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JOHN W. SOMERHALDER II

President and Chief Executive Officer

March 19, 2007

To Our Shareholders:

On behalf of the board of directors, I am pleased to invite you to attend AGL Resources� 2007 annual meeting of shareholders to be
held on Wednesday, May 2, 2007, at our corporate headquarters at Ten Peachtree Place, Atlanta, Georgia. The meeting will start
at 10:00 a.m., Eastern time. A map with directions is enclosed. Please note that you will need to present an admission ticket
and picture identification in order to attend the meeting in person. Please see page 6 of the attached proxy statement for
more information about attending the meeting in person.

The following items of business will be considered at the annual meeting of shareholders:

� the election of six directors;

� the approval of the 2007 Omnibus Performance Incentive Plan;

� the ratification of the appointment of our independent registered public accounting firm; and

� such other business as may properly come before the meeting.
During the meeting, we will discuss our efforts and achievements in 2006. We will also update shareholders on our business plans
for 2007. Our directors, officers and other employees will be available to answer any questions you may have.

Your vote is very important to us. Regardless of the number of shares you own, please vote. You can vote by telephone
(using the toll-free number on your proxy or vote instruction card), internet (using the address provided on your proxy or vote
instruction card), or paper proxy or vote instruction card. Please see page 3 of the attached proxy statement or your enclosed proxy
or vote instruction card for more detailed information about the various options for voting your shares.

Thank you for your ongoing ownership and support. We hope to see you at our annual meeting.

Sincerely,

John W. Somerhalder II
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A copy of our combined 2006 annual report and Form 10-K for 2006 is being mailed with this proxy statement. You may
receive a stand-alone copy of our 2006 Form 10-K free of charge upon written request directed to:

AGL Resources Inc. Investor Relations

P.O. Box 4569, Location 1071

Atlanta, Georgia 30302-4569

Our 2006 annual report and Form 10-K also may be accessed on our web site at www.aglresources.com or through our
toll-free interactive shareholder information line at:

(877) ATG-NYSE ((877) 284-6973)
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Ten Peachtree Place

Atlanta, Georgia 30309

NOTICE OF 2007 ANNUAL MEETING OF SHAREHOLDERS

Time and Date: 10:00 a.m., Eastern time, Wednesday, May 2, 2007

Place: Ten Peachtree Place, Atlanta, Georgia

Items of Business: �     Elect six directors, one to serve until the 2009 annual meeting and five to
serve until the 2010 annual meeting.

�     Approve the adoption of the 2007 Omnibus Performance Incentive Plan.

�     Ratify the appointment of PricewaterhouseCoopers LLP as our
independent registered public accounting firm for 2007.

�     Transact such other business as may properly come before the annual
meeting or any adjournments.

Who May Vote: You can vote if you owned shares of our common stock at the close of
business on February 23, 2007 (the record date).

Proxy Voting: Your vote is important. Please vote in one of these ways:

�     use the toll-free telephone number shown on the enclosed proxy or vote
instruction card;

�     visit the web site listed on your proxy or vote instruction card; or

�     mark, sign, date and promptly return the enclosed proxy or vote
instruction card in the enclosed postage-paid envelope.

Proxy Statement: A copy of our proxy statement for the annual meeting, which contains
information that is relevant to the proposals to be voted on at the annual
meeting, is attached.

Annual Report: A copy of our 2006 annual report, which contains financial and other
information about our business, is enclosed.

Date of Mailing: This notice and the accompanying proxy statement, together with the 2006
annual report, are first being mailed to shareholders on or about March 19,
2007.

By Order of the Board of Directors,

Myra C. Bierria

Corporate Secretary
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PROXY STATEMENT

ABOUT THE ANNUAL MEETING

Who is soliciting my proxy?

The board of directors of AGL Resources is providing you these proxy materials in connection with the solicitation of proxies to be
voted at our 2007 annual meeting of shareholders and at any postponement or adjournment of the annual meeting. The proxies will
be voted in accordance with your instructions by John W. Somerhalder II, our president and chief executive officer; Paul R. Shlanta,
our executive vice president, general counsel and chief ethics and compliance officer; and Andrew W. Evans, our executive vice
president and chief financial officer, or any of them. If your shares are held in our Retirement Savings Plus Plan (our 401(k) plan,
which we refer to as the RSP Plan), your proxy will be voted by Merrill Lynch Bank & Trust Co., FSB, which is the trustee for the
RSP Plan, in accordance with the discretionary instructions of the Administrative Committee of the RSP Plan.

What will I be voting on?

You will be voting on:

� Proposal 1�the election of six directors, one of whom will serve until the 2009 annual meeting and five of whom will serve until
the 2010 annual meeting;

� Proposal 2�the approval of the adoption of the 2007 Omnibus Performance Incentive Plan;

� Proposal 3�the ratification of the appointment of PricewaterhouseCoopers LLP as our independent registered public
accounting firm for 2007; and

� such other business as may properly come before the annual meeting or any adjournments.

How does the board recommend I vote on the proposals?

The board of directors recommends you vote �FOR� each of the three proposals listed above.

How do I vote?

Most of our shareholders have three options for submitting their votes:

� By telephone,

� Via the internet, or
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� By mail.
If your AGL Resources shares are held in your name by Computershare Trust Company, N.A., our transfer agent (meaning you are
a �shareholder of record�), please follow the instructions on your proxy card.

If your AGL Resources shares are held through a brokerage firm or bank (that is, in �street name�), your ability to vote by telephone
or over the internet depends on the voting process of your brokerage firm or bank. Please follow the directions on your vote
instruction card.

Regardless of whether your AGL Resources shares are held by Computershare or in street name, you can attend the meeting and
vote your shares in person. Please note that if your shares are held in street name and you want to vote in person, you must obtain
a vote instruction card from your street name nominee and bring it to the meeting.

Even if you plan to attend the meeting, we encourage you to vote your shares by telephone, internet or mail to simplify the voting
process at the meeting.

3
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How do I vote if my shares are held in the AGL Resources 401(k) plan?

If your AGL Resources shares are held in the RSP Plan, only the trustee of the plan can vote your plan shares even if you attend
the annual meeting in person. The plan trustee will vote your shares in accordance with your telephone, internet or written proxy
vote. Please follow the instructions on your proxy card.

Can I revoke my proxy?

Yes. You may revoke your proxy or vote instructions at any time before the annual meeting by voting again by telephone or via the
internet or by timely signing and returning another proxy or vote instruction card with a later date. Additionally, if you are a
shareholder of record or if you are a street name holder who has obtained a vote instruction card from your street name nominee,
and you decide to attend the meeting and vote in person, you can request that any proxy or vote instruction card that you
previously submitted not be used.

What if I don�t specify my choices when returning my proxy or vote instruction card?

If you return a signed and dated proxy or vote instruction card without indicating your vote, your shares will be voted �FOR� each of
the three proposals specified in the notice of the meeting (except with respect to �broker non-votes� as described below) and in the
discretion of the proxies on any other matter that may properly come before the meeting.

If you hold AGL Resources shares through the RSP Plan and you return the proxy card but do not properly sign or date it or specify
how you want your plan shares voted, the plan trustee, upon instruction from the Administrative Committee of the RSP Plan, will
vote your plan shares �FOR� each of the three proposals specified in the notice of the meeting and as

instructed by the Administrative Committee on any other proposals that may properly come before the meeting.

Can my shares be voted if I don�t submit a proxy or voting instructions?

If your AGL Resources shares are registered in your name on the books kept by our transfer agent and you do not return a signed
proxy and do not vote by telephone or via the internet, your shares will not be voted.

If your AGL Resources shares are held in street name and you do not submit any voting instructions, your brokerage firm or bank
may vote your shares with regard to some but not all of the proposals, as specified by stock exchange rules. We believe that under
applicable stock exchange rules, brokerage firms and banks will be able to vote their customers� unvoted shares with regard to the
proposals to elect directors and ratify the appointment of our independent registered public accounting firm but not with regard to
the proposal to approve the 2007 Omnibus Performance Incentive Plan. When brokerage firms and banks are not permitted to vote
their customers� unvoted shares, the affected shares are referred to as �broker non-votes.�

If your AGL Resources shares are held through the RSP Plan and you do not return the proxy card for those plan shares and do
not vote by telephone or the internet, the plan trustee, upon instruction from the Administrative Committee of the RSP Plan, will
vote your shares �FOR� each of the three proposals specified in the notice of the meeting and as instructed by the Administrative
Committee on any other proposals that may properly come before the meeting.

How many shares can vote?

As of the February 23, 2007, record date for voting at the annual meeting, 77,881,401 shares of common stock of AGL Resources
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were outstanding and entitled to be voted at the annual meeting. This total includes shares held by a trust which holds the assets of
our Nonqualified Savings Plan, which we refer to as the NSP, which are not considered outstanding for financial reporting
purposes. You are entitled to one vote for each share of AGL Resources common stock you owned on the record date.

Is there a list of shareholders entitled to notice of the annual meeting?

A list of shareholders entitled to notice of the annual meeting is available for inspection by any shareholder between the hours of
9:00 a.m. and 5:00 p.m., Eastern time, at our headquarters at Ten Peachtree Place, Atlanta, Georgia. Please contact our Corporate
Secretary at AGL Resources Inc., P.O. Box 4569, Location 1466, Atlanta, Georgia 30302-4569, if you would like to review the
shareholder list. The shareholder list will also be available at the annual meeting for inspection by any shareholder.

How many votes must be present to hold the annual meeting?

A majority of the 77,881,401 shares of AGL Resources common stock outstanding on the record date, including the shares held by
the NSP trust, must be present, either in person or represented by proxy, to conduct the annual meeting.

How many votes are needed to elect directors?

Directors are elected by a plurality of the total number of votes cast, which means the six nominees who receive the largest number
of properly cast votes will be elected as directors.

What happens if a director nominee fails to receive a majority of the votes cast in his election?

As described in �Proposal 1�Election of Directors�General,� our bylaws provide that if

a director nominee in an uncontested election is elected by the required plurality vote of the shareholders but does not receive the
affirmative vote of the holders of a majority of the shares voted, the director must promptly tender his resignation to the board of
directors following certification of the shareholder vote. The Nominating and Corporate Governance Committee must then
recommend to the board of directors whether to accept or reject the tendered resignation or whether to take other action. The
board must then act on the tendered resignation and publicly disclose its decision and the rationale behind the decision within 90
days after the certification of the election results.

What if I vote �withhold authority� to elect directors?

In voting for the election of directors, a vote to �withhold authority� for the election of one or more director nominees will be counted
for quorum purposes, but because the vote required to elect directors is a plurality vote, a vote to �withhold authority� will not affect
the outcome of the election. However, a vote to �withhold authority� will be counted for purposes of determining whether a director
nominee received the affirmative vote of holders of a majority of the shares voted. Please see �What happens if a director nominee
fails to receive a majority of the votes cast in his election?� above.

How many votes are required to approve the 2007 Omnibus Performance Incentive Plan?

The approval of our 2007 Omnibus Performance Incentive Plan requires a majority of the votes cast on the proposal, provided that
the total votes cast on the proposal constitute a majority of the shares of common stock entitled to vote on the proposal.

5
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How many votes are required to ratify the appointment of PricewaterhouseCoopers LLP as our independent registered
public accounting firm?

The ratification of the appointment of PricewaterhouseCoopers LLP as our independent registered public accounting firm requires
the votes cast �FOR� to exceed the votes cast �AGAINST� the proposal.

How will abstentions and broker non-votes be treated for Proposals 2 and 3?

Abstentions and broker non-votes will be treated as shares present and entitled to vote for quorum purposes. Abstentions will have
the same effect as votes �AGAINST� the approval of the 2007 Omnibus Performance Incentive Plan (Proposal 2). Abstentions will
not affect the outcome of the vote on the proposal to ratify the appointment of PricewaterhouseCoopers LLP as our independent
registered public accounting firm (Proposal 3).

Without your instruction, your broker may not vote your shares on the approval of the 2007 Omnibus Performance Incentive Plan
(Proposal 2). Such broker non-votes will be treated as shares entitled to vote on the proposal but will not be counted as votes cast
for purposes of determining whether the total votes cast on Proposal 2 constitute a majority of the shares of common stock entitled
to vote on the proposal. If the total votes cast on Proposal 2 constitute a majority of the shares of common stock entitled to vote on
the proposal, then the broker non-votes will not have any effect on the approval of Proposal 2.

Could other matters be decided at the annual meeting?

We do not know of any other matters that will be considered at the annual meeting. If a matter that is not listed on the proxy or vote
instruction card is properly brought before the annual meeting in accordance with Section 1.2

of our bylaws, the proxies will vote in accordance with their judgment of what is in the best interest of the Company, based on the
discretionary voting authority conferred on them by the proxy and vote instruction cards.

Who will count the vote?

Representatives of Computershare, our transfer and shareholder services agent, will count the votes and act as inspector of
elections.

Where and when will I be able to find the voting results?

We will post the voting results on our web site at www.aglresources.com approximately two weeks after the annual meeting. You
also can find the results in our Form 10-Q for the second quarter of 2007, which we will file with the Securities and Exchange
Commission, or SEC, no later than August 9, 2007.

What does it mean if I receive more than one proxy card?

It means that you have multiple accounts with brokerage firms, banks and/or our transfer agent. Please vote all of these shares.
We recommend that you contact your broker, bank and/or our transfer agent to consolidate as many accounts as possible under
the same name and address. All communications concerning accounts for shares registered in your name on the books kept by our
transfer agent, including address changes, name changes, inquiries to transfer shares and similar issues, can be handled by
making a toll-free call to Computershare�s AGL Resources Shareholder Services number at (800) 633-4236.

What do I need to bring with me if I want to attend the annual meeting?

