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 September 30, 2006. If we do not comply
with our debt covenants, we may be required to repay our outstanding balances on demand, provide additional
collateral or take other corrective actions. Our two public debt indentures relating to our senior notes and
debentures, as well as both our revolving credit agreements, each contain a default provision that is triggered
if outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of
$15 million to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition,
AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if it defaults on
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement
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contains a provision that would limit the amount of credit available if Atmos were downgraded below an S&P
rating of BBB and a Moody’s rating of Baa2.

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

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

Contractual Obligations and Commercial Commitments

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

Payments Due by Period

Less Than More Than
Total 1 Year 1-3 Years 3-5 Years 5 Years

(In thousands)

Contractual Obligations

Long-termdebt!” .. .. ... ... ... ......... $2,186,878 $ 3,186 $305865 $ 762,762 $1,115,065
Short-term debt . . ... ... ... L. 382,416 382,416 — — —
Interest charges® .. ... ... ... .. ...... 1,028,096 121,511 207,939 164,964 533,682
Gas purchase commitments™ .. ... ... ... .. 708,217 560,461 110,793 17,035 19,928
Capital lease obligations'® ... ... .. .. ... .. 2,777 433 673 477 1,194
Operating leases™® ..................... 176,806 15959 30,157 26,912 103,778
Demand fees for contracted storage(s) ....... 17,989 8,832 7,257 1,900 —_—
Demand fees for contracted transportation®® . . 27.818 4,269 5,944 5,788 11,817
Derivative obligations'” ... ... ........... 30,945 30,669 276 — —
Postretirement benefit plan contributions® . . . 145,198 11,408 21,584 26,141 86,065

Total contractual obligations . ........... $4,707,140 $1,139,144 $690,488 $1,005,979 $1,871,529

D See Note 6 to the consolidated financial statements.

(2

Interest charges were calculated using the stated rate for each debt issuance, or in the case of floating rate
debt, the rate that was in effect as of September 30, 2006.

Gas purchase commitments were determined based upon contractually determined volumes at prices esti-
mated based upon the index specified in the contract, adjusted for estimated basis differentials and contrac-
tual discounts as of September 30, 2006.

3)

“ See Note 14 to the consolidated financial statements.

® Represents third party contractual demand fees for contracted storage in our natural gas marketing and

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

© Represents third party contractual demand fees for transportation in our natural gas marketing segment.

(" Represents liabilities for natural gas commodity derivative contracts that were valued as of September 30,

2006. The ultimate settlement amounts of these remaining liabilities are unknown because they are subject

to continuing market risk until the derivative contracts are settled.

® Represents expected contributions to our postretirement benefit plans.

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

With the exception of our Mid-Tex Division, our utility segment maintains supply contracts with several
vendors that generally cover a period of up to one year. Commitments for estimated base gas volumes are
established under these contracts on a 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 prices. The
estimated commitments under these contract terms as of September 30, 2006 are reflected in the table above.

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

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

Risk Management Activities

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

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

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

Finally, during fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield
component of the interest cost of financing associated with the anticipated issuance of $875 million of long-
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term debt. These Treasury lock agreements were settled in October 2004 with a net $43.8 million payment to
the counterparties. Approximately $11.6 million of the $43.8 million obligation is being recognized as a
component of interest expense over a five year period from the date of settlement, and the remaining amount,
approximately $32.2 million, is being recognized as a component of interest expense over a ten year period
from the date of settlement. Our risk management activities and related accounting treatment are described in
further detail in Note 5 to the consolidated financial statements.

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

Natural Gas

Utility Marketing

Fair value of contracts at September 30,2005. .. ................... $ 93,310 $(61,898)
Contracts realized/settled ... ...... .. ... .. ... .. . .. .. . . ... ... 25,461 11,106
Fair value of new contracts . . ... ... .0t (18,651) —
Other changesinvalue . . ..... ... ... .. .. .. .. (127,329) 65,795
Fair value of contracts at September 30, 2006. . .................... $ (27,209) $ 15,003

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

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

Less Greater Total Fair
Source of Fair Value Than 1 1-3 45 Than 5 Value
' (In thousands)
Prices actively quoted . . . .................. $(17,421) $7,122  $— $— $(10,299)
Prices provided by other external sources . .. ... (440) 936) — — (1,376)
Prices based on models and other valuation
methods . ........ ... ... ... .. ... ... .. (255) 276) — — (531)
Total Fair Value ......................... $(18,116) $5910 $—  $—  $(12,206)

Storage and Hedging Outlook

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

Natural gas inventory is marked to market at the end of each month with changes in fair value recognized
as unrealized gains and losses in the period of change. Effective October 1, 2005, we changed the index used
to value our physical natural gas from Inside FERC to Gas Daily to better reflect the prices of our physical
commodity. This change had no material impact to the Company on the date of adoption. Derivatives
associated with our natural gas inventory, which are designated as fair value hedges, are marked to market
each month based upon the NYMEX price with changes in fair value recognized as unrealized gains and
losses in the period of change. The changes in the difference between the indices used to mark to market our
physical inventory (Gas Daily) and the related fair-value hedge (NYMEX) are reported as a component of
revenue and can result in volatility in our reported net income. Over time, gains and losses on the sale of
storage gas inventory will be offset by gains and losses on the fair-value hedges; therefore, the economic gross
profit AEM captured in the original transaction remains essentially unchanged.
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AEM continually manages its positions to enhance the future economic profit it captured in the original
transaction. Therefore, AEM may change its scheduled injection and withdrawal plans from one time period to
another based on market conditions or adjust the amount of storage capacity it holds on a discretionary basis
in an effort to achieve this objective. AEM monitors the impacts of these profit optimization efforts by
estimating the gross profit that it captured and expects to collect through the purchase and sale of physical
natural gas and the associated financial derivatives, which we refer to as the economic gross profit. The
economic gross profit, combined with the effect of unrealized gains or losses recognized in the financial
statements in prior periods, provides a measure of the gross profit that could occur in future periods if AEM’s
optimization efforts are fully successful. The following table presenis AEM’s economic gross profit and its
potential gross profit for the last three fiscal years.

Associated Net

Economic Unrealized Potential
Net Physical Gross Profit (Loss) Gross Profit
Period Ending Position (Bcf) (In millions) (In millions) (In millions)
September 30,2006 ................. 14.5 $60.0 $(16.0) $76.0
September 30,2005 ................. 6.9 $13.1 $(14.8) $27.9
September 30,2004 ... .............. 5.4 $12.3 $ (0.8) $13.1

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

The economic gross profit is based upon planned injection and withdrawal schedules, and the realization
of the economic gross profit is contingent upon the execution of this plan, weather and other execution factors.
Since AEM actively manages and optimizes its portfolio to enhance the future profitability of its storage
position, it may change its scheduled injection and withdrawal plans from one time period to another based on
market conditions. Therefore, we cannot assure that the economic gross profit or the potential gross profit
calculated as of September 30, 2006 will be fully realized in the future or in what time period. Further, if we
experience operational or other issues which limit our ability to optimally manage our stored gas positions,
our earnings could be adversely impacted.

Pension and Postretirement Benefits Obligations
Net Periodic Pension and Postretirement Benefit Costs

For the fiscal year ended September 30, 2006, our total net periodic pension and other benefits costs was
$50.0 million, compared with $36.4 million and $26.1 million for the years ended September 30, 2005 and
2004. All of these costs are recoverable through our gas utility rates; however, a portion of these costs is
capitalized into our utility rate base. The remaining costs are recorded as a component of operation and
maintenance expense.

The increase in total net periodic pension and other benefits cost during fiscal 2006 compared with the
prior year primarily reflects changes in assumptions we made during our annual pension plan valuation
completed June 30, 2005. The discount rate used to compute the present value of a plan’s liabilities generally
is based on rates of high-grade corporate bonds with maturities similar to the average period over which the
benefits will be paid. In the period leading up to our June 30, 2005 measurement date, these interest rates
were declining, which resulted in a 125 basis point reduction in our discount rate to 5.0 percent. This
reduction increased the present value of our plan liabilities and associated expenses. Additionally, we reduced
the expected return on our pension plan assets by 25 basis points to 8.5 percent, which also increased our
pension and postretirement benefit cost.

The increase in total net periodic pension and other benefits cost during fiscal 2005 compared with fiscal
2004 primarily reflects an increase in our service cost associated with the increase in the number of employees
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covered by our plans due to the TXU Gas acquisition. Although we did not assume the existing employee
benefit liabilities or plans of TXU Gas, for purposes of determining our annual pension cost we agreed to give
the transitioned employees credit for years of TXU Gas service under our pension plan. With respect to our
postretirement medical plan, we received a credit of $18.9 million against the purchase price to permit us to
provide partial past service credits for retiree medical benefits under our retiree medical plan. The $18.9 million
credit approximated the actuarially determined present value of the accumulated benefits related to the past
service of the transferred employees on the acquisition date.

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

Pension and Postretirement Plan Funding

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

During fiscal 2006, we voluntarily contributed $2.9 miilion to the Atmos Energy Corporation Retirement
Plan for Mississippi Valley Gas Union Employees. The current year contribution achieved a desired level of
funding by satisfying the minimum funding requirements while maximizing the tax deductible contribution for
this plan for plan year 2005. During fiscal 2005, we voluntarily contributed $3.0 million to the Master Trust to
maintain the level of funding we desire relative to our accurnulated benefit obligation. We made the
contribution because declining high yield corporate bond yields in the period leading up to our June 30, 2005
measurement date resulted in an increase in the present value of our plan liabilities.

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

Outlook for Fiscal 2007

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

We are not required to make a minimum funding contribution to our pension plans during fiscal 2007;
nor, at this time, do we intend to make voluntary contributions during 2007. However, we anticipate
contributing approximately $11 million to our postretirement medical plans during fiscal 2007.

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 participants in the plan.
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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 consolidated financial statements.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk

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

We conduct risk management activities through both our utility and natural gas marketing segments. In
our utility segment, we use a combination of storage, fixed physical contracts and fixed financial contracts to
protect us and our customers against unusually large winter period gas price increases. In our natural gas
marketing segment, we manage our exposure to the risk of natural gas price changes and lock in our gross
profit margin through a combination of storage and financial derivatives including futures, over-the-counter
and exchange-traded options and swap contracts with counterparties. Our risk management activities and
related accounting treatment are described in further detail in Note 5 to the condensed consolidated financial
statemnents. Additionally, our eamings are affected by changes in short-term interest rates as a result of our
issuance of short-term commercial paper, the issuance of floating rate debt in October 2004 and our other
short-term borrowings.

Commodity Price Risk
Utility segment

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

For our utility segment, we use a sensitivity analysis to estimate commodity price risk. For purposes of
this analysis, we estimate commodity price risk by applying a hypothetical 10 percent increase in the portion
of our gas cost related to fixed-price non-regulated sales. Based on these projected non-regulated gas sales, a
hypothetical 10 percent increase in fixed prices based upon the September 30, 2006 three month market strip,
would increase our purchased gas cost by approximately $2.3 million in fiscal 2007.

Natural gas marketing and pipeline and storage segments

Our natural gas marketing segment is also exposed to risks associated with changes in the market price of
natural gas. For our natural gas marketing segment, we use a sensitivity analysis to estimate commodity price
risk. For purposes of this analysis, we estimate commodity price risk by applying a $0.50 change in the
forward NYMEX price to our net open position (including existing storage and related financial contracts) at
the end of each period. Based on AEH’s net open position (including existing storage and related financial
contracts) at September 30, 2006 of 0.2 Bef, a $0.50 change in the forward NYMEX price would have had
less than a $0.1 million impact on our consolidated net income.

Changes in the difference between the indices used to mark to market our physical inventory (Gas Daily)
and the related fair-value hedge (NYMEX) can result in volatility in our reported net income; but, over time,
gains and losses on the sale of storage gas inventory will be offset by gains and losses on the fair-value
hedges. Based upon our net physical position at September 30, 2006 and assuming our hedges would still
qualify as highly effective, a $0.50 change in the difference between the Gas Daily and NYMEX indices
would impact our reported net income by approximately $5.0 million.
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Additionally, these changes could cause us to recognize a risk management liability, which would require
us to place cash into an escrow account to collateralize this lability position. This, in turn, would reduce the
amount of cash we would have on hand to fund our working capital needs. Because we recognized risk
management liabilities as of September 30, 2006, we placed $35.6 million in escrow to collateralize these
liabilities.

Interest Rate Risk

Our earnings are exposed to changes in short-term interest rates associated with our short-term commer-
cial paper program and other short-term borrowings. We use a sensitivity analysis to estimate our short-term
interest rate risk. For purposes of this analysis, we estimate our short-term interest rate risk as the difference
between our actual interest expense for the period and estimated interest expense for the period assuming a
hypothetical average one percent increase in the interest rates associated with our short-term borrowings. Had
interest rates associated with our short-term borrowings increased by an average of one percent, our interest
expense would have increased by approximately $3.6 million during 2006.

We also assess market risk for our fixed and floating rate long-term obligations. We estimate market risk
for our long-term obligations as the potential increase in fair value resulting from a hypothetical one percent
decrease in interest rates associated with these debt instruments. Fair value is estimated using a discounted
cash flow analysis. Assuming this one percent hypothetical decrease, the fair value of our long-term
obligations would have increased by approximately $143.3 million.

As of September 30, 2006, we were not engaged in other activities that would cause exposure to the risk
of material earnings or cash flow loss due to changes in interest rates or market commodity prices.
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All other financial statement schedules are omitted because the required information is not present, or not
present in amounts sufficient to require submission of the schedule, or because the information required is
included in the financial statements and accompanying notes thereto.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON
CONSOLIDATED FINANCIAL STATEMENTS

The Board of Directors
Atmos Energy Corporation

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

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

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

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

ERNST & YOUNG LLP

Dallas, Texas
November 20, 2006
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ATMOS ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS

September 30
2006 2005

(In thousands,
except share data)

ASSETS
Property, plant and equipment. . . ... ... .. .. . $5,026,478  $4,631,684
Construction N PrOZIESS . . . . . oottt et et e et e 74,830 133,926
5,101,308 4,765,610
Less accumulated depreciation and amortization .. ...................c.... 1,472,152 1,391,243
Net property, plant and equipment. . . ... ........ .. iitiriirnrnnen.. 3,629,156 3,374,367
Current assets

Cash and cash equivalents. . . ... ... ... ... . . i, 75,815 40,116
Cash held on deposit in margin account. . ..............iit i, 35,647 80,956

Accounts receivable, less allowance for doubtful accounts of
$13,686 in 2006 and $15,6131in 2005 . . . ... ... 374,629 454,313
Gas stored underground . .. ... ... L 461,502 450,807
Other Current assets . ... . ... ..ttt e s 169,952 238,238
TOtal CUITENT ASSELS . . o o v it et et e e e e 1,117,545 1,264,430
Goodwill and intangible assets . .. ............ ittt 738,521 737,787
Deferred charges and other assets . . . ... ... .. ... .. ..., 234,325 276,943

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

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

2006 — 81,739,516 shares, 2005 — 80,539,401 shares . . . ............... $ 409 § 403
Additional paid-in capital ... ... ... ... 1,467,240 1,426,523
Accumulated other comprehensive loss .. ...... ... ... ... o o (43,850) (3,341)
Retained €amnings . . ... .. .ottt e 224,299 178,837

Shareholders’ equity .. ... ... ... 1,648,098 1,602,422

Long-termdebt .. ... .. . .. e 2,180,362 2,183,104
Total capitalization .. ...... ... ... . . . . e 3,828,460 3,785,526

Commitments and contingencies
Current liabilities

Accounts payable and accrued liabilities . ........... ... .. ... Lo L 345,108 461,314
Other current liabilities . . . ... ... ... . . . e 388,451 503,368
Short-termdebt. . ... ... . . 382,416 144,809
Current maturities of long-termdebt . . ........ .. ... ... ... ... o . 3,186 3,264
Total current liabilities . .......... ... ... i 1,119,161 1,112,755
Deferred inCOME (AXES . . o oo vt e e et e et i e e 306,172 292,207
Regulatory cost of removal obligation. . ......... ... ... ... .. 0L 261,376 263,424
Deferred credits and other liabilities .. ........... .. ... i 204,378 199,615

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

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

Year Ended September 30
2006 2005 2004
(In thousands, except per share data)

Operating revenues

Utility SESMENt. . .. ..ottt e et e e $3,650,591  $3,103,140  $1.637,728
Natural gas marketing segment .. .. ...................... 3,156,524 2,106,278 1,618,602
Pipeline and storage segment. . ... ...t 160,567 153,289 19,758
Other nonutility segment. . ......... ... ..cvuivinenan.... 5,898 5,302 3,393
Intersegment eliminations . .. ............ ..o ireienannn (821,217 (406,136) (359,444)

6,152,363 4,961,873 2,920,037
Purchased gas cost

Utility segment. . ... ... it e e 2,725,534 2,195,774 1,134,594
Natural gas marketing segment . ......................... 3,025,897 2,044,305 1,571,971
Pipeline and storage segment. . ............ ... . ... ..., 838 6,811 9,383
Other nonutility segment. ......... ... ... ... ... ....... — — —
Intersegment eliminations .. ................. ... . ....... (816,476) (402,654) (358,102)
4,935,793 3,844,236 2,357,846
Gross profit .. ..ot e 1,216,570 1,117,637 562,191
Operating expenses
Operation and mainteNance . . . ...........ovuuvnvnen.. 433,418 416,281 214,470
Depreciation and amortization. ... ....................... 185,596 178,005 96,647
Taxes, other than income. . . . ....... ... ... .. ............ 191,993 174,696 57,379
Impairment of long-lived assets. .. ....................... 22,947 — —
Total operating eXpenses . .. ...........couiiiieneen.. 833,954 768,982 368,496
Operating INCOME . . . . ...t it e 382,616 348,655 193,695
Miscellaneous income. . . ....... ... 881 2,021 9,507
Interest charges .. ...ttt 146,607 132,658 65,437
Income before income taxes . . ................... .. ....... 236,890 218,018 137,765
Income tax eXpense . ... ...t 89,153 82,233 51,538
Net inCOmME . . . ..ottt e e e e e $ 147,737 % 135,785 $ 86,227
Per share data
Basic net income pershare . ............................ $ 183 § 1.73  $ 1.60
Diluted net income pershare. ........................... $ 182 $ 172§ 1.58
Weighted average shares outstanding:
Basic ... 80,731 78,508 54,021
Diluted. . . ... . . e 81,390 79,012 54,416

See accompanying notes to consolidated financial statements
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ATMOS ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, September 30, 2003. . ... ... ...
Comprehensive income:
Net income

Treasury lock agreements, net
Cash flow hedges, net . . .............

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

Public offering
Direct stock purchase plan. .. .........
Retirement savingsplan. . ............
1998 Long-term incentive plan. . . ... ...
Long-term stock plan for Mid-States
Division. ......................

Balance, September 30, 2004. . . ... ... ..
Comprehensive income:
Net income

Treasury lock agreements, net
Cash flow hedges, net

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

Publicoffering . . . .................
Direct stock purchase plan. . ..........
Retirement savings plan. . ............
1998 Long-term incentive plan. . ... ...,
Stock-based compensation
Outside directors stock-for-fee plan. . . . . .
Balance, September 30, 2005. ... .......
Comprehensive income:
Net income
Unrealized holding gains on investments,

Treasury lock agreements, net
Cash flow hedges, net

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

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

Balance, September 30, 2006. . ... ... ...

