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The Public Utilities Commission Qf Ohio

CERTIFICATION APPLICATION FOR RETAIL NATURAL GAS SUPPLIERS

) 'rfhis PDF form is ,des_igl_l_gdﬁ w_'i;gwllegtgm_ctivg_ﬁglds,_ You may inpui information directly onto the fof;ﬁ:i
. ‘or download the form, by saving it to your local disk, for later use.)

Please print or type all required information. Identify all attachments with an exhibit label and title
(Example; Exhibit A-16 Company History). All aftachments should bear the legal name of the Applicant.

Applicants should file completed applications and all related correspondence with the Public Utilities
. Commission of Ohio, Docketing Division, 10 Floor, 180 East Broad Street, Columbus, Ohio 43215-3793.

A, APPLICANT INFORMATION

A-1 Applicant intends to be certified as: (che'ck all that apply) ) 0

Retail Natural Gas Broker C:

Retail Nataral Gas Supplier
Retail Natural Gas Aggregator "}

v Retail Natural Gas Marketer

2L Wy - e g

A2 Applicant’s legal name, address, telephone number and web site address-

,k! G-9HHEINIGA=GIAIZoTY

Legal Name Vectren Retéil, LLC

Address 20 N.W, 4th Street, Evansville, IN 47708
Telephone # (812) 491-4286 Web site address (if any) www.vectrensource.com

A-3 List name, address, telephone number, and web site address under which applicant will do

business in Ohio

Name Vectren Source

Address 20. N.W. 4th Street, Evansville, IN 47708

Telephone # (812) 491 4286 Web site address (if any) www.vectrensource.com

A4 List all names under which the applicant does business in North America
Vectren Source

A-5  Contact person for regulatory or emergency matters
~ Title VP, Energy Products and Regulatory Affairs

Name Lawrence K. Friedeman
Business address 20 N.W. 4th Street, Evansville, [N 47708
Telephone # (812) 491-4282 . Fax # (812) 491-4287 E-mail address (if any) fiedeman@vectren.com

This is to certify that the :lmageé appearing ate an
raproduction of & case file

\qourate and complete
ocwnent delivered in the regular course ofrfuﬁixzz,

technician A% pate Processed -
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A-8

A9

>
it

A-l

A-6  Provide “Proof of an Ohio Office and Empioyee,” in accordance with Section 4922.22 of the

Ohio Revised Code, by listing name, Ohie office address, telephone number, and web site
address of the designated Ohio Employee )

Name Lawrence K. Friedeman
Business address 8225 Farnsworth Rd., Watervills, OH 43566
Telephone # (419)878-3988  Fax #

Title VP, Energy Products and Regulatory Affairs

E-mail address (if any) lfiedeman@vectren.com

A-7 Contact person for Commission Staff use in investigating customer complaints

Name Sean Smith Title VP, Customer Qperations
Business address 20 N.W. 4th Street, Evansville, IN 47708
Telephone # (812) 491-4390 Fax # (812) 4914290  E-mail address (if any) _ssmith@vectren.com

Applicant's address and toll-free mnmber for customer service and complaints

Customer Service address P-O. Box 3037, Evansville, IN 47730-3037
Toll-free Telephone # (866) 306-8136  Fax # (812) 491-4290 E-mail address (if any) austmecan@udmrsoucocom

Applicant's federal employer identification number # 35-2146566

0 Applicant’s form of ownership (check one)

Sole Proprietorship Partnership
Limited Liability Partnership (LLP) v Limited Liability Company (LLC)
Corporation Other

(Check all that apply) Identify each natural gas company service area in which the applicant is
currently providing service or intends to provide service, including identification of each
customer class that the applicant is currently serving or intends to serve, for example,
residential, small commercial, mercantile commercial, and industrial. (A mercantile customer, as
defined in (L)(1) of Section 4929.01 of the Revised Code, means a customer that consumes, other than for residential use,
more than 500,000 cubic feet of natural gas per year at a single location within the state or consumes natural gas, other than
for residential use, as part of an undertaking having more than three locations within or outside of this state. In accordance
with (L)(2) of Section 4929.01 of the Revised Code, “Mercantile customer” excludes a not-for-profit customer that
consumes, other than for residential use, more than 500,000 cubic feet of natural gas per year at a single location within
this state or consumes natural gas, other than for residential use, as part of an undertaking having more than three locations
within or outside this state that has filed the necessary declaration with the Public Utilities Commission.)

v Cincinnati Gas & Electric v Residential ~ ~ Commercial ~ Mercantile Industrial
« Columbia Gas of Ohio « Residential  ~ Commercial - Mercantile Industrial
v Dominion East Ohio « Residential  ~ Commercial ~ Mercantile Industrial

(Natural Gas Suppliers) Page 2 of 6




A-12 If applicant or an affiliated interest participated in any of Ohio’s Natural Gas Choice Programs,
for each service area and customer class, provide approximate start date(s) and/or end date(s)
" that the applicant began delivering and/or ended services.

Cincinnati Gas & Electric

Residential Beginning Date of Service: T JlEnpate_____]
_ Commercial Beginning Date of Service: End Date: !
Mercantile Beginning Date of Service: | End Date:.. .
Industrial Beginning Date of Service: . .... End Date:
» Columbia Gas of Ohio
« Residential Beginning Date of Service: [t End Date:ﬂ['i‘/z\::j
v Commercial Beginning Date of Service:jTTﬁ End Date: {NA o
Mercantile Beginning Date of Service: | ___ .1 EndDate:}__.
Industrial Beginning Date of Service: [ { End Date:

+ Dominion East Ohio

+ Residential Beginning Date of Service: [582___ End Date: [Na
Commercial Beginning Date of Service: % End Date:
Mercantile Beginning Date of Service: | End Date: | e
Industrial Beginning Date of Service: End Date: ?

AL13 If not currently participating in any of Ohio’s three Natural Gas Choice Programs, provide the
approximate start date that the applicant proposes to begin delivering services:

v Cincinnati Gas & Electric  Intended Start Date: To be determined
Columbia Gas of Ohio Intended Start Date:
Dominion East Chio Intended Start Date:

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED:

Al14 Exhibit A-14 "Principal Officers, Directors & Partuers" provide the names, titles, addresses and
telephone numbers of the applicant’s principal officers, directors, partners, or other similar officials.

A-15 Exhibit A-15 "Corporate Structure,” provide a description of the applicant’s corporate structure,
ircluding a graphical depiction of such structure, and a list of all affiliate and subsidiary companies
that supply retail or wholesale natural gas or electricity to customers in North America.

A-16 Exhibit A-16 "Company History," provide a concise description of the applicant’s company history
and principal business interests.

=3

-17 Exhibit A-17 "Articles of Incorporation and Bylaws," if applicable provide the articles of

incorporation filed with the state or jurisdiction in which the applicant is incorporated and any
amendments thereto. :

-18 Exhibit A-18 "Secretary of State," providé evidence that the applicant has registered with the Ohio
Secretary of the State.

o
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B.

iV 1)

APPLICANT MANAGERIAL CAPABILITY AND EXPERIENCE

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED:

Exhibit B-1 “Jurisdictions of Operation,” provide a list of all jurisdictions in which the applicant or

any affiliated interest of the applicant is, at the date of filing the application, certified, licensed,
registered, or otherwise authorized to provide retail natural gas service, or retail or wholesale electric
services.

Exhibit B-2 "Experience & Plans," provi”de a description of the applicant’s experience and plan for
contracting with customers, providing contracted services, providing billing statements, and
responding to customer inquiries and complaints in accordance with Commission rules adopted
pursuant to Section 4929.22 of the Revised Code and contained in Chapter 4901:1-29 of the Ohio
Administrative Code.

Exhibit B-3 "Summary of Experience,” provide a concise summary of the applicant’s experience in

* providing the service(s) it is seeking to be certified to provide (e.g. number and types of customers

served, utility service areas, volume of gas supplied, etc.).

Exhibit B-4 "Disclosure of Liabilities and Investigations,” provide a description of all existing,
pending or past rulings, judgments, contingent liabilities, revocation of authority, regulatory
investigations, or any other matter that could adversely impact the applicant’s financial or operational
status or ability to provide the services it is seeking to be certified to provide.

Disclose whether the applicant, a predecessor of the applicant, or any principal officer of the applicant
have ever been convicted or held liable for fraud or for violation of any consumer protection or
antitrust laws within the past five years. )

v No Yes

If yes, provide a separate attachment labeled as Exhibit B-5 "Disclosure of Consumer Protection
Yiolations” detailing such violation(s) and providing all relevant documents.

Disclose whether the applicant or a predecessor of the applicantrhas' had any cettification, license, or

_ application to provide retail natural gas, or retail or wholesale electric service denied, curtailed,

suspended, or revoked, or whether the applicant had ever been terminated from any of Ohio’s Natural
Gas Choice programs, or whether applicant has been in default for failure to deliver natural gas.

+ No Yes

If yes, provide a separate attachment labeled as Exhibit B-6 "Disclosure of Certification Denial,
Curtailment, Suspension, or Revocation” detailing such action(s) and providing all relevant
documents, -
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C-1

C4

C-5

C7

C8

APPLICANT FINANCIAL CAPABILITY AND EXPERIENCE

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED:

Exhibit C-1 “Annual Reports,” provide the two most recent Annual Repbrts to Shareholders. if
applicant does not have annual reports, the applicant should provide similar information, labeled as
Exhibit C-1, or indicate that Exhibit C-1 is not applicable and why.

Exhibit C-2 “SEC Filings,” provide the most recent 10-K/8-K Filings with the SEC. If applicant
does not have such filings, it may submit those of its parent company. If the applicant does not have
such filings, then the applicant may indicate in Exhibit C-2 that the applicant is not required to file
with the SEC and why,

Exhibit C-3 “Financial Statements.” provide copies of the applicant’s two most recent years of
audited financial statements (balance sheet, income statement, and cash flow statement), If audited
financial statements are not available, provide officer certified financial statements. If the applicant
has not been in business long enough to satisfy this requiremen, it shall file audited or officer certified
financial statements covering the life of the business. -

Exhibit C-4 “Financial Arrangements,” provide copies of the applicant's financial arrangements to
conduct competitive retail natural gas service (CRNGS) as a business activity (e.g., guarantees, bank
commitments, contractual arrangements, credit agreements, etc.,).

Exhibit C-5 “Forecasted Financial Statements,” prorvide two years of forecasted financial
statements (balance sheet, income statement, and cash flow statement) for the applicant’s CRNGS

operation, along with a list of assumptions, and the name, address, email address, and telephone
number of the preparer.

Exhibit C-6 “Credit Rating,” provide a statement disclosing the applicant’s credit rating as reported
by two of the following organizations: Duff & Phelps, Dun and Bradstreet Information Services, Fitch
IBCA, Moody’s Investors Service, Standard & Poors, or a similar organization. In instances where an
applicant does not have its own credit ratings, it may substitute the credit ratings of a parent or affiliate
organization, provided the applicant submits a statement signed by a principal officer of the
applicant’s parent or affiliate organization that guarantees the obligations of the applicant,

Exhibit C-7 “Credit Report,” provide a copy of the applicant’s credit report from Experion, Dun and
Bradstreet, or a similar organization.

Exhibit C-8 “Bankruptcy Information,” provide a list and description of any reorganizations,
protection from creditors, or any other form of bankruptcy filings made by the applicant, a parent or
affiliate organization that guarantees the obligations of the applicant or any officer of the applicant in
the current year or within the two most recent years preceding the application.

Exhibit C-9 “Merger Information,” provide a statement describing any dissolution or merger or
acquisition of the applicant within the five most recent years preceding the application, or at any time
as a participant in the Ohio Natural Gas Choice programs.
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D-1

D-2

D-3

APPLICANT TECHNICAL CAPABILITY

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED:

Exhibit D-1 “Operations” provide a written description of the operational nature of the applicant’s

business. Please include whether the applicant’s operations will include the contracting of natural gas
purchases for retail sales, the nomination and scheduling of retail natural gas for delivery, and the
provision of retail ancillary services, as well as other services used to supply natural gas to the natural
gas company city gate for retail customers.

Exhibit D-2 “Operations Expertise,” given the operational nature of the applicant’s business,
provide evidence of the applicant’s experience and technical expertise in performing such operations.
Exhibit D-3 “Key Technical Personnel,” provide the names, titles, email addresses, telephone
numbers, and background of key personnel involved in the operational aspects of the applicant’s
business. '

/%‘”)7%/\ Vrfst‘w, u-ﬂaéfm_. ]Z;&ail( Lo

/ Signatufé ofAppliant and Title

Sworn and subscribed before me this é A '(day of 200 %“
%’ Mo’@i

Year

) B Jphv\,'{:cw 4- QCQY‘MW

official administering oath _ Print Name and Title

My commission expires on
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STATE OF INDIANA : )

)
COUNTY OF VANDERBURGH )
AFFIDAVIT

Gregory F. Collins, being first duly sworn, hereby states that the representations below

are true based upon information available to Vectren Retail, LLC d/b/a Vectren Source
(“Vectren Source”).

1. The information provided by Vectren Source in its application and supporting

attachments is complete, true, and accurate to the best knowledge of Vectren
Source.

2. Where information in the application is not available at the time of filing, |

Vectren Source will file such information with the Commission upor its
availability.

3. Vectren Source will amend its application while the application is pending if

any substantial changes occur regarding the information provided in the
application.

Gregoﬁﬁ Collifs

President
Vectren Retail, LLC

Sworn to before me and subscribed in my préjsence this Z "ﬁ day of July 2002.

*

tary yub];c

v
!
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EXHIBIT A-14

PRINCIPAL OFFICERS, DIRECTORS & PARTNERS

Board of Representatives:

Vectren Energy Retail, Inc

Carl L. Chapman 20 N.W. 4th Street 812-491-4000
. Evansville, IN 47708
Vectren Ventures, Inc
Gregory F. Collins 20 N.W. 4th Street 812-491-4281
Evansville, IN 47708
Presidént: '
Gregory F. Collins 20 N.W. 4th Street 812-491-4281
" Evansville, IN 47708

Vice President, Commodity Operations & Regulatory Affairs:

Lawrence K. Friedeman 20 N.W. 4th Street 812-491-4282
Evansville, IN 47708

Vice President, Customer Operations:

Sean Smith 20 N.W. dth Street 812-491-4290
Evansville, IN 47708

Director, Finance and Accounting:

Tamata R. Wilson 20 N.W. 4th Street 812-491-4284
Evahsville, IN 47708

Director, Commodity Operations:

Paul E Stringer i 20 N.W. 4th Street 812-491-4076
Evansville, IN 47708

{C10544:} VECTREN RETAIL, LLC




EXHIBIT A-15

CORPORATE STRUCTURE

Vectren Retail, LLC d/b/a Vectren Source (“Vectren Source”) is an indirect, wholly-
owned subsidiary of Vectren Corporation (“Vectren Corp.”), charged with selling
deregulated energy (natural gas & electricity) and other products and services in Indiana,
Ohio, [llinois, Kentucky, Michigan and Pennsylvama

Vecten Corp. is an energy and applied technology holding company headquartered in
Evansville, Indiana. Vectren Corp.’s operations began on March 31, 2000 through the
combination of two Indiana-based companies, Indiana Energy, Inc. and Sigcorp, Inc. On
October 31, 2000, Vectren Corp. acquired the natural gas distribution assets of The
Dayton Power and Light Company located in western Ohio.

Vectren Corp s non-regulated businesses provide products and services bullt on the
company’s core strengths and customer relationships. The four - primary business groups
are Bnergy Marketing and Services, Coal Mining, Utlhty Infrastructure Services, and
Broadband. In addition, the non-regulated group has investments in other businesses,
including investments in energy-related opportunities.

Vectren Corp.’s regulated subsidiaries deliver gas and/or electricity to approximately one
million customers in adjoining service territories that cover two-thirds of Indiana and
" west central Ohio. Vectren Corp. is also a low cost provider of wholesale electricity to
other utilities and power marketers in the Midwest. A graphical depiction of Vectren ]
Corp.’s corporate structure is attached hereto. T

Affiliate and subsidiary companies of Vectren Source that supply retail or wholesale
patural gas or electricity to customers in North America include:

ProLiance Energy, LLC”

Sigcorp Energy Services, LLC™

Vectren Energy Delivery )

Indiana Gas Company d/b/a Vectren Energy Deﬁyéry of Ihdiana, Inc.

Southern Indiana Gas and Ele@hic Company d/b/a Vectren Enefgy Delivery of
Indiana, Inc,

Vectren Energy Delivery of Ohio, Inc.

" Bffective June 1, 2002, these two organizations have merged.

{Closes VECTREN RETAIL, LLC
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EXHIBIT A-16

COMPANY HISTORY

BACKGROUND

Vectren Source was formed in 2001 for the express purpose of selling retail energy
commodity and other value added products and services to residential and small
commercial customers. Vectren Source is an indirect, wholly-owned subsidiary of
Vectren Corp. charged with selling deregulated energy (natural gas & electricity) and
other products and services within a Mldwest footprint across 6 states, including Indiana,
Ohlo Illinois, Kentucky, \/hchlgan and Pennsylvama

MISSION

To create, or search out, and flawlessly deliver lnnovatlve products and services to save
our customers money and make them more comfortable and secure.

. i
- *

UPDATE

Business Plan approved June, 2001

Key management in place August, 2001

First campaign/COH CHOICE in 3Q/2001
1Q/2002 entry into Dominion East Ohio CHOICE

PRODUCT LINES

Natural Gas
Safe-N-Secure Services:

*  Bill Payment Insurance

*  ApplianceGard repair warranty
Energy Services:

*  Hot Water Program
Telecommunications:

»  Satellite TV Services

sty " VECTRENRETAIL, LLC
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ARTICLES OF ORGANIZATION
;. OF
" VECTREN RETAIL. LLC

.. The under31gned actmg as the orgamzer of a limited hablhty comparny under
the Indlana Business Flexibility Act, as amended (the “Act”), hereby adopts these
Articles of Organization for Vectren Retail, LLC (the “Company”):

T Name

The name of the Company is Vectren Retail, LLC.

- II ) Reg1stered Ofﬁce and Reglstered Agent

The street address of the regxstered ofﬁce of the Company in the state of
Indiana is 20 N.W. Fourth Street, Evansville, Indiana 47708. The name of the initial
registered: agent of the Cempany at the reg1stered ofﬁce is Ronald E. Chnsuan

L ,III. Duratlon 7

The duration of the Company is perpetual until the dissolution of the Company
in accordance with the Company’s Fundamental Operatmv Agreement (tne
“Operatmg Agreement”) and the Act

V. Member Management
The Company is to be fnnnaged by its members.
A Restriction on Transfer

No member of the Company may transfer its interest in the Company except in
accordance with the Operating Agreement and the Act.
VL Initial Members
The initial members of the Company are Vectren Energy 'Refail, Inc. and
Vectren Ventures Inc. ' ’ ‘ ‘

IN WITNESS WHEREOF these Articles of Orgamzatmn have been executed

by the undersigned, as Organizer of the Company, this a5% _od>™ day oft ,
2001.

Ronald E. Christian
Organizer




FUNDAMENTAL OPERATING AGREEMENT

~of
.VVECTREN RETAIL, LLC
‘by and amdng | .
VECTREN ENERGY RETAIQ, we.

-and

_ VECTREN VENTURES,INC,

Dated as of |
July 13,2001

T -
,
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FUNDAMENTAL OPERATING AGREEMENT
of
VECTREN RETAIL LLC

This FUNDAMENTAL OPERATING AGREEMENT is made and enered o s o!f‘
, 2001 (the "Agreement”) by and between Vectren Energy Retall Inc an Indlana

corporatron ("RETAIL") and Vectren Ventures, Inc., an Indrana corporatron ("Ventures”) (Reta1l

and Ventures collectively referred to as the "Members" and rndrvrdually as a "Member"), relating

to Vectren Retarl LLC (the ”Compa.ny")

The Company was organrzed as a hmrted hablhty company under the Indtana Busmess

Flexibility Act, as amended Ind. Code § 23- 18 1 Iet seq. (the "Act“) ThIS Agreement together a

with the Companys Artrcles of Orgamzatron set fonh those terms and condrtrons con31dered by 7

the parties to be basic and fundamental to its organization and operatron The Members may

ffom time to time enter into wriften agreements Supplemental or amendatory to this Agl‘eemem o

the extent the parties determine more detailed or ‘comprehensive provisions are required. Euch
agreements, tooether with thIs Agreement, as the same may be amended fromtime to time, shall
constitute the Company' s "operating agreement" yvrthm the meaning of the Act |

Retall and Ventures have caused the formatron of the Company for the purposes
described in ARTICLE I for the benefit of Retail and Ventures and their respective Afﬁlrates
(deﬁvned in Article D, as Well as current and prospective ctlstomers of the Company.

NOW, THEREFORE, the Members state, confirm and agree as follows:

© ARTICLEL

Purposes of the Companv; Equitabble ‘Treatment »

-

The Company was formed for the pnnctpal purposes of provrdrng retail energy semces,

apphed technology solutrons and other products and servrces to rts customers In addrtron the f "




Company may undertake any other lawful act or engage in any other business perrnitted under the

Act as may from time to time“be mutually agreed by the Memberst (For purposes of this

mdrrectly controllmg, controlled by ot under common control with such specrﬁed Mernber, and

combined voting power or value.)
In conducting its business, the Company shall treat each Member equitably.
ARTICLE IL

_Action by the Companv, Board of Representatwes

: - Section 2.01. Actron by the Compaj The Company shall act only by or under the

authority of the unanrmous approval of all its Members Desprte havmg statutory authorrty 1o act

approval of all the Members Act1on by the Members may be taken at a meetmg of desronated
representatives of the Members (referred to as the "Board of Representatrves” or the “Board”) or
by unanimous consent or agreement by all the Members (such unarrlmous ‘consent:or agreement
by all the Mernbers shall be deemed action by the Board of Reoreeentatives). |

Section 2.02. Board of Representati;res. Each Member shall de"é,ionate' arrepreSentati{re"

("Representatlves") to serve on the Board of Representatrves whrch shall consrst of two

consist of:
Neme o Representing
~ CalL Chepman Vectren Energy Retail, Inc.

Agreement the term "Afﬁhate" of a specrﬁed Member shall mean any entity drrectly or

for this purpose "control" shall mean direct or indirect ownershrp of not less than 50% of total

on behalf of the Company, no Member shall undertake to btnd the Company absent unanimous

individuals, one of whom shall be designated by and serve at the pleasure of Retarl and one ofA -

whom shall be desrgnated by and serve at the pleasure of Ventures. The fnitial Board shall '




Gregory F. Collins ' Vectren Ventmes, Inc.
giving written notice fo each other Member. -

- The Board shallrbe_ responsible for determining the ends which the Company will pursue.

guide its actions. The Board shall assure that the Company perferms in an ethical and prudent

manner.

