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Notes to Consolidated Financial Statements

Note 1 Accounting Policies and
Methods of Application

General

AGL Resources inc. is an energy services holding company that
conducts substantially all its operations through its subsidiaries.
Unless the context requires otherwise, references to "we,” "us,”
“our,” the "company”, or "AGL Resources” mean consolidated AGL
Resources Inc. and its subsidiaries. We have prepared the
accompanying consolidated financial statements under the rules of
the SEC. For a glossary of key terms and referenced accounting
standards. see pages 21 and 22.

Basis of Presentation

Our consolidated financial statements as of and for the period ended
December 31, 2008, include our accounts. the accounts of our
majarity-owned and contolled subsidiaries and the accounts of
variahle interes! entities for which we are the primary beneficiary
This means that our accounts are combined with the subsidiaries’
accounts. We have eliminated any intercampany profits and
transactions in consolidation: however, we have not eliminated
Intercompany profits when such amaounts are probable of recovery
under the alfiliates’ rate requlation process. Certain amounts from
prior periods have been reclassified and revised to conform o the
current period presentation.

We currently own a nonconuoling 70% financial interest in
SouthStar and Piedmant owns the remaining 30%. Our 70% interest
is noncontrolling because all significant management decisions
require approval by both owners. We record the earnings allocated
to Piedmont as a minority interest in our consclidated statements of
income and we record Piedmont’s portion of SouthStar's capital as
a minority interest in our consolidated balance sheets,

We are lhe primary beneficiary of SouthStar's activities and
have determined that SouthStar is a variable interest entity as
defined by FIN 46 revised in December 2003, FIN 46R. We deter-
mined that SouthStar was a variable interest entity because our
equal voting rights with Piedmont are not proportional to aur
economic obligation to absorb 75% of any losses or residual returns
from SouthStar, except those losses and returns related to
customers in Ohio and Florida. Earnings related to SouthStar's
customers in Ohig and Florida are allocated 70% to us and 30% 1o
Piedmont. The nature of restrictions on SouthStar's assets are
immaterial. The primary risks associated with SouthStar include
weather, government raguiation, carmpetition, market risk, natural
as prices, ecenomic conditions. inflation and bad debt. Seg Note ¢
for income statement, balance sheel and capital expenditure
information related to the retail energy operations segment. In
addition, SouthStar obtains substantally afl its transportation
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capacily far delivery of natural gas through our wholly-owned
subsidiary, Atlanta Gas Light.

Cash and Cash Equivalents

Our cash and cash equivalents consist primarily of cash on deposit,
money market accounts and certificates of deposit with original
malwiities of three months or less.

Receivables and Allowance for
Uncollectible Accounts

QOur receivables consist of natural gas sales and transportation
services billed to residential, commercial, industrial and other
customers. We bill customers monthly, and accounts receivable are
due within 30 days. For the majority of our receivables, we establish
an allowance for doubtful accounts based on our coffection experi-
ence and other factors. On certain other receivables where we are
aware of a specific customer's inabffity or reluctance to pay, we
record an aftowance for doubtftd accounts agsinst amounts due to
reduce the nel receivable balance 1o the amount we reasonably
expect to collect. However, if circumstances change, aur estimate
of the recoverability of accounts receivable could be different.
Circumstances that could affect our estimates include, but are not
limited 1o, customer credit issues, the level of natural gas prices,
customer deposits and general econemic conditions. We write-off
oUr customer's accounts once we deem them w be uncollectible.

Inventories

For our distribution cperations subsidiaries, we record natural
gas stored underground at WACOG. For Sequent and SouthStar,
we account for natural gas fnventory at the lower of WACOG or
market price.

Sequent and SouthStar evaluate the average cost of their
natural gas inventories against market prices to determine whether
any declines in market prices below the WACOG are other than
temporary. For any declines considered to be other than temporary,
adjustments are recorded to reduce the weighted average cost of
the natural gas inventory to market price. Consequently, as a result
of declining natural gas prices. Sequent recorded LOCOM
adjustments against cost of gas to reduce the vatue of its inventories
to market value of $40 milion in 2008, $4 miflion in 2007 and
$43 million in 2006. SouthStar recorded LOCOM adjustments of
$24 million in 2008 and $6 milion in 2006, but was not required to
make LOCOM adjustments in 2007.

In Georgia’s competitive environment, Marketers including
SouthStar, our marketing subsidiary, began seling natural gas in
1998 to firm end-use customers at market-based prices. Part of the
unbundling process, which resulted from deregulation that provides
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for this competitive envirenment, is the assigamert to Marketers of
certain pipeling services that Atlanta Gas Light has under contract.
Atlanta Gas Light assigns, on a monthly basis, the majority of the
pipeling storage services that it has under contract to Marketers,
along with & corresponding amount of inventory.

Property, Plant and Equipment

A summary of our PP&E by classification as of December 31, 2008
and 2007 is provided in the following table.

In milions 2008 2007
Transmission and distribution $ 4,344 $ 4,193
Storage 290 . 285
Other 543 509
Construction work in progress 323 190

Total gross PP&E 5,500 21717
Accurmulated depreciation {1,684) (1,611}

Total net PPEE % 3,816 § 3,566

Distribution Operations PP&L expenditures consist of property
and equipment that is in use, being held for fulure use and under
construction. We report PR&E at its original cost, which includes:

material and labor

contractor costs

construction overhead cosis

+ an allowance for funds used during construction {AFUDC) which
represents the estimated costof funds, from bath debt and equity
sources, used ta finance the construction of major projects and
is capitalized in rate base for ratemaking purposes when the
completed projects are placed in service

We charge property retired or otherwise disposed of to
accumutated depreciation since such costs are recovered in rates.

Retail Energy Operations, Wholesale Services, Energy
Investments and Corporate PP&E expenditures include property
that i in use and under construction. and we report it at cost. We
record a gain or oss for retired or otherwise disposed-of property.
Natural gas in storage at Jelferson island that is retamed as pad gas
{volumes of non-working natural gas used 10 maintain the
operational integrity of the cavern facility] is classified as non-
depreciable property, plant and equipment and is valued at ¢ost.

Depreciation Expense

We compute depreciation expense for distribution operations by
applying composite, straight-line rates {approved by the state
requlatory agencies) ta the investment in depreciable property. The
composite siraight-line depraciation rate for depreciable propeny —
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excluding transportation equipment for Allanta Gas Light, Virginia
Natural Gas and Chaltanooga Gas — was approximately 2.5%
during 2008, 2007 and 2006. The composite, straight-line rate for
Elizabethtown Gas, Florida City Gas and Elkton Gas was
approximately 3.3 % for 2008, 3.2% during 2007 and 3.0% dwing
2006. We depreciate transpartation equipment on a straight-line
basis over a pericd of 5 to 10 years. We compute depreciation
expense for other segments on a straight-line basis up to 35 years
based on the useful life of the asset.

AFUDC

Four of our utilities are authorized by applicable state regulatory
agencies or legislatures to record the cost of debt and equity funds
as part of the cost of construction projects in our consolidated
balance sheets and as AFUDC of $8 million in 2008, $4 million in
2007 and $5 million in 2006 within in the statements of consolidated
income. The capital expenditures of our two other utilities do not
qualify for AFUDC treatrment. More information on our authorized
AFUDC rates is provided in the following table.

Authorized AFUOC ratc

Atlanta Gas Light 8.53%
Chattancoga Gas™ 7.89%
Efizabethtown Gas® 2.84%
Virginia Natural Gas®” 8.91%

M Prior te 2007, the authorized rale wes 7.43%.

W¥ariatic rarc as of December 31, 2008, and is dewermined by FERC meihod of AFUDC
accounting

B appioved anky fos Hampton Roads construckion proied.

Goodwill

We have included $418 miiltion of goodwill in our consolidated
bafance sheels as of December 31, 2008, which consists of:

Daie Acquisition Goodwill amount
2004 NUI 227
2004 Jefferson island 14
2000 Virginia Matural Gas 170
1998 ] Chattanooga Gas 7

SFAS 142 requires us to perform an annual goodwiill impair-
ment test at a reparting unit level which generally equates to our
operating seqments as discussed in Note 9 "Segment Information.”
We performed this annual test as of our fiscal year-end or
December 31, 2008, 2007 and 2006 and did not recognize any
impairment charges. We also assess goodwill for impairment if
events ar ¢changes in circumstances may indicate an impairment of
goodwill exists. YWhen such events or circumstances are present,
we assess the recoverability of long-lived assets by determining
whelher the carrying value will be recovered through the expecled



fure cash flows. In the event the sum of the expected future cash
flows rasulting from the use of the asset is less than the carrying
value of the asset, we record an impairment loss equal to the excess
of the asset's carrying value over its fair value. We conduct this
assessment principaily through a review of our market capitalization
redative to our net book value, financial results, changes in state and
federal legislation and regulation, regulatory and legal proceedings
and the periodic regulatory filings for our regulated utilities.

Taxes

The reparting of our assets and labilities for fnancial accounting
purposes differs from the reperting for income tax purpeses. The
principal differences between netincome and taxable income relate (o
the timing of deductions, primarily due to the benefits of tax depreci-
atipn since we generally depreciate assels for tax purposes over a
sharter period of time than for baok purposes. The determination of
o provision for income 1axes requires significant judgment, the use
of estimales, and the interpretation and application of complex tax
laws. Significant judgment is required in assessing the timing and
amounts of deductible and taxable items. We report the tax effects of
depreciation and other dilferences in those items as deferred incorme
tax assets or liabilities in cur consolidated balance sheets in
accordance with SFAS 109 and FIN 48. Investment tax credits of
approximately $14 milion previously deducted for income tax
purposes for Atlanta Gas Light, Efizabethtown Gas, Florida City Gas
and Elkion Gas have been deferred for financial accounting purposes
and are being amortized as credits 1o income over the estiimated lives
of the related properties in accordance with regulatory requirements,

We do not callect income taxes from our custorneds on behalf
of governmental authorities. We callzct and remil various taxes on
behall of vaiicus governmental authorities. We record these
amounts in our censolidated balance sheets excepl taxes in the
state of Florida which we are required to include in revenues and
operating expenses. These Florida related taxes are not material for
any periods presented.

Revenues

Distribution operations We record revenues when services are
provided 1o customers. Those revenues are based on rates
approved by the state regulatory commissions of our utilities.

As required by the Geergia Commission, in July 1998, Atanta
(as Light began billing Marketers in equal monthly instaliments for
each residential, commercial and industrial customer’s distribution
costs. As required by the Georgia Commission, effective February 1,
2007, Atlanta Gas Light implemented a seasonal rate design for the
calculation of each residential customer's annual straight-fixed-
variable {SFV} capacity charge, which is biled to Marketers and
reflects the historic volumetric usage pattern for the entire residential
class. Generally, this change results in residential customers being
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billed by Marketers for a higher capacity charge in the winter months
and a lower charge in the summer monihs. This requirement has
an operating cash flow impact but does not change revenue
recognition. As a result, Atlanta Gas Light continues to recognize its
residential SFV capacity revenues for financial reporting purposes in
equal moenthly installments.

Any difference between the billings under the seasonal rate
design and the SFY revenue recognized is deferred and reconciled to
actual billings on an annual basis, Atlanta Gas Light had unrecovered
seasonal rates of approximately $11 million &s of December 31, 2008
and 2007 (included as curent assets in the consalidated balance
sheets] related to the difference hetween the hilings under the
seasonal rate design and the SFV revenue recognized.

The Elizabethtown Gas, Virginia Natural Gas, Florida City Gas,
Chattanooga Gas and Elkton Gas rate structures include volemetric
rate designs that allow recavery of costs through gas usage.
Revenues from sales and transportation services are recognized in
the same perlod in which the related volumes are delivered to
customers. Revenues from residential and certain commercial and
industrial customers are recognized on the basis of scheduled meter
readings. In addition, revenues are recorded for estimated deliveries
of gas not yet billed to these customers, from the last meter reading
date to the end of the accounting period. These are included in the
consolidated balance sheets as unbilled revenue. For other
commercial and industrial customers and alt wholesale customers,
revenues are based on actual deliveries to the end of the period.

The tariffs for Elizabethrown Gas, Virginia Natural Gas and
Chattancoga Gas contain WNA's that partially mitigate the impact of
unusually cold or warm weather on custamer billings and operating
majsgin. The WNA's purpose is to reduce the effect of weather on
customer bills by reducing bills when winter weather is colder than
normal and increasing bills when weather is warmner than normal.

Retail energy operations We recerd retail energy operations’
revenues when services are provided to customers. Revenues from
sales and transportation services are recognized in the same period
in which the related volumes are delivered to customers. Sales
revenues from residential and certain commercial and industrial
customers are recognized on the basis of scheduled meter readings.
In addition, revenues are recorded for estimated deliveries of gas
not yet billed to these custamers, from the maost recent meter
reading date to the end of the accounting period. These are included
in the consalidated balance sheets as unbilled revenue. For other
commercial and industrial customers and all witclesale customers,
revenues are based on actual deliveries to the end of the period.

Wholesale services We record wholesale services' revenues
when services are provided o customers. Profits from sales
between segments are eliminated in the carporate segment and are
recognized as goods or services sold to end-use custamers.
Transactions that qualify as derivatives under SFAS 133 are recorded
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at fair value with changes in fair value recognized in earnings in the
period of change and clharacterized as unrealized gains or losses.

Energy investments We record operating revenues at Jefferson
Island in the period in which actual volumes are transported
and storage services are provided. The majority of our storage
services are covercd under medium to fong-term contracts at fixed
market rates,

We record operating revenues at AGL Networks from leases
of dark fiber pursuant to indefeasible rights-of-use {IRU) agreements
as services are provided. Dark fiber IRU agieemenls generally
require the customer to Mmake a down payment upan execution of
the agreement; however in some cases AGL Networks recelves up
to lhe entire lease payment at the inception of the lease and
recognizes ratably aver the lease term. AGL Netwarks had deferred
revenue in our consolidated balance sheet of $33 milion at
December 31, 2008 and $38 million at December 31, 2007. In
addition, AGL Networks recognizes sales revenues upon the
execution af cerlain sales-type agreernents for dark fiber when the
agreements provide for the transfer of legal title to the dark fiber to
the customer at the end of the agreement’s term. This sales-type
accounting treatrment i5 in accordance with EITF 00-17 and
SFAS GE, which provides that such transactions meet the Criteria
for sales-type lease accounting if the agreement obligates the lessor
to convey ownership of the underlying asset ta the lessee by the
end of the lease term.

Cost of Gas

Excluding Atlanta Gas Light, we charge our utility customers for
natural gas cansumed wsing natural gas cost recovery mechanisms
set by the state regulatory agencies. Under these mechanisms, we
defer (that is, include as a current asset of liability in the consolidated
balance sheets and exclude from the statements of consolidated
income) the difference hetween the actual cost of gas and what is
collected from ar billed to customers in a given pericd. The deferred
amaunt is either billed or refunded to our customers prospectively
through adjustments to the commodity rate.

Our retail energy oparalions customers are charged for natural
gas consumed. We also include within our cost of gas amounts for
fuel and lost and unaccounted for gas, adjustments to reduce the
value of our inventories to market value and far gains and losses
associated with derivatives.

Comprehensive Income

Our comprehensive income inckides net income plus OCI, which
incledes other gaing and losses affecting shareholders’ equity that
GAAP excludes from net income. Such items consist primarily of
unrealized gains and losses on ceriain derivatives designated as
cash flow hedges and overfunded or unfunded pension obligation
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adjustments. The following table illustrates our QCI activity during
the last three years.

In mifions 2008 2007 2006
Cash flow hedges:

Net derivative unrealized (losses)
gains arising during the period
et of $2, $2 and $7 in taxes)

Less reclassification of realized
gains included in net income
(net of $4, $5 and $1 in taxes) {6) (8) (n

{Unfunded) over funded pension

obligation (net of $73, $16 and

37 in taxes) {111} 24 11
Total ${121) $19 $21

$ @ $ 3 $11

Earnings Per Common Share

We compute basic earnings per commen share by dividing our
income available to common shareholders by the daily weighted
average number of common shares outstanding daily. Diluted
earnings per comimon share reflect the patential reduction in earnings
per common share that could occur when potentially dilutive
common shares are added to common shares outstanding.

We derive our potenlially dilutive common shares by calculating
the number of shares Issuable under restricted stock, restricted
stock units and stock options. The future Issuance of shares
underlying the restricted stock and restricted share units depends on
the satisfaction of certain performance criteria. The future issuance
of shares underlying the outstanding stock opticns depends on
whether the exercise prices of the stock options are less than the
average market price of the commaon shares for the respective
pericds. The following table shows the calculation of cur diluted
earnings per share for the periods presented if performance units
carrently earned under the plan ultimately vest and if stock options
currently exercisable at prices betow the average market prices
are exercised.

Inmifons 2008 2007 20086
Denominator for basic earnings

per share" 76.3 771 1.6
Assumed exercise of potential

common shares 0.3 03 0.4
Denominator for diluted earnings

per sharg 76.6 774 78.0

M Daily weighted average shares ouistanding.



The following table contains the weighted average shares
attributable to outstanding stock options that were excluded from
the computation of diluted earnings per share becausa their effect
viould have been anti-dilutive, as the exercise prices were greater
than the average market price.

December 31,
2008 2007 2006
Twelve months ended" 16 0.0 0.0

0.0 valsos reprosent amounts less than 0.1 million

The increase in the number of shares that were excluded from
the computation is the result of a significant decline in the market
value of our common shares at December 31, 2008 as compared
to December 31, 2007 and 2006.

Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our cansoli-
dated balance sheets in accordance with SFAS 71, Our regulatory
assets and liabilities, and assoclated liabilities for our unrecovered
PRP costs, unrecovered ERC and the associated assets and
liabilites for our Elizabethtown Gas hedging program, are summa-
fized in the following table,

December 31.

In wilions 2008 2007
Regulatory assels
Unrecovered PRP costs 5237 $285
Unrecovered CRC" 143 158
Unrecovered postretirernent benefit costs 11 12
Unrecovered seasonas| rates 11 11
Unrecovered natural gas costs 19 23
Other L 30 24

Total regulatory assets 451 513
Associated assets
Elizabethtown Gas hedging program 23 4

Total regufatory and assoclated assets $474 $517
Regulatory liabilities

Accumulated removal costs %178 $169
Elizabethtown Gas hzdging program 23 4
Unamartized investiment tax credit 14 16
Deferred nawral gas costs 25 28
Regulatory tax liability 192 20
Other 22 19
_Total regulatory fiabilities 281 256
Associated liabllities
PRP costs 189 245
ERC" o 96 96
_Total associated liabilities 285 341
Total regulatory and
associated liabilities $566 $597

M Fara discussion of ERC. see Note 7.
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Our requiatory assets are recoverable through either rate riders
or base rates specifically autharized by a state regulatory commis-
sion. Base rates are designed 1o provide both a recovery of cost
and a return on investiment during the period rates are in effect. As
such, all our regulatory assets are subject 1o review by the respective
state regulatory commission during any future rate proceedings. In
the event that the provisions of SFAS 71 were no longer applicable,
we would recognize a write-off of regulatory assets that would result
ina charge to netincome, and be classilied as an extraordinary item.
Additionally, the requlatory lizbilites would not be written-off but
wolild continue 1o be recorded as liabilities but not as regulatory
liabilities. Although the natural gas distribution industry is becoming
increasingly competitive, our utility operations continue to recover
their costs through cost-based rates established by the state
regulatory cammissions. As a result, we believe that the accounting
prescribed under SEAS 71 remains appropriate. Itis also our opinion
that all regulatory assets are recoverable in future rate proceedings,
and therefore we have not recorded any regulatory assets that are
recoverable but are not yet included in base rates or contemplated
in a rate rider.

All the requlatory assels included in the preceding table are
included in base rates except for the unrecavered PRP costs, unre-
covered ERC and deferred natural gas costs, which are recovered
through specific rate riders on a dollar for doller basis. The rate riders
that authorize recovery of unrecovered PRP costs and the deferred
natural gas costs include both a recovery of costs and a return on
investrment during the recovery period. We have two rate riders that
authorize the recovery of unrecovered ERC. The ERC rate rider for
Allanta Gas Light only allows for recovery of the costs incurred and
the recavery period occurs over the five years after the expense is
incurred. ERC associated with the investigation and remediation of
Elizabethtown Gas remeadiation sites located in the state of New
Jersey are recovered under a remediation adjustrment clause and
include the carrying cost on unrecevered amounts not currently in
rates. Elizabethtown Gas’ hedging program asset and fiabifity reflect
unrealized losses or gains that will be recovered from or passed (o
rate payers through the recovery of its natural gas costs on a dcllar
for dollar basis. once the losses or gains are realized. Unrecovered
postretirement benefit costs are recoverable through base rates over
the next 5 to 24 years based on the remaining recovery period as
designated by the applicable state regulatory commissions.
Unrecovered seasonal rates reflect the difference hetween the
recognition of a portion of Atlanta Gas Light's residential base rates
revenues on a straight-ling basis as compared to the collection of the
revenues over a seasonal patiesn. The unrecovered amounts are
fully recoverable through base rates within one year.

The regulatory liabilities are refunded to ratepayers thiough a
rate rider or base rates. If the regulatery liability is included in base
fates, the amount is reflected as a reduction to the rate base in
setting rates.
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Pipeline Replacement Program

Atlanta Gas Light The PRF ordered by the Georgia Commission
to be administered by Atlanta Gas Light, requires. among other
things, that Atlanta Gas Light replace all bare steel and cast iron
pipe in its systemn in the slate of Geoigia within a 10-year pericd
heginning October 1, 1998. Atlanta Gas Light identified, and
provided notice to the Georgia Commission of 2,312 miles of pipe
o he replaced. Atlanta Gas Light subsequently identified an
additional 320 miles of pipe subject 1o replacement under this
program. If Atlanta Gas Light does not perform in accordance with
this order. it will be assessed certain nonperfarmance penalties.

The order also provides for recovery of all prudent costs
incurred in the performance of the program, which Atlanta Gas Light
has recorded as a regulatory asset. Atlanta Gas Light will recover
from end-use customers, through bilings to Marketers. the costs
refated to the program net of any cost savings from the program. Al
such amaunts will be recovered through a combination of straight-
fixed-variable rates and a pipeline replacement revenue rider. The
regulatory asset has two components:

= the cosis incurred to date that have not yet been recavered
through the rate rider
+ the futuie expected costs to be recovered through the rate rider

On June 10. 2005, Atlanta Gas Light and the Geargia
Commission entered into a Setllement Agreement thal, among
other things, extends Atanta Gas Light's PRP by five years tc
require that all replacements be completed by December 2013.
The timing of replacements was subsequently specified in an
amendment 1o the PRP stipulation. This amendment. which was
approved by the Georgia Commission on December 20, 2005,
requires Atlanta Gas Light to replace all cast iron pipe and 70% of
all bare steel pipe by December 20710. The remaining 30% of bare
steel pipe is required to be replaced by December 2013. These
replacements are on schedule.

Under the Settlement Agreement, base rates charged to
customers will remain unchanged through April 3G, 2010, but
Allanta Gas Light will recognize reduced base rate revenues of
$5 million on art annual basis through April 30. 2010. The five-year
total reduction in recognized base rate revenues of $25 millior will
be applied to the allowed amount of costs incurred to replace pipe.
which willreduce the amounts recovered from customers under the
PRP rider. The Settlement Agreement aiso set the per customer
fixed PRP rate that Atlanta Gas Light will charge at $1.29 per
customes per rnonth rom May 2005 through September 2008 and
at $1.95 from October 2008 through December 2013 and includes
a provision that allows for a true-up of any over- or under-recovery
of PRP revenues that may result from a difference between PRP
charges collected through fixed rates and actual PRP revenues
recognized through the remainder of the pregram.
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The Settlement Agreement also allows Atlanta Gas Light to
recover through the PRP $4 milion of the $32 million capital costs
associated with its March 2005 purchase of 250 miles of pipeline in
central Georgia from Southern Natural Gas Company, a subsidiary
of Ef Paso Corporation. The remaining capital costs are included in
Atlanta Gas Light's rate base and collected through base rates.

Atlanta Gas Light has recorded a long-term regulatory asset of
$196 million, which represents the expected future coflection of both
expenditures already incurred and expected future capital expendi-
tures to be incuired through the remainder of the program. Atlanta
Gas Light has alsc recorded a current asset of $41 million, which
represents the expected amoaunt to be coliected from customers
over the next 12 months. The amounts recovered from the pipeline
replacement revenue rider during the last three years were:

» $30 million in 2008
+ $27 miillion in 2007
« 527 million in 2006

As of December 31, 2008, Atlanta Gas Light had recarded a
current liability of $49 milion representing expected program
expenditures for the next 12 menths and a long-term liability of
$140 million, representing expected program expenditures starting
in 2009 thvough the end of the program in 2013.

Allanta Gas Light capitalizes and depreciates the capital
expenditure costs incurred fraom the PRP over the life of the assets.
Operation and maintenance costs are expensed as incuired.
Recaoveries, which are recorded as revenue, are hased on a formula
that allows Atlanta Gas Light to recover operation and maintenance
costs in excess of those included in its current base rates.
depreciation expense and an allowed rate of return on capital
expenditures, In the near term, the primary financial impact to Atlanta
Gas Light from the PRF is reduced cash flow from operating and
investing activities, as the timing related to cost recovery does not
match the timing of when costs are incurred. However, Atlanta Gas
Light is aflowed the recovery of carrying costs on the under-
recovered balance resuiting from the timing difference.

Elizabethtown Gas In August 2008, the New Jersey Commission
issued an order adopting a pipeline replacement cost recovery rider
pragram for the replacement of certain 8" cast iron main pipes and
any unanticipated 10"-12" cast iron main pipes integral ta the
replacement of the 8" main pipes. The order allows Elizabethtown
Gas to recognize revenues under a deferred recovery mechanism for
costs to replace the pipe that exceeds a baseline amount of
$3 mifliont. Elizabethtown Gas' recognition of these revenues could
be disallowed by the New Jersey Commission if its return on equity
exceeds the authorized rate of 10%. The term of the stipulation was
from the date of the order through December 31, 2008. Total
replacement costs through December 31, 2008 were $21 million, of
which $16 milion will be eligible for the deferred recovery



mechanism. Revenues recognized and deferred for recavery under
the stipulation are estimated to be approximately $2 milion. Al casts
incurred under the program will he included in Elizabethtown Gas’
next rate case to be diled in 2009.

Use of Accounting Estimates

The preparation of our financial statements in conformity with GAAP
requires us to make estimates and judgments that affect the
reparted amounts of assets, liabilities, revenues and expenses and
the related disclosures of contingent assels and liabilities. We based
aur estimates on historical experience and various other assump-
tions that we believe to be reasonable under the circumstances, and
we evaluate our estimates on an ongoing basis. Each of our
estimates involve complex situations requiring a high degree of
Jjudgment either in the application and interpretation of existing
Titerature or in the development of estimates that impact our financial
statermments. The most significant estimates include our PRP
accruals, environmental liability accruals, uncollectible accounts and
other allowance for contingencies, pension and postretirernent
obfigations, derivative and hedging activities and provision for
income taxes. Our actual results could differ from auwr estimates.

Accounting Developments
Previously discussed

SFAS 160 In December 2007, the FASB issued SFAS 180, which
is effective for fiscal years beginning after December 15, 2008. Early
adoption is prohibited. SFAS 160 will recjuire us © present our
minority interest, now (o be referred to as a noncontrolling interest,
separately within the capitalization section of our consolidated
balance sheel. We will adapt SFAS 160 as of January 1, 2009.

Recently issued

SFAS 161 In March 2008. the FASB issued SFAS 161, which is
effective for fiscal years beginning alter November 15, 2008.
SFAS 161 amends the disclosure requirements of SFAS 132 o
provide an enhanced understanding of how and why derivative
instruments are used, how they are accounted for and their efiect on
an entity's financial condition, performance and cash flows. We will
adopt SFAS 161 effective on January 1, 2009, which will require
additional disclosures, but will not have a financial impact to our
consolidated results of operations, cash flows or financial condition.

FSP EITF 03-6-1 The FA5B issued this FSP in June 2008 and it is
effective [or fiscal years beginning after December 15, 2008. This
FSP classifies unvested share-based payment grants containing
nonlorfeitable rights to dividends as participating securities that wil
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be included in the computation of earnings per share. As of
December 31, 2008, we had approximately 145,000 restricted
shares with nonforfeitable dividend rights. We will adopt FSP
EITF 03-5-1 effective on January 1, 2009.

FSP FAS 133-1 The FASB issued this FSP in September 2008 and
it is effective for fiscal years beginning after November 15, 2008,
This FSP requires more detailed disclosures about credit derivatives,
including the potential adverse effects of changes in credit risk on the
financial position, financial performance and cash flows of the sefers
of the instruments. This FSP will have no financial impact to our
consolidated results of operations, cash flows or financial condition.
We will adopt FSP FAS 133-1 effective on January 1, 2008,

FSP FAS 157-3 The FASE issued this FSP in October 2008 and it
is effective upon issuance including pricr perieds for which financial
statements have hot been issued. This FSP clarifies the application
of SFAS 157 in aninactive market, including; how internal assump-
tions should be considered when measuring fair value, how
observable market informaticn in a market that is not active shauld
he considered and how the use of market quotes should be used
when assessing observable and unchbservable data. We adopted this
FSP as of September 30, 2008. it had no financial impact to our
consolidated results of operations, cash flows or financial condition,

FSP FAS 140-4 and FIN 46R-8 The FASB issued this FSFP in
December 2008 and it is effective for the first reporting period ending
after December 15, 2008, This FSP requires additional disclosures
related to variable interest entities in accordance with SFAS 140 and
FIN 4GR. These disclosures include significant judgments and
assumptions, restrictions on assets, risks and the effects on financial
posiiion, financial performance and cash flows, We adopted this
FSP as of December 31, 2008; it had no financial impact to our
consofidated results of operations, cash flows or financial condition.

Note 2 Financial Instruments and
Risk Management

Netting of Cash Collateral and Derivative Assets and
Liabilities under Master Netting Arrangements

We maintain accounts with brokers ta facilitate financial derivative
ransactions in support of our energy marketing and risk manage-
ment activities. Based on the value of our positions in these accounts
and the associated margin reguirements. we may be required o
deposit cash into these broker accounts.

On January 1, 2008, we adopted FIN 39-1, which required that
we offset cash collatésal held in these broker accounts on Qur
consolidated balance sheets with the associated fair value of the
instruments in the accounts. Prior to the adoption of FIN 39-1, we
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presented such cash callateral on a gross basis within other current
assets and Babilives on our consolidated balance sheets. Our cash
collateral amounts are provided in the following table.

As of December 3.

In mikons 2008 2007
Right to reclaim cash collateral $128 $ 3
Obligations to return cash coliateral {4) (10}
Total cash collateral $124 $ M

Fair value measurements

in September 2006, the FASB issued SFAS 157, which establishes
a framework for measuring fair value and requires expanded
disclosures regarding fair value measurements. SFAS 157 does not
require any new fal value measurements, however, i eliminates
inconsistencies in the guidance provided in previous accounting
pronounceiments. The carrying value of Cash and cash eguivalents,
receivables. accounts payable, other current liabilities and accrued
interest approximate fair value. The following table shows the
carrying amounls and fair values of our long-term debt including
any curent portions included in our consolidated balance sheets.

Cariying £stimated
In milions amount fatr valur
As of December 31, 2008 $1.675 $1.647
As of December 31, 2007 1.675 1,710

We estimate the fair value of our long-term debt using a
discounted cash flow technique that incorporates a market interest
yield curve with adjustments for duration, optianality and risk profita.
In delermining the market intergst yield curve, we considered our
currently assigned ratings for unsecured debt of BBE+ by S&F, Baal
by Mondy's and A- by Fitch.

SFAS 157 was effective for financial statements issued for fiscal
years beginning after Novembrer 15. 2007, and interim periads within
those fiscal years. In December 2007, the FASB provided a one-year
deferral of SFAS 157 for nonfinancial assets and nonfinancial liabilities,
except those that are recognized of disclosed at fair value on a
recurring basis, at least annually. We adopted SFAS 157 on
January 1, 2008, for our inancial assets and liabilities, which primarity
consist of derivatives we record in accordance with SFAS 133, The
adoption of SFAS 157 primarily impacts our disclosures and did not
have a material impact on our consolidated results of operations,
cash flows and financial condition. We will adopt SFAS 157 for our
nonfinancial assets and liahilities on January 1, 2009, and are
currently evaluating the impact to our consolidated results of
operations, cash flows and financial condition.

As defined in SFAS 157, fair value is the price that would be
received to sell an assel or paid to transfer a fiability in an orderly
transaction between market participants at the measurement date
(exil price). We ulilize markel data or assumpticns that market
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participants would use in pricing the asset or Kability, including
assumptions about risk and the risks inherent in the inputs to the
valuation technique. These inputs can be readily observable, market
corroborated, or generally unobservable, We primarily apply the
market approach for recurring fair value measurements and
endeavor to utilize the best available infformation. Accordingly, we
use valuation techniques that maximize the use of observable inputs
and minimize the use of unobservable inputs. We are able to classify
fair value balances based on the abservance of those inputs.
SFAS 157 establishes a fair value hierarchy that prioritizes the inputs
used to measure fair value. The hierarchy gives the highest priority
10 unadjusted quoted prices in active markets for identical assets
of liabilities (fevel 1) and the lowest priority to unobservable inputs
(level 3). The three levels of the fair value hierarchy defined by
SFAS 157 are as follows:

Level 1

Quoted prices are available in active markets for identical assets or
liabilities as of the reporting date. Active markets are those in which
transactions for the asset or liahility occur in sufficient frequency and
volume 1o provide pricing information on an ongoing basis, Our
Level 1 items consist of financial instruments with exchange-
traded derivatives.

Level 2

Pricing inputs are other than quoted prices in active markets
included in level 1, which are either directly or indirectly observable
as of the reporting date. Level 2 includes those financial and
commodity mstruments that are valued using valuation methodolo-
gies. These methodologies are prmarily industry-standard
methadologies that consider various assumptions, including quoted
forward prices for commadities, time value, volatility factors, and
current market and contractual prices for the underlyinginstruments,
as well as other relevant economic measures. Substantially all of
these assumptions are ahservable in the marketplace throughout
the full term of the instrument, can be derived from observable data
ar are supporied by observable levels at which transactions are
executed in the marketplace. We obtain market price data from
multiple sources in order to value some of our Level 2 transactions
and this data is representative of transactions that occurred in the
market place. As we aggregate our disclosures by counterparty. the
underlying transactions for a given counterparty may be a
combination of exchange-traded derivatives and values based arn
other sources. Instruments in this category include shorter tenor
exchange-traded and non-exchange-traded derivatives such as
OTC forwards and optians.

Level 3

Pricing inputs include significant inputs that are generally less
observable from objective sources. These inputs may be used with
internally developed methodologies that result it managemnent’s best
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estimate of fair value. Level 3 instruments include those that may be more structured or otherwise tailored to customers’ needs. We do not have

any materizl assets or liabilities classified as level 3.

The following table sets forth, by level within the fair value hierarchy, our financial assets and liabilities that were accounted for at fair value on
arecurring basis as of December 31, 2008, As required by SFAS 157, financial assets and liabiliies are classified in their entirety based on the lowest
level of input that is signilicant to the fair value measurement. Our assessment of the significance of a particular input to the fair value measurement
requires judgment, and may affect the valuation of fair value assets and flabilities and their placement within the fair value hierarchy levels.

Recurrng fair value measuremenis as of December 31, 2008

Significant other Significant

Quated prices in observable unobsenvable Newing of Toal

aclive markels inputs npuls cash carrying

In milions {Level 1) {Levei 2] {Level 3 collateral value

Assets:™

Derivatives at wholesale services $ 17 $154 $— $35 $206

Derivatives at distribution operations 23 — — _ 23

Derivalives al retail energy operations” 12 — — — 12

Total assets $ 52 $154 $— $ 35 $241
Liabilities:"

Derivatives al wholesale services $ 62 $ 27 $— $62) $ 27

Derivatives al distribution operations 23 — — 4 27

Derivatives at retail energy operations 32 1 — (31) 2

Total liabilities $117 $ 28 $— $89) $ 56

Wincludes $203 milion of curient a3sets and $38 miion of kang-term asscls refliected within our cansolidated balance sheet.
Hncludes 550 milion of current adiitics and $6 millon of long-term liabiiitics reflected within gur consolidaled balanca sheet.
V&4 mulkon premium assoginted with weather dervatives has boen excluded as they are based on invinsic value, not falr vatue.

The delermination of the fair values ahove incorporates various
factors required under SFAS 157. These factors include not only the
credit standing of the counterparties involved and the impact of
crecit enhancements {such as cash deposits, letters of credit and
pricity interests), but also the impact of cur nonperformance risk
on our liabilities.

Derivatives at distribution operations relate to Elizabethtown
Gas and are utilized in accordance with a directive from the New
Jersey Commission o create a program (o hedge the impact of
market luctuations in natural gas prices. Thase derivative products
are accounted lor at fair value each reporting period. In accordance
wilh regulatory requirements, realized gains and fosses related Lo
these derivatives arg reflectad in purchased gas costs and ultimately
included in bilings to customers. Unrealized gains and losses are
reflected as a regulatory asset or lighility, as appropriate, in oue
consolidated balance sheets.

Sequent’s and SouthStar's derivatives include exchange-traded
and OTC derivative contracts. Exchange-traded derivative contracts,
which includa futures and exchange-traded aptions, are generally
based on unadjusted quotad prices In active markets and are
classificd within level 1. Some exchange-traded derivatives are
valued using broker or dealer quotation services, or market
transactions in either the listad or OTC markets, which are classified
within levef 2.

At the beginning of 2008, we had a notional principal amount
of $100 million of interast rate swap agreements associated with

our senior notes. In March 2008, we terminated these interest rate
swap agreements. We received a payment of $2 million, which
included accrued interest and the fair value of the interest rate swap
agreements at the termination date. The payment was recorded as
deferred income and classified as a liability in our consolidated
balance sheets. The amount will be amartized through January
2011, the remaining life of the associated senior notes. The following
table sets forth a reconciliation of the termination of our interest rate
swaps, classified as fevel 3 in the fair value hierarchy.

Year ended
In mnillons December 31, 2008
Balance as of January 1. 2008 $(2)
Realized and unrealized gains —
Settlements 2
Transfers in or owt of level 3 —
Balance as of December 31, 2008 $—
Change in unrealized gains {fosses) relating to
instruments held as of December 37, 2008 $—

Transfers in or out of level 3 represent existing assets or liabilities
that were either previously categorized as a higher fevel for which the
methodology inputs became uncbservable or assets and liabilities
that were previously classified as level 3 for which the lowest
significant input became observable during the period.
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Risk Management

Our risk management activities are monitored by our Risk
Management Committee (RMC), which consists of members of
senior management. The RMC is charged with reviewing and
enforcing our risk management activities. Our risk management
policies limit the use of derivative financial instruments and physical
transactions within predefined risk tolerances associated with pre-
existing or anticipated physical naturat gas sales and purchases and
system use and storage. We use the following derivative financial
instruments and physical transacticns to manage commaodity price,
interest rate. weather, fuel price and foreign currency risks:

« {orward cortracts

« futures contracts

* options comracts

« financial swaps

= reasury locks

« weather derivative contracts

- storage and transportation capacity transactions
= fareign currency forward contracts

Interest Rate Swaps

To maintain an effective capital structure, our policy is 1o borow
funds using @ mix of fixed-rale and variable-rate debt. We entered
into interest rate swap agreements for the purpose of managing the
appropriate mix of risk associated with our fixed-rate and variable-
rate deht obligations, We designated these interest rale swaps as
{air value hedges in accordance with SFAS 133, We record the gain
or loss on fair value hedges in €arnings in the period of change.
together with the offselting loss or gain on the hedged item
attributable to the interest rate risk being hedged.

Commodity-related Derivative Instruments

All activities associated with price risk management activities and
derivative instruments are included as a cemponent of cash flows
from operating activities in our conseolidated statements of cash
flows. Qur derivatives not designated as hedges under SFAS 133,
included within operating cash flows as a source (use) of cash was
$(129) million in 2008, $74 milion in 2007, and $(112) million in 2006.

Elizabethtown Gas In accordance with a directive from the New
Jersey Commission, Elizabethtown Gas enters into derivative
transactions to hedge the impact of market fluctuations in natural
gas prices. Pursuant 10 SFAS 133. such derivative transactions are
marked to market each reporting period. In accordance with
regulatory requirements, realized gains and losses related to these
derivatives are reflected in purchased gas costs and ultimately
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included in billings to customers, As of December 317, 2008,
Elizabethtown Gas had entered into OTC swap contracts to
purchase approximately 11 Bcf of natural gas. Approximately 57%
of these contracts have durations of one year or less, and nong of
these contracts extends beyond January 2011, The fair values of
these derivative instruments were reflected as a cuirent asset and
liability of $23 milion at December 31, 2008 and $4 million at
December 31, 2007. For more information on our regulatory assets
and liabilities see Note 1.

SouthStar Commodity-related derivative financial instruments
ffutures, aptions and swaps) are used by SouthStar to manage
exposures arising from changing commodity prices. SouthStar’s
objective for hoiding these derivatives is to utilize the most effective
method to reduce or eliminate the impact of this exposure. We have
designated a portion of SouthStar's derlvative transactions as cash
flow hedges under SFAS 133. We record derivative gains or losses
arising from cash flow hedges in OCl and reclassify them into
earnings in the same period as the settlement of the underlying
hedged item. We record any hedqe ineffectivenass, defined as when
the gains or losses on the hedging instrument do not offset and are
greater than the josses or gains on the hedged item, in cost of gas
in our statement of consolidated income In the period in which it
occurs. SouthStar currently has minimal hedge ineffectivenass. We
have nat designated the remainder of SouthStar's derivative instru-
ments as hedges under SFAS 133 and, accordingly, we record
changes in their fair value as cost of gas in our statements of
consofidated income in the period of change.

At December 31, 2008, the fair values of these derivalives
were reflected in our cansclidated financial statements as a current
asset of $11 million, a long-term asset of $5 million and a current
liability of $2 million representing a net position of 28 Bcf. This
includes a $4 million current asset associated with a premium for
weather derivatives,

SouthStar also enters inte both exchange and OTC derivative
transactions to hedge commodity price risk. Credit risk is mitigated for
exchange transactions through the backing of the NYMEX member
firms. for OTC wransactions, SouthStar utiizes master netting
arrangements to reduce overall credit risk. As of December 37, 2008,
SouthStar's maximum exposure © any single OTC counterparty was
$8 million.

Sequent We are exposed to risks associated with changes in the
market price of natural gas. Sequent uses derivative financial
instrurments 1o reduce our exposure to the risk of changes in the
prices of natural gas. The fair value of these derivative financial
instruments reflects the estimated amourts that we would receive
or pay o terminate or close the contracts at the reporting date,
taking into account the current unrealized gains of 10sses on open
contracts. We use external market quotes and indices to value
substantially all the financial instruments we use.

We mitigate substandally all the commodity price risk



associated wilh Sequent’s natural gas portiolio by locking in the
economic margin at the time we enter inte natural gas purchase
transactions for our stored natural gas. We purchase natural gas for
storage when the difference in the current market price we pay to
buy and transpert natural gas plus the cost 1o store the natural gas
is less than the market price we can receive in the future, resulling
in a positive net operating margin. We use NYMEX futures contracts
and other OTC derivatives to sell natural gas at that future price to
substantially Jack in the operating margin we will ulimately reafize
when the stored natural gas is actually sold. These futures contracts
meet the definition of derivatives under SFAS 133 and are recorded
at fair value and marked to market in our consolidated balance
sheets, with changes in fair value recorded in earnings in the period
of change. The purchase, transporiation, storage and sale of natural
gas are accounied for on a weighted average cost or accrugl basis,
as appropriate rather than on the mark-to-market basis we utiiize
for the derivatives used to mitigate the commodity price risk
associated with aur storage portfolio, This difference in accounting
can result in volatility in our reported earnings, even though the
ecaromic margin is essentially unchanged from the date the
lransactions were consummated.

At December 31, 2008. Sequents commodity-related
derivative financial instruments represented purchases (long} of
819 Bef and sales [short) of 6§88 Bef with approximately 92% of
purchase instruments and 94% of the sales instruments are
scheduled to mature in less than 2 years and the remaining 8% and
6%, respectively, in 3 to 9 years. At December 31, 2008, the fair
values of these derivatives were reflected in our consolidated
financial statements as an asset of $206 million and a liability of
$27 millicn.

The changes in fair value of Sequent’s derivative instruments
utilized in its energy marketing and risk management activities and
contract settlements incressed the net fair value of its contracts
cutstanding by $25 mition during 2008, reduced net fair value by
$62 million during 2007 and increased net fair value by $132 million
dwring 2006.

Weather Derivatives

In 2008 and 2007, SouthStar emtered inte weather derivative
contracts as economic hedges of operating margins in the event of
warmer-than-normal and colder-than-normal weather in the heating
season, primarily from November through March. SouthStar
accounts lor these contracts using the intrinsic value method under
the guidelines of EITF 99-02. SouthStar recorded current assets for
this hedging activity of $4 milion at December 31, 2008 and
$5 million at December 31, 2007.
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Concentration of Credit Risk

Atlanta Gas Light Concentration of credit risk occcurs at Atlanta
Gas Light for amountis bifled for services and other costs 1o its
custamers, which consist of 11 Marketers in Georgia. The credit risk
exposure 1o Marketers varies seasonally, with the lowest exposure
in the nonpeak summer months and the highest exposure in the
peak winter months. Marketers are responsible for the retail sale of
natural gas to end-use customers in Georgia. These retail functions
inciude customer service, billing, collections, and the purchase ancl
sale of natral gas. Atlanta Gas Light's tariff allows it to obtain
security support in an amount equal to no less than two times a
Marketer’s highest month’s estimated bill from Atlanta Gas Light.

Wholesale Services Sequent has a concentration of credit risk for
services it provides to marketers and to utility and industrial
counterparties. This credit risk is measured by 30-day receivable
exposure plus farward exposure, which is generally concentrated in
20 of its caunterparties. Sequent evaluates the credit risk of its
counterparties using a S&P equivalent credit rating, which is
determined by a process of converting the lower of the S&P or
Moodys rating to an internal rating ranging from 9.00 to 1.00, with
9.00 being equivalent to AAA/Aaa by S&P and Moocdy's and 1.00
being equivalent to O or Default by S&P and Maody's. For a customer
without an external rating, Sequent assigns an internal rating based
on Sequent’s analysis of the strength of its financial ratios, At
December 31, 2008, Sequent's top 20 counterparties represented
approximately 63% of the total credit exposure of $505 million,
derived Dy adding together the top 20 counterparties’ exposures and
dividing by the total of Sequent’s counterparties’ expasures.
Seguent’s counterparties or the counterparties’ guarantors had a
weighted average S&P equivalent rating of A- at December 31, 2008,

The weighted average credit rating is obtained by multiplying
gach customer’s assigned internal rating by its credit exposure and
then adding the individual results for all counterparties. That total is
divided by the aggregate total exposure, This numeric value is
converted to an S&P equivalent.

Sequent has established credit policies to determine and
moniter the creditworthiness of counterpartes, including require-
ments for pasting of collateral ar other credit security, as well as the
quality of pledged collateral. Collateral or credit security is most often
in the form of cash or etters of credit from an investment-grade
financial institution, but may also include cash or U.S. Government
Securities held by a trustee. When Sequent is engaged in more than
one outstanding derivative transaction with the same counterparty
and it also has a legally enforceable netting agreement with that
counterparty, the "net” mark-to-market exposure represents the
netting of the positive and negative exposures with that counterparty
and a reasonable measure of Sequenit’s credit qisk. Sequent also
uses other netting agreements with certain counterparties with which
it conducts significant transactions.
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Note 3 Employee Benefit Plans

Oversight of Plans

The Retirement Plan Investment Committee ({the Commiltee)
appointed by our Board of Directors is responsible for overseeing the
investments of the retirement plans. Further, we have an lvestment
Policy (the Policy) for the retirement and postretirement benefit plans
that aims to praserve these plans’ capital and maximize investment
earnings in excess of inflation within acceptable levels of capital
markst volatility. To accomplish this goal, the retirement and
postretirement benefit plans’ assets are actively managed to optimize
long-term return while maintaining a high stanctard of portfolio guality
and proper diversification.

The Policy's risk management strategy establishes a maximum
tolerance for risk in terms of volatility o be measured at 75% of the
volalility experienced by the S&P 500. We will continue to diversify
retirement plan investments o minimize the risk of large losses in a
single assct class. The Policy’s permissible investments include
domestic and international equities (including convertible securities
and mutuat funds), domeslic and international fixed income
{corporate and U.S. government obfigations), cash and cash
equivalents and other suitable investments. The asset mix of these
permissible investments is maintained within the Palicy's target
altocations as included in the preceding tables, but the Commiittee
can vary alocations between various classes or investment
managers irt order to improve investment results.

Equity market performance and corporate bond rates have a
significant effect on awr reported unfunded ABO. as the primary
factors that drive the value of owr unfunded ABO are the assumed
discount rate and the actual return on plan assets. Additionally.
equity market performance has a significant effect on our market-
related value of plan assets (MRVPA), which is a calculated value
and differs from the actual market value of plan assets. The MRVPA
recognizes the difference between the actual market value and
expected market value of our plan assets and is determined by our
actuaries using 2 five-year moving weighted average methodology.
Gains and |osses on plan assets are spread through the MRVPA
based an the five-year moving weighted average methodolagy,
which affects the expected return on plan assets component of
pension expense,

Pension Benefits

We sponsor two lax-qualified defined benefit retirement plans for
our eligible employees, the AGL Resources Inc. Retirement Plan
{AGL Retirernent Plan) and the Employees’ Retirement Plan of NUI
Corporaticn {NUI Retirement Plan). A defined benefit plan specifies
the amaunt of benefits an eligible participant eventually will receive
using information about the participant.
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We generally calcufate the berefits under the AGL Retirement
Plan based on age, years of service and pay. The benefit formula for
the AGL Retirement Plan is a career average earnings formula.
except for participants wha were employees as of July 1, 2000, and
who were at least 50 years of age as of that date. For those partici-
pants, we use a final average earnings benefit formula, and will
continue to use this benefit farmula for such participants untit June
2010, at which time any of these participants who are st active will
accrue future benefits under the career average earnings formula.

The NI Retirement Plan covers substantially ali of NUI's
employees who were employed on or befare Dacember 31, 20086,
except Flarida City Gas union employees. who until February 2008
participated in a unfon-sponsored multiemployer plan. Pension
benefits-are based on years of crediled service and final average
compensation.

Postretirement Benefits

We sponsor a defined benefit postretirement health care plan for our
cligible employees, the Health and Welfare Plan for Retirees and
Inactive Employees of AGL Resources inc. {AGL Postretirement Plan).
Eligibility for these benefits is based on age and years of service.

The AGL Postretirement Plan covers all efigible AGL Resources
employees whe were employed as of June 30, 2002, if they reach
retirement age while working for us. The state regulatory commis-
sions have approved phase-ins that defer a porton of other
postretirement benefits expense for future recovery. We recorded a
regulatory asset for these future recoveries of $11 million as of
December 31, 2008 and 312 milion as of December 31, 2607. In
addition, we recorded a regulatory liability of $5 milion as of
Decemnber 31. 2008 and $4 milfion as of December 31. 2007 for our
expected expenses under the AGL Postretirement Plan. We expect
to pay $7 milion of insurance claims for the postretirement plan in
2009, but we do not anticipate making any additional contributions.

Effective Decernber 8, 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 was signed into law.
This act provides for a prescription drug benefit under Medicare
{Part D) as well as a federal subsidy to sponsors of retiree health
care benefit plans that provide a benefit that is at least actuarially
equivalent to Medicare Part D.

Medicare-eligible participants receive prescription drug benefits
through a Medicare Part D plan offered by a third party and w which
we subsidize participant premiums, Medicare-eligible retirees who
opt out of the AGL Posuetirement Plan are eligible to receive a
cash subsidy which may be used towards eligible prescription
drug expenses.

SFAS 158 In September 2006, the FASB issued SFAS 158,
which we adopted prospectivaly on December 31, 2007. SFAS 158
requires that we recognize all obligations related to defined benefit
pensions and other postretirement benelits. This statement requires



AGL Resources Inc. 2008 Annual Report

that we quantify the plans’ funding status as an asset or a liability on our consolidated balance sheets. SFAS 158 further requires that we
measure the plans’ assets and obligations that determine our funded status as of the end of the fiscal year. We are also required to recognize
as a cemponent of OC| the changes in funded status that occurred during the year that are not recognized as part of nat periodic benefit cost
as explained in SFAS 87, or SFAS 108,

Based on the funded stalus of our defined benefit pension and postretirement benefit plans as of December 31, 2008, we reported an after-
tax loss to our GClof $111 million, a netincrease of $184 miflion to accrued pensicn and postretirement obfigations and a decrease of $73 milion
to accumulated deferred income taxes. Our adoption of SFAS 158 on December 31, 2007, had no impact on aur earnings.

Contributions

Our emplayees do not contribute to the retirement plans. Additionally, we annually fund our postretirement plan; however, our relirees contribute
20% of medical prermiums, 50% of the medical premium for spousal coverage and 100% of the dental premiem o the AGL Postretirement Plan.
We fund the plans by contributing at least the minimum amount required by applicable requlations and as recommended by our actuary.
However, we may also contribute in excess of the minimum required amount. We calculate the minimum amount of funding using the projected
unit credit cost method.

The Pension Pratection Act {the Act) of 2006 contained new funding requirernents for single employer defined bensfit pension plans. The
Act establishes & 100% funding target for plan years beginning after December 31, 2008. However, a delayed effective date of 2071 may apply
if the pension plan meets the following targets; 92% funded in 2008; 94% funded in 2008; and 96% funded in 2070. In December 2008, the
Warker, Retiree and Employer Recovery Act of 2008 allowed us to measure owr 2008 and 2009 funding target at 92%. In 2008 and 2007, we
did not make contributions as one was not required for our pension plans. For more information on our 2009 contributions to our pension
plans, see Note 7.

The following tables present details about our pension and postretirement plans.

AGL fotrement Plan NUI Retrement Plan AGL Pastretirement Pian
Dofersinmiions 2008 2007 2008 2007 2008 2007
Change in benefit obligation
Bengfit obligation, January 1, $353 $368 $74 $86 $94 $95
Service cost 7 7 - — - 1
Interest cost 22 27 4 5 6 6
Actuarial loss (gain} 9 22 - 9 M —
Benelits paid (21) {20) (6) (8) (4} (8)
Benelit obligation. December 31, $ 370 $353 $72 $74 $95 $94
Change in plan assets
Fair value of plan assets, January 1, $313 $303 $70 $72 $70 $63
Actual (loss) gain on plan assets (93) 30 (22} 6 {21} 7
Employer contribution 1 — - — 9 8
Benefitspad (21) {20) {6} )] {4) 8
Fair value of plan assets, December 31, $ 200 $3i3 242 376G $49 370
Amounts recognized in the
consolidated balance sheets
consist of
Current liability § () $ () $ - $— $— $—
Long-term liability (169) (39) {30) (4) {46) (24)
Total liabifity at December 31, ${(170) $ (40) $(30) $ (4} $(46) $(24)
Assumptions used to detetmine
benefit obligations
Discount rate 6.2% 6.4% 6.2% 6.4% 6.2% 5.4%
Rate of compensation increase 3.7% 37% - 3.7% 3.7% 3.7%
Accumulated benefit obligation $352 $337 $73 $74 N/A N/A
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The components of our pension and postretirement benefit costs are set forth in the following table.

AGL Retirement Plan NUI Retrement Plan AGL Posiretirement Plan
Dallars in milons 2008 2007 2006 2008 2007 2008 2008 2007 2006
Net benefit cost
Service cost $ 7 $ 7 $ 7 $— $— $— $— $1 $1
Interest cost 22 21 20 4 5 5 8 6 5
Expected return an plan assels (26} (25} (24} {6} (6) (7 6 (5} (4}
Net amortization (]| (1 (1} {1} m {1) {4) )] 4
Recognized actuarial lass 3 7 9 — — — 1 1 1
Net annual pension cost $5 $ 9 $11 ${3) ${2) $(3) $(3) $(1) $(0
Assumptions used to
determine benefit costs
Discount rate 6.4% 5.8% 5.5% 6.4% 5.8% 55% 6.4% 58% 55%
Expected relurn on plan assets 9.0% 92.0% 8.8% 9.0% 9.0% 8.8% 90% 90% 8.5%
Rate of compensation increase_ 3.7% 37% 1.0% - — — 37%  37% 40%

There were no other changes in plan assets and benefit ebligations recognized for our retirement and postrelikement plans for the year ended
December 31, 2008.The 2009 estimated OCl amortization and expected refunds for these plans are set forth in the following table.

Immiions ... AGL Retirement Flan HUI Retirement Plan AGL Postrctirement Plan
Amoartization of prior service cost ${1) $(1) $4)
Amorlizaton of net loss 14 1 >

Refunds expected — — _

We consider a number af factors in determining and selecting assumptions for the overall expected long-term rate of return on plan assets.
We consider the histarical long-term return experience of aur assets, the current and expected aflocation of our plan assels, and expected long-
term rates of return. We derive these expected long-term rates of return with the assistance of our investment advisors and generally hase these
rates on & 10-year horizon for various assel classes. our expected investments of plan assets and aclive asset management as opposed to
investment in a passive index fund. We base owr expected allocation of plan assets on a diversified portfolio consisting of domestic and
international equity securities, fixed income, real eslate, privale equity securities and alternative assel classes.

We consider a variety of factors in determining and selecting our assumptions for the discount rate at December 31. We consider certain
market indices, including Moody's Corporate AA long-term bond rate, the Citigroup Pension Liability rate, & single equivaient discount rate
derived with the assistance of our actuaries and our own payment stream based on these indices ta develop our rate. Consequently, we
selacted a discount rate of 6.2% as of December 31, 2008, following our review of these various factors. Qur actual retirement and postretirement
plans’ weighted average asset allocations at December 31, 2008 and 2007 and our target assel allocation ranges are as follows:

Targel Range AGL Retirerment Plan NUI Retirernent Pian AGL Postredirement Pran
. AsSclAllacation 2008 2007 2008 2007 2008 2007
Equity 30% - 95% 63% 68% 63% 1% 70% 73%
Fixed income 10% - 40% 30% 25% 32% 27% 28% 26%
Real estate and other 10% - 35% 6% 3% - 204 _ _
Cash 0% - 10% 1% 4% 5% - 2% 1%

Qui health care trend rate for the AGL Postretirement Planis capped at 2,.5%. This cap limits the increase in our contributions o the annual
change in the cansumer price index (CP)). Anannual CPl rate of 2.5% was assumed for future years. Assumed health care cost trend rates impact
the amounts reported for our health care plans. A one-percentage-point change in the assumed heafth care cost trend rates would have the
foflowing effects for the AGL Postratirement Plan.

AGL Postretrement Plan
QOne-Percentage-Point

in raithors. Intrease Drercase
Effect on total of service and interest cost - f—
Effect on accumulated postrelirernent benefit ohligation 4 {3
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The following table presents expected benefit payments for the
years ended Decermnber 37, 2009 through 2018 for our retirement
and postretirement plans. There will be benefit payments under
these plans beyond 2018.

AGL Resources Inc. 2008 Annual Report

The following table presents the amounts not yet reflected in
net periodic benefit cost and included in accumulated OCI as of
December 31, 2008.

AGL NUI AGL

AGL Ul AGL In milligns Retirement Plan  Retirement Plan Pastretirement Plan
(in milons) Rolitement Plan Retirernent Plan Poswetiement Plan Prior senvice credit 3 @) $(12) 3(17)
2009 $ 20 36 $ 7 Net oss 195 21 39
2010 20 6 7 Accumulated OCI 188 9 22
2011 21 6 7 MNet amount
2012 21 6 7 recagnized in
2013 21 6 7 consolidaied
2014-2018 116 28 35 balance sheet [170) (30) (46)
Total $219 $58 $70 Prepaid faccried)

cumulative ermployer

contributions in

excess of nel

periodic benefit cost £ 18 $21} ${24)

There were no other changes in plan assets and benefit
obfigations recognized in our retilement and postretirement plans
for the year ended Decemnber 31, 2008.

