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To the holders of Common Stock of AT&T Inc.:

The 2013 Annual Meeting of Stockholders of AT&T Inc. will be held as shown below.

9:00 a.m., local time, Friday, April 26, 2013

Little America Hotel & Resort
2800 West Lincolnway

Cheyenne, Wyoming 82009

Election of 13 Directors

Ratification of Ernst & Young LLP as independent auditors
Advisory approval of executive compensation

Approve Stock Purchase and Deferral Plan

Such other matters, including certain stockholder proposals, as may properly come before the meeting.

Holders of AT&T Inc. common stock of record at the close of business on February 27, 2013, are entitled to vote at
the meeting and any adjournment of the meeting.
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Please sign, date and return your proxy card or submit your proxy and/or voting instructions by telephone or through
the Internet promptly so that a quorum may be represented at the meeting. Any person giving a proxy has the power
to revoke it at any time, and stockholders who are present at the meeting may withdraw their proxies and vote in

person.
By Order of the Board of Directors.

Ann Effinger Meuleman
Senior Vice President and Secretary

March 11, 2013
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PROXY STATEMENT
AT&T Inc.
One AT&T Plaza
Whitacre Tower
208 S. Akard Street
Dallas, Texas 75202
Important notice regarding the availability of proxy materials for
the stockholder meeting to be held on April 26, 2013:
The proxy statement and annual report to security holders are
available at www.edocumentview.com/att.
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Please sign, date and return your proxy card or submit your proxy and/or voting instructions by
telephone or through the Internet promptly so that a quorum may be represented at the meeting. Any
person giving a proxy has the power to revoke it at any time, and stockholders who are present at the
meeting may withdraw their proxies and vote in person.
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PROXY STATEMENT SUMMARY

This summary highlights information contained elsewhere in this Proxy Statement. It does not contain all information you should consider, and you should read

the entire Proxy Statement carefully before voting.
Annual Meeting of Stockholders

9:00 a.m., local time, Friday, April 26, 2013

Time and Date:
Place:

Record Date:
Voting:
Attendance:

Little America Hotel & Resort, 2800 West Lincolnway, Cheyenne, Wyoming 82009

February 27, 2013
Stockholders as of the record date are entitled to vote.
If you plan to attend the meeting in person, please vote your proxy and bring the admission ticket (attached to the proxy card or the
Annual Meeting Notice) to the Annual Meeting. If you do not have an admission ticket or if you hold your shares in the name of a
bank, broker or other institution, you may obtain admission to the meeting by presenting proof of your ownership of AT&T stock as of

February 27, 2013 (the record date).
Agenda and Voting Recommendations

1 Election of 13 Directors
Ratification of Ernst & Young LLP as auditors for 2013
Advisory approval of executive compensation

Stockholder Proposal

Description

Political Contributions Report

Stockholder Proposal Lead Batteries Report

2
3
4 Approve Stock Purchase and Deferral Plan
5
6
7

Stockholder Proposal

Compensation Packages

Board Recommendation Page
FOR each nominee 16
FOR 24

FOR 24

FOR 25
AGAINST 28
AGAINST 29

AGAINST

Stockholder Proposal Independent Board Chairman AGAINST
Current Board Members

The following table provides summary information about each Director. Each Director is elected annually by a majority of votes cast. All of the Directors are
Director nominees for 2013. All non-employee Directors are independent.

Nominee
Randall L. Stephenson
Gilbert F. Amelio

Reuben V. Anderson

James H. Blanchard

Jaime Chico Pardo
Scott T. Ford

James P. Kelly

Jon C. Madonna

Michael B. McCallister
John B. McCoy

Joyce M. Roché

Matthew K. Rose

Laura D Andrea Tyson

Age
52
70

70

71

63
50

69

69

60
69

65

53

65

Director

Since

2005
2001

2006

2006

2008
2012

2006

2005

2013
1999

1998

2010

1999

Principal Occupation
Chairman, CEO, and President, AT&T Inc.
Former Senior Partner, Sienna Ventures

Senior Partner, Phelps Dunbar, LLP

Chairman and Partner, Jordan- Blanchard Capital,
LLC

Founder and CEO, ENESA
Partner, Westrock Capital Partners, LLC

Retired Chairman and CEQO, United Parcel Service,
Inc.

Retired Chairman and CEO, KPMG

Chairman, Humana Inc.
Retired Chairman and CEO, Bank One Corporation

Retired President and CEO, Girls Inc.

Chairman and CEO, Burlington Northern

Santa Fe, LLC
S.K. and Angela Chan Professor of Global Mgmit.,
Haas School of Business,

Committees
Executive
Executive, Corp. Dev. and

Finance, and Human Resources
Executive, Corp. Gov. and
Nominating, and Public Policy and
Corp.Reputation

Corp. Dev. and Finance,

Executive, and Human Resources

Audit and Corp. Dev. and Finance

Corp. Dev. and Finance and Public Policy and
Corp. Reputation

Audit and Corp. Gov. and

Nominating
Audit, Corp. Gov. and Nominating,

and Executive
Audit
Corp. Gov. and Nominating,

Executive, and Human Resources
Corp. Gov. and Nominating,

Public Policy and Corp. Reputation
Corp. Dev. and Finance and

Human Resources
Audit, Public Policy and Corp. Reputation

~
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2013 ANNUAL MEETING OF STOCKHOLDERS

General Information

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of AT&T Inc. (AT&T, the Company,
or we) for use at the 2013 Annual Meeting of Stockholders of AT&T. The meeting will be held at 9:00 a.m. local time on Friday, April 26, 2013,
at Little America Hotel & Resort, 2800 West Lincolnway, Cheyenne, Wyoming 82009.

The purposes of the meeting are set forth in the Notice of Annual Meeting of Stockholders (see cover page). This Proxy Statement and form of
proxy are being sent or made available beginning March 11, 2013, to stockholders who were record holders of AT&T s common stock, $1.00 par
value per share, at the close of business on February 27, 2013. These materials are also available at www.edocumentview.com/att. Each share
entitles the registered holder to one vote. As of January 31, 2013, there were 5,528,548,352 shares of AT&T common stock outstanding.

To constitute a quorum to conduct business at the meeting, stockholders representing at least 40% of the shares of common stock entitled to vote
at the meeting must be present or represented by proxy.

How to Vote

Shares Held by You as the Record Holder

All shares represented by proxies will be voted by one or more of the persons designated on the form of proxy in accordance with the
stockholders directions. If the proxy card is signed and returned or the proxy is submitted by telephone or through the Internet without specific
directions with respect to the matters to be acted upon, the shares will be voted in accordance with the recommendations of the Board of
Directors. Any stockholder giving a proxy may revoke it at any time before the proxy is voted at the meeting by giving written notice of
revocation to the Secretary of AT&T, by submitting a later-dated proxy or by attending the meeting and voting in person. The Chairman of the
Board will announce the closing of the polls during the Annual Meeting. Proxies must be received before the closing of the polls in order to be
counted.

Instead of submitting a signed proxy card, stockholders may submit their proxies by telephone or through the Internet. Telephone and Internet
proxies must be used in conjunction with, and will be subject to, the information and terms contained on the form of proxy. Similar procedures
may also be available to stockholders who hold their shares through a broker, nominee, fiduciary or other custodian.

A stockholder may designate a person or persons other than those persons designated on the form of proxy to act as the stockholder s proxy by
striking out the name(s) appearing on the proxy card, inserting the name(s) of another person(s) and delivering the signed card to that person(s).
The person(s) designated by the stockholder must present the signed proxy card at the meeting in order for the shares to be voted.

AT&T Page3
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Shares Held Through a Bank, Broker or Other Custodian

Where the stockholder is not the record holder, such as where the shares are held through a broker, nominee, fiduciary or other custodian, the
stockholder must provide voting instructions to the record holder of the shares in accordance with the record holder s requirements in order to
ensure the shares are properly voted.

Shares Held on Your Behalf under Company Benefit Plans

The proxy card, or a proxy submitted by telephone or through the Internet, will also serve as voting instructions to the plan administrator or
trustee for any shares held on behalf of a participant under any of the following employee benefit plans: the AT&T Savings and Security Plan,
the AT&T Puerto Rico Retirement Savings Plan, the AT&T Retirement Savings Plan, and the BellSouth Savings and Security Plan. Subject to
the trustee s fiduciary obligations, shares in each of the above employee benefit plans for which voting instructions are not received will not be
voted. To allow sufficient time for voting by the trustees and/or administrators of the plans, your voting instructions must be received by

April 23, 2013.

In addition, the proxy card or a proxy submitted by telephone or through the Internet will constitute voting instructions to the plan administrator
under The DirectSERVICE Investment Program sponsored and administered by Computershare Trust Company, N.A. (AT&T s transfer agent)
for shares held on behalf of plan participants.

If a stockholder participates in the plans listed above and/or maintains stockholder accounts under more than one name (including minor
differences in registration, such as with or without a middle initial), the stockholder may receive more than one set of proxy materials. To ensure
that all shares are voted, please submit proxies for all of the shares you own.

Multiple Stockholders Sharing the Same Address

No more than one annual report and Proxy Statement are being sent to multiple stockholders sharing an address unless AT&T has received
contrary instructions from one or more of the stockholders at that address. Stockholders may request a separate copy of the most recent annual
report and/or the Proxy Statement by writing the transfer agent at: Computershare Trust Company, N.A., P.O. Box 43078, Providence, RI
02940-3078, or by calling (800) 351-7221. Stockholders calling from outside the United States may call (781) 575-4729. Requests will be
responded to promptly. Stockholders sharing an address who desire to receive multiple copies, or who wish to receive only a single copy, of the
annual report and/or the Proxy Statement may write or call the transfer agent at the above address or phone numbers to request a change.

Solicitation of Proxies

The cost of soliciting proxies will be borne by AT&T. Officers, agents and employees of AT&T and its subsidiaries and other solicitors retained
by AT&T may, by letter, by telephone or in person, make additional requests for the return of proxies and may receive proxies on behalf of
AT&T. Brokers, nominees, fiduciaries and other custodians will be requested to forward soliciting material to the beneficial owners of shares
and will be reimbursed for their expenses. AT&T has retained D. F. King & Co., Inc. to aid in the solicitation of proxies at a fee of $22,000, plus
expenses.

AT&T Page4
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Attending the Meeting

Only AT&T stockholders may attend the meeting, and you will need an admission ticket or other proof of stock ownership to be admitted to the
meeting.

Registered Stockholders (shares are registered in your name)

An admission ticket is attached to your proxy card or Annual Meeting Notice and Admission Ticket. If you plan to attend the annual meeting,
please vote your proxy but retain the admission ticket and bring it with you to the meeting.

Other Stockholders (your shares are held in the name of a bank, broker or other institution)

You may obtain admission to the meeting by presenting proof of your ownership of AT&T common stock. For example, you may bring your
account statement or a letter from your bank or broker confirming that you owned AT&T stock on February 27, 2013, the record date for the
meeting. To be able to vote at the meeting, you will need the bank or broker or record holder to give you a proxy.

Voting Results

The voting results of the annual meeting will be published no later than four business days after the annual meeting on a Form 8-K filed with the
Securities and Exchange Commission, which will be available in the investor relations area of our website at www.att.com.

Board of Directors
The Role of the Board

The Board of Directors is responsible for our management and direction and for establishing broad corporate policies. In addition, the Board of
Directors and various committees of the Board regularly meet to receive and discuss operating and financial reports presented by the Chairman
of the Board and Chief Executive Officer and other members of management as well as reports by experts and other advisors. Corporate review
sessions are also offered to Directors to give them more detailed views of our businesses and matters that affect our businesses, corporate
opportunities, technology, and operations.

Assessing and managing risk is the responsibility of the management of AT&T. The Board of Directors oversees and reviews certain aspects of
the Company s risk management efforts. Annually, the Board reviews the Company s strategic business plans, which includes evaluating the
competitive, technological, economic and other risks associated with these plans.

In addition, under its charter, the Audit Committee reviews and discusses with management the Company s major financial risk exposures and
the steps management has taken to monitor and control such exposures, including the Company s risk assessment and risk management policies.
This includes, among other matters, evaluating risk in the context of financial policies, counterparty and credit risk, and the appropriate
mitigation of risk, including through the use of insurance where appropriate. Members of the Company s finance and compliance organizations
are responsible for managing risk in their areas and reporting regularly to the Audit Committee.

AT&T Page5
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The Company s Senior Vice President-Audit Services and Chief Compliance Officer meets twice annually in executive session with the Audit
Committee. The Senior Vice President-Audit Services and Chief Compliance Officer reviews with the Audit Committee each year s annual
internal audit and compliance risk assessment, which is focused on significant financial, operating, regulatory and legal matters. The Audit
Committee also receives regular reports on completed internal audits of these significant risk areas.

Members of the Board are expected to attend Board meetings in person, unless the meeting is held by teleconference. The Board held eight
meetings in 2012. All of the Directors attended at least 75% of the total number of meetings of the Board and Committees on which each served.
Directors are also expected to attend the Annual Meeting of Stockholders. All Directors were present at the 2012 Annual Meeting.

Board Leadership Structure

The non-management members of the Board of Directors meet in executive session (without management Directors or management personnel
present) at least four times per year. The Lead Director, who is appointed for a two-year term, presides over these sessions. James H. Blanchard
currently serves as Lead Director; his term is scheduled to expire January 31, 2014.

Responsibilities of the Lead Director include:

presiding at meetings of the Board at which the chairman is not present,
presiding at executive sessions of the non-management Directors,
preparing the agenda for the executive sessions of the non-management Directors,
acting as the principal liaison between the non-management Directors and the Chairman and Chief Executive Officer,
coordinating the activities of the non-management Directors when acting as a group,
approving the agenda for each Board meeting,
approving meeting schedules to ensure there is sufficient time for discussion of all agenda items,
advising the Chairman and Chief Executive Officer as to the quality, quantity and timeliness of the flow of information from management,
including the materials provided to Directors at Board meetings,
if requested by major stockholders, ensuring that he or she is available for consultation and direct communication and acting as a contact
for other interested persons,
sharing with other Directors as he or she deems appropriate letters and other contacts that he or she receives, and
contacting management to obtain such additional information relating to contacts by interested persons as he or she may require from time
to time.
In addition, the Lead Director may:

call meetings of the non-management Directors in addition to the quarterly meetings, and

require information relating to any matter be distributed to the Board.
Randall Stephenson currently serves as both Chairman of the Board and Chief Executive Officer. The Board believes that having
Mr. Stephenson serve in both capacities is in the best interests of AT&T and its stockholders because it enhances communication between the
Board and management and allows Mr. Stephenson to more effectively execute the Company s strategic initiatives and business plans and
confront its challenges. The Board believes that the appointment of a strong independent Lead Director and the use of regular executive sessions
of the non-management Directors, along with the Board s strong committee system and substantial majority of independent Directors, allow it to
maintain effective oversight of management.

AT&T Page6
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Communicating with the Board

Interested persons may contact the Lead Director or the non-management Directors by sending written comments through the Office of the
Secretary of AT&T Inc., 208 S. Akard Street, Suite 3241, Dallas, Texas 75202. The Office will either forward the original materials as
addressed or provide Directors with summaries of the submissions, with the originals available for review at the Directors request.

Criteria and Process for Nominating Directors

The Corporate Governance and Nominating Committee is responsible for identifying candidates who are eligible under the qualification
standards set forth in our Corporate Governance Guidelines to serve as members of the Board. The Committee is authorized to retain search
firms and other consultants to assist it in identifying candidates and fulfilling its other duties. The Committee is not limited to any specific
process in identifying candidates and will consider candidates whom stockholders suggest. Candidates are recommended to the Board after
consultation with the Chairman of the Board. In recommending Board candidates, the Committee considers a candidate s:

general understanding of elements relevant to the success of a large publicly traded company in the current business environment,

understanding of our business, and

educational and professional background.
The Committee also gives consideration to a candidate s judgment, competence, anticipated participation in Board activities, experience,
geographic location, and special talents or personal attributes. Although the Committee does not have a formal diversity policy, it believes that
diversity is an important factor in determining the composition of the Board. Stockholders who wish to suggest qualified candidates should write
to the Senior Vice President and Secretary, AT&T Inc., 208 S. Akard Street, Suite 3241, Dallas, Texas 75202, stating in detail the qualifications
of the persons proposed for consideration by the Committee.

Composition of the Board

Under our Bylaws, the Board of Directors has the authority to determine the size of the Board and to fill vacancies. Currently, the Board is
comprised of 13 Directors, one of whom is an executive officer of AT&T. We have included biographical information about each continuing
Director on pages 17-23. Holdings of AT&T common stock by AT&T Directors are shown on the table on page 14.

The Board of Directors has nominated the 13 persons listed in this Proxy Statement, beginning on page 17, for election as Directors. Each of the
nominees is an incumbent Director of AT&T recommended for re-election by the Corporate Governance and Nominating Committee. Under
AT&T s Corporate Governance Guidelines, a Director will not be nominated for re-election if the Director has reached age 72. There are no
vacancies on the Board.

AT&T Page7
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Board Committees

From time to time the Board establishes permanent standing committees and temporary special committees to assist the Board in carrying out its
responsibilities. The Board has established six standing committees of Directors, the principal responsibilities of which are described below. The
charters for each of these committees may be found on our web site at www.att.com.

Audit Jon C. Madonna, Chair Consists of five independent Directors. Oversees the integrity of our financial 12
statements, the independent auditor s qualifications and independence, the
performance of internal audit function and the independent auditors, and our
compliance with legal and regulatory matters, including environmental matters.
Responsible for the appointment, compensation, retention and oversight of the work
James P. Kelly of the independent auditor. The independent auditor audits the financial statements
of AT&T and its subsidiaries.

Jaime Chico Pardo

Michael B.
McCallister

Laura D Andrea Tyson

Corporate John B. McCoy, Consist_s of five independent Directors. Responsible for recommending candidates to 4
be nominated by the Board for election by the stockholders, or to be appointed by the

Board of Directors to fill vacancies, consistent with the criteria approved by the

Board, and recommending committee assignments and the appointment of the Lead

Director. Periodically assesses AT&T s Corporate Governance Guidelines and makes

and Nominating Reuben V. Anderson recommendations to the Board for amendments and also recommends to the Board

the compensation of Directors. Takes a leadership role in shaping corporate

governance and oversees an annual evaluation of the Board.

Governance Chair

James P. Kelly
Jon C. Madonna

Joyce M. Roché

14
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Human Gilbert F. Amelio, Consists of four independent Directors. Oversees the compensation practices of 6
Chair AT&T, including the design and administration of employee benefit plans.
Resources Responsible for establishing the compensation of the Chief Executive Officer and

the other executive officers, establishing stock ownership guidelines for officers and
James H. Blanchard developing a management succession plan.

John B. McCoy

Matthew K. Rose

1. This committee was previously the Corporate Development Committee (CDC) and the Finance/Pension Committee (FPC), which were combined effective
April 27, 2012. The CDC met twice and the FPC met once in 2012.
2. Known as the Public Policy Committee prior to April 27, 2012.

AT&T Page 8
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Independence of Directors

The New York Stock Exchange (NYSE) prescribes independence standards for companies listed on the NYSE, including AT&T. These
standards require a majority of the Board to be independent. They also require every member of the Audit Committee, Human Resources
Committee, and Corporate Governance and Nominating Committee to be independent. A Director is considered independent only if the Board of
Directors affirmatively determines that the Director has no material relationship with the listed company (either directly or as a partner,
stockholder or officer of an organization that has a relationship with the Company). In addition, the Board of Directors has adopted certain
additional standards for determining the independence of its members. In accordance with the NYSE standards, a Director is not independent if:

The Director is, or has been within the last three years, an employee of AT&T, or an immediate family member is, or has been within the
last three years, an executive officer of AT&T;

The Director has received, or has an immediate family member who has received, during any 12-month period within the last three years,
more than $120,000 in direct compensation from AT&T, other than Director and committee fees and pension or other forms of deferred
compensation for prior service (provided the compensation is not contingent in any way on continued service);

(a) The Director is a current partner or employee of a firm that is our internal or external auditor; (b) the Director has an immediate family
member who is a current partner of such a firm; (c) the Director has an immediate family member who is a current employee of such a
firm and personally works on our audit; or (d) the Director or an immediate family member was within the last three years a partner or an
employee of such a firm and personally worked on our audit within that time period;

The Director or an immediate family member is, or has been within the last three years, employed as an executive officer of another
company where any of our present executive officers at the same time serves or served on that company s compensation committee; or

The Director is a current employee, or an immediate family member is a current executive officer, of a company that has made payments
to, or received payments from, us for property or services in an amount which, in any of the last three fiscal years, is more than the greater
of $1 million, or 2% of such other company s consolidated gross revenues.
Additional standards for determining independence of Directors have been established by our Board and are set forth in our Corporate
Governance Guidelines, which can be found on our web site at www.att.com. These additional standards are:

A Director who owns, together with any ownership interests held by members of the Director s immediate family, 10% of another company
that makes payments to or receives payments from us (together with our consolidated subsidiaries) for property or services in an amount
which, in any single fiscal year, is more than the greater of $1 million or 2% of such other company s consolidated gross revenues, is not
independent until three years after falling below such threshold.

A Director who is, or whose immediate family member is, a director, trustee or officer of a charitable organization, or holds a similar
position with such an organization, and we (together with our consolidated subsidiaries) make contributions to the charitable organization
in an amount which exceeds, in any single fiscal year, the greater of $1 million per year or at least 5% of such organization s consolidated
gross revenues, is not independent until three years after falling below such threshold.
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The Board of Directors, using these standards for determining the independence of its members, has determined that the following Directors are
independent: Gilbert F. Amelio, Reuben V. Anderson, James H. Blanchard, Jaime Chico Pardo, Scott T. Ford, James P. Kelly, Jon C. Madonna,
Michael B. McCallister, John B. McCoy, Joyce M. Roché, Matthew K. Rose, and Laura D Andrea Tyson. Each member of the Audit Committee,
the Corporate Governance and Nominating Committee, and the Human Resources Committee is independent.

Compensation of Directors

The compensation of Directors is determined by the Board with the advice of the Corporate Governance and Nominating Committee. The
Corporate Governance and Nominating Committee is composed entirely of independent Directors. None of our employees serve on this
Committee. The Committee s current members are John B. McCoy (Chairperson), Reuben V. Anderson, James P. Kelly, Jon C. Madonna, and
Joyce M. Roché. Under its charter (available on our web site at www.att.com), the Committee periodically, and at least every two years, reviews
the compensation and benefits provided to Directors for their service and makes recommendations to the Board for changes. This includes not
only Director retainers and fees, but also Director compensation and benefit plans.

The Committee s charter authorizes the Committee to employ independent compensation and other consultants to assist in fulfilling its duties.
From time to time, the Committee engages Total Rewards Strategies, LLC, an employee benefits and compensation consulting firm (which also
acts as a consultant to the Human Resources Committee on executive compensation matters), to provide the Committee with information
regarding director compensation paid by other public companies. In reviewing Director compensation, the Committee may use the consultant s
director compensation studies in connection with making compensation recommendations to the Board. In addition, from time to time, the Chief
Executive Officer may make recommendations to the Committee or the Board about types and amounts of appropriate compensation and
benefits for Directors.