Accumulated
__Common Stock 4 44itional Other
Number of Stated Paid-in Comprehensive  Retained
Shares Value Capital Loss Earnings Total
(In thousands, except share data)
51,475,785 $257 § 736,180 $ (1,459) $ 122,539 $ 857,517
— — — — 86,227 86,227
— — —_ 615 —_ 615
— — — (21,268) — (21,268)
— — — 7,583 — 7,583
73,157
— — — —_— (66,736) (66,736)
9,939,393 50 235,419 — — 235,469
556,856 3 13,726 — — 13,729
320,313 2 8,300 — — 8,302
498,230 2 11,848 — — 11,850
6,000 — 94 — - 94
3,133 — 77 — — 77
62,799,710 314 1,005,644 (14,529) 142,030 1,133,459
— — — —_ 135,785 135,785
—_ — — 1,528 — 1,528
— — — 2,714 — 2,714)
— —_ - 12,374 — 12,374
146,973
— — — — (98,978) (98,978)
16,100,000 80 381,271 — — 381,351
450,212 3 12,486 — — 12,489
441,350 2 11,767 — — 11,769
745,788 4 14,116 — — 14,120
— — 1,175 — — 1,175
2,341 — 64 _— — 64
80,539,401 403 1,426,523 (3,341) 178,837 1,602,422
— — —_ — 147,737 147,737
— — — 882 — 882
— — — 3,442 — 3,442
- - — @) — @83y
107,228
. — — — (102,275)  (102,275)
387,833 2 10,391 — — 10,393
442,635 2 11,918 — — 11,920
366,905 2 8,976 —_ — 8,978
300 5 — — 5
— — 9,361 — - 9,361
2,442 — 66 — ne 66
81,739,516 3409 $1,467,240 $(43,850) $ 224,299 $1,648,098

See accompanying notes to consolidated financial statements
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ATMOS ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended September 30

2006 2008 2004
(In thousands)
CASH FLLOWS FROM OPERATING ACTIVITIES
Netincome. . .. ...ttt $147,737 $ 135785 $ 86,227
Adjustments to recencile net income to net cash provided by
operating activities:
Gainonsalesofassets ............................... — — (6,700)
Impairment of long-lived assets . . ....................... 22,947 — —
Depreciation and amortization:
Charged to depreciation and amortization. . .............. 185,596 178,005 96,647
Charged to otheraccounts . .. ........................ 371 791 1,465
Deferred income taxes. . .. vvvv it 86,178 12,669 36,997
Other .. ... e 18,480 11,522 (1,772)
Changes in assets and liabilities:
(Increase) decrease in cash held on deposit in margin account . . 45,309 (80,956) 17,903
(Increase) decrease in accounts receivable . ................ 78,407 (166,692) 2,158
Increase in gas stored underground ...................... (10,695) (112,796) (31,030)
Increase in other current assets . ........................ (52,449) (56,828) (9,233)
Decrease in deferred charges and other assets .............. 28,614 30,059 17,178
Increase (decrease) in accounts payable and accrued liabilities .. (116,060) 224,375 4,586
Increase (decrease) in other current liabilities. .. ............ (113,977 218,715 48,877
Increase (decrease) in deferred credits and other liabilities . . . . . (9,009) (7,705) 7,431
Net cash provided by operating activities . . .............. 311,449 386,944 270,734
CASH FLOWS USED IN INVESTING ACTIVITIES
Capital expenditures . .. ...t (425,324) (333,183) (190,285)
Acquisitions, net of cashreceived . . ....................... — (1,916,696) (1,957)
Proceeds from sales of assets ... ......................... — — 27,919
Other, net. . ... .o (5,767) (2,131) (570)
Net cash used in investing activities. . . ................. (431,091) (2,252,010) (164,893)
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase (decrease) in short-termdebt . . ................. 237,607 144,809 (118,595)
Net proceeds from issuance of long-term debt . ... ............ — 1,385,847 5,000
Settlement of Treasury lock agreements. . ................... — (43,770) _—
Repayment of long-termdebt . ........................... (3,264) (103,425) (9,713)
Cashdividends paid .. .......... ... ... i, (102,275) (98,978) (66,736)
Issuance of common stock . ........... .. ... ... . ... ..., 23,273 37,183 34,715
Net proceeds from equity offering. . . ......... ... ... ... .... — 381,584 235,737
Net cash provided by financing activities . .. ............. 155,341 1,703,250 80,408
Net increase (decrease) in cash and cash equivalents .. ........... 35,699 (161,816) 186,249
Cash and cash equivalents at beginning of year ... .............. 40,116 201,932 15,683
Cash and cash equivalents atend of year. .. ................... $ 75815 $ 40,116 $ 201,932

See accompanying notes to consolidated financial statements
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ATMOS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Nature of Business

Atmos Energy Corporation (“Atmos” or “the Company”) and its subsidiaries are engaged primarily in the
natural gas utility business as well as certain nonutility businesses. Through our natural gas utility business,
we distribute natural gas through sales and transportation arrangements to approximately 3.2 million residen-
tial, commercial, public-authority and industrial customers through our seven regulated natural gas utility
divisions, in the service areas described below:

Division Service Area

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

Atmos Energy Kentucky Division'" . ... ... ... Kentucky

Atmos Energy Louisiana Division. . ... ... .. .. Louisiana

Atmos Energy Mid-States Division" . ... ... .. Georgia®, Tllinois®, Towa®, Missouri®,
Tennessee, Virginia™

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

Atmos Energy Mississippi Division. .. ........ Mississippi

Awmos Energy West Texas Division .......... West Texas

) Effective October 1, 2006, the Kentucky and Mid-States Divisions were combined.

@ Denotes locations where we have more limited service areas.

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

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

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

Our pipeline and storage operations consist of the operations of our Atmos Pipeline — Texas Division, a
division of Atmos Energy Corporation, and of Atmos Pipeline and Storage, LLC (APS), which is wholly-
owned by AEH. The Atmos Pipeline — Texas Division transports natural gas to the Atmos Energy Mid-Tex
Division, transports natural gas to third parties and manages five underground storage reservoirs in Texas.
Through APS, we own or have an interest in underground storage fields in Kentucky and Louisiana. We also
use these storage facilities to reduce the need to contract for additional pipeline capacity to meet customer
demand during peak periods.
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ATMOS ENERGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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

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

2. Summary of Significant Accounting Policies

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

Use of estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenues and expenses. The most significant estimates include the
allowance for doubtful accounts, legal and environmental accruals, insurance accruals, pension and postretire-
ment obligations, deferred income taxes, asset retirement obligation, impairment of long-lived assets, risk
management and trading activities and the valuation of goodwill, indefinite-lived intangible assets and other
long-lived assets. Actual results could differ from those estimates.

Regulation — Our utility operations are subject to regulation with respect to rates, service, maintenance
of accounting records and various other matters by the respective regulatory authorities in the states in which
we operate. Our accounting policies recognize the financial effects of the ratemaking and accounting practices
and policies of the various regulatory commissions. Regulated utility operations are accounted for in
accordance with SFAS 71, Accounting for the Effects of Certain Types of Regulation. This statement requires
cost-based, rate-regulated entities that meet certain criteria to reflect the authorized recovery of costs due to
regulatory decisions in their financial statements. As a result, certain costs are permitted to be capitalized
rather than expensed because they can be recovered through rates.
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We record regulatory assets as a component of other current assets and deferred charges and other assets
for costs that have been deferred for which future recovery through customer rates is considered probable.
Regulatory liabilities are recorded either on the face of the balance sheet or as a component of current
liabilities, deferred income taxes or deferred credits and other liabilities when it is probable that revenues will
be reduced for amounts that will be credited to customers through the ratemaking process. Significant
regulatory assets and liabilities as of September 30, 2006 and 2005 included the following:

September 30
2006 2005
(In thousands)

Regulatory assets:

Merger and integration Costs, Net .. . .. ...t ei it $ 8644 $ 9,150
Deferred gas costS . . ... e e 44,992 38,173
Environmental costs. ... ... ittt e 1,234 1,357
Rate CASE COSES . o o vttt ettt e e et e e e 10,579 11,314
Deferred franchise fees .. ....... .. ... .. . i 1,311 6,710
Other. . .o e 9,055 9,313

$ 75815 $ 76,017

Regulatory liabilities:

Deferred gas CoStS . . ..ottt e $ 68,959  $134,048
Regulatory cost of removal obligation ........................... 276,490 274,989
Deferred income taxes, net. .. ... ...ttt 235 3,185
Other. ... 10,825 8,084

$356,509  $420,306

Currently authorized rates do not include a return on certain of our merger and integration costs; however,
we recover the amortization of these costs. Merger and integration costs, net, are generally amortized on a
straight-line basis over estimated useful lives ranging up to 20 years. During the fiscal years ended
September 30, 2006, 2005 and 2004, we recognized $0.5 miltion, $2.3 million and $8.2 million in amortization
expense related to these costs. Environmental costs have been deferred to be included in future rate filings in
accordance with rulings received from various regulatory commissions.

As of September 30, 2006, our Mid-States Division had open rate cases in its Missouri and Tennessee
service areas seeking rate increases of $3.4 million in each jurisdiction. The Tennessee rate was settled in
October 2006 and resulted in a $6.1 million reduction in future annual revenues. We anticipate that the
Missouri rate case will be finalized in February 2007. In addition, during 2006 our Mid-Tex Division filed a
system-wide case secking incremental annual revenues of approximately $60 million and several rate design
changes. A ruling on this filing is anticipated by April 2007.

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

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

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

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

Cash and cash equivalents — We consider all highly liquid investments with an initial or remaining
maturity of three months or less to be cash equivalents.

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

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

Gas stored underground — Our gas stored underground is comprised of natural gas injected into storage
to support the winter season withdrawals for our utility operations and natural gas held by our natural gas
marketing and other nonutility subsidiaries to conduct their operations. The average cost method is used for all
our utility divisions, except for certain jurisdictions in the Mid-States Division, where it is valued on the
first-in first-out method basis, in accordance with regulatory requirements. The average gas cost method is also
used for our natural gas marketing segment and our Atmos Pipeline — Texas Division. Our Natural Gas
Marketing segment utilizes the average cost method; however, most of this inventory is hedged and is therefore
marked to market at the end of each month. Gas in storage that is retained as cushion gas to maintain reservoir
pressure is classified as property, plant and equipment and is valued at cost.
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Utility property, plant and equipment — Utility property, plant and equipment is stated at original cost,
net of contributions in aid of construction. The cost of additions includes direct construction costs, payroll
related costs (taxes, pensions and other fringe benefits), administrative and general costs and an allowance for
funds used during construction. The allowance for funds used during construction represents the estimated cost
of funds used to finance the construction of major projects and are capitalized in the rate base for ratemaking
purposes when the completed projects are placed in service. Interest expense of $3.6 million, $2.5 million and
$1.2 million was capitalized in 2006, 2005 and 2004.

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

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

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

Asset retirement obligations — SFAS 143, Accounting for Asset Retirement Obligations and FIN 47,
Accounting for Conditional Asset Retirement Obligations, which became effective for us September 30, 2006,
require that we record a liability at fair value for an asset retirement obligation when the legal obligation to
retire the asset has been incurred with an offsetting increase to the carrying value of the related asset.
Accretion of the asset retirement obligation due to the passage of time is recorded as an operating expense.

As of September 30, 2006, we adopted the provisions of FIN 47. As a result of adopting FIN 47, we
recorded an asset retirement obligation of $15.1 million associated with our distribution system. As retirement
costs incurred by the distribution system are recovered from utility customers, this liability had previously
been captured in our regulatory cost of removal liability. As a result of adopting FIN 47, we reclassified the
$15.1 million from regulatory cost of removal liability to asset retirement obligation. In addition, we recorded
$4.8 million of asset retirement costs that will be depreciated over the remaining life of the underlying
associated asset lives. We believe we have a legal obligation to retire our storage wells. However, we have not
recognized an asset retirement obligation associated with our storage wells because there is not sufficient
industry history to reasonably estimate the fair value of this obligation. The adoption of FIN 47 did not have
an impact to our results operations as the cost of removal expense has previously been recorded as described
above. In accordance with the transition guidance of FIN 47, prior periods have not been restated; however,
the asset retirement obligation as of September 30, 2005 would have been $14.6 million.

Impairment of long-lived assets — We periodically evaluate whether events or circumstances have
occurred that indicate that other long-lived assets may not be recoverable or that the remaining useful life may
warrant revision. When such events or circumstances are present, we assess the recoverability of long-lived
assets by determining whether the carrying value will be recovered through the expected future cash flows. In
the event the sum of the expected future cash flows resulting from the use of the asset is less than the carrying
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value of the asset, an impairment loss equal to the excess of the asset’s carrying value over its fair value is
recorded.

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

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

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

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

Derivatives and hedging activities — Our derivative and hedging activities are tailored to the segment to
which they relate. We record our derivatives as a component of risk management assets and liabilities, which
are classified as current or noncurrent other assets or liabilities based upon the anticipated settlement date of
the underlying derivative. Our determination of the fair value of these derivative financial instruments reflects
the estimated amounts that we would receive or pay to terminate or close the contracts at the reporting date,
taking into account the current unrealized gains and losses on open contracts. In our determination of fair
value, we consider various factors, including closing exchange and over-the-counter quotations, time value and
volatility factors underlying the contracts. Effective October 1, 2005, we changed the index used to value our
physical natural gas from Inside FERC to Gas Daily to better reflect the prices of our physical commodity.
This change did not have a material impact on our financial position on the date of adoption.

Utility Segment

In our utility segment, we use a combination of storage and financial derivatives to partially insulate us
and our natural gas utility customers against gas price volatility during the winter heating season. The financial
derivatives we use in our utility segment are accounted for under the mark-to-market method pursuant to
SFAS 133, Accounting for Derivative Instruments and Hedging Activities. Changes in the valuation of these
derivatives primarily result from changes in the valuation of the portfolio of contracts, maturity and settlement
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of contracts and newly originated transactions. However, because the gains or losses of financial derivatives
used in our utility segment will ultimately be recovered through our rates, current period changes in the assets
and liabilities from these risk management activities are recorded as a component of deferred gas costs in
accordance with SFAS 71. Accordingly, there is no earnings impact to our utility segment as a result of the
use of financial derivatives. The changes in the assets and liabilities from risk management activities are
recognized in purchased gas cost in the income statement when the related gain or loss is recovered through
our rates.

Natural Gas Marketing Segment

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

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

Under SFAS 133, natural gas inventory is designated as the hedged item in a fair-value hedge and is
marked to market at the end of each month with changes in fair value recognized as unrealized gains and
losses in revenue in the period of change. Effective October 1, 2005, we changed the index used to value our
physical natural gas from Inside FERC to Gas Daily to better reflect the prices of our physical commodity.
This change had no material impact on our financial position on the date of adoption. Costs to store the gas
are recognized in the period the costs are incurred. We recognize revenue and the carrying value of the
inventory as an associated purchased gas cost in our consolidated statement of income when we sell the gas
and deliver it out of the storage facility.

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

Similar to our inventory position, we attempt to mitigate substantially all of the commodity price risk
associated with our fixed-price contracts with minimum volume requirements through the use of various
offsetting derivatives. Prior to April 1, 2004, these derivatives were not designated as hedges under SFAS 133
because they naturally locked in the economic gross profit margin at the time we entered into the contract.
The fixed-price forward and offsetting derivative contracts were marked to market each month with changes in
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fair value recognized as unrealized gains and losses recorded in revenue in our consolidated statement of
income. The unrealized gains and losses were realized as a component of revenue in the period in which we
fulfilled the requirements of the fixed-price contract and the derivatives were settled. To the extent that the
unrealized gains and losses of the fixed-price forward contracts and the offsetting derivatives did not offset
exactly, our earnings experienced some volatility. At delivery, the gains and losses on the fixed-price contracts
were offset by gains and losses on the derivatives, resulting in the realization of the economic gross profit
margin we anticipated at the time we structured the original transaction.

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

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

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

Additionally, we have a policy which allows for the use of master netting agreements with significant
counterparties that allow us to offset gains and losses arising from derivative instruments that may be settled
in cash and/or gains and losses arising from derivative instruments that may be settled with the physical
commodity. Assets and liabilities from risk management activities, as well as accounts receivable and payable,
reflect the master netting agreements in place.

Pipeline and Storage Segment

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

In our pipeline and storage segment, actual hedge ineffectiveness arising from the timing of settlement of
physical contracts and the settlement of the derivative instruments resulted in a loss of approximately
$4.7 million for the year ended September 30, 2006, a gain of approximately $5.2 million for the year ended
September 30, 2005 and a loss of less than $0.1 million for the year ended September 30, 2004.

Treasury Activities

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield component of
the interest cost of financing associated with the anticipated issuance of $875 million of long-term debt. We
designated these Treasury lock agreements as cash flow hedges of an anticipated transaction. Accordingly, to
the extent effective, unrealized gains and losses assoctated with the Treasury lock agreements are recorded as
a component of accumulated other comprehensive income. These Treasury lock agreements were settled in
October 2004 with a net $43.8 million payment to the counterparties. Approximately $11.6 million of the
$43.8 million obligation is being recognized as a component of interest expense over a five year period from
the date of settlement, and the remaining amount, approximately $32.2 million, is being recognized as a
component of interest expense over a ten year period from the date of settlement.

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

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

The discount rate is utilized principally in calculating the actuarial present value of our pension and
postretirement obligation and net pension and postretirement cost. When establishing our discount rate, we
consider high quality corporate bond rates based on Moody’s Aa bond index, changes in those rates from the
prior year and the implied discount rate that is derived from matching our projected benefit disbursements
with a high quality corporate bond spot rate curve.
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The expected long-term rate of return on assets is utilized in calculating the expected return on plan
assets component of the annual pension and postretirement plan cost. We estimate the expected return on plan
assets by evaluating expected bond returns, equity risk premiums, asset allocations, the effects of active plan
management, the impact of periodic plan asset rebalancing and historical performance. We also consider the
guidance from our investment advisors in making final determination of our expected rate of return on assets.
To the extent the actual rate of return on assets realized over the course of a year is greater than or less than
the assumed rate, that year’s annual pension or postretirement plan cost is not affected. Rather, this gain or
loss reduces or increases future pension or postretirement plan cost over a period of approximately ten to
twelve years.

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

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

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

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

We adopted SFAS 123(R) using the modified prospective method. Under this transition method, stock-
based compensation expense for the year ended September 30, 2006 included: (i) compensation expense for all
stock-based compensation awards granted prior to, but not yet vested as of October 1, 2005, based on the
grant-date fair value estimated in accordance with the original provisions of SFAS 123; and (ii) compensation
expense for all stock-based compensation awards granted subsequent to October 1, 2005, based on the grant-
date fair value estimated in accordance with the provisions of SFAS 123(R). We recognize compensation
expense on a straight-line basis over the requisite service period of the award. The impact of adoption on total
stock-based compensation expense included in our statement of income for the year ended September 30, 2006
was $0.4 million and was recorded as a component of operation and maintenance expense. In accordance with
the modified prospective method, financial results for prior periods have not been restated.

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

Total stock-based compensation expense for the year ended September 30, 2006 was $9.4 million as
compared to $3.9 million and $1.6 million for the years ended September 30, 2005 and 2004. Had
compensation expense for our stock-based awards been recognized as prescribed by SFAS 123, our net income
and earnings per share for the years ended September 30, 2005 and 2004 would have been impacted as shown
in the following table:

Year Ended
September 30
2005 2004
(In thousands, except per
share data)
Netincome —asreported . .. .. ... ottt it $135,785  $86,227
Restricted stock compensation expense included in income, net of tax . ..... 2,431 978
Total stock-based employee compensation expense determined under
fair-value- based method for all awards, net of taxes. . ... ............. (3,161) (2,092)
Netincome-—proforma............. ... ... $135,055 $85,113
Earnings per share:
Basic earnings per share —asreported . ........ ..., $ 173 § 1.60
Basic eamnings per share —proforma . .................citiian.. $ 172 § 157
Diluted eamnings per share —asreported . .. ..o $ 172 § 1358
Diluted earnings per share —proforma.................. ... ...... $ 171 $ 156

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

September 30

2006 2005
(In thousands)
Unrealized holding gains on investments.. . ... .......covvrvuervnens, $ 1566 $ 684
Treasury lock agreements . . . ... ... .. (20,540)  (23,982)
Cash flow hedges . . . ... ... . . . . (24,876) 19,957

$43,850) $ (3,341)

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

In March 2006, the FASB issued SFAS 156, Accounting for Servicing Financial Assets, which amends
SFAS 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.
SFAS 156 (a) revises guidance on when a servicing asset and servicing liability should be recognized,

(b) requires all separately recognized servicing assets and servicing liabilities to be initially measured at fair
value, if practicable, (¢) permits an entity to choose to measure servicing assets and servicing liabilities under
the amortization method or fair value measurement method, (d) at initial adoption, permits a one-time
reclassification of available-for-sale securities to trading securities by entities with recognized servicing rights,
without calling into question the treatment of other available-for-sale securities under SFAS 115, provided that
the available-for-sale securities are identified as offsetting the exposure to changes in the fair value of
servicing assets or liabilities that the servicer elects to subsequently measure at fair value and (e) requires
separate presentation of servicing assets and servicing liabilities subsequently measured at fair value in the
statement of financial position and additional footnote disclosure. We will be required to apply the provisions
of SFAS 156 beginning October 1, 2006 and such application is expected not to have a material impact on our
financial position, results of operations and cash flows.