The annual meeting is open to all holders of our common stock. To attend the annual meeting, you will need to bring an admission
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ticket and valid picture identification. If your shares are registered in your name on the books kept by our transfer agent or your
shares are held as 401(k) plan shares, your admission ticket is attached to your proxy card or may be printed from the internet
when you vote online. If your shares are held in street name by your brokerage firm or bank, you will need to bring evidence of your
stock ownership, such as a proxy obtained from your street name nominee (particularly if you want to vote your shares at the
annual meeting) or your most recent brokerage account statement (in which case you will not be able to vote your shares at the
meeting), together with valid picture identification. You may also request us to send you an admission ticket. If you do not have
either an admission ticket or proof that you own our common stock, together with valid picture identification, you may not be
admitted to the meeting.

What happens if the annual meeting is postponed or adjourned?

Your proxy will still be valid and may be voted at a postponed or adjourned meeting, unless the board of directors fixes a new
record date for the postponed or adjourned meeting, which the board is required to do if the postponement or adjournment is for
more than 120 days. If the meeting is postponed or adjourned, you will still be able to change or revoke your proxy until it is voted.

When are shareholder proposals for the 2008 annual meeting due?

Our bylaws require shareholders to give us advance notice of any shareholder nominations of directors and of any other matters
shareholders wish to present for action at an annual meeting of shareholders. The required notice must be given within a
prescribed time frame, which is calculated by reference to the date of the proxy statement relating to our most recent annual
meeting.

Accordingly, with respect to our 2008 annual meeting of shareholders, our bylaws require notice to be provided to our Corporate
Secretary at AGL Resources Inc., P.O. Box 4569, Location 1466, Atlanta, Georgia 30302-4569 no later than November 20, 2007. If
a shareholder fails to provide timely notice of a proposal to be presented at the 2008 annual meeting, the persons designated as
proxies by the board of directors will have discretionary authority to vote, and the trustee of the RSP Plan will vote in accordance
with the instructions of the Administrative Committee of the RSP Plan based on its discretionary authority, on any such proposal
that may come before the meeting.

If you are interested in submitting a proposal for inclusion in our proxy statement for the annual meeting in 2008, you need to follow
the procedures outlined in the SEC�s Rule 14a-8. To be eligible for inclusion, your shareholder proposal intended for inclusion in the
proxy statement for the 2008 annual meeting of shareholders must be received no later than November 20, 2007, by our Corporate
Secretary at the address above.

This deadline does not apply to questions a shareholder may wish to ask at the annual meeting.

Who pays the costs associated with this proxy solicitation?

AGL Resources pays the expenses of soliciting proxies. AGL Resources has hired Georgeson Inc., a proxy solicitation firm, to
assist in the distribution and solicitation of proxies. We expect to pay Georgeson Inc. approximately $15,000 plus reasonable
out-of-pocket costs for those services. Additionally, proxies may be solicited on our behalf by directors, officers and employees, in
person or by telephone, facsimile or electronic transmission. Directors, officers and employees will not be paid additional fees for
those services.
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SHARE OWNERSHIP

Directors and Executive Officers

The following table presents information as of December 31, 2006, concerning the beneficial ownership of AGL Resources
common stock by each director and director nominee, by each executive officer named in the Summary Compensation Table under
the caption �Executive Compensation�Compensation Paid to Executive Officers,� whom we refer to collectively as the �named
executive officers,� and by all executive officers and directors as a group, based on information furnished by them to us.

Beneficial ownership as reported in the table below has been determined in accordance with SEC regulations and includes shares
of common stock which may be acquired within 60 days after December 31, 2006, upon the exercise of outstanding stock options
but excludes shares and share equivalents held under deferral plans. See note (3) below. Unless otherwise indicated, all directors,
director nominees and executive officers have sole voting and investment power with respect to the shares shown. As of
December 31, 2006, no individual director, director nominee, named executive officer, or executive officers and directors as a
group owned beneficially 1% or more of our common stock.

Shares of Common Stock
Beneficially Owned

Name
Owned

Shares(1)
Optioned
Shares(2)

Shares and Share
Equivalents Held Under

Deferral Plans(3) Total
Thomas D. Bell, Jr. 9,070 �  �  9,070
Charles R. Crisp 7,087 �  �  7,087
Michael J. Durham 11,956 �  �  11,956
Arthur E. Johnson 1,061 7,173 15,928 24,162
Wyck A. Knox, Jr. 12,122 �  18,859 30,981
Dennis M. Love 455 9,874 21,668 31,997
Charles H. McTier 2,000 �  640 2,640
Dean R. O�Hare 4,686 �  621 5,307
D. Raymond Riddle(4) 6,113 11,169 25,259 42,541
James A. Rubright 1,832 7,173 17,057 26,062
John W. Somerhalder II 42,140 �  406 42,546
Felker W. Ward, Jr. 19,276 9,672 14,858 43,806
Bettina M. Whyte 3,725 �  2,244 5,969
Henry C. Wolf 7,302 �  2,893 10,195
Andrew W. Evans 14,964 19,600 �  34,564
R. Eric Martinez, Jr. 16,304 30,487 �  46,791
Kevin P. Madden 56,630 54,760 2,075 113,465
Douglas N. Schantz 10,759 20,800 5,896 37,455
All executive officers and directors as a group (20
persons)(5)

267,144 209,812 128,402 605,358
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Notes to Share Ownership Table

(1) Includes 100 shares held by each of our directors as required under our bylaws.

(2) For the non-employee directors, reflects the shares that may be acquired upon exercise of stock options granted under the
1996 Non-Employee Directors Equity Compensation Plan, which we refer to as the 1996 Directors Plan, and for the executive
officers, reflects the shares that may be acquired upon exercise of stock options granted under the Long-Term Incentive Plan
(1999), which we refer to as the LTIP, under the Long-Term Stock Incentive Plan of 1990, which is the predecessor of the
LTIP and which we refer to as the LTSIP, or under the Officer Incentive Plan, which we refer to as the OIP.

(3) Represents shares of common stock, common stock equivalents and accrued dividend credits held, for non-employee
directors, under the 1998 Common Stock Equivalent Plan for Non-Employee Directors, which we refer to as the CSE Plan,
and, for the named executive officers, under the NSP. The common stock equivalents track the performance of AGL
Resources common stock and are payable in cash. The shares and share equivalents may not be voted or transferred by the
participants.

(4) Includes 1,600 shares held by Mr. Riddle in trust via a Keogh account. Mr. Riddle has sole voting and investment power with
respect to these shares.

(5) Includes 673 shares for which a member of the group who is not a named executive officer has shared voting and investment
power.

Owner of More Than 5% of AGL Resources Common Stock

We are aware of the following shareholder that beneficially owns more than 5% of AGL Resources common stock.

Name and Address of Beneficial Owner
Shares of Common Stock

Beneficially Owned Percent of Class

Barclays Global Investors, NA

45 Fremont Street

San Francisco, California 94105

3,919,063(1) 5.04%

Notes to Owner of More Than 5% Table

(1) Based on Schedule 13G dated January 23, 2007, in which Barclays Global Investors, NA, Barclays Global Fund
Advisors, Barclays Global Investors, LTD, Barclays Global Investors Japan Trust and Banking Company Limited and
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Barclays Global Investors Japan Limited reported that, as a group, it has sole voting power with respect to 3,634,161
shares and sole dispositive power with respect to all 3,919,063 shares.
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PROPOSAL 1�ELECTION OF DIRECTORS

GENERAL

The board of directors presently consists of fourteen members, thirteen of whom are non-employee directors. The board is divided
into three classes of approximately equal size, with the directors in each class serving a three-year term. The terms are staggered
so that the term of one class expires at each annual meeting.

Our bylaws provide that directors are elected by a plurality of the votes cast by shareholders at a meeting at which a quorum is
present. In October 2006, the board of directors adopted an amendment to the bylaws that, while not changing the requirement for
a plurality vote in the election of directors, requires additionally that any director nominee in an uncontested election who does not
receive the affirmative vote of a majority of the votes cast (including votes to withhold authority) with respect to that director�s
election must promptly tender his or her resignation to the board following certification of the shareholder vote. The requirement
that a director tender his or her resignation if he or she does not receive a majority of the votes cast does not apply in the case of a
contested election where the number of nominees exceeds the number of directors to be elected.

Following such a tender of resignation, the Nominating and Corporate Governance Committee, excluding any director tendering his
or her resignation if he or she is a member of the Nominating and Corporate Governance Committee, will make a recommendation
to the board as to whether to accept or reject the resignation or whether other action should be taken. The board will then act on
the Nominating and Corporate Governance Committee�s recommendation and publicly disclose its decision and rationale within 90
days after the date of the certification of the election results. The director who tenders his

or her resignation will not participate in the board�s decision. If the director�s resignation is not accepted by the board, the director
shall continue to serve until his or her successor is duly elected or until his or her earlier death, resignation or removal. If the
director�s resignation is accepted by the board of directors, any resulting vacancy may be filled as provided in the bylaws or the
board of directors may decrease the size of the board.

If a majority of the Nominating and Corporate Governance Committee does not receive a majority of the votes cast in their
respective elections, then the independent members of the board who did not fail to receive a majority of the votes cast will appoint
a committee from among themselves to consider the resignation offers and recommend to the board whether to accept them. If the
only directors who did not fail to receive a majority of the votes cast constitute three or fewer directors, all directors may participate
in the action regarding whether to accept the resignation offers.

The board of directors, based on the recommendation of its Nominating and Corporate Governance Committee, has nominated
Thomas D. Bell, Jr., Michael J. Durham, Charles H. McTier, Dean R. O�Hare, D. Raymond Riddle, and Felker W. Ward, Jr. for
election as directors at the annual meeting. All of the nominees are current directors of the Company. If elected, Mr. McTier will
hold office for a two-year term ending at the annual meeting of shareholders in 2009 and each of the remaining nominees will hold
office for a three-year term ending at the annual meeting of shareholders in 2010. Each of the nominees has agreed to serve as a
director if elected by the shareholders.

10
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If any nominee becomes unable to stand for election, the board may:

� designate a substitute nominee, in which case the proxies or RSP Plan trustee, as applicable, will vote all valid proxies for the
election of the substitute nominee named by the board;

� allow the vacancy to remain open until a suitable candidate is located; or

� reduce the authorized number of directors accordingly.
Set forth below is information as of December 31, 2006, about the six director nominees, followed by information as of
December 31, 2006, about all other current directors whose terms of office will continue after the annual meeting. Unless otherwise
stated, all directors have been engaged in their principal occupations for more than the past five years.

Nominees For Election

Thomas D. Bell, Jr., Chairman, President and Chief Executive Officer of Cousins Properties
Incorporated, a fully integrated real estate investment trust, since December 2006; President and
Chief Executive Officer of Cousins Properties Incorporated from January 2002 until December
2006; and currently a director of Cousins Properties Incorporated, Regal Entertainment Group and
the US Chamber of Commerce. Mr. Bell, 57, has been a director of AGL Resources since July
2004. Mr. Bell previously served as a director of AGL Resources from July 2003 until April 2004.

Michael J. Durham, Founder, President and Chief Executive Officer of Cognizant Associates, Inc., a
consulting firm established in August 2000; President, Chief Executive Officer and director of Sabre,
Inc., a travel distribution company, from 1996 until 1999; President of Sabre, Inc. from 1995 until
1996; various positions with increasing responsibilities at American Airlines and its parent company,
AMR, from 1979 until 1995, including Senior Vice President of Finance and Chief Financial Officer
at American Airlines and Senior Vice President and Treasurer at AMR; and currently a director of
Acxiom Corporation, Asbury Automotive, Inc. Bombardier Inc. and Hertz Global Holdings, Inc. Mr.
Durham, 56, has been a director of AGL Resources since July 2003.

Charles H. �Pete� McTier, former President of the Robert W. Woodruff Foundation, the Joseph B.
Whitehead Foundation, the Lettie Pate Evans Foundation and the Lettie Pate Whitehead
Foundation, which are all based in Atlanta and make up one of the largest foundation groups in the
Southeast, from 1988 until his retirement in 2006; Vice President, Secretary and Treasurer of the
foundations from 1987 to 1988; Secretary and Treasurer of the foundations from 1977 to 1987;
Secretary of the foundations from 1971 until 1977; prior to that, several administrative positions at
Emory University; and currently a director of Coca-Cola FEMSA, S.A. de C.V. Mr. McTier, 68, has
been a director of AGL Resources since December 2006.
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Dean R. O�Hare, former Chairman and Chief Executive Officer of The Chubb Corporation, a
multi-billion dollar organization providing property and casualty insurance for personal and
commercial customers worldwide, from 1988 until his retirement in November 2002; and currently a
director of Fluor Corporation and HJ Heinz Company. Mr. O�Hare, 64, has been a director of AGL
Resources since August 2005.

D. Raymond Riddle, our Chairman of the Board of Directors since March 2006; our Interim
Chairman and Chief Executive Officer from January 2006 until March 2006; our Chairman of the
Board of Directors from 2000 to 2002; Chairman of the Board and Chief Executive Officer of
National Service Industries, Inc., a diversified manufacturing and services company, from 1994 until
1996; and currently a director of Atlantic American Corporation and AMC, Inc. Mr. Riddle, 73, has
been a director of AGL Resources since May 1978.

Felker W. Ward, Jr., Managing Member of Pinnacle Investment Advisors, LLC, an investment
advisory services firm, since 1994; and currently a director of Atlanta Life Financial Group. Mr.
Ward, 73, has been a director of AGL Resources since August 1988.

THE BOARD OF DIRECTORS RECOMMENDS THAT SHAREHOLDERS VOTE �FOR� EACH OF THE ABOVE NOMINEES.