Section 2.03. Chalr of the Board. The Board shall have a Chair who shall presxde at all

meetings of the Board, and have such other powers and duties 25 the Board may prescnbe The
Chair shall be a Representanve on the Board and shall serve as Chaxr at the Ieasure of Reta11
The 1n1t1a1 Chalr shall be Carl L. Chapman as the appomtee of Retaﬂ

Secuon 2. 04 Meetings: Act10n The Board shall hold regular meetmgs at the speelﬁc

at any time upon three (3) business days prior written notice of the date, time and purpose of the

Representative and attendance at a meeting by the Representative shall constitute waiver of such

present as provided in this Section 2.04. Despite consisting of two representatives, action by the

‘one vote, despite any then-existing disparity in the respactive capital accounts of the Members),
Each Member shall announce its vote on any matter submitted at a meeting through its Voting

Representative, who shall be one of such Member's Represent_a-tives on the Board. The initial

A Member may remove or redesignate its Representative on the Board at any time by |

Further, the Board shall articulate the values, perspectives and rules by which the Company will

times and places mutually agreeable to the Mcmbers. Meetmgs of the Board are and shallbe

deemed meetings of the Members. Special meetings of the Board Vmay be called by any Member
meeting. Notice to a Representative may be waived before or after the meeting by the

notice. A quorum for any meetmg of the Board shall exist if there is one or more Representatwes

of each Member present No meetings of the Board may be held unless all the Members ae

Board shall beabproved only upon the unanimous vote of the Members '(eacthet'nber' having 7




Voting Répresentati?e of Retail éhall be Carl L. Chapmax‘l. fﬁe initial V(%ting Repr?sentativé of
Venturgs shall be 'Grégory F. Collins. ' A‘ Mémber may change 1ts designa-te.:d. Votingr
Representative by‘w-rrittenﬂ.notice t;) each othierr Mémber. Ifa Voéing Reprcsentatii;c is not in
,1ttenciance at a meeting, énother Represcntatifv.c representing that Member rﬁdy be designated by

he Voting Representative as such Member's Voting Represantétive for that particular meeting.

Any or all Represcntati\‘/es may participate in a meeting by conferenc}: ‘telephorxe or similar
corﬁmunication equi;}mém‘, and all Rép’reSentativcs 50 paﬁici?gﬁiﬁg iﬁ .the meeting shall be
deemed present in person. o "
'ARTICLE 1II,

Day-to-Day Management of the Company

~ Section 3.0 Management. Subject élways to the supervision and control of the Board,

of the business of the Company, implementing the policies and decisions of the Board and

making recommendations to the Boardf The Management of thg (?ompany may cphsiist‘of the
the times, in the mannc; and for the ter@s (if any) as the Board may prescribe. Each member of
disability, resignation or removal (with or without éause) or gntil fhe person’s successor is
execute coptracts oh behalf of the co‘mpany,:all.sgbject to the provisions ot: the Act and this
| Agreement. Except as tﬁé Board may determine from time to time, £he actions described m

Schedule A (Reserved Authority) may not be taken by the Managernent‘ on behalf of the

Company unless authorized or ratified by the Board.

‘Section 3.02. Duties of Management,

L

the management of the Company ("Management") shall be responsible fd; day-fo—day opefations

following: a President, a Secretary and any other Management positions chosen by the Board at
Management shall serve at the pleasure of the Boafd, holdixig office until such person's deathr,i 7

selected and qualified. Each member of management shall be permitted to sign checks and '

il




(@)

President. Subject to the general control vof rﬂylie Board and rSe‘cti'on 3.01, thevr
» President Sﬁau rr.la"na_ge and supervise all thé affairs and péfsonnel of the Compa.ny and
‘shall discharge all the usual functionsv of the president of ba co.ri)oration, as if the Company
were a corporation. The Presfdent shéll'exerciée and perform such other powers and
duties as the Bbardmn_lay prescribe. The President shéll Vrepoft directly to the Chair. The#
President shall have full authority to execute proxies, deeds, checks, contracts and other
instruments on behalf of the Compaﬁy, and to execute powers o‘f attoméy appointing
other entities or indi\;ivduatls the agent of the Company, all subject to the provisions of the
Act anc.l\this Agfecment. The President shall have the power to au‘t'horize (two members of
management to sigﬁ checks onv behalf of the Company. Thé President shall keep or cause
to be'kept corfect and complete re'corrdsrof account, sﬁoxvigg accurately at all times the

financial condition of the Company. The President shall be the legal custodian of all

L

moneys, notes, securities, and other valuables which may from time to time come into the

possession of the Company. The President shall open and maintain bank accounts in the
name of the Company, and shall immediately deposit all funds of the Company coming

into his or her hands in such bank accounts. The PreSident shali furnish or cause to be

furnished at meetings of the Board, or whenever requested by the Board or any Member,

a statement of the financial condition of the Compéhy. The President shail authenticate
the records of the Company when necessary.
» (b)  Secretary. The Secretary shall discharge all the usual functions of the secretafy of

-

a corporation, as if the Company were a corporation.

(¢)  Delegation of Authority. In case of the absence of any member of Management of

the Company, or for any other reason that the Board may deem sufficient, the Board may

- delegate the powers or duties of such person to any other member of Management or to

'S‘




any Representative, for the time being.

Section 3.03. Indemnification “of Rebresentatives and Management. The Cempany sharl
indemnify every person who is or was a ‘Representative or member of Management of the
Company (each of whom, together with such person’s heirs, estate, executors, adrrrinrétrators and
personal representatives, is hereinafter referred to as an "Indemrritee") agairrst liability to the

fullest extent which would be penmtted by Ind Code §23 1-37 if the Company were a

corporation orgaruzed under the Indiana Business Corporation Law and the Indemnitee werea

director or officer of such corporation. Such indemnification shall be provided, however, only if

such person is determined in the manner specrﬁed by Ind. Code §23-1-37 to have met the

standard of conduct specrﬁed in Ind. Code §23 1-37 The Company shall to the ful [lest extent

which would be permrtted by Ind. Code § 23-1-37, pay for or rermburse the reasonable expenses

mcurred by every Indernmtee who is a party toa proceedmg in advance of final drsposmon of the
proceeding, in the manner specrﬁed by Ind. Code § 23-1-37. The foregoing indemnification and

advance of expenses for each Indemnitee shall apply to service in the Indemnitee's official

capacity with the Company, and to service at the Company's request, while also acting in an

official capacity with the Company‘, aé a director, officer, partner, Member, manager, trustee,
employee, or agent of another foreigrl or domesutic corporatiorr, r)arrnership, lbimited liability
company, joirrt venture, trust, employee benefit plan, or other enterprise, whether for profit or
not. This Section 3.03 shall be binding upon arry su‘ccessr)r to the VCompany so that each

Indemnitee shall be in the same position with respect to any resulting, surviving, or succeeding

entity as the Indernnitee would have been hed the separate legal erriste_nce' of the Company

continued; prov ided, that unless expressly provided or agreed otherwrse this sentence shall be

applicable only o an Indemnitee actmg in an official capacrty or in another capacrty heretofore )

described prror to termination of the separate legal existence of the Company. The foregorng




provisidns shell be deemed to crete 2 contract right for the benefit of every Indemnitee if (a) any
act or orriissvion céinplained of in a proceeding against the Inder'nnifee (b) any portion of a
proéeedmg or () any determmatlon or assessmént of hablllty aceurs whxle thlS SCCUOH 3. 03 isin 7
effect. All references in this Section 3.03 to Ind. Code § 23-1-37 shall be deerned to mclude any

amendment or successor thereto. When a word or phrase used in this paragraph is deﬁned in Ind.

ability of theVCompany to otherwise indemhivfy or advance expenses to any Indemnitee. If any
word, clause or sentence of the foregoing provisions regarding indemnification or advancement
of expenses shall be held invalid as contrary to law or pﬁBlic policy, it shell be severable and the

provisions remaining shall not be otherwise affected. If any court holds any word, clause or

provisions to achieve their purpose to the extent possible.

Section 3.04. Initial Management. The initial members of Management of the Cémp_any
-shall be as follows:
President ' ' Gregory F. Colhns

Vice President, General Counsel, Ronald E. Chnstlan
Secretary and Assistant Treasurer

Vice President Lawrence K. Friedeman

- Treasurer and Assistant Secretary Timothy L. Burke

Code § 23-1-37, such word or phrase shall have the same meaning in thxs Section 3.03 that ithas
in Ind. Code § 23- 1 37. Nothmo contamed in thxs Sectlon 3.03 shall hmlt or preclude the -

exercise of any mght‘ relatmg to mdemmﬁcatlon or advance of expenses to any Indemnitee or the

sentence of this paragraph invalid, the court is authorized and empowered to rewrite these




" ARTICLE 1V,

~ Capital Contributions and Valuation

Sectiqn 4‘.01. Capital Account. An individual capital account shall be established and

maintained by the Company for each Member, as provided in Treasury Regulatioﬂs

Section 1.704-1(b).

Section 4.02. Confributions to Capital. Ventures and Retail shall make initial capital

contributions to the Company consistent with Schedule C. VIn therevent that any Member
cc;ntributes what all the Members agree is significant additional value to the Corﬁpany, or the
value initially contribﬁted is of signiﬁéant[y lgss v;alue than anticipated, ﬁvhich causés the present
alloéati.oh to be inequitable or inappropriate to a matérial extent, gll the Members agree that the 7
Board‘AshaIl ‘meet to negotiate in good faith a compenrsati'ngb capital contribution by ;che

| appropriate Members so as to cause such ownership percentages to remain as close as reasonably

possible to being eciuai

Section 4.03. Return of Contributions. No Member shall have any right to the return or
withdrawal of such Member's capital contribution until dissolution of the Company, unless the

withdrawal is consented to by all the Members or is otherwise provided for in this Agreement.

ARTICLE V.

" “Allocation of Profits, Losses and Distributions

Section 5.01.  Allocation of Profits and Losses. The Net Profit of Net Loss of the

Company, including each item of income, gain, loss, deduction, and credit rshall be allocated each

Fiscal Year (or portion thereof) among the Members in accdrdance with their respective

ownership percentages.




assets shall be made to all the Members in accordance with their respectrve ownership

percentages, only as authorized by the Board, and subject to this Agreement, |

Section 5.03. Special Allocation Provisions. If end at such time as there is a Special

Allocation Event (defined in the following sentcnce), the provisions of Schedule B (Schedule of

which such Special Allocation Event occurred. For purposes of this Agreement, a Special

Allocation Event means, and shall be the first to occur oﬁ

distribution of cash or tangrble property to, any Member except equally among all the

Members;

tangible property to, any Member where there is a variation between the basis of the
tangible property and its fair market value at the time thereof, other than in accordance

‘with the Members’ ownership percentages;

Member or an Affiliate thereof except equally among all the Members or therr respectrve
Affiliates (takmg into account reasonable economic equrvalents) or

{(d)  the occurrence of any other event whrch in the opinion of counsel for the

(before taxes) of the Company's income, gains, losses, deductions or credits arnong the

. "Code") (or any successor provision), but for the effectiveness and

application of the provisions of Schedule B (Schedule of Special Allocations). h

Section 5.02. Drstnbutrons of Cash or Other Assets Distribrrtions of cash or other

Special Allocations) shall become effective as of the first dayrof the Company's taxable year in
‘(a) the makrng of a caprtal contnbutron of cash or tangrble property by, ora

(b)  the making of 2 capitel contribution of tangible property by, or a distribution of

(c) the rincurrence of any indebtedness of the Conrbany from, or guaranteed by, any

Company or any Member could reasonably be expected 0 jeopardrze the equal allocatron

Members under Section 704(b) of the Internal Revenue Code of 1986, as amended (the o "

[~

R




|a negative balance in its Capital Account.

. ARTICLE VL

Di_ssolution {Not Withdrawal or Depérture of a Member) |

" Section 6.01. Dissolutivoni.r All maters goveming dis.solutiﬁonr shall be gdvémed by the

Act, unless otherwise agreed to by the Members.

ARTICLE VII

Defanlt and Reinedies

Section 7.01. Events of Default. A Member shall be in default u;;on the ocgurrénce» with
respect to such Member of any of the foilowing eyeﬁté (each a “Default™):

() A Member .éhall fail to make an}-f Caéital Céntribution when due or to timely
perform any material obligation to be performed by it undet the prévisirorns of this Agreementr,r
énd such failure shall not be cured within thirty (30) days after ﬁotice of such Default issued by
the Company or any Member. - .

(i)  Any represéntation or warranty made by a Membe:r shall prove to be false or
misleading in any material respect when made, or with respect to any repreéentation;'warranty or
covenant of a continuing nature to haye become falss or misleading, and such M:mbcr shall not |
have cured such matter within thirty (30) dz;ys after written notice to do; so issued by the

Company of any Member.

2
its inability generally to pay its debts as theji become due, (c) make a general assignment,

10

Section 5.04. Negative Capital Accounts. No Member shall ever be required to make up

merger), (b) become insolvent or unable to pay its debts as they become due or admits in writing

(i)  Any Member shall (a) be dissolved (other than pursuant to a consolidation or




arrangement of ‘composition with or for‘rhe beneﬁr of its.cred.itors, (d) irrstirute or have instituted
against it a proceedmg seeking )udgment of 1nsolvency, bankruptcy or any other relief under
bankruptey or msolvency laws or srmrlar laws affeetmg credltors nghts provrded that in the'
event of a petition instituted or presented against it, such proceedrng or petition (1) shall result in
1judgmenr of insolvency or bankruptcyor the.entry of an order for its ﬁirrdirrg up or quurdation 7

of (2) shall not be dismissed, discharged, stayed or restrained, in each case within ninety (90)

official management or l1qu1dat10n (other than pursuant to a merger or consolidation), (f) seek to

become subject to the appointment of a receiver, trustee, custodlan or other similar ofﬁc1a1 for it
or for all of its assets or have a distress, execution, attachment, sequestration or other legal

process levied, enforced or sued on or against all or substantially all of its assets and such secured

specrﬁed above or (h) take any action in fur‘therance or 1ndrcatmg its consent to, approval of or

acqurescence in, any of the foregomg acts.

by any Member will cause 1rreparab1e mjury to the Company and that money damages will not

provide an entrrely adequate remedy to the Company Therefore upon a Default the defaulting
Member automatically shall be deemed to have resigned from membership in the Company and

to have surrendered its entire Capital Account (which shall be distributed pto rata among the

profits, losses or distribution from the Company.

days of the institution or presentation thereof, (¢) have a resolution passed for its winding up,

party maintains possession, or such process is not dismissed, discharged, stayed or restrained, in
each case within thirty (30) days thereafter, (g) cause or be subject to any event with respect to it

vvhich, under the applicable laws of anyjurisdietion has an analogous effect to any of the events

Section 7.02. Remedies for Default. The Membersackrrowledge and apree that a Default.

remaining Members), shall have no further rights as a Member, shall have no further

representation on the Board of Representatives, and shall be entitled to no further allocations of -




ARTICLE VIIL

‘Assignment of Interests; New Members

Section 8.01. Restriction on Transfer. Except as provided in Section 8.02, no interest in

the Company may.be assigned, transferred, encumbered, hypothecated or otherwise disposed of

conditioned or delayed as the remaining Members may determine in their sole and absolute

discretion), and any attempted transfer, assignment, encumbrance, hypothecation or other

whatsoever.

Section 8.02. Transfer to Wholly-Qwned Affiliate. Nohvifhsta.nding anything in this
Agreement to the contrary, all ‘(Bm not less than all)‘ of the interest of any Member may be

transferred to an Affiliate wholly-owned by Vectren Retail, Inc. or Vectren Ventures, Inc.,

the transferee agrees in writing to be bound by this Agreement. Any such transferee shall,
without the consent of the Members, be substituted or added as a Member and shall be treated as
though such transferee were an initial party to this Agreement in the place and stead of the

transferor.

- Section 8.03. Continuing Responsibility. Notwithstanding any assignment or transfer of

Member shall not be relieved of any of such Member's responsibilities under this Agreement

without the prior written consent of all the Members.

be admitted to the Company upon such terms and conditions, in exchange for ownership

12

without the prior written consent of all the Members (which consent may be given or withheld,

disposition without such written consent shall be null and void and have no force or ef‘fbect;

whether by sale, dividend, capital contribution, merger, operation of law or otherwise, provided

its interest in the Company or the substitution of the assignee or transferee as a Member, a

- Section 8.04. New Members. With the consent of all the Members, new Members may




. percentages, and with such representation on the Board as all the existing Members and each

such new Member find mutually acceptable.

i " ARTICLEIX.

. "Miscellaneous

| Section 9.01.  Fiscal Year. The fiscal year of the Company shall end December 31,
unless a different fiscal year is detérmined by the Board.

Section 9.02.  Company Accountino_;Financial Statements. An accounting shall be made

(l)f all Company transactions (for each fiscal year and quarter or lesser period of time) and the
Pre&dent shall cause to be prepared for the Company a balance sheet, a statement of cash
receipts and disbursements, a statement of net_proﬁts and losses, and ua statemcnt of each
Member's share of Company net profits and losses'(colléctively, "Financial Staterﬁents").

Seciion 9,03. Other Tax Matters, The Chairman will make such elections and shall take

such other action as the Chairman believes necessary (a) to extend the statute of limitations for

assessment of tax deficiencies against the Membérs with respect to any adjustment to the
Company's federal and state income tax returns, (b) to cause the Company to be rupresented
before the Internal Revenue Service, any other taxmg authormes or any courts in matters

ffecting the Company, and (c) to cause to be executed any agreements or other docum\.nts that

2.

bmd the Company thh respect to such tax matters or otherwise affect the rights of the Company;

r

provided, however, that no elections, submissions or positions will be made without reasonable

prior notice to and the opportunity for input from each Member. Any reasonable changes

‘ p'roposed by a Member shall be made. Retail is specifically authorized to act as the "Tax Matters
Rartner" under the Code and in _any similar niatter under Indiana law. VI_'he Tax Matters Partner
‘ shall be reimbursed by the Company for its reasonable costs and expeﬁses incurred in its capacity

a

13




as Tax Matters Partner.

Section 9.04. Wa‘iver‘of Partit'i‘on.; By this Section 9.04, each Mernber on behalf of such

Member, and its successors and permitted assigns, waives any rights to have Company property

partitioned.

Section 9.05.  Dealings OQutside the Company. Each Member, Representative and

member of Manégément shall, at any time and from time to time, de_vote such time and effori to

the business of the Company as mbay be necessary to promote adequately the interests of the
Company and the mutual interests of the Members. The Members and their Affiliates

individually or collectively may, at any time and from time to time, engége in and possess an

interest in other business ventures of any and every type and description, indép@ndently or with

.

others, and neither the Company nor any Member shall by virtue of this Agreement have any
rigﬁt, title or interest in or to such independent ventures of the Members or their Affiliates.

Section 9.06. Expenses. Unless mutually agreed in advance, cach Member shall pay or

cause to be paid its own fees and expenses, including, without limitation, attorneys' fees, incurred

in connection with the organization of the Company.

Section 9.07. Complete Agresment. This Agreemént and the Articles of Oréénization

constitute the complete and exclusive statement of agreement among the Members with respect

to the subject matter of this Agreement. This Agreement and the Articles of Organizatiori

supersede all prior written and oral statements, and no representation, statement or condition or

warranty not contained in this Agreement and the Articles of Organization will be binding on the

#

Members or have any force or effect whatsoever.

Section 9.08. Terms. Any reference to the Act, the Code or other statutes or laws will

include all amendments, modifications, or replacements of the specific sections and provisions

concerned. Terms used in this Agreement, unless defined herein or unless the context dictates,

4




shall have the meanipgé set forth in the Act.

Section 9.09. Mul‘éiple Counterperts. This Agreement may be executed in several

counterparts, each of which will be deemed an original but all of which will constitute one and
the same instrument, However, in making proof of this Agreemeﬁt, it will be necessé.ry to

produce only one copy of this Agreement signed by the party to be charged.

‘Section 9.10. Applicable Law. This Agreement shall be construed in accordance with the

laws of the State of Indiana.

Section 9.11. Partial Invalidity. If any term ot provision of this Agreement is determined

to be invalid, such invalid term or provision shall not affect or impair the remainder of this
Agreement, but such remainder shall continue in full force and effect to the same extent as
though such invalid term or provision were not contained therein.

Section 9.12. CoanObl;Lgations Binding. Each Member agrees that the promises,

covenants and conditions conteined herejn are giVen separately and as a Member inure to and are
binding upon its successors and assigns. The Company shall be bound by this Agreement.

Section 9.13. Signatory Requirements. Each Member, or each additional or substitute

Member permitted under this Agreement, may become a signatory hereof by signing 2 company
signature page to this Agreement and such other instruments as the Board shall determine. By so

signing, each.Member, or each such additional or substitute Member, shall be deemed to have

adopted and agreed to be bound by this Agreeﬁlent, as amended from time to time in accordance

with this Agréement.

Section 9.14. Additional Documenis and Acts. Each Member agreés to execute and |

deliver such additional documents and instruments and to perform such additional acts as may be
necessary or appropriate to effectuate, carry out, and perform all the terms, provisions and

- onditions of this Agreement and the transactions contemplated by this Agreement.

15




Section 9.15. Notices. Any notice to be given or to be served upon the Compaﬂy or an&r '

perty to this Agreement in connection with'this Agreement must be in writing and will be

deemed to have been glven and recewed when dehvered to the respectwe address specified on 7 o

the mgnature page(s) to this Agreement, or w1th respect to the Company, at the address of i 1ts

principal ofﬁce, as speciﬁed to the parties to this Agreement, Any party to this Agreement orthe

Company may, at any time by ngg ﬂve days pr1or written notice to the others, des1gnate any '

other address in substitution of the then current address to whlch such notice will be glven

Notice mailed by United States mail shall be deemed given three days after proper deposit in the

United States mail. Notice by courier or expedited delivery service shall be deemed given when -

actually received.

Section 9.16. Disputes to Be Resolved by Arbitration. Except as provided by Section " -

6.03, the Members ‘aOfee tha{ in the everit of a dispute relating to the governance of the Company,

the resolutxon of that dlspute w1ll be subject to arbltratxon

Section 9.17. Amendments and Suuplements All amendments and supplements to '[hlS - o

Agreement shall be in writing and executed by each Member. Amendments and supplements
executed by each Mermber shall be binding on the Company, whether or not executed by an’
Officer.

IN WITNESS WHEREOF, all the Me}nbers have caused this Agreement to be executed

by their duly authorized fepresentatives.

 VECTREN ENERGY RETAIL, INC

By Gl et

- Carl L. Chapmanw

 VECTREN VENTURES, INC.