In June 2006, the Emerging Issues Task Force (EITF) ratified EITF Issue No. 06-3, How Taxes Collected
from Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement (That
Is, Gross versus Net Presentation). The EITF reached a consensus that the scope of this issue includes any tax
assessed by a governmental authority that is directly imposed on a revenue-producing transaction between a
seller and a customer and may include sales, use, value added and some excise taxes. The EITF also reached a
consensus that entities may present these taxes on either a gross or net basis. If the taxes are significant, an
entity should disclose its policy of presenting taxes and the amounts of taxes that are recognized on a gross
basis in interim and annual financial statements. We will be required to apply the provisions of EITF 06-3
beginning January 1, 2007. We are currently evaluating the impact this standard may have on our results of
operations.

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109 (FIN 48). FIN 48 clarifies the accounting for uncertainty in income
taxes by establishing standards for measurement and recognition in financial statements of positions taken by
an entity in its income tax returns. This interpretation also provides guidance on de-recognition of income tax
assets and liabilities, classification of current and deferred income tax assets and liabilities, accounting for
interest and penalties, accounting for income taxes in interim periods and income tax disclosures. We will be
required to apply the provisions of FIN 48 beginning October 1, 2007. We are currently evaluating the impact
this standard may have on our financial position, results of operations and cash flows.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SFAS 157 defines fair value,
establishes a framework for measuring fair value and enhances disclosures about fair value measurements
required under other accounting pronouncements but does not change existing guidance as to whether or not
an instrument is carried at fair value. We will be required to apply the provisions of SFAS 157 beginning
October 1, 2008. We are currently evaluating the impact this standard may have on our financial position,
results of operations and cash flows.

In September 2006, the FASB issued SFAS 158, Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 100, and 132(R). The new standard
makes a significant change to the existing rules by requiring recognition in the balance sheet of the overfunded
or underfunded positions of defined benefit pension and other postretirement plans, along with a corresponding
noncash, after-tax adjustment to stockholders’ equity. Additionally, this standard requires that the measurement
date must correspond to the fiscal year end balance sheet date. This standard does not change how net periodic
pension and postretirement cost or the projected benefit obligation is determined. The balance sheet recognition
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guidance of this standard will be effective for fiscal 2007 and the measurement date provisions of this guidance
can be adopted as late as fiscal 2008 for our company.

3. Acquisitions
TXU Gas Company

In October 2004, we completed our acquisition of the natural gas distribution and pipeline operations of
TXU Gas Company. The purchase price for the TXU Gas acquisition was approximately $1.9 billion (after
closing adjustments and before transaction costs and expenses), which we paid in cash. We did not assume
any indebtedness of TXU Gas in connection with the acquisition. The purchase was accounted for as an asset
purchase. We funded the purchase price for the TXU Gas acquisition with approximately $235.7 million in net
proceeds from our offering of approximately 9.9 miilion shares of common stock, which we completed in July
2004, and approximately $1.7 billion in net proceeds from our issuance in October 2004 of commercial paper
backstopped by a senior unsecured revolving credit agreement, which we entered into in September 2004 to
provide bridge financing for the TXU Gas acquisition. In October 2004, we paid off the outstanding
commercial paper used to fund the acquisition through the issuance of senior unsecured notes in October
2004, which generated net proceeds of approximately $1.39 billion, and the sale of 16.1 million shares of
common stock in October 2004, which generated net proceeds of $381.6 million.

The following table summarizes the fair values of the assets acquired and liabilities assumed on October 1,
2004 (in thousands):

Cash purchase price. ... .. ..ottt i e e e $1,908,999
Transaction costs and eXpenses . . ... .........it it 1,697
Total purchase price. . ... ..t i e e $1,916,696
Net property, plant and equipment . .. .............. ittt $1,471,643
Accounts receivable. . . . ... e e e 75,811
Gas stored underground . . ... ... e 137,877
Other CUITENt aSSELS . . . . . .. vttt it e et et et et e e 22,094
Goodwill. . . o e 493,603
Deferred charges and other assets. . ........ .ottt 42,069
Deferred iNCOME taXeS . . . .. ..ottt e 7,925
Accounts payable and accrued liabilities. . . ......... ... ... ... L. (51,644)
Other current liabilities ... ..., . i i i e (77,756)
Regulatory cost of removal obligation . .......... ... ... .ot (138,991)
Deferred credits and other liabilities. ... ... ... i e (65,935)
Total . o e $1,916,696

The sale of the TXU Gas operations was held through a competitive bid process. We believe the resulting
goodwill is recoverable given the expected synergies we can achieve as a result of the TXU Gas acquisition. To
that end, the TXU Gas acquisition significantly expands our existing utility operations in Texas. The North Texas
operations of TXU Gas bridge our geographic operations between our existing utility operations in West Texas and
Louisiana. TXU Gas’s headquarters and service area are centered in Dallas, Texas, which is also the location of our
corporate headquarters. Further, the addition of the regulated pipelines and storage operations in North Texas may
create additional gas marketing and other opportunities for our non-regulated subsidiaries, which include gas
marketing and storage operations. The goodwill generated in the acquisition is deductible for tax purposes.

At closing of the acquisition, TXU Gas and some of its affiliates entered into transitional services
agreements with us to provide call center, meter reading, customer billing, collections, information reporting,
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software, accounting, treasury, administrative and other services to the Mid-Tex Division. Some of these
services were outsourced by TXU Gas to Capgemini Energy L.P. However, in November 2004, we entered
into an agreement with Capgemini Energy L.P. whereby we assumed the operations of the Waco, Texas call
center in April 2005 and purchased from Capgemini Energy L..P. all of the related call center assets in October
2005. The remaining transitional services agreements expired in September 2005 and were not renewed as we
in-sourced all of these functions, effective October 2005.

The table below reflects the unaudited pro forma results of the Company and TXU Gas for the year
ended September 30, 2004 as if the acquisition and related financing had taken place at the beginning of fiscal
2004 (in thousands, except per share data):

Year Ended
September 30,
2004

OPEIatiNg FEVENUE . . . .\t vt ettt e e et e ettt e e e e $4,174,500

NEEINCOME . . . oot e et e et e et e 118,746

Net income per diluted share . . ........ ... . .. ... . ... . .. . $ 1.68
ComFurT Gas Inc.

Effective March 2004, we completed the acquisition of the natural gas distribution assets of ComFurT
Gas Inc., a privately-held natural gas utility and propane distributor based in Buena Vista, Colorado, for
approximately $2.0 million in cash. This company served approximately 1,800 natural gas utility customers.
The acquisition enabled us to expand our contiguous service arca in our Colorado-Kansas division. Unaudited
pro forma results of the Company and ComFurT have not been presented as the acquisition was not material
to our financial position or results of operations.

4. Goodwill and Intangible Assets

Goodwill and intangible assets were comprised of the following as of September 30, 2006 and 2005.

September 30
2006 2005
(In thousands)
Goodwill. . ..o e e $735,369  $734,280
Intangible assets ... ... ... . e 3,152 3,507
Total. .o $738,521  $737,787

The following presents our goodwill balance allocated by segment and changes in the balance for the
year ended September 30, 2006:

Natural Gas  Pipeline and Other
Utility Marketing Storage Nonutility
Segment Segment Segment Segment Total
(In thousands)
Balance as of September 30, 2005 .. $566,800 $24,282 $143,198 $— $734,280
Deferred tax ad%'ustments on prior
acquisitions'” . ... ... ... L. 421 — 668 o 1,089

Balance as of September 30, 2006 .. $567,221 $24.,282 $143,866 $— $735,369

o During the preparation of the fiscal 2006 tax provision, we adjusted certain deferred taxes recorded in con-
nection with a fiscal 2001 and a fiscal 2004 acquisitions which resulted in an increase to goodwill and net
deferred tax liabilities of $1.1 million.
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Information regarding our intangible assets is included in the following table. As of September 30, 2006
and 2005, we had no indefinite-lived intangible assets.

September 30, 2006 September 30, 2005
Useful Gross Gross
Life Carrying Accumulated Carrying Accumulated
(Years) Amount Amortization Net Amount  Amortization Net
(In thousands)
Customer contracts . . . . . . 10 $6,754 $(3,602)  $3,152  $6,521 $(3,014)  $3,507

The following table presents actual amortization expense recognized during 2006 and an estimate of
future amortization expense based upon our intangible assets at September 30, 2006.

Amortization expense (in thousands):

Actual for the fiscal year ending September 30,2006 .. .... ... .. ... ... ... ... ... $588
Estimated for the fiscal year ending:
Septemnber 30, 2007 . ... L e e e e 608
Septermnber 30, 2008 . . .. L e 608
September 30, 2009 . . ... 608
September 30, 2010 .. ... e 608
September 30, 2011 ... e 608

5. Derivative Instruments and Hedging Activities

We conduct risk management activities through both our utility and natural gas marketing segments.
These activities are described in more detail in Note 2. Also, as discussed in Note 2, we record our derivatives
as a component of risk management assets and liabilities, which are classified as current or noncurrent based
upon the anticipated settlement date of the underlying derivative. Our determination of the fair value of these
derivative financial instruments reflects the estimated amounts that we would receive or pay to terminate or
close the contracts at the reporting date, taking into account the current unrealized gains and losses on open
contracts. In our determination of fair value, we consider various factors, including closing exchange and
over-the-counter quotations, time value and volatility factors underlying the contracts. These risk management
assets and liabilities are subject to continuing market risk until the underlying derivative contracts are settled.
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The following table shows the fair values of our risk management assets and liabilities by segment at
September 30, 2006 and 2005:

Natural Gas
Utility Marketing Total

(In thousands)

September 30, 2006:

Assets from risk management activities, current, . ... ....... $ e $ 12,553 $ 12,553

Assets from risk management activities, noncurrent . . ... .. .. — 6,186 6,186

Liabilities from risk management activities, current . ........ (27,209) (3,460) (30,669)
Liabilities from risk management activities, noncurrent . . . . .. — (276) (276)
Net assets (Habilities) ............................ ... $(27,209) $15,003  $(12,206)
September 30, 2005;

Assets from risk management activities, current. . ... ....... $93310 $14,603  $107,913

Assets from risk management activities, noncurrent . . ... .... — 735 735

Liabilities from risk management activities, current . .. ...... — (61,920) (61,920)
Liabilities from risk management activities, noncurrent . . .. .. — (15,316) (15,316)
Net assets (liabilities) ... ........... .. ... .. .. ...... $ 93,310 $(61,898) $ 31,412

Utility Hedging Activities

We use a combination of storage, fixed physical contracts and fixed financial contracts to partially
insulate us and our customers against gas price volatility during the winter heating season. For the 2005-2006
heating season, we hedged approximately 46 percent of our anticipated winter flowing gas requirements at a
weighted average cost of approximately $9.06 per Mcf.

Our utility hedging activities also includes the fair value of our treasury lock agreements which are
described in further detail below.

Nonutility Hedging Activities

For the year ended September 30, 2006, the change in the deferred hedging position in accumulated other
comprehensive loss was attributable to decreases in future commodity prices relative to the commodity prices
stipulated in the derivative contracts totaling $51.0 million and the recognition of $6.2 million in net deferred
hedging losses in net income when the derivatives matured according to their terms. The net deferred hedging
losses associated with open cash flow hedges remain subject to market price fluctuations until the positions
are either settled under the terms of the hedge contracts or terminated prior to settlement. Substantially all of
the deferred hedging loss as of September 30, 2006 is expected to be recognized in net income within the next
fiscal year.

Under our risk management policies, we seek to match our financial derivative positions to our physical
storage positions as well as our expected current and future sales and purchase obligations to maintain no open
positions at the end of each trading day. The determination of our net open position as of any day, however,
requires us to make assumptions as to future circumstances, including the use of gas by our customers in
relation to our anticipated storage and market positions. Because the price risk associated with any net open
position at the end of each day may increase if the assumptions are not realized, we review these assumptions
as part of our daily monitoring activities. We can also be affected by intraday fluctuations of gas prices, since
the price of natural gas purchased or sold for future delivery earlier in the day may not be hedged until later
in the day. At times, limited net open positions related to our existing and anticipated commitments may occur.
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At the close of business on September 30, 2006, AEH had a net open position (including existing storage) of
0.2 Bcf.

Treasury Activities

During fiscal 2004, we entered into four Treasury lock agreements to fix the Treasury yield component of
the interest cost of financing associated with the-then anticipated issuance of $875 million of long-term debt
subsequent to September 30, 2004. This long-term debt was issued in October 2004 and was used to repay a
portion of the commercial paper used to fund the TXU Gas acquisition, as described in Note 3.

We designated these Treasury lock agreements as cash flow hedges of an anticipated transaction.
Accordingly, to the extent effective, unrealized gains and losses associated with the Treasury locks were
recorded as a component of accumulated other comprehensive loss. These Treasury lock agreements were
settled in October 2004 with a net $43.8 million payment to the counterparties. Approximately $11.6 million
of the $43.8 million obligation is being recognized as a component of interest expense over a five year period
from the date of settlement, and the remaining amount, approximately $32.2 million, is being recognized as a
component of interest expense over a ten year period from the date of settlement.

The following table presents our hedging transactions that were recorded to other comprehensive income
(loss), net of taxes during the years ended September 30, 2006 and 2005.
Year Ended
September 30
2006 2005
(In thousands)

Increase (decrease) in fair value:

Treasury lock agreements. .. .. ...t v et $ —  $(5.869)

Forward commodity contracts. .. ........... .. ... i (51,014) 1,988
Recognition of (gains) losses in earnings due to settlements:

Treasury Jock agreements . . ... .. ... ... it 3,442 3,155

Forward commodity contracts. ... .......c.uttitt i 6,181 10,386
Total other comprehensive income (loss) from hedging, net of taxV .. $(41,391) $ 9,660

M Utilizing an income tax rate of approximately 38 percent comprised of the effective rates in each taxing

Jjurisdiction.

The following amounts, net of deferred taxes, represent the expected recognition into earnings for our
derivative instruments, based upon the fair values of these derivatives as of September 30, 2006:

Treasury
Lock Forward
Agreements Contracts Total
(In thousands)
2007 . $ (3,442) $(24,100) $(27,542)
2008 . (3,442) (732) 4,174)
2000 . e (3,442) (38) (3,480)
20010 .. (2,123) 6) (2,129)
2011 oo, (2,003) — (2,003)
Thereafter . ... ... .. . (6,088) — (6,088)
Total . ..o $(20,540) $(24.876) $(45,416)
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6. Debt
Long-term debt
Long-term debt at September 30, 2006 and 2005 consisted of the following:

2006 2005
(In thousands)

Unsecured floating rate Senior Notes, due October 2007 .. .. ......... $ 300,000 $ 300,000
Unsecured 4.00% Senior Notes, due 2009. . ...................... 400,000 400,000
Unsecured 7.375% Senior Notes, due 2011....................... 350,000 350,000
Unsecured 10% Notes, due 2011 ... ... ... .. .. ... ... .in. 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 5.95% Senior Notes, due 2034. . ... ........... ... ..... 200,000 200,000
Medium term notes

Series A, 1995-2, 6.27%, due 2010. . ... ...... ... o 10,000 10,000

Series A, 1995-1, 6.67%, due 2025 .. ... .. ... .. .. .. 10,000 10,000
Unsecured 6.75% Debentures, due 2028 ... ... ....... .. .. vvnun. 150,000 150,000
First Mortgage Bonds Series P, 10.43% due 2013 .. ................ 8,750 10,000
Rental property, propane and other term notes due in installments

through 2013 . . . .. . e 5,825 7,839

Total long-termdebt. .. ... . ... . ... ... . . 2,186,878 2,190,142

Less:

Original issue discount on unsecured senior notes and debentures . . . . (3,330) (3,774)

Current MatUrities . ... .. .. ...ttt (3,186) (3,264)

$2,180,362  $2,183,104

In December 2001, we filed a registration statement with the Securities and Exchange Commission (SEC)
to issue, from time to time, up to $600.0 million in new common stock and/or debt. The registration statement
was declared effective by the SEC in January 2002. In July 2004, we sold 9.9 million shares of our common
stock. We used the net proceeds from this offering, together with borrowings under a bridge financing facility
to consummate the acquisition of TXU Gas operations and pay related fees and expenses. As a result of the
offering, we exhausted the remaining availability under our December 2001 registration statement.

In August 2004, we filed another registration staternent with the SEC, which was declared effective by
the SEC in September 2004, under which we could issue, from time to time, up to $2.2 billion in new
common stock and/or debt. In October 2004, we sold 16.1 million common shares, including the underwriters’
exercise of their overallotment option, under the new registration statement, generating net proceeds of
$382.5 million before other offering costs. Additionally, we issued senior unsecured debt under the registration
staterment consisting of $400 million of 4.00% Senior Notes due 2009, $500 million of 4.95% Senior Notes
due 2014, $200 million of 5.95% Senior Notes due 2034 and $300 million of floating rate Senior Notes due
2007. The floating rate notes bear interest at a rate equal to the three-month LIBOR rate plus 0.375 percent
per year. At September 30, 2006, the interest rate on our floating rate debt was 5.882 percent. The net
proceeds from the sale of these senior notes were $1.39 billion.

The net proceeds from the October 2004 common stock and senior notes offerings, combined with the net
proceeds from our July 2004 offering were used to pay off the $1.7 billion in outstanding commercial paper
backstopped by a senior unsecured revolving credit agreement, which we entered into in September 2004 for
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bridge financing for the TXU Gas acquisition. Also, as a result of this refinancing in October 2004, we
canceled the senior unsecured revolving credit facility. After issuing the debt and equity in October 2004 we
had approximately $401.5 million in availability remaining under the registration statement. However, we are
no longer allowed to issue securities under that registration statement by applicable state regulatory commis-
sions. See further discussion in the Liquidity section of Management’s Discussion and Analysis.

In June 2005, we elected to utilize excess cash to repay $72.5 million in principal on five series of our
First Mortgage Bonds prior to their scheduled maturity. In connection with the repayment, we paid a
$25.0 million make-whole premium in accordance with the terms of the agreements and accrued interest of
approximately $1.0 million. In accordance with regulatory requirements, the premium has been deferred and
will be recognized over the remaining original lives of the First Mortgage Bonds that were repaid.

Short-term debt

At September 30, 2006 and 2005, there was $379.3 million and $129.9 million outstanding under our
commercial paper program and $3.1 million and $14.9 million outstanding under our bank credit facilities. As
of September 30, 2006, our commercial paper had maturities of less than three months, with interest rates
ranging from 5.47 percent to 5.51 percent.

Credit facilities

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

Committed credit facilities

As of September 30, 2006, we had three short-term committed revolving credit facilities totaling
$918 million. The first facility is a three-year unsecured facility, expiring October 2008, for $600 million that
bears interest at a base rate or at the LIBOR rate for the applicable interest period, plus from 0.40 percent to
1.00 percent, based on the Company’s credit ratings, and serves as a backup liquidity facility for our
$600 million commercial paper program. At September 30, 2006, there was $379.3 million outstanding under
our commercial paper program.