Directors who are employed by us or one of our subsidiaries receive no separate compensation for serving as Directors or as members of Board
committees. Non-employee Directors receive an annual retainer of $95,000 ($85,000 in 2012), together with $2,000 for each Board meeting or
corporate strategy session attended. Committee members receive $1,700 for each committee meeting attended, except that members of the Audit
and Human Resources Committees receive $2,000 for each meeting attended in person. The Chairperson of each committee receives an
additional annual retainer of $15,000 ($10,000 in 2012), except for the Chairpersons of the Audit and Human Resources Committees, each of
whom receives an additional annual retainer of $25,000. The Lead Director receives an additional annual retainer of $60,000 ($30,000 in 2012).
Under the AT&T Non-Employee Director Stock Purchase Plan (the Director Stock Purchase Plan), Directors may choose to invest all or half of
their retainers in shares of AT&T common stock at fair market value.

Under the AT&T Non-Employee Director Stock and Deferral Plan (the Director Deferral Plan), Directors may choose to defer the receipt of
their fees and all or part of their retainers into either deferred stock units or into a cash deferral account. Each deferred stock unit is equivalent to

a share of common stock and earns dividend equivalents in the form of additional deferred stock units. Directors purchase the deferred stock

units at the fair market value of AT&T common stock. Deferred stock units are paid in cash in a lump sum or in up to 15 annual installments, at
the Director s election, after the Director ceases service with the Board. In addition, under the Director Deferral Plan each non-employee Director
annually receives $150,000 in the form of deferred stock units. The annual grants are fully earned and vested at issuance.

Deferrals into the cash deferral account under the Director Deferral Plan earn interest during the calendar year at a rate equal to the Moody s
Long-Term Corporate Bond Yield Average for September of the

AT&T Page 10

17



Edgar Filing: AT&T INC. - Form DEF 14A

preceding year (Moody s Rate). To the extent these earnings exceed the interest rate specified by the Securities and Exchange Commission
(SEC) for disclosure purposes, they are included in the Director Compensatiow Roman" SIZE="1">Per Unit

Fiscal 2004:

September 30, 2004

$23.04 $27.45 $0.425

June 30, 2004

19.80 24.28 0.415

March 31, 2004

17.61 25.00 0.405

December 31, 2003

20.51 25.00 0.395

Fiscal 2003:

September 30, 2003

$18.55 $21.13 $0.385

June 30, 2003

15.66 20.00 0.375

March 31, 2003

14.16 16.44 0.365

December 31, 2002

13.73 14.73 0.358

Fiscal 2002:

September 30, 2002

$13.94 $15.38 $0.350

June 30, 2002

1470 17.55 0.338
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March 31, 2002
13.53 15.15 0.330
December 31, 2001

11.53 14.33 0.313

As of November 1, 2004, our company had issued and outstanding 17,626,506 Common Units, which were held by approximately 12,100
unitholders. In addition, as of that date our company had 5,478,568 Senior Subordinated Units representing limited partner interests which were
held of record by 40 unitholders and 1,145,084 Junior Subordinated Units representing limited partner interests which were held of record by 16
unitholders. There is no established public trading market for our company s subordinated units.

Our company makes quarterly distributions to its partners within approximately 45 days after the end of each fiscal quarter in an aggregate
amount equal to its available cash (as defined) for such quarter. Available cash generally means, with respect to each fiscal quarter, all cash on
hand at the end of the quarter less the amount of cash that the managing general partner determines in its reasonable discretion is necessary or
appropriate to:

provide for the proper conduct of our business,

comply with applicable law, any of our debt instruments, or other agreements, or

provide funds for distributions to unitholders and to our non-managing general partner for any one or more of the next four quarters,

plus all cash on hand on the date of determination of available cash for the quarter resulting from working capital borrowings made after the end
of the quarter. Working capital borrowings are generally borrowings that are made under our working capital facility and in all cases are used
solely for working capital purposes or to pay distributions to partners. The full definition of available cash is set forth in our Partnership
Agreement of Inergy, L.P., which is incorporated by reference herein as an exhibit to this report.

During the subordination period referred to below, our Common Units will have the right to receive distributions of available cash from
operating surplus in an amount equal to the minimum quarterly distribution of $0.30 per quarter, plus any arrearages in the payment of the
minimum quarterly distribution on the Common Units from prior quarters, before any distributions of available cash from operating surplus may
be made on any Junior or Senior Subordinated Units. The subordination period generally will not end earlier than June 30, 2006 with respect to
the Senior Subordinated Units and June 30, 2008 with respect to the Junior Subordinated Units. There is no guarantee that we will pay the
minimum quarterly distribution on the Common Units in any quarter, and we will be prohibited from making any distributions to unitholders if it
would cause an event of default under our credit facility. The information concerning restrictions on distributions required by this Item 5 is
incorporated herein by reference to Management s Discussion and Analysis of Financial Condition and Results of Operation Description of
Credit Facility under Item 7 and Note 4 to our Consolidated Financial Statements.

On August 13, 2004, after meeting the financial tests provided for in our partnership agreement, we completed the conversion of 1,656,684
Senior Subordinated Units into common units. The conversion of Senior Subordinated Units does not impact the amount of cash distributions
paid or the total number of limited partnership units outstanding.
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On September 28, 2004, a shelf registration statement (File No. 333-118941) was declared effective by the SEC for the periodic sale by us of up
to $625 million of Common Units, partnership securities and debt securities, or any combination thereof. No offerings of Common Units,
partnership securities or debt securities under the shelf registration statement have been made since it was declared effective. See Management s
Liquidity and Sources of Capital under Item 7.

Discussion and Analysis of Financial Condition and Results of Operation

The following table sets forth in tabular format, a summary of our company s equity compensation plan information as of September 30, 2004:

Equity Compensation Plan Information

Plan category

Equity compensation plans approved by security holders
Equity compensation plans not approved by security holders

Total

Item 6. Selected Financial Data.

Number of
securities to be

Weighted-average
exercise price

Number of securities

remaining available for

issued upon of future issuance under
exercise of outstanding equity compensation
outstanding options, plans (excluding
options, warrants warrants securities reflected in
and rights and rights column (a))
(a) (b) ©
1,115,064 $ 13.79 620,036
1,115,064 $ 13.79 620,036

The following table sets forth selected consolidated financial data and other operating data of Inergy, L.P., and our predecessor, Inergy Partners,
LLC. The selected historical consolidated financial data of Inergy Partners, LLC as of and for the year ended September 30, 2000 are derived
from the audited consolidated financial statements of Inergy Partners, LLC. The selected historical consolidated financial data of Inergy, L.P. as
of and for the years ended September 30, 2004, 2003, 2002 and 2001 are derived from the audited consolidated financial statements of Inergy
Partners, LLC and Inergy, L.P. The historical consolidated financial data of Inergy Partners, LLC and Inergy, L.P. include the results of
operations of the Hoosier Propane Group from January 1, 2001, the effective date of the acquisition, which closed on January 12, 2001, the
results of operations of Pro Gas from November 1, 2001, the effective date of the acquisition, and the results of operations of Independent
Propane Company from December 20, 2001, the effective date of the acquisition, the results of operations of United Propane, Inc. from July 31,

2003, the effective date of the acquisition.

EBITDA

shown in the table below is defined as income before income taxes, plus net interest expense (inclusive of write off of deferred

financing costs, interest expense related to make whole premium charge, less gain from termination of interest rate swap agreement) and
depreciation and amortization expense, less interest income. EBITDA should not be considered an alternative to net income, income before
income taxes, cash flows from operating activities, or any other measure of financial performance calculated in accordance with generally
accepted accounting principles as those items are used to measure operating performance, liquidity or ability to service debt obligations. We
believe that EBITDA provides additional information for evaluating our ability to make the minimum quarterly distribution and is presented
solely as a supplemental measure. EBITDA, as we define it, may not be comparable to EBITDA or similarly titled measures used by other

corporations or partnerships.

Table of Contents
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The data in the following table should be read together with and is qualified in its entirety by reference to, the historical consolidated financial
statements and the accompanying notes included in this report. The tables should be read together with Management s Discussion and Analysis
of Financial Condition and Results of Operations under Item 7.

13
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Statement of Operations Data:
Revenues

Inergy L.P. and Predecessor
Years Ended September 30,

Cost of product sold (excluding depreciation and amortization as shown

below)

Gross profit

Expenses:

Operating and administrative®
Depreciation and amortization

Operating income

Other income (expense):

Interest expense

Interest expense related to write-off of deferred financing costs
Interest expense related to make whole premium charge
Interest income related to swap value received

Gain (loss) on sale of property, plant and equipment

Finance charges

Other

Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Net income (loss) per limited partner unit:
Basic

Diluted

Weighted average limited partners units outstanding:
Basic

Diluted

Cash distributions per unit

Table of Contents

2004 2003 2002 2001 2000
(in thousands except per unit data)
$482,496 $363,365 $208,700 $168,982 $63,512
359,053 267,010 134,999 128,926 51,553
123,443 96,355 73,701 40,056 11,959
81,296 59,249 45,300 23,000 8,990
21,089 13,843 11,444 6,532 2,286
21,058 23,263 16,957 10,524 683
(7,878) (9,982) (8,365) (6,670) (2,740)
(1,216) (585)
(17,949)
949
(203) (C2)) 140 37
704 339 115 290 176
106 86 140 168 59
(4,429) 13,615 8,402 4,349 (1,822)
167 103 93 7
$ 459%) $ 13512 $ 8309 $ 4,349 $ (1,829)
$ (020 $ 077 $ 061 $ (020)©
$ (0206 $ 076 § 0.60 $ (0.20)©
22,027 16,676 13,317 11,452
22,027 16,942 13,520 11,452
$ 1.60 $ 145 § 1.28
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Balance Sheet Data (end of period):

Current assets $136,610 $ 73,953 $ 70,016 $ 36,920 $ 22,199

Total assets 503,819 362,393 288,232 155,653 68,924

Long-term debt, including current portion 137,601 131,127 124,462 54,132 34,927

Redeemable preferred members interest 10,896

Members equity 2,972

Partners capital 252,043 178,983 120,916 72,754

Other Financial Data:

EBITDA  (unaudited) $ 42754 $ 37440 $ 28796 $ 17,551 $ 3,204

Net cash provided by (used in) operating activities 32,156 34,428 7,779 4,659 (222)
Net cash used in investing activities (98,304) (34,488) (94,017) (64,025) (12,464)
Net cash provided by financing activities 64,858 1,491 86,155 60,164 13,907

Maintenance capital expenditures® (unaudited) 1,368 1,039 1,556 1,901 283

Other Operating Data (unaudited):

Retail propane gallons sold 140,742 119,697 88,515 46,750 18,112

Wholesale propane gallons delivered 368,320 284,721 256,893 147,258 87,340

Reconciliation of Net Income (Loss) to EBITDA:

Net income (loss) $ (459) $ 13,512 $ 8309 $ 4349 $ (1,829)
Plus:

Income taxes 167 103 93 7

Interest expense 7,878 9,982 8,365 6,670 2,740

Interest expense related to write-off of deferred financing costs 1,216 585

Interest expense related to make whole premium charge 17,949

Interest income related to swap value received (949)

Depreciation and amortization expense 21,089 13,843 11,444 6,532 2,286

EBITDA $ 42754 $ 37,440 $ 28796 $ 17,551 $ 3,204

@ Represents selected financial data of Inergy Partners, LLC and its subsidiaries prior to July 31, 2001 and Inergy, L.P. thereafter.

®  The historical financial statements include non-cash charges related to amortization of deferred compensation of $234,000, and $79,000
for the years ended September 30, 2001, and 2000, respectively.

©  Amounts relate to the net loss incurred by Inergy, L.P. and the weighted average limited partners units outstanding for the period from July
31, 2001 (the closing date of our initial public offering) through September 30, 2001.

@ EBITDA is defined as income before income taxes, plus net interest expense (inclusive of write off of deferred financing costs, interest
expense related to make whole premium charge, less gain from termination of interest rate swap agreement) and depreciation and
amortization expense, less interest income. EBITDA should not be considered an alternative to net income, income before income taxes,
cash flows from operating activities, or any other measure of financial performance calculated in accordance with accounting principles
generally accepted in the United States as those items are used to measure operating performance, liquidity or ability to service debt
obligations. We believe that EBITDA provides additional information for evaluating our ability to make the minimum quarterly
distribution and is presented solely as a supplemental measure. EBITDA, as we define it, may not be comparable to EBITDA or similarly
titled measures used by other corporations or partnerships.

©  Maintenance capital expenditures are defined as those capital expenditures which do not increase operating capacity or revenues from
existing levels.

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations.
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Forward-Looking Statements

This report, including information included or incorporated by reference in this report, contains forward-looking statements concerning the
financial condition, results of operations, plans, objectives, future performance and business of our company and its subsidiaries. These
forward-looking statements include:

statements that are not historical in nature, but not limited to, our belief that our acquisition expertise should allow us to continue to
grow through acquisitions; our belief that we will have adequate propane supply to support our retail operations; and our belief that
our diversification of suppliers will enable us to meet supply needs, and

15
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statements preceded by, followed by or that contain forward-looking terminology including the words believe, expect, may,  will,
should, could, anticipate, estimate, intend or similar expressions.

Forward-looking statements are not guarantees of future performance or results. They involve risks, uncertainties and assumptions. Actual
results may differ materially from those contemplated by the forward-looking statements due to, among others, the following factors:

weather conditions;

price and availability of propane, and the capacity to transport to market areas;

the ability to pass the wholesale cost of propane through to our customers;

costs or difficulties related to the integration of the business of our company and its acquisition targets may be greater than expected;

governmental legislation and regulations;

local economic conditions;

labor relations;

environmental claims;

competition from the same and alternative energy sources;

operating hazards and other risks incidental to transporting, storing, and distributing propane;

energy efficiency and technology trends;

interest rates; and

large customer defaults.

We have described under Factors That May Affect Future Results of Operations, Financial Condition or Business additional factors that could
cause actual results to be materially different from those described in the forward-looking statements. Other factors that we have not identified in
this report could also have this effect. You are cautioned not to put undue reliance on any forward-looking statement, which speaks only as of
the date it was made.

Table of Contents 26



Edgar Filing: AT&T INC. - Form DEF 14A

General

We are a Delaware limited partnership formed to own and operate a rapidly growing retail and wholesale propane supply, marketing and
distribution business. For the fiscal year ended September 30, 2004, we sold approximately 140.7 million gallons of propane to retail customers
and delivered approximately 368.3 million gallons of propane to wholesale customers. Our retail business includes the retail marketing, sale and
distribution of propane, including the sale and lease of propane supplies and equipment, to residential, commercial, industrial and agricultural
customers. In addition to our retail business, we operate a wholesale supply, marketing and distribution business, providing propane
procurement, transportation, supply and price risk management services to our customer service centers, as well as to independent dealers,
multistate marketers, petrochemical companies, refinery and gas processors and a number of other NGL marketing and distribution companies.

The results of operations discussed below are those of Inergy, L.P. Audited financial statements for Inergy, L.P. are included elsewhere in this
Form 10-K.

Since the inception of our predecessor in November 1996 through September 30, 2004, we have acquired 42 companies for an aggregate
purchase price of approximately $400 million, including working capital, assumed liabilities and acquisition costs. After year end, we entered
into a definitive agreement to acquire 100% of the partnership interests in Star Gas Propane, L.P. for approximately $475 million. The
transaction is expected to close in the fourth quarter of the calendar 2004.
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The retail distribution business is largely seasonal due to propane s primary use as a heating source in residential and commercial buildings. As a
result, cash flows from operations are highest from November through April when customers pay for propane purchased during the six-month
peak heating season of October through March. We generally experience net losses in the six-month, off season of April through September.

Because a substantial portion of our propane is used in the weather-sensitive residential markets, the temperatures realized in our areas of
operations, particularly during the six-month peak heating season, have a significant effect on our financial performance. In any given area,
warmer-than-normal temperatures will tend to result in reduced propane use, while sustained colder-than-normal temperatures will tend to result
in greater propane use. Therefore, we use information on normal temperatures in understanding how historical results of operations are affected
by temperatures that are colder or warmer than normal and in preparing forecasts of future operations, which we base on the assumption that
normal weather will prevail in each of our regions. Heating degree days are a general indicator of weather impacting propane usage and are
calculated for any given period by adding the difference between 65 degrees and the average temperature of each day in the period (if less than
65 degrees).

In determining actual and normal weather for a given period of time, we compare the actual number of heating degree days for the period to the
average number of heating degree days for a longer, historical time period assumed to more accurately reflect the average normal weather, in
each case as such information is published by the National Oceanic and Atmospheric Administration, for each measuring point in each of our
regions. When we discuss normal weather in our results of operations presented below we are referring to a 30-year average consisting of the
years 1974 through 2003. We then calculate weighted averages, based on retail volumes attributable to each measuring point, of actual and
normal heating degree days within each region. Based on this information, we calculate a ratio of actual heating degree days to normal heating
degree days, first on a regional basis and then on a partnership-wide basis.

The propane business is a margin-based business where the level of profitability is largely dependent on the difference between sales prices and
product cost. The unit cost of propane is subject to volatile changes as a result of product supply or other market conditions. Propane unit cost
changes can occur rapidly over a short period of time and can impact margins as sales prices may not change as rapidly. There is no assurance
that we will be able to fully pass on product cost increases, particularly when product costs increase rapidly. We have generally been successful
in passing on higher propane costs to our customers and have historically maintained or increased our gross margin per gallon in periods of
rising costs. In periods of increasing costs, we have experienced a decline in our gross profit as a percentage of revenues. In periods of
decreasing costs, we have experienced an increase in our gross profit as a percentage of revenues. Propane is a by-product of crude oil refining
and natural gas processing and, therefore, its cost tends to correlate with the price fluctuations of these underlying commodities. The price of
crude oil and natural gas have maintained historically high costs in 2003 and 2004, and propane has also been at historically high costs. As such,
our selling prices have been at higher levels in order to attempt to maintain our historical gross margin per gallon. We expect the historical high
cost of crude oil and natural gas to remain so for the foreseeable future and accordingly expect both our propane costs and our selling prices to
remain at higher levels. Retail sales generate significantly higher margins than wholesale sales, and sales to residential customers generally
generate higher margins than sales to our other retail customers.

We believe our wholesale supply, marketing and distribution business complements our retail distribution business. Through our wholesale
operations, we distribute propane and also offer price risk management services to propane retailers, resellers and other related businesses as
well as energy marketers and dealers, through a variety of financial and other instruments, including:

forward contracts involving the physical delivery of propane;

swap agreements which require payments to (or receipt of payments from) counterparties based on the differential between a fixed
and variable price for propane; and

Table of Contents 28



Edgar Filing: AT&T INC. - Form DEF 14A

options, futures contracts on the New York Mercantile Exchange and other contractual arrangements.

We engage in derivative transactions to reduce the effect of price volatility on our product costs and to help ensure the availability of propane
during periods of short supply. We attempt to balance our contractual portfolio by purchasing volumes only when we have a matching purchase
commitment from our wholesale customers. However, we may experience net unbalanced positions from time to time.
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Results of Operations

Fiscal Year Ended September 30, 2004 Compared to Fiscal Year Ended September 30, 2003

Volume. During fiscal 2004, Inergy, L.P. sold 140.7 million retail gallons of propane, an increase of 21.0 million gallons, or 18%, from the 119.7
million retail gallons sold in fiscal 2003. The increase in retail sales volume was principally due to the acquisition of sixteen retail propane
companies in fiscal 2004 in addition to the acquisition of four retail propane companies and five locations of a large regional distributor in the
fourth fiscal quarter of 2003. Acquisition related volume accounted for approximately 35.2 million gallons of the increase, partially offset by
approximately 14.2 million lesser gallon sales due to a combination of warmer weather and deferral of purchases by our customers due to an
approximate 14% higher propane cost in our retail operations of $0.75 per gallon on average in 2004 compared to $0.66 in 2003. The weather
was approximately 12% warmer in fiscal 2004 as compared to fiscal 2003 in our retail areas of operations, and approximately 6% warmer than
normal.

Wholesale gallons delivered increased 83.6 million gallons, or 29%, to 368.3 million gallons in fiscal 2004 from 284.7 million gallons in fiscal
2003. This increase was primarily attributable to increased sales volumes and to a lesser extent wholesale sales volumes through our NGL
business, offset by the warmer weather in 2004 in our wholesale areas of operations.

Revenues. Revenues in fiscal 2004 were $482.5 million, an increase of $119.1 million, or 33%, from $363.4 million of revenues in fiscal 2003.

Revenues from retail sales were $218.1 million in fiscal 2004 (after elimination of sales to our wholesale operations), an increase of $45.0
million, or 26%, from $173.1 million in fiscal 2003. Retail propane revenues accounted for approximately $43.0 million of this increase with
approximately $49.3 million of this increase the result of the acquisition-related volume increase together with an increase of approximately
$13.6 million due to higher selling prices of propane due to the higher cost of propane in 2004. This increase was partially offset by lower sales
volumes as a result of the warmer weather in fiscal 2004 as compared to fiscal 2003 in our retail areas of operations resulting in approximately
$19.9 million decrease in revenues. In addition to retail propane sales, these revenues consist of transportation revenues, tank rentals, appliance
sales and service income with these revenues increasing by approximately $2.0 million due to acquisitions.

Revenues from wholesale sales were $264.4 million (after elimination of sales to our retail operations) in fiscal 2004, an increase of $74.1
million or 39%, from $190.3 million in fiscal 2003. Approximately $38.2 million of this increase was attributable to the acquisition of our NGL
business with the volume increase generated in our wholesale propane operations accounting for an increase of approximately $44.6 million.
These increases were partially offset by a lower per gallon selling price of propane in our wholesale division resulting in a reduction of revenues
of approximately $8.7 million. The lower selling price in our wholesale division in 2004 compared to 2003 is the result of the lower cost of
propane in our wholesale division in addition to competitive pressure in certain markets.

Cost of Product Sold. Retail cost of product sold in fiscal 2004 was $112.1 million, an increase of $25.1 million or 29%, from retail cost of
product sold of $87.0 million in fiscal 2003. Approximately $10.4 million of this increase was attributable to the increase in the average cost of
propane in our retail division as described above and a net additional increase of approximately $15.7 million the result of retail propane
acquisition-related volume described above in excess of the lesser volumes from existing locations. This increase was partially offset by an
approximate $1.0 million decrease in other retail cost of product sales. Wholesale cost of product sold in fiscal 2004 was $246.9 million, an
increase of $66.9 million or 37%, from wholesale cost of product sold of $180.0 million in 2003. Approximately $25.8 million of this increase
was related to the cost generated by our NGL business in California in fiscal 2004 in addition to an increase of approximately $44.0 million as a
result of the increased volumes experienced in our wholesale propane areas of operations. These increases were partially offset by the average
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lower cost of product in our wholesale division resulting in an approximate $2.9 million decrease. Our cost of product sold consists of tangible
products sold including all propane and other natural gas liquids sold and all propane-related appliances sold. Other costs incurred in conjunction
with the distribution of these products are included in operating and administrative expenses and consist primarily of wages to delivery
personnel and delivery vehicle costs consisting of fuel costs, repair and maintenance and lease expense. These costs approximated $23.5 million
and $17.2 million in 2004 and 2003, respectively. In addition, the depreciation expense associated with the delivery vehicles is reported within
depreciation and amortization expense and amounted to $4.7 million and $3.6 million in 2004 and 2003, respectively. Since we include these
costs in our operating and administrative expenses rather than in cost of product sold, our results may not be comparable to other entities in our
lines of business if they include these costs in cost of product sold.