Grecory F. Collins




SCHEDULE A

(RESERVED AUTHORITY)

Managemen: of the Company shall not have the authority to undertake any of the

following actions on behalf of the Corﬁpany unless authorized or ratified by the Board:

1. Engaging in any act in contravention or violation of this Agreefnent or outside the
principal purposes of the Company as set forth in Article | of this Agreéfnent;
2. . Engaging in any act which would méke it impossible to carry on the ordinary

business of the Company;

3, Selling all or substantially all of the assets of the Company, or causing the

| Company to merge with or into any other limited lizbility company, corﬁoration, partr;ership or
other entity; |

4, Admitting any substitute or additional Member to the Company;

5. Commencement, termination or settlement of any claim, or engaging Iegal counsel
with réspec£ théreté, other than a claim arising in the ordineiry course of the Company's businessl,v
or lawsuit or other legél actioﬁ., arbitration 6r ad.ministrati\"e proceeinng brought by or égaihst the.
Company involving an amount in controversy in excess of $25,000; ' ‘

6.V Voluntary dissolution of the Company; |

1. A dThev incurrence of indebtedness witﬁ anominal maiurity of one year or less
in excess of a maximum amount approved By the Board;
B. | The incurrence of indebtedness with a nominal ma»tuxr‘i‘ty‘ in excess of one
year; |

-8 " Calling f'orf additional capital contfibutions or loans from Members;

A-1




9.  Approval of all employment contracts (other than at-w111 employments)
employee benefit plans, parameters for collectlve bargammg and other material labor

10. Approval of the annual cap1ta1 and operating budgets cash ﬂow plans and
related schedules of the Company and »all material amendments tI_r_e_r_c_ato;

11.  Any distribution, whether in cash or in kind, to thé Members;

.12, Appointment of the independent public accountants of the Company;

'13. Entering into any contract for Retail Services that will result in annual revenue

in excess of $500',(;00, or materially amending any such contrasts;
14, Appointmént, removal and rcplacement of Management Qf the Company;
15.  Confessing a judgment against thé Company; |
16.  Possessing any Company property, or sssignirlgr tﬁer rights of rhg ‘Members in
specific C.ompany propr:rty, for other ;:gan ‘a Corﬁpany purposé;
17. Assigning any Cornparry property or assets in trust for creditors or on the basis
of an a551gnee s promise or undertaking to pay the debts of obligations of the Company,

18.  Causing the Company to make loans 10 or borrow money from the Members or

their respective Afﬁliates (other than ivndebtednessb for property sold in the ordinary courSe of

business pursuant to contracts duly approved by the Boardor for which Board approval is not 7

required by this Agreemerrt) or to commingle Company funds with the funds of Members or
their respective Af}ﬁiiates; 7

19.  Any matter for which Board action is expressly provided for under this
Agreement; and

20.  Such other policy decisions as the Board may determine on a case by case basis.
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- SCHEDULE B

" (SCHEDULE OF SPECIAL ALLOCATIONS)

. Section 1. Net Income and Net Loss. The terms "Net Income" ‘or "Net Loss," as the

case may be, of the Company shall mean the Company's taxable income or taxable lbss for

}Izederél income taxation purpdses as determined by .the accountants then employed by the

Company in accordance with Section 703(a) of the Internal Revenue Code of 1986, as amended
the "Code"), with the items required to be separately's'téted by Section 703(a)(1) of the Code
combined into a single net amount; prdvidéd, however, that in ‘trher eveht the taxable income or

taxable loss of the Company for such ﬁscal year is later adjusted in any manner, as a result of

Loss" shall be further adjusted as follows:
(@  "Net Income" and "Net Loss," as the case may b?* shall be adjusted to

treat items of tak—exempt income described in Section 705(a)(1)(B) of the Code as items
expenditures described in Section 705(2)(2)(B) of the Code, including ény itéms treated

Code.

() In liew of depr_t;ciatidﬁ, deplétipn, cost. gecévery ‘ana aﬁiortization
deductions allowable for Federal incorﬁé iaxatioﬁ purpbsqs to thf.:r Cormpanyrwith respect
to property contr}_Buted to the Compdns'zby a Member, there shall be taken 1nto account

an amount equal to the product derived,byr multiplying the Book Value of such property

Bl

an audit by the Internal Revenue Service (the "Service") or otherwise, then the taxable income

or taxable loss of the Company shall be adjusted to the same extent. "Net Income" and "Net

of gross income, and to treat as deductible items all non-deductible, non-capital

under Treas. Reg. § 1.704-1(b)(2)(v) s items described in Section T05()2)(B) of the




at the beginning of such ﬁséal year by a fraction, the numerator of which is the amount

of depreciatiqn, depletion, cost recovery or afnortizétion dfeductio’ngl allowable with
respect o such property for Federal income taxation éufﬁoées and the denominator of | -
) whiéh ig the adjusted basis for Federal income ta;cétion pumoées of suéh proberty at the
beginning‘ ot; such fiscal &ear. - |
© In Jiew of actual gain o Toss rccognized gy the Coxﬁpany for Federal ‘ »
inéomg taxation purposes as a result of t_ﬁe sale or other Vdispgsitior';' of p'r0per_ty of the
Company, there shall be taken into account the gain or lpss that would bave been
' récognized by the Company for Federal income taxation purp‘loses if the Book Value bf

such property as of the date sold or otherwise disposed of by the Company were its

adjusted basis for Federal income taxation purposes.

Seétioﬁ 2 Allocagiqri in Net Income and Net Lbsst Afte_:f_ giving effect to the special
allécatiéﬁs set:'forth in Sec£i0>ns 3,4and 6: | |

(@ | Net Incom‘e. Net Inpc;me for the fiscal year Shall be allocated among"the 7 -

Members in accordance with their respective ownership percentages.

Members in accordance with their respective ownership percentages.

Section 3. Special Allocations. The following special allocations shall be made in the -
following order:

@  Minimum Gain Chafgebéck. Except as otherwise provided in Treas.

Reg. § 1.704-2(f), notwithstanding any other provision of this Schedl‘lle B, if there isa
net decrease in Company Minimum Gain during any Corﬁpany ﬁscz{l year, each

Member and assignee or transferee of an iritei'est of a Member (“Interest") shall be




specially allocated items of Company income and gain for such fiscal year (and, if ~

necessary, subsequent years) in an amount equal to the portibn of such Member's or

assignee's or transferee's share of the net decrease in Company Minimum Gain,

determined in accordance with Treas. Reg. § 1.704-2(g)(1) that is allocable to the

disposition of Company property subject to nonrecourse liabilities (as defined in Treas.

Reg; § 1.704-2(b)(3)), determined iﬁ accordence rwith Treas?.' Reg. 1.704-2(d)-. The
~-items to be so allocated shall be determined in aeeo;rdance w_ith-ﬁTreas. Reg; 0 1.704-
2(f)(6) and 1.704-2()(2). Tbis Section 3(a) is intended to coenply with the minimulﬁ
gain chargeback eequirement in such section of the Regulations and shall be -in-terpreted

consxstently therewith.

() Member Mnnmum Gam Chargeback Except as otherw1se prowded in

- -,m

Treas. Reg § 1 704-2(1)(4) notwnhstandmg any other prov151on of this Schedule B,

except SCCthIl 3(a) if there is a net decrease in Member Muumum Gam attrlbutable 0 7 o

a Member Nonrecourse Debt durmg any Company fiscal year, each Member or

assignee or transferee of an Interest who has a share of the Member Minimum Gain

attributable to such Member Nonrecourse Ijebt, determined in accordance with Treas.

" Reg. § 1.704-2()(5), shall be specially allocated items of Company income and gain for

such Sfear (ehd, if nvecesrsary,} subseqlient yeare} in an amount equal to the portion df
such Member's or assignee‘e or transferee's sharevef the net decrease in Member
Minimum Gain attributable to such Member Nonrecoubse Debt determined in
accordance with Treas. Reg. § 1.704- 2(1)(5) that is allocable to the d15p051t10n of
.Company property subject to sueh Member Nonrecourse Debt determmed in

| accordance with Treas. Reg. § 1.704—2(1)(4). The items to be so allocated shall be

B3




determined in accordance with Treas. Reg. §§ 1.704-26)(4) and 1.704-2G)(2). This ~

Section 3(b) is intended to comply with the minimum gain chafgeback réquirement in

such section!and shall be interpreted éouéiSténtly therewith.

© Qualiﬁed Income Offset. In the évent @y Member or assigneé or

transferee of an Interest runexpectedly receives ‘any adjustments, allocations, or

distributions described in Treas. Reg. § L704-1(D)QDE@E), 1L704-1B)@QHE),

~or 1.704-1(b)(2)(ii)(d)(6), items of Company income and gain shall be _spec@all'y
alldcated to each such Member or assignee or transferee of an Interest in an amount and
manner sufficient to eliminate, to the extent required by Treas. Reg. §1.704-

1(b)(2)(ii)(d), the Adjustcd 'Capital ‘Account Deficit of rsuch Member or assignee 6r

transferee of an Interest as quickly as posvsiblgz", provided that an allocatioﬁ pursuant to

this Section 3(c) shall be made only if and to the extent that such Member or assignes

. or transferee of an Interest would have an Agjustcd Capital Account Deficit after all

other allocations provided for in this Schedule B have been tentatively made as if this

Section 3(c) were not in the Agreement.

' (d  Gross Income Allocation. In the event é[-ly;.M-CIanI' or a§sigﬁee or

transferee of an Interest has a‘ deﬁci_t capital accounf at the end §f anf/ Cc;mpany fiscal
year thch isin ekceés of the sum of the éfnount suéh Member or assignee or transferee :
of an Interest 1s obligated to restore or 1s Qeemed to be oblig?ted to restore pursuant to |
the penﬁltimate sentéﬁces of Treas. Regs. §§ 1.704-2(g)(1) and. 1.704-2(3)(5), each such

Member or assignee or transferee of an Interest shall be specially allocated items of

Company income and gainﬂin the amount of :such excess as quickly as possible, '

provided that an allocation pursuant to this Section 3(d) shall be made only if and to the

B4




, extérit that such Member or assignee or transferee of an Interest would have a deficit

capital account in excess of such sum after all other allocations provided for in this

Schedule B have been tentatively made as if Section 3(c) and this Section 3(d) were not

in the Ag‘reement.‘ - , 7 C e

(¢)  Nonrecourse Deductions. Nonrecourse Deductions for any fiscal year or

| other period shall be specially allocated as provided in Section 2(b).

(i  Member Loan Nomecourse Deductions. Any Member Loan
Norirccourse Deductic;ns for any fiscal yeér or other périod silall be specially allocated
to the Member of vras}signe‘e or transferee of an,Inter_evst__wl;o,bea‘rsi__the'ecbnomic risk pf
loss with fespect to the "Mtl:rr-iber Nonrecourse Debt to whi%:»hrsuch- Member quilnr

Nonrecourse Deductions are attrvi'butablevin accordance with Treas. Reg. § 1.704-2()).

() Sectio;i 754 @ust}nénts. -Tor the extent Treas. Reg. §1.704-

l(b)(?;)(iv)(m) reqﬁires an adjuétment to the adjusted tax basis of any Company asset _

pursuant to,C’ode Section 734(b) or Code Section 743(b) to be taken into account in

determining capital' accounts, tﬁe amount of such adjustmeﬁt to the capital accounts
\ shall be treated as an iterﬁ'of géin. (if the adjusitmlent increasés the basis of the asset) ’.orr
. loss (if the adjustment decreases suc-h basis) and such gain or loss shall be specially

allocated to the Members and assignees or transferees of an Ip_terest in. a manner

consistent with the manner in which their capital accounts are required to be adjusted

pursuant to such Section of the Regulations.

Section 4. Curative Allocations. The allocations set forth in Seption 3 (the
'Regulatory Allocations”) are intended to comply with certain requirements of the Regulations.

[t is the intent of thc Mérh_bers that, to the extent pbssible, all Regulatory Allocations shall be S




offset either with other Regulatory Ailocations or with special allocations of other items of

Company income, gain, loss or deduction pursuant to this Section 4. Therefore,

notwithstanding any other provision of this Schedule B (other than the Regulatory Allocatibns),
the Members shall make such offsetting special allocations of Conipany income, gain, loss, or

deduction so that, after such offsetting allocations are made, each Member's capital account )

balance s, to the extent possible, equal to the capital account balance such Member would

have had, if the Regulatory Allocations were ot part of the Agreement and all Company items »

were allocated pursuant to Section 2.

Section 5. Effects of Varying Company Interests During a Company Year. In the

event a Member's interest as a Member varies during any fiscal year of the Compény {(whether

by reason of withdrawal, additional capital contributions or otherwisé), Net Income and Net

Loss shall be computed and allocated in accordance with this Schedule B as if periods between

such variations were each a separate fiscal year of the Company.

Section 6. Allocation of Income, Gain, Loss and Deductiqn; Section 704(c). Upon the

sale of any property contributed by any Member, the gain or loss represented by the difference

between the adjusted basis for Federal income taxation purposes and Book Value of the

" | property to the Company shall be allocated to the Member who contributed such property, and

the gain'or loss in excess of that so allocated shall be allocated among the Members as

provided in Sections 1, 2, 3 and 4 hereof. In addition, any other item of income, gain, loss or
deduction with respect to such propefty shall be allocated in a manner consistent with the
requirements of Section 704(c) of the Code and Treas. Reg. § 1.704-1(b)(2)(‘iv_)(g), as amended

from time to time.

. Section 7. Allocation of Tax Items. All items of depreciation, gain, loss, deduction or

' ,'5.7,6 .




o rm'_h*_

credit that are taken 1nto account in deternumng Net Income or Net Loss, shall be allocated -

among the Members in the same proportion as is provided in this Schedule B.

Section 8. Definitions. Capialized words and phraees used in this Schedule B have the

following meanings:

(@  Adjusted Capital Aceount Deﬁcit means, with respect to any Member,

the deﬁcrt balance if any, in such Member s capital account as of the end of the

relevant ﬁscal year, aﬁer giving effect to the followrng ad]ustments

(l) Credrf to such caprtal account any amounts whrch such Mermber is

' ‘oblrgated to restore or is deemed to be obhgated to restore pursuant to the .

penultrmate sentence of Treas Reg § 1.704-2(g)( l) or would be deemed B

obligated to restore if Member Loan Nonrecourse Dedu_cuons were treated as

- -Norrrecourse Deductlons and

(2) Debrt to such caprtal account the 1tems desertbecl in Treas Regs

§§ l.704-1(b)(2)(ii)(d)(4),' 1.704-l(b)(2)(ii)(d)(5), and l.704-l(b)(2)(il)(d)(6).

The foregomg definition of Adjusted Caprtal Account Deﬁert is mtended t0 comply
with the provisions of Treas Reg §l704 l(b (2)(11)(d) and shall be mterpreted
con51stently therewith.

{b) Book Value of any item of Cornpany property as of any particular date

shall be determined as follows: (2) the Book Value of any item of property contributed '

by a Member to the capital of the Company shall be the agreed-upon gross fair market

value of such item of property aé of the date such property was contributed to the

Company, as adjusted for deprecratron depletron cost recovery and amortrzatron '

deductions with respeet to such property computed in the manner provrded in Sectlon

Y

|




. -

1(b); and (b) the Book Vaiil‘e of any other item of Cofnpany property shall be its

. adjusted basis for Federal income taxation purposes.

(¢  Company Minimum Gain has the meaning set forth in Treas. Reg. §§

1 70420)(2) and 1.7042(0),

@ Member Loan Nonrecourse Deductioné has the rheanjng set forth in
Treas. Reg. § 1.704—2(i)(2). The amount of Member Loan Nonrecourse Deductions
with resp:ect tb a Member Nonrecourse Debt for 2 Con;pany ﬁscéi yeaf eqﬁals t'he
excess, if any, of the net incréase, if any, m rthe amrouhtr of N_A[ernbefi Minimum Gaink
attributable to such Member NSmecéurse Debt duri‘ngr that Vﬁscal year bvér tlrler o
aggregate amount of any distributions during that fiscal year to_-th_e Members or )
assignees or transferees of an Interestrthat bear the economic risk of loss for su;h
~ Member Nomécourse Debt to ihe extent such distributions are from the proceéds of

~such Member “Noqrecourse- Debt and are allocable ‘to _aﬁ increase in Member Minhnﬁﬁ e
Gainvattribut'abley to .such Member Nonrecourse Debt,v_déter%ni_n_ed in accordancgﬁrwith
Treas. Reg. § 1.704-2())(2). |

(&) Member Minimum Gain means an amount, with respect to each Member

Nonrecourse Debt, cquai to the Company Minimum Gain that would result if such
Company Nonrecourse Debt were treated as a nonrecourse liability (as defined in
Treas. Reg. § 1.704-2(b)(3)), determined in accordance foth Treas. Reg. § 1.704-2(i).

() Member Nonrecourse Debt has the meaning set for;h in Trreas; Reg.

§ 1.704-2(b)(4).

4

() Nonrecourse Deductions has the meaning set forth in Treas. Reg.

§ 1.704-2(b)(1). The amount of NonrecourselDedurétion?, for a Compéhy ﬁscarlr year

B8




equals tho net mncrease if any, in the amount of Company Mmlmum Gain durmg that '
fiscal year, determined accordmg to Treas Reg §§ 1. 704~2(c) and 1. 704-2(d)

() Repulations means the regulaoons promulgated under the Code as such
regulatlons may be amended from time to time (mcludmg correspondmg provisions of

succeeding regulations).

-+ e
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SCHEDULE C

. (CAPITAL CONTRIBUTIONS)

- Contribution

Yectren Eﬁergy Retail, Inc. $1,000.00

Vectren Ventures, Inc. $10.00

Total $1,010.00

Ll

Pe_rce_mfage

99%

1%

- 100%
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EXHIBIT A-18

SECRETARY OF STATE B
CERTIFICATES

o5y , | VECTREN RETAIL, LLC L




o

|

DATE. |  DOCUMENTID DESCRIPTION FILING EXPED  PENALTY CERT
09/27/2001 200127001616  REGISTRATION OF FOREIGN LIMITED 125.00 100,00 00 .00
LIABILITY CO (LFA)
" Receipt

This is not a bill. Please do not remit payment.

MCNEES, WALLACE & NUSICK
KIM BOJKO

21 E. STATE ST., 17THFL
COLUMBUS, OH 43215

STATE OF OHIO

Ohio Secretary of State, J. Kenneth Blackwell
! 1255668
[t is hereby certified that the Secretary of State of Ohio has custody of the business records for

VECTREN RETAIL, LLC

and, that said business records show the filing and recording of:

Document(s) , ‘Document No(s):
REGISTRATION OF FOREIGN LIMITED LIABILITY CO 200127001616 o

Witness my hand and the seal of
AR the Secretary of State at Columbus,
= Ohio this 27th day of September,

\’{’i\:g(ﬁ/[s A.D.200d.

il o

Sz W ) / m
" 2

United States of America
State of Ohio

Ohio Secretary of State
Office of the Secretary of State -
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L

L T S

. DOCUMENT ID DESCR[PTION ) FILING EXPED PENALTY CERT COoPY
2001 200128‘201452 TRADE NAME/ORIGINAL FILING (RNO) 50.00 .00 .00 00 00 |

| : Receipt
_ ThlS is nota bill. Please do not remit payment

M‘CNEES WALLACE & NURICK LLC
KIM BOJKO

21 EAST STATE ST, 17THFL
COLUMBUS, OH 43119

STATE OF OHIO

"CERTIFICATE

Ohio Secretary of State, J. Kenneth Blackwell
| 1258630 -

7 It is hereby certified that the Secretary of State of Oth has custody of the business records for
VECTREN SOURCE

and, that sa1d busmess records show the filing and recordmv of:

‘Documert(s)

Document No(s):
!
TRADE NAME/ORIGINAL FILING __— 200128201452
Date' of First Use: 10/04/2001 VECTREN RETAIL, LLC
Expiration Date: 10/04/2006 20 NW 4TH STREET
. L EVANSVILLE, IN 47708
’ Witness my hand and the seal of
1 the Secretary of State at Columbus,
Ohio this 4th day of October, A.D.
0 W
" United Statc;srof'Amcri-c‘a ﬂ
State of Ohio - Ohio Secretary of State
Office of the Secretary of State
IR




J URISDICTION OF OPERATION

Vectren Source is currently authorized to provide retail natural gas service in the
Columbia Gas of Ohio and Dominion East Ohio service territories. ProLiance Energy,
LLC (“ProLiance”), an affiliate of Vectren Source, is currently authorized to provide
retail natural gas service to commercial and industrial customers in the states of Indiana,
Ohio, Michigan, Kentucky, Illinois, Tennessee, Alabama, Florida, Missouri, Georgia,
Wisconsin, Texas, Minnesota, and Virginia. Particularly in the state of Ohio, ProLiance
is authorized to provide retail natural gas setvice within the jurisdiction of the Columbia
Gas of Ohio, Cincinnati Gas and Electric, Vectren Energy Delivery of Ohio, Domirnion
East Ohio, Dominion West Ohio, and Ohio Gas service tertitories.

{Closadsy . VECTREN RETAIL, LLC




EXHIBIT B-2

EXPERIENCE AND PLANS

Vectren Source first entered the Ohio CHOICE program as a marketer in Fall, 2001 and
has executed a number of campaigns since in both the Columbia of Ohio and Dominion
East Ohio service territories. Vectren Source plans to continue acquisition and retention
efforts as part of its business model. Upon enrollment by the customer, Vectren Source
mails a confirmation letter detailing the terms and conditions of the contract,

Responding to customer inquiries and complaints:

Normal customer service hours are Monda} - Friday, 8 AM 5PM, Central Standard
Time. When customer concerns are received at Vectren Source’s Customer Care center,
the issue is researched to determine all factors influencing the concern. Once the factors
involved in the issue are established, contact with the customer is made in an attempt to
reach an amicable resolution. If a public agency is involved in the dispute resolution
process, once an investigation is complete the agency is notified of the results and,
assuming concurrence, the matter is closed. If the customer disputes the investigation
report, Vectren Source will inform the customer that the Commission Staff is available to
mediate complaints.

(CLosig) ' VECTREN RETAIL, LLC




EXHIBIT B-3

SUMMARY OF EXPERIENCE

Vectren Source has provided natural gas services to Ohio customers since December
2001. Vectren Source has marketed and acquired customers in both Dominion East
Ohio's territory as well as Columbia Gas of Ohio's service territory. Vectren Source
currently serves several thousand residential and small commercial customers in these
territories. Since December 2001, the volume of gas supplied has been in excess of
400,000 mef. ' o

(C10544:} ' - VECTREN RETAIL, LLC




EXHIBIT B-4

DISCLOSURE OF LIABILITIES AND INVESTIGATIONS

Not Applicable.

(10544 .  _ VECTRENRETAIL, LLC




EXHIBIT C-1

ANNUAL REPORTS

Vectren Source does not produce Annual Reports. Therefore, the two most recent
Annual Reports for Vectren Corp. accompany this Application.

{C105443 VECTREN RETAIL, LL.C




EXHIBIT C-2
SEC FILINGS
Vectren Source does not submit 10-K Filings. Therefore, the 10-K Filing for the period

ending December 31, 2001, and the 10-Q Filing for the period ending March 31, 2002,
for Vectren Corp. are attached hereto.

Coa b
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Lo . - UNITED STATES
I SECURITIES AND EXCHANGE COMMISSION
~ Washington, D.C. 20549

f Form 10-Q
Xj QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For quarterly period ended March 31, 2002
- OR
[ TRANSITION REPORT PURSUANT TO SECTION 130R 15(d) OF THE
‘ _-SECURITIES EXCHANGE ACT OF 1934

, \ For the transition period from | to

Commission file number 1-15467

VECTREN CORPORATION ,
(Exact name of registrant as specified in its charter)

| INDIANA , 35:2086905
| (State or other jurisdiction of (ILR.S. Employer
! incorporation or organization) © - ldentification No.) _,

20 N.W. Féu.rth Street, Evansville, Indiana 47708
{Address of principal executive offices and Zip Code)

* ' (812) 491-4000 o
\ ' (Reglstrant telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by

Section 13 or 15(d) of the Securities Exchange Act of [934 during the preceding 12 months (or

for such shorter period that the registrant was required to file such reports), and (2) has been -
SUbjECt to such ﬁlmg requirements for the past 90 days. Yes[X] No[]

Ir}dxcatc the number of shares outstanding of each of the issuer’s classes of common stock, as of
the latest pracncable date :

Common Stock -Without par value 67,729,661 May 1, 2002
Class : Number of shares Date
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS (UNAUDITED)

VECTREN CORPORATION AND SUBSID[ARY COMPANIES

" CONSOLIDATED CONDENSED BALANCE SHEETS
* (Unaudited - In millions)

December 31,

March 31,
2002 2001
ASSETS
Current Assets . . ‘
Cash & cash cquwalents 3 204 $ 272
Accounts receivable-less reserves of $8.5 &
$5.9, respectively 2220 213.8
Accrued unbilled revenues _ 72.8 784
Inventories . . 532 714
"Recoverable fiuel & natural gas costs 7 55.2 76.5
Prepayments & other current assets 453 1034
Total current assets 468.9 370.7
Utility Plant
Original cost 2,9276 29032
Less: accumulated depreciation & amortization _ 1,326.3 1,308.2
Nef atility plant - Le013 1,595.0
Investments in unconsolidated affiliates 1293 1277
Other investments R 100.8 100.3
Non-utility property-net 191.6 181.7
Goodwill-net 199.2 199.2
Regulatory assets ‘ 58.4 614
Other assets 273 20.8
TOTAL ASSETS 7 ¥ L7768 §F  1,856.8

The aﬁ:;pmpanying notes are an integral part of these consolidated condensed financial statements.

