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AGLC

AGL Capital

AGL Networks

AGSC

CGC

Corporate

Credit Facility
Distribution operations
EBIT

Energy investments
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FASB
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GAAP

GPSC

LNG

Marketers
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Operating margin

PGA
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PRP
PUHCA
RMC
SEC
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Senior notes

SFAS

SouthStar

Trust Preferred
Securities
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US Propane

VNG

VSCC

Wholesale services

WNA

GLOSSARY OF KEY TERMS

Atlanta Gas Light Company

AGL Capital Corporation

AGL Networks, LLC

AGL Services Company

Chattanooga Gas Company

Nonoperating segment, which includes A GSC, AGL Capital and Pivotal

Credit agreement supporting our commercial paper program

Segment that includes AGLC, VNG and CGC

Earnings before interest and taxes, anon-GAAP measure that includes operating income, other income,
equity in SouthStar’ sincome in 2003, donations, minority interest in 2004 and gain on sales of assets.
Excludesinterest and 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

Segment that consists primarily of SouthStar, US Propane (and itsinvestment in Heritage) and AGL
Networks

Environmental response costs

Financial Accounting Standards Board

FASB Interpretation Number

Accounting principles generally accepted in the United States of America

Georgia Public Service Commission

Liquefied natural gas

Georgia Public Service Conmission-certificated marketers selling retail natural gasin Georgia

Notes issued by AGL C scheduled to mature in 2004 through 2027 bearing interest rates ranging from
6.55% to 8.7%

Manufactured gas plant

New York Mercantile Exchange, Inc.

A non-GAAP measure of income, calculated as revenues minus cost of gas, that excludes operation and
mai ntenance expense, depreciation and amortization, taxes other than income taxes, and the gain on the
sale of our Caroline Street campus; these items are included in our calculation of operating income as
reflected in our statements of consolidated income; operating margin should not be considered an
aternative to, or more meaningful than, operating income or net income as determined in accordance with
GAAP

Purchased gas adjustment

Pivotal Energy Devel opment

Pipeline replacement program

Public Utility Holding Company Act of 1935, as amended

AGL Resources Risk Management Committee

Securities and Exchange Commission

Sequent Energy Management, L.P.

Notes issued by AGL Capital scheduled to mature in 2011 through 2013 bearing interest rates ranging
from 4.45% to 7.125%

Statement of Financial Accounting Standards

SouthStar Energy ServicesLLC

Trust preferred securities subject to mandatory redemption

AGL Capital Trust | and AGL Capital Trust 11
US Propane LP

VirginiaNatural Gas, Inc.

Virginia State Corporation Commission
Segment that consists primarily of Sequent
Weather normalization adjustment




APB 25
ARB 51
EITF 99-02
EITF 02-03

FIN 46 & FIN 46R
FSP 106-1

FSP 106-2

SFAS 66
SFAS 71
SFAS 123
SFAS 133
SFAS 149

REFERENCED ACCOUNTING STANDARDS

Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”

Accounting Research Bulletin No. 51, “Consolidated Financial Statements”

Emerging Issues Task Force Issue No. 99-02, “ Accounting for Weather Derivatives’

Emerging Issues Task Force Issue No. 02-03, “Issues Involved in Accounting for Contracts under
EITF Issue No. 98-10, ‘ Accounting for Contracts Involved in Energy Trading and Risk
Management Activities'”

FASB Interpretation No. 46, “ Consolidation of Variable Interest Entities”

FASB Staff Position No. 106-1, “ Accounting and Disclosure Requirements Related to
the Medicare Prescription Drug, Improvement and Modernization Act of 2003”

FASB Staff Position No. 106-2, “ Accounting and Disclosure Requirements Related to the

Medicare Prescription Drug, |mprovement and Modernization Act of 2003”

SFAS No. 66, “Accounting for Sales of Real Estate’

SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation”

SFAS No. 123, “Accounting for Stock-Based Compensation”

SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities’

SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging

Activities’



Item 1. Financial Statements

AGL RESOURCESINC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED)

June30, December 31, June30,
Inmillions 2004 2003 2003
Current assets
Cash and cash equivaents $54 $17 $3
Recelvables (less alowance for uncollectible accounts of $17
million at June 30, 2004, $2 million at December 31, 2003
and $3 million at June 30, 2003) 414 3A4 276
Unbilled revenues 42 40 5
Inventories 259 210 168
Unrecovered environmental response costs— current 26 24 24
Unrecovered pipeline replacement program costs— current 24 22 18
Energy marketing and risk management assets 21 13 12
Other 10 22 6
Total current assets 850 742 512
Property, plant and equipment
Property, plant and equipment 3,476 3,402 3,390
L ess accumulated depreciation 1,067 1,050 1,165
Property, plant and equipment-net 2,409 2,352 2,225
Deferred debits and other assets
Unrecovered pipeline replacement program costs 381 410 437
Goodwill 177 177 176
Unrecovered environmental response costs 141 155 155
Investmentsin Trusts 10 - -
Unrecovered postretirement benefit costs 9 9 11
Investmentsin equity interests - 101 112
Other 3 26 25
Total deferred debits and other assets 751 878 916
Total assets $4,010 $3,972 $3,653

See Notes to Condensed Consolidated Financial Statements(Unaudited).



AGL RESOURCES INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

June30, December 31, June 30,

Inmillions 2004 2003 2003
Current liabilities
Payables $535 $403 $387
Short-term debt 161 306 147
Accrued pipeline replacement program costs— current 0 82 67
Accrued expenses 53 4 60
Accrued environmental response costs— current 37 40 48
Current portion of long-term debt K%} 7 95
Energy marketing and risk management liabilities 11 17 11
Other 95 69 71
Totd current liabilities 1,016 1,048 886
Accumulated deferred income taxes 413 376 344
Long-term liabilities
Accrued pipeline replacement program costs 285 323 365
Accumulated removal costs 104 102 -
Accrued postretirement benefit costs 51 51 51
Accrued pension obligations 27 39 67
Accrued environmental response costs 25 43 38
Other 13 11 9
Totd long-term liabilities 505 569 530
Deferred credits 74 7 71
Commitments and contingencies (Note 7)
Minority interest 29 - -
Capitalization
Senior and Medium-Term notes 728 731 697
Notes payable to Trusts 234 - -
Subsidiaries’ obligated mandatorily redeemable preferred
securities - 225 228
Total long-term debt 962 956 925
Common shareholders' equity, $5 par value; 750,000,000
shares authorized 1,011 946 897
Tota capitalization 1,973 1,902 1,822
Total liabilitiesand capitalization $4,010 $3,972 $3,653

See Notes to Condensed Consolidated Financia Statements (Unaudited).



AGL RESOURCESINC. AND SUBSIDIARIES

CONDENSED STATEMENTSOF CONSOLIDATED INCOME

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2004 AND 2003
(UNAUDITED)

Three months Six Months
In millions, except per share amounts 2004 2003 2004 2003
Operating revenues $294 $187 $945 $539
Operating expenses
Cost of gas 129 46 522 14
Operation and maintenance expenses 81 70 174 142
Depreciation and amortization 24 23 48 45
Taxes other than income 7 7 15 15
Total operating expenses 241 146 759 396
Operating income 53 11 186 143
Equity in earnings of SouthStar - 10 - 24
Other income (loss) 1 2 2 -
Interest expense (16) (18 (32 (38
Minority interest 3 - (14 -
Earnings before income taxes 35 31 142 129
Income taxes 14 12 55 50
Income before cumulative effect of changein
accounting principle 21 19 87 79
Cumulative effect of change in accounting
principle, net of taxes - - - (8
Net income $21 $19 $37 $71
Basic earnings per common share
Income before cumulative effect of change
in accounting principle $0.34 $0.30 $1.35 $1.27
Cumulative effect of change in accounting
principle - - - (0.13)
Basic earnings per common share $0.34 $0.30 $1.35 $1.14
Diluted earnings per common share
Income before cumulative effect of change
in accounting principle $0.33 $0.29 $1.33 $1.26
Cumulative effect of change in accounting
principle - - - (0.13)
Diluted earnings per common share $0.33 $0.29 $1.33 $1.13
Weighted-average number of common shares
outstanding
Basic 64.8 63.5 64.7 61.9
Diluted 65.6 64.2 65.5 62.4

See Notes to Condensed Consolidated Financia Statements (Unaudited).



AGL RESOURCES INC. AND SUBSIDIARIES
CONDENSED CONSOL IDATED STATEMENTS OF COMMON SHAREHOLDERS EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2004
(UNAUDITED)

Premium on Other
Common Stock common Earnings  Comprehensive Treasury
In millions, except per share amounts Shares Amount shares reinvested income stock Total
Balance as of Dec. 31, 2003 64.5 $322 $326 $338 ($40) - $946
Comprehensive income:
Net income - - - 87 - - 87
Total comprehensive income 87

Dividends on common shares
($0.57 per share) - - - (37) - - (37)
Benefit, stock compensation,
dividend reinvestment and
share purchase plans ($28.86
weighted average price per
share) 0.4 3 12 -

Balance as of June 30, 2004 64.9 $325 $338 $388 ($40) $ $1,011

SeeNotesto Condensed Consolidated Financial Statements(Unaudited).



AGL RESOURCES INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASHFLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2004 AND 2003
(UNAUDITED)

Inmillions 2004 2003
Cash flows from operating activities
Net income $37 $71
Adjustments to reconcile net income to net cash flow provided by
operating activities
Depreciation and amortization 43 45
Cumulative effect of accounting change - 13
Deferred income taxes 37 24
Equity in earnings of unconsolidated affiliates (D) (29
Minority interest 14 -
Changesin certain assets and liabilities
Receivables 105 9%
Payables 74 45
Inventories (21) (50)
Other 1 17
Net cash flow provided by operating activities 344 205
Cash flows from investing activities
Property, plant and equipment expenditures (104) (77)
Purchase of Dynegy Inc.’s 20% ownership interest in SouthStar - (20
Sale of ownership interest in US Propane 31 -
Other 1 13
Net cash flow used in investing activities (72) (84)
Cash flows from financing activities
Payments and borrowings of short-term debt, net (151) (241)
Payments of MediumTerm notes (49 -
Dividends paid on common shares 37 (32
Distribution to minority interest 19 -
Equity offering - 137
Other 16 10
Net cash flow used in financing activities (235) (126)
Net increase (decrease) in cash and cash equivalents 37 5)
Cash and cash equivalents at beginning of period 17 8
Cash and cash equivalents at end of period $54 3
Cash paid during the period for
Interest (net of allowance for funds used during construction) $24 $30
Income taxes $22 $1

See Notes to Condensed Consolidated Financial Statements (Unaudited).



AGL RESOURCESINC. AND SUBSIDIARIESNOTESTO CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS (UNAUDITED)

Notel
Accounting Palicies and M ethods of Application

General

AGL Resources Inc. is an energy services holding company that conducts substantially all of its operations through its
subsidiaries. Unless the context requires otherwise, referencesto “we’, “us’, “our” or the “company” are intendedto
mean consolidated AGL Resources Inc. and its subsidiaries (AGL Resources). We have prepared the accompanying
unaudited condensed consolidated financial statements under the rules of the Securities and Exchange Commission (SEC).
Under such rules and regulations, we have condensed or omitted certain information and notes normally included in
financial statements prepared in conformity with accounting principles generally accepted in the United States of America
(GAAP). We bdieve, however, that our disclosures are adequate and the information presented is not mideading.

The condensed consolidated financia statements reflect al adjustments that are, in the opinion of management, necessary
for afair presentation of our financial results for the interim periods. Y ou should read these condensed consolidated
financial statements in conjunction with our consolidated financial statements and related notes included in our Annual
Report on Form 10-K for the year ended December 31, 2003, filed with the SEC on February 6, 2004.

Due to the seasona nature of our business, the results of operations for the three and six months ended June 30, 2004 and
the June 30, 2004, December 31, 2003 and June 30, 2003 balance sheets are not necessarily indicative of the results of
operations to be expected for any other interim period or for the year ending December 31, 2004. For aglossary of key
terms and referenced accounting standards, see pages three and four of thisfiling.

Basis of Presentation

Our condensed consolidated financia statements as of and for the periods ended June 30, 2004 include our accounts, the
accounts of our mgjority-owned and controlled subsidiaries and the accounts of variable interest entities for whichwe are
the primary beneficiary. All significant intercompany items have been eliminated in consolidation. Certain amounts from
prior periods have been reclassified to conform to the current period presentation. The December 31, 2003 balance sheet
amounts are derived from our audited financia statements.

Our condensed consolidated financia statements include the accounts of SouthStar Energy Services LLC (SouthStar), a
variable interest entity of which we are the primary beneficiary. Previoudy, we accounted for our 70% non-controlling
financial ownership interest in SouthStar using the equity method of accounting. Under the equity method, our ownership
interest in SouthStar was reported as an investment within our consolidated balance sheet, and our share of SouthStar’s
earnings was reported in our condensed consolidated statement of income as a component of other income. We utilize the
equity method to account for and report investments where we exercise significant influence but not control and where we
are not the primary beneficiary as defined by FIN 46. Our equity method investments generally include entities where we
have a 20% to 50% voting interest.

In January 2003, the Financia Accounting Standards Board (FASB) issued Interpretation No. 46, “ Consolidation of
Variable Interest Entities” (FIN 46), which was effective for our December 31, 2003 consolidated financia statements.
FIN 46 was subsequently revised in December 2003 (FIN 46R). FIN 46R clarifies the application of Accounting Research
Bulletin No. 51, “Consolidated Financial Statements’ to certain entities in which equity investors do not have the
characteristics of a controlling financial interest. FIN 46R aso defines a variable interest entity, and provides guidance for
determining when a business enterprise should consolidate the results of avariable interest entity.
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During the first quarter effective January 1, 2004, we adopted FIN 46R resultingin the consolidation of SouthStar’s
accounts in our condensed consolidated financia statements; and the deconsolidation of the accounts related to our Trust
Preferred Securities. For more discussion on FIN 46R and the impact of its adoption on our condensed consolidated
financia statements, see Note 2, Recent Accounting Pronouncements.

Stock -based Compensation

We have severa stock-based employee compensation plans and we account for these plans under the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, “ Accounting for Stock Issued to Employees’
(APB 25) and Statement of Financial Accounting Standard No. 123, “Accounting for Stock-Based Compensation” (SFAS
123). For our stock option plans, we generaly do not reflect stock-based employee compensation cost in het income, as
options granted under those plans had an exercise price equal to the market value of the underlying common stock on the
date of grant. For our stock appreciation rights, we reflect stock-based employee compensation cost based on the fair
value of our common stock at the balance sheet date, since these awards constitute a variable plan under APB 25.

The following table illustrates the effect on our net income and earnings per share for the three and six months ended June
30, 2004 and 2003 as if we had applied the optional fair value recognition provisions of SFAS 123:

Three months Six months
In millions, except per share amounts 2004 2003 2004 2003
Net income, as reported $21 $19 $7 $71
Deduct: Tota stock-based employee
compensation expense determined under fair
vaue-based method for all awards, net of
related tax effect - - 1 -
Pro-forma net income $21 $19 $86 $71
Earnings per share:
Basic-as reported $0.34 $0.30 $1.35 $1.14
Basic-pro-forma $0.34 $0.30 $1.33 $1.14
Diluted-as reported $0.33 $0.29 $1.33 $1.13
Diluted-pro-forma $0.33 $0.29 $1.31 $1.13
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Comprehensive Income

Our comprehensive income includes net income and other gains and losses affecting shareholders equity that GAAP
excludes from net income. Such items consist primarily of unrealized gains and losses on certain derivatives and

minimum pension liability adjustments. For the six months ended June 30, 2004 our comprehensive income increased as a
result of the fair value of derivatives at SouthStar in the amount of $1 million and a similar offsetting decrease due to the
sale of our remaining investment units related to US Propane LP. As aresult, our comprehensive income for June 30,

2004 was equal to net income. For the six months ended June 30, 2003 our comprehensive income was equal to net
income.

Earnings per Common Share

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

We derive our potential dilutive common shares by calculating the number of shares issuable under performance units and
stock options. The future issuance of shares underlying the performance units depends on the satisfaction of certain
performance criteria. The future issuance of shares underlying the outstanding stock options depends upon 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 anti-dilutive items. The following table shows the calculation of our diluted shares for the three and 9x
months ended June 30, 2004 and 2003, assuming performance units currently earned under the plan ultimately vest, and
stock options currently exercisable at prices below the average market prices are exercised:

Three months Six months
Inmillions 2004 2003 2004 2003
Denominator for basic earnings per share
(daily weighted-average shares outstanding) 64.8 63.5 64.7 61.9
Assumed exercise of performance units and
stock options 0.8 0.7 0.8 0.5
Denominator for diluted earnings per share 65.6 64.2 65.5 62.4




Note 2
Recent Accounting Pronouncements

FIN 46

FIN 46 requires the primary beneficiary of avariable interest entity’ s activities to consolidate the variable interest entity.
The primary beneficiary is the party that absorbs a mgjority of the expected losses and/or receives a mgjority of the
expected residual returns of the variable interest entity’s activities.

In December 2003, the FASB revised FIN 46, delaying the effective dates for certain entities created before February 1,
2003, and making other amendments to clarify application of the guidance. For potential variable interest entities other
than any specia purpose entities, FIN 46R was required to be applied no later than the end of the first fiscal year or
interim reporting period ending after March 15, 2004.

FIN 46R may be applied prospectively with a cumulative-effect adjustment as of the date it isfirst applied, or by restating
previoudy issued financia statements with a cumulative-effect adjustment as of the beginning of the first year restated.
FIN 46R aso requires certain disclosures of an entity’ s relationship with variable interest entities. We adopted FIN 46R as
of March 31, 2004.