Employee Savings Plan Benefits

We sponsor the Retirement Savings Plus Plan (RSP), a defined
contribution benefit plan that allows eligible participants to make
contributions to their accounts up to specified limits. Under the RSP,
we made malching contributions o participant accounts of
$6 mifiion in 2008, 2007 and 2006.
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Note 4 Stock-based and Other Incentive Compensation Plans and Agreements

General

We currently spansor the following stock-based and other incentive compensation plans and agreements:

Shares issuable
upon exercise of

Shares issuable

outstanding stock andfor SARS
options and/or available for
SARs!? issuangol! Details
2007 Omnibus Performance 280.200 4.561,386 Grants of incentive and nonqualified stock
Incentive Plan options, stock appreciation rights (SARs), shares of
restricted stock, restricted stock units and
performance cash awards (o key employees.
Long-Term Incentive Plan (1999) © 2,221,407 — Grants of incentive and nonqualified stock optiens,
shares of restricted stock and perfarmance units to
key employees.
Qfficer Incentive Plan 76,224 211,409 Grants of nenqualified stack options and shares of
restricted stock to new-hire officers.
2006 Non-Employee Direclors not 173,433 Grants of stock @ non-employee directors in
Equity Compensation Plan applicable connection with non-employee direcior
compensation {for annuai retainer, chair retainer
and for initial election ar appointment).
1996 Mon-Employee Directors 42,924 13,304 Grants of nenqualified stock options and stack 1o
Equity Compensation Plan non-employee directors in connection with non-
employee director compensation (for annua
retainer and for initial election or appeintment),
The plan was amended in 2002 to eliminate the
granting of stock optiens.
Employee Stock Purchase Plan not 321.912 Nongualified. broad-based employee stock
applicable purchase plan for eligible ermployees

"M As of Docember 31, 2008

1A Egllowing sharehalder approval of the Ominibus Performance Incentive Plan, no further granis wil be made except for reload options 1hat may be granted under e plan’s oulstanding eptions.
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Accounting Treatment and Campensation Expense

Effective January 1, 2006, we adopted SFAS 123R, using the madi-
fied prospective application transition method. Prior to January 1,
2006, we accounted for our share-based payment transactions in
accordance with SFAS 123, as amended by SFAS 148. This allowed
us to rely on APB 25 and related interpretations in accaurting for our
stock-based compensation plans under the intrinsic value method.
SFAS 123R requires us to measure and recognize stock-based
compensation expense in our financial statements based on the
estimated fair value at the date of grant for our stock-based awards,
which include:

+ stock options

« stock awards, and

- performance units (restricted stock units and performance
cash units)

Perforinance-based stock awards and performance units
contain market conditions. Stock options, restricted stock awards
and performance units also contain a service condition. In
accordance with SFAS 123R, we recognize compensation expense
over the requisite service period for:

- awards granted on or after January 1, 2006 and
- unvested awards previously granted and outstanding as af
Japuary 1, 2006

In addition, we estimate forfeitures over the requisite service
period when recognizing compensation expense. These estimates
are adjusted o the extent that actual forfeitures differ, or are
expecled to materially differ, from such estimates.

The following table provides additional information on compen-
sation costs and income tax benefits related to our stock-based
compensation awards. We recorded these amounts in our
consolidated statements of income for the years ended
December 31, 2008, 2007 and 2006.

fnmikors e 2008 2007 2006
Compensalion costs $10 $9 39
Income tax benefits 1 3 3
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Prior to our adoption of SFAS 123R, benefits of tax deductions
in excess of recognized compensation costs were reported as
operating cash flows. SFAS 123R requires excess tax benefits to be
reported as a financing cash inflow rather than as a reduction of
taxes paid. In 2007 and 2006, our cash flows from financing
activities included an immaterial amount for recognized com-
pensation costs in excess of the benefits of tax deductions. In
2008, we included $2 million of such benefits in cash flow provided
by operating activities.

Incentive and Nanqualified Stock Options

We grant incentive and nonqualified stock options with a strike price
equal to the fair market value on the date of the grant, “Fair market
value” is defined under the terms of the applicable plans as the most
recent closing price per share of AGL Resources common stack as
reparted in The Walf Streel Journal. Stock aptions generally have a
three-year vesting period, Nonqualiied options generally expire
10 years after the date of grant. Participants realize valug from option
grants only to the extent that the fair market value of our common
stock on the date of exercise of the option exceeds the fair market
value of the comrmon stock on the date of the grant. Compensation
expense associated with stock options is generally recorded over
the option vesting period; however, for unvested aptions that are
granted to employees who are retirsment-eligible, the remaining
compensation expense is recorded in the current period rather than
over the remaining vesting period.

As of December 31, 2008, we had $2 million of total unrecog-
nized compensation costs related to stock options. These costs
are expected to be recognized over the remaining average requisite
service period of approximately 2 years, Cash received from stock
option exercises for 2008 was $5 milion, and the income tax benefit
from stock option exercises was $1 million.
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The foltowing Lables surmmarize activity related 1o stock options for key employees and non-employee directors.

Number Weighted average Weghted average Aggregate intrinsic
Stock Options of opiicing Saeitise price vaiur fin wifions)
QOuistanding - December 31, 2005 2221245 $27.79
Granted 914,216 35.81
Exercised (543,557) 24.69
Forfeited" (266,418) 34.93
Qutstanding - December 31, 2006 2.325.486 $30.85
Granted 735,196 39.11
Exercised {361.,385) 21.18
Forfeited" {181,799) 36,75
Dutstanding - Decemnber 31, 2007 2,517,498 $33.28
Granted 258,17 38.70
Exercised {212,600) 23.53
Forfeited (86,926) 38,01
Outstanding — December 31, 2008 2,475,989 $34.52 6.7 $3
Evercisable - December 31, 2008 1,447,508 $32.18 59 %3
Wincludes 4,226 sharos which cxpired in 2008, none in 2007 and 452 in 2006.

Numbed of Weighted average Weighted average remaining Weighted average
l_.lp_\.Es_t_e_d_s_gg_cl(_EQEqr_ls_ e unvested opions exercisy price vesiing poriod fin yoars Tar value
Ouistanding - December 31, 2007 1,414,962 $37.02 16 $4.82
Granted 258,017 38.70 2.0 2.64
Forfeited (51,497) 38.68 22 4.39
Veste (593,001} 36.26 - A4.77
Outstanding - Dacember 31, 2008 1,028,481 $37.80 14 $4.33

Information about oustanding and exercisable options as of December 31, 2008, is as follows,

Options ouislanding

Options Exercizable

T Mumber Weighted average remaining Weighted average nMumbor Weighicd average
Range of Exercise Pricos ol options contraga iife {in yoarsh OXCIGISC prce of options. QHOICISe PICe
$76.25 10 $20.79 21.274 1.5 $19.53 27.274 $19.53
$20.80 10 $25.34 - 173,326 3.1 21.82 173,326 21.82
$25.35 to $29.89 233,187 4.4 27.07 233.157 21.07
$29.90 10 $34.44 406,701 6.0 33.21 406,701 33.21%
$34.45t0 £38.99 1,388,835 15 37.15 587,250 36.83
$39.00 to $43.54 246,686 8.8 39.43 19.800 41.20
Qutstanding - Dec. 31, 2008 2,475,089 8.7 $34.52 1,447,508 $32.18
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Summarized below are outstanding optionts that are fully
exercisable.

Weighted average

Exeicisable al: o Numbers of options exercise price
Dacember 31, 2006 1,013,672 $25.45
December 31, 2007 1,102,536 $28 48
December 31, 2008 1,447,508 $32.18

In accordance with e fair value method of determining compen-
sation expense, we use the Black-Scholes pricing model. Below are
the ranges for per share value and information about the underiying
assumptions used in developing the grant date value for each of the
grants made during 2008, 2007 and 2006.

. 2008 2007 2006
Expecied e (years) 7 7 7
Risk-lroe interest rate %% 2,.93-3.31 3.87-506 45-51
Expected volatilty 96 12.8-13.0 132-143 14.2-159
Dividend yielg %" 4.3-4.84 3.8-4.2 3.7-42
Fair value of
_options granted  $0.19-$2.69  $3.55-35.98 $4.55-$6.18

S Troasury constant maturily - 7 years.

“olatiny is measured aver 7 years. the expected e ol the oplions: vieighted avorage volatiity % for
2008 was 13.0%. 2007 was 14.2% and 2006 was 15.8%.

¥ Woighted average dividend yiclds for 2008 was 4.3%. 2007 was 4.2% and 2006 was 4.1%

1 Represcnts. por share value,

intrinsic value for options is defined as the difference between
the current market value and the grant price. Total intrinsic value of
options exercised during 2008 was $2 million. With the implemen-
tation of our share repurchase program in 2006, we use shares
purchased under this program to satisly share-based exercises to
the extent that repurchased shares are available. Otherwise, we
issue new shares [rom aur authorized commoen stock.

Perfarmance Units

In general, a perfermance unil is an award of the right to receive
i) an equal number of shares of our common stock, which we refer
10 as a restricted stock unit or (i) cash, subject to the achievement
of certain pre-establisied performance criteria, which we refer to as
a perfarmance cash unit. Performance units are subject to certain
transfer restrictions and forfeiture upon termination of employment.
The dollar value of restricted stock unit awards is equal to the grant
date fair value of the awards, over the requisite service period,
determined pursuant to FAS 123R. The dollar value of performance
cash unit awards is equal to the grant date fair value of the awards
measured against progress towards the performance measure, over
the requisile service period, determined pwsuant to FAS 123R. No
other assumptions are used ta value these awards.
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Restricted Stock Units In general, a restricted stock unit is an
award that represents the opportunity 1o receive a specified number
of shares of our common stock, subject to the achievement of
certain pre-established performance criteria. In 2008, we granted
t0 a select group a total of 208,700 restricted stock units (the 2008
restricted stock units), of which 196,100 of these unils were
outstanding as of December 31, 2008. These restricted stock units
had a performance measurement periad that ended December 31,
2008, and a performance measure related to a hasic eamings per
shara goal that was met.

Performance Cash Units [n general, a performance cash unitis
an award that represents the opportunity o receive a cash award,
subject to the achievernent of certain pre-established performance
criteria. In 2008, we granted performance cash awards to a select
group of officers. These awards have a perforrmance measure that
is refated to annual growth in basic earnings per share, pfus the
average dividend yield, as adjusted to reflect the effect of economic
value created during the performance measurement period by our
wholesale services segment. In 2008, the basic earnings per share

"growth target was not achieved with respect to the 2007 awards.

Accruals in connection with these grants are as follows:

mMoasurcment Accrued at Maximum
Dollars in period end Cec. 31, aggregaic
nmlians Units date 2008 payout
Year of grant
2006" 15 Dec. 37, 2008 $1 Y
2007 23 Dec. 31, 2009 — 3
2008 3 Dec. 31, 2010 1 2

"n Fetruary 2009, the 2006 potformance cash units vested and resulled in 8n aggregate payoLt
of $1 milfion.

Stock and Restricted Stock Awards

“In general, we refer 1o a stock award as an award of our common

stock that is 100% vested and not forfeitable as of the date of grant.
We refer to restricted stock as an award of our common stock that
is subject to time-based vesting ar achievemnant of performance
measures. Restricted stock awards are subject to certain transfer
cestrictions and foifeiture upon termination of employment. The
dallar value of both stock awards and restricted stock awards are
equal to the grant date fair value of the awards, over the requisite
service period, delermined pursuant 10 FAS 123R. No other
assumptions are used to value the awards,

Stock Awards — Non-Employee Directors Non-employee
director compensation may be paid in shares of our common stock
in connection with initial election. the annual retainer. and chair
retainers, as applicable. Stock awards for non-emplayee directors
are 100% vested and nonforfeitable as of the date of grant. The
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following table summarizes activity during 2008, related to stock
awards for our non-employee directors,

Shares of Weighted avelage
Restricted Steck Awards rostricted siock Tair value
Issued 15,674 $35.058
Forleited _ _
Vesred 15,674 $35.05
Outstanding — —

Restricted Stock Awards — Employees From time to time, we
may give restricted stock awards ta our key employees. The follow-
Ing table summarizes aclivity dunng the year ended December 31,
2008, related to restricted stock awards for our key employees.

Weighted average \Weighted

Shaies of remgining vesting average

Resiticied Stock Awards 77{05!'195(!.55“ period {in yoars| fair valug

Outstanding -

_December 31, 2007" 349,036 2.1 $38.15

Issued 28,024 0.6 356.63

Forfeited (6,483} 1.2 38.43

Vested {70,199) — 3675
au:tgtanding -

December 31, 2008" 300,378 1.3 $37.87

™ Sygject te resteiction

Employee Stock Purchase Plan (ESPP)

Under the ESPF, employees may purchase shares of our cammon
stock in quarterly intervals at 85% of fair market value. Employee
contributions under the ESPP may not exceed $25.000 per
employee duaring any calendar year,

L 2008 2007 2005
Shares purchased on

the open market 66,247 92.299 45,361
Average per-share

purchase price $ 3322 § 3468 0§ 2140
Purchase price discount  $326,615  $313,584  $252,752
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Note 5 Commaon Shareholders’ Equity

Treasury Shares

Qur Board of Directors has authorized us to purchase up o 8 miflion
treasury shares through our repurchase plans. These plans are used
to olffset shares issued under cur employee and non-employee
director incentive compensation plans and our dividend reinvest-
ment angd stock purchase plans. Stock purchases under these plans
may be made in the open market or in private transactions at imes
and in amounts that we deem appropriate. There is no guarantee as
10 the exact number of shares that we will purchase, and we can
terminate or limit the program at any time. We will hold the
purchased shares as treasury shares and account for them using the
costmethod. As of December 31, 2008 we had 5 miliion remaining
authorized shares available for purchase. The following table
provides more information orn our weasury share activity.

In milligns. Total amount Shares Weighted average
CXCEPL Ao STAre amounts purchased purchasod price por share
20056 $38 1 $36.67
2007 80 2 39.56
2008 - - —
Dividends

Our cormmon shareholders may receive dividends when declared at
the discretion of our Board of Directors. Dividends may be paid in
cash, stock or other form of payment, and payment of future
dividends will depend on our future earnings, cash flow, financial
requarements and other factars. Additionally, we derive a substantial
portion of our consolidated assets, eamings and cash flow from the
operation of regulated utitity subsidiaries, whose legal authority to
pay dividends or make other distributions to us is subject to
regulation. As with most other companies, the payment of dividends
are restricted by laws in the states where we do business. In cerain
cases, our ability 1o pay dividends to our commen sharehelders is
limited by the following:

* our ability to pay our debts as they become due in the usual course
of business, satisfy our cbligations under certain firancing
agreements, including debt-to-capitalization covenants

our total assets are kess than our total liabilities, and

+ aur ability to satisfy our obligations to any preferred shareholders

.



Note 6 Debt
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Qur issuance of various securities, including long-term and shart-term debt, is subject 1o customary approval or authorization by state and federal
regulatory bodies, including state public service commissions, the SEC and the FERC as granted by the Enerqy Policy Act of 2005. The following

table provides more information an our various securities.

Cutstanding as of:

Weighted sverage December 31,
ms_ o Year(s) due tnterest rate!® fnterest rawe? 2008 2007
Short-term dabt
Credit Facilities 2009 0.8% 2.9% $ 500 $ —
Commercial paper 2009 2.2 3.8 273 566
SouthStar line of credit 2008 1.1 2.9 75 —
Sequent fines of credit 2003 0.9 2.3 17 1
Capital leases 2009 4.9 4.9 1 1
Pivotal Utility line of credit — — — - 12
Total short-term debt 1.3% 3.3% $ age $ 580
Long-term debt — net of current portion
Seniar notes 2011-2034 45-7.1% 59% $1,275 $1.275
Gas facility revenue bonds 2022-2033 0.7-5.3 32 200 200
Medium-term notes 2012-2027 6.6-9.1 7.8 196 196
Capital leases 2013 4.9 4.9 4 6
AGL Capital interest rate swaps — — _ @
Total long-term debt 5.6% 591% $1,675 $1.675
Total debt 4.1% 5.2% $2,541 $2,255

"As of December 31. 2008,
Uifor the yeat ended December 31, 2000,

Short-term Debt

Our short-term debt at December 31, 2008 and 2007 was com-
posed of borrowings under our commercial paper program; Credit
Facilities; current portions of our capilal lease obligations; and lines
of credit for Sequent, SouthStar and Pivotal Utility.

Commercial Paper and Credit Facilities Our commercial paper
consists of short-term, unsecured promissory notes with maturities
ranging from 2 to 16 days. These unsecured promissory notes are
supported by our $71 bilion Credit Facility which expires in August
2011 and a supplemental $740 million Credit Facility that expires in
September 2008, We have the oplion to request an increase in the
aggregate principal amount available for borrowing under the
$1 billion Credit Facility to $71.25 billion on not mere than three
occasions during each calendar year. The $140 milion Credit Facility
allows for the oplion to request an increase in the borrowing capacity
to $150 million.

Several of our subsidiaries, including SouthStar participate in
our commercial paper program. As of December 31, 2008, we had
$273 million of commercial paper borrowings and $500 million
outstanding under the Credit Faciliies. As of December 31, 2007,
we did not have any amourits outstanding under the Credit Facilities.

ScuthStar Credit Facility SouthStars five-year $75 million
unsecured credit facility expires in November 2011. SouthStar will
use this line of credit for warking capital and its general corporate
needs. We had $75 million of outstanding borrowings on this line of
credit at December 31, 2008. At December 31, 2007, there were no
autstanding borrowings on this line of credit. We do not quarantee
or provide any other form of security for the repayment of this
credit facility.

Sequent Lines of Credit In June 2008, we extended Sequent’s
$25 million unsecured line of credit to June 2009, which bears
interest at the federal funds effective rate plus 0.75%. In September
2008, Sequent extended its second $20 million line of credit that
bears interest at the LIBOR rate plus 1.0% to September 2009, In
December 2008 the terms of this line of credit were amended to
$5 million bearing interest at the LUIBOR Rate plus 3.0%. Baoth lines
of credit are used solely for the posting of margin deposits for
NYMEX transactions and are unconditionally guaranteed by us.

Pivotal Utility Line of Credit This $20 million line of credit, which
had been established to support Clizabethtown Gas’ hedging
program, was terminated in October 2008. For more information on
this hedging program. see Note 2.
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Long-term Debt

Our long-term debt at December 31, 2008 and 2007 matures more
than one year from the balance sheet date and consists of medium-
term notes: Series A, Series B and Series C, which we issued under
an indenture dated December 1. 1989; senior notes: gas facility
revenue bonds: and capital leases. Our annual maturities of long-
term debt, excluding capital feases of $4 million, are as follows:

Year Amount (in miions)
2011 $ 300
2012 15
2013 225
2015 200
2016 300
2007 22
2021 30
2022 a3
2024 20
2026 69
2027 53
2032 55
2033 39
2034 250
Total $1.671

Medium-term notes The following table provides more informa-
ticn on our medium-term notes, which were issued to refinance
portions of our existing short-term debt and for general corporate
purposes. Our annual maturities of cur medium-term notes are
as follows:

IssueDgte Amount {in milkons) Intcrest fate hrawity
June 1992 $ 5 84% June?2012
June 1897 5 a3 June 2012
June 1992 5 83 July 2012
July 1997 22 72 Juiy 2017
Feb. 1991 30 9.7 Feb. 2021
April 1992 5 8.55 April 2022
April 1992 25 87  Apil 2022
April 1992 6 8.55 April 2022
May 1992 10 855  May 2022
Nov. 1996 30 6.55 Nov. 2026
Juty 1997 53 7.3 Juiy 2027
Total $196
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Senior Notes The following table provides more information on
our senior notes, which were issued 10 refinance portions of our
existing short-term and long-term debt, to finance acquisitions and
for general corporate purposes.

Issue Date Amount {in miions) Intcrest rate Maturity
Feb. 2001 $ 300 1.125%  Jan 2011
July 2003 225 4.45 Apr 2013
Dec. 2004 200 4.95 Jan 2015
June 20086 175 8.375 Jul 2016
Dec. 2007 125 6.375 Jul 2016
Sep. 2004 230 6.0 Oct 2034
Totai $1.275

The rustee with respect to all of the above-referenced senior
notes is The Bank of New York Trust Company. N.A., pursuant to an
indenture dated February 20, 2001, We fully and unconditionaily
guarantee all of our senior notes.

Gas Fagility Revenue Bonds Pivotal Utility is party to a series of
loan agreements with the New Jersey Economic Development
Authority {NJEDA] pursuant to which the NJEDA has issued a series
of gas facility revenue bonds as shown in the following table.

Issue Dawe Amount {in miflions) Interest rate Matunly

July 1994"™ $ 47 0.70%  Oct 2022

July 19947 20 1.10 QOct. 2024

June 1992" 39 1.10 Jure 2026

June 1992" 53 0.85 June 2032

July 1997 39 5.25 Nov, 2033
Total $200

Minterest rateis adjusted dally or weekly. Rates ingicaied are as of December 31, 2008,

In 2008, a portion of our gas facility revenue bonds failed to
draw enough potential buyers due to the dislocation or disruption in
the auction markets as a result of the downgrades to the bond
insurers that provide credit protections for these instruments which
reduced investor demand and liquidity for these types of invest-
ments. In March and April 2008, we tendered these bonds with a
cumulative principal amount of $161 milllon through commercial
paper bofrowings.

In June and September 2008, we cornpleted a Letter of Credit
Agreement for these bonds which provided additional crediit support
which increased investor demand for the bonds. As a result, these
bonds with a cumulative principal amount of $161 million were
successfully auctioned and issued as variable rate gas faciity bonds
and reduced our commercial paper boreowings. The bonds with
principal amounts of $55 mition, $47 miion and $3% milion now
have interest rates that reset daily and the bond with a principal
amount of $20 million has an interest rate that resets weekly. There
was no change 1o the maturity dates on these bonds.



Preferred Securities As of December 31, 2008, we had 10 million
shares of authorized. unissued Class A junior participating preferred
stock. no par value, and 10 milion shares of authorized, unissued
preferred stock, no par vahue.

Capital Leases Our capital leases consist primarily of a salef
leaseback ransaction completed in 2002 by Florida City Gas related
to its gas meters and other equipment and will be repaid at
approximately $1 million per year until 2013. Pursuant to the terms
of the lease agraement, Florida City Gas is required to insure the
leased equiprment during the lease term. In additfon, at the expiration
of the lease term, Florida City Gas has the option te purchase the
leased meters from the lessor at thelr fair market value, The fair
market value of the equipment will be determined on the basis of an
arm’s-length transaction between an informed and willing buyer.

Default Events

Qur Credit Facilties’ financial covenants requires us to maintain a
ratio of total debt to total capitalization of no greater than 70%:
hawever, our geal 1S 10 maintain this ratio at levels between 50%
and 60%. Cur ratio of total debt to total capitalization calculation
contained in our debt covenant includes minarity interest, standby
letters of credit, surety bonds and the exclusion of other
comprehensive income pension adjustments. Adjusting for these
items, our debi-to-equity calculation, as defined by our Credit
Facilities, was 59% at December 31, 2008 and 58% at
December 31, 2007. These amounts are within our required and
targeted ranges. Our debt-to-equity calculation, as calculated from
ouwr consolidaled balance sheets, was 61% at December 31, 2008
and 58% at December 31. 2007.
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Our debt instruments and other financial obligations include
provisions that, if not complied with, could require early payment,
additional collateral support ar similar actions. Our most important
default events include:

+ a maximum leverage ratio

* insolvency events and nonpayment of scheduled principal or
interest payments

* acceleration of other financial obligations

« change of control provisions

We have no trigger events in our debt instruments that are tied
to changes in our specified credit ratings or our stock price and have
not entered into any transaction that requires us ta issue equity based
on credit ratings or ather wigger events. We are currently in
compliance with all existing debt provisions and covenants.

Note 7 Commitments and Contingencies

We have incurred various contractual obligations and financial
commitments in the normal course of our operating and financing
activities that are reasonably likely to have a material affect on liquidity
or the availability of requirements for capltal resources. Conrractual
obfigations include future cash payments required under existing
contractual arrangaments, such as debt and lease agreements.
These obligations may result from bath general financing activities
and from commercial arrangements that are directly supported by
related revenue-producing activities.
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As we do for other subsidiaries, we provide guarantees to certain gas suppliers for SouthStar in support of payment obligations. The following
table ilustrates our expected future contractual payments such as debt and lease agreements, and commitment and contingencies as of

December 31, 2008.

2010 ma 2014
& & &
In milkons Total 2009 20m . 2013 thereafter
Recorded contractual obligations:
Long-term debt $1.675 $ — $302 $242 $1.131
Short-term debt 866 866 — — —
PRP costs” 189 49 N 49 —
Environmental femediation liahilities” 106 17 41 a8 10
Total $7.836 $932 $434 $329 $1.141
Unrecorded contractual obligations and commitments:®
Pipeline charges. storage capacity and gas supply”® $1,713 $491 $573 $299 % 350
Interest charges™ 875 94 168 137 576
Operating leases™ 137 30 45 25 37
Standby letters of credit. perfermance/ surety bonds 52 48 3 1 —
Assat management agreements® 37 12 19 ] -
Pension conwibutions™ 7 7 — — —
Tatal $2.916 $682 $808 $463 $ 963

""Includes charges recaverabie INOLgh rato fider mochamisms,

tan accordance with GAAP, thaso items are not rellected in our consolidated balance sheets.

" Charges recoverabl thraugh a natural gas cost recovery mechanism or aketnatively biled 10 Marketers. Also includes demand eharges associated with Sequent. A subsidiary al NUJ entored into two 20-
yeor agrenments for e firm ransperiiion and slerage of nawral gas duiing 2003 with annual aggregate demand charges of approximately $5 milion. AS 3 result of our acquisition of NUland in accordance
with SFAS 14), wa valucd the contracts al fair value and esiablished along-tirm lability of $3& milion Ter the cxcess lability at wil be amorized 1o ouf consolidsied staterments of income over (he remaining
fives of the contracts of $2 millon nnnumiy mmugh MNovember 2073 and 51 milion annually from Nowember 2023 1o November 2028, The gas 5upp!y amount includes SauthStar gas oommodi[_y purchasC
commitments of 15 Baf at floating gas prices cakutaled using lorward natural gas prices as of Decembor 31, 2008, and is vakued at $85 milion.

M Flgatng rate debt is based on the inciost rale as of December 31, 2008 and the matwity of the underlying debt insttument. As of December 31, 2008, we have $35 milion of accrued interest an our
consolidated balance sheet that wilt bie paxf in 2009.

MWe have cortain aperating keases with provisions for step rent of escalation payments and cortain lease concessions. We account for these leases by recognizing te flture minimum Icase payments on 8
straight-line basis over the iespeciive minimum lcase lenins, in accoidanca with SFAS 13. Howevar, this lease accouniing eaiment doos nol affect the future annual operaling lease cash obligations as shown
hergin.

¥ Reprosent fized-foo minimum payments for Scquent’s allilated asset management agreemens.

Ui Based on the cunent funding staius of the plans, vie wouid be required to make a minimum conuibution (o cur pension plans of approximarcly $7 milion in 2009. We may make addiional comributions in
2008.

models of potential costs. These estimates are reported on an
undiscounted basis. As cleanup opticns and plans mawre and
cleanup contracts are entered into, Atlanta Gas Light is better able
to provide conventional engineering estimates of the likely costs of
remediation at its former sites. These estimates contain various

Environmental Rermediation Costs

We are subject to federal. state and local faws and regutations
governing environmental quality and pollution control. These laws
and requlations requireé us to remove or remedy the effect on the

ervironment of the disposal or release of specilied substances at
current and former operating sites,

Atlanta Gas Light The presence of coal tar and certain other
byproducts of a natural gas manufacturing process used to produce
natural gas prior to the 1950s has been identified at or near 10
former Atlanta Gas Light operating sites it Georgia and at 3 sites of
predecessar companies in Florida. Atlanta Gas Light has active
envirgnmental remediation ar monitoring programs in effect at 10 of
these sites. Two sites in Florida are currently in the investigation or
preliminary engincering design phase, and one Georgia site has
been deemed compliant with slate standards.

Atlanta Gas Light has custemarily reported estimates of future
remediation costs for these former sites based on prababilistic

a6

engineering uncertainties, but Atlanta Gas Light continuously
attempts to refine and update these engineering estimates.

Allanta Gas Light's current estimate for the remaining cost of
future actions at its former operating sites is $38 miliion, which may
change depending on whether future measures for groundwater will
be required. As of December 31, 2008, we have recorded a liability
equal to the low end of the range of $38 million, of which $10 million
is expecied to be incurred over the next 12 months.

These liabilities do not include other potential expenses, such
as unasserted properly damage claims, persenal injury or naturat
resource damage claims, unbudgeted legal expenses or other costs
for which Atlgnta Gas Light may be held fiabie but for which it cannot
reasonably estimate an amount.



The ERC liahilly is included as a corresponding reguiatory asset,
which is @ combination of accrued ERC and unrecovered cash
expenditures for investigation and cleanup costs. Atlanta Gas Light
has three ways of recovering investigation and cleanup costs. First,
the Georgia Commission has approved an ERC recovery rider. The
ERC recovery mechanism allows (or recovery of expenditures over a
five-year period subsequent ko the period in which the expenditures
are incurred. Atlanta Gas Light expects to collect $17 milion in
revenues over the next 12 months under the ERC recovery ridey,
which s reflected as a current asset. The amounts recovered from the
ERC recovery rider during the last three years were:

= $22 million in 2008
« $26 million in 2007
+ £29 million in 2006

The second way Lo recaver costs is by exercising the legat
rights Atlanta Gas Light believes it has to recover a share of its costs
from other patentially responsible parties, typically former owners or
operators of these sites. There were no material recoveries from
patentially responsible parties during 2008, 2007 or 2006.

The third way Lo recaver costs is from the receipt of net profits
fram the salc of remediated propeity. '

Elizabethtown Gas In New Jersey, Elizabethtown Gas is currently
conducting remediation activities with oversight from the New Jersey
Department of Environmental Protection. Although we cannot
estimale the actual total cost of future environmental investigation
and remediation efforts with precision, based on probabllistic models
simifar to those used at Atlanta Gas Light's former operating sites.
the range of reasonably possible costs is $58 milion to $116 million.
As of December 31, 2008, we have recorded a liability equal to the
low end of that range. or $58 million. of which $7 milion in
expenditures are expected (0 be incured over the next 12 months.

Prudenty incurred remediation costs for the New Jersey
properties have been authorized by the New Jersey Commission to
be recoverable in rates through a remediation adjustment clause.
As a result, Ekzabethtown Gas has recarded a regulatory asset of
approximately $66 milion, inclusive of interest, as of December 31,
2008, reflecting the [uture recovery of both incurred costs and
accrued carrying charges. Elizabethtown Gas expects to collect
approximately $1 milicn in revenues over the next 12 months.
Elizabethtown Gas has also been successfulin recovering a portion
of remediation ¢osts incurred in New Jersey from its insurance
carriers and continues to pursue additional recovery.

We own a site in Elizabeth City, North Carclina that is subject
to a remediation order by the Nerth Carclina Departiment of Energy
and Natural Resources. We had recorded liabilities of $10 milion as
of December 31, 2008 and $11 million as of December 31, 2007
related to this site.

There is one other site in North Carolina where investigation and
remediation is fikely, although no remediation ordes exists and we do
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not believe costs associated with this site can be reascnably
estimated. In addition. there are as many as six ather sites with which
we had some association, althcugh no basis for liability has been
asserted, and accordingly we have not accrued any remediation
liability. There are currently no cost recovery mechanisms for the
environmental remediation sites in North Carolina.

Rental Expense

We incurred rental expense in the amounts of $21 million in 2008,
$21 million in 2007 and $19 milion in 2008.

Litigation

We are involved in litigation arising in the normal course of business.
We believe the ultimate rescluticn of such litigation will not have a
material adverse effect on our consclidated financial position, results
of operations or cash flows.

In August 2006, the Office of Mineral Resources of the
Louisiana DNR informed Jelferson Island that its mineral lease —
which authorizes sait extraction [o create two new storage caverns
— at Lake Peigneur had been terminated. The Louisiana DNR
identified two bases for the termination: {1) failure to make certain
mining leasehold payments in a timely manner, and (2) the absence
of salt mining operations for six months.

In Septernber 2006, Jefferson Istand filad suit against the State
of Louisiana, in the 19th Judicial District Court in Baten Rouge. to
maintain its lease to complete an ongoing natural gas storage
expansion project in Louisiana. The project would add two salt dome
starage caverns under Lake Peigneur (0 the two caverns currenty
owned and operated by Jefferson Istand. In its sult. Jefferson Island
alleges that the Louisiana DNR accepted all leasehold payments
without reservation end never provided Jefferson Island with notice
and opporlunity to cure, as required by state law. In its answer (0 the
suit, the State denied that anyone with proper authority approved the
late payments. As to the second basis for termination, the suit
contends that Jefferson Island’s lease with the State of Louisiana
was amended in 2004 so that mining operaticns are no longer
required to maintain the lease. The State’s answer denies that the
2004 amendment was properly authorized. In March 2008,
Jeffersan Island served discavery requests on the State of Louisiana
and sought 3 trial date in its pending lawsuit aver its natural gas
storage expansion project at Lake Peigneur. Jefferson Island also
assected additional claims against the State seeking to obtain a
declaratery ruting that Jeffersen Island’s surface lease, under which
it operates its existing two storage caverns. authorizes the creation
of the two new expansion caverns separate and apart from the
mineral lease challenged by the State.

In addition. in June 2008. the State of Louisiana passed
legislation restricting water usage from the Chicot aquifer, which is
a main source of fresh water required for the expansion of our
Jefferson Island capacity,. We contend that this legislation is
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unconstituticnal and have sought to amend the pending litigation to
seel a declaration that the legislation is invalid and cannot be
enforced. Even if we are not successful on those grounds, we
believe the legislation does not materially impact the feasibitity of the
expansion project. If we are unable to reach a settlement. we are
nat able to predict the cutcome of the litigation. As of January 2009,
our cuirent estimate of costs incurred that would be considered
unusable if the Lovisiana DNR was successful in terminating our
lease and causing us 1o cease lhe expansion project Is
approximately $6 million.

In February 2008, the consumer affairs staff of the Georgla
Commission alleged that GNG charged its customers on variable
rate plans prices for hatural gas that were in excess of the published
price, that it failed 1o give proper notice regarding the availability of
potentiatly lower price plans and that it changed its methodology for
computing variable rates. GNG assetted that it fiufly complied with all
applicable rules and regulations, that it properly charged its
customers on variable rate plans the rates on file with the Georgia
Commission. and that, consistent with its terms and conditions of
service, it routinely switched customers who requested @ move ©
another price plan for which they qualifiad. In order to resolve this
matter GNG agreed to pay $2.5 million in the form of credits (o
customers, or as directed by the Georgia Commission. which was
recorded in our statements of consolidated income for the year
ended December 31, 2008.

In February 2008, a class action lawsuit was filed in the
Superior Court of Fulton County in the State of Georgia against GNG
containing similer ailegations to those asserted by the Georgia
Commission staff and seeking damages on behalf of a class of GNG
customers. This lawsuit was dismissed in September 2008. In
Octaber 2008, the plaintiffs appealed the dismissal of the lawsuit
and the parties are in the process of filing briefs on that appeal.

In March 2008, a second class action suit was Tiled against
GNG in the State Court of Fulton County in the State of Georgia,
regarding monthly service charges. This lawsuit alleges that GNG
arbitrarily assigned customer sarvice charges rather than basing
each customer service charge on a specific credit scare, GNG
asserts that nc violation of law or Georgia Commission rules has
occurred, that this lawsuit is without merit and has filed motions to
dismiss this cfass action suit on various grounds. The ulimate
resolution of this lawsuit cannot be determined, butis not expected
10 have a material adverse effect on our consolidated results of
operations. cash flows or financtal condition.

Review of Compliance with FERC Regulations

In 2008, we conducted an internal review of aur compliance with
FERC interstate natural gas pipeline capacity release rules and
regulations. Independent of our internal review, we also received
data requests from FERC’s Cifice of Enforcement relating specifi-
cally 1o compliance with FERC's capacity release posting and
bidding requirements. We have responded to FERC's data requests
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and are fully cooperating with FERC in its investigation. As a result
of this process, we have identified certain instances of possible
non-compliance. We are committed o full regulatory complance
and we have met with the FERC Enforcement staff to discuss with
themn these instances of possible non-compliance. Accordingly we
have accrued an appropriate estimate of possible penaities
assessed by the FERC. This estimate does not have, and
management does not believe the ultimate resolution will have, a
material financial impact o our consolidated resuits of eperations,
cash flows of financial condition.

Note 8 Income Taxes

We have two categories of income taxes in our statements of
consolidated income: current and deferred. Current income tax
expense consists of federal and state income tax less applicable tax
credits related to the current year. Deferred income tax expense
generally is equal to the changes in the deferred incorme tax lability
and regulatory tax liabflity during the year.

Investment and Other Tax Credits

Deferred investment tax credits asscciated with distribution
cperations are included as a regulatery liability in our consolidated
balance sheets (see Note 1, "Accounting Policies and Methods of
Application”}. These investment tax credits are being amortized over
the estimated life of the related properties as credits to income in
accordance with regulatory regquirements, In 2007, we invested in a
guaranteed affordable housing tax credit fund. We reduce income
tax expense in our statements of consolidated income for the
investment tax credits and other tax credits associated with our
nonregulated subsidiaries. including the affordable housing credits.
Components of income tax expense shown in the statements of
consalidated income are shown in the following table.

Income Tax Expense

The refative spiit between curvent and deferced taxes isdue to a
variety of factors including true ups of prior year (ax returns, and
most importantly. the timing of our property-refated deductions.

In milkons 2008 2007 2006
Current incame laxes
Federal $ 37 $ 86 3 (4)
State 7 12 2z
Deferred income taxes
Federal Kid 23 115
State 12 7 18
Amoitization of investment tax credils 1) )} {<)
Total $132 $127 3129
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The recanciliations between the statutory federal income tax rate, the effective rate and the refated amount of tax for the years ended

Decembear 31, 2008, 2007 and 2006 are presented in the following table.

2008 2007 2006
% of % of 9% of
In milions Amount pretax income Araount preiax income Ampunt pretax income
Camputed [ax expense at stailtory rae $122 35.0% 3118 35.0% $119 35.0%
State income tax, net of federal income tax benefit 14 40 13 38 12 3.6
Amortization of investment tax credits {1} (0.4} (i) [0.3) 2 (0.5)
Alfordable housing credits @} (0.5} (1 {©.3) — -
Flexible dividend deduction 23 {0.5) 2) 0.6 1Y) {0.5)
Other - net L 0.2 — — 2 0.2
Total income tax expense at effective rate $132 37.8% $127 37.6% $129 37.8%

Accumulated Deferred Income Tax Assets
and Liabilities

We report some of our assets and liabilities differently for financial
accounting purposes than we do for income ax purposes. We
repart the tax effects of the differences in those items as deferred
income lax assets or liabilites in our consclidated balance sheets.
We measure the assets and liabilities using incame tax rates that
are currentlyin effect. Because of the regutated nature of the utilities’
business, we recorded a regulatory tax liability in accordance with
SFAS 109. which we are amortizing over approximately 30 years
{see Note 1 "Accaunting Policies and Methods of Application™). Our
deferred tax assets include $86 million related to an unfunded
pension and postretirernant benefit obligation an increase of $51
million from 2007,

As indicated in the following table, our deferred tax assets and
lizhilities include certain items we acquired from NUIL. We have
provided a valuation allowance for some of these items that reduce
ouwr net deferred tax assets to amounts we believe are more likely

than not to be redlized in future periods. With respect to our
continuing operations, we have net operating fosses in various
Jjurisdictions. Components that give rise to the net accumulated
deferred income tax liability are as follows.

As ol December 31,

In mtrons 2008 2007
Accumulated deferred income tax liabilities
Property - accelerated depreciation and
cther property-related items $635 $568
Mark 1o market 5 4
Other 32 44
Total accumulated deferred
income tax liabiliies ar2 616

Accumulated deferred income tax assets
Ceferred investment tax credits 5 B
Unfunded pension and postretirement

benefit obligation 86 35
Net operating loss — NUI" 2 5
Other 11 7

Total accumulated deferred
income tax assets 104 53
Valuation allowances" 3) (3)

Total accumulated deferred

income tax assets, net of
valuation alfowance 101 50

Net accumulated deferred
tax liability $571 $566
M Espirc in 2021,

¥ ¥aluation allowance is due Lo the net operating losses on MU headquaners that are not usable
i News Jersey.
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Tax Benefits

In June 2006, the FASB issued FIN 48, which addressed the
determination of whether tax benefits claimed or expected to be
claimed on a tax retun should be recorded in the financial
statements. Under FIN 48, we rnay recognize the tax benefit froman
uncertain tax position anly if it is more likely than not that the tax
position will be sustained on examination by the taxing authorities,
based on the technical merits of the position. The tax benefits
recognized in the financial statements from such a position should
be measured based on the largest beneflit that has a greater than fifty
percent likelinaod of being realized upen ulimate settlement. FIN 48
also provides guidance on derecognition, classification, interest and
penalties on income taxes, accounting in interim periods and
requires increased disclosures. We adopted the provisions of FIN 48
on January 1, 2007. Al the date of adoption, as of Decamber 31,
2007 and as of December 31, 2008, we did not have a liability for
unrecognized lax benefits. Based on current Information, we do not
anticipate that this will change materially in 2009.

We recognize acorued interest and penalties related 1o
uncertain tax positions in operating expenses in the consolidated
staternents of income, which is consistent with the recognition of
these items In pricr reporting periods. As of December 21, 2008,
we did not have a labilily recorded for payment of interest and
penalties associated with uncertain tax positions.

We file a U.S. federal consclidated income tax return and
various state income tax returns. We are no longer subject to income
tax examinalions by the Intermal Revenueg Service or any state for
years before 2002, but we are curenily under audit by the Internal
Revenue Service for tax years 2006 and 2007,

Note 9 Segment Information

We are an energy services holding company whose principal
business ig the distribution of natural gas in six states — Florida,
Georgia, Maryland, New Jersey, Tennessee and Virginia, We generate
nearly all our operating revenugs through the sale, distribution,
transportation and storage of natural gas. We are involved in ssveral
related and comyplementary businesses, including ratall natural gas
marketing 10 end-use customers primarily in Georgia; natural gas
asset management and refated logistics activities for each of our
utilities as well as for nonaffiiated companias; natural gas storage
arbitrage and related activities; and the development and operation
of high-deliverability natural gas storage assetls. We manage these
businesses through four operating segments —  distribution
operations, relail enargy operalions, wholesale services and energy
investments and a nonoperating corporate segment which includes
intercompany eliminations.
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We evaluate segment performance basad primarily on the non-
GAAP measuwre of EBIT, which includes the effects of corporate
expense allocations. EBIT is a non-GAAP measure that includes
operating income, other income and expenses and minerity interest.
ltems we do not include in EBIT are financing costs, including
interest and debt expense and income taxes, each of which we
evaluate on a consolidated level. We believe EBIT is a useful
measurement of our performance because it provides information
that can be used to evaluate the effectiveness of our businesses
frem an operational perspective, exclusive of the costs to finance
these activities and exclusive of income taxes, neither of which is
directly relevant to the efficisncy of those operations.

You should not consider EBIT an alternative to, or a more
meaningful indicator of, our operating performance than operating
income or net income as determined in accordance with GAAR. In
addition, our EBIT may not be comparable to a similarly titled
measure of another company. The reconclliations of EBIT to
aperating income, earnings before income taxes and net income far
2008, 2007 and 2006 are presented helow.

In millans 2008 2007 2006
Operating revenues $2,800 $2494  $2,621

Operating expenses 2322 2,005 2,133
Operating incoma 478 489 488
Mincrity interest (20 B0 (23)
Other income {expense) 6 4 1)
EBIT 464 463 464
Interest expense 115 125 123

Earnings before income taxes 349 338 341

Income taxes 132 127 129
Nel income $ 217 $ 211 $ 212
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Summarized income statement, balance sheet and capital expenditure information by segment as of and for the years ended December 31,

2008, 2007 and 2006 is shown It the jollowing Lables.

Carporate and
Distribution Retal energy Wholessle Energy intercompany Consolidated

In myions operalions operations Services invesiments eliminations AGL Resources
2008
Operating revenues from external parties $1,581 $987 $170 $ 55 $ 7 $2,800
Intercompany revenues” 187 — — — {187) —
_Total operating revenues 1,768 987 170 55 {180} 2,800
O-Eéraling Bxpenses

Cost of gas 950 838 48 5 {187) 1,654

Qperation and maintenance 330 67 55 24 {4) 472

Depreciation and amorltization 128 4 5 6 g 152

Taxes other than income taxes 35 2 2 1 4 44
* Total operating experses 1,443 911 110 36 (178) 2,390
Operating income {loss) 325 76 60 19 (2 478
Mingrity interest - (20) — — — (20}
Other income 4 1 - - 1 6
“EBIT $ 829 $ 57 $ 60 $ 19 $ () $ 464
Identifiable and total assets $5,138 $315 $970 $353 % (66) $6,710
Goodwil $ 404 $ — $ — $ 14 $ — $ 418
Capital expenditures $ 278 $ 6 $ 1 $ 75 $ 12 $ 372

Corporate and
Diswribution Rotail energy Wwholosale Encigy inlercompany Consodatcd

In milkons operations operations Services investmonts chminatipns AGL Resources
2007
Operating revenues from external parties $1.477 $892 $ 83 $ 42 $ — $2.494
Intercompany revenues"” 188 — — — {188) —
_Total operating revenues 1,665 892 83 42 (188) 2,494
Operating expenses

Cost of gas 845 704 3] 2 (188) 1,369

Operation and maintenance 330 69 38 19 {5) 451

Depreciation and amortization 122 5 4 5 8 144
_Taxes other than income taxes 33 1 1 1 5 471
_Total operaling expenses 1,330 779 49 27 {180) 2,005
Operating income {loss) 335 113 34 15 8 489
Minority interest — (30) — - — (30)
Other income 3 — — — 1 4

EBIT $ 338 $ B3 % 34 $ 15 5 {7 $ 463
Identifiable and rotal assets $4,847 $282 $890 $287 $ (48) $6.258
Goodwil 5 406 5 — 5 — 3 14 3 — $ 420
Capital expenditures $ 200 $ 2 $ 2 $ 26 $ 28 $ 259
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Corporate and
Distribution Reral encrgy Wholesale Energy intercompany Cansclidated

In miligns. operations operaions spIvices investments eliminations AGL Resources
2006
Operating revenues from external parties $1,467 $930 $182 $ 4 $ 1 $2,621
Intercompany revenues” 157 — — — {157 -

Total operating revenues 1.624 930 182 41 (156) 2,621
Operating expenses

Cost of gas 817 174 43 5 (157} 1,482

Operation and maintenance 350 64 46 20 7 473

Depreciation and amaortization 116 3 2 5 12 138

Taxes other than income axes 33 1 1 1 4 40

Total operating expenses ~ 1.316 842 92 31 (148) 2,133

Operating income (l0ss) 308 88 30 10 (8 488
Minority interest — (23) — — — (23)
Other income {expense) 2 {2 - — () (1

EBIT $ 310 $ 63 $ 90 $ 10 $ @ $ 464
Identifiable and total assets $4.565 $263 $830 $373 $ 62 $6,123
Goodwill $ 406 $ — $ — $ 4 3 — $ 420
Capital expenditures $ 174 $ 9 2 $ 23 $ 45 $ 253

Minterconipany revnues -~ Wielesale SCvices records its encigy marketing and risk management cevenue on a net basis. Whalesale services tolal aperaling revenues inchude intercompany sovenues of
$982 milion i 2008, $638 millien in 2007 ang 1531 milkon in 2006,

Mote 10 Quarterly Financial Data (Unaudited)

Our quarterly financial data for 2008, 2007 and 2006 are suinmatized below. The varlance in our quarterly earnings is the result of the seasonai
nature of our primary business.

In millions, cxcept per share amounts March 31 June 30 Sept. 30 Dec. 31
2008

Operaling revenues $1,012 $ 444 $ 539 $ 805
Operating income 188 G 126 158
Net income {loss) 89 (i1) 65 74
Basic earnings (loss) per share 1.17 {0.15) 0.85 0.97
Dituted earnings {loss) per share 1.16 {0.15) 0.85 0.97
2007

Dperating revenues $ 973 $ 467 $ 369 $ 685
Operating income 216 78 55 140
Net income 102 30 13 66
Basic earnings prr share 1.3 0.40 0.17 (.86
Diluted earnings per share 1.30 0.40 0.17 0.86
2006

Operaling revenues $1.044 $ 436 $ 434 $ 707
Operating income 228 60 S0 110
et income 1o 19 36 47
Basic earnings per share 1.42 0.25 C.46 0.60
Diluted earnings per share 1.41 0.25 0.46 0.60

Our basic and diluted earnings per common share are calculated based on the weighted daily average number of common shares and
gommon share equivalents outstanding during the quarter. Those totals differ from the basic and diluted earnings per share shown in the
statements of consolidated ncome, which are based on the weighted average number of common shares and common share equivalents

cutstanding during the entire year.
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ltem 9. Changes In and Disagreements
with Accountants on Accounting and
Financial Disclosure

None
Item 9A. Controls and Proceduras

Conclusions Regarding the Effectiveness
of Disclosure Controls and Procedures

Under the supervision and with the participation of our manage-
ment, including our principal executive cificer and principal financial
officer, we conducted an evaluation of our disclosure controls and
procedures, as such term is defined under Rule 13a-15(e) promul-
gated under the Securities Exchange Act of 1934, as amended {fhe
Exchange Act). No system of controls. na matter how well-designed
and operated, can provide absalute assurance that the objectives of
e systern of conirols are met, and no evaluation of controls can
provide assurance that the system of controls has operated effec-
tively in alf cases. Ouwr disclosure controls and procedures however
are designed 1o provide reascnable assurance that the objectives of
disclosure controls and procedures are met.

Based on this evaluation, our principal executive officer and our
principal financial officer concluded that our discloswe conrols and
procedures were effective as of December 31, 2008, in providing a
reasonable level of assurance that information we are required to
disclose in reports that we file or submit under the Exchange Act s
recorded, processed, summarized and reported within the time peri-
ods in SEC rules and forms, including a reasonable level of assur-
ance that infarcnation required to be disclosed by us insuch reparts
is accumulated and communicated to our management, including
our principal executive officer and our principal financial officer, as
appropriate to alow timely decisions regarcing required disclosure.
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Changes in Internal Control over Financial Reporting

There were no changes in our internal control aver financial reporting
identified in connection with the above-referenced evaluation by
management of the effectivensss of our internal control over financial
reparting that occurred during the fourth quarter ended
Decernber 31. 2008. that have materially affected, or are reascnably
likely 1o materially affect, our internal control over financlal reporting.

Reports of Management and Independent
Registered Public Accounting Firm on Internal
Control Over Financial Reporting

Management has assessed. and our independent registered
public accounting firm, PricewaterhouseCoopers LLP, has
audited, our internal control over financial reporting as of
December 31, 2008. The unqualified reports of management and
PricewaterhouseCoopers LLP thereon are included in ltem 8 of
this Annual Report on Form 10-K and are incorporated by
reference herein.

ltem 98. Other Information

None
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Part Il

Item 10, Directors, Executive Officers and
Corporate Governance

The information reguired by this item with respect to directors will
be setjorth under the captions "Proposal | — Election of Directors”,
- "Corporate Governance — Ethics and Compliance Program,”
- "Committees of the Board” and *— Audit Committee” in the Proxy
Statement {or our 2009 Annual Meeting of Shareholders or in a sub-
sequent amendment ta this report. The information required by this
item with respect ta the executive officers is set forth at Part |, item 4
of this report under the caption "Executive Officers of the Registrant.”
The Information required by this item with respact to Section 16(a)
beneficial ownership reporting compliance will be set forth under the
captiort “Section 16{a) Beneficial Ownership Reporting Compliance”
in the Proxy Statement or subsequent arnendment referred to
above. All such information that is provided in the Proxy Staternent
is incorporated herein by reference.

Item 11. Executive Compensation

The information required by this item will be set forth under the
captions " Compensation and Management Development Committes
Report.” "Compensation and Management Developmeant Committee
Interlocks and insider Participation,” *Director Compensation,”
"Compensation Discussion and  Analysis” and “Executive
Compensation” in the Prexy Statement or subseguent amendmant
referred to in lem 10 above. All such information that is provided in
the Proxy Statement is incorporated herein by reference, except far
the information under the caption "Compensation and Management
Development Commitiee Report” which is specifically nol so
incorporated herein by reference.
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ltem 12. Security Ownership of Certain
Beneficial Owners and Management and
Related Stockholder Matters

The information required by this item will be set forth under the cap-
tions “Share Gwnership” and "Executive Compensation — Equity
Compensation Plan Information” in the Proxy Statement or
subsequent amendment referred to in [tem 10 above. All such
information that is provided in the Proxy Statement is incorporated
herein by reference.

Item 13. Certain Relationships and Relatad
Transactions and Director Independence

The information required by this item will be set forth under the
captions "Carporate Governance — Director Independence” and "—
Policy on Related Person Transactions” and “Certain Relationships
and Related Transactions” in the Proxy Statement or subsequent
amendment referred to in ltgm 10 above. All such information that is
provided in the Proxy Statemert is incorporated herein by reference.

Item 14. Principal Accountant Fees and
Services

The information required by this item will be set forth under the
caption “Proposal 3 — Ratification of the Appointment of
PricewaterhouseCoopers LLP as Our Independent Registered
Public Accounting Firm for 2009" in the Proxy Statement or
subsequent amendment to referred to in ltem 10 above. All such
information that is provided in the Proxy Statement is incorporated
herein by reference.



Part IV

Hem 15. Exhibits and Financial Statement
Schedules

(a} Documents Filed as Part of This Report.
{1) Financial Statements Included in ltem 8 are the following:

+ Report of Independent Registered Public Accounting Firm

+ Management’s Report on Internat Control Over Financial Reporting

* Consolidated Balance Sheets as of December 31, 2008
and 2007

+ Statements of Consofidated Income for the years ended
Decemnber 31. 2008. 2007, and 2006

* Statements of Consolidated Common Sharehalders’ Equity for
the years ended December 31, 2008, 2007 and 2006

+ Statements of Consolidated Cash Flows for the years ended
December 31, 2008, 2007, and 2006

+ Notes to Consofidated Financial Staternents

(2) Financial Statement Schedules

Financial Stwatement Schedule Nl Valuation and  Qualifying
Accounts — Allowance for Uncoliectible Accaunts and Income Tax
Valuations for Fach of the Three Years in the Period Ended
December 31, 2008.

Schedules other than those referred ta above are omitted and
are not applicable or not required, or the required information is
shown in the financial statements or notes thereto,

{3) Exhibits

Where an exhibit is filed by incorporation by reference o a
previously filed registration statement or report, such registration
statement or report is identified in parentheses.

3.1 Amended and Restated Articles of Incorporation filed
November 2, 2005, with the Secretary of State of the state of
Geargia (Exhibit 3.1. AGL Resources Inc. Form 8-K dated
November 2, 2005},

3.2 Bylaws, as amended on Oecember 10, 2008 (Exhibit 3.2,
AGL Resources, Inc. Form 8-K dated December 16, 2008).

4.1.a  Specimen form of Common Stock certificate (Exhibit 4.1,
AGL Resources Inc, Form 10-Q for the fiscal quarter ended
September 30, 2007).

4.1.b  Specimen AGL Capital Corporation 6.00% Senior Motes
due 2034 (Exhibit 4,1, AGL Resources Inc. Form 8-K dated
September 27, 2004).
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4.1.¢ Specimen AGL Capital Corporation 4.95% Senior Notes
due 2015, (Exhibit 4.1, AGL Rescurces Inc. Form 8-K dated
December 21, 2004).

4.1.d  Specimen AG|_ Capital Corporation 6.375% Senior Secured
Notes due 2016. {Fxhibit 4.7, AGL Resources inc. Form 8-K dated
December 11, 2007).

4.t.e Specimen AGL Capital Corporation 7.125% Senior Secured
Notes due 2071 {Exhibit 4.1.f, AGL Resources Inc. Form 10-K for
the fiscal year ended December 31, 2007).

4.1.f  Specimen AGL Capital Carporation 4.45% Senior Secured
Motes due 2013 {(Exhibit 4.1.g, AGL Resources Inc. Form 10-K for
the fiscal year ended Decemnber 31, 2007).

4.2.a Indenture, dated as of December 1, 1989, between Atlanta
Gas Light Company and Bankers Trust Company. as Trustee
(Exhibit 4(a}, Alanta Gas Light Company registration statement on
Form S-3, No. 33-32274).

4.2.b  First Supplemental Indenture dated as of March 16, 1992,
between Atlanta Gas Light Campany and NationsBank of Georga,
National Association, as Successer Trustee [Exhibit 4(a), Atlanta Gas
Light Company registration statement on Form S-3, No. 33-46419).

4.2.¢ Indenture, dated February 20, 2001 among AGL Capital
Corporation, AGL Resources Inc. and The Bank of New Yark, as
Trustee (Exhibit 4.2, AGL Resources Inc. registration statement on
Farm S-3, filed on September 17, 2001, No. 333-69500).

4,3.a Form of Guarantee of AGL Resources Inc. dated as of
December 14, 2007 regarding the AGL Capital Corporation 6.375%
Senior Note due 20716 [Exhibit 4.2, AGL Resources Inc. Form 8-K
dated December 11, 2007).

4.3.b  Form of Guarantee of AGL Resources Inc. dated as of
September 27, 2004 regarding the AGL Capital Corparation 6.00%
Senior Note due 2034 {Exhibit 4.1, AGL Resources Inc. Form 8-K
dated September 27, 2004).

4.3.¢c Form of Guaraniee of AGL Resources Inc. dated as of
December 20, 2004 regarding the AGL Capital Corporation 4.95%
Senior Note due 2075 (Exhibit 4.1, AGL Resources Inc. Form 8-K
dated December 271, 2004).

4.3.d Form of Guarantee of AGL Resources Inc. dated as of
March 31, 2001 regarding the AGL Capital Corporation 7.125%
Senior Mote dus 2011 (Exhibit 4.3.d. AGL Resources Inc.
Form 10-K for the fiscal year ended December 31, 2007).
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4.3.e Form of Guarantee of AGL Resources inc. dated as of
July 2, 2003 regarding the AGL Capital Corporation 4.45% Senior
Note due 2013 (Exhibit 4.3.e, AGL Resources Inc. Form 10-K for the
fiscal year ended December 31, 2007).

10,1 Director and Executive Compensation Contracts, Plans
and Arrangements.

Director Compensation Contracts, Plans and Arrangements

10.1.a AGL Resources Inc. Amended and Restated 1996
Non-Emplayee Directors Equity Compensation Plan (Exhibit 1C.1,
AGL Resources Ihc. Form 10-Q for the quarter ended
September 30, 2002).

10.1.b  First Amendment to the AGL Resources Inc. Amended and
Restated 1996 Non-Employee Directors Equity Compensation Plan
(Exhibit 10.1.0, AGL Resources Inc. Form 10-K for the fiscal year
ended December 31, 2002).

10.1.c  Second Amendment (o the AGL Resources Inc. Amended
and Restated 1996 Non-Employee Directors Equity Compensation
Plan (Exhibit 10.1.k. AGL Resaurces Inc. Form 16-Q far the quarter
ended June 30, 2007).

10.1.d  AGL Resources Inc. 2006 Non-Employee Directors Equity
Compensation Plan {incorporated hersin by reference to Annex C of
the AGL Resources Inc, Proxy Staternent far the Annual Meeting of
Shareholders heid May 3, 2006 filed on March 20, 2006).

10.1.e First Amendment to the AGL Resources Inc. 2006
Non-Employee Directors Equity Compensation Plan (Exhibit 10.1.,
AGL Resources Inc. Form 10-Q for the quarter ended June 30, 2007},

10.1.f  Second Amendment to the AGL Resources Inc. 2006
Non-Employee Oirectors Equity Compensation Plan.