1




' VEC’IREN CORPORATION AND SUBSIDIARY COMPANIES
" CONSOLIDATED CONDENSED BALANCE SHEETS
(Unaudited — In millions) )
7 - ] " March 31, December 31,
‘ : - : ’ 2002 2001
—  LIABILITIES & SHAREHOLDERS'EQUITY
Current Liabilities ) - . -
Accounts payable $ 1085 $ 1444
"Accounts payable to affiliated companies 472 372
Accrued liabilities . 144.9 1014
Short-term borrowings 260.3 3817
Long-term debt subject to tender 115 11.5
Current maturities of long-term debt 1.3 13
Total current liabilities _ 137 677.5
' Deferred Income Taxes & Other Liabilities -
Deferred income taxes , ) 202.9 2067
Deferred credits & other liabilities : 1114 108.1
Total deferred income taxes & other liabilities 3143 31438
Commitments & Contingencies (Notes 6-8) .
Minority Interest in vSubsidiary “ _ o 1.2 - 14
Capitalization - » -
Long-term debt-net of current maturities and
debt subject to tender 1,012.8 1,0140
Cumulative redecmable preferred stock of subsidiary - 03 0.5 e
Common shareholders' equity
Common stock (no par value) - issued & outstanding o
~67.7 and 67.7, respectively 346.6 346.1
Retained earnings . . . 5260 498.3
Accumulated other comprehensive income 1.9 42
Total common shareholders' equity 8745 848.6
Total capitalization .. [,887.6 1,863.1
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $ 27768 $ 12,8568
'Ihe_accompanying notes are an integral part of these tonsolidafed condensed financial statemcnts.r -
|




VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED CONDENSED STATEMENTS OF INCOME
- (Unaudited - [n millions, except per share data)
i Three Months
Ended March 31,
< 7002 2001
"OPERATING REVENUES
( -Gas utility < § 35718 523.7
Electric utility 126.8 88.2
Energy services & other 1513 .0
‘ Total operating revenues 0352 8439
OPERATING EXPENSES . A
Cost of gas sold , 230.0 404.1
Fuel for electric generation T o 17.8 18.0
| Purchased electric energy 59.8 13.2
Cost of energy services & other - 1394 261.8
Other operating . 56.6 61.4
Merger & integration costs - 1.0
Depreciation & amortization 29.1 314
Taxes other than income taxes . . 183 19.5
., . Total operating expenses 3510 BI04
"OFERATING INCOME T Y T35 I
OTHER INCOME - - o
Equity in eamings of unconsolidated affiliates i 23 59
Other —net . - 14 2.9
~Total other meorme ' 17 LR
Interest expense S - 198 118
.. INCOME BEFORE INCOME TAXES A LI
Tncome taxes YN 138"

Minority interest in subsidiary 0.2) - -
Preferred dividend requirement of subsidiary - 0.2 -
TNCOME BEFORE CUMULATIVE EFFECT OF CHANGE : =

IN ACCOUNTING PRINCIPLE ) 45.6 4905 ’
Cumulative effect of change in accounting principle - net of tax ' - 3.9 N
"NETINCOME : STHBE TS e ‘

AVERAGE COMMON SHARES OUTSTANDING ’ 67.5 65.6 o

' - DILUTED COMMON SHARES OUTSTANDING 67.8 65.8 ) o ‘

EARNINGS PER SHARE OF COMMON STOCK: :

BASIC B _ ]
INCOME BEFORE CUMULATIVE EFFECT OF CHANGE , -

IN ACCOUNTING PRINCIPLE ' , 5068 5 0.62

Cumulative effect of change in accounting principle ~ net of tax - 0.06
DILUTED . . . --

INCOME BEFORE CUMULATIVE EFFECT OF CHANGE ) -

IN ACCOUNTING PRINCIPLE . . : £ 067 § 0.61 .
Cumulative effect of change in accounting principle -net of tax . R 0.06 -
DILUTED EARNINGS PER SHARE OF COMMON STOCK H 0.67 14 0.67

i

i

i
The accompanying notes ate an int.cg'r_al part of these consalidated condensed financial statements. ;




-~ VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
- (Unaudited - In millions)

Three Months
. Ended March 31,
K ‘ 2002 2001
TASHFLOWS FROM OPERATING ACTIVTTIES :
" Net income ‘ o $ 456 5 444
Adjustments to reconcile net income to cash from operating activities: B
Depreciation & amortization 291 314
Deferred income taxes & investment tax credits ' .09 133
Equity in eamings of unconsolidated affiliates (23) (5.9)
- Net unrealized loss (gain) on derivative instruments, including
cumlative effect of change in accounting principie 3.0 (11.8)
Other non-cash charges- net - 55 2.9
Changes in assets and liabilities: _ '
Accounts receivable & accrued unbilled revenues (76) 10.2
Inventories 182 629
Recoverable fuel & natural gas costs 13 (15.1)
Prepayments & other current assets ) 64.8 © 3719
Regulatory assets . 26 3.6
Accounts payable, including to affiliated companies (259 (115.6)
Accrued liabilities ’ 297 13.5
- Other noncurrent assets & liabilities (7.0) 0.2)
-~ Total adjustments 1323 AR
Net cash flows Trom operating acavities JUAL 76.5
CASHFLOWS (REQUIRED FOR) FINAN CING ACTIVITIES
Proceeds from: ‘
Issuance of common stock - nef of issuance costs ' - 129.4
Requirements for: -

- Dividends on commen stock (17.9) (17.2}
Dividends on preferred stock of subsidiary - (0.2)
Retirement of long-term debt o . (1.3) (7.2)
Redemption of preferred stock of subsidiary (0.2) 0.2)

Net change in short-term borrowings (121.9) (120.4)
Proceeds from exercise of stock options & other 0.5 0.2
Net cask Tlows {required for) financing activifics {140.3) 15.6)
CASH FLOWS (REQUIRED FOR) INVESTING ACTIVITIES
Proceeds from: o - -
Unconsolidated affiliate distributions S 03
Notes receivable & other collections 0.6 -
Regquirements for; )
Capital expenditures (42.2) (46.2)
Unconsolidared affiliate investments (3.0) (4.4)
Notes receivable & other investments .1 (2.4)
~ Net cash tTows (required for) Tnvesting achvifies {419 (G30)
Net (decrease) increase in cash & cash equivalents (6.5) 79
Cash & cash equivalents at beginning of period 272 152

TCash 8 czsh cquivalents af end of period ¥ 204 3 PAR

The accompanying notes are an integral part of these consolidated condensed financial statements.

-~
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~ VECTREN CORPORATION AND SUBSIDIARY COMPANIES ' IR
NOTES TO CONSQLIDATED CONDENSED FINANCIAL STATEMENTS
o " (UNAUDITED)

1. Organization and Nature of Operations

Vectren Corporation (the Company or Vectren), an Indiana corporatior, is an energy and applied
technology holding company headquartered in Evansville, Indiana. The Company was organized on June
10, 1999 solely for the purpose of effecting the merger of Indiana Energy, Inc. (Indiana Energy) and

* SIGCORP, Inc. (SIGCORP). On March 31,2000, the merger of Indiana Energy with SIGCORP and into
Vectren was consummated with a tax-free exchange of shares and has been accounted for as a pooling-of- _._ .
interests in accordance with Accounting Principles Board (APB) Opinion No. 16 “Business
Combinations.”

Vectren is a public utility holding company, whase wholly owned subsidiary, Vectren Utility Holdings,
_Inc. (VUHI), is the intermediate holding company for the Company's three operating public utilities:
Indiana Gas Company, Inc. (Indiana Gas), formerly a wholly owned subsidiary of Indiana Energy,
Southem Indiana Gas and Electric Company (SIGECO), formerly a wholly owned subsidiary of o T
SIGCORP, and the Ohio operations. Indiana Gas provides natural gas distribution and transportation
services to a diversified customer base in 311 communities in 49 of Indiana’s 92 counties. SIGECO
provides electric generation, transmission, and distribution services to Evansville, Indiana, and 74 other
communities in § counties in southwestern Indiana and participates in the wholesale power market.
SIGECO also provides natural gas distribution and transportation services to Evansville, Indiana, and 64
communities in 10 counties in southwestemn Indiana. The Ohio operations, owned as a tenancy in
- common by Vectren Energy Delivery of Ohio, Inc., a wholly owned subsidiary, (53 % ownership) and
Indiana Gas (47 % ownership), provide natural gas distribution and transportation services to Dayton,
Ohio, and 87 other communities in 17 counties in west central Ohio. The Ohio operations were acquired
from the Dayton Power & Light Company on October 31, 2000. Both Vectren and VUHI are exempt
from registration pursuant to Section 3(a)(1) and 3(c) of the Public Utility Holding Company Act of 1935.

The Company is also involved in nonregulated activities in four primary business areas: Energy
Marketing and Services, Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing
and Services markets natural gas and provides energy management, including energy performance
contracting services. Coal Mining mines and sells coal to the Company’s utility operations and to other
parties and generates Intemal Revenue Service (IRS) Code Section 29 investment tax credits relating to
the production of coal-based synthetic fuels. Utility Infrastructure Services provides undetground
‘construction and repair, facilities locating, and meter reading services. Broadband invests in broadband
communication services such as analog and digital cable television, high-speed Internet and data services,
and advanced local and long distance phone services. In addition, the nonregulated group has
investments in other businesses that invest in encrgy-related opportunities and provides utility services,
municipal broadband consulting, retail, and real estate and leveraged lease investments.

2. Basis of Presentation - - ‘ R

The interim consolidated condensed financial statements included in this report have been prepared by the
Company, without audit, as provided in the rules and regulations of the Securities and Exchange -
Commission. Certain information and footnote disclosures normally included in financial statements
prepared in accordance with accounting principles generally accepted in the United States have been
omitted as provided in such rules and regulations. The Company believes that the information in this
report reflects all adjustments necessary to fzirly state the results of the interim periods reported. These
consolidated condensed financial statements and related notes should be read in conjunction with the
Company's audited annual consolidated financial statements for the year ended Decernber 31,2001, filed
on Form 10-K. Because of the seasonal nature of the Company’s utility operations, the results shown on
a quarterly basis are not necessarily indicative of annual results. ) R




- The preparation of financial statements i in conformlty with accountmﬂ pnnmples generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of

‘ assets and liabilities and disclosure of contingent assets and liabilities at the date of the statements and the -

reported amounts of revcnues and expenses during the reporting periods. Actual results could differ from

those estimates. , , - o

Certain reclassifications have been made fo prior penod financial statements to conform with the current

year classification. These reclassxﬁcauons have no impact on previously reported net income.

3. Impact of Recently Issued Accounting Guidance

SFAS 142

In Tuly 2001, the FASB issued SFAS No. 142 “Goodwill and Other Intanglble Assets” (SFAS 142). Thc
Company adopted the provisions of SFAS 142, as required on January 1, 2002. SFAS 142 changed the
accounting for goodwill from an amortization approach to an 1mpaument-only approach, Thus,
amortization of goodwill that is not included as an allowable cost for rate-making purposes ceased upon
adoption of the statement. This includes goodwill recorded in past business combinations, such as the
Company’s acquisition of the Ohio operations. Goodwill is to be tested for impairment at a reporting unit
level at least annually,

SFAS 142 also requires the initial impairment review of all goodwil] within six months of the adoption
date. The impairment review consists of a comparison of the fair value of a reporting unit to its carrying
amount, If the fair value of a reporting unit is less than its carrying amount, an impairment loss would be
recognized. Results of the initial impairment review are to be treated as a change in accounting principle
in accordance with APB Opinion No. 20 “Accounting Changes.” An impairment loss recognized as a
result of an impairment test occurring after the initial impairment review is to be reported as a part of
operations. SFAS 142 also changed certain aspects of accounting for intangible assets; however, the
Company does not have any significant mtang1ble assets. _ .

Asrequired by SFAS 142, amortization of goodwill relating to the acquisition of the Ohio operations,

which approximates $5.0 million per year, ceased on January 1, 2002. Initial impairment reviews to be

performed within six months of adoption of SFAS 142 have not been completed, but no impairment is -
_expected, :

SFAS 144 o } , . =
In October 2001, the FASB issued SFAS No, 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets” (SFAS 144). SFAS 144 develops one accounting model for all impaired long-lived assets
and long-lived assets to be disposed of. SFAS 144 replaces the existing authoritative guidance in FASB
Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assetsto —
Be Disposed Of” and certain aspects of APB Opinion No. 30, “Reporting Results of Operations- ' -
Reportmg the Effects of DISpOSﬁl af a Segment of a Busmess g

-+ This new accounting model retains the framework of SFAS 121 and requires that those impaired long-
lived assets and long-lived assets to be disposed of be measured at the lower of carrying amount or fair
value (less cost to sell for assets to be disposed of), whether reported in continuing operations or in
discontinued operations. Therefore, discontinued operations are no longer measured at net realizable
value or include amounts for operating losses that have not yet occurred.

SFAS 144 also broadens the reporting of discontinued operations' to include all components of an entity
with operations that can be distinguished from the rest of the entity and that will be eliminated from the

ongoing operations of the entity in a disposal transaction.

The adoptioh of SFAS 144 on January 1, 2002 did not materially impact operations.




SFAS 143

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS
143). SFAS 143 requires entities to record the fair value of a liability for an asset retirement obligation in
the period in which it is incurred. When the liability is initially recorded, the entity capitalizes a cost by
increasing the carrying amount of the related long-lived asset. Over time, the lability is accreted to its
present value, and the capitalized cost is depreciated over the useful life of the related asset. Upon
settlement of the liability, an entity either settles the obligation for its recorded amount or incurs a gain or
loss upon settlemnent, SFAS 143 is effective for fiscal years beginning after June 15, 2002, with earlier
application encouraged. The Company is currently evaluating the impact that SFAS 143 will have on its
opetations. . ,

4, Earnings Per Shafé _ . T

. Basic eamings per share is computed by dividing net income available to common shareholders by the 7
weighted-average number of comimon shares outstanding for the period. Diluted earnings per share 7
assumes the conversion of stock options inte common shares and the lifting of restrictions on issued
restricted shares using the treasury stock method to the extent the effect would be dilutive. The following
table illustrates the basic and dilutive eamnings per share calculations for the three months ended March
31,2002 and 2001;: L R

A i

2002 2001

© Per Per
Share Share

In millions, except ‘
Income Shares Amount Income Shares Amount

per share amounts

Basic EPS $456 675 3 0.68 3444 T 656 § 068

Effect of dilutive ' o A | B -
- stock equivalents 03 0.2

Diluted EPS 3456 678 b 067 H444 658 B 0.67

For the three months ended March 31, 2001, options to purchase 95,400 shares of common stock at an \
exercise price of $24.05 were not included in the computation of dilutive earnings per share because the T
options’ exercise price was greater than the average market price of a share of common stock during the -
period. For the three months ended March 31, 2002, all options were dilutive. '

5. Comprehensive Income

‘Comprehensive income consists of the foilowing:

Three Months

. Ended March 31,
In millions 2002 2001 ;
“Net income , § 456 3 444 : .Sy
Comprehensive loss of unconsolidated
affiliates- net of tax (2.3) - (6.6)
Minimum pension liability adjustment
~and other-netof tax - 0.9
Total comprehensive income > 3639

S 433
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Comprehensive income arising from unconsolidated affiliates is the Company’s portion of ProLiance
Energy LLC's other comprehensive income related to its use of cash flow hedges and the Company’s
portion of Haddington Encrgy Parmers, LP other comprehensive income related to unrealized gains and
losses of available-for-sale securities.

6. Commitments & Contingencies

Guarantees ) .

The Company is party to financial guarantees with off-balance sheet risk. These guarantees include debt
guarantees and performance guarantees, including the debt of and performance of energy efficiency
products installed by affiliated companies. The Company’s most significant guarantee totaling $53.5
million relates to the Company’s guarantee of Energy Systems Group, LLC's (ESG) surety bonds and
performance guarantees. ESG is a two-thirds owned consolidated subsidiary, The Company is obligated
for amounts due to various insurance companies for surety bonds should ESG default on obligations to
complete construction, pay vendors or subcontractors, and achieve energy guarantees, Through March
31, 2002, the Company has not been called upon to satisfy any obligations pursuant to the guarantees.

Legal Proceedings

The Company is party to various legal proceedings arising in the normal course of business. In the

. opinion of management, there are no legal proceedings pending against the Company that are likely to
have a material adverse effect on its financial position or results of operations. See Note 8 regarding
environmental matters and Note 7 regarding ProLiance Energy, LLC.

7. Unconsolidated Affiliaies

ProLiance Energy, LLC

ProLiance Energy, LLC (ProLiance), 2 nonregul ated, energy marketing affiliate of Vectren and Citizens

Gas and Coke Utility (Citizens Gas), began providing natural gas and related services to Indiana Gas,
Citizens Gas, and others in April 1996. ProLiance also provides services to the Ohio operations.

Integration of SIGCORP Energy Services, LLC and ProLiance Energy, LLC

In February 2002, Vectren announced its intention to integrate the operations of its wholly owned
subsidiary SIGCORP Energy Services, LLC (SES) with ProLiance, SES provides natural gas and related
services to SIGECO and others. In exchange for the contribution of SES’ net assets and additional cash,
Vectren’s allocable share of ProLiance’s prospective profits and losses is expected to increase from the
Company’s current 52.5% profit and loss share. However, governance, including voting rights, will
remain at 50% for each member. As governance of ProLiance remains equal between the members,
Vectren will continue to account for its investment in ProLiance using the equity method of accounting,
The financial impact of the transaction, which is expected to be completed later in 2002, is not expected
to be material, :

Regulatory Matters

The sale of gas and provision of other services to Indiana Gas by ProLiance is subject to regulatory
review through the quarterly gas cost adjustment (GCA) process administered by the TURC. On
September 12, 1997, the IURC issued 2 decision finding the gas supply and portfolio administration
agreements between ProLiance and Indiana Gas and ProLiance and Citizens Gas to be consistent with the
public interest and that ProLiance is not subject to regulation by the IURC as a public utility. The IURC's
decision reflected the significant gas cost savings to customers obtained through ProLiance’s services and
suggested that all material provisions of the agreements between ProLiance and the utilities are
reasonable. Nevertheless, with respect to the pricing of gas commodity purchased from ProLiance, the
price paid by ProLiance to the utilities for the prospect of using pipeline entitlements if and when they are
not required to serve the utilities firm customers, and the pricing of fees paid by the utilities to ProLiance
for portfolio administration services, the [URC concluded that additional review in the GCA process

8
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would be appropriate and directed that these matters be considered further in the pending, consolidated
GCA proceeding involving Indiana Gas and Citizens Gas,

In 2001, the TURC commenced processing the GCA proceeding regarding the three pricing issues. The
TURC indicated that it would consider the prospective relationship of ProLiance with the utilities in this
proceeding, On April 23, 2002, Indiana Gas and Citizens Gas, together with the Office of Utility
Consumer Counselor and other consumer parties entered into and filed with the [URC an agreement 1n
principle setting forth the terms for resalution of all pending regulatory issues related to ProLiance. The
parties intend to submit for [IURC approval a final settlement no later than June 3,2002. If approved by
the [URC, the pending GCA proceeding will be concluded.

Indiana Gas continues to record gas costs in accordance with the terms of the ProLiance contract, and
Vectren continues fo record its proportional share of ProLiance's eamings. Pre-tax income of $5.4
million and §5.0 million was recognized as ProLiance’s contribution to earnings for the three months
ended March 31, 2002 and 2001, respectively. Eamings recognized from ProLiance ate included in
equity in earnings of unconsolidated affiliates. At March 31,2002 and December 31, 2001, the Company
has reserved approximately $3.7 million and $3.2 million, respectively, of ProLiance’s after tax eamings
pending resolution of the remaining issues. The impact to earnings should the above referenced
settlement agreement be approved by the [URC is not expected be material.

Transactions with ProLiance . :

Purchases from ProLiance for resale and for injections into storage for the three months ended March 31,
2002 and 2001 totaled $127.8 million and $268.5 million, respectively. Amounts owed to ProLiance at
March 31, 2002 and December 31,2001 for those purchases were $45.4 million and $36.1 million,
respectively, and are included in accounts payable to affiiiated companies. Amounts charged by
ProLiance for capacity and storage services are market based.

Utilicom Networks, LLC

Utilicom Networks, LLC (Utilicom) is a provider of bundled communicatio services through high
capacity broadband networks, including cable television, high-speed Internet, and advanced local and
long distance telephone services. The Company has a 14% interest in Class A units of Utilicom, which is
accounted for using the equity method of accounting. The Company also has a minority interest in
SIGECOM Holdings, Inc., which was formed by Utilicom to hold interests in SIGECOM, LLC
(SIGECOM). The Company accounts for its investment in Holdings on the cost method. SIGECOM
provides broadband services to the greater Evansville, Indiana, area. Utilicom also plans to provide
broadband services to the greater Indianapolis, Indiana, and Dayton, Ohio, markets,

In July 2001, Utiticom announced a delay in funding of the Indianapolis and Dayton projects. This delay,
with which Company management agrees, is due to the current environment within the
telecommunication capital markets, which has prevented Utilicom from obtaining debt financing on terms
it considers acceptable. While the existing investors are still committed to the Indianapolis and Dayton
markets, the Company is not required to and does not intend to proceed unless the Indianapolis and
Dayton projects are fully funded. This delay necessitated and resulted in the extension of the franchising
agreements into the third quarter of 2002.

8. Euvironmental Matters

Clean Air Act

"NOx SIP Call Matter ‘

The Clean Air Act (the Act) requires each state to adopt a State Implementation Plan (SIP) to attain and
maintain National Ambient Air Quality Standards (NAAQS) for a number of pollutants, including ozone.
I the United States Environmental Protection Agency (USEPA) finds a state’s SIP inadequate to achicve
the NAAQS, the USEPA can call upon the state to revise its SIP (a SIP Call).
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In October 1998 the USEPA 1ssucd a final rule "Finding of S1gmﬁcant Contnbutlon and Rulemakmg for
Certain States in the Ozone Transport Assessment Group Region for Purposes of Rcducmg Regional
Transport of Ozone," (63 Fed. Reg. 57355). This ruling found that the SIP’s of certain states, including
Indiana, were substantially inadequate since they allowed for nitrogen oxide (NOX) emissions in amounts
 that contributed to non-attainment with the ozone NAAQS in downwind states. The USEPA required
each state to revise its SIP to provide for further NOx emission reductions. The NOx emissions budget,
as stipulated in the USEPA's final ruling, requires a 31% reduction in total NOx emissions from Indiana.

In June 2001, the Indiana Air Poliution Control Board adopted final rules to achieve the NOx emission
reductions required by the NOx SIP Call. Indiana's SIP requires the Company to lower its system-wide
NOx emissions to .14 Ibs/mmbtu by May 31, 2004 (the compliance date). This is a 65% reduction from
emission levels existing in 1998 and 1999.

The Company has initiated steps toward compliance with the revised regulations. These steps include
installing Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 (Culley),
Warrick Generating Station Unit 4 (Warrick), and A.B. Brown Generating Station Unit 2 (A.B. Brown),
SCR systems reduce flue gas NOx emissions to atmospheric nitrogen and water using ammonia in a
chemical reaction. This technology is known to be the most effective method of reducing NOx emissions
where high removal efficiencies are required.