Notes payableto Trustsand Trust Preferred Securities In June 1997 and March 2001, we established AGL Capital
Trust | and AGL Capital Trust I (Trusts) to issue our Trust Preferred Securities. The Trusts are considered to be specia
purpose entities under FIN 46 and FIN 46R since our equity in the Trusts is not considered to be sufficient to allow the
Trusts to finance their own activities and our equity investment is not considered to be at risk since the equity amounts
were financed by the Trusts.

Under FIN 46 (prior to the revision in FIN 46R), we concluded that we were the primary beneficiary of the Trusts because
the Trust Preferred Securities are publicly traded, widely held, and no one party would absorb a majority of any expected
losses of the Trusts. In addition, our loan agreements with the Trusts include call options allowing us to capture the
benefits of declining interest rates since the options enable us to cal the preferred securities at par, giving us the ability to
capture the majority of the residua returns in the Trusts. Accordingly, at December 31, 2003, the accounts of the Trusts
were included in our consolidated financial statements.

The revisonsin FIN 46R included specific guidance that instruments such as the call options included in our loan
agreements with the Trusts do not congtitute variable interests, and should not be considered in the determination of the
primary beneficiary. As aresult, as of January 1, 2004 we were required to exclude the accounts of the Trusts from our
consolidated financial statements upon our adoption of FIN 46R and to classify amounts payable to the Trusts as “Notes
Payable to Trusts’ within capitaization in our condensed consolidated bal ance sheets as of June 30, 2004.

The impact of deconsolidation of the Trusts is that we have included in our condensed consolidated balance sheets at June
30, 2004, an asset of gpproximately $10 million representing our investment in the Trusts, and a note payable to the Trusts
totaling approximately $232 million, which is net of an interest rate swap of $2 million, and removed $222 million related
to the Trust Preferred Securities issued by the Trusts. The notes payable represent the loan payable to fund our
investments in the Trusts of $10 million and the amounts due to the Trusts from the proceeds received from their

issuances of Trust Preferred Securities of $222 million.
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SouthStar SouthStar is ajoint venture formed in 1998 by our subsidiary, Georgia Natural Gas Company, Piedmont
Natural Gas Company, Inc. (Piedmont) and Dynegy Inc. (Dynegy) to market natural gas and related servicesto retail
customers, principaly in Georgia. On March 11, 2003, we purchased Dynegy’s 20% ownership interest in a transaction
that for accounting purposes had an effective date of February 18, 2003. We currently own a non-controlling 70%
financia interest in SouthStar and Piedmont owns the remaining 30%. Our 70% interest is non-controlling because al
significant management decisions require approval by both owners.

On March 29, 2004 we executed an amended and restated partnership agreement with Piedmont. This amended and
restated partnership agreement calls for SouthStar’ s future earnings starting in 2004 to be alocated 75% to our subsidiary
and 25% to Piedmont. For al periods prior to February 18, 2003, SouthStar’ s earnings have been alocated to us based
upon our ownership interests in those periods of 50%. SouthStar, which operates under the trade name Georgia Natural
Gas, competes with other energy marketers, including Marketers in Georgia, to provide natural gas and related services to
customers in Georgia and the Southeast.

As of December 31, 2003, we dd not consolidate SouthStar in our financia statements because it did not meet the
definition of a variable interest entity under FIN 46. FIN 46R added the following conditions for determining whether an
entity was a variable interest entity:
o0 thevoting rights of some investors are not proportional to their obligations to absorb the expected losses of the
entity, their rights to receive the expected residud returns of the entity, or both, and
o substantiadly al of the entity’s activities (for example purchasing products and additional capital) either involve or
are conducted on behalf of an investor that has disproportionately fewer voting rights.

We determined that SouthStar is a variable interest entity as defined in FIN 46R because:
0 our equa voting rights with Piedmont are not proportional to our economic obligation to absorb 75% of any
losses or residud returns from SouthStar, and
0 SouthStar obtains substantially all of its transportation capacity for delivery of natural gas through our wholly
owned subsidiary, Atlanta Gas Light Company (AGLC).

Consequently, as of January 1, 2004, we consolidated all of SouthStar’s accounts with our subsidiaries’ accounts and
diminated any intercompany balances between segments. Werecorded Piedmont’ s portion of SouthStar’s earnings as a
minority interest in our condensed consolidated statements of income, and we recorded Piedmont’s portion of SouthStar’s
capital as a minority interest on our condensed consolidated balance sheet.

FASB Staff Position 106-2 On May 19, 2004, the FASB issued FSP 106-2, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003,” (FSP 106-2) which supersedes
FSP 106-1 and is effective for the first interim or annua reporting period beginning after June 15, 2004, or July 1, 2004
for us. The guidancein FSP 106-2 related to the accounting for the federal subsidy applies only to the sponsor of asingle-
employer defined benefit postretirement health care plan for which (@) the employer has concluded that prescription drug
benefits available under the plan to some or al participants for some or al future years are "actuarialy equivaent” to
Medicare Part D and thus qualify for the subsidy under the Medicare Prescription Drug Act and (b) the expected federa
subsidy will offset or reduce the employer’s share of the cost of the underlying postretirement prescription drug coverage
on which the federal subsidy isbased. FSP 106-2 a so provides guidance for the disclosures about the effects of the
subsidy for an employer that sponsors a postretirement health care benefit plan that provides prescription drug coverage
but for which the employer has not yet been able to determine actuarial equivaency.

Effective July 2, 2004 we amended our Defined Benefit Headlth Care and Life Insurance Plan (Defined Plan) to no longer

offer prescription drug benefits to retirees age 65 and older after January 1, 2006. As aresult, FSP 106-2 will not have an
impact on our accounting for our Defined Plan.
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Note 3
Risk M anagement

Our risk management activities are monitored by the Risk Management Committee (RMC). The RMC is comprised of
senior officers charged with the review and enforcement of our risk management policies. Our risk management policies
limit the use of derivative financia instruments and physical transactions within pre-defined risk tolerances associated
with pre-existing or anticipated physical natural gas sales and purchases and system use and storage. We use the following
derivative financia instruments and physical transactions to manage commodity price risks.

o Forward contracts
Futures contracts
Options contracts
Financia swaps
Storage and transportation capacity transactions

OO0 o0oo

Interest Rate Swaps

To maintain an effective capita structure, it is our policy to borrow funds using a mix of fixed-rate and variable-rate debt.
We have entered into interest rate swap agreements through our wholly owned subsidiary, AGL Capital Corporation

(AGL Capita), for the purpose of hedging the interest rate risk associated with our fixed-rate and variable-rate debt
obligations. We designated these interest rate swaps as fair vaue hedges and accounted for them using the “ shortcut’
method prescribed by Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (SFAS 133), which allows us to designate derivatives that hedge exposure to
changesin the fair value of arecognized asset or ligbility. We record the gain or loss on fair value hedgesin earningsin
the period of change, together with the offsetting loss or gain on the hedged item attributable to the risk being hedged. The
effect of this accounting isto reflect in earnings only that portion of the hedge that is ineffective in achieving offsetting
changesin fair vaue.

Accordingly, we adjust the carrying value of each interest rate swap to its fair value at the end of each period, with an
offsetting and equa adjustment to the carrying value of the debt securities whose fair value is being hedged.
Consequently, our earnings are not affected negatively or positively with changesin fair value of the interest swaps each
quarter.

In March 2004 we adjusted our fixed to variable-rate debt obligations and terminated an interest rate swap on $100
million of the principal amount of our 4.45% Senior Notes due 2013. Additionally, as of March 31, 2004 and in
connection with the deconsolidation of the Trusts, we re-designated the interest rate swaps on the Trust Preferred
Securities as afair value hedge of our notes payable to the Trusts.

As of June 30, 2004, a notional principa amount of $175 million of these interest rate swap agreements effectively
converted the interest expense associated with a portion of our Senior Notes and notes payable to the Trusts from fixed
rates to variable rates based on an interest rate equal to the London Interbank Offered Rate (LIBOR), plus a spread
determined at the swap date. Our interest rate swaps consist of the following:

o $100 million principal amount of 7.125% Senior Notes due 2011. We pay floating interest each January 14 and
July 14 at sx-month LIBOR plus 3.4%. The effective variable interest rate at June 30, 2004 was 4.6%, an
increase of 0.1% from December 31, 2003. These interest rate swaps expire January 14, 2011, unless terminated
earlier.

0 $75 million principal amount of 8.0% notes payable to Trusts due 2041. Wepay floating interest rates each
February 15, May 15, August 15 and November 15 at three-month LIBOR plus 1.315%. The effective interest
rate at June 30, 2004 was 2.6%, an increase of 0.1% from December 31, 2003. These interest rate swaps expire
May 15, 2041, unless terminated earlier.

The aggregate fair value of these interest rate swaps was recorded as aliability of $3 million at June 30, 2004 and $4
million at December 31, 2003 and an asset of $9 million at June 30, 2003.
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Commodity-related derivative instruments

Sequent We are exposed to risks associated with changes in the market price of natural gas. Sequent Energy
Management, L.P. (Sequent) uses derivative financia instruments to reduce our exposure to the risk of changes in the
prices of natural gas. The fair value of these derivative financia instruments reflects the estimated amounts that we would
receive or pay to terminate or close the contracts at the reporting date, taking into account the current unrealized gains or
losses on open contracts. We use external market quotes and indices to value substantially al the financia instruments we
utilize.

We attempt to mitigate substantially all the commaodity price risk associated with Sequent’s natural gas portfolio to lock in
the economic margin at the time we enter into natural gas purchase transactions for our stored natura gas. We purchase
natural gas for storage when the difference in the current market price we pay to buy natural gas plus the cost to store the
natural gasisless than the market price we can receive in the future, resulting in a positive net profit margin. We use New
Y ork Mercantile Exchange (NY MEX) futures contracts to sell natural gas at that future price to substantially lock in the
profit margin we will ultimately realize when the stored gasis actually sold. Those NYMEX futures contracts meet the
definition of a derivative under SFAS 133 and are recorded at fair value in our condensed consolidated balance sheet, with
changesin fair value recorded in earnings in the period of change. The purchase, storage and sale of natura gas are
accounted for on an accrua basis rather than on the mark-to-market basis we utilize for the derivatives used to mitigate
the commaodity price risk associated with our storage portfolio. This difference in accounting will result in volatility in our
reported net income, even though the economic margin is essentially unchanged from the date the transactions were
consummated. We do not currently use hedge accounting under SFAS 133 to account for this activity.

Our commodity-related derivative financial instruments, which exclude interest rate swaps, had aweighted average
maturity of 8 months based on volumes. At June 30, 2004, our commodity-related derivative financial instruments
represented purchases (Ilong) of 540 billion cubic feet (Bcf) with approximately 99% of these scheduled to mature in less
than 2 years. In addition, our financial instruments included sales (short) of 555 Bcf with approximately 96% of these
scheduled to mature in less than 2 years and the remaining 4% in 3-9 years. For the Sx months ended June 30, 2004 and
2003, excluding the cumulative effect of achange in an accounting principle in 2003 for the adoption of EITF 02-03, our
unrealized gains were $15 million in 2004 and $6 million in 2003.

SouthStar The commodity-related derivative financial instruments (futures, options and swaps) used by SouthStar
manage exposures arising from changing commodity prices. SouthStar’ s objective for holding these derivativesisto
minimize this risk using the most effective methods to reduce or eliminate the impacts of these exposures. A significant
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 other comprehensive income (OCI) and are reclassified into earnings
in the same period as the settlement of the underlying hedged item. Any hedge ineffectiveness, defined as when the gains
or losses on the hedging instrument do not perfectly offset the losses or gains on the hedged item, is recorded into
earnings in the period in which it occurs. SouthStar currently has no hedge ineffectiveness. The remainder of SouthStar’s
derivative instruments does not meet the hedge criteria under SFAS 133. Therefore, changes in their fair value are
recorded in earnings in the period of change.

At June 30, 2004, the fair value of these derivatives was reflected in our condensed consolidated financia statements as an
asset of $2 million with a corresponding increase to OCI of $1 million. For the six months ended June 30, 2004, a loss of
$1 million was reclassified to earnings from OCI related to instruments designated as hedges under SFAS 133 and aloss
of $1 million was recognized on instruments not designated as hedges under SFAS 133 representing the change in fair
value of those instruments during the period. No amounts were recorded to earnings related to hedge ineffectiveness. The
maximum maturity of open positionsis less than 2 years and represent purchases of 2 Bcf and sales of 3 Bcf, with
approximately 97% scheduled to mature in less than one year.
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Weather derivative contracts

SouthStar routinely enters into weather derivative contracts for hedging purposes in order to preserve margins in the event
of warmer-than-normal weather in the winter months. SouthStar accounts for these contracts using the intrinsic value
method under the guidelines of EITF 99-02, “ Accounting for Weather Derivatives'.

Concentration of Credit Risk

Distribution Operations AGLC has a concentration of credit risk for amounts billed for services and other coststo its
customers, ten Marketers and poolers in Georgia. The credit risk exposure to Marketers varies seasondly , with the lowest
exposure in the non- peak summer months and highest exposure in the peak winter months. Marketers are responsible for
theretail sale of natural gas to end-use customersin Georgia. These retail functions include customer service, billing,
collections, and the purchase and sale of natural gas. The provisions of AGLC' stariff alow AGLC to obtain security
support in an amount equa to a minimum of two times a Marketer’ s highest monthly bill.

Wholesale Services Sequent provides services to marketers, utility and industrial customers has a concentration of credit
risk measured by 30-day receivable exposure plus forward exposure, which is highly concentrated in 20 of its
counterparties. At June 30, 2004, Sequent’stop 20 counterparties represented approximately 55% of the total counterparty
credit exposure of $238 million, derived by adding the top 20 counterparties’ exposures and dividing by the total of
Sequent’ s counterparties’ exposures.

Sequent has established credit policies to determine and monitor the creditworthiness of counterparties, as well as the
quality of pledged collateral. When we are engaged in more than one outstanding derivative transaction with the same
counterparty and we also have 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
our credit risk. Sequent also uses other netting agreements with certain counterparties with whom we conduct significant
transactions.
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Note4
Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our consolidated balance sheets in accordance with SFAS No. 71,
“Accounting for the Effects of Certain Types of Regulation.” Our regulatory assets and liabilities, and associated
ligbilities for our unrecovered pipeline replacement program (PRP) costs and unrecovered environmental response costs
(ERC), are summarized in the table below:

June 30, Dec. 31, June 30,

Inmillions 2004 2003 2003
Regulatory assets
Unrecovered PRP costs $405 32 $455
Unrecovered ERC 167 179 179
Unrecovered postretirement benefit costs 9 9 11
Unrecovered seasonal rates (1) - 11 -
Unamortized call premium (2) 6 4 -
Regulatory tax asset(2) 3 3 3
Other (3) 1 1 1
Total regulatory assets $591 $639 $649
Regulatory liabilities
Accumulated removal costs $104 $102 $
Deferred seasonal rates(4) 9 - 9
Unamortized investment tax credit (5) 18 19 20
Deferred PGA (4) 36 30 16
Regulatory tax liability (5) 14 15 15
Other (3) 2 3 2
Tota regulatory ligbilities 183 169 62
Associated liabilities
PRP costs 375 405 432
ERC 62 83 86
Totd associated liahilities 437 488 518

Total regulatory and associated liabilities $620 $657 $580

(1) Presented in other current assets in our condensed consolidated balance sheet s

(2) Presented in other deferred debits and other assets in our condensed consolidat ed balance sheet s.

(3) Presented in other deferred debitsand other assets, other current liabilities and accrued postretirement benefit costsin
our condensed consolidated balance sheet s.

(4) Presented in other current liabilities in our condensed consolidated balance sheet s.

(5) Presented in deferred credits in our condensed consolidated balance shesets.

Our regulatory assets and liabilities are described in our Annua Report on Form 10-K for the year ended December 31,
2003. The following represent significant changes to our regulatory assets and liabilities during the six months ended June
30, 2004:

Environmental Response Costs

Our latest engineering estimate for the costs to remediate certain former manufactured gas plant (M GP) sites was $50
million, a reduction of $17 million from the estimate as of December 31, 2003. The decrease was primarily a result of
actua expendituresin 2004. For those remaining elements of the MGP program where AGLC is unable to perform
engineering cost estimates at the current state of investigation, considerable variability remains in the estimates for future
remediation costs. For these elements, the estimate for the remaining cost of future actions at MGP sites is $15 million.
AGLC estimates certain other costs related to administering the MGP program and remediation of sites currently in the
investigation phase. Through January 2005, AGL C estimates the administrative costs to be $3 million. Beyond January
2005, these costs are not estimable. As of June 30, 2004, our MGP program was approximately 70% compl ete.

For those sites currently in the investigation phase, our estimate is $9 million. This estimate is based upon preliminary
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data received during 2003 with respect to the existence of contamination at those sites. Our range of estimates for these
sitesis from $9 million to $15 million. We have accrued the low end of our range, or $9 million, as thisis our best
estimate at this phase of the remediation process. AGLC's ERC liability is composed of the elements in the following
table:

June 30, Dec. 31, June 30,

Inmillions 2004 2003 2003
Projected engineering estimates and in-

place contracts (1) $50 $67 $85
Estimated future remediation costs (1) 15 15 7
Administrative expenses 3 3 3
Other expenses 9 9 -
Cash payments for cleanup expenditures (2) (15) (1) 9
Accrued ERC $62 $33 $36

(1) Asof March 31,2004, September 30, 2003 and March 31, 2003
(2) Expenditures during the three months ended June 30, 2004, December 31, 2003 and June 30, 2003

The ERC liability isincluded in a corresponding regulatory asset. As of June 30, 2004, the regulatory asset was $167
million, which is a combination of accrued ERC and unrecovered cash expenditures. The liability does not include other
potential expenses, such as unasserted property damage claims, personal injury or natural resource damage claims,
unbudgeted lega expenses, or other costs for which AGLC may be held liable but with respect to which we cannot
reasonably estimate an amount.