Directors Whose Terms Continue Until the Annual Meeting in 2008

Arthur E. Johnson, Senior Vice President, Corporate Strategic Development, of Lockheed Martin
Corporation, an advanced technology company engaged in research, design development,
manufacture and integration of advanced technology systems, since 2001; Vice President,
Corporate Strategic Development, of Lockheed Martin Corporation from 1999 until 2001; President
and Chief Operating Officer of Lockheed Martin Corporation Information and Services Sector from
1997 until 1999; President of Lockheed Martin Corporation Systems Integration Group from
January 1997 to August 1997; President of Loral Corporation Federal Systems Group from 1994
until 1996; and currently a director of Delta Air Lines, Inc. and IKON Office Solutions Corporation.
Mr. Johnson, 60, has been a director of AGL Resources since February 2002.
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James A. Rubright, Chairman of the Board and Chief Executive Officer of Rock-Tenn Company, an
integrated paperboard and packaging company, since 1999; Executive Vice President of Sonat,
Inc., an energy company, from 1996 until 1999; and currently a director of Oxford Industries, Inc.
Mr. Rubright, 60, has been a director of AGL Resources since August 2001.

John W. Somerhalder II, our President and Chief Executive Officer since March 2006; Executive
Vice President of El Paso Corporation, a natural gas and related energy products provider and
owner of North America�s largest natural gas pipeline system and one of North America�s largest
independent natural gas producers, from 2000 until May 2005, where he continued service under a
professional services agreement from May 2005 until March 2006; President, El Paso Pipeline
Group from 2001 until 2005; President of Tennessee Gas Pipeline Company, an El Paso company
from 1996 until 1999; President of El Paso Energy Resources Company from April 1996 until
December 1996; Senior Vice President, Operations and Engineering, El Paso Natural Gas
Company from 1992 until 1996; Vice President, Engineering, El Paso Natural Gas Company from
1986 until 1990; and, from 1977 until 1990, various other positions with increasing responsibility at
El Paso Corporation and its subsidiaries until being named an officer in 1990. Mr. Somerhalder, 51,
has been a director of AGL Resources since March 2006.

Bettina M. Whyte, Managing Director and Head of the Special Situations Group of MBIA Insurance
Corporation, a world leader in credit enhancement services and a global provider of fixed-income
asset management services, since March 2006; Managing Director of AlixPartners, LLC, a business
turnaround management and financial advisory firm, from April 1997 until March 2006; Partner and
National Director of Business Turnaround Services, Pricewaterhouse LLP from 1990 until 1997;
Partner, Peterson & Co. Consulting, from 1988 until 1990; President, KRW Associates from 1982
until 1988; Vice President and Manager of Houston Regional Office, Continental Bank of Chicago
from 1975 until 1982; Loan Officer, Harris Trust from 1971 until 1975; and currently a director of
Amerisure Companies. Ms. Whyte, 57, has been a director of AGL Resources since October 2004.
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Directors Whose Terms Continue Until the Annual Meeting in 2009

Charles R. Crisp, former President, Chief Executive Officer and a director of Coral Energy, LLC, a
subsidiary of Shell Oil Company, which provides a comprehensive portfolio of energy-related
products and services associated with wholesale natural gas and power marketing and trading,
from 1999 until his retirement in October 2000; President, Chief Operating Officer and a director of
Coral Energy, LLC from 1998 until 1999; joined Houston Industries in 1996 and served as President
of its domestic power generation group from 1997 until 1998; and currently a director of EOG
Resources Inc., IntercontinentalExchange, Inc. and Targa Resources, Inc. Mr. Crisp, 59, has been
a director of AGL Resources since April 2003.

Wyck A. Knox, Jr., partner in, and former Chairman of the Executive Committee of, the law firm of
Kilpatrick Stockton, LLP, since 1976; and Chairman and Chief Executive Officer of Knox Rivers
Construction Company from 1976 until 1995; Mr. Knox, 66, has been a director of AGL Resources
since November 1998.

Dennis M. Love, President and Chief Executive Officer of Printpack Inc., which manufactures
flexible and rigid packaging materials used primarily for consumer products, since 1987; and
currently a director of Caraustar Industries, Inc. Mr. Love, 51, has been a director of AGL
Resources since October 1999.

Henry C. Wolf, Vice Chairman and Chief Financial Officer of Norfolk Southern Corporation, a
holding company that controls a major freight railroad and owns a natural resources company and
telecommunications company, since 1998; Executive Vice President Finance of Norfolk Southern
Corporation from 1993 until 1998; Vice President Taxation of Norfolk Southern Corporation from
1991 until 1993; various other positions with increasing responsibility at Norfolk Southern
Corporation in the finance division from 1973 until 1991; and currently a director of Hertz Global
Holdings, Inc. Mr. Wolf, 64, has been a director of AGL Resources since April 2004.

Under our Guidelines on Significant Corporate Governance Issues, each member of the board of directors is required to attend the
annual meeting of shareholders unless unavoidable circumstances preclude attendance. All but one of our then current directors
attended our 2006 annual meeting of shareholders.
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CORPORATE GOVERNANCE

Board of Directors

Our business affairs are managed under the direction of the board of directors in accordance with the Georgia Business
Corporation Code, our articles of incorporation and our bylaws. The role of the board of directors is to govern our affairs for the
benefit of our shareholders and other constituencies, which include our employees, customers, suppliers, creditors and the
communities in which we do business. The board strives to ensure the success and continuity of our business through the
appointment of qualified executive management, overseen by the board.

Ethics and Compliance Program

The board of directors is responsible for overseeing management�s implementation of the Company�s ethics and compliance
program to ensure that our business is conducted in a consistently legal and ethical manner. As part of the ethics and compliance
program, the Company has established, and the board of directors has approved, a code of conduct entitled �Commitment to
Integrity and Ethics�AGL Resources Code of Business Conduct.� Our Code of Business Conduct governs the way we treat our
customers and co-workers, guides our community interactions, and strengthens our commitment to excellence and integrity. The
Code of Business Conduct covers a wide range of professional conduct, including environmental, health and safety standards,
employment policies, conflicts of interest, accuracy of records, fair dealing, insider trading and strict adherence to all laws and
regulations applicable to the conduct of our business. Under the Code of Business Conduct, employees are required to conduct the
Company�s activities in an ethical and lawful manner and all employees are expected to report any situation where they believe our

internal policies or external laws are being violated. Our Code of Business Conduct applies to our directors, officers and all of our
employees.

In addition, the board of directors has adopted a Code of Ethics for the Chief Executive Officer and the Senior Financial Officers
designed to deter wrongdoing and to promote: honest and ethical conduct; full, fair, accurate, timely and understandable disclosure
in documents filed or submitted to the SEC; compliance with applicable governmental laws, rules and regulations; prompt internal
reporting of violations of the Code of Ethics; and accountability for adherence to the Code of Ethics.

Any waiver of the Code of Business Conduct or Code of Ethics for an executive officer and, where applicable, for a member of the
board of directors requires the approval of the board of directors or a duly authorized committee of the board and will be promptly
disclosed on our website at www.aglresources.com. No waivers have been granted under the codes.

The board of directors also has adopted Guidelines on Significant Corporate Governance Issues, or our Corporate Governance
Guidelines, that set forth guidelines for the operation of the board of directors and its committees. The board periodically reviews
our governance practices and procedures, evaluating them against corporate governance best practices.

Our Code of Business Conduct, our Code of Ethics and our Corporate Governance Guidelines are available on our website at
www.aglresources.com. They also are available to any shareholder upon request to Investor Relations, AGL Resources Inc. at
P.O. Box 4569, Location 1071, Atlanta, Georgia 30302-4569.
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Director Independence

Pursuant to New York Stock Exchange listing standards, our board of directors has adopted a formal set of categorical Standards
for Determining Director Independence. In accordance with these Standards, a director must be determined to have no material
relationship with the Company other than as a director in order to be considered an independent director. The Standards specify
the criteria by which the independence of our directors will be determined, including strict guidelines for directors and their
immediate family members with respect to past employment or affiliation with the Company or its independent registered public
accounting firm. The Standards also set forth independence criteria applicable to members of the Audit Committee, the
Compensation and Management Development Committee, the Nominating and Corporate Governance Committee and the
Corporate Development Committee of the board of directors. The Standards meet and in some areas exceed the independence
standards of the New York Stock Exchange. These Standards are available on our website at www.aglresources.com.

In accordance with these Standards, the board undertook in January 2007 an annual review of director independence. Based on
this review, the board has affirmatively determined that, as to each current non-employee director (Messrs. Bell, Crisp, Durham,
Johnson, Knox, Love, McTier, O�Hare, Riddle, Rubright, Ward and Wolf and Ms. Whyte), no material relationship exists that would
interfere with the exercise of independent judgment in carrying out the responsibilities of a director and that each current
non-employee director qualifies as �independent� in accordance with the Standards and the independence standards of the New
York Stock Exchange. John W. Somerhalder II, our president and chief executive officer, is not independent because of his
employment by the Company.

Mr. Somerhalder will not participate in any action of the board related to his compensation or any other matters requiring action by
only non-employee directors.

In making these independence determinations, the board considered that in the ordinary course of business, transactions may
occur between the Company and its subsidiaries and companies at which some of our directors are or have been directors, officers
or employees. The board also considered that the Company and its subsidiaries may make charitable contributions to not-for-profit
organizations where our directors or their immediate family members serve or are executive officers.

For information about certain transactions between us and business entities with which each of Messrs. Bell, Knox and Wolf are
associated and the board�s determinations that these directors are independent notwithstanding these transactions, see �Certain
Relationships and Related Transactions.� Additionally, in making its independence determinations, the board considered the fact
that Messrs. Crisp and Durham are each non-employee directors of public corporations with which we or our subsidiaries conduct
business in the ordinary course and that Ms. Whyte is an employee, but not an executive officer, of a public company that in the
ordinary course of its business guarantees payment of certain debt obligations of one of our subsidiaries but to which we have
made no premium or other payments in the past three years. The board of directors concluded that these relationships are not
material and have no effect on the independence of those directors.

Policy on Related Person Transactions

The board of directors recognizes that related person transactions present a heightened risk of conflicts of interest and therefore, in
December 2006, adopted a written policy with respect to related person transactions. For the purpose of the policy, a �related
person
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transaction� is a transaction between us and any related person, other than (1) transactions available to all employees or customers
generally, or (2) transactions involving less than $120,000 when aggregated with all similar transactions. �Related persons� are
(a) executive officers as defined under Section 16 of the Securities Exchange Act of 1934, as amended, (b) executive and senior
vice presidents of AGL Resources, (c) each member of the board of directors, (d) holders of more than 5% of our common stock
and (e) any immediate family member, as defined under the Exchange Act, of the persons listed in (a) through (d) above.

Under the policy, when management becomes aware of a related person transaction involving a dollar amount that is less than one
percent of either the Company�s consolidated gross revenues or the consolidated gross revenues of the related person, or any
affiliate of such related person, for the prior fiscal year, management reports the transaction to the Nominating and Corporate
Governance Committee. When management becomes aware of a related person transaction involving a dollar amount that is equal
to or exceeds one percent of either the Company�s consolidated gross revenues or the consolidated gross revenues of the related
person, or any affiliate of such related person, for the prior fiscal year, management reports the transaction to the Nominating and
Corporate Governance Committee and requests approval or ratification of the transaction.

Transactions requiring approval or ratification must be (1) on terms comparable to those that could be obtained in arm�s length
dealings with an unrelated third person; and (2) approved by a majority of the disinterested members of the Nominating and
Corporate Governance Committee. The Nominating and Corporate Governance Committee will report to the full board all related
person transactions presented to it.

None of the related party transactions referred to in this proxy statement was required to be reviewed by the Nominating and
Corporate Governance Committee because the board of directors had not yet adopted the policy at the time of the transactions.

Board and Committee Meetings

Members of the board are kept informed through reports routinely presented at board and committee meetings by our chief
executive officer and other officers and through other means. During 2006, the board of directors held eight meetings. Each director
attended 75% or more of the aggregate of all meetings of the board and each committee on which he or she served.

Executive Sessions without Management

To promote open discussion among the non-management directors, the board of directors schedules regular executive sessions in
which the non-management directors meet without management�s participation. Such sessions are scheduled to occur at every
regularly scheduled board meeting. The presiding director at such executive sessions is the Chairman of the Executive Committee
of the board of directors. Mr. Riddle served from April 2006 through December 2006 as Chairman of the Executive Committee.
During Mr. Riddle�s service as our interim chairman and chief executive officer from January 2006 until March 2006, Mr. Ward
served as the presiding director at the executive sessions and as Chairman of the Executive Committee. During 2006, the board
met in executive session five times.

Communications with Directors

Shareholders and other interested parties may communicate with our board of directors or, alternatively, with the presiding director
of executive sessions of our non-management directors or with the non-management directors as a group via our Ethics and
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Compliance Helpline at (800) 350-1014 or at www.mycompliancereport.com. A copy of our Procedures for Communicating with the
Board of Directors of AGL Resources Inc. is available on our web site at www.aglresources.com and is available in print to any
shareholder who requests it from our Corporate Secretary at AGL Resources Inc., P.O. Box 4569, Location 1466, Atlanta, Georgia
30302-4569.

Committees of the Board

The board of directors has established seven standing committees to assist it in discharging its duties. During 2006, the board of
directors also appointed an ad hoc Search Committee

of the board in connection with its search for our new president and chief executive officer following the resignation of our former
chairman, president and chief executive officer as of December 31, 2005. Actions taken by any committee of the board are
reported to the board, usually at the board meeting next following a committee meeting. Each standing committee has adopted a
written charter, which is available on our web site at www.aglresources.com and is available upon request to our Corporate
Secretary at AGL Resources Inc., P.O. Box 4569, Location 1466, Atlanta, Georgia 30302-4569. The committees of the board and
their current members are as shown in the following table.