Gross Profit. Retail gross profit was $106.0 million in fiscal 2004 compared to $86.1 million in fiscal 2003, an increase of $19.9 million, or
23%. This increase was primarily attributable to the increase in retail gallons sold primarily as a result of
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acquisitions which accounted for approximately $16.0 million of the increase as well as an increase in margin per gallon which amounted to an
increase of approximately $3.2 million. These increases were partially offset by approximately $2.3 million lesser retail propane gross profit at
our existing locations due to the warmer weather in fiscal 2004 and the deferral of purchases by our customers due to the higher cost of propane
in 2004 as compared to 2003. The increase in margin per gallon is primarily the result of our ability to increase our selling prices in certain
markets in excess of our increased cost of propane. Other retail gross profit increased by approximately $3.0 million as a result of acquisitions.
Wholesale gross profit was $17.5 million (after elimination of gross profit attributable to our retail operations) in fiscal 2004 compared to $10.3
million in fiscal 2003, an increase of $7.2 million or 70%. Approximately $11.7 million of this increase is due to the gross profit generated by
our NGL business in fiscal 2004, and approximately $1.3 million is a result of increased wholesale volumes from our existing business. These
increases were partially offset by lesser margin per gallon from our existing business resulting in lesser gross profit of approximately $5.8
million. The decrease in the wholesale margin per gallon is attributable to the volatile propane costs resulting in our inability to sell the product
at an appropriate price to maintain our historical margin per gallon.

Operating and Administrative Expenses. Operating and administrative expenses increased $22.1 million, or 37%, to $81.3 million in fiscal 2004

as compared to $59.2 million in fiscal 2003. The increase in our operating and administrative expenses were primarily attributable to increases in
personnel expenses of $13.4 million, general operating expenses of $5.9 million including insurance, professional services and facility costs, and
increased vehicle costs of $2.8 million resulting primarily from acquisitions.

Depreciation and Amortization. Depreciation and amortization increased $7.3 million, or 52%, to $21.1 million in fiscal 2004 from $13.8
million in fiscal 2003 as a result of retail propane acquisitions as well as the acquisition of our NGL business in California in October of 2003.

Interest Expense. Interest expense decreased $2.1 million, or 21%, to $7.9 million in fiscal 2004 as compared to $10.0 million in fiscal 2003.
Interest expense decreased primarily due to an approximate 2.15% lower average interest rate in 2004 compared to 2003, partially offset by an
approximate $6.7 million increase in the average debt outstanding in 2004 compared to 2003 including the January 2004 early retirement of the
$85.0 million senior secured notes. The average debt outstanding in 2004 was greater than that outstanding on average compared to 2003 as a
result of borrowings for acquisitions exceeding the utilization of net proceeds from our common unit offerings for debt repayment.

Interest Expense and Income related to Make Whole Premium Charge, Write-off of Deferred Financing Costs, and Swap Value Received. In
January 2004, we repaid in full our $85.0 million senior secured notes before their scheduled maturity dates. As such, we were required to pay
an additional amount of approximately $17.9 million as a make-whole payment which was recorded as a charge to earnings in the quarter ended
March 31, 2004. We used proceeds from our January 2004 common unit offering and borrowings from our bank credit facility for this
repayment. In addition, we also recorded a charge to earnings of approximately $1.2 million to write-off deferred financing costs associated with
the senior secured notes. Partially offsetting these charges was a $0.9 million gain from the cancellation of interest rate swap agreements also
associated with the senior secured notes.

Net Income (loss). Net loss for fiscal 2004 was $4.6 million compared to net income of $13.5 million in fiscal 2003. The net loss is primarily a
result of net charges of $18.2 million associated with the early retirement of the senior secured notes through an equity offering which together
with higher operating expenses and higher depreciation and amortization as a result of acquisitions offset the increased gross profit.

EBITDA. In fiscal 2004, income before interest, taxes, depreciation and amortization was $42.8 million compared to $37.4 million in fiscal
2003. The increase was primarily attributable to increased sales volumes and higher retail propane margins partially offset by an increase in
operating and administrative expenses. EBITDA is defined as income before taxes, plus net interest expense (inclusive of write-off of deferred
financing costs, interest expense related to make whole premium charge, less gain from termination of interest rate swap agreement) and
depreciation and amortization expense. EBITDA should not be considered an alternative to net income, income before income taxes, cash flows
from operating activities, or any other measure of financial performance calculated in accordance with generally accepted accounting principles
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as those items are used to measure operating performance, liquidity or ability to service debt obligations. We believe that EBITDA provides
additional information for evaluating our ability to make the minimum quarterly distribution and is presented solely as a supplemental measure.
EBITDA, as we define it, may not be comparable to EBITDA or similarly titled measures used by other corporations or partnerships.
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EBITDA:

Net income (loss)

Interest expense, net

Write off of deferred financing costs

Interest expense related to make whole premium charge
Interest income related to swap value received
Provision for income taxes

Depreciation and amortization

EBITDA

Year Ended
September 30,

2004 2003

(in thousands)

$ 4,596) $13512

7,878 9,982
1,216
17,949
(949)

167 103

21,089 13,843

$42,754  $37,440

Fiscal Year Ended September 30, 2003 Compared to Fiscal Year Ended September 30, 2002

Volume. During fiscal 2003, Inergy, L.P. sold 119.7 million retail gallons of propane, an increase of 31.2 million gallons, or 35%, from the 88.5
million retail gallons sold in fiscal 2002. The increase in retail sales volume was principally due to the November 2001 acquisition of Pro Gas,
the December 2001 acquisition of Independent Propane Company, the October 2002 acquisition of Hancock Gas, and the July 2003 acquisition
of United Propane which acquisitions resulted in increased sales volume of approximately 20.1 million gallons in 2003 over 2002. In addition,
the weather was approximately 18% colder in fiscal 2003 as compared to fiscal 2002 in our retail areas of operations, and approximately 6%
colder than normal with this colder weather accounting for the balance of the increase in retail propane sales volume.

Wholesale gallons delivered increased 27.8 million gallons, or 11%, to 284.7 million gallons in fiscal 2003 from 256.9 million gallons in fiscal
2002. This increase was primarily attributable to growth of our existing wholesale operations and partially due to the colder weather in 2003 in
our wholesale areas of operations.

Revenues. Revenues in fiscal 2003 were $363.4 million, an increase of $154.7 million, or 74%, from $208.7 million of revenues in fiscal 2002.

Revenues from retail sales were $173.1 million in fiscal 2003 (after elimination of sales to our wholesale operations), an increase of $61.4
million, or 55%, from $111.7 million in fiscal 2002. These revenues consist of retail propane sales, transportation revenues, tank rentals, heating
oil sales, appliance sales and service. Retail propane revenues represented approximately $58.2 million of the increase with approximately $24.4
million of this increase attributable to acquisition-related volume, approximately $18.3 million of the increase the result of higher selling prices
of propane due to the higher cost of propane and the remaining $15.5 million increase a result of volume increases at our existing locations
primarily as a result of colder weather in fiscal 2003. The remaining $3.2 million increase in retail revenues is due to increases in other retail
revenues as a result of acquisitions.

Revenues from wholesale sales were $190.3 million (after elimination of sales to our retail operations) in fiscal 2003, an increase of $93.3
million or 96%, from $97.0 million in fiscal 2002. Approximately $74.7 million of this increase was the result of an increase in selling prices
due to the higher cost of propane in 2003 over 2002 with the balance of the increase of approximately $18.6 million primarily attributable to
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colder weather in 2003, thus higher wholesale volumes.

Cost of Product Sold. Retail cost of product sold in fiscal 2003 was $87.0 million, an increase of $43.9 million, or 103%, from retail cost of
product sold of $43.1 million in fiscal 2002. Approximately $20.6 million of this increase was the result of higher retail propane volume sales
and $20.7 million of the increase attributable to the higher average cost of propane. The $2.6 million balance of the increase in retail cost of
product sold is due to increases in other retail product sales as a result of acquisitions. Wholesale cost of product sold in fiscal 2003 was $180.0
million, an increase of $88.1 million, or 96%, from wholesale cost of product sold of $91.9 million in 2002. Approximately $70.5 million of this
increase was attributable to an increase in the average per gallon cost of propane, with the balance of the increase, $17.6 million, the result of the
increased sales volume. Our cost of product sold consists of tangible products sold including all propane and other natural gas liquids sold and
all propane-related appliances sold. Other costs incurred in conjunction with the distribution of these products are included in operating and
administrative expenses and consist primarily of wages to delivery personnel and delivery vehicle costs consisting of fuel costs, repair and
maintenance and lease expense. These costs approximated $17.2 million and $12.1 million in 2003 and 2002, respectively. In addition, the
depreciation expense associated with the delivery vehicles is reported within depreciation and amortization expense and amounted to $3.6
million and $2.9 million in 2003 and 2002, respectively. Since we include these costs in our operating and administrative expenses rather than in
cost of
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product sold, our results may not be comparable to other entities in our lines of business if they include these costs in cost of product sold.

Gross Profit. Retail gross profit was $87.0 million in fiscal 2003 compared to $69.4 million in fiscal 2002, an increase of $17.6 million, or 25%.
This increase was primarily attributable to an increase in retail gallons sold due to acquisitions resulting in an increase of approximately $12.2
million and an additional $7.2 million increase the result of the increased volume from existing locations due to the colder weather, offset by
approximately $2.4 million due to lower margins per gallon. The approximate 4% lower retail margin per gallon was attributable to rapidly
escalating propane prices during the winter period resulting in our being unable to fully pass along to our retail customers the higher costs. Other
retail gross profits increased by approximately $0.6 million due to acquisitions. Wholesale gross profit was $10.3 million (after elimination of
gross profit attributable to our retail operations) in fiscal 2003 compared to $5.1 million in fiscal 2002, an increase of $5.2 million, or 102%.
Approximately $1.0 million of this increase was attributable to an increase in wholesale volume primarily due to the colder weather with the
remaining increase of approximately $4.2 million the result of our wholesale division s ability to capture higher selling prices despite the higher
cost environment in 2003 compared to 2002.

Operating and Administrative Expenses. Operating and administrative expenses increased $13.9 million, or 31%, to $59.2 million in fiscal 2003
as compared to $45.3 million in fiscal 2002. The increase in our operating and administrative expenses were primarily attributable to an increase
in personnel expenses of $7.9 million, general operating expenses of $4.7 million including insurance, professional services and facility costs
and vehicle expenses of $1.3 million resulting primarily from acquisitions.

Depreciation and Amortization. Depreciation and amortization increased $2.4 million, or 21%, to $13.8 million in fiscal 2003 from $11.4
million in fiscal 2002 primarily as a result of retail acquisitions.

Interest Expense. Interest expense increased $1.0 million, or 12%, to $10.0 million in fiscal 2003 as compared to $9.0 million, including interest
expense related to write-off of deferred financing costs of $0.6 million, in fiscal 2002. This increase is the result of the higher interest rates
associated with the senior secured notes issued in June 2002 and higher average borrowings outstanding during fiscal 2003 as compared to fiscal
2002 principally related to acquisition financing.

Net Income. Net income increased $5.2 million, or 63%, to $13.5 million in fiscal 2003 from $8.3 million in fiscal 2002. This increase in net
income was attributable to the increase in retail and wholesale gross profit, partially offset by increases in operating and administrative expenses,
depreciation and amortization, and interest expense, all primarily the result of acquisitions.

EBITDA. Tn fiscal 2003, income before interest, taxes, depreciation and amortization was $37.4 million compared to $28.8 million in fiscal
2002. The increase was primarily attributable to increased sales volumes partially offset by an increase in operating and administrative expenses.
EBITDA is defined as income before taxes, plus interest expense and depreciation and amortization expense, less interest income. EBITDA
should not be considered an alternative to net income, income before income taxes, cash flows from operating activities, or any other measure of
financial performance calculated in accordance with generally accepted accounting principles as those items are used to measure operating
performance, liquidity or ability to service debt obligations. We believe that EBITDA provides additional information for evaluating our ability
to make the minimum quarterly distribution and is presented solely as a supplemental measure. EBITDA, as we define it, may not be
comparable to EBITDA or similarly titled measures used by other corporations or partnerships.

Year Ended
September 30,
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EBITDA (in thousands)

EBITDA:

Net income

Interest expense

Interest expense related to write-off of deferred financing costs
Provision for income taxes

Depreciation and amortization

EBITDA

Liquidity and Sources of Capital

2003 2002
$13,512  $ 8309
9,982 8,365
585
103 93
13,843 11,444
$37,440 $28,796

In January 2004, Inergy, L.P. issued 3,625,000 Common Units in a public offering, resulting in proceeds of $83.3 million, net of underwriter s

discount, commission, and offering expenses. Inergy Partners, LLC contributed $1.8 million in
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cash to Inergy, L.P. in conjunction with the issuance in order to maintain its 2% non-managing general partner interest. These funds were used to
repay borrowings under our credit agreement.

In August 2004, Inergy, L.P. issued 1,300,000 Common Units to Tortoise Energy Infrastructure Corporation resulting in proceeds of $29.9
million, net of underwriter s discount, commission, and offering expenses.

Cash flows provided by operating activities of $32.2 million in fiscal 2004 consisted primarily of: net loss of $4.6 million; net non-cash charges
of $42.4 million relating to depreciation and amortization of $21.1 million, interest expense related to make whole premium charge of $17.9
million associated with the early repayment of the senior secured notes and $3.4 million of other non-cash charges; and a decrease in cash flows
of $5.6 million associated with the changes in operating assets and liabilities, including net liabilities from price risk management activities. The
cash used in the changes in operating assets and liabilities is primarily due to an increase in propane inventory as a result of building our
inventory for the peak heating season and an increase in accounts receivable due to acquisition related growth, the seasonal nature of the
business and increased wholesale volumes, offset by an increase in accounts payable due to propane purchases and an increase in net assets from
price risk management activities which is consistent with the increase in wholesale inventory. Cash flows provided by operating activities of
$34.4 million in fiscal 2003 consisted primarily of: net income of $13.5 million; net non-cash charges of $16.2 million, principally related to
depreciation and amortization of $13.8 million and $2.4 million of other non-cash charges; and $4.7 million associated with the changes in
operating assets and liabilities, including net liabilities from price risk management activities. The cash provided by the changes in operating
assets and liabilities is primarily due to a decrease in propane inventory resulting from our decision to reduce physical position in our wholesale
operations due to higher propane costs, and an increase in accounts payable due primarily to acquisition related growth. These changes were
partially offset by the effects of working capital used by the reduction in price risk management liabilities, consistent with the reduction in
wholesale propane inventories, and an increase in accounts receivable related to the growth of our retail and wholesale operations.

Cash used in investing activities was $98.3 million in fiscal 2004 as compared to $34.5 million in fiscal 2003. Fiscal 2004 investing activities
included a use of cash of $85.2 million, net of cash acquired, for the acquisition of sixteen retail propane companies and our NGL business in
California. Fiscal 2003 investing activities included a use of cash of $25.9 million, net of cash acquired, for the acquisition of twelve retail
propane companies. Additionally, in fiscal 2004 and 2003, we expended $14.5 million and $6.2 million, respectively for additions of property,
plant and equipment to accommodate our growing operations. Deferred financing costs of $0.9 million and $3.0 million were incurred in fiscal
2004 and 2003, respectively, related to debt incurred to complete the acquisitions.

Cash provided by financing activities was $64.9 million in fiscal 2004 and $1.5 million in fiscal 2003. Cash provided by financing activities in
fiscal 2004 and fiscal 2003 included net borrowings of $5.2 million and $1.9 million, respectively, under debt agreements, including borrowings
and repayments of our revolving working capital and acquisition credit facility and the early repayment in full of our senior secured notes in the
second quarter of fiscal 2004. The early repayment of our senior secured notes resulted in interest expense related to make whole premium
payment to the lenders in the amount of $17.9 million. In addition, net proceeds were received from the issuance of Common Units of $113.2
million and $23.3 million in fiscal 2004 and 2003, respectively. Offsetting these cash sources were $37.4 million and $25.2 million of
distributions in fiscal 2004 and fiscal 2003, respectively.

At September 30, 2004 and 2003, we had goodwill of $78.1 million and $64.5 million, representing approximately 16% and 18% of total assets,
respectively. This goodwill is attributable to our acquisitions. We expect recovery of the goodwill through future cash flows associated with
these acquisitions.

At September 30, 2004, we were in compliance with all debt covenants to our credit facilities.
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The following table summarizes our company s long-term debt and operating lease obligations as of September 30, 2004, in thousands of dollars:

Less than After 5
Total 1 year 1-3 years 4-5 years years

Aggregate amount of principal and interest to be paid on the outstanding

(@)

long-term debt $146,810 § 28,621 $116461 $ 997 $ 731

Future minimum lease payments under noncancelable operating leases 14,887 5,072 6,715 2,810 290
Fixed price purchase commitments 134,886 134,886
Standby letters of credit 5,645 5,645

@ $132.2 million of our long-term debt is variable interest rate debt at prime rate or LIBOR plus an applicable spread. These rates plus their
applicable spreads were between 3.77% and 4.75% at September 30, 2004. These rates have been applied for each period presented in the
table.

As of September 30, 2004, total energy contracts had an outstanding net fair value, recorded as a (liability) of $(6.6) million, as compared to
total energy contracts outstanding with a net fair value at September 30, 2003 of $3.1 million. The net change of $(9.7) million includes a net
increase in fair value of $0.7 million from energy contracts settled during the 2004 fiscal year period, and a net decrease of $(10.4) million from
other changes in fair value related to net unrealized gains on energy contracts still outstanding at the end of fiscal 2004. Of the outstanding fair
value as of September 30, 2004, energy contracts with a maturity of less than one year totaled $(6.6) million, and there were no energy contracts
maturing between one and two years. In addition, at September 30, 2004, the company has committed to purchase approximately 50 million
gallons of propane at future dates at the prevailing market price.

On September 28, 2004, our shelf registration statement (File No. 333-118941) was declared effective by the Securities and Exchange
Commission for the periodic sale by us of up to $625 million of Common Units, partnership securities and debt securities, or any combination
thereof. Pursuant to the shelf registration statement, we are permitted to issue these securities from time to time for general business purposes,
including debt repayment, future acquisitions, capital expenditures and working capital, or for other potential uses identified in a prospectus
supplement. No offerings of partnership securities or debt securities under the shelf registration statement have been made since it was declared
effective.

After year end, Inergy entered into a definitive agreement to purchase 100% of the partnership interests in Star Gas Propane, L.P. for
approximately $475 million. We expect to fund the acquisition initially through a combination of debt and equity. Permanent financing for this
acquisition is expected to be put in place either prior to or shortly after the acquisition closing.

We believe that anticipated cash from operations and borrowings under our amended and restated credit facility described below will be
sufficient to meet our liquidity needs for the foreseeable future. If our plans or assumptions change or are inaccurate, or we make any
acquisitions, we may need to raise additional capital. We may not be able to raise additional funds or may not be able to raise such funds on
favorable terms.

Description of Credit Facility
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Effective May 27, 2004, Inergy Propane, LLC executed an Amended and Restated Credit Agreement (the Amended Facility ) with its existing
lenders in addition to others. The Amended Facility consists of a $75 million revolving working capital facility and a $225 million revolving
acquisition facility. The Amended Facility expires in July 2006 and carries terms, conditions and covenants substantially similar to the previous
credit agreement. The Amended Facility is guaranteed by Inergy, L.P. and its subsidiary. The May 2004 amendment has similar interest terms to
the previous credit agreement amended in July 2003, and accrues interest at either prime rate or LIBOR plus applicable spreads, resulting in
interest rates of between 3.77% and 4.75% at September 30, 2004. At September 30, 2004, borrowings outstanding under the credit facility were
$132.2 million, including $26.4 million under the revolving working capital facility. Of the outstanding credit facility balance of $132.2 million,
$109.8 million is classified as long-term in the accompanying 2004 consolidated balance sheet. At November 1, 2004, the borrowings
outstanding under the credit facility were $143.8 million, including $38.1 million under the revolving working capital facility.

During each fiscal year beginning October 1, the outstanding balance of the revolving working capital facility must be reduced to $4.0 million or
less for a minimum of 30 consecutive days during the period commencing March 1 and ending September 30 of each calendar year.
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The obligations under the credit facility are secured by first priority liens on all assets of Inergy Propane, LLC and its subsidiaries, the pledge of
all of Inergy Propane s equity interests in its subsidiaries and by a pledge of our membership interest in Inergy Propane.

Indebtedness under the credit facility bears interest at the option of Inergy Propane at either prime rate or LIBOR (preadjusted for reserves), plus
in each case, an applicable margin. The applicable margin varies quarterly based on Inergy Propane s leverage ratio. Inergy Propane will incur a
fee based on the average daily unused commitments under the credit facility.

Inergy Propane is required to use 100% of the net cash proceeds (that are not applied to purchase replacement assets) from asset dispositions
(other than the sale of inventory and motor vehicles in the ordinary course of business) to reduce borrowings under the credit facility during any
fiscal year in which unapplied net cash proceeds are in excess of $10 million. Any such mandatory prepayments are applied first to reduce
borrowings under the acquisition facility and then under the working capital facility.

In addition, the credit facility contains various covenants limiting the ability of Inergy Propane and its subsidiaries to (subject to various
exceptions), among other things:

grant or incur liens;

incur other indebtedness (other than permitted debt);

make investments, loans and acquisitions;

enter into a merger, consolidation or sale of assets;

enter into in any sale-leaseback transaction or enter into any new business;

issue or modify the terms of any equity or other securities,

enter into any agreement that conflicts with the credit facility or ancillary agreements;

make any change in its principles and methods of accounting as currently in effect, except as such changes are permitted by GAAP;

enter into certain affiliate transactions;

pay dividends or make distributions if we are in default under the credit agreement;

permit operating lease obligations to exceed $7.5 million in any fiscal year;
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enter into any debt which contains covenants more restrictive than those of the credit facility;

enter into put agreements granting put rights with respect to equity interests of Inergy Propane or its subsidiaries; and

modify their respective organizational documents.

In addition, Inergy, L.P. is prohibited from incurring indebtedness except its guarantee of the credit facility.

Furthermore, the credit facility contains the following financial covenants:

the ratio of consolidated EBITDA (as defined in the credit facility) to consolidated interest expense (as defined in the credit facility)
must be at least 2.5 to 1.0 for any fiscal quarter; and

the ratio of total funded debt (as defined in the credit facility) to consolidated EBITDA may not exceed 4.75 to 1.0;

the ratio of consolidated Inergy, L.P. total funded debt (as defined in the credit facility) to consolidated EBITDA may not exceed
5.00 to 1.0.

Each of the following is an event of default under the credit facility:

default in payment of principal when due;
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default in payment of interest, fees or other amounts within three days of their due date;

violation of specified affirmative and negative covenants;

default in performance or observance of any term, covenant, condition or agreement contained in the credit facility or ancillary
agreements;

specified cross-defaults;

bankruptcy and other insolvency events of Inergy Propane, its subsidiaries or Inergy, L.P.;

impairment of the enforceability or the validity of agreements relating to the credit facility;

judgments exceeding $2.5 million against Inergy Propane, its subsidiaries or Inergy, L.P. are undischarged or unstayed for 30 days;

certain change of control events; and

a condition or event occurs that could have a material adverse effect in the reasonable judgment of two-thirds of the credit facility
lenders.

On June 7, 2002, we entered into a note purchase agreement with a group of institutional lenders pursuant to which it issued $85.0 million
aggregate principal amount of senior secured notes with a weighted average interest rate of 9.07% and a weighted average maturity of 5.9 years.
The senior secured notes consist of the following: $35.0 million principal amount of 8.85% senior secured notes with a 5-year maturity, $25.0
million principal amount of 9.10% senior secured notes with a 6-year maturity, and $25.0 million principal amount of 9.34% senior secured
notes with a 7-year maturity. The senior secured notes have covenants similar to the credit agreement. The proceeds from the issuance of the
senior secured notes were used to repay borrowings under our credit facilities to fund the Independent Propane Company and Pro Gas
acquisitions earlier in fiscal 2002.