AGLC hasthree ways of recovering investigation and cleanup costs. The GPSC has approved an ERC recovery rider. It
allows recovery of the costs of investigation, testing, cleanup and litigation. Because of this rider, these actual and
projected future costs related to investigation and cleanup to be recovered from customersin future years are included in
our regulatory assets. AGL C recovered $12 million during the six months ended June 30, 2004, through its ERC recovery
rider.

The second way AGLC can recover costsis by exercising the lega rights AGLC believesit hasto recover a share of its
costs from other potentially responsible parties, typically former owners or operators of the MGP sites. There was no
material recoveries from potentially responsible parties during the six months ended June 30, 2004. The remaining way
AGLC can recover costsis from the receipt of net profits from the sale of remediated property. On June 30, 2004, a
residential and retail development located in Savannah, Georgia and adjacent to aformer MGP site was sold resulting in a
gross gain of $6 million. All gains on sales of MGP property are required by the ERC recovery rider to be shared 70%
with ratepayers. Asaresult, approximately $4 million was credited to the MGP program as a reduction to the regulatory
asset.

2004 is expected to be the last significant year of spending for this program. The ERC recovery mechanism alows for
recovery of expenditures over afive-year period subsequent to the period in which the expenditures are incurred. As of
June 30, 2004, the MGP expenditures expected to be incurred over the next 12 months are reflected as a current ligbility
of $37 million. In addition, AGLC expectsto collect $6 million in revenues over the next 12 months under the ERC
recovery rider, which is reflected as a current asset.

19



Note5
Pension and Other Postretirement Benefits

Accounting for Pension Benefits

The measurement date for our pension and other postretirement benefit plans is December 31. The following are the costs

components of our pension and other postretirement benefit plans for the second quarter ended June 30, 2004 and 2003.

Pension Benefits Other Benefits
Inmillions 2004 2003 2004 2003
Service cost $1 $1 $1 $1
Interest cost 5 5 2 2
Expected return on plan assets (6) (6) D (@)
Net amortization - - - -
Recognized actuaria loss 1 - - -
Net annual cost $1 $ $2 $2

The following are the cost components for the six months ended June 30, 2004 and 2003.

Pension Benefits Other Benefits
Inmillions 2004 2003 2004 2003
Service cost $3 2 $1 $1
Interest cost 10 10 4 4
Expected return on plan assets (12 (1) (2 (2
Net amortization D D - 1
Recognized actuaria loss 2 1 1 -
Net annual cost $2 $1 ™ L]

Employer Contributions

In April of 2004, we made a $13 million contribution to our pension plan. We do not anticipate making any additional
contributions in 2004.
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Note 6
Financing

Outstanding as of :

Dollarsin millions Year(s) Due Int. rate (4) June 30,2004 Dec. 31, 2003 June 30, 2003
Short-term debt
Commercial paper (1) 2004 1.4% $161 $303 $140
Current portion of long-term debt 2004 7.6-7.75 A Va4 95
Sequent line of credit (2) 2004 - - 3 7
Total short-term debt (3) 2.4% $195 $383 $242
Long-term debt - net of current
portion
Medium-Term notes
Series A 2021 9.10% $30 $30 $30
Series B 2012-2022 83-8.7 61 61 9%
Series C 2015-2027 6.55—-7.3 117 122 270
Senior Notes 2011-2013 4.45-7.125 525 525 300
AGL Capital interest rate swaps 2011-2013 4.57 (5) (7) 2
Total MediumTerm and Senior
notes $728 $731 $697
Notes payableto Trusts 2037-2041 8.0-8.17% $232 - -
Trust Preferred Securities
AGL Capital Trust | 2037 - $74 $74
AGL Capita Trust 11 2041 - 148 147
AGL Capital interest rate swaps 2041 258 2 3 7
Total Notes payable to Trusts 234 - -
Total Trust Preferred Securities 225 228
Total long-term debt (3) 6.2% $962 $956 $925
Total short-term and long-term
debt (3) 5.6% $1,157 $1,339 $1,167

(1) Thedaily weighted average rate was 1.2% for the six months ended June 30, 2004.
(2 Thedaily weighted average rate was 1.5% for the six months ended June 30, 2004.

(3) Weighted average interest rate, including interest rate swaps if applicable.
(4) Interest rates exclude debt issuance and other financing related costs.

Short-term Debt

Our short-term debt is composed of borrowings under our commercia paper program which consists of short-term
unsecured promissory notes with maturities ranging from 14 to 57 days, maturities within one year of our Medium-Term

notes, Sequent’s line of credit and SouthStar’ s non-recourse debt. The commercia paper program is supported by our

Credit Facility.

On May 26, 2004, we closed on a new $500 million three-year Credit Facility. This new Credit Facility replaces our

previous $200 million 364-day Credit Facility that was scheduled to expire on June 16, 2004 and our previous $300
million three-year Credit Facility that was scheduled to terminate on August 7, 2005. Under our new Credit Facility, one
time each calendar year we can request from lenders an increase in credit commitments up to an additional $200 million.

On April 19, 2004, SouthStar amended its $75 million revolving line of credit which provides working capital needs to

meet seasonal demands. The line of credit is scheduled to expire on April 19, 2007 and is not guaranteed by us.

SouthStar’ s line of credit provides for its working capital needs and meetsits seasonal demands. On June 14, 2004,
Sequent extended its $25 million line of credit until July 1, 2005, which is used solely for the posting of exchange deposits
and is unconditionally guaranteed by us.
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Note7
Commitments and Contingencies

Contractual Obligationsand CommitmentsWe have incurred various contractual obligations and financia
commitments in the norma course of our operations and financing activities. Contractua 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 related
revenue-producing activities. There have not been any significant changes to our contractual obligations which were
described in our Annual Report on Form 10-K for the year ended December 31, 2003.

Contingent financial commitments represent obligations that become payable only if certain pre-defined events occur,
such as financia 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. The following tables illustrate our expected financial commitments as of June
30, 2004:

Commitments Due before December 31,

2005 & 2007 & 2009 &
Inmillions Total 2004 2006 2008 Thereafter
Guarantees (1) (2) $277 $277 $ $ $
Standby letters of credit, performance/ surety bonds 11 9 2 - -
Total other commercial commitments $288 $286 $2 $ $

(1) $228 million of these guarantees support credit exposures in Sequent’s energy marketing and risk management business. In the event
that Sequent defaults on any commitments under these guarantees, these amounts would become payable by us as guarantor.

(2 We provide guarantees on behalf of our subsidiary, SouthStar. We guarantee 70% of SouthStar’s obligations to Southern Natural
Gas Company (SNG) under certain agreements between the parties up to a maximum of $7 million if SouthStar fails to make
payment to SNG. Under a second such guarantee, we guarantee 70% of SouthStar’s obligationsto AGLC under certain agreements
between the parties up to a maximum of $42 million, which represents our share of SouthStar’s maximum credit support obligation
to AGL C under itstariff.

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. Change to the status of previoudly disclosed litigation is as follows:

In the first quarter of 2004, we settled a lawsuit with the city of Augusta, Georgia who had served AGL C with a complaint
that was filed in the Superior Court of Richmond County, Georgia on July 1, 2003. The City of Augusta s allegations
included fraud and deceit and damages to redlty. The allegations arose from negotiations between the city and AGLC
regarding the environmental cleanup obligations connected with AGLC's former MGP operations in Augusta.
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Note 8
Segment Information

Our businessis organized into three operating segments:
o Digtribution operations consists of AGLC, Virginia Natural Gas (VNG) and Chattanooga Gas Company (CGC).
0 Wholesde services consists primarily of Sequent.
0 Energy investments consists primarily of SouthStar, AGL Networks, LLC and US Propane LP through the date of
itssdein January 2004.

We treat corporate, our fourth segment, as a non-operating business segment, and it includes AGL Resources Inc., AGL
Services Company, Pivotal Energy Development, nonregulated financing and the effect of intercompany eliminations. We
eliminated intersegment sales for the three and six months ended June 30, 2004 and 2003 from our statements of
consolidated income.

We evaluate segment performance based on the non-GAAP measure of earnings before interest and taxes (EBIT), which
includes the effects of corporate expense alocations. Items that we do not includein EBIT are financing costs, including
interest and debt expense, income taxes, and the cumulative effect of a change in accounting principle, 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 evauate the effectiveness of our business from an operationa 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.

EBIT should not be considered an dternative 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 asimilarly titled measure of another company. The reconciliations of EBIT to operating income, earnings before
income taxes and net income for the three and six months ended June 30, 2004 and 2003 are presented below.

Three months Six months

Inmillions 2004 2003 2004 2003

Operating income $53 $41 $186 $143

Other income 1 8 2 24

Minority interest ) - 14 -

EBIT 51 49 174 167

Interest expense (16) (18) (32 (38)

Earnings before income taxes 35 31 142 129

Income taxes 14 12 55 50

Income before cumulative effect of changein

accounting principle 21 19 87 79
Cumulative effect of change in accounting principle - - - (8)
Net income $21 $19 $87 $71
As of December 31, 2003
Corporate and
Distribution Wholesdle  Energy Intersegment Consolidated
Operations Services Investments  Eliminations (2) AGL Resources
Identifiable assets (1) $3,325 $454 $90 $2 $3,871
Investment in joint ventures - - 101 - 101
Total assets $3,325 $454 $191 $2 $3,972

(1) Identifiable assets are those assets used in each segment’ s operations.
(2) Our corporate segment’ s assets consist primarily of intercompany eliminations, cash and cash equivaentsand property, plant and
equipment.
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Three months ended June 30,

Corporateand
I ntersegment Consolidated AGL
Distribution Operations | Wholesale Services Energy Investments Eliminations (2) Resources
Inmillions 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
Operating revenues (1) $184 $181 $1 $5 $149 $1 ($40) $ $294 $187
Depreciation and
amortization 21 20 - - - - 3 3 24 23
Operating income (10ss) 48 44 (5) - 11 2 1) (2) 53 41
Equity in earnings of
SouthStar - - - - - 10 - - - 10
Other income (l0ss) 1 - - - 1 Q) QD Q) 1 2
Minority interest - - - - 3 - - - 3 -
EBIT 49 44 (5) - 9 7 @) 2 51 49
Capital expenditures 49 31 2 1 7 2 - 7 58 41
As of or for the six months ended June 30,
Corporateand
Intersegment Consolidated AGL
Distribution Operations | Wholesale Services Energy Investments Eliminations (2) Resources
Inmillions 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
Operating revenues (1) $573 $502 $21 $33 $458 $4 ($207) $ $945 $539
Depreciation and
amortization 42 40 - - 1 - 5 5 48 45
Operating income (l0ss) 130 125 7 21 53 2 4 Q) 186 143
Equity in earnings of
SouthStar - - - - - 24 - - - 24
Other income (loss) 1 - - - 2 1 (@) Q) 2 -
Minority int erest - - - - (24) - - 19 -
EBIT 131 125 7 21 41 23 (5) (2) 174 167
Capital expenditures 85 56 5 1 13 6 1 14 104 7
Identifiable assets (3) $3,297 $3,125 $546 $438 $291 $88 ($124) ($110) $4,010 $3541
Investment in joint
ventures - - - - - 112 - - - 112
Total assets $3,297 $3,125 $546 $438 $2901 $200 ($124) ($110) $4,010  $3,653

(1) Intersegment revenues — Wholesale services records its energy marketing and risk management revenue on a net basis. The
following table provides detail of wholesale services' total gross revenues and gross sales to distribution operations:

Three months ended June 30, Six months ended June 30,
Inmillions 2004 2003 2004 2003
Third-party gross revenues $1,013 $808 $2,056 $1,875
Intersegment revenues 101 94 197 207
Tota gross revenues $1,114 $902 $2,253 $2,082

(2) Includesintercompany eliminations; assets consist primarily of cash and cash equivalents and property, plant and equipment.
(3) Identifiable assets are those assets used in each segment’ s operations.

24



Note 9
Subsequent Events

NUI Corporation Acquisition On July 15, 2004, we announced that our board of directors approved a definitive merger
agreement under which we will acquire al of the outstanding shares of NUI Corporation (NUI) for $13.70 per sharein
cash, or $220 million in the aggregate based on approximately 16 million shares outstanding, and the assumption of NUI's
outstanding debt at closing. At March 31, 2004, NUI had approximately $607 million in debt and $136 million of cash on
its balance sheet, bringing the estimated net value of the acquisition to $691 million.

At closing we expect to fund the purchase of NUI’ s shares primarily through the issuance of equity or debt securities.

We expect to refinance a portion of NUI’s outstanding debt and expect to finance at least $220 million of the purchase
through the issuance of equity securities. The transaction is subject to approva of NUI’s shareholders, the SEC, state
regulatory agencies of New Jersey, Florida, Maryland and Virginiaand various other closing conditions. We are seeking
expedited treatment from the various state and federal regulatory agencies for approval of our proposed merger agreement
with NUI. The merger agreement provides that the closing must occur on or prior to April 11, 2005, but the closing may
be extended for an additional 90 days until July 11, 2005, in the event the parties have not obtained the required consents
for the acquisition.

Postretirement Plan We amended the Defined Benefit Postretirement Health Care and Life Insurance Plan (Defined
Plan) due to the Medicare Prescription Drug Improvement and Modernization Act of 2003, which was signed into law
December 8, 2003, and which resulted in Medicare offering prescription drug coverage beginning January 1, 2006 to all
Medicare-eligible retirees. As aresult of this law, effective July 2, 2004 we amended our Defined Plan to discontinue
prescription drug benefits to retirees age 65 and older after January 1, 2006.

Treasury Securities From time to time we enter into transactions designed as a hedge against market interest rate
fluctuations. On July 2, 2004 we entered into a forward contract transaction involving $100 million of U.S. Treasury
securities in order to minimize such fluctuations. The transaction partially hedges an anticipated debt offering in the third
or fourth quarter of 2004, and the locked-in Treasury rate was 4.57% with an October 1, 2004 settlement date.
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ITEM 2. M anagement’s Discussion and Analysis of Financial Condition and Resultsof Operation

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Unless the context requires otherwise, referencesto “we,” “us,” “our” or the “company” are intended to mean consolidated AGL
Resources Inc. and its subsidiaries (AGL Resources). Our reports, filings and other public announcements often include statements
reflecting assumptions, expectations, projections, intentions or beliefs about future events. These statements, which may relate to such
matters as future earnings, growth, supply and demand, costs, subsidiary performance, new technologies and strategic initiatives, are
“forward -looking statements” within the meaning of the federal securities|aws. These statements do not relate strictly to historical or
current facts, and you can identify certain of these statements, but not necessarily all, by the use of the words “anticipate,” “assume,”
“indicate,” “estimate,” “believe,” “predict,” “forecast,” “rely,” “expect,” “continue,” “grow” and other words of similar meaning.
Although we believe that the expectations and assumptions reflected in these statements are reasonabl e in view of the information
currently available, we cannot assure you that these expectations will prove to be correct. These forward-looking statementsinvolve a
number of risks and uncertainties, including those set forth below and in our Form 10-K filed with the Securities and Exchange
Commission on February 6, 2004 under Item 7, “Management’ s Discussion and Analysis of Financial Condition and Results of
Operations” under the caption “Risk Factors.” The following are among the important factors that could cause actual resultsto differ
materially from the results discussed in the forward-looking statements:

0 changesinindustrial, commercia and residential growth in our serviceterritories

0 changesin price, supply and demand for natural gas and related products

0 impact of changesin state and federal Iegislation and regulation, including orders of various state public service commissions
and of the Federal Energy Regulatory Commission (FERC) on the gas and electric industries and on us

0 actions taken by government agencies, including decisions on base rate increase requests by state regulators

o0 theultimate impact of the Sarbanes-Oxley Act of 2003 and any future changesin accounting regulations or practicesin
general with respect to public companies, the energy industry or our operations specifically

0 theenactment of new accounting standards by the Financial Accounting Standards Board (FASB) or the Securities and
Exchange Commission (SEC) that could impact the way we record revenues, assets and liabilities, which could lead to
impacts on reported earnings or increasesin liabilities, which in turn could affect our reported results of operations

o effects and uncertaintiesof deregulation and competition, particularly in markets where prices and providers historically have
been regulated and unknown issues following deregulation such as the stability of the Georgiaretail gas market, including
risks related to energy marketing and risk management

0 concentration of credit risk in Marketers— that is, marketers who are certificated by the Georgia Public Service Commission
(GPSC) to sell retail natural gasin Georgia— and customers of our wholesal e services segment

0 excess high-speed network capacity and demand for dark fiber in metro network areas

0 market acceptance of new technologies and products, aswell as the adoption of new networking standards

0 our ability to negotiate new fiber optic contracts with telecommunications providers for the provision of AGL Networks,
LLC sdark fiber services

0 utility and energy industry consolidation

o performance of equity and bond markets and the impact on pension and post retirement funding costs

0 impact of acquisitionsand divestitures, including:

0 therisk that our business and NUI Corporation (NUI) will not be integrated successfully or such integration may be
more difficult, time-consuming or costly than expected
0 expected revenue synergies and cost savings from the merger may not be fully realized or realized within the

expected time frame

revenues following the merger may be lower than expected

the ability to obtain governmental approvals of the merger on the proposed terms and schedule

the failure of NUI’ s shareholders to approve the merger

the risk that we may be unable to obtain financing necessary to consummate the acquisition, or that the terms of such

financing may be onerous
o0 therisk that any financing plan may have the effect of diluting our shareholder valuein the near term

direct or indirect effects on our business, financial condition or liquidity resulting from a change in our credit rating or the

credit rating of our counterparties or competitors

interest rate fluctuations, financial market conditions and general economic conditions

uncertainties about environmental issues and the related impact of such issues

impact of changesin weather upon the temperature-sensitive portions of our business

impact of litigation

impact of changesin prices on the margins achievable in the unregulated retail gas marketing business

o
O o0 oo

O OO0 oo
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Summary

We are an energy services holding company, headquartered in Atlanta, Georgia, whose principal businessisthe
distribution of natural gasin Georgia, Virginiaand Tennessee. Our executive offices are located at Ten Peachtree Place
NE, Atlanta, Georgia 30309. The telephone number at that address is (404) 584-4000. As shown in the following chart,
we conduct substantially al our operations through our significant subsidiaries, which we manage as three operating
segments - distribution operations, wholesal e services and energy investments - and one non-operating segment,
corporate, which includes our intercompany eliminations.

h AGL Fliesources

Digtribution Wholesale Energy
Operathons Service Investoments Corporate
Atlants G Light Sequent Energy SouthStor Energy AGL Capital
Compuay Manngement, LP Services LLC Corporation
Wirginia Natural AGLL Nerworks, AGL Services
Gus, Inc. LLC Company
Chamanoara G
COrmpresry

Didtribution operations includes our three regulated utilities that construct, manage and maintain gas pipeline in Georgia,
Tennessee and Virginia and serve more than 1.8 million end-use customers. A pproximately 83% of our customers are
located in Georgia, 14% are located in Virginiaand 3% are located in Tennessee. Our wholesale services segment
includes our nonutility business engaged in natural gas asset management and optimization, producer services and
wholesale marketing, and risk management activities. Our energy investments segment includes our nonutility businesses
engaged in retail natural gas marketing and operating telecommunications conduit and fiber infrastructure within select
metropolitan aress.