Members of the Board�s Committees

Audit

Compensation
and Management
Development

Corporate
Development

Environmental
and

Corporate
Responsibility Executive

Finance and
Risk

Management

Nominating
and Corporate
Governance

M. J. Durham* A.E. Johnson* C.R. Crisp* W.A. Knox, Jr.* D.R. Riddle* J.A. Rubright* F.W. Ward, Jr.*
D. M. Love T.D. Bell, Jr. W.A. Knox, Jr. M.J. Durham C.R. Crisp C.R. Crisp T.D. Bell, Jr.
D.R. Riddle C.R. Crisp C.H. McTier A.E. Johnson M.J. Durham A.E. Johnson D.M. Love
B.M. Whyte D.R. O�Hare J.A. Rubright C.H. McTier A.E. Johnson D.R. O�Hare D.R. Riddle
H.C. Wolf J.A. Rubright J.W. Somerhalder D.R. O�Hare W.A. Knox, Jr. J.W. Somerhalder B.M. Whyte

B.M. Whyte J.W. Somerhalder J.A. Rubright F.W. Ward, Jr.
H.C. Wolf F.W. Ward, Jr.

* Denotes committee chair.

Audit Committee

The Audit Committee met eight times during 2006. The Audit Committee�s primary function is to assist the board of directors in
fulfilling its oversight responsibilities. Among other things, the Audit Committee monitors (1) the integrity of our financial statements,
including our internal control over financial reporting, (2) our compliance with legal and regulatory requirements, (3) the
independent registered public accounting firm�s qualifications and independence, (4) the performance of our internal audit function,
and (5) the performance of the independent registered public accounting firm. Our chief financial officer, chief ethics and
compliance officer, chief auditor and controller and representatives of our independent registered public accounting

firm each provide a quarterly report to and meets in separate executive sessions with the Audit Committee each quarter.

The board of directors has determined that all members of the Audit Committee satisfy the enhanced independence standards
applicable to all members of the Audit Committee under the independence requirements of the SEC, the New York Stock
Exchange and the Company�s Standards for Determining Director Independence. The board also has determined that all members
of the Audit Committee meet the financial literacy requirements of the New York Stock Exchange listing standards. The board has
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Additional information regarding the Audit Committee and its functions and responsibilities is included in this proxy statement under
the captions �Audit Committee Report� and �Proposal 3�Ratification of the Appointment of PricewaterhouseCoopers LLP as our
Independent Registered Public Accounting Firm for 2007.�

Compensation and Management Development Committee

The Compensation and Management Development Committee met seven times during 2006. All members of the Compensation
and Management Development Committee are independent, non-employee directors, as defined under the listing standards of the
New York Stock Exchange and our Standards for Determining Director Independence. Among other things, the Compensation and
Management Development Committee assists the board of directors in its efforts to achieve its goal of maximizing the long-term
total return to shareholders by establishing policies by which officers, directors and employees are to be compensated in
accordance with the board�s compensation philosophy and objectives and by overseeing management succession and executive
development processes.

The board of directors delegated to the Compensation and Management Development Committee the following areas of
responsibilities that are more fully described in the Compensation and Management Development Committee�s charter:

� Performance evaluation, compensation and development of executive officers;

� Succession planning for executive officers;

� Compensation of non-employee members of the board of directors;

� Establishment of performance objectives under the Company�s short- and long-term
incentive compensation plans and determination of the attainment of such performance objectives; and

� Oversight and administration of benefit plans.
The Compensation and Management Development Committee has delegated to our chief executive officer the authority to grant
equity awards to employees of the Company solely in connection with non-annual grants to employees other than executive
officers. The Committee has established narrowly defined, pre-approved parameters regarding the terms and conditions of grants
under the delegated authority, including the eligible employee groups, the maximum number of shares subject to the delegation,
the determination of the exercise price and other terms and conditions of the awards. In 2006, the Committee also adopted a stock
option grant policy that provides additional terms and conditions for grant making. See �Compensation Discussion and
Analysis�When Long-term Grants are Made� for more detail concerning our stock option grant policy.

Our chief executive officer, based on the performance evaluations of the other executive officers, recommends to the
Compensation and Management Development Committee compensation for those executive officers. The executive officers,
including our chief executive officer, also provide recommendations to the Committee from time to time related to compensation
philosophy, program design, compliance, performance measures and competitive strategy.

The Compensation and Management Development Committee�s charter provides that the Committee, in its sole discretion, has the
authority to retain a compensation consultant. Accordingly, Towers Perrin was retained directly by the Compensation and
Management Development Committee to assist it in 2006. Towers Perrin�s role is to
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provide expertise and data as needed by the Committee pertaining to all aspects of executive and director compensation, including
but not limited to advice and counsel as to the amount and form of executive and director compensation, and to advise the
Committee on emerging trends, best practices and regulatory practices.

Corporate Development Committee

The Corporate Development Committee met three times during 2006. The Corporate Development Committee�s primary function is
to assist the board of directors in fulfilling its oversight responsibilities by reviewing (1) management�s efforts to identify and evaluate
opportunities to acquire or develop assets that complement our asset base and support our long-term strategic plan for growth and
expansion, and (2) any other matters that the board of directors may delegate to the Corporate Development Committee from time
to time.

Environmental and Corporate Responsibility Committee

The Environmental and Corporate Responsibility Committee met four times during 2006. The Environmental and Corporate
Responsibility Committee�s primary function is to assist the board of directors in fulfilling its oversight responsibilities. Among other
things, the Environmental and Corporate Responsibility Committee (1) reviews and monitors corporate policy with respect to our
relationships with employees, shareholders, customers, competitors, suppliers and our communities, (2) identifies and monitors
emerging political, social and environmental trends and public policy issues that may affect our business operations, performance
or public image, and (3) reviews and monitors matters relating to employee and community health and safety.

Executive Committee

The Executive Committee met once during 2006. The Executive Committee may meet

during intervals between board meetings and has all the authority of the board, subject to limitations imposed by law or our bylaws.

Finance and Risk Management Committee

The Finance and Risk Management Committee met five times during 2006. The Finance and Risk Management Committee�s
primary function is to assist the board of directors in fulfilling its oversight responsibilities. Among other things, the Finance and Risk
Management Committee oversees (1) the management of our balance sheet including leverage, liquidity, funding sources, and
related matters, (2) management�s assessments, actions, processes and procedures concerning our exposure to risks identified in
the Finance and Risk Management Committee�s charter, and (3) any other matters that the board may delegate to the Finance and
Risk Management Committee from time to time. Our chief risk officer provides a quarterly report to and meets in executive session
with the Finance and Risk Management Committee at each regularly scheduled meeting.

Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee met four times during 2006. All members of the Nominating and Corporate
Governance Committee are independent, non-employee directors, as defined under the listing standards of the New York Stock
Exchange and our Standards for Determining Director Independence. The Nominating and Corporate Governance Committee�s
primary responsibilities include (1) identifying individuals qualified to serve on the board of directors and recommending director
nominees for selection by the full board of directors or shareholders, and (2) evaluating, formulating and recommending to the
board of directors corporate governance policies.
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In 2006, the Nominating and Corporate Governance Committee recommended, and the board of directors adopted,
non-substantive amendments to our Standards for Determining Director Independence, which are available on our web site at
www.aglresources.com and are available upon request to our Corporate Secretary at AGL Resources Inc., P.O. Box 4569,
Location 1466, Atlanta, Georgia 30302-4569.

Nomination of Director Candidates. The board of directors is responsible for recommending director candidates for election by the
shareholders and for electing directors to fill vacancies or newly created directorships. The board of directors has delegated the
screening and evaluation process for director candidates to the Nominating and Corporate Governance Committee, which
identifies, evaluates and recruits highly qualified director candidates and recommends them to the board of directors. Potential
candidates for director may come to the attention of the Nominating and Corporate Governance Committee through current
directors, management, professional search firms, shareholders or other persons.

If the Nominating and Corporate Governance Committee has either identified a prospective nominee or determined that an
additional or replacement director is required, the Nominating and Corporate Governance Committee may take such measures that
it considers appropriate in connection with its evaluation of a director candidate, including candidate interviews, engagement of an
outside firm to gather additional information and inquiry of persons with knowledge of the candidate�s qualifications and character.
In its evaluation of director candidates, including the members of the board of directors eligible for reelection, the Nominating and
Corporate Governance Committee considers the current size and composition of the board of directors and the needs of the board
of directors and the respective committees of the board in

view of the criteria for directors described in our Corporate Governance Guidelines, a copy of which is available on our web site at
www.aglresources.com.

The Nominating and Corporate Governance Committee will consider director nominees proposed by shareholders. A shareholder
may recommend a person for nomination for election to our board of directors by writing to our Corporate Secretary at AGL
Resources Inc., P.O. Box 4569, Location 1466, Atlanta, Georgia 30302-4569. Pursuant to our Corporate Governance Guidelines,
each submission must include:

� A brief biographical description of the candidate, including background and experience;

� The candidate�s name, age, business address, and residence address;

� The candidate�s principal occupation;

� The following information about the shareholder making the recommendation:

� the name and record address of such shareholder;

� the number of shares of our common stock owned beneficially or of record by such shareholder;

� a description of all arrangements or undertakings between such shareholder and each proposed nominee and any
other person or persons (including their names) pursuant to which the nominations are to be made by such
shareholder; and

� The written consent of the candidate to being named as a nominee and to serve as a director if elected.

Edgar Filing: AGL RESOURCES INC - Form DEF 14A

Table of Contents 30



A shareholder�s recommendation for a candidate for nomination to be elected at the next annual meeting of shareholders must be
received by our corporate secretary no later than 45 days prior to the end of the year

21

Edgar Filing: AGL RESOURCES INC - Form DEF 14A

Table of Contents 31



Table of Contents

preceding such annual meeting of shareholders. The Nominating and Corporate Governance Committee will evaluate these
recommendations in the same manner as it evaluates all other nominees, using the criteria described in our Corporate Governance
Guidelines.

The Nominating and Corporate Governance Committee periodically engages a third party search firm, Russell Reynolds
Associates, Inc., to identify possible candidates for the Nominating and Corporate Governance Committee�s consideration based on
skills and characteristics identified by the Nominating and Corporate Governance Committee and in light of gaps in board
composition that the Nominating and Corporate Governance Committee may identify from time to time as the issues facing the
board evolve. Such skills and characteristics desirable in the context of the then current make-up of the board of directors may
include diversity, age, business or professional background, financial literacy and expertise, availability, commitment,

independence and other relevant criteria. Mr. McTier, who is the one director who is new to our board, was identified by a
non-management member of the board of directors. The Nominating and Corporate Governance Committee engaged Russell
Reynolds to interview and gather additional information concerning Mr. McTier�s qualifications and characteristics in light of the then
current needs of the board. Mr. McTier is standing for election by the shareholders at the annual meeting.

Search Committee

The Search Committee met nine times during 2006. Messrs. Bell, Crisp, Johnson and Rubright, all of whom are independent and
non-employee directors, served as members of the Search Committee. The responsibility of the Search Committee was to identify
and recommend to the full board the hiring of our president and chief executive officer following the resignation of our former
chairman, president and chief executive officer as of December 31, 2005.

AUDIT COMMITTEE REPORT

The Audit Committee of the board of directors is composed of five directors who are independent directors, as defined under the
listing standards of the New York Stock Exchange and the Company�s Standards for Determining Director Independence. The Audit
Committee operates under a written charter adopted by the board of directors, a copy of which is available on the Company�s web
site at www.aglresources.com.

The Audit Committee reviews the Company�s financial reporting process on behalf of the board of directors. In fulfilling its
responsibilities, the Audit Committee has reviewed and discussed the audited financial statements contained in the Company�s
Annual Report on Form 10-K for 2006 with management and the Company�s independent

registered public accounting firm, PricewaterhouseCoopers LLP. Management is responsible for the Company�s financial
statements and the financial reporting process, including the system of internal control over financial reporting.
PricewaterhouseCoopers is responsible for expressing an opinion on the conformity of those audited financial statements with
accounting principles generally accepted in the United States and on management�s assessment of and the effectiveness of the
Company�s internal control over financial reporting.

The Audit Committee has discussed with PricewaterhouseCoopers the matters required to be discussed by Statement on Auditing

22

Edgar Filing: AGL RESOURCES INC - Form DEF 14A

Table of Contents 32



Table of Contents

Standards No. 61, Communication with Audit Committees, as amended, regarding PricewaterhouseCooper�s judgments about the
quality of the Company�s accounting principles as applied in its financial reporting. In addition, the Audit Committee has discussed
with PricewaterhouseCoopers its independence from the Company and its management, including the matters in the written
disclosures and the letter provided to the Audit Committee by PricewaterhouseCoopers as required by Independence Standards
Board Standard No. 1, Independence Discussions with Audit Committees. The Audit Committee has concluded that
PricewaterhouseCoopers is independent from the Company and its management.

Based on the reviews and discussions referred to above, the Audit Committee recommended and concurred with the board of
directors�

decision to approve the inclusion of the audited financial statements in the Company�s Annual Report on Form 10-K for 2006 for
filing with the SEC.

Michael J. Durham (Chair)

Dennis M. Love

D. Raymond Riddle

Bettina M. Whyte

Henry C. Wolf

The information contained in the Audit Committee Report shall not be deemed to be �soliciting material� or to be �filed� with the
Securities and Exchange Commission, nor shall such information be incorporated by reference into any future filing under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, except to the extent that we specifically
incorporate it by reference in such filing.

COMPENSATION AND MANAGEMENT DEVELOPMENT COMMITTEE REPORT

The Compensation and Management Development Committee of the board of directors is composed of five directors who are
independent directors, as defined under the listing standards of the New York Stock Exchange and the Company�s Standards for
Determining Director Independence. The Compensation and Management Development Committee operates under a written
charter adopted by the board of directors, a copy of which is available on the Company�s web site at www.aglresources.com.

The Compensation and Management Development Committee has reviewed and discussed with management the �Compensation
Discussion and Analysis,� or CD&A, section of this proxy statement required by Item 402(b) of Regulation S-K of the SEC. Based on
the Committee�s review and discussions with management, the Committee recommended to the board of

directors that the CD&A be included in the Company�s annual report on Form 10-K and in this proxy statement.

Arthur E. Johnson (Chair)

Thomas D. Bell, Jr.