The funds from a public unit offering, together with net new borrowings under the revolving credit facility were used to repay in full $85.0
million aggregate principal amount of senior secured notes, plus interest expense related to a make whole premium charge of approximately
$17.9 million in January 2004. All interest rate swap agreements were cancelled in conjunction with the repayment of $85 million of senior
secured notes. The interest expense related to the make whole premium charge of $17.9 million was recorded as a charge to earnings in the
quarter ended March 31, 2004 together with the write-off of the $1.2 million deferred financing costs associated with the senior secured notes,
partially offset by a $0.9 million gain from the cancellation of the interest rate swaps.

Recent Accounting Pronouncements

In January 2003, the Financial Accounting Standards Board ( FASB ) issued Interpretation No. 46, Consolidation of Variable Interest Entities.
Interpretation No. 46 requires that the assets, liabilities and results of the activity of variable interest entities be consolidated into the financial
statements of the company that has the controlling financial interest. Interpretation No. 46 also provides the framework for determining whether
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a variable interest entity should be consolidated based on voting interests or significant financial support provided to it. Interpretation No. 46
became effective for us on October 1, 2003 for variable interest entities created prior to February 1, 2003. The adoption of Interpretation No. 46
did not have a material impact on our consolidated financial statements.

SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity, establishes standards for how
an issuer classifies and measures certain financial instruments with characteristics of both liabilities and equity. It requires that an issuer classify
a financial instrument that is within its scope as a liability (or an asset in some circumstances). Many of those instruments were previously
classified as equity. This statement is effective for the fiscal year ending September 30, 2004. The adoption of SFAS No. 150 did not have a
material effect on the Company s consolidated financial statements.

Critical Accounting Policies

Accounting for Price Risk Management. Our wholesale operations, holds propane inventory, sells propane to various propane users, retailers,
and resellers and offers price risk management services to these customers as part of our marketing and distribution operations. Our wholesale
operations also sell propane to energy marketers and dealers and therefore we enter into fixed price forward purchase and sales contracts.
Derivative financial instruments utilized in connection with these activities are accounted for using the mark-to-market method in accordance
with Statement of Financial Accounting
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Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities. Our overall objective for entering into such
derivative financial instruments, including those designated as fair value hedges of our inventory positions, is to manage our exposure to
fluctuations in commodity prices and changes in the fair market value of our inventories as well as to ensure an adequate physical supply will be
available.

SFAS No. 133 requires recognition of all derivative instruments in the balance sheets and measures them at fair value. Beginning in December
2002, certain of our commodity derivative financial instruments have been designated as hedges of selected inventory positions, and qualify as
fair value hedges, as defined in SFAS No. 133. For derivative instruments designated as hedges, we use regression analysis and the dollar offset
method to formally assesses, both at the hedge contract s inception and on an ongoing basis, whether the hedge contract is highly effective in
offsetting changes in fair value of hedged items. Changes in the fair value of derivative instruments designated as fair value hedges are reported
in the balance sheet as price risk management assets or liabilities. The ineffective portions of hedging derivatives are recognized immediately in
cost of product sold. Changes in the fair value of derivative instruments that are not designated as hedges are recorded in current period earnings
in accordance with SFAS No. 133.

Furthermore, we have elected to use the special hedge accounting rules in SFAS No. 133 and hedge the fair value of certain of our inventory
positions, whereby the hedged inventory is marked to market. Inventories purchased under energy contracts after October 25, 2002, and not
otherwise designated as being hedged, as discussed above, are carried at the lower-of-cost or market.

Revenue Recognition. Sales of propane and other liquids are recognized at the time product is shipped or delivered to the customer. Gas
processing and fractionation fees are recognized upon delivery of the product. Revenue from the sale of propane appliances and equipment is
recognized at the time of sale or installation. Revenue from repairs and maintenance is recognized upon completion of the service.

Impairment of Long-Lived Assets. Pursuant to SFAS No. 142, Goodwill and Other Intangible Assets, goodwill is subject to at least an annual
assessment for impairment by applying a fair-value-based test. Additionally, an acquired intangible asset should be separately recognized if the
benefit of the intangible asset is obtained through contractual or other legal rights, or if the intangible asset can be sold, transferred, licensed,
rented or exchanged, regardless of the acquirer s intent to do so.

Under the provisions of Statement No. 142, we completed the valuation of each of our reporting units and determined no impairment existed as
of September 30, 2004.

SFAS No. 144 modifies the financial accounting and reporting for long-lived assets to be disposed of by sale and it broadens the presentation of
discontinued operations to include more disposal transactions. We implemented SFAS No. 144 beginning in the fiscal year ending July 31, 2003,
with no material effect on our financial position, results of operations and cash flows.

Self Insurance. We are insured by third parties, subject to varying retention levels of self-insurance, which management considers prudent. Such
self-insurance relates to losses and liabilities primarily associated with workers compensation claims, general, product and vehicle liability, and
environmental exposures. Losses are accrued based upon management s estimates of the aggregate liability for claims incurred using certain
assumptions followed in the insurance industry and based on past experience.

Factors That May Affect Future Results of Operations, Financial Condition or Business
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We may not be able to generate sufficient cash from operations to allow us to pay the minimum quarterly distribution.

Since weather conditions may adversely affect the demand for propane, our financial condition and results of operations are
vulnerable to, and will be adversely affected by, warm winters.

If we do not continue to make acquisitions on economically acceptable terms, our future financial performance will be reliant upon
internal growth and efficiencies.

We cannot assure you that we will be successful in integrating our recent acquisitions.

Sudden and sharp propane price increases that cannot be passed on to customers may adversely affect our profit margins.
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Our indebtedness may limit our ability to borrow additional funds, make distributions to unitholders or capitalize on acquisition or
other business opportunities.

The highly competitive nature of the retail propane business could cause us to lose customers, thereby reducing our revenues.

If we are not able to purchase propane from our principal supplier, our results of operations would be adversely affected.

Competition from alternative energy sources may cause us to lose customers, thereby reducing our revenues.

Our business would be adversely affected if service at our principal storage facilities or on the common carrier pipelines we use is
interrupted.

Terrorist attacks, such as the attacks that occurred on September 11, 2001, have resulted in increased costs, and future war or risk of
war may adversely impact our results of operations.

We are subject to operating and litigation risks that could adversely affect our operating results to the extent not covered by
insurance.

Our results of operations and financial condition may be adversely affected by governmental regulation and associated
environmental regulatory costs.

Energy efficiency and new technology may reduce the demand for propane.

Due to our lack of asset diversification, adverse developments in our propane business would reduce our ability to make distributions
to our unitholders.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Interest Rate Risk

We have long-term debt and a revolving line of credit subject to the risk of loss associated with movements in interest rates. At September 30,
2004, we had floating rate obligations totaling approximately $132.2 million for amounts borrowed under our credit agreement. These floating
rate obligations expose us to the risk of increased interest expense in the event of increases in short-term interest rates.

If the floating rate were to increase by 100 basis points from September 2004 levels, our combined interest expense would increase by a total of
approximately $1.3 million per year.

Commodity Price, Market and Credit Risk
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Inherent in our contractual portfolio are certain business risks, including market risk and credit risk. Market risk is the risk that the value of the
portfolio will change, either favorably or unfavorably, in response to changing market conditions. Credit risk is the risk of loss from
nonperformance by suppliers, customers or financial counterparties to a contract. We take an active role in managing and controlling market and
credit risk and have established control procedures, which are reviewed on an ongoing basis. We monitor market risk through a variety of
techniques, including daily reporting of the portfolio s position to senior management. We attempt to minimize credit risk exposure through
credit policies and periodic monitoring procedures. The counterparties associated with assets from price risk management activities as of
September 30, 2004 and 2003 were propane retailers, resellers and consumers and energy marketers and dealers.

The propane industry is a margin-based business in which gross profits depend on the excess of sales prices over supply costs. As a result, our
profitability will be sensitive to changes in wholesale prices of propane caused by changes in supply or other market conditions. When there are
sudden and sharp increases in the wholesale cost of propane, we may not be able to pass on these increases to our customers through retail or
wholesale prices. Propane is a commodity and the price we pay for it can fluctuate significantly in response to supply or other market conditions.
We have no control over supply or market conditions. In addition, the timing of cost pass-throughs can significantly affect margins. Sudden and
extended wholesale price increases could reduce our gross profits and could, if continued over an extended period of time, reduce demand by
encouraging our retail customers to conserve or convert to alternative energy sources.

We engage in hedging transactions, including various types of forward contracts, options, swaps and future contracts, to reduce the effect of
price volatility on our product costs, protect the value of our inventory positions, and to help ensure the
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availability of propane during periods of short supply. We attempt to balance our contractual portfolio by purchasing volumes only when we
have a matching purchase commitment from our wholesale customers. However, we may experience net unbalanced positions from time to time
which we believe to be immaterial in amount. In addition to our ongoing policy to maintain a balanced position, for accounting purposes we are
required, on an ongoing basis, to track and report the market value of our purchase obligations and our sales commitments.

Notional Amounts and Terms

The notional amounts and terms of these financial instruments as of September 30, 2004 and 2003 include fixed price payor for 4.9 million and
3.0 million barrels of propane, respectively, and fixed price receiver for 6.5 million and 4.8 million barrels of propane, respectively. Notional
amounts reflect the volume of transactions, but do not represent the amounts exchanged by the parties to the financial instruments. Accordingly,
notional amounts do not accurately measure our exposure to market or credit risks.

Fair Value

The fair value of the derivative financial instruments related to price risk management activities as of September 30, 2004 and 2003 was assets
of $23.0 million and $8.9 million related to propane, respectively, and liabilities of $29.6 million and $5.8 million related to propane,
respectively. All intercompany transactions have been appropriately eliminated. The market prices used to value these transactions reflect
management s best estimate considering various factors including closing exchange and over-the-counter quotations, recent transactions, time
value and volatility factors underlying the commitments. The net change in unrealized gains and losses related to all price risk management
activities and propane based financial instruments for the years ended September 30, 2004, 2003 and 2002 of $(1.2) million, $0.8 million and
$0.1 million, respectively, are included in cost of product sold in the accompanying consolidated statements of operations.

The following table summarizes the change in the unrealized fair value of our energy contracts related to our risk management activities for the
years ended September 30, 2004 and 2003 where settlement has not yet occurred (in thousands of dollars):

Year Ended
September 30, Year Ended
2004 September 30, 2003

Net unrealized gains and (losses) in fair value of contracts outstanding at
beginning of period $ 3,104 $ (4,653)
Initial recorded value of new contracts entered into during the period 2,723
Change in fair value of contracts attributable to market movement during the
year (13,148) 4,479
Realized (gains)/losses recognized 695 3,278
Net unrealized gains and (losses) in fair value of contracts outstanding at
September 30, 2004 and 2003 $ (6,626) $ 3,104

Of the outstanding unrealized gain as of September 30, 2004, all contracts had a maturity of less than one year.
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Sensitivity Analysis

A theoretical change of 10% in the underlying commodity value would result in an approximate $0.1 million change in the market value of the
contracts as there were approximately 1.5 million gallons of net unbalanced positions at September 30, 2004.

Item 8. Financial Statements and Supplementary Data.

Reference is made to the financial statements and report of independent registered public accounting firm included later in this report under Item
15.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures

The Company maintains controls and procedures designed to ensure that information required to be disclosed in the reports that the Company
files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and
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reported within the time periods specified by the rules and forms of the SEC, and that information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required
disclosure. An evaluation was performed under the supervision and with the participation of the Company s management, including the Chief
Executive Officer and the Chief Financial Officer, of the effectiveness of the design and operation of the Company s disclosure controls and
procedures (as such terms are defined in Rule 13a-15(e) and 15d-15(e) of the Exchange Act). Based upon that evaluation, management,
including the Chief Executive Officer and the Chief Financial Officer, concluded that the Company s disclosure controls and procedures were
adequate and effective as of September 30, 2004.

There have been no changes in the Company s internal controls over financial reporting (as defined in Rule 13(e)-15 or Rule 15d-15(f) of the
Exchange Act) or in other factors during the Company s fiscal year covered by this report that has materially affected, or is reasonably likely to
materially affect, the Company s internal controls over financial reporting, and there have been no corrective actions with respect to significant
deficiencies and material weaknesses in our internal controls.

Item 9B. Other Information

None.

PART 111

Item 10. Directors and Executive Officers of the Registrant.

Our Managing General Partner Manages Inergy, L.P.

Inergy GP, LLC, our managing general partner, manages our operations and activities. Our managing general partner is not elected by our
unitholders and will not be subject to re-election on a regular basis in the future. Our managing general partner may not be removed unless that
removal is approved by the vote of the holders of not less than 66 2/3% of the outstanding units, including units held by the general partners and
their affiliates, and we receive an opinion of counsel regarding limited liability and tax matters. Any removal of the managing general partner is
also subject to the approval of a successor managing general partner by the vote of the holders of a majority of the outstanding Common Units
and subordinated units, voting as separate classes. Unitholders do not directly or indirectly participate in our management or operation. Our
managing general partner owes a fiduciary duty to the unitholders. Our managing general partner is liable, as a general partner, for all of our
debts (to the extent not paid from our assets), except for specific nonrecourse indebtedness or other obligations. Whenever possible, our
managing general partner intends to incur indebtedness or other obligations that are nonrecourse.

Our managing general partner may appoint two independent directors to serve on a conflicts committee to review specific matters which the
board of directors believes may involve conflicts of interest. A conflicts committee will determine if the resolution of any conflict of interest
submitted to it is fair and reasonable to us. In addition to satisfying certain other requirements, the members of the conflicts committee must
meet the independence standards for service on an audit committee of a board of directors, which standards are established by the Nasdaq
National Market. Any matters approved by the conflicts committee will be conclusively deemed to be fair and reasonable to us, approved by all
of our partners, and not a breach by our managing general partner of any duties it may owe us or our unitholders. Two members of the board of
directors also serve on a compensation committee, which oversees compensation decisions for the officers of Inergy GP, LLC as well as the
compensation plans described below. The members of the compensation committee are Warren H. Gfeller and Arthur B. Krause. The audit
committee s primary responsibilities are to monitor: (a) the integrity of our financial reporting process and internal control system; (b) the
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independence and performance of the outside auditors; and (c) the disclosure controls and procedures established by management. The members
of the audit committee must meet the independence standards established by the Nasdaq national market. The members of the audit committee
are Warren H. Gfeller and Arthur B. Krause. The board of directors of our managing general partner has determined that Mr. Gfeller is an audit
committee financial expert based upon the experience stated in his biography. We believe that he is independent of management.

As is commonly the case with publicly-traded limited partnerships, we are managed and operated by our officers and are subject to the oversight
of the directors of our managing general partner. The board of directors of our managing general partner is presently composed of five directors.

Inergy Holdings, LLC owns our non-managing general partner and our managing general partner. As the sole member of our managing general
partner, Inergy Holdings has the power to elect our board of directors.

In January 2001, a group of investors in our predecessor acquired the contractual right to elect one member of our board of directors until certain
events occurred related to the subordination period of our senior subordinated units. Warren H
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Gfeller was the board designee of this investor group. Mr. Gfeller is affiliated with Clayton-Hamilton, LLC, and a member of this investor
group.

Directors and Executive Officers

The following table sets forth certain information with respect to the executive officers and members of the board of directors of our managing
general partner. Executive officers and directors will serve until their successors are duly appointed or elected.

Executive Officers and Directors Age  Position with the Managing General Partner

John J. Sherman 49  President, Chief Executive Officer and Director
Phillip L. Elbert 46 Executive Vice President - Operations and Director
David G. Dehaemers, Jr. 44 Executive Vice President - Corporate Development
R. Brooks Sherman, Jr. 39 Senior Vice President and Chief Financial Officer
Dean E. Watson 46  Senior Vice President - Wholesale and Supply Logistics
Carl A. Hughes 50  Vice President - Business Development

Laura L. Ozenberger 46  Vice President - General Counsel and Secretary
Warren H. Gfeller 52 Director

Arthur B. Krause 63 Director

Robert A. Pascal 70  Director

John J. Sherman. Mr. Sherman has served as President, Chief Executive Officer and a director of our managing general partner since March
2001, and of our predecessor from 1997 until July 2001. Prior to joining our predecessor, he was a vice president with Dynegy Inc. from 1996
through 1997. He was responsible for all downstream propane marketing operations, which at the time were the country s largest. From 1991
through 1996, Mr. Sherman was the president of LPG Services Group, Inc., a company he co-founded and grew to become one of the nation s
largest wholesale marketers of propane before Dynegy acquired LPG Services in 1996. From 1984 through 1991, Mr. Sherman was a vice
president and member of the management committee of Ferrellgas, which is one of the country s largest retail propane marketers.

Phillip L. Elbert. Mr. Elbert has served as Executive Vice President Operations of our managing general partner since March 2001. He joined
our predecessor as Executive Vice President Operations in connection with our acquisition of the Hoosier Propane Group in January 2001. Mr.
Elbert joined the Hoosier Propane Group in 1992 and was responsible for overall operations, including Hoosier s retail, wholesale, and
transportation divisions. From 1987 through 1992, he was employed by Ferrellgas, serving in a number of management positions relating to
retail, transportation and supply. Prior to joining Ferrellgas, he was employed by Buckeye Gas Products, a large propane marketer from 1981 to
1987.

David G. Dehaemers. Mr. Dehaemers has served as Executive Vice President Corporate Development since September 2003. Prior to joining
Inergy, Mr. Dehaemers served as the Vice President-Corporate Development of Kinder Morgan G.P., Inc. (the general partner of Kinder Morgan
Energy Partners, L.P.) and Kinder Morgan, Inc. from 2000 until 2003. He served as Vice President and Chief Financial Officer of Kinder
Morgan, Inc. from 1999 until 2000. He served as Vice President, Chief Financial Officer and Treasurer of Kinder Morgan G.P., Inc. from 1997
until 2000.
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R. Brooks Sherman, Jr. Mr. Brooks Sherman, Jr. (no relation to Mr. John Sherman) has served as Senior Vice President since September 2002
and Chief Financial Officer of our managing general partner since March 2001. Mr. Sherman previously served as Vice President from March
2001 until September 2002. He joined our predecessor in December 2000 as Vice President and Chief Financial Officer. From 1999 until joining
our predecessor, he served as chief financial officer of MCM Capital Group. From 1996 through 1999, Mr. Sherman was employed by National
Propane Partners, a publicly traded master limited partnership, first as its controller and chief accounting officer and subsequently as its chief
financial officer. From 1995 to 1996, Mr. Sherman served as chief financial officer for Berthel Fisher & Co. Leasing Inc. and prior to 1995, Mr.
Sherman was in public accounting with Ernst & Young and KPMG Peat Marwick.

Dean E. Watson. Mr. Watson has served as Senior Vice President of Wholesale, Supply Logistics & Transportation of our managing general
partner since September 2002. From 1999 to 2002 he served as President and CEO of Texas Encore Materials. From 1982 to 1999, Mr. Watson
worked for Koch Industries. While at Koch, Mr. Watson served in a variety of
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roles, including President and CEO of Koch Agriculture from 1995 to 1999, President of Koch Nitrogen Company from 1992 to 1995 and Vice
President of Koch Carbon, Inc. from 1988 to 1990.

Carl A. Hughes. Mr. Hughes has served as Vice President of Business Development of our managing general partner since March 2001. He
joined our predecessor as Vice President of Business Development in 1998. From 1996 through 1998, he served as a regional manager for
Dynegy Inc., responsible for propane activities in 17 Midwest and northeastern states. From 1993 through 1996, Mr. Hughes served as a regional
marketing manager for LPG Services Group. From 1985 through 1992, Mr. Hughes was employed by Ferrellgas where he served in a variety of
management positions.

Laura L. Ozenberger. Ms. Ozenberger has served as Vice President General Counsel & Secretary since February 2003. From 1990 to 2003, Ms.
Ozenberger worked for Sprint Corporation. While at Sprint, Ms. Ozenberger served in a number of management roles in the Legal and Finance
departments, including Assistant Corporate Secretary from 1996 through 2003. Prior to 1990, Ms. Ozenberger was in a private legal practice.

Warren H. Gfeller. Mr. Gfeller has been a member of our managing general partner s board of directors since March 2001. He was a member of
our predecessor s board of directors from January 2001 until July 2001. He has engaged in private investments since 1991. From 1984 to 1991,
Mr. Gfeller served as president and chief executive officer of Ferrellgas, Inc., a retail and wholesale marketer of propane and other natural gas
liquids. Mr. Gfeller began his career with Ferrellgas in 1983 as an executive vice president and financial officer. Prior to joining Ferrellgas, Mr.
Gfeller was the Chief Financial Officer of Energy Sources, Inc. and a CPA at Arthur Young & Co. He also serves as a director of Zapata
Corporation and Duckwall-ALCO Stores, Inc.

Arthur B. Krause. Mr. Krause has been a member of our managing general partner s board of directors since May 2003. Mr. Krause retired
from Sprint Corporation in 2002, where he served as Executive Vice President and Chief Financial Officer from 1988 to 2002. He was President
of United Telephone-Eastern Group from 1986 to 1988. From 1980 to 1986, he was Senior Vice President of United Telephone System. He also
serves as a director of Westar Energy and Callnet Enterprises, Inc.

Robert A. Pascal. Mr. Pascal joined our managing general partner s board of directors in July 2003, upon our acquisition of the assets of United
Propane, Inc. As the owner and Chief Executive Officer of United Propane, he has 40 years of industry experience.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our company s directors and executive officers, and persons who own more than
10% of any class of equity securities of our company registered under Section 12 of the Exchange Act, to file with the Securities and Exchange
Commission initial reports of ownership and reports of changes in ownership in such securities and other equity securities of our company.
Securities and Exchange Commission regulations require directors, executive officers and greater than 10% unitholders to furnish our company
with copies of all Section 16(a) reports they file.

To our company s knowledge, based solely on review of the copies of such reports furnished to our company and written representations that no
other reports were required, during the fiscal year ended September 30, 2004, all Section 16(a) filing requirements applicable to our directors,
executive officers and greater than 10% unitholders were complied with.
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Code of Ethics

We have adopted a code of ethics that applies to our principal executive officer, principal financial officer, principal accounting officer or
controller or persons performing similar functions, as well as to all of our other employees. This code of ethics may be found on our website at
www.inergypropane.com.

Item 11. Executive Compensation.

Executive Compensation

The following table sets forth for the periods indicated, the compensation paid or accrued (by Inergy, L.P., its predecessor and our managing
general partner) to the chief executive officer of our managing general partner and four other executive officers for services rendered to Inergy,
L.P. and its subsidiaries. In this report, we refer to these five individuals as the named executive officers.
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Summary Compensation Table

Long Term
Compensation
Annual Compensation Awards
Securities
Other
Fiscal Annual Underlying All Other
Name and Principal Position Year Salary @ Bonus Compensation Options Compensation
John. J. Sherman
President and Chief 2004 $250,000 $ $ $
2003 $250,000 $150,000 $ $
Executive Officer 2002  $250,000 $150,000 $ $
Phillip L. Elbert
Executive Vice President 2004  $200,000 $125,000 $ $
2003  $200,000 $100,000 $ $
Operations 2002  $200,000 $100,000 $ $
David G. Dehaemers
Executive Vice President- 2004 $200,000 $ $ $
2003 $ 8333 $ $ 50,000 $
Corporate Development 2002 $ $ $ $
R. Brooks Sherman, Jr.
Senior Vice President and 2004 $170,000 $ 50,000 $ $
2003 $170,000 $100,000 $ $
Chief Financial Officer 2002 $143,750 $ 75,000 $ 20,000 $
Dean E Watson 2004  $180,000 $ $ $
2003 $180,000 $ 90,000 $ $
Senior Vice President- 2002 $ 15,000 $ $ 75,000 $

Wholesale, Supply, Logistics &

Transportation

M Salary for Mr. Dean Watson in fiscal 2002 represents the pro rata portion of his annual salary from the date of his employment with us on
September 2, 2002. Salary for Mr. David Dehaemers in fiscal 2003 represents the pro rata portion of his annual salary from the date of his
employment with us on September 16, 2003.