The TURC issued an order that (1) approves the Company's proposed project to achieve environmental
compliance by investing in clean coal technology, (2) approves the Company’s cost estimate for the
construction, subject to periodic review of the actual costs incurred, and (3) approves a mechanism
whereby, prior to an electric base rate case, the Company may recover a return on its capital costs for the
project, at its overal] cost of capital including areturn on equity.

Based on the level of system-wide emissions reductlons required and the control technology utxhzed to
achieve the reductlons the current estimated construction cost ranges from $175.0 million to $195.0

~ tnillion and is expected to be expended during the 2001-2004 period. Through March 31, 2002, $30.1
million has been expended. After the equipment is installed and operational, related addltlonal annual
+ operation and maintenance expenses are estimated to be between $8.0 million and $10.0 million.

The Company expects the Culley, Warrick and A.B. Brown SCR systems to be operational by the
compliance date. Installation of SCR technology at these stations is expected to reduce the Company’s
overall NOx emissions to levels compliant with Indiana’s NOx emissions budget allotted by the USEPA,
therefore, the Company has recorded no accrual for potential penalties that may result from
noncomphance

Culley Generatmg Statzon thzgatlon

In the late 1990°s, the USEPA initiated an investigation under Section 114 of the Act of SIGECO’s coal-
fired electric generating units in commercial operation by 1977 to determine compliance with
environmental permitting requirements related to repairs, maintenance, modifications, and operations
changes. The focus of the investigation was to determine whether new source review permitting
requirements were triggered by such plant modifications, and whether the best available control
technology was, or should have been used, Numerous electric utilities were, and are currently, being
investigated by the USEPA under an 1ndustry—w1de review for compliance. In July 1999, SIGECO
‘received a letter from the Office of Enforcement and Compliance Assurance of the USEPA discussing the
industry-wide investigation, vaguely referring to an investigation of SIGECO and inviting SIGECO to
participate in a discussion of the i issues. No specifics were noted; furthermore, the letter stated that the
communication was not intended to serve as  notice of violation. Subsequent meetings were conducted
in September and October 1999 with the USEPA and targeted utilities, including SIGECO, regarding
potential remedies to the USEPA'S general atlegations.
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On November 3, 1999, the USEPA filed a lawsuit against seven utilities, including SIGECO. The
USEPA alleges that, béginning in 1992, SIGECO violated the Act by: (1) making modifications to its
Culley Generating Station in Yankeetown, Indiana without obtaining required permits; (2) making major
modifications to the Culley Generating Station without installing the best available emission control
technology; and (3) failing to notify the USEPA of the modifications. In addition, the lawsuit alleges that
the modifications to the Culley Generating Station required SIGECO to begin complying with federal
new source performance standards at its Culley Unit 3.

SIGECO believes it performed only maintenance, repair and replacement activities at the Culley
Generating Station, as allowed under the Act. Because proper maintenance does not require permits,
application of the best available control technology, notice to the USEPA, or compliance with new source
performance standards, SIGECO believes that the lawsuit is without merit, and intends to vigorously
defend itself. Since the filing of this lawsuit, the USEPA has voluntarily dismissed nearly half of the

- claims brought in its original compliant.

The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per violation. The lawsuit
does not specify the numbt_:r of days or violations the USEPA believes occurred. The lawsuit also seeks a
court order requiring SIGECO to install the best available emissions technology at the Culley Generating
Station. If the USEPA were successful in obtaining an order, SIGECO estimates that it would incur
capital costs of approximately $40.0 million to $50.0 million to comply with the order, As a result of the
NOx SIP call issue, the majority of the $40.0 miltion to $50.0 million for best available emissions
technology at Culley Generating Station is included in the $175.0 million to $195.0 million cost range
 previously discussed.

The USEPA has also issued an administrative notice of violation to SIGECO making the same
allegations, but alleging that violations began in 1977.

While it is possible that SIGECO could be subjected to criminal penalties if the Culley Generating Station
continues to operate without complying with the permitting requirements of new source review and the
allegations are determined by  court to be valid, SIGECO believes such penalties are unlikely as the
USEPA and the electric utility industry have a bonafide dispute over the proper interpretation of the Act.
Accordingly, the Company has recorded no accrual and the plant continues to operate while the matter is
being decided,

Information Request

On January 23, 2001, SIGECO received an information request from the USEPA under Section 114 of
the Act for historical operational information on the Warrick and A.B. Brown generating stations,
SIGECO has provided all information requested, and no further action has occurred.

Manufactured Gas Plants .

Inthe past, Indiana Gas and others operated facilities for the manufacture of gas. Given the availability of
natural gas transported by pipelines, these facilities have not been operated for many years. Under
currently applicable environmental laws and regulations, Indiana Gas and others may now be required to
take remedial action if certain byproducts are found above the regulatory thresholds at these sites.

Indiana Gas has identified the existence, location and certain general characteristics of 26 gas
manufacturing and storage sites for which it may have some remedial responsibility. Indiana Gas has
completed a remedial investigation/feasibility study (RI/FS) at one of the sites under an agreed order
between Indiana Gas and the Indiana Department of Environmenta] Management (IDEM), and a Record
of Decision was issued by the [DEM in January 2000. Although Indiana Gas has not begun an RI/FS at
additional sites, Indiana Gas has submitted several of the sites to the IDEM's Voluntary Remediation
Program and is currently conducting some leve! of remedial activities including groundwater monitoring
at certain sites where deemed appropriate and will continue remedial activities at the sites as appropriate
and necessary. o :
: T b
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. Inconjunction with data compiled by expert consultants, Indiana Gas has accrued the estimated costs for

further investigation, remediation, groundwater monitoring and related costs for the sites. While the total
costs that may be incurred in connection with addressing these sites cannot be determined at this tirie,
[ndiana Gas has accrued costs that it reasonably expects to inour totaling approximately $20.4 million.

The estimated accrued costs are limited to [ndiana Gas’ proportionate share of the remediation efforts,
Indiana Gas has arrangements in place for 19 of the 26 sites with other potentially responsible parties

(PRP), which serve to limit Indiana Gas' share of response costs at these 19 sites to between 20% and
50%. '

With respect to insurance coverage, Indiana Gas has received and recorded setilements from all known
Insurance cam'ers in an aggregate amount approximating its $20.4 million accrual.

Environmental matters related to manufactured gas plants have had no material i 1mpact on earnings since

costs recorded to date approximate PRP and insurance settlement recoveries. While Indiana Gas has
recorded all costs which it presently expects to incur in connection with activities at these sites, it is
possible that future events may require some level of additional remedial activities which are not
presently foreseen. ~

9. -Energy Marketing Activities

The Company enters into forward and option contracts in order to maximize short-term movement in

 electricity prices. These contracts are generally non-asset backed “buy-sell” transactions that are short-

term in nature and expose the Company to limited market risk. The Company has designated these
activities as “trading” activities. Commodity contracts designated as “trading” are generally settled net
with the counter-party and are accounted for at market value. As of March 31, 2002, these “trading”
confracts had anet hab»,_‘ty value of $1.9 mﬂhon The Company also enters into transactions “other-than-
trading” that are primarily asset-backed transactions. The net asset valuc of these “othcr-than-tradmg
contracts was $2.1 mxlhon at March 31, 2002

Contracts recorded at market value are recorded as current or noncwirent assets or liabilities in the
consolidated condensed balance sheets depending on their value and on when the contracts are expected
to be settled. Changes in market value are recorded in purchased electric energy in the consolidated

~ condensed statements of income. Market value is determined using quoted market prices from

independent sources or other valuation techniques.

. Forward sale contracts, premiums received for written options, and proceeds received from exercised

options are recorded when settled as electric revenues in the consolidated condensed statements of
income. Forward purchase contracts, premiums paid for purchased options, and proceeds paid for
exercising options are recorded when settled in purchased electric energy in the consolidated condensed
statements of income. Contracts with counter-pames subject to master netting arrangements are
presented net in the consolldated condensed balance sheets,

All “tradmg and “other-than-tradmg" contracts at March 31, 2002 totaled $11.8 million of prepayments

and other current assets and $11.6 million of accrued liabilities, compared to $5.1 million of prepayments
and other current assets and $1.9 million of accrued liabilities at December 31,2001. The change in the
net value of “trading” and * ‘other-than-trading” contracts to $0.2 million from $3 2 million resulted in an
unrealized loss of $3.0 million for the three months ended March 31, 2002,

10, Segment Reportmg

The Company had four operating segmentﬁ during the three months ended March 31, 2002: (1) Gas

Utility Services, (2) Electric Utility Services, (3) Nonregulated Operations, and (4) Corporate and Other.

The Gas Utllxty Semces segment provndes natural gas distribution and transportation services in nearIy
12

-

W




>

two-thirds of Indiana and west central Ohio. The Elestric Utility Services segment provides electricity to
primarily southwestern Indiana. The Nonregulated Opérations segment is comprised of various = T

 subsidiaries and affiliates offering and investing in energy marketing and services, coal mining, utility
infrastructure services, and broadband communications among other energy-related opportunities. The
Corporate and Other segment provides general and administrative support and assets, including computer
hardware and software, to the Company’s other operating segments. Data for the three months ended
March 31, 2001 has been restated to conform to the current year presentation. The following tables
provide information about business segments.

‘Three Months e e
Ended March 31, '
In millions o 2002 - 2001
Operating Revenues
Gas Utility Services $ 3571 $ 5237
Electric Utility Services - 1268 882
Nonregulated Operations 165.3 2836 -
Corporate & Other 5.7 8.9
Intersegment Eliminations (19.7) (20.5) i
Lotal operating revenues b 0337 > 8830
Net Income o =
Gas Utility Services $ 329 S 138 P -
Eleciric Utility Services . 7.7 169 _
Nonregulated Operations 5.0 75
Corporate & Other - 1.2
Net income Lo 5454 $ 444 B
March 3T, December 31, -
: © 2002 2001
[dentifiable Assets ’
Gas Utility Services o 8 14852 $ 1,580.2
. Electric Utility Services 816.1 8112
Nonregulated Operations 4249 466.1
Corporate & Other 1462 1524
Intersegment Eliminations (95.6) (153.1)
Total identifiable assets S 27768 % 28568




ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS
AND FINANCIAL CONDITION

Description of the Business

Vectren Corporation (the Company or Vectren), an Indiana corporation, is an energy and applied
technology holding company headquartered in Evansville, Indiana. The Company was organized on June
10, 1999 solely for the purpose of effecting the merger of Indiana Energy, Inc. (Indiana Energy) and
SIGCORP, Inc. (SIGCORP). On March 31, 2000, the merger of Indiana Energy with SIGCORP and into
Vectren was consummated with a tax-free exchange of shares and has been accounted for as a pooling-of-
interests in accordance with Accounting Principles Board (APB) Opinion No. 16 “Business
Combinations.” ' :

- Vectren is a public utility holding company, whose wholly owned subsidiary, Vectren Utility Holdings,
Inc. (VUHI), is the intermediate holding company for the Company's three operating public utilities:
Indiana Gas Company, Inc. (Indiana Gas), formerly a wholly owned subsidiary of Indiana Energy,
Southern Indiana Gas and Electric Company (SIGECO), formerly a wholly owned subsidiary of
SIGCORP, and the Ohio operations. Indiana Gas provides natural gas distribution and transportation
services to a diversified customer base in 311 communitics in 49 of Indiana’s 92 counties. SIGECO
provides electric generation, transmission, and distribution services to Evansville, Indiana, and 74 other
communities in 8 counties in southwestern Indiana and participates in the wholesale power market.
SIGECO also provides natural gas distribution and transportation services to Evansville, Indiang, and 64
communities in 10 counties in southwestern Indiana. The Ohio operations, owned as a tenancy in
common by Vectren Energy Delivery of Ohio, Inc., a wholly owned subsidiary, (53 % ownership) and
Indiana Gas (47 % ownership), provide natural gas distribution and transportation services to Dayton,
Ohio, and 87 other communities in 17 counties in west central Ohio. The Ohio operations were acquired
from the Dayton Power & Light Company on October 31, 2000. Both Vectren and VUHI are exempt
-from registration pursuant to Section 3(2)(1) and 3(c) of the Public Utility Holding Company Act of 1935,

The Company is also involved in nonregulated activities in four primary business areas: Energy
Marketing and Services, Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing
and Services markets natural gas and provides energy management, mncluding energy performance
contracting services. Coal Mining mines and sells coal to the Company’s utility operations and to other
parties and generates Internal Revenue Service (TRS) Code Section 29 investment tax credits relating to
.the production of coal-based synthetic fuels. Utility [nfrastructure Services provides underground
construétion and repair, facilities locating, and meter reading services. Broadband invests in broadband
communication services such as analog and digital cable television, high-speed Internet and data services,
and advanced local and long distance phone services. In addition, the nonregulated group has
investments in other businesses that invest in energy-related opportunities and provides utility services,
municipal broadband consulting, retail, and réal estate and leveraged lease investments,




Consolidated Results of Operations
. S Three Months Ended March 31, »
In mullions, except per share amounts 2002 2001
Net income, as reported $ 456 §F 44
Merger & integratior. costs - net of tax _ - 23
Cumulative effect of change in accounting principle - net of tax - 3.9)
Net income before nonrecurring items b} 45.6 > 428
Atmibutedto: , o i L
Regulated , $ 40.6 § 341
Nonregulated , . 50 75
Corporate & other - 12
Basic earings per share, as reported S 068 $ 068
Merger & integration costs - 0.04
Cumulatwe effect of change in accountmg principle - (0.06)
Basic earnings per share before nonrecurring items ¥ 0.68 > 066
Attributed to: ' 7 » o N L ) P )
Regulated ; 7 o . % 060 _§ 052
Nonregulated N o 008 0.12 S
- Corporate & other _ - 0.02 .
R I
- ’ b
Net Income

- For the three months ended March 31, 2002, nct income was $45.6 million, or $0.68 per share, compared
' 1o $44.4 million, or $0.68 per share in 2001. The increase in net income of $1.2 million reflects higher = . - _
regulated earnings due to merger synergies, a return to lower gas prices and the related reduction in Costs.

incurred in 2001, and the completion of merger activities and related costs. These increases were offset

somewhat by fluctuations in fair value of certain power marketing contracts, the effects of weather, and

decreased nonregulated earnings due to a 2001 gain from the sale of an investment in a gathermg and

processing comparty.

Dividends

Di\}idends declared for the three months ended March 31;2002 were $6.265 per share, respectively,
compared to $0.255 per share for the same period in 2001.

Significant Fluctuations in Consolidated Results

Weather . o . ' . ' .
The effects of weather 10% warmer than the prior year and 12% warmer than normal resulted in an
overall decrease to throughput (combined gas sold and transported) and a $13.0 million reduction to gas

margin and an $8. I mlllmn reduction to net income.

Other Margm Actmty

Other margin activity mcreased margins $7.5 million (4.7 million after tax) for the three months ended ‘
March 31, 2002 when compared to the same period in 2001. The activities increasing margin include rate -
recovery riders for NOx compliance, excise taxes and an increase in the Ohio Percentage of Income

Payment Plan (PIPP) rider, the retumn of volumea lost in the prior year due to the effects of the higher gas
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costs, and customer growth and other changes. These increases were offset by the recurring impact of
SFAS 133. These activitics, coupled with the cumulative effect of change in accounting principle
recorded on adoption of SFAS 133, resulted 1 in an increase to net income when compared to the prior year
- of $0.8 million. I

' Imgact of Return to Lower Gas Costs K

The Company estlmates net income mcreased by $7 4 million rcsultmg from the return to 1ower a8 costs,
Lower gas costs have resulted in decreased unaccounted for gas costs, excise taxes, uncollectible accounts
expense, mtercst costs, and contnbutlons to low income heatmg assistance pro grams.

Other Operating Activities

Merger Synergies & Operating Efficiencies

~ The Company estxmates merger synergies have reduced operatmg expenses by $4.0 million ($2.5 million
" after tax) for the three ‘months ended March 31, 2002 compared to 2001 primarily as a result of the

‘ hmmatlon of duphcate corporate and administrative programs and greater efficiencies in operatxons

Merger & Integration Costs
For the three months ended March 31, 2001, $1.0 million was expensed related to the 2000 merger
forming Vectren These costs were pnmanly for employee relocatxon travel and consultmg fees

As a result of merger and mtegranon actxvmes management retired certain information systems in 2001
Accordingly, the useful lives of these assets were shortened to reflect this decision, resulting in additional
depreciation expense of approximately $2.7 million for the three months ended March 31, 2001.

In total, for the three months ended March 31, 2001, merger and integration costs totaled $3.7 million
($2.3 million after tax), or $0.04 on a basic eamings per share basis. Merger and integration activities
resulting from the 2000 merger were completed in 2001,

Nonre@lated

Nonregulated eammgs declmed $2 5 mxlhon when compared to the prior year quarter. The pnmary
reason for the decrease is due to a 2001 aﬁer tax gain of $2.4 million from the sale of an investment in a
gathering and processing company.

New Accounting Principles

SFAS 142

In July 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intanglble Assets” (SFAS 142). The
Company adopted the provisions of SFAS 142, as required on January 1, 2002. SFAS 142 changed the
accouriting for goodwill from an amortization approach to an impairment-only approach. Thus,
“amortization of goodwill that is not included as an allowable cost for rate-making purposes ceased upon
-adoption of the statement. This includes goodwill recorded in past business combinations, such as the
Company’s acquisition of the Ohio operations. Goodwill is to be tested for impairment at a reporting unit
level at least annually.

SFAS 142 also requires the initial impairment review v of all goodwill within six months of the adoptlon
date. The impairment review consists of a comparison of the fair value of a reporting unit to its carrying
amount. If the fair value of a reporting unit is less than its carrying amount, an impairment loss would be
recognized. Results of the initial impairment review are to be treated as a change in accounting principle
-~ inaccordance with APB Opmlon No. 20 “Accounting Changes.” An impairment loss recopnized as a

* result of an impairment test occumng after the initial i 1mpa1rment review is to be reported as apart of
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operafions. SFASV1742 also chénged certain aspects of accbunting for intangible assets; however, the

Company does not have any significant intangible asscts.

As required by SFAS 142, amortization of goodwill relating to the acquisition of the Ohio operations,
- which approximates $5.0 million per year ($1.3 million per quarter), ceased on January 1, 2002, Initial
. impairment reviews to be performed within six months of adoption of SFAS 142 have not been
completed, but no impairment is expected.

SFAS 144

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets” (SFAS 144). SFAS 144 develops one accounting model for all impaired long-lived assets
and long-lived assets to be disposed of. SFAS 144 replaces the existing authoritative guidance in FASB
Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to
BeDisposed Of” and certain aspects of APB Opinion No. 30, “Reporting Results of Operations-
Reporting the Effects of Disposal of a Segment of a Business,”

This new accounting model retains the framework of SFAS 121 and requires that those impaired long-
lived assets and long-lived assets to be disposed of be measured at the lower of carrying amount or fair
value (less cost to sell for assets to be disposed of), whether reported in continuing operations or in
discontinued operations. Therefore, discontinued operations are no longer measured at net realizable
value or include amounts for operating losses that have not yet occurred.

SFAS_144 also broadens the reporting of discontinued operations to include all components of an entity
.. with operations that can be distinguished from the rest of the entity and that will be eliminated from the
ongoing operations of the entity in a disposal transaction.

The adoption of SFAS 11474’ on fanua_d 1, 2002 did not materially impact operations.

SFAS 143

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS
143). SFAS 143 requires entities to record the fair value of a liability for an asset retirement obligation in
the period in which it is incurred. When the liability is initially recorded, the entity capitalizes the cost by
increasing the carrying amount of the related long-lived asset. Over time, the liability is accreted to its
present value, and the capitalized cost is depreciated over the useful life of the related asset. Upon
settlement of the liability, an entity either settles the obligation for its recorded amount or incurs a gain or
loss upon settlement. SFAS 143 is effective for fiscal years beginning after June 15, 2002, with earlier
application encouraged. The Company is currently evaluating the impact that SFAS 143 will have on its

. operations.

Results of Operations by Business Segment

Following is a more detailed discussion of the results of operations of the Company’s regulated and
nonregulated businesses. The detailed results of operations for the regulated businesses and nonregulated
businesses are presented and analyzed before the reclassification and elimination of certain intersegment l
transactions necessary to consolidate those results into the Company’s Consolidated Condensed

- Statements of Income. The operations of the Corporate and Other business segment, which include

primarily information technology services, are not significant,
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Results of Operations of the Regulated Businesses

‘The Company’s regulated operations are comprised of its Gas Utility Services and Electric Utility T
Services segments. The Gas Utility Services segment includes the operations of Indiana Gas, the Ohio
operations, and SIGECO’s natural gas distribution business and provides natural gas distribution and
transportation services o nearly two-thirds of Indiana and west central Ohio. The Electric Utility
Services segment includes SIGECO's power supply operations, power marketing operations, and electric
transmission and distribution services, which operate and maintain six coal-fired electric power plants and
five gas-fired peaking units with a total of 1,271 megawatts of generating capacity to provide electricity

to primarily southwestemn Indiana.

Operating Results

The results of regulated operatiohs before certain intersegment eliminations and reclassifications for the

threc months ended March 31, 2002 and 2001 are as follows:

"In millions, except per share amounts 2002 2001
OPERATING REVENUES . : . _
Gasrevenues 3 3371 § 523.7
Electric revenues 126.8 88.2
- lotal operating revenues 443.9 oll0
COST OF OPERATING REVENUES
Cost of gas 2304 404.1
Fuel for electric generation 17.8 18.0
- Purchased electric energy 598 132
- Total cost of operafing revenues 308.0 433
TOTAL OPERATING MARGIN 759 y(X
OPERATING EXPENSES oo -
Other operating 55.8 61.5
Merger & integration costs - .10
Depreciation & amortization 13.6 24.8
Income tax 223 17.8
~Taxes other than income taxes 17.9 19.1
‘Tota] operafing expenses 119.6 1242
OPERATING INCOME 563 51T
OTHER INCOME ]
"Equity in earnings of unconsolidated affiliates (0.6) -
Other — net 1.8 (0.9}
_Tota] other income 1.2 (0.9)
Interest expense 16,0 19.3
Preferred dividend requirement of subsidiary - 0.2
“Tncomie belore cumulative effect of change
in accounting principle 40.6 318
Cumulafive effect of change in accounting
principle - net of tax - 39
NETINCOME, AS REPORTED b q0.8 3 BT
Merger & miegration costs - net of tax B i - 13
Cumulative effect of change in accounting principle - net of tax - (3.9)
NET INCOME BEFORE NUNRECURRING ITEMS 3 40.6 M KESE
EARNINGS PER SHARE, AS REPORTED 0.60 3 0.54
Merger & integration costs ‘ - 0.04
Cumulative effect of change in accounting principle - (0.06)
¥ .52

EARNINGS PEK SHARE BEFURE NONRECURRING ITEMS

b 0.50




- Regulated utility operations contributed net income of $40.6 million, or $0.60 per share, for the three
months ended March 31, 2002 compared to $35.7 million, or $0.54 for the same period in 2001. The
tesults for regulated operations were primarily driven by merger synergies, a return to lower gas prices
and the related reduction in costs incurred in 2001, and the completion of merger activities and related
costs. These increases were offset somewhat by ﬂuctuatxons in fair value of certain power marketing
contracts and the effects of weather.