Charles R. Crisp

Dean R. O�Hare
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James A. Rubright

The information contained in the Compensation and Management Development Committee Report shall not be deemed to be
�soliciting material� or to be �filed� with the Securities and Exchange Commission, nor shall such information be incorporated by
reference into any future filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended,
except to the extent that we specifically incorporate it by reference in such filing.
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COMPENSATION AND MANAGEMENT DEVELOPMENT COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

The following directors served on the Compensation and Management Development Committee during 2006: Thomas D. Bell, Jr.,
Charles R. Crisp, Arthur E. Johnson (Chair), Dean R. O�Hare and James A. Rubright. None of such persons was, during 2006 or
previously, an officer or employee of AGL Resources or any of its subsidiaries and each such person was an independent director
as defined under the listing standards of the New York Stock Exchange and our Standards for Determining Director Independence.

Thomas D. Bell, Jr. is Chairman, President and Chief Executive Officer of Cousins Properties Incorporated. Cousins holds a 50%
general partnership interest in Ten Peachtree Place Associates, or TPPA, which owns the building where we lease space for our
corporate headquarters. Mr. Bell is not an officer of TPPA. Although Cousins is the

managing member of TPPA, major business decisions for the TPPA partnership must be decided unanimously by Cousins and its
partner. Prior to Mr. Bell joining our board of directors, we entered into a ten-year lease agreement with TPPA that commenced in
2003. Cousins� 50% interest in the amount we paid in lease payments to TPPA in 2004 was approximately $2,863,000, in 2005 was
approximately $2,993,000 and in 2006 was approximately $3,104,000, which was less than 1% of both our consolidated gross
revenues and Cousins� consolidated gross revenues for such respective years. Revenue amounts of less than 1% do not create
any presumption of materiality, and hence create no issue with regard to a director�s independence from management, under our
Standards for Determining Director Independence.
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DIRECTOR COMPENSATION

General

A director who is one of our employees receives no additional compensation for his or her services as a director or as a member of
a committee of our board. A director who is not one of our employees (a non-employee director) receives compensation for his or
her services as described in the following paragraphs. All directors are reimbursed for reasonable expenses incurred in connection
with attendance at board and committee meetings.

Initial Stock Award

Stock awards include shares of our common stock and common stock equivalents as more fully described in the following
paragraphs. All stock awards are 100% vested as of date of grant and eligible for dividend treatment at the same rate as our other
shares of common stock.

Upon his or her initial election or appointment to the board, each non-employee director receives 1,000 shares of our common
stock.

Annual Retainer

Each non-employee director receives an annual retainer for service as a director on the first day of each annual service term. The
amount and form of the annual retainer is fixed from time to time by resolution of the board. Effective as of the date of the 2007
annual meeting of shareholders, the annual retainer will increase from $90,000 to $105,000, of which (1) $35,000, or the Cash
Portion, will be payable in cash and $70,000, or the Equity Portion, will be payable in shares of our common stock. Alternatively, a
director may choose to receive his or her entire retainer (including the Cash Portion) in shares of our common stock, or to defer the
retainer under the CSE Plan. During the 2006 service term, the annual retainer was $90,000, of which the Cash Portion was
$30,000 and the Equity Portion was $60,000.

Amounts deferred under the CSE Plan are invested in common stock equivalents that track the performance of our common stock
and are credited with equivalents to dividend payments that are made on our common stock. At the end of a non-employee
director�s board service, a participating director receives a cash distribution based on the then-current market value of his or her
common stock equivalents and dividend equivalents.

Committee Chair Retainer

Effective as of the date of the 2007 annual meeting of shareholders, committee chairs will receive an annual retainer on the first
day of each annual service term. The Audit Committee chair will receive $12,000; the Compensation and Management
Development Committee chair will receive $8,000; and all other committee chairs will receive $6,000. The committee chair retainer
is payable, at the election of each director, in cash or shares of our common stock, or it may be deferred under the CSE Plan.

Meeting Fees

Each non-employee director receives $2,000 for attendance in person or by telephone at each meeting of the board and any
committee of the board of which he or she is a member.

Meeting fees may be paid in cash or, at the election of a director, may be deferred under the CSE Plan. As noted above, under the
CSE Plan, deferred meeting fees are invested in common stock equivalents that track the performance of our common stock and
are credited with dividend equivalent payments. At the end of a non-employee director�s board service, a participating director
receives a cash distribution based on the then-current market value of his or her common stock equivalents and dividend
equivalents.
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Non-Employee Director Compensation Paid

As noted above, during the 2006 service term, each non-employee director other than Mr. McTier received compensation as
follows:

� an annual retainer of $90,000 that, upon the election of each director, was paid in cash (limited to $30,000), or in
shares of our common stock or deferred under the CSE Plan, and

� $2,000 for attendance in person or by telephone at each meeting of the board and any committee of the board of which he or
she is a member.

Upon his election to the board in December 2006, Mr. McTier received an initial stock award of 1,000 shares; an annual retainer of
$37,500, which represents a pro-rated retainer; and $2,000 for attendance in person or by telephone at each meeting of the board
and any committee of the board of which he is a member.

The following table sets forth compensation earned and paid to or deferred by each non-employee director for service as a director
during 2006.

Non-employee Director Compensation�Fiscal 2006

Name

Fees Earned or
Paid in Cash

($)(1)
Stock Awards
($)(1)(2)(3)

Option Awards

($)(4)(5)(6)

Total

($)
Thomas D. Bell, Jr.  $ 54,000 $88,003 $�  $ 142,003
Charles R. Crisp 86,000 60,022 �  146,022
Michael J. Durham 58,500 60,022 �  118,522
Arthur E. Johnson 1,000 141,000 �  142,000
Wyck A. Knox, Jr.  62,000 60,000 �  122,000
Dennis M. Love 2,000 122,000 �  124,000
Charles H. McTier 2,000 64,070 �  66,070
Dean R. O�Hare 62,000 60,022 �  122,022
D. Raymond Riddle(7) 2,000 115,995 4,304 122,299
James A. Rubright 1,000 151,000 �  152,000
Felker W. Ward, Jr.  10,000 112,000 �  122,000
Bettina M. Whyte 42,000 88,022 �  130,022
Henry C. Wolf �  128,032 �  128,032
Notes to Non-Employee Director Compensation Table

(1) Reflects compensation paid and/or deferred, at the election of each director, in connection with initial election (if applicable),
the annual retainer and meeting fees.
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(2) Stock awards for non-employee directors include shares of our common stock and common stock equivalents. Stock awards
are 100% vested as of date of grant. Accordingly, the dollar values shown above equal the full value of the awards at the date
of grant. Shares issued as stock awards are eligible for dividends, may be voted and may be transferred by the recipient.
Common stock equivalents granted as stock awards are eligible for dividend equivalents but may not be voted or transferred
by the recipient.

The dollar value of stock awards shown in the above table equals the grant date fair value of the awards, over the requisite
service period, determined pursuant to Financial Accounting Standards Board Statement of Financial Accounting Standards
No. 123 (revised 2004) Share-Based Payment, which we refer to as FAS 123R.
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(3) The aggregate number of stock awards, which includes shares of our common stock and common stock equivalents,
outstanding at December 31, 2006, for each of the non-employee directors was as follows:

Name

Shares
Outstanding

(#)

CSEs
Outstanding

(#)(a)

Total Stock
Awards

Outstanding

(#)(a)
Thomas D. Bell, Jr.  8,346 �  8,346
Charles R. Crisp 7,087 �  7,087
Michael J. Durham 7,991 �  7,991
Arthur E. Johnson 1,061 15,928 16,989
Wyck A. Knox, Jr.  1,015 18,859 19,874
Dennis M. Love 329 21,668 21,997
Charles H. McTier 1,000 640 1,640
Dean R. O�Hare 2,686 621 3,307
D. Raymond Riddle 3,309 25,259 28,568
James A. Rubright 1,329 17,057 18,386
Felker W. Ward, Jr.  4,244 14,858 19,102
Bettina M. Whyte 3,528 2,244 5,772
Henry C. Wolf 7,302 2,893 10,195

(a) Includes accrued dividend equivalents.

(4) Stock options previously were granted to non-employee directors as part of a non-employee director�s annual
retainer for services as a director. Stock options granted to non-employee directors are 100% vested as of date of
grant. Accordingly, the dollar value shown above equals the full value of the awards at the respective dates of grant.

The dollar value of stock options shown in the above table equals the grant date fair value, over the requisite service period,
determined pursuant to FAS 123R. Information about the underlying assumptions used in developing the grant date value for
each of the stock option grants reported in the above Non-Employee Director Compensation Table can be found in Note
5��Stock-based and Other Incentive Compensation Plans� to the financial statements in our annual report on Form 10-K filed
with the SEC on February 7, 2007.

(5) For Mr. Riddle, reflects the grant of two �reload options.�

(6) The number of stock options outstanding at December 31, 2006, for each of the non-employee directors was as follows:

Name

Number of Securities

Underlying Outstanding Options
Arthur E. Johnson 7,173
Dennis M. Love 9,874
D. Raymond Riddle 11,169
James A. Rubright 7,173
Felker W. Ward, Jr.  9,672

(7)
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For Mr. Riddle, reflects compensation earned and paid to or deferred for service as a non-employee director during 2006.
Mr. Riddle also served as our interim chairman and chief executive officer. See Summary Compensation Table below for
information concerning his compensation as a non-employee director (which is included above), together with his
compensation as interim chairman and chief executive officer.
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Share Ownership and Holding Period Requirements for Non-Employee Directors

In order to serve on our board, directors are required to own shares of our common stock. Our share ownership guidelines for
non-employee directors require that non-employee directors own shares of our common stock having a value of at least $300,000,
which represents five times the value of the Equity Portion, and ten times the value of the Cash Portion of the annual retainer. As a
result of the $10,000 increase in the Equity Portion of the annual retainer that will become effective as of the date of the 2007
annual meeting of shareholders, the share ownership requirement will be increased by $50,000 to $350,000, effective as of the
date of the annual meeting of shareholders. Each director has five years from the date of his or her initial election to meet the share
ownership requirement. Common stock

equivalents and shares issuable upon the exercise of vested stock options are included in the determination of the ownership
guideline amount. We believe that the equity component of non-employee director compensation serves to further align the
interests of the non-employee directors with the interests of our shareholders.

Under the terms of the 2006 Non-Employee Directors Equity Compensation Plan, non-employee directors will be required to hold
shares awarded under the plan until the earlier of (i) five years from the date of the initial stock award or stock grant; (ii) termination
of the non-employee director�s service; or (iii) a change in control of the Company. Shares subject to the holding period include all
shares issued in connection with an initial stock award under the plan and all shares issued under the plan in payment of all or part
of a director�s annual retainer.

28

Edgar Filing: AGL RESOURCES INC - Form DEF 14A

Table of Contents 42



Table of Contents

COMPENSATION DISCUSSION AND ANALYSIS

This Compensation Discussion and Analysis, or CD&A, provides an overview of our compensation objectives and policies, the
elements of compensation that we provide to our top executive officers, and the material factors that we considered in making the
decisions to pay such compensation. Later in this proxy statement under the heading �Executive Compensation,� you will find a
series of tables containing specific information about the compensation earned or paid in 2006 to the following individuals, whom
we refer to as our named executive officers:

� John W. Somerhalder II, our president and chief executive officer,

� Andrew W. Evans, our executive vice president and chief financial officer,

� R. Eric Martinez, Jr., our executive vice president, utility operations,

� Kevin P. Madden, our executive vice president, external affairs,

� Douglas N. Schantz, president of Sequent Energy Management, LP, one of our subsidiaries, and

� D. Raymond Riddle, one of our directors, who acted as our interim chairman and chief executive officer during part of 2006.
The discussion below is intended to help you understand the information provided in those tables and put that information into
context within our overall compensation program.

Executive Compensation Program Objectives

Our executive compensation program has three primary and related objectives:

� to provide a total compensation package that allows us to compete effectively in the executive labor market to attract, reward
and retain executive leadership talent,

� to reward executives for meaningful performance that contributes to enhanced shareholder value and our general long-term
financial health, and

� to align the interests of our executives with those of our shareholders.
In accordance with these goals, we provide a significant portion of each executive�s compensation in the form of at-risk incentive
awards that measure individual performance and our success as a company in achieving our business strategy and objectives.
With respect to Company performance, we focus on two primary criteria:

� shareholder value as measured by long-term earnings growth and dividend yield, and
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� operational performance as measured by earnings per share, or EPS, and achievement of strategic goals and objectives,
such as acquisition integration, customer service excellence and business process improvement.

The program is governed by the Compensation and Management Development Committee, or the Committee, of our board of
directors. Information about the Committee and its composition, responsibilities and operations can be found on page 19 of this
proxy statement, under the caption �Corporate Governance�Compensation and Management Development Committee.�

Compensation Program Elements and their Purpose

Our executive compensation program consists primarily of the following integrated components: base salary, annual incentive
awards, and long-term incentive opportunities, which together make up an executive�s total direct compensation in a given year.
The program also
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contains elements relating to retirement, severance, and other employee benefits.

� Base salary�Base salary is the fixed portion of an executive�s annual compensation and is intended to recognize fundamental
market value for the skills and experience of the individual relative to the responsibilities of his position at our company.
Changes to base salary are intended to reflect, among other things, the executive�s performance as indicated through
functional progress, career and skill development, and mastery of position competency requirements. Base salary is the
foundational element of the total compensation package to which most other elements relate.

� Annual incentive�Unlike base salary, which is fixed, annual incentive compensation is intended to vary as a direct reflection of
company and individual performance over a twelve-month period. The incentive opportunity is expressed as a percent of base
salary.

� Long-term incentives�Long-term incentives are granted with the intent to reward performance over a multi-year period with
clear links to shareholder value appreciation. The incentive opportunity is expressed as a percent of base salary. The realized
compensation from these incentives will vary as a reflection of stock price or other financial performance over time. For 2006,
we used three vehicles to deliver long-term incentive opportunity�stock options, restricted stock units and performance cash
awards.