Our overal business strategy isto operate and grow our gas distribution business efficiently and effectively, optimize
returns on our assets, and selectively grow our portfolio of closaly related businesses while remaining focused on risk
management and earnings visibility.

NUI Acquisition On July 15, 2004, we announced that our board of directors approved a definitive merger agreement
under which we will acquire al the outstanding shares of NUI for $13.70 per share in cash or approximately $220 million,
based on approximately 16 million shares outstanding, and the assumption of NUI’s outstanding debt. NUI isa diversified
energy company that operates natural gas utilities and natural gas storage and pipeline businesses. NUI provides natura
gas to approximately 367,000 residential, commercial and industrial customersin New Jersey, Virginia, Floridaand
Maryland. This transaction will increase our customer base by 20 percent to approximately 2.2 million.

The total value of the acquisition is $691 million, which includes the assumption of approximately $607 million of NUI’s
debt and $136 million of cash on its March 31, 2004 balance sheet. We expect to fund the purchase of NUI’s shares
primarily through the issuance of equity or debt securities, and we also expect to refinance a portion of NUI’s outstanding
debt upon closing. We ultimately expect to finance at least $220 million of the purchase through the issuance of equity
securities. The transaction is subject to approval of NUI’s shareholders, the SEC, state regulatory agencies of New Jersey,
Florida, Maryland and Virginia and other various closing conditions. We are seeking expedited treatment from the various
state and federal regulatory agencies for approval of our proposed merger agreement with NUI. The merger agreement
provides that the closing must occur on or prior to April 11, 2005, but the closing may be extended for an additional 90
days until July 11, 2005, in the event the parties have not obtained the required consents for the acquisition.
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Natural gas demand, supply and pricing As aresult of comparatively milder weather and other industry factors, natural
gas prices have declined in the second quarter of 2004. As July and August typically contain the bulk of summer cooling-
degree days, industry analysts expect that increased electricity demand will be met by natural gas-fired generation, as high
crude oil prices and atight coal market make those fuels less attractive generation sources. The increased demand will
determine the levels of natura gas storage supplies going into the 2004 — 2005 heating season.

In recent weeks, the natural gas market has been driven by storage injections, as local distribution companies, electric
utilities, and others who have a requirement to inject gas during the period of April through October have been doing so in
substantial quantities. The declining natural gas pricesin April, May and June have resulted in these companies injecting
100 percent of al available injection capacity.

Industry dynamics Although natural gas prices have declined in recent months, recent industry information illustrate that
domestic production of natural gas has failed to keep pace with demand, creating substantia price volatility in the natural
gas markets The vast mgjority of North America’s gas supply comes from mature producing areas, such aswestern
Canadaand the Gulf of Mexico, which have experienced yearly declinesin output since 1997. New and supplemental
sources of supply will need to be identified in the future to meet the expected increased demand for natural gas and more
particularly to dampen volatility and to maintain competitive pricing. Imported liquefied natural gas (LNG) is the one
incremental supply source to the United States, but currently comprises only about 2 percent of the total domestic natural
gas supply and cannot grow appreciably without new terminals being sited, licensed and constructed.

We are undertaking a strategy to diversify our natural gas supply portfolio by exploring avariety of options related to
LNG supplies and natural gas assets in the southeastern region. Our strategy includes, but is not limited to, taking
advantage of existing LNG import terminals or proposed new terminals to route incremental supplies to our storage and
distribution facilities. To do so will likely require expansion of some of our natural gas delivery infrastructure to improve
both the capacity and reliability of our system. In addition, we are exploring enhanced access to underdevel oped
Appalachian natura gas supplies, a strategy which we believe will be enhanced by our proposed acquisition of NUI. We
believe that efforts to enhance access to new natura gas supplies will be beneficia in moderating the price of natura gas
to our markets over time.

The industry continues to be characterized by significant regional differentials in the delivered price of natural gas. As
such, our subsidiary, Sequent Energy Management (Sequent), uses the assets of our utilities and others to take advantage
of these differentials, which are highly seasonal and sporadic in nature. In addition, the value of natural gas continuesto
vary over time and hence our storage capacity can be deployed in part to take advantage of such differences. Through the
second quarter of 2004, the curve of forward prices did not exhibit as much differentiation over time asit did last year. As
such, the arbitrage value of our storage decreased. As discussed above, the natura gas resource conditionsin the market
are likely to create price volatility, so we believe the current softness of arbitrage value is unlikely to be a prolonged
event. Furthermore, there is a need for some storage for load balancing in the supply area, which is generaly unaffected
by the forward curve, and hence we expect rapid ddiverability storage services, which we offer, to remain in demand.

Competition The principal competition for our distribution operations businesses and SouthStar Energy Services, LLC
(SouthStar) are the electric utilities serving the residential and small commercia markets throughout our service areas and
the potentia displacement or replacement of natural gas appliances with electric appliances. The primary competitive
factors are the price of energy and the comfort of natural gas heating compared to electric heating and other energy
sources. The increase in wholesale natural gas prices has resulted in increases in the costs of natura gas billed to our
customers, and has affected, to some extent, our ability to retain customers, which remains one of our larger challengesin
2004.
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Our customers demand for natural gas and the level of business of our natural gas assets could be affected by numerous
factors, including:
0 changesin the availability or price of natural gas and other forms of energy
generd economic conditions
energy conservation
legidation and regulations
the capability to convert from natural gas to aternative fuels and
wesather

O O0OO0OO0Oo

Sequent competes for asset management business with other energy wholesalers, often through a competitive bidding
process. Sequent has historically been successful in abtaining new asset management business by placing bids that were
based primarily on the intrinsic value of the transaction, which is the difference in commodity prices between time periods
or locations at the inception of the transaction. In recent months, energy wholesalers have become increasingly willing to
place bids for asset management transactions that are priced to include extrinsic value which is the additiona value for the
margins the wholesaler may be able to capture over the term of the asset management deal. We expect this trend to
continue in the near term, and the increasing competition for asset management deals could result in downward pressure
on the volume of transactions, and the related margins available in this portion of Sequent’s business.

Sarbanes-Oxley Act Section 404 We are currently working on our compliance with the Sarbanes-Oxley Act Section 404.
This project involves defining and documenting our internal controls processes, evaluating the effectiveness of these
controls and establishing the appropriate monitoring and reporting systems. We have started testing our key controls and
identifying any potential areas requiring improvement. Our external auditor has started their review of our documentation
and controls and we believe that we are on track for certification of our 2004 controls by year-end.

Revenues and Cash flow We generate nearly al of our operating revenues and cash flow through the sale, distribution
and storage of natural gas. Distribution operations and energy investments comprise a significant portion of our
consolidated revenues for the six months ended June 30, 2004 and 2003.

An estimate of the amount of natural gas distributed, but not yet billed, to residentia and commercia customers from the
latest meter reading date to the end of the reporting period is also recognized in revenues and recorded as unbilled
revenues on our condensed consolidated balance sheet. A significant portion of our operations is subject to variability
associated with changes in commaodity pricesand seasond fluctuations. During the heating season, which is primarily
from November through March, net revenues are higher since generally more customers will be connected in periods of
colder weather than in periods of warmer weather.

Our non-utility businesses use physical and financial arrangements to hedge this price risk. Certain hedging and trading
activities may require cash deposits to satisfy margin requirements. In addition, reported earnings for the wholesale
services and energy investment segments reflect changes in the fair value of certain derivatives; these values may change
significantly from period to period.

Operating margin and EBIT We evaluate the performance of our operating segments using the measures of earnings
before interest and taxes (EBIT) and operating margin. Our EBIT and operating margin are not measures that are
considered to be calculated in accordance with accounting principles generally accepted in the United States of America
(GAAP). EBIT isanon-GAAP measure that includes operating income, other income, equity in SouthStar’ sincomein
2003, donations, minority interest in 2004 and gain on sales of assets. Itemsthat are not included in EBIT are financing
costs, including interest and debt expense, income taxes and the cumulative effect of changes in accounting principles,
each of which are evaluated on a consolidated level.

We believe EBIT is a useful measurement of our operating segments’ performance because it provides information that
can be used to evauate the effectiveness of our 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.
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Our operating margin is a non-GAAP measure of income, calculated as revenues minus cost of gas and cost of sales,
excluding operation and maintenance expense, depreciation and amortization and taxes other than income taxes. These
items are included in our calculation of operating income. We believe operating margin is a better indicator than revenues
of the top line contribution resulting from customer growth in our distribution operations segment since the cost of gasis
generally passed directly to our customers. We also consider operating margin to be a better indicator in our wholesale
services and energy investments segments since it is a direct measure of gross profit before overhead costs.

Thefollowing are reconciliations of our operating margin and EBIT to operating income and net income for the three and
sx months ended June 30, 2004 and 2003 and solely for purposes of comparison reconciliations on a pro-forma basis to
adjust the three and six months ended June 30, 2003 as if we had consolidated SouthStar’ s accounts. This pro-forma
presentation is a non- GAAP presentation; however we believe this pro-forma presentation is useful to users of our
financial statements since it presents prior year revenues and expenses on the same basis as 2004 following our
consolidation of SouthStar pursuant to our adoption of FIN 46R.

Y ou should not consider operating margin or EBIT an aternative to, or amore meaningful indicator of our operating
performance than, operating income or net income as determined in accordance GAAP. In addition, our operating margin
or EBIT may not be comparable to a similarly titled measure of another company.

Three months ended June 30,
Pro-forma 2004 vs. 2004 vs. Pro-

Inmillions 2004 (1) 2003 2003 (1) 2003 forma 2003
Operating revenues $294 $187 $282 $107 $12
Cost of gas 129 416 113 83 16
Operating margin 165 141 169 24 4
Operating expenses

Operation and maintenance 81 70 A 11 3

Depreciation and amortization 24 23 23 1 1

Taxes other than income taxes 7 7 8 - (1)

Total operating expenses 112 100 115 12 3)
Operating income 53 41 Y 12 Q)
Other income 1 8 @ @) 2
Minority interest (2) 3) - ()] (©)) 1
EBIT $51 $49 $49 $2 $2
Six months ended June 30,
Pro-forma 2004vs. 2004 vs. Pro-

Inmillions 2004 (1) 2003 2003 (1) 2003 forma 2003
Operating revenues $945 $539 $877 $406 $68
Cost of gas 522 194 459 328 63
Operating margin 423 345 418 78 5
Operating expenses

Operation and maintenance 174 142 174 32 -

Depreciation and amortization 48 45 46 3 2

Taxes other than income taxes 15 15 15 - -

Total operating expenses 237 202 235 35 2

Operating income 186 143 183 43 3
Other income 2 24 - (22) 2
Minority interest (2) (14 -- (16) (14) 2
EBIT $174 $167 $167 7 $7

(1) Includes 100% of SouthStar’s revenues and expenses for comparisons among 2003 and 2004 quarters adjusted for
SouthStar’ s consolidation in 2004.

(2) Minority interest adjusts our earnings to reflect our 75% share of SouthStar’ s earningsin 2004 and our 70% share in 2003
(less Dynegy Inc.’s 20% shareof SouthStar's incomeprior to February 18, 2003).



Second quarter 2004 ear ningsOur second quarter results reflect an increase in distribution operation’ s EBIT as
compared to last year. This reflects higher pipeline replacement revenues, increased customer growth and higher carrying
charges for Marketer’s stored gas. This was offset partialy by Sequent’ s decreased operating margin. The decreasein
operating margin was due to lower volatility in the natural gas market primarily associated with narrowing storage
spreads, resulting in fewer positive price differences in storage opportunities.

Six month 2004 ear nings The increase in earnings for the six months ended June 30, 2004 was due in large part to
SouthStar’ s strong performance. Despite higher energy prices, lower volatility in the second quarter of 2004 affected
Sequent’ s performance. Compared to the prior year, Sequent’ s operating margins were lower as we experienced reduced
volatility and price movements across geography and spreads in the forward curve over time, despite 17 percent higher

trading volumes.

Three months ended June 30, Six months ended June 30,
2004 vs. 2004 vs.
In millions, except per share amounts 2004 2003 2003 2004 2003 2003
EBIT by segment
Distribution operations $9 $44 5 $131 $125 $6
Wholesale services (5) - (5) 7 21 (1%
Energy investments 9 7 2 41 23 18
Corporate (2 2 - (5) 2 (3)
Consolidated EBIT 51 49 2 174 167 7
Interest expense 16 18 (2) 32 38 (6)
Earnings before income taxes 35 31 4 142 129 13
Income taxes 14 12 2 55 50 5
Income before cumulative effect of change
in accounting principle 21 19 2 87 79 8
Cumulative effect of change in accounting
principle - - - - (8) 8
Net income $21 $19 $2 $87 $71 $16
Basic earnings per common share
Income before cumul ative effect of
changein accounting principle $0.34 $0.30 $0.04 $1.35 $1.27 $0.08
Cumulative effect of changein
accounting principle - - - - (0.13) 0.13
Basic earnings per common share $0.34 $0.30 $0.04 $1.35 $1.14 $0.21
Diluted earnings per common share
Income before cumulative effect of
change in accounting principle $0.33 $0.29 $0.04 $1.33 $1.26 $0.07
Cumulative effect of changein
accounting principle - - - - (0.13) 0.13
Diluted earnings per common share $0.33 $0.29 $0.04 $1.33 $1.13 $0.20
Weighted average number of common
shares outstanding
Basic 64.8 63.5 1.3 64.7 61.9 2.8
Diluted 65.6 64.2 1.4 65.5 62.4 31
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I nter est expense The decrease in interest expense for the three and six months ended June 30, 2004 as compared to the
same periodsin 2003 was aresult of lower interest rates on commercial paper borrowings, lower average debt balances,
the repayment of Medium-Term notes in 2003 and interest rate swap transactions. As shown in the following table, our
average debt balances were lower as compared to last year, due to the proceeds generated from the equity offering, which
occurred on February 14, 2003, approximately $76 million of cash distributions from SouthStar from December 2003
through June 2004 and lower working capital needs.

Three months ended June 30, Six monthsended June 30,
2004 vs. 2004 vs.
Dollarsin millions 2004 2003 2003 2004 2003 2003
Total interest expense $16 $18 (%2 $32 $38 ($6)
Average debt outstanding (1) 1,078 1,114 (36) 1,146 1,206 (59)
Average rate 5.9% 6.5% (0.6%) 5.6% 6.3% (0.7%)
(1) Dally average of all outstanding debt including our note payableto Trustsin 2004 and Trust Preferred

Securitiesin 2003.

As of June 30, 2004, $34 million of long-term fixed-rate obligations are scheduled to mature within the next 12 months.
Any new debt obtained to refinance this obligation will be exposed to changes in interest rates. For the six months ended
June 30, 2004, had market interest rates been 100 basis points higher, representing a 3.6% interest rate on our variable rate
debt versus our actua 2.6% interest rate we incurred, our year-to-date pretax interest expense would have increased by $3
million.

I ncome tax expense The increase in income tax expense of $2 million and $5 million for the three and six months ended
June 30, 2004 was primarily due to the increase in earnings before income taxes, offset by a decrease in the effective tax
rate. The decrease in the effective tax rate was primarily due to a decrease in state taxes, which was partialy offset by
additional tax expense due to recognition of atax gain from our sale of our generd and limited partnership interest in US
Propane.