10.1.g  AGL Resources Inc. 1998 Comman Steck Eguivalent Plan
for Nen-Employee Directors (Exhibit 10.1.b, AGL Resources Inc.
Form 10-Q for the quarter ended December 31, 1997).

10.1.h  First Amendment 1© the AGL Resources Inc. 1998
Common Stock Eqguivalent Plan for Man-Employee Directors
(Exhibit 10.5, AGL. Resources Inc. Form 10-Q for the quarter ended
March 31, 2000),

10.1.d  Second Amendment to the AGL Resowces Inc. 1948
Common Stock Equivalent Plan for Non-Employee Directors
(Exhibit 10.4, AGL Resouwrces Inc. Form 70-Q for the quarter ended
September 30, 2002).
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10.1.j Third Amendment to the AGL Resources Inc. 1998
Common Stock Equivalent Plan for Non-Empioyes Directors
(Exhibit 10.5. AGL Resources Inc. Form 10-Q for the guarter ended
September 30, 2002),

10.1.  Fourth Amendrment to the AGL Resources inc. 1998
Common Stock Equivalent Plan for Non-Employee Directors
{Exhibit 10.7.m. AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007).

1311 Fifth Amendment o the AGL Resouwces inc. 1998
Common Stock Equivalent Plan for Non-Employee Directors.

10.1.m  Description of Directors’ Compensation (Exhibit 10.7,
AGL Resources Inc. Form 8-K dated December 1. 2004).

10.1.n Form of Stock Award Agreement for Non-Employee
Directors {Exhibit 10.1.8). AGEL Resources Inc. Form 10-K for the
fiscal year ended December 31, 2004).

10.1.6 Form on Nongualified Stock Option Agreement for
Non-Employee Directors (Exhibit 10.1.ak, AGL Resources Inc.
form 10-K for the fiscal year ended December 37, 2004).

10.1.p rorm of Director Indemnification Agreement, dated
April 28, 2004, between AGL Resources Inc., on behalf of itself and
the Indemnilies named therein {(Exhibit 10.3, AGL Rescurces Inc.
Form 10-Q for the quarter ended June 30, 2004).

Executive Compensation Contracts, Plans and
Arrangements.

10.1.aa AGL Resources Inc. Long-Term Incentive Plan (1999).
as amended and restated as of January 1, 2002 (Exhibit 99.2,
AGL Resaurces Inc. Form 10-G for the quarter ended March 31, 2002).

10.1.ab  First amendment to the AGL Resources Inc. Long-Term
Incentive Plan (1999), as amended and restated (Exhibit 10.1.b,
AGL Resources Inc. Form 10-K for the fiscal year ended
December 31. 2004).

10.1.ac  Second amendment to the AGL Resources Inc.
Long-Term Incentive Plan (1999). as amended and restated
(Exhibit 10.1.1. AGL Resources lnc. Form 10-Q for the quarter ended
June 30, 2007).

10.1.ad  Third amendment to the AGL Resources Inc. Lang-Term
Incentive Plan (1999), as amended and restated.



10.1.ae AGL Resources Inc. Officer Incentive Plan (Exhibit 10.2,
AGL Resources Inc. Form 10-Q for the quarter ended June 30, 2001).

10.1.af First amendment to the AGL Resources Inc. Officer
Incentive Plan (Exhibit 10.1.j, AGL Resources Inc. Form 10-G for the
quarier ended June 30, 2007).

10.1.ag Seccnd amendment to the AGL Resources Inc. Officer
Incentive Plan.

10.1.ah AGL Resources inc. 2007 Omnibus Performance
incentive Plan {Annex A of AGL Resources Inc.’s Schedule 14A, file
No. 001-14174, filed with the Securities and Exchange Cormimission
on March 19, 2007).

10.1.ai First Amendment to the AGL Resaurces Inc. 2007
Omnibus Performance Incentive Plan.

10.1.aj Form of Incentive Stock Option  Agreement -
AGL Resources Inc. 2007 Gmnibus Performance Incentive Plan
(Exhibit 13.1.b, AGL Resources In¢c. Form 10-Q for the quarter
ended June 30, 2007).

10.1.ak  Form of Nongualiied Stock Option Agreement -
AGL Resources inc. 2007 Omnibus Performance Incentive Plan
(Exhibit 10.1.c, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007).

10.1.al Form of Perfarmance Cash Award Agreement -
AGL Resources Inc. 2007 Omnibus Performance Incentive FPlan
{Exhibit 10.1.d. AGL Resources Inc. Form 10-Q for the guarter
cnded June 30, 2007).

10.1.am Form of Restricted Stock Agreement (performance
based) - AGL Resources Inc. 2007 Omnibus Performance incentive
Plan (Exhibit 10.1.2, AGL Rescurces Inc. Form 10-Q for the guarter
ended June 30, 2007).

10.1.an  Form of Restricted Stock Agreement (ime based) -
AGL Resources Inc. 2007 Omnibus Performance Incentive Plan
{Exhibit 1C.1.1, AGL Resources Inc. Form 10-Q for the quarter ended
June 30, 2007),

10.1.a0 Form  of Restricted Stock  Unit  Agreement -
AGL Resources Inc. 2007 Omnibus Performance Incenive Plan.
{Exhibit 10.1.g, AGL Resources In¢c. Form 10-Q) for the quarter
ended June 30, 2007)

10.1.ap lom of Stock Appreciation Rights Agreement -
AGL Resources nc. 2007 Omnibus Performance Incentive Plan
{Exhibit 10.1.h, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007}
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10.1.aq  Form of Incentive Stock Option Agreement, Nongualified
Stock Option Agreement and Restricted Stock Agreement for key
employees (Exhibit 10.7, AGL Resources inc. Form 10-Q far the
quarter ended September 30, 2004).

10.1.ar  Form of Performance Unit Agreement for key employeas
{Exhibit 10.1.e, AGL Resources Inc. Form 10-K for the fiscal year
ended December 31, 2004).

10.1.as  Forms of Nongualified Stock Option Agreement without
the reload provision (LTIP and Officer Plan} (Exhibit 10.1,
AGL Resources Inc. Form 8-K dated March 15, 2005).

10.1.at  Form of Nenqualified Stock Option Agreement with the
refoad provision (Officer Plan) (Exhibit 10,2, AGL Resources Inc.
Form 8-K dated March 15, 2005).

101.au Form of Restricted Stock Unit Agreement and
Performance Cash Unit Agreement for key employees {(Exhibit 10.1
and 10.2, respectively, AGL Resources Inc. Form 8-K dated
February 24, 2006).

10.1.av  AGL Resowrces Inc. Nongualified Savings Plan as
amended and restated as of Yanuary 1, 2009,

10.1.aw AGL Resources Inc. Annual Incentive Plan — 2007
(Exhibit 10.1, AGL Resources inc. Form 8-K dated August 8, 2007).

10.1.ax Description of Annual Incentive Compensation Arrange-
ment for Douglas N. Schantz (Exhibit 10.1.ax, AGL Resources Inc,
Form 10-K for the fiscal year ended December 31, 2007).

10.f.ay Description of Supplemental Executive Retirement Plan
for John w. Scmerhalder I,

10.1.az AGL Resources Inc. Excess Benefit Plan as amended
and restated as of January 1, 2009,

10.1.ba Continuity Agreement, dated December 1, 2007, by
and between AGL Resources Inc., on behalf of itself
and AGL Services Company {its wholly owned subsidiary] and
John W. Somerhalder [Exhibit 10.1.a AGL Resources, Inc.
Form 8-K dated January 8, 2008).

10.1.bb  Continuity Agreement. dated December 1. 2007, by
and betwsen AGL Resources Inc., on behalf of itself and
AGL Services Company (its wholly owned subsidiary) and
Andrew W. Evans (Exhibit 10.1.b AGL Resources, Inc, Form 8-K
dated January &, 2008).
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10.1.be  Continuity Agreement, dated December 1, 2007, by
and belween AGL Resources Inc., on behalf of itselfl and
AGL Services Company (its wholly owned subsidiary) and
Kevin P Madden {Exhibit 10.1.c AGL Resources, Inc. Form 8-K
dated January 8. 2008).

10.1.bd  Continuity Agreement. dated December 1, 2007, by
and between AGL Resources Inc., on behalf of iself and
AGL Services Company {its wholly owned subsidiary) and
Douglas N, Schantz {Exhibit 10.1.d AGL Resources, Inc. Form 8-K
dated January 8, 2008}.

10.1.be  Continuity Agreement, dated December 1, 2007, by and
hetwean AGL Resources Inc., on behalf of itself and AGL Services
Company {ts wholly owned subsidiary) and Paul R. Shlania
{Exhibit 10.1.bl, AGL Resources Inc. Form 10-K for the fiscal year
ended December 31, 2007).

10.14.bf  Form of AGL Resources Inc. Executive Post Employment
Medical Benefit Plan (Exhibit 10.1.d, AGL Resources Inc. Form 10-Q
for the quarter ended June 30, 2003).

10.1.bg Description of compensation for each of John W.
Somerhalder, Andrew W. Evans, Kevin P Madden, Douglas N.
Schantz and Paul R. Shlanta (incorporated herein by reference to
the Compensation Discussion and Analysis section of the
AGL Resources Inc. Froxy Statement for the Annual Meeting of
Shareholders held April 30, 2008 filed on March 19, 2008).

10.2  Guaranty Agreement, effective December 13, 2005, by and
between Allanta Gas Light Company and AGL Resources Inc.
{Exhibit 10.2, AGL Resources Inc, Form 10-K for the fiscal year
ended December 31, 2007).

10.3 Form of Commercial Paper Dealer Agreement between
AGL Capital Corporation, as (ssuer, AGL Resources Inc., as
Guarantor, and the Dealers named therein, dated September 25,
2000 (Exhibit 10.79, AGL Resources Inc. Form 10-K for the fiscal
year ended September 30, 2000)

10.4 Guarantee of AGL Resources Inc., dated October 5, 2000,
of payments on promisscry notes issued by AGL Capital
Carporation {AGLCC) pursuant 1o the Issuing and Paying Agency
Agreement dated September 25, 2000, between AGLCC and The
Bank of New York (Exhibit 10.80, AGL Resqurces Inc. Form 10-K for
the fiscal year ended September 30, 2000).

10.5 Issuing and Paying Agency Agreement, dated September
25, 2000, between AGL Capital Corporation and The Bank of
New York. {Exhibit 10.81, AGL Resources Inc. Form 10-K for the
fiscal year ended September 30, 2000).
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10.6.a Amended and Restated Master Environmental Manage-
ment Services Agreement, dated July 25, 2002 by and between
Atlanta Gas Light Company and The RETEC Group, Inc.
(Exhibit 10.2, AGL Resources Inc. Form 10-Q for the quarter ended
June 30. 2003). (Confidential treatment pursuant to 17 CFR
Sections 200.80 (b) and 240.24-b has been granted regarding
certain portions of this exhibit, which portions have been filed
separately with the Commission).

10.6.b Modification to the Amended and Restated Master
Environmental Management Services Agreement, dated July 25,
2002 by and between Atlanta Gas Light Company and The RETEC
Group, Inc.

10.6.c Term Extension to the Amended and Restated Master
Environmental Management Services Agreement, dated July 25,
2002 by and between Atlanta Gas Light Company and The RETEC
Group, Inc.

10.6.d Maodification w the Amended and Restated Master
Environmental Management Services Agreement. dated July 25,
2002 by and between Atlanta Gas Light Company and The RETEC
Group, Inc,

10.6.e Second Modification to the Amended and Restated Master
Environmental Management Services Agreement, dated July 25,
2002 by and between Atlanta Gas Light Company and The RETEC
Group, inc.

10.6f Third Modification to the Amended and Restated Master
Environmental Management Services Agreement, dated July 25,
2002 hy and between Atlanta Gas Light Company and The RETEC
Group, Inc.

10.7 Credit Agreement dated as of August 31, 2006, by and
amang AGL Resources Inc., AGL Capital Corporation, SunTrust
Bank, as administrative agent, Wachovia Bank. National Association,
as syndication agent. JPMorgan Chase Bank, N.A., The Bank of
Tokyo-Mitsubishi UFJ, Ltd. and Calyon New York Branch, as
co-documentation agents. and the several other banks and other
financial institutfons named therein {Exhibit 10, AGL Resources Inc.
Form 8-K dated August 31. 20086).

10.8  SouthStar Energy Services LLC Amended and Restatad
Agreement, dated April 1. 2004 by and between Georgia Natural
Gas Company and Piedmont Energy Company (Exhibit 10,
AGL Resaurces Inc. Form 13-Q far the quarter ended March 31, 2004).



10.9 Letter of Credit and Security Agreement dated as of
September 4, 2008 by and among Pivatal Utility Holdings, Inc. as
barrawer, AGL Resources Inc. as Guarantor, Bank of America, N.A.
as Administrative Agent, The Bank of Tokyo-Mitsubishi UFJ, LTD.
as Syndication Agent and Bank of America, N.A. as lssuing Bank
(Exhibit 10.1. AGL Resources Inc. Farm 10-Q for the quarter ended
September 30, 2008).

10.10  Credit Agreement as of September 30, 2008 by and among
AGL Resources Inc., AGL Capital Corporation, Wachovia Bank, N.A.
as Administrative Agent, Wachovia Capital Markets, LLC as sole
lead arranger and sole lkead bookrunner. Sunfrust Bank, NA,
The Bank of Tokyo-Mitsubishi UF), LTD.. Calyon New York
Brand and The Royal Bank of Scotland PLC as Co-Oocumentation
Agents (Exhibit 10.7. AGL Resowrces Inc. Form §-K dated
September 30, 2008).

14 AGL Resources Inc. Code of Ethics for its Chief Exacutive
Cfficer and its Senior Financial Officers (Exhibit 14, AGL Resources
Inc. Form 10-K for the year ended December 31, 2004).

21 Subsidiaries of AGL Resources Inc.

23 Consem of PricewaterhouseCoopers LLP, independent
registered public accounting firrn.

24 Powers of Attorney (included on signature page hereta).

H.1  Certilication of fohn W. Somerhalder |l pursuant to Rule 13a
~14{a).

31.2 Certification of Andrew W. Evans pursuant to Rule 13a -
T4(a}.

32.1  Cenification of John W. Somerhalder | pursuant to 18 U.S.C.
Section 1350.

32,2 Cenification of Andrew W, Evans pursuant to 18 U.S.C.
Section 1350,

(b} Exhibits filed as part of this report.
See llem 15{a)(3).
{c} Financial statement schedules filed as part of this report.

See ltern 15{(2)(2).
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Signatures

In accordance with 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, on
February 5, 2009.

AGL Resources Inc.

( \Miutr;f_ ,

I
John W Somerhalder |l
Chaifmi)n, President and Chief Executive Officer
|

Power of Attorney
KNOW ALL MEN BY THESE PRESENTS, that each person whose

signature appears below censtiutes and appaints John W.
Somerhalder Il Andrew W. Evans, Paul R. Shianta and Bryan E.

Signature, litke Signature, title

Seas, and each of them, his or her true and lawful attorneys-in-fact
and agents, with full pcwer of substitution ard resupstitution, for
him or her and in his or her name. place and stead, in any and all
capacities. to sign any and all amendments to this Annual Report on
Form 10-K for the year ended December 31, 2008, and to file the
same, with all exhibits thereto and other documents in connection
therewith, with the Securities and Exchange Commission, granting
unto said attorneys-in-fact and agents, and each of themn, full power
and authority to do and perform each and every act and thing
requisite or necessary to be done, as fully to allintents and purposes
as he or she might or could do in person, hereby ratifying and
confirming all that said attorneys-in-fact and agents or any of them,
or their or his substitute or substitutes, may lawfuliy do or cause ta
be done by virtue hereof.

Pursuant to the requirernents 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 indicated as of
February 35, 2009,

Signature, tille

1--

[}
John V\}b Somerhalder Il
Chairman, President and

i;“ nk\,%;u‘(;);;.j_ . ("2231&%”“@@ ey '-.é‘ ¢ hend

Sandra N. Bane, Director

Charles H. McTier, Director

Pf:}

Chiel Executive Officer
(Principal Executive Officer)

ff

A.‘.-{' : i;"f J‘J"Afﬁﬁ'} {E' P

s

Andrew W. Evans

Executive Vice President and
Chief Financial Officer

(Principal Financial Officer)

Senior Vice President, Controller and

Chief Accounting Officer
{Principal Accounting Officer)
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Thamas D, Bell, Jr., Director

A e

B
Charles R. Crisp, Director

Arthur €. Johnson, Directar

1 g
(e B S

ydé’A‘ Knox, Jr., Director

Dennis M. Love, Director

Dean R. O'Hare, Director

D. Raymond Riddle, Director

e & S5 4;2;#

James A. Rubiright, Director

Felker W. Ward, Jr., Director

Betina M. \:Vhy[e, Director

Henry C. Wolf, Dife
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Schedule I

AGL Resources Inc. and Subsidiaries

Valuation and Qualifying Accounts — Allowance for Uncollectible Accounts and Income Tax Valuation for
Each of the Three Years in the Period Ended December 31, 2008.

In milions. Allowance for uncollectible accounts Income tax valuation
Balance at December 31, 2005 $ 15 %9
Provisions charged to fncome in 2006 27 —
Accounts wrilten off as uncollectible, net in 2006 {22) —
Decrease due to change in circumstances — %)
Balance at Decermber 31, 2006 15 3
Provisions charged to income in 2007 19 —
Accounts written off as uncellectible, net in 2007 {20) —
Balance at December 31, 2007 14 3
Pravisions charged to income in 2008 o7 -
Accounts written off as uncollectible, net in 2008 {25) -
Balance at December 31, 2008 $ 16 $3
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Exhibit 31.1 ~ Certification of John W. Somerhalder 1l

pursuant to Rule 13a - 14(a)

I, John W. Somerhalder II, certify that:

1. | have reviewed this annual report on Form 10-K of AGL Resaurces
Inc.;

2. Based on my knowledge, this report does not contain any untrue
statement of a material fact or omit 1o state a material fact
necessary to make the stalements made, in light of the circum-
stances under which such statements were made, not misteading
with respect to the period covered by this report;

3. Based on my knowledge, the financial staterments, and other
financial information included in this report, faikly present in all
material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the periods
prasented in this repart;

4. The registrant’s other certifying officer and | are responsible for
establishing and maintatning disclasure controls and procedures
{as defined in Exchange Act Rules 13a-15(e) and 15¢-15(g)) and
internal control over financial reporting (as defined in Exchange
Act Rules 13a-15({f) and 15d-15(f) for the registrant and have:

{a) Designed such disclosure controls and procedures, or
caused such disclosure contrals and procedures to be
designed under our supervision, to ensure that materiaf
information refating to the regtstrant, including its consohi-
dated subsidiarigs, is made known to us by others within
those entities. particularly during the period in which this
report is heing prepared;

{) Designed such internal control over financial reporting, or
caused such internal control over financial reporting ta be
designed under our supervision, to provide reasonable
assurance regarding the reliability of financial repoiting
and the preparation of financial statements for external
purposes in accordance with generally accepted account-
ing principles;

112

(c] Evaluated the effectiveness of the registrant’s disclosure
controls and procedures and presented in this report our
canclusions about the effectiveness of the disclosure con-
rols and procedures, as of the end of the period covered
by this report based on such evaluation; and

() Disclosed in this report any change in the registrant's inter-
nal cantrol aver financial reporting that occurred during the
registrant’s most recert fiscal quarter {the registrant’s fourth
fiscal quarter in the case of an annual report) that has mate-
rially affected., or is reasonably likely to materially affect, the
registrant’s internat control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed,
based on our most recent evaluation of internal control over
financiat reparting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a} All significant deficiencies and material weaknesses in the
design or operation of internal control over financial report-
ing which are reasonably likely to adversely affect the
registrant’s ability to recard, process, summarize and report
financiat information; and

(b} Any fraud, whether or not material, that involves manage-
ment or other employees who have a significant role in the
registrant’s internal control over financial reporting.

=
{ *\Wﬁﬁz“;‘;? .

H
John W. Somerhalder i
Chairéﬁan, President and
Chief Executive Officer

Date: February 5, 2009



Exhibit 31.2 - Certification of Andrew W. Evans

pursuant to Rule 13a - 14(a)

I, Andrew W. Evans, certify that:

1. have reviewed this annuai report on Farm 10-K of AGL Resources
Inc..

2. Based on my knowledge, this report does not contain any untrue
statement of a material fact or omit to state a material fact
necessary ta make the statements made, in light of the circum-
stances under which such statermenis were made, not misleading
with respect 1o the period covered by this report;

3. Based on my knowledge, the financial statements, and other
financial information included in this report, fairly present in all
material respecls the financial condition, results of operations
and cash flows of the registrant as of, and for. the periods
presented in this report;

4. The registrant's other certifying officer and | are responsible for
establishing and maintaining disclosure controls and procedures
{as defined in Exchange Act Rules 13a-15(g} and 15d-15{e}} and
internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures, or
caused such disclosure controls and procedures to be
designed under our supervision. to ensure that material
information relating to the registrant, including its consoli-
dated subsidiaries. 15 made known to us by others within
those entities, particulerly during the period in which this
report is being prepared;

{b) Designed such internal contral over financial reporting, or
caused such internal control over financial reporting to be
designed under our supervision, 10 provide reasonable
assurance regarding the reliablility of financial reporting
and the preparation of financial statements for external
purposes in accordance with generally accepted account-
ing principles;

AGL Resources inc. 2008 Annual Report

{c) Evaluated the effectiveness of the registrant’s disclosure
controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure con-
trols and procedures, as of the end of the period covered
by this report based on such evaluation; and

{d) Disclosed in this report any change in the registrant’s inter-
nal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report} that has mate-
tiaty affecied, or is reasonably likely w materially affect, the
registrant's internaf conteol over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed,
based on our most recent evaluation of internal cantrol aver
financial reporting, 1o the registrant’s auditors and the audit com-
mittee of the registrant’s board of directors {or persons perform-
ing the equivalent functions}:

tal Al significant deficiencies and material weaknesses in the
design or operation of internal control over financial report-
ing which are reasonably likely to adversely affect the
registrant’s ability to record. process, swmimarize and
report financial information; and

(b} Any fraud, whether or not material, that involves manage-
ment ar other employees who have a significant role in the
registrant’s internal contral aver financial reporting.

¥ .
y ;fif{@“@*} éf B

Andrew W. Evans
Executive Vice Presiderit and
Chief Financial Officer

Date: February 5, 2009
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Shareholder Information

Corporate Headguarters
AGL Resources Inc., Ten Peachtree Place, N.E., Atlanta, GA 30309,
404-584-4000; website: aglresources.com.

Stock Exchange Listing

Cur common stock is traded on the New York Stock Exchange
under the symbol “AGL” and quoted in The Walf Street Journal as
“AGL Res.” Prior ta February 2009, our commeon stock was traded
oh the New York Stack Exchange under the symbol “ATG,”

Transfer Agent and Registrar
Wells Fargo serves as our transfer agent and registrar and can heilp
with a variety of stock-related matters, including name and address
changes; transfer of stock ownership; lost certificates; and
Form 1099s.

Inquiries may be directed to: Wells Fargo Shareowner Serv-
icas, PO. Box 64874, St. Paul, MN 55164-0874; toll-free 800-468-
9716, website: www.wellsfargo.com/sharecwnerservices.,

Available Information

A copy of this Annual Repont, as well as our Annual Report on Form
10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K, other reports that we file with or furnish to the Securities and
Exchange Commission {SEC) and our recent news releases are
available free of charge at our website aglresources.com as soon
as reasonably practicable. The information contained on our web-
site should not be considered part of this document and doss not
conslitute incorporation by reference.

Our Annual Report on Form 10-K includes the centifications
of our chief executive officer and chief financial officer required by
Sections 302 and 906 of the Sarbanes-Oxley Act of 2002. Addi-
tienally, we have filed the most recent annual CEQ certification as
required by Section 303A.12{a) of the New York Stock Exchange
Listed Company Manual pursuant to which cur CEO certified to
the NYSE that he was not aware of any violaticn by AGL Resources
of the NYSE's corporate governancs listing standards.

Our corporate governance guidelines; our code of ethics for
the CED and senior financial officers; our code of conduct and
ethics; and the charters of our Board committees also are avail-
able on our website.

The above information and any exhibit to our 2008
Form 10-K also will be furnished free of charge upon written
request to our Investor Relations department at: Steve Cave,
Managing Director, Investor Relations, AGL Resources, Ten
Peachtree Place, N.E., Atlanta, GA 30309; 404-584-3801;
scave@aglresources.com.

Institutional Investor Inquiries
Institutional investors and securities analysts should direct inguiries
to: Steve Cave, Managing Director, Investor Relations, AGL
Resources, Ten Peachtree Place, N.E., Atlanta, GA 30309; 404-
584-3801; scave@aglresources.com.

Annual Meeting

The 2003 annual meeting of shareholders will be held Wednesday,
April 28, 2009, at AGL Resources corporate headquarters, Ten
Peachtree Place, N.E., Atlanta, GA 30309,

ResourcesDIRECT™

New investors may make an initial investment, and shareholders of
record may acquire additional shares of our common stock,
through ResourcesDIRECT™ without paying brokerage fees or


http://aglresources.com
http://www.wellsfargo.com/shareownerservices
http://aglresources.com
mailto:scave@aglresources.com

service charges, Initial cash investments, quarterty cash dividends
and/or optional cash purchases may be invested through the plan
prospectus and enrclliment materiats. Contact our transfer agent
at 800-468-97186 or visit our website at aglresources.cam.

Stack Price and Dividend Information

At January 30, 2009, there were approximately 9,800 record hold-
ers of aur cammon sfock. Quartarly information cancerning our
high, low and closing prices and cash dividends that we paid in
2008 and 2007 is as follaws:

2008

Sales ardee of comean stock Gash dividend pac
Quarter ended High Lavi Close commen share
March 31, 2008 $39.13 $33.45 33432 $0.42
June 3D, 2008 36.50 33.46 34.58 0.42
September 30, 2008 35,44 30,60 31.38 0.42
December 31, 2008 3207 2402 3138 0.42
2007

Sales ptice of common steck  Cash dividend per
Quarter ended High Low Close common share
March 31, 2007 $42.99 $38.20 $42.72 $0.41
June 30, 2007 44.67 39.52 40.48 G.41
September 30,2007 4151 3524  39.62 041
Decembear 31, 2007 4116 3542 3764 a.41

Wa pay dividends four times a year: March 1, June 1,
Septemnber 1 and Oecember 1. We have paic! 245 consecutive
guarterly dividends beginning in 1848. Dividends are declared at
the discretion of our Board of Directors, and fulure dividends will
depend on our future earnings, cash fiow, financial requirements
and othar factors. In February 2009, we increased the quarierly
dividend to $0.43 per cornmon share and in February 2008 it was
increased to $0.42 per common share,
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Wiliar VanderDecker and Boh Cimming, Merck & Co, Inc.; page 12, NASA.
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Comparison of § Year Cumulative Total Return*

The performance graph below compares the yearly percentage
change in aur total return 1o sharehoiders for the last five years
with the total returit of the Standard and Peor’s 500 Stock Index,
Standard and Peor’s Utilities Stock index and a self-determined
peer group. The self-determined peer group contains a hybrid
graup of ufility companies, primarily natural gas distribution com-
panies, with similar revenues, market capitafization and asset base
that were recommended by a global management consulting finm
and approved by our Board of Directors. This new self-determined
peer group wil replace the S&P Utilities Index in prospective
graphs, There are 13 companies included in this peer group:
Atmos Energy Corp., Inlegrys Energy Group inc., National Fuel
Gas Company, New Jersey Resources Corp., Nicor Inc., North-
west Naturat Gas Company, Oneok Inc., Piedmont National Gas
Company Inc., Questar Coip., South Jersey Industries Ing., South-
wast Gas Gorp., UG) Corg. and WGL Holdings tnc.
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AGL Resources serves more than 2.2 million end-use natural gas customers in six
states through its ulility subsidiaries: Atlanta Gas Light, Chattanooga Gas, Elizabeth-
town Gas, Elkion Gas, Florida City Gas and Virginia Natural Gas. We provide asset
management and related services to wholesale natural gas customers across the
United States and in Canada through our subsidiary, Sequent Energy Management,
We market natural gas in Georgia, Ohic and paoriions of the scutheast U.S. through a
/0% ownership in SouthStar Energy Services. We own and cperate complementary
energy investments including Jefferson [sland Siorage & Hub, a high-deliverability
natural gas storage facility near the Henry Hub in Loulisiana, and the Golden Triangie
Starage project, currently under development near Beaumont, Texas.
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Ri ght COMPany: with our portfolio of businesses across the
natural gas value chain, our collective expertise, and our competitive
year-in and year-out financial and operational performance,
AGL Resources is the right company for today and tomorrow.

Compass Energy
Market Area
{Wholesale Services)

252"’1‘

;aﬁ:w,g;

SouthStar Energy
Services Market Area
(Retail Energy Operations)
Georgia

North Carolina

South Carolina
Alabama

Florida

Ohip

Tennessee

Distribution Operations
Service Tesritory
Atlanta Gas Light
Chattanooga Gas
Elizabethtown (3as
Elkton Gas

Florida Cify Gas
Virginia Matural Gas

JeHerson Island
Storage & Huh




AGL Resources' portfolio of regulated and nonregulated operations complement each other as we
deliver natural gas and value to our customers. This operational diversity also enables us to continue to
deliver solid earnings for our shareholders even as market conditions fluctuate.

If you're part of AGL Resources, you belong to a dedicated group that's committed to realizing the many
benefits of natural gas, from wellhead to burner tip. Through the exceptional talents and knowledge of our
employees, we know that we can deliver profitability to our shareholders, satisfaction to our customers
and envircnmental benefits for everyone.

Qur employees focus
on delivering to our
residential, commercial
and industrial, retail and
wholesale customers the
reliable and affordable
natural gas solulions
they need and want.
Employaes like (left 1o
right}: Wanda Rodriguez,
Senior Customer Service
Representalive;
Alpa Pate), Director,
Finance; Caryn
Schilstra, Direclor,
Talent Development;
Joe Surber, Managing -
Diractor, Information
Services; Gary
Sanchez, Director,
Key Accounts and
Wholesale Servicos:
Jesse Killings, Region
Marager - Northeast
Georgia; Blake C'Farrow,
Regptlatory Anabyst,
Malcoim (Recky) Sporer,
Field Service Representative;
and Kim Tarr, Managing
Direcior, Midstrearn Projecis



AGL Resources creates value for our shareholders by capitalizing on opportunities within the natural
gas value chain. From the production process to the delivery of natural gas to the end-user, our assets,
operations and unique skills are called into play upstream, midstream and downstream. In areas where
we do not actually own and operate assets, our businesses within the Distribution Qperations, Retail
Fnergy Operations, Wholesale Services and Energy Investments segments either provide services or
partner across the natural gas value chain.

We believe that natural gas, with its environmental, efficiency and econamical benefits, will play a
significant role in this country — from helping to slow global climate change to econemic growth —
for decades to come. And with our participation across most of the natural gas value chain, we
beligve that AGL Resources is uniguely and advantageously positioned to create lasting value for
our customers and our stakehglders.

LNG Regasification Terminals. LNG is unloaded atimport termi-
nais, warmegd to convert it back to its gaseous state and seat

Exploration, Production, Gathering, Processing. Sequent provides through pipelines for distribution. Although we de net currently
services for exploralion and production companies, such as operate any LNG terminals, we are actively planning 1o obtain
iogistical and risk management services to small and mediurn- an interest in pipelines connecting our Georgia service teritory
sized producers, and we sell services to producers who need to an LNG facility at £lba Island, Georgia. We have undertaken
storage capacity. this project to diversify our sources of natural gas. Cursertly,
T e e we receive the majorily of our supply from production regions
\ in and around the Gulf of Mexico where, generally, demand is
™~ growing {aster than supply.

Explaration, Production, Gathering, Processing

S N B T R BRI

Upstream

Production
e Area Storage

Praduction Area Storage. Natural gas slorage
plays a vital rale in maintaining the supply needed
to meet demand, and also serves as insurance

Global Froduction, B o
Gathering. Processing Liguefied Natural Gas (LNG)

against any unforeseen accidents, natural disas-
ters, or other nccurrences that may affect the
- : S production or defivery of nalural gas. Qur natural
Shipping. LNG is typically transported gas storage business, which includes the Jefferson
by a specialized tanker with insulated Istand Storage & Hub facility and the Golden
Liguefied Natural Gas (LNG). walls and is kept in a liquid form. Triangle Storage project, develops, acquires and
Natural gas, in ils coaled, liquid Because it is easily transported, LING operates high deliverability sait dome storage
slate {-260° F), can be efficiently altows the production and marketing assets in the Gulf Coasl region,
transported intermationally by sea of natural gas deposits that were
and, domestically, by truck. previously considered uneconoimical
to recover,



Interstate or Intrastate Pipelines.

The natura! gas transportation system
is a comglex network of pipelines
designed to quickly and efficiently
transport natural gas from its crigin
{o areas of high demand. Our utilities,

SouthStar and Sequent contract far Pawer Generation / Industrial. While some power generation, large
transportation capacity and participate industrial and commercial customers receive natural gas directly
in transactions to achieve the most from high capacity interstate and inirastate pipelines, usually
advantageous costs for markets served. confracted through a natural gas markeling company, most other
Although we do not own and operate customers receive natural gas from a natural gas ulility. In 2007,
any major pipeline systems, we $250 million, or approximately 10%, af our operating revenues
conslruct, own and operate pipelines were from our industrial customers.
that connect 1o major systems to - e e e o e ot o et e e e e
provide uninterruptible supply to our e
utilities and end-vusers. }/’{
s "
/ f"f
‘/
I Power Generalion Industrial

Interstate or
Intrastate Pipelines

- s
Midstream  / Downstream
[_z'
_,"
;"' Market Are;Smrage Residential Cemmercial
/ ar Peaking
/ ™~
City Gate. Utilities typically \\\ T s
transport natural gas from ~ Residential f Gommergial. Currently, our ulilities
delivery points, often termed . serve more than 2.2 million end-use customers and
city gates. Our six utilities — Market Area Slorage or Peaking. position AGL Resources as the largest dislributor of
Atlantz Gas Light, Chattanooga Market area or peak load storage natural gas in the soulheastern and mid-Atlantic re-
Gas, Elizabethtown Gas, facilities are designed for short-term gions of the U.S. based on customer count. Addition-
Elkton Gas, Florila City Gas high deliverability. This means that ally, we market natural gas on an unregulated basis
and Virginia Natural Gas — natural gas can be withdrawn from through our SouthStar joint venture, to approxinmately
construct, manage and main- storage quickly when needed. In 540,000 customers in Georgia under the brand
tain thousands of miles of addition to our utilitizs” LNG storage name Georgia Matural Gas. In 2007, more than
distribution pipelines from facilities and our propane air facility $2 billion, or apgroximately 82%, of our operating
these city gates. in Virginia, salt caverns such as our revenues were from our residential, commercial and
Jefferson Island Storage & Hub and transportation customers.

our in-development Golden Triangle
Storage facility, which together will
provide more than 19 Bef of working
natural gas capacity, are among

the most carmman type of peak

load storage facikities.






Anticipating national as well as our own future infrastructure needs (such as storage facilities and
capacity, pipeline connections and distribution hubs) is critical to our ability to serve our customers. The
increasing importance of the Beaumont area of the Texas Gulf Coast as a national energy crossroads is
a good example. Here, new natural gas supplies and LNG imports join the nation’s pipeline network that
delivers natural gas to market. Currently, there's not enough storage capacity to meet rising demand for
natural gas. We expect Golden Triangle Storage (GTS), one of AGL Resources' storage development
projects, to help solve this problem. In December 2007, GTS received Federal Energy Regulatary
Commission certification to proceed with the construction of 12 Bef working gas storage capacity and

a nine-mile pipeline to connect the facility to three interstate and three intrastate pipelines. When the
two storage caverns are in full commercial operation in 2011 and 2013 respectively, we expect the
amount of GTS storage capacity will represent encugh natural gas supply to serve approximately
300,000 homes for an entire year.

Another example of AGL Resources’ attention to infrastructure is the Hampton Reads Crossing (HRX)
pipeline project in the Virginia Natural Gas service territory. Currently served by two separate pipeline
systems that are each fed by single suppliers, the areas north and south of Hampton Roads

are vulnerable to gas supply disruption. When completed in late 2003, HRX will consist of 21 miles of
24" pipeline and compression facilities that will provide natural gas delivery to the area south of the
Hampton Roads harbar and expanded service to other areas of southeastern Virginia. The availahility of
this additional natural gas supply to both areas minimizes the potential that customers in either location
wouid be adversely affecited by an Upstream interruption in natural gas supplies.

The Hampten Roads Crossing
project, when completed, will
pravide natural gas delivery
to the southern region of the
service territory, minimize
tisks due to supply interrup-
fions and help meet contin-
ued demand growth,

Virginia Natural Gas
Service Territory

S
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Right industry: its good to be green. And, given the inherent,
environmentally friendly allributes of natural gas, AGL Resources
Is committed to being green.

With oil prices exceptionally high and no now coal-fired or nuclear energy generation capacity scheduled
{o come on ling In the foreseeable future, more and more Americans recognize natural gas as a preferred
anergy scurce. MNatural gas is not only a clean-purning, economical fuel but, unlike ail, it's also a domestic
supply resource that nzs yet to be fully ceveloppd in 20062007, more than 95 percent of the natural gas
consumed in the 4.5, and Canada was produced in the U.S. and Canada”

GL Resources is not just about selling our product, We'rs about providing our customers with what they
nead — to tive comioriably, fo Tuel their businasses and run thair cemmunities — as cleanly as possible.
The environmental and efficiency benefits of using natural gas for heating and home appliances, to run

commercial equipment or to provide Tuet for the genera-
fion plants that provide electricity o commiuniiies, have N A I U I QA L GAS

everything fo do with the health of our environment. The ¢ cleaner, greener choice”

*industry statistics on pages 8 through 12 are based en information
obtained from the American Gas Association ard the Bepartient of Energy.









The use of natural gas

in homes for heating,
hot water and other
appliances generally pro-
duces up to 40 percent
less CO» emissions than
homes that rely sofely

o efectricily for ihese
same services.
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Natural gas has the potential to make a significant difference in preserving and pratecting the health of
our environment today and tomorrow. When natural gas is used for furnaces, tankless water heaters,
laundry, kitchen and other appliances, COz emissions can be reduced by as much as 40 and, in some
cases, up to 70 percent over other conventional fossil fuals. Just as importantly, the use of natural gas
also reduces the two hydrocarbon byproducts that are the building blacks of smog and acid rain —
nitrogen dioxide and sulfur dioxide — and significantly reduces the presence of airborne particulate
matter and other pollutants.

This is why we at AGL Resources are so passionate about our product. And we're making smart invest-
ments in infrastructure projects that will enable our customers to continue to benefit from choosing natural
gas. We are apgressively upgrading pipelines used to deliver supply to cur customers by replacing aging
infrastructure across our service areas — replacing cast iron and bare steel pipe with protecied steel
and plastic pipelines that significantly reduce “fugitive” emissions of greenhouse gases.



Right time: since 1970, oil consumption in the U.S. has risen
nearly 200 percent and domestic production has decreased by

50 percent. On a worldwide basis, energy has become an expensive
commodity with exploration, production and distributicn costs rising
dramatically while global supply continues to decline. Natural gas
has always been the right environmental choice, but now it's also
the right economic choice.

As important as atternative and renewable energy sources are to meeling fong-lerm energy needs, they
account for only six percent of the natien’s energy portfolio today and are simply not ready to replace fossil
fuels. Contrast ihat realily with the fact that natural gas is a readily available domestic enargy resource that
can be developed and used in environmentlally friendly ways and exists in reserve amounts eslimated st
upwards of 1,525 trillion cubic feet — enough to last more than 80 years at current production rates.

Natural gas has always been the right cholca. But now, mare than ever hefore, s the right chaice at the
right time. It's the bridge to America’s energy future.







Letter to Shareholders

To Our Shareholders:

As | begin my third year leading AGL Resources, | am
extremely proud of our employees and their commitment
to our company's success, Their efforts helped us achieve
several important milestones during 2007 that position our
company to provide long-term value to our stakeholders.

| emphasize our focus on long-term value because it
supports aur fundamental belief that we operate this
business not just for today, for this quarter or for this
year. We operate this business to generate sustainable
returns for you, our owners, for many years to come, and
to do so in a respensible way that best balances the
needs of all our stakehoiders, We make avery operating
and financial decision with those principles in mind.

Financial Results

2007 was a year that challenged us on several fronts.
We certainly felt the effects of a weakening economy
and a slowdown in the housing market in each of our six
utility service areas. Our business also was impacted by
a relatively stagnant natural gas pricing environment that
limited our ability to capitalize on wholesale marketing
opportunities.

Despite these challenges, we earned $2.74 per basic
share in 2007, a slight increase ovar the $2.73 per
basic share we reported in 2006. Although these results
were record earnings per share for the company, they
were lower than we had expected, and fell short of

the earnings guidance range we had provided investors
during the year.

QOur 2007 earnings results reflect sehd year-over-year
improvements in three of our operating segments —
distribution operations, retail energy operations and
energy invesiments. Our other operating segment, whole-
sale services, continued fo expand into strategic new
markets, but its earnings performance was hampered

by the persistent lack of volatility and commercial activity

14

lehn W, Somerhalder H
Chairman, Fresident and Chief Executive Oificer

in the natural gas market throughout the year. As a
result, more than 90 percent of our earnings in 2007
were generated by regulated and retail marketing portions
of our business that serve end-use retail customers,

in 2007, AGL Resources’ board of directors approved an
11 percent increase in the annual dividend, to $1.64 per
share, and in February 2008, raised the dividend another
2 percent to $1.68 per share. We have now established a
track record of five consecutive years of dividend increases,
reflecting the company's strong financial position and the
long-term sustainability of our earnings growth. These
dividend increases are consistent with our commitment
to investors to maintain a dividend payout ratio that is

in line with that of traditicnal gas utilities,

We also repurchased approximately 2 million shares of
our cammon stock in 2007, at an aggregate cost of

$80 million, The combination of dividend increases and
share repurchases reflects our continuing commitment to
maximize shareholder value and demonstrates our confi-
dence in the long-term growth autlook for aur company.

Strategic Execution

We took several important strategic steps in 2007 that
position our businesses for long-term success. Some of
these projects require significant investments of capital,
and we wifl maintain our focus on generating returns

on invested capital that are higher than the majority of
companies in our peer group.



Our utilities intensified their marketing efforts to retain
existing customers and add new ones. As a result, we saw
a net addition of 21,000 customers, a 0,9 percent growth
rate as compared {o the prior year and a measurable
improvement over the past two years, We achieved this
top-tine growth without losing sight of the rigerous focus
on cost management that has been the longstanding
hallmark of our utility business.

We continued to expand the market presence of both
our retail marketing and wholesale services businesses,
Our retail marketer, SouthStar Energy Services, took im-
portant strategic steps toward expanding its competitive
ptatform into other deregulating markets through its entyy
into the Ohio and Florida markets. Sequent Energy, our
wholesale business, expanded its U.S. presence into
the growing Pacific Northwest region as well as into the
Canadian gas market. These moves position us well to
take advantage of market opportunities in key parts of
the natural gas value chain.

We also made significant progress on our Gelden Triangle
Storage project in Beaumont, Texas. When complete,
the first two phases of this project will add 12 biilion
cuhic feet (Bef) of working natural gas storage capacity
in the Gulf Coast region, where storage will be a critical
resource in high demand. The Federal Energy Regulatory
Cammission has approved our permit for the facility, a
major milestone toward beginning construction of the
project in the first half of 2008. We expect to put the
project into initial commercial operation in late 2010.
We are evaluating other opportunities to make capitai
investments in the storage segment of the natural gas
value chain, as we strongly believe this infrastructure
expansion will be vitally impaortant to our country’s energy
neads in the future,

Environmental Focus

Beyond financial results and operating successes, our
company continued fo strengthen its commitment to
envirenmental responsibility and stewardship. We believe
that natural gas, as the cleanest-burning fossil fuel,

Financial Highlights

In miftions,

excep! per share amounis and markel price 2007 2006 Change
Operating revenues $2494 £2621 (4.8%)
Net income $ 211 § 212 (05%)
Earnings per common share
Basic $ 274 5 273 04%
Diluted $ 272 $ 272 -
Weighted average number of
common shares outstanding:
Basic 77.1 776 (0.6%)
Diluted 774 78.0 (0.8%)
Market capitalization (year end) $2,876 $3,023 (49%)
Markel price (year end, closing) $37.64 $3891 (3.3%)
$6,268 %6147 20%

Total assefs

wili play a key long-term role in addressing many of the
challenges of global climate change and greenhouse
gas emissions. The direct use of natural gas is highly
efficient and has a significantly lower carbon footprint
than other traditional fuel sources.

We also continued to be active with local, state and
federal officials in support of developing sound energy
policies that pave the way for finding new supply sources
of domestic natural gas. Ensuring that supply keeps
pace with the growing demand is absolutely essential to
serving our customers well and keeping the price of our
product competitive with other fuel sources.

The progress we made in 2007 is a direct result of the
hard work and commitment ¢f the more than 2,300
employees of AGL Resources. They come to work every
day focused on making sure vour investment in the long-
term future of our company is rewarded, and on their
behalf, | thank you for your continued confidence in

our company.

Sincerely,

%, ,/7:,‘; A
wade b efadbe il

.

John W., Somerhalder
Chairman, President and Chief Executive Officer
February 29, 2008



AGL Resources Operations at a Glance

Distribution Operations

Atlanta Gas Light is the largest natural gas distributor
in the southeast in terms of customers, providing gas
delivery service to approximately 1.5 million residential,
commercial and industrial end-use customers
throughout Georgia.

Chattanooga Gas pravides refail natural gas sertvice to
approximately 61,000 residential, commercial and
industrial customers in Hamilton County and Bradley
County, Tennessee.

Elizabethiown Gas provides natural gas service to approx-
imately 272,000 residential, commercial and industrial
customers in northwestern and east central New Jersey.

Elkion Gas provides natural gas service to approximately
6,000 residential, commercial and industrial customers
in northeastern Maryland.

Florida City Gas provides natural gas service 10 approxi-
mately 104,000 residential, commercial and industrial
customers in southeastern and east central Florida.

Virginia Natural Gas provides natural gas setvice to
approximately 269,000 residential, commercial and
industrial customers in southeastern Virginia.

Retail Energy Operations

SouthStar Energy Services is a joint venture operating
in Georgia under the trade name Georgia Matural Gas.
The business supplies natural gas to approximately
540,000 retail and commercial customers in Georgia
and to more than 270 industrial customers throughout
the southeast. SouthStar atso provides gas supply to a
large utitity in Ohio.

Wholesale Services

Sequent Energy Managemeni provides customers
throughout the United States and in Canada with the
ability to optimize their natural gas asset portfolio and
increase cost effectiveness from wellhead fo burner
tip. Services include natural gas asset management,
producer and storage services, and full-requirements
supply, including peaking needs.

Compass Energy provides natural gas commodity services
and offers consuliing services and logistics of natural gas
to commercial and industrial customers. lts commodity
business is focused in the mid-Atlantic states and its
consulting services business serves clients throughout
the United States.

Energy Investments

Jefferson Island Storage & Hub operates a high-deliver-
ability natural gas storage facility in Loufsiana. The
facility consists of two salt dome storage caverns with
10 Bcf of total capacity and approximately 7 Bef of
working gas capacity.

Golden Triangle Storage plans to build a high-deliverabil-
ity natural gas storage facility in Texas, The project
initially consists of two underground salt dome storage
caverns that will hold approximately 17 Bcf of total
capacity and approximately 12 Bef of working gas
capacity.

AGL Networks is a carrier-neutral provider that leases
telecommunication fiber to a variety of customers in
the Atlanta, Georgia, and Fhoenix, Arizona metropolitan
areas, and has a small presence in other cities in the
United States. AGL Networks provides conduit and dark
fiber to its customers under long-term |ease arrange-
ments, as well as telecommunications construction
services,
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Glossary of Key Terms

Aflanta Gas Light Atlanta Gas Light Company
AGL Capital AGL Capital Corporation

AGL Networks AGL Networks, LLC

AGSC AGL Services Company

AP Annual Incentive Plan

Bef  Billion cubic feet

Chattancoga Gas  Chattanooga Gas Company
Compass Energy Compass Energy Services, Inc.

Credit Facility Credit agreement supporting our commerciaf
paper program

Deregulation Act 1997 Natural Gas Competition and
Deregulation Act

Dominion Ohie  Dominion East of Ohio, a Cleveland, Ohio based
natural gas company; a subsidiary of Dominion Resources, Inc,

EBIT FEamings before interest and taxes, a non-GAAP measure
that includes operating income, other income, equity in SouthSiars
income, minerity interest in SouthStar's eamings, donations and
gain on sales of assets and excludes interest and inceme tax
expense; as an indicator of our operating performance, EBIT should
not be considered an alternative to, or more meaningful than,
operating income or net income as determined in accordance with
GAAP

EITF Emerging Issues Task Force

Energy Act  Energy Policy Act of 2005

ERC Environmental remediation costs

FASB Financial Accounting Standards Board

FERC Federal Energy Regufatory Commission

Fitth  Filch Ratings

Florida Commission  Florida Public Service Commission

GAAP  Accounting principles generally accepted in the United
States of America

Georgia Commission  Georgia Public Service Commissign
Golden Triangle Starage  Golden Triangle Storage, Inc.

Heating Season The period from November to March when
natural gas usage and operating revenues are generally higher
because more customers are connected to our distribution
systems when weather is colder

lefferson Island  Jefferson Island Storage & Hub, LLC
LIBOR London interbank offered rate
LNG  Liguefied natural gas

LOCOM  Lower of weighted average cost or current market price

AGL Resources Inc. 2007 Annual Report

Louisiana DNR  Louisiana Department of Natural Resources
Marytand Commission  Maryland Public Service Commissicn

Marketers Marketers selling retail natural gas in Georgia and
certificated by the Georgia Commission

Medium-term notes Notes issued by Atlanta Gas Light with
scheduled maturities between 2012 and 2027 bearing interest
rates ranging from 6.6% to 9.1%

MGP  Manufactured gas plant

Moody's  Moody's investors Service

Mew Jersey Commission  New Jersey Board of Public Utilities
NUI  NUI Corporation

NYMEX New York Mercantile Exchange, Inc.

0OCl  Other comprehensive income

Operating margin A measure of income, calculated as revenues
minus cost of gas, that excludes operation and maintenance
expense, depreciation and amorlization, taxes other than income
taxes, and the gain or loss on the sale of our assets; these items
are included in our calculation of operating income as reflected in
our statements of consolidated income.

Piedmont Piedmont Natural Gas
Pivotal Propane Pivotal Propane of Virginia, Inc.

Pivotal Utility  Pivotal Utility Holdings, Inc., doing business as
Elizabethtown Gas, Elkton Gas and Florida City Gas

PGA Purchased gas adjustment

PRP Pipeline replacement program for Atlanta Gas tight
S&P Standard & Poor's Ratings Services

Saltville Saltville Gas Storage Company

SEC Securities and Exchange Commission

Sequent  Sequent Energy Management, L.P.

SFAS Statement cof Financial Accounting Standards
SNG  Southern Natural Gas Company

SouthStar  SouthStar Energy Services LLC

Tennessee Commission  Tennessee Regulatory Authority

VaR Value at risk is defined as the maximum potential loss in
portfalio value over a specified time period that is not expected to
be exceeded within a given degree of probability

Virginia Natural Gas  Virginia MNatural Gas, Inc.
Virginia Commission  Virginia State Corporation Commission
WACOG  Weighted average cost of goods

YWNA  Weather normalization adjustment
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Referenced Accounting Standards

APB 25 APB Opinion Mo. 25, “Accounting for Stock Issued to
Employees”

EITF 98-10 £ITF lssue No. 98-10, “Accounting for Contracts
Involved in Energy Trading and Risk Management Activities”

EITF 99-02 C[CITF Issue No, 99-02, “Accounting for Weather
Dervatives”

EITF 00-11 FEITF Issue No, 00-11, “Lessor's Evaluation of
Whether Leases of Certain Integral Equipment Meet the Qwnership
Transfer Requirements of FASB Statement No. 13, Accounting for
Leases, far Leases of Real Estate”

EITF 02-03 EITF Issue No. 02-03, "Issues Involved in
Accounting for Contracts under EITF I[ssue No. 98-10,
‘Accounting for Contracts lnvalved in Energy Trading and Risk
Management Activities™

FIN 39 [FASBE Interpretation No. (FIN) 39 "Oftsetting of Amounts
Related to Certain Contracts™

FSPFIN 39-1 FASR Staff Position 39-1 "Amendment of FIN 39"

FIN 46 & FIN 46R  FIN 46, "Consolidation of Variable Interest
Entities”

FIN 47 FIN 47, “Accounting for Conditional Asset Retirernent
Qbligations, an interpretation of FASB Statement No. 1437

FIN 48 FIN 48, "Accounting for Uncertainly in Income Taxes, an
interpretation of SFAS Statemént No. 109"

SFAS 5 SFAS No. 5, "Accounting for Contingencies”

SFAS 13 SFAS No, 13, “Acceunting for Leases”
SFAS 66 SFAS No. 66, "Accounting for Sales of Real Estate™

SFAS 71 SFAS Mo, 71, "Accounting for the Effects of Certain
Types of Regulation”

SFAS 87 SFAS No. 87, "Emplayers’ Accouating for Pensions”

SFAS 106 SFAS Mo, 1085, “Employers’ Accounting for Postretire-
ment Benefits Other Than Pensions”

SFAS 109 SFAS No. 109, “Accounting for Income Taxes”

SFAS 123 & SFAS 123R SFAS No. 123, "Accounting for
Stock-Based Compensation”

SFAS 133  SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities”

SFAS 141 SFAS Neo. 141, “Business Combinations”
SFAS 142  SFAS No. 142, “Goodwill and Other Intangible Assets”

SFAS 148 SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure”

SFAS 149 SFAS No. 149, "Amendment of SFAS 133 on
Derivative Instruments and Hedging Activities”

SFAS 157 3FAS No. 157, "Fair Value Measurements”

SFAS 158 SFAS No. 158, "Employers’ Accounting for Defined
Benefit Pension and Other Pastretirement Plans”

SFAS 159 SFAS No. 159, “The Fair Value Option for Financial
Assets and Liabilities"

SFAS 160 SFAS No. 160, “Nencontrolling Interests in
Consolidated Financial Statements”



Part |

Item 1. Business

Nature of Our Businass

Unless the context requires otherwise, refarences to “we,” “us,”
“our,” the “company™ and "AGL Resources” arg intended to mean
consolidated AGIL Rescurces Inc. and its subsidiaries.

We are an energy services holding company whose principal
business is the distribution of natural gas in six states - Florida,
Geargia, Marviand, New Jersey, Tennessee and Yirginia, We genei-
ate nearly all our gperating revenues through the sale, distribution,
transportation and storage of natural gas. Our six utilities serve
more than 2.2 million end-use customers, making us the largest
distributor of natural gas in the southeastern and mid-Atlantic
regions of the United States based on customer count. We are
invalved In several related and compiementary businesses, includ-
ing retail natural gas marketing to end-use customers primatrily in
Georgia; natural gas asset management and related logistics activ-
ities for each of our utilities as well as for nonaffiliated companies;
natural gas storage arbitrage and related activities; and the devel-
opment and operation of high-deliverability natural gas storage
assets. We also own and aperate a small telecommunications busi-
ness that construcis and operates conduit and fiber infrastructure
within select metropolitan areas.

We manage these businesses through four operating segments
and a nonoperating corporate segment, Each operating segment'’s
percentage contribution to the total operating EBIT for the last
three years is indicated in the following chart,

100%
80%
0%
40%

2% -

0% ¢
2007 2006 2005
| Fnergy Investments B Wholesate Services
Reiail Energy Operations B Distribution Operations
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Over the last three years, on average, we have derived approx-
imately 85% of our EBIT from our regulated natural gas distribu-
tion business and the sale of natural gas to end-use customers
primarily in Georgia through SouthStar, This statistic is significant
because it represents the portion of our earnings that directly
results from the underlying business of supplying natural gas to
retail customers. SouthStar, which is subject to a different regula-
tory framework from our utilities, is an integral part of the retail
framework for providing natural gas service to end-use customers
in Georgia,

We derived the remaining percentage (15% or less for the
fast three years) of our EBIT principally from businesses that are
complementary te our natural gas distribution business. We
engage in natural gas asset management and the operation of
high-deliverability natural gas underground storage as ancillary
activities to our utility franchises. These businesses allow us to
be opporlunistic in capturing incremental value at the wholesale
level and provide us with deepened business insight about natu-
ral gas market dynamics, Given the volatile and changing nature
of the naturaf gas resource base in North America and globally, we
believe that participation in these related businesses strengthens
our business.

Operating revenues, operating margin, operating expenses and
EEIT for each of our segments are presented in the following table
for 2007, 2006 and 2005.

Uperating Cperating  Qperating

in millions revenues _r_nargin"‘ expenses EBITH
2007

Distribution operations $1,665 3 820 $485% $338
Retail energy operations 892 188 75 83
Wholesale services 83 77 43 34
Energy investments 42 40 25 15
Corporate™ (188} — 3 (7)
Consolidated $2494 $1,125 $636 $463
2006

Distribution operations $1,624 $ 807 $499 %310
Retail energy operations 930 156 68 B3
Wholesale services 182 139 49 an
Energy investments 41 36 25 10
Corporatg™ (156) b R
Consofidated $2,621 $1,139 $651 $464
2005

Distribution operations $1,753 ¢ Bl14 $518B $299
Retail energy operations 996 146 61 63
Wholesale services 95 92 42 49
Energy investments 56 40 23 19
Corporate™ (182) = - 6 1)

Consolidated $2,718 $1,092 $650 $419

:These are non-GAAP measurements. A reconciliation of operaling margin and £RB{T to our
eperaling income and net income is contained in “Resulls of Gperations” herein,

= Includes intercompany eliminations.
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Distribution Gperations

The distripution operations segment is the largest component of
our business and includes six natural gas local distribution utilities.
These utilities construct, manage and maintain intrastate natural
gas pipelines and distribution facilities and include:

« Attanta Gas Light

* Chattanooga Gas

*» Elizabethtown Gas
* Elkton Gas

* Florida City Gas

* Virginia Natural Gas

Regulatory Environment Each utility operates subject to regula-
tions of the state regulatory agency in 1ts service terniories with
respect to rates charged to our customers and various service and
safety matters. Rates charged to our customers vary according to
customer class {residential, commercial or industrial} and rate juris-
diction, Rates are set at levels that allow recavery of all prudently
incurred costs, including a return on rate base sufficient to pay
interest on debt and provide a reasonable return on common equity.
Rate base generally consists of the original cost of utility plant in
service, working capital, inventorigs and certain other assets; less
accumulated depreciation on utility plant in service and net
deferred income tax liabilities, and may include certain other addi-
tions or deductions.

Atlanta Gas Light does not sell natural gas directly to its cus-
tomers and does not need or ulilize a PGA. All of our other utilities
are authorized to use a PGA mechanism that allows them to adjust
their rates to reflect changes in the wholesale cast of naturai gas
and to ensure they recover 100% of the costs incurred in pur-
chasing gas for their customers. We continuously monitor the per-
formance of our utilities to determine whether rates need to be
further adjusted through the regulatory process. We have fixed rate
settlements in three of our six jurisdictions in Geargia, New Jersey
and Virginia.

Atfanta Gas Light's naturat gas market was deregulated in
1997 with the Dereguiation Act. Pricr to this act, Atlanta Gas Light
was the supplier and selfer of natural gas to its customers. Today,
Marketers sell natural gas to end-use customers in Georgia
and handle customer billing functions. The Marketers file their
rates monthly with the Georgia Commission. Atlanta Gas Light's
role includes:

= distributing natural gas for Marketers

e constructing, operating and maintaining the gas system infra-
structure, incfuding responding to customer service calls and
leaks

« reading meiers and maintaining underlying customer premise
information for Marketers

Atlanta Gas Light recognizes revenue undar a straight-fixed-
variable rate design whereby Atlanta Gas Light charges rates to its
customers based primarily on monthly fixed charges, The Markelers
bill these charges directly to their customers. This mechanism min-
imizes the seasonality of revenues since the monthly fixed charge
is not volumetric or directly weather dependent. Weather indirectly
influences the number of customers that have active accounts dur-
ing the heating season, and this has a seasonal tmpact on Atianta
Gas Light's revenues since generally more customers are connected
in periods of colder weather than in periods of warmer wealher.