� Employee retirement/health and welfare benefit plans�These benefits are intended to provide competitive levels of medical,
retirement and income protection, such as life and disability insurance coverage, for the executives and their families. Our
executives
participate in the same programs pertaining to medical coverage (active employee and retiree), life insurance, disability,
pension and retirement offered to all of our eligible employees. In addition, we provide our executives and other highly
compensated employees non-qualified retirement benefits in excess of Internal Revenue Service qualified plan limits on
contributions, earnings and total benefits. These additional benefits generally are calculated based upon benefits an executive
would be entitled to under our qualified retirement plans if such tax limitations did not apply. The retirement plans available to
the named executive officers are described in more detail beginning on page 50. We believe that our benefits and retirement
programs, including the amount of the retirement benefit, is comparable to those offered by the companies in our peer groups
and, as a result, are needed to ensure that our executive compensation remains competitive.

� Severance and other termination payments. Each named executive officer is party to a continuity agreement under which he
may receive severance benefits upon his termination of employment in various circumstances following a change in control. In
addition, we entered into an offer letter with Mr. Somerhalder, our chief executive officer, that provides him additional
severance upon a termination without cause that occurs on or before December 31, 2007. The severance-related agreements
available to the named executive officers are described in more detail beginning on page 52. We believe that our severance
arrangements, including the amount of the severance benefit, are comparable to those offered by the companies in our peer
groups and, as a result, are needed to ensure that our executive compensation remains competitive.
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� Executive perquisites�We do not provide perquisites such as executive life insurance, financial planning, or country club
memberships to our executives. Benefits such as temporary housing allowances or use of a company car generally are
provided on a temporary basis in the event of relocation or other exceptional circumstances, as determined by pre-established
policy or by the Committee.

Determining the Amount of Each Element

We review each executive officer�s compensation annually for market competitiveness and performance impact. For 2006, the
Committee engaged the services of Towers Perrin, an independent compensation consultant, to benchmark base salary, target
annual incentive opportunities and annual long- term incentive market rates from three market perspectives:

� A group of 13 comparably sized natural gas providers, which we refer to as �proxy peers�:
Atmos Energy Corporation

Energen Corporation

Equitable Resources, Inc.

National Fuel Gas Company

New Jersey Resources Corporation

Nicor Inc.

ONEOK, Inc.

Peoples Energy Corporation

Piedmont Natural Gas Company, Inc.

Questar Corporation

UGI Corporation

WGL Holdings, Inc.

Western Gas Resources Inc.

    (acquired by Andarko Petroleum             Corporation in August 2006)

� A group of 94 energy companies having a range of size from 50% to 200% of our annual revenue, which we refer to as our
�industry peers;� and

� General industry.
Proxy peers represent those companies with whom we feel our performance is most comparable, but for compensation purposes
this group provides a very limited view of the available labor market. In addition, our company is larger and has a broader scope of
business than most of our proxy peers. Our industry peers include a much larger list of companies and provide a more accurate
understanding of the broader labor market in which we compete for executive talent. A review of general industry data provides the
Committee with the broadest perspective on the competitive labor market. We review the peer groups annually to assure that we
have the appropriate marketplace focus.
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The Committee examines each component of pay on a standalone basis and taken together as a whole and adjusts levels of base
pay and targets for annual and long-term incentives with a bias to performance-based outcomes. We seek to be generally
competitive with the 75th percentile of our proxy peers and the 50th percentile of our industry peers across the three pay elements
that make up total direct compensation (base salary, annual incentive and long-term incentives). For 2006, total direct
compensation for our named executive officers was consistent with these benchmarks.
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Benchmarking practices

Using the proxy peer and industry peer group information, the Committee evaluates our aggregate executive compensation on an
annual basis. In addition, the Committee compares compensation of our named executive officers with executive pay in the peer
groups. For 2006, the pay for our named executive officers was compared to executives at the following levels:

Executive Position Benchmarked Position

Chief Executive Officer Chief Executive Officer

Executive Vice President,

Chief Financial Officer

Chief Financial Officer

Top Financial Executive

Executive Vice President,

Utility Operations

3rd Highest Paid Executive

Top Regulated Business Executive

Executive Vice President,

External Affairs

2nd Highest Paid Executive

Top Corporate Affairs Executive

President, Sequent Energy

Management

Top Trading Executive

Benchmarking practices also provide the Committee with insight regarding the effective relative mix of short- and long-term
incentives and the mix of cash and stock-based pay.

Enterprise and individual performance among the peer groups may cause our competitive posture to vary from year to year in the
aggregate or on an individual executive level. We do not apply a specific formula to determine any adjustments to overall or
individual executive pay. Instead, the Committee determines individual compensation amounts in a deliberative process with input
from the Committee�s independent executive compensation consultant.

For 2006, the Committee determined that base salary, target annual incentives and target long-term cash awards for the named
executive officers represented a mix that was appropriately competitive when compared to the peer groups. The factors that went
into this decision are described below.

Base salary�The factors that the Committee considered in setting base salary for our named executive officers in 2006 included: pay
for comparable positions among peers,

our company�s performance, individual executive performance, internal equity comparisons and time elapsed plus any changes in
position scope or responsibility since the last pay increase. In 2006, three of our named executive officers were in new roles of
increased responsibility and correspondingly received significant salary increases (Mr. Madden as executive vice president external
affairs, Mr. Evans as executive vice president and chief financial officer and Mr. Martinez as executive vice president utility
operations). These appointments became effective in late 2005. Messrs. Evans and Martinez received additional salary
adjustments mid-2006 to recognize their progress in their new executive roles and to better position their compensation from a
competitive standpoint.

Annual incentives�Our Annual Incentive Plan, or AIP, provides the framework for annual incentives that include all full-time
employees (unless excluded by their Collective Bargaining Agreement or by a separate business unit plan). In 2006, our named
executive officers (other than Mr. Schantz, as described below) also participated in our Executive Performance Incentive Plan, or
EPIP, which was approved
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by our shareholders and is intended to qualify for the performance- based compensation exception to the deduction limits under
Section 162(m) of the U.S. tax code.

For 2006, the Committee derived performance measures from our annual operating plan and business strategy, as reviewed by the
board of directors. Measures applicable to the named executive officers included our corporate EPS target, which was weighted at
75% of the total award, and individual performance, which was weighted at 25%. The individual goals for each executive were
aligned with our corporate objectives under the following themes: provide superior growth in earnings and dividends, build on our
growing reputation for customer service excellence through enhanced logistics, make people our competitive advantage, and be
relentless in business process improvement. Despite this weighting, the Committee determined that no incentive pay would be
received unless the threshold EPS performance goal was met. The Committee feels that EPS is an appropriate measure of our
performance, as it reflects any growth of the business and any changes in the value of shareholder investment. EPS also is a
common measure of general financial and operating health used by stock and financial analysts as well as investors. For our chief
executive officer, the individual performance component was based on the Committee�s assessment, at the end of the year, of his
performance against individual objectives established at the time he was hired in 2006. For the other named executive officers, our
chief executive officer performed a similar assessment of their performance related to their respective individual goals and
reviewed that assessment with the Committee. The individual performance component was based on the Committee�s assessment,
at the end of the year, of each executive�s performance against individual objectives established at the beginning of the year.

For 2006, total payout opportunity ranged from 0% to 200% of the target opportunity, based on each of the performance factors,
corporate and individual, on a weighted basis. To achieve a 200% award, performance must have met or exceeded maximum
performance levels on both measures. Target opportunities for named executive officers ranged from 60% to 75% of base salary.
For 2006, our EPS target was $2.63 and our actual reported EPS was $2.73, which represented performance at the 200% level.
Each of our named executive officers met or substantially exceeded their individual goals.

Mr. Schantz serves as president of Sequent Energy Management, LP, or Sequent, our asset management company, which
maintains an annual incentive program specific to its employees and separate from the EPIP. The Sequent incentive plan is
described in more detail on page 42 of this proxy statement in the narrative discussion of the Grants of Plan-Based Awards. While
Mr. Schantz was not a participant in the EPIP or the Sequent incentive plan, in establishing his incentive compensation for 2006,
the Committee considered the factors described above relating to the EPIP, the annual incentive compensation payable to
Mr. Schantz�s direct reports under the Sequent plan, and Sequent�s performance. The Sequent plan provides for mandatory deferral
of 50% of any amount earned by a participant for a plan year, which exceeds the participant�s annual base salary for that year. The
deferred amount is payable in approximately equal installments on each of the first two anniversaries of the deferral date. If a
participant experiences a termination of employment, for any reason, before an anniversary date, the applicable installment is
forfeited. During the deferral period, deferred amounts earn interest calculated at the appropriate treasury rate. This deferral feature
also applies to Mr. Schantz� annual incentive compensation. Sequent substantially exceeded the performance measures
established under its incentive plan for the 2006 plan year.
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Long-term incentives (LTI)�For 2006, the Committee, utilizing market and benchmarking data furnished by its consultant, determined
that overall potential LTI compensation for the named executive officers should range between 70% and 250% of base salary.

As noted earlier, for 2006 we used three vehicles to deliver LTI, each having their respective purpose and proportion of total LTI
grant value. The use of the proportional mix of options, restricted stock units and performance cash awards was set with an eye
towards the respective attributes that each of these vehicles represent from the Company�s and executive�s perspective, as
described below.

� Stock options�Because stock options produce tangible value to the holder only if our stock price increases, the Committee
believes that options provide an incentive to perform in ways that lead to stock price appreciation and thus align compensation
with shareholder interests. The Committee determines the number of stock options granted to each executive using a
binomial lattice model and the market value of shares at the time of grant. For 2006, that calculated share value was divided
into 20% of the total LTI target value for the executive to determine the number of shares subject to the option.

� Restricted stock/units�These awards are granted initially as restricted share units having a one-year performance hurdle. The
purpose of these awards is to focus the executives on total shareholder return, with a substantial risk of forfeiture in the first
year, and to provide retention value during the service period. In addition, because the per share grant date value of restricted
shares is greater than the per share grant date value of stock options, fewer shares are awarded compared to stock options.
The Committee believes that these awards
provide significant performance incentive and retention value while aligning the applicable compensation with shareholder
interests. For 2006, restricted stock units constituted 40% of LTI at the target award level. The performance hurdle for 2006
awards was based upon our EPS meeting or exceeding $2.58. This hurdle was cleared with our reported EPS of $2.73.

� Performance cash�Performance cash awards granted in 2006 provide a potential cash payment for earnings growth and
dividend yield above a preset level over a three-year period. If the value hurdle is not cleared, nothing will be paid. The award
value may range between 0% and 140% of the target award value based on actual performance. The Committee believes that
using cash rather than shares limits share dilution while continuing to provide significant performance incentive and retention
value. For 2006, target performance cash awards constituted 40% of LTI.

The realized compensation value from LTI is ultimately determined by our stock price performance over the term of the awards
and, in the case of the equity portion, the executive�s decisions as to when to exercise stock options and to sell shares.

Factors influencing actual individual grant levels include executive level and position, past performance, retention concerns, if any,
and company performance. The 20%-40%-40% mix used in 2006 was determined based upon peer group data and by balancing
factors that included the cost of equity awards and projected impact on shareholder dilution.

Allocating Between Long-term and Annual Compensation

We seek to maintain an executive compensation program that is balanced in terms of each element of pay relative to

34

Edgar Filing: AGL RESOURCES INC - Form DEF 14A

Table of Contents 51



Table of Contents

competitive practices, with the incentive emphasis placed on long-term versus short-term results. The overall program is intended
to balance business objectives for executive pay for performance, retention, competitive market practices and shareholder
interests. For 2006, approximately 55% to 75% of the annual total direct compensation target opportunity was subject to
performance risk for named executive officers through the annual and long-term incentive plans. Annual incentive awards, which
constitute short-term incentives, accounted for slightly more than 20% of annual target compensation for all executives. LTI awards
made up over 50% of the annual target compensation mix for our chief executive officer and between 33% and 47% for other
named executive officers. The Committee developed target total direct compensation and these relative divisions between short-
and long-term incentives for 2006 in coordination with its independent consultant based on the consultant�s research regarding
effective and emerging practice among proxy peers and industry peers.

A total of 60% of the LTI target value in 2006 was delivered through stock-based awards, and the remaining 40% was cash value
earned on the basis of earnings growth and dividend yield over a three-year performance period to end on December 31, 2008.
The Committee believes that this mix effectively aligns the executive�s interests with shareholders� interests while also providing the
executive with a measure of diversification by means of the cash component.

When Long-term Grants are Made

The Committee typically grants LTI awards annually at a regularly scheduled meeting of the board of directors, usually in late
January or early February. The meeting date is scheduled well in advance and without regard to potential stock price movement.

On October 25, 2006, the Committee adopted a stock option grant policy, or the Policy. The

Policy provides that in the ordinary course, stock option grants to executive officers and annual stock option grants to all other key
employees will be made by the Committee at a regularly scheduled meeting. However, the Policy also provides that the Committee
may make grants through use of a unanimous written consent, in lieu of a meeting, but only when circumstances prevent the action
from being taken at a regularly scheduled meeting. Any non-annual grant of options issued to non-executive officers by our chief
executive officer pursuant to delegated authority generally will have a grant date of the first business day of the month following our
chief executive officer�s approval of the grant. The exercise price of all stock options must be no less than the closing price of our
common stock as of the trading day immediately preceding the date of grant. All stock option grants must be documented in
minutes, unanimous written consents or delegated authority grant reports approved by the Committee and must be promptly
communicated to the option recipient by means of an option agreement or notice.

The Role of Executive Officers in Determining Executive Compensation

Our chief executive officer develops recommendations regarding executive compensation, including proposals relative to
compensation for individual executive officers, using internal and external resources. These resources include such things as
compensation surveys, external data and reports from consultants and data, reports and recommendations from internal staff.
Recommendations from our chief executive officer include and consider all aspects of the compensation program�philosophy,
design, compliance and competitive strategy�as well as specific actions regarding individual executive officer compensation. The
Committee reviews these recommendations with Towers Perrin, its independent compensation consultant, and decides
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whether to accept, reject, or revise this proposal. The Committee may recommend certain decisions to the full board for its
approval.