Three months ended June 30, Six months ended June 30,
2004 vs. 2004 vs.
Dollarsin millions 2004 2003 2003 2004 2003 2003
Earnings before income taxes $35 $31 % $142 $129 $13
Income tax expense 14 12 2 55 50 5
Effective tax rate 38.5% 39.0% (0.5%) 38.5% 39.0% (0.5%)
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Results of Operations

Distribution Operations

Distribution operations include the results of operations and financial condition of our three natural gas local distribution
utility companies: Atlanta Gas Light Company (AGLC), Virginia Natural Gas (VNG) and Chattanooga Gas Company
(CGC). Each utility operates subject to regulations provided by the state regulatory agenciesin its service territories. The
Georgia Public Service Commission (GPSC) regulates AGLC; the Virginia State Corporation Commission (VSCC)
regulates VNG; and the Tennessee Regulatory Authority (TRA) regulates CGC with respect to rates charged to our
customers, maintenance of accounting records and various other service and safety matters.

Rates charged to our customers vary according to customer class (residential, commercia or industrial) and rate
jurisdiction. Rates are set at levels that alow for the recovery 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 consists generally of
the original cost of utility plant in service, working capital, inventories and certain other assets; |ess accumulated
depreciation on utility plant in service, net deferred income tax liabilities and certain other deductions. We continuously
monitor the performance of our utilities to determine whether rates need to be adjusted by making a rate case filing.

0 AGLC isanaturd gaslocd distribution utility with distribution systems and related facilities throughout
Georgia. AGLC has approximately sx Bcf of LNG storage capacity in three LNG plants to supplement the supply
of natural gas during peak usage periods. Pursuant to the Georgia Natural Gas Competition and Deregulation Act,
AGLC isdesignated as an “eecting distribution company,” which means that AGLC is required to offer LNG
peaking services to Marketers—that is, marketers who are certificated by the GPSC to sl retail natura gasin
Georgia--at rates and on terms approved by the GPSC. On October 1, 2004 we will file with the GPSC the
information necessary to determine if AGLC's current performance based rates will be extended, modified, or
terminated subsequent to April 30, 2005.

AGLC has executed an agreement with Southern Natural Gas (SNG), a subsidiary of El Paso Corporation, to
acquire a portion of SNG’s interstate pipeline that runs from Macon, Georgia to Atlanta, Georgia. The transaction
isvaued at approximately $32 million. As part of the agreement, AGLC will extend the existing SNG
transportation and storage contracts to ensure reliable delivery of natural gas into Georgiain return for the right to
expand AGLC’s system off of the purchased facilities. We expect the SNG transaction to close by April 30, 2005,
subject to securing regulatory approvals.

In May 2004, AGLC and 8 of the 10 Marketers entered into a settlement which resolved matters related to the
capacity supply plan that was required to be filed by AGLC on July 1, 2004. Asaresult of the settlement, the
parties filed with the GPSC a three year capacity supply plan for the Georgia market. A hearing is scheduled in
early September 2004, with the final GPSC decision and order expected on September 29, 2004. The plan
includes, among other things:

0 calculation of the design (peak) day requirements for the next three years;

0 purchaseby AGLC of certain SNG facilities and the recovery of those costs through the Pipeline

Replacement Program;

0 congtruction of aline from the Macon LNG facility to those SNG facilities;

0 extension of the Sequent peaking contract; and

0 other tariff provisions.



o0 VNGisanaturd gasloca distribution utility with distribution systems and related facilities serving southeastern
Virginia. VNG owns and operates approximately 155 miles of a separate high-pressure pipeline that provides
delivery of gasto customers under firm transportation agreements within the state of Virginia. VNG aso has
approximately five million gallons of propane storage capacity in its two propane facilities to supplement the
supply of natural gas during peak usage periods.

In 2004, Pivotal Propane of Virginia, Inc., (Pivotal Propane) our wholly owned subsidiary intends to complete the
construction of a propane air facility in the VNG service area to provide VNG with 28,800 dekatherms of propane
air per day on a 10-day-per-year basis to serve its peaking needs. VNG has received approva from the VSCC for
the $27 million propane air plant to improve the reliability of its system in Virginia. The propane-air facility is
currently under congtruction, and we expect to have the facility completed in time for the beginning of the winter
heating season.

In June 2004, the VSCC issued its final order authorizing the recovery of al charges for this service through
VNG’ s gas cost recovery mechanism. The approval isfor an initial 10-year term, with the possibility of renewal
thereafter for terms of two years subject to VSCC approval. VNG has the right to purchase the facility at the end
of theinitia term or any renewa term. We expect the facility to become operationa by the end of 2004.

In June 2004, VNG filed for a 3-year extension of its weather normaization adjustment program. Thisfiling
included afully adjusted cost of service study along with the same schedules required for a genera rate case.

0 CGC isanatural gaslocal distribution utility with distribution systems and related facilities serving the
Chattanooga and Cleveland areas of Tennessee. CGC has approximately 1.2 Bcf of LNG storage capacity in its
LNG plant. Included in the rates charged by CGC is a WNA factor, which offsets the impact of unusualy cold or
warm wegther on operating margin.

In January 2004, CGC filed arate plan request with the TRA for atotd rate increase of $4.5 million annualy. The
rate plan was filed to cover CGC'srising cost of providing natural gas to its customers. In May 2004 the TRA
suspended the increase until July 28, 2004. Since itsinitia filing, CGC reduced its rate plan increase to $3.9
million, as aresult of the February 2004 TRA ruling discussed below. On September 1, 2004, new rates will
become effective, subject to afinal authority by the TRA, which we expect by December 2004.

In March 2003, CGC filed ajoint petition with other Tennessee distribution companies requesting the TRA issue
adeclaratory ruling that the portion of uncollectible accounts directly related to the cost of its natura gasis
recoverable through a Purchased Gas Adjustment (PGA) mechanism. The PGA mechanism allows the local
distribution companies to automatically adjust their rates to reflect changes in the wholesale cost of natura gas
and to insure the utilities recover 100% of the cost incurred in purchasing gas for their customers. On February 9,
2004 the TRA ruled that the gas portion of accounts written-off as uncollectible after March 10, 2004 could be
recovered through the PGA.



Results of Operationsfor the three and six months ended June 30, 2004 and 2003 are asfollows:

Three months ended June 30, Six months ended June 30,
2004 vs. 2004 vs.
Inmillions 2004 2003 2003 2004 2003 2003
Operating revenues $184 $181 3 $573 $502 $71
Cost of gas 44 45 @ 253 193 60
Operating margin 140 136 4 320 309 11
Operating expenses
Operation and maintenance 66 66 - 136 131 5
Depreciation and amortization 21 20 1 42 40 2
Taxes other than income 5 6 (@) 12 13 (@)
Total operating expenses 92 92 - 190 184 6
Operating income 48 44 4 130 125 5
Other income 1 - 1 1 - 1
EBIT $49 $44 $5 $131 $125 $6
Metrics
Average end-use customers(in
thousands) 1,862 1,852 1% 1,868 1,857 1%
Operation and maintenance
EXPEenses per customer $35 $36 (3%) $73 $71 3%
EBIT per customer $26 $24 8% $70 $67 4%
Customers per employee 1,046 983 6% 1,039 981 6%
Throughput (in millions of dekatherms)
Firm 23 23 -% 113 113 -%
Interruptible 24 27 (11%) 52 54 (4%)
Total 47 50 (6%) 165 167 (1%)
. % Colder / % Colder /
Heating degree days (1): (Warmer) (Warmer)
Georgia 157 132 19% 1,660 1,685 (1%)
Virginia 223 307 (27%) 2,076 2,269 (9%)
Tennessee 214 117 83% 1,930 1,942 (1%)

(1) We measure the effects of weather on our businesses using “degree days.” The measure of degree days for agiven day is the difference
between the average daily actua temperature and the baseline temperature of 65 degrees Fahrenheit. Heating degree days result when the
average daily actual temperatureis less than the 65-degree baseline. Generally, increased heating degree days result in greater demand for gas
on our distribution systems.

2" Quarter 2004 compared to 2" Quarter 2003 Theincrease in EBIT of $5 million was primarily the result of
increased operating margin at AGLC of $4 million, which was due mainly to the following:
0 $2 million increase due to customer growth
o $1million increase in pipeline replacement program (PRP) revenue due to continued PRP capital spending, and
o $1 million in additional carrying charges for marketers' gas storage due to higher storage volumes combined with
higher weighted average cost of gas.



6 months 2004 compared to 6 months2003 The increase in EBIT of $6 million was primarily the result of increased
operating margin of $11 million, partially offset by increased operating expenses. The increase in operating margin was
due primarily to the following:

0 AGLC'soperating margin increased $8 million resulting from an increase of $2 million in pipeline replacement
program (PRP) revenue due to continued PRP capital spending; $2 million in additional carrying charges for gas
stored for marketers due to higher storage volumes combined with higher weighted average cost of gas, $1
million in other revenue, primarily from contracts to provide maintenance services to non-traditional customers,
and; $3 million increase due to increased customer growth.

0 VNG'sand CGC's operating margin increased $3 million due primarily to increased customer growth.

Operating expenses for the six months was $190 million, up from $184 million in the same period last year. The increase
of $6 million was primarily a result of:

0 $5 million increase in operations and maintenance expense as a result of increases in information services and
technology costs due to software maintenance; costs for locating gas infrastructure due to increased customer
requests, and marketing expenses for a gas appliance program

o $1 million additional pension expense

o $2 million increase in depreciation expense primarily from new depreciation rates at VNG and increased assets a
each utility

0 Partly offset by a $2 million reduction in expenses from reduced AGL C property taxes and reductions in bad debt
primarily due to a TRA ruling that alows for recovery of the gas portion of accounts written off as uncollectible
at CGC and increased collection effortsat VNG



Wholesale Services

Wholesale services includes the results of operations and financia condition of Sequent, our subsidiary involved in asset
optimization, producer services, wholesale marketing and risk management. Our asset optimization business focuses on
capturing value from idle or underutilized natural gas assets, which are typically amassed by companies viainvestmentsin
or contractua rights to natural gas transportation and storage assets. Margin is typically created in this business by
participating in transactions that balance the needs of varying markets and time horizons.

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 also purchases transportation and storage capacity to meet its
delivery requirements and customer obligations in the marketplace. Sequent’ s customers benefit from its logistics
expertise and ability to deliver natural gas at prices that are advantageous relative to the other aternatives available to its
end-use customers.

Regulatory Agreements We have reached the following agreements with state regulatory commissions related to
Sequent’ s role as asset manager for our regulated utilities. Failure to renew these agreements would have a significant
impact on Sequent’s EBIT.

0 Various Georgia statutes require Sequent, as asset manager for AGLC, to share 90% of its earnings from capacity
rel ease transactions with Georgia’s Universal Service Fund (USF). A December 2002 GPSC order requires net
margin earned by Sequent, for transactions involving AGL C assets other than capacity release, to be shared
equally with the USF. For the six months ended June 30, 2004, we contributed $1.3 million to the USF based
upon profits earned in 2003.

0 In November 2000, the VSCC approved an asset management agreement that provides for a sharing of profits
between Sequent and VNG’ s customers. This agreement expires in October 2005, unless Sequent, VNG and the
V SCC agree to extend the contract. In December 2003, we contributed $4.7 million to VNG’ s customers for the
contract year November 2002 through October 2003. This contribution will be reflected as a reduction to
customer gas cost in 2004. We will contribute profits earned in the contract year November 2003 through October
2004 in December 2004.

0 InJune 2003, CGC'stariff was amended effective January 1, 2003 to require net margin earned by Sequent for
transactions involving CGC assets to be shared equally with CGC ratepayers. This agreement expiresin April
2006 and is subject to automatic extensions unless specifically terminated by either party. In 2004, Sequent
contributed $1.3 million to CGC based upon profits earned during 2003. This contribution is being reflected as a
reduction to customer gas cost in 2004.

Peaking Services Wholesale services generates operating margin through, among other things, the sale of peaking
services, which includes receiving a fee from customers that guarantees that they will receive gas under peak conditions.
Sequent recorded gross revenues of $7 million in the six months ended June 30, 2004 under these peaking services and $6
million during the same period in 2003. Wholesale services incurs costs to support its obligations under these agreements,
which will be reduced in whole or in part as the matching obligations expire. Wholesale services' affiliated peaking
arrangement expired March 31, 2004. In July 2004, AGL C submitted a capacity supply plan to the GPSC that includes a
request for the extension of the Sequent peaking services agreement.

In addition, we renewed and extended for 5 years a separate non-affiliated peaking service agreement that beginsin
November 2004 and ends in March 2009. If these arrangements, including those with AGLC, are renewed, it is likely that
future fees may not be reset at current levels. We will continue to seek new peaking transactions as well as work toward
extending those that are set, or have expired.
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Energy Marketing and Risk Management Activities For the six months ended June 30 in each year, Sequent recorded
unrealized gains of $15 million in 2004 and $6 million in 2003, excluding the cumulative effect of a change in accounting
principle, related to changes in the fair value of derivative instruments utilized in our energy marketing and risk
management activities. The tables below illustrate the change in the net fair value of the derivative instruments and
energy-trading contracts during the three and sx months ended June 30, 2004 and 2003 and provide details of the net fair
value of contracts outstanding as of June 30, 2004. Sequent’ s storage positions are affected by price sensitivity in the New
Y ork Mercantile Exchange, Inc. (NYMEX) average price.

Three months ended Six months ended

June 30, June 30,
Inmillions 2004 2003 2004 2003
Net fair value of contracts outstanding at beginning of
period $10 L1 ($5) $7
Cumulative effect of change in accounting principle - - - (13)
Net fair value of contracts outstanding at beginning of
period, as adjusted 10 4 5) (6)
Contracts realized or otherwise settled during period 3 (@) 7 (4
Change in net fair value of contracts 3 (©)] 8 10
Net fair value of contracts outstanding at end of period $10 $ $10 $
The sources of our net fair value at June 30, 2004 are as follows:
Matures Matures Matures Matures
through June through June through June after June Total Net
Inmillions 2005 2008 2010 2010  Fair Value
Prices actively quoted (1) $7 2 $ $ $9
Prices provided by other external sources (1) - 1 - - 1

(1) The“pricesactively quoted” category represents Sequent’ s positionsin natural gas, which are valued exclusively using NYMEX futures prices. “Prices
provided by other external sources’ are basis transactions that represent the cost to transport the commodity fromaNYMEX delivery point to the contract
delivery point. Our basis spreads are primarily based on quotes obtained either directly from brokers or through electronic trading platforms.



Storage I nventory Outlook The NYMEX forward curve graph set forth below reflects the NYMEX natural gas prices as
of June 30, 2004 through June 2005, and reflects the prices we could buy natural gas at the Henry Hub for delivery in the
same time period. July 2004 futures expired on June 28, 2004, however they are included as they coincide with the July
storage withdrawals. The Henry Hub, located in Louisiang, is the largest centralized point for natural gas spot and futures
trading in the United States. NYMEX uses the Henry Hub as the point of delivery for its natural gas futures contracts.
Many natural gas marketers also use the Henry Hub as their physical contract delivery point or their price benchmark for
spot trades of natural gas.

NYMEX Forward Cave as of Jue 30, 2004
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As shown in the following table, “Open futures NYMEX contracts’ represents the volume in contract equivalents of the
transactions we executed to hedge our storage inventory. As of June 30, 2004, the expected withdrawa schedule of this
inventory and its weighted average costs are reflected in the category “physical withdrawal schedule as of June 30, 2004
(NYMEX contract equivaents.)” Our futures contracts qualify as derivatives under Statement of Financial Accounting
Standards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging Activities’ (SFAS 133) and are
accounted for at fair value (mark-to-market). However, the storage inventory is accounted for under the accrual method, at
the lower of average cost or market, resulting in a timing mismatch in earnings recognition.

We recognize the gains or losses on the futures contracts in the period the price changes; we recognize the gains or losses
on the storage inventory as the gas is withdrawn from storage. The schedule also reflects that our storage inventory is fully
hedged with futures, which resultsin an overall locked-in margin, timing notwithstanding. “ Expected gross margin after
regulatory sharing” reflects the gross margin we would generate in future periods based on the forward curve and
inventory withdrawal schedule at June 30, 2004. This gross margin could change in the future as we adjust our daily
injection and withdrawal plans due to changes in market conditions.

Juy  Aug Sept. Oct. Nov. Dec. Jan. Feb. Mar.
2004 2004 2004 2004 2004 2004 2005 2005 2005

Open futures NYMEX contracts -
(short) long (1) (197) (383  (56) 6 4 - - (60 (2

Physical withdrawal schedule as of
June 30, 2004 (NYMEX contract

equivaents)
Sdt dome (WACOG (2) = $5.96) 78 11 - - - - - - -
Reservoir WACOG (2 =$452) 119 572 56 (6) 4 - - 60 25
Total 197 583 56 (6) 4 - - 60 25
Expected gross margin, after
regulatory sharing (3) (Inmillions)
Reservoir $02 % $ $ $ $ $ ¢ $
Sdt dome 0.2 0.4 0.2 - - - - 0.4 $0.4

(1) Jduly futures expired on June 28, 2004; however, they are included herein as they coincide with the July storage withdrawals.

(2) WACOG = Weighted average cost of gas

(3) At June 30, 2004, as aresult of our positions, a$0.10 parallel change in future NYMEX prices would impact our EBIT by $0.6
million. As shown, our net position is flat, and price movements should only affect timing of earnings between periods as futures
contracts are marked to market but inventory is recorded at the lower of average cost or market.



Park and L oan Outlook Additionally, we have entered into park and loan transactions with various pipdines. A park and
loan transaction is a tariff transaction offered by pipelines, where the pipeline allows the customer to park natural gason
or borrow natural gas from the pipeline in one period and reclaim natural gas from or repay natura gasto the pipelinein a
subsequent period. The economics of these transactions are evaluated and managed similar to the way traditional reservoir
and salt dome storage transactions are evaluated. However, these transactions have e ements that qualify as derivativesin

accordance with SFAS 133.