@ Excludes perquisites and other benefits, unless the aggregate amount of such compensation is equal to the lesser of $50,000 or 10% of the
total annual salary and bonus reported for the named executive officer.
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There were no grants of unit options to a named executive officer during fiscal 2004.

The following table sets forth information with respect to each named executive officer concerning the number and value of exercisable and
unexercisable unit options held as of September 30, 2004.

32

Table of Contents

59



Edgar Filing: AT&T INC. - Form DEF 14A

Table of Conten

Aggregated Option/SAR Exercises in last Fiscal Year and September 30, 2004 Option Values

Units
Acquired
on

Name Exercise

Number of Securities
Underlying Unexercised

Options at September 30, 2004

Value of Unexercised In-
the-Money Options at

September 30, 2004 (D

Value

Realized Exercisable Unexercisable

Exercisable Unexercisable

John J. Sherman
Phillip L. Elbert

David G. Dehaemers
R. Brooks Sherman, Jr.
Dean E. Watson

111,000
50,000
75,500
75,000

$ 1,813,740
$ 360,500
$ 1,159,270
$ 951,750

(M Based on the $27.34 per unit fair market value of our Common Units on September 30, 2004, the last trading day of fiscal 2004, less the

option exercise price.

Employment Agreements

The following named executive officers have entered into employment agreements with our company:

John J. Sherman, President and Chief Executive Officer;

Phillip L. Elbert, Executive Vice President Operations;

David G. Dehaemers, Executive Vice President Corporate Development.

R. Brooks Sherman, Jr., Senior Vice President Chief Financial Officer;

Dean E. Watson, Senior Vice President Wholesale, Supply & Transportation;

The following is a summary of the material provisions of these employment agreements, each of which is incorporated by reference herein as an

exhibit to this report.

All of these employment agreements are substantially similar, with certain exceptions as set forth below. The employment agreements are for
terms of three or five years. The annual salaries for these individuals are as follows:
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John J. Sherman $ 250,000
Phillip L. Elbert $ 200,000
David G. Dehaemers $ 200,000
R. Brooks Sherman, Jr $ 170,000
Dean E. Watson $ 180,000

These employees are reimbursed for all expenses in accordance with the managing general partner s policies. They are also eligible for fringe
benefits normally provided to other members of executive management and any other benefits agreed to by the managing general partner. Each
of these employees is eligible to participate in the Inergy Long Term Incentive Plan.

With the exception of Mr. John Sherman and Mr. David Dehaemers, each of these individuals is entitled to performance bonuses upon our
attaining certain levels of distributable cash flow on an annual basis for each year during the term of his employment.

Some of the employment agreements provide for additional bonuses conditioned upon the conversion of subordinated units into Common Units.
To the extent not already paid, Messrs. Brooks Sherman and Phillip Elbert will be entitled to bonuses in the amounts of $200,000 and $500,000,
respectively, payable upon, and in the same proportion as the conversion of Senior and Junior Subordinated Units into Common Units. Mr.
Watson will be entitled to a bonus in the amount of $400,000 payable upon Inergy paying four consecutive quarterly distributions to all
unitholders in an amount equal to at least $0.90 per quarter.

Finally, Mr. John Sherman may receive performance bonuses at the discretion of the board of directors and will be entitled to a bonus in the
amount of $625,000 at the end of the subordination period for the Junior Subordinated Units. The
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subordination period generally will not end earlier than June 30, 2006 with respect to the Senior Subordinated Units and June 30, 2008 with
respect to the Junior Subordinated Units.

Unless waived by the managing general partner, in order for any of these individuals to receive any benefits under (i) the Inergy Long Term
Incentive Plan, (ii) the performance bonus based on target distributable cash flow, or (iii) the bonus tied to the subordination period or meeting
certain quarterly distribution amounts, the individual must have been continuously employed by the managing general partner or one of our
affiliates from the date of his employment agreement up to the date for determining eligibility to receive such amounts.

Each employment agreement contains confidentiality and noncompetition provisions. Also, each employment agreement contains a disclosure
and assignment of inventions clause that requires the employee to disclose the existence of any invention and assign such employee s right in
such invention to the managing general partner.

With respect to Mr. John Sherman, Mr. Phillip Elbert, Mr. Brooks Sherman, and Mr. Dean Watson, in the event that the operating company
terminates such person s employment without cause, the operating company will be required to continue making payments to such person for the
remainder of the term of such person s employment agreement.

With respect to Mr. Dehaemers, in the event that the operating company terminates his employment without cause, Mr. Dehaemers will be
entitled to the lesser of $100,000 or the amount due for the remainder of the term of his employment agreement.

In addition to their employment agreements, Mr. Phillip Elbert and Mr. Brooks Sherman each has entered into an option contract with Inergy
Holdings under which Inergy Holdings has granted them the right and option to invest in Inergy Holdings. As of September 30, 2004, Mr. Elbert
and Mr. Sherman had the right to exercise an option for a percentage interest in Inergy Holdings equal to 7.6% and 3.6%, respectively, subject to
adjustment.

Pursuant to the partnership agreement, we will reimburse Inergy Holdings or its affiliates for all expenses of the employment of these individuals
related to our activities.

Long-Term Incentive Plan

Our managing general partner sponsors the Inergy Long-Term Incentive Plan for its directors, consultants and employees and the employees and
consultants of its affiliates who perform services for us. The summary of the long-term incentive plan contained herein does not purport to be
complete but outlines its material provisions. The long-term incentive plan permits the grant of awards covering an aggregate of 1,735,100
Common Units which are granted in the form of unit options and/or restricted units; however not more than 565,000 restricted units may be
granted under the plan. Through November 1, 2004, we have granted an aggregate of 1,115,064 unit options pursuant to the Inergy Long-Term
Incentive Plan. We have not granted any restricted units pursuant to the Long-Term Incentive Plan. The plan is administered by the
compensation committee of the managing general partner s board of directors.
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Restricted Units. A restricted unitis a phantom unit that entitles the grantee to receive a common unit upon the vesting of the restricted unit, or
in the discretion of the compensation committee, the cash equivalent to the value of a common unit. The compensation committee may make
grants under the plan to employees and directors containing such terms as the compensation committee shall determine under the plan. In
general, restricted units granted to employees will vest three years from the date of grant; provided, however, that restricted units will not vest
before the conversion of any Senior Subordinated Units and will only vest upon, and in the same proportion as, the conversion of Senior
Subordinated Units into Common Units. In addition, the restricted units will vest upon a change of control of the managing general partner or us.

If a grantee s employment or membership on the board of directors terminates for any reason, the grantee s restricted units will be automatically
forfeited unless, and to the extent, the compensation committee provides otherwise. Common Units to be delivered upon the vesting of restricted
units may be Common Units acquired by the managing general partner in the open market, Common Units already owned by the managing
general partner, Common Units acquired by the managing general partner directly from us or any other person or any combination of the
foregoing. The managing general partner will be entitled to reimbursement by us for the cost incurred in acquiring Common Units. If we issue
new Common Units upon vesting of the restricted units, the total number of Common Units outstanding will increase. Following the
subordination period, the compensation committee, in its discretion, may grant tandem distribution equivalent rights with respect to restricted
units. Distribution equivalent rights entitle the holder to receive distributions with respect to the restricted unit in the same amount as if the
holder owned a common unit.
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We intend the issuance of the Common Units pursuant to the restricted unit portion of the long-term incentive plan to serve as a means of
incentive compensation for performance and not primarily as an opportunity to participate in the equity appreciation of the Common Units.

Therefore, plan participants will not pay any consideration for the Common Units they receive, and we will receive no remuneration for such
units.

Unit Options. The long-term incentive plan currently permits, and our managing general partner has made, grants of options covering Common
Units. Pursuant to the plan, the compensation committee determines which employees and directors shall be granted options and the number of
units that will be granted to such individual. Unit options will have an exercise price equal to the fair market value of the units on the date of
grant. In general, unit options granted will become exercisable over a period determined by the compensation committee. In addition, under most
unit option grants, the unit options will become exercisable upon a change of control of the managing general partner or us. Generally, unit
options will expire after 10 years.

Upon exercise of a unit option, the managing general partner will acquire Common Units in the open market, or directly from us or any other
person, or use Common Units already owned by the managing general partner, or any combination of the foregoing. The managing general
partner will be entitled to reimbursement by us for the difference between the cost incurred by the managing general partner in acquiring these
Common Units and the proceeds received by the managing general partner from an optionee at the time of exercise. Thus, the cost of the unit
options will be borne by us. If we issue new Common Units upon exercise of the unit options, the total number of Common Units outstanding
will increase and the managing general partner will pay us the proceeds it received from the optionee upon exercise of the unit options. The unit
option plan has been designed to furnish additional compensation to employees and directors and to align their economic interests with those of
common unitholders.

Termination and Amendment. The managing general partner s board of directors in its discretion may terminate the long-term incentive plan at
any time with respect to any Common Units for which a grant has not yet been made. The managing general partner s board of directors also has
the right to alter or amend the long-term incentive plan or any part of the plan from time to time, including increasing the number of Common
Units with respect to which awards may be granted subject to unitholder approval as required by the exchange upon which the Common Units
are listed at that time. However, no change in any outstanding grant may be made that would materially impair the rights of the participant
without the consent of the participant.

Unit Purchase Plan

Our managing general partner sponsors a unit purchase plan for its employees and the employees of its affiliates. The unit purchase plan permits
participants to purchase Common Units in market transactions from us, our general partners or any other person. All purchases made have been
in market transactions, although our plan allows us to issue additional units. We have reserved 100,000 units for purchase under the unit
purchase plan. As determined by the compensation committee, the managing general partner may match each participant s cash base pay or
salary deferrals by an amount up to 10% of such deferrals and have such amount applied toward the purchase of additional units. The managing
general partner has also agreed to pay the brokerage commissions, transfer taxes and other transaction fees associated with a participant s
purchase of Common Units. The maximum amount that a participant may elect to have withheld from his or her salary or cash base pay with
respect to unit purchases in any calendar year may not exceed 10% of his or her base salary or wages for the year. Units purchased on behalf of a
participant under the unit purchase plan generally are to be held by the participant for at least one year. To the extent a participant desires to sell
or dispose of such units prior to the end of this one year holding period, the participant will be ineligible to participate in the unit purchase plan
again until the one year anniversary of the date of such sale. The unit purchase plan is intended to serve as a means for encouraging participants
to invest in our Common Units. Units purchased through the unit purchase plan for the fiscal years ended September 30, 2004, 2003 and 2002
were 9,518 units 10,277, and 3,280 units, respectively.
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Reimbursement of Expenses of the Managing General Partner

Our managing general partner does not receive any management fee or other compensation for its management of Inergy, L.P. Our managing
general partner and its affiliates are reimbursed for expenses incurred on our behalf. These expenses include the costs of employee, officer and
director compensation and benefits properly allocable to Inergy, L.P. and all other expenses necessary or appropriate to the conduct of the
business of, and allocable to, Inergy, L.P. Our partnership agreement provides that our managing general partner will determine the expenses
that are allocable to Inergy, L.P. in any reasonable manner determined by our managing general partner in its sole discretion.
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Compensation of Directors

Officers of our managing general partner who also serve as directors will not receive additional compensation. Mr. Gfeller received an option
under our long term incentive plan for 44,400 Common Units at an exercise price based on the initial public offering price. Upon joining the
board of directors, Mr. Krause received an option under our long-term incentive plan for 40,000 Common Units at an exercise price equal to the
closing trading price on the Nasdaq National Market of our Common Units on the grant date. In addition, each director receives cash
compensation of $18,000 per year for attending our regularly scheduled quarterly board meetings. Each non-employee director receives $1,000
for each special meeting of the board of directors attended. Non-employee directors receive $500 per compensation or audit committee meeting
attended and $1,000 per conflicts committee meeting attended. Each non-employee director is reimbursed for out-of-pocket expenses in
connection with attending meetings of the board of directors or committees. Each director is fully indemnified for actions associated with being
a director to the extent permitted under Delaware law.

Compensation Committee Interlocks and Insider Participation

The Compensation Committee of the Board of Directors of our managing general partner oversees the compensation of our executive officers.
Warren H. Gfeller and Arthur B. Krause serve as the members of the Compensation Committee, and neither of them was an officer or employee
of our company or any of its subsidiaries during fiscal 2004.

Item 12. ecurity Ownership of Certain Beneficial Owners and Management and Related Unitholder Matters.

The following table sets forth certain information as of November 1, 2004 regarding the beneficial ownership of our company s units by:

each person who then beneficially owned more than 5% of such units then outstanding,

each of the named executive officers of our managing general partner,

all of the directors of our managing general partner, and

all of the directors and executive officers of our managing general partner as a group.

All information with respect to beneficial ownership has been furnished by the respective directors, officers or 5% or more unitholders, as the
case may be.
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Name of
Beneficial

Owner (D

Inergy Holdings, LLC @

. 3
United Propane, Inc. @

28 Floral Avenue

Key West, FL 33040

Country Partners, Inc. &

4010 Highway 14

Crystal Lake, IL 60014
KCEP Ventures II, L.P.

253 West 47th Street

Kansas City, MO 64112

Tortoise Energy

Infrastructure

DIL, Inc. ©
P.O.Box 9

Kendallville, IN 46755

Rocky Mountain Mezzanine
Fund

1125 17th Street Suite

2260 Denver, CO 80202
John J. Sherman Trust
Phillip L. Elbert
David G. Dehaemers, Jr.
R. Brooks Sherman, Jr.
Dean E. Watson

Carl A. Hughes

Laura L. Ozenberger

Warren H. Gfeller ®

Table of Contents

Percentage of Percentage of
Percentage Senior Senior Junior Junior Percentage
Common of Common Subordinated  Subordinated Subordinated  Subordinated of Total
Units Units Units Units Units Units Units
Beneficially  Beneficially Beneficially Beneficially Beneficially Beneficially Beneficially
Owned Owned Owned Owned Owned Owned Owned @
1,243,388 7.1% 1,459,836 26.6% 975,924 85.2% 15.2%
1,897,881 10.8% 390,449 7.1% 9.4%
189,968 1.1% 628,414 11.5% 3.4%
183,636 1.0% 607,272 11.1% 3.3%
1,300,000 7.4% 24,861 & 5.5%
76,239 516,673 9.4% 2.8%
112,292 & 371,344 6.8% 2.0%
1,245,103 7.1% 1,459,836 26.6% 975,924 85.2% 15.2%
21,788 =
*
2,979 i 230 i <
1,199 * *
1,178 & *
717 * 384 * *
2,955 & 9,773 & o
67



Arthur B. Krause

Robert A. Pascal 1,897,881
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*

All directors and executive 3,173,800
officers as a group (10
persons)

* less than 1%

Table of Contents

10.8% 390,449 7.1% 9.4%
18.0% 1,860,672 34.0% 975,924 85.2% 24.8%
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Unless otherwise indicated, the address of each person listed above is: Two Brush Creek Boulevard, Suite 200, Kansas City, Missouri
64112. All persons listed have sole voting power and investment power with respect to their units unless otherwise indicated.

Of the Senior and Junior Subordinated Units indicated as beneficially owned by Inergy Holdings 1,414,248 Senior Subordinated Units and
975,126 Junior Subordinated Units are held by New Inergy Propane, LLC, a wholly-owned subsidiary of Inergy Holdings and 45,588
Senior Subordinated Units and 798 Junior Subordinated Units are held by Inergy Holdings. Of the Common Units indicated as beneficially
owned by Inergy Holdings, 447,660 units are held by New Inergy Propane, and 789,202 units are held by IPCH Acquisition Corp. a
wholly-owned subsidiary of Inergy Holdings and 6,526 are held directly by Inergy Holdings.

United Propane, Inc. owns 1,897,881 Common Units and 390,449 Senior Subordinated Units. Mr. Pascal in his capacity as the sole
shareholder of United Propane may be deemed to beneficially own these units.

Country Partners, Inc. (formerly Country Gas Company, Inc.) is controlled by Arlene Peterson and the estate of Leonard Peterson.

DIL, Inc. consists of Domex, Inc., Investors, Inc. and L&L Leasing, Inc., each of which was merged into DIL, Inc. (collectively, the

Hoosier Entities ). Each of Jerry Boman, Glen Cook and Wayne Cook own 31.8% of the Hoosier Entities. Mr. Elbert, one of our executive
officers and directors, holds the remaining ownership interest in the Hoosier Entities. He disclaims beneficial ownership of the units held
by the Hoosier Entities.

Edward C. Brown in his capacity as managing partner of Rocky Mountain Capital Partners, LLP, the general partner of Rocky Mountain
Mezzanine Fund, may be deemed to beneficially own these units. Mr. Brown disclaims beneficial ownership of the units held by Rocky
Mountain Mezzanine Fund.

Mr. Sherman through his trust holds an ownership interest in and has voting control of Inergy Holdings, as indicated in the following table,
and therefore may be deemed to beneficially own the units held by Inergy Holdings. Additionally, Mr. Sherman holds 1,714 units through
his purchases under the Employee Unit Purchase Plan.

Mr. Gfeller in his capacity as managing member of Clayton-Hamilton, LLC may be deemed to beneficially own 2,955 common units and
9,773 senior subordinated units held by Clayton-Hamilton.
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The percentage of total units beneficially owned includes the approximate 2% implied units of the non-managing general partner.

The following table shows the beneficial ownership as of November 1, 2004 of Inergy Holdings, LLC of the directors and named executive
officers of the managing general partner. As reflected above, Inergy Holdings owns our managing general partner, non-managing general
partner, the incentive distribution rights and, through subsidiaries, approximately 15% of our outstanding units.

@

2)

3)

)

)

©6)

Inergy Holdings, LLC
2

Name of Beneficial Owner (U Percent of Class

John J. Sherman Trust ©’ 65.8 %
Phillip L. Elbert

David G. Dehaemers, Jr. 1.5%

R. Brooks Sherman Jr.
Dean E. Watson

Warren H. Gfeller
Arthur B. Krause

Robert A. Pascal

All directors and executive officers as a group (10 persons) © 74.5 %

The address of each person listed above is Two Brush Creek Boulevard, Suite 200, Kansas City, Missouri 64112.

The ownership of Inergy Holdings has not been certificated. Voting rights attach only to Mr. John Sherman s ownership interest. In the
event Mr. John Sherman s ownership fails to exceed 50%, the remaining owners of Inergy Holdings will acquire voting rights in proportion
to the ownership interest.

On September 9, 2004, John Sherman s interest in Inergy Holdings, LLC was transferred to his trust John J. Sherman Revocable Trust
dated May 4, 1994.

As of September 30, 2004, Mr. Phil Elbert held an option to acquire 7.6% of Inergy Holdings, which option is subject to the terms of the
Inergy Holdings, LLC Employee Option Plan. The option vests fully on January 12, 2006 and upon a sale of control as defined in the plan.
The option vests 20% each year in the event Mr. Elbert s employment terminates as a result of his death, disability or termination without
cause (as defined in Mr. Elbert s employment agreement). Mr. Elbert s option expires on January 12, 2011. In the event Mr. Elbert exercises
his option, the respective ownership interests of the persons listed above will be reduced on a pro rata basis.

As of September 30, 2004, Mr. Brooks Sherman, Jr. held an option to acquire 3.6% of Inergy Holdings, which option is subject to the

terms of the Inergy Holdings, LLC Employee Option Plan. The option vests fully on December 31, 2006 and upon a sale of control as
defined in the plan. The option vests 20% each year in the event Mr. Sherman s employment terminates as a result of his death, disability or
termination without cause (as defined in Mr. Sherman s employment agreement). Mr. Sherman s option expires on September 11, 2012. In
the event Mr. Sherman exercises his option, the respective ownership interests of the persons listed above will be reduced on a pro rata
basis.

Our management holds a total interest of approximately 86.1% in Inergy Holdings, LLC.

We refer you to Item 5 of this report for certain information regarding securities authorized for issuance under equity compensation plans.
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Item 13. Certain Relationships and Related Transactions.

Related Party Transactions

In connection with our acquisition of assets from United Propane, Inc. on July 31, 2003, we entered into ten leases of real property formerly used
by United Propane in its business. We entered into five of these leases with United Propane, three of these leases with Pascal Enterprises, Inc.
and two of these leases with Robert A. Pascal. Each of these leases provides for an initial five-year term, and is renewable by us for up to two
additional terms of five years each. During the initial term of these leases we are required to make monthly rental payments totaling $59,167, of
which $17,167 is payable to United Propane, $16,800 is payable to Pascal Enterprises, and $25,200 is payable to Mr. Pascal.

On May 1, 2004, Inergy Propane, LLC entered into a lease agreement with United Leasing, Inc. to lease a propane rail terminal known as the
Curtis Bay Terminal having an address of 3101 Shell Rd., Baltimore, Maryland 21226 for the base monthly rent of $15,000.

Robert A. Pascal is the sole shareholder of United Propane, Pascal Enterprises and United Leasing and is on our managing general partner s
board of directors.

Distributions and Payments to the Managing General Partner and the Non-managing General Partner

Distributions and payments are made by us to our managing general partner and its affiliates in connection with the ongoing operation of Inergy,
L.P. These distributions and payments were determined by and among affiliated entities and are not the result of arm s length negotiations.

Cash distributions will generally be made 98% to the unitholders, including affiliates of the managing general partner as holders of Common
Units and Senior and Junior Subordinated Units, and approximately 2% to the non-managing general partner. In addition, if distributions exceed
the target levels in excess of the minimum quarterly distribution, Inergy Holdings will be entitled to receive increasing percentages of the
distributions, up to 48% of the distributions above the highest target level.

Assuming we have sufficient available cash to pay the full minimum quarterly distribution on all of our outstanding units for four quarters, our
non-managing general partner and its affiliates would receive a distribution of approximately $562,045 on the approximate 2% general partner
interest and a distribution of approximately $4,414,978 on their Common, Senior Subordinated and Junior Subordinated Units.

Our managing general partner and its affiliates will not receive any management fee or other compensation for the management of our company.
Our managing general partner and its affiliates will be reimbursed, however, for direct and indirect expenses incurred on our behalf. For the
fiscal years ended September 30, 2004, and 2003 the expense reimbursement to our managing general partner and its affiliates was
approximately $2.9 and $2.1 million, respectively.
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If our managing general partner withdraws in violation of the partnership agreement or is removed for cause, a successor general partner has the
option to buy the general partner interests and incentive distribution rights from our non-managing general partner for a cash price equal to fair
market value. If our managing general partner withdraws or is removed under any other circumstances, our non-managing general partner has
the option to require the successor general partner to buy its general partner interests and incentive distribution rights for a cash price equal to
fair market value.