Our chief financial officer assists the Committee in understanding key business drivers included in program designs, especially
incentive programs. This may include defining related measures and explaining the mutual influence on or by other business
drivers and the accounting and tax treatment relating to certain awards. Our chief financial officer also provides regular updates to
the Committee regarding current and anticipated performance outcomes and their impact on executive compensation.

Our general counsel ensures that appropriate plan documentation and approvals are received in order to keep executive pay
programs in compliance with applicable laws and stock exchange listing requirements. Our general counsel also advises the
Committee and board of directors regarding compliance with appropriate governance standards and requirements.

Discretion to Modify Awards

As previously noted, annual incentive awards are based on our company�s and each individual executive officer�s performance over
the most recently completed fiscal year. Individual performance accounts for 25% of total performance for an executive officer. The
Committee reserves the right to adjust individual goals during the course of the year in order to reflect changes in the Company and
its business.

In determining the corporate performance component under our EPIP, the Committee has the authority to:

� exclude extraordinary one-time effects, which could increase or decrease award payments, if, in its overall judgment, our
company and our shareholders are better served by that result, and

� exercise negative discretion against reported results which would serve to reduce an award otherwise due.
No such discretion was exercised in determining award payments for 2006 performance.

Under the LTI program the Committee has discretion to extend an award that would otherwise be forfeited, but not beyond the
original term of the award. The Committee does not generally have the authority to unilaterally rescind an award. Each award
defines the terms under which it would be forfeited according to the terms approved by shareholders in the 1999 Long-Term
Incentive Plan.

Impact of Restated Earnings on Previously Paid or Awarded Compensation

We have not had to restate earnings in a manner that would impact incentive award payments. If future restatements are
necessary, the Committee and the board of directors will consider the facts and circumstances relating to the cause of the
restatement, as well as the requirements under Section 304 of the Sarbanes-Oxley Act of 2002, in determining whether any
payments based upon the financial results were made unjustly and the materiality and methods for recovering such payments.

Accounting and Tax Treatment of Direct Compensation

For executives, all compensation is subject to federal, state and local taxes as ordinary income or capital gains as various tax
jurisdictions provide. Section 162(m) of the U.S. tax code places a limit of $1,000,000 on the amount of compensation that we may
deduct in any one year with respect to any one of our named executive officers. However, qualifying performance-based
compensation will not be subject to the deduction limit if certain requirements are met. The Committee
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anticipates that awards under our long-term incentive programs and the corporate portion of the annual incentive for executives
under the EPIP will continue to qualify as performance-based compensation. To maintain flexibility in compensating our executives,
however, the Committee reserves the right to use its judgment to authorize compensation payments that may be subject to the limit
when the Committee believes that such payments are appropriate. Accordingly, certain components of our executive compensation
program are designed to be qualifying performance-based compensation under Section 162(m) while others are not.

With the adoption of FAS 123R, we do not expect accounting treatment of differing forms of equity awards to vary significantly and,
therefore, accounting treatment is not expected to have a material effect on the selection of forms of compensation.

Stock Ownership

We maintain stock ownership guidelines that are designed to ensure sustained, meaningful

executive share ownership, align executive long-term interests with shareholder interests, and demonstrate our officers�
commitment to enhancing long-term shareholder value. As chief executive officer, Mr. Somerhalder is expected to own shares of
stock with a market value of at least five times his annual base salary, and our other named executive officers are expected to own
shares of stock with a market value of two or three times their annual base salaries, depending on position level. Attainment of
these ownership levels are reviewed regularly by the Committee. We include all of the stock owned by an executive, his restricted
stock and vested stock options, and stock included in his account under our RSP and NSP Plan in calculating compliance with the
ownership guidelines. Reports are provided regularly to the Committee as to the status of each executive�s stock ownership. As of
December 31, 2006, each of our named executive officers has either met his stock ownership requirements or has made significant
progress toward meeting the ownership requirement within the required time period.
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EXECUTIVE COMPENSATION

Compensation Paid to Named Executive Officers

The Summary Compensation Table below reflects the total compensation earned by our chief executive officer, our interim chief
executive officer, our chief financial officer and each of our three mostly highly compensated executive officers who served as an
executive officer as of December 31, 2006. These six officers are our �named executive officers.�

Summary Compensation Table�Fiscal 2006

Name and Principal
Position Year

Salary

($)(1)

Bonus

($)(2)

Stock
Awards
($)(3)

Option
Awards
($)(4)

Non-
Equity

Incentive
Plan

Compensation
($)(5)

Change in
Pension
Value
and

Nonqualified
Deferred

Compensation
Earnings
($)(6)

All Other
Compensation

($)(7)

Total

($)

John W. Somerhalder II 2006 $ 568,077 $ 150,000 $ 238,867 $ 158,150 $830,918 $ 81,150 $ 439,015 $ 2,466,177
President and Chief Executive
Officer(8)

D. Raymond Riddle 2006 131,808 �  115,995 4,304 �  �  �  252,107
Interim Chairman and Chief
Executive Officer(8)

Andrew W. Evans 2006 339,231 �  52,529 28,319 483,143 29,505 50,802 983,529
Executive Vice President and Chief
Financial Officer

R. Eric Martinez, Jr. 2006 339,231 �  52,529 28,319 504,767 29,776 263,062 1,217,684
Executive Vice President, Utility
Operations

Kevin P. Madden 2006 380,000 �  67,120 35,910 538,300 85,647 84,975 1,191,952
Executive Vice President, External
Affairs

Douglas N. Schantz 2006 288,846 �  25,292 13,430 1,250,000 87,705 64,400 1,729,673
President, Sequent Energy
Management, LP(8)
Notes to Summary Compensation Table

(1) For each of the named executive officers, except Mr. Riddle who served as our interim chairman and chief executive officer,
includes salary that was eligible for deferral, at the election of the named executive officer, under our RSP Plan and NSP.
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For Mr. Riddle, reflects compensation earned for his services as interim chairman and chief executive officer and as a
non-employee director of our company. See �Director Compensation� above for information concerning compensation earned
by Mr. Riddle as a non-employee director of our Company.

(2) For Mr. Somerhalder, represents a one-time signing bonus in connection with his appointment as president and chief
executive officer.

(3) Stock awards include shares of restricted stock, restricted stock units and common stock equivalents. The dollar
values shown equal the grant date fair value of the awards, over the requisite service period, determined pursuant to
FAS 123R. See �Grants of Plan-Based Awards� below for information about the grants of stock awards.

(4) All stock options are granted at the fair market value on the respective dates of grant. �Fair market value� is defined under the
terms of the applicable plans as the closing price of our common stock as of the trading day immediately before the date of
grant. See �Grants of Plan-Based Awards� below for information about the grants of stock options.

An option holder realizes value from a stock option only to the extent that the price of our common stock on the exercise date
exceeds the exercise price of the option on the grant date. Consequently, there is no assurance that the value realized by an
option holder, if any, would be at or near the estimated grant date value. Those amounts should not be used to predict stock
performance.

The dollar value of stock options shown equals the grant date fair value, over the requisite service period, determined
pursuant to FAS 123R. Information about the underlying assumptions used in developing the grant date value for each of the
stock option grants reported in the above Summary Compensation Table can be found in Note 5 ��Stock-based and Other
Incentive Compensation Plans� to the financial statements in our annual report on Form 10-K filed with the SEC on February 7,
2007.

(5) Includes annual incentive compensation earned under our annual incentive program in 2006 and paid in 2007 and
performance cash unit payouts. See �Grants of Plan-Based Awards� below for information about grants of annual incentive
compensation and performance cash units.

Annual incentive compensation payout. The annual incentive compensation payout is based on the performance
measurement period that ended December 31, 2006. For Messrs. Somerhalder, Evans, Martinez and Madden, the payout is
based on a reported EPS of $2.73, which represents a corporate performance level of 200% of the target set earlier in the
year.

For Mr. Schantz, reflects payout based on reported EPS of $2.73, Sequent financial performance (measured by earnings
before taxes) and his individual performance in leading the Sequent business. Mr. Schantz�s payout is subject to a mandatory
deferral of 50% of any amount that exceeds his base salary for the performance measurement period. The deferred amount is
payable in approximately equal installments on each of the first two anniversaries of the deferral date. If Mr. Schantz
terminates his employment, any outstanding deferred amount is forfeited. During the deferral period, the deferred amounts
earn interest calculated at the appropriate treasury rate.
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Performance cash unit payout. The performance cash unit payout is based on the 24-month performance measurement
period that ended December 31, 2006. Calculation of the payout is based on our total shareholder return over the
performance measurement period and represents a payout at the maximum level.

Name

Annual Incentive
Compensation
Payout ($)

Performance Cash
Unit Payout ($)

Total Non-equity

Plan

Compensation ($)
John W. Somerhalder II $830,918 $�  $830,918
D. Raymond Riddle �  �  �  
Andrew W. Evans 367,643 115,500 483,143
R. Eric Martinez, Jr. 389,267 115,500 504,767
Kevin P. Madden 418,950 119,350 538,300
Douglas N. Schantz 1,250,000 �  1,250,000

(6) Amounts represent the following:

� For Mr. Somerhalder�a $15,007 increase in the value of his accrued benefit under the AGL Resources Inc. Retirement
Plan or the Pension Plan; a $25,568 increase in his accrued benefit under the AGL Resources Inc. Excess Benefit
Plan, or the Excess Plan; and a $40,575 increase in his accrued benefit pursuant to his employment offer letter. As of
December 31, 2006, Mr. Somerhalder was not yet eligible to participate in the Company�s defined benefit pension plans.
If his employment with us had terminated, for any reason, during 2006, he would not have been eligible to receive a
benefit under these plans.

� Mr. Riddle does not participate in the Company�s retirement plans.

� For Mr. Evans�an $11,258 increase in the value of his accrued benefit under the Pension Plan, and an $18,247 increase
in his accrued benefit under the Excess Plan.

� For Mr. Martinez�a $10,904 increase in the value of his accrued benefit under the Pension Plan, and an $18,872
increase in his accrued benefit under the Excess Plan.

� For Mr. Madden�a $24,058 increase in the value of his accrued benefit under the Pension Plan, and a $61,589 increase
in his accrued benefit under the Excess Plan.

� For Mr. Schantz�a $17,279 increase in the value of his accrued benefit under the Pension Plan, and a $70,426 increase
in his accrued benefit under the Excess Plan.

� For 2006, none of the named executive officers received any interest on deferred compensation at an above-market
rate of interest.
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(7) All other compensation reflects the following:

Name

Company
Contributions to
the RSP Plan ($)

Company
Contributions to

the NSP ($)

Dividends
Paid on

Restricted
Stock
Awards
($)(a)

Tax

Gross Ups
($)(b)

Cost of
Living
($)(c)

Perquisites
($)(d)

Total All
Other

Compensation
($)

John W. Somerhalder II $ 9,750 $ 19,790 $ 44,850 $ 40,147 $�  $ 324,477 $ 439,015
D. Raymond Riddle �  �  �  �  �  �  �  
Andrew W. Evans 9,750 18,802 22,250 �  �  �  50,802
R. Eric Martinez, Jr. 9,750 �  23,655 47,140 10,500 172,018 263,062
Kevin P. Madden 9,750 31,513 43,712 �  �  �  84,975
Douglas N. Schantz 7,703 51,517 5,180 �  �  �  64,400

(a) Represents dividends paid on unvested stock awards. Dividends are paid on shares of unvested stock at the same rate
as on our other shares.

(b) Represents gross-up on one-time costs for each of Messrs. Somerhalder and Martinez in connection with relocation
payments to Atlanta.

(c) For Mr. Martinez, represents a cost of living allowance in connection with his work in New Jersey.

(d) Perquisites include the following:

Name

Relocation
Payments

($)

Company
Car

($)

Company
Housing

($)

Total
Perquisites

($)
John W. Somerhalder II(a) $ 289,877 $�  $ 34,601 $ 324,477
D. Raymond Riddle �  �  �  �  
Andrew W. Evans �  �  �  �  
R. Eric Martinez, Jr.(a) 142,895 2,690 29,123 172,018
Kevin P. Madden �  �  �  �  
Douglas N. Schantz �  �  �  �  

(a) For Mr. Somerhalder, represents our one-time costs for Mr. Somerhalder�s relocation to Atlanta and Company housing
in connection with his appointment as president and chief executive officer. For Mr. Martinez, represents our costs for
Mr. Martinez�s corporate housing and use of a Company car in connection with his work in Atlanta, Georgia while
permanently residing in Houston, Texas and his subsequent relocation to Atlanta. For Messrs. Somerhalder and
Martinez, certain relocation expenses were paid for by the Company under the Company�s management relocation
program, some of which were considered taxable income to the employee.

(8) Mr. Riddle served as interim chairman and chief executive officer from January 1, 2006 until March 3, 2006. Mr. Somerhalder
was appointed president and chief executive officer on March 3, 2006. Mr. Schantz was appointed as an executive officer on
October 26, 2006.
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Grants of Plan-based Awards

The Compensation and Management Development Committee granted the following types of plan-based awards in 2006:

Non-equity Incentive Plan Awards

� Annual cash incentive grants
� Performance cash
Equity-based Plan Awards

� Restricted stock
� Restricted stock units
� Stock options
Non-equity Incentive Plan Awards

Estimated future payouts under non-equity incentive plan awards include both annual cash incentive grants and performance cash
grants.

Annual cash incentive grants

Unlike base salary that is fixed, annual cash incentive grants are a part of compensation that is intended to vary as a direct
reflection of performance as measured over our twelve-month fiscal year.