Under SFAS 133, the transactions are considered financing arrangements when the contracts contain fixed volumes that
are payable or repaid at determinable dates and at a specific point in time to third parties. Because these park and loan
transactions have fixed volumes, they contain price risk for the change in market prices from the date the transaction is
initiated to the time the natural gasisrepaid. As aresult, these transactions qualify as derivatives under SFAS 133 and
must be recorded at their fair value. Certain park and loan transactions that we execute meet this definition.

As such, we account for these transactions at fair value once the transaction has started (either the natural gasis originaly
parked on or borrowed from the pipeline). “ Park and (loan) volumes’ represents the contract equivalent for the volumes of
our park and loan transactions as of June 30, 2004 that is not aready accounted for at fair value. “ Expected gross margin
from park and loans’ represents the gross margin from those transactions expected to be recognized in future periods
based on the NYMEX forward curves at June 30, 2004.

July Aug. Sept.  Oct. Nov. May June July
2004 2004 2004 2004 2004 2005 2005 2005 Tota

Park and (loan) volumes (100) (62 (3D (42) (80) 61 91 162 -

Expected gross margin from
park and loans (inmillions ($03) ($0.4) ($02 (%02 (01 % $ $ (31D
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Results of Operations for the three and six months ended June 30, 2004 and 2003 are asfollows:

Three months ended June 30, Six months ended June 30,
2004 vs. 2004 vs.
Inmillions 2004 2003 2003 2004 2003 2003
Operating revenues $1 $5 ($4) $21 $33 ($12)
Cost of sales 1 - 1 1 - 1
Operating margin - 5 (5) 20 3 (13
Operating expenses
Operation and maintenance 5 5 - 13 12 1
Depreciation and amortization - - - - - -
Taxes other than income - - - - - -
Total operating expenses 5 5 - 13 12 1
Operating income () - () 7 21 (14)
Other income - - - - - -
EBIT (%) & () &7 $21 $14)
Metrics
Physical sales volumes (Bcf/day) 2.00 171 17% 2.05 1.83 12%

2" Quarter 2004 compared to 2™ Quarter 2003 The $5 million decline in EBIT was the result of decreased operating
margin. The decrease was due to lower volatility in the natural gas market primarily associated with narrowing storage
spreads. The net result isthat we had fewer storage arbitrage opportunities in 2004 compared to 2003, Despite reduced
volatility during 2004, Sequent’s sales volumes increased 17% from 1.71 billion cubic feet (Bcf) per day in 2003 to 2.00
Bcf per day in 2004. We experienced increased volumes predominantly due to customer growth in the producer services
and end-user areas of our business.

During the second quarter 2004, Sequent recognized an expense of $0.7 million associated with the reduction of a portion
of our natural gas inventory to market prices that were below the average carrying cost of the inventory. Our adjusted
weighted average cost of gas stored in inventory was $5.90 per millions of British thermd units (MMBtu) at the end of
the second quarter of 2004, compared to $5.56 per MM Btu during the same period in 2003.

6 months 2004 compar ed to 6 months2003 The decrease in EBIT of $14 million was the result of decreased operating
margin and increased operating expenses. The decrease in operating margin was due primarily to lower volatility in
natural gasin 2004. The dampening effect of region-to-region volatility compressed Sequent’ s trading and marketing
activities and the expected margins within its transportation portfolio.

During the first quarter of 2004, the weighted average cost of natural gas stored in inventory that was sold was $5.06 per
MMBtu. This was substantially higher than the $2.20 per MMBtu during the same period last year, thus yielding reduced
margins during early 2004 compared to 2003. Sequent’ s operating expenses increased modestly compared to 2003 due to
additional payroll expenses associated with an increase in the number of employees, and additional costs for outside
services attributable to consultants and contractors due in part to our Sarbanes-Oxley Act compliance activities.
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Energy Investments

Our energy investments segment includes the consolidated results of operations and financia condition of SouthStar in
2004, our equity investment in SouthStar in 2003, the results of operations and financial condition of AGL Networks,
LLC (AGL Networks), and our equity investment in US Propane LP (US Propane), through the date of its sdle in January
2004.

On January 20, 2004, we executed an agreement to sell our genera and limited partnership interestsin US Propane. The
aggregate transaction was valued at $130 million. Upon closing, we received $29 million for the sale of our interests. We
recognized again of $1.1 million on this transaction in 2004, which we recorded in other income.

0 SouthStar isajoint venture formed in 1998 by our subsidiary, Georgia Natural Gas Company, Piedmont and
Dynegy Inc. (Dynegy) to market natural gas and related services to retail customers, principally in Georgia. On
March 11, 2003, we purchased Dynegy’ s 20% ownership interest in a transaction that for accounting purposes
had an effective date of February 18, 2003.

We currently own a non-controlling 70% financial interest in SouthStar and Piedmont owns the remaining 30%.
Our 70% interest is non-controlling because all significant management decisions require approval by both
owners. On March 29, 2004, we executed an amended and restated partnership agreement with Piedmont. This
amended and restated partnership agreement calls for SouthStar’ s future earnings starting in 2004 to be allocated
75% to our subsidiary and 25% to Piedmont. In addition, we executed a services agreement, which provided that
AGL Services Company will provide and administer accounting, treasury, internal audit, human resources and
information technology functions.

0 AGL Networks, our wholly owned subsidiary, is a provider of telecommunications conduit and un-used fiber
optic cable or dark fiber. AGL Networks leases and sells its fiber to a variety of customersin the Atlanta, Georgia
and Phoenix, Arizona metropolitan areas, with a small presence in other cities in the United States. Its customers
include local, regional and national telecommunications companies, internet service providers, educational
institutions and other commercial entities.

AGL Networks typicaly provides underground conduit and dark fiber to its customers under leasing
arrangements with terms that vary from 1 to 20 years. In addition, AGL Networks offers telecommunications
congtruction services to companies. Our primary goas for this business in the next 12 to 15 months are to:

0 increase revenues through our sales efforts,
0 maintain control of capital costs for connecting customers to the network,
0 and maintain control of sales and operating expenses.



Results of operationsfor energy investments for the three and six months ended June 30, 2004 and 2003 are shown in the
following tables. We have dso included pro-formaresults as if SouthStar’ s accounts were consolidated with our
subsidiaries’ accounts for the three and six months ended June 30, 2003. These unaudited pro-forma results are presented
for comparative purposes only.

Three monthsended June 30,
Pro-forma 2004 vs. 2004 vs. Pro-
Inmillions 2004 (1) 2003 2003 (1) 2003 forma 2003
Operating revenues $149 $1 $137 $148 $12
Cost of sales 124 1 110 123 14
Operating margin 25 - 27 25 2
Operating expenses
Operation and maintenance 13 2 16 11 (©)
Depreciation and amortization - - - - -
Taxes other than income 1 - - 1 1
Total operating expenses 14 2 16 12 @)
Operating income (l0ss) 11 @) 11 13 -
Equity earnings from SouthStar - 10 - (10 -
Other income 1 QD - 2 1
Total other income 1 9 - €)) 1
Minority interest (2) €)] - (4 (3 1
EBIT $9 $7 $7 $2 $2

(1) Includes 100% of SouthStar’s revenues and expenses for comparisons among 2003 and 2004 quarters adjusted for SouthStar’ s consolidation in 2004.
(2) Minority interest adjusts our earnings to reflect our 75% share of SouthStar’ s earningsin 2004 and our 70% sharein 2003 (less Dynegy Inc.’s
20% share of SouthStar’ sincome prior to February 18, 2003).

2" Quarter 2004 compared to 2™ Quarter 2003 The incressein EBIT of $2 million for the second quarter 2004
compared to the same period in 2003 is primarily due to the gain on the sale of aresidential and retail development which
is located in Savannah, Georgia, adjacent to a former manufactured gas plant site owned by AGLC, offset by lower results
at SouthStar. On a pro-forma basis, operating margin decreased by $2 million as a result of unusually strong margins and
higher usage due to colder weather during April 2003 that was not achieved at the same level in the second quarter 2004.
In addition, in 2003 SouthStar recognized $1 million on the sde of gas inventory which was reassigned to AGLC.

Operating expenses decreased by $ million as aresult of the sale of the residentia and retail development and lower bad
debt expenses at SouthStar due to ongoing active customer collection process improvements and increased quality
customer base. The increase in other income of $1 million is due to higher income from US Propane of $2 million,
resulting from a $1 million gain on the sale of our remaining investment units in 2004 as compared to prior year operating
losses at US Propane.



Six monthsended June 30,

Pro-forma 2004 vs. 2004 vs. Pro-
Inmillions 2004 (1) 2003 2003 (1) 2003 forma 2003
Operating revenues $458 M $432 454 $26
Cost of sales 375 1 356 374 19
Operating margin 83 3 76 80 7
Operating expenses
Operation and maintenance 28 5 37 23 9
Depreciation and amortization 1 - 1 1 -
Taxes other than income 1 - - 1 1
Total operating expenses 30 5 33 25 (8
Operating income (l0ss) 53 @) 33 55 15
Equity earnings from SouthStar - 24 - (24) -
Other income 2 1 1 1 1
Tota other income 2 25 1 (23 1
Minority interest (2) (14 - (16) (14) 2
EBIT $1 $23 $23 $18 $18
Metrics
SouthStar
Average customers (inthousands) (3) 542 562 - (4%) -
Market share in Georgia (3) 36% 38% - (5%) -

(1) Includes 100% of SouthStar's revenues and expenses for comparisons among 2003 and 2004 quarters adjusted for SouthStar’ s consolidation in 2004.
(20 Minority interest adjusts our earningsto reflect our 75% share of SouthStar’ s earningsin 2004 and our 70% sharein 2003 (less

Dynegy Inc.’s 20% share of SouthStar’sincome prior to February 18, 2003).
(3) 12 month average ending June 30.

6 months 2004 compared to 6 months2003 Theincrease in EBIT for the six months ended 2004 as compared to the
same period in 2003 is primarily due to strong results from SouthStar. The improved results at SouthStar primarily reflect
higher operating margins and substantially lower bad debt expense, as well as our expanded ownership in the joint
venture. Our ownership percentage increased from 50% to 70% on February 18, 2003 and the amended operating
agreement of SouthStar provides for us to receive 75% of its earnings beginning in 2004. The decrease in SouthStar’s
market share of 4% is primarily as aresult of the improved credit worthiness of its customer base.

On a pro-formabasis, the increase in EBIT was due primarily to increased operating margin of $7 million. This was due
to:
0 higher margin per unit and lower hedging cost in 2004 as compared to 2003 which resulted in aincreasein
margin of $10 million, offset by
0 sdeof gasinventory reassigned to AGLC of $1 million in 2003
0 one-time asset sale of $2 million by AGL Networks in 2003.

Operating expenses decreased by $3 million due to the following:
o lower bad debt expense of $5 million as aresult of ongoing active customer collection process improvements and
increased quality customer base,
o0 lower customer care expenses of $2 million dueto receipt of vendor credits,
o sdeof aresdentia and retail development property located in Savannah, Georgia of $2 million,

The increase in other income of $1 million is dueto additional contributions from US Propane of $2 million, resulting
from a $1 million gain on the sale of our remaining investment units in 2004 compared to prior year operating losses at
US Propane.



Consolidation of SouthStar Pursuant to our adoption of FIN 46R, we consolidated all of SouthStar’ s accounts with our
subsidiaries’ accounts as of March 31, 2004. We recorded Piedmont’ s portion of SouthStar’ s earnings as a minority
interest in our condensed consolidated statements of income and Piedmont’ s portion of SouthStar’ s contributed capital as
aminority interest on our condensed consolidated balance sheet. We eliminated any intercompany profits between
segments. Below are our unaudited pro-forma condensed consolidated balance sheet and statement of income, presented
asif SouthStar’ s balances were consolidated with our subsidiaries’ accounts as of December 31, 2003. This pro-forma
presentation is a non- GAAP presentation; however we believe this pro-forma presentation is useful to users of our
financia statements since it presents prior year revenues and expenses on the same basis as 2004 following our
consolidation of SouthStar pursuant to our adoption of FIN 46R.These unaudited pro-forma amounts are presented for
comparative purposes only.

AGL RESOURCES INC. AND SUBSIDIARIES
PRO-FORMA CONDENSED CONSOL |DATED BALANCE SHEET
DECEMBER 31, 2003
(UNAUDITED)

Inmillions Asreported SouthStar Eliminations Pro-forma
Current assets $742 $174 ($11) $905
Property, plant and equipment 2,352 2 - 2,354
Deferred debits and other assets (1) 878 - (71) 807
Total assets $3,972 $176 ($82) $4,066
Current liabilities $1,048 $75 ($11) $1,112
Accumulated deferred income taxes 376 - - 376
Long-term liabilities 569 - - 569
Deferred credits 7 - - 7
Minority interest - - 30 30
Capitalization 1,902 101 (101) 1,902
Total liabilities and capitalization $3,972 $176 ($82) $4,066
(1) Our investment in SouthStar was $71 million.
AGL RESOURCESINC. AND SUBSIDIARIES
PRO-FORMA CONDENSED CONSOLIDATED STATEMENT OF INCOME
FOR THE THREE MONTHS ENDED JUNE 30, 2003
(UNAUDITED)
Inmillions Asreported SouthStar (1) Eliminations Pro-forma
Operating revenues $187 $136 ($41) $282
Operating expenses
Cost of gas 416 109 (41 114
Operation and maintenance expenses 70 14 - 34
Depreciation and amortization 23 - - 23
Taxes other than income 7 - - 7
Total operating expenses 146 123 (41) 228
Operating income 11 13 - 4
Equity earnings from SouthStar 10 - (10 -
Other income 2 - - )
Interest expense (18 - - (18
Minority interest in income of consolidated
subsidiary (2) - - (3) (3)
Earnings before income taxes 31 13 (13) 31
Income taxes 12 - - 12
Income before cumulative effect of changein
accounting principle 19 13 (13) 19

@
@

Includes 100% of SouthStar’s revenues and expenses for comparisons among 2003 and 2004 quarters adjusted for

SouthStar’ s consolidation in 2004.

Minority interest adjusts our earnings to reflect our 70% share of SouthStar’ s earnings (less Dynegy Inc.’s 20% share of SouthStar’s

income prior to February 18, 2003).



AGL RESOURCES INC. AND SUBSIDIARIES
PRO-FORMA CONDENSED CONSOL IDATED STATEMENT OF INCOME
FOR THE SIX MONTHS ENDED JUNE 30, 2003
(UNAUDITED)

Inmillions Asreported SouthStar (1) Eliminations Pro-forma
Operating revenues $539 $428 ($90) $77
Operating expenses

Cost of gas 194 355 (90) 459

Operation and maintenance expenses 142 32 - 174

Depreciation and amortization 45 1 - 46

Taxes other than income 15 - - 15

Total operating expenses 396 388 (90) 694

Operating income 143 40 - 183
Equity earnings from SouthStar 24 - (249) -
Other income - - - -
Interest expense (38) - - (38)
Minority interest in income of consolidated

subsidiary (2) - - (16) (16)
Earnings before income taxes 129 40 (40) 129
Income taxes 50 - - 50
Income before cumulative effect of changein

accounting principle 79 40 (40) 79

@
@

Includes 100% of SouthStar’s revenues and expenses for comparisons among 2003 and 2004 quarters adjusted for
SouthStar’ s consolidation in 2004.

Minority interest adjusts our earningsto reflect our 70% share of SouthStar’ s earnings (less Dynegy Inc.’s 20% share of SouthStar’sincome prior to

February 18, 2003).
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Corporate

Our corporate segment includes the results of operations and financial condition of our nonoperating business units,
including AGL Services Company (AGSC) and AGL Capital Corporation (AGL Capital). AGSC is a service company
established in accordance with the Public Utility Holding Company Act of 1935, as amended (PUHCA). AGL Capita
provides for our ongoing financing needs through a commercia paper program, the issuance of various debt and hybrid
securities, and other financing arrangements.

We alocate substantialy al of AGSC's and AGL Capita’s operating expenses and interest costs to our operating
segments in accordance with PUHCA and state regulations. Our corporate segment also includes intercompany
eiminations for transactions between our operating business segments.

In August 2003, we formed Pivotal Energy Development (Pivotal) within AGSC. Pivotal coordinates, among our related
operating segments, the devel opment, construction or acquisition of assets in the Southeast and Mid-Atlantic regionsin
order to extend our natural gas capabilities and improve system reliability while enhancing service to our customersin
those areas Theinitial focus of Pivota’s commercia activities will be to improve the economics of system reliability and
natural gas deliverability in these targeted regions.

Results of operationsfor the three and six months ended June 30, 2004 and 2003 are as follows:

Three months ended June 30, Six months ended June 30,
2004 vs. 2004 vs.
Inmillions 2004 2003 2003 2004 2003 2003
Total operating expenses 1 1 - 4 1 3
Operating (loss) income D @) - 4 @) (©)]
Other loss D @ - @ @ -
EBIT ($2) ($2) $ [€9) (82 €5

(1) Reflectsthe elimination of intercompany profits between segments.

2" Quarter 2004 compared to 2™ Quarter 2003 Our corporate segment’s EBIT year over year remain unchanged.
Excluding allocations, operating expenses increased from $33 million in 2003 to $35 million in 2004, an increase of $3
million. This increase was offset by the alocation of expenses to the three operating segments. Operating expenses
increased primarily as aresult of higher long-term incentive compensation, an increase in costs associated with software
maintenance, licensing and implementation projects, consulting and outside services costs related to our Sarbanes-Oxley
Act compliance efforts, and expenses related to Pivota’ s activity which was established in the fourth quarter of 2003.
These increases were partidly offset by lower legal and facility costs.