If either of these options is not exercised, the general partner interests and incentive distribution rights will automatically convert into Common
Units equal to the fair market value of those interests. In addition, we will be required to pay the departing general partner for expense
reimbursements.

Upon our liquidation, the partners, including our non-managing general partner, will be entitled to receive liquidating distributions according to
their particular capital account balances.

Rights of our Managing General Partner and our Non-managing General Partner

Inergy Holdings owns an aggregate 17% interest in us inclusive of ownership of all of our non-managing general partner and our managing
general partner. Our managing general partner manages our operations and activities.

Item 14. Principal Accountant Fees and Services

The following table presents fees billed for professional audit services rendered by Ernst & Young LLP for the audit of our annual financial
statements and for other services for the years ended September 30, 2004 and 2003.
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For the fiscal year ended September 30, 2004 2003

(in thousands)

Audit fees $435  $422
Audit related fees 33 193
Total $468 $615

M Audit fees consist of assurance and related services that are reasonably related to the performance of the audit or review of our financial
statements. This category includes fees related to the review of our quarterly and other SEC filings and services related to internal control
assessments.

@ Audit-related fees consist of due diligence fees associated with acquisition transactions, financial accounting and reporting consultations
and benefit plan audits.

The Audit Committee of our general partner reviewed and approved all audit and non-audit services provided to us by Ernst & Young during
fiscal year 2004 prior to the commencement of such services. For information regarding the Audit Committee s pre-approval policies and
procedures related to the engagement by us of an independent accountant, see our Audit Committee charter on our website at
www.inergypropane.com.

PART IV

Item 15. Exhibits, Financial Statement Schedules. and Reports on Form 8-K.

(a) Exhibits, Financial Statements and Financial Statement Schedules:

1.  Financial Statements:

See Index Page for Financial Statements located on page 60.

2. Financial Statement Schedules:

Valuation and Qualifying Accounts

Other financial statement schedules have been omitted because they either are not required, are immaterial or are not applicable or because
equivalent information has been included in the financial statements, the notes thereto or elsewhere herein.
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3. Exhibits:
Exhibit
No. Description

*3.1 Certificate of Limited Partnership of Inergy, L.P. (incorporated herein by reference to Exhibit 3.1 to Inergy, L.P. s Registration
Statement on Form S-1 (Registration No. 333-56976) filed on March 14, 2001)

*3.1A Certificate of Correction of Certificate of Limited Partnership of Inergy, L.P. (incorporated herein by reference to Exhibit 3.1 to
Inergy, L.P. s Form 10-Q (Registration No. 000-32543) filed on May 12, 2003.)

*3.2 Form of Amended and Restated Agreement of Limited Partnership of Inergy, L.P. (incorporated herein by reference to Exhibit 3.1
to Inergy, L.P. s Registration Statement on Form S-1 (Registration No. 333-56976) filed on March 14, 2001)

*3.2A Amendment No. 1 to Amended and Restated Agreement of Limited Partnership of Inergy, L.P. (incorporated herein by reference to
Exhibit 3.2A to Inergy, L.P. s Registration Statement on Form S-1/A (Registration No. 333-89010) filed on June 13, 2002)

*3.2B Second Amended and Restated Agreement of Limited Partnership of Inergy, L.P.

*3.2C Amendment No. 1 to Second Amended and Restated Agreement of Limited Partnership of Inergy L.P.

*3.3 Certificate of Formation as relating to Inergy Propane, LLC, as amended (incorporated herein by reference to Exhibit 3.3 to Inergy,

L.P. sRegistration Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)
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*34 Third Amended and Restated Limited Liability Company Agreement of Inergy Propane, LLC, dated as of July 31, 2001
(incorporated herein by reference to Exhibit 3.4 to Inergy, L.P. s Registration Statement on Form S-1 (Registration No.
333-89010 filed on May 24, 2002)

*3.5 Certificate of Formation of Inergy GP, LLC (incorporated herein by reference to Exhibit 3.5 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)

*3.6 Limited Liability Company Agreement of Inergy GP, LLC (incorporated herein by reference to Exhibit 3.6 to Inergy, L.P. s
Registration Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)

*3.7 Certificate of Formation as relating to Inergy Partners, LLC, as amended (incorporated herein by reference to Exhibit 3.7 to
Inergy, L.P. s Registration Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)

*3.8 Second Amended and Restated Limited Liability Company Agreement of Inergy Partners, LLC, dated as of July 31, 2001
(incorporated herein by reference to Exhibit 3.8 to Inergy, L.P. s Registration Statement on Form S-1 (Registration No.
333-89010 filed on May 24, 2002)

*4.1 Specimen Unit Certificate for Senior Subordinated Units (incorporated herein by reference to Exhibit 4.1 to Inergy, L.P. s
Registration Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)

*4.2 Specimen Unit Certificate for Junior Subordinated Units (incorporated herein by reference to Exhibit 4.2 to Inergy, L.P. s
Registration Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001)

*4.3 Specimen Unit Certificate for Common Units (incorporated herein by reference to Exhibit 4.3 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001.)

*10.1 Sixth Amended and Restated Credit Agreement by and among Inergy Propane, LLC and the lenders named therein, dated as of
May 27, 2004
*10.2 Securities Purchase Agreement by and among Inergy Partners, LLC and various investors, dated as of January 12, 2001

(incorporated herein by reference to Exhibit 10.3 to Inergy, L.P. s Registration Statement on Form S-1/A (Registration No.
333-56976) filed on May 7, 2001)

*10.3 Investor Rights Agreement by and among Inergy Partners, LLC and various investors, dated as of January 12, 2001
(incorporated herein by reference to Exhibit 10.4 to Inergy, L.P. s Registration Statement on Form S-1/A (Registration No.
333-56976) filed on May 7, 2001)

*10.4 Inergy Employee Long-Term Incentive Plan (incorporated herein by reference to Exhibit 10.6 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on July 2, 2001) **%*

*10.4A Amendment to Inergy Employee Long-Term Incentive Plan, adopted April 4, 2003. (incorporated herein by reference to Exhibit
10.1 to Inergy, L.P. s Form 10-Q (Registration No. 000-32543) filed on May 12, 2003) ***

*10.5 Employment Agreement John J. Sherman (incorporated herein by reference to Exhibit 10.8 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on July 2, 2001) **%*

*10.6 Employment Agreement Phillip L. Elbert (incorporated herein by reference to Exhibit 10.9 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on May 7, 2001) ***

*10.6A First Amendment to Employment Agreement Phillip L. Elbert (incorporated herein by reference to Exhibit 10.9A to Inergy, L.P. s
Registration Statement on Form S-1/A (Registration No. 333-56976) filed on July 20, 2001) ***

*10.7 Employment Agreement Carl A. Hughes (incorporated herein by reference to Exhibit 10.10 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on July 2, 2001) **%*

*10.8 Employment Agreement William C. Gautreaux (incorporated herein by reference to Exhibit 10.12 to Inergy, L.P. s Registration
Statement on Form S-1/A (Registration No. 333-56976) filed on July 2, 2001 ***

*10.9 Intercreditor and Collateral Agency Agreement entered into as of June 7, 2002, by and among Wachovia Bank, National
Association, the lenders named therein and the noteholders named therein (incorporated herein by reference to Exhibit 10.19 to
Inergy, L.P. s Registration Statement on Form S-1/A (Registration No. 333-89010) filed on June 13, 2002)
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*10.10 Option Agreement by and between Phillip L. Elbert and Inergy Holdings, LLC, dated January 12, 2001 (incorporated herein by
reference to Exhibit 10.19 to Inergy, L.P. s Form 10-K (Registration No. 000-32453) filed on December 26, 2002)*%**
*10.11 Employment Agreement R. Brooks Sherman (incorporated herein by reference to Exhibit 10.20 to Inergy, L.P. s Form 10-K
(Registration No. 000-32453) filed on December 26, 2002)***
*10.12 Option Agreement by and between R. Brooks Sherman and Inergy Holdings, LLC, dated September 11, 2002 (incorporated
herein by reference to Exhibit 10.21 to Inergy, L.P. s Form 10-K (Registration No. 000-32453) filed on December 26, 2002) **%*
*10.13 Employment Agreement Dean E. Watson ***
*10.14 Amended and Restated Inergy Unit Purchase Plan
*10.15 Employment Agreement David G. Dehaemers, Jr. ***
*12.1 Ratios of earnings to fixed charges
*14.1 Inergy s Code of Business Conduct & Ethics
*21.1 List of subsidiaries of Inergy, L.P.
*#23.1 Consent of Ernst & Young LLP
**31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act, as
amended
**31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act, as
amended
*#32.1 Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002

*%32.2 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

* Previously filed

**  Filed herewith

*#%  Management contracts or compensatory plans or arrangements required to be identified by Item 15(a).

(b) Reports on Form §-K. Our company filed three reports on Form 8-K with the SEC during the three months ended September 30,
2004:

Form 8-K dated July 26, 2004, was filed with respect to Item 5 to report that we had increased the company s quarterly cash distribution to
$0.415 per limited partner unit ($1.66 annually) for the quarter ended June 30, 2004. We also announced that 1,656,684 senior subordinated
units would convert on a one-for-one basis to common units on August 13, 2004.

Form 8-K dated August 11, 2004, was filed with respect to Items 7 and 12 to report our issuance of a press release dated August 10, 2004
announcing our financial results for the fiscal third quarter ended June 30, 2004.

Form 8-K dated August 31, 2004, was filed with respect to Item 8 to report our sale of 1,300,000 common units to Tortoise Energy
Infrastructure in a privately negotiated transaction.
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(c) Exhibits.

See exhibits identified above under Item 15(a)3.

(d) Financial Statement Schedules.

See financial statement schedules identified above under Item 15(a)2.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Partners

Inergy, L.P. and Subsidiary

We have audited the accompanying consolidated balance sheets of Inergy, L.P. and Subsidiary (the Partnership) as of September 30, 2004 and
2003, and the related consolidated statements of operations, partners capital, and cash flows for each of the three years in the period ended
September 30, 2004. Our audits also included the financial statement schedule listed at Item 15(a). These financial statements and schedule are
the responsibility of the Partnership s management. Our responsibility is to express an opinion on these financial statements and schedule based
on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of Inergy,
L.P. and Subsidiary at September 30, 2004 and 2003, and the consolidated results of their operations and their cash flows for each of the three
years in the period ended September 30, 2004 in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

/s/ ERNST & YOUNG LLP

Kansas City, Missouri

November 18, 2004
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Assets
Current assets:
Cash

Accounts receivable, less allowance for doubtful accounts of $1,078,000 and $997,000 at September 30, 2004 and

2003, respectively
Inventories

Prepaid expenses and other current assets
Assets from price risk management activities

Total current assets

Property, plant and equipment:
Land and buildings

Office furniture and equipment
Vehicles

Tanks and plant equipment

Less accumulated depreciation

Property, plant and equipment, net
Intangible assets (Note 2):
Covenants not to compete
Deferred financing costs

Deferred acquisition costs
Customer accounts

Less accumulated amortization

Intangible assets, net
Goodwill
Other

Total assets

Table of Contents

Inergy, L.P. and Subsidiary

Consolidated Balance Sheets

46

September 30,

2004

2003

(In Thousands)

$ 225 $ 3528
49,441 21,841
56,404 35,722

5,494 3,957
23,015 8,905
136,610 73,953
20,246 14,265
10,173 8,614
32,719 21,986
189,519 135,040
252,657 179,905
(37,404)  (22,704)
215253 157,201
11,498 8,752
5242 7,994
104 849
74,154 59,951
90,998 77,546
(17,398)  (12,383)
73,600 65,163
78,128 64,546
228 1,530
$503,819  $362,393
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Inergy, L.P. and Subsidiary

Consolidated Balance Sheets (continued)

September 30,

2004

2003

(In Thousands)

Liabilities and partners capital
Current liabilities:

Accounts payable $ 54,621 $ 22,733
Accrued expenses 13,937 11,919
Customer deposits 15,977 11,830
Liabilities from price risk management activities 29,640 5,801
Current portion of long-term debt (Note 4) 23,615 12,449
Total current liabilities 137,790 64,732
Long-term debt, less current portion (Note 4) 113,986 118,678
Partners capital (Notes 2 and 8):

Common unitholders (17,626,506 and 11,044,822 units issued and outstanding as of September 30, 2004 and 2003,

respectively) 224,600 128,983
Senior subordinated unitholders (5,478,568 and 7,135,252 units issued and outstanding as of September 30, 2004 and

2003, respectively) 25,352 46,703
Junior subordinated unitholders (1,145,084 units issued and outstanding as of September 30, 2004 and 2003) (2,296) (164)
Non-managing general partner 4,387 3,461
Total partners capital 252,043 178,983
Total liabilities and partners capital $503,819 $362,393

See accompanying notes.
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Inergy, L.P. and Subsidiary
Consolidated Statements of Operations

(In Thousands Except Per Unit Data)

Revenue:
Propane
Other

Cost of product sold (excluding depreciation and amortization as shown below)
Propane
Other

Gross profit

Expenses:

Operating and administrative
Depreciation and amortization

Operating income

Other income (expense):

Interest expense

Interest expense related to write-off of deferred financing costs
Interest expense related to make whole premium charge
Interest income related to swap value received

Gain (loss) on sale of property, plant and equipment

Finance charges

Other

Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Partners interest information
Non-managing general partners interest in net income

Limited partners interest in net income (loss):
Common unit interest

Senior subordinated unit interest

Junior subordinated unit interest

Total limited partners interest in net income (loss)

Table of Contents

Year Ended September 30,

2004 2003 2002
$431,202  $343,578  $192,122
51,294 19,787 16,578
482,496 363365 208,700
334,231 258986 129,615
24,822 8,024 5,384
359,053  267.010 134,999
123,443 96,355 73,701
81,296 59,249 45,300
21,089 13,843 11,444
21,058 23,263 16,957
(7,878) (9.982) (8.365)
(1,216) (585)
(17,949)
949
(203) 1) 140
704 339 115
106 86 140
@4,429) 13615 8,402
167 103 93
$ (459) $ 13512 $ 8309
$ 1,182 $ 617 $ 166
$ (3,664) $ 6820 $ 3391
(1,814) 5,190 4,052
(300) 885 700
$ (5778) $ 12,895 $ 8,143
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Net income (loss) per limited partner unit:
Basic
Diluted

Weighted average limited partners units outstanding:
Basic
Diluted
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See accompanying notes.
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$ 02 $ 077 0.61
$ (0260 $ 0.76 0.60
22,027 16,676 13,317
22,027 16,942 13,520
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Inergy, L.P. and Subsidiary

Consolidated Statements of Partners Capital

(In Thousands)

Partners Capital

Senior Non-Managing
Common Subordinated Junior General Total
Unit Unit Subordinated Partner and Partners
Capital Capital Unit Capital Affiliate Capital

Balance at September 30, 2001 $ 24981 $ 45,060 $ 1,258 $ 1,455 $ 72,754
Common Units issued in acquisition of retail propane
companies 19,724 19,724
Net proceeds from issuance of Common Units 35,350 35,350
Contribution from non-managing general partner 976 976
Distributions (6,684) (7,820) (1,351) (342) (16,197)
Net income 3,391 4,052 700 166 8,309
Balance at September 30, 2002 76,762 41,292 607 2,255 120,916
Common and Senior Subordinated Units issued in acquisition
of retail propane companies 35,100 10,000 45,100
Net proceeds from issuance of Common Units 23,339 23,339
Return and cancellation of Common Units originally issued in
the IPC acquisition (106) (106)
Contribution from non-managing general partner 1,430 1,430
Members distributions (12,935) (9,783) (1,658) (841) (25,217)
Comprehensive income:
Net income 6,820 5,190 885 617 13,512
Foreign currency translation 3 4 2 9
Comprehensive income 13,521
Balance at September 30, 2003 128,983 46,703 (164) 3,461 178,983
Net proceeds from issuance of Common Units 113,219 113,219
Contribution from non-managing general partner 1,791 1,791
Senior Subordinated Units converted to Common Units 8,127 (8,127)
Members distributions (22,076) (11,416) (1,833) (2,047) (37,372)
Comprehensive income:
Net income (loss) (3,664) (1,814) (300) 1,182 (4,596)
Foreign currency translation 11 6 1 18
Comprehensive income (4,578)
Balance at September 30, 2004 $ 224,600 $ 25,352 $  (2,296) $ 4,387 $ 252,043

Table of Contents

85



Table of Contents

Edgar Filing: AT&T INC. - Form DEF 14A

See accompanying notes.

49

86



Edgar Filing: AT&T INC. - Form DEF 14A

Table of Conten

Inergy, L.P. and Subsidiary
Consolidated Statements of Cash Flows

(In Thousands)

Operating activities

Net income (loss)

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation

Amortization

Amortization of deferred financing costs

Write-off of deferred financing costs

Interest expense related to make whole premium charge

Provision for doubtful accounts

(Gain) loss on disposal of property, plant and equipment

Net assets (liabilities) from price risk management activities

Changes in operating assets and liabilities, net of effects from acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued expenses

Customer deposits

Net cash provided by operating activities

Investing activities

Acquisitions, net of cash acquired

Purchases of property, plant and equipment
Deferred financing and acquisition costs incurred
Proceeds from sale of property, plant and equipment
Other

Net cash used in investing activities
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Year Ended September 30,

2004 2003

2002

$ 4,596) $ 13,512 8,309
15,325 9,856 8,070
5,764 3,987 3,374
1,686 1,506 1,253
1,216 585
17,949
214 719 451
201 91 (140)
9,730 (7,757) 9,228
(23,157) (7,420) 4,696
(19,048) 7,038 (24,636)
(1,524) (73) (1,990)
37 42 73
24,550 6,981 2,913
(280) 2,981 (2,188)
4,089 2,965 (2,219)
32,156 34,428 7,779
(85,154) (25,941) (84,759)
(14,521) (6,230) (6,385)
(874) (3,037) (3,660)
2,245 720 775
12
(98,304) (34,488) (94,017)
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Inergy, L.P. and Subsidiary
Consolidated Statements of Cash Flows (continued)

(In Thousands)

Year Ended September 30,

2004 2003 2002
Financing activities
Proceeds from issuance of long-term debt $ 372,407 $ 174,794 $ 421,237
Principal payments on long-term debt (367,238) (172,855) (355,211)
Payment of interest expense related to make whole premium charge (17,949)
Contribution from non-managing general partner 1,791 1,430 976
Net proceeds from issuance of Common Units 113,219 23,339 35,350
Distributions (37,372) (25,217) (16,197)
Net cash provided by financing activities 64,858 1,491 86,155
Effect of exchange rate changes on cash 18 9
Net increase (decrease) in cash (1,272) 1,440 (83)
Cash at beginning of year 3,528 2,088 2,171
Cash at end of year $ 225 $ 3,528 $ 2,088
Supplemental disclosure of cash flow information
Cash paid during the year for interest $ 6251 $ 8705 $ 6,722
Supplemental schedule of noncash investing and financing activities
Additions to covenants not to compete through the issuance of noncompete obligations $ 259 $ 1953 $ 1,934
Acquisitions of retail propane companies through the issuances of Common Units and Senior
Subordinated Units $ 45,100 $ 19,724
Acquisition of retail propane companies through the assumption of seller debt $ 2218 $ 1,661
Increase (decrease) in the fair value of senior secured notes and the related interest rate swap $ 316) $ 556 $ 709

See accompanying notes.
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Inergy, L.P. and Subsidiary

Notes to Consolidated Financial Statements

1. Accounting Policies

Organization

Inergy, L.P. (the Partnership or the company) was formed on March 7, 2001 as a Delaware limited partnership. The Partnership and its
subsidiary Inergy Propane, LLC (the Operating Company) were formed to acquire, own and operate the propane business and substantially all
the assets and liabilities (other than a portion of the cash and deferred income tax liabilities) of Inergy Partners, LLC and subsidiaries (Inergy
Partners and referred to subsequent to the initial public offering described below as the Non-managing General Partner). In addition, Inergy
Sales and Service, Inc. (Services), a subsidiary of the Operating Company, was formed to acquire and operate the service, work and appliance
parts and sales business of Inergy Partners. The Partnership, the Operating Company, and Services are collectively referred to hereinafter as the
Partnership Entities. In order to simplify the Partnership s obligations under the laws of several jurisdictions in which the Partnership conducts
business, the Partnership s activities are conducted through the Operating Company.

The Partnership Entities consummated in July 2001, an initial public offering (the Offering) of 3,680,000 Common Units representing limited
partner interests in the Partnership (the Common Units) for an offering price of $11.00 per Common Unit aggregating $40.5 million before
approximately $6.2 million of underwriting discounts and commissions and other expenses related to the Offering. In conjunction with the
Offering, an additional 4,012,912 Senior Subordinated Units were issued to holders of the certain redeemable Class A preferred interests of
Inergy Partners, representing a 34.3% limited partner interest in the Partnership Entities. At the same time, the Operating Company assumed the
Non-managing General Partner s obligation under its funded debt in connection with the conveyance in July 2001 (the Partnership Conveyance)
by Inergy GP, LLC (the Managing General Partner) and the Non-managing General Partner (together referred to as the General Partners), of
substantially all of their assets and liabilities (excluding $1.9 million of cash and the deferred tax liabilities associated with the subsidiaries of
Wilson Oil Company of Johnston County, Inc. (Wilson) and Rolesville Gas & Oil Company, Inc. (Rolesville)).

Inergy, L.P. is managed by Inergy GP, LLC. Pursuant to the Partnership Agreement, Inergy GP, LLC or any of its affiliates is entitled to
reimbursement for all direct and indirect expenses incurred or payments it makes on behalf of Inergy, L.P., and all other necessary or appropriate
expenses allocable to Inergy, L.P. or otherwise reasonably incurred by Inergy GP, LLC in connection with operating the Inergy, L.P. business.
These costs, which totaled approximately $2.9 million, $2.1 million, and $4.6 million for the years ended September 30, 2004, 2003, and 2002,
respectively, include compensation and benefits paid to officers and employees of Inergy GP, LLC and its affiliates.

The Non-managing General Partner owns an approximate 2% general partner interest in the Partnership. In addition, the Non-managing General
Partner owns Senior Subordinated Units and Junior Subordinated Units through its wholly-owned subsidiary, New Inergy Propane, LLC,
approximating an 11.5% limited partner interest.

Inergy Holdings owns an aggregate 17% interest in us inclusive of ownership of all of our non-managing general partner and our managing
general partner.
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Basis of Presentation

The accompanying consolidated financial statements include the accounts of Inergy, L.P. and its subsidiary Inergy Propane, LLC as well as all
of Inergy Propane s wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in consolidation.

Nature of Operations

Inergy is engaged primarily in the sale, distribution, marketing, trading, processing and fractionation of propane and other natural gas liquids.
The retail market is seasonal because propane is used primarily for heating in residential and commercial buildings, as well as for agricultural
purposes. Inergy s operations are primarily concentrated in the Midwest and Southeast regions of the United States.

Financial Instruments and Price Risk Management

Inergy, through its wholesale operations, holds propane inventory, sells propane to various propane users, retailers, and resellers and offers price
risk management services to these customers as part of its marketing and distribution operations. Inergy s wholesale operations also sell propane
to energy marketers and dealers and therefore Inergy enters into fixed price forward purchase and sales contracts. Derivative financial
instruments utilized in connection with these activities are
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accounted for using the mark-to-market method in accordance with Statement of Financial Accounting Standards (SFAS) No. 133, Accounting
for Derivative Instruments and Hedging Activities. Inergy s overall objective for entering into such derivative financial instruments, including
those designated as fair value hedges of Inergy s inventory positions, is to manage its exposure to fluctuations in commodity prices and changes
in the fair market value of its inventories as well as to ensure an adequate physical supply will be available.