Regulatory Agreements In September 2007, the Georgia
Commission approved our request to obtain an undivided interest
in pipelines connecting our Georgia service territory to liquefied
natural gas facilities at Elba Island, Georgia. We alang with SNG
have undertaken this pipeline project in an eifort to diversify our
sources of natural gas. We currently receive the majority of cur nat-
wral gas supply from a production region in and around the Gulf of
Mexico and generally, demand for this natural gas is grawing {aster
than supply. This project is contingent upon FERC approval and
therafore SNG and ourselves jointly filed an application with the
FERC in October 2007, We anticipate that we will receive FERC
approval in 2008, Construction is expected to begin in 2008 and
to be completed in 2009,

In December 2007, the Flerida Commission approved our
request to include the amortization of certain components of the
purchase price we paid for Florida City Gas in our calculation of
return on equity. The costs will not be amoertized for financial
reporting purposes in accordance with GAAP but will be amortized
over a period of 5 to 30 years for our regulatory reporting to the
Florida Commission in connection with the Florida Commission's
review of Flarida City Gas' return on equity. Additionally and under
the same order, the Florida Commission approved a five-year base
rate stay-out beginning October 2007, whereby base rates will not
be increased, except for certain unforeseen acts beyond our con-
trol. The five-year stay-cut provisicn does not preclude the Florida
Commission from initiating over earning or other proceedings.

A November 2004 agreement between Elizabethtown Gas and
the New Jersey Commission approved our acquisition of NUI
Corporation. This agreement included, among other things, a hase
rate freeze for Elizabethtown Gas for the five-year period fraom
November 2004 to October 2009, Beginning with the annual
measurement period in December 2007, 756% of Elizabethtown
Gas” earnings in excess of an 119% return on equity would be shared
with vate payers in the fourth and fifth years of the base rate stay-
out period.

Weather Normalization Certain of our non-Georgia jurisdictions
have various regulatory mechanisms that allow us to recover our
costs in the event of unusual weather, but they are not direct off-
sats to the potential impacts of weather and customer consumption
on earnings. The tariffs of Elizabethtown Gas, Virginia Natural Gas,
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and Chattancoga Gas contain WNA provisions that are designed to help stabilize operating results by increasing base rate amounts charged
to customers when weather is wartmer than normal and decreasing amounts charged when weather is colder than normal. The WNA is most
effective in a reascnable temperature range relative to normal weather using histerical averages. The following table provides certain regula-

tory information for eur largest utilities,

Allanta Gas tight

Elizabsthtown Gas  Wirginia Natural Gas

Flarida City Gas

Challancoga Gas

Slate regulator Georgia Mew Jersey Virginia Florida Tennessee
Commission  Commission  Commission  Commission Commission
Current rates effective until May 2010 Jan. 2010 Aug. 2011 N/A Jan, 2011
Authorized return on rate base™ 8.53% 7.95% 9.24% 7.36% 7.89%
Estimated 2007 return on rate hase™" 8.59% 8.46% 7.90% 6.09% 7.53%
Authorized return on equity 10.9% 10.0% 10.9% 11.25% 10.2%
Estimated 2007 return on equity ”* 11.03% 10.32% 8.96% 7.04% 9.40%
Authorized rate base % of equity™ 47.9% 53.0% 52.4% 36.8% 44 8%
Rate base included in 2007 return
on equity (in millions)** $1,271 $441 $350 $146 $100

"The authorized relurn on rate base, 1eturn on equity, and percentage of equity reflected above were those authorized as of December 31, 2007,
A Estinate Desed on printiples consistent with wiility 1atemaking in each jurisdiction. Returns are not necessanily consistemt with GARP reluins.

D Estimated based on 13-month average,

WiFlorida Cify Gas includes the impacts of the acquisition adjustment, as approved by the Florida Coramission in December 2007, in ils rate base, return on rate base and return on equily calculations.

Custormer Demand All of our utilities face competition from other
energy products. Qur principal competition arises from electric
utilities and oif and propane praviders serving the residential and
commercial markets throughout our service areas and the polential
displacerment or replacement of natural gas appliances with
electric appliances. The primary competitive factors are the prices
for competing sources of energy as compared to natural gas
and the desirability of natural gas heating versus aliernative
heating sources.

Competition for space heating and general household and
small commercial energy needs generally occurs at the initial instal-
lation phase when the customer or builder makes decisions as to
which types of equipment to install. Customers generally continue
to use the chosen energy source for the life of the equipment.
Custemer demand for natural gas could be affected by numerous
factors, including:

*+ changes in the availability or price of natural gas and other
forms of energy

* general economic conditions

* energy conservation

* legislation and regulations

= the capability to convert from natural gas to alternative fuels

» weather

* new housing starts

In some of our service areas, net growth continues to be
slowed due ke the number of customers who leave our systems
because of higher natural gas prices, slower econcmic growth in
some of our service areas and competition from alternative fuel

sources, including incentives offered by the local electric utilities
to switch to electric alternatives.

Through our targeted marketing and customer retention
programs, we have improved the retention of our existing cus-
tomers. Additionally, these activities have enabled us to abtain new
customers, although at a lower rate than expected, due in part to
downturns in the general economy and the housing and related
mortgage markets. We expect these conditions te continue for an
extended period of time and that such conditions could impact our
net customer growth, Consequently, we will focus even more on
our marketing and customer retention efforts.

These efforts include working to add residential customers,
multifamily complexes and high-value commercial customers that
use natural gas for purposes other than space heating. In addition,
we partner with numerous entities to market the bhenefits of gas
appliances and to identify potential retention optians early in the
process for those customers who might consider converting fo alter-
native fuels.

Collective Bargaining Agreements In 2007, collective bargaining
agreements, representing 55 employees at Atlanta Gas Light,
Chattanooga Gas and Elizabethtown Gas were terminated as a
result of the decertification of the respective unions. Accordingly,
these 55 employees are no longer represented by a bargaining
agreement and now fall under our standard human resources pay
and benefit plans and policies. In January 2008, approximately
55 Florida City Gas employees filed for decertification of their
union. The vote is expected to occur in February 2008.
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The following 1able provides information about the collective bargaining apreements to which our natural gas local distiibution utilities
are parties. Additionally, we believe that cur relations with our employeas are good.

Affiliated subsidiary Approximate # of employees Data of contrac! expiration

Teamnsters {Local Nos. 769 and 335} Florida City Gas 55 March 2008

Utility Workers Union of America (Local No. 424) Elizabethtown Gas 160 November 2009

International Brotherhood of Electrical Workers (Local Na. 50) Virginia Natural Gas 140 May 2010
Total 355

Retail Energy Operations

Our retail energy operations segment consists of SouthStar, a joint
venture owned 70% by our subsidiary, Georgia MNatural Gas
Company, and 30% by Piedmont. SouthStar markets natural gas
and related services under the trade name Georgia Natural Gas to
retail customers on an unregulated basis, primarily in Georgia as
well as to commercial and industrial customers, principally in
Florida, Tennessee, North Carolina, South Carolina and Alzbama,
Based on its market share, SouthStar is the largest Marketer of
natural gas in Georgia, with average customers in excess of
530,000 aver the last three years.

ScuthStar is governed by an executive committee, which is
comprised of six members, three representatives from AGL
Resourcas and three from Piedmont. Under a joint venturée agree-
ment, all significant management decisions require the unanimous
approval of the SouthStar executive committes; accordingly, our
70% financial interest is considered fo be noncontrolling. Although
our ownership interest in the SouthStar partaership is 70%, under
an amended and restated joint venture agreement (Restated
Agreement) executed in March 2004, SouthStar's earnings are allo-
cated 75% to us and 25% to Piedmaont except for earnings related
to customers in Ohio and Florida, which are aliocated 70% to us
and 30% to Piedmont. We record the earnings ailocated to
Piedmant as a minority intarest in our consolidated statements of
income, and we record Piedmont’s portion of SouthStar's capital as
a minority interest in our conselidated balance sheets.

The Restated Agreement includes & provision granting us thrae
opportunities to exercise an option to purchase Piedmaont's owner-
ship interest in SouthStar, Qur first option exercise opportunity
was on November 1, 2007, which we did not exercise and we have
two remaining opportunities on Novernber 1, 2008 and 2009, to
purchase certain portions of Piedmont's interest, both of which
would be effective on January 1 of the following year, {f we were to
exercise our option on November 1, 2008, Piedmont, at its
discretion, could require us to purchase their entire awnership
interest. The purchase price would be based on the fair market
value of SouthStar,

fn August 2006, SouthStar was awarded the right to supply a
total of approximately 10 Bef of natural gas to customers of
Dominion Chic through August 2008 {approximately 5 Bcffyear).
As part of this agreement, SouthStar manages the supply, trans-
portation and storage of natural gas on behatf of Deminion Chio.
The Dominion Ohio agreement did not materially affect our resuits

M
i

of operations in 2007. SouthStar's entrance into the Chio market
is part of its continued growth strategy.

SouthStar's operations also are sensitive to customer con-
sumption patterns similar to those affecting our utility oparations.
SouthStar uses a variety of hadging strategies, such as fufures,
options, swaps, weather derivative instruments and other risk man-
agement tools, to mitigate the potential effect of these issues on
its operations.,

Competition SouthStar competes with other energy marketers,
including Marketers in Georgia, to provide natural gas and related
services to customers in Georgia and the Southeast. In addition,
similar to our distribution operations, SouthStar faces competi-
tion based on customer preferences for natural gas compared to
cther energy products and the comparative prices of those
products, ScuthStar's principal competitors for other non-naturat
gas energy products relates to electric utilities and the potential
displacement or replacement of natural gas appliances with elec-
tric appliances. This competition with other energy products has
been exacerbated by price volatility in the wholesale natural gas
commodity market and related significant increases in the cost of
natural gas bilted to SouthStar's customers, especially during por-
tions of 2005 and 2006.

Operating margin SouthStar generates operating margin primarily
in three ways. The first is through the sale of natural gas to retail
customers in the residential, commercial and industrial sectors,
primarily in Georgia where SouthStar captures a spread betwaen
wholesale and retail natural gas prices, The second way is
through the coliection of monthly service fees and customer late
payment fees,

SouthStar evaluates the combination of these two retail price
components to ensure such pricing is structured to caver related
retail customer costs, such as bad debt expense, customer service
and billing, and {ost and unaccounted-for gas, and to provide a
reasonable profit, as weli as being competitive to ailvact new cus-
tamers and maintain market share. SouthStar's operating margin
is impacted by seasonal weather, natural gas prices, customer
growth and SouthStar's related market share in Georgia, which has
historically been approximately 35%, based on number of cus-
tomers. SouthStar employs strategies to atiract and retain a higher
credit-quality customer base. These strategies resutt not only in
higher operating margin, as these customers tend to utilize higher



volumes of natural gas, but also help to mitigate bad debt expense
due to the higher credit-quality of customers.

The third way SouthStar generates operating margin is through
its commercial operations of optimizing storage and transportation
assets and effectively managing commodity risk, which enables
SouthStar to maintain competitive retail prices and operating mar-
gin, SouthStar is allocated storage and pipeline capacity that is
used to supply natural gas to its customers in Georgia, Through
hedging transactions, SouthStar manages exposures arising from
changing commadity prices using natural gas storage transactions
to capture operating margin from natural gas pricing differences
that occur over time, SouthStar's risk management policies allow
the use of derivative instruments for hedging and risk management
purposes buk prohibit the use of derivative instruments for specu-
lative purposes.

SouthStar accounts for its natural gas inventories at the lower
of weighted average cost or current market price. SouthStar eval-
uates the weighted average cost of its natural gas inventories
against market prices and determines whether any daclines in mar-
ket prices belew the weighted average cost are other than tempo-
rary. Far declines considered to be other than temparary, SouthStar
records adjustments to cost of gas (LOCOM adjustments} in our
consolidated statement of income to reduce the weighted average
cost of the natural gas inventory o the current market price.
SouthStar recorded a LOCOM adjustment of $6 million in 2006,
SouthStar did not record a LOCOM adjustment in 2007 or 2005,

SouthStar also enters inte weather derivative instruments in
order to preserve operating margin profits in the event of warmer-
than-normal weather in the winter months. These contracts are
accounted for using the intrinsic value method under EITF 99-02.
The weather derivative contracts contain settlement provisions
based on cumulative heating degree days for the covered periods.
SouthStar entered into weather derivatives {swaps and options) for
both the 2006 to 2007, and 2007 to 2008 heating seasons,
SouthStar recorded net gains on these weather derivatives of
approximately $4 million in 2007 and $5 million in 2006, These
gains were largely offset by corresponding losses of operating mar-
gin due to the warm weather the hedges were designed to protect
against. SouthStar had no weather derivatives in 2005 and there-
fore no gains or losses were recorded during 2005,

Wholesale Services

QOur wholesale services segment, which consists primarily of
Sequent, focuses on asset management, transportation, storage,
producer and peaking services and wholesale marketing. Sequent
captures econamic value from idle or underutilized natural gas
assets, which are typically amassad by companies through invest-
ments in or contractual rights to natural gas transportztion and
sterage assets. Operating margin is typically created in this busi-
ness by participating in transactions that balance the needs of vary-
ing markets and time horizons.
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In addition, Sequent takes advantage of arhitrage opportunities
within the natural gas supply, storage and transportation markats to
generate earnings, and its profitability is correlated to volatility in
these markets. Natural gas market volatility can resuit from a
number of factors, such as weather fluctuations or the change in
supply of, or demand for, natural gas in different regions of the coun-
try. Sequent seeks to capture value from the price disparity among
geographic locations and various {ime horizons created by this
volatility. In doing so, Sequent alse seeks to mitigate the risks
associated with this volatiiity and protect its operating margin
through a variety of risk management and hedging activities.

Sequent provides its customers with natural gas from the major
producing regions and market hubs primarily in the eastern and
mid-continental United States. Sequent purchases transportation
and storage capacity to meet its delivery requirements and custormner
obligations in the marketplace and its custormers benefit fram its
logistics expertise and ability to deliver natural gas at prices that
are advantapeous relative to cther aiternatives. Sequent has entered
into agreements that have facilitated the expansion of its operations
into the western United States and Canada and pfans to pursue
additional opportunities in these regions during 2008, Sequent
continues to work on projects and transactions to extend its aper-
ating territory and is entering into agreements of longer duration,
as well as evaluating eppertunities to expand its business focus and
models including its commercial and industrial customer Lase
through acquisitions and organic growth,

Competition Sequent competes for asset management business
with other energy wholesalers, often through a competitive bidding
process. There has been significant consolidation of energy whole-
sale operations, particularly among major natural gas producers.
Financial institutions have also entered the markeiplace. As a
result, energy wholesalers have become increasingly willing to place
bids for asset management transactions that are priced to capture
market share. We axpect this frend to continue in the near term,
which could result in downward pressure on the volume of asset
management transactions and the related operating margin
available in this portion of Sequent’s business,

Asset Management Transactions Sequent’s asset management cus-
tomers include affiliated utilities, nenaffitiated utilities, municipal
utilities, power generators and large industrial customers. These
customers, due to seasonal demand or levels of activity, may have
contracts for transpartation and storage capacity, which may exceed
their actual requirermants, Sequent enlers into structured agree-
ments with these customers, whereby Sequent, on behaif of
the customer, optimizes the transportation and storage capacity
during periods when customers do not use it for their own needs.
Sequent may capture incremental operating margin through opfi-
mization, and either share margins with the customers or pay themn
a fixed amaunt.

s
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The following table provides additional information on Sequent's asset management agreements with its affiliated utilities.

Expiration Timing of Type of Tee % Shared or Prafit sharing / fees payments

In rmidlions date payment structure annual fee 2007 2006 2005
Elkton Gas Mar 2008 Monthly Fixed-fee (A) $— $— $—
Chattanooga Gas Mar 2008 Annually Profit-sharing 50% 2 4 2
Elizabethtown Gas Mar 2008 Monthly Fixed-fee $4 6 4 —
Florida City Gas Mar 2008 Annuafly Profit-sharing 50% 1 — —
Virginia Natural Gas  Mar 2009 Annually Profit-sharing {B) 7 2 5
Atlanta Gas Light Mar 2012 Quacterly Profit-sharing 60% 9 a 4

Total $25 $l6 $11

(A} Annual tixed fee is approximatsly $11,000.
{B) Prafil sharing is based on a tiered sharing structure.

In October 2007, the Geargia Commission extended the asset
management agreement between Seguent and Atlanta Gas Light to
March 2017, Under the terms of the extended agreement, the
sharing percentages are unchanged; however the agreement now
includes guaranteed mtmimum annual payments to be made by
Sequent of approzimately $4 million. The contract year under the
extended agreement will be April 1 te March 31 with Sequent mak-
ing quarterly sharing payments, Sequent is actively negotiating the
renewal of its remaining affiliate asset management agreements
scheduled to expire in 2008, which require regulatory approval.

Transportation Transactions Sequent contracts for natural gas
transportation capacity and participates in transactions that man-
age the natural gas commodity and transportation costs in an
attempt to achieve the [owest cost to serve its various markets.
Sequent seeks to optimize this process on a daily basis as market
conditions change by evaluating all the natural gas supplies,
transportation alternatives and markets to which it has access
and identifying the least-cost alternatives to serve the various
markets. This enables Sequent to capture geographic pricing
differences across these various markets as delivered natural gas
prices change.

As Sequent executes transactions to secure transporfation
capacity, it often enters into forward financial coniracts to hedge
its positions, The hedging instruments ate derivatives, and Sequent
reflects changes in the derivatives' fair value in its reported
operating results. During 2007, Sequent reported unrealized gains
of $5 million associated with transportation capacity hedges, most
of which are expected to be realized as these positions are settled
in 2008, During 2006, Sequent reported unrealized gains of
$12 million associated with transportation capacity hedges. The
maijority of this amount was reafized during 2007 as the positions
were settled. Sequent did not repori any significant gains or losses
on these types of hedges during 2005.

Producer Services Seguent’s producer services business prirnarily
focuses on aggregating natural gas supply from various small and
medium-sized producers located througheut the natural gas
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production areas of the United States, principally in the Gulf Coast
region, Sequent provides praducers with certain logistical and risk
management services that offer producers attractive options to move
their supply into the pipeline grid, Aggregating volumes of natural
gas from these producers allows Sequent to provide markets o pro-
ducers who seek a reliable outlet for their natural gas production,

Park and Loan Transactions Sequent routinely enters into park and
loan transactions with various pipelines, which allow it tc park gas
on or borrew gas from the pipeline in one peried and reclaim gas
from or repay gas lo the pipeline in a subsequent pericd. The
economics of these transactions are evaluated and price risks are
managad in much the same way traditional reservoir and salt dome
storage transactions are evaluated and managed.

Sequent enters into forward NYMEX contracts to hedge its
park and lcan transactions. While the hedging instruments
mitigate the price risk associated with the delivery and receipt of
natural gas, they can also result in volatility in Sequent’s reported
results during the period before the initial delivery or receipt of
rtaturai gas, During this period, if the forward NYMEX prices in the
months of delivery and receipt do not change in equal amounts,
Sequent wilt report a net unrealized gain or loss on the hedges.

Although Sequent's guarterly results were modestly impacted
by unrealized hedge losses during 2007 and 2006, on an annual
basis Sequent did not report any significant gains or losses on park
and loan hedges during 2007, 2006, or 2005.

Mavk-to-Market Versus Lower of Average Cost or Market Sequent
purchases natural gas for storage when the current market price it
nays plus the cost for transpertation and siorage is less than the
market price it could receive in the future. Sequent attempts fo
mitigate substantially all of the commodity price risk associated
with its storaga portfolio and uses derivative instruments to reduce
the risk associated with future changes in the price of natural gas,
Sequent sells NYMEX futures contracts or over-the-counter deriv-
atives in forward months to substantially leck in the operating mar-
gint it will ultimately realize when the stored gas is actually sold.
We view Sequent's trading margins from twa perspectives.
First, we base our commercial decisions en econcmic value, which



is defined as the locked-in gain to be realized in the statement of
income at the time the physical gas is withdrawn from storage ang
ultimately sold and the derivative instrument used to hedge natu-
ral gas price risk on that physical storage is settled. Second is the
GAAP reported value both prior to and at the point of physical with-
drawal. The GAAP amount is impacted by the process of account-
ing for the financial hedging instruments in interim periods at fair
value between the time the natural gas is injectad into storage and
when it is ultimately withdrawn and the financial instruments are
settled. The change in the fair value of the hedging instruments is
recognized in earnings in the period of change and is recorded as
unrealized gains or losses. The actual value, less any interim recog-
nition of gains or losses on hedges and adjustments for LOCOM, is
realized when the natural gas is delivered to its ultimate customer.

Sequent accounts for natural gas stored in inventory differ-
ently than the derivatives Sequent uses to mitigate the commed-
ity price risk associated with its storage portfolio. The natural gas
that Sequent purchases and injects info storage is accounted for
at the lower of average cost or current market value. The derivatives
that Sequent uses fo mitigate cemmodity price risk are accounted
for at fair value and marked to market each period, This difference
in accounting treatment can result in volatility in Sequent’s
reported results, even though the expected operating margin is
essentially unchanged from the date the transactions were con-
summated, These accounting differences also affect the compara-
bility of Sequent's pericd-over-period results, since changes in
forward NYMEX prices do not jncrease and decrease on a consis-
tent basis from year to year. During most of 2007 and 2006,
Sequent's reporied results were positively impacted by decreases
in forward NYMEX prices, which resufted in the recognition of unre-
alized gains; however, the impact was more significant for 2006.
During Z005, the reported results were negatively impacted by
increases in forward NYMEX prices. As a result the more significant
unrealized gains during 2006 increased the unfavorable variance
between 2007 and 2006 and had a positive impact on the favor-
abie variance betwean 2006 and 2005.

Energy Investments

Qur epergy investments segment includes a number of businesses
that are related and complementary to our primary business. The
most significant of these businesses is our natural gas storage busi-
ness, which develops, acquires and operates high-deliverability
salt-dome storage assets in the Gulf Coast region of the United
States. While this business also can generate additional revenue
during times of peak market demand for natural gas storage
services, the majority of our storage services are covered under
medium to {ong-term contracts at a fixed market rate.

Jefferson Island This wholly owned subsidiary operates a salt dome
storage and hub facility in Louisiana, approximately eight miles
from the Henry Hub. The storage facility is regulated by the
Louisiana DNR and by the FERC, which has limited regulatory
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authority over the storage and transportation services. The facility
consists of two salt dome gas storage caverns with approximately
9,72 Bef of total capacity and about 7,23 Bef of working gas
capacity. The facility has approximately 0.72 Bcffday withdrawal
capacity and 0,36 Bef/day injection capacity. Jeffersen Island pro-
vides storage and hub services through its direct connection to the
Henry Hub via the Sabine Pipeline and its interconnection with
seven other pipelines in the area. Jefferson Isfand’s entire portfo-
lio is under firm subscription for the current heating season.

In August 2006, the Office of Mineral Resources of the
Louisiana DNR infqrmed Jeffersen island that its mineral lease —
which authorizes salt extraction to create two new storage caverns
— at Lake Peigneur had been terminated. The Louisiana ONR iden-
tified two bases for the termination: (1) failure to make certain
mining leasehold pavments in a timely manner, and {2} the
absence of salt mining operations for six months.

In September 2006, Jeffersen Island filed suit against the
State of Louisiana tc maintain its lease to complete an ongoing
natural gas storage expansion project in Louisiana. The project
would add two salt dome storage caverns under Lake Peigneur to
the two caverns currently-owned and cperated by Jefferson Island.
In its suit, Jeffersen Island alleges that lhe Louisiana DNR
accepted all leasehold payments without reservation and never pro-
vided Jefferson Island with notice and opportunity o cure, as
required by state law. In its answer to the suit, the State denied that
anyone with proper authority approved late payments. As to the
second basis for termination, the suit contends that Jefferson
Island's lease with the State of Louisiana was amended in 2004 so
that mining aparations are no longer required to maintain the lease.
The State's answer denies that the 2004 amendment was properly
authorized. During early 2008 we plan to intensify our efforts with
the state of Louisiana to maove the expansion project forward. If we
are unahle to reach a settlemant, we are not able to predict the
outcome of the litigation. As of January 2008, our current esti-
mate of costs incurred that would be considered unusable if the
Louisiana DNR was successful in terminating our |ease and caus-
ing us ta cease the expansion project is approximately $6 miliion.

Golden Triangle Storage In December 2006, we announced that
our wholly-owned subsidiary, Golden Triangle Storage, plans to
build & natural gas storage facilily in the Beaumont, Texas area in
the Spindletop salt dome. The praject will initially consist of two
underground salt dome storage caverns approximately a half-mile
to a mile below ground that will hold about 12 Bt of working nat-
ural gas sicrage capacity initially, or a total cavern capacity of
approximately 17 Bef. The facility potentially can be expanded to
a total of five caverns with 28 Bcf of working natural gas storage
capacity in the future based on customer interest. Golden Triangle
Storage also intends to build an approximately nine-mile natural
gas pipeline to connect the storage facility with three interstate
and three intrasfate pipelines, In May 2007, Golden Trniangle
Storage held a non-binding open season for service offerings at the
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proposed facility, which resulted in indications of market support
for the facility.

Our current cost estimate for this facility is up fo $265 mil-
lion, but the actual cost will depend upon the facility's configura-
tion, materials and drilling costs, the amount and cost of pad gas
{which inciudes volumes of non-working natural gas used to main-
tain the operational integrity of the cavern facility}, and financing
costs. This estimate could change due to changes in these factors,
among others, as we refing our engineering estimates.

In December 2007, Golden Triangle Storage received an order
from the FERC granting a Certificate of Public Convenience and
Necessity to construct and operate the storage facility and approv-
ing market-basad rates for services to be provided. We accepted
this FERC order in January 2008. The FERC will serve as the lead
agency overseetng the participation of a number of other federal,
state and local agencies in reviewing and permitting the facility,
Timelines associated with our commencement of commercial oper-
ations remain on track with initial construction on the first cavern
expected to begin in the first hatf of 2008.

AGL Networks This wholly owned subsidiary provides telecommu-
nications conduit and dark fiber. AGL Networks leases and sells
its fiber to a variety of customers in the Atlanta, Georgia and
FPhoenix, Arizona metropolitan areas, with a small presence in other
cities in the United States. Its customers include local, regicnal
and national telecommunications compantes, internet service
providers, educational institutions and other commercial entities.
AGL Netwerks typically provides underground conduit and dark
fiber to its customers under leasing arrangements with terms that
vary frem one to twenty vears. In addition, AGL Networks offers
telecommunications construction services to its customers, AGL
Networks' competitors are any entities that have laid or will lay
conduit and fiber on the same route as AGL Networks in the
respective metropolitan areas.

Corporate

Our corporate segment includes our nonoperating business units,
including AGSC and AGL Capital. AGL Capital, our wholly owned
subsidiary, provides for our ongoing financing needs through a com-
mercial paper program, the issuance of various debt and hybrid
securities, and other financing arrangements,

We allocate substantially all of AGSC's operating expenses and
interest costs to our operating segments in accordance with vari-
ous regulations. Our corporate segment also includes intercompany
eliminations for transactions between cur operating business seg-
ments. Qur EBIT resuits include the impact of these allocations to
the various operating segments. The acquisition of additional
assets, such as NUI and Jefferson Island, typicaily enables us to
allocate corperate costs across a larger number of businesses and,
as a result, lower the relative allocations charged to those business
units we owned prior to the acquisHion of the new businesses.

Qur corporate segment also includes Pivotal Energy
Development, which coordinates among our related operafing seg-
ments the development, construction or acquisiticn of assets in
the southeastern, mid-Atlantic and northeastern regions in order
to extend our natural gas capabilities and improve system reliabii-
ity while enhancing service to our customers in those areas. The
focus of Pivotal Energy Development's commercial activities is to
improve the economics of system reliability and natural gas
deliverability in these targeted regions.

Additional Information

For additional informaticn on our segments, see ltem 7,
"Management’s Discussion and Analysis of Financial Condition and
Results of Operations" under the caption “Results of Qperations”
and “Note 9, Segment Information,” set forth in ltem 8, “Financial
Statements and Supplementary Data,”

Information on our environmental remediation efforts, is
contained in "Note 7, Commitments and Cenlingencies,” set forth
in ltem &, "Financial Statements and Supplementary Data.”

Hedges

Changes in commodity prices subject a significant portion of our
operations to earnings variability. Our nonutility businesses princi-
pally use physical and financial arrangements to reduce the risks
associated with both weather-refated seasonal fluctuations and
changing commodity prices. In addition, because these economic
hedges are generally not designated for hedge accounting treat-
ment, our reported eamings for the wholesale services and retail
energy operaticns segments reflect changes in the fair values of
certain derivatives. These values may change significantly from
period to period and are reflected as gains or losses wilhin our
operating margin or our OCI for those derivative instruments that
qualify and are designated as accounting hedges.

Scasonality

The operating revenues and EBIT of our distribution operations,
retail energy operations and wholesale services segments are sea-
sonal. During the heating season, natural gas usage and operating
revenues are generally higher because more customers are con-
nected to our distribution systems and natural gas usage is higher
in periods of colder weather than in periods of warmer weather.
Approximately 61% of these segments’ operating revenues
ang 69% of these segments’ EBIT for the year ended
December 31, 2007 were generated during the heating season and
are reflected in our statements of consolidated income fer the quar-
ters ended March 31, 2007 and December 31, 2007, Our base
operating expenses, excluding cost of gas, interest expense and
certain incentive compensation costs, are incurred relatively equally



over any given year, Thus, our operating resuits vary significantly
from quarter to quarter as a resuli of seasonality. Seasonality also
affects the comparison of certain balance sheet items such as
receivables, unbilled revenue, inventories and short-term debt
across guarters. However, these items are comparable when review-
ing our annual results.

Available information

Detziled information about us is contained in our annual regorts on
Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, proxy statements and other reports, and amendments to
those reports, that we file with or furnish to the SEC, These reporis
are available free of charge at our website, www.aglresources.com,
as soon as reasonably practicable after we electronically file such
reports with or furnish such reports to the SEC. However, our web-
site and any contents thereof should not be considered to be incor-
porated by reference into this document. We will furnish copies of
such reports free of charge upon written request to our nvestor
Relations department, You can contact our Investor Relations
department at:

AGL Resources Inc.

Investor Relations - Dept. 1071

PO, Box 4569

Atianta, GA 30309-4569

404-584-3801

In Part lil of this Form 10-K, we incorporate by reference from
our Proxy Statement for our 2008 annual meeting of shareholders
certain informaticn, We expect to file that Proxy Statement with
the SEC on or zbout March 19, 2008, and we will make it avail-
able on our website as soon as reasonably practicable. Please refer
to the Proxy Statement when it is available.

Additionally, our corporate governance guidelines, code of
ethics, code of business conduct and the charters of each of our
Board of Directors committees are available on our website. We
will furnish copies of such information free of charge upon written
request to our Investor Relations department,

ltem 14. Risk Factors

Cautionary Statement Regarding
Forward-looking Statements

Certain expectations and projections regarding our future perform-
ance referenced in this report, in other materials we file with the
SEC or otherwise release to the public, and on our website are
forward-looking statements. Senior officers may also make verbal
statements fo analysts, investors, regulators, the media and others
that are forward-locoking, Forward-locking statements invoive mat-
ters that are not histerical facts, such as stalements in “item 7,
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Management's Discussion and Analysis of Financial Condition and
Results of Operations” and elsewhere regarding our future
operations, prospects, strategies, financial condition, economic
perfermance (including growth and earnings), industry conditions
and demand for our products and services, We have tried, when-
ever passible, to identify these statements by using words such as

“anticipate,” “assume,” “believe,” "can,” “could," “estimate,”
“expect,” “forecast,” “future,” “goal,” “indicate,” "intend,”
“may,” “outlaok,” "plan,” “potential,” “predict,” “project,” "seek,”
“should,” “target,” “will,” "would,” and similar expressions.

You are cautioned not to place undue reliance on our forward-
lacking statements. Our forward-looking statements are not guar-
antees of future performance and are based on currently available
competitive, financial and economic data along with our operating
plans. While we believe that our expectations for the future are rea-
sonable in view of the currently available information, our expecta-
tions are subject to future events, risks and inherent uncertainties,
as well as polentially inaccurate assumptions, and there are numer-
ous factars - many beyond cur controt - that could cause results to
differ significantly from our expectations. Such events, risks and
uncertainties include, but are not limited to those set forth below
and in the other dacuments that we file with the SEC. We note these
factors for investors as permitted by the Private Securities Litigation
Reform Act of 1995. There also may be other factars that we
cannot anticipate or that are not described in this report, generally
because we do not perceive them to be material, which could cause
results to differ significantly from our expectations.

Forward-looking statements are only as of the date they are
made, and we do not undertake any obligation to update lhese state-
ments to reflect subsequent circumstances or events. You are
advised, however, to review any further disclosures we make on
related subjects in our Form 10-Q and Form 8-K reports to the SEC.

Risks Related to Our Business

Risks related to the regulation of our businesses could affect the
rates we are able to charge, our costs and our profitability.

Qur businesses are subject to regulation by federal, state and local
regulatory authorities. In particular, at the federal level our busi-
nesses are regulated by the FERC. Af the state level, our businesses
are regulated by the Georgia Commission, the Tennessee
Commission, the New Jersey Commission, the Florida Commission,
the Virginia Commission and the Maryland Cormmission,

These authorities regulate many aspects of our aperations,
inciuding construction and maintenance of facilities, cperations,
safety, rates that we charge customers, rates of return, the author-
ized cost of capital, recovery of pipeline replacement and environ-
mental remediation costs, relationships with our affiliates, and
carrying costs we charge Marketers selling retail natural gas in
Georgia for gas held in storage for their customer accounts, Cur
ability to cbtain rate increases and raie supplements to maintain
aur current rates of return and recover regulatory assets and
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liabilities recorded in accordance with SFAS 71 depends on regu-
latory discretion, and there can be no assurance that we will be able
to obiain rate increases or rate supplements or continue receiving
our currently authorized rates of returp including the recovery of our
reguiatory assets and liabilities. in addition, if we fail to comply with
applicable regulations, we could be subject to fines, penalties or
other enforcement action by the authorities that regulate our
operations, or otherwise be sukject to material costs and liabilities.

Deregulation in the natural gas industry is the separation of
the provision and pricing of local distribution gas services into dis-
crete components. Deregulation typicafly focuses on the separation
of the gas distribution business from the gas sales business and is
intended to cause the apening of the farmerly regulated sales busi-
ness to alternative unregulated suppliers of gas sales services.,

In 1997, the Georgia legislature enacted the Deregulation Act.
To date, Georgia is the only state in the nation that has fully dereg-
ulated gas distribution operations, which ultimately resuilted in
Atlanta Gas Light exiting the retail natural gas sales business while
retaining its gas distribution operations. Marketers then assumed
the retail gas sales responsibility at derepulated prices. The dereg-
ulation process required Atlanta Gas Light to completely reorgan-
ize its operations and personnel at significant expense. It is
possible that the legislature could reverse or amend portions of the
deregulation process and require or permit Atlanta Gas Light to
provide retail gas sales service once again or require our retail
energy operations segment, SouthStar, to change the nature of how
it provides natural gas and the rates used to charge certain cus-
tomers. In addition, the Georgia Commissicn has statutory author-
ity on an emergency basis to order Atlanta Gas Light to provide
temporaridy the same retail gas service that it pravided prior (o
deregulation. If any of these events were te occur, we would incur
costs to reverse the restructuring process or potentially lose the
earnings opportunity embedded within the current marketing
framework. Furthermore, the Georgia Commissicn has authority to
change the terms under which we charge Marketers for certain sup-
ply-related services, which could alse affect our future earnings.

Our husiness is subject to environmental regutation in all jurisdic-
tions in which we operate, and our costs to comply are significant.
Any changes in existing environmental regulation could affect aur
results of operations and financial condition.

Qur operations and properties are subject to extensive
environmental regulation pursuant to a variety of federal, state and
municipal laws and regulations. Such environmental legislation
imposes, among other things, restrictions, liabilities and obligations
in connection with storage, transportation, treatment and disposal
of hazardous substances and waste and in coennection with spilis,
releases and emissions of various substances into the environment.
Environmental legislation also requires that cur facilities, sites and
other properties associated with our operations be operated,
maintained, abandoned and reclaimed to the satisfaction of
applicable regulatory authorities. Qur current costs to comply with

these laws and regufations are significant to our results of
operations and financial condition. Failure to comply with these
laws and regulations and failure to obtain any required permits and
licenses may expuse us to fines, penalties or interruptions in our
operations that could be material to our resulls of aperations.

In addition, claims against us under environmental laws and
regulations could result in material costs and liabilities. Existing
environmental regulations could also be revised or reinterpreted,
new laws and regulalions could be adopted or become applicable
to us or our facilities, and future changes in environmental laws and
regulations could occur, With the trend toward stricter standards,
greater regulation, more extensive permit requirements and an
increase in the number and types of assets operated by us subject
ta environmental regulation, our environmental expenditures could
increase in the future, particularly if those costs are not fully recov-
erable from our customers. Additionally, the discovery of presently
unknown environmental conditions could give rise to expenditures
and labiities, including fines or penalties, which could have a
material adverse effect on our business, results of operations or
financial condition.

There are a number of legisiative and regulatory proposals to
address greenhouse gas emissions such as carbon dioxide, which
are in various phases of discussion or implementation, The out-
come of federal and state actions to address global climate change
could result in a variety of regulatory programs including potential
new regulations, additional charges to fund energy efficiency
activities, or other regulatory actions. These actions could:

= result in increased costs associated with our operations
» Increase other costs to our business

« affect the demand for natural gas and

* impact the prices we charge our customers,

Because natural gas is a fossil fuel with low carbon content,
it is possible that future carbon constraints could create additional
demand for natural gas, both for production of electricity and direct
use in homes and businesses.

Our infrastructure improvement and cuslomer growth may be
restricted by the capital-intensive nature of our business.

We must construct additions te our natural gas distribution system
to continue the expansion of our customer base. We may also need
to construct expansions of our existing natural gas storage facilities
or develop and construct new natural gas storage facilities. The
cost of this construction may be affected by the cost of obtaining
government and other approvals, development prcject delays,
adequacy of supply of diversified vendors, or unexpected changes
in project costs. Weather, general economic cenditions and the cost
of funds to finance our capital projects can materially alter the
cost, and projected construction schedule and completion timeline
of a project. Qur cash flows may not be fully adequate to finance
the cost of this construction. As a result, we may be required to



fund a pertion of our cash needs through borrowings or the issuance
of commoan stock, or hoth. For our distribution operations segment,
this may limit our ability to expand our infrastructure to connect
new customers due to limits on the amount we can economically
invest, which shifts costs to potential customers and may make it
uneconamical for them to connect to our distribution systems. For
our natural gas storage business, this may significantly reduce our
earnings and return on investment from what would be expected for
this business, or may impair our ability to complete the expansicns
or development projects.

Transporting and storing natural gas involves numerous risks that
may result in accidents and other operating risks and costs.

Qur gas distribution activities involve a variety of inherent hazards
and operating risks, such as leaks, accidents and mechanical prob-
lems, which could cause substantial financial losses. In addition,
these risks could result in loss of human life, significant damage to
property, environmental pobluticn and impairment of our operations,
which in turn could lead to substantial losses to us. In accordance
with customary industiy practice, we maintain insurance against
some, but not all, of these risks and losses. The location of pipelines
and storage facilities near popuiated areas, including residential
areas, commercial business centers and industrial sites, could
increase the level of damages resulting from these risks. The occur-
rence of any of these events not fully covered by insurance could
adversely affect our financial position and results of operations.

We face increasing competition, and if we are unable to compete
effectively, our revenues, operating resuits and financial condi-
tion will be adversely affected and may iimit ocur ability to grow
Qur business.

The natural gas business is highly competitive, and we are facing
increasing competition from other companies that supply energy,
including electric companies, oil and propane providers and, in
some cases, energy markefing and trading companies. In particu-
lar, the success of our investment in SouthStar is affected by the
caompetition SouthStar faces frem ather energy marketers provid-
ing retail natural gas services in the Southeast, Matural gas com-
petes with other forms of enargy. The primary competitive factor is
price. Changes in the price or availability of natural gas relative to
other forms of energy and the ability of end-users to convert 1o
alternative fuels affect the demand for natural gas. In the case of
commercial, industrial and agricultural customers, adverse eco-
nomic conditions, including higher gas costs, could also cause
these customers to bypass or disconnect from our systems in favor
of special competitive contracts with lower per-unit costs.

Qur wholesale services segment competes with national and
regional full-service energy providers, energy merchants and
producers and gipelines for sales based on our ability ko aggregate
competitively priced commedities with transportation and storage
capacity. Some of our competitors are larger and better capitalized
than we are and have more national and global exposure than we
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do. The consolidation of this industry and the pricing to gain market
share may affect our operating margin, We expect this trend to
continue in the near term, and the increasing competition for asset
management deals could result in downward pressure an the
volume of transactions and the related operating margin available
in this portion of Sequent's business.

A significant portion of our accounts receivable is subject to col-
lection risks, due in part to a concentration of credit risk in Georgia
and at Sequent.

We have accounts receivable collection risk in Georgia due to a
concentration of credit risk reiated to ihe provision of natural gas
services to Marketers. At December 31, 2007, Atlanta Gas Light
had 12 certificated and active Marketers in Georgia, four of which
(hased on customer count and including SouthStar) accounted for
approximately 38% of our consolidated operating margin for 2007.
As a resuit, Atlanta Gas Light depends on a concentrated number
of customers for revenues, The fatiure of these Marketers to pay
Atlantz Gas Light could adversely affect Atlanta Gas Light's busi-
ness and results of operations and expose it to difficulties in col-
lecting Atlanta Gas Light's accounts receivable, The provisions of
Atlanta Gas Light's tariff allow it to cbtain secunty support in an
amount equal 1o a minimom of two times a Marketer's highest
month's estimated bill. Additionally, SouthStar markets directly to
end-use custormers and has periodically experienced credit losses
as a result of severe cold weather or high prices for natural gas that
ngrease customears’ bills and, censequently, impair customers'
ability to pay.

Sequent often extends credit to ils counterparties. Despite
performing credit analyses prior to extending credit and seeking to
effectuate netting agreements, Sequent is exposed to the risk that
it may not be abie to collect amounts owed fo it. If the counterparty
to such a transaction fafls to perform and any collateral Sequent
has securad is inadequate, Sequent could experience material
financial losses, Further, Sequent has a concentration of credit
risk, which could subject a significant portion of its credit exposure
to collection risks. Approximately 53% of Sequent’s credit exposure
is concentrated in 20 counterparties. Although maost of this con-
centration is with counterparties that are either load-serving utili-
ties or end-use customers that have supplied some level of credit
suppart, default by any of these counterparties in their obligations
to pay amounts due Sequent could result in credit losses that would
negatively impact our wholesale services segment.

The asset management arrangements between Sequent and our local
distribution companies, and between Sequent and its nonaffiliated
customers, may rot be renewed or may be renewed at lower levels,
which could have a significant impact on Sequent's business.

Seguent currently manages the storage and transportation assets
of our affiliates Atlanta Gas Light, Chattanooga Gas, Elizabethtown
Gas, Elkton Gas, Florida City Gas, and Virginia Natural Gas and
shares profits it earns from the management of those assets with
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those customers and their respective customers, except at
Elizabethtown Gas and Elkton Gas where Sequent is assessed
annual fixed-fees payable in monthly installments. Additionally, for
the newly extended Atlanta Gas Light asset management agree-
ment, Sequent witl be required to make annual mipimum payments
of approximately $4 million payable on a quarterly basis, Entry into
and renewal of these agreements are subject to regulatery approval
and four are subject to renewal in 2008, In addition, Sequent has
asset management agreements with certain nonatfiliated cus-
tomers, Sequent’s results could be significantly impacted if these
agreements are not renewed or are amended or renewed with less
favorable terms.

We are exposed to market risk and may incur {osses in wholesale
services and retail energy operations.

The commodity, storage and fransportation portfolios at Sequent and
the commodity and storage portfolios at SouthStar consist of
confracts fo buy and sell natural gas commodities, including
centracts that are settled by the delivery of the commodity or cash,
If the values of these contracts change in a direction or manner that
we do not anticipate, we could experience financial losses from our
trading activities, Based on a 35% confidence interval and employing
a 1-day holding period for all positions, Sequent’s and SouthStar's
portfelio of positions as of December 31, 2007 had a 1-day holding
periad VaR of $1.2 million and $0.03 million, respectively.

Our accounting resuits may net be indicative of the risks we are fak-
ing or the economic results we expect for wholesale services,
Although Sequent enters into various contracts to hedge the value
of our energy assets and operations, the timing of the recognition
of profits ar lasses on the hedges does not always correspond to the
profits or losses on the item being hedged, The difference in
accounting can rasult in volatility in Sequent’s reported resulls,
even though the expected operating margin is essentially
unchanged from the date the transactions were consummated.

Changes in weather conditions may affect our earnings.

Weather conditions and other natural phenomena can have a large
impact on our earnings. Severe weather conditions can impact our
suppliers and the pipelings that deliver gas to our distribution sys-
tem. Extended mild weather, during either the winter period or
summer period, can have a significant impact on demand for and
cost of natural gas.

We have a WNA mechanism for Elizabethtown Gas and
Chattanooga Gas that partially offsets the impact of unusually cold
or warm weather on residential and commercial customer billings
and our operating margin. At Flizabethtown Gas we could be
required to return a portion of any WNA surcharge to its customers
if Elizabethtown Gas' return on equity exceeds its authorized return
on equity of 10%.

Additionally, Virginia Natural Gas has a WNA mechanism for
its residential customers that partially ofisets the impact of unusu-
ally cold or warm weather. In September 2007, the Virginia
Commission approved Virginia Natural Gas' application for an
Experimantal Weather Normalization Adjustment Rider (the Rider)
for its commercial customers, The Rider applies ta the 2007 and
2008 heating seasons, with an oppertunity for Virginia Natural Gas
to extend the Rider for additional years.

These WNA regulatory mechanisms are most effective in a
reasonable temperature range relative to normal weather using his-
torical averages. The protection afforded by the WNA depends on
continued regulatory approval. The loss of this continued regulatory
approval could make us more susceptible to weather-reiated
earnings fluctuations,

Changes in weather conditions may alse impact SouthStar's
earnings. As a result, SouthStar uses a variety of weather deriva-
tive instruments to mitigate the impact on its operating margin in
the event of warmer than normal weather in the winter months.
However, these instruments do not fully protect SouthStar's earn-
ings from the effects of unusually warm weather.

A decrease in the availability of adequate pipeline transportation
capacity could reduce our revenues and profits.

Qur gas supply depends on the availability of adequate pipeline
transportation and storage capacity. We purchase a substantial por-
tion of our gas supply from interstate sources, Interstate pipeline
companies transport the gas to our system. A decrease in inter-
state pipeline capacity available to us or an increase in competi-
tion for interstate pipeline transportation and sterage service could
reduce our normal interstate supply of gas.

Our profitability may decline if the counterparties to Sequent's
asset management transactions fail to perform in accordance with
Sequent’s agreements.

Sequent focuses on capturing the value from idle or underutilized
energy assets, typicaily by executing transactions that balance the
needs of various markets and time horizons. Sequent is exposed to
the risk that counterparties to our transactions will not perform
their obligations. Should the counterparties to these arrangements
fail to perform, we might be forced to enter into alternative hedg-
ing arrangements, honor the underlying commitment at then-cur-
rent market prices or return a significant portion of the
consideration received for gas. In such events, we might incur addi-
tional losses to the extent of amounts, if any, already paid to or
received from counterparties.

We could incur additional rmaterial costs for the environmental
condition of some of our assets, including former manufactured
gas plants,

We are generally responsible for all on-site and certain off-site lia-
bifities associated with the environmental condition of the natural



gas assets that we have operated, acquired or developed, regard-
less of when the liabilities arose and whether they are or were
known or unknown. In addition, in connection with certain acqui-
sitions and sales of assets, we may obtain, or be required to pro-
vide, indemnification against certain environmental liabilities.
Before natural gas was widely available, we manufactured gas from
coal and other fuels. Thaose manufacturing operations were known
as MGPs, which we ceased cperating in the 1950s.

We have identified ten sites in Georgia and three in Florida
where we own all or part of an MGP site. We are required to inves-
tipate possible environmental contarnination at those MGP sites
and, if necessary, clean up any contamination. As of December 31,
2006, the soil and sediment remediation program was complete for
all Georgia sites, although groundwater cleanup continues. As of
December 31, 2007, projected costs associated with the MGP sites
associated with Atlanta Gas Light were $35 million. For elements
of the MGP program where we still cannot provide engineering cost
estimates, considerabie variability remains in future cost estimates.

In addition, we are associated with former sites in New Jersey,
North Carolina and other states that we assumed with our acquisi-
tion of NUI in November 2004. Material cleanups of these sites
have not been completed nor are precise estimates available for
future cleanup costs and therefore considerable variability remains
in future cost estimates. For the New Jersey sites, cleanup cost
estimates range from $61 million to $119 million. Costs have been
estimatad for only orie of the non-New Jersey sites, for which cur-
rent estimates range from $11 million to $20 miilion.

Inflation and increased gas costs could adversely impact our abil-
ity to control operating expenses, increase our |evef of indebtedness
and adversely impact our customer base.

Inflation has caused increases in certain operating expenses that
have required us to replace assets at higher costs. We attempt to
control costs in part through imglementation of best practices and
business process improvements, many of which are facilitated
through investments in information systems and technology, We
have a process in place to continually review the adequacy of our
utility gas rates in relation to the increasing cost of providing ser-
ice 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 col-
lected in rates, and we intend toe continue to do so. However, any
inability by us to control our expenses in a reascnable manner
would adversely influence our future results,

Rapid increases in the price of purchased gas cause us to
experience a significant increase in short-term debt bacause we
must pay suppliers for gas when it is purchased, which can be sig-
nificantly in advance of when these costs may be recovered through
the collection of monthly customer bifls for gas delivered. Increases
in purchased gas costs 2130 slow our utility collection efforts as
customers are more likely to delay the payment of their gas bills,
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leading to higher-than-normal accounts receivable. This situation
results in higher short-term debt levels and increased bad debt
expense. Should the price of purchased gas increase significantly
during the upcoming heating season, we would expect increases in
our short-term debt, accounts receivable and bad debt expense
during 2008.

Finally, higher costs of natural gas in recent years have already
caused many of our utility customers to conserve in the use of our
gas services and could lead to even mere customers utilizing such
conservation methods or switching to other competing products.
The higher costs have also allowed competition from products uti-
lizing alternative energy sources for applications that have tradi-
tionally used natural gas, encouraging some customers to move
away from natural gas fired equipment to equipment fueled by
other energy sources.

The cost of providing pension and postretirement health care ben-
efits to eligible employees and gualified retirees is subject to
changes in pension fund values and changing demographics and
may have a material adverse effect on our financial results.

We have defined benefit pension and postietirement health care
benefit plans for the benefit of substantially all full-time employ-
ees and qualified retireas, The cost of providing these benefiis to
eligible current and former employees is subject to changes in the
market value of gur pension fund assets, changing demographics,
including lenger life expectancy of beneficiaries, changes in health
care cost trends, and an expected increase in the number of eligi-
ble former employees over the next five years.

Any sustained declines in equity markets and reductions in
bond yields may have a material adverse effect on the vaiue of our
pension funds, In these circumstances, we may be required to rec-
oEnize an increased pension expense or a charge to our statement,
of consalidated income to the extent that the pension fund values
are less than the total anticipated liability under the plans.

Natural disasters, terrorist activities and the potentiai tor military
and cther actions could adversely affect our businesses,

Natural disasters may damage our assets. The threat of terrorism
and the impact of retaliatory military and other acticn by the United
States and its allies may lead te increased political, economic and
financial market instability and volatility in the price of natural gas
that could affect our operations. In addition, fulure acts of terror-
jsrn could be directed against comnpanies operating in the United
States, and companies in the energy industry may face a height-
ened risk of exposure to acts of terrorism. These developments have
subjected our operations to increased risks. The insurance indus-
iry has also been disrupted by these evenis. As a result, the avail-
ability of insurance covering risks against which we and our
competitors typically insure may be limited, In addition, the insur-
ance we are able 1o obtain may have higher deductibles, higher
premiums and more restrictive policy terms.

e
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Risks Related to Our Corporate and Financial Structure

We depend on our ability to successfully access the capital and
financial markets, Any inability to access the capital or financial
markels may limit our ability to execute cur business plan or pur-
sue improvements that we may rely on for future growth,
We rely on access to both short-term money markets {in the form
of commercial paper and lines of credit} and long-term capital
markets as a source of liquidity for capifal and coperating
requirements not satisfied by the cash flow from our operations. If
we are notf able to access financial markets at competitive rates, our
ability to implement our business plan and strategy will be affected.
Certain market disruptions may increase our cost of borrawing or
affect our ability to access one or mare financial markets. Such
market disruptions could result from:
*
* adverse economic conditions
+ adverse general capital market conditions
= pocr performance and health of the ulility industry in general
» bankruptcy or financial distress of unrelated energy companies or
Marketers
* significant decrease in the demand for natural gas
= adverse regulatory actions that affect our local gas distribution
companies and our natural gas storage business
= terrorist aitacks on our facilities or our suppliers
* extreme weather conditions

If we breach any of the financial covenants under our various credit
facilities, our debt service obligations could he accelerated.

Qur existing Credit Facility and the SouthStar line of credit contain
financial covenants. If we breach any of the financial covenants
under these agreements, ocur debt repayment obligations under
them could be accelerated. In such event, we may not be able to
refinance or repay all our indebtedness, which would result in a
material adverse effect on our business, results of operations and
financial condition.

A downgrade in our credit rating could negatively affect our ability
to access capital,
Our semior unsecured debt s currently assigned a rating of BBEB+
by $&P, Baal by Moody's and A- by Fitch, Our commercial paper
currently is rated A2 by S&P, P2 by Moody's and F2 by Fitch. If the
rating agencies downgrade our ratings, particularly below invest-
ment grade, it may significantly {imit our access to the commercial
paper market and our borrowing costs would increase. In addition,
we would likely be required to pay a higher interest rate in future
financings and our petentiat pool of investers and funding sources
would likely decrease.

Additionally, if our credit rating by either S&P or Moody's fails
to nan-investment grade status, we will be required to provide

additional support for ceriain customers of our wholesale business.
As of December 31, 2007, if our credit rating had falien below
investment grade, we would have been required to provide collat-
eral of approximately $26 million to continue conducting our
wholesale services business with certain counterparties,

We are vulnerable to interest rate risk with respect to our debt,
which could lead to changes in interest expense and adversely
affect our earnings.

We are subject to interest rate risk in connection with the issuance
of fixed-rate and variable-raie debt. In order to maintain our desired
mix of fixed-rate and variable-rate debt, we use interest rate swap
agreements and exchange fixed-rate and variable-rate interest pay-
ment obligations cver the life of the arrangements, without
exchange of the underlying principal amounts. See ltem 7A,
"Quantitative and Qualitative Disclosures About Market Risk.” We
cannot ensure that we will be successful in structuring such swap
agreements to manage our risks effectively. If we are unable to do
$0, our earnings may be reduced. (n addition, higher interest rates,
all other things equal, reduce the earnings that we derive from
transactions where we capture the difference between authorized
returns and short-term borrowings.

We are a holding company and are dependent on cash flow from our
subsidiaries, which may not be available in the amounts and at the
times we need.

A poriion of our outstanding debi was issued by our wholiy-owned
subsidiary, AGL Capital, which we fully and unconditionally
guarantee. Since we are a holding company znd have no operations
separate from our investment in our subsidiaries, we are dependent
on cash in the form of dividends or other distributions from our
subsidiaries o meet our cash requirements. The ability of our
subsidiaries to pay dividends and make other distributions is subject
to applicable state law. Refer to [tem 5 "Market for the Registrant's
Common Equity, Related Stockholder Maiters and Issuer Purchases
of Equity Securities” for additional dividend restriction information.

The use of derivative contracts in the normal course of our business
could result in financial losses that negatively impact our results
of operatiens.

We use dernivatives, including fulures, forwards and swaps, to manage
our commodity and financial market risks, We could recognize
financial losses on these contracts as a result of volatility in the
market values of the underlying commodities or if a counterpanty fails
to perform under a contract. in the absence of aclively quoted market
prices and pricing information from external sources, the valuation
of these financial instruments can involve management's judgment
ar use of estimates. As a result, changes in the underlying
assumptions or use of alternative valuation methods could adversely
affect the value of the reported fair value of these contracts.



As a result of cross-default provisions in our barrowing arrange-
ments, we may be unable to satisiy all cur outstanding obligations
in the event of a default on our part,

Our Credit Facility under which our debt is issued contains cross-
default provisions. Accordingly, should an event of default occur
under some of our debt agreements, we face the prospect of being
in default under other of our debt agreements, obliged in such
instance to satisfy a large porticn of our outstanding indebtedness
and unable to satisfy alf our outstanding obligations simuitaneously.

ltem 1B. Unresolved Staff Comments

We do not have any uniesolved comments from the SEC staff
regarding our periodic or current reports under the Securities
Exchange Act of 1934, as amended.

ltem 2. Properties

Distribution Operations As of December 31, 2007, the properties
of our distribution operations segment represented approximately
91% of the net property, plant and equipment in our consolidated
balance sheet. This property primarily incfudes assets used for the
distribution of natural gas to our customers in our service areas,
including more than 44,000 miles of distribution and transmission
mains. We have approximately 7.35 8cf of LNG storage
capacity in five LNG piants located in Georgia, New lersey and
Tennessee. In addition, we own three propane storage facilities in
Virginia and Georgia that have a combined storage capacity of
approximately 4.5 million gallons. These LMG plants and propane
facilities supplement the gas supply during peak usage periods.

Energy Investments The properties in our energy investments seg-
ment are primarily investments that are complementary to our dis-
tribution operations or provide services consistent with our core
enterprises, including a natural gas storage and hub facility in
Louisiana located approximately eight miles from the Henry Hub.
The Henry Hub is the jargest centralized point for natural gas spot
and futures trading in the United States. The NYMEX uses the
Henry Hub as the boint of delivery for ifs natural gas fulures con-
tracts. Many natural gas marketers also use the Hensy Hub as their
physical contract delivery point or their price benchmark for spot
trades of natural ges. Qur natural gas storage and hub facility con-
sists of two salt dome gas storage caverns with approximately
9.72 Bcf of total capacity and about 7.23 Bef of working gas
capacify. The facility has approximately 0,72 Befiday withdrawal
capacily and 0.36 Bcf/day injection capacity. We completed a
project during 200% to expand compression capability, enabling
us to increase the number of times a custorner can inject and
withdraw their total gas inventory annually from 10 to 12,
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ln addition, energy investments' properties include telecam-
munications conduit and fiber in public rights-of-way that are
leased to our customers primarily in Atlanta and Phoenix. This
includes over 93,300 fiber miles, a 17,000 mile increase com-
pared fo 2006, of which approximately 29% of our dark fiber in
Atlanta and 28% of our dark fiber in Phoenix has been leased.

Retail Energy Operations, Wholesale Services and Corporate The
properties used at our retail energy operations, wholesale services
and corporate segments consist primarily of leased and owned
office space in Atlanta and Housten and their contents, including
fumniture and fixtures. The majarity of our Atlanta-based employees
are located at our corporate headguarters, a leased building with
approximately 227,000 square feet of office space. In addition,
our retail energy operations segment leases approximately
30,200 sguare feel at another office building in Atjanta. We
lease approximately 50,000 square feet of office space for our
employeas in Houston.