Utﬂity Margin (Operéﬁng Revenues Less Cost of Gas Sold, Fuel for Electric Generation, & Purchased

Electric Energy)

- Gas Utility Margin

~ Gas Utility margin for the three months ended March 31, 2002 of $126.7 million increased §7.1 milli mn,
or 6%, compared to 2001. The i increase is primarily due to the return of volumes lost in the prior year due
to the effects of the higher gas costs and the decreased cost of unaccounted for gas. Gas Utility margin
was also favorably impacted by rate recovery of excise taxes in Ohio effective July 1, 2001 and an
increase in the Ohio Percentage of Income Payment Plan (PIPP) rider, as well as customer growth. These
favorable impacts were offset somewhat by weather 10% warmer than the prior year and 12% warmer
 than normal, The increased volumes attributed to lower gas costs and the effects of warmer weather
resulted in an ovcrall 6% decrease in total throughput from 82.7 MMDth to 77.9 MMDth.

Total cost of gas sold was $230.4 miltion for the three months endcd March 31, 2002 and $404.1 million
in 2001. Total cost of gas sold decreased $173.7 million, or 43%, during 2002 compared to 2001,
primarily due to a return to lower gas prices. The total average cost per dekatherm of pas purchased for
the three months ended March 31,2002 was $4.47 compared to $7.87 for the same period in 2001.

Electric Utility Margin

Electric Utility margin for the three months ended March 31, 2002 of $49.2 million decreased §7.8
million, or 14%, from 2001 primarily due to reductions in margin to reflect wholesale power marketing
purchase and sale contracts at current market values. The decrease in margin from quarter to quarter was
$8.5 million. This decrease was offset by increased ) margins from retail sales. Margin from retail sales
increased $3.3 million, or 8%, over the previous year. The increase in retail margin is attributable to a 2%
increase in megawatt hours sold, consistent costs for fuel and purchased power used for generation, and a
cash retum on NOx compliance expenditures.

The Company enters into forward and option contracts in order to maximize short-term movement in
electricity prices. These contracts are generally non-asset backed “buy-sell” transactions that are short-
term in nature and exposc the Company to limited market risk. The Company has designated these
activities as “trading” activities. The Company also enters into asset-backed transactions that are
generally longer term in nature. As a result of increased “trading” and "other-than-trading” activity,
purchased electric energy has increased $46.6 million during the three months ended March 31, 2002
compared to 2001. These activities increased wholesale revenues from $30.0 million to $64.9 million and
megawatt hours sold into the who esale market from 0.9 million to 2 6 mllllon

Utility Operating Expenses (excluding Cost of Gas Sold, Fuel for Elecln'c Generation, & Purchased
Electn‘c'Energz!

Utility Other Operatmg
 Utility other opcratmg expenses decreased $5.7 million for the three months ended March 31, 2002
compared to the prior year. The decrease results from lower charges for the use of corporate assets
related to those assets which had useful lives shortened as a result of the merger and merger synergies.
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Utzlzzy Depreciation & Amortization ‘ PR
Utility depreciation and amortization decreased $1.2 million for the three months ended March 31, 2002 '
resulting from the discontinuance of goodwill amortlzation as required under SFAS 142, offset somewhat by
depreciation of plant additions,

Utillty Income Tax Expense '

Federal and state income taxes related to utihty operations increased $4 5 million for the three months
ended March 31, 2002 compared to the prior year due primarily to higher pre-tax earnings offset
somewhat by a small decrease in the effective tax rate.

Utility Taxes Other Than Income Taxes )

Utility taxes other than income taxes decreased $1.2 million for the three months ended March 31, 2002
compared to the prior year due to a decrease in gross receipts and excises taxes as a result of lower sales
volumes and gas prices. k

- Utility Other Income, Net

Utihty other income, net increased $2.7 million for  the three months ended March 31, 2002 compared to
the prior year. In 2001, contributions were made to low income heating assistance programs to assist
custorners with their mcreased utility bills rcﬂecting higher gas costs.

Utility Interest Expense

Utility interest expense decreased $2.6 million for the three months ended March 31, 2002, when
compared to the prior year. The decrease results from lower interest rates on variable rate debt and lower
oulstanding balances. The reduced debt outstanding is due primarily to decreased working capital
requirements resulting from a return to lower gas prices. L

Environmental Matters
Clean Air Act

NOx SIP Call Matter

The Clean Air Act (the Act) requires each state to adopt a State Implementation Plan (SIP) to attain and
maintain National Ambient Air Quality Standards (NAAQS) for a number of poilutants, including ozone.
If the United States Environmental Protection Agency (USEPA) finds a state’s SIP inadequate to achieve
the NAAQS, the USEPA can call upon the state to revise its SIP (a SIP Call).

- In October 1998 the USEPA issued a final rule "Finding of Sigmﬁcant Contnbution and Rulemakmg forrl

Certain States in the Ozone Transport Assessment Group Region for Purposes of Reducing Regional
Transport of Ozone," (63 Fed. Reg. 5§7355). This ruling found that the SIP’s of certain states, including
Indiana, were substantially inadequate since they allowed for nitrogen oxide (NOX) emissions in amounts
that contributed to non-attainment with the ozone NAAQS in downwind states. The USEPA required
each state to revise its SIP to provxde for fuﬁher NOx emission reductions. The NOx emissions budget,

as stipulated in the USEPA's final rul ing, requires a 31% reduction in total NOx emISSlOi’lS from Indiana.

In June 2001, the Indiana Air Pollution Control Board adopted ﬁnal'mles to achieve the NOx emission
reductions required by the NOx SIP Call. Indiana’s SIP requires the Company to lower its system-wide
NOx emissions to .14 Ibs/mmbtu by May 31, 2004 (the compliance date). This is a2 65% reduction from
emission levels existing in 1998 and 1993.

The Company has initiated steps toward compliance with the revised regulations. These steps include

installing Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 {Culley), o

Warrick Generating Station Unit 4 (Warnck) and A.B. Brown Generating Station Unit 2 (A. B. Brown).

SCR systems reduce flue gas NOx emissions 1o’ atmospheric nitrogen and water using ammoma ina
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lchemiéal reaction. This technology is known to be the most effective method of reducing NOx emissions

where high removal efficiencies are required.

The [URC issued an order that (1) approves the Compeny’s proposed project to achieve environmental

compliance by investing in clean coal technology, (2) approves the Company’s cost estimate for the
‘construction, subject to periodic review of the actual costs incurred, and (3) approves a mechanism

whereby, prior to an electric base rate case, the Company may recover a return on its capital costs for the
- project, at its overall cost of capital, including a return on equity.

Based on the level of system-wide emissions reductions required and the control technology utilized to
achieve the reductions, the current estimated construction cost ranges from $175.0 million to $195.0
million and is expected to be expended during the 2001-2004 period. Through March 31, 2002, $30.1
million has been expended. After the equipment is installed and operational, related additional annual
operation and maintenance expenses are estimated to be between $8.0 million and $10.0 million.

The Company expects the Culley, Warrick and A.B. Brown SCR systems to be operational by the
compliance date. Installation of SCR technology at these stations is expected to reduce the Company’s
overall NOx emissions to levels compliant with Indiana’s NOx ernissions budget allotted by the USEPA;
therefore, the Company has recorded no accrual for potential penaltics that may result from
noncompliance.

Culley Generating Station Litigation

~ In the late 1990’s, the USEPA initiated an investigation under Section 114 of the Act of SIGECO’s coal-
fired electric generating units in commercial operation by 1977 to determine compliance with
environmental permitting requirements related to repairs, maintenance, modifications, and operations
changes. The focus of the investigation was to determine whether new source review permitting
requirements were triggered by such plant modifications, and whether the best available control

 technology was, or should have been used. Numerous electric utilities were, and are currently, being
investigated by the USEPA under an industry-wide review for compliance. In July 1999, SIGECO
received a letter rom the Office of Enforcement and Compliance Assurance of the USEPA discussing the
industry-wide investigation, vaguely referring to an investigation of SIGECO and inviting SIGECO 1o
participate in a discussion of the issues. No specifics were noted; furthermore, the letter stated that the
communication was not intended to serve as a notice of violation. Subsequent meetings were conducted
in Septerber and October 1999 with the USEPA and targeted utilities, including SIGECO, regarding
potential remedies to the USEPA's general allegations, , : :

On November 3, 1999, the USEPA filed a lawsuit against seven utilities, including SIGECO. The
USEPA alleges that, beginning in 1992, SIGECO violated the Act by: (1) making modifications to its
Culley Generating Station in Yankeetown, Indiana without obtaining required permits; (2) making major
modifications to the Culley Generating Station without installing the best available emission control
technology; and (3) failing to notify the USEPA of the modifications. In addition, the lawsuit alleges that
the modifications to the Culley Generating Station required SIGECO to begin complying with federal
new source performance standards at its Culley Unit 3.

SIGECO believes it pérformcd only maintenance, repair and replacement activities at the Culley
Generating Station, as allowed under the Act. Because proper maintenance does not require permits,
application of the best available control technology, notice to the USEPA, or compliance with new source
performance standards, SIGECO believes that the lawsuit is without merit, and intends to vi gorously
defend itself. Since the filing of this lawsuit, the USEPA has voluntarily dismissed nearly half of the
claims brought in its original compliant.

The lawsuit seeks fines égainst SIGECO in the amount of $27,500 per day per violation. The lawsuit
does not specify the number of days or violations the USEPA believes occurred. The lawsuit also seeks a
court order requiring SIGECO to install the best available emissions technology at the Culley Generating
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Station. If the USEPA were successful in obtaining an order, SIGECO estimates that it would ineur

~ capital costs of approximately $40.0 million to $50.0 million to comply with the order. As a result of the
NOx SIP call issue, the majority of the $40.0 million to $50.0 million for best available emissions
technology at Culley Generating Station is included in the $175.0 million to §195.0 million cost range
previously discussed.

The USEPA has also issued an administrative notice of violation to SIGECO making the same
allegations, but alleging that violations began in 1977.

While it is possible that SIGECO could be subjected to criminal penalties if the Culley Generating Station
continues to operate without complying with the permitting requirements of new source review and the
allegations are determined by a court to be valid, SIGECO believes such penalties are unlikely as the
USEPA and the electric utility industry have a bonafide dispute aver the proper interpretation of the Act.
Accordingly, the Company has recorded no accrual and the plant continues to operate while the matter is
being decided.

Information Request

On January 23, 2001, SIGECO received an information request from the USEPA under Section 114 of
the Act for historical operational information on the Warrick and A.B. Brown generating stations.
SIGECO has provided all information requested, and no further action has occurred.

Manufactured Gas Plants

wxi

~ In the past, Indiana Gas and others operated facilities for the manufacture of gas. Given the availability of
natural gas transported by pipelines, these facilities have not been operated for many years. Under
currently applicable environmental laws and regulations, Indiana Gas and others may now be required to
take remedial action if certain byproducts are found above the regulatory thresholds at these sites. )

Indiana Gas has identified the existence, location and certain general characteristics of 26 gas

- manufagturing and storage sites for which it may have some remedial responsibility, Indiana Gas has
completed a remedial investigation/feasibility study (RI/FS) at one of the sites under an agreed order
between Indiana Gas and the Indizna Department of Environmental Management (IDEM), and a Record
of Decision was issued by the IDEM in January 2000. Although Indiana Gas has not begun an RUFS at
additional sites, Indiana Gas has submitted several of the sites to the IDEM's Voluntary Remediation
Program and is currently conducting some level of remedial activities including groundwater monitoring
at certain sites where deemed appropriate and will continue remedial activities at the sites as appropriate
and necessary.

In conjunction with data compiled by expert consultants, Indiana Gas has accrued the estimated costs for
further investigation, remediation, groundwater monitoring and related costs for the sites. While the total
costs that may be incurred in connection with addressing these sites cannot be determined at this time,
Indiana Gas has accrued costs that it reasonably expects to incur totaling approximately $20.4 million.

The estimated accrued costs are limited to Indiana Gas’ proportionate share of the remediation efforts.
Indiana Gas has arrangements in place for 19 of the 26 sites with other potentially responsible parties

(PRP), which serve to limit Indiana Gas’ share of response costs at these 19 sites to between 20% and
50%.

With respect to insurance coverage, Indiana Gas has received and recorded settlements from all known
insurance carriers in an aggregate amount approximating its $20.4 million acerual.

Environmental matters related to manufactured gas plants have had no material impact on earnings since
costs recorded to date approximate PRP and insurance settlement recoveries., While Indiana Gas has
recorded all costs which it presently expects to incur in connection with activities at these sites, it is
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posszblc that future events may requxre some level of additional remedial activities whlch are not
presently foreseen.

Results of Nonregulated Ouatmns

The Company is involved in nonreoulated activities in four primary business areas: Energy Marketing and
Services, Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services
markets natural gas and provides energy management, including energy performance contracting

» gervices. Coal Mining mines and sells coal to the Company’s utility operations and to other parties and

generates Intemal Revenue Service (IRS) Code Section 29 investment tax credits relating to the
production of coal-based synthetic fuels. Utility Infrastructure Services provides underground
construction and repair, facilities locating, and meter reading services. Broadband invests in broadband
comumunijcation services such as analog and digital cable television, high-speed Intemnet and data services,
and advanced local and long distance phone services. In addition, the nonregulated group has
investments in other businesses that invest in energy-related opportunities and provides utility services,
municipal broadband consulting, retail, and real estate and leveraged lease investments.

Op_ erating Results

The results of nonregulated operations before certain interscgment eliminations and reclassifications for
the three months ended March 31, 2002 and 2001 are as follows:

In muthions, except per share amounts 2002 2000
Energy services & other revenues 51513 T 2770
Cost of energy services & other revenues 1394 261.8
"TOTAL OPERATING MARGIN ‘ IR 0.2
Intersegment revenues, net of costs i ‘ . 0.9 0.5
Operating expenses L ' ‘ . 92 7.6
OPERATING H‘JCUME : 36 31
Other income:

Equity in earnings of unconsohdated afﬁhatcs 29 59

Other - net 1.3 36

Total other income 47 95

Interest expense 29 32
TNCOME BEFORE TAXES B - 49 9.4
Income tax 0.1 1.9
Minority interest . 0.2) -
NETINCOME 5 50 b 15

EARNINGS PER SHARE™ S 0.8 ] U.1Z

Nonregulated operations contributed net income of $5.0 million, or $0.08 per share, for the three months
ended March 31, 2002 compared to $7.5 million, or $0.12 per share, for the same period in 2001. The
decrease of $0.04 per share results primarily from a 2001 after tax gain of $2.4 million from the sale of an
investment in a gathcrmg and processmg company

Energy Services & Other Revenues

Revenues from Vectren’s non-utility operations (primarily the operating companies of its Energy
Marketing and Services, excluding ProLiance which is reported as equity in earnings of unconsolidated

| affiliates, as described below, and Coal Mining groups) for the three months ended March 31, 2002
| decreased $120.7 million, or 44%, compared to the prior year. The significant decrease is attributable to
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.to lower per unit purchased gas costs. , L R

~ began operations in the first quarter of 2001, but was not fully operational until the second quarter.

12002, compared to the prior year. The decrease is primarily the result of a $3.9 million gain recognized in

Federal and state income taxes related to nonregulated operations decreased $1.8 million for the three

Energy Marketing and Services” natural gas marketing operations and reflects the lower prices for natural
gas. R

Costs of Energy Services & Other Revenues

Cost of energy services and other _ciccreaséd $122.4 million for the three months ended March 31, 2002
compared to the prior year. These costs are primarily the cost of natural gas purchased for resale by
Energy Marketing and Services’ wholly owned gas marketing operations. The decrease is primarily due

Nonreg'ulated Margin

Margin from nonregulated operations for the three months ended March 31, 2002 was $11.9 million
compared to $10.2 million for the same period in 2001. The $1.7 million increase in 2002 was primatily
driven by expanded coal mining operations adding margin of $1.8 million. The Company's second mine

Margin from other nonregulated operations, including the operations of its natural gas marketing
operations, performance contracting business, and broadband construction and consulting business, all
slightly decreased during the quaxter v . o -

Nonrcgulatcd Opcratmg Expenses (excludmg Costs of Energy Serv1ces & Other Revenues)

Nonregulated operating expenses consist of other operating expenses, depreciation and amortization, and
taxes other than income taxes. For the three months ended March 31, 2002, nonregulated operating
expenses increased $1.6 million. The increase is primarily attnbutable to amortization of mine
development costs,

Nonrggu]ated Other Income o 7 _ o T

Equzty in Earmngs of Unconsolzdated Affiliates
Eamings from unconsolidated affiliates decreased $3.0 million for the three months ended March 31,

2001 from the sale of Haddington Energy Partners’ investment in a gathering and processmg company,
offset by increased eammgs from ProLiance, N Lo

Nonregulated Other Income, Net

Nonregulated other income, net decreased $2.3 rml ion for the three months ended March 31, 2002 when
compared to the prior year primarily due to lower interest and leveraged lease income as a result of a
divestiture of notes receivable and leveraged lease investments in the second and fourth quarters of 2001.

L

Nonregul‘ated Income Tax Expense ‘ ) - - P

months ended March 31, 2002 compared to the prior year, The decrease results from a lower effective tax
rate and lower pre tax eamings. :

Other Operating Matters

ProLiance ;Energy:LLC ' ) - o g , RS

ProLiance Energy, LLC (ProL-i;nce), a nonfegulated, energy marketing affiliate of Vectren and Citizens
Gas and Coke Utility (Citizens Gas), began providing natural gas and related services to Indiana Gas,
Citizens Gas, and others in April 1996. ProLiance also provides services to the Ohio operations.




Iniegration of SIGCORP Energy Services, LLC and ProLiance Energy, LLC

In February 2002, Veotren announced its intention to integrate the operations of its wholly owned

- subsidiary SIGCORP Energy Services, LLC (SES) with ProLiance. SES provides natural gas and related
services to SIGECO and others. In exchange for the contribution of SES’ net assets and additional cash,
Vectren's allocable share of ProLiance’s prospective profits and losses is expected to increase from the
Company’s current 52.5% profit and loss share. However, govemance, including voting rights, will

* remain at 50% for each member. As governance of ProLiance remains equal between the members,
Vectren will continue to account for its investment in ProLiance using the equity method of accounting.

The financial impact of the transaction, which is expected to be completed Iater in 2002, is not expected
to be material.

Regulatory Matters o :
The sale of gas and provision of other services to Indiana Gas by ProLiance is subject to regulatory
review through the quarterly gas cost adjustment (GCA) process administered by the IURC. On
September 12, 1997, the IURC issued a decision finding the gas supply and portfolio administration
agreements between ProLiance and Indiana Gas and ProLiance and Citizens Gas to be consistent with the
public interest and that ProLiance is not subject to regulation by the TURC as a public utility. The [URC's
decision reflected the significant gas cost savings to customers obtained through ProLiance's services and
suggested that all material provisions of the agreements between ProLiance and the utilities are
reasonable, Nevertheless, with respect to the pricing of gas commodity purchased from ProLiance, the

* price paid by ProLiance to the utilities for the prospect of using pipeline entitlements if and when they are
not required to serve the utilities” firm customers, and the pricing of fees paid by the utilities to ProLiance
for portfolio administration services, the TURC concluded that additional review in the GCA process
would be appropriate and directed that these matters be considered further in the pending, consolidated
GCA proceeding involving Indiana Gas and Citizens Gas.

In 2001, the TURC commenced processing the GCA proceeding regarding the three pricing issues. The
IURC indicated that it would consider the prospective relationship of ProLiance with the utilities in this

- proceeding. On April 23, 2002, Indiana Gas and Citizens Gas, together with the Office of Utility
Consumer Counselor and other consumer parties entered into and filed with the [TURC an agreement in
principle setting forth the terms for resolution of alj pending regulatory issues related to ProLiance. The
parties intend to submit for [URC approval a final settlement no later than June 3,2002. Ifapproved by
the IURC, the pending GCA proceeding will be concluded.

Indiana Gas continues to record gas costs in accordance with the terms of the ProLiance contract, and
Vectren continues to record its proportional share of ProLiance’s earnings. Pre-tax income of §5.4
million and $5.0 million was recognized as ProLiance’s contribution to earnings for the three months
ended March 31, 2002 and 2001, respectively. Eamings recognized from ProLiance are included in
equity in earnings of unconsolidated affiliates. At March 31, 2002 and December 31, 2001, the Company
has reserved approximately $3.7 million and $3.2 million, respectively, of ProLiance’s after tax carnings
pending resolution of the remaining issues. The impact to carnings should the above referenced
settlement agreement be approved by the IURC is not expected be material.

Utilicom Networks, LLC

Utilicom Networks, LLC (Utilicom) is a provider of bundled communication services through high
capacity broadband networks, including cable television, high-speed Internet, and advanced local and
long distance telephone services. The Company has a 14% interest in Class A units of Utilicom, which is
accounted for using the equity method of accounting, The Company also has a minority interest in
SIGECOM Holdings, Inc., which was formed by Utilicom to hold interests in SIGECOM, LLC
(SIGECOM). The Company accounts for its investment in Holdings on the cost method. SIGECOM
provides broadband services to the greater Evansville, Indiana, area. Utilicom also plans to provide
broadband services to the greater Indianapolis, Indiana, and Dayton, Ohio, markets.
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+ InJuly 2001, Utilicom announced a delay in funding of the Indianapolis and Dayton projects. This delay,
with which Company management agrees, is due to the current environment within the

telecommunication capital markets, which has prevented Utilicom from obtaining debt financing on terms

it considers acceptable, While the existing investors are still committed to the Indianapolis and Dayton

markets, the Company is not required to and does not intend to proceed unless the Indianapolis and

Dayton projects are fully funded. This delay necessitated and resulted in the extension of the franchlsmg
agreements into the third quarter of 2002. , N . e

| : Finaneial Condition

The Company’s equity capitalization objective is 40-50% of total capitalization. This objective may have
varied, and will vary, depending on particular business opportunities and seasonal factors that affect the
Companty’s operation, The Company’s equity component was 46% and 45% of total capitalization,
including current maturities of long-term debt and long-term debt subject to tender, at March 31, 2002
and December 31, 2001, respectively. _ .

Short-term cash working capital is required primarily to finance customer accounts receivable, unbilled
utilify revenues resulting from cycle billing, gas in underground storage, prepaid gas delivery services,
capital expenditures, and investments until permanently financed. Short-term borrowings tend to be
greatest during the summer when accounts receivable and unbilled utility revenues related to electricity
are highest and gas storage fac:lmes are being reﬁlled

The Company expects the majority of its capital expenditures and debt security redemptions to be
provided by internally generated funds; however, additional financing may be required due to the possible
early redemption of debt at Indiana Gas and significant capital expenditures for NOx compliance
equipment at SIGECO.

VUHI's and Indiana Gas’ credit ratings on outstanding senior unsecured debt at March 31, 2002 are A-
/A2 2s rated by Standard and Poor's and Moody’s, respectively, SIGECQ’s credit ratings on outstanding
l secured debt at March 31, 2002 are A-/Al. VUHI's commercial paper has a credit ratmg of A-2/P-1,
Vectren Capital Corp. debt is rated BBB+/Baa2.

| Cash Flow From Operations . o ' Har v

The Company’s primary source of liquidity to ﬁlﬁd working capital requirements has been cash generated
from operations, which totaled approximately $177.9 million and $76.5 million for the three months -
ended March 31, 2002 and 2001, respectively. o

Cash flow from operations increase& during the three months ended March 31, 2002 compared to 2001 by
$101.4 million due primarily to favorable changes in working capital accounts due to a return to lower gas
prices and increased earnings before non-cash charges.

Financing Activities , o T . : JRNCTEE
- Sources & Uses of Liquidity

At March 31, 2002, the Company has $540.0 million of short-term borrowing capacity, including $360.0
million for its regulated operations and $180.0 million for its nonregulated operations, of which $219.2 .
million is available for regulated operations and $62.8 million is available for nonregulated operations.

