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ITEM 1.01. ENTRY INTO A MATERIAL DEFINITIVE AGREEMENT.

On July 10, 2006, Diversified Energy Company d/b/a Highland
Energy, a wholly owned subsidiary of RGC Resources, Inc.

("Resources" or "Company"), entered into an asset purchase and
sale agreement for the sale of the assets relating to its energy
marketing business to Atmos Energy Marketing, LLC ("Atmos"). The

assets to be sold include the gas supply contracts between
Highland Energy and its customers and related business records.
The date of transfer is set as the date from the first meter read
performed for each of the end user customers on or after August
1, 2006.

Highland Energy and Resources agreed with Atmos for a period of
three years ending July 1, 2009 to not sell any natural gas for
consumption by an existing customer at any facility serviced
under the assigned contracts with the exception of tariff gas
sales by a public utility subsidiary or affiliate.

The purchase price for the assets sold by Highland Energy is
valued at up to $414,270. Atmos will pay Highland Energy the sum
of $233,216 at closing. The remaining $181,054 will be paid by
Atmos to Highland Energy on the first anniversary of the closing
provided that all such customers with assigned contracts remain
as customers of Atmos Energy as of the anniversary date. However,
the remaining balance payable will be adjusted downward by a
prescribed amount to the extent (i) a customer pursuant an
assigned contract is no longer a customer on the anniversary date
and such customer was not a customer for two of the preceding
twelve months or (ii) any customer reduces their average natural
gas consumption by more than 20 percent from current annualized
levels.

As a result of the sale of the assets of Highland Energy, the
Company recognized a loss of approximately $147,000 related to
the unassigned basis (the transportation component of the gas
purchase agreements) not acquired by Atmos. The loss reflects the
difference in the original cost of such basis in excess of the
current net realizable value that Highland Energy expects to
receive for resale of the basis in current gas market conditions.
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