We have a second unsecured facility in place which is a 364-day facility for $300 million 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. This facility expired in November 2006 and was renewed
for one year with no material changes to its terms and pricing. At September 30, 2006, there were no
borrowings under this facility.

We have a third unsecured facility in place for $18 million that bears interest at the Federal Funds rate
plus 0.5 percent. This facility expired in March 2006 and was renewed for one year with no material changes
to its terms and pricing. At September 30, 2006, there was $3.1 million outstanding under this facility.

The availability of funds under our credit facilities is subject to conditions specified in the respective
credit agreements, all of which we currently satisfy. These 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 September 30, 2006, our
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total-debt-to-total-capitalization ratio, as defined, was 63 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 facilitics each contain the same limitation
with respect to our total-debt to-total capitalization ratio.

Uncommitted credit facilities

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

Borrowings under the amended credit facility can be made either as revolving loans or offshore rate loans.
Revolving loan borrowings will bear interest at a floating rate equal to a base rate (defined as the higher of
0.50 percent per annum above the Federal Funds rate or the fender’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 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 to maintain a maximum ratio of total
liabilities to tangible net worth of 5 to 1, along with minimum levels of net working capital ranging from
$20 million to $120 million. Additionally, AEM must maintain a minimum tangible net worth ranging from
$21 million to $121 million, and must not have a maximum cumulative loss from March 30, 2005 exceeding
$4 million to $23 million, depending on the total amount of borrowing elected from time to time by AEM. At
September 30, 2006, AEM’s ratio of total liabilities to tangible net worth, as defined, was 1.24 to 1.

At September 30, 2006, there were no borrowings outstanding under this credit facility. However, at
September 30, 2006, AEM letters of credit totaling $96.1 million had been issued under the facility, which
reduced the amount available by a corresponding amount. The amount available under this credit facility is
also limited by various covenants, including covenants based on working capital. Under the most restrictive
covenant, the amount available to AEM under this credit facility was $53.9 million at September 30, 2006.
This line of credit is collateralized by substantially all of the assets of AEM and is guaranteed by AEH.

We also have an unsecured short-term uncommitted credit line for $25 million that is used for working
capital and letter-of-credit purposes. There were no borrowings under this uncommitted credit facility at
September 30, 2006, but letters of credit reduced the amount available by $4.5 million. This uncommitted line
is renewed or renegotiated at least annually with varying terms, and we pay no fee for the availability of the
line. Borrowings under this line are made on a when-and-as-available basis at the discretion of the bank.

AEH, the parent company of AEM, has a $100 million intercompany uncommitted demand credit facility
with the Company which bears interest at the One Month LIBOR plus 2.75 percent. This facility has been
approved by our state regulators through December 31, 2006. At September 30, 2006, there were no
borrowings outstanding under this credit facility. In July 2006, this facility was renewed for one year with no
material changes to its terms.

In addition, AEM has a $120 million intercompany uncommitted demand credit facility with AEH for its
nonutility business which bears interest at the One Month LIBOR plus 2.75 percent. Any outstanding amounts
under this facility are subordinated to AEM’s $580 million uncommitted demand credit facility described
above. This facility is used to supplement AEM’s $580 million credit facility. At September 30, 2006, there
were no borrowings outstanding under this credit facility. In July 2006, this facility was renewed for one year
with no material changes to its terms.
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Debt Covenants

We have other covenants in addition to those described above. Our Series P First Mortgage Bonds contain
provisions that allow us to prepay the outstanding balance in whole at any time, after November 2007, subject
to a prepayment premium. The First Mortgage Bonds provide for certain cash flow requirements and
restrictions on additional indebtedness, sale of assets and payment of dividends. Under the most restrictive of
such covenants, cumulative cash dividends paid after December 31, 1985 may not exceed the sum of
accumulated net income for periods after December 31, 1985 plus $9.0 million. At September 30, 2006
approximately $203.3 million of retained earnings was unrestricted with respect to the payment of dividends.

As of September 30, 2006, a portion of the Mid-States Division utility plant assets, totaling $394.2 million,
was subject to a lien under the Indenture of Mortgage of the Series P First Mortgage Bonds.

We were in compliance with all of our debt covenants as of September 30, 2006. If we do not comply
with our debt covenants, we may be required to repay our outstanding balances on demand, provide additional
collateral or take other corrective actions. Our two public debt indentures relating to our senior notes and
debentures, as well as both our revolving credit agreements, each contain a default provision that is triggered
if outstanding indebtedness arising out of any other credit agreements in amounts ranging from in excess of
$15 million to in excess of $100 million becomes due by acceleration or is not paid at maturity. In addition,
AEM’s credit agreement contains a cross-default provision whereby AEM would be in default if it defaults on
other indebtedness, as defined, by at least $250 thousand in the aggregate. Additionally, this agreement
contains a provision that would limit the amount of credit available if Atmos were downgraded below an S&P
rating of BBB and a Moody’s rating of Baa2.

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

Based on the borrowing rates currently available to us for debt with similar terms and remaining average
maturities, the fair value of long-term debt at September 30, 2006 and 2005 is estimated, using discounted
cash flow analysis, to be $2,053.9 million and $2,078.3 million.

Maturities of long-term debt at September 30, 2006 were as follows (in thousands):

2007 . e $ 3,186
2008 . . e e 303,831
2000 . e e e e e 2,034
2000 L o e e e 401,381
20 L . e e 361,381
Thereafter . . . ..o e e e 1,115,065

$2,186,878

7. Shareholders’ Equity
Stock Issuances

During the years ended September 30, 2006, 2005 and 2004 we issued 1,200,115, 17,739,691 and
11,323,925 shares of common stock.

In February 2005, our shareholders approved an amendment to our Articles of Incorporation to increase
the number of authorized shares from 100 million to 200 million.
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In October 2004, we completed the public offering of 16.1 million shares of our common stock including
the underwriters’ exercise of their overallotment option of 2.1 million shares. The offering was priced at
$24.75 and generated net proceeds of approximately $381.6 million. We used the net proceeds from this
offering, together with net proceeds of $235.7 million from a public offering we conducted in July 2004 and
$1.39 billion received from the issuance of senior unsecured notes, to repay the $1.7 billion in outstanding
commercial paper described in Note 3 and fund the remainder of the purchase price for the TXU Gas
acquisition.

Shareholder Rights Plan

In November 1997, our Board of Directors declared a dividend distribution of one right for each
outstanding share of our common stock to shareholders of record at the close of business on May 10, 1998.
Each right entitles the registered holder to purchase from us a one-tenth share of our common stock at a
purchase price of $8.00 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.

Subject to exceptions specified in the rights agreement, the rights will separate from our common stock
and a distribution date will occur upon the earlier of:

* ten business days following a public announcement that a person or group of affiliated or associated
persons has acquired, or obtained the right to acquire, beneficial ownership of 15 percent or more of
the outstanding shares of our common stock, other than as a result of repurchases of stock by us or
specified inadvertent actions by institutional or other sharcholders;

* ten business days, or such later date as our Board of Directors shall determine, following the
commencement of a tender offer or exchange offer that would result in a person or group having
acquired, or obtained the right to acquire, beneficial ownership of 15 percent or more of the outstanding
shares of our common stock; or

* ten business days after our Board of Directors shall declare any person to be an adverse person within
the meaning of the rights plan.

The rights expire on May 10, 2008, unless extended prior thereto by our board of directors or earlier if
redeemed by us. The rights will not have any voting rights. The exercise price payable and the number of
shares of our common stock or other securities or property issuable upon exercise of the rights are subject to
adjustment from time to time to prevent dilution. We issue rights when we issue our common stock until the
rights have separated from the common stock. After the rights have separated from the common stock, we
may issue additional rights if the board of directors deems such issuance to be necessary or appropriate. The
rights have “anti-takeover” effects and may cause substantial dilution to a person or entity that attempts to
acquire us on terms not approved by our board of directors except pursuant to an offer conditioned upon a
substantial number of rights being acquired. The rights should not interfere with any merger or other business
combination approved by our board of directors because, prior to the time that the rights become exercisable
or transferable, we can redeem the rights at $.01 per right.

Other Agreements

In connection with our Mississippi Valley Gas Company acquisition in December 2002, we issued shares
of common stock under an exemption from registration under the Securities Act of 1933, as amended. In the
transaction, we entered into a registration rights agreement with the former stockholders of Mississippi Valley
Gas Company that required us, on no more than two occasions, and with some limitations, to file a registration
statement under the Securities Act within 60 days of their request for an offering designed to achieve a wide
distribution of shares through underwriters selected by us. We also granted rights to these shareholders, subject
to some limitations, to participate in future registered offerings of our securities until December 3, 2005. No
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registration rights issued to the former stockholders of MVG, as discussed above, were exercised prior to the
expiration of the registration rights agreement on December 3, 2005. The former stockholders of MVG also
agreed, for up to five years from the closing of the acquisition, or until December 3, 2007, and with some
exceptions, not to sell or transfer shares representing more than 1 percent of our total outstanding voting
securities 10 any person or group or any shares to a person or group who would hold more than 9.9 percent of
our total outstanding voting securities after the sale or transfer. This restriction, and other agreed restrictions
on the ability of these shareholders to acquire additional shares, participate in proxy solicitations or act to seek
contro}, may be deemed to have an “anti-takeover” effect.

8. Stock and Other Compensation Plans
Stock-Based Compensation Plans
1998 Long-Term Incentive Plan

In August 1998, the Board of Directors approved and adopted the 1998 Long-Term Incentive Plan, which
became effective in October 1998 after approval by our shareholders. The Long-Term Incentive Plan is a
comprehensive, long-term incentive compensation plan providing for discretionary awards of incentive stock
options, non-qualified stock options, stock appreciation rights, bonus stock, time-lapse restricted stock,
performance-based restricted stock units and stock units to certain employees and non-employee directors of
Atmos and its subsidiaries. The objectives of this pian include attracting and retaining the best personnel,
providing for additional performance incentives and promoting our success by providing employees with the
opportunity to acquire common stock. We are authorized to grant awards for up to a maximum of four million
shares of common stock under this plan subject to certain adjustment provisions. As of September 30, 2006,
non-qualified stock options, bonus stock, time-lapse restricted stock, performance-based restricted stock units
and stock units had been issued under this plan, and 731,745 shares were available for future issuance. The
option price of the stock options issued under this plan is equal to the market price of our stock at the date of
grant. These stock options expire 10 years from the date of the grant and vest annually over a service period
ranging from one to three years.

We used the Black-Scholes pricing model to estimate the fair value of each option granted with the
following weighted average assumptions for 2006, 2005 and 2004:

Year Ended
September 30

2006 2005 2004

Valuation Assumptions™”

Expected Life (years)® .. ... 7 7 7

Interest rate®™ . . 46% 42% 4.3%
Volatility™ .. 203% 21.3% 22.8%
Dividend yield . . . .. .. . . . 48% 4.8% 4.8%

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

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

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

@ The volatility is estimated based on historical and current stock data for the Company.
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A summary of activity for grants of stock options under the 1998 Long-Term Incentive Plan follows:

2006 2005 2004

Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise

Options Price Options Price Options Price

Outstanding at beginning of year . ... 964,704 $22.20 1,492,177 $22.10 1,827,310 $21.91
Granted . .................... 93,196 26.19 23,432 2595 8,118 24.44
Exercised.................... (40,582) 22.21 547,907y 22.08 (342,252) 20.91
Forfeited .................... (166) 21.23 (2,998) 22.81 (999) 22.49
Outstanding at end of year'") .. ... .. 1,017,152 $22.57 964,704 $22.20 1,492,177 $22.10
Exercisable at end of year'™”. . ... ... 991,778 $22.48 798,574 $22.22 1,006,859 $22.23

" The weighted-average remaining contractual life for outstanding options was 5.4 years, 6.0 years, and
7.0 years for fiscal years 2006, 2005 and 2004. The aggregate intrinsic value of outstanding options was
$3.7 million, $3.5 million and $5.4 million for fiscal years 2006, 2005 and 2004.

) The weighted-average remaining contractual life for exercisable options was 5.3 years, 5.7 years, and
6.5 years for fiscal years 2006, 2005 and 2004. The aggregate intrinsic value of exercisable options was
$3.6 million, $2.9 million and $3.7 million for fiscal years 2006, 2005 and 2004.

Information about outstanding and exercisable options under the 1998 Long-Term Incentive Plan, as of
September 30, 2006, follows:

Options Outstanding

Options Exercisable

Weighted

Average Weighted Weighted
Remaining Average Average
Number of Contractual Exercise Number of Exercise

Range of Exercise Prices Qptions Life (In Years) Price Options Price
$15.65t0$2024 ............... 64,833 34 $15.66 64,833 $15.66
$202510$2299 . ... ... ... 547,414 5.8 $21.87 547,414 $21.87
$23.00 0 $26.19 ... ... ....... 404,905 5.1 $24.62 379,531 $24.53
$15.65t0 $26.19 ............... 1,017,152 54 $22.57 991,778 $22.48

The stock options had a weighted average fair value per share on the date of grant of $3.74 in 2006,
$3.69 in 2005 and $3.82 in 2004. Net cash proceeds from the exercise of stock options during the years ended
September 30, 2006, 2005 and 2004 were $0.9 million, $12.1 million and $7.2 million. The associated income
tax benefit from stock options exercised during the years ended September 30, 2006, 2005 and 2004 were less
than $0.1 million, $1.3 million and $0.6 million. The total intrinsic value of options exercised during the years
ended September 30, 2006, 2005 and 2004 were less than $0.1 million, $2.0 million and $1.2 million.

As of September 30, 2006, there was less than $0.1 million of total unrecognized compensation cost
related to nonvested stock options. That cost is expected to be recognized over a weighted-average period of
1.3 years.

Restricted Stock Plans

As noted above, the 1998 Long-Term Incentive Plan provides for discretionary awards of restricted stock
to help attract, retain and reward employees and non-employee directors of Atmos and its subsidiaries. Certain
of these awards vest based upon the passage of time and other awards vest based upon the passage of time
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and the achievement of specified performance targets. The associated expense is recognized ratably over the
vesting period. The following summarizes information regarding the restricted stock plan:

2006 2005 2004

Weighted Weighted Weighted

Number of Average Number of Average Number of Average
Restricted Grant-Date Restricted Grant-Date Restricted Grant-Date
Shares  Fair Value Shares-  Fair Value Shares  Fair Value

Nonvested at beginning of year ... 592,490 $25.32 345,519 $23.72 107,837  $21.19

Granted. .. ................ 440,016  26.80 294,834 26.78 240,686 24.78
Vested. ................... (265,546) 24.42 (36,106)  21.97 2,175)  15.65
Forfeited. . . ............... (20,184)  26.95 (11,757)  24.70 (829) 23.83
Nonvested at end of year. . ...... 746,776 $26.49 592,490 $25.32 345,519 $23.72

As of September 30, 2006, there was $12.4 million of total unrecognized compensation cost related to
nonvested restricted shares granted under the 1998 Long-Term Incentive Plan. That cost is expected to be
recognized over a weighted-average period of 1.9 years. The fair value of restricted stock vested during the
years ended September 30, 2006, 2005 and 2004 was $6.5 million, $0.8 million and less than $0.1 million.

Other Plans
Direct Stock Purchase Plan

We maintain a Direct Stock Purchase Plan which allows participants to have all or part of their cash
dividends paid quarterly in additional shares of our common stock. Through March 2004, participants were
permitted to reinvest their cash dividends at a three percent discount from market prices. Effective April 2004,
the three percent discount on reinvested dividends was eliminated and the minimum initial investment required
to join the plan was increased to $1,250. Direct Stock Purchase Plan participants may purchase additional

shares of Atmos common stock as often as weekly with voluntary cash payments of at least $25, up to an
annual maximum of $100,000.

Outside Directors Stock-For-Fee Plan

In November 1994, the Board adopted the Outside Directors Stock-for-Fee Plan which was approved by
the shareholders of Atmos in February 1995 and was amended and restated in November 1997. The plan

permits non-employee directors to receive all or part of their annual retainer and meeting fees in stock rather
than in cash.

Equity Incentive and Deferred Compensation Plan for Non-Employee Directors

In November 1998, the Board of Directors adopted the Equity Incentive and Deferred Compensation Plan
for Non-Employee Directors which was approved by the shareholders of Atmos in February 1999. This plan
amended the Atmos Energy Corporation Deferred Compensation Plan for Outside Directors adopted by the
Company in May 1990 and replaced the pension payable under the Company’s Retirement Plan for Non-
Employee Directors. The plan provides non-employee directors of Atmos with the opportunity to defer receipt,
until retirement, of compensation for services rendered to the Company, invest deferred compensation into
either a cash account or a stock account and to receive an annual grant of share units for each year of service
on the Board.

Other Discretionary Compensation Plans

We created the Variable Pay Plan in fiscal 1999 for our utility segment employees to give each employee
an opportunity to share in the success of Atmos based on the achievement of key performance measures
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considered critical to achieving business objectives for a given year. These performance measures may include
earnings growth objectives, improved cash flow objectives or crucial customer satisfaction and safety results.
We monitor progress towards the achievement of the performance measures throughout the year and record
accruals based upon the expected payout using the best estimates available at the time the accrual is recorded.

We implemented the Annual Incentive Plan in October 2001 to give the employees in our nonutility
segments an opportunity to share in the success of the nonutility operations. The plan is based upon the net
earnings of the nonutility operations and has minimum and maximum thresholds. The plan must meet the
minimum threshold in order for the plan to be funded and distributed to employees. We monitor the progress
toward the achievement of the thresholds throughout the year and record accruals based upon the expected
payout using the best estimates available at the time the accrual is recorded.

9. Retirement and Post-Retirement Employee Benefit Plans

We have both funded and unfunded noncontributory defined benefit plans that together cover substantially
all of our employees. We also maintain post-retirement plans that provide health care benefits to retired
employees. Finally, we sponsor defined contribution plans which cover substantially all employees. These
plans are discussed in further detail below.

Defined Benefit Plans
Employee Pension Plans

As of September 30, 2006, we maintained two defined benefit plans: the Atmos Energy Corporation
Pension Account Plan (the Plan) and the Atmos Energy Corporation Retirement Plan for Mississippi Valley
Gas Union Employees (the Union Plan) (collectively referred to as the Plans). The Plans are held within the
Atmos Energy Corporation Master Retirement Trust (the Master Trust).

The Plan is a cash balance pension plan, that was established effective January 1999 and covers
substantially all employees of Atmos. Opening account balances were established for participants as of
January 1999 equal to the present value of their respective accrued benefits under the pension plans which
were previously in effect as of December 31, 1998. The Plan credits an atlocation to each participant’s account
at the end of each year according to a formula based on the participant’s age, service and total pay (excluding
incentive pay).

The Plan also provides for an additional annual allocation based upon a participant’s age as of January 1,
1999 for those participants who were participants in the prior pension plans. The Plan will credit this
additional allocation each year through December 31, 2008. In addition, at the end of each year, a participant’s
account will be credited with interest on the employee’s prior year account balance. A special grandfather
benefit also applies through December 31, 2008, for participants who were at least age 50 as of January 1,
1999, and who were participants in one of the prior plans on December 31, 1998. Participants fully vest in
their account balances after five years of service and may choose to receive their account balances as a lump
sum or an annuity.

The Union Plan is a defined benefit plan that covers substantially all full-time union employees in our
Mississippi Division. Under this plan, benefits are based upon years of benefit service and average final
earnings. Participants vest in the plan after five years and will receive their benefit in an annuity.