6 months 2004 compar ed to 6 months 2003 The decrease in EBIT of $3 million was the result of increased operating
expenses of $7 million offset partially by increases in alocations of $4 million. Excluding allocations, operating expenses
for the six months were $77 million, as compared to $70 million in the same period last year. The increase of $7 million
was due primarily to costs associated with software maintenance, licensing and implementation projects, aloss on the
retirement of information services and facilities assets, and higher outside consulting costs due in part to our Sarbanes-
Oxley Act compliance efforts. In addition, the increase was partially due to expenses related to Pivotal’s activitiesin
2004.



Liquidity and Capital Resour ces

Known Trends and Uncertainties We rely on operating cash flow; short-term borrowings under our commercia paper
program, which is backed by our supporting credit agreement (Credit Facility); and borrowings or stock issuances in the
long-term capital markets to meet our capital and liquidity requirements. Our 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 and the SEC. On April 1, 2004 we received approval from the SEC under the
PUHCA for the renewal of our financing authority to issue securities through April 2007.

On May 26, 2004, we closed on a new $500 million three-year Credit Facility. This new Credit Facility replaces our
previous $200 million 364-day Credit Facility which was scheduled to expire on June 16, 2004 and our previous $300
million three-year Credit Facility that was scheduled to terminate on August 7, 2005. Under our new Credit Facility, one
time each calendar year we can request from lenders an increase in credit commitments up to an additional $200 million.
The availability of borrowings and unused availability under our Credit Facility islimited and subject to conditions
specified within the Credit Facility, which we currently meet. These conditions specified within the Credit Facility
include:

o compliance with certain financia covenants

0 the continued accuracy of representations and warranties contained in the agreements, and

0 our total debt-to-capital ratio

Our total cash and available liquidity under our Credit Facility at June 30, 2004, December 31, 2003 and June 30, 2003 is
represented in the table below.

June 30, Dec. 31, June 30,
Inmillions 2004 2003 2003
Unused availability under the Credit Facility $500 $500 $500
Cash and cash equivalents 54 17 3
Total cash and available liquidity under the Credit Facility $554 $517 $503

For the future, we believe these sourceswill be sufficient for our working capital needs, debt service obligations and
scheduled capital expenditures. The relatively stable operating cash flows of our distribution operations businesses
currently contribute a substantial portion of our cash flow from operations and we anticipate this to continue in the future.
However, our liquidity and capital resource requirements may change in the future due to a number of factors, some of
which we cannot control. These factors include:

0 the seasona nature of the natural gas business and our resulting short-term borrowing requirements, which
typicaly peak during colder months

0 increased gas supplies required to meet our customers needs during cold weather

0 regulatory changes and changes in rate-making policies of regulatory commissions

0 contractual cash obligations and other commercial commitments

0 interest rate changes

0 pension and postretirement benefit costs

0 changesinincome tax laws

0 changesin wholesale prices and customer demand for our products and services

0 margin reguirements resulting from significant increases or decreases in our commodity prices

0 operationa risks

0 theanticipated debt and equity financings associated with our acquisition of NUI

Seasonality The seasonal nature of our sales affects the comparison of certain balance sheet items at June 30, 2004 and at
December 31, 2003, such as receivables, unbilled revenue, inventories, and short-term debt. We have presented the
condensed consolidated balance sheet as of June 30, 2003 to provide comparisons of these items with the corresponding
period of the preceding year.

Contractual Obligations and Commitments We have incurred various contractua obligations and financia
commitments in the normal course of our operations and financing activities. Contractual obligations include future cash
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payments required under existing contractual arrangements, such as debt and |ease agreements. These obligations may
result from both general financing activities and from commercia arrangements that are directly supported by related
revenue-producing activities.

Contingent financial commitments represent obligations that become payable only if certain pre-defined 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. The following tables illustrate our expected future contractual

cash obligations and commitments as of June 30, 2004:

Payments Due before December 31,

2005 2007 2009

& & &

Inmillions Total 2004 2006 2008 Thereafter
Long-term debt (1) $962 - - - $962
Pipeline charges, storage capacity and gas supply (2) 719 134 271 124 190
Pipeline replacement program costs (3) 375 48 166 161 -
Short-term debt 195 195 - - -
ERC (3) 62 15 31 6 10
Operating leases (4) 79 6 22 16 35
Communication/network service and maintenance 16 5 11 - -
Total $2,408 $403 $501 $307 $1,197

D
@)
©)
(4)

Charges recoverable through rate rider mechanisms.

Includes $234 million of Notes Payable to Trusts, callable in 2006 and 2007.
Charges recoverable through a PGA mechanism or aternatively billed to Marketers.

We have certain operating leases with provisions for step rent or escalation payments, or certain lease concessions. We account for

these leases by recognizing the future minimum |ease payments on a straight-line basis over the respective minimum lease termsin
accordance with SFAS No. 13, “Accounting for Leases.” However, this accounting treatment does not affect the future annual

operating lease cash obligations as shown herein.

Commitments Due before December 31,

2005 2007 2009

& & &

Inmillions Total 2004 2006 2008 Thereafter
Guarantees (1) (2) $277 $277 $ $ $
Standby letters of credit, performance/ surety bonds 11 9 2 - -
Total other commercial commitments $288 $286 $2 $ $

(1) $228 million of these guarantees support credit exposures in Sequent’ s energy marketing and risk management business. In the
event that Sequent defaults on any commitments under these guarantees, these amounts would become payable by us as guarantor.

(2 We provide guarantees on behalf of our subsidiary, SouthStar. We guarantee 70% of SouthStar’s obligations to SNG under certain
agreements between the parties up to a maximum of $7 million if SouthStar fails to make payment to SNG. Under a second such
guarantee, we guarantee 70% of SouthStar’s obligations to AGLC under certain agreements between the parties up to a maximum
of $42 million, which represents our share of SouthStar’s maximum credit support obligation to AGLC under its tariff.




Cash flow provided from operating activities Our statement of cash flows is prepared using the indirect method. Under
this method, net income is reconciled to cash flows from operating activities by adjusting net income for those items that
impact net income but do not result in actual cash receipts or payments during the period. These reconciling items include
depreciation, undistributed earnings from equity investments, changes in deferred income taxes, gains or losses on the sae
of assets and changes in the balance sheet for working capital from the beginning to the end of the period.

Our operating cash flows for the six months ended June 30, 2004 include SouthStar’ s operating cash flows of
approximately $93 million as aresult of our consolidation of SouthStar effective January 1, 2004; however in 2003, our
operating cash flow did not include any amounts from SouthStar consistent with the equity method of accounting since no
distributions were received from SouthStar. Y ear-to-year changes in our operating cash flows, excluding SouthStar, are
primarily the result of the following:

0 changesin our operating results

o thetiming associated with working capital items such as cash collections from our customers and cash receipts or

disbursements for our natural gas inventories
0 payments for operating expenses to our vendors and employees, income taxes and interest

We generate alarge portion of our annual net income in the first and fourth quarters due to significant volumes of natural
gasthat are delivered by distribution operations and SouthStar to our customers during the November-to-March heating
season which increases our accounts receivable. In addition, during this period our accounts payable increasesto reflect
payments due to providers of the natural gas commodity and pipeline capacity. The value of the natural gas commodity
can vary significantly from one period to the next as aresult of the volatility in the price of natural gas. Natural gas costs
and deferred purchased natura gas costs due from or to our customers represent the difference between natural gas costs
that have been paid to suppliersin the past and what has been collected from customers. These natural gas costs can cause
significant variations in cash flows from period to period. Finally, our natura gas inventories, which usually pesk on
November 1, are largely drawn down in the heating season, and provide a source of cash as this asset is used to satisfy
winter sales demand.

Our cash flow from operations for the six months ended June 30, 2004 was $344 million, an increase of $139 million from
the same period in 2003. The increase is aresult of the impact of consolidation of SouthStar of $93 million, higher net
income and decreased working capital requirements. In addition, following the heating season, our cash flow from
operations for both the six months ended June 30, 2004 and 2003 was positively impacted by cash received from the
collection of our customer’s balances from the heating season. The increase was offset dightly by the cost associated with
our net injections of natural gas inventories to replenish the heating season withdrawals.

Cash flow used in investing activities Our cash used in investing activities consists primarily of property, plant and
equipment expenditures. As shown in the following table, we made investments of $104 million in the six months ended
June 30, 2004 and $77 million in the same period in 2003.

2004 vs.
Inmillions 2004 2003 2003
Construction of distribution facilities $28 $27 $1
Pipeline replacement program (1) 39 19 20
Pivota propane plant 10 - 10
Telecommunications - 6 (6)
Other 27 25 2
Tota property, plant and equipment
expenditures 104 77 27
Environmental response costs(2) 21 16 5
Total capital requirements $125 $93 $32

(1) These expendituresinclude removal costs. Capital expenditures under this program are expected to end June 30, 2008,
unless the program is extended by the GPSC.

(2) Thesecostsare not included in our cash flows used in investing activities asthey are not considered property, plant and
equipment expenditures. They are considered a component of our capital requirements as we estimate our cash
requirements for fuureyears.
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The increase of $32 million is primarily from higher expenditures at our distribution operations segment, including higher
expenditures at AGLC and Pivotal Propane. The increase at AGLC includes a $20 million increase in the pipdine
replacement program (PRP) as aresult of larger diameter and more expensive pipe that has been replaced this year. In
addition, the increase at Pivotal Propane of $10 million relates to expenditures for the construction of a propane plant in
the VNG sarvice area

These increases were offset by decreased expenditures at AGL Networks of $6 million as a result of the completion of our
initial Atlanta and Phoenix networks in 2003. In 2004, our investing activities also consisted of $31 million in cash
receipts for the sale of our interests in US Propane. 1n 2003, we made a payment of $20 million for the purchase of
Dynegy’s 20% interest in SouthStar.

Cash flow used in financing activities In the sx months ended June 30, 2004 and 2003, our cash used in financing
activities are primarily composed of borrowings and payments of short-term debt, payments of Medium-Term notes, cash
dividends on our common stock and the issuance of common stock. Our Credit Facility financia covenants and the
PUHCA’s order require us to maintain aratio of total debt-to-total capitalization of no greater than 70.0%. As of June 30,
2004, we were in compliance with this leverage ratio requirement. We have agoa to maintain our common equity ratio in
the 40 - 50 percent range of total capitalization.

Our payments for natural gas and pipeline capacity are generadly made to suppliers prior to the collection of accounts
receivable from our customers. Thisresultsin our short-term debt financing generally increasing between September 30
and March 31. Inaddition, 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.

We believe that accomplishing these capital structure objectives and maintaining sufficient cash flow are necessary to
maintain our current credit ratings and to alow our access to capital at reasonable costs. The components of our capital
structure, as of the dates indicated, are summarized in the following table:

Dollarsin millions JJne 30, 2004 Da:anba 31, 2003 \ljne 30, 2003
Short-term debt $161 7% $306 13% $147 7%
Current portion of long-term debt A 2 7 3 95 5
Senior and Medium-Term notes (1) 728 33 731 32 697 A4
Note payable to capital trust (1 234 11 - - - -
Trust Preferred Securities (1) - - 225 10 228 11
Total debt 1,157 53 1,339 58 1,167 57
Minority interest 29 1 - - - -
Common equity 1,011 46 946 42 897 43
Total capitdization $2,197 100% $2,285 100% $2,064 100%

(1) Netof interest rete swaps

Short-term debt Our short-term debt is composed of borrowings under our commercia paper program, Sequent’s line of
credit and SouthStar’ s line of credit. The decrease in our short-term debt of $145 million is primarily aresult of payments
on outstanding commercia paper from:

0 cash generated from strong operating results

0 positive working capital from lower receivable and inventory requirements

0 proceeds from the sale of our ownership interest in US Propane

0 receipt of cash from SouthStar in the time period of December 2003 through June 2004

L ong-term Debt For the sx months ended June 30, 2004, we made $49 million in Medium-Term note payments, as
follows:
o InJanuary, 2004, we exercised our option to redeem $44 million at a call premium. These notes were scheduled to
mature in 2019 with interest rates ranging from 7.0% to 7.1%
o InFebruary 2004, we exercised our option to redeem $5 million at a call premium. This note was scheduled to
mature in 2014 with a interest rate of 7.0%
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Minority interest SouthStar’ s accounts have been combined with our subsidiaries’ accounts as of or for the six months
ended June 30, 2004. Asaresult, we recorded Piedmont’s portion of SouthStar’ s contributed capital as minority interest
on our condensed consolidated balance sheet and is included as a component of our capitalization. In addition, we
recorded a cash disbursement of $14 million in our cash flows from financing activities for SouthStar’ s dividend
distribution to Piedmont.

Interest Rate Swaps To maintain an effective capital structure, it is our policy to borrow funds using a mix of fixed-rate
debt and variable-rate debt. We have entered into interest rate swap agreements, for the purpose of hedging the interest
rate risk associated with our fixed-rate and variable-rate debt obligations. Including the effects of our interest rate swaps,
71% of our total short-term and long-term debt was fixed. For more discussion of our interest rate swaps, see Note 3
“Risk Management.”

Credit rating As aresult of the announcement of our definitive agreement to acquire NUI, which includes the assumption
of approximately $607 million of NUI’ s debt, the outlooks on our credit ratings have changed. Moody’ s Investor Service
recently affirmed our ratings and changed its rating outlook to negative from stable. Both Standard & Poor’s Ratings
Services and Fitch Ratings placed our credit ratings on watch status with negative outlooks.

These rating agencies have indicated their actions are the result of the execution risks in consummeting, financing and
integrating the NUI acquisition and certain closing conditions that must be met by NUI. The execution risks include
obtaining regulatory approvals and the capital market risk related to the successful completion of equity and debt
financing around the acquisition closing, mitigating our increased leverage. The closing conditions include NUI's
obtaining additional liquidity lines, obtaining a favorable rate order from the New Jersey Board of Public Utilities
(NJBPU), and assurances that issues raised in an audit of NUI by the NJBPU and ongoing investigations are resolved.



Critical Accounting Policies and Estimates

The preparation of our financia statements requires us to make estimates and judgments that affect the reported amounts
of assets, liabilities, revenues and expenses and the related disclosures of contingent assets and liabilities. We based our
estimates on historical experience and various other assumptions that we believe to be reasonable under the
circumstances. We evaluate our estimates on an ongoing basis, and our actual results may differ from these estimates. Our
critical accounting policies used in the preparation of our consolidated financia statements are described in our Annua
Report on Form 10-K for the year ended December 31, 2003 and includes the following:

Regulatory Accounting

Pipeline Replacement Program
Environmental Response Costs
Revenue Recognition
Accounting for Contingencies
Accounting for Pension Benefits

OO0OO0O0O0Oo

Each of our critical accounting policies and estimates involves complex situations requiring a high degree of judgment
either in the application and interpretation of existing literature or in the development of estimates that impact our
financia statements. The following represent significant changes in our critical accounting policies during the six months
ended June 30, 2004:

Derivativesand Hedging Activities

SFAS 133, as updated by SFAS 149, established accounting and reporting standards requiring that every derivative
financia instrument (including certain derivative instruments embedded in other contracts) be recorded in the balance
sheet as either an asset or liability measured at its fair value. However, if the derivative transaction qualifies 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 accrual accounting.

SFAS 133 requires that changes in the derivative s fair vaue be recognized currently in earnings unless specific hedge
accounting criteria are met. If the derivatives meet those criteria, SFAS 133 alows a derivative s gains and losses to offset
related results on the hedged item in the income statement in the case of afair value hedge, or to record the gains and
losses in other comprehensive income 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 document and assess the effectiveness of derivatives
associated with transactions that receive hedge accounting treatment. Two areas where SFAS 133 applies are interest rate
swaps and gas commodity contracts at both Sequent and SouthStar. Our derivative and hedging activities are described in
further detail in Note 3 to the condensed consolidated financial statements.

Interest rate swaps We designate our interest rate swaps as fair value hedges as defined by SFAS 133, which allows us
to designate derivatives that hedge exposure to changesin the fair value of a recognized asset or liability. We record the
gain or loss on fair value hedges in earnings in the period of change, together with the offsetting loss or gain on the
hedged item attributable to the risk being hedged. The effect of this accounting isto reflect in earnings only that portion of
the hedge that is not effective in achieving offsetting changesin fair value.

Commaodity-related derivative instruments We are exposed to risks associated with changes in the market of natural
gas. Through Sequent and SouthStar, we use derivative instruments to reduce our exposure to the risk of changesin the
prices of natural gas. When the portfolio market value changes, primarily due to newly originated transactions and the
effect of price changes, Sequent recognizes the change in value of derivative instruments as an unrealized gain or lossin
revenues in the period of change. Sequent recognizes cash inflows and outflows associated with the settlement of these
risk management activities in operating cash flows, and Sequent reports these settlements as receivables and payables
separately from risk management activities in the balance sheet as energy marketing receivables and trade payables.



Under our risk management policy, we attempt to mitigate substantialy all of our commodity price risk associated with
Sequent’ s storage gas portfolio and lock in the economic margin at the time we enter into gas purchase transactions for
our stored gas. We purchase gas for storage when the current market price we pay for gas plus the cost to store the gasis
less than the market price we could receive in the future by selling NYMEX futures contracts in the forward months,
resulting in a positive net profit margin. We use contracts to sell gas at that future price to substantialy lock in the profit
margin we will ultimately realize when the stored gas is actually sold. These contracts meet the definition of a derivative
under SFAS 133.