We own or lease additional office, warehouse and other facil-
ities throughout our operating areas. We consider our properties
and the properties of our subsidiaries to be well maintained, in
good operating condition and suitable for thelr intended purpose.
We expect additional or substitute space to be available as needed
to accommodate expansion of our oparations.

ltem 3. Legal Proceedings

The nature of our business ordinariiy results in periodic regulatory
proceedings before various state and federal authorities. In addi-
tion, we are party, as both piaintiff and defendant, to a number of
lawsuits related to our business on an ongoing basis. Management
believes that the gutcome of all ragulatory proceedings and litiga-
tion in which we are currently involved willi not have a material
adverse effect on our consolidated financial condition or results of
operations. Information regarding some of these praceedings is
contained in ltem 7, “Management's Discussion and Analysis of
Financial Conditicn and Results of Operations” under the caption
“Results of Operations” and in Note 7 "Commitments and
Contingencies” to our consolidated financial statements under the
caption “Litigation” set forth in Item B, "Financial Statements and
Supplementary Data.”

[tem 4, Submission of Matters to a
Vote of Security Holders

No matters were submitted to a vote of our security holders during
the fourth quarter ended December 31, 2007.

Y
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Executive Officers of the Registrant

Set forth below are the names, ages and positions of our execulive officers along with their business experience during the past five years.
All officers serve at the discretion of our Board of Directors. All information is as of the date of the filing of this report.

Mame, age and position with the company

Pengds served

John W, Somethalder II, Age 52"
Chairman, President and Chief Executive Officer
President and Chief Executive Officer

Andrew W. Evans, Age 41
Executive Vice President and Chief Financial Officer
Senior Vice President and Chief Financial Officer
Vice President and Treasurer

Ralph Cleveland, Age 45
Senior Vice President, Engineering and Operations
Vice President, Engineering and Construction

Henry P. Linginfelter, Age 47
Executive Vice President, Utility Operaticns
Senior Vice President, Mid-Atlantic Operaticns
President, Virginfa Natural Gas, Inc.

Kevin P. Madden, Age 55
- Executive Vice President, External Affairs

Executive Vice President, Distribution and Pipeline Cperations

Melanie M. Plait, Age 53
Senior Vice President, Human Resources

Senior Yice Prestdent and Chief Administrative Officer

Douglas N. Schantz, Age 527
President, Sequent Energy Management, L.P.

Paul R. Shianta, Age 50

Executive Vice President, General Counsel and Chief Ethics and Compliance Officer
Senior Vice President, Generai Counsel and Chief Corporate Compliance Officer

October 2007 - Present
March 2006 — October 2007

May 2006 - Present
September 2005 - May 2006
April 2002 ~ September 2005

November 2004 — Present
June 2002 - Novernber 2004

June 2007 - Present
MNovember 2004 - June 2007
October 2000 - November 2004

November 20056 ~ Present
April 2002 - November 2005

September 2004 - Present

November 2002 - September 2004

May 2003 — Present

September 2006 — Present

September 2002 — September 2005

SIMr. Somethalder was execulive vice president of EI Paso Corporation {NYSE: EP) from 2000 untdl May 2005, and he conlinuad service under a professional services agreement from May 2005 uniil

March 2006.

@ Mr. Schantz served as vice president of the gas orfgination division at Cinergy Marketing & Trading, LF, an affiliate of Ginergy Corp (NYSE: CIN), fram September 2000 to April 2003,



Part Il

ltem 5. Market! for the Registrant’s Common
Equity, Related Stockholder Matters and lssuer
Purchases of Equity Securities

Holders of Commeon Stock, Steck Price and
Dividend Information

Qur commen stock is listed on the New York Stock Exchange under
the symbol ATG. At January 31, 2008, there were 10,697 record
holders of our commen stock. Quarterly information concerning cur
high and low stock prices and cash dividends paid in 2007 and
2006 is as follows:

Sales price Cash dividend per
of commaon stock comman share
Quarter ended: High Low
2007
March 31, 200G/ $42.99 $38.20 $0.41
June 30, 2007 44,67 39.52 0.41
September 30, 2007 41.51 35.24 0.41
Pecember 31, 2007 41.16 35.42 0.41
$1.64
2006
March 31, 2006 $36.48 $34.40 $0.37
June 30, 2006 38.13 34.43 0.37
September 30, 2006 40.00 3376 0.37
December 31, 2006 40.09 36.04 0.37
$1.48

We have historically paid dividends te common shareholders
four times a year: March 1, June 1, September 1 and December 1.
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We have paid 240 conseculive guarteriy dividends beginning in
1948. Our common shareholders may receive dividends when
declared at the discretion of our Board of Directors, See ltem 7
"Management's Discussion and Analysis of Financial Condition and
Resuits of Operations — Liquidity and Capital Resources — Cash
Ftow from Financing Activities — Dividends on Common Stock.”
Dividends may be paid in cash, stock or other form of payment,
and payment of future dividends will depend on our future ear-
ings, cash flow, financial requirements and other factors, some of
which are noted below. In certain cases, our ability to pay
dividends to our common shareholders is limited by the following:

= our ability fo satisfy our obligations under certain financing agree-
ments, including debt-to-capitalization and total shareholders’
equily cavenants

« our ability to satisfy our obligations to any preferred shareholders

Under Gaorgia law, the payment of cash dividends to the hold-
ers of our cornmon stock is limited to our legally available assets
and subject to the prior payment of dividends on any outstanding
shares of preferred stock. Our assets are not legally available for
paying cash dividends if, after payment of the dividend:

* we could not pay our debts as they become due in the usual
course of business, or

» our total assets would be less than our total liabilities plus,
subject to some exceptions, any amounts necessary to satisfy
{upon dissalution) the preferential rights of shareholders whese
preferential rights are superior to lhose of the shareholders
receiving the dividends
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Issuer Purchases of Equity Securities

The following table sets forth information regarding purchases of our common stock by us and any aifiliated purchasers during the three months
ended December 31, 2007, Stock repurchases may be made in the open market or in private transactions at times and in amounts that we
deem appropriate. However, there is no guarantee as to the exact number of additional shares that may be repurchased, and we may
terminate or fimit the stock repurchase program at any time. We will hold the repurchased shares as treasury shares.

Total number of shares Maximum number of shares thal may
Total number of Averape price purchased as parl of publicly yet be purchased under the publicly
Pericd shares purchassd(H 33 paid per share announced plans or programs' announced plans or programst
Octeber 2007 446,788 $38.99 446,788 5,084,912
Novernber 2007 133,961 38.63 133,961 4,950,951
December 2007 2,592 37.48 — 4,950,951
Totat fourth quarter 583,341 $38.90 580,749 I

1 The total number of shares purchased includes an aggregate of 2,592 shares sunendered o us lo salisfy fax withholding obligalions in tonnection with the vesting of shares of restricted slock andfor the
exercise of stock options.

2105 March 20, 2001, our Board of Directors approved the purchase of up to 600,000 shares of our commen stock in the open market to be used 1or issuances under the Grficer incentive Flan (Dficer
Plan). We did nol purchase any sharas for such purposes in the fourth quarter of 2007. As of December 31, 2007, we had purchased a total 297,234 of the 600,000 shares authorized for purchase,
leaving 302,786 shares available for purchase under finis program.

#10n February 3, 2006, we announced that aur Beard of Directors had authorized a plan fo repurchase up ta a tatal of 8 million shares of aur cammaon stock, excluding the shares remaining available far
purchase in connection with the Officer Plan as described in note (2] above, aver a five-year period.

The information required by this rtem regarding securities authorized for issuance under our equity compensation plans will be set forth
under the caption “Executive Compensation — Equity Compensation Plan Information™ in the Proxy Statement for our 2008 Annual Meeting
of Sharsholders or in a subsequent amendment to this report. All such information wil! be incorporated by reference from the Proxy Statement
in item 12, “Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” herecf or set forth in such
amendment to this report.
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Item 6, Selected Financial Data

Selacted financial data about AGL Resources for the last five years is set forth in the table below. You should read the data in the table in
conjunction with the consolidated financial statements and related notes set forth in Item &, “Financiai Statements and Supplementary Data.”

Doliats and shares in millions, except per share amgunts 2007 2006 2008 20048 2003
Income statement data
Operating revenues $2.494 $2621 ¢$2.718 $1,832 & 983
Cost of gas 1,369 1,482 1,626 955 339
Operating margin® 1,125 1,139 1092 837 644
Operating expenses —
Operation and maintenance 451 473 477 377 283
Depreciation and amortization 144 138 133 99 a1l
Taxes other than income taxes 41 40 an 29 28
Total operating expenses 636 651 650 505 402
Gain on safe of Caroline Street campus — — — -— 16
Operating income 489 488 442 332 258
Equity in earnings of SouthStar Energy Services LLC — — — — 46
Other income (expense) 4 (1) (1) — (&)
Minarity interest (30} @3 22y (18] -—
Earnings before interest and taxes (EBIT}® 463 464 419 314 298
Interest expense 125 123 109 71 78
Earnings before income taxes 338 341 310 243 223
Income {axes 127 129 117 96 &7
Income beforg cumulative effect of change in accounting principle 211 212 193 153 136
Cumulative effect of change in accounting principle, net of $5 in income taxes — — — — (&)
Net income § 211 $ 212 § 193 ¢ 153 § 128
Common stock data
Weighted average shares outstanding basic 77.1 77.6 77.3 66.3 63.1
Weighted average shares outstanding diluted 77.4 78.0 77.8 67.0 63.7
Total shares qutstanding*” 76.4 777 77.8 76.7 654.5
Earnings per share - basic $ 274 $ 273 $ 25 %230 %203
Earnings per share — diluted $ 2,72 $ 272 $ 248 % 228 $ 201
Dividends declared per share $ 1.64 $ 148 § 1.30 $ 1.15 $ 1.11
Dividend payout ratio 60% 54% 52% 50% 55%
Dividend yield 4.4% 3.8%  3.7%  3.5% _ 3.8%
Book value per share®™ $21.74 $20.72 $19.27 $18.04 $14 66
Price-earnings ratio 13.7 14.3 13.9 14.5 14.3
Stock price market range $35.24- $34.40- $32.00- $26.50- $21.90-
$44.67 $40.09  $39.32 $33.65 $29.35
Market value per share™ $37.64 $38.91 $34.81 $33.24 $29.10
Market value® $2,876 $3,023 $2,708 32551 $1.877
Balance sheet data®™
Total assets $6,268 $6,147  $56,320 $5,637 $3,972
Property, plant and equipment — net 3,566 3,436 3,333 3,178 2,345
Worling capital 166 156 73 (20 (306)
Total debt 2,254 2,161 2,137 1,957 1,240
Common shareholders' equity 1,661 1,609 1,499 1,386 945
Cash flow data
Net cash provided by operating aclivities $ 376 $ 3% % 8> % 287 % 122
Property, plant and equipment expenditures 259 253 267 264 158
Net borrowings and {paymeats) of short-term debt 52 6 188 (480) (82}
Financial ratios *
Total debt 28% 57% 99% 59% 59%
Common shareholders’ equity 42% 43% 41% % _ 41%
Total 100% 100% 100% 100% L00%
Return on average commen sharehalders’ equity 12.9% 13.6% 13.4% 13.1% 15.5%

P These are non-GAAP measurements. A reconciliation of operating margin and EBIT to our aperaling incame and net income is contained in Item 7, “Management's Discussion and Analysis of Financial
Condition and Results of Operations-AGL Resources-Results of Operatians.”  As of the last day of the fiscal pericd, ®'Common shareholders’ equily diviced by lolal outstanding common shares
as of 1he last day of the fiscal pericd. *#Closing price of common stock on the New York Stock Exchange as of the las! trading day of the fiscal period.

{2
o
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ltem 7. Management's Discussion and Analysis ot
Financial Condition and Results of Operations

Qverview

We are an energy services holding company whose principal busi-
ness is the distribution of natural gas in six states - Florida, Georgia,
Maryland, New Jersey, Tennessee and Yirginia. Qur six utilities serve
more than 2.2 million end-use customers, making us the largest
distributor of natural gas in the southeastern and mid-Atlantic
regions of the United States based on customer count. We are
involved in various related businesses, including retail natural gas
marketing to end-use customers primarily in Georgia; natural gas
asset management and related logistics activities for our own util-
ities as well as for nonaffiliated companies; natural gas storage
arbitrage and related activities; and the development and operation
of high-deliverahility underground natural gas storage assefs. We
also own and operate a small telecommunications business that
constructs and operates conduit and fiber infrastructure within
select metropolitan areas. We manage these businesses through
four operating segments — distributton operations, retail energy
operations, wholesale services and energy investments — and a
nonoperating corporate segment. As of January 31, 2008, we
emploved a total of 2,332 employees across these five segments.
The distribution operations segment is the largest component

of our business and is subject to regulation and oversight by
agencies in each of the six states we serve, These agencies approve
natural gas rates designed to provide us the appertunity to generate
revenues 1o recover the cost ¢f natural gas delivered to our
customers and our fixed and variable costs such as depreciation,
interest, maintenance and overhead costs, and to earn a reasonable
return for our shareholders. With the exception of Atlanta Gas Light,
our largest utility, the earnings of our regulated utilities can be
_affected by customer consumption patterns that are 2 function of
weather conditions and price {eveis for natural gas. Various
mechanisms exist that limit our exposure to weather changes within
typical ranges in all of our jurisdictions. Qur retail energy operations
segment, which consists of ScuthStar, also is weather sensitive and
uses a variety of hedging strategies, such as weather derivative
instruments and other risk management tools, to mitigate potential
weather impacts. Our Sequent subsidiary within our wholesale
services segment is relatively temperature sensitive, but has greater
opportunity fo capture margin as rice volatility increases. Qur
energy investments segment’s primary activity is our natural gas
storage business, which develops, acquires and operales high-
deliverability salt-dome storage assets in the Guif Coast region of
the United States. While this business also can generate additional
revenue during ttmes of peak market demand for natural gas
storage services, the majority of our storage services are covered

under medium to long-term contracts at a fixed market rate.

Executive Summary

in support of our goals for 2007, we focused our efioits around
five key operating priorities as discussed below.

~ Marketing and customer retention investments in distribution

operations and retail energy operations

We targeted overall net customer growth rates for our distribution
operations husiness in the range of 1% to 1.5%. In each of our
utility service areas, we implemented targeted marketing and
growth programs aimed at emphasizing natural gas as the fuel of
choice for customers and expanding the use of natural gas through
a variety of promotional activities. In 2007, we grew our average
customer count by approximately 21,000, a 0.9% increase as
compared to last year. While this increase is slightly below our
targeted range, the increase in the growth rate is an improvement
over our relatively flat customer growth in 2006. Last year we had
slowar customer growth coming out of the winter heating season
due in part o much higher natural gas prices, warmer weather and
a higher average customer attrition rate of 1.9% in 2006 as
compared to 1.2% in 2007, which reflects a 37% improvement.
Our customer growth rate was negatively impacted by the downturn
in the houwsing market during 2007, factors which are expected to
continue to have a negative impact on customer growth in 2008.
We continue to focus significant efforts in our distribution
operations business on impreving our net customer growth trends,
despite the overall economy and the industry-wide challenges of
rising natural gas prices, competition from alternative fuels and
declining natural gas usage per customer.

These factors also impact customer growth at SouthStar where
we are also focused on similar custamer growth initiatives. We will
continue to enter new markets and improve the overall protitabil-
ity of its customers through a variety of enhancements to existing,
and the implementation of new, product offerings and pricing
plans. In 2007, SouthStar grew its average customer count by
approximately 7,000 or a 1.3% increase over [ast year.

Return to normal weather and usage patterns

in 2007, we saw average customer usage patterns related to
natural gas price and weather conditions return Lo levels more
consistent with historical averages. As the weather grew colder,
compared to fast year, and moved closer to 10-year average wealher
patlerns primarily in Maryland, New Jersey and Virginia, we saw
the conservation that occurred a year ago largely reverse itself and
return to expected fevels. Due to these factors, coupled with our
targeted marketing and growth programs mentioned above, our
overall throughput in 2007 at distribution cperations increased 1%
as compared to prior year and 3% at SouthStar for its customers
in Geargia. While we saw these improvements in throughput and
weather that was colder than last year by 10% in Maryland, 17%
in New Jersey and 6% in Virginia, weather did not completely
return to normal and conseqguently cur earnings continue {o be



negatively impacted by warmer-than-normal weather. We attempt
to stabilize and mitigate the impact to our earings due to weather
through hedging activities at SouthStar and through WNA
regulatory mechanisms in distribution operations. While our
hedging activities in 2007 at SouthStar largely offset the negative
impact to sarnings due to weather that was warmer than normal,
distribution operations earnings were negatively impacted by
$9 million due to weather that was warmer than normat and
because the WNA regulatory mechanisms did not completely offset
the negative impact to earnings from decreased censumption
resulting from the warmer weather. These WNA regulatory
mechanisms are most effective in reasonable temperature ranges
refative to normal weather using historical averages due in part to
their inherent design but also due to customer consumption
patterns that are affected by weather conditions other than
temperature. These other weather conditions inciude wind, cloud
cover, precipitation and the duration of colder weather, among
others, that are net captured in weather normalization adjustments,
which are based primarily on average temperatures.

There are a number of legislative and regulatory groposals to
address greenhouse gas emissions such as carbon dioxide, which
are in various phases of discussion or implementation, We con-
tinue to actively monitor these proposals and discussions because
the results could negatively impact our operations through reduced
demand for natural gas and increased costs to our business. While
we are unable to predict the outcome and quantify any impacts
from these discussions and proposals at this point, we are active
in promoting natural gas as the cleanest and most efficient burn-
ing fossii fuel with the lowest carbon content as compared to oil
and coal.

Volatility in wholesale markets

Lower volatility in the natural gas markets, as compared to last
year, has limited Sequent’s asset optimization and arbitrage
oppertunities to penerate operating margin in 2007. An important
component of Sequent’s business is its ability to capture operating
margin based on seasonal and focatienal spreads, both of which
were significantly reduced in 2007 as compared to 2006, We
continue to expect less volatility in the natural gas markets and,
therefore, we expect Sequent’s abilities to capture economic value
from asset optimization and arbitrage opportunities o be more
consistent with those captured in 2007 as opposed to 2006
and 2005,

Operational efficiency and cost control

We continue to focus on operating our business as efficiently as
possible, especially within our distribution eperations and corporate
segments through control of our cperating costs. One of the key
metrics we monitor in distribution operations is our operation and
maintenance expenses per customner that was $145 per customer
for 2007 as compared to $156 per customer in 2006, a 7%
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decrease year-over-year, This decrease was largely driven by a
decrease in incentive compensation for employees at distribution
operations and corporate as compared to last vear due to lower pay-
outs resulting from lower earnings per share in 2007 as compared
to our AIP earning per share goals. Additionally in 2006 our earn-
ings per share results were at the top end of the geals under the
AIP, resulting in higher incentive compensation for 2006,

We further utilize outside vendors to assist us with the
execution of business processes that are ancillary to our delivery of
natural gas and related to the performance of basic business
functions, This allows us to control operating ¢costs, inciease the
efficiency through which these functions are executed and imgrove
our service levels to customers, Most recently, we partnered with
third parties in India to provide certain call center operations, as
well a3 certain support functions related to information technology,
finance, supply chain and engineering.

New market growth and regulatory opportunities

The four previous operating priorities require us to actively and
continuously maonitor the emerging issues and trends within our
current operations and industry to allow us to take advantage of
opportunities that complement and add value to our existing
business operations. In 2007, we cantinued to expand Sequent's
operations inke the western United States and Canada, as well as
SouthStar's operations into Chie and Florida. Further, in October
2007, we acquired and have inchuded within our wholesale services
operating segment Compass Energy, which has enabled vs 1o serve
a broader gapgraphy of commercial and industrial customers,
Additionally, we continued to fecus our efforts around our storage
business, particularly our Golden Triangle Storage underground
natural gas storage project. We achieved a significant milestone in
this project at the end of 2007 as the FERC issued an arder granting
a Certificate of Public Convenience and Necessity lo construct and
operate the underground storage project and approving market-
hased rates for the services Golden Triangle Storage will provide. In
January 2008, we accepted the FERC’s cerlificate and expect
construction to begin in the first half of 2008.

In distribution operatiens, we were also successful with certain
regulatory initiatives that are crifical to the fundamentals of aur
business as they help te preserve the long-term success and earn-
ings potential of our utility businesses, In September 2007, we
received approval from the Georgia Commissien on our capacity
supply pfan in Georgia, and a key part of that agreement was the
ability to diversify our supply souices by gaining more access {o
the Eiba Isfand LNG facility, As a result, we have negotiated an
agreement with SNG to obtain an undivided interest in pipelines
connecting our Georgia service territory to the Elba Island LNG
facility and have filed a joint application with the FERC for approval
of the project, which is expected to cost $22 million. In Cctober
2007, the Georgia Commission approved the extension of the asset
management agreement between Seguent and Atlanta Gas Light
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through March 2012, We are actively working with the respective
commissions to renew or amend the existing agreements sat to
expire in 2008 in our other jurisdictions.

In September 2007, the Virginia Commission approved
Virginia Natural Gas® WNA rider for commercial customers that
applies to the 2007 and 2008 heating seasons. In Florida, we
received approval from the Florida Commission in December 2007
to include the amaortizatten of certain components of the purchase
price we paid for Florida City Gas in ¢ur return an equity calcula-
fion for regulatory reporting purposes. Additionally, the Florida
Commission’s approval included provisions for a five-year stay out.
As aresult, Florida City Gas' base rates will not change during this
period, except for unforaseen events beyond our control and the
Florida Commission initiating base rate proceedings.

In November 2007, Elkton Gas filed a base rate case with the
Maryland Commission requesting a rzte increase of less than
$1 million. Starting in 2009 through 2011, we will be required to
file base rate cases for Atlanta Gas Light, Virginia Natural Gas,
Elizabethtown Gas and Chattanooga Gas. While we are unable o
predict the outcome of these base rate proceedings, we will focus
on incorporating and potentially proposing regulatory solutions into
our base rate filings for many of the areas related to our key
operation priorities as well as other emerging issues and trends
impacting our utilities,

Results of Operations

Revenues We generate nearly all our operating revenues through
the sale, distribution and storage of natural gas. We include in our
consolidated revenues an estimate of revenues from natural gas
distributed, but not vet billed, ¢ residential and commerciat
customers from the latest meter reading date to the end of the
reporting period. The folfowing table provides more information
regarding the components of our operating revenues,

in millions 2007 2006 2005
Residential $1,143  $1,127 $1,177
Commercial 500 460 452
Transportaticn 401 434 450
Industrial 250 310 412
Other 200 290 227

Total operating revenues $2,494 %2671 $2,718

Operating margin and EBIT We evaluate the performance of our
operating segments using the measures of operating margin and
EBIT. We believe operating margin is a better indicator than oper-
ating revenues for the contribution resulting from custemer growth
in our distribution operations segment since the cost of gas can
vary significantly and is generally billed directly to our customers.
We also consider operating margin to be a better indicator in our
retail energy operations, wholesale services and energy investments
segments since it is a direct measure of operating margin before

i
e

overhead costs. We believe EBIT is a useful measurement of our
pperating segments' perfarmance because it provides information
that can be used lo evaluate the effectiveness of our businesses
from an operationai perspective, exclusive of the costs to finance
those activities and exclusive of income taxes, neither of which is
directly refevant to the efficiency of those aperations.

Qur cperating margin and £817 are not measures that are con-
sidered to be calculated in accordance with GAAP, You should nct
consider operating margin or EBIT an alternative to, or a maore
meaningful indicator of, our operating performance than operating
income or net income as determined in accordance with GAAFP. In
addition, our operating margin and EBIT measures may not be com-
parable to similarly litled measures of other companies, The table
below sets forth a reconciliation of cur operating margin and EBIT
to owr operating income and net income, together with other con-
solidated financial information for the years ended December 31,
2007, 2006 and 2005.

In millions, except per share amounts 2007 2006 2005
Operating revenues $£2,494 $2,621 $2,718
Cast of gas 1,369 1,482 1,626
QOperating margin 1325 1,139 1,092
Operating expenses
Operation and maintenance 451 473 477
Depreciation and amortization 144 138 133
Taxes other than income 41 40 40
Total operating expenses 636 651 650
Operating income 489 488 442
Cther income (expense) 4 (1) (1)
Minority interest {(30) 23) (22
EBIT 463 464 419
Interest expense 125 123 109
Earnings before income taxes 338 341 310
[ncome taxes 127 Jlze 117
Net income $ 211 % 212 % 193
Earnings per common share:
Basic $ 274 $ 273 % 250

Diluted $ 2,72 $ 272 $ 248
Weighted average number of

commaon shares outstanding:
Basic 77.1 176 77.3
Diluted 77.4 78.0 77.8
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Selected weather, customer and volume metrics for 2007, 2006 and 2005, are presented in the following table.

Weather
2007 vs, 2006 vs. 2007 vs. 2006 vs. 20065 vs.
2006 2005 normal noemal normal
Year ended December 31, colder colder colder colder celder
Heating degree days ! Normal 2007 2006 2005 (warmer) {warmer)} {warmer) {warmer) {warmer)
Florida 195 326 468 hh2 (30)% (15)% (34Y% (5)% 12%
Georgia 2,582 2,366 2,455 2,739 (3% (10% (8Y% (5)% 6%
Maryland 4,659 4,621 4,205 4,966 10% {15)% (% (10)% 7%
New Jersey 4,588 4,777 4,074 4,931 17% (17)% 4% (11)% 7%
Tennessee 2,950 2,122 2,892 3,119 {BY% (1Y% (8% {2Y% 6%
Virginia 3,126 3,055 2,870 3,469 6% (173% (2)% (8)% 11%
igbtained from the Nalional Gceanic and Atmospheric Administration. Mationzl Climatic Data Center, Normal 1epresents Lhe ten-year averages from January 1998 ta December 2007,
Customers
Yesr ended December 31, 2007 vs, 2006 2006 vs, 2005
2007 2006 2005 % change __ achange
Distribution Qperations
Average end-use customers {in thousands}
Atlanta Gas Light 1,559 1,546 1,545 0.8% 0.1%
Chattanooga Gas 61 Gl 61 — —
Elizabethtown Gas 272 269 266 1.1 1.1
Elkton Gas 6 6 6 — —
Florida City Gas 104 104 103 — 1.0
Virginia Natural Gas 2692 264 261 1.9 1.1
Total 2,271 2,250 2,242 0.9% 0.4%
Qperation and maintenance expenses per customer $145 $156 $166 (7Y% (6Y%
EBIT per customer $149 $138 $133 o 8% 4%
Retail Energy Operations
Average customers (in thousands) 540 533 631 1.3% 0.4%
Market share in Georgia 35% 35% 35% - —
Volumes
Year gnded December 31, 2007 vs. 2006 2006 ys. 2005
In biflion cubic feet {Bef} 2007 2006 2005 Y change % change
Distribution Operations
Firm 211 199 228 6% (13r%
Interruptible 108 117 117 (8)% —
Total 319 316 345 1% B)%
Retail Energy Operations
Georgia firm 38.5 37.2 42.6 3% (13)%
Qhic and Florida 4.5 1.3 — 246%  100%
Wholesale Services
Daily physical sales (Bcf / day) 2.35 2.20 2.17 7% 1%
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Segment information Operating revenues, cperating margin,
operating expenses and EBIT information for each of our segments
are contained in the following tables for the years ended
December 31, 2007, 2006 and 2005.

Operating Operating  Operating

n millions TEVETUES margin''*  expenses EgiT™
2007
Distributicn operations $1,665 $ 820 $4857 $338
Retail energy operations 892 188 75 83
Wholesale services 83 77 43 34
Energy investments 42 40 25 15
Corporate® {188) - 8 (7)
Consolidated $2,494 $1,125 %636 $463
2006

Distribution operations  $1,624 $ 807 $499 $310
Retail energy operations 930 156 68 63

Wholesale services 182 139 49 50
Fnergy investments 41 36 26 10
Corporate™® (156) 1 9 )]
Consolidated $2,621 $1,139 $651  $464
2005
Distribution aperations  $1,753 $ 814 $518 $299
Retail energy operations 996 146 61 63
Wholesale services 95 92 a2 49
Energy investments 56 40 23 19
Corperate™ (182} — & {11)

Consolidated $2,718  $1,092 $650 3419

{1 These are nan-GAAP measurements. A reconciliation of operating margin and EBIT to our oper-

ating income and net income is contained in "Resuits of Operatians™ herein.
%Hncfudes intercompany elimiaations.

2007 compared to 2006

In 20G7 our net inceme decreased by $1 million primarily due to
decreased EBIT from wholesale services largely due to lower oper-
ating margin. This was offset by increased EBIT at distribution
operations, refail energy operations and energy investments due to
higher operating margins as compared to 2006. Additionally, dis-
tribution operations’ EBIT contribution increased due to lower oper-
ating expenses as compared to 2006, Our basic earnings per share
increased by $0.01, primarily due to the reduction in the average
mnumber of shares outstanding as a resuli of our share repurchase
program. Our diluted earnings per share were flat.

Operating margin Our operating margin in 2007, decreased
$14 million or 1% primarily due to lower operating margin at our
wholesale services segment,

Distribution operations' operating margin  increased
$13 million or 2% primarily due to a 21,000 or .9% increase in
customers as compared to last year, a $2 millton increase in base

rates at Chattancoga Gas {effective January 1, 2007) and a
$2 million increase in PRP operating revenues. Distribution
operations’ aperating margin was further increased by slightly
overall higher customer usage of 3 Bef or 1%. However, our
customier usage was impacted by weather that, while colder than
last year in some of our jurisdictions, was warmer than normal. Qur
WNA rmechanisms in place to mitigate the loss of operating margin
due to weather that was still warmer than normal did not fully offset
such fosses, resulting in a $9 million decrease in operating margin.

Retail energy operations' operating margin increased $32 mil-
lion or 21%. This was primarily due to an $& million increase in
average custarmer usage in Georgia, a $2 milhon tncrease from the
addition of approximately 7,000 or 1.3% customers, $3 million
from the advancement into the Ohio market and $2 million in
higher late payment fees, Relail energy operations’ operating mar-
gin was further positively impacted by the combination of refail
price spreads and contributions from the optimization of storage
and transportation assets and commodity nisk management activ-
ities, as well as from a pricr year LOCOM adjustment of $6 milfion
to reduce weighted average inventory cost to market. Retail energy
operations did not record a similar LOCOM adjustment in 2007
resulting in an increase in operating margin as compared to last
year. Even though weather was 4% warmer than last year, retail
energy operations' use of weather derivatives largely offset the
$2 million decline in operating margin due to warmer weather.

Wholesale services' operating margin decreased $62 million
or 45%. This decrease is due to a $36 million reduction in reported
hedge gains and a $46 million reduction in commercial activity,
due in part to reduced inventory storage spreads and lower volatil-
ity in the marketplace, These decreases were partially offset by a
$20 million reduction in the required LGCOM adjustments to
natural gas inventories for the year ended December 31, 2007,
net of $3 miliion and $22 million in estimated hedging recoveries
during 2007 and 2006, respectively. These are indicated in the
following table.

In millions 2007 2006 ! 2005
Gain {loss) on storage hedges $12 $41 $ N
Gain on transportation hedges 5 12 —

Commercial activity 6l 107 102
Inventory LOCOM, net of
hedging recoveries (1) {21} (3)

Operating margin $77 %139 % 92

The following graph presents the NYMEX ferward natural gas
prices as of December 31, 2007, September 30, 2007 and
December 31, 2006, for the period of January 2008 through
December 2008, and reflects the prices at which wholesale



services could buy natural gas at the Henry Hub for delivery in the
same time period,

NYMEX forward curve
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Wholesale services' expected natural gas withdrawals from
physical salt dome and reservoir storage are presanted in the fol-
lowing table along with the operating revenues expected at the time
of withdrawal. Wholesale services’ expected operating revenues are
net of the impact of regulatory sharing and reflect the amounts
that it would expect to realize in future periods based on the inven-
tory withdrawal schedule and forward natural gas prices at
December 31, 2007. Wholesale services’ sforage inventory is eco-
nomically hedged with futures contracts, which results in an over-
all locked-in margin, timing notwithstanding, Wholesale services’
physical salt dome and reservoir volurnes are presented in
NYMEX equivaient contract units of 10,000 million British thermal
units {(MMBtu's},

Thees months ended
Mar. 31,  June 3Q, Dec. 31,

2008 2008 2008 Total
Salt dome (WACOG $6.70} 33 — 94 127
Reservoir (WACOG $6.20) 773 24 — 797
Total velumes 806 24 94 924
Expected operating revenues
from physical inventory
(in millions) $ 9 $— 32 %11

Energy investments' operating margin increased $4 million or
11% primarily due to a $2 million increase in revenues at Jefferson
{sland as a result of increased interruptible margin opportunities
and a $2 million increase at AGL Networks as a result of a larger
customer base.
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Operating expenses Our operating expenses in 2007 decreased
$15 million or 2% from 2006, The following table indicates the
significant changes in our operating expenses.

In miliions
Operating expenses for year ended Oec. 31, 2006 $651
Cecreased incentive compensation costs at distribution
operations due to not achieving AP earnings goals {14)
Decreased incentive compensation costs at wholesale
services due to lower operating margin {13)
Decreased bad debt expense af retail energy operations (3
Increased incentive compensation costs due to growth and
improved operalions af retail energy operations 3
Increased depreciation and amortization &
increased payroll and other operating costs at wholesale
services due to continued exgansion 7

Increased costs at retail energy operations due to

customer care, marketing costs and higher payroll

in support of customer and market growth initiatives 5
Other, net primarily at distribution operations due

to pension, outside services and reduction in

customer service expense o (6
Operating expenses for year ended Dec. 31, 2007 $636

Qur other income increased by $5 millien. This was primarily
due to lower charitable contributions in 2007 at distribution oper-
ations and retail energy operations.

Interest expense The increased interest expense of $2 million or
2% in 2007 was due primarily to higher short-term interest rates
and a $3 million premium paid for the early redemption of the
$75 millien notes payable fo AGL Capital Trust 1, which was
recorded as interest expense in 2007, As indicated in the follow-
ing table, this was partially offset by lower average debt, primarily
from reduced commercial paper borrowings for most of 2007,

In milliens 2007 2006 Change
Interest expense $ 125 § 123 $ 2
Average debt outstanding™ $1,967 $2,023 $(56)
Average rate”™ o 6.4% €1% 0.3%

¥ Daily average of alf oulsianding debl.
¥ Excluding $3 million premium paid for early redemption of debt, average rale in 2007 vould
have been 6.2%.

Income tax expense The decrease in incame tax expense of $2 mil-
lion or 2% in 2007, compared to the same period in 2006 was
primarily due to lower consolidated earnings and a slightly lower
effective tax rate of 37.6% in 2007 compared to an effective tax
rate of 37.8% in 2006, The decrease in our effective tax rate was
primarily a resuit of our 2007 investment in a guaranteed afford-
able housing tax credit fund. We expect our effective tax rate in

I
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2008 to rematn consistent with our 2007 rate. For mare infarma-
tion on our income taxes, including a reconciliation between the
statutory federal income tax rate and the effective rate, see
Note 8.

2006 compared to 2005

In 2006 our net income increased by $19 miilion or 10%, our
basic earnings per share increased by $0.23 or 9% and our diluted
earnings per share increased by $0.24. This was primarily due to
increased EBIT of $41 million in wholesale services which prima-
rity reflected the recognition of unrealized hedge gains during
2006, as forward NYMEX prices declined significantly. In cantrast,
NYMEX price increases experienced during 2005 had the oppe-
site effect, but to a lesser extent. in the distribution operations
segmant, EBIT impreved by $11 million, due to reduced operating
expenses of $19 million, offset by lower operating margin of
$7 million. Our retail energy operations segment’s EBIT was flat
compared io 2005. The energy investments segment's EBIT was
down $9 million primarily due to the loss of EBIT contributions as
the result of the sale in 2005 of certain assets that were originaily
acquired with the 2004 acquisition of NUI,

Operating margin Our operating margin increased $47 million or
4% from 2005. This was primarily due to increases at wholesale
services and retail energy operations offset by declines at distri-
bution operations,

Wholesale services increased its operating margin $47 mil-
lion or 51% as compared to 2005 due to significant athitrage
opportunities brought on by natural gas price volatility and periods
of extreme weather. Forward NYMEX prices decreased during
2006, especially during the third and fourth quarters, and this
resulted in the wholesale services segment recognizing $41 million
of storage hedge gains in 2006, compared to the recognition of
$7 million of storage hedge losses in 2005, In addition, wholesafe
services recognized $12 million in gains associated with the finan-
cial instruments used to hedge its transportation capacity. There
were na significant gains or losses associated with transportation
hedges recognized in the prior period. Consequently, whalesale
services experienced a net change of $60 million from its hedging
activities for 2006 compared to 2005,

In addition, as a result of decreasing NYMEX prices the
wholesale services segment evaluated the weighted average cost
of its natural gas inventory and recorded LOCOM adiustments
totaling $43 million in 2006; however, as inventary was physically
withdrawn from storage during the year, $22 million of the 2006
adjustments were recovered and reflected in 2006 cperating
revenues when the original economic results were realized as the
related hedging derivatives were settted. In 2005, wholesale
services recorded LOCOM adjustments of $3 million,

The results of the wholesale services segment also reflect
improved commercial activities of approximately $5 million asso-
ciated with larger seasonal storage spreads during the first half of

2006 and above average temperatures during the late summer
months. These conditions offset the impacts of mild weather dur-
ing the winter and sarly summer and the lower level of market
volatility that we experienced compared {o the hurricane activity in
the Guif of Mexico in 2005,

Retail energy operation's operating margin increased by
$10 million or 7% principally driven by improved retail price spreads,
higher contributions from the oplimization of storage and
transportation assets and effective risk management, and an increase
of approximately 2,000 average customers in 2006 as compared to
2005. These factors contributed $34 million in operating margin
contributions, but was offset by $16 miltien in lower aperating margin
from customer conservation and Yower consumption due 1o weather
that was approximately 10% warmer than 2005, net of $5 million
in net gains on weather derivatives. Operating margin was further
negatively impacted by an adjustment in 2006 of $6 millicn to
reduce inventory k0 market for which no LOCOM adjustment was
recorded in 2005, and from $2 million in lower \ate payment fees
and interruptible operating margin contriputions,

QOperating margin for the distribution operations segment
decreased $7 million or 1% primarily from warmer weather affect-
ing customer usage and from cur exiting the New Jersey and Florida
appliance businesses. The operating margin at Elizabethtown Gas
decreased $3 million with 17% warmer weather than in 2005.
Virginia Natural Gas' operating margin decreased $4 million with
17% warmer weather, and the operating margin at Florida City Gas
decreased $2 million with 15% warmer weather. Further, our exit-
ing of the New Jersey and Florida appliance businesses reduced
operating margin by $3 million. This reduction was partially offset
by a net increase in operating margin at Atlanta Gas Light of
$6 million consisting of $5 million in gas storage carrying costs
from higher average inventory balances and $2 million in PRP
revenues from the continuing expenditures under the program, off-
set primarily by $2 million as a result of the effect of the Georgia
Commission’s June 2005 Rate Order,

Operating margin at energy investments decreased $4 million
or 10% largely due to the loss of $9 million of operating margin
contributions from certain assets we acquired with the 2004
acquisition of NU{ but sold in 2005. Jefferson sland's operating
margin increased by $1 million compared ta the prior year, in part
due o increases.in both firm and interruptible operating margin
opportunities. AGL Nelworks' operaling margin increased by
%1 million compared to the prior year due to a larger customer
base. Pivotal Propane contributed a $2 miflion increase primarily
in the first quarter of 2006 as it did not become operational until
April 2006,



Ogerating expenses Our operating expenses increased $1 million
or 0.2% from the same peniod in 2005. The foliowing table sets
forth the significant components of operating expenses:

In millicns
Operating expenses for 2005 $650
Increased payroll, incentive compensation and

corporate overhead allocated costs at wholesale

services to support growth 7
Increased bad debt expenses at retall energy cperations

and distribution operations 4
Lower expenses resulting from energy investment assets

sold in 2005 (8)

Lower expenses at distribution operations related to
workforce and facilities restructurings in 2005

and 2006 (15)
Increased depreciation and amortization h
Other 8
Operating expenses for 2006 3651

Interest expense Interest expense for 2006 increased by $14 mil-
lian or 13% as compared to 2005. As indicated in the follewing
table, higher short-term interest rates and higher debt outstanding
combined to increase our interest expense in 2006 relative to the
previous year. The increase of $200 million in average dabt out-
standing for 2006 compared to 2005 was due to additional debt
incurred as a result of higher working capital requirements,

In milllens 2006 2005 Change
Interest expense $ 123 $ 109 $ 14
Average debt outstanding™ $2.023 $1,823 $200
Average rate 6.1% 6.0% 0.1%

™ Gaily average of 2| outstanging debt.

Income tax expense The increase in income tax expense of
$12 mition or 10% for 2006 compared to 200% refiected addi-
tional income taxes primarily due to higher corporate earnings year
over year.

Liquidity and Capital Resources

Our primary sources of liquidity are cash provided by operating
activities, short term hotrowings under our commercial paper
program {which is supported by cur Credit Facility} and borrowings
under fines of credit. Additionally from time to time, we raise funds
from the public debt and equity capital markets through our
existing shelf registration statement to fund our fiquidity and
capital resource needs. We beliave these sources will continue to
allow us to meet our needs for working capital, construction
axpenditures, anticipated debt redempticons, interest payments on
debt obligations, dividend payments, commion share repurchases
and other cash needs,
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Our issuance of various securities, including long-term and
shori-term debt, is subject to customary approval or authorization
by state and federal regulatory bodies including state public service
commissions and the SEC, Furthermore, a substantial portion of
our consclidated assets, earnings and cash flow is derived from the
operation of our regulated utifity subsidiaries, whose legal authority
fo pay dividends or make other distributions to us is subject
to regulation.

We will continue to evaluate our need to increase available
Iiquidity based on our view of working capital requirements, includ-
ing the impact of changes in natural gas prices, liquidity require-
ments established by rating agencies and other factors, See
Iltem 1A, “Risk Factors,"” for additional information on items that
could impact our liguidity and capital resource reguirements. The
following table provides a summary of our operating, investing and
financing activities for the last three years.

In millions 20077 2006 200_5
Net cash provided by (used in):
QOperating activities $376  $3b64 % 80

(253)  (248) (194)
Q2 dls) 97

{nvesting activities
Financing activities

Net increase (decrease) in
cash and cash equivalents $F 1

$2) % (17

Cash Flow from Qperating Activities We prepare our statement of
cash flows using the indirect method. Under this method, we rec-
oncile net income to cash fiows from operating activities by adjust-
ing net income for those items that impact net income but may
not result in actual cash receipts or payments during the period.
These reconciling items include depreciation and amortization,
changes in risk management assets and liabilities, undistributed
earnings from equity investments, deferred income taxes and
changes in the consolidated balance sheet for warking capital from
the beginning to the end of the period.

Our operations are seasonal in nature, with the business
depending to a great extent on the first and fourth quarters of each
year. As 2 resull of this seasonalily, our natural gas inventories,
which usually peak an Novemnber 1 and largely are drawn down in
the heating season, provide a source of cash as this asset is used
to satisfy winter sales demand. The establishment and price fluc-
tuations of our natural gas inventories which meet customer
demand during the winter heafing season can cause significant
variations in our cash flow from operations from period to period
and are reflected in changes to our working capital,

Year-over-year changes in our operating cash flows are attrib-
utable primarily to working capital changes within our distribution
aperations, retail energy operations and wholesale services segments
resulting from the impact of weather, the price of natural gas, the
timing of customer coliections, payments for natural gas purchases
and deferred gas cost recoveries as our business has grown and
prices for natural gas have increased, The increase in natural gas
prices directly impacts the cost of gas stored in inventory.
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2007 compared to 2006 In 2007, our net cash flow provided
from operating activities was $376 million, an increase of $22 mil-
lion or 6% from 2006. The increase was due to higher realized
gains on our energy marketing and risk management assets and
liabilities and lower cash requirements for our natural gas inven-
tories due fc price and inventory volume fluctuations. This was off-
set by increased cash payments for income taxes due to realized
gains on our energy marketing and risk management activities and
higher working capital requirements.

2006 compared to 2005 In 2006, our net cash flow provided
from operating activities was $354 million, an increase of
$274 miltion or 343% from 2005. The increase was primarily a
result of higher earnings in 2006 of $19 million and the recovery
of working capital during 2006 that was deployed in late 2005
due to higher natural gas commodity prices and colder weather in
the 20045 heating season. A primary contributor to the recovery of
working capital was a $157 million decrease in the amount of nat-
ural gas inventory purchases by Sequent and our utilities.

Cash Flow from Investing Activities Our investing activities con-
sisted primarily of property, plant and equipment (PP&E) expendi-
tures. The majority of our PP&E expenditures are within cur
distribution aperations segment, which includes our investments in
new construction and infrastructure improvements,

Our estimated PP&E expenditures of approximately $400 mil-
lion in 2008 and actuai PP&E expenditures of $259 million in
2007, $253 miilion in 2006 and $267 million in 2005 are pre-
sented in the following chart. Our estimated expenditures in 2008
include discretionary spending for capital projects principally within
the base business and natural gas storage categories. In deter-
mining whether to proceed with these projects, we evaluate such
discretionary capital projects in relation to a number of factors
including our authorized returns on rate base, other returns on
invested capital for projects of a simitar nafure, capital structure
and credit ratings, amang others. As such, we will make adjust-
ments to these discretionary expenditures as necessary based upon
these factors. Our estimated and actual PP&E expenditures are
shown within the following categories.

* Base business -— new construction and infrastructure improve-
ments at gur distribution operations segment

* Natural gas storage —- salt-dome cavern expansions at Golden
Triangie and Jefferson Island

» Hampton Roads — Virginia Natural Gas' pipeline project, which
will connect its northern and southern systems

* PRP — Atlanta Gas Light's program to replace all bare stesd and
cast iron pipe in its system in Georgia

* SNG — a 250-mile pipeline in Georgia acquired from Scuthern
MNatural Gas (SNG) in 2005

* Other — primarily includes information technology, building and
leasehold improvements and AGL Networks® telecommunication
expenditures
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In 2007, our PP&E expenditures were $6 miilion or 2% higher
than in 2006. This was pnmarily due to an increase in PRP expen-
ditures of $10 million as we replaced larger-diameter pipe in more
densely populated areas and $5 million in expenditures for the
Hampton Roads project, This was ¢ffset by decreased expenditures
of $4 million an our storage projects.

The decrease of $14 million or 5% in PP&E expenditures in
2006 compared to 2005 was primarily due to the SNG pipeline
acquisition of $32 millien, which occurred in 2005, and $17 mil-
lion in reduced PRP expenditures, primarily as a resull of the June
2005 agreement with the Georgia Commission, which extended
the PRP program by five years. This was offset by increased base
business expenditures of $19 million, primarily as our ufilities
expanded their new construction investments. We also incurred
higher information technology expenditures of $13 millicn, which
included $% million at retail energy operations, primarily due to
the implementation of a new energy trading and risk management
system and enhancements to the retail bifling system. Additionally
in 2006, we spent $12 million in additional PP&E expenditures at
Jefferson Island as it began work on a salt-dome storage expansion
project which would add a third and fourth storage cavern. In
2005, our cash flows from investing activities were positively
impacted as we sold our 50% interest in Saltville Gas Storage
Company {Saltville) and associated subsidiaries for $66 miliion to
a subsidiary of Duke Energy Corporation, We acquired Saltville
through our acquisition of NUI in 2004.

Cash Flow from Financing Activities Our financing aclivilies are
primarily composed of borrowings and payments of short-term debt,
payments of medium-term notes, and notes payable to AGL Capital
Trust | and 11, borrowings of senior notes, distributions to minority
Interests, cash dividends on our common stock issuances, pur-
chases and fssuances of treasury shares and the use of nterest



rate swaps for the purpose of hedging interest rate risk. Qur capi-
talization and financing strategy is intended to ensure that we are
properly capitalized with the appropriaie mix of equity and debt
securities. This strategy includes active management of the per-
centage of total debt relative to total capitalization, appropriate
mix of debt with fixed to floating interest rates (our variable debt
target is 20% to 45% of total debt), as well as the term and inter-
est rate profile of our debt securities.

As of December 31, 2007, our variable rate debt was
$840 million or 37% of our total debt, compared to $733 miliion
or 34% as of December 31, 2006. The increased variable-rate debt
was principally due to higher commercial paper borrowings. As of
December 31, 2007, our commercial paper borrowings were
$58 million or 11% higher than the same time last year, primariiy
a result of a $42 millien increase in common share repurchases in
2007 and slightly higher working capital needs. For more infor-
mation on cur debt, see Note 6.

Credit Ratings We also work to maintain or improve our credit
ratings on our debt to manage our existing financing costs and
ernhance our ability to raise additional capital on faverable terms.
Factors we consider important in assessing our credit ratings
include our balance sheet leverage, capital spending, earnings,
cash flow generation, available liguidity and overall business risks.
We do not have any trigger events in our debt instruments that are
tied to changes in our specified credit ratings or our stock price
and have not entered into any agreements that would reguire us to
issue equity based on credit ratings or other trigger events.

Improvements in our operating performance led to our credit
outlook being raised from negative to stable by S&FP in late 2007.
The following tabla surmmarizes our credit ratings as of
December 31, 2007,

s&P
Cerporaie rating A- 3
Commercial paper A-2 p-z2 F-2
Senior unsecured BBB+ Baal A-
Ratings outlook Stable Stable Stable

Qur credit ratings may be subject to ravision or withdrawal at
any time by the assigning rating organization, and each rating
should be evatuated independently of any other rating. We cannot
ensure 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, If the
rating agencies downgrade our ratings, particularly below invest-
ment grade, it may significantly limit cur access to the commercial
paper market and our borrowing costs would increase, In addition,
we would likely be requirad to pay a higher interest rate in future
financings, and our potential pool of investars and funding sources
would decrease.

Default Events Our debt instruments and other financial obii-
gattons include provisions that, if not complied with, could require
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early payment, additional collateral support or simitar actions. Qur
most impaortant default events include maintaining covenants with
respect to @ maximum leverage ratio, insoivency events, nonpay-
ment of scheduled principal or interest payments, and accelera-
tion of ather financial abligations and change of control provisions.

Qur Credit Facility's financial covenant requires us to maintain
a ratio of total debt to total capitalization of no greater than 70%;
however, our goal is 1o maintain s ratio at levels between 50%
and 50%, We are currently in compliance with all existing debt
provisions and covenants, We believe that accomplishing these
capitalization objectives and maintaining sufficient cash flow are
necessary to maintain our investment-grade credit ratings and to
allow us access to capital at reasonable costs. The components of
our capital structure, as of the dates indicated, are summarized in
the foflowing table,

In milligns Dec, 31, 2007 Dccil, 2006
Shott-term debt $ 580 15% % 539 14%
Long-term debt ™ 1,674 43 1622 43
Total debt 2,254 58 2,161 57
Commeon shareholders’

aquity 1,661 42 1,609 43
Total capitalization $3.915 100% $3,770 100%

+:Net of interest rate swaps.

Short-term Debt Our short-term debt is composed of borrow-
ings under our commercial paper program, lines of credit at
Sequent, SouthStar and Pivotai Utility, the current portion of our
medium-term notes (for 2006) and the current portion of our cap-
ital leases. Our short-term debt financing generally increases
between June and December because our payments foy natural gas
and pipeline capacity are generally made to suppliers prior to the
coliection of accounts receivable from our customers. We typically
reduce short-term debt balances in the spring because a significant
portion of our current assets are converted into cash at the end of
the winter heating season,

In June and August 2007 we extended Sequent’s $45 mil-
lion unsecured lines of credit through June ($25 million) and
August ($20 mHlion) 2008. Sequent's lines of credit are vsed
sofely for the posting of margin deposits for NYMEX transactions.
In August 2007, we extended Pivotal ULility's $20 mullion unse-
cured line of credit through August 2008. This line of credit sup-
ports Elizabethtown Gas' New Jersey Commission mandated
hedging program and is used solely for the posting of margin
deposits. These lines of credit bear interest at the federal funds
effective rate plus 0.4% and are unconditicnally guaranteed by us.

Under the terms of our Credit Facility, which expires in August
2011, the aggregate principal amount available is $1 billion and
we can request an option te increase the aggregate principai
amount available for borrowing te $1.25 billion on not more than
three occasions during each calendar year,
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As of December 31, 2007 and 2006, we had ne outstanding
borrowings under the Credit Facility. However, the availability of
barrowings and unused credit under our Credit Facility is limited
and subject to conditions specified within the Credit Facility, which
we currently meet. These conditions include:

« the maintenance of a ratio of total debt to fotal capitalization of
no greater than 70%. As of December 31, 2007, our ratio of
total debt of 58% 1o total capitalization was within our targeted
and required ranges, and was consistent with aur ratio of 57% at
December 31, 2006

« the continued accuracy of representations and warranties con-
tained in the agreement '

Long-term Debt Our long-term debt matures mere than one
year from the balance sheet date and consists of medium-term
notes, senior notes, gas facility revenue bonds, and capital leases,
The following represents our long-term debt activity in 2007.

= In January 2007, we used proceeds from the sale of commercial
paper to redeem $11 million of 7% medium-term notes previ-
ously scheduled to mature in January 2015.

« In June 2007 we refinanced $55 million of our gas facility
revenue bonds due June 2032.The original bonds had a fixed
interest rate of 5.7% per year and were refinanced with
455 million of adjustable-rate gas facility revenue bonds. The
maturity date of these bonds remains June 2032 and there is a
35-day auction pericd where the interest rate adjusts every
35 days. The interest rate at December 31, 2007, was 4.7%.

= |n July 2007, we used the proceeds from the sale of commercial
paper to pay to AGL Capital Trust | the $75 million principal
amount of 8.17% junior subordinated debentures plus a $3 mil-
lion premium for early redemption of the junior subordinated
debentures, and to pay a $2 million note representing our
common securities interest in AGL Capital Trust |

« In December 2007, AGL Capital issued $125 million of
6.375% senior notes, The senior notes are part of a series of
notes issued by AGL Capital in June 2006, Both sets of notes are
now part of a single series with an aggregate of $300 million in
principat outstanding, The proceeds of the note issuance, equal
to approximately $123 million, were used to pay down short-term
indebtedness incurred under our commercial paper program.

Minarity Interest As a result of our consolidation of SouthStar's
accounts effective January 1, 2004, we recorded Piedmont's por-
tion of SouthStar's contributed capital as a minority interest in our
consolidated balance sheets. A cash distribution of $22 million in
2007, $22 million in 2006 and $19 million in 2005 for
SouthStar's dividend distributions to Piedmont were recorded in
our consolidated statement of cash flows as a financing activity.

Dividends on Commeon Stock Our $12 million or 11%
increase in commen stock dividend payments in 2007 compared

to 2006, and $11 million or 11% increase in payments in 2006
campared to 2005, resulted from increases in the amount of our
quarterly common stock dividends per shara.

In 2007, our dividend payout ratio was 50%. This is an
increase of 11% from cur payout ratio of 54% in 2006. We expect
that our dividend payout ratio wiil remain consistent with the
dividend payout ratios of our peer companies, which is currently in
a range of 60% to 65%. Qur diluted earnings per share and
dividends declared per share aleng with our payout ratio for the
last three years are presented in the following chart.

$3.00 62%
$2.50 §0%
5200 58%
$1.50 §6%
£.00 0 54%
$0.50 o 52%

0 . 50%

2007 2006 2005
Oituted £S5 Dividends ~ ——%— Payout ratio

For information about restrictions on our ability to pay dividends
on our cammon stock, see Note 5 “Common Sharehalders' Equity”.

Share Repurchases In March 2001 our Board of Directors
approved the purchase of up to 600,000 shares of our common
stock to be used for issuances under the Officer Incentive Pian.
During 2007, we purchased 10,667 shares, As of December 31,
2007, we had purchased a total 297,234 shares, leaving
302,766 shares available for purchase.

In February 2006, cur Board of Directors authorized a plan to
purchase up to 8 million shares of our outstanding common stock
over a five-year period. These purchases are intended principally to
offset share issuances under our employee and non-employee
director incentive compensation plans and our dividend reinvest-
ment and stock purchase plans. Stock purchases under this pro-
gram may be made in the open market or in private transactions at
times and in amounts that we deemn appropriate. There is no guar-
antee as to the exact number of shares that we will purchase, and
we can terminate or limit the program at any time.

For the year ended December 31, 2007, we purchased
approximately 2 million shares of our comman stock at an average
cost of $39.56 per share and an agpregate cost of $8Q million.
During the same period in 2006, we purchased approximately
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1 million shares of our common stock at a weighted average cost of $36.67 per share and an aggregate cost of $38 million. This represented
an increase of $42 million or 111% from {ast year. We hold the purchased shares as treasury shares. For more information en our share repui-
chases see Item 5 "Market for the Registrant’'s Commen Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.”

Shelf Registration |n August 2007, we filed a new shelf registration with the SEC. The debt securities and related guarantees will be
issued by AGL Capital under an indenture dated as of February 20, 2001, as supplemented and madified, as necessary, among AGL Capital,
AGL Hesources and The Bank of New York Trust Company, N.A., as trustee, The indenture provides for the issuance from time to time of debt
securities in an unlimited dollar amount and an unlimited number of series subject to our Credit Facility's financial covenants related to total
debt o total capitalization. The debt securities wil! be guaranteed by AGL Resources, This replaces the previous shelf repistration, filed in
October 2004, which had $782 millien available to be issued,

Contractual Obligations and Commitments We have incurred varisus contractual ebligations and financial commitments in the normat course
of our operating and financing activities that are reasonably likely te have a material effect on liquidity or the availability of requirements far
capital resources. Contractual obligations include future cash payments required under existing contractual arrangements, such as debt and
iease agreements. These obligations may result from both general financing activities and from commercial arrangements that are directly
supported by related revenue-producing activities. The following table illustrates our expected future contractual obligation payments such
as debt and lease agreements, and commitments and contingencies as of December 31, 2007.

2009 2011 2013
& & &
In milkons Total 2008 2010 2012 thereaftar
Recorded contractual obligations:
Long-term debt $1,674 $ — $ 2 $315 31,357
Short-term debt 580 580D — — —
ERC®™ 107 10 34 53 10
PRP costs™" 245 55 112 G0 18
Total $2,606 $645 $148 %428 $1,385
M ncludes charges recovarable through rate tider mecharisms.
2009 2011 2013
& & &
in millions Tetal Z008 2010 ZUIZ_ﬁ therealler
Unrecorded contractual obligations and commitments: ®
Interest charges™ $1,176 $100 $2C0 $157 $ 719
Pipeline charges, storage capacity and gas supply™ 1,792 456 637 348 351
Operating leases 154 26 50 34 44
Standby letters of credit, performancefsurety bonds 30 24 6 — —
Asset management agreements™ 24 8 8 8 —
Total $3,176 $614 $901 $547 $1,114

W accardance with generally accepted 2ccounting principles, these items ace not rellected in o consolidated balance sheel.

D Floating rate debt is based on the interest rate as of December 31, 2007, and the maturity of 1he underlying debt inslrument. As of Gecember 31, 2007, wve have 339 million of acerued interest an our
consalidated balance sheet that will be pald in 2008,

I Chaiges recoverable through a PGA mechanism or altemnatively billed lo Marketers. Also includes demand charges associated with Sequent.

“® Represeat fiver-fee payments for Sequent’s asset management apreements betasen Atlaata Gas Light {54 million} and Elizabethtown Gas (3¢ million). A5 of Decembec 31, 2007, we have §1 rullion of
{ixed-fee payments acerued on our conselidated balance sheet, which will be paid in 2008,
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Pipeline Charges, Storage Capacity and Gas Supply
Contracts. A subsidiary of NUI entered into two 20-year agreements
for the firm transportation and storage of natural gas during 2003
with annual apggregate demand charges of approximately
$5 million. As a result of our acquisition of NUI and accordance
with SFAS 141, we valued the contracts at fair value and
established a long-term liability for the excess liability that will be
amortized over the remaining lives of the contracts. The gas supply
amount includes SouthStar gas commodity purchase commitments
of 1.3 Bcef at floating gas prices calculated using forward natural
gas prices as of December 31, 2007, and is valued at $98 million.