During the three months ended March 31,2002, $1.3 million of long-term debt was paid as scheduled,
and in June and July of 2002, put provisions on $5.0 million and $6.5 million, respectlvcly, of long-term
debt bccome exercisable. 7 , Ce -




"A “safe harbor” for forward-looking statements is provided by the Private Securities Liti gation Reform

AtMarch 31, 2002, $113.0 million of Vectren Capital senior unsecured nofes and $117.2 million of i

Vectren Capital bank loans were subject to certain terms including cross-defaults and ratings triggers that

would provide that the full balance outstanding is subject to prepayment if the ratings of Indiana Gas and

SIGECO declined to BBB/Baa2 or the ratings of Vectren Capital declined to BB+/Bal. At March 31,

2002, $140.0 million of commercial paper was supported by the VUHI facility whereby VUHI must

maintain a rating of better than BB+/Bal. L

Fmancmg Cash F low

Cash flow required for financing activities of $140.3 million for the three months ended March 31, 2002
includes $122.7 million of reductions in net borrowings and $17.9 million in common stock dividends. In
the prior year, $129.4 million of common stock was issued and used to repay short term borrowings.

Other anancmg Transactzons »

In January 2002, the Company redesmed 1,160 shares of SIGECO's 8.5% preferred stock perits stated
terms of $100 per share, plus accrued and unpald dividends. Prior to the redemptlon there were 4,597
shares outstanding. _ , i

Capltal Exp_ndltures, Other Investment Actlvmesl& Guarantees .

Cash required for investing activitics of $44.4 million for the three months ended March 31,2002
includes $42.2 million of requirements for capital expenditures. Investing activities for the three months
ended March 31, 2001 were $53.0 million. The $8.6 million decrease occurring in 2002 is principally the
result of less capxtal expendmxres for non-unhty property and other nonregulatcd mvesiments

Planned Capxta] E;ggendltures

New construction, normal system maintenance and 1mprovements and mformahon technology

_ inveéstments needed to prowde service to a growing regulated and nonregulated customer base will

continue to require substantial expenditures. Capital expenditures and investments in nonregulated
unconsolidated affiliates for the remainder of 2002 are esnmated at $ ! 71 I mllhon

Guarantees - S

The Company is party to financial guarantees with off-balance sheet risk. These guarantees include debt
guarantees and performance guarantees, including the debt of and performance of energy efficiency
products installed by affiliated companies. The Company’s most significant guarantee totaling $53.5

nmillion relates to the Company’s guarantee of Energy Systems Group, LLC’s (ESG) surety bonds and

performance guarantees. ESG is a two-thirds owned consolidated subsidiary. The Company is obligated

_ for amounts due to varfous insurance companies for surety bonds should ESG default on obligations to

complete construction, pay vendors or subcontractors, and achieve energy guarantees. Through March
31,2002, the Company has not been called upon to satisfy any obligations pursuant to the guarantees. s

: Forward—Looking fﬁformat}on

Act of 1995 (Reform Act of 1995). The Reform Act of 1995 was adopted to encourage such forward-
Tooking statements without the threat of litigation, provided those statements are identified as forward-
looking and are accompanied by meaningful cautionary statements identifying important factors that
could cause the actual results to differ materially from those projected in the statement, Certain matters
described in Management’s Discussion and Analysis of Results of Operatmns and Financial Condition,
including, but not limited to Vectren's realization of net merger savings and ProLiance, are forward-
looking statements. Such statements are based on management’s beliefs, as well as assumptions made by
and information currently available to management. When used in this filing, the words “believe,”
“anticipate,” “endeavor,” “estimate,” “expect,” “objective,” “projection,” “forecast,” “goal,” and similar ,
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| capiessions are intended to identify forward-looking statements. In addition to any assumptions and other

factors referred to specifically in connection with such forward-looking statements, factors that could

cause the Company’s actual results to differ materially from those contemplated in any forward-looking
statements included, among others, the following: o -

‘ ' Factors affecting utility operations such as unusual weather conditions; catastrophic weather-

' related damage; unusual maintenance or repaics; unanticipated changes to fossil fuel costs;
unanticipated changes to gas supply costs, or availability due to higher demand, shortages,

“transportation problems or other developments; environmental or pipeline incidents;
transmission or distribution incidents; unanticipated changes to electric energy supply costs, or
availability due to demand, shortages, transmission problems or other developments; or electric ,
transmission or gas pipeline system constraints. o R

»  Increased competition in the energy environment including effects of industry restructuring and
unbundling. . -

*  Regulatory factors such as unanticipated changes in rate-setting policies or procedures, recovery T
of investments and costs made under traditional regulation, and the frequency and timing of rate
increases. R

v Financial or regulatory accounting principles or policies imposed by the Financial Accounting
i Standards Board, the Securities and Exchange Commission, the Federal Energy Regulatory
Commission, state public utility commissions, state entities which regulate natural gas
transmission, gathering and processing, and similar entities with regulatory oversight.

*  Economic conditions including the effects of an economic downturn, inflation rates, and ‘
mongtary fluctuations. L . . -

. Changjng market conditions and a variety of other factors associated with physical energy and
financial trading activitics including, but not limited to, price, basis, ¢redit, liquidity, volatility,
capacity, interest rate, and warranty risks. B

*  Availability or cost of capital, resulting from changes in the Company, including its security
ratings, changes in interest rates, and/or changes in market perceptions of the utility industry and
other energy—related industries. ' » S

. Emp[oyee workforce factors mcludmg changes in key executives, coIlectwe bargaining
agreements with union employees or work stoppages.

* Legaland regulatory delays and other obstacles associated with mergers, acqmsmons, and -
investments in joint veatures. ) ez T

*  Costsand othpr effects of legal and administrative proceedings, settlements, investigations,
claims, and other matters, including, but not limited to, those described in Management's
Discussion and Analysis of Results of Operations and Financial Condition.

— [E—

*  Changes in federal, state or local legislature requirements, such as changes in tax laws or rates,
environmental laws and regulations.

The Company undertakes no obligation to publicly update or revise any forward-looking statements,
whether as a result of changes in actual results, changes in assumptlons or other factors affecting such
statements. '




| TTEM3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to market nsks associated with‘com.modity prices, interest rates; and counter-
party credit. These financial exposures are monitored and managed by the Company as an integral part of
| . itsoverall risk management program.

'Commo&ityPriceRisk ; , o o . N

gy -

The Company’s regulated operations have limited exposure to commodity price risk for purchases and R
sales of natural gas and electric energy for its retail customers due to current Indiana and Ohio
~ regulations, which subject to compliance with applicable state regulations, allow for recovery of such
. purchases through natural gas and fuel cost adjustment mechanisms.

The Company does engage in limited wholesale power marketing and other marketing activities that may
expose it to commaodity price risk associated with fluctuating electric power, natural gas, and coal
commodity prices.

The Company’s wholesale power marketing activities manage the utilization of its available electric
generating capacity as well as other trading activities that maximize short-term movement in electricity
prices. The Company’s other commodity marketing activities purchase and sell natural gas and coal to
meet customer demands. These operations enter into forward and option contracts that commit the
Company to purchase and sell commodities in the future, L

Commodity price risk results from forward sale and option contracts that commit the Company to deliver
commodities on specified future dates. Power marketing uses planned unutilized generation capability

- and forward purchase contracts to protect certain sales transactions from unanticipated fluctuations in the
price of electric power, and periodically, will use derivative financial instruments to protect its interests
from unplanned outages and shifts in demand. Additionally, other commodity marketing activities use
stored inventory and forward purchase contracts to protect certain sales transactions from unanticipated
fluctyations in commaodity prices,

Opéﬁ positions in terms of price, volume and specified delivery points may occur fo a limited extent and
are managed using methods described above and frequent management reporting.

The Company enters into forward and option contracts in order to maximize short-term movement in ) )
electricity prices. These contracts are generally non-asset backed “buy-sell” transactions that are short- L e
term in nature and expose the Company to limited market risk. The Company has designated these

activities as “trading” activities. '

All “trading” and “other-than-trading” contracts at March 31, 2002 totaled $11.8 million of prepayments
and other current assets and $11.6 million of accrued liabilities, compared to $5.1 million of prepayments
and other current assets and $1.9 million of accrued liabilities at December 31, 2001. The change in the
net value of “trading” and “other-than-trading” contracts to $0.2 million from $3.2 million resulted in an
 unrealized loss of $3.0 million for the three months ended March 31,2002,

Market risk is measured by management as the potential impact on pre-tax eamings resulting from a 10%
adverse change in the forward price of commodity prices on market sensitive financial instruments {all
contracts not expected to be settled by physical receipt or delivery). For the three months ended March
31,2002 and 2001, a 10% adverse change in the forward prices of electricity and natural gas on market
sensitive financial instruments would have decreased pre-tax earnings by approximately $1.6 million and
$0.1 million, respectively.
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Commodity Price Risk from Unconsolidated Affiliate

e gy

Commodity prii:é risk from an unconsolidated affiliate is not significantly different from the information .
as set forth in [tem 7A. Quantitative and Qualitative Disclosures About Market Risk included in the
Vectren 2001 Form 10-K and is therefore not presented herein. .
Iaterest Rate Risk ;
Interest rate risk is not significantly different from the information as set forth in Item 7A. Quantitative _
and Qualitative Disclosures About Market Risk included in the Vectren 2001 Form 10-K and is therefore

~ not presented herein. . |
Othier Risks L
Counter-party credit and market risks are not significantly different from the information as set forthin

. Item 7A. Quantitative and Qualitative Disclosures About Market Risk included in the Vectren 2001 Form
10-K and is therefore not presented herein. .
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PARTIL OTHERH‘IFORMATION s
ITEMI LEGAL PROCEEDINGS .

The Company is party to various lega proceedings arising in the normal course of business, In the

- opirion of management, there are no legal proceedings pending against the Company that are likely to
have 2 material adverse effect on its financial position or results of operations. See Note § regarding
environmerital matfers and Note 7 regarding ProLiance Energy, LLC.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8:K
(a) Exhibits
None. . . o : - o]

(b) Reports On Form 8-K During The Last Calendar Quarter
On January 24, 2002, Vectren Corporation filed a Current Report on Form 8-K with respect to the release of
financial information to the investment community regarding the Company's results of operations, financial
position and cash flows for the three and twelve month periods ended December 31, 2001. The financial
information was released to the public through this filing.
Item 5. Other Events . , Coe
Item 7. Exhibits :
99.1 - Press Release - Fourth Quarter 2001 Vectren Corporation Eamings
99.2 - Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private
Securities Litigation Reform Act of 1995 :

On March 26, 5002, Vectren Corporation filed a Current Report on Form 8-K with respect to its decision to
- replace Arthur Andersen LLP as the Company's independent auditors, effective upon completion of a transition
period which is expected to extend through the conclusion of their review of the financial results of the Company
and its subsidiaries for the first quarter of 2002.
[tem 4. Changes in Registrant's Certifying Accountant.
Item 7. Exhibits - -
16 - Letter from Arthur Andersen LLP to the Securitics and Exchange Commmsmn dated March
26,2002, :
99 - Letter to Vectren Corporatlon Shareholders dated March 22, 2002




SIPNATURES

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

VECTREN CORPORATION
Registrant

May 14, 2002 , /s/Jerome A. Benkert, 7.
o Jerome A. Benkert, Jr. o
- Executive Vice President and
_ Chief Financial Officer
(Principal Financial Officer)

" /s/M. Susan Hardwick

=M, Susan Hardwick
Vice President and Controller
(Principal Accounting Officer)
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PARTI

ITEM 1, BUSINESS

Description of the Business -

Veciren Corporation (the Company or Vectren), an Indiana corporation, is an energy and applied technology
holdmg company headquartered in Evansville, Indiana. The Company was organized on June 10, 1999 solely for
the purpose of effecting the merger of Indiana Energy, Inc. (Indiana Energy) and SIGCORP, Inc. (SIGCORF). On:
March 31, 2000, the merger of Indiana Energy with SIGCORP and into Vectren was consummated with a tax-free
|v:,xc:hangc of shares and has been accounted for as a pooling-of-interests in accordance with Accounting Principles
Board (APB) Opinion No. 16 “Business Combinations” (APB 16).

The Company s wholly owned sub51d1ary, Vcctren Utlhty Holdmgs, Inc. (VUHI), serves as the intermediate -
holding company for its three operating public utilities: Indiana Gas Company, Inc. (Indiana Gas), formerlya
wholly owned subsidiary of Indiana Energy, Southern Indiana Gas and Electric Company (SIGECO), formerly a k
wholly owned subsidiary of SIGCORP, and the Ohio operations (defined hereafter). Both Vectren and VUHI are
exempt from registration pursuant to Section 3(2)(1) and 3(c) of the Public Utility Holdmg Company Act of 1935
Indiana Gas provides natural gas distribution and transportation services to a dlvermﬁed customer base in 311
communities in 49 of Indiana’s 92 counties. SIGECQ provides electric generation, transmission, and distribution
semces to Evansville, Indiana, and 74 other communities in 8 counties in southwestern Indiana and partlmpates in
the wholesale power market. SIGECO also provides natural gas distribution and transportation services to
lEvansvxlle, Indiana, and 64 communities in [0 counties in southwestern Indiana. The Chio operatlons prowdc
patural gas distribution and transportation services to Dayton, Ohio, and 87 other communities in 17 countles in
west central Ohio, 7 T

[The Company is also involved in nonregulated actwmes in four primary busmess areas: Energy Marketmg and
iScrwces Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services markets
natural gas, prov1des fuel supply management, and provides energy performance contracting services. Coal Mining
provides the mining and sale of coal to the Company’s utility operations and to other third parties and generates
mcome tax credits through an Interal Revenue Service (IRS) Code Section 29 investment tax credit relating to the
productxon of coal-based synthetic fuels. Utility Infrastructure Services provides underground construction and
Irepalr, facilities locating, and meter reading. Broadband invests in broadband communication services such as

|cab ¢ television, high-speed Internet, and advanced local and long distance phone services. Inaddition, the
nonregulated group has investments in other businesses that invest in cnergy-related opportunmes and prov1de
supply chain services, debt collection semces and environmental comphance tcstmg serv1ces

Acquisition of Gas Distnbutlon Assets of The Dayton Power and Light Company

On October 31, 2000, the Company acqmred the natural gas dJSt[‘lbutan assets of The Dayton Power and nght
Company for approximately $465.0 million. The acquisition has been accounted for as a purchase transaction in
accordance with APB 16, and accordingly, the results of operations of the acquired businesses are included since
the date of acqmsltlon ‘
The Company acqulred the natural gas distribution asscts asa tenancy in common through two separate wholly
owned subsidiaries. Vectren Energy Delivery of Ohio, Inc. (VEDO) holds a 53% undivided ownership interestin
_ the assets, and Indiana Gas holds a 47% undivided ownershlp interest. VEDO is the operator of the assets,and
these operatlons are refetred to as “the Ohio operations.”

Recent Development )

On March 26 2002 the Company fileda Cun'ent Report on Form 8K announcmg its decxsmn to rcplace Arthur
Andersen LLP as lts mdependent audltors effectxve upon thc complctlon ofa transxtlon period Wthh is expcctcd to

Jores




,ciaxtend through the conclusion of their review of the financial fesults ot" the Company for the fivst quarter of 2002,
This Form 8-K is included in this filing as Exhibit 99.1.

Narrative Description of the Business

The Company segregates its businesses into gas utility services, electric utility services, nonregulated, and
(I:orporate and other business segments. The Company collectively refers to its gas and electic utility services
sfegments as its regulated operations. At December 31, 2001, the Company had $2.9 billion in total assets, with
$2.4 billion (83%) attributed to regulated, $0.4 billion (12%) attributed to nonregulated, and $0.1 billion (5%)
attributed to corporate and other. Net income for the year ended 2001 was $63.6 million, or $0.95 per share of
common stock. Excluding nonrecurring charges with an after-tax impact of $25.7 million, net income for the year
e:nded 2001 was $89.3 million, or $1.34 per share of common stock, with $65.8 million attributed to regulated,
1%21.9 million attributed to nonregulated, and $1.6 million attributed to corporate and other. Nonrecurring items pet’
of tax in 2001 included $8.1 million of merger and integration costs, $11.8 million of restructuring costs, $7.7

n:qillion of extraordinary loss, and $1.9 million gain on the impact of SFAS 133, including cumulative effect of

change in accounting principle. Excluding nonrecurring items, net of tax, the results reflect a decrease of $14.6
million or $0.36 per share, compared to 2000. Nonrecurring items, net of tax, in 2000 included $36.8 million of
Terger end integration costs and a $4.9 million gain on restructuring of a nonregulated investment. The operations

of the corporate and other business segment, which include primarily information technology services, are not
significant. - . R

For further information refer to Note 18 regarding the segments’ activities and assets, Note 3 regarding special
c]|1arges, Note 16 regarding the adoption of and current year impact of SFAS 133, Note § regarding the S EE—
extraordinary loss, and Note 4 regarding the gain recognized on restructuring of a nonregulated investment in the

Company's consolidated financial statements included under Item 8 Financial Statements and Supplementary Data,

Regulated Busiqess Segments ) . -

The Company’s regulated operations are comprised of its Gas Utility Services and Electric Utility Services
segments. The Gas Utility Services segment includes the operations of Indiana Gas, the Ohio operations, and
SIGECO’s natural gas distribution business and provides natural gas distribution and transportation services to
nel,arly two-thirds of Indiana and west central Ohio. The Electric Utility Services segment includes SIGECQ’s
power supply operations, power marketing operations, and electric transmission and distribution services, which
operate and maintain six coal-fired electric power plants and five gas-fired peaking units with a total of 1,271
megawatts of generating capacity to provide electricity to primarily southwestern Indiana,

Gas Utility Services
" Overview v ‘ ' ' _ ) 7 M )

For the year ended December 31, 2001, the Company supplied natural gas service to 953,214 Indiana and Ohio
customers, including 868,685 residential, 80,235 commercial, and 4,294 transportation customers. This represents
customer base growth of nearly 1% compared to 2000.

The Company’s service area contains diversified manufacturing and agriculture-related enterprises. The principal
infiustn'es served include automotive assembly, parts and accessories, feed, flour and grain processing, metal
castings, aluminum products, appliance manufacturing, polycarbonate resin (Lexan) and plastic products, gypsum
products, electrical equipment, metal specialties, glass, steel finishing, pharmaceutical and nutritional products,
gasoline and oil products, and coal mining.

| C T . kS
Thle largest Indiana communities served are Evansville, Muncie, Anderson, Lafayette, West Lafayette,

Bll)omington,‘ Terre Haute, Marion, New Albany, Columbus, Jeffersonville, New Castle, and Richmond. The

]at:gest community served outside of Indiana is Dayton, Ohio.




For the year ended December 3 1, 200 1, natural gas revenues were approximately $1,03 1.5 million of which
egidentia} customers accounted for 66%, commercial 24%, and transportation 10%, respectively.

The Company receives gas revenues by selling pas directly to residential, commercial, and industrial customers at
approved rates or by transporting gas through its pipelines at approved tates to commercial and industrial

customers that have purchased gas directly from other producers, brokers, or markefers. Total volume of gas ‘
provided to both sales and transportation customers (throughput) was 199,761 MDth for the year ended December -
31,2001, Transported gas represented 45% of total throughput. Rates for transporting gas provide for the same
margins generally earned by selling gas under applicable sales tariffs.

The sale of gas is seasonal and strongly affected by variations in weather conditions. To mitigate seasonal demand,
Ithc: Company owns and operates eight underground gas storage fields, six liquefied petroleum air-gas
manufacturing plants and maintains contract storage. Natural gas purchased from suppliers is injected into storage
|duri_ng periods of light demand which are typically periods of lower prices. The injected gas is then available to
lsupplemcnt contracted volumes during periods of peak requirements. Approximately 705,000 Dth of gas per day
loan be withdrawn during peak demand periods. ,

Gas Purchases

[n 2001, the Company purchased natural gas from multiple suppliers including ProLiance Energy, LLC

(ProLiance). ProLiance is an unconsolidated, nonregulated, energy marketing affiliate of Vectren and Citizens Gas
and Coke Utility. (See Note 4 in the Company’s consolidated financial statements inciuded in Ttem 8 Financial '
Statements and Supplementary Data regarding transactions with ProLiance ). The Company purchased 114,503
MDth volumes of gas in 2001 at an average cost of $5.63 per MDth, of which 87% was purchased from ProLiance.
The cost of gas purchased for the last five years is as follows:

- . Average Cost’ -
Year of Gas Purchased

1997  $356

1998 $3.53
11999 . $3.58
2000 $5.60

2001 $5.63

Regulaiory Matters =
See Itern 7 Management’s Discussion and Analysiét of Results of Operations and Financial Condition regafding the )
Company's regulated environment. ‘

Environmental Matters

Sec Item 7 Management’s Discussion and Analirsis of Results of Opérations and Financial Condition regarding
manufactured gas planis. ' ’ -
| Electric Utility Services

Overview

The Company supplied electric service to 133,294 Indiana customers (115,770 residential, 17,327 commercial, and
197 industrial) during 2001. In addition, the Company is obligated to provide for firm power commitmens to
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' s'everal mumclpalmes and to maintain spinning reserve margin reqmrements under an agreement w1th the East
Central Area Reliability Group

The principal industries served mclude polycarbonate resin (Lexan) and plastlc products alummum smeltmg and

r’eeyclmg, aluminum sheet products automotive assembly, steel finishing, appltance manufacturing, pharmaccuncal

and nutritional products, automotwe glass, gasoline and oil products, and coal mining.

Revenues

For the year ended December 31, 2001, electricity sales totaled 9,138,770 megawatt hours, resulting in revenues of

approximately $378.9 million. Residential customers accounted for 25% of 2001 revenues; commercial 20%;
industrial 22%; wholesale 32%, and other 1%.

Generating Capacrty

Installed gencratmg capac1ty as of December 31, 2001 was rated at 1 271 megawatts (MW) Coal-fired generatmg
umts provide 1,056 MW of capacity and gas or oil-fired turbines used for peaking or emergency conditions provide
215 MW.

In addition to its generating capacity, the Company has 82 MW available under firm contracts and 95 MW

available under interruptible contracts. New peaking capacity of 80 MW is under development and is planned to be-

a:vailable for the summer peaking season in 2002, This new generating capacity will be fueled by natural gas.

The Company has interconnections with Louisville Gas and Electnc Company, Cmergy Services, Inc. Indlanapolrs
Power & Light Company, Hoosier Energy Rural Electric Cooperative, Inc., Big Rivers Electric Corporation,
Wabash Valley Power Association, and the City of Jasper, Indiana, prov1dmg the ability to simultaneously
interchange approximately 750 MW.