Generally, our funding policy is to contribute annually an amount in accordance with the requirements of
the Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are made
from time to time as considered necessary. Contributions are intended to provide not only for benefits
attributed to service to date but also for those expected to be earned in the future.
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During fiscal 2006, we voluntarily contributed $2.9 million to the Union Plan. The current year
contribution achieved a desired level of funding by satisfying the minimum funding requirements while
maximizing the tax deductible contribution for this plan for plan year 2005. During fiscal 2005, we voluntarily
contributed $3.0 million to the Master Trust to maintain the level of funding we desire relative to our
accumulated benefit obligation. We made the contribution because declining high yield corporate bond yields
in the period leading up to our June 30, 2005 measurement date resulted in an increase in the present value of
our plan liabilities. We are not required to make a minimum funding contribution during fiscal 2007 nor do we
anticipate making any voluntary contributions during fiscal 2007.

We manage the Master Trust’s assets with the objective of achieving a rate of return net of inflation of
approximately four percent per year. We make investment decisions and evaluate performance on a medium
term horizon of at least three to five years. We also consider our current financial status when making
recommendations and decisions regarding the Master Trust’s assets. Finally, we strive to ensure the Master
Trust’s assets are appropriately invested to maintain an acceptable level of risk and meet the Master Trust’s

long term asset allocation policy.

To achieve these objectives, we invest the Master Trust’s assets in equity securities, fixed income
securities, interests in commingled pension trust funds and cash and cash equivalents. Investments in equity
securities are diversified among the market’s various subsectors to diversify risk and maximize returns. Fixed
income securities are invested in investment grade securities. Cash equivalents are invested in securities that
either are short term (less than 180 days) or readily convertible to cash with modest risk.

The following table presents asset allocation information for the Master Trust as of September 30, 2006
and 2005.

Actual
Allocation
Targeted September 30
Security Class Allocation Range 2006 2005

Domestic eqUIties . . . . .. oot e 35%-55% 44.3% 45.0%

International equities. . . . ... ... .t 10%-20% 15.6% 17.9%
Fixedincome . ...... ... ... . .. . . . . i, 10%-30% 18.8% 18.1%
Company stock. ... ... .. 0%-10% 92% 9.1%
Otherassets ......... ... e, 5%-15% 10.7% 9.6%
Cashandequivalents ................ ... oiiririninnann.. N/A 1.4% 0.3%

At September 30, 2006 and 2005, the Plan held 1,169,700 shares of Atmos common stock, which
represented 9.2 percent and 9.1 percent of total Master Trust assets. These shares generated dividend income
for the Plan of approximately $1.5 million during both fiscal 2006 and 2005.

9%



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

Our employee pension plan expenses and liabilities are determined on an actuarial basis and are affected
by numerous assumptions and estimates including the market value of plan assets, estimates of the expected
return on plan assets and assumed discount rates and demographic data. We review the estimates and
assumptions underlying our employee pension plans annually based upon a June 30 measurement date. The
development of our assumptions is fully described in our significant accounting policies in Note 2. The
actuarial assumptions used to determine the pension liability for the Plans were determined as of June 30,
2006 and 2005 and the actuarial assumptions used to determine the net periodic pension cost for the Plans
were determined as of June 30, 2005, 2004 and 2003. These assumptions are presented in the following table:

Pension
Liability Pension Cost
2006 2005 2006 2005 2004
Discountrate . ........ ...t 6.30% 5.00% 5.00% 6.25% 6.00%
Rate of compensation increase . ....................... 4.00% 4.00% 4.00% 4.00% 4.00%
Expected returnon plan assets .. ...................... 8.25% 8.50% 8.50% 8.75% 9.00%

The following table presents the Plans’ accumulated benefit obligation, projected benefit obligation and

funded status as of September 30, 2006 and 2005.

2006 2005
(In thousands)

Accumulated benefit obligation . . ............ ... ... ... ... . L $316,078  $348,383
Change in projected benefit obligation:

Benefit obligation at beginning of year . . ........ ... ... .. . oo $359,924  $312,997

SEIVICE COSL. . oot ittt et e e e e e e e e 13,465 10,401

Interest COSt. . ... e 17,932 19,412

Actuarial 1oss (Zain). . . .. .. e e (36,748) 43,313

Benefits paid . ... ... L (28,109)  (26,199)

Benefit obligation at end of year. . ......... ... s 326,464 359,924
Change in plan assets:

Fair value of plan assets at beginning of year .. ..... .. .. .. .. ... ... ... ... 355,939 346,162

Actual return on plan assets . ... ... ... 32,005 32,976

Employer contributions ... ... ... .. 2,879 3,000

Benefits paid . .. ... .. e (28,109) (26,199)

Fair value of plan assets atend of year . . .. ...........vvuiiirunnnnnenn.. . 362,714 355,939
Reconciliation:
Funded status ... .. ... ... .. .. e 36,250 (3,985)
Unrecognized prior SEIVICE COSE . . .. oottt e e e (4,980) (5,939)
Unrecognized Nt 10SS . . . ...\t e 65,646 119,270
Net amount recognized .. ... ... ... . $ 96,916  $109,346
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Net periodic pension cost for the Plans for 2006, 2005 and 2004 is recorded as operating expense and
included the following components:

Year Ended September 30
2006 2005 2004
(In thousands)

Components of net periodic pension cost:

SEIVICE COSL . .. vttt e et e $ 13,465 $10401 $ 7,696
Interest COSt . . . .. ... .. . 17,932 19,412 19,691
Expected return on assets .. . ............iii... (25,598)  (27,541)  (30,097)
Amortization of prior service cost. .. ............ ..., (959) (1,028) (1,028)
Recognized actuarial foss ... ........... .. ., 10,469 6,276 6,555
Net periodic pension COSt . . ... .. ov v nenennn.. $15309 $ 7,520 §$ 2817

Supplemental Executive Benefits Plans

We have a nonqualified Supplemental Executive Benefits Plan which provides additional pension,
disability and death benefits to the officers and certain other employees of Atmos. The Supplemental Plan was
amended and restated in August 1998. In addition, in August 1998, we adopted the Performance-Based
Supplemental Executive Benefits Plan which covers all employees who become officers or division presidents
after August 12, 1998 or any other employees selected by our Board of Directors at its discretion.

Similar to our employee pension plans, we review the estimates and assumptions underlying our
supplemental executive benefit plans annually based upon a June 30 measurement date using the same
techniques as our employee pension plans. The actuarial assumptions used to determine the pension liability
for the supplemental plans were determined as of June 30, 2006 and 2005 and the actuarial assumptions used
to determine the net periodic pension cost for the supplemental plans were determined as of June 30, 2005,
2004 and 2003. These assumptions are presented in the following table:

Pension
Liability Pension Cost
2006 2005 2006 2005 2004
Discountrate . . .. ... ...t e 6.30% 5.00% 5.00% 6.25% 6.00%
Rate of compensation increase . ...............uuu.... 4.00% 4.00% 4.00% 4.00% 4.00%
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The following table presents the supplemental plans’ accumulated benefit obligation, projected benefit
obligation and funded status as of September 30, 2006 and 2005.

2006 2005
(In thousands)

................................. $ 79,209 § 86,661

Accumulated benefit obligation

Change in projected benefit obligation:

Benefit obligation at beginning of year .. ......... ... .. .. ... $97941  $ 73,998
SeTVICE COSt . .ottt 3,001 2,144
IerESt COST .« . e e 4,955 4,658
Actuarial 10ss (gain) . . ... ... ... (14,618) 20,637
Benefits paid ... ... .. e (3,780) (3,496)
Benefit obligation atend of year . . .. ... ... . L oL oL 87,499 97,941

Change in plan assets:
Fair value of plan assets at beginning of year. . ..................... - —

Employer contribution. . .. ........... ... 3,780 3,496
Benefits paid ... ... ... e (3,780) (3,496)
Fair value of plan assets atendof year .. .............. ... . ... ... — —
Reconciliation:
Funded status . . ... ... i e s (87,499) (97,941)
Unrecognized prior SErvice COSt. . ... ....voue it n e unn 1,684 2,706
Unrecognized net 10SS. . ... ...ttt e e 22,927 40,334
Accrued pPension COSt . . ...ttt it e $(62,888) $(54,901)

Assets for the supplemental plans are held in separate rabbi trusts and comprise the following:

Unrealized
Holding Market
Cost Gain Value

(In thousands)

As of September 30, 2006:
Domestic equity mutual funds ......................... $30,562 $1,099 $31,661
Foreign equity mutual funds . ............ ... ... ... ... 5,975 1,542 7,517

$36,537 $2,641 $39,178

As of September 30, 2005:
Domestic equity mutual funds .......... ... ... .. .. .... $28,902 $ 897 $29,799
Foreign equity mutual funds. .. ......... ... ... .. ... .... 5,133 328 5,461

$34,035 $1,225 $35,260
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At September 30, 2006, we maintained investments in one domestic equity mutual fund and one domestic

bond fund that were in unrealized loss positions as of September 30, 2006. Information concerning unrealized
losses for our supplemental plan assets follows:

Less Than 12 Months 12 Months or More
Unrealized Unrealized
Fair Value Loss Fair Value Loss
(In thousands)
Domestic equity mutual funds .. .............. $19,963 $773 $— $—

Because these funds are only used to fund the supplemental plans, we evaluate investment performance
over a long-term horizon. Based upon our intent and ability to hold these investments, the short-term nature of
the impairment as of September 30, 2006 and our ability to direct the source of the payments in order to
maximize the life of the portfolio, the improved investment returns in the last year and the fact that these
funds continue to receive good ratings from mutual fund rating companies, we do not consider this impairment
to be other-than-temporary.

Net periodic pension cost for the supplemental plans for 2006, 2005 and 2004 is recorded as operating
expense and included the following components:

Year Ended September 30
2006 2005 2004
(In thousands)

Components of net periodic pension cost:

SeIVICE COSE. . v v vttt et e e $ 3,001 $2,144  $2,037
Interest coSt. . .. .ot 4,955 4,658 4,324
Amortization of ransition asset . ... ... vttt — 4 96
Amortization of prior SErvice Cost ... .. ...ttt 1,022 1,022 1,022
Recognized actuarial loss. .. ... ... ... ... ... .. ..., 2,789 1,290 1,516

Net periodic pensioncost. . ......... ... ... ... . ........ $11,767  $9,118  $8,995

Supplemental Disclosures For Defined Benefit Plans with Accumulated Benefit Obligations in Excess of Plan
Assets

The following summarizes key information for our defined benefit plans with accumulated benefit
obligations in excess of plan assets. For fiscal 2005 the accumulated benefit obligation for the MVG plan
exceeded the fair value of plan assets. For fiscal 2006 and 2005 the accumulated benefit obligation for our
supplemental plans exceeded the fair value of plan assets.

Employee Pension Plans Supplemental Plans
2005 2006 2005
(In thousands)
Projected Benefit Obligation . . .................. $13,550 $87,499  $97,941
Accumulated Benefit Obligation . ................ 10,738 79,209 86,661
Fair Value of Plan Assets .. .................... 6,465 — —
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Estimated Future Benefit Payments

The following benefit payments for our defined benefit plans, which reflect expected future service, as
appropriate, are expected to be paid in the following years:

Pension Supplemental
Plans Plans
(In thousands)

2007 .« $ 32,119 $ 3,729
2008 . o 27,923 4,242
2000 . e 28,588 4,512
2000 L e e 29,811 5,262
200 29,399 5,287
2002-2006 . . o e e e e 122,553 29,913

Postretirement Benefits

At September 30, 2006, we sponsored the Retirece Medical Plan for Retirees and Disabled Employees of
Atmos Energy Corporation (the Atmos Retiree Medical Plan). Effective December 31, 2004, the Atmos
Energy Corporation Retiree Welfare Benefits Plan for Certain MVG Non-Union Employees and the Atmos
Energy Corporation Retiree Welfare Benefits Plan for MVG Union Employees merged into the Atmos Retiree
Medical Plan.

This plan provides medical and prescription drug protection to all qualified participants based on their
date of retirement. The Plan provides different levels of benefits depending on the level of coverage chosen by
the participants and the terms of predecessor plans; however, we generally pay 80 percent of the projected net
claims and administrative costs and participants pay the remaining 20 percent of this cost.

On October 1, 2004, in connection with the acquisition of TXU Gas, we transitioned certain employees
from TXU Gas to Atmos Energy Corporation. Although we did not assume the existing employee benefit
liabilities or plans of TXU Gas, we received a credit of $18.9 million against the purchase price to permit us
to provide partial past service credits for retiree medical benefits under the Atmos Retiree Medical Plan. The
$18.9 million credit approximated the actuarially determined present value of the accumulated benefits related
to the past service of the transitioned employees on the acquisition date.

Generally, our funding policy is to contribute annually an amount in accordance with the requirements of
the Employee Retirement Income Security Act of 1974. However, additional voluntary contributions are made
annually as considered necessary. Contributions are intended to provide not only for benefits attributed to
service to date but also for those expected to be earned in the future. We expect to contribute $11.4 million to
our postretirement benefits plans during fiscal 2007.

We maintain a formal investment policy with respect to the assets in our postretirement benefits plans to
ensure the assets funding the postretirement benefit plans are appropriately invested to maintain an acceptable
level of risk. We also consider our current financial status when making recommendations and decisions
regarding the postretirement benefits plans.
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We currently invest the assets funding our postretirement benefit plans in money market funds, equity

mutual funds, fixed income funds and a balanced fund. The following table presents asset allocation
information for the postretirement benefit plan assets as of September 30, 2006 and 2005.

Actual
Allocation
September 30
Security Class 2006 2005
Diversified investment fund™ . . ... ... 100% 97.2%
Cash and cash equivalents .. ....... ... .. ... ... . . i, — 2.8%

" This fund invests in a diversified portfolio of common stocks, preferred stocks and fixed income securities.
It may invest up to 75 percent of assets in common stocks and convertible securities.

Similar to our employee pension and supplemental plans, we review the estimates and assumptions
underlying our supplemental executive benefit plans annually based upon a June 30 measurement date using
the same techniques as our employee pension plans. The actuarial assumptions used to determine the pension
liability for our postretirement plan were determined as of June 30, 2006 and 2005 and the actuarial
assumptions used to determine the net periodic pension cost for the postretirement plan were determined as of
June 30, 2005, 2004 and 2003. The assumptions are presented in the following table:

Postretirement
Liability Postretirement Cost

2006 2005 2006 2005 2004
Discount rate . ...............cuurinranianannan.. 6.30% 5.00% 5.00% 6.25% 6.19%
Expected return on plan assets. . . ................... 520% 5.30% 5.30% 5.30% 5.30%
Inmitial trend rate . ............ ...t 8.00% 9.00% 9.00% 10.00% 9.00%
Ultimate trend rate .. ...........covttvinn e n.. 5.00% 5.00% 5.00% 5.00% 5.00%
Ultimate trend reached in . ........................ 2010 2010 2010 2010 2008
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The following table presents the postretirement ptan’s benefit obligation and funded status as of
September 30, 2006 and 2005.

2006 2005
(In thousands)

Change in benefit obligation:

Benefit obligation at beginning of year. .. ....................... $ 170,930  $ 125,189
SEIVICE COSE . . it e e e e 13,083 9,968
Interest COSt . . ...ttt e e 8,840 9,369
Plan participants’ contributions ... .......... ... . 1,340 2,131
Actuarial loss (gain) .. ... ... . (22.,657) 16,449
ACqQUISIHON . .. .o — 18,878
Benefits paid. . . ... ..o e (10,695) (11,054)
Subsidy payments . . . ... ... L 60 —
Benefit obligation atend of year ........... ... ... i 160,901 170,930
Change in plan assets:
Fair value of plan assets at beginning of year. . ................... 39,843 36,408
Actual return on plan assets. . .. ... ... .. o i oo i, 3,703 2,365
Employer contributions . . .. ......... .. i 10,609 9,993
Plan participants’ contributions . .......... ... ... . . i . 1,340 2,131
Benefits paid. . ... .. ... o (10,695) (11,054)
Fair value of plan assets atend of year . ........ ... ... ... ...... 44,800 39,843
Reconciliation:
Funded status . . .. .o e e (116,101) (131,087)
Unrecognized transition obligation. . . ........... ... ... ... ... ... 11,154 12,665
Unrecognized prior SErviCe COSL. . .. oottt ittt i i 33 394
Unrecognized net loSs. . ... ..o vt e e 3,060 28,513
Accrued postretirement COSt ... ..ottt n et e $(101,854) $ (89,515)

Net periodic postretirement cost for 2006, 2005 and 2004 is recorded as operating expense and included
the components presented below. The 2006, 2005 and 2004 amounts reflect the impact of adopting the
provisions of the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Act)
beginning in the second quarter of fiscal 2004 as the plan is considered “actuarially equivalent” to Medicare
Part D.
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Year Ended September 30

2006 2005 2004
(In thousands)

Components of net periodic postretirement cost:

SEIVICE COSL. . v vt ittt ittt et e e $13,083 $ 9,968 $ 5,941
Interest COSt. .\ v vttt e e e e e 8,840 9,369 7,355
Expected return On @ssetS . .. ..ottt 2,187) (2,070) (1,523)
Amortization of transition obligation . .................... 1,511 1,511 1,511
Amortization of prior service cost. . .. ........uit .. 361 386 386
Recognized actuarial loss . . ............... .. .. ... ... 1,280 622 635
Net periodic postretirement cost . ..............c........ $22,888 §$19,786  $14,305

Assumed health care cost trend rates have a significant effect on the amounts reported for the plan. A
one-percentage point change in assumed health care cost trend rates would have the following effects on the
latest actuarial calculations:

1-Percentage 1-Percentage
Point Increase Point Decrease

(In thousands)

Effect on total service and interest cost components .............. $ 3,782 $ (3,064)
Effect on postretirement benefit obligation ... .................. $17.678 $(14,974)

We are currently recovering other postretirement benefits costs through our regulated rates under
SFAS 106 accrual accounting in substantially all of our service areas. Other postretirement benefits costs have
been specifically addressed in rate orders in each jurisdiction served by our Mid-States Division and our
Mississippt Division or have been included in a rate case and not disallowed. Management believes that
accrual accounting in accordance with SFAS 106 is appropriate and will continue to seek rate recovery of
accrual-based expenses in its ratemaking jurisdictions that have not yet approved the recovery of these
expenses.

Estimated Future Benefit Payments

The following benefit payments paid by us, retirees and prescription drug subsidy payments for our
postretirement benefit plans, which reflect expected future service, as appropriate, are expected to be paid in
the following years:

Company Retiree Subsidy Postrz(t)it:::lment
Payments  Payments  Payments Benefits
(In thousands)

2007 .o $11,408 $ 2,249 $127 $ 13,784
2008 .. 10,180 2,574 32 12,786
2009 .. 11,404 2,743 e 14,147
2010 .. 12,520 3,015 — 15,535
2010 o 13,621 3,278 — 16,899
2012-2016 . ... 86,065 20,698 — 106,763
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Defined Coniribution Plans

As of September 30, 2006, we maintained two defined contribution benefit plans: the Atmos Energy
Corporation Retirement Savings Plan and Trust (the Retirement Savings Plan) and the Atmos Energy
Corporation Savings Plan for MVG Union Employees (the Union 401K Plan).

The Retirement Savings Plan covers substantially all employees and is subject to the provisions of
Section 401(k) of the Internal Revenue Code. Participants may elect a salary reduction ranging from a
minimum of one percent up to a maximum of 65 percent of eligible compensation, as defined by the Plan, not
to exceed the maximum allowed by the Internal Revenue Service. We match 100 percent of a participant’s
contributions, limited to four percent of the participant’s salary, in Atmos common stock. However, participants
have the option to immediately transfer this matching contribution into other funds held within the plan.
Participants are eligible to receive matching contributions after completing one year of service. Participants are
also permitted to take out loans against their accounts subject to certain restrictions.

The Union 401K Plan covers substantially all Mississippi Division employees who are members of the
International Chemical Workers Union Council, United Food and Commercial Workers Union International
(the Union) and is subject to the provisions of Section 401(k) of the Internal Revenue Code. Employees of the
Union automatically become participants of the Union 401K plan on the date of union employment. We match
50 percent of a participant’s contribution, limited to six percent of the participant’s eligible contribution.
Participants are also permitted to take out loans against their accounts subject to certain restrictions.