COperating leases, We have cerfain operating leases with
provisions for step rent or escalation payments and cerfain lease
concessions, We account for these leases by recognizing the future
minimum lease payments on a straight-line basis over the
respective minimum |ease terms, in accordance with SFAS 13,
However, this accounting treatment does not affect the future
annual operating lease cash obligations as shown herein. We expect
to tund these obligations with cash flow from operating and
financing activities.

Standby letters of credit and surety bonds. We also have
incusred various financial commitments in the normal course of
business. Contingent financial commitments represent obligations
that become payable only if certain predefined events occur, such
as financial guarantees, and include the nature of the guarantee
and the maximum potential amount of future payments that could
be required of us as the guarantor. We would expect to fund these
contingent financial commitments with operating and financing
cash flows.

Fension and Postretirement Obligations We calculate any
required pension contribubions using the projecied unit credii cost
method. Under this method, we were not required te and did not
make any pension contribution during 2007, During 2006, we vol-
untarily contributed $5 million to the AGL Resources Inc.
Retirement Plan.

The state regulatory commissions have phase-ins that defer a
portion of the postretirement benefit expense for future recovery,
We recorded a reguiatory asset for these future recoveries of
$12 millien as of December 31, 2007 and $13 million as of
December 31, 2006. In addition, we recorded a regulatary liabil-
ity of $4 million as of December 31, 2007 and $4 million as of
Decembear 31, 2006 for our expected expenses under the AGL
Postretirement Plan. See Note 3 “Employee Benefit Plans,” for
additional information about our pension and postretirement plans.

Critical Accounting Policies

The preparation of our financial statements reguires us to make
estimates and judgments that affect the reported amourits of
assets, liabilities, ravenues 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, and we
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evaluate our estimates on an ongoing basis. Our actual results may
differ from our estimates, Each of the following critical accounting
policies involves complex situaticns requiring a high degree of
judgment either in the application and interpretation of existing
literature or in the development of estimates that impact our
financial statements,

Pipeline Replacement Pragram Liabilities Atlanta Gas Light was
ordered by the Georgia Commission {through z joint stipulation and
a subsequent settlement agreement between Atlanta Gas Light and
the Commission staff} to undertake a PRP that would repiace aft
bare steel and cast iron pipe in s system. Approximalely
103 miles of cast iron and 533 miles of bare steel pipe still require
replacement. If Atlanta Gas Light does not perform in accordance
with the initial and amended PRP stipulation, it can be assessed
certain nonperformance penalties. However to date, Atlanta Gas
Light is in full compliance,

The stipulation also provides for recovery of all prudent costs
incurred under the pregram, which Atlania Gas Light has recorded
as a regulatory asset. The regulatary asset has two components:

» the costs incurred to date that have not yet been recovered
through rate riders
« the future expected costs to be recovered through rate riders

The determination of future expected costs associated with
our PRP involves judgment, Factors that must be considered in
estimating the future expected costs are projected capital expen-
diture spending, including labor and malerial costs, and the
remaining infrastructure footage to be replaced for the remaining
vears of the program, We recorded a long-term liability of $190
million as of December 31, 2007 and $202 million as of
December 31, 2006, which represented engineering estimates for
remaining capital expenditure costs in the PRP. As of December
31, 2007, we had recorded a current liability of $55 million, rep-
resenting expected PRP expenditures for the next 12 months. We
report these estimates on an undiscoured basis. If Atlanta Gas
Light's PRP expenditures, subject ta future recovery, were $10 mil-
lion higher o lower its incremental expected annual revenues would
have changed by approximately $1 miilion.

Environmental Remediation Liabilities We histerically reported
estimates of future remediation costs based on probabilistic mod-
els of potential costs. We report these estimates on an undis-
counfed basis. As we continue to conduct the actual remediation
and enter cleanup contracts, we are increasingly able to provide
conventional engineering estimates of the likely costs of many ale-
ments of the remediation program, These estimates contain vari-
ous engineering uncertainties, and we continuously attempt to
refine and update these engineering estimates,

Cur latest available estimate as of December 31, 2007 for
those elements of the remediation program with in-place contracts



or engineering cost estimates is $15 million for Atlanta Gas Light's
Georgia and Florida sites. This is an increase of $2 million from the
December 31, 2006 estimate of projected engineering and in-
nlace contracts, resulting fram increased cost estimates during
2007. For elements of the remediaticn program where Atlanta Gas
Light still cannot perform engineering cost estimates, considerable
varizbility remains in available estimates. The estimated remaining
cost of future actions at these sites is $20 million, which includes
approximately $1 million in estimates of certain other costs it pays
related to administering the remediation program and remediation
of sites currently in the investigation phase. Beyond 2009, these
costs cannot be estimated. As of December 31, 2007, we have
recorded a liability of $35 million.

Atlanta Gas Light’s environmental remediation liahility is
included in its corresponding regulatory asset, Atlanta Gas Light's
estimate does not include other potential expenses, such as
unasserted property damage, personal injury or natural resource
damage claims, unbudgeted legal expenses, or other costs for
which it may be held fiable but with respect to which the amount
cannot be reasonably forecast. Atlanta Gas Light’s recovery of
environmental remediation costs is subject to review by the
Georgia Commission, which may seek to disallow the recovery of
50ME exXpanses.

In New Jersey, Elizabethtown Gas is currently conducting
remediaticn activities with oversight from the MNew Jersay
Department of Environmental Protection, Although the actual total
cost of future environmental investigation and remediation efforis
cannot be estimated with precision, the range of reasonably prob-
able costs is $61 million to $119 million. As of December 31,
2007, we have recorded a liability of $61 million.

The New lersey Commission has authorized Elizabethtown
Gas to recover prudently incurred remediation costs for the New
Jersey properties through its remediation adjustment clause. As a
result, Elizabethtown Gas has recorded a regulatory asset of approx-
imalely $66 million, inclusive of interest, as of December 31,
2007, reflecting the futurg recovery of both incurred costs and
future remediation liabilities in the state of MNew Jersey
Elizabethtown Gas has alse been successful in recovering a portion
of remediation cests incurred in New Jersey from its insurance
carriers and continues to pursue additional recovery. As of
December 31, 2007, the variation between the amounts of the
environmental remediation cost liability recorded in the consoli-
dated balance sheet and the associated regulatory asset is due to
expenditures for environmental investigation and remediation
exceeding recoveries from ratepavers and insurance carriers.

We also own several former NUI remediation sites located out-
side of New Jersey. One site, in Elizabeth City, North Caroling, is
subject to an order by the North Carolina Department of
Environrment and Naturaf Resources. Preliminary estimates for
investigation and remediation costs range from $11 mitlion to
$20 million. As of December 31, 2007, we had recorded a liabil-
ity of $11 million relaied to this site, There is ona other sile in
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North Carolina where investigation and remediation is probable,
although no regulatory order exists and we do nol believe cosis
associated with this site can be reasonably estimated. In addition,
there are as many as six other sites with which NU{ had some asso-
ciation, although no basis for liability has been asserted. We do
not believe that costs 1o investigate and remediate these sites, if
any, can be reasonably estimated at this time.

With respect to these costs, we currently pursue or intend to
pursue recovery from ratepayers, former owners and operatars and
insurance carriers. Although we have been successful in recovering
a portion of these remediation costs from our insurance carriers, we
are not able to express a belief as to the success of additional
recovery efforts. We are working with the regulatory agencies to
manage cur remediation costs so as to miligate the impact of such
costs on both ratepayers and shareholders.

Derivatives and Hedging Aclivities SFAS 133, as updated by
SFAS 149, established accounting and repoiting standards which
require that every derivative financial instrument (including
certain derivative instruments embedded in other contracts) be
recorded in the balance sheel as either an asset or liability
measured at its fair value. However, if the derivative transaction
guatifies for and is designated as a normal purchase and sale, it is
exempted from the fair value accounting treatment of SFAS 133,
as updated by SFAS 149, and is accounted for using traditional
accrugl accounting.

SFAS 133 requires that changes in the derivative’s fair value
be recognized currently in earnings unless specific hedge account-
ing criteria are met. if the darivatives meet those criteria, SFAS 133
alfows a derivative’s gains and losses 1o offset related results on
the hedged item in the income statement in the case of a fair value
hedge, or to record the gains and losses in CCl until maturity in the
case of a cash flow hedge. Additionally, SFAS 133 requires that a
company formally designate a derivative as a hedge as well as doc-
ument and assess the effectiveness of derivatives asscciated with
transactions that receive hedge accounting treatment, SFAS 133
applies to treasury locks and interest rate swaps executed by AGL
Capital and gas commodity contracls executed by Segquent and
SouthStar, SFAS 133 aiso applies to gas commodity contracts exe-
cuted by Elizabethtown Gas under a New lersey Commission
authorized hedging program that requires gains and losses on these
derivatives are reflected in purchased gas costs and ultimately
billed to customers. Our derivative and hedging aclivities are
described in further detail in Note 2 “Financial Instruments and
Risk Management” and Item 1 “Business."”

Commodity-related Derivative Instruments We are expcsed to
risks associated with changes in the market price of natural gas.
Through Sequent and SouthStar, we use derivative instruments to
reduce our exposure impact to our results of operations due to the
risk of changes in the price of natural gas. Sequent recognizes the
change in value of a derivative instrument as an unrealized gain or
loss in revenues in the periad when the market value of the
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instrument changes. Sequent recognizes cash inflows and outflows
associated with the settlement of its risk management activities in
operating cash flows, and reports these seitlements as receivables
and payatles in the balance shest separately from the risk
management activities reported as energy marketing receivables
and trade payables.

We attempt to mitigate substantially ali our commodity price
risk associated with Seguent's natural gas storage portiolio and
lock in the economic margin at the time we emter into purchase
transactions for our stored natural gas. We puichase natural gas
for storage when the current market price we pay plus storage costs
is less than the market price we could receive in the future. We
lock in the economic margin by selling NYMEX futures contracts or
other over-the-counter derivatives in the forward months corre-
spanding with our withdrawal periods. We use contracts to sefl nat-
ural gas at that future price to lock in the operating margin we wifl
ultimately realize when the stored natural gas is actually seld.
These contracts meet the definition of a derivative under
SFAS 133,

The purchase, storage and sale of natural gas are accounted
for differently from the derivatives we use to mitigate the com-
modity price risk associated with our storage portfolio. That differ-
ence in accounting can result in volatility in our reported operating
margin, even though the economic margin {s essentially unchanged
from the date we entered intc the transactions. We do not currently
use hedge accounting under 3FAS 133 to account for this activity.

Natural pas that we purchase and inject into storage is
accounted for at the lower of average cost or market value. Under
current accounting guidance, we recognize a loss in any period
when the market price for natural gas is lower than the carrying
amount of our purchased natural gas inventory. Costs 1o store the
natural gas are recognized in the period the costs are incurred. We
recognize revenues and cost of natural gas sold in our statement of
consolidated income in the period we sell gas and it is delivered cut
of the storage faciiity.

The derivatives we use to mitigate commodity price risk and
substantially lock in the operating margin upon the sate of stored
natural gas are accounted for at fair value and marked to market
each period, with changes in fair value recognized as unrealized
gains or losses in the period of change. This difference in account-
ing — the lower of average cost or market basis for our storage
inventory versus the fair value accounting for the derivatives used
o mitigate commodity price risk — can and does result in volatii-
ity in our reported earnings.

Over time, gains or [osses an the sale of storage inventary will
be substantially offset by losses or gains on the derivatives, result-
ing in realization of the economic profit margin we expected when
we entered into the transactions. This accounting difference causes
Sequent’s earnings on its storage positions 10 be affected by nat-
ural gas price changes, even though the economic profits remain
essentially unchanged.

SouthStar also uses derivative instruments to manage expo-
sures arising from changing commodity prices. SouthStar's objec-
tive for holding these derivatives is 1o minimize volaiility in
wholesale commodity natural gas prices. A portion of SouthStar's
derivative transactions are designated as cash flow hedges under
SFAS 133. Derivative gains or losses arising from cash flow hedges
are recorded in OC| and are reclassified into earnings in the same
period the undarlying hedged item is reflected in the income state-
ment, As of Decernber 31, 2007, the ending balance in QCi for
derivative transactions designated as cash flow hedges under
SFAS 133 was a gain of $3 million, net of mincrity interest and
taxes. Any hedge ineffectiveness, defined as when the gains or
losses on the hedging instrument do not offset the losses or gains
on the hedged item, is recorded into earnings in the period in which
it occurs. SouthStar currently has minimal hedge ineffectiveness.
SouthStars remaining derivative instruments are not designated
as hedges under SFAS 133. Therefere, changes in their fair value
ate recorded in earnings in the period of change.

SouthStar also enters into weather derivative instruments in
order to preserve operating margins in the event of warmer-than-
normal weather in the winter months. These coniracts are
accounted for using the intrinsic value method under the guidance
of EITF 99-02. Changes in the fair value of these derivatives are
recorded in earnings in the period of change. The weather deriva-
tive cantracts contain strike amount provisions based on cumula-
tive heating degree days for the covered periods, In 2007 and
2006, SouthStar entered into weather derivatives (swaps and
options) for the respective winter heating seasons, primarily from
November through March. As of December 31, 2007, SouthStar
recorded a current asset of $5 million for this hedging activity.

Contingencies Our accounting policies for contingencies cover a
variety of business activities, including cantingencies for poten-
tially uncollectible receivables, rate matters, and legal and envi-
ronmental exposures. We accrue for these contingencies when our
assessments indicate that it is probable that a liability has been
incurred or an asset will not be recovered, and an amount can be
reasonably estimated in accordance with SFAS 5. We base owr
estimates for these liabilities an currently avaifable facts and our
estimates of the ultimate cutcome or resolution of the fiability in
the future. Actual results may differ from estimates, and estimates
can be, and often are, revised either negatively or positively,
depending on actual outcomes or changes in the facts or expecta-
tions surrounding each potential expasure.

Pensien and Other Postretirement Plans Qur pension and ather
postretirement plan costs and liabilities are determined on an actu-
arial basis and are affected by numerous assumptions and esti-
mates including the market value of plan assets, estimates of the
expected return on plan assets, assumed discount rates and cur-
rent demagraphic and actuarial mortalily data. We annually review



the estimates and assumptions underlying our pension and other
postretirement plan costs and liabilities. The assumed discount
rate and the expected refurn on plan assets are the assumptions
that generally have the most signiticant impact on our pension
costs and liabilities. The assumed discount rate, the assumed
health care cost trend rate and the assumed rates of retirement
generally have the most significant impact on our postretirement
plan costs and liabilities,

The discount rate is used principally to calculate the actuar-
ial present value of our pension and postretirement obligaticns and
net pension and pestretirement cost. When establishing our dis-
count rate which we have determined to be 6.4% at December 31,
2007, we consider high quality corporate bond rates based on
Moody’s Corporate AA long-term bond rate of 5.9% and the
Citigroup Pension Liability rate of 6.5% at December 31, 2007, We
further use these market indices as a comparison to a single
equivalent discount rate derived with the assistance of our actuar-
ial advisors. This analysis as of December 31, 2007 produced a
single equivalent discount rate of 6.5%.

The actuarial assumptions used may differ materially from
actual results due to changing market and economic conditions,
higher or lower withdrawal rates, or longer or shorter life spans of
participants. These differences may result in a significant impact
on the amount of pension expense recorded in future periods.

The expected long-term rate of return on assets is used to cal-
culate the expected return on plan assets component of our annual
pensicn 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 man-
agement, the impact of periodic plan assef rebalancing and his-
torical performance. We also censider 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 pestretirement plan
cost is not affected, Rather, this gain or loss reduces or increases
future pension or postretirement plan costs.

Prior to 2006, we estimated the assumed health care cost
trend rate used in determining our postretirement net expense
based on our actual health care cost experience, the effects of
recently enacted legislation and general economic conditions.
However, starting in 2006, our postretirement plans have been
capped at 2.5% for increases in health care costs. Consequently,
a one-percentage-point increase or decrease in the assumed heaith
care trend rate does not materially affect the periodic benefit cost
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for our postretirement plans. A one percentage-point increase in
the assumed health care cost trend rate would increase our
accumulated projected benefit obligation by $4 million. A one
percentage-point decrease in the assumed health care cost trend
rate would decrease our accumuiated projected benefit obligation
by $4 million. Our assumed rate of retirament is estimaied based
upen an annual review of participant census information as of the
measurement date.

At December 31, 2007, our pension and postretirement
liability decreased by approximately $45 millicn, primarily result-
ing frorm an after-tax gain to OCI of $24 million {$40 million before
tax), $9 million in benefit payments that we funded offset by
$4 million in net pension and postretirament benefit cosis we
recorded in 2007. These changes reflect our funding contriputions
to the plan, benefit payments out of the plans, and updated valu-
ations for the projected benefit obligation (PBO) and plan assets.

Equity market performance and corporate bond rates have a
significant effect on our reported unfunded accumulated benefit
obligation (ABQ), as the primary factors that drive the value of gur
unfunded ABO are the assumed discount rate and the actual return
on plan assets. Additionally, equity market parformance has a sig-
nificant effect on our market-related value of plan assets {MRVPA},
which is a calculated value and differs from the actual market value
of plan assets. The MRVPA recognizes differences beiween the
actual market value and expected market value of our plan assets
and is determined by cur actuaries using a five-year moving
weighted average methodology. Gains and losses on plan assets
are spread through the MRVYPA based on the five-year moving
weighted average methodology, which affects the expected return
on plan assets componant of pension expense.

See “Note 3, Employee Benefit Plans,” for additional infor-
mation on our pension and postretirement plans, which includes
our investment policies and strategies, target allocation ranges and
weighted average asset allocations for 2007 and 2006.

The actual return an our pension plan assets compared to the
expected return on plan assets of 9% will have an impact on our
ABO as of December 31, 2008 and our pension expense for 2008.
We are unable to determine how this actual return on plan assets
will affect future ABQ and pension expense, as actuarial assump-
tions and differences between actual and expected returns on plan
assets are determined at the time we complete our actuarial eval-
uation as of December 31, 2008. Our actual returns may also be

D0



AGL Resources Inc. 2007 Annual Report
MD&A

positively or negatively impacted as a result of future performance in the equity and bond markets. The following tables illustrate the effect
of changing the critical actuarial assumptions, as discussed previously, while holding all other assumptions constant.

AGL Resources Inc. Retirement and Postretitement Plans

Pensien Benefils FHealth and Life Benedits

i mitiens Percentage-point Increase {decrease} Increase (decrease) Increase (decrease) Inciease [decrease)
Actuarial assumptions change in assumption in ABO in cost in obligation in cost
Expected long-term return on plan assets +H-1% —f- $(3)73 Fo ) -
Discount rate +H-1% 4n !4 /s - B S

Healthcare cost trend rate +-1% R $4 /(4 ¢ i

HU) Cosporation Retirement Flan
In millions
Percentage-point

Increase (decrease}

Pension Benefits
Increase (decrease)

Actuaral assumptions change in assuraption in ABO in cost o
Expected long-term return on plan assels +- 1% /- /1
Discount rate +H-1% (5175 -/

Differences between actuarial assumptions and actual plan
resuits are deferred and amartized into cost when the accumulated
differences exceed 10% of the greater of the PBO or the MRVPA.
If necessary, the excess is amortized over the average remaining
service period of active employees.

In addition to the assumptions listed above, the measurement
of the plans’ obligations and costs depend on other factors such as
employee demographics, the level of contributions made to the
plans, earnings on the plans' assets and mortality rates.

Income Taxes We account tor income taxes in accordance with
SFAS 109 and FIN 48 which require that deferred tax assets and
liabilities be recognized using enacted tax rates for the effect of
tempoarary differences between the book and tax basis of recorded
assets and liabHities. SFAS 109 and FIN 48 also requires that
deferred tax assets be reduced by a valuation # it is more likely
than not that same portion or all of the deferred tax asset will not
be realized. We adopted the provisions of FIN 48 on January 1,
2007. At the date of adoption and as of December 31, 2007, we
did not have a liability for unrecognized tax benefits.

Our net long-tenm deferred tax liability totaled $566 million
at December 31, 2007 (see Note 8 “Income Taxes"). This liabil-
ity is estimated based on the expected future tax consequences of
iterns recognized in the financial statements. After application of
the federal statuicry tax rate to book inceme, judgment is required
with respect to the timing and deductibility of expense in our
income tax returns. For stale income tax and other taxes, judgment
is also required with respect o the apportionment among the var-
ious jurisdictions. A valuation allowance is recorded if we expect
that it is more likely than not that our deferred tax assets will not
be realized. We had a $3 million valuation allowance on $53 mil-
lion of deferred tax assets as of December 31, 2007, reflecting
the expectation that most of these assets will he realized. In addi-
tion, we aperate within multiple taxing jurisdictions and we are
subject to audit in these jurisdictions. These audits can invalve
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complex issues, which may require an extended period of time to
resolve. We maintain a liability for the estimate of potential income
tax exposure and in our opinion adequate provisions for income
taxes have been made for all years.

Accounting Developments

SFAS 157 In September 2006, the FASB issued SFAS 157, which
establishes a framework for measuring fair valua and requires
expanded disclosures regarding fair value measurements.
SFAS 157 does not require any new fair value measurements.
However, it eliminates incansistencies in the guidance provided in
previous accounting pronouncements,

SFAS 157 is effective for financial slatemenls issued for fiscal
years beginning after November 15, 2007, and interim periods
within those fiscal years. Earlier application is encouraged,
provided that the reporting entity has nct yet issued financial
statements for that fiscal vear, including financial statements for
an interim period within that fiscal year. All valuation adjustments
will be recognized as cumulative-effect adjustments te the opening
balance of retained earnings for the fiscal year in which SFAS 157
is initialty applied. In December 2007, the FASE provided a one
year deferral of SFAS 157 for nonfinancial assels and nonfinancial
liabilities, except those that are recognized or disclosed at fair value
on a recurring basis, at least annually. We wiil adopt SFAS 157 on
January 1, 2008, for cur financial assets and liabilities, which
primarily consists of derivatives we record in accordance with
SFAS 133, and on January 1, 2009, for our non-financial assets
and liabilities. For our financial assets and liabilities, we expect
that our adoption of SFAS 157 will primarily impact our disclosures
and not have a material impact on our consolidated results of
operations, cash flows or financial position. We are currently
evaluating the impact with respect to our non-financial assets
and liabilities.



S$FAS 159 in February 2007, the FASB issued SFAS 159 which is
effective for fiscal years beginning after Novernber 15, 2007, but
is not required te be adopted. SFAS 159 establishes a framework
for measuring fair value for eligible financial assets and liabilities
with the intention of reducing earnings volatility. We currently have
no financial assets or liabilities eligible for this treatmment and have
no plans to adopt SFAS 159.

SFAS 160 In December 2007, the FASB issued SFAS 160, which
is effective for fiscal years beginning after December 15, 2008.
Early adoption is prohibited. SFAS 160 wilt require us to present
our minerity interest, to be referred to as a noncontralling interest,
separalely within the capitalization section of our consolidated bal-
ance sheet, We will adopt SFAS 160 as of January 1, 2009.

FIN 39 was issued in March 1992 and provides guidance related
to offsetting payable and receivable amounts related to
certain contracts, including derivative contracts. It was effective
for financial statements issued for periods beginning after
December 15, 1993,

FSP FIN 39-1 was issued in April 2007 and is effective for us
on January 1, 2008, FIN 39-1 amends FIN 39 and allows a com-
pany to elect to repart certain derivative assets and liabilities sub-
ject to master netting agreements on either a gross basis or net
hasis on the balance sheet. The guidance also addresses reporting
of collateral amounts relating to the netting agreements. We enter
into derivative contracts, but FSP FIN 39-1 will not have a mate-
rial effect on our consolidated financial condition,

ltem 7A. Quantitative and Qualitative Disclosures
About Market Risk

We are exposed to risks associated with commadity prices, inter-
est rates and credit. Commodity price risk is defined as the poten-
tial loss that we may incur as a result of changes in the fair value
of natural gas. Interest rate risk results from our portfelio of debt
and equity instruments that we issue to provide financing and
liquidity for cur business. Credit risk resulis from the extension of
credit throughout all aspects of our business but is particularly
concentrated at Atlanta Gas Light in distribution operations and in
wholesale services.

Our Risk Management Committee (RMC) is responsible for
astablishing the overall risk management policies and maonitoring
compliance with, and adherence to, the terms within these policies,
including approval and authorization Jevels and delegation of these
tevels, Our RMC consists of members of senior management who
monitor open commadity price risk positions and other types of
risk, corporate exposures, credit expesures and overall results of
our risk management activities. It is chaired by our chief risk offi-
cer, who is responsible for ensuring that appropriate reporting
mechanisms exist for the RMC to perform its monitoring functions.
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Our risk management activities and related accounting treatments
are described in further detail in Note 2, Financial Instruments
and Risk Management.

Commodity Price Risk

Retail Energy Operations SouthStar's use of derivatives is poverned
by a risk management policy, approved and meonitored by its Risk
and Asset Management Committee, which prohibits the use of
derivatives for speculative purposes.

Energy Marketing and Risk Management Activities SouthStar
generates operating margin from the active management of storage
positions through a variety of hedging transactions and derivative
instruments aimed at managing exposures arising from changing
commeodity prices. SouthStar uses these hedging instruments to
lock in econamic margins {as spreads betwean wholesale and retail
commodity prices widen between periods) and thereby minimize its
exposure to declining operating margins.

We have designated a portion of SouthStar's derivative trans-
actions as cash flow hedges in accordance with SFAS 133, We
record derivative gains or losses arising from cash flow hedges in
0OC! and reclassify them into earnings in the same period as the
underlying hedged item occurs and is recorded in earnings, We
record any hedge ineffectiveness, defined as when the gains or
losses on the hedging instrument do not offset and are greater than
the losses or gains on the hedged item, in cost of gas in our con-
salidated statement of income in the period in which the ineffec-
tiveness occurs. ScuthStar currently has minimal hedge
ineffactiveness. We have not designated the remainder of
SauthStar's derivative instruments as hedges under SFAS 133 and,
accordingly, we record changes in their fair value in earnings in the
period of change.

SouthStar recorded & net unrealized loss related to changes in
the fair value of derivative instruments utilized in its energy mar-
keting and risk management activities of $7 million during 2007,
$14 million of unrealized gains during 2006 and unrealized losses
of $4 million during 2005. The following tables iliustrate the
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change in the net fair value of the derivative instruments and
energy-trading contracts during 2007, 2006 and 2005 and provide
details of the net fair value of contracts outstanding as of
December 31, 2007, 2006 and 2005.

in millions 2007 2006 2005
Net fair value of contracts
outstanding at beginning

of period $17 $ 3 $7
Contracts realized or otherwise

settled during period (i6} (3 7
Change in net fair value of contracts 9 17 3
Met fair value of contracts

outstanding at end of period $ 10 $17 $3

The sources of SouthStar's net fair value at December 31, 2007,
are as follows.

Prices Prices provided
actively by other

In millions. quated® external sources®
Mature through 2008 $5 $5
Mature after 2008 — —
Total net fair value $5 $5

1) Valued using NYMEX fulures prices.
4 Values primanly related to weather derivative transactions that are valued on an inlrinsic basis
in accordance with EITF 93-02 as based on heating degree days.

SouthStar routinely utilizes various types of financial and other
instruments to mitigate certain commodity price and weather risks
inherent in the natural gas industry. These instruments include a
variety of exchange-traded and over-the-counter energy contracts,
such as forward contracts, futures contracts, options contracts and
swap agreements, The following table includes the fair values and
average values of SouthStar’s energy marketing and risk manage-
ment assets and liabilities as of December 31, 2007 and 2006.
SouthStar bases the average values on manthly averapes for the
12 months ended December 31, 2007 and 2006.

Average values at December 31,

In millions 2007 2006
Asset $11 $11
Liability 4 6

Fair value at December 31,
In millions 2007 2006
Asset $12 $30
Liability 2 13

Value-at-risk A 95% confidence interval is used to evaluate
VaR exposure. A 95% confidence interval means there is a 5%
confidence that the actual loss in portfolio value will be greater
than the calculated VaR value over the holding period. We
calcuiate YaR based on the variance-covariance technique. This

technique requires several assumptions for the basis of the
catculation, such as price distribution, price volatitity, confidence
interval and holding period. Our VaR may not be comparable to a
similarly titled measure of another company because, although VaR
is a common metric in the energy industry, there is no established
industry standard fer calculating VaR or for the assumptions under-
lving such calculations, ScuthStar's portfolic of positions for 2007
and 2006, had annual average 1-day holding periad VaRs of less
than $100,000, and its high, low and period end 1-day holding
period VaR were immaterial.

Whalesale Services Sequent routinely uses various types of finan-
cial and other instruments to mitigate certain commodity price
risks inherent in the natural gas industry. These instruments
include a variety of exchange-traded and over-the-counter energy
contracts, such as forward contracts, futures contracts, options
contracts and financial swap agreements.

Energy Marketing and Risk Management Activities We
account for derivative transactions in connection with Sequent’s
energy marketing activities on a fair value basis in accordance with
SFAS 133. We record derivative energy commodity contracts
{including both physical transactions and financial instruments) at
fair value, with unrealized gains or losses from changes in fair value
reflected in our earnings in the period of change.

Sequent’s energy-trading contrac(s are recorded on an accrual
basis as required under the EITF 02-03 rescission of EITF 98-10,
unless they are derivatives that must be recorded at fair value under
SFAS 133,

Sequent recorded a net unrealized loss related to changes in
the fair value of derivative instruments utifized in its energy mar-
keting and risk management activities and contract settlement of
$62 million during 2007, $132 million of unrealized gains during
2006 and unrealized losses of $30 million during 2005. The fol-
lowing tables illustrate the change in the net {air value of Sequent's
derivative instruments and energy-trading centracts during 2007,
2006 and 200% and provide details of the net fair value of con-
fracts cutstanding as of December 31, 2007, 2006 and 2005.

In millicns 2007 2006 2005

Net fair value of contracts
outstanding at beginning
of period

Contracts realized or otherwise

$119  $(13) $17

settled during period (102) 17 (47)
Change in net fair value of contracts 40 115 17
Met fair value of contracts

outstanding at end of period $ 57 $119 313




The sources of Sequent's net fair value at December 31, 2007,
are as follows.

Prices Prices provided
actively by other

In millions quateg™t external sources'?
Mature through 2008 $19 $31
Mature 2009 - 2010 1 2

Mature 2011 — 2013 —

Mature after 2013 — 1
Total net fair value $20 $37

1 Valued using NYMEX fuluies prices.

2\alued weing basis transactions that represent the cost o transport the commedity from 2
NYMEX delivery point 1o the confract delivery peint. These iransactions are based on gquotes
cbtained either through electronic frading platforms er directly from brokers.

The following table includes the fair values and average values of
Sequent's energy marketing and risk management assets and
liabilities as of December 31, 2007 and 2006. Sequent bases the
average values on monthly averages for the 12 months ended
December 31, 2007 and 2006.

Average values at Decemnber 31,

1n millions 2007 2006
Asset $63 $95
Liability 16 13

Fair value at December 31,
In millions 2007 2006
Asset $70 $133
Liability 13 14

Value-at-risk Sequent employs a systematic approach to eval-
uating and managing the risks associated with contracts refated to
wholesale marketing and risk management, including VaR. Similar
to SouthStar, Sequent uses a 1-day holding period and a 95%
confidence interval to evaluate its VaR exposure.

Sequent's open exposure is managed in accordance with
established policies that limit market risk and require daily
reporting of potential financial exposure to senior management,
including the chisef risk officer. Because Sequent generally
manages physical gas assets and eccnomically protects its
positions by hedging in the futures and over-the-counter markets,
its open exposwe is generally mimimal, permitting Sequent to
operate within relatively low VaR limits, Sequent employs daily risk
testing, using both VaR and stress testing, to evaluate the risks of
its open positions.
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Sequent's management actively monitors open commodity
positicns and the resulting VaR. Sequent continues to maintain a
relatively matched book, where its tolal buy volume is close to its
sell volume, with minimal open commodily risk. Based on a 95%
confidence interval and employing a 1-day helding period for all
positions, Sequent's portfolio of positions for the 12 months ended
December 31, 2007, 2006 and 2005 had the following 1-day
holding period VaRs,

In millions B 2007 2006 2005
Period end %$1.2 $1.3 %06
12-month average 1.3 1.2 0.4
High 2.3 2.5 1.1
Low™ 0.7 0.7 0.0

11:40.0 values represent amounls less than $0.1 million,

Interest Rate Risk

Interest rate fluctuations expose our variable-rate debt to changes
in interest expense and cash flows. We manage interesl expense
using a combination of fixed-rate and variable-rate debt, Based on
$840 million of variable-rate debt, which includes $579 million of
our variable-rate short-term debt, $100 million of variable-rate
senior notes and $161 milfion of variable-rate gas facility revenue
bands outstanding at December 31, 2007, a 100 basis point
change in market interest rates from 5.56% to 6.56% would have
resulted in an increase in pretax interest expense of $8 mitlion on
an annualized basis.

To facilitate the achievement of desired fixed-rate 10 variable-
rate debt ratios, AGL Capital eniered into interest rate swaps
whereby it agreed to exchange, fixed rate debt for floating-rate debt,
The swaps exchange at specified intervals, the dilference belween
fixed and variable amounts calculated by reference to agreed-on
notional principal amounts. These swaps are designated to hedge
the fair vaiues of $100 million of the $300 million senior notes due
in 2011,

In August 2007, we executed a treasury-lock agreement
covering a notional amount totaling $125 million to hedge the
interest rate risk assaciated with our $125 million senior notes
offering in Cecembar 2007, The 10-year treasury interest rate was
locked in at a weighted average rate of 4.5%. The treasury-lock
agreements settled and we paid $5 million in December 2007 in
connection with our issuance of $125 million in senicr notes. The
$5 milhon 15 included within OCI {net of $2 million in income
taxes) and will be amortized over the remaining life of the senior
notes {through July 201%) as interest expense.
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Credit Risk

Distribution Operations Atlanta Gas Light has a concentration of
credit risk as it bilis only 12 Marketers in Georgia for its services.
The credit risk exposure to Marketers varies with the time of the
year, with exposure at its lowest in the nonpeak summer months
and highest in the peak winter months. Marketers are responsible
for the retail sale of natural gas to end-use customers in Georgia.
These retail functions include custamer service, billing, collections,
and the purchase and sale of the natural gas commadity, The pro-
visions of Atlanta Gas Light's tanff allow Atlanta Gas Light to obtain
security support in an ameunt equal to a minimum of two times a
Marketer's highest month's estimated bili from Atianta Gas Light.
For 2007, the four largest Marketers based on customer count,
one of which was SouthStar, accounted for approximately 38% of
our consolidated operating margin and 52% of distribution opera-
tions’ operating margin,

Several factors are designed to mitigate our risks from the
increased concentration of credit that has resulted from deregula-
tion. In addition to the security support described above, Atlanta
Gas Light bills intrastate delivery service to Marketers in advance
rather than in arrears. We accept credit support in the form of cash
deposits, letters of credit/surety bonds from acceptable issuers and
corporate guarantees from investment-grade entities. The RMC
reviews on a monthly basis the adequacy of credit support cover-
age, credit rating profiles of credit support providers and payrment
status of each Marketer. We believe that adequate policies and
procedures have been put in place to properly quantify, manage
and report on Atlanta Gas Light's credit risk exposure to Marketers,

Atlanta Gas Light alse faces potential credit risk in connection
with assignments of interstate pipeline transportation and storage
capacity to Marketers. Although Atlanta Gas Light assigns this
capacity to Marketers, in the event that a Marketer fails to pay the
interstate pipelines for the capacity, the interstate pipelines would
in all likelihoad seek repayment from Atlanta Gas Light,

Retail Energy Operations SouthStar obtains credit scores for its
firm residential and small commercial customers using a national
credit reporting agency, enrolling only those customers that meet
or exceed SeuthStar's credit threshold,

SouthStar considers potential interruptible and large com-
mercial customers based on a review of publicly available financial
statements and review of commercially avatlable credit reports.
Prior to entering into a physical transaction, SouthStar also assigns
physical wholesale counterparties an internal credit rating and
credit limit based on the counterparties' Moody's, S&P and
Fitch ratings, commerciatly availabie credit reports and audited
financial statements.

5
[

Wholesale Services Sequent has established credit policies to
determine and monitor the creditworthiness of counterparties, as
well as the quality of pledged collateral. Sequent also utilizes mas-
ter netting agreements whenever possible to mitigate exposure to
counterparty credit risk. When Sequent is engaged in more than
one outstanding derivative transaction with the same counterparty
and it also has a legally enforceable netting agreement with thatl
counterparty, the "net” mark-tc-market exposure represents the
netting of the positive and negative exposures with that counter-
party and a reasonable measure of Sequent’s credit risk. Sequent
also uses other netting agreements with certain counterparties with
whom it conducts significant transaclions.

Master netting agreements enable Sequent to net certain
assets and liabilities by counterparty. Sequent also nets across
product lines and against cash collateral provided the master
netting and cash collateral agreements include such provisions.
Additionally, Sequent may require counterparties to pledge
additional collateral when deemed necessary. Sequent conducts
credit evaluations and cobtains appropriate internal approvals for
its counterparty's line of credit before any transaction with the
counterparty is executed. fn most cases, the counterparty must
have a minimum long-term debt rating of Baa3 from Mcody's and
BBB- from S&P. Generally, Sequent requires credit enhancements
by way of guaranty, cash deposit or fetter of credit for transaction
counterparties that do not meet the minimum ratings threshold.

Sequent, which provides services to retail marketers and utility
and industrial customers, alsc has a concentration of credit risk as
measured by its 30-day receivable exposure plus forward exposure.
As of December 31, 2007, Sequent's top 20 counterparties
represented approximately 53% of the total counterparty exposure
of $366 million, derived by adding together the top 20
counterparties’ exposures and dividing by the total of Sequent’s
counterparties' exposures.

As of December 31, 2007, Sequent’s counterparties, or the
counterparties’ guarantors, had a weighted average S&P equivalent
credit rating of A-, which is consistent with the prior year. The S&FP
equivalent credit rating is determined by a process of converting the
lower of the S&P or Moody's ratings to an internal rating ranging
from 9 to 1, with 9 being equivalent to AAA/Aaa by S&FP and
Moody's and 1 being © or Default by S&P and Moody's. A
counterparty that does not have an external rating is assigned an
internal rating based on the sirength of the financial ratios of that
counterparty. To arrive at the weighted average credit rating, each
counterparty's assigned internal rating is muliplied by the
counterparty’s credit exposure and surnmed for all counterparties.
That sum is divided by the agpregate total counterpariies’
exposures, and this numeric value is then converted to an
S5&P equivalent.
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The following table shows Sequent’s commaodity receivable and payable positions as of December 31, 2007 and 2005.

As of December 31,

Gross receivables Gross payables
In millions 2007 2006 2007 2006
Netting agreements in place:
Counterparty is investment grade $437 $359 $356 $297
Counterparty is non-investment grade 24 62 18 52
Counterparty has no external rating 135 75 204 1556
No netting agreements in place:
Counterparty is investment grade 3 3 — 5
Amount recorded on balance sheet $599 $505 $578 $510

Sequent has certain trade and credit contracts that have explicit minimum credit rating requirements. These credit rating requirements
typically give counterparties the right to suspend or terminate credit if our credit ratings are downgraded to non-investment grade status. Under
such circumstances, Sequent would need ta post collaterai to centinue transacting business with some of its counterparties. Posting collat-
eral would have a negative effect on our liquidity. If such collateral were net posted, Sequent’s ability to continue transacting business with
these counterparties would be impaired. f at December 31, 2007, Sequenlt's credit ratings had been downgraded to non-investment grade
status, the required amounts to satisfy potential collateral demands under such agreements between Sequent and its counterparties would
have totaled $26 million,

[y
ot



AGL Resources Inc. 2007 Annual Report

Item 8. Financial Statements and Supplementary Data

Consolidated Balance Sheefs—Assets

In millions

December 31, 2007

As of
December 31, 2006

Current assets

Cash and cash eguivalents $ 21 $ 20
Receivables
Energy marketing 599 505
Gas 212 157
Ungilled revenues 179 172
Other 13 21
Less allowance for uncollectible accounts (14) (15}
Total receivables 989 880
[nventories
Natural gas stored underground 521 568
Other 30 29
Total inventories 561 597
Energy marketing and risk management assets 78 159
Unrecovered PRP costs — current portion 31 27
Unrecovered environmental remediation costs — current portion 23 27
Other current assels 118 N I Y-
Total current assets 1,811 5 1,822
Property, plant and equipment
Property, plant and equipment 5,177 4,976
Less accumulated depreciation 1,611 1,540
Property, plant and equipment — net 3,566 3,436
Deferred debits and other assets
Goodwill 420 420
Unrecavered PRP costs 254 247
Unrecovered environmental remediation costs 135 143
Other 82 79
Total deferred debits and other assets 891 889
Total assets $6,268 $6,147

See Noles ta Cansclidated Financial Statements.



Consolidated Balance Sheets—Liabilities and Capitalization

In milliens, except share amoumts
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December 31, 2067

As of

December 31, 2006

Current liahilities

Short-term debt % 580 $ 539
Energy marketing trade payable 578 510
Accounts payable — trade 172 213
Accrued PRP costs — current portion 55 35
Accrued interest 39 37
Customer deposits 35 42
Deferred purchased gas adjusiment 28 24
Accrued wages and salaries 24 50
Energy marketing and risk management liabilities — current portion 18 41
Accrued environmental remediation casts — current portion 10 13
Other current Liabilities 106 162
Total current liabilities 1,645 1,666
Accumulated deferred income {axes 566 505
Long-term liabilities (excluding long-term debt)
Accrued PRP costs 180 202
Accumulated removai costs 169 162
Accrued environmental remediation costs 97 83
Accrued pension obligations 43 78
Accrued postretirement benefit costs 24 32
Other long-term liabilities % 146
Total fong-term liabilities {excluding long-term debt) 675 703
Commitments and contingencies (see Note 7)
Minority interest 47 o 42
Capitalization
Long-term debt 1,674 1,622
Commaon shareholders’ equity, $5 par value; 750 million shares authorized;
76.4 millicn and 77.7 million shares outstanding at December 31, 2007 and 2006 1,661 1,609
Total capitalization 3,335 3,231
Total Habilities and capitalization $5,268 %6,147
See Notes to Congolidated Financial Statements.
a
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Statements of Consolidated Income

‘Years ended December 31,

In milltons, except per share amounts 2007 2006 2005
Operating revenues $2,494 $2,621 $2,718
Operating expenses

Cost of gas 1,369 1,482 1,626

Cperation and maintenance 451 173 477

Depreciation and amortization 144 138 133

Taxes other than income taxes 41 40 40

Total operating expenses 2,005 2,133 2,276

Operating income 489 488 442
Other income (expenses) 4 (1} (1)
Minority interest (30} (23) (22}
Interest expense (125) (123) (109)
Earnings before income taxes 338 341 310
Income taxes 127 129 L17
Net income $ 211 $ 212 $ 193
Per common share data

Basic earnings per common share $ 2.74 $ 2.73 $ 2.50

Diluted earnings per common share $ 2.72 $ 2372 $ 2.48

Cash dividends declared per common share $ 1.64 $ 1.48 $ 1.30
Weighted average number of common shares outstanding

Basic 77.1 77.6 77.3

Diluted 77.4 78.0 77.8

See Notes to Censelidated Financial Staternents.
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Statements of Consolidated Common Shareholders’ Equity

Other Shares held

Gomman steck Premium on Earnings comprehensive in treasury
In milliens, except per share amounts Shares Ameunt  common stock reinvested lass and Irust Totaf
Balance as of December 31, 2004 76.7 $384 $632 $415 $(46) $ —  $1,3856
Comprehensive income:
Met income — — — 193 — — 193
OCT - loss rasulting from unfunded pension
and postretirement obligation (net of tax of $3) — — — — (5) — (%)
Unrealized loss from hedging activities
(et of tax of $1) — — — — (2) — (2)
Total comprehensive income 1856
Dividends on common stock ($1.30 per share} — — — (100) — — (100}
Issuance of common shares:
Benefil, stock compensation, dividend reinvestment
and stock purchase plans (net of tax of $9) 1.1 5 23 — — — 28
Balance as of December 31, 2005 778 389 6hh 508 (53} —_— 1,499
Comprehensive income:
Net income — — S 212 — — 212
QCI - gain resuliing from unfunded pension and
postretirement cbligation (net of tax of $7) — — — — 11 — 11
Unrealized gain from hedging aclivities
{net of tax of $7) — — — — 10 - 10
Total comprenensive income 233
Dividends on common stock ($1.48 per share} — — 1 {115) — 3 (111)
Benefit, stock compensation, dividend reinvestment
and stock purchase plans 0.3 1 2 —_ — — 3
Issuance of treasury shares 0.6 — (3) 4 — 21 14
Purchase of treasury shares {1.0) — — — — {38) (38)
Stock-based compensation expense (net of tax of $5) — — 9 — — —- 9
Balance as of December 31, 2006 77.7 390 664 G601 (32) (1) 1,609
Comprehensive income:
Net income ' — — — 211 — — 211
OC! — gain resulting from unfunded pension and
postretirement obligation (net of tax of $16) — — —_ — 24 — 24
Unrealized gain from hedging activities
(net of tax of $3) — — — — (5) — (5}
Total comprehensive income 230
Dividends cn common stock ($1.64 per share} — — — (127} — 4 (123}
Issuance of treasury shares 0.7 — (6} (5) — 27 16
Purchase of treasury shares (2.00 —_ - — — (80} (80)
Stock-based compensation expense (netf of tax of $3) - — 9 — — — 9
Balance as of December 31, 2007 76.4 $390 $667 $680 $(13) $(63) $1,661

See Notes to Consolidated Financial Staterents.
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Statements of Consolidated Cash Flows

Years ended Decernbar 31,

In millions 2007 2006 2005
Cash flows from operating activities
Met income $ 211 $212 $ 193
Adjustments to reconcile net income to net cash flow provided by operating activities
Depreciation and amortization 144 138 133
Change in energy marketing and risk management assets and liabilities 69 {130} 27
Minortty interest 30 23 22
Deferred income taxes 30 133 17
Changes in certain assets and liabilities
tnventories 46 {54) {211)
Gas, unbilled and other receivables (15) 170 {170)
Energy marketing receivables and energy marketing trade payables, net (26) {95) a3
Accrued expenses (34) 15 12
Trade payables (41) (53} 57
Other — net (38) (5) (93)
Net cash flow provided by operating activitics 376 354 80
Cash flows from investing activities
Expenditures for properly, plant and equipment (259} (253) (267)
Sale of Saltville — — bh
Other 6 5 7
Net cash flow used in investing activities (253} L ___i248') 7__ (194}
Cash flows from financing activities
Dividends paid on common shares (123} {111) (100}
Purchase of treasury shares (80) (38) —
Payments of trust preferred securities (75) {150) —
Distribution to minority interest (23 (22) (19)
Payments of medium-term notes (11) — —
Issuances of senior notes 125 175 -—
Net payments and borrowings of short-term debt 52 6 188
Issuance of treasury shares 16 14 —
Sale of common stock — 3 28
Other {3} ) —
Net cash flow {used in} provided by financing activities {122) a9
Net increase (decrease) in cash and cash equivatents 1 (12) (17)
Cash and cash equivalents at beginning of peried 20 32 49
Cash and cash equivalents at end of period $ 21 3 20 $ 32
Cash paid during the period for
Interest $127 $ 109 $116
Income faxes 118 37 89

See Notes to Consolidaled Financial Statements.



Notes to Consolidated Financial Statements

Note 1 Accounting Policies and
Methods of Application

General

AGL Rescurces Inc. is an energy services holding company that
conducts substantially all its operations through its subsidiaries.
Unless the context requires otherwise, references to “we," “us,”
“our,” the “company”, or “AGL Resources” mean consolidated AGL
Resources Inc. and its subsidiaries. We have prepared the accom-
panying conselidated financial statements under the rules of the
SEC. For a glossary of kay terms and referenced accounting stan-

dards, see pages 19-20.

Basis of Presentation

Our consolidated linancial statemenis as of and for the period
ended December 31, 2007, include our accounts, the accounts
of our majarity-owned and controlled subsidiaries and the accounts
of variable interest entities for which we are the primary beneficiary.
This means that our accounts are combined with the subsidiaries’
accounts. We have eliminated any intercornpany profits and
transactions in consolidation; however, we have not eliminated
intercompany profits when such amounts are probable of recovery
under the affiliates' rate regulation process. Certain amounts from
prior periods have been recfassified and revised to conform to the
current period presentation.

We currently own a noncontrolling 70% financial interest in
SouthStar and Piedmont awns the remaining 30%. Our 70% inter-
est is noncontrolling because all significant management decisions
require approval by both owners, We record the sarings allocated
to Piedmont as a minority interest in our consolidated staterments
of income and we record Piedmont’s portion of SouthStar's capital
as a minority interest in our consolidated balance sheats.

We are the primary beneficiary of ScuthStar’s activities and
have determined that SouthStar is a variable interest entity as
defined by FIN 46 revised in December 2003, FIN 46R. We
determined that SouthStar was a variable interest entity because
our equal voting rights with Piedmont are not preportional to our
economic obligation to absorb 75% of any losses or residual returns
from SouthStar, except these losses and returns related to
customers in Ohio and Florida. Earnings related to SouthStar's
customers in Qhio and Florida are allocated 70% to us and 30%
to Piedmont. n addition, SeuthStar obtains substantially all its
transportatton capacity for delivery of natural gas through our whally
owned subsidiary, Atlanta Gas Light.

Prior to our sale of Saltville in August 200%, we used the
equity method to account for and report our 50% interest in
Saltville, Saltville was a joint venture with a subsidiary of Duke
Enerpy Corporation to develop a high-deliverability natural gas
storage facility in Saltville, Virginia. We used the equity method
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because we exercised significant influence over but did not contrel
the entity and because we were not the primary beneficiary as
defined by FIN 46R.

Cash and Cash Equivalents

Our cash and cash equivalents consist primarily of cash on deposit,
money market accounts and certificates ¢f deposit with original
maturities of three months or lass.

Receivables and Allowance for Uncollectible Accounts

Qur recewables consist of natural gas sales and transportation
services billed tc residential, commercial, industrial and other
customers, We bill customers monthly, and accounls receivable are
due within 30 days. For the majority of our receivables, we
establish an allowance for doubtful accounts based on our
coliection 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 lo
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 that could affect our estimates include, but are not
limited to, customer credit issues, the level of natural gas prices,
customer deposits and general ecenomic eonditions, We write off
accounts once we deem them to be uncollectible.

Inventories

For our distribution operations subsidiaries, we record natural gas
stored underground at weighted average costs. For Sequent and
SouthStar, we account for natural gas inventory at the lower of
weighted average cost or market.

Sequent and SouthStar evaluate the average cost of their nat-
ural gas inventories against market prices ko determine whether
any declines in market prices below the average cost are other than
termporary. For any declines considered to be other than temporary,
adjustments are recorded to reduce the weighted average cost of
the natural gas inventory to market. Consequently, as a result of
declining natural gas prices, Sequent recorded an adjustment
against cost of gas to reduce the value of is inventories to market
value of $4 million in 2007, $43 miltion in 2006 and $3 million
in 2005, SouthStar recorded a $6 million adjustment in 2006,
but was not required to make a stmilar adjustment in 2007
ar 2005,

For volumes of gas stored under park and lpan arrangements
that are payable or to be repaid at predetermined dates to third
parties, we record the inventory at fair value. Materials and supplies
inventories are stated at the lower of average cost or market.
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fn Georgia's competitive environment, Marketers including
SouthStar, our marketing subsidiary, began selling natural gas in
1998 to firm end-use customers at market-based prices. Part of the
unbundling process, which resulted frem deregulation that pro-
vides for this comgpetitive environment, is the assignment fo
Marketers of certain pipeline services that Atlanta Gas Light has
under contract. Atlanta Gas Light assigns, on a monthly basis, the
majarity of the pipeline storage sarvices that it has under confract
tc Marketers, along with a corresponding amount of inventory.

Properiy, Plant and Equipment

A summary of our PP&E by classification as of December 31, 2007
and 2006 is provided in the following table,

In millions 2007 2006
Transmission and distribution $ 4,193 $ 4,047
Starage 285 267
Other 509 454
Construction work in progress 190 208

Total gross PP&E 5177 4976

{1,611} (1,540)
$ 3,566 $ 3436

Accumulated depreciation
Total net FP&E

Distribution Operations PP&E expenditures consist of property
and equipment that is in use, being held for future use and under
construction. We report PP&E at its original cast, which includas:

* material and |abor

« contractor costs

* construction overhead costs

+ an allowance for funds used during construction (AFUDC) which
represents the estimated cost of funds used to finance the con-
struction of major projects and is capitalized in rate base for
ratemaking purposes when the completed projects are placed
in service

We charge property retired or otherwise disposed of to accu-
mulated depraciation since such costs are recovered in rates,

Hetail Energy Operations, Wholesale Services, Energy Investments
and Corporate PP&E expenditures include property that is in use
and under construction, and we report it at cost. We record a gain
or loss for retired or otherwise dispesed-of property. Natural gas in
storage at Jefferson Istand that is retained as pad gas (valumes of

non-working natural gas used to maintain the operational integrity
of the cavern facility) is classified as non-depreciable property,
plant and equipment and is valued at cost.

Depreciation Expense

We compute depreciation expense for distribution operations by
applying composite, straight-line rates (approved by the state reg-
ulatory agencies} to the investment in depreciable property. The
composite straight-line depreciation rate for depreciable property
— excluding transportation equipment for Atlanta Gas Light,
Yirginia Natural Gas and Chattanooga Gas — was approximately
2.5% during 2007, 2.5% during 2006 and 2.6% during 2005.
The composite, straight-line rate for Elizabethtown Gas, Florida
City Gas and Elkton Gas was approximately 3.2 % for 2007, 3.0%
during 2006 and 3.1% in 2005. We depreciate transportation
equipment on a straight-line basis over a period of 5 to 10 years.
We compute depreciation expense for other segments on a straight-
line basis up te 35 years based on the useful life of the asset,

AFUDC

The applicable state regulatory agencies authorize Atlantz Gas
Light, Elizabethtown Gas and Chattanooga Gas o record the cost
of debt and equity funds as part of the cost of construction
projects in our consolidated balance sheets and as AFUDC in the
statements of consclidated income. The Georgia Commission has
autharized a rate of 8.53%, and the Tennessee Commission has
authorized a rate of 7.89%. Prior to January 1, 2007, the Tennessee
Commission had authorized a rate of 7.43%. The New Jersey
Commission has authorized a variable rate based on the FERC
method of accounting for AFUDC. At December 31, 2007 the rate
was 5.2%. The total AFUDC for 2007 was $4 million, 2006 was
$5 million and 2005 was $4 million. The capital expenditures of
our other regulated utilities do not qualify for AFUDC treatment.

Goodwill

We have included $420 million of peodw!il in our consolidated bal-
ance sheets as of Decemper 31, 2007, of which $229 million is
related to our acquisition of NU| in November 2004; $170 million
is related to our acquisition of Virginia Matural Gas n 2000;
$14 million is related to our acquisition of Jefferson island in
QOctober 2004 and $7 million is related to our acquisition of
Chattanocoga Gas in 1988.



SFAS 142 requires us to perform an annual goodwill
impairment test at a reporting unit level which generally equates to
our operating segments as discussed in Note 9 "“Segment
Information.” We have not recegnized any impairment charges in
2007, 2006 or 2005. We also assess goodwill for impairment if
evenls or changes in circumstances may indicate an impairment of
goodwill exists, 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 rasulting from the use of the asset is less than the carrying
value of the asset, we record an impairment loss equal to the excess
of the asset’s carrying value over its fair value. We conduct this
assessment principatly through a review of financial results,
changes in state and federal [egislation and regulation, regulatory
and legal proceedings and the periodic regulatory filings for our
regulated utilities.

Taxes

Income taxes The reporting of cur assets and liabilities for finan-
cial accounting purposes differs from the reporting for income tax
purposes. The principal differences between net income and tax-
able income relate fo the timing of deductions, primarily due to
the benefits of tax depreciation since we generally depreciate assets
for tax purposes aver a shorter period of time than for baok pur-
noses. The determination of our provision for income taxes requires
significant judgment, the use of estimates, and the interpretation
and application of complex tax laws, Significant judgment is
required in assessing the timing and amounts of deductible and
taxable items. We report the tax effects of depreciation and other
differences in those items as deferred income tax assets or liabil-
ities in our consolidated balance sheets in accordance with
SFAS 109 and FIN 48. Investment tax credits of approximately
$16 million previously deducted for income tax purposes for
Allanta Gas Light, Elizabethtown Gas, Florida City Gas and Elkton
Gas have been deferred for financial accounting purposes and are
heing amortized as credits to income over the estimated lives of the
refated properties in accordance with regulatory requirements.

State and lecal taxes We collect and remit various taxes on behalf
of various governmental authorities. We record these amounts in
our consolidated balance sheets except taxes in the state of Florida
which we are required to include in revenues and operating
expenses. These Florida related taxes are not material for any
periods presented.
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Revenueas

Distribution operations We record revenues when services are
provided to customers. These revenues are based on rates approved
by the state regulatory commissions of our utilities.

As required by the Geargia Commission, in July 1998, Atlanta
Gas Light began billing Marketers in equal monthly installments for
each residential, commercial and industrial customer's distribu-
tion costs. As required by the Georgia Commission, effective
February 1, 2001, Atlanta Gas Light implemented a seascnal rate
design for the calculation of each residential customer's annual
straight-fixed-variable (SFV) capacity charge, which is bilied to
Marketers and reflects the historic volumetric usage pattern for the
entire residential class. Generally, this change results in residen-
fial customers being billed by Marketers for a higher capacity
charge in the winter months and a lower charge in the summer
months. This requirement has an operating cash flow impact but
does not change revenue recognition. As a result, Atlanta Gas Light
continues {o recognize its residential SFV capacity revenues for
financial reporting purposes in equal monthly installments,

Any difference between the billings under the seasonal rate
design and the SFY revenue recognized is deferred and reconciled to
actual biflings on an annual basis. Atlanta Gas Light had unrecovered
seasonal rates of approximately $11 miltion as of December 31,
2007 and 2006 (included as current assels in the consolidated
balance sheets) related to the difference between the billings under
the seasonazl rate design and the SFV revenue recognized.

The Elizabethtown Gas, Virginia Natural Gas, Florida City Gas,
Chattanooga Gas and Elkton Gas rate structures include valumet-
ric rate designs that allow recovery of costs through gas usage.
Revenues from sales and transportation services are recognized in
the same period in which the related volumes are delivered to cus-
tomers. Revenues from residential and certain commercial and
industiiat customers are recognized on the basis of scheduled
meter readings. In addition, revenues are recorded for estimated
deliveries of gas not yet billed to these customers, from the last
meter reading date to the end of the accounting period. These are
included in the censclidated balance sheets as unbilled revenue.
For other commercial and industrial customers and all wholesale
customers, revenues are based on actual deliveries to the end of
the period.

The tariffs for Elizabethtown Gas, Virginia Natural Gas and
Chaltanooga Gas contain WNA's that partially mitigate the impact of
unusually cold or warm weather on customer billings and operating
margin. The WNA's purpose is to reduce the effect of weather on
customer bills by reducing bills when winter weather is colder than
normal and increasing bills when weather is warmer than normal.
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Retail energy operations We record retail energy operations
revenues when services are provided to customers, Revenues from
sales and transportation services are recognized in the same period
in which the related volumes are delivered to customers. Sales
revenues from residential and certain commercial and industrial
customers are recognized on the basis of scheduled meter readings.
In addition, revenues are recorded for estimated deliveries of gas,
not yet billed to these customers, from the most recent meter read-
ing date tc the end of the accounting period. These are included
in the conselidated balance sheets as unbilled revenue. For other
commercial and industrial customers and all whaolesale customers,
revenues are based on actual deliveries to the end of the period.

Wholesale services We record whoelesale services’ revenues when
services are provided to customers. Profits from sales between seg-
ments are eliminated in the corporate segment and are recognized
as goods or services sold to end-use customers, Transactions that
qualify as derivatives under SFAS 133 are recorded at fair value
with changes in fair value recognized in earnings in the period of
change and characterized as unrealized gains or losses.