SFAS No. 133 requires recognition of all derivative instruments in the balance sheets and measures them at fair value. Beginning in December
2002, certain of Inergy s commodity derivative financial instruments have been designated as hedges of selected inventory positions, and qualify
as fair value hedges, as defined in SFAS No. 133. For derivative instruments designated as hedges, Inergy uses regression analysis and the dollar
offset method to formally assesses, both at the hedge contract s inception and on an ongoing basis, whether the hedge contract is highly effective
in offsetting changes in fair value of hedged items. Changes in the fair value of derivative instruments designated as fair value hedges are
reported in the balance sheet as price risk management assets or liabilities. The ineffective portions of hedging derivatives are recognized
immediately in cost of product sold. During the years ended September 30, 2004 and 2003, Inergy recognized a net loss of $0.1 million, and $0.2
million, respectively, related to the ineffective portion of its hedging instruments and a net loss of $1.0 million, and $0.5 million, respectively,
related to the portion of the hedging instruments Inergy excluded from its assessment of hedge effectiveness. Changes in the fair value of
derivative instruments that are not designated as hedges are recorded in current period earnings in accordance with SFAS No. 133.

The cash flow impact of financial instruments is reflected as cash flows from operating activities in the consolidated statements of cash flows.

Furthermore, Inergy has elected to use the special hedge accounting rules in SFAS No. 133 and hedge the fair value of certain of its inventory
positions, whereby the hedged inventory is marked to market. Inventories purchased under energy contracts subsequent to October 25, 2002, and
not otherwise designated as being hedged, as discussed above, are carried at the lower-of-cost or market.

Revenue Recognition

Sales of propane and other liquids are recognized at the time product is shipped or delivered to the customer. Gas processing and fractionation
fees are recognized upon delivery of the product. Revenue from the sale of propane appliances and equipment is recognized at the time of sale or
installation. Revenue from repairs and maintenance is recognized upon completion of the service.

Expense Classification

Cost of products sold consists of tangible products sold including all propane and other natural gas liquids sold and all propane related
appliances sold. Operating and administrative expenses consist of all expenses incurred by us other than those described above in cost of
products sold and depreciation and amortization. Certain of our operating and administrative expenses and depreciation and amortization are
incurred in the distribution of our product sales but are not included in cost of product sold. These were $28.2 million, $20.8 million and $15.0
million during the years ended September 30, 2004, 2003, and 2002, respectively.

Concentrations
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Inergy is both a retail and wholesale supplier of propane gas. Inergy generally extends unsecured credit to its wholesale customers in the United
States and Canada. Credit is generally extended to retail customers through delivery into company and customer owned propane gas storage
tanks. Provisions for doubtful accounts receivable are reflected in Inergy s consolidated financial statements, are based on specific identification
and historical collection results and have generally been within management s expectations. Finance charges on trade receivables are generally
recognized upon billing of customers.

Furthermore, three suppliers, Sunoco, Inc. (18%), Dominion Transmission Inc. (12%), and Exxon Mobil Oil Corp.(11%), accounted for
approximately 41% of propane purchases during the past fiscal year. We believe our contracts with these suppliers will enable us to purchase
most of our supply needs at market prices and ensures adequate supply. No other single supplier accounted for more than 10% of our propane
purchases in the current year.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the reported amount of assets and
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liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the year. Actual results

could differ from those estimates.

Inventories

Inventories for retail operations, which mainly consist of liquid propane, are stated at the lower of cost, determined using the average-cost
method, or market. Wholesale propane inventories are stated at the lower of cost, determined using the average-cost method, or market unless
designated as being hedged by forward sales contracts, as discussed above. Wholesale propane inventories being hedged and carried at market at

September 30, 2004 and 2003 amount to $40.7 million and $28.9 million, respectively.

Inventories consist of (in thousands):

Propane gas and other liquids
Appliances, parts and supplies

Shipping and Handling Costs

Shipping and handling costs are recorded as part of cost of products sold at the time product is shipped or delivered to the customer except as

discussed in Expense Classification .

Property, Plant, and Equipment

September 30, 2004

$ 53,295
3,109
$ 56,404

September 30, 2003

$ 32,247
3,475
$ 35,722

Property, plant, and equipment are stated at cost. Depreciation is computed by the straight-line method over the assets estimated useful lives, as

follows:

Buildings and improvements
Office furniture and equipment
Vehicles

Tanks and plant equipment
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25-40
310
510
5 30
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Inergy reviews its long-lived assets in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If such events or
changes in circumstances are present, a loss is recognized if the carrying value of the asset is in excess of the sum of the undiscounted cash flows
expected to result from the use of the asset and its eventual disposition. An impairment loss is measured as the amount by which the carrying
amount of the asset exceeds the fair value of the asset. Inergy has determined that no impairment exists as of September 30, 2004.

Intangible Assets

Intangible assets are amortized on a straight-line basis over their estimated economic lives, as follows:

Years
Covenants not to compete 2 10
Deferred financing costs 17
Customer accounts 15

Estimated amortization, including amortization of deferred financing cost reported as interest expense, for the next five years ending September
30, in thousands of dollars is as follows:

2005 $7,594
2005 6,626
2007 5,950
2008 5,890
2009 5,453

Deferred financing costs represent financing costs incurred in obtaining financing and are being amortized over the term of the debt. Covenants
not to compete, customer accounts and goodwill arose from the various acquisitions by Inergy and are
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discussed in Note 2. Deferred acquisition costs represent costs incurred to date on acquisitions that Inergy is actively pursuing, most of which
relate to the acquisitions completed subsequent to year end, as discussed in Note 11.

Pursuant to SFAS No. 142, Goodwill and Other Intangible Assets, goodwill is subject to at least an annual assessment for impairment by
applying a fair-value-based test. Additionally, an acquired intangible asset should be separately recognized if the benefit of the intangible asset is
obtained through contractual or other legal rights, or if the intangible asset can be sold, transferred, licensed, rented or exchanged, regardless of
the acquirer s intent to do so.

In connection with the goodwill impairment evaluation, the reporting units are identified, which for the Company are the same as its operating
segments, and carrying value of each reporting unit determined by assigning the assets and liabilities, including the existing goodwill and
intangible assets, to those reporting units as of the date of the evaluation. To the extent a reporting unit s carrying value exceeds its fair value, an
indication exists that the reporting unit s goodwill may be impaired and the second step of the impairment test must be performed. In the second
step, the implied fair value of the goodwill is determined by allocating the fair value to all of its assets (recognized and unrecognized) and
liabilities in a manner similar to a purchase price allocation in accordance with SFAS No. 141, Business Combinations to its carrying amount.

Under the provisions of Statement No. 142, Inergy completed the valuation of each of Inergy s reporting units and determined no impairment
existed as of September 30, 2004.

Income Taxes

The earnings of the Partnership and Operating Company are included in the Federal and state income tax returns of the individual partners. As a
result, no income tax expense has been reflected in Inergy s consolidated financial statements relating to the earnings of the Partnership and
Operating Company. Federal and state income taxes are, however, provided on the earnings of Services. The effect of temporary differences
between Services basis of assets and liabilities for income tax and financial statement purposes is immaterial. The provision for income tax for
the years ended September 30, 2004, 2003 and 2002 was $167,000, $103,000 and $93,000, respectively. Net earnings for financial statement
purposes may differ significantly from taxable income reportable to unitholders as a result of differences between the tax basis and the financial
reporting basis of assets and liabilities and the taxable income allocation requirements under the partnership agreement.

Customer Deposits

Customer deposits primarily represent cash received by Inergy from wholesale and retail customers for propane purchased that will be delivered
at a future date.

Fair Value

The carrying amounts of cash, accounts receivable and accounts payable approximate their fair value. Based on the estimated borrowing rates
currently available to Inergy for long-term debt with similar terms and maturities, the aggregate fair value of Inergy s long-term debt was
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approximately $138 million and $131 million as of September 30, 2004 and 2003, respectively. The fair value of our derivative financial
instruments was $(0.1) million and $1.0 million as of September 30, 2004 and 2003, respectively.

Accounting for Unit-Based Compensation

Inergy has a unit-based employee compensation plan, which is accounted for under the recognition and measurement principles of APB Opinion
No. 25, Accounting for Stock Issued to Employees for all periods presented and presents the fair value method pro forma disclosures required
under the provisions of SFAS No. 123, Accounting for Stock-Based Compensation, as amended by SFAS No. 148 Accounting for Stock-Based
Compensation  Transition and Disclosure. No unit-based employee compensation cost is reflected in net income (loss), as all options granted
under the plan had an exercise price equal to the market value of the underlying Common Units on the date of grant. The following table

illustrates the effect on net income (loss) and net income (loss) per limited partner unit as if Inergy had applied the fair value recognition

provisions of SFAS No. 123, Accounting for Stock-Based Compensation, to unit-based employee compensation. For purposes of pro forma
disclosures, the estimated fair value of an option is amortized to expense over the option s vesting period. Inergy s pro forma information for each
of the three years in the period ended September 30, 2004 is as follows (in thousands, except per unit data):

2004 2003 2002
Net income (loss) as reported $4,596) $13512 $8,309
Deduct: Total unit-based employee compensation expense determined under fair value method for all awards (227) (164) (142)
Pro forma net income (loss) $(4,823) $13348 $8,167
Pro forma limited partners interest in net income (loss) $(6,005) $12,731 $8,004
Net income (loss) per limited partner unit
Basic  as reported $ 0260 $ 077 $ 0.61
Basic  pro forma $ (027) $ 076 $ 0.60
Pro forma net income (loss) per limited partner unit:
Diluted as reported $ (026) $ 076 $ 0.60
Diluted pro forma $ 027) $ 075 $ 059
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Income (Loss) Per Unit

Basic net income (loss) per limited partner unit is computed by dividing net income (loss), after considering the Non-Managing General Partner s
interest and any incentive distribution allocation to its affiliate, by the weighted average number of Common and Subordinated Units

outstanding. Diluted net income (loss) per limited partner unit is computed by dividing net income (loss), after considering the Non-Managing
General Partner s interest, by the weighted average number of Common and Subordinated Units outstanding and the dilutive effect of unit
options granted under the long-term incentive plan. The following table presents the calculation of basic and dilutive income (loss) per limited
partner unit (in thousands, except per unit data):

Year Ended
September 30,
2004 2003 2002
Numerator:
Net income (loss) $ 4,596) $13,512 $ 8,309
Less: Non-Managing General Partners interest in net income (loss) 1,182 617 166
Limited partners interest in net income (loss) basic and diluted $(5,778) $12,895 $ 8,143
Denominator:
Weighted average limited partners units outstanding basic 22,027 16,676 13,317
Effect of dilutive unit options outstanding 266 204
Weighted average limited partners units outstanding dilutive 22,027 16,942 13,521
Net income (loss) per limited partner unit
Basic $ (026) $ 077 $ 061
Diluted $ 026) $ 076 $ 0.60

For the year ended September 30, 2004, 468,412 outstanding options were excluded from the determination of diluted net income (loss) per
limited partner unit because their inclusion would be anti-dilutive.

Segment Information

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information establishes standards for reporting information about
operating segments, as well as related disclosures about products and services, geographic areas, and major customers. Further, SFAS No. 131
defines operating segments as components of an enterprise for which separate financial information is available that is evaluated regularly by the
chief operating decision-maker in deciding how to allocate resources and assessing performance. In determining Inergy s reportable segments
under the provisions of SFAS No. 131, Inergy examined the way it organizes its business internally for making operating decisions and
assessing business performance. See Note 10 for disclosures related to Inergy s retail and wholesale segments. No single customer represents
10% or more of consolidated revenues. In addition, nearly all of Inergy s revenues are derived from sources within the United States, and all of
its long-lived assets are located in the United States
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Recently Issued Accounting Pronouncements

In January 2003, the Financial Accounting Standards Board ( FASB ) issued Interpretation No. 46, Consolidation of Variable Interest Entities.
Interpretation No. 46 requires that the assets, liabilities and results of the activity of variable interest entities be consolidated into the financial
statements of the company that has the controlling financial interest. Interpretation No. 46 also provides the framework for determining whether
a variable interest entity should be consolidated based on voting interests or significant financial support provided to it. Interpretation No. 46
became effective for Inergy on October 1, 2003 for variable interest entities created prior to February 1, 2003. The adoption of Interpretation No.
46 did not have a material impact on the Company s consolidated financial statements.
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SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity, establishes standards for how
an issuer classifies and measures certain financial instruments with characteristics of both liabilities and equity. It requires that an issuer classify
a financial instrument that is within its scope as a liability (or an asset in some circumstances). Many of those instruments were previously
classified as equity. This statement is effective for the fiscal year ending September 30, 2004. The adoption of SFAS No. 150 did not have a
material effect on the Company s consolidated financial statements.

Reclassifications

Certain reclassifications have been made to the 2003 and 2002 consolidated financial statements to conform to the 2004 presentation. These
reclassifications had no effect on net income.

2. Acquisitions

On July 31, 2003, Inergy purchased substantially all of the retail propane assets and assumed certain liabilities of United Propane, Inc. ( United
Propane ), a retail propane distributor located in Maryland, Delaware and West Virginia. The purchase price of $52.7 million consisted of the
issuance of 1,779,812 Common Units and 508,518 Senior Subordinated Units with a fair value of approximately $45.0 million, $2.7 million in
cash, and the assumption of $5.0 million of liabilities.

During fiscal 2003, Inergy also acquired substantially all of the assets of ten other retail propane companies located in Ohio, Florida, Indiana and
North Carolina, and one wholesale company located in Calgary, Canada. The aggregate purchase price for these acquisitions totaled
approximately $27.5 million, which included cash of approximately $23.2 million, assumed liabilities of approximately $2.3 million, seller notes
payable of $1.9 million and $0.1 million in common and Senior Subordinated Units. The purchase price allocation related to these acquisitions
included goodwill of $4.4 million, customer accounts of $1.6 million and other intangible assets acquired of $2.6 million. The operating results
of all fiscal 2003 acquisitions are included in Inergy s consolidated results of operations from the dates of acquisition.

During the fiscal year ended September 30, 2004, Inergy acquired substantially all of the assets of sixteen retail propane companies located in
South Carolina, Georgia, Florida, Pennsylvania, Virginia, North Carolina, Arkansas, Michigan, New York, and Illinois, and we expanded our
wholesale and supply operations by acquiring from Link Energy, LLC (formerly known as EOTT Energy, L.P.) its west coast NGL business,
which includes natural gas processing, NGL fractionation, NGL rail and truck terminals, bulk storage, trucking and marketing operations. The
aggregate purchase price for these acquisitions totaled approximately $97.4 million, which included cash of approximately $85.2 million,
assumed liabilities of approximately $9.7 million, and seller notes payable of approximately $2.5 million. The purchase price allocation related
to these assets included goodwill of $13.7 million, customer accounts of $14.2 million and other intangible assets of $2.7 million. In the
aggregate, these acquisitions are not material for pro forma disclosure purposes. These acquisitions were financed primarily using the acquisition
facility and were accounted for by the purchase method under SFAS No. 141. The operating results for all fiscal 2004 acquisitions are included
in Inergy s consolidated results of operations from the dates of acquisition.

The following reflects the acquisitions in purchase business combinations of the retail assets of United Propane in July 2003, in millions:

United
Propane
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Cash
Assumed liabilities
Common and Senior Subordinated Units

Property, plant and equipment
Goodwill

Customer accounts

Net current assets

The weighted average amortization period of amortizable intangible assets acquired was approximately 15 years.

$ 27
5.0
45.0

$ 527

$ 19.6
13.9
16.9
2.3

$ 527

The following unaudited pro forma data summarizes the results of operations for the period indicated as if the United Propane acquisition had

been completed at the beginning of the period presented. The pro forma data gives effect to actual
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operating results prior to the acquisition and adjustments to interest expense and intangible assets amortization, among other things. These pro
forma amounts do not purport to be indicative of the results that would have actually been obtained if the acquisition had occurred on October 1,
2002 or that will be obtained in the future.

Year Ended
September 30, 2003

(in thousands, except per unit data)

Revenues $ 393,116
Net income 15,708
Net income per limited partner unit - basic $ 0.85

3. Price Risk Management and Financial Instruments

Inergy, through its wholesale operations, sells propane and offers price risk management services to energy related businesses through a variety
of financial and other instruments including forward contracts involving physical delivery of propane. In addition, Inergy manages its own
trading portfolio using forward physical and futures contracts. Inergy attempts to balance its contractual portfolio in terms of notional amounts
and timing of performance and delivery obligations. However, net unbalanced positions can exist or are established based on assessment of
anticipated short-term needs or market conditions.

The price risk management services offered to propane users, retailers and resellers, and other related businesses utilize a variety of financial and
other instruments including forward contracts involving physical delivery of propane, swap agreements, which require payments to (or receipt of
payments from) counterparties based on the differential between a fixed and variable price for propane, options and other contractual
arrangements.

As discussed in Note 1, all of these financial instruments are accounted for using the mark-to-market method of accounting. Inergy has entered
into these derivative financial instruments to manage its exposure to fluctuation in commaodity prices. The effects of commodity price volatility
have generally been mitigated by Inergy s attempts to maintain a balanced portfolio of derivative financial instruments and inventory positions in
terms of notional amounts and timing of performance.

Notional Amounts and Terms

The notional amounts and terms of these financial instruments at September 30, 2004 and 2003 include fixed price payor for 4.9 million and 3.0
million barrels, respectively, and fixed price receiver for 6.5 million and 4.8 million barrels, respectively.

Notional amounts reflect the volume of the transactions, but do not represent the amounts exchanged by the parties to the financial instruments.
Accordingly, notional amounts do not accurately measure Inergy s exposure to market or credit risks.
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Fair Value

The fair value of all derivative instruments related to price risk management activities as of September 30, 2004 and 2003 was assets of $23.0
million and $8.9 million, respectively, and liabilities of $29.6 million and $5.8 million, respectively.

The net change in unrealized gains and losses related to all price risk management activities and propane based financial instruments for the
years ended September 30, 2004, 2003 and 2002 of $(1.2) million, $0.8 million, and $0.1 million, respectively, are included in cost of product
sold in the accompanying consolidated statements of operations.

The following table summarizes the change in the unrealized fair value of energy contracts related to risk management activities for the years
ended September 30, 2004 and 2003 where settlement has not yet occurred (in thousands of dollars):

Year Ended Year Ended

September 30, 2004 September 30, 2003
Net unrealized gains and (losses) in fair value of contracts outstanding at
beginning of period $ 3,104 $ (4,653)
Initial recorded value of new contracts entered into during the period 2,723
Other unrealized gains and (losses) recognized (13,148) 4,479
Less: realized gains and (losses) recognized 695 3,278
Net unrealized gains and (losses) in fair value of contracts outstanding at
end of period $ (6,626) $ 3,104

Of the outstanding unrealized gain (loss) as of September 30, 2004 and 2003, contracts with a maturity of less than one year totaled $(6.6)
million and $3.1 million, respectively. There were no contracts maturing in excess of one year in 2004, contracts maturing in excess of one year
totaled less than $0.1 million in 2003.
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Market and Credit Risk

Inherent in the resulting contractual portfolio are certain business risks, including market risk and credit risk. Market risk is the risk that the
value of the portfolio will change, either favorably or unfavorably, in response to changing market conditions. Credit risk is the risk of loss from
nonperformance by suppliers, customers, or financial counterparties to a contract. Inergy does not require collateral to support financial
instruments subject to credit risk but does take an active role in managing and controlling market and credit risk and has established control
procedures, which are reviewed on an ongoing basis. Inergy monitors market risk through a variety of techniques, including daily reporting of
the portfolio s value to senior management. Inergy provides for such risks at the time derivative financial instruments are adjusted to fair value
and when specific risks become known. Inergy attempts to minimize credit risk exposure through credit policies and periodic monitoring
procedures. The counterparties associated with assets from price risk management activities as of September 30, 2004 and 2003 are generally
propane users, retailers and resellers, and energy marketers and dealers.

4. Long-Term Debt

Long-term debt consisted of the following (in thousands):

September 30,
2004 2003
Credit agreement $132,153 $ 41,024
Senior secured notes (including interest rate swap liability) 86,265
Obligations under noncompetition agreements and notes to former owners of businesses acquired 5,446 3,833
Other 2 5

137,601 131,127
Less current portion 23,615 12,449

$113,986 $118,678

Effective May 27, 2004, Inergy Propane, LLC executed an Amended and Restated Credit Agreement (the Amended Facility ) with its existing
lenders in addition to others. The Amended Facility consists of a $75 million revolving working capital facility and a $225 million revolving
acquisition facility. The Amended Facility expires in July 2006 and carries terms, conditions and covenants substantially similar to the previous
credit agreement. The obligation under the Amended Facility are secured by a first priority lien on all assets of Inergy Propane and its
subsidiaries, the pledge of all of Inergy Propane s equity interest in its subsidiaries and by a pledge of the Company s interest in Inergy Propane.
The Amended Facility is also guaranteed by Inergy, L.P. and its subsidiary.

Inergy is required to reduce the principal outstanding on the revolving working capital line of credit to $4 million or less for a minimum of 30
consecutive days during the period commencing March 1 and ending September 30. As such, $4 million of the outstanding balance at September
30, 2004 and 2003 has been classified as a long-term liability in the accompanying consolidated balance sheets. At September 30, 2004 and
2003, the balance outstanding under this credit agreement was $132.2 million and $41.0 million, respectively, including $26.4 million and $15.5
million, respectively, under the working capital facility. The prime rate and LIBOR plus the applicable spreads were between 3.77% and 4.75%
at September 30, 2004, and between 3.11% and 4.00% at September 30, 2003, for all outstanding debt under the credit agreement.
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In June 2002, Inergy Propane, LLC entered into a note purchase agreement with a group of institutional lenders pursuant to which it issued $85.0
million aggregate principal amount of senior secured notes with a weighted average interest rate of 9.07% and a weighted average maturity of
5.9 years. The senior secured notes consisted of the following: $35 million principal amount of 8.85% senior secured notes with a 5-year
maturity, $25.0 million principal amount of 9.10% senior secured notes with a 6-year maturity, and $25.0 million principal amount of 9.34%
senior secured notes with a 7-year maturity. The net proceeds from these senior secured notes were used to repay a portion of the amount
outstanding under the credit facility.

The credit agreement contains several covenants which, among other things, require the maintenance of various financial performance ratios,
restrict the payment of distributions to unitholders, and require financial reports to be submitted periodically to the financial institutions. Unused
borrowings under the credit agreement amounted to $162.2 million and $154.9 million at September 30, 2004 and 2003, respectively.

The funds from a public unit offering, together with net new borrowings under the revolving credit facility were used to repay in full $85.0
million aggregate principal amount of senior secured notes, plus interest expense related to a make whole
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premium charge of approximately $17.9 million in January 2004. All interest rate swap agreements were cancelled in conjunction with the
repayment of $85 million of senior secured notes. The interest expense related to the make whole premium charge of $17.9 million was recorded
as a charge to earnings in the quarter ended March 31, 2004 together with the write-off of the $1.2 million deferred financing costs associated
with the senior secured notes, partially offset by a $0.9 million gain from the cancellation of the interest rate swaps.

Noninterest-bearing obligations due under noncompetition agreements and other note payable agreements consist of agreements between Inergy
and the sellers of retail propane companies acquired from fiscal years 1999 through 2004 with payments due through 2014 and imputed interest
ranging from 5.1% to 10.0%. Noninterest-bearing obligations consist of $6.9 million and $4.6 million in total payments due under agreements,
less unamortized discount based on imputed interest of $1.4 million and $0.8 million at September 30, 2004 and 2003, respectively.