Matching contributions to our defined contribution plans are expensed as incurred and amounted to
$7.0 million, $5.7 million, and $4.6 million for 2006, 2005 and 2004. The Board of Directors may also
approve discretionary contributions, subject to the provisions of the Internal Revenue Code of 1986 and
applicable regulations of the Internal Revenue Service. No discretionary contributions were made for 2006,
2005 or 2004. At September 30, 2006 and 2005, the Retirement Savings Plan held 3.2 percent and 3.1 percent
of our outstanding common stock.

10. Details of Selected Consolidated Balance Sheet Captions
The following tables provide additional information regarding the composition of certain of our balance
sheet captions.

Accounts receivable

Accounts receivable was comprised of the following at September 30, 2006 and 2005:

September 30

2006 2005
(In thousands)
Billed accounts receivable . . ..., ... ... $321,279  $381,469
Unbilled revenue. . .. ... .. . .. . e 44,607 62,337
Other accounts receivable .. ........ ... .. . .. .. ... .. 22,429 26,120
Total accounts receivable. . . .. .. ... . . e 388,315 469,926
Less: allowance for doubtful accounts .. .......... .. ... ... ... ..... (13,686) (15,613)
Net accounts receivable . . .. .. ... ... . .. $374,629  $454,313
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Other current assets

Other current assets as of September 30, 2006 and 2005 were comprised of the following accounts.
September 30

2006 2005
(In thousands)
Assets from risk management activities .. ... ... ... L. $ 12,553  $107913
Deferred gas cost .. ... ... . e 44,992 38,173
Taxesreceivable . .. ... ... .. L i 56,034 —
Current deferred tax asset .. ...t 18,943 67,365
Prepaid eXpenses. . . . oot e e 16,379 13,334
Current portion of leased assets receivable . ... ...... .. ... ... ... 2,973 2,973
Materials and supplies. . . ... ... ... ... . ... i 6,088 7,502
Other .. e e 11,990 978
Total. . . $169,952  $238,238

Property, plant and equipment
Property, plant and equipment was comprised of the following as of September 30, 2006 and 2005:

September 30
2006 2005
(In thousands)
Production plant . . ...t e $ 12,563 $§ 19401
Storage plant. . .. .. e e 118,902 116,708
Transmission plant . ... ... ... ... ... .. ... 863,882 753,499
Distribution plant . .. ... ... . . 3,404,220 3,164,316
General plant . ... ... . . ... 541,852 502,189
Intangible plant. . .. ... ... ... . . 85,059 75,571
5,026,478 4,631,684
CONSLruCtioN N PIOZIESS « . v v v v v ettt et et eaee e 74,830 133,926
5,101,308 4,765,610
Less: accumulated depreciation and amortization .. ............... (1,472,152) (1,391,243)
Net property, plant and equipment .. ........................ $ 3,629,156  § 3,374,367
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Deferred charges and other assets

Deferred charges and other assets as of September 30, 2006 and 2005 were comprised of the following
accounts.

September 30
2006 2005

(In thousands)
Pension plan assets in excess of plan obligations .. ................... $ 96916  $109,346
Marketable securities. . . ........ ... .. L 39,178 35,260
Long-term receivable on leased assets .. .................couvn... 16,440 19,413
Regulatory assets . ...........c.iuinunutit i 30,823 37,844
Deferred financing costs . .. ... ... e 42,673 47,792
Assets from risk management activities .. ... .......o. i 6,186 735
Other ... e 2,109 26,553
Total. ... $234,325  $276,943

Other current liabilities

Other current labilities as of September 30, 2006 and 2005 were comprised of the following accounts.

September 30
2006 2005

(In thousands)
Customer deposits . . . ..ottt e $102,555 $ 89,918
Accrued employee COSES « ..o vt ittt e e 27,276 26,409
Deferred gas COStS . . . ..ottt 68,959 134,048
Accrued INLEIESt . . ... e 54,892 53,675
Liabilities from risk management activities ............. ... .. ... .. 30,669 61,920
Taxes payable . .. ... . 50,673 66,083
Post-retirement obligations .. ........ . ... ... . 8,850 5,300
Regulatory cost of removal accrual ................ ... ... ........ 15,114 11,565
Other . .. e e 29,463 54,450
Total. .o $388,451  $503,368
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Deferred credits and other liabilities

Deferred credits and other liabilities as of September 30, 2006 and 2005 were comprised of the following
accounts.

‘ September 30

2006 2005
(In thousands)
Post-retirement obligations . ........... ... .. i $ 93,004 § 84215
Nongqualified retirement plan obligation . ... ........................ 62,388 54,901
Customer advances for CONSIrUCHON . . . . . .o o it i i i i inia e n 17,481 18,872
Liabilities from risk management activities . ........................ 276 15,316
Deferred revenue. . . ... ..o i e 4,049 5,488
Regulatory liabilities . .. ... ... ... .. ... . 10,825 8,084
Asset retirement Obligation . ... ...... ... e 15,070 —
Other . o e e e 785 12,739
Total. . e e $204,378  $199,615

11. Earnings Per Share

Basic and diluted earnings per share for the years ended September 30 are calculated as follows:

2006 2005 2004
(In thousands, except per share data)

Netincome ... ... ... ...ttt $147,737  §$135,785  $86,227
Denominator for basic income per share — weighted average

common Shares . ... i e 80,731 78,508 54,021
Effect of dilutive securities:

Restricted and other shares . . . ........................ 551 360 281

SIOCK OPHONS . . . ettt e e e e e 108 144 114
Denominator for diluted income per share — weighted average

common shares ............ ... ... .. 81,390 79,012 54,416
Net income per share —basic .......................... $ 18 §$ 173 § 1.60
Net income per share —diluted . . ....................... $ 182 $ 172§ 158

There were no out-of-the-money options excluded from the computation of diluted earnings per share for
the year ended September 30, 2006 and 2005. There were approximately 3,000 out-of-the-money options
excluded from the computation of diluted earnings per share for the year ended September 30, 2004 as their
exercise price was greater than the average market price of the common stock during that period.
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12. Income Taxes

The components of income tax expense from continuing operations for 2006, 2005 and 2004 were as
follows:

2006 2005 2004
(In thousands)

Current

Federal . ... . . e $ 838 $61,508 $ 9,003

State ... e 2,623 8,569 2,021
Deferred

Federal . ....... . . . . . e 77,154 11,453 35,970

Stale . .. e e e e 9,024 1,217 5,079
Investment tax credits .. ... ...ttt (486) (514) (535)

$89,153  $82,233  $51,538

Reconciliations of the provision for income taxes computed at the statutory rate to the reported provisions
for income taxes from continuing operations for 2006, 2005 and 2004 are set forth below:

2006 2005 2004
(In thousands)
Tax at statutory rate of 35%. ... ..o it e $82.912  $76,306 $48,218
Common stock dividends deductible for tax reporting........... (1,180) (1,088) (985)
State taxes (net of federal benefit) ............ ... ... ccv.n. 7,570 6,361 4,615
Other, net . . .. ... e e (149) 654 (310)
InCome taX eXpense . ... ... it $89,153  $82,233  $51,538
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Deferred income taxes reflect the tax effect of differences between the basis of assets and liabilities for
book and tax purposes. The tax effect of temporary differences that give rise to significant components of the
deferred tax liabilities and deferred tax assets at September 30, 2006 and 2005 are presented below:

2006 2005
(In thousands)

Deferred tax assets:

Costs expensed for book purposes and capitalized for tax purposes. . . . . $ 6469 $ 1,299
Accruals not currently deductible for tax purposes ... .............. 7,709 13,319
Customer advances . . ... ...t 6,643 8,455
Nonqualified benefit plans. .. ....... ... .. ... .. ... oL, 26,337 24,869
Postretirement benefits . .......... ... . .. .. . i oL 37,558 33,176
Treasury lock agreement . .. ........ ... ... it 12,589 14,698
Unamortized investment tax credit. . . .. ... ... ... .. . ... ... 680 864
Regulatory liabilities . . . ......... ... . . 1,460 9,836
Tax net operating loss and credit carryforwards . .................. 5,623 855
Gas cost adJuStIMENTS . . . ..o vttt ettt e e 19,434 36,432
Other, Net . .. .. e e 4,525 9,781
Total deferred tax assets. . .. ..ot 129,027 153,584
Deferred tax liabilities:
Difference in net book value and net tax value of assets............. (364,438) (317,834)
Pensionfunding .. ..... ... ... ... .. . ... (37,188) 42,597)
Regulatory assets . ........... ittt (1,695) (13,021)
Cost capitalized for book purposes and expensed for tax purposes . .. .. (1,618) (2,739)
Difference between book and tax on mark to market accounting. . . .. .. (9,536) (82)
Other, Met . .o e e (1,781) (2,153)
Total deferred tax liabilities ... ...t i (416,256) (378,426)
Net deferred tax labilities. . .. .......... i $(287,229)  $(224,842)
SFAS No. 109 deferred credits for rate regulated entities . . ............ $ 2,687 $ 2,833

We have tax carryforwards amounting to $5.6 million. The tax carryforwards include net operating losses
for federal purposes amounting to $4.3 million and state net operating losses amounting to $1.3 million. The
federal net operating loss carryforwards will expire in 2026. Depending on the jurisdiction in which the net
operating loss was generated, the state net operating losses will begin to expire between 2011 and 2026.

The Internal Revenue Service is currently conducting a routine examination of our fiscal 2002, 2003 and
2004 tax returns. We believe all material tax items which relate to the years under audit have been properly
accrued.
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13. Commitments and Contingencies
Litigation
Colorado-Kansas Division

We are a defendant in a lawsuit originally filed by Quinque Operating Company, Tom Boles and Robert
Ditto in September 1999 in the District Court of Stevens County, Kansas against more than 200 companies in
the natural gas industry. The plaintiffs, who purport to represent a class of royalty owners, allege that the
defendants have underpaid royalties on gas taken from wells situated on non-federal and non-Indian lands in
Kansas, predicated upon allegations that the defendants’ gas measurements were inaccurate. The plaintiffs
have not specifically alleged an amount of damages. We are also a defendant, along with over 50 other
companies in the natural gas industry, in another proposed class action lawsuit filed in the same court by Will
Price, Tom Boles and The Cooper Clarke Foundation in May 2003 involving similar allegations. We believe
that the plaintiffs’ claims are lacking in merit and we intend to vigorously defend these actions. While the
results cannot be predicted with certainty, we believe the final outcome of such litigation will not have a
material adverse effect on our financial conditions, results of operations or net cash flows. We were also a
defendant in another lawsuit entitted /n Re Natural Gas Royalties Qui Tam Litigation, involving similar
allegations filed in June 1997 in the United States District Court for the District of Colorado, which was later
transferred to the United States District Court for the District of Wyoming, where it was consolidated with
approximately 50 additional lawsuits in October 1999, On October 20, 2006, the District Court granted the
defendants’ motion to dismiss this lawsuit for lack of subject matter jurisdiction.

United Cities Propane Gas, Inc.

United Cities Propane Gas, Inc., one of our wholly-owned subsidiaries, was a party to an action filed in
June 2000 that was pending in the Circuit Court of Sevier County, Tennessee. The plaintiffs’ claims arose out
of injuries alleged to have been caused by a low-level propane explosion. The plaintiffs were seeking to
recover damages of $13.0 million. The case was settled on November 14, 2006. As the settlement amount was
fully covered by insurance, the settlement did not have a material adverse effect on our financial condition,
results of operations or net cash flows.

We are a party to other litigation and claims that arose in the ordinary course of our business, including
certain litigation and claims that arose in the ordinary course of the business of TXU Gas Company, the
natural gas distribution and pipeline operations we acquired on October 1, 2004. While the results of such
litigation and claims cannot be predicted with certainty, we believe the final outcome of such litigation and
claims will not have a material adverse effect on our financial condition, results of operations or net cash
flows.

Environmental Matters
Former Manufactured Gas Plant Sites

We are the owner or previous owner of former manufactured gas plant sites in Johnson City and Bristol,
Tennessee, Keokuk, Iowa, and Hannibal, Missouri, which were used to supply gas prior to the availability of
natural gas. The gas manufacturing process resulted in certain byproducts and residual materials, including
coal tar. The manufacturing process used by our predecessors was an acceptable and satisfactory process at the
time such operations were being conducted. Under current environmental protection laws and regulations, we
may be responsible for response actions with respect to such materials if response actions are necessary.

United Cities Gas Company and the Tennessee Department of Environment and Conservation (TDEC)
entered into a consent order effective in January 1997, to facilitate the investigation, removal and remediation
of the Johnson City site. Prior to our merger with United Cities Gas Company in July 1997, United Cities Gas
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Company began the implementation of the consent order in the first quarter of fiscal 1997, which will continue
for the foreseeable future. The investigative phase of the work at the site has been completed, and an interim
removal action was completed in June 2001. We installed four groundwater monitoring wells at the site in
2002 and have submitted the analytical results to the TDEC. We completed a risk assessment report that has
been approved by the TDEC as well as a feasibility study for this site, which was submitted to the TDEC in
October 2003. The feasibility study recommends a remedial action that will limit the use of and access to the
impacted soil, cap the site with the addition of a clay fill and geosynthetic liner and groundwater monitoring
for a period of up to 30 years. The feasibility study was approved by the TDEC in February 2005. The
estimated cost of the remedial action is $1.5 million, which is comprised primarily of operating and
maintenance costs that would be associated with a groundwater monitoring project. In January 2006, the
TDEC issued a Record of Decision approving the remedial action recommended in the feasibility study. The
Tennessee Regulatory Authority granted us permission to defer, until our next rate case in Tennessee, all costs
incurred in Tennessee in connection with state and federally mandated environmental control requirements.

In March 2002, the TDEC contacted us about conducting an investigation at a former manufactured gas
plant located in Bristol, Tennessee. We agreed to perform a preliminary investigation at the site, which we
completed in June 2002. The investigation identified manufactured gas plant residual materials in the soil
beneath the site, and we have proposed performing a focused removal action to remove any such residuals.
The TDEC requested that the focused removal action be conducted pursuant to a voluntary agreement. In
April 2004, we entered into a voluntary consent agreement with the TDEC for the performance of the removal
action and the removal action was completed in November 2004. In September 2005, we filed site use
limitations on the property in the local property records, including restrictions on the use of the site to
commercial and industrial purposes and a prohibition of the use of groundwater for use as drinking water were
filed. In February 2006, we received a Completion Letter from the TDEC informing us that no further action
is required at this site pursuant to the voluntary consent agreement with the TDEC.

In July 1998, we entered into an Abatement Order on Consent with the Missouri Department of Natural
Resources to address the former manufactured gas plant located in Hannibal, Missouri. We agreed to perform
a removal action and a subsequent site evaluation and to reimburse the response costs incurred by the state of
Missouri in connection with the property. The removal action was conducted and completed in August 1998,
and the site-evaluation field work was conducted in August 1999. A risk assessment for the site has been
approved by the Missouri Department of Natural Resources. In preparation for the risk assessment, we
executed and recorded certain site-use limitations, including restricting use of the site to commercial and
industrial purposes and prohibiting the withdrawal of groundwater for use as drinking water. In addition, we
have installed a geosynthetic liner over the surface of the site.

In 1995, United Cities Gas Company entered into an agreement with a third party to resolve its share of
the costs of additional investigations and environmental-response actions for soil contamination at a former
manufactured gas plant in Keokuk, Iowa. However, the extent of groundwater contamination at the site, if any,
which is not covered by the agreement, has yet to be determined.

As of September 30, 2006, we had incurred costs of approximately $2.3 million for the investigations of
the Johnson City and Bristol, Tennessee, and Hannibal, Missouri sites.

We are a party to other environmental matters and claims that have arisen in the ordinary course of our
business. While the ultimate results of response actions to these environmental matters and claims cannot be
predicted with certainty, we believe the final outcome of such response actions will not have a material
adverse effect on our financial condition, results of operations or net cash flows because we believe that the
expenditures related to such response actions will either be recovered through rates, shared with other parties
or are adequately covered by insurance.
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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 September 30, 2006, AEM was committed to purchase
61.7 Bef within one year, 51.2 Bef within one to three years and 0.8 Bef after three years under indexed
contracts. AEM is committed to purchase 2.4 Bef within one year and 0.1 Bef within one to three years under
fixed price contracts with prices ranging from $3.40 to $12.00. Purchases under these contracts totaled
$2,124.3 million, $1,421.2 million and $1,252.2 million for 2006, 2005 and 2004.

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

Our Mid-Tex Division maintains long-term supply contracts to ensure a reliable source of gas for our
customers in its service area which obligate it to purchase specified volumes at market prices. The estimated
commitments under these contracts as of September 30, 2006 are as follows (in thousands):

2007 e e $560,461
2008 . 101,702
2000 L 9,091
2000 L e 8,518
200l e e 8,517
Thereafter . .. .. 19,928

$708,217

14. Leases

Leasing Operations

Atmos Power Systems, Inc. constructs electric peaking power-generating plants and associated facilities
and enters into agreements to either lease or sell these plants. We completed a sales-type lease transaction for
one distributed electric generation plant in 2001 and a second sales-type lease transaction in 2003. In
connection with these lease transactions, as of September 30, 2006 and 2005, we had receivables of
$19.4 million and $22.4 million and recognized income of $1.7 mitlion, $1.6 million and $1.9 million for
fiscal years 2006, 2005 and 2004. The future minimum lease payments to be received for each of the five
succeeding years are as follows:

Minimum
Lease
Receipts
(In thousands)
2007 o e e $ 2973
2008 . e 2,973
2000 .« e e e e e 2,973
2000 L e e 2,973
200 L o 2,973
Thereafter . ... .. 4,548
Total minimum lease receipts. . . ..ottt e $19,413
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Capital and Operating Leases

We have entered into non-cancelable operating leases for office and warchouse space used in our
operations. The remaining lease terms range from one to 20 years and generally provide for the payment of
taxes, insurance and maintenance by the lessee. Renewal options exist for certain of these leases. We have also
entered into capital leases for division offices and operating facilities. Property, plant and equipment included
amounts for capital leases of $5.8 million at September 30, 2006 and 2005. Accumulated depreciation for
these capital leases totaled $4.2 million and $3.8 million at September 30, 2006 and 2005. Depreciation
expense for these assets is included in consolidated depreciation expense on the consolidated statement of
income.

The related future minimum lease payments at September 30, 2006 were as follows:

Capital Operating
Leases Leases

(In thousands)

2007, $ 433 $ 15959
2008, .. 362 15,463
2000, L e 311 14,694
20010, . e 291 13,502
20, e 186 13,410
Thereafter. ... ... . . 1,194 103,778
Total minimum lease payments . . .. ...............uurinnienne.... 27977 $176,806
Less amount representing interest . .. ......ouuenenenenenenunenananas 1,205

Present value of net minimum lease payments . . ............ ... .. ...... $1,572

Consolidated lease and rental expense amounted to $11.4 million, $9.5 million and $8.1 million for fiscal
2006, 2005 and 2004.

15. Concentration of Credit Risk

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

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

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

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

September 30, September 30,
2006 2005

Investment grade . . ... ... ... .. e 40% 49%
Non-investment grade. .. ............ .. . o i _60% 51%
Total ... 100% 100%

The following table presents our derivative counterparty credit exposure by operating segment based upon
the unrealized fair value of our derivative contracts that represent assets as of September 30, 2006. Investment
grade counterparties have minimum credit ratings of BBB-, assigned by Standard & Poor’s Rating Group; or
Baa3, assigned by Moody’s Investor Service. Non-investment grade counterparties are composed of counter-
parties that are below investment grade or that have not been assigned an internal investment grade rating due
to the short-term nature of the contracts associated with that counterparty. This category is composed of
numerous smaller counterparties, none of which is individually significant.