Energy investments We record operating revenues at Jefferson
Island in the period in which actual volumes are transported and
storage services are provided. The majority of our storage services
are covered under medium to {ong-term contracts at a fixed
market rate.

We record operating revenues at AGL Networks frem leases of
dark fiber pursuant to indefeasible rights-of-use (IRU} agreements
as services are provided. Dark fiber IRU agreements generally
require the customer to make a down payment upon execution of
the agreement; however in some cases AGL Netwarks receives up
to the entire lease payment at the inception of the lease and rec-
ognizes ratably over the lease term, AGL Networks had deferred
revenue in our consolidated balance sheet of $38 million at
December 31, 2007 and $37 million at December 31, 2006. In
addition, AGL Networks recognizes sales revenues upon the
execution of certain sales-type agreements for dark fiber when the
agreements provide for the transfer of legal title to the dark fiber
to the customer at the end of the agreement's term, This sales-
type accounting treatment is in accordance with EITF 00-11 and
SFAS 66, which provides that such transactions meet the criteria
for sales-type lease accounting if the agreement obligates the
lessor to convey ownership of the underlying asset to the lessee by
the end of the lease term.

Cost of Gas

Excluding Atlanta Gas Light, we charge our utility customers far
natural gas consumed using PGA mechanisms set by the state
regulatory agencies. Under the PGA, we defer {that is, include as
a current asset or liability in the conselidated balance sheets and
exclude from the statements of consolidated incame) the difference
hetween the actual cost of gas and what is collected from or billed
to customers in a given peariod. The deferred amount is either billed
or refunded to our customers prospectively through adjustments to
the commaodity rate.

Qur retail energy operations customers are charged for natu-
ral gas consumed. We also include within our cost of gas amounts
for fuel and lost and unaccounted for gas, adjustments to reduce
the value of our inventories to market vatue and for gains and losses
associated with derivatives.

Comprehensive income

Our comprehensive income includes net income plus 0GI, which
includes other gains and losses affecting shareholders’ equity that
GAAP excludes from net income. Such itemns consist primarily of
unvealized gains and losses on certain derivatives designated as
cash flow hedges and overfunded or unfunded pension obligation
adjustments. The following table illustrates our OCI activity during
2007, 2006 and 2005.

Iny millions 2007 2006 2005
Cash flow hedges:
Net derivative unrealized gains
arising during the period
(net of $7 and $3 in taxes) $— $11 $5
Less reclassification of realized
gains included in income
(net of $3, $1 and $4 in taxes) %) {n (7
Over funded (unfunded}
pensicn obligation (net of $16, $7
and $3 in taxes} 24 11 (%
Total $19 $21 $(7)




Earnings Per Common Share

We compute basic sarnings per common share by dividing our
income available to common shareholders by the daily weighted
average number of commaon shares outstanding. Diluted earnings
per common share reflect the potential reduction in earnings per
commeoen share that could occur when potentially dilutive comman
shares are added to common shares outstanding,

We derive our potentiably dilutive common shares by calcu-
lating the number of shares issuable under restricted stock,
restricted stock units and stock options. The future issuance of
shares underlying the restricted stock and restricted stock units
depends on the satisfaction of certain performance criteria. The
future issuance of shares underlying the outstanding stock options
depends on whether the exercise prices of the stock options are
less than the average market price of the common shares for the
respective periods. There were no material antidiiutive options in
2007, 2006 or 2005, The following table shows tha calculation of
our diluted earnings per share for the periods presented if
performance units currently earned under the plan ultimately vest
and if stock options currently exercisable at prices below the
average market prices are exercised,

In millions 2007 2008 2005
Denemitnator for basic earnings

per share™ 77.1 77.6 77.3
Assumed exercise of potential

commeon shares .3 0.4 0.5
Denominator for diluted earnings

per share 77.4 78.0 77.8

B Datly veeighted average shares outstanding.
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Regulatory Assets and Liabilities

We have recorded regulatory assats and liabilities in our canscli-
dated balance sheets in accordance with SFAS 71. Our regulatory
assets and liahilities, and associated liabilities for our unrecovered
PRP costs, unrecovered ERC and the associated assets and liabil-
ities for our Elizabethtown Gas hedging program, are summarized
in the following table.

December 31,

In millions 2007 2006
Regulatory assets
Unrecovered PRP costs %285 $274
Unrecovered ERCY 158 170
Elizabethtown Gas hedging program — 16
Unrecovered postretirement benefit costs 12 13
Unrecovered seasonal rates 11 11
Unrecovered PGA 23 14
Other . 23 20
Total regulatory assets ) 512 518
Associated assets
Elizabethtown Gas hedging program o 4 —
Total regulatory and associated assets $516 $518
Repulatory liabilities
Accumulated removal cosis %169 $i62
Elizabethtown Gas hedging program 4 —
Unamorlized investment tax credit 16 18
Deferred PGA 28 24
Regulatory tax liability 20 22
QOther 19 18
Total regulatory liabilities 256 244
Associated liabilities
PRP costs 245 237
ERC™ 96 87
Elizabethtown Gas hedging program — 16
Total asscciated liabilities 341 340
Total regulatory and associated liabilities  $597 $584

U For a discussion of ERC, see Note 7.

Qur regulatory assets are recoverable through either rate riders
or base rates specifically auvihorized by a state reguiatory
commission. Base rates are designed to provide both a recovery of
cost and a return on investment during the period rates are in
effect. As such, all our regulatary assets are subject to review by the
respective state regulatory commission during any iuture rate
proceedings. In the event that the provisions of SFAS 71 were no
longer applicable, we would recognize a write-off of net regulatory
assets (regulatory assets less regulatory liabilities) that would result
in a charge to net income, and be classified as an extraordinary
item. Although the natural gas distribution industry is becoming
increasingly competitive, our utility operations continue to recover
their costs through cosi-based rates eslablished by the state
regulatory commissions, As a result, we believe that the accounting
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prescribed under SFAS 71 remains appropriate, It is also our
opinion that all regulatory assets are recoverable in future rate
proceadings, and therefore we have not recorded any regulatory
asseis that are recoverable but are not vet included in base rates
or contemplated in a rate rider.

All the regulatory assets included in the preceding table are
included in base rates except for the unrecovered PRP cests, unre-
covered ERC and the deferred PGA, which are recovered through
specific rate riders on a dollar for dollar basis. The rate riders that
authorize recavery of unrecovered PRP costs and the deferred PGA
include both a recovery of costs and a return on investment during
the recovery period. We have two rate nders that authorize the
recovery of unrecovered ERC. The ERC rate rider for Atlanta Gas
Light cnly allows for recovery of the costs incuired and the recov-
ery period occurs over the five years after the expense is incurrad,
ERC associated with the investigation and remediation of
Elizabethtown Gas remediation sites located in the state of
New Jersey are recovered under a remediation adjustment clause
and include the carrying cost on unrecovered amounts not currently
in rates. Elizabethtown Gas' hedging program asset and liability
reflect unrealized losses or gains that will be recovered from or
passed to rate payers through the PGA on a dollar for dollar basis,
once the losses or gains are realized. Unrecovered postretirement
benefit costs are recoverable through base rates over the next 6 to
25 years based on the remaining recovery period as designated by
the applicable state regulatory commissicns. Unrecovered seasanal
rates reflect the difference between the recognition of a portion of
Atlanta Gas Light's residential base rates revenues on a straight-line
basis as compared o the cotlection of the revenues over a seasonal
pattern. The unrecovered amounts are fully recoverable through
base rates within one year.

The regulatory liabilities are refunded to ratepayers through a
rate rider or base rates. If the regulatory liability is included in base
rates, the amount is reflected as a reduction to the rate base in
setting rates,

Pipeline Replacement Program

Atlanta Gas Light The PRP, ordered by the Georgia Commissian to
be administered by Atlanta Gas Light, requires, among other things,
that Atlanta Gas Light replace all bare steel and cast iron pipe in
its system in the state of Georgia within a 10-year period beginning
October 1, 1998, Atlanta Gas Light identified, and provided notice
to the Georgta Commission of 2,312 miles of pipe to he replaced.
Atlanta Gas Light has subsequently identified an additional
320 miles of pipe subject to replacement under this program. If
Atlanta Gas Light does not perform in accordance with this order,
it will be assessed certain nonperformance penalties.

The order also provides for recovery of all prudent costs
incurred in the performance of the program, which Atlanta Gas
Light has recorded as a regulatory asset, Atlanta Gas Light wiH

,‘72
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recover from end-use customers, through billings to Marketers, the
costs related to the program net of any cost savings from the
program. All such amounts will be recovered through a combina-
tion of straight fixed variable rates and a pipeline replacement
revenue rider. The regulatory asset has two components:

+ the costs incurred to date that have not yet been recovered
through the rate rider
+ the future expected costs to be recovered through the rate rider

On June 10, 2005, Atlanta Gas Light and the Georgia
Commission entered into a Settlement Agreement that, among
other things, extends Atlanta Gas Light's PRP by five years to
require that all replacements be completed by December 2013.
The timing of replacements was subsequently specified in an
amendment to the PRP stipulation. This amendment, which was
approved by the Gecrgia Commission on December 20, 2005,
requires Atlanta Gas Light ta replace all cast iron pipe and 70% of
all bare steel pipe by December 2010. The rermaining 30% of bare
steel pipe is required to be replaced by December 2013,

Under the Settlement Agreement, base rates charged to cus-
tomers will remain unchanged through April 30, 2010, but Atlanta
Gas Light will recognize reduced base rate revenues of $5 million
on an annual basis through April 30, 2010, The five-year total
reduction in recognized base rate revenues of $25 million will be
applied to the allowed amount of costs incurred to replace pipe,
which will reduce the amounts recovered from customers under
the PRP rider, The Settlement Agreement also set the per customer
fixed PRP rate that Atlanta Gas Light will charge at $1.29 per cus-
terner per month from May 2005 through September 2008 and at
$1.95 from October 2008 through December 2013 and includes
a provision that allows for a true-up of any over- or under-recovery
of PRP revenues that may result from a difference between PRP
charges collected through fixed rates and actual PRP revenues rec-
ognized through the remainder of the program.

The Settlement Agreement also allows Atlanta Gas Light o
recover through the PRP $4 million of the $32 million capital costs
associated with its March 2005 purchase of 250 miles of pipeline
in central Georgia from Southern Natural Gas Company, a sub-
sidiary of £l Paso Corporation. The remaining capital cosls are
included in Atlanta Gas Light's rate base and collected through
base rates.

Atlanta Gas Light has recorded a long-term reguiatory asset
of $254 million, which represents the expected future collection
of hoth expenditures already incurred and expected future capital
expenditures to be incurred through the remainder of the program.
Atlanta Gas Light has also recarded a current asset of $31 miHion,
which represants the axpected amount to be callected from



customers over the next 12 months. The amounts recovered fram
the pipeline replacement revenue rider during the last three
years were:

* $27 million in 2007
» $27 million in 2006
* $26 miHion in 2005

As of December 31, 2007, Atlanta Gas Light had recarded a
current liability of $55 million, representing expected program
expenditures for the next 12 months and a long-term liability of
$190 million, representing expected program expenditures starting
in 2009 through the end of the program in 2013,

Atlanta Gas Light capitalizes and depreciates the capital
expenditure costs incurred from the PRP over the life of the assets.
Operation and maintenance cosis are expensed as incurred.
Recoveries, which are recorded as revenue, are based on a formula
that allows Atlanta Gas Light to recover operation and maintenance
costs in excess of those included in its current base rates, depre-
ciation expense and an allowed rate of return an capital expendi-
tures, In the near term, the primary financial impact to Atlanta Gas
Light from the PRP is reduced cash flow fram operating and invest-
ing activities, as the timing related to cost recovery does not match
the timing of when costs are incurred. However, Atlanta Gas Light
is altowed the recovery of carrying costs on the under-recovered
balance resulting from the timing difference.

Elizabethtown Gas In August 2006, the New Jersey Commission
issued an order adopting a pipeline replacement cost recavery rider
program for the repiacement of certain 8" cast iron main pipes and
any unanticipated 10"-12* cast iron main pipes infegral to the
replacement of the B" main pipes. The order allows Elizabethtown
Gas to recognize revenues under a deferred recovery mechanism for
cosfs to replace the pipe that exceeds a baseline amount of $3 mil-
fion. Elizabethtown Gas' recognition of these revenues could be
disallowed by the New Jersey Commission if its return on equity
exceeds the authorized rate of 10%. The term of the stipulation is
from the date of the order through December 31, 2008. Total
replacement costs through December 31, 2008 are expected to
be $17 miltion, of which $14 million will be eligible for the
deferred recovery mechanism. Revenues recognized and deferred
for recovery under the stipulation are estimated te be approximately
$1 million. All costs incurred under the program wiil be included
in Elizabethtown Gas' next rate case to be filed in 2009.

Use of Accounting Esfimates

The preparation of our financial statements in conformity with
GAAF 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
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assumptions that we believe to be reasonable under the circum-
stances, and we evaluate our estimates on an ongoing basis. Each
of our estimates involve complex situations reguiring a high degree
of judgment either in the application and interpretation of existing
literature or in the development of estimates that impact cur finan-
cial statements. The most significant estimates include our PRP
accruals, environmenta! liability accruals, uncollectible accounts
and other allowance for contingencies, pension and postretirement
obligations, derivative and hedging activilies and provisicn for
income taxes. Our actual results could differ from our estimates,

Accounting Developments

SFAS 157 In September 2006, the FASB issued SFAS 157, which
establishes a framework for measuring fair value and requires
expanded disclosures regarding fair value measurements.
SFAS 157 does not require any new fair value measurements,
However, it eliminates inconsistencies in the puidance provided in
previous accounting pronouncements.

SFAS 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007, and interim periods
within these fiscal years. Earlier application is encouraged,
provided that the reporting entity has not yet issued financial
statements for that fiscal year, including financial statements for
an interim period within that fiscal year. All valuation adjusiments
will be recognized as cumulative-effect adjustments to the opening
balance of retained earnings for the fiscal year in which SFAS 157
is initially applied. In December 2007, the FASB provided a one
year deferral of SFAS 157 for nonfinancial assets and nonfinancial
liabilities, except those that are recognized or disclosed at fair value
on a recurring basis, at least annually. We will adopt SFAS 157 on
January 1, 2008, for our financial assets and liahilities, which
primarily consists of derivatives we record in accordance with
SFAS 133, and on January 1, 2009, for gur nonfinancial assets and
liabilities. For our financial assets and liabilities, we expect that our
adoption of SFAS 157 will primarily impact our disclosures and
not have a material impact on our censolidated results of
operations, cash flows and financial position. We are currently
evaluating the impact with respect to our nonfinancial assets
and liabifities.

SFAS 159 In February 2007, the FASB issued SFAS 159 which is
effective for fiscal years beginning after November 15, 2007 but
is not required to be adopted. SFAS 159 establishes a framework
for measuring fair value for eligible financial assets and liabililies
with the intention of reducing earnings volatihly. We currently have
no financial assets or liabilities eligible for this treatment and have
no plans to adopt SFAS 159.

SFAS 160 In December 2007, the FASB issued SFAS 160, which
is effective for fiscal years beginning after December 15, 2008.
Early adopticn s prohibited. SFAS 160 will require us to present
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our minority interest, now to be referred to as a noncontrelling inter-
est, separately within the capitalization section of our consolidated
balance sheet. We will adopt SFAS 160 as of January 1, 2009.

FIN 39 was issued in March 1992 and provides guidance related
to offsetting payable and receivable amounts related to certain con-
tracts, including derivative contracts. It was effective for financial
statements issued for perieds beginning after December 15, 1993,

FSP FIN 39-1 was issued in April 2007 and is effective for us
on January 1, 2008. FIN 39-1 amends FIN 39 and allows a
company to elect to report certain derivative assets and liabilities
subject to master netting agreements on either a gross basis or net
basis on the balance sheet. The guidance alsc addresses reporting
of collateral amounts relating to the netting agreements. We enter
into derivative contracts, but FSP FIN 39-1 will not have a material
effect on our consclidated financial condition.

Note 2 Financial Instruments and Risk
Management

Financial nstruments

The carrying value of cash and cash equivalents, receivables,
accounts payable, other current liabilities, derivative assets, deriv-
ative liabilities and accrued interest approximate fair value. The
following table shows the carrying amounts and fair values of our
long-term debt including any current portions included in our
consolidated balance sheets,

in millians Carrying ameunt'? Eslirnaled fair value
As of December 31, 2007 $1,674 $1,710
As of December 31, 2006 1,633 1,716

M neiudes $11 million of medium-lerm netes reporied as short-term debt ia cur December 31,
2006, censolidated balance sheels,

The estimated fair values are determined based on interest
rates that are currently available for issuance of debt with similar
terms and remaining maturities. Considerable judgment is required
to develop the fair value estimates; therefore, the values are not
necessarily indicative of the amounts that could be realized in a
current market exchange. The fair value estimates are based on
information available to manzagement as of December 31, 2007.

Risk Management

Qur risk management activities are monitored by our Risk
Management Committee (RMC). The RMC consists of members of
senior management and is charged with reviewing and enforcing
our risk management activities, Our risk management policies limit
the use of derivative financial instrumenis and physical

I~

transactions within predefined risk tolerances associated with pre-
existing or anticipated physical natural gas sales and purchases
and system use and storage. We use the {cllowing derivative
financial instruments and physical transactions to manage
cammodity price, interest rate, weather and foreign currency risks:

» forward contracts

+ futures contracts

» options contracts

* financial swaps

* treasury locks

» weather dervative contracls

» storage and transportation capacity transactions
« foreign currency forward contracts

Inferest Rafe Swaps

To maintain an effective capital structure, our policy is to borrow
funds using a mix of fixed-rate and variable-rate debt. We entered
into interest rate swap agreements for the purpose of managing the
appropriate mix of risk associated with our fixed-rate and variable-
rate debt obligations. We designated these interest rate swaps as
fair value hedges in accordance with SFAS 133, We recard the gain
or loss on fair value hedges in earnings in the period of change,
together with the offselting loss or gain on the hedged item
attributable to the interest rate risk being hedged.

As of December 31, 2007, a notional principal amount of
$100 million of these interest rate swap agreements effectively
converted the interest expense associated with a portion of our sen-
ior notes from fixed rates to variable rates based on an interest rate
equal io the LIBOR plus a 3.4% spread. The flcating rate for our
interest rate swap as of December 31, 2007 was 8.8% and was
9.0% as of December 31, 2006, The fair values of our interest
rate swaps were reflected as a lang-term liability of $2 million al
December 31, 2007, and $6 million at December 31, 2006, For
more information on our senior notes, see Note G,

Treasuty Locks

In August 2007, we executed a treasury-lock agreement covering
a notional amount totaling $125 million to hedge the interest rate
risk associated with our $125 million senior notes offering in
December 2007. The 10-year treasury interest rate was locked in
at a weighted average rate of 4.5%.

in December 2007, this treasury-lock agreement settled and
we paid $5 million with our $125 millien senior note issuance.
The $5 million is included in our OCI, net of $2 millign of income
taxes, and will be amortized over the remaining life of the senior
notes {through July 2016) as interest expense.



Commodily-related Derivative Instruments

Elizabethtown Gas In accordance with a directive from the New
Jersey Commission, Elizabethtown Gas enters into derivative
transactions to hedge the impact of market fluctuations in natural
gas prices. Pursuant to SFAS 133, such derivative transactions are
marked to market each reporting period. In accordance with
regulatory requirements, realized gains and lossas related to these
derivatives are reflected in purchased gas costs and wtimately
inctuded in billings to customers., As of December 31, 2007,
Elizabethtown Gas had entered into NYMEX futures contracts to
purchase approximately 1.2 Bef of natural gas and over-the-counter
swap contracts with 3 counterparties to purchase approximately
8.1 Bcf of natural gas, Approximately 84 % of thase contracts have
durations of ane year or less, and none of these contracts extends
beyond October 2009, The fair values of these derivative
instruments were reflected as a current asset and lability of
$4 million at December 31, 2007 and $16 million at
December 31, 2006. For mare information on our regulatory assets
and liabilities see Note 1.

SouthStar Commodity-related derivative financial instruments
(futures, options and swaps) are used by SouthStar to manage
exposures arising from changing commodity prices. SouthStar's
objective for holding these derivatives is to utilize the most effec-
tive method o reduce or eliminate the impact of this exposure. We
have designated a portion of SouthStar's derivative transactions as
cash flow hedges under SFAS 133. We record derivative gains or
losses arising from cash flow hedges in OC| and reclassify them
inta earnings in the same period as the setttement of the underlying
hedged item. We record any hedge ineffectiveness, defined as when
the gains or losses on the hedging instrument do not offset and are
greater than the losses or gains on the hedged item, in cost of gas
in our statement of consolidated income in the period in which it
occurs. SouthStar currently has minimaf hedge ineffectiveness. We
have not designated the remainder of ScuthStar's derivative instru-
ments as hedges under SFAS 133 and, accordingly, we record
changes in their fair value in earnings in the period of change.

At December 31, 2007, the fair values of these derivatives
were reflected in our consolidated financial staterments as a current
asset of $12 million and a current Lability of $2 million repre-
senting a net position of 0.1 Bet,

SouthStar also enters into both exchange and over-the-counter
derivative transactions to hedge commoeodity price risk. Credit risk
is mitigated for exchange transactions through the backing of the
NYMEX member firms. For over-the-counter transactions,
SouthStar utilizes master netting arrangements to reduce overall
credit risk. As of December 31, 2007, SouthStar's maximum expo-
sure to any single gver-the-counter counterparty was $14 million.

Sequent We are exposed to risks associated with changes in the
markei price of natural gas. Sequent uses derivative financial
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instruments to reduce our exposure to the risk of changes in the
prices of natural gas. 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 cuirent unrealized gains or losses on open
contracts, We use external market quotes and indices to value
substantially all the financiat instruments we use.

We mitigate substantially all the commuodity grice risk associ-
ated with Sequent's natural gas portfolio by locking in the eco-
nomic margin at the time we enter into natural gas purchase
transactions for aur stored natural gas. We purchase natural gas
for storage when the difference in the current market price we pay
to buy and transport natural gas plus the cost to store the natural
gas is less than the markel price we can receive in the future,
resulting in a positive net operating margin, We use NYMEX futures
contracts and other over-the-counter derivatives to sell natural gas
at that future price to subslantially lock in the operating margin
we will ultimately realize when the stored natural gas is actually
sold. These futures contracts meet the definition of derivatives
under SFAS 133 and are recorded at fair value and marked to mar-
ket in our cansolidated balance sheets, with changes in fair value
recorded in earnings in the period of change, The purchase, trans-
portation, storage and sale of natural gas are accounted for on a
weighted average cost or accrual basis, as appropriate rather than
on the marik-to-market basis we utilize for the derivatives used to
mitigate the commodity price risk associated with our storage port-
folio. This difference in accounting can result in volatility in our
reported earnings, even though the economic margin is essentially
unchanged from the date the transactions were consummated.

At December 31, 2007, Sequent's commodity-related deriv-
ative financial instruments represented purchases {long) of 605 Bcf
and sales {short} of 576 Bef with approximately 91% of purchase
instruments and 93% of the sales insiruments are scheduled to
malure in less than 2 years and the remaining 9% and 7%, respec-
tively, in 3 to 9 years. At December 31, 2007, the fair values of
these derivatives were reflected in our consolidated financial state-
menks as an asset of $70 million and a liability of $13 million.
Sequent recorded net unrealized losses related to changes in the
fair value of derivative instruments utilized in its energy marketing
and risk management activities and contract settlement of $62 mil-
lion during 2007, $132 million of unrealized gains during 2006
and $30 millicn of unrealized losses during 2005,

Weather Derivatives

In 2007 and 2006, SouthSiar entered into weather denvative con-
tracts as economic hedges of operating margins in the event of
warmer-than-normal weather in the heating season, primarily from
November through March. ScuthStar accounts for these contracts
using the intrinsic value method under the guidelines of
EITF 99-02. SouthStar recorded current assets for this hedging
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activity of $5 million at Dacember 31, 2007 and $7 million at
December 31, 2006.

Cencentration of Credit Risk

Atflanta Gas Light Concentration of credit risk occurs al Atlanta
Gas Light for amounts billed for services and other costs to ifs cus-
tamers, which consist of 12 Marketers in Georgia. The credit risk
exposure to Marketers varies seasonally, with the lowest exposure
in the nonpeak summer months and the highest exposure in the
peak winter months. Marketers are responsible for the retail sale of
natural gas to end-use customers in Georgia. These retail functions
inciude customer service, billing, collecticns, and the purchase
and sale of natural gas. Atlanta Gas Light’s tariff allows it to obtain
security support in an amount equal to a minimum of two times a
Marketer's highest month's estimated bill from Atlanta Gas Light.

Wholesale Services Sequent has a concentration of credit risk for
services it provides to marketers and to utility and industrial coun-
terparties. This credit risk is measured by 30-day receivable expo-
sure plus forward expasure, which is generally concentrated in 20
of its counterparties. Sequent evaluates the credit risk of its coun-
terparties using a S&P equivalent credit rating, which is determined
by a process of converting the lower of the S&P or Moody’s rating o
an internal rating ranging from 9,00 to 1.00, with 9.00 being equiv-
alent to AAAfAaa by S&P and NMoody's and 1.00 being equivalent to
D or Default by S&P and Maoody's. For a customer without an exter-
nal rating, Sequent assigns an internal rating based on Sequent's
anaiysis of the strength of its financial ratios, At December 31,
2007, Sequent’s top 20 counterparties represented approximately
53% of the total credit exposure of $366 miillion, derived by adding
together the top 20 counterparties’ exposures and dividing by the
tota! of Sequent’s counterparties’ exposures. Sequent's counterpar-
ties or the counterparties’” guarantors had a weighted average S&P
equivalent rating of A- at December 31, 2007.

The weighted average credit rating is obtained by multiplying
each customer’s assigned internal rating by its credit exposure and
then adding the individual results for ail counterparties. That total
is divided by the aggregate total exposure. This numeric value is
converted to an S&P equivalent.

Sequent has established credit policies to determine and
monitor the creditworthiness of counterparties, including
requirements for posting of collateral or other credit security, as
well as the qualiky of pledged collateral. Collateral or credit security
is most often in the form of cash or letters of credit from an
investment-grade financial institution, but may also include cash
or U.S. Government Securities held by a trustee. When Sequent is
engaged in more than one outstanding derivative transaction with
the same counterparty and it also has a legally enforceable neiting
agreement with that counterparty, the “net” mark-to-market
exposure represents the netting of the positive and negative
exposures with that counterparty and a reasonable measure

~
o))

of Sequent's credit risk. Sequent also uses other netting
agreements with certain counterparties with which it conducts
significant transactions,

All activities associated with price risk management activities
and derivative instruments are included as a component of cash
flows from operating activities in our consolidated statements of
cash flows. Cur derivatives not designated as hedges under
SFAS 133, included within operating cash flows as a source {use)
of cash was $62 million in 2007, $(132) million in 2006, and
$30 million in 2005.

Note 3 Employee Benefit Plans

Pension Benefits

We sponsor two tax-qualified defined benefit retirement plans for
our eligible employees, the AGL Resources Inc. Retirement Plan
{AGL Retirement Plan) and the Employaes' Retirement Plan of NUi
Corperation (NU| Retirement Plan). A defined benefit pian
specifies the amount of benefits an eligible participant eventually
will receive using information about the participant.

We generally calculate the benefits under the AGL Retirement
Plan based on age, years of service and pay. The benefit formula
for the AGL Retirement Plan is a career average earnings formuia,
except for participants who were employees as of July 1, 2000,
and who were at least 50 years of age as of that date. For thoss
participants, we use a final average earnings benefit formula, and
will continue to use this benefit formula for such participants until
June 2010, at which time any of those participants who are
still active will accrue future benefits under the career average
earnings farmula.

The NUI Retirement Plan covers substantially all of NUI's
amployees who were employed on or before December 31, 2005,
except Florida City Gas union empfoyees, who participate in a
union-sponsored multiemployer plan. Pension benefits are based
on years of credited service and final average compensation.

Effective with our acquisition of NUI in November 2004, we
became sponsor of the NUI Retirement Plan. Throughout 2005, we
maintained existing benefits for NUI employees, including partic-
ipation in the NUI Retirement Plan. Beginning in 2006, eligible
participants in the NUI Retirement Plan became eligible to par-
ticipate in the AGL Retirement Plan and the benefits of those par-
ticipants under the NU| Retirement Flan were frozen as of
December 31, 2005, resulting in a $15 millien reduction to the
NU{ Retirement Plan's projected benefit obligation as of
December 31, 2005, Participants in the NUI Retirement Plan have
the option of receiving a lump sum distribution upan retirement
for ali benefits earned through December 31, 2005, This resulted
in settlement payments of $12 million and an immaterial setlle-
ment loss. This option is not permitted under the AGL Retirement
Plan, except for accrued benefits valued at less than $10,000.
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SFAS 158 In September 2006, the FASB issuad SFAS 158, which we adopted prospectively on December 31, 2006. SFAS 158 requires
that we recognize all obligations related to defined benefit pensiens and other postretirement benefits. This statement requires that we
quantify the plans’ funding status as an asset or a liability on our consolidated balance sheets.

SFAS 158 further reguires that we measure the plans' assets and obligations that determine our funded status as of the end of the
fiscal yzar. We are aiso required to recognize as a component of QCI the changes in funded status that cccurred during the year that are not
recognized as part of net periodic benefit cost as explainad in SFAS 87, or SFAS 106.

Based on the funded status of our defined benefit pension and postretirement benefit plans as of December 31, 2007, we reported a
gain to our OCI of $24 million, a net decrease of $40 million to accrued pension and postretirement obligations and an increase of $16 mil-
lion to accumulated deferred income taxes. Our adoption of SFAS 158 on December 31, 2006, had no impact on aur earnings. The follow-
ing tables present details about our pension plans.

AGL Retirement Flan NUI Retirement Plan
In millions Dec. 31, 2007 Dec. 31, 2006 Dec. 31,2007  Dec, 31, 2006
Change in benefit ebligation
Benefit obligation al beginning of year $368 $359 $86 $105
Service cost 7 7 —
laterest cost 21 20 9 5
Settlement loss — — — 1
Settlement payments — — — {12}
Actuarial loss {gain} (23) 2 )] {7)
Benefits paid (20) ) (8} {6)
Benefit obligation at end of year $353 $368 $74 $ 86
Change in plan assets
Fair value of plan assets at beginning of year $303 $286 372 $ 85
Actual return on plan assets 30 31 6 4
Emptoyer contribution — 6 — 1
Settlement payments — — — (12}
Benefits paid (20) (20} (8 (6}
Fair value of plan assets at end of year $313 $303 $70 $ 72
Amounts recognized in the statement of
financial position consist of
Prepaid benefit cost $ — $ — $ - $ —
Accrued benefit liabifity (40) (65) (4) (14}
Accumulated OCI — — - —
Net amount recognized at year end"™ $ {400 $ (65) ' % (4} ${14)

W As of December 31, 2007, the AGL Retirement Plan had curent liabilities of $1 million, nencurrent liabilities of $33 million and no noncurrent assels. The NUI Retirement Plan had $4 milhen of
noncurient liabilities and ao nancurrent assets ar currerd liabilities. As of December 31, 20086, the AGL Retirement Plan had current fiabifities of 1 millien, non-current liabilities of $64 milfien and
no agn-current assets. The NUI Retirement Plan had $14 million of non-current liabilities and no current assels or current liabilities as of Oecember 31, 2006.
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The accumutlated benefit obligation (ABO}Y and other infarmation for the AGL Retirement Plan and the NUI Retirement Plan are set forth in

the following table.

AGL Retirement Flan NUE Retirernent Plan

In mllions Dec. 31, 2007 Dec, 31, 2006 Des. 31, 2007 Dec. 31, 2006
Projected benefit abligation $353 - $368 $74 $86
ABCG 337 352 74 86
Fair value of plan assets 313 303 70 72
Increase in minimum liability included in OCI nfa 13 n/a —
Compenents of net periodic benetit cost

Service cost $ 7 $ 7 $— $—
knterest cost 21 20 5 5
Expected return on plan assots (25} {24} (&) 7
Net amortization (1} {1} (1) (1)
Recognized actuarial loss 7 9 — —
Net annual pension cost $ 9 $ 11 $ (2) $(3)

There were no other changes in plan assets and benefit
obligations recognized for the AGL and NUI Retirement Plans for
the year ended December 31, 2007.

The 2008 estimated OC| amortization and expected refunds
for the AGEL and NU{ Retirement Plans are sat forth in the fcllow-
ing table.

Retiremenl Plan

In millions AGL NU1
Amortization of transition obligation ' $— $—
Amortization of prior service cost (1] (1)

Amortization of net loss 3 —
Refunds expected . —

The following table sets forth the assumed weighted average
discount rates and rates of compensation increase used to deter-
mine berefit obligations at December 31.

AGL and NUI Retirement Plans

2007 2006
Discount rate 6.4% 5.8%
Rate of compensation increase 3.7% 4.0%

We consider a number of factors in determining and salecting
assumptions for the overall expected long-term rate of return on
plan assets. We cansider the histarical long-term return experience
of our assets, the current and expected allocalion of our plan
assets, and expected long-term rates af return. We derive these
expected leng-term rates of return with the assistance of our invest-
ment advisars and generally base these rates on a 10-year horizon
for various asset classes, our expected investments of plan assets
and active asset management as opposed to investment in 2 pas-
sive index fund. We base our expected allocation of plan assets ¢n
a diversified portfolio consisting of domestic and international
equity securities, fixed income, real estate, private equity securi-
ties and alternative asset classes.

The following tables present the assumed weighted average
discount rate, expected return on plan assets and rate of campen-
sation increase used to determine net periedic benefit cost at the
beginning of the period, which was January 1.

AGL Retirement Plan

_._Boor 2006 2005
Discount rata 5.8% 5.5% 5.8%
Expected return on plan assets 9.0% 8.8% 8.8%
Rate of compensation increase 3.7% 4.0% 4.0%

NUI Retirement Plan

2007 2005 2605
Discount rate 5.8% 5.5% h.8%
Expected return on plan assets 9.0% 8.8% 8.5%
Rate of compensation increase —% —%  4.0%

We consider a variety of factors in determining and selecting
our assumptions for the discount rate at December 31. We consider
certain market indices, including Moody's Corporate AA fong-term
bond rate, the Citigroup Pension Liability rate our actuaries model
and our own payment stream based on these indices to develop
our rate. Consequently, we selected a discount rate of 6.4% as of
December 31, 2007, following cur review aof these various factors.

Qur actual retirement plans’ weighted average asset alloca-
tions at December 31, 2007 and 2006 and our target asset allo-
cation ranges are as follows:

Target Rarge AGL Retirernent Plan

Asset Mlocation 2007 2006
Equity 30% - 80% 68% G67%
Fixed income 10% - 40% 25% 25%
Real estate and other 10% - 35% 3% 8%
Cash 0% - 10% A% —%




Target Range NUI Retirement Plan

Asset Allocation 2007 2006
Equity 30% - 80% 71% 68%
Fixed income 10% - 40% 27% 26%
Real estate and other 10% - 35% 2% 3%
Cash 0% - 10% —% 3%

The Retirement Flan Investment Commitiee (the Committee)
appointed by our Board of Directors is responsible for overseeing
the investments of the retirement plans. Further, we have an
Investment Policy {the Policy} for the retirement plans that aims to
preserve the retirement plans’ capital and maximize investment
earnings in excess of inflation within acceptahle levels of capital
market volatility. To accomplish this goal, the retirement plans'
assets are actively managed to optimize long-ferm return while main-
taining a high standard of portfolio quality and proper diversification.

The Policy's risk management strategy establishes a maximum
tolerance for risk in terms of volatility to be measured at 75% of the
volatility experienced by the S&F 500, We will continue to diversify
retirernent plan investments te minimize the risk of large losses in
a single asset class. The Policy’s permissible investments include
domestic and international equities {inciuding convertible securities
and mutual funds), domestic and international fixed income
(corporate and U.S, government obligations), cash and cash
equivalents and other suitable investiments. The asset mix of these
permissible investments is maintained within the Policy's target
aliocations as included in the preceding tables, but the Committee
can vary atlocations between various classes or investment managers
in order to improve investment resulits.

Equity market performance and corporate bond rates have a
significant effect on our reported unfunded ABO, as the primary
factors that drive the value of our unfunded ABQ are the assumed
discount rate and the actual return on plan assets. Additionally,
equity market performance has a significant effect on our market-
related value of plan assets (MRVPA), which is a calculated value
and differs from the actual market value of plan assets. The MRVPA
recognizes the difference between the actual market value and
expected market value of our plan assels and is determined by our
actuaries using a five-year moving weighted average methodology.
Gains and losses on plan assets are spread through the MRYPA based
on the five-year moving weighted average methodology, which affects
the expected return on plan assets component of pension expense.

Our employees do not contribute to the retirement plans. We
fund the plans by centributing at least the minimum amount
required by applicable regulations and as recommended by our actu-
ary. However, we may also contribute in excess of the minimum
required amount. We calcuiate the minimum amount of funding
using the projected unit credit cost method. The Pension Protection
Act (the Act) of 2006 contains new funding reguirements for
single employer defined benefit pension plans. The Act establishes
a 100% funding target for plan years beginning after December 31,
2007. However, a delayed effective date of 2011 may apply if the
pension plan meets the following targets: 92% funded in 2008;
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94% funded in 2009; and 96% funded in 2010. In October 2006
we made a voluntary contribution of $5 million to the AGL
Resources Ing. Retirement Plan, No contribution was required for
the qualified plans in 2007, and we did not make a contribution.
Further, no contribution is required for the qualified plans in 2008.

Postretirement Benefits

Until January 1, 2006, we sponsored two defined benefit postre-
tirement health care plans for cur eligible employees, the AGL
Resources Inc. Postretirement  Health Care Plan  (AGL
Paostretirement Plan) and the NUI Corporation Postretirement
Health Care Plan (NUI Postretirement Plan}, which we acquired
upon our acquisition of NUI. Eligibility for these benefits is based
on age and years of service.

The NUI Postretirement Plan provided certain medical and
dental health care henefits to retirees, other than retirees of Florida
City Gas, depending an their age, years of sarvice and start date.
The NUI Postretirement Plan was contributory, and NUI funded a
portion of these future benefits through a Voluntary Employees’
Beneficiary Association. Effective July 2000, NUI na longer offered
postretirement benefits other than pension for any new hires. In
addition, NU| capped its share of costs at $500 per participant
per month for retirees under age 65, and at $150 per participant
per month for retirees over age 65, At the beginning of 2006, eli-
gible participants in the NUI Postretirement Plan became eligible
te participate in the AGL Postretirement Plan and all participation
in this plan ceased, effective January 1, 2006.

The AGL Postretirement Plan covers all eligible AGL Resources
employees who were employed as of June 30, 2002, if they reach
retirement age while working for us. The state regulatory commissions
have approved phase-ins that defer a partion of other postretirement
benefits expense for future recovery, We recorded a regulatory asset
for these future recoveries of $12 million as of December 31, 2007
and $13 miltion as of December 31, 2006. In addition, we recorded
a regulatory liability of $4 million as of December 31, 2007 and
$4 million as of December 31, 2006 for our expected expenses
under the AGL Postretirement Plan, We expect to pay $7 million of
insurance claims for the postretirerment plan in 2008, but we do not
anticipate making any additional contributions.

Effective December 8, 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 was signed into {aw.
This act provides for a prescription drug benefit under Medicare
{Part D) as well as a federal subsidy to sponsors of retiree health
care benefit plans that provide a bengfit that is at least actuarially
equivalent to Medicare Part D.

Cn July 1, 2004, the AGL Postretirement Plan was amended
to remove prescription drug coverage for Medicare-eligible retirees
effective January 1, 2006. Certain grandfathered NUI retirees par-
ticipating in the NUi Postretirement Plan will continue receiving a
prescription drug benefit through seme period of time. Medicare-
eligible participants receive prescription drug benefits through a
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Medicare Part D plan offered by a third party and to which AGL
subsidizes participant premiums. Medicare-eligible retirees who
opt out of the AGL Postretirement Plan are eligible to receive a
cash subsidy which may be used towards eligible prescription drug
expenses, The following tables present details about our post-
retirement henefits.

AG. Postretirement Plan

In milliens. Dec, 31, 2007 Dec. 31, 2006
Change in benefit obligation
Benefit abligation

at beginning of year $95 $107
Service cost 1 1
Interest cest 6 5]
Actuarial {gain) loss —_ {9}
Benefits paid (8) {(9)
Benefit obligation at end of year $94 $ 95

Change in plan assefs
Fair value of ptan assets

at beginning of year $63 $ 59
Actuzl return on plan assets 7 D
Employer contribution g 8
Benefits paid (8) {9
Fair value of plan assets

at end of year $70 $ 63
Amounts reccgnized in

the statement of financial

position consist of
Prepaid benefit cost $ — $ —

Accrued benefit liabiity (24) (32)
Accumulated OG1 — —
Net amount recognized

at year end® ${24) $ (32

'irfs of December 31, 2007 and 2006, the AGL Postietirement Plen had $24 millien and $32
millign of noncurrent liabilities, respectively, and no noncurrent assets or curren labilities.

The following table presents details on the components of our
net periodic benefit cost for the AGL Postretirement Plan at the
balance sheet dates.

n millions 2007 2006
Service cost $1 $1
Interest cost 6 5
Expected return an plan assefs (9) 4y
Amaortization of prior service cost (4) 4)
Recognized actuarial loss 1 1
Net periodic postretirement benefit cost (1) $ ()

Lx

There were no other changes in plan assets and benefit
cbligations recognized fer the AGL Postretirement Plan for the year
ended December 31, 2007. The 2008 estimated OC! amortiza-
tien and refunds expected for the AGL Postretirement Plan are set
forth in the following table.

in rillions . 2008
Amortization of transition obligation $—
Amortization of prior service cost (4}

Amortizaticn of net loss -
Refunds expected —

The following table sets forth the assumed weighted average
discount rates and rates of compensation increase used to deter
mine benefit obligations for the AGL postretirement plans at
December 31.

2007 _g(iﬁg
Discount rate 6.4% 5.8%
Rate of compensation increase 37%  4.0%

The following table presents our weighted average assumed
rates used to determine benefit obligations at the beginning of the
periad, January 1 for the AGL Postretirement Plan and December 1
for the NUI Postretirement Plan, and our weighted average
assumed ratas used to determing net periodic benefit cost at the
beginning of this same period.

AGlL NUL
Poslretirement Plan Postrelitement Plan
2007 2006 2005 2008
Discount rate -
benefit abligation 6.4% 5.8% 5.5% 5.5%
Discount rate —
net periadic
benefit cost 5.8% b5.5% 58% h.8%
Expected return
on plan assets 9.0% 8.5% 88% 3.0%
Rate of compensation
increase 3.7% 4.0% 4.0% —

U The NI Postrelirernent Plan was terminaled and eligible former participants became
eligible to participate i the AGL Postretirement Plan on January 1, 2006,

Far information on the discount rate assumptions used for our
postretirement plans, see the discussion contained in this Note 3
under the caption “Pension Benefits.”

We consider the same facfors in determining and selecting
our assumptions for the overali expected [ong-ferm rate of return on
plan assets as those considered in determining and selecting the
overall expected long-term rate of return on plan assets for our
retirement plans. For purposes of measuring owr accumulated



postretirement benefit obligation, the assumed pre-Medicare and
post-Medicare health care inflation rates are as follows:

AGL Postretirement Plan
Pre-medicare cost Post-medicare cost

Assumed health care cost trend {pre-65 years old) (post-65 years old]

rates at Decernber 31, 2007 2006 2007 2006
Health care costs trend rate

assumed for next year 2.5% 25% 25% 25%
Rate to which the cost trend

rate gradually declines 25% 25% 25% 25%
Year that the rate reaches the
ultimate trend rate NfA N/A M/A N/A

Effective January 2006, our health care trend rates for the
AGL Postretirement Plan was capped at 2.5%. This cap limits the
increase in our contributions to the annual change in the consumer
prica index (CP1). An annual CPl rate of 2.5% was assumed for
future years.

Assumed health care cost trend rates impact the amounts
reporied for our health care plans. A one-percentage-point change
in the assumed health care cost trend rates would have the fol-
fowing effects for the AGL Postretirement Plan and the NI
Postretirerent Pian, ’

AGL Postretiremenl Plan
Ong-Percentage-Peint

In miltions Inceease Decrsase
Effect on total of service and interest cost $— b
Effect on accumulated postretirement

benefit obligation 4 {4}

Our investment policies and strategies for our postretirement
plans, including target allocation ranges, are similar to those for our
retiremnent plans. We fund the plans annually; retirees contribute
20% of medical premiums, 50% of the medical premium for
spousal coverage and 100% of the dental premium. Our postretire-
ment plans weighted average asset allocations for 2007 and 2006
and our target asset allocation ranges are as follows.

Target Assat

in miilions allacatian ranges 2007 2006

Equity 30% - BD% 73% 66%
Fixed income 10% — 40% 26% 32%
Real estate and ather 10% - 35% —% —%
Cash 0% ~ 10% 1% 2%

The following table presents expected benefit payments cov-
ering the periods 2008 through 2017 fer our retirement plans and
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postretirement health care plans. There will be benefit payments
under these plans beyend 2017.

For the years ended Dec, 31, AGL NUI AGL
{in millions) Retirement Plan  Retirement Plan  Postrelicement Plan
2003 $20 $6 ¥
2009 20 6 7
2010 20 6 7
2011 20 6 7
2012 21 6 7
2013 - 2017 116 29 36

The following table presents the amounts not yet reflected in
net periodic benefit cost and included in accumulated OCI as of
December 31, 2007

AGL reul AGL
In millions Retirement Plan  Retirement Fian  Poshictirement Plan
Transition obligation $ — $ — $ 1
Prior service credit (8} (13} (21)
Net loss (gain) 70 (7} 13
Accumulated QCI 62 (20} (N

Net amount recognized

in statement of

financial position (40) {4} (24}
Cumulative employer

contributions in excess

of net perindic benefit cost

{accrued) prepaid $ 22 $(24) $(31)

There were no other changes in plan assets and benefit abli-
gations recognized in the AGL and NUI Retirement Pians or the
AGL Postretirement Plan for the year ended December 31, 2007.

Employee Savings Plan Benefits

We sponsor the Retirement Savings Plus Plan (RSP}, a defined
contribution benefit plan that allows eligible participanis to make
contributions to their accounts up to specified limits, Under the
RSP, we made malching contributions to participant accounts in
the following amounts:

* $6 million in 2007
= $6 million in 2006
* $5 million in 2005

We also sponsor the Nonqualified Savings Plan {NSP), an
unfunded, nonqualified plan similar to the RSP, The NSP provides
an oppartunity for eligible employees who could reach the maxi-
muim contribution amount in the RSP to contribute additional
amounts for retirement savings, Our contributions to the NSP have
not been significant in any year.
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Note 4 Stock-based and Other Incentive Compensation Plans and Agreements

General

We currently sponsor the following stock-based and other incentive compensation plans and agreements:

Sheres issvable

upon exercise ol Shares issuahle
outstanding stock ardfor SARs
oplions andfor available for
SARs issuance!” Details

2007 Omnibus Performance 44,500 4,806,086 Grants of incentive and nonqualified stock

Incentive Plan options, stock appreciation rights (SARs), shares
of restricted stock, restricted stock units and per-
formance cash awards to key employees.

Long-Term Incentive Plan {1999) = 2,249 812 — Grants of incentive and nonqualified stock
options, shares of restricted stock and perform-
ance units to key employees.

Long-Term Stock Incentive Plan of 1990 91,061 — Grants of incentive and nonqualified stock
aptions, SARs and shares of restricted stock to
key employees.

Officer Incentive Plan 87,064 215,702 Grants of nonqualified stock options and shares of
restricted stock to new-hire officers.

2006 Non-Employee Directors not 189,107 Grants of stock to non-employee directors in

Equity Compensation Plan applicable connection with non-employee director compensa-
tion (for annual retainer, chair retainer and for ini-
tial election or appeintment).

1996 Non-Employee Directors 45,061 14,180 Grants of nonqualified stock options and stock to

Equity Compensation Plan non-employee directors in connection with non-
employee director compensation {for annual
retainer and for initial election or appointment).
The plan was amended in 2002 to eliminate the
granting of stock options,

Employee Stock Purchase Plan not 388,159 Nongualified, broad-based employee stock

applicable purchase plan for eligible employees

Stand-alone SARs 2,761 — Represents SARs that have been granted to key

employees under individual agreementis and are
seitled in cash.

& A5 of December 31, 2007
¥ Eolloving shareholder approval of the Ominibus Performance Incentive Plan, no further grants will be made except for 1eload options that may be granted under the plan’s nulstanding sptians.

1% Following shareholder appreval of the Leng-Term Incentive Plan {1999}, no further grants will be Made except for reload oplions thal may be granted under the plan's culstanding oplions.



Accounting Treatment and Compensation Expense

Effective January 1, 2006, we adopted SFAS 123R, using the mod-
ified prospective application transition method. Financial results for
the prior periods presented were not retroactively adjusted to reflect
the effects of SFAS 123R.

Prior to January 1, 2006, we accounted for our share-based
payment transactions in accerdance with SFAS 123, as amended
by SFAS 148. This allowed us to rely on APB 25 and related inter-
pretations in accounting for our stock-based compensation plans
under the intrinsic value method. SFAS 123R requires us to meas-
ure and recognize stock-based compensation expense in cur finan-
cial statements based on the estimated fair value at the date of
grant for our stack-based awards, which include:

= stock options

+ stock awards, and

» performance units {restricted stock units and performance
cash units)

Performance-based stock awards and performance units
centain market conditions. Stock options, restricted stock awards
and performance units also contain a service condition. In accor-
dance with SFAS 123R, we recognize compensation expense over
the requisite service periad for:

» awards granted on or after January 1, 2006 and
= unvested awards previously granted and outstanding as of
January 1, 2006

In addition, we estimate forfeitures over the requisite service
period when recognizing compensation expense. These estimates
are adjusted to the extent that actual forfeitures differ, or are
expected to materially differ, from such estimates.

In 2005, we did not record compensation expense related to
our stock option grants in our financial statements, which is
consistent with the APB 25 requirements. However, at the end of
each reporting period, we recorded compensation expense over the
requisite service periad for our other stock-based and performance
cash unit awards. The following table provides additional
information on compansation costs and income tax benefits refated
to our stock-based compensation awards. We recorded these
amounts in our consolidated statements of income for the years
ended December 31, 2007, 2006 and 2005.

In midlions 2007 2006 2005
Compensation costs $9 $9 $5
Income tax benefits 3 3 8
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Prior to our adoption of SFAS 123R, benefits of tax deduc-
tions in excess of recognized compensation costs were reported as
operating cash flows, SFAS 123R requires excess tax benefits tobe
reported as a financing cash inflow rather than as a reduction of
taxes paid. In 2007 and 2006, our cash flows from financing activ-
ities included an immaterial amount for recognized compensation
costs in excess of the benefits of tax deductions. In 2006, we
included $8 million of such benefits in cash flow provided by
operating activibies,

if stock-based compensation expense for the year endad
Becember 31, 2005 had been recorded based on the fair value of
the awards at the grant dates consistent with the method pre-
scribed by SFAS 123, which has been superseded by SFAS 123R,
our net income and earnings per share for the vear ended
December 31, 2005 would have been reduced to the amounts
shown in the following table.

In millions, except per share amounts L 2005
Net income, as reported $193
Deduct: Total stock-based employee

compensation expense determined

under fair value-based method for

all awards, net of related tax eftect 1
Pro-forma net income 4192
Earnings per share:

Basic — as reported $2.50
Basic — pro-forma $2.48
Diluted - as reported $2.48
Diluted - pro-forma $2.47

Incentive and Nongualified Stock Options

We grant incentive and nonqualified stock opfions with a sfrike
price equal to the fair market value on the date of the grant, “Fair
market value” is defined under the terms of the applicable plans
as the most recent closing price per share of AGL Resources com-
mon stock as reported in The Wall Street Journal, Stock options
generally have a three-year vesting period. Nenqualified options
generally expire 10 years after the date of granl. Participants real-
ize value from option grants oniy to the extent that the fair market
value of our common stock on the date of exercise of the option
exceeds the fair market value of the common stock on the date of
the grant. Compensation expense associated with stock options is
generally recorded over the option vesting pericd; however, for
unvested options that are granted to employees who are retirement-
eligible, the remaining compensation expense is recarded in the
current periad rather than over the remaining vesting period.

As of December 31, 2007, we had $4 million of total unrec-
ognized compensation costs related to stock options. These costs
are expected to ba recognized over the remaining average requisite
service period of approximately 2 years. Cash received from stack
option exercises for 2007 was $10 million, and the income tax

02
A
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benefit from stock option exercises was $3 million. The following tables summarize activity related to stock options for key employees and

non-employee directors,

Number Weighted average Vieighted average Aggregate intrinsic

Stock Optiens of options exercise price remaining life [in years} value {in millions}
Outstanding — December 31, 2004 2,174,072 $23.23 LT e o '
Granted 1,014,121 33.80
Exercised (846,465) 22.60
Forfeited (120,483} 32.38
Qutstanding — December 31, 2005 2,221,245 $27.79
Granted 914,216 35.81 g
Exercised {543,557) 24,69
Forfeited {266,418) 34.93 Lo
Qutstanding — December 31, 2006 2,325,486 $30.86 7.2
Granted 735,196 358.11 8.1
Exercised (361,385} 27.78 5.1
Forfeited (181,799) 36.75 8.3 )
OQutstanding — December 31, 2007 2,517,498 $33.28 7.1 12
Exercisable — December 31, 2007 1,102,536 $28.48 5.4 $10

Number of Weighled average Pleighted average remaining Weighled average

Unvested Slock Options

unvesied oplians

exercise price

vesting perict {in years)

lair value

Cuistanding — December 31, 2006 1,311,814 $35.03 18 %4735
Granted 735,196 39.11 2.1 4.90
Forfeited (181,759) 36.7% 1.3 4.88
Vested (450,249) 34.73 — 4.73
Qutstanding — December 31, 2007 1,414,962 $37.02 1.6 $4.82

information about cutstanding and exercisable options as of December 31, 2007, is as follows.

Qptions cutstanding

Qplions Exercisable

Number

Weighled averape

Number Weighted average remaining Weighled average
Range of Exercise Prices of oplions contractual life (in years) eXercise price of oplions exercise price
$16.25 to $20.85 84,399 15 $19.98 84,399 $19.98
$20.86 to $25.45 275,719 3.4 21.65 275,719 21.65
$25.46 to $30.05 251,357 5.4 27.06 251,357 27.06
$30.06 to $34.65 441,047 7.0 33.20 270,609 33.17
$34.66 to $39.25 1,408,591 8.5 37.17 212,367 35.93
$39.26 to $43.85 56,385 8.6 41.29 §085 4114
Qutstanding — Dec. 31, 2007 2,517,498 7.1 $33.28 1,102,536 $28.48




Summarized below are outstanding options that are fully
exarcisable.

Weighted average

exercise price

Exercisable at: Number af aptions

December 31, 2005 1,275,689 $23.45
December 31, 2006 1,013,672 $25.45
December 31, 2007 1,102,536 $28.48

In accordance with the fair value method of determining com-
pensation expense, we use the Black-Scholes pricing model. Below
are the ranges for per share value and information about the under-
lying assumptions used in developing the grant date value for each
of the grants made during 2007, 2006 and 2005.

2007 2008 2005
Expected life (years) 7 7 7
Risk-free interest rate %™  3.87-5.05 4,5-51 3.9-4.5
Expected volatility %™ 13.2-14.3 14.2-159 17.1-17.3
Dividend yield %~ 3.8-4.2 3.7-4.2 3.2-38

Fair value of
options granted” $3.55-$5.98 $4.55-36.18 $4.57-%6.01

1S Treasury constant maturity - 7 years.

# Volatility is measured over 7 years, the expecled life of 1he gptions; weighted avecage volalility %'s
for 2007 was 14.2%. 2006 was 15.8% and in 2005 was 17.3%.

“Weighted average dividend yields for 2007 was 4.2%. 2006 was 4.1% and in 2005 was 3.7%

“1Represents per share valus. -

Intrinsic value for aptions is defined as the difference between
the current market value and the grant price. Total intrinsic value
of options exercised during 2007 was $5 million, With the imple-
mentation of our share repurchase program in 2006, we use shares
purchased under this program to satisfy share-based exercises to
the extent that repurchased shares are available. Otherwise, we
issue new shares from our authorized common stock.

Performance Units

In general, a performance unit is an award of the right to receive
(i) an equal number of shares of our common stock, which we refer
to as a restricted stock unit or (i) cash, subject to the achievement
of certain pre-established performance criteria, which we refer to
as a performance cash unit, Parformance units are subject o
certain transfer restrictions and forfeiture upon termination of
employment. The dollar value of restricted stock unit awards is
equal 1o the grant date fair value of the awards, over the requisite
service period, determined pursuant to FAS 123R. The dollar value
of performance cash unit awards is equal to the grant date fair
value of the awards measured against progress towards the per-
fermance measure, over the requisite service period, defermined
pursuant to FAS 123R. No other assumptions are used to value
these awards.
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Restricted Stock Units In general, a restricted stock unit is an
award that represents the opportunity to receive a specified num-
ber of shares of our common stock, subject to the achievermnent of
certain pre-established performance criteria. In 2007, we granted
to a select group a total of 127,400 restricted stock units (the
2007 restricted stock units), of which 113,700 of these units were
outstanding as of December 31, 2007. These restricted stock units
had a performance measurement period that ended December 31,
2007, and a performance measure refated fo a basic earnings per
share goal. In February 2008, these restricted stock units were for-
feited for failure to meet the performance criteria.

Performance Cash Units In peneral, a performance cash unit is an
award that represents the opportunity to receive a cash award,
subject to the achievement of certain pre-established performance
critena. In 2007, we granted performance cash awards to a select
group of officers. These awards have a performance measure that
is related to annual growih in basic earnings per share, plus the
average dividend yield, as adjusted to reflect the effect of economic
value created during the perfaormance measurement period by our
wholesale services segment, In 2007, the basic earnings per share
growth target was nol achieved with respect to the 2007 awards,
Accruals in connection with these grants are as follows:

Measurement Accrued at Maximum
Dollars in period end Dec. 31, 2ggregale
millions Units date 2007 payout
Year of grant
2005" 23 Dec. 31, 2007 $2 $3
2006 15 Dec. 31, 2008 1 2
2007 23 Dec, 31, 2009 — 3

:n February 2008, the 2005 petformance cash units vested and reseited in an aggregate pay-
out of $2 million.

Stock and Restricted Stock Awards

In general, we refer to a stock award as an award of our common
stock that is 100% vested and net forfeitable as of the date of
grant. We refer to restricted stock as an award of our common stock
that is subject to time-based vesting or achievement of perform-
ance measures. Restricted stock awards are subject to certain
transfer restrictions and forfeiture upon termination of employment,
The dollar value of both stock awards and restricted stock awards
are equal to the grant date fair value of the awards, over the reg-
uisite service period, determined pursuant to FAS 123R. No other
assumptions are used to value the awards.

Stock Awards — Non-Employee Directors Non-employee direcior
compensation may be paid in shares of our commen stock in
connection with initial election, the annual retainer, and chair
retainers, as applicable, Stock awards for non-employee directors
are 100% vested and nenforfeitable as of the date of grant. The
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following table summarizes activity during 2007, relatad to stock
awards for our non-employee directors.

Shares of Welghted average
Resiricted Stock Awards restricted stock fair valug
Issued 10,893 - 4385
Forfeited — —
Vested 10,893 43.85

Quistanding — —_

Restricted Stock Awards — Employees From time to time, we may
give restricted stock awards to our key employees. The following
table summarizes activity during the year ended December 31,
2007, related to restricted stock awards for our key employees.