For Messrs. Somerhalder, Evans, Martinez and Madden, annual cash incentives are granted under the AIP and EPIP. Under the
EPIP, we measure company performance. Under the AIP, we measure business unit and individual performance. The annual
performance measurement period under both plans corresponds with our fiscal year and ends December 31. Target incentive
opportunity is expressed as a percent of base salary. Total payout opportunity ranges from 0% to 200% of the target opportunity.
The Company must meet or surpass its corporate EPS performance threshold in order for any cash incentive payments to be made
under either plan, irrespective of the level of individual performance. For 2006, at the senior executive level, target incentive
opportunity ranged from 60% to 75% of base salary, and weighting is 75% on corporate EPS results

and 25% on individual performance. The corporate portion of these awards is intended to qualify as �performance-based
compensation� under Section 162(m) of the U.S. tax code.

Mr. Schantz�s annual cash incentive arrangement is based upon our EPS, Sequent�s corporate performance (as measured under
the Sequent annual incentive plan), and Mr. Schantz�s individual performance in leading the Sequent business. Under the Sequent
annual incentive plan, Sequent�s performance is measured by its earnings before taxes, or EBT, as of December 31, 2006, against
expectations set earlier in the year. Target incentive opportunity is expressed as a percent of salary. Actual payout is based on a
bonus pool that equals a percentage of Sequent�s EBT. Sequent must meet or surpass its EBT threshold in order for any incentive
payments to be made, irrespective of the level of individual performance. There is no cap on the level of individual payout.
Mr. Schantz does not participate, directly, in the Sequent annual incentive plan. However, Sequent�s performance against its annual
incentive plan�s performance measures and the amounts earned under the plan by Mr. Schantz�s direct reports were additional
factors considered by the Compensation and Management Development Committee in determining Mr. Schantz�s 2006 annual
incentive payment. The Sequent annual incentive plan provides for mandatory deferral of 50% of any amount earned by a
participant for a plan year, which exceeds the participant�s annual base salary for that year. The deferred amount is payable in
approximately equal installments on each of the first two anniversaries of the deferral date. If a participant experiences a
termination of employment, for any reason, before an anniversary date, the applicable installment is forfeited. During the deferral
period, deferred amounts earn interest calculated at the appropriate treasury rate. The deferral feature described above also
applies to Mr. Schantz� annual incentive.
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At the beginning of the fiscal year, the Compensation and Management Development Committee makes annual cash incentive
grants by establishing performance targets and setting individual target opportunities. Following the end of the fiscal year, the
Compensation and Management Development Committee certifies performance achieved and authorizes payouts.

Actual annual cash incentive payouts earned in 2006 and paid in 2007 are included in the Summary Compensation Table above.

Performance Cash Awards

Performance cash awards represent an opportunity to receive a cash award subject to the achievement of certain pre-established
performance criteria. Performance cash awards have a 36-month performance measurement period that ends on December 31,
2008, and a performance measure that relates to our average annual growth in earnings per share plus the average dividend yield.
Total payout opportunity ranges from 0% to 140% of the target opportunity. The Company must meet or surpass its threshold level
in order for any award to be paid. For 2006, at the senior executive level, performance cash awards represent 40% of long-term
incentive awards and range between 29% and 56% of a senior executive officer�s base salary.

The Compensation and Management Development Committee makes performance cash grants at the beginning of the fiscal year
by establishing performance targets and setting individual target opportunities. Following the end of the performance measurement
period, the Compensation and Management Development Committee certifies performance achieved and authorizes payouts. The
Committee intends that these awards qualify as �performance-based compensation� under Section 162(m) of the U.S. tax code.

Equity Incentive Plan Awards

Equity incentive plan awards include restricted stock, restricted stock units and stock options. These awards are intended to reward
performance over a long-term with clear links to shareholder value appreciation. The incentive opportunity is expressed as a
percentage of base salary. The actual compensation realized from these incentives will vary as a reflection of stock price
performance over time.

Stock Awards. Stock awards, which include restricted stock and restricted stock units, are subject to time-based vesting according
to the terms of the respective stock award agreement. Stock awards are subject to transfer restrictions and subject to forfeiture
upon a recipient�s termination of employment for any reason prior to vesting. Upon a change in control of the Company, all stock
awards immediately become vested.

Our restricted stock units have a 12-month performance measurement period with a pre-established performance hurdle. The
performance measure for the 2006 restricted stock unit awards relates to a basic earnings per share goal.

If the performance measure is not achieved, the restricted stock units are forfeited. If the performance hurdle is achieved, the
restricted stock units convert to an equal number of shares of restricted stock and, thereafter, vest ratably over a three-year period.

Restricted stock units are not eligible for dividend credit or voting. During the vesting period for restricted stock, the recipient has
the right to vote the stock and receive dividends. These awards are intended to qualify as �performance-based compensation� under
Section 162(m) of the U.S. tax code.

Stock Options. All stock options are granted at fair market value as of the date of grant. Fair market value is defined under the
terms of our
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applicable plans as the closing price of our common stock as of the trading day immediately before the date of grant.

Employee stock options are subject to time-based vesting and are exercisable according to the terms of the respective option
agreement. Stock options granted to non-employee directors are 100% vested as of the date of grant. The exercise price of options
may be paid in cash, by delivery of already-owned shares of our common stock or by other methods approved by our
Compensation and Management Development Committee. The expiration date for stock options is ten years from the date of grant
for

options other than reload options. Reload options, which are available only with respect to options granted in the past, have an
expiration date that is the same date as the expiration date of the original underlying option. Options are subject to early termination
upon the occurrence of certain events related to termination of employment or service. All options immediately become exercisable
in the event of a change in control.

An option holder realizes value from a stock option only to the extent that the price of our common stock on the exercise date
exceeds the exercise price of the option on the grant date.

Grants of Plan-Based Awards�Fiscal 2006

The following table presents information concerning plan-based awards granted to each of the named executive officers during
2006.

Estimated Future Payouts Under
Non-Equity Incentive Plan

Awards
(1)(2)

Name
Grant
Date

Approval  
Date  

Threshold
($)

Target

($)
Maximum

($)

All Other
Stock
Awards
(#)(3)

All Other
Option
Awards
(#)(3)(4)

Exercise
or Base
Price of
Option

($/Sh)(4)

Closing
Market
Price on
Date of
Grant
($/Sh)

Grant Date

Fair Value
of Stock

and Option
Awards ($)

John W. Somerhalder II 03/03/06 03/02/06 $�  $�  $�  �  200,000 $35.83 $35.64 $158,150
03/03/06 03/02/06 �  �  �  40,000 �  35.83 35.64 238,867
03/03/06 03/02/06 �  $525,000 $853,000 �  �  �  �  �  

D. Raymond Riddle 02/14/06 (4) �  �  �  �  452 35.40 35.10 2,107
05/03/06 (3) �  �  �  2,472 �  �  �  88,000
06/15/06 (3) �  �  �  112 �  �  �  4,000
11/28/06 (4) �  �  �  �  429 37.28 37.81 2,198
12/15/06 (3) �  �  �  609 �  �  �  23,995

Andrew W. Evans 02/01/06 02/01/06 75,000 150,000 300,000 �  19,400 35.78 35.72 28,319
02/17/06 02/17/06 100,800 168,000 235,200 5,400 �  �  �  52,529

R. Eric Martinez, Jr. 02/01/06 02/01/06 90,000 180,000 360,000 �  19,400 35.78 35.72 28,319
02/17/06 02/17/06 100,800 168,000 235,200 5,400 �  �  �  52,529

Kevin P. Madden 02/01/06 02/01/06 114,000 228,000 456,000 �  24,600 35.78 35.72 35,910
02/17/06 02/17/06 127,680 212,800 297,920 6,900 �  �  �  67,120
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Douglas N. Schantz 02/01/06 02/01/06 �  850,000 �  �  9,200 35.78 35.72 13,430
02/17/06 02/17/06 47,040 78,400 109,760 2,600 �  �  �  25,292
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Notes to Grants of Plan-Based Awards Table

Notes to annual incentive awards

(1) For Mr. Somerhalder, reflects a guaranteed first-year annual incentive payout of, at a minimum, a full year�s participation at
target level performance (i.e., $525,000) and, at a maximum, actual earnings at the maximum level (i.e., $853,000). Our board
of directors approved the terms of Mr. Somerhalder�s grants on March 2, 2006. The grant date for each of Mr. Somerhalder�s
grants is March 3, 2006, which was Mr. Somerhalder�s starting work date.

For Messrs. Evans, Martinez and Madden, reflects annual incentive grants made on February 1, 2006 under the AIP and
EPIP for the performance measurement period that ended December 31, 2006. For Mr. Evans, his annual incentive grant with
a target incentive opportunity of 50% made on February 1, 2006, was updated on May 1, 2006 to reflect an increase in target
incentive opportunity from 50% to 60%.

For Mr. Schantz, reflects target annual incentive award made on February 1, 2006 for the performance measurement period
that ended December 31, 2006 based on his 2005 actual annual incentive award.

See the Summary Compensation Table above for annual incentive compensation earned in 2006 and paid in 2007.
Notes to performance cash awards

(2) For Messrs. Evans, Martinez, Madden and Schantz, reflects annual performance cash awards made on February 17, 2006 for
a 36-month performance measurement period that ends on December 31, 2008.

Notes to restricted stock and restricted stock units

(3) For Mr. Somerhalder, includes the one-time issuance of restricted stock and stock options on his date of employment, both of
which vest five years after date of grant. Our board of directors approved the terms of Mr. Somerhalder�s grants on March 2,
2006. The grant date for each of Mr. Somerhalder�s grants is March 3, 2006, which was Mr. Somerhalder�s starting work date.

For Messrs. Evans, Martinez, Madden and Schantz, reflects restricted stock unit grants made on February 17, 2006 with a
12-month performance measurement period that ended on December 31, 2006.

For Mr. Riddle, reflects common stock equivalents accrued in connection with the payment of his annual retainer and meeting
fees for services as a non-employee director. The grant date for such accruals is governed by the terms of our CSE Plan.

Notes to stock options

(4) The exercise price for each of the options is the fair market value on the option�s date of grant. �Fair market value� is defined
under the terms of the applicable plans as the closing price of our common stock as of the trading day immediately before the
date of grant.
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For Mr. Somerhalder, includes the one-time issuance of restricted stock and stock options on his date of employment, both of
which vest five years after date of grant. Our board of directors approved the terms of Mr. Somerhalder�s grants on March 2,
2006. The grant date for each of Mr. Somerhalder�s grants is March 3, 2006, which was Mr. Somerhalder�s starting work date.
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For Mr. Riddle, reflects the grant of two reload options. The grant date for such reload is governed by the terms of our 1996
Directors Plan. A reload option is an option for the same number of shares as is exchanged in payment of the exercise price.
A reload option is subject to all of the same terms and conditions as the original option except for the exercise price that is
determined by the fair market value of our common stock on
the date the reload option is granted. In 2002, we updated our director compensation program and eliminated stock options as
a component of compensation for non-employee directors.

For Messrs. Evans, Martinez, Madden and Schantz, reflects stock option grants made on February 1, 2006 that vest in equal
annual installments over a three-year period.
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Outstanding Equity Awards at Fiscal Year End

The following table presents information concerning outstanding equity awards held by the named executive officers as of
December 31, 2006.

Outstanding Equity Awards�Fiscal 2006

Option Awards Stock Awards

Date of
Grant

Number of Securities
Underlying Options (#) Option

Exercise
Price

($)

Option
Expiration

Date

Number of
Shares or Units
of Stock that

Have Not vested

(#)

Market Value of
Shares or Units of
Stock that Have Not

Vested ($)Name Exercisable Unexercisable

John W. Somerhalder II (1) 03/03/06 �  200,000 $35.830 03/03/16 �  $�  
(1) 03/03/06 �  �  �  �  40,000 1,556,400

D. Raymond Riddle (2) 02/06/98 798 �  20.063 02/06/08 �  �  
(2) 02/05/99 826 �  19.375 02/05/09 �  �  
(2) 02/04/00 935 �  17.125 02/04/10 �  �  
(2) 01/26/01 1,437 �  20.880 01/26/11 �  �  
(2) 02/01/02 1,410 �  21.280 02/01/12 �  �  
(2) 08/01/02 5,763 �  22.100 08/01/12 �  �  

Andrew W. Evans 05/01/02 3,333 �  23.940 05/01/12 �  �  
(3) 12/01/04 �  �  �  �  1,167 45,408
(4) 01/03/05 1,900 3,800 33.240 01/03/15 �  �  
(5) 01/03/05 �  �  �  �  1,133 44,085
(6) 09/27/05 6,000 18,000 36.560 09/27/15 �  �  
(7) 09/27/05 �  �  �  �  8,000 311,280
(8) 02/01/06 �  19,400 35.780 02/01/16 �  �  
(9) 02/17/06 �  �  �  �  5,400 210,114

R. Eric Martinez, Jr. 02/07/97 997 �  20.125 02/07/07 �  �  

02/09/98 1,081 �  20.125 02/06/08 �  �  

11/09/98 1,672 �  21.250 11/09/08 �  �  

02/01/02 12,000 �  21.280 02/01/12 �  �  
(3) 12/01/04 �  �  �  �  1,167 45,408
(4) 01/03/05 1,634 3,266 33.240 01/03/15 �  �  
(5) 01/03/05 �  �  �  �  1,000 38,910
(10) 12/07/05 6,000 18,000 35.630 12/07/15 �  �  
(11) 12/07/05 �  �  �  �  8,000 311,280
(8) 02/01/06 �  19,400 35.780 02/01/16 �  �  
(9) 02/17/06 �  �  �  �  5,400 210,114

Kevin P. Madden 09/01/01 27,850 �  21.300 09/01/11 �  �  

05/27/03 2,000 �  26.080 09/01/11 �  �  

05/28/03 443 �  26.610 09/01/11 �  �  

09/04/03 1,000 �  28.420 09/01/11 �  �  

08/25/04 1,000 �  29.680 09/01/11 �  �  
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