Natural Gas
Utility Marketing
Segment'" Segment Consolidated

(In thousands)
$16,001 $16,001
2,738 2,738

$18,739 $18,739

Investment grade counterparties . .....................
Non-investment grade counterparties. . . ................

Th T

" Counterparty risk for our utility segment is minimized because hedging gains and losses are passed through
1O our customers.

16. Supplemental Cash Flow Disclosures

Supplemental disclosures of cash flow information for 2006, 2005 and 2004 are presented below.

2006 2005 2004
(In thousands)
Cash paid forinterest. ... ....... ... ...t .. $149,031 $103,418  $65,700
Cash paid for income taxes ...................cooui.... $ 77,265 $ 51,490 $ 1,677

There were no significant noncash investing and financing transactions during fiscal 2006, 2005 and
2004. All cash flows and non cash activities related to our commodity derivatives are considered as operating
activities.
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17. Segment Information

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

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

Our operations are divided into four segments:
+ The utility segment, which includes our regulated natural gas distribution and related sales operations,

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

* The pipeline and storage segment, which includes our regulated and nonregulated natural gas transmis-
sion and storage services and

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

Our determination of reportable segments considers the strategic operating units under which we manage
sales of various products and services to customers in differing regulatory environments. Although our utility
segment operations are geographically dispersed, they are reported as a single segment as each utility division
has similar economic characteristics. The accounting policies of the segments are the same as those described
in the summary of significant accounting policies. We evaluate performance based on net income or loss of
the respective operating units. Interest expense is allocated pro rata to each segment based upon our net
investment in cach segment. Income taxes are allocated to each segment as if each segment’s taxes were
calculated on a separate return basis.
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Summarized income statements and capital expenditures by segment are shown in the following tables.
Year Ended September 30, 2006

Operating revenues from external

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

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

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

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

Taxes, other than income

Impairment of long-lived
asSetS. ...

Total operating expenses

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

Net income

..........

Natural Gas Pipeline Other

Utility Marketing  and Storage Nonutility Eliminations Consolidated
(In thousands)

$3,649,851 $2,418856 $ 81,857 $1,799 § —  $6,152,363
740 737,668 78,710 4,099 (821,217) —
3,650,591 3,156,524 160,567 5,898 (821,217) 6,152,363
2,725,534 3,025,897 838 — (816,476) 4,935,793
925,057 130,627 159,729 5,898 4,741y 1,216,570
357,519 22,223 53,641 5,013 (4,978) 433,418
164,493 1,834 19,166 103 185,596
178,204 4,335 9,064 390 — 191,993
22,947 — — — — 22,947
723,163 28,392 81,871 5,506 (4,978) 833,954
201,894 102,235 77,858 392 237 382,616
9,506 2,598 2,554 4,151 (17,928) 881
126,489 8,510 25,331 3,968 (17,691) 146,607
84911 96,323 55,081 575 — 236,890
31,909 37,757 19,457 30 — 89,153
$ 53002 $ 58566 $ 35624 $ 545 $ — $ 147,737
$ 307,742 % 909 $116,673 $ — § ~— § 425,324
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Operating revenues from external
parties

Intersegment revenues

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

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

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

Total operating expenses ... .. ..

Operating income
Miscellaneous income
Interest charges

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

Net income

Year Ended September 30, 2005

Utility Nﬁg’rli(aeltggs anl;ips‘;l;?aege N;l)iﬂlt(i:lrity Eliminations Consolidated
(In thousands)
$3,102,041 $1,783,926 § 73,880 $2,026 $ —  $4961,873
1,099 322,352 79,409 3,276 (406,136) —
3,103,140 2,106,278 153,289 5,302 (406,136) 4,961,873
2,195,774 2,044,305 6,811 — (402,654) 3,844,236
907,366 61,973 146,478 5,302 (3,482 1,117,637
346,594 18,444 50,773 4,153 (3,683) 416,281
159,497 1,896 16,504 108 — 178,005
164,910 648 8,915 223 — 174,696
671,001 20,988 76,192 4,484 (3,683) 768,982
236,365 40,985 70,286 818 201 348,655
6,776 771 2,030 2,575 (10,131) 2,021
112,382 3,405 24,579 2,222 (9,930) 132,658
130,759 38,351 47,737 1,171 — 218,018
49,642 14,947 17,138 506 — 82,233
$ S8LI117 $ 23404 $ 30,599 $ 665 $ — $ 135,785
$ 300,574 $ 649 $ 3190 $ — § — § 333,183
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Operating revenues from external
parties

Intersegment revenues

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

Gross profit . ..............
Operating expenses
Operation and maintenance . . .

Depreciation and
amortization

Total operating expenses

Operating income .. .........,

Miscellaneous income
Interest charges

Income before income taxes

Income tax expense

Net income

Utility revenues:
Gas sales revenues:
Residential . . .........
Commercial
Industrial
Agricultural

Public authority and other

Total gas sales revenues . ...................

Transportation revenues

Other gas revenues

Total utility revenues

Natural gas marketing revenues .. ..................

Pipeline and storage revenues
Other nonutility revenues

Year Ended September 30, 2004

Natural Gas Pipeline Other
Utility Marketing  and Storage Nonutility Eliminations Consolidated
(In thousands)
$1,636,636 $1,279,424 § 1,617 $2,360 $ —  $2,920,037
1,092 339,178 18,141 1,033 (359,444) —
1,637,728 1,618,602 19,758 3,393 (359,444) 2,920,037
1,134,594 1,571,971 9,383 — (358,102) 2,357,846
503,134 46,631 10,375 3,393 (1,342) 562,191
195,471 15,692 2,533 2,150 (1,376) 214,470
92,954 2,089 1,488 116 — 96,647
54,819 1,124 1,061 375 — 57,379
343,244 18,905 5,082 2,641 (1,376) 368,496
159,890 27,726 5,293 752 34 193,695
5,847 843 289 8,290 (5,762) 9,507
65,399 2,711 1,053 2,002 (5,728) 65,437
100,338 25,858 4,529 7,040 — 137,765
37,242 9,225 1,762 3,309 — 51,538
$ 6309 $ 16,633 §$ 2,767 $3,731 $ — $ 86,227
$ 189,291 $ 520 $§ 474 $ — 3 — § 190,285
The following table summarizes our revenues by products and services for the year ended September 30.
2006 2005 2004
(In thousands)

..................... $2,068,736  $1,791,172 $ 923,773

..................... 1,061,783 869,722 400,704

..................... 276,186 229,649 155,336

..................... 40,664 27,889 31,851

..................... 103,936 86,853 77,178

3,551,305 3,005,285 1,588,842

..................... 61,475 58,897 30,622

..................... 37,071 37,859 17,172

..................... 3,649,851 3,102,041 1,636,636

2,418,856 1,783,926 1,279,424

..................... 81,857 73,880 1,617

..................... 1,799 2,026 2,360

..................... $6,152,363  $4,961,873  $2,920,037

Total operating revenues




ATMOS ENERGY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance sheet information at September 30, 2006 and 2005 by segment is presented in the following

tables:

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

Cash and cash equivalents. . . ... ...

Cash held on deposit in margin
ACCOUNL ..t vii e e e

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

Other current assets
Intercompany receivables

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

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

Deferred charges and other assets

CAPITALIZATION AND LIABILITIES
Shareholders’ equity . . .............
Long-term debt

Total capitalization
Current liabilities

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

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

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

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 . . .

September 30, 2006

Natural Pipeline
Gas and Other
Utility Marketing  Storage  Nonutility Eliminations Consolidated
(In thousands)
$3,083,301 $§ 7,531 $537,028 $ 1,296 § —  $3,629,156
281,143 (2,155) — — (278,988) —
8,738 45,481 — 21,596 — 75,815
— 35,647 — — — 35,647
— 13,164 19,040 ——— (19,651) 12,553
714,472 261,435 26,325 8,119 (16,821) 993,530
602,809 e — — (602,809) —
1,326,019 355,727 45,365 29,715 (639,281) 1,117,545
— 3,152 — — — 3,152
567,221 24,282 143,866 — — 735,369
— 6,190 5 — ©) 6,186
204,617 1,315 5,301 16,906 — 228,139
$5,462,301 $396,042 §731,565 $47917 $(918,278) $5,719,547
$1,648,098 $139,863 $107,640 $33,640 $(281,143) $1,648,098
2,176,473 — — 3,889 — 2,180,362
3,824,571 139,863 107,640 37,529 (281,143) 3,828,460
1,250 — — 1,936 — 3,186
382,416 —_— 382,416
27,209 22,500 531 — (19,571) 30,669
473,101 183,077 61,458 — (14,746) 702,890
— 75,665 525,895 1,249 (602,809) —
883,976 281,242 587,884 3,185 (637,126) 1,119,161
297,821 25,777 31,927 2,201 — 306,172
— 280 5 — )] 276
261,376 — — — — 261,376
194,557 434 4,109 5,002 — 204,102
$5,462,301  $396,042 $731,565 $47,917 $(918,278) $5,719,547
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ATMOS ENERGY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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

Cash and cash equivalents .. ......

Cash held on deposit in margin
account . ...

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

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

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 maturities of long-term
debt......... ... ... .. ...

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

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

Total current liabilities . ........
Deferred income taxes.............

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

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

September 30, 2005
Natural Pipeline
as and Other
Utility Marketing  Storage  Nonutility Eliminations Consolidated
(In thousands)
$2,926,096 $ 7,278 $439574 $ 1419 $ —  $3,374,367
231,342 (1,896) — — (229,446) —
10,663 28,949 — 504 — 40,116
4,170 76,786 — — — 80,956
93,310 39,528 1,739 — (26,664) 107,913
666,081 421,777 36,208 63,820  (152,441) 1,035,445
505,728 — - 20,133 (525,861) —
1,279,952 567,040 37,947 84,457 (704,966) 1,264,430
— 3,507 — — — 3,507
566,800 24,282 143,198 — — 734,280
— 2,073 1,338 — (2,676) 735
249,179 1,461 5,737 19,831 e 276,208
$5,253,369 $603,745 $627,794 $105,707 $(937,088) $5,653,527
$1,602,422 $144,827 $ 53,426 $ 33,080 $(231,342) $1,602,422
2,177,279 — — 5,825 — 2,183,104
3,779,701 144,827 53,426 38,914 (231,342) 3,785,526
1,250 — — 2,014 — 3,264
144,809 60,000 — 51,320 (111,320) 144,809
— 63,936 25,038 — (27,054) 61,920
623,300 217,777 95,557 4,963 (38,835) 902,762
— 87,968 437,893 o (525,861) —
769,359 429,681 558,488 58,297  (703,070) 1,112,755
268,108 12,369 9,563 2,167 — 292,207
— 16,654 1,338 — (2,676) 15,316
263,424 — — — — 263,424
172,777 214 4,979 6,329 — 184,299
$5,253,369 $603,745 $627,794 $105,707 $(937,088) $5,653,527
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18. Related Party Transactions

AEM provides a variety of natural gas management services to our Kentucky, Louisiana and Mid-States
divisions including furnishing natural gas supplies at fixed and market-based prices and the management of
certain of our underground storage facilities. Additionally, at times, AEM places financial instruments for our
various divisions to partially insulate us and our customers from gas price volatility.

Atmos Pipeline and Storage, L.L.C. provides asset management services for certain of our utility storage
fields in exchange for a contractually negotiated demand charge. The Atmos Pipeline — Texas Division, a
division of Atmos, provides natural gas transportation services to our Atmos Energy Mid-Tex Division.

Atmos Energy Services, L.L.C., provides natural gas management services for our own utility operations,
other than the Mid-Tex Division. Prior to the second quarter of fiscal 2004, this entity conducted limited
operations. However, beginning in April 2004, AES began providing natural gas supply management services
to our utility operations in a limited number of states. These services include aggregating and purchasing gas
supply, arranging transportation and storage logistics and ultimately delivering the gas to our utility service
areas at competitive prices.

The following summarizes our significant affiliate transactions with AEM, APS and AES.

2006 2005 2004
(In thousands, unless otherwise indicated)

Gas purchases'":

Dollars. . ... $471,844  $227.315  $235,320
Volumes (Mcf) .. .. ... o 52,554 31,370 42,518
Average sales priceper Mcf .. ....................... $ 898 § 725 $ 553
Storage contract fees .. ....... ... ... $ 1,792 $ 1,753 $ 2,765
Natural gas management Services . ... .............cou.n. $ 3573 % 298 § 682

(V" Gas purchases are made in a competitive bidding process, reflect market prices and exclude demand and
other charges.

JD Woodward was Senior Vice President, Nonutility Operations of the Company from April 2001 to
April 2006. Woodward Marketing L.L.C., a wholly-owned subsidiary of the Company through September 30,
2003 and its successor, AEM, leased office space from one corporation owned by Mr. Woodward. The lease
originated in April 2002 and was terminated in July 2006.

During 2006, 2005 and 2004, our utility division leased office space and vehicles from our natural gas
marketing and other nonutility segments. Base lease payments were $1.1 million, $1.0 million and $1.2 million
in 2006, 2005 and 2004.
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19. Selected Quarterly Financial Data (Unaudited)

Summarized unaudited quarterly financial data is presented below. The sum of net income per share by
quarter may not equal the net income per share for the year due to variations in the weighted average shares
outstanding used in computing such amounts. Our businesses are seasonal due to weather conditions in our
service areas. For further information on its effects on quarterly results, see the “Results of Operations”
discussion included in the “Management’s Discussion and Analysis of Financial Condition and Results of

Operations” section herein.
Quarter Ended

December 31 March 31 June 30

September 30

(In thousands, except per share data)

Fiscal year 2006:
Operating revenues

Utility segment . ........................ $1,405,010  $1,447,620 $ 402,044 § 395917
Natural gas marketing segment. .. ........... 1,101,845 818,629 562,447 673,603
Pipeline and storage segment . . .. ........... 39,712 45,483 35,862 39,510
Other nonutility segment .. ................ 1,492 1,595 1,413 1,398
Intersegment eliminations. . .. .............. (264,239) (279,481) (138,523) (138,974)
2,283,820 2,033,846 863,243 971,454
Grossprofit. ......... ... ... ... .. .. ... ... 346,590 405,403 204,500 260,077
Operating income .. ..................u.... 149,697 180,833 4,803 47,283
Netincome (JOSS) ...\ v v i, 71,027 88,796 (18,145) 6,059
Net income (loss) per basic share.............. $ 088 $ 110 $ (022 $ 0.07
Net income (loss) per diluted share ............ $ 088 §$ .10 § 022 $ 0.07
Fiscal year 2005:
Operating revenues
Utdlity segment .. ....................... $ 913,681 $1,235377 $501,735 § 452,347
Natural gas marketing segment. ............. 493,801 512,891 466,835 632,751
Pipeline and storage segment . . ............. 43,690 45,546 33,449 30,604
Other nonutility segment .. ................ 1,359 1,278 1,421 1,244
Intersegment eliminations. . .. .............. (83,907) (110,007) (96,563) (115,659)
1,368,624 1,685,085 906,877 1,001,287
Grossprofit............. ... ... ......... 322,103 375,894 221,274 198,366
Operating INCOME . . .. .....oviunrennon.... 128,674 172,181 39,468 8,332
Net income (I0SS) .. .......oovrininnn.... 59,599 88,502 4,486 (16,802)
Net income (loss) per basic share. . ............ $ 079 % .12 % 006 $ 0.21)
Net income (loss) per diluted share ............ $ 079 §$ .11 % 006 $ ©0.21)
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

ITEM 9A. Controls and Procedures
Management’s Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures that are designed to provide reasonable assurance
that information required to be disclosed by us, including our consolidated entities, in the reports that we file
or submit to the United States Securities and Exchange Commission under the Securities and Exchange Act of
1934, as amended (the “Act™), is recorded, processed, summarized and reported within the time periods
specified in the Securities and Exchange Commission’s rules and forms. Under the supervision and with the
participation of our management, including our Chairman, President and Chief Executive Officer (“Principal
Executive Officer”) and our Senior Vice President and Chief Financial Officer (“Principal Financial Officer”),
we evaluated the effectiveness of our disclosure controls and procedures, as such term is defined under
Rule 13a-15(e) promulgated under the Act. Based on this evaluation, our Principal Executive Officer and our
Principal Financial Officer concluded that our disclosure controls and procedures were effective as of
September 30, 2006 in ensuring that information required to be disclosed by us in this annual report on
Form 10-K was accumulated and communicated to our management, including our Principal Executive and
Principal Financial Officers, as appropriate, to allow timely decisions regarding required disclosure.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rule 13a-15(f), in providing reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. Under the supervision and with the participation of
our management, including our Principal Executive Officer and Principal Financial Officer, we evaluated the
effectiveness of our internal control over financial reporting based on the framework in Internal Control-
Inregrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Based on our evaluation under the framework in fnternal Control-Integrated Framework issued by
COSO and applicable Securities and Exchange Commission rules, our management concluded that our internal
control over financial reporting was effective as of September 30, 2006.

Ernst & Young LLP has issued its report on management’s assessment and on the effectiveness of the
Company’s internal control over financial reporting. That report appears below.

/s/  ROBERT W. BEST /s/ JOHN P. REDDY
Robert W. Best John P. Reddy
Chairman, President and Chief Executive Officer Senior Vice President and Chief Financial Officer

November 20, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors
Atmos Energy Corporation

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting, that Atmos Energy Corporation maintained effective internal control
over financial reporting as of September 30, 2006, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(the COSO criteria). Atmos Energy Corporation’s management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Atmos Energy Corporation maintained effective internal
control over financial reporting as of September 30, 2006, is fairly stated, in all material respects, based on the
COSO criteria. Also, in our opinion, Atmos Energy Corporation maintained, in all material respects, effective
internal control over financial reporting as of September 30, 2006, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Atmos Energy Corporation as of September 30, 2006
and 2005, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of
the three years in the period ended September 30, 2006 of Atmos Energy Corporation and our report dated
November 20, 2006 expressed an unqualified opinion thereon.

ERNST & YOUNG LLP

Dallas, Texas
November 20, 2006
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Changes in Internal Control over Financial Reporting

We did not make any changes in our internal control over financial reporting (as defined in Rule 13a-15(f)
and 15d-15(f) under the Act) during the fourth quarter of the fiscal year ended September 30, 2006 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. Other Information

Not applicable.

PART III

ITEM 10. Directors and Executive Officers of the Registrant

Information regarding directors and compliance with Section 16(a) of the Securities Exchange Act of
1934 is incorporated herein by reference from the Company’s Definitive Proxy Statement for the Annual
Meeting of Shareholders on February 7, 2007. Information regarding executive officers is included in Part I of
this Form 10-K.

Identification of the members of the Audit Committee of the Board of Directors as well as the Board of
Directors’ determination as to whether one or more audit committee financial experts are serving on the Audit
Committee of the Board of Directors is incorporated herein by reference from the Company’s Definitive Proxy
Statement for the Annual Meeting of Shareholders on February 7, 2007.

The Company has adopted a code of ethics for its principal executive officer, principal financial officer
and principal accounting officer. Such code of ethics is represented by the Company’s Code of Conduct, which
is applicable to all directors, officers and employees of the Company, including the Company’s principal
executive officer, principal financial officer and principal accounting officer. A copy of the Company’s Code
of Conduct is posted on the Company’s website at www.atmosenergy.com under “Corporate Governance”. In
addition, any amendment to or waiver granted from a provision of the Company’s Code of Conduct will be
posted on the Company’s website under “Corporate Governance”.

ITEM 11. Executive Compensation
Incorporated herein by reference from the Company’s Definitive Proxy Statement for the Annual Meeting
of Shareholders on February 7, 2007.
ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Security ownership of certain beneficial owners and of management is incorporated herein by reference
from the Company’s Definitive Proxy Statement for the Annual Meeting of Shareholders on February 7, 2007.
Information concerning our equity compensation plans is provided in Part II, Item 5, Market for Registrant’s
Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities, of this Annual Report
on Form 10-K.