The aggregate amounts of principal to be paid on the outstanding long-term debt during the next five years ending September 30 and thereafter
are as follows, in thousands of dollars:

2005 $ 23,615
2006 110,540
2007 797
2008 1,216
2009 609
Thereafter 824

$ 137,601

In August 2002, the Operating Company entered into two interest rate swap agreements, each designed to hedge $10 million in underlying fixed
rate senior secured notes, in order to manage interest rate risk exposure and reduce overall interest expense. In October 2002, the Operating
Company entered into three additional interest rate swap agreements each designed to hedge $5 million in underlying fixed rate senior secured
notes. These swap agreements, required the counterparty to pay us an amount based on the stated fixed interest rate on the notes due every three
months. In exchange, the Operating Company was required to make quarterly floating interest rate payments on the same dates to the
counterparty based on an annual interest rate equal to the 3 month LIBOR interest rate plus spreads between 4.83% and 5.02% applied to the
same notional amount of $35 million. The swap agreements were recognized as fair value hedges. Amounts received or paid under the
agreements were accrued and recognized over the life of the agreements as an adjustment to interest expense. The Partnership recognized
approximately $1.3 million increase in the fair market value of the related senior secured notes at September 30, 2003, with a corresponding
increase in the fair value of its interest rate swaps, which are recorded in other non-current assets. In January 2004, all interest rate swap
agreements were cancelled in conjunction with the repayment of $85 million of senior secured notes.

5. Leases

Inergy has several noncancelable operating leases mainly for office space and vehicles, which expire at various times over the next ten years.

Future minimum lease payments under noncancelable operating leases for the next five years ending September 30 and thereafter consist of the
following, in thousands of dollars:
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Year Ending September 30,

2005
2006
2007
2008
2009
Thereafter

Total minimum lease payments

Rent expense for all operating leases during 2004, 2003, and 2002 amounted to $4.5 million, $2.8 million, and $1.9 million, respectively.

$ 5,072
3,827
2,888
2,177

633
290

$ 14,887

In connection with our acquisition of assets from United Propane, Inc. on July 31, 2003, we entered into ten leases of real property formerly used
by United Propane in its business. We entered into five of these leases with United Propane, three of these leases with Pascal Enterprises, Inc.

and two of these leases with Robert A. Pascal. Each of these leases provides for an
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initial five-year term, and is renewable by us for up to two additional terms of five years each. During the initial term of these leases we are
required to make monthly rental payments totaling $59,167, of which $17,167 is payable to United Propane, $16,800 is payable to Pascal
Enterprises, and $25,200 is payable to Mr. Pascal.

On May 1, 2004, Inergy Propane, LLC entered into a lease agreement with United Leasing, Inc. to lease a propane rail terminal known as the
Curtis Bay Terminal for the base monthly rent of $15,000.

Robert A. Pascal is the sole shareholder of United Propane, Pascal Enterprises and United Leasing and is on our managing general partner s
board of directors.

6. Income Taxes

The provision for income taxes for the years ended September 30, 2004, 2003, and 2002 consists of the following, in thousands of dollars:

Year Ended September 30,

2004 2003 2002

Current:

Federal $ $ 81 $84
State 167 22

Total current $167 $103 $93

The income tax provision for the years ended September 30, 2004, 2003, and 2002 relates to taxable income of the Services operations as
discussed in Note 1.

7. Partners Capital

In March 2003, Inergy issued 1,610,000 Common Units in a public offering, resulting in proceeds of $23.3 million, net of underwriter s discount,
commission, and offering expenses. Inergy Partners, LLC contributed $0.5 million in cash to Inergy, L.P. in conjunction with the issuance in
order to maintain its 2% non-managing general partner interest.

In June 2003, Inergy issued 5,302 Common Units in conjunction with the acquisition of Phillips Propane, Inc. Inergy Partners, LLC contributed
$2,000 in cash to Inergy, L.P. in conjunction with the issuance in order to maintain its 2% non-managing general partner interest.
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In July 2003, Inergy issued 1,779,812 Common Units and 508,518 Senior Subordinated Units to the owner of United Propane, Inc. in
conjunction with the acquisition of substantially all the propane assets of United Propane, Inc. Inergy Partners, LLC contributed $0.9 million in
cash to Inergy, L.P. in conjunction with the issuance in order to maintain its 2% non-managing general partner interest.

On December 10, 2003, the Board of Directors of the Managing General Partner declared a two-for-one split of the outstanding Limited
Partnership units. The split entitled unitholders of record at the close of business on January 2, 2004 to receive one additional unit for each unit
held as of such date. The distribution was made on January 12, 2004. The effect of the split was to double the number of all outstanding units
and to reduce by half the minimum quarterly per unit distribution and the targeted distribution levels. All common and subordinated unit
amounts and per unit amounts have been restated to reflect the two-for-one split.

In January 2004, Inergy, L.P. issued 3,625,000 Common Units in a public offering, resulting in proceeds of $83.3 million, net of underwriter s
discount, commission, and offering expenses. Inergy Partners, LLC contributed $1.8 million in cash to Inergy, L.P. in conjunction with the
issuance in order to maintain its 2% non-managing general partner interest. These funds were used to repay borrowings under our credit
agreement.

In August 2004, Inergy, L.P. issued 1,300,000 Common Units to Tortoise Energy Infrastructure Corporation resulting in proceeds of $29.9
million, net of underwriter s discount, commission, and offering expenses.

Also in August 2004, Inergy completed the conversion of 1,656,684 Senior Subordinated Units into common units.

The amended and restated Agreement of Limited Partnership of Inergy, L.P. (Partnership Agreement) contains specific provisions for the
allocation of net earnings and losses to each of the partners for purposes of maintaining the partner capital accounts.
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The Partnership Agreement provides that during the Subordination Period (as defined below), the Partnership may issue up to 1,600,000
additional Common Units (excluding Common Units issued in connection with conversion of Subordinated Units into Common Units) or an
equivalent number of securities ranking on a parity with the Common Units. During 2003, the Partnership issued 246,372 of such Common
Units, thus the Partnership currently retains the ability to issue 1,353,628 additional Common Units under this provision. The Partnership
Agreement also provides that an unlimited number of partnership interests junior to the Common Units may be issued without a Unitholder vote.
The Partnership may also issue additional Common Units during the Subordination Period in connection with certain acquisitions or the
repayment of certain indebtedness. After the Subordination Period, the Partnership Agreement authorizes the General Partner to cause the
Partnership to issue an unlimited number of limited partner interests of any type without the approval of any Unitholders.

Quarterly Distributions of Available Cash

The Partnership is expected to make quarterly cash distributions of all of its Available Cash, generally defined as income (loss) before income
taxes plus depreciation and amortization, less maintenance capital expenditures and net changes in reserves established by the General Partner
for future requirements. These reserves are retained to provide for the proper conduct of the Partnership business, or to provide funds for
distributions with respect to any one or more of the next four fiscal quarters.

Distributions by the Partnership in an amount equal to 100% of its Available Cash will generally be made 98% to the Common and
Subordinated Unitholders and approximately 2% to the General Partner, subject to the payment of incentive distributions to the holders of
Incentive Distribution Rights to the extent that certain target levels of cash distributions are achieved. To the extent there is sufficient Available
Cash, the holders of Common Units have the right to receive the Minimum Quarterly Distribution ($0.30 per Unit), plus any arrearages, prior to
any distribution of Available Cash to the holders of Subordinated Units. Common Units will not accrue arrearages for any quarter after the
Subordination Period (as defined below) and Subordinated Units will not accrue any arrearages with respect to distributions for any quarter.

In general, the Subordination Period will continue indefinitely until the first day of any quarter beginning after June 30, 2006 for the Senior
Subordinated Units and June 30, 2008 for the Junior Subordinated Units in which distributions of Available Cash equal or exceed the Minimum
Quarterly Distribution on the Common Units and the Subordinated Units for each of the three consecutive four-quarter periods immediately
preceding such date. On August 13, 2004, 1,656,684 Senior Subordinated Units were converted to Common Units. Prior to the end of the
Subordination Period, 286,272 Junior Subordinated Units will convert to Common Units after June 30, 2006 and another 1,656,684 Senior
Subordinated Units will convert to Common Units after June 30, 2005 and 286,272 Junior Subordinated Units will convert to Common Units
after June 30, 2007, if distributions of Available Cash on the Common Units and Subordinated Units equal or exceed the Minimum Quarterly
Distribution for each of the three consecutive four-quarter periods preceding such date. Upon expiration of the Subordination Period, all
remaining Subordinated Units will convert to Common Units.

The Partnership is expected to make distributions of its Available Cash within 45 days after the end of each fiscal quarter ending December,
March, June, and September to holders of record on the applicable record date. The Partnership made distributions to unitholders, including the
non-managing general partner, amounting to $37.4 million, $25.2 million, and $16.2 million during the years ended September 30, 2004, 2003,
and 2002, respectively, or $1.60, $1.45, $1.18 per unit, respectively, for the periods to which these distributions relate.

Unit Purchase Plan

Inergy s managing general partner sponsors a unit purchase plan for its employees and the employees of its affiliates. The unit purchase plan
permits participants to purchase Common Units in market transactions from Inergy, the general partners or any other person. All purchases made
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have been in market transactions, although the plan allows Inergy to issue additional units. Inergy has reserved 100,000 units for purchase under
the unit purchase plan. As determined by the compensation committee, the managing general partner may match each participant s cash base pay
or salary deferrals by an amount up to 10% of such deferrals and have such amount applied toward the purchase of additional units. The
managing general partner has also agreed to pay the brokerage commissions, transfer taxes and other transaction fees associated with a
participant s purchase of Common Units. The maximum amount that a participant may elect to have withheld from his or her salary or cash base
pay with respect to unit purchases in any calendar year may not exceed 10% of his or her base salary or wages for the year. Units purchased on
behalf of a participant under the unit purchase plan generally are to be held by the participant for at least one year. To the extent a participant
desires to sell or dispose of such units prior to the end of this one year holding period, the participant will be ineligible to participate in the unit
purchase plan again until the one year anniversary of the date of such sale. The unit purchase plan is intended to serve as a means for
encouraging participants to invest in Common Units. Units purchased through the unit purchase plan by Inergy and its employees for the fiscal
years ended September 30,
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2004, 2003, and 2002 were 9,518 units, 10,277 units, and 3,280 units, respectively. No units were purchased through the plan prior to fiscal year
2002.

Long-Term Incentive Plan

Inergy s managing general partner sponsors the Inergy Long-Term Incentive Plan for its employees, consultants, and directors and the employees
of its affiliates that perform services for Inergy. The long-term incentive plan currently permits the grant of awards covering an aggregate of
1,735,100 Common Units, which can be granted in the form of unit options and/or restricted units; however, not more than 565,000 restricted
units may be granted under the plan. With the exception of 56,000 unit options (exercise prices from $1.92 to $5.34) granted to non-executive
employees in exchange for option grants made by the predecessor in fiscal 1999, all of which have been grandfathered into the long-term
incentive plan and are presented as grants in the table below, all unit options and restricted units granted under the plan will vest no sooner than,
and in the same proportion as, Senior Subordinated Units convert into Common Units as described above. The compensation committee of the
managing general partner s board of directors administers the plan.

Restricted Units

A restricted unitis a phantom unit that entitles the grantee to receive a common unit upon the vesting of the phantom unit, or at the discretion of
the compensation committee, cash equivalent to the value of a common unit. In general, restricted units granted to employees will vest three

years from the date of grant and are subject to the vesting provisions described above in connection with the Subordination Period. In addition,

the restricted units will become exercisable upon a change of control of the managing general partner or Inergy.

The restricted units are intended to serve as a means of incentive compensation for performance and not primarily as an opportunity to
participate in the equity appreciation of the Common Units. Therefore, plan participants will not pay any consideration for the Common Units
they receive, and Inergy will receive no remuneration for the units.

As of September 30, 2004, there were no restricted units issued under the long-term incentive plan.

Unit Options

Unit options issued under the long-term incentive plan will generally have an exercise price equal to the fair market value of the units on the date
of grant. In general, unit options will expire after 10 years and are subject to the vesting provisions described above in connection with the
Subordination Period. In addition, most unit option grants made under the plan provide that the unit options will become exercisable upon a
change of control of the managing general partner or Inergy. None of the outstanding unit options were exercisable at September 30, 2004.

A summary of Inergy s unit option activity for the years ended September 30, 2004, 2003, and 2002, is provided below:
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Outstanding at September 30, 2001
Granted

Exercised

Canceled

Outstanding at September 30, 2002
Granted

Exercised

Canceled

Outstanding at September 30, 2003
Granted

Exercised

Canceled

Outstanding at September 30, 2004
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Weighted-
Average Number
Range of Exercise

Exercise Prices Price of Units
$ 1.92-$11.00 $ 10.20 663,840
$11.25-$1535 $ 1356 365,000
$ 11.00 $ 11.00 32,376
$ 1.92-$1535 $ 11.60 996,464
$13.75-$20.13 $ 16.53 308,000
$10.00-$1535 $ 10.54 227,400
$ 1.92-$20.13 $ 13.10 1,077,064
$20.96-$24.71 $ 23.11 84,000
$13.83-$15.35 $ 14.51 46,000
$ 1.92-$2471 $ 13.79 1,115,064
112



Edgar Filing: AT&T INC. - Form DEF 14A

Table of Conten

Information regarding options outstanding as of September 30, 2004 is as follows:

Weighted

Average
Remaining Weighted
Contracted Average
Options Life Exercise

Range of Exercise Prices Outstanding (years) Price

$1.92-$8.19 25,564 6.8 $ 237
$10.00 - $11.00 508,500 6.8 10.82
$13.75 - $16.90 427,000 8.1 15.17
$19.43 - $24.71 154,000 9.2 21.66
1,115,064 76 $ 1379

The weighted-average remaining contract life for options outstanding at September 30, 2004 is approximately eight years. Pro forma information
regarding net income and earnings per share, as required by SFAS No. 123, is included in Note 1. SFAS No. 123 requires the pro forma
information be determined as if Inergy has accounted for its employee unit options under the fair value method of that statement. As described
below, the fair value accounting provided under SFAS No. 123 requires the use of option valuation models that were not developed for use in
valuing employee unit options. The fair value of each option grant was estimated as of the grant date using the Black-Scholes option pricing
model with the following assumptions:

2004 2003 2002
Weighted average fair value of options granted $ 141 $ 1.97 $ 1.83
Expected volatility 0.159 0.230 0.283
Distribution yield 6.9 % 7.5% 10.0%
Expected life of option in years 5 5 5
Risk-free interest rate 3.2% 3.0% 3.1%

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options, which have no vesting
restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions, including the
expected unit price volatility. Because Inergy s employee unit options have characteristics significantly different from those of traded options,
and because changes in the subjective input assumptions can materially affect the fair value estimate, in management s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of its employee unit options.

8. Employee Benefit Plans

A 401(k) profit-sharing plan is available to all of Inergy s employees who have completed 30 days of service. The plan permits employees to
make contributions up to 75% of their salary, up to statutory limits, currently $13,000 in 2004. The plan provides for matching contributions by
Inergy for employees completing one year of service of 1,000 hours. Matching contributions made by Inergy were $0.4 million, $0.3 million,
and $0.2 million in 2004, 2003, and 2002, respectively.
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9. Commitments and Contingencies

Inergy periodically enters into agreements to purchase fixed quantities of liquid propane at fixed prices with suppliers. At September 30, 2004,
the total of these firm purchase commitments was approximately $135 million. The company also enters into agreements to purchase quantities
of liquid propane at variable prices with suppliers at future dates at the then prevailing market prices. At September 30, 2004, the quantity of
these variable purchase commitments was approximately 50 million gallons.

At September 30, 2004, Inergy was contingently liable for letters of credit outstanding totaling $5.6 million, which guarantees various
transactions.

Inergy is periodically involved in litigation proceedings. The results of litigation proceedings cannot be predicted with certainty; however,
management believes that Inergy does not have material potential liability in connection with these proceedings that would have a significant
financial impact on its consolidated financial condition and results of operations.

Inergy utilizes third-party insurance subject to varying retention levels of self-insurance, which management considers prudent. Such
self-insurance relates to losses and liabilities primarily associated with workers compensation claims and general, product, vehicle, and
environmental liability. Losses are accrued based upon management s estimates of the aggregate liability for claims incurred using certain
assumptions followed in the insurance industry and based on past experience.
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Certain employees are entitled to receive up to $1.7 million in aggregate of bonus payments at the end of the subordination periods of the Junior
and Senior Subordinated Units. As these amounts will only become due if the employees remain employed by Inergy, no amount has been
accrued at September 30, 2004.

10. Segments

Inergy s financial statements reflect two operating and reportable segments: retail sales operations and wholesale sales operations. Inergy s retail
sales operations include propane sales to end users, the sale of propane-related appliances and service work for propane-related equipment. The
wholesale sales operations distribute propane and provide marketing and price risk management services to other users, retailers and resellers of
propane, including Inergy s retail operations. All revenues generated by the wholesale sales operation segment are included in the selling price of
the propane and are included in the table below as propane revenues. Inergy s President and Chief Executive Officer has been identified as the
Chief Operating Decision Maker (CODM). The CODM evaluates performance and allocates resources based on revenues and gross profit of

each segment. The accounting policies of the segments are the same as those described in the summary of significant accounting policies. All
intersegment revenues and profits associated with propane sales and other services between the wholesale and retail segments have been
eliminated.

The identifiable assets associated with each reportable segment reviewed by the CODM include accounts receivable and inventories. The net
asset/liability from price risk management, as reported in the accompanying consolidated balance sheets, is related to the wholesale segment and
is specifically reviewed by the CODM. Inergy does not report property, plant and equipment, purchases of property, plant, and equipment,
intangible assets, and depreciation and amortization by segment to the CODM.

Revenues, gross profit, and identifiable assets for each of Inergy s reportable segments are presented below, in thousands of dollars.
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Year Ended September 30, 2004

Retail Wholesale

Sales Sales Intersegment
Operations Operations Eliminations Total
Propane revenues $203,901 $ 333,791 $ (106,490) $431,202
Fractionation and other midstream revenues 29,486 29,486
Transportation revenues 7,649 7,649
Propane-related appliance sales revenues 4,803 4,803
Retail service revenues 3,428 3,428
Rental revenues 3,527 3,527
Other revenues 2,401 2,401
Gross profit 105,956 18,353 (866) 123,443
Identifiable assets 23,286 82,559 105,845

Year Ended September 30, 2003

Retail Wholesale

Sales Sales Intersegment
Operations Operations  Eliminations Total
Propane revenues $160,149 $ 259,934 $§ (76,505) $343,578
Transportation revenues 9,086 9,086
Propane-related appliance sales revenues 3,495 3,495
Retail service revenues 1,902 1,902
Rental revenues 2,739 2,739
Other revenues 2,566 2,566
Gross profit $ 86,088 $ 11,326 $ (1,059) $ 96,355
Identifiable assets $ 16,554 $ 41,009 $ $ 57,563

Year Ended September 30, 2002

Retail Wholesale

Sales Sales Intersegment
Operations Operations  Eliminations Total
Propane revenues $100,237 $ 120,737 $ (28,848) $192,122
Transportation revenues 6,801 6,801
Propane-related appliance sales revenues 2,697 2,697
Retail service revenues $ 1,497 $ $ $ 1,497
Rental revenues $ 2,042 $ $ $ 2,042
Other revenues $ 3,541 $ $ $ 3,541
Gross profit $ 68,605 $ 5698 $ 602) $ 73,701
Identifiable assets $ 12,132 § 42,142 $ $ 54274

11. Subsequent Events

On November 18, 2004, we executed a definitive agreement to purchase 100% partnership interests in Star Gas Propane, L.P., the propane
operating partnership of Star Gas Partners, L.P. for approximately $475 million. Star Gas Propane currently serves approximately 345,000
customers from approximately 120 customer service centers in the Midwest, Northeast, Florida, and Georgia. Subject to antitrust clearance and
customary closing conditions, the transaction is expected to close in the fourth quarter of calendar 2004. In order to finance the transaction, on
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November 18, 2004, we entered into a Commitment letter with J.P. Morgan Chase Bank, N.A., J.P. Morgan Securities, Inc., Lehman
Commercial Paper Inc. and Lehman Brothers, Inc. for a $400 million 364-day credit facility and a $325 million five year credit facility, both of
which would be secured by substantially all of our assets. The Commitment letter for the credit facilities contains a number of closing
conditions.

On November 15, 2004, we reached an agreement, in principal, to acquire the propane assets of Moulton Gas Service, Inc. headquartered in
Wapakoneta, Ohio, which closed on November 30, 2004. In Moulton Gas fiscal year ended June 30, 2004, Moulton Gas delivered
approximately 21 million gallons of retail propane to approximately 23,000 customers from 4 retail locations and 11 satellite plants in Ohio and
provides further critical mass to Inergy s strong presence in the Great Lakes region.
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12. Quarterly Financial Data (Unaudited)

Summarized unaudited quarterly financial data is presented below. Inergy s business is seasonal due to weather conditions in its service areas.
Propane sales to residential and commercial customers are affected by winter heating season requirements, which generally results in higher
operating revenues and net income during the period from October through March of each year and lower operating revenues and either net
losses or lower net income during the period from April through September of each year. Sales to industrial and agricultural customers are much
less weather sensitive.

(In Thousands of Dollars, except per unit information)

Quarter Ended

December 31 March31  June 30 September 30

Fiscal 2004

Revenues $132,581 $178,068 $69,715 $ 102,132
Gross profit 37,117 50,320 16,987 19,019
Operating income (loss) 12,101 25,174 (8,631) (7,586)
Net income (loss) 9,370 5,422 (9,800) (9,588)
Net income (loss) per limited partner unit:

Basic $ 048 $ 024 $ (042 $ 0.42)
Diluted $ 046 $ 023 $ (042) $ 0.42)
Fiscal 2003

Revenues $109,600 $158,650 $39,481 $ 55,544
Gross profit 28,139 40,537 11,067 16,612
Operating income (loss) 10,467 20,090 (4,352) (2,942)
Net income (loss) 7,716 17,785 (6,548) (5,441)
Net income (loss) per limited partner unit:

Basic $ 049 $ .11 $ (038 $ 0.29)
Diluted $ 048 $ 1.10 $ (038 $ (0.29)

For the quarter ended March 31, 2004 operating income reflects a make whole premium charge of $17.9 million, the write off of deferred
financing cost of $1.2 million, and a credit of $0.9 million relating to swap value received upon the cancellation of outstanding interest rate swap
agreements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be

signed on its behalf by the undersigned, thereunto duly authorized.

Dated: June 16, 2005
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INERGY, L.P.

By Inergy GP, LLC
(its managing general partner)

By /s/ R. BROOKS SHERMAN, JR.
R. Brooks Sherman, Jr.
Senior Vice President and Chief Financial Officer
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Year ended September 30,

Allowance for doubtful accounts
2004
2003
2002

Table of Contents

Schedule II
Inergy, L.P. and Subsidiary
(Successor to Inergy Partners, LLC and Subsidiaries)
Valuation and Qualifying Accounts
(in thousands)
Charged

Balance at to costs Other Balance

beginning and Additions Deductions at end
of period expenses (recoveries) (write-offs) of period
$ 997 $ 214 $ 1,125 $ (1,258) $ 1,078
927 719 96 (745) 997
186 451 540 (250) 927
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