Weighted average Weighted

Shares of remaining vesting average

Raestricted Stock Awards resiricted stock period [in years} fair value
Qutstanding —

December 31, 2006" 232431 24  $35.49
Issued 224,649 2.4 30.72
Forfeited {51,583} 1.3 35.55
Vested (56,461} — 34.93
Outstanding -

December 31, 2007 349,036 2.1 $38.15

1 Subject to restriclion

Employee Stock Purchase Plan

Under the ESPP, employees may purchase shares of our common
stock in quarterly intervals at 85% of fair market value. Employee
contributions under the ESPP may not exceed $25,000 per
emplovee during any calendar year.

2007 2006 2005

Shares purchased on
the apen market 52,299 45,361 40,927
Average per-share
purchase price $ 3469 § 31.40
Purchase price discount $313,584 $252,752

$ 3052
$220,847

Stand-alone SARs

We recognize the intrinsic value of the SARs as compensation
expense over the vesting period. Compensation expense for 2007,
2006 and 2005 was not material to our consolidated results of
operations, A total of 2,761 SARs at a weighted average exercise
price of $23.97 were vested and outstanding as of December 31,
2007,

Note 5 Common Shareholders’ Equity

Share Repurchases

In March 2001, our Board of Directors approved the purchase of
up to 600,000 shares of our common stock to be used for
issuances under the Officer Incentive Plan. In 2007, we purchased
10,667 shares under this plan. As of December 31, 2007, we had
purchased a total 297,234 shares, leaving 302,766 shares avail-
able for purchase.

In February 2006, our Board of Directors authorized a plan to
purchase up to 8 million shares of cur cutstanding commen stock
over a five-year period. These purchases are intended to offset
share issuances under cur employee and non-employee director
incentive compensation plans and our dividend reinvestment and
stock purchase plans. Stock puichases under this program may be
made in the open market or in private transactions at times and in
amounts that we deem apprepriate. There is no guarantee as to
the exact number of shares that we will purchase, and we can ter-
minate or limit the program at any time. We will hold the purchased
shares as treasury shares. As of December 31, 2007, we had repur-
chased 3,049,049 shares at a weighted average price of $38.58.

Dividends

We derive a substantial partion of our consclidated assets, sarnings
and cash ftow from the cperation of regulated utility subsidiaries,
whose legal autharity to pay dividends or make ather distributions
to us is subject to regulation. Qur comman shareholders may
receive dividends when declared at the discreticn of our Beard of
Directors. Dividends may be paid in cash, stock or other form of
payment, and payment of future dividends will depend on our
future eamings, cash flow, financial requirements and other factors,
same of which are noted below. In certain cases, our ability to pay
dividends to our common shareholders is limitad by the foflowing:

+ our ability to satisfy our obligations under certain financing agree-
ments, including debt-to-capitalization and total shareholders’
equity covenants

« gur ability to satisfy our obligations to any preferred shareholders



Note 6 Debt

AGL Rescurces Inc. 2007 Annual Report

Cur issuance of various securities, including long-term and short-term debt, is subject to customary approval or authorization by state and
federal regulatory bodies, including state public service commissions, the SEC and the FERC as granted by the Energy Policy Act of 2005.

The following table provides more information on our various securities.

Quistanding as of:

Weighted average Oecember 31,
In millions Year(s] due Interest ratei Interest ratell 2007 2006
Short-term debt
Commercial paper 2008 5.6% 5.4% $566 $ 508
Pivotal Utility tine of credit 2008 4.5 54 12 17
Sequent line of credit 2008 4.5 54 1 ?
Capital leases 2008 4.9 4.9 1 1
Current porfion of long-term debt 2008 — — — i1
Total short-term debt 5.6% 5.4% $580 $ 539
Long-term debt — net of current portion
Senior notes 2011 - 2034 45-7.1% 5.8% $1,275 $1,150
Gas facility revenue bonds 2022 - 2033 38-53 4.3 199 199
Medium-term notes 2012 - 2027 6.6-9.1 7.8 196 196
Capital leases 2013 49 4.9 6 6
Notes payable to Trusts — -— — — 77
AGL Capital interest rate swaps 2011 8.8 88 @ (6)
Total long-tarm debt 6.0% 6.1% $1,674 $1,622
Total debt 5.9% 5.9% $2,254 $2,161

D as of December 31, 2007,

Short-term Debt

Our short-term debt at December 31, 2007 and 2006 was com-
posed of borrowings under our commercial paper program; current
portiens of our capital kease obligations and the current portion of
our lang-term medium-term notes; and lines of credit for Sequent
and Pivotal Utility.

Commercial Paper Our commercial paper consists of short-term,
unsecured promissary notes with maturittes ranging from 2 to
46 days, These unsecured promissory notes are supported by our
$1 biliion Credit Facility which expires in August 2011. We have
the option to increase the aggregate principal amount available
for borrowing under the Credit Facility to $1.25 billion on not
more than three occasions during each calendar year. As of
December 31, 2007 or 2006 we did not have any amounts out-
standing under the Gredit Facility,

SouthStar Credit Facility SouthStar's five-vear $75 million unse-
cured credit facility expires in November 201 1. SouthStar will use
this fine of credit for working capital and its general corporate
needs. On December 31, 2007 and 2006, there were no out-
standing borrowings on this line of credit. Wa do not guarantee
or provide any other form of security for the repayment of this
credit facility.

Sequent Line of Credit In 2007, we extended Sequent's two lines
of credit threugh June 2008 and August 2008. These unsecured
lines of credit, which total $45 millicn and bear interest at the fed-
eral funds effective rate plus 0.4%, are used sclely for the posting
of margin deposits for NYMEX transactions and are unconditicnally
guaranteed by us,

Pivotal Utility Line of Credit In August 2007, we extended the
Pivotal Utility $20 million line of credit through August 2008. This
line of credit supports Elizabethtown Gas' hedging program and
bears interest at the federal funds effective rate plus 0.4%, is used
solely for the posting of deposits and is unconditionally guaranteed
by us. For more information on Elizabethtown Gas' hedging pro-
gram, see Note 2.

Long-term Debt

Our long-term debt at December 31, 2007 and 2006 matures
more than cne year from the balance sheet date and consists of
medium-term notes: Series A, Series B and Series C, which we
issued under an indenture dated December 1, 1989; senior notes;
gas facility revenue bonds; notes payable to Trusts; and capital
leases. The notes are unsecured and rank on parity with ail our

oo
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other unsecured indehtecdnass. Our annual maturities of long-term
debt are as follows:

Year Amount (in mitlions)
2011 $ 300%
2012 15
2013 230
2015 200
2016 300
2017 22
2021 30
2022 a3
2024 20
2026 &9
2027 54
2032 hb
2033 40
2034 250
Total $1,6787

T Excludes the faic value of $2 milfion related to our inkerest rale swaps.
@ Exeludes $2 million ef unamortized issuance costs related to our gas facility revenue bonds.

Medium-tarm notes The following table provides more information
on our medium-term notes, which were issued to refinance
portions of our existing short-term debt and Tor general corporate
purposes, Cur annual maturities of our medium-term notes are
as follows:

Issue Date Amount {in miilions) Interest rate Maturity
June 1992 $ 5 8.4% June 2012
June 1992 5 8.3 June 2012
June 1992 5 8.3 July 2012
July 1997 22 7.2 July 2017
Feb. 1991 30 2.1 Feb. 2021
April 1992 5 8.55 April 2022
April 1992 25 8.7 April 2022
Aprii 1992 6 865  April 2022
May 1992 10 855 May 2022
Nov. 1995 30 6.55 Nov. 2026
July 1997 63 7.3 July 2027
Total $196

(X3
o

Senior Notes The following fable provides more information on
our senior notes, which were issued to refinance portions of our
existing short-term and long-term dekbt, to finance acquisitions and
for general corporate purposes.

Issue Date Armount (in millions) Interest rate Maturity
Feb. 2001 $ 300 7.125%  Jan 2011
July 2G03 225 14.45 BApr 2013
Dec. 2004 200 4,95 Jan 2015
June 2006 175 6.375 Jul 2016
Dec. 2007 125 6.375 Jul 2016
Sep. 2004 250 6.0 Oct 2034
Totat $1,275

14100 millign has been converled la a varfable-rale obligation thrgugh an interesl rate swap we
entered into in March 2003, We pay a variable rate determined with a six-month LIBOR plus
3.4%. which was $.8% at December 31, 20407 and 9.0% al Oetember 31, 2006, The inler-
est rale swap expires in Janvary 2011,

In December 2007, we issued $125 million of senior notes
which were pait of a series ariginally issued by us in June 2006 in
the amount of $175 miltion at an interest rate of 65.375%, for a
total amount outstanding of $300 million at December 21, 2007.
We used $123 millien in net proceeds with the issuance Lo repay
commercial paper.

The trustee with respect to all of the above-referenced senior
notes is The Bank of MNew York Trust Company, N.A,, pursuant to
an indenture dated February 20, 2001. We fully and uncondition-
ally guarantee afl of our senior notes.

Gas Facility Revenue Bonds Pivotal Utility is party to a series of
loan agreements with the New Jersey Economic Development
Authority (NJEDA) pursuant to which the NJEDA has issued a series
ol gas facility revenue bonds as shewn in the following tabie.
We do not guarantee or provide any other form of security for the
repayment of this indebtedness.

Issuve Date Amount {in millions} Interest rale HMaturily
July 1994* $ 47 3.8% Oct, 2022
July 1994" 20 4.9 Ocl. 2024
June 1992° 39 3.8  June 2026
June 1692 55 4.7  tune 2032
July 1997 40 5.25 MNov. 2033
Unamortized issuance costs 2 e
Total $199

0 |ntesest rate 15 adjusted every 35 days. Rales indicated are as of December 31, 2007.

In June 2007, we refinanced $55 million of our gas facility
revenue bonds due June 2032, The criginal bonds had a fixed
interest rate of 5.7% per year and were refinanced with $5% mil-
lion of adjustable-rate gas facility revenue bonds, The maturity date
of these bonds remains June 2032, The bonds were issued at an
initial annual interest rate of 3.8% and have a 35-day auction
period where the inferest rate will adjust every 35 days.



The variable bonds contain a provision whereby the holder can
"put* the bonds back to the issuer, In 1996, Pivotal Utility executed
a fong-term Standby Bond Purchase Agreement {SBPA) with a
syndicate of banks, which was amended and restated in June
2005. Under the terms of the SBPA, as further amended, the
participating banks are ohligated under certain circumstances to
purchase variable bonds that are tendered by the holders thereof
and not remarketed by the remarketing agent. Such obligation of
the participating banks would remain in effect until the June 2010
expiration of the SBPA, unless it is extended or earlier terminated.

Notes Payable to Trusts In June 1997, we established AGL Capital
Trust 1 (Trust 1}, a Delawaire business trust, of which we own all the
common veting securities, Trust | issued and sold $75 million of
8.17% capital securities {liquidation amcunt $1,000 per capital
security} to certain initial investors, Trust | used the proceeds to
purchase 8.17% junior subordinated deferrable interest debentures
issued by us. Trust | capital securities ware subject te mandatory
redemption at the time of the repayment of the junior subordinated
debantures in June 2037, or the optional prepayment by us after
May 2007,

In July 2007, we used the proceeds from the sale of com-
mercial paper to pay Trust | the $75 miilion principal amount plus
a $3 million premiur in conpection with the early redemption of
the junior subardinated debentures, and to pay the $2 million note
with respect to our common securities interest in AGL Capital
Trust |, The $3 million premium was recorded as interest expense
in 2007.

Preferred Securities As of December 31, 2007, we had 10 million
shares of authorized, unissued Class A junior participating pre-
ferred stock, no par value, and 10 million shares of authorized,
unissued preferred stock, no par value.

Capital Leases Our capital leases consist primarily of a saleflease-
back transaction completed in 2002 by Florida City Gas reiated to
its gas meters and other equipment and will be repaid over
11 years. Pursuant to the terms of the lease agreement, Florida
City Gas is required to insure the leased equipment during the lease
term. In addition, at the expiration of the lease term, Florida City
Gas has the option to purchase the leased meters from the fessor
at their fair market vaiue,
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Default Events

Our Credit Facility financial covenant requires us to maintain a
ratio of total debt to tolal capitalization of no greater than 70%. As
of December 31, 2007, this ratio was 58% and was 57% as of
December 31, 2006, Our debt instruments and other financial
obligations include provisions that, if not complied with, could
require early payment, additional collateral support or similar
actions. Qur most important default events include:

e a maximum leverage ratio

* insolvency events and nonpayment of scheduled principal or
interest payments

* acceleration of other financial obligations

* change of control provisions

We do nat have any trigger events in our debl instruments that
are tied to changes in our specified credit ratings or our stock price
and have not entered intc any transaction that requires us to issue
equity based on credit ratings or other trigger events. We are
currently in compliance with all existing deb! provisions
and covenants.

Note 7 Commitments and Contingencies

We have incurred various contractual obligations ang tinancia! com-
mitrnents in the normal course of our operating and financing activ-
ities that are reasonably likely to have a material affect on liguidity
or the availability of requirements for capital resources. Contractual
obligations include future cash payments required under existing
contractual arrangements, such as debt and lease agreements,
These obligations may result from both general financing activities
and from commercial arrangements that are directly supported by
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related revenue-producing activities. The following table illustrates our expected future contractual payments such as debt and lease agree-
ments, and commitment and contingencies as of December 31, 2007.

2009 2011 2013
& & &
In millions Total 2008 2010 2012 thereafler
Recorded contractual obligations:
Long-term debt $1,674 $ — $ 2 $3156 $1,357
Short-term debt 580 580 — — —
ERC* 107 10 34 53 10
PRP costs™ 245 55 112 60 18
Total $2,606 $645 $148 $428 $1,385
Mincludes charges recoverable through rate rider mechanisms.
2009 2011 203
& & &
In milliens Total 2008 2010 2012 ,‘E'JS'EFLE’
Unrecorded contractual obligations and commitments: ™
Interest charges” $1,176 $100 $200 $157 $ 719
Pipeline charges, storage capacity and gas supply™ 1,792 456 637 348 351
Operating leases™ 154 26 50 34 44
Standby letters of credit, performance/ surety bonds 30 24 o] — —
Asset management agreements® 24 8 8 8 —
Total $3,176 3614 $901 $h47 $1,114

20 gecordance with generaliy accepted accounting grinciples, these items are not reflected in our censolidaled batance sheet

i f|oating rate debt is based on the interest rate as of December 31, 2007 and the malurity of the underlying debt instrument. As of Cecember 31, 2007, we have $39 niillion of accrued nteresl en aur
cunsolidated balance sheet thal will be paid in 2008.

*Charges recoverable through a PGA mechanism or alternatively billed to Marketers. Also includes demand charges associaled with Sequent. SouthStar also includes gas commadity purchase cemmit-
ments of 1.3 Bef at floaling gas prices caleulated using forward natural gas prices as of December 31, Z007, and valued at $98 milfion.

“'We have certain operating laases with provisions for step tent or escakalion payments and cerlain lease concessions. We account for these leases by recognizing the fulure minimum iease payments on a
straight-line basis over the respective minimum lease terns, in accordance with SFAS 13. However, this lease accounting treatment does not affect the future annual eperaling lease cash obligations as
shown herein,

“Represent fired-fee payments Tor Sequent's asset management agreements between Allanta Gas Light {$4 million) and Elizabethtawn Gas (34 miltion). As of December 31, 2007, we have $1 million of

accrued payments on our consolidated balance sheet, which will be paid in 2008.

Envircnmental Remediation Costs

We are subject to federal, state and local {aws and regulations
governing environmental quality and pollution control, These laws
and regulations requira us to remove or remedy the effect on the
environment of the disposal or release of specified substances at
current and former operating sites.

Atlanta Gas Light The presence of coal tar and certain other
byproducts of a natural gas manufacturing process used to pro-
duce natural gas prior to the 1950s has been identified at or near
10 former Atlanta Gas Light operating sites in Georgia and at
3 sites of predecessor companies in Florida. Atlanta Gas Light has
active environmental remediation or monitoring programs in effect
at 10 of these sites. Two sites in Florida are currently in the inves-
tigation or preliminary engineering design phase, and one Georgia
site has been deemed compliant with state standards,

Atlanta Gas Light has customarily reported estimates of future
remediation costs for these former sites hased on probabilistic
models of pcotential costs. These estimates are reparted on an
undiscounted basis. As cleanup options and plans mature and

cleanup contracts are entered into, Atlanta Gas Light is betier able
to provide conventional engineering estimates of the likely costs
of remediation at its former sites. These estimates contain various
engineering uncertainties, but Atlanta Gas Light continuously
attempts to refine and update these engineering estimates.

Atlanta Gas Light's current astimate for the remaining cost of
future actions at its former operating sites is $356 million, which
may change depending on whether future measures for groundwa-
ter will be required. As of December 31, 2007, we have recorded
a liability equal to the low end of that range of $35 million, of
which $6 million is expected to be incurred over the next
12 months.

These liabilities do not include other potential expenses, such
as unasserted property damage claims, personal injury or natural
resource damage claims, unbudgeted legal expenses or other costs
for which Atianta Gas Light may be held liable but for which it
cannot reasonably estimate an amount.

The ERC liability is included as a corresponding regulatory
asset, which i1s a combination of accrued ERC and unrecovered
cash expenditures for investigation and cleanup costs, Atlanta Gas
Light has three ways of recovering investigation and cleanup costs.



First, the Gecrgia Commission has approved an ERC recovery rider.
The ERC recovery mechanism allows for recovery of expenditures
over a five-year period subsequent to the period in which the expen-
ditures are incurred. Atfanta Gas Light expects to collect $21 mil-
lion in revenues over the next 12 months under the ERC recovery
rider, which is reflected as a current asset, The amounts recovered
fram the ERC recovery rider during the last three years were:

» $26 million in 2007
* $29 millicn in 2006
« £28 million in 2005

The second way to recover costs is by exercising the fegal
rights Atlanta Gas Light believes it has to recover a share of its
costs from other potentially responsible parties, typically former
owners or eperators of these sites. There were no material recover-
ies from potentially responsible parties during 2007, 2006
ar 2005.

The third way to recover costs is from the receipt of net
profits from the sale of remediated property.

Elizabethtown Gas In Mew Jersey, Elizabethtown Gas is currently
conducting remediation activities with oversight from the
New Jersey Department of Environmental Protecticn. Aithough we
cannot estimate the actual total cost of future environmental
investigation and remediation efforts with precision, based on prob-
abilistic models similar to those used at Atlanta Gas Light's former
operating sites, the range of reasonably probable costs is $61 mil-
lion to $119 million. As of December 31, 2007, we have recorded
a liability equal tc the low end of that range, or $61 million, of
which $4 million in expenditures are expected to be incurred over
the next 12 months.

Prudently incurred remediation cosis for the New Jersay prop-
erties have been authorized by the New Jersey Commission to be
recoverakile in rates through a remediation adjustment clause. As
a result, Elizabethtown Gas has recorded a regulatory asset of
approximately $66 million, incfusive of interest, as of December
31, 2007, reflecting the future recovery of both incurred costs and
accrued carrying charges. Elizabethtown Gas expects to collect
$1 million in revenues over the next 12 months. Elizabethtown
Gas has also been successful in recovering a portion of remediation
costs incurred in New Jersey from its insurance carriers and
continues to pursue additional recovery.

We own a former NUI remediation site in Elizabeth City, North
Carolina that is subject to a remediation order by the North Carolina
Department of Energy and Natural Resources. We had recorded
liabilities of $11 million and $10 million as of December 31, 2007
and 2006, respectively, related to this site.

There is one other site in North Carolina where investigation
and remediation is likely, although no remediation order exists and
we do not believe costs associated with this site can be reasonably
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estimated. In addition, there are as many &s six other sites with
which NUI had some association, although no basis for Iiability
has been asserted, and accordingly we have not accrued any
remediation liability. There are currently no cost recovery mecha-
nisms for the environmental remediation sites in North Carolina.

Rental Expense

We incurred rental expense in the amounts of $21 millicn in 2007,
$19 million in 2006 and $25 million in 2005,

Litigation

We are involved in litigation arising in the normal course of
business. We believe the ultimate resolution of such litigation will
not have a material adverse effect on our consolidated financial
position, results of operations or cash flows.

In August 2006, the Office of Mineral Resources of the
Louisiana DNR informed Jefferson Island that its mineral lease —
which authorizes salt extraction to create two new storage caverns
— at Lake Peigneur had been terminated, The Louisiana DNR iden-
tified two bases for the termination: {1) iailure to make certain
mining leasehold payments in 2 timely manner, and (2) the
absence of salt mining operatiors for six months.

In September 2006, Jefferson Island filed suit against the
State of Louisiana to maintain its lease to complete an ongoing
natural gas storage expansion project in Louisiana. The project
would add two salt dome storage caverns under Lake Peigneur to
the two caverns currently owned and operated by Jefferson tsland.
In its suit, Jefferson Island alleges that the Louisiana DNR
accepted all leasehold payments without reservation and never prg-
vided Jefferson Island with notice and opportunily to cure, as
required hy state law. In its answer to the suit, the State denied that
anvone with proper authority approved the late payments. As to the
second basis for termination, the suit contends that Jeffersan
Island’s lease with the State of Louisiana was amended in 2004 so
that mining operations are no longer required to maintain the lease.
The State's answer denies that the 2004 amendment was properly
authorized. If we are unable to reach a settiement, we are not able
to predict the outcome of the litigation. As of Januvary 2008, our
current estimate of costs incurred that would be considered unus-
able if the Louisiana DNR was successful in terminaling our lease
and causing us to cease the expansion project is approximately
$6 million.
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Note 8 Income Taxes

We have two categories of inceme taxes in our staternents of con-
solidated income: current and deferred. Current income tax
expense censists of federal and state income tax less applicable tax
credits related to the current year. Deferred income tax expensa
generally is equal to the changes in the deferred income tax liability
and regulatory tax liability during the year.

Investment and Other Tax Credils

Deferred investment tax credits associated with distribution
operations are included as a regulatory hability in our consolidated
balance sheets (see Note 1, "Accounting Policies and Methods of
Application”}. Thase investment tax credits are being amortized
over the estimated life of the related properties as credits to income
in accordance with regutatory requirements, In 2007, we invested
in a guaranteed affordable housing tax credit fund. We reduce
income fax expense in our statements of consalidated income for
the investmenl tax credits and other tax credits associated with our
nonregulated subsidiaries, including the affordable housing credits.

Components of income tax expense shown in the statements of
consolidated income are shown in the following table.

Income Tax Expense

The relative split between current and deferred taxes is due to a
variety of factors including frue ups of prior year tax returns, and
most importantly, the timing of our property-related deductions.

In millions 2007 2006 2005
Current income taxes
Federal $86 $ (4) % 84
State 12 2 18
Deferred income taxes
Federal 23 115 17
State 7 18 —_
Amortization of investment tax credits (1) (2) {2)
Total 3127 $129 3117

The reconciliations between the statutory federal income tax
rate, the effective rate and the related amount of tax for the years
ended December 31, 2007, 2006 and 2005 are presented in the
following tables.

2006 2605
% of % of % of

In millions Amaant pretax income Amaunt prelax income N Amount pretax income
Computed tax expense al statutory rate $1I8 35.0% $119 35.0% $109 35.0%
State income tax, net of federal income tax benefit 13 3.8 12 3.6 11 37
Amortization of investment tax cradits (1 (0.3) {2) (0.5} {2) (0.6)
Afforcable housing credits ) (0.3) — — — —
Flexible dividend deduction (2) (0.6} (2) {0.5) 2) {0.6)
Other — net — — 2 0.2 1 0.2

Total income tax expense at effective rate $127 37.6% $129 37.8% $117 37.7%
97



Accumulated Deferred Income Tax Assets and Liabilities

We report some of our assets and liabilities differently for financial
accounting purposes than we do for income tax purposes. We report
the tax effects of the differences in those items as deferred income
tax assets or liabilities in our consolidated bzlance sheets, We
measure the assets and liabilities using income tax rates that are
currently in effect. Because of the regulated nature of the utilities’
husiness, we recorded a regulatory tax liability in accerdance with
SFAS 109, which we are amortizing over approximately 30 years
(see Note 1 “Accounting Policies and Methods of Application”),
Our deferred tax assets include $35 million related to an unfunded
pension and postretirement benefit obligation and did not change
from 2006.

As indicated in the following table, our deferred tax assets
and liabilities include certain items we acquired from NUI. We have
provided a valuation allowance for some of these items that reduce
our net deferred tax assets to amounds we believe are more Jikely
than not 1o be realized in future periods. With respect to our con-
tinuing operations, we have net operating losses in various juris-
dictions. Compenents thal give rise to the net accumulated
deferred income tax liability are as follows.

As of December 31,
In millions 2007 2006

Accumulated deferred income tax liabilities
Property — accelerated depreciation and

other property-related items $568 £520
Mark to market 4 7
Other 44 22
Total sccumulated deferred
income tax iabilities 616 549
Accumulated deferred income tax assets
Deferred investment tax credits 6 7/
Unfunded pension and postretirernent
benefit obligation 35 35
Net operating loss — NUI™ 5 5
Other 7 —
Total accumulated deferred
income tax assets 53 47
Valuation allowances ™ (3) (3

Total accumulated deferred
income tax assets, net of

valuation allowance 50 44
Net accumulated deferred
tax liability $566 $505

WExpire in 2021.
@V¥aluation allowance is due to lhe net operating losses on NUI headquarlers lhat are not usable
i Mew lersey.

In June 20086, the FASB issued FIN 48, which addressed tha
determination of whether tax benefits claimed or expected to be
claimed on a tax return should be recorded in the financiaf state~
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ments. Under FIN 48, we may recognize the tax benefit from an
uncertain tax position only if it is more likely than not that the tax
position will be sustainad on examination by the taxing authorities,
based on the techinical merits of the position. The tax benefits rec-
ognized in the financial statements from such a position should be
measured based on the largest benefit that has a greater than fifty
percent likelihood of being realized upon ultimate settiement.
FIN 48 also provides guidance on derecognition, classification,
interest and penalties on income taxes, accounting in interim peri-
ods and requires increased disclosures, We adopted the provisions
of FIN 48 on fanuary 1, 2007, At the date of adoption, and as of
December 31, 2007, we did not have a liability for unrecognized
tax benefits. Based on current information, we do not anticipate
that this will change materially in 2008.

We recognize accrued interest and penalties related to uncer-
tain tax positions in operating expenses in the consolidated state-
ments of income, which is consistent with the recognition of these
ifems in prior reporting periods. As of December 31, 2007, we did
not have a liability recorded for payment of interest and penaities
associated with uncertain tax positions.

We file a U.S. federal consolidated income tax return and
various state income tax returns. We are no longer subject to
income tax examinations by the Internal Revenue Service or any
state for years before 2002,

Note 9  Sepment Information

We are an energy services holding company whose principal
business is the distribution of natural gas in six states — Florida,
Georgia, Maryland, New lersey, Tennessee and Virginia. We
generate nearly all cur operating revenues through the sale,
distribution, transportation and storage of natuwral pas. We are
involved in several related and complementary businesses,
including retail natural gas marketing to end-use customers
primarily in Georgia; natural gas asset management and related
logistics activities for each of our utilities as well as for nonaffiliated
companies; nalural gas storage arbitrage and related activities; and
the development and cperation of high-deliverability natural gas
storage assets, We manage these businesses through four operating
segments — distribution operations, retail energy operations,
wholesale services and energy investments and a nenoperating
corporate segment which includes intercompany eliminations.
We evaluate segment performance based primarily on the non-
GAAP measure of EBIT, which includes the effects of corporate
expense allocations. EBIT is a non-GAAP measure that includes
eperating fincome, other income and expenses and minority
interest. ltems we do not include in EBIT are financing costs,
including interest and debt expense and income taxes, each of
which we evaluate on a consolidated level. We believe EBIT is a
useful measurement of our performance because it provides
information that can be used to evaluate the effectiveness of our
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businesses from an operational perspective, exclusive of the costs to finance those activities and exclusive of income taxes, neither of which
is directly relevant to the efficiency of those operations.

You should not consider EBIT an alternative to, or a more meaningful indicator of, our operating performance than operating income or
net income as determined in accordance with GAAP, In addition, our EBIT may not be comparable to a similarly titled measure of another
company. The reconciliations of £EBIT o operating income and net income for 2007, 2006 and 2005 are presented below.

In millions 2007 2008 __.__2005
QOperating revenues $2,494 $2,621 $2,718
Operating expenses 2,006 2,133 2,276
Operating income 489 488 442
Minarity interest (30} (23) (22)
Other income {expensa) a4 (1) 7 (1}
EBIT 4563 464 419
Interest expense 12b 123 109
Earnings before income taxes 338 341 310
Income taxes 127 129 117
Net income $ 211 $ 212 $ 193

Summarized income statement, balance sheet and capital expenditure information by segment as of and for the years
ended December 31, 2007, 2006 and 2005 is shown in the following fables.

Cerporate andg
Distribution Retail energy Wholesale Energy intercompany Consohdaled

In millions operalions operalions services invesimenis eliminatlnns___t\q_l._ﬂ;-sw_T'rcis
2007
Operating revenues from external parties $1,477 $892 $ 83 $ 42 $ — $2,494
Intercompany revenues" 188 e — — {188) —

Total operating revenues 1,665 892 83 42 {188) 2,494
Operating expenses

Cost of gas 845 704 6 2 {188) 1,369

Operation and maintenance 330 69 38 19 (5) 451

Depreciatian and ameortization 122 5 4 5 8 144

Taxes other than income taxes 33 1 1 1 T .. |

Total operating expenses 1,330 779 49 27 (180) 2,005

Operating income {loss} 335 113 34 15 8 489
Minarity interest — (30} — — — (30}
Other income 3 — — — L 4

EBIT $ 338 $ 83 $ 34 $ 15 $ @ $ 453
Identifiabie and totaf assets %$4,831 $284 $£900 $287 $ (34) $6,268
Goodwill $ 406 $ — $ — $ i4 $ — $ 420
Capital expenditures $ 201 $ 2 $ 2 $ 26 $ 28 $ 259
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Corporate and
Distribution Retail energy ¥holesale Energy intercompany Conselidated
In millions operatians operations services investmenls eliminalions AGL Resources
2006
Operating revenues from external parties 41,467 $930 $182 $ 41 $ 1 $2,.621
Intercompany revenues® 157 — — — {(1a7) —
Total operating revenues 1,624 930 182 4] {156) 2,621
Operating expenses
Cost of gas 817 774 43 5 (167} 1,482
Qparation and maintenance 350 64 46 20 (7} 473
Depreciation and amortization 116 3 2 5 12 138
Taxes other than income taxes 33 1 1 1 4 40
Total cperating expenses 1,216 842 92 33 {148) 2,133
Operating income (loss) 308 38 a0 10 8) 4188
Minority interest — (23) — — — {23}
Cther income {expense) 2 2} — — (1) (1)
EBIT $ 310 $ 63 $ 20 $ 10 $ (9 $ 464
Identifiable and total assets %4,565 $298 $849 $373 $ 62 $6,147
Goodwill $ 408 $ — $ — $ 14 3 — § 420
Capital expenditures $ 174 $ 9 $ 2 $ 23 $ 45 $ 253
Corporate and
Distribution Retail energy Wholesale Energy inlercompany Consolidated
Ini millions aperations operations services invesiments eliminations AGL Resources
2008
Operating revenues from external parties $1,571 $996 $ 95 $ 56 $ — $2,718
Intercompany revenues'” 182 — — — (182} —
Total operating revenues 1,753 996 95 56 182 2,718
Cperating expenses
Cost of gas 939 850 3 16 (182} 1,626
Operation and maintenance 372 53 39 17 (9) 477
Depreciation and amortization 114 2 2 5 10 133
Taxes ather than income taxes 32 1 1 1 5 40
Total operating expenses 1,457 911 45 39 (17a) 2,276
Operating income (loss) 296 85 50 17 (6) 442
Minority interest — 22) — — — (22)
Other income (expense) 3 — n 2 (5 m
EBIT $ 299 $ 63 $ 49 $ 19 $(11) $ 419
Identifiable and fotal assets $4,788 $343 $1,058 $350 $(219) $6,320
Goodwill $ 406 $ — $ - $ 14 $ — $_420
Capital expenditures $ 21% $ 4 kS 1 $ 9 $ 38 $ 267

“Mntercompany revenues — Wholesale senvices records ils energy marketing and risk managemeat revenue on a net bacis. Wholesale services lotal operaling revenues include intercompany revenues of
%638 million in 20067, $531 million in 2006 and 5792 million in 2005,
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Note 10 Quarterly Financial Data (Unaudited)

Our quarterly financia! data for 2007, 2006 and 2005 are summarized below. The vartance in cur guarterly earnings is the result of the sea-
sonal nature of our primary business.

In millions, except per shars amounts March 31 June 30 Sept, 30 e Dec. 31
2007 .

Operating revenues g3 973 $ 467 $ 369 $ 685
Operating income 216 78 55 140
Net income 102 30 13 66
Basic earnings per shara 1.31 0.40 0.17 0.86
Diluted earnings per share 1.30 0.40 0.17 0.86
2006 :

Operating revenues $1,044 $ 436 $ 434 $ 707
QOperating income 228 60 S0 110
Net income 110 19 36 47
Basic earnings per share 1.42 0.25 0.46 0.60
Diluted earnings per share 1.41 0.25 2.46 060
2005

Operating revenues $ 908 $ 430 % 387 $ 593
Operating income 181 66 54 141
Net income 83 24 15 66
Basic earnings per share 115 0.31 0.19 0.86
Diluted earnings per share 1.14 0.30 019 ~_0.85

Our basic and diluted earings per common share are calculated based on the weighted daily average number of comman shares and
common share equivalents outstanding during the quarter. Those totals differ from the basic and diluted earnings per share shown in the
statements of consolidated income, which are based on the weighted average number of common shares and common share equivalents out-
standing during the entire year,
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of AGL
Resources Inc.:

Irt aur opinion, the consolidated financial statements listed in the
index appearing under Item 15(2a)(1} present fairly, in all material
respects, the financial position of AGL Resources Inc. and its sub-
sidiaries at December 31, 2007 and 2006, and the results of their
operations and their cash flows for each of the thiee years in the
periad ended December 31, 2007, in conformity with accounting
principles generally accepted in the United States of America, In
addition, in aur opinion, the financial statement schedule listed in
the accompanying index appearing under ltem 15(a)2) presents
fairly, in all material respects, the information set forlth therein
when read in conjunction with the related consoiidated financial
statements. Also in our opinion, the Company maintained, in 2ll
material respects, effective internal control over financial reporting
as of December 31, 2007, based on criteria established in /nfernal
Control — Integrated Framework issued by the Committes of
Sponsoring Organizations of the Treadway Cammission (CGS0).
The Company's management is responsible for these financial
statements and financial statement schedule, for maintaining
effective internal control over financial reperting and for its assess-
ment of the effectiveness of internal control over financial report-
ing, included in Management's Report on Internal Control Over
Financial Reporting appearing under Hem 9A. Qur responsibility
is to express opinions on these financial statements, on the finan-
cial statement schedule, and on the Company's internal control
over financial reporting based on our integrated audits. We con-
ducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board {United States). Those stan-
dards require that we plan and perform the audits to obtain rea-
sonable assurance about whether the financial statements are free
of material misstatement and whether effective internal contro!
over financial reporting was maintained in all material respects.
Our audits of the financial statements included examining, on a
test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the
overall financial statement presentation. Qur audit of internal
control over financial reporting included obtaining an understand-
ing of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the
assessed risk. Our audits also included parforming such other pro-
cedures as we considered necessary in the circumstances, We
believe that our audits provide a reasonable basis for our gpinions.

As discussed in Notes 4 and 3, respectively, to the consoli-
dated financial statements, AGL Resources Inc. and subsidiaries
changed its method of accounting for stock based compensation
plans as of January 1, 2006 and its method of accounting for
defined benefit pension and other postretirement plans as of
December 31, 2006. In addition, as discussed in Note 8, effective
January 1, 2007, the Company changed its method of accounting
for uncertain tax positions.

A company's internal contral cver financial reporting is a
procass desigried to provide reasonable assurance regarding the
reliabtlity of financial reporting and the preparation of financial
statements for external purposes in accerdance with generally
accepted accounting principles. A company's internal contrel over
financial reporting includes those palicies and pracedures that
{i} pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of
the assets of the company; {ii} provide reasonable assurance that
transactions are recorded as necessary 1o 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 authorizalions of
management and directors of the cornpany; and (iii) provide rea-
sonable assurance regarding prevention or timely detection of unau-
thorized acquisition, use, or disposition of the company's assets
that could have a material eifect on the financial statements,

Because of its inherent limitations, internal control aver finan-
cial reporting may nof prevent or detect misstatements. Also, pro-
jections 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,

ﬁ‘r’wm“ewé@m Le?

Atlanta, Georgia
February 5, 2008
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Item 9, Changes In and Disagreements with
Accountants on Accounting and Financial Disclosure

MNone
{tem 9A. Controls and Procedures

Conclusions Regarding the Effectiveness of
Disclosure Contrals and Procedures

Under the supervision and with the participation of our manage-
ment, including our principal executive officer and principal finan-
cial officer, we conducted an evaluation of our disclosure controls
and procedures, as such term is defined under Rule 13a-15(e)
promulgated under the Securities Exchange Act of 1934, as
amended {the Exchange Act). Based an this evaluation, our prin-
cipal executive officer and our principal financial officer concluded
that our disclosure controls and proceduras were effective as of
December 31, 2007, in providing a reasonable level of assurance
that information we are required to disclose in reports that we file
or submit under the Exchange Act is recorded, processed, sum-
marized and reported within the time periods in SEC rules and
forms, including a reasonable level of assurance that information
required to be disclosed by us in such reports is accumulated and
communicated to cur management, including our principal exec-
utive officer and our principal financial officer, as appropriate to
allow timely decisions regarding required disclosure.

Management’s Report on Internal Control
QOver 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). Under the supervision
and with the participation of our management, including cur
principal executive officer and principal financial ¢fficer, we cen-
ducted an evaluation of the effectiveness of our infernat control
over financial reporting based on the framework in Infernal Contro!
— Integrated Framework issued by the Commitiee of Sponsaring
Organizations of the Treadway Commission (COSQ0).

Based on our evaluation under the framework in /nfernal
Confrol — Integrated Framework issued by COS0, our manage-
ment concluded that our internal contral over financial reporting
was effective as of December 31, 2007, i praviding reasonable

[49)

;
.
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assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accor-
dance with generally accepted accounting principles.

February 5, 2008

'm-""v;‘ | .
R1 ﬁ;ﬂl..:i’__ ®

John Wi Somerhalder 1l
Chairm%n, President and Chief Executive Officer

|

s
i
,{féﬁﬁ-f Eis e

Andrew W, Evans
Executive Vice President and Chief Financial Officer

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial report-
ing identified in connection with the above-referenced evaluation
by management of the effectiveness of our internal contral over
financial reporting that occurred during the fourth quarter ended
December 31, 2007, that have malerially affected, or are
reasonably likely to materially affect, our internal control over
financial reporting.

ltem ©8. Other Information

None



Part 1}

ltem 10. Directors, Executive Officers and
Corporate Governance

The informatien required by this itern with respect to directors will
be set forth under the captions “Proposal | — Election of
Diractors”, — “Corporate Governance — Ethics and Compliance
Program,” - “Committees of the Board™ and “— Audit Committeg"
in the Proxy Statement for our 2008 Annual Meeting of
Shareholders or in a subsequent amendment to this report. The
information required by this item with respect to the executive offi-
cers is sel forth at Part |, Item 4 of this report under the caption
“Executive Officers of the Registrant.” The information required
by this item with respect to Section 16{a) beneficial ownership
reporting compliance will be set forth under the caption “Section
16(a) Beneficial Qwnership Reporting Compliance™ in the Proxy
Staternent or subsequent amendment referred to above. All such
information that is provided in the Proxy Statement is incorporated
herein by reference,

Item 11. Executive Compensation

The information required by this item will be set forth under the
captions “Compensation and Management Development
Committee  Report,” "“Compensation and Management
Development Committee Interlocks and Insider Participation,”
“Director Compensation,” “Compensation Discussion and Analysis”
and¢ "Executive Coempensation” in the Proxy Statement or
subsequent amendment referred to in Item 10 above, All such
information that is provided in the Proxy Statement is incorporated
herein by reference, except for the infermation under the caption
“Compensation and Management Devalopment Committee Report”
which is specifically not so incorporated herein by reference,
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Item 12,  Security Qwnership of Certain
Beneficial Owners and Management and Related
Stockholder Matters

The information required by this item will be set forth under the
captions "Share Ownership” and “Executive Compensation —
Equity Compensation Plan Infarmation” in the Proxy Statement or
sithsequent amendment referred to in Item 10 above. All such
infarmation that is provided in the Proxy Statement is incorpaorated
herein by reference.

ltem 13. Certain Relationships and Related
Transactions and Director Independence

The information required by this item will be set forth under the
captions "Corporate Governance — Director Independence” and
“— Policy on Related Person Transactions” and “Certain
Reifationships and Related Transactions” in the Froxy Statement
or subsequent amendment referred to in (tem 10 above. All such
information that is provided in the Proxy Statement is incorporated
herein by reference.

Item 14. Principal Accountant Fees and Services

The information required by this item will be set forth under the
caption “Proposal 2 — Ratification of the Appointment of
PricewaterhouseCoopers LLP as Our |ndependent Registered
Public Accounting Firm for 2008" in the Proxy Statement or
subsequent amendment to referred to in Item 10 above. All such
information that is provided in the Proxy Statement is incorporated
herein by reference.
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Item 15. Exhibits and Financial Statement

Schedules

(a} Documents Filed as Part of This Report.

{1} Financial Statements

Included in Item 8 are the following financial statements:

» Consolidated Balance Sheets as of December 31, 2007 and
2006

* Statements of Coensolidated Income for the years ended
Decaember 31, 2007, 2006, and 2005

+ Statements of Consolidated Common Shareholders' Equity for
the years ended December 31, 2007, 2006 and 2005

« Statements of Consolidated Cash Flows for the years ended
December 31, 2007, 2006, and 2005

« Nates to Consalidated Financial Statements

* Report of Independent Registered Public Accounting Firm

{2) Financial Statement Schedules

Financial Statement Schedude [l Vaiuation and Qualifying
Accounts - Allowance for Uncollectible Accounts and Income Tax
Valuations for Each of the Three Years in the Period Ended
December 31, 2007,

Schedules other than those referred to above are omitted and
are not applicable or not required, or the required information is
shown in the financial statements or notes thereto,

(3) Exhibits

Where an exhibit is filed by incorporation by reference to a
previously filed registration statement or report, such registration
stafement or report is identified in parentheses.

3.1 Amended and Restated Articles of Incorporation filed
November 2, 2005, with the Secretary of State of the state of
Georgia {Exhibit 3.}, AGL Resources Inc. Form 8-K daled
November 2, 2005).

3.2a Bylaws, as amendad on October 26, 2006 (Exhibit 3.2,
AGL Resources, Inc. Form 8-K dated November 1, 2008},

3.2b Bylaws, as amended on Qctober 31, 2007 (Exhihit 3.2,
AGL Resourcas, Inc. Form 8-K dated Octobar 31, 2007},

4.1.a Specimen form of Commeon Stock certificate (Exhibit 4.1,

AGL Resouwrces Inc. Form 10-K for the fiscal year ended
September 30, 1999).
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4.1.h  Specimen AGL Capital Corporation 6.00% Senior Notes
due 2034 {Exhibit 4.1, AGL Resources Inc. Form 8-K dated
September 27, 2004).

4.1.c Specimen AGL Capital Corporaticn 4.95% Senigr Notes
due 2015. (Exhibit 4.1, AGL Resources Inc. Form 8-K dated
December 21, 2004).

4.1.d Specimen form of Right certificate (Exhibit 1, AGL
Resources Inc. Ferm 8-K filed March 6, 1996).

4.1.e Specimen AGL Capital Corporation 6.375% 3egnior
Secured Notes due 2016. (Exhibit 4.1, AGL Rescurces Inc.
Form 8-K dated December 11, 2007).

4.1.f Specimen AGL Capital Corporation 7.125% Senior
Secured Notes due 2011,

4.1,z Specimen AGL Capital Corperation 4.45% Senior Secured
Notes due 2013,

4.2.a Indenture, dated as of December 1, 1989, between
Atlanta Gas Light Company and Bankers Trust Company, as Trustee
(Exhibit 4(a), Atlanta Gas Light Company registration statement on
Form S-3, No. 33-32274).

4.2 First Supplemental Indenture dated as of March 16, 1992,
between Atlanta Gas Light Company and MNationsBank of
Georgia, National Association, as Successcr Trustee (Exhibit 4{a),
Atlanta Gas Light Company registration statement on Form S-3,
No. 33-46419).

4.2.¢ Indenture, dated February 20, 2001 among AGL Capital
Corporation, AGL Resources Inc. and The Bank of New York, as
Trustee (Exhibit 4.2, AGL Resources |nc, registration statement on
Form $-3, filed on September 17, 2001, No. 333-69500).

4.3.a Form of Guarantee of AGL Resources Inc. dated as of
December 14, 2007 regarding the AGL Capital Corporation
6.375% Senior Note due 2016 (Exhibit 4.2, AGL Resources Inc.
Form 8-K dated Decermber 11, 2007).

4.3.b Form of Guarantee of AGL Resources Inc. daled &s
of September 27, 2004 regarding the AGL Capital Corporation
6.00% Senior Note due 2034 (Exhibit 4.1, AGL Resources Inc.
Form 8-K dated September 27, 2004).

4.3.c  Form of Guarantee of AGL Resources Inc. daled as
of December 20, 2004 regarding the AGL Capital Corporation
4.95% Senior Note due 2015 (Exhibit 4.1, AGL Resources Inc.
Form &-K dated December 21, 2004).



4.3.d Form of Guarantee of AGL Resources Inc, dafed as of
March 31, 2001 regarding the AGL Capital Corporation 7.125%
Senior Note due 2011.

4.3.¢ Form of Guarantee of AGL Resources inc. dated as of
July 2, 2003 regarding the AGL Capital Corporation 4.45% Senior
Mote due 2011.

4.4,.a Rights Agreement dated as of March 6, 1995 between
AGL Resources Inc. and Wachovta Bank of North Carolina, N.A. as
Rights Agent (Exhibit 1, AGL Resources Inc. Form B-A dated
March 6, 1996).

4.4.b Second Amendment to Rights Agreement dated as of June
b, 2002 between AGL Resources Inc. and Equiserve Trust
Company, N.A. {Exhibit 1, AGL Resources Inc, Amendment No, 1
to Form 8-A dated June 2, 2002).

10.1 Direckor and Executive Compensation Contracts, Plans and
Arrangements.

Director Compensation Contracts, Plans and Arrangements

10.1.a AGL Resources Inc. Amended and Restated 1996
Non-Employee Cirectors Equity Compensation Plan (Exhibit 10.1,
AGL Resources Inc. Ferm 10-Q for the quarter ended
September 30, 2002).

10.1.b  First Amendment to the AGL Resources Inc. Amended
and Restated 1996 Non-Employee Directors Equity Compensation
Plan {Exhibit 10.1.0, AGL Resources Inc. Form 10-K far the fiscal
vear ended December 31, 2002).

10.1.c  Secend Amendment to the AGL Resources Inc. Amended
and Restated 1996 Non-Emgloyee Directors Equity Compensation
Plan {Exhibit 10.1.k, AGL Rescurces inc. Form 10-Q for the
quarter ended June 30, 2007).

10.1.d AGL Resources inc. 2006 Non-Employee Directors
Equity Compensation Plan (incorparated herein by reference
to Annex G of the AGL Resources inc. Proxy Statement for the
Annual Meeting of Shareholders held May 3, 2006 filed on
March 20, 2006).

10.1.e First Amendment to the AGL Resources Inc. 2006 Non-
Employee Directors Equity Compensation Plan {Exhibit 10.1.i, AGL
Resources Inc, Form 10-Q for the quarter ended June 30, 2007),

10.1.f AGL Resources Inc. 1998 Common Stock Eguivalent Plan
for Non-Employee Directors (Exhibit 10.1.b, AGL Resources Inc,
Form 10-Q for the quarter ended December 31, 1997).
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10.1.g First Amendment to the AGL Resources Inc. 1998
Common Stock Equivalent Plan for Non-Employee Directors
(Exhibit 10.5, AGL Resources Inc. Form 10-Q for the quarter ended
March 31, 2000).

10.1.h Second Amendment to the AGL Rescurces Inc. 1998
Common Stock Equivalent Flan for Non-Employee Directors
{Exhibit 10.4, AGL Resources Inc. Form 10-Q for the quarter ended
September 30, 2002).

10.1.i Third Amendment to the AGL Resources Inc. 1998
Common Stock Equivalent Plan for Non-Employee Directors
(Exhibit 10.5, AGL Reseources Inc. Form 10-Q for the quarter ended
September 30, 2002),

10.1.j Fourth Amendment to the AGL Resources Inc. 1998
Common Stock Equivalent Plan for Non-Employee Directors
(Exhibit 10.1.m, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007).

10,1,k Description of Directors’ Compensation (Exhibit 10.1,
AGL Resources Inc. Form 8-K dated December 1, 2004},

10.1.] Description of Director’s Compensation with respect to
the annual retainer and description of Director non-employes share-
ownership guidelines {item 1.01, AGL Resources Inc. Form 8-K
dated December 7, 2005).

10.1.m Description of Director's Compensation with respect to
the annual retainer and description of Director non-employee share-
ownership guidetines (ltem 1.01, AGL Resources Inc. Form 8-K
dated October 26, 2006).

16.L.n Form of Stock Award Agreement for Non-Employee
Directors (Exhibit 10,1.aj, AGL Resources Ing, Ferm 10-K for the
fiscal year ended December 31, 2004),

10.1.0 Form on Nonqualified Stock Option Agreement for
Non-Employee Directors (Exhibit 10.1.ak, AGL Resources tnc.
Form 10-K for the fiscal year ended December 31, 2004).

10.1.p Form of Director Indemnification Agreement, dated April
28, 2004, between AGL Resources Inc., on behalf of itself and
the Indemnities named therein (Exhibit 10.3, AGL Resources Inc.
Form 10-Q for the quarter ended June 30, 2004},

Executive Compensation Contracts, Plans and Arrangements.
10.1.q AGL Resources Inc. Long-Term Stock Incentive Plan of

1990 (Exhibit 10(ii}, Atlanta Gas Light Company Form 10-K for the
fiscal year ended September 30, 1991).
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13.1.r First Amendment to the AGL Resources Inc. Long-Term
Stock Incentive Plan of 1990 (Exhibit B to the Atlanta Gas Light
Company Proxy Statement for the Annual Meeting of Sharehofders
held February 5, 1993},

10.1.s Second Amendment to the AGL Resources Inc. Long-
Term Stock Incentive Plan of 1990 (Exhibit 10.1.d, AGL Resources
inc, Form 10-K for the fiscal year ended September 30, 1997).

10.1.t Third Amendment to the AGL Resources Inc. Long-Term
Stock Incentive Plan of 1990 (Exhibit C to the Proxy Statement
and Prospectus filed as a part of Amandment No, 1 to Registration
Statement on Form S-4, No. 33-G9826).

1G.1.¢  Fourth Amendment to the AGL Resources Inc, Long-Term
Stock Incentive Plan of 1990 (Exhibit 10.1.f, AGL Resources Inc.
Form 10-K for the fiscal year ended September 20, 1997).

10.1.v  Fifth Amendment to the AGL Resources Inc. Long-Term
Stock Incantive Pian of 1990 (Exhibit 10.1.g, AGL Resources Inc.
Form 10-K for the fiscal year ended September 20, 19971

10.1.w  Sixth Amendmert to the AGL Resources Inc. Long-Term
Stock Incentive Plan of 1990 (Exhibit 10.1.a, AGL Resources Inc.
Form 10-Q for the quarter ended March 31, 1998).

1C.1.x  Seventh Amendment to the AGL Resources [nc. Long-
Term Stock Incentive Plan of 1990 {Exhibit 10.1, AGL Resources
Inc. Form 10-Q for the quarker ended December 31, 1998).

10,1y Eighth Amendment to the AGL Resources inc. Long-Term
Stock Incentive Plan of 1990 (Exhibit 10.1, AGL Resources Inc.
Form 10-Q for the quarter ended March 31, 2000).

10.1.z  Ninth Amendment to the AGL Resources Inc. Long-Term
Stock Incentive Plan 1990 (Exhibit 10.6, AGL Resources Inc. Form
10-Q for the quarter ended September 30, 2002).

10.1.aa Tenth Amendment to the AGL Resources Inc. Long-Term
Stock Incentive Plan 1990 (Exhibit 10.1.n, AGL Resources Inc.
Form 10-G for the quarter ended June 30, 2007).

10.1.ahk AGL Resources Inc. Long-Term Incentive Plan (1999),
as amended and restated as of January 1, 2002 (Exhibit 99.2,
AGL Resources Inc. Form 10-Q for the quarter ended March 31,
2002).

10.1.ac  First amendment to the AGL Resources inc. Long-Term
Incentive Plan {1999}, as amended and restated {(Exhibit 10.1.b,
AGL Resources inc. Form 10-K for the fiscal year ended
December 31, 2004).

[
]
N

10.1.ad Second amendment to the AGL Resources Inc.
Long-Term Incentive Plan {1999}, as amended and restated
(Exhibit 10.1.1, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007},

10.1.ae  AGL Resources Inc. Officer Incentive Plan (Exhibit 10.2,
AGL Resources Inc. Form 10-Q for the quarter ended June 30,
2001).

10.1.af First amendment to the AGL Resources Inc. Officer
Incentive Plan (Exhibit 10.1.j, AGL Resources Inc. Form 10-Q for
the quarter ended June 30, 2007).

10.1.ag AGL Resources Inc. 2007 Omnibus Performance
Incentive Plan {Annex A of AGL Rescurces Inc.'s Schedule 14A,
File No, 001-14174, filed with the Securities and Exchange
Commission on March 12, 2007}.

10.1.ah  Form of Incentive Stock Option Agresment —
AGL Resources Inc. 2007 Omnibus Performance lncentive Plan
(Exhibit 10.1.b, AGL Resources knc. Form 10-Q for the quarter
ended June 30, 2007

10.1.ai Form of Nonqualified Stock Oplion Agreement —
AGL Resources Ine, 2007 Omnibus Performance Incentive Plan
(Exhibit 10.1.c, AGL Resources Inc. Form 10-Q for the quarter
ended fune 30, 2007).

10.1.aj Form of Performance Cash Award Agreement —
AGL Resources Inc, 2007 Omnibus Performance Incentive Plan
(Exhibit 10.1.d, AGL Resources in¢, Form 10-G for the quarter
ended June 30, 2007).

160.1.ak Form of Restricted Stock Agreement {performance
based) - AGL Resources inc, 2007 Omnibus Performance Incentive
Plan (Exhibit 10.1.e, AGL Resources Inc. Form 10-Q for the
quarter ended June 30, 20071,

10.1.al Form of Restricted Stock Agreement (time based) —
AGL Resources Inc, 2007 Omnibus Performance Incentive Plan
{Exhibit 10.1.f, AGL Rescurces Inc. Form 10-Q fer the quarter
ended June 30, 2007},

10.1.am Form of Restricted Stock Unit Agreement —
AGL Resources Inc. 2007 Omnibus Performance Ihcentive Plan.
(Exhibit 10.1.g, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007}

10.1.an  Form of Stock Appreciation Rights Agreement —
AGL Resources Inc. 2007 Omnibus Performance Incentive Plan
{Exhibit 10.1.h, AGL Resources Inc. Form 10-Q for the quarter
ended June 30, 2007).



10.l.ac Ferm  of Incentive Steck Option Agreement,
Monqualified Stock Option Agreement and Restricted Stock
Agreement for key employees (Exhibit 10.1, AGL Resources Inc.
Ferm 10-Q for the quarter ended September 30, 2004).

10.1.ap Form of Performance Unit Agreement for key employees
(Exhibit 10.1.e, AGL Resources In¢. Form 10-K for the fiscal year
ended December 31, 2004).

10.1.aq Forms of Nonqualified Stock Option Agreement without
the reload provision (LTIF and Officer Plan} (Exhibit 10.1,
AGL Resources Inc. Form 8-K dated March 15, 2005).

10.1.ar  Form of Nonqualified Stock Option Agreement with the
reload provision {QOfficer Plan) {Exhibit 10.2, AGL Resources Inc.
Form 8-K dated March 15, 2005).

10.1l.as Ferm of Restricted Stock Unit Agreement and
Performance Cash Unit Agreement far key employees (Exhibit 10.1
and 10.2, respectively, AGL Resources Inc. Form 8-K dated
February 24, 2006).

10.1.at AGL Resources Inc. Nongualified Savings Plan
as amended and restated as of January 1, 2007 (Exhibit 10.1.af,
AGL Resources Inc. Farm 10-K for the fiscal year ended
December 31, 2006).

10.1.au  AGL Resources !nc. Executive Performance Incentive
Plan dated February 2, 2002 (Exhibit 99.1, AGL Resources inc.
Ferm 10-Q for the quarter ended.March 31, 2002}.

10.1.av  AGL Resources Inc. Annual [ncentive Plan — 2006
{Exhibit 10.1, AGL Resources Inc. Form 8-K/A dated February 24,
2006).

10.1.aw  AGL Resources Inc. Annual Incentive Plan — 2007
(Exhibit 10.1, AGL Resources Inc. Form 8-K dated August 6,
2007,

10.1.ax  Description of Annual Incentive Compensation
Arrangement for Douglas N. Schantz.

10.1.ay Continuily Agreement, dated December 1, 2003, by and
between AGL Resources Inc., on behalf of itself and AGL Services
Company (its wholly owned subsidiary) and Kevin P. Madden
(Fxhibit 10.1.w, AGL Resources Inc. Form 10-K for the fiscal year
ended December 31, 2003).
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10.1.az Amendment to Continuity Agreement, dated
February 24, 2006, by and between AGL Resources Inc., on behalf
of itself and AGL Services Company (its wholly owned subsidiary)
and Kevin P. Madden (Exhibit 10.6, AGL Resources Inc.
Form 8-K/A dated February 24, 20086),

10.1.ba Continuity Agreement, dated December 1, 2003, by
and between AGL Resources Inc., on behalf of itself and
AGL Services Company (its wholly owned subsidiary) and Paul R.
Shlanta {Exhibit 10.1.z, AGL Rescurces Inc. Form 10-K for the
fiscal year ended December 31, 2003).

10.1.bb Amendment to Continuity Agreement, dated February
24, 2006, by and between AGL Resources Inc., on behalf of itself
and AGL Services Company {its wholly owned subsidiary) and
Paul R. Shlanta {Exhibit 10.7, AGL Resources inc. Form 8-K/A
dated February 24, 2006).

10.1.bc  Continuity Agreement, dated September 30, 2005, by
and between AGL Resources Inc., on hehalf of itself and AGL
Serwvices Company (its whally owned subsidiary) and Andrew W.
Evans (Exhibit 10.1, AGL Resources Inc. Form 8-K dated
September 27, 2005).

10.1.bd Amendment to Continuity Agreement, dated
February 24, 2006, by and between AGL Resources Inc., on behaif
of itself and AGL Services Company {its wholly owned subsidiary}
and Andrew W, Evans {Exhibit 10.5, AGL Resources Inc.
Form 8-K/A dated February 24, 2005).

10.1.be Continuity Agreement, dated January 1, 20086, by and
between AGL Resources, {nc., on behalf of ifseff and AGL Services
Company (its wholly owned subsidiary) and R. Eric Martinez, Jr.
(Exhibit 10.4, AGL Resources Inc. Form 8-K/A dated February 24,
2006).

10.1.bf Continuity Agreement, dated March 3, 2006, by and
between AGL Rescurces Inc., on behalf of itself and AGL Services
Company {its wholly owned subsidiary} and John W. Somerhalder 11
{Exhibit 10.2 AGL Resources, In¢, Form &-K dated March 8,
2006).

10.1.bg Continuity Agreement, dated March 15, 2006, by and
between AGL Resources Inc., on behalf of itself and AGL Services
Company (its wholly owned subsidiary) and Douglas N. Schantz
{Exhibit 10.1.as AGL Resources, Inc. Form 10-K for the fiscal year
ended December 31, 20086).

'
-
et