ITEM 13. Certain Relationships and Related Transactions

Incorporated herein by reference from the Company’s Definitive Proxy Statement for the Annual Meeting
of Sharcholders on February 7, 2007.
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ITEM 14. Principal Accountant Fees and Services

Incorporated herein by reference from the Company’s Definitive Proxy Statement for the Annual Meeting
of Shareholders on February 7, 2007.

PART IV

ITEM 15. Exhibits and Financial Statement Schedules
(a) 1. and 2. Financial statements and financial statement schedules.

The financial statements and financial statement schedule listed in the Index to Financial Statements in
Item 8 are filed as part of this Form 10-K.

3. Exhibits

The exhibits listed in the accompanying Exhibits Index are filed as part of this Form 10-K. The exhibits
numbered 10.7(a) through 10.16(e) are management contracts or compensatory plans or arrangements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ATMOS ENERGY CORPORATION
(Registrant)

By: /s/ JOHN P. REDDY

John P. Reddy
Senior Vice President
and Chief Financial Officer

Date: November 22, 2006
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POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below hereby
constitutes and appoints Robert W. Best and John P. Reddy, or either of them acting alone or together, as his
true and lawful attorney-in-fact and agent with full power to act alone, for him and in his name, place and
stead, in any and all capacities, to sign any and all amendments to this Form 10-K, and to file the same, with
all exhibits thereto, and all other documents in connection therewith, with the Securities and Exchange
Commission, granting unto said attorney-in-fact and agent full power and authority to do and perform each
and every act and thing requisite and necessary to be done in and about the premises, as fully to all intents
and purposes as he might or could do in person, hereby ratifying and confirming all that said attorney-in-fact
and agent, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the date indicated:

/s/ ROBERT W. BEST Chairman, President and Chief November 22, 2006
Robert W. Best Executive Officer
/s/  JOHN P. REDDY Senior Vice President and Chief November 22, 2006
John P. Reddy Financial Officer
/s/ _F. E. MEISENHEIMER Vice President and Controller (Principal ~ November 22, 2006
F. E. Meisenheimer Accounting Officer)
/s/ TRAVIS W. BAIN, I Director November 22, 2006

Travis W. Bain, II

/s/ DAN BUSBEE Director November 22, 2006
Dan Busbee
/s/  RICHARD W. CARDIN Director November 22, 2006

Richard W. Cardin

/s/ THOMAS J. GARLAND Director November 22, 2006
Thomas J. Garland

/s/ RICHARD K. GORDON Director November 22, 2006
Richard K. Gordon

/s/  GENE C. KOONCE Director November 22, 2006
Gene C. Koonce
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/s/  THOMAS C. MEREDITH

Thomas C. Meredith

/s/ PHILLIP E. NICHOL

Phillip E. Nichol

/s/ NANCY K. QUINN

Nancy K. Quinn

/s/  STEPHEN R. SPRINGER

Stephen R. Springer

/s/  CHARLES K. VAUGHAN

Charles K. Vaughan

/s/  RICHARD WARE II

Richard Ware I1
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Schedule 11

ATMOS ENERGY CORPORATION

Valuation and Qualifying Accounts
Three Years Ended September 30, 2006

Additions
Balance at Charged to Charged to Balance
Beginning Cost & Other at End
of Period Expenses Accounts Deductions of Period
(In thousands)
2006
Allowance for doubtful accounts . . . ... $ 15613 $ 21,819 $ — $ 23746 $ 13,686
2005
Allowance for doubtful accounts . . . . . . $ 7214 $ 20,293 $4,5630 § 16,457 § 15,613
2004
Allowance for doubtful accounts . . . . .. $ 13,051 $ 5379 $ — $ 112169 ¢ 7214

" Represents allowance for doubtful accounts recorded in connection with the TXU Gas acquisition.
@ Uncollectible accounts written off.
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Exhibit
Number

2.1(a)

2.1(b)

2.1(c)

3.1

32

4.1

4.2

43

44

4.5

4.6

4.7

4.8

EXHIBITS INDEX

em 14.(a)(3)

Description

Plan of Reorganization

Agreement and Plan of Merger and
Reorganization dated as of September 21, 2001,
by and among Atmos Energy Corporation,
Mississippi Valley Gas Company and the
Shareholders Named on the Signature Pages
hereto

Agreement and Plan of Merger by and between
TXU Gas Company and LSG Acquisition
Corporation dated June 17, 2004

Amendment No. 1 to Merger Agreement, dated
as of September 30, 2004, by and between LSG
Acquisition Corporation and TXU Gas
Company LP

Articles of Incorporation and Bylaws

Amended and Restated Articles of
Incorporation of Atmos Energy Corporation (as
of February 9, 2005)

Amended and Restated Bylaws of Atmos
Energy Corporation (as of August 13, 2003)

Instruments Defining Rights of Security Holders

Specimen Common Stock Certificate (Atmos
Energy Corporation)

Rights Agreement, dated as of November 12,
1997, between the Company and BankBoston,
N.A., as Rights Agent

First Amendment to Rights Agreement dated as
of August 11, 1999, between the Company and
BankBoston, N.A_, as Rights Agent

Second Amendment to Rights Agreement dated
as of February 13, 2002, between the Company
and EquiServe Trust Company, N.A., fka
BankBoston, N.A., as Rights Agent

Registration Rights Agreement, dated as of
December 3, 2002, by and among Atmos
Energy Corporation and the Shareholders of
Mississippi Valley Gas Company

Standstill Agreement, dated as of December 3,
2002, by and among Atmos Energy Corporation
and the Shareholders of Mississippi Valley Gas
Company

Indenture dated as of July 15, 1998 between
Atmos Energy Corporation and U.S. Bank
Trust National Association, Trustee

Indenture between Atmos Energy Corporation,
as Issuer, and SunTrust Bank, Trustee dated as
of May 22, 2001
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2005 (File No. 1-10042)
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(File No. 333-118706)
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ended September 30, 1988 (File No. 1-10042)

Exhibit 4.1 to Form 8-K dated November 12,
1997 (File No. 1-10042)

Exhibit 2 to Form 8-A, Amendment No. 1,
dated August 12, 1999 (File No. 1-10042)

Exhibit 4 to Form 10-Q for quarter ended
December 31, 2001 (File No. 1-10042)

Exhibit 99.2 to Form 8-K/A, dated December 3,
2002 (File No. 1-10042)

Exhibit 99.3 to Form 8-K/A, dated December 3,
2002 (File No. 1-10042)

Exhibit 4.8 to Form S-3 dated August 31, 2004
(File No. 333-118706)

Exhibit 99.3 to Form 8-K dated May 15, 2001
(File No. 1-10042)



Exhibit
Number

4.9(a)

4.9(b)

4.9(c)

4.10(a)

4.10(b)

4.11(a)
4.11(b)
4.11(c)
4.11(d)
4.11(e)
4.11(f)

4.11(g)

10.1

10.2(a)

10.2(b)

Description

Indenture of Mortgage, dated as of July 15,
1959, from United Cities Gas Company to First
Trust of Illinois, National Association, and M.J.
Kruger, as Trustees, as amended and
supplemented through December 1, 1992 (the
Indenture of Mortgage through the

20th Supplemental Indenture)

Twenty-First Supplemental Indenture dated as
of February 5, 1997 by and among United
Cities Gas Company and Bank of America
Illinois and First Trust National Association and
Russell C. Bergman supplementing Indenture of
Mortgage dated as of July 15, 1959

Twenty-Second Supplemental Indenture dated
as of July 29, 1997 by and among Atmos
Energy Corporation and First Trust National
Association and Russell C. Bergman
supplementing Indenture of Mortgage dated as
of July 15, 1959

Indenture between United Cities Gas Company
and Bank of America Illinois, as Trustee dated
as of November 15, 1995

First Supplemental Indenture between Atmos
Energy Corporation and Bank of America
Illinois, as Trustee dated as of July 29, 1997

Debenture Certificate for the 6%% Debentures
due 2028

Global Security for the 7%% Senior Notes due
2011

Global Security for the 5%4% Senior Notes due
2013

Global Security for the Floating Rate Senior
Notes due 2007

Global Security for the 4.00% Senior Notes due
2009

Global Security for the 4.95% Senior Notes due
2014

Global Security for the 5.95% Senior Notes due
2034

Material Contracts
Guaranty of Atmos Energy Corporation dated
June 17, 2004

Transitional Services Agreement, dated as of
October 1, 2004, by and between Atmos Energy
Corporation and TXU Gas Company LP

Transitional Services Agreement, dated as of
October 1, 2004, by and between Atmos Energy
Corporation, Oncor Utility Solutions (Texas)
Company and TXU Electric Delivery Company
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Page Number or
Incorporation by
Reference to

Exhibit to Registration Statement of United
Cities Gas Company on Form S-3 (File No.
33-56983)

Exhibit 10.7(a) to Form 10-K for fiscal year
ended September 30, 1997 (File No. 1-10042)

Exhibit 4.10(c) to Form S-3 dated August 31,
2004 (File No. 333-118706)

Exhibit 4.11(a) to Form S-3 dated August 31,
2004 (File No. 333-118706)

Exhibit 4.11(b) to Form S-3 dated August 31,
2004 (File No. 333-118706)

Exhibit 99.2 to Form 8-K dated July 22, 1998
(File No. 1-10042)

Exhibit 99.2 to Form 8-K dated May 15, 2001
(File No. 1-10042)

Exhibit 10(2)(c) to Form 10-K for the year
ended September 30, 2004 (File No. 1-10042)

Exhibit 10(2)(d) to Form 10-K for the year
ended September 30, 2004 (File No. 1-10042)

Exhibit 10(2)(e) to Form 10-K for the year
ended September 30, 2004 (File No. 1-10042)

Exhibit 10(2)(f) to Form 10-K for the year
ended September 30, 2004 (File No. 1-10042)

Exhibit 10(2)(g) to Form 10-K for the year
ended September 30, 2004 (File No. 1-10042)

Exhibit 10.2 to Form 8-K dated June 17, 2004
(File No. 1-10042)

Exhibit 10.1 to Form 8-K dated September 30,
2004 (File No. 1-10042)

Exhibit 10.2 to Form 8-K dated September 30,
2004 (File No. 1-10042)



Exhibit
Number

10.2(c)

10.2(d)

10.3

104

10.5(a)

10.5(b)

10.5(c)

Description

Transitional Services Agreement, dated as of
October 1, 2004, by and between Atmos Energy
Carporation and TXU Business Services
Company (Exhibit A to Schedule 2 containing
listing of employee credit and procurement
cards is omitted, to be supplementally furnished
to the Commission upon request)

Transitional Access Agreement, dated as of
October 1, 2004, by and among Atmos Energy
Corporation and TXU Energy Retail Company
LP, TXU Business Services Company, TXU
Properties Company and TXU Electric Delivery
Company

Revolving Credit Agreement (3 Year Facility),
dated as of October 18, 2005, among Atmos
Energy Corporation, SunTrust Bank, as
Administrative Agent, JPMorgan Chase Bank,
N.A., as Syndication Agent and Bank of
America, N.A., Wachovia Bank, National
Association and Societe Generale, as
Co-Documentation Agents, and the lenders
from time to time parties thereto

Pipeline Construction and Operating
Agreement, dated November 30, 2005, by and
between Atmos-Pipeline Texas, a division of
Atmos Energy Corporation, a Texas and
Virginia corporation and Energy Transfer Fuel,
LP, a Delaware limited partnership

Uncommitted Second Amended and Restated
Credit Agreement, dated to be effective
March 30, 2005, among Atmos Energy
Marketing, LLC, Fortis Capital Corp., BNP
Paribas and the other financial institutions
which may become parties thereto.

First Amendment, dated as of November 28,
2005, to the Uncommitted Second Amended
and Restated Credit Agreement, dated to be
effective March 30, 2005, among Atmos Energy
Marketing, LLC, Fortis Capital Corp., BNP
Paribas, Société Générale, and the other
financial institutions which may become parties
thereto.

Second Amendment, dated as of March 31,
2006, to the Uncommitted Second Amended
and Restated Credit Agreement, dated to be
effective March 30, 2005, among Atmos Energy
Marketing, LLC, Fortis Capital Corp., BNP
Paribas, Société Générale and the other
financial institutions which may become parties
thereto
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Page Number or
Incorporation by
Reference to

Exhibit 10.3 to Form 8-K dated September 30,
2004 (File No. 1-10042)

Exhibit 10.4 to Form 8-K dated September 30,
2004 (File No. 1-10042)

Exhibit 10.1 to Form 8-K dated October 18,
2005 (File No. 1-10042)

Exhibit 10.1 to Form 8-K dated November 30, .
2005 (File No. 1-10042)

Exhibit 10.1 to Form 8-K dated March 30, 2005
(File No. 1-10042)

Exhibit 10.1 to Form 8-K dated November 28,
2005 (File No. 1-10042)

Exhibit 10.1 to Form 8-K dated March 31, 2006
(File No. 1-10042)



Exhibit
Number

10.6

10.7(a)*

10.7(b)*

10.7(c)*

10.7(dy*

10.8*

10.9(a)*
10.9(b)*
10.10(a)*
10.10(b)*

10.11(a)*

10.11(b)*

10.11(c)*

10.11(d)*

10.11¢e)*

10.12*

Description

Revolving Credit Agreement (364 Day
Facility), dated as of November 7, 2006, among
Atmos Energy Corporation, SunTrust Bank, as
Administrative Agent, Wachovia Bank, N.A., as
Syndication Agent and Bank of America, N.A.,
JPMorgan Chase Bank, N.A., and the Royal
Bank of Scotland, Plc as Co-Documentation
Agents, and the lenders from time to time
parties thereto

Executive Compensation Plans and
Arrangements

Form of Atmos Energy Corporation Change in
Control Severance Agreement — Tier [

Form of Amendment No. One to the Atmos
Energy Corporation Change in Control
Severance Agreement, Tier I

Form of Atmos Energy Corporation Change in
Control Severance Agreement — Tier II

Form of Amendment No. One to the Atmos
Energy Corporation Change in Control
Severance Agreement, Tier II

Atmos Energy Corporation Long-Term Stock
Plan for the United Cities Gas Company
Division

Atmos Energy Corporation Executive Retiree
Life Plan

Amendment No. 1 to the Atmos Energy
Corporation Executive Retiree Life Plan

Description of Financial and Estate Planning
Program

Description of Sporting Events Program

Atmos Energy Corporation Supplemental
Executive Benefits Plan, Amended and Restated
in its Entirety August 12, 1998

Atmos Energy Corporation Performance-Based
Supplemental Executive Benefits Plan, Effective
Date August 12, 1998

Amendment No. One to the Atmos Energy
Corporation Performance-Based Supplemental
Executive Benefits Plan, Effective Date
January 1, 1999

Atmos Energy Corporation Performance-Based
Supplemental Executive Benefits Plan

Trust Agreement, Effective Date December 1,
2000

Form of Individual Trust Agreement for the
Supplemental Executive Benefits Plan

Atmos Energy Corporation Executive
Nonqualified Deferred Compensation Plan
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Page Number or
Incorporation by
Reference to

Exhibit 10.1 to Form 8-K dated November 7,
2006 (File No. 1-10042)

Exhibit 10.21(b) to Form 10-K for fiscal year
ended September 30, 1998 (File No. 1-10042)
Exhibit 10.1 to Form 8-K dated May 9, 2006
(File No. 1-10042)

Exhibit 10.21(c) to Form 10-K for fiscal year
ended September 30, 1998 (File No. 1-10042)
Exhibit 10.2 to Form 8-K dated May 9, 2006
(File No. 1-10042)

Exhibit 99.1 to Form S-8 filed July 29, 1997
(File No. 333-32343)

Exhibit 10.31 to Form 10-K for fiscal year
ended September 30, 1997 (File No. 1-10042)

Exhibit 10.31(a) to Form 10-K for fiscal year
ended September 30, 1997 (File No. 1-10042)

Exhibit 10.25(b) to Form 10-K for fiscal year
ended September 30, 1997 (File No. 1-10042)

Exhibit 10.26(c) to Form 10-K for fiscal year
ended September 30, 1993 (File No. 1-10042)

Exhibit 10.26 to Form 10-K for fiscal year
ended September 30, 1998 (File No. 1-10042)

Exhibit 10.32 to Form 10-K for fiscal year
ended September 30, 1998 (File No. 1-10042)

Exhibit 10.2 to Form 10-Q for quarter ended
December 31, 2000 (File No. 1-10042)

Exhibit 10.1 to Form 10-Q for quarter ended
December 31, 2000 (File No. 1-10042)

Exhibit 10.3 to Form 10-Q for quarter ended
December 31, 2000 (File No. 1-10042)

Exhibit 10.33 to Form 10-K for fiscal year
ended September 30, 1998 (File No. 1-10042)



Exhibit
Number
10.13(a)*
10.13(b)*
10.13(c)*

10.14*

10.15%*

10.16(a)*

10.16(b)*

10.16(c)*

10.16(d)*

10.16(e)*

12

21
23

24

31
32
99

Description

Mini-Med/Dental Benefit Extension Agreement
dated October 1, 1994

Amendment No. | to Mini-Med/Dental Benefit
Extension Agreement dated August 14, 2001

Amendment No. 2 to Mini-Med/Dental Benefit
Extension Agreement dated December 31, 2002

Atmos Energy Corporation Equity Incentive and
Deferred Compensation Plan for Non-Employee
Directors

Atmos Energy Corporation Outside Directors
Stock-for-Fee Plan (Amended and Restated as
of November 12, 1997)

Atmos Energy Corporation 1998 Long-Term
Incentive Plan (as amended and restated
February 14, 2002)

Form of Non-Qualified Stock Option
Agreement under the Atmos Energy
Corporation 1998 Long-Term Incentive Plan
Form of Award Agreement of Restricted Stock
With Time-Lapse Vesting under the Atmos
Energy Corporation 1998 Long-Term Incentive
Plan

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

Atmos Energy Corporation Annual Incentive
Plan for Management (as amended and restated
February 14, 2002)

Statement of computation of ratio of earnings to
fixed charges

Other Exhibits, as indicated
Subsidiaries of the registrant

Consent of independent registered public
accounting firm, Emst & Young LLP

Power of Attorney

Rule 13a-14(a)/15d-14(a) Certifications
Section 1350 Certifications **

Annual Certification Pursuant to
Section 303A.12 of the New York Stock
Exchange Listed Company Manual

Page Number or
Incorporation by
_Reference to

Exhibit 10.28(f) to Form [0-K for fiscal year
ended September 30, 2001 (File No. 1-10042)

Exhibit 10.28(g) to Form 10-K for fiscal year
ended September 30, 2001 (File No. 1-10042)
Exhibit 10.1 to Form 10-Q for quarter ended
December 31, 2002 (File No. 1-10042)
Exhibit C to Definitive Proxy Statement on
Schedule 14A filed December 30, 1998 (File
No. 1-10042)

Exhibit 10.28 to Form 10-K for fiscal year
ended September 30, 1997 (File No. 1-10042)

Exhibit 10.1 to Form 10-Q for quarter ended
March 31, 2002 (File No. 1-10042)

Exhibit 10.16(b) to Form 10-K for fiscal year
ended September 30, 20035 (File No. 1-10042)

Exhibit 10.16(c) to Form 10-K for fiscal year
ended September 30, 2005 (File No. 1-10042)

Exhibit 10.16(d) to Form 10-K for fiscal year
ended September 30, 2005 (File No. 1-10042)

Exhibit 10.2 to Form 10-Q for quarter ended
March 31, 2002 (File No. 1-10042)

Signature page of Form 10-K for fiscal year
ended September 30, 2006

* This exhibit constitutes a “management contract or compensatory plan, contract, or arrangement.”

** These certifications pursuant to 18 U.S.C. Section 1350 by the Company’s Chief Executive Officer and
Chief Financial Officer, furnished as Exhibit 32 to this Annual Report on Form 10-K, will not be deemed
to be filed with the Securities and Exchange 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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