The purchase, storage and sale of natura gasis accounted for differently than the derivatives we use to mitigate the
commaodity price risk associated with our storage portfolio. The difference in accounting can result in volatility in our
reported net income, even though the economic margin is essentially unchanged from the date the transactions were
consummated. We do not currently use hedge accounting under SFAS 133 to account for this activity.

Gas that we purchase and inject into storage is accounted for on an accrud basis, at the lower of average cost or market, as
inventory in our consolidated balance sheets and is no longer marked to market following our implementation of the
accounting guidance in EITF 02-03. Under current accounting guidance, we would recognize alossin any period when
the market price for gasis lower than the carrying amount for our purchased gas inventory. Costs to store the gas are
recognized in the period the costs are incurred. We recognize revenues and cost of gas sold in our statement of
consolidated income in the period we sell gas and it is delivered out of the storage facility.

The derivatives we use to mitigate commodity price risk and substantially lock in the margin upon the sale of stored gas
are accounted for at fair value and marked to market each period, with changes in fair value recognized as unrealized
gains or lossesin the period of change. This difference in accounting, the accrual basis for our gas storage inventory
versus mark-to-market accounting for the derivatives used to mitigate commodity price risk, can result in volatility in our
reported net income. Based upon Sequent’ s storage positions at June 30, 2004, a $0.10 forward NYMEX change would
result in $0.6 million impact to Sequent’s EBIT.

Over time, gains or losses on the sale of gas storage inventory will be offset by losses or gains on the derivatives, resulting
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 gas positions to be affected by natural gas price changes, even though
the economic profits remain essentialy unchanged. Sequent manages underground storage for our utilities and holds
certain capacity rights on its own behalf. The underground storage is of two types:

0 reservoir storage, where supplies are generally injected and withdrawn on a seasonal basis
0 sdt dome high-deliverability storage, where supplies may be periodically injected and withdrawn on relatively
short notice

SouthStar aso uses derivative instruments to manage exposures arising from changing commodity prices. SouthStar’s
objective for holding these derivatives is to minimize this risk using the most effective methods to reduce or eiminate the
impacts of these exposures. A significant 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 other comprehensive income
(OCI) and are reclassified into earnings in the same period as the settlement of the underlying hedged item. Any hedge
ineffectiveness, defined as when the gains or losses on the hedging instrument do not perfectly offset the losses or gains
on the hedged item, is recorded into earnings in the period in which it occurs. SouthStar currently has no hedge
ineffectiveness. The remainder of SouthStar’ s derivative instruments does not meet the hedge criteria under SFAS 133.
Therefore, changesin their fair value are recorded in earnings in the period of change.

Weather derivative contracts SouthStar routingly enters into weather derivative contracts for hedging purposes in order
to preserve margins in the event of warmer-than-normal wesather in the winter months. SouthStar accounts for these
contracts using the intrinsic value method under the guidelines of EITF 99-02, “ Accounting for Weather Derivatives’.



Accounting Developments

FASB Staff Position 106-1 Effective December 8, 2003, the “Medicare Prescription Drug, Improvement and
Modernization Act of 2003” (Medicare Prescription Drug Act) was signed into law, which provides for a prescription
drug benefit under Medicare (Part D) as well as afedera subsidy to sponsors of retiree health care benefit plans that
provide a benefit that is at least actuarially equivalent to Medicare Part D. Our defined benefit postretirement health care
and life insurance plans do provide a prescription drug benefit.

On January 12, 2004, the FASB issued FASB Staff Position (FSP) 106-1, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003” (FSP 106-1), which allowed
companiesto elect a one-time deferra of the recognition of the effects of the Medicare Prescription Drug Act in
accounting for their plans under SFAS 106 and in providing disclosures related to the plan required by SFAS 132 (revised
2003). The FASB dlowed the one-time deferral due to the accounting issues raised by the Medicare Prescription Drug
Act--in particular, the accounting for the federa subsidy that is not explicitly addressed in SFAS 106--and due to the fact
that uncertainties exist as to the direct effects of the Medicare Prescription Drug Act and its ancillary effects on plan
participants.

For companies eecting the one-time deferral, such deferral remainsin effect until authoritative guidance on the
accounting for the federal subsidy isissued, or until certain other events, such as a plan amendment, settlement or
curtailment, occur. Asof December 31, 2003, we elected the one-time deferral. Our accumulated postretirement
obligation or net periodic postretirement benefit cost for 2003 and 2004 does not reflect the effects of the Medicare
Prescription Drug Act on our other postretirement plan since specific authoritative guidance on the accounting for the
federa subsidy has not been issued and we have not made any amendments to our postretirement plan. Once specific
authoritative guidance on the accounting for the federal subsidy is issued, it could result in a change to previoudy reported
information.

FASB Staff Position 106-2 On May 19, 2004, the FASB issued FSP 106-2, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003,” (FSP 106-2) which supersedes
FSP 106-1 and is effective for the first interim or annual reporting period beginning after June 15, 2004, or July 1, 2004
for us. The guidance in FSP 106-2 related to the accounting for the federal subsidy applies only to the sponsor of asingle-
employer defined benefit postretirement health care plan for which (&) the employer has concluded that prescription drug
benefits available under the plan to some or all participants for some or al future years are "actuarially equivaent” to
Medicare Part D and thus qualify for the subsidy under the Medicare Prescription Drug Act and (b) the expected federal
subsidy will offset or reduce the employer’s share of the cost of the underlying postretirement prescription drug coverage
on which the federal subsidy isbased. FSP 106-2 a so provides guidance for the disclosures about the effects of the
subsidy for an employer that sponsors a postretirement health care benefit plan that provides prescription drug coverage
but for which the employer has not yet been able to determine actuarial equivaency.



Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to risks associated with commodity prices, interest rates and credit. Commodity price risk is defined as
the potential loss that we may incur as aresult of changes in the fair value of a particular instrument or commodity.
Interest rate risk results from our portfolio of debt and equity instruments that we issue to provide financing and liquidity
for our business. Credit risk results from the extension of credit throughout all aspects of our business, but is particularly
concentrated at AGL C in distribution operations and in wholesale services.

Our Risk Management Committee (RMC) is responsible for the overall establishment of risk management policies and the
monitoring of compliance with and adherence to the terms within these policies, including approva and authorization
levels and delegation of these levels. Our RMC consists of senior executives who monitor commodity price risk positions,
corporate exposures, credit exposures and overall results of our risk management activities, and is chaired by our chief

risk officer, who is responsible for ensuring that appropriate reporting mechanisms exist for the RMC to perform its
monitoring functions. Our risk management activities and related accounting treatment are described in further detail in
Note 3 to the condensed consolidated financial statements.

Commodity Price Risk

Wholesale Services This segment routinely utilizes various types of financial 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, option contracts and financial swap
agreements. The following table includes the fair values and average values of our energy marketing and risk management
assets and liabilities as of June 30, 2004, December 31, 2003 and June 30, 2003. We base the average values on monthly
averages for the sx months ended June 30, 2004 and 12 months ended December 31, 2003.

Asset
Average Vaues Value at:
6 months ended 12 months ended June 30, Dec. 31, June 30,
Inmillions June 30, 2004 Dec. 31, 2003 2004 2003 2003
Natural gas contracts $23 $14 $23 $13 $12
Liability
Average Vaues Vdue at:
6 months ended 12 months ended June 30, Dec. 31, June 30,
Inmillions June 30, 2004 Dec. 31, 2003 2004 2003 2003
Natural gas contracts $15 $14 $13 $18 $11

We employ a systematic approach to the evaluation and management of the risks associated with our contracts related to
wholesale marketing and risk management, including value-at-risk (VaR). VaR is defined as the maximum potential loss
in portfolio vaue over a specified time period that is not expected to be exceeded within a given degree of probability.

We use a 1-day and a 10-day holding period and a 95% confidence interval to evaluate our VaR exposure. A 95%
confidence interval means there is a 5% probability that the actual change in portfolio value will be greater than the
calculated VaR vaue over the holding period. We calculate VaR based on the variance-covariance technique. This
technique requires several assumptions for the basis of the calculation, such as price volatility, confidence interval and
holding period. Our VaR may not be comparable to a similarly titled measure of another company because, although VaR
isa common metric in the energy industry, there is no established industry standard for calculating VaR or for the
assumptions underlying such calculations.
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Our 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 chief risk officer. Because we generally manage physical
gas assets and economicaly protect our positions by hedging in the futures markets, our open exposure is generaly
minimal, permitting us to operate within relatively low VaR limits. We employ daily risk testing, using both VaR and
stress testing, to evaluate the risks of our gpen positions.

Our management actively monitors open commodity positions and the resulting VaR. We continue to maintain arelatively
matched book, where our total buy volume is close to sell volume, with minimal open commodity risk. Based on a 95%
confidence interval and employing a 1-day and a 10-day holding period for al positions, our portfolio of positions for the
6 months ended June 30, 2004 and twelve months ended December 31, 2003 had the following 1-day and 10-day holding
period VaRs:

6 months ended 12 months ended
June 30, 2004 December 31, 2003

Inmillions 1-day 10-day 1-day 10-day
Period end (1) $0.0 $0.0 $0.3 $1.0
Average 0.1 0.2 0.1 0.3
High 0.4 12 25 4.7
Low (1) 0.0 0.0 0.0 0.0

(1) $0.0 values represent amounts less than $0.1 million.

Energy Investments SouthStar’s use of derivatives is governed by arisk management policy which prohibits the use of
derivatives for speculative purposes. This policy aso establishes VaR limits of $0.5 million on a 1-day holding period and
$0.7 million on a 10-day holding period. In June 2004, the SouthStar risk management committee approved replacing the
20-day VaR limit with a 10-day VaR limit. The 10-day VaR limit was determined to be a more appropriate industry
standard, and thus adopted by SouthStar. A 95% confidence interval is used to evaluate VaR exposure. The maximum
VaR experienced during the six months ended June 30, 2004 was less than $0.1 million for the 1-day holding period and
$0.1 million for the 10-day holding period.

Credit Risk

Sequent may require its counterparties to pledge additional collateral when deemed necessary. We conduct credit
evaluations and obtain appropriate internal approvals for our counterparty’s line of credit before any transaction with the
counterparty is executed. In most cases, the counterparty must have a minimum long-term debt rating of Baa3 from
Moody’s and BBB- from S& P. Generaly, we require credit enhancements by way of guaranty, cash deposit or letter of
credit for transaction counterparties that do not meet the minimum ratings threshold.

Sequent evaluates its counterparties using the S& P equivalent credit rating which is determined by a process of converting
the lower of the S& P or Moody’ s Investors Service, Inc. (Moody’s) rating to an interna rating ranging from 9.00 to 1.00,
with 9.00 being equivalent to AAA/Aaa by S& P and Moody’s and 1.00 being equivaent to D or Default by S& P and
Moody’s. A counterparty that does not have an external rating is assigned an interna rating based on the strength of its
financia ratios.

The weighted average credit rating is obtained by multiplying each counterparty’s assigned internal rating by the
counterparty’s credit exposure and the individual results are then summed for al counterparties. That total is divided by
the aggregate total counterparties exposure. This numeric value is converted to an S& P equivalent. Under the refined
methodology, Sequent’ s counterparties, or the counterparties’ guarantors, had a weighted average S& P equivaent credit
rating of A- at June 30, 2004, compared with our previously reported rating of BBB at December 31, 2003.



The following tables show Sequent’s commodity receivable and payable positions as of June 30, 2004, December 31,
2003 and June 30, 2003:

Gross receivables
June 30, Dec. 31, June 30,

Inmillions 2004 2003 2003
Receivables with netting agreements in place:
Counterparty is investment grade $289 $282 $208
Counterparty is non-investment grade 20 13 24
Counterparty has no externa rating 22 9 7
Receivables without netting agreements in place:
Counterparty isinvestment grade 19 15 3

Counterparty is non-investment grade - - -
Counterparty has no externa rating - - i,

Amount recorded on balance sheet $350 $319 $242
Gross payables
June 30, Dec. 31, June 30,
Inmillions 2004 2003 2003
Payables with netting agreements in place:
Counterparty is investment grade $215 $205 $181
Counterparty is non-investment grade 65 31 50
Counterparty has no externa rating 91 45 27
Payables without netting agreements in place:
Counterparty is investment grade 50 29 24
Counterparty is non-investment grade - 3 9
Counterparty has no externd rating - 16 2
Amount recorded on balance sheet $21 $329 $293




[tem 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures Our chief executive officer and chief financia officer, after
evaluating the effectiveness of our "disclosure controls and procedures’ (as defined in the Securities Exchange Act of
1934 Rules 13a-15(€e) and 15d-15(€)) as of the end of the period covered by this quarterly report have concluded that
our disclosure controls and procedures were effective in timely alerting them to material information relating to us
(including our consolidated subsidiaries) which were required to be included in our periodic SEC filings.

(b) Changesininternal controlsover financial reporting. There were no changesin our internal control over financia
reporting that occurred during our most recent fiscal quarter that have materially affected, or are reasonably likely to
materialy affect, our interna controls over financia reporting.



PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The nature of our business ordinarily results in periodic regulatory proceedings before various state and federal authorities
and/or litigation incidental to the business. For information regarding pending federal and state regulatory matters, see
"Results of Operation — Distribution Operations™ contained in Item 2 of Part | under the caption, "Management's
Discussion and Analysis of Financial Condition and Results of Operations.”

In the first quarter of 2004, we settled a lawsuit with the city of Augusta, Georgia who had served AGL C with a complaint
that was filed in the Superior Court of Richmond County, Georgia on July 1, 2003. The City of Augusta’s allegations
included fraud and deceit and damages to realty. The alegations arose from negotiations between the city and AGLC
regarding the environmental cleanup obligations connected with AGLC’ s former MGP operations in Augusta. For more
information about our manufactured gas plants and our environmental cleanup obligations, please see Item 1, Financid
Statements, Note 4 “Regulatory Assets and Liabilities — Environmental Response Costs”

With regard to other legal proceedings, we are a party, as both plaintiff and defendant, to a number of other suits, claims
and counterclaims on an ongoing basis. Management believes that the outcome of al such other litigation in whichit is
involved will not have a material adverse effect on our consolidated financial statements.

ITEM 2. CHANGES IN SECURITIES, USE OF PROCEEDS AND ISSUER PURCHASES OF EQUITY
SECURITIES

The following table sets forth our common stock repurchases for the periods indicated. All shares were purchased in open
market transactions in connection with awards dominated in common stock under the AGL Resources Inc. Officer
Incentive Plan (OIP).

Total Number of

Total Shares Purchased as Maximum Number of
Number of Average Part of Publicly Shares that May Y et Be
Shares Price Paid Announced Plans or Purchased Under the
Period Purchased per Share Programs (1) Plans or Programs

Prior Years 62,740 $25.46 62,740 537,260
January 1, 2004 — January 31, 2004 - - - 537,260
February 1, 2004 — February 29, 2004 - - - 537,260
March 1, 2004 — March 31, 2004 20,000 $28.10 20,000 517,260
Total first quarter 20,000 $28.10 20,000 517,260
April 1, 2004 — April 30, 2004 - - - 517,260
May 1, 2004 — May 31, 2004 - - - 517,260
June 1, 2004 — June 30, 2004 - - - 517,260
Total second quarter - - - 517,260
Total all periods 82,740 $25.99 82,740 517,260

(1) On June 30, 2001, we disclosed that our board of directors approved the repurchase of up to 600,000 shares of our common stock
to be used for the OIP. In March 2004, 20,000 shares were repurchased under this plan. As of June 30, 2004 atotal of 82,740
shares have been repurchased leaving a maximum of 517,260 shares that can still be repurchase under the OIP.
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PART Il -- OTHER INFORMATION - Continued
ITEM 3. DEFAULTSUPON SENIOR SECURITIES
None.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS

We held our annual meeting of shareholdersin Atlanta, Georgia on April 28, 2004. Holders of an aggregate of 64,640,492
shares of our common stock at the close of business on February 20, 2004 were entitled to vote at the meeting, of which
55,554,590 were represented in person or by proxy. At the annua meeting, our shareholders were presented with one
proposa as set forth in our Proxy Statement. Our shareholders voted as follows and e ected the following five director
nominees who will serve athree-year term until our Annual Mesting in 2007.

For Withheld
Thomas D. Bdll, J. (1) 52,461,967 3,092,623
Michagl J. Durham 53,695,992 1,858,598
D. Raymond Riddle 53,663,031 1,891,559
Felker W. Ward, Jr. 54,210,955 1,343,635
Henry C. Wolf 54,137,296 1,417,294

(1) OnApril 28,2004, wefiled aForm 8-K disclosingthat Mr. Bell had resigned from our Board of
Directors and if elected at our annual meeting would decline to serve as adirector.

ITEM 5. OTHER INFORMATION

None.
ITEM 6. EXHIBITSAND REPORTSON FORM 8-K
@ Exhibits

101 Three year Credit Agreement dated May 26, 2004, by and between AGL ResourcesInc., as Guarantor, AGL
Capital Corporation, as Borrower, and the Lenders named therein.

10.2  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 Melanie M. Platt.

10.3 Form of Director Indemnification Agreement, dated April 28, 2004, between AGL Resources Inc., on behalf of
itself and the Indemnites named therein.

31 Rule 13a-14(a) / 15d-14(a) Certifications
32 Section 1350 Certifications

(b) Reportson Form 8K.

Date Event Reported

April 28, 2004 Filed under Item 5 “Other Events’

April 28, 2004 Furnished under Item 9 “Regulation FD Disclosure’

April 28, 2004 Furnished under Item 12 “Results of Operation and Financial Condition”

62



SIGNATURE

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

AGL RESOURCESINC.
(Registrant)

Date: July 28, 2004 /9 Richard T. O'Brien
Executive Vice President and Chief Financial Officer