Total Ioad for each of the years 1997 through 2001 at the time of the system summer peak, and the related reserve

margin, is presented below in MW,

Date of Summer Peak Load 7-14-97  7-21-98 7-6-99 8-17-00  7-31-01

Total Load at Peak 1,086 1,129 1,230 1,212 1,209
Generating Capability 1,236 1,256 1,256 1256 1271
Firm Purchase Supply - - - 75 82
Interruptible Contracts - - 95 95 95
Total Power Supply Capacity 1,236 1,256 - 1,351 1,426 1,448
Reserve Margin at Peak 4% 11% 10% | 18% 20%

The winter peak load of the 2000-2001 season of apprommately 925 MW occurred on December 19, 2000 and was

6% htgher than the prevrous winter peak load of approximately 873 MW wl'uch occurred onJ anuary 25, 2000

|
The Company maintains a 1. 5% mtcrest in the Ohio Valley Electnc Corporatxon (OVEC) The OVEC is compnsed

o'f several electric utility companies, mcludlng SIGECO that supplies power requirements to the United States

Depamnent of Energy’s (DOE) uranium enrichment plant near Portsmouth, Ohio. The participating companies are '

elntltled to receive from OVEC, and are obligated to pay for, any available power in excess of the DOE contract

demand At the present time, the DOE contract demand is essentlally zero. Because of this decreased demand, the

Company s 1.5% interest in the OVEC mekes available approximately 32 MW of capacity, in addition to its
generating capacity, for use in other operations.
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Ii;'uel Costs S
Electnc generatxon for 2001 was fueled by coal (99.6%) and natural gas (0.4%). Oil was used only for testing of :
gas/oxl—ﬁred peaking units,

i t
'Fhere are substantial coal reserves in the souther Indiana area, and coal for coal ﬁred generating stattons has been '
siupphed from operators of nearby Indiana strip mines including those owned by Vectren Fuels, Inc., a wholly
awned subsidiary of the Company. Approximately 3.2 million tons of coal was purchased for generating electnmty
durmg 2001. Of this amount, Vectren Fuels, Inc. supplied 2.6 million tons, of which 1.9 million tons was produced
m its coel mines, The average cost of all coal consumed in generating clectrical energy for the years 1997 through -
2001 was as follows:

. o Average Cost
~ . Average Cost  Average Cost Per Kwh .
Year Per Ton Per MMBTU (In Mills) .
1997 075 091 980
1998 214 094 9.97 .
1999 21.88 . 0.96 10.13 n
~-.2000 . 2249 098 - 1039 .
2001 . 2248 1.00 10.53 }
4 o ‘ N [ -
Other Operating Matters i}

The Company participates with 7 other utilities and 31 other affiliated groups located in 8 states comprising the
cast central area of the United States, in the East Central Arca Reliability group, the purpose of which is to
strengthen the area's electric power supply reliability. In addition, see Item 7 Management’s Discussion and _
Analysxs of Results of Operations and Financial Condition regarding the Company’s participation in the Midwest ;
Independent System Operator group and regarding the change in operations at the Warnck Generating Station.

Regulataty Matters

See Item 7 Management’s Discussion and Analysis of Results of Operations and Financial Condition regarding the
Company’s regulated environment.

Environmental Matrers
Slee Item 7 Management s Discussion and Ana1y51s of Results of Operations and Financial Condition for dlseussmn ‘7
of the Company's Clean Air Act Compliance Plan and the USEPA's lawsuit against SIGECO for alleged v1olat10ns )
of the Clean Air Act.

Competition

0]

ee Itern 7 Management 8 Discussion and Analysis of Results of Operattons and Financial Condltlon regardmg 7
competition within the public utility industry for the Company’s regulated Indiana and Ohio operatlons

Nonregulated Business Segment

Overview

The Company is involved in nonregulated acttvmes in four primary business areas: Energy Marketmg and Services,

oal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services markets natural gas,

provides fuel supply management, and provides energy performance contracting services, Coal Mining provides

the mining and sale of coal to the Company’s utlhty operatlons and fo other third parttes and generates income tax
g .




c!redits through an IRS Section 29 investrnent tax credit relating to the production of coal-based synthetic fusels.
Utility Infrastructure Services provides underground construction and repair, facilities locating, and meter reading.
Broadband invests in broadband communication services such as cable television, high-speed Internet, and
advanced local and long distance phone services. In addition, the nonregulated group has investments in other
businesses that invest in other energy-related opportunities and provide supply chain services, debt collection

services, and environmental compliance testing services.

=

inergy Marketing and .S_ervices

he Energy Marketing and Services group relies heavily upon a customer focused, value added strategy. The group
rovides natural gas, fuel supply management services, and market intelligence to a broad range of municipalities,
tilities, industrial operations, schools, and healthcare institutions totaling almost 1,000 end-use customers. The
roup also focuses on performance-based energy contracting, This service helps schools, hospitals, and other R
overnmental and private institutions reduce their energy and maintenance costs by upgrading their facilities with
nergy-efficient equipment. This group is also a significant gas supplier to the Company. At December 31, 2001, - ...
Elnergy Marketing and Services had 984 customers, up from 472 in 1999, Primarily through customer growth,

vlolumes marketed increased to 393 MMDth in 2001, up from 287 MMDth in 1999.

f = o~ = )

Elnergy Marketing and Services includes two gas marketing companies. ProLiance is an unconsolidated affiliate of
tklxe Company and Citizens Gas and Coke Utility. SIGCORP Energy Services, Inc. is a wholly owned subsidiary of
thle Company. In addition, Energy Systems Group, LLC provides energy performance coniracting and facility

upgrades through its design and installation of energy-efficient equipment. Energy Systems Group, LLCisa
ccimsolidated venture between the Company and Citizens Gas, with the Company owning 67%.

Cioal Mining o ’ . - . ) -

T%xc Coal Mining group provides the mining and sale of coal to the Company’s utility operations and to other third
parties and generates income tax credits through an IRS Code Section 29 investment tax credit relating to the
px%oduction of coal-based synthetic fuels. The Company’s two coal mines produced 3.3 million tons, up from 1.2
million in 2000. Production was boosted as the Company’s new underground mine began operation in the first

quarter and produced approximately 1.9 millions tons of high-quality, low sulfur coal.
This group includes wholly owned subsidiaries of the Company, Vectren Fuels, Inc. and Vectren Synfuels, Inc.
Utility Infrastructure Services 7

UFility Infrastructure Services provides underground construction and repair of utility infrastructure to the Company .
and to other gas, water, electric, and telecommunications companies as well as facilities locating and meter reading,
T]%u's group includes Reliant Services, LLC (Reliant), a 50% owned strategic alliance with Cinergy Corp. Refer to

Other Operating Matters in ltem 7 Management's Discussion and Analysis of Results of Operations and Financial
Condition regarding Reliant’s acquisition of Miller Pipeline Corporation.

Blifoadband
Broadband invests in broadband communication services such as cable television, high-speed Internet, and
adlvanccd local and long distance phone services. The Broadband group provides telecommunications services to
approximately 28,000 residential and commercial customers (an increase of 28% from 2000) in the greater
E‘%ansville area in southern Indiana. The present customer base has yielded approximately 75,000 revenuc
generating units (up from approximately 58,000 at the end of 2000) indicating multiple lines and/or services being
utiilizcd by the same customer. . :

Tl}e Company has a 14% interest in Class A units of Utilicom Networks, LLC (Utilicom). Utilicom is a provider of
‘ bulndled communication services focusing on last mile delivery to residential and commercial customers. The

1 I ’ s, o
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- improvements in health care coverage, retirement benefits and incentive pay.

Company also has a minority interest in SIGECOM Holdings, Inc. (Holdings), which was formed by Utilicomto -
hold interests in SIGECOM, LLC (SIGECOM). SIGECOM provides broadband services to the greater Evansville,
Indiana, area. Utilicom also plans to provide services to Indianapolis, Indiana, and Dayton, Ohio.

e

In July 2001, Utilicom announced a delay in funding of the Indianapolis and Dayton projects. This delay, with

which Company management agrees, is due to the current environment within the telecommunication capital
r:narkets, which has prevented Utilicom from obtaining debt financing on terms it considers acceptable. While the
existing investors are still committed to the Indianapolis and Dayton markets, the Company is not required to and

ﬁioes notintend to proceed unless the Indianapolis and Dayton projects are fully funded. This delay necessitated
almd resulted in the extension of the franchising agreements into the third quarter of 2002,

| ) ' .

Refer to Other Operating Matters in Item 7 Management’s Discussion and Analysis of Results of Operations and

Financial Condition for additional information on the Company’s investment in Utilicor.

. Lo
| , i

Other Businesses

In addition to the nonregulated business groups previously discussed, the Other Businesses group invests in a

portfolio of interests in gas and power storage, fuel cells, distributed generation projects, and similar energy-related

businesses. Additional activities include: o :
. , . . - -k

»  Autility services business, which supplies utilities with a number of important services ranging from

. supply chain management to environmental compliance testing.
¢ Aretail unit, providing natural gas and other related products and services primarily in Ohio serving
 customers opting for choice among energy providers.
¢ Abroadband consulting and construction business.

ok

Major investments include Haddington Energy Partnerships, two partnerships both approximately 40% owned;
CIGMA, LLC, a 50% owned strategic alliance with an affiliate of Citizens Gas; and wholly owned subsidiaries of

the Company; Southem Indiana Properties, Inc., Energy Realty, Inc., Vectren Retail, LLC, Vectren Communication
Slervices, Inc., and IEI Financial Services, LLC.

Personnel
As of December 31, 2001, the Company and its consolidated subsidiariesrhadﬂl,986 employees.

In August 2001, the Company signed a new four-ycaf Iabor agreement, ending in September 2005 with Local 135
of the Teamsters, Chauffeurs, Warehousemen and Helpers. The new agreement provides for annual wage increases.

o'f3.25%, anew 401(k) savings plan and improvements in the areas of health insurance and pension.

Concurrent with the Company’s burchase of the Ohio operations, VEDO and Local Union 175, Utility Workers
Union of America approved a labor agreement effective November 2000, through October 2005. The agreement
provides a 3.25% wage increase each year, and the other terms and conditions are substantially the same as the
al

In July 2000, SIGECO signed a new four-year labor agreement with Loca! 702 of the Intemnational Brotherhood of i
Electrical Workers, ending June 2004. The new agreement provides a 3% wage increase for each year in addition to

The labor agreement between Indiana Gas, Local Union 1393 of the International Brotherhood of Electrical .
Workers and Local Unians 7441 and 12213, United Steelworkers of America, went into effect in November 1998
fora five year term expiring on December 2003, The agreement contains a 4% wage increase in 1998 and 3%
Wage increases each year thereafier during the term of the agreetment, in addition to increased performance
incentives, a new sick pay provision and a simplified pension benefit formula.

greement reached between the Utility Workers Union and Dayton Power and Light Company in August of 2000. e

b




ITEM2. PROPERTIES S ek

lGas Utility Services

'Speclﬁc to its Indiana operations, Indiana Gas owns and opcratcs five gas storage fields located in Indiana covermg

’7 1,484 acres of land with an estimated ready delivery from storage capability of 8.0 MMDth of gas with daily o
delivery capabilities of 134,160 Dth. For its Indiana operations, Indiana Gas also maintains 186,578 Dth of gas in
contract storage with a daily deliverability of 3,563 Dth and three liqueficd petroleum (propanc) air-gas
|mamxfactm'mg plants in Indiana with a total daily capacity of 31,000 Dth of gas. Indiana Gas’ gas delivery system
includes 11,336 miles of distribution and transmission mains all of which are in Indiana except for pipeline

acilities extending from points in northern Kentucky to points in southern Indiana so that gas may be transported to
|Indxana and sold or transported by Indlana Gas to ultimate customers in lndlana

lSIGECO owns and operahes three underground gas storage fields with an estnmated ready delivery from storage
’capablhty of 6.2 MMDth of gas with daily delivery capabilities of 129,000 Dth. SIGECO's gas delivery system
ﬁncludcs 2,921 miles of distribution and transmission mains all of which are located in Indiana.

The Ohio operations operate three liquefied petroleum (propane) air-gas manufacturing plants located in Ohio with

a total daily capacity of 52,187 Dth, and approximately 13.9 MMDth of firm storage service from various pipelines
wath daily deliverability of 354,788 Dth of gas. The Ohio operations’ gas delivery system mcludes 5,132 miles of
distribution and transmission mams, all of which are located i in Ohio.

-

Electric Utility Services

SIGECO's installed generating capacity as of December 31, 2001 was rated at 1 271 MW. SIGECO's coal-fired

’ enerating facilities are: the Brown Station with 500 MW of capacity, located in Posey County approximately

eight miles east of Mt. Vernon, Indiana; the Culley Station with 406 MW of capacity, and Warrick Unit 4 with 150
MW of capacity. Both the Culley and Warrick Stations are located in Warrick County near Yankeetown, Indiana.
SIGECO's gas-fired turbine peaking units are; the 80 MW Brown Gas Turbine located at the Brown Station; two =~
Broadway Gas Turbines located in Evansville, Indiana, with a combined capacity of 115 MW; and two Northeast
Gas Turbines located northeast of Evansville in Vanderburgh County, Indiana with a combined capacity of 20 MW.
The Brown and Broadway Unit 2 turbines are also equipped to burn cil. Total capacity of SIGECO's five gas

per unit cost of generation.

SIGEC('s transmission system consists of 828 circuit miles of 138,000 and 69,000 volt lines. The transmission
system also includes 27 substations with an installed capacity of 4,014.2 megavolt amperes (Mva). The electric
distribution system includes 3,205 pole miles of lower voltage overhead lines and 255 trench miles of conduit
containing 1,465 miles of underground distribution cable. The distribution system also includes 96 distribution
substations with an installed capacity of 1,918.2 Mva and 50,133 distribution transfoxmers with an mstalled o
capacity of 2,284.1 Mva.

The only ut111ty property SIGECO owns outside of Indiana is approx1mate1y eight miles of 138,000 volt electnc
transmission line which is located in Kentucky and which interconnects with Louisville Gas and Electric '
Company's transmission system at Cloverport, Kentucky.

Nonregulated Services

Subsidiaries other than the utility operations have no significant propertics other than the ownership and operatlon )
of coal mining property in Indiana and investments in real estate partnerships, leveraged leases and notes

receivable.

Property Serving as Collateral 7
SIGECO's properties are subject to the lien of the First Mortgage Indenture dated as of April 1, 1932 between
SIGECO and Bankers Trust Company, as Trustee, as supplemented by various supplemental mdentures ’

turbines is 215 MW, and they are generally used only for reserve, peaking or emergency purposes due to the hlghcr ﬁ




ITEM 3. LEGAL PROCEEDINGS

The Company and its sub51d1anes are involved in various legal prooeedmgs ansmg in the normal course of
business. In the opinion of management, with the exception of the matters described in Notes 4 and 14 of its
consolidated financial statements included in Item 8 Financial Statements and Supplementary Data regarding
transactions with ProLiance and the Clean Air Act, there are no legal proceedings pending against the Company ~
hat could be material to its financial position or results of operations.

[TEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS

No maters were submitted during the fourth quarter to a vote of security holders.

PARTH

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS T ’ ’

The Company’s common stock trades on the New York Stock Exchange under the symbol **'VVC.” The high and
ow sales prices for the Company’s common stock as reported on the New York Stock Exchange composite
transactions reporting system and dividends paid are shown in the following table for the periods indicated.

i ' , . : Cash Price Range

2001 ‘ Dividend @~ High Low

L' First Quarter $0.255 $24.44 $21.00 ) o
‘ Second Quarter 0.255 23.90 2038 ) ) L
| Third Quarter 0.255 2246 19.76 -

‘ Fourth Quarter 0.265 24.07 2105 -

'On January 23, 2002, the board of directors declared a dividend of $0.265 per sharc payablc on March 1, 2002 o
¢ommon shareholders of record on February 15, 2002.

As of March 22, 2002, there were 14,151 shareholders of record of the Company s common stock.

Dwxdends on shares of common stock are payable at the dlscretlon of the board of directors out of legally available
funds Future payments of dividends, and the amounts of these dividends, will depend on the Company’s financial
condmon, results of operations, capital requirements, and other factors. .
| . i Lo




ITEM 6. SELECTED FINANCIAL DATA

The following table presents selected cansolidated financial information. The information should be read in
cl,onjunctlon with the Company’s consolidated financial statements and notes thereto presented under Part I, Item 8
Fmanclal Statements and Supplementary Data of this Form 10-K. The financial information as of Decerber 31,
1998-2001 and for each of the five years in the period ended December 31, 2001 are derived from the Company’s
zludlted consolidated financial statements. The financial information as of December 31, 1997 is derived from
mtemal unaudited consolidated financial statements, This information has been restated to reflect the pooling of

interest transaction pursuant to which each of Indlana Energy and SIGCORP merged mto Vectren

. . = Year Ended December 31 )
Tn wllions, except per share data) TOU7 (4] 998" 199'9—_2UUO(2'3T—2UOTTU—
perating Data: .

Operating Tevenues § 9721 § 9977 $ 10684 § 16487 5 21700
Operating income § 1246 148.5 160.8 131§ 1396
[ncome before extraordinary loss & - '

cunmmlative effect of change in v

accounting principle $ 617 86.6 90.7 720 § 614
Net income § 617 86.6 90.7 720 § 636
Average common shares oulstanding 61.6 61.6 613 613 66.7
Fully diluted common shares outstanding 61.6 61.8 61.4 614 66.9
Basic carnings per share before

extraordinary loss & cumulative .

effect of change in accounting principle $ 110 § 141 § 148 § 118 § Lol
Basic eamings per share ' ‘

on common stock § 110 § 14 § 148 8§ LI8 ¥ 095
Diluted earnings per share before ' T

extraordinary loss & cumulative

effect of change in accounting principle  $ 110§ 140 3§ “148 0§ L1708 LOI
lDlluted earnings per share '
| on common stock $ L0 $§ 140 $ 148 $§ 117 § 095
Dividends per share on common stock 088 $§ 09 $§ 094 § 098 § 1.03
Balance Shect Data: _
Total assets $1,7586 §1,7988 § 1,980.5 § 29263 § 2,8568
Long-term debt, net § 4755 § 3889 3 4867 § 6320 § 10140
Redeemzble preferred stock § 84 § 83 § 82 3§ g1 § 0.5
Common sharcholders' equity $ 6537 § 6779 $ 717

year ended December 31, 2001.

§ 7098

§ 8486

1) Merger and integration related costs incurred for the year ended December 31, 2001 totaled $2.8 million. These costs relate pnmanly to
transaction costs, severance and other merger and acquisition integration activities. -

In total, merger and infegration related costs incurred for the yvear ended December 31, 2001 were $12.4 million (88.1 million after tax).

2) Merger and integration related costs incurred for the year ended December 31, 2000 totaled $4l 1 million. These casts relate prrrnanly
to transaction costs severance and other merger and acqulsmon mtegatlun activities.

As a result of merger integration actjvities, management retired certain information systems in 2001. Accordingly, the useful livesof
* these assets were shottened to reflect this decision, resulting in additional depreciation expense of approximately $9.6 million for the

The Company incurred restructuring charges of $19.0 million, ($l 1.8 million after tax) relating to empleyee severance related blaneﬁts
- and other employee related casts, Tease termination fees related to duplzcate facﬂmes and consultmg and other fees.

As aresult of merger integration activities, management ‘identified certain information systems to be retired in 2001. Accordmgly, the
useful lives of these assets were shortened to reflect this decrsron, resulting in additional depreciation expense of approxrmalely Sll 4
rmllron for the ycar ended December 31, 2000. . B
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3) Reflects two months of results of the Ohio aperations.
4) During 1997, the board of directors of Indiana Gas authorized management to undertake the actions necessary and appropriate to

testructure Indiana Gas’ operations and recognize a resulting restructuring charge of $39.5 million (524.5 million after tax) which
included estimated costs related to involuntary workforce reductions.

SV

In total, merger and integration related costs incurred for the year ended December 31, 2000 were $52.5 million ($36.8 million after o
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF R.ESULTS OF OPERAT[ONS AND
lli‘INANCIAL CONDIT 10N

’ll'he following dxscussron and analysis should be read in conjunction with the consohdatcd financial sta.tcments and 7
nates thcreto

Description of the Business

Vcctren Corparation (the Company or Vectren), an Indiana corporation, is an energy dnd applied technology
holdmg company headquartered in Evansville, Indiana. The Company was organized on June 10, 1999 solely for
the purpose of effecting the merger of Indiana Energy, Inc. (Indiana Energy) and SIGCORP, Inc. (SIGCORP). On
l\lllarch 31, 2000, the merger of Indiana Energy with SIGCORP and into Vectren was consummated with a tax-free ‘
exchange of shares and has been accounted for as a pooling-of-interests in accordance with Accounting Principles
Board (APB) Opinion No 16 “Business Combmatlons” (APB 16).

The Company s wholly owned subsidiary, Vectren Utility Holdings, Inc. (VUHD, serves as the mtennedlate

holding company for its three operating public utilities: Indiana Gas Company, Inc. (Indiana Gas), formerly a )
wholly owned subsidiary of Indiana Energy, Southern Indiana Gas and Electric Company (SIGECO), formerlya
holly ewned subsidiary of SIGCORP, and the Ohio cperations (defined hereafier). Both Vectrenand VUHIare
exempt from registration pursuant to Section 3(a)(1) and 3(c) of the Public Utility Holding Company Act of 1935,

Ilndiana Gas provides natural gas distribution and transportation services to a diversified customer base in 311 ‘
communities in 49 of Indiana’s 92 counties. SIGECO provides electric generation, transmission, and distribution
services to Evansville, Indiana, and 74 other communities in 8 counties in southwestern Indiana and participates in .

the wholesale power market. SIGECO also provides natural gas distribution and transportation services to '
Elvansvﬂ]e Indiana, and 64 communities in 10 counties in southwestern [ndiana, The Ohio opcratlons prov1dc
natm’a] gas dxstnbutlon and transponatron services to Dayton, Ohio, and 87 other communities in 17 counties in
west central Ohm

| , . I~ - . - .

The Company is a]so mvolved in nomegu]ated act1v1t1es n four prlmary busmess areas’ Energy Marketlng and o
Slemces Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services markets

nlatural gas, provides fuel supply management, and provides energy performance contracting services. Coal Mining

plrowdcs the mining and sale of coal to the Company’s utility operations and to other third parties and generates

income tax credits through an Internal Revenue Service (IRS) Code Section 29 investment tax credit relating to the
productlon of coal-based synthetic fuels, Utility Infrastructure Services provides underground constructionand

nlapaxr facilities locating, and meter reading. Broadband invests in broadband communication services such as —
cable television, high-speed Internet, and advanced local and long distance phone services. In addition, the
nonregulated group has investments in other businesses that invest in energy-related opportunities and provide )
supply chain services, debt collectlon services, and envnonmental comphance tcstmg services. o

|
Acquisition of Gas Distnbutlon Assets of The Dayton Power and Light Company

On October 31, 2000, the Company acquired the natural gas dlstrlbutlon assets of The Dayton Power and nght N
Company for approximately $465.0 million. The acquisition has been accounted for as a purchase transaction in
accordance with APB 16, and accordingly, the results of operations of the acquired businesses are included in the
accompanying ﬁnancial statcments since the date of acquisition

Py
flig

The Company acquired the natural gas d15tnbut1on asscts asa tenancy in common through two separate wholly
owncd subsidiaries. Vectrcn Energy Delivery of Ohio, Inc. (VEDO) holds a 53% undivided ownership interest in
the assets, and Indiana Gas holds a 47% undivided ownershlp interest. VEDO is the operator of the assets, and
these operations are re ferred to as “the Ohio operatlons
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Consolidated Results of Operations
. . : : Year Ended December 31,
In milhons, except per share amounts 2001 - 2000 1995
Net mcome, a6 reported - ' 3§ &6 $ 10§ %7
Merger & integration costs - net of tax ” 81 368 -
Restructuring costs - net of tax 118 - . MT ;
Extraordinary loss - net of tax ' 1T . - -
- Impact of SFAS 133, including cumulative effect ' v ‘ ;
of change in accounting principle - net of tax (L.9) - - ’ )
Gain on restructuring of a norregulated ) I ' R
investment - net of tax , _. ' _ - @49 -
Net mcome before nonrecurning items 3 89.3 5 1039 5 0T
Attributed to: , A ‘ J )
Regulated , $§ 658 § %0 0§ 754
Nonregulated 219 178 125
Corporate & other - _ 16 2.1 28"
' N . N ! s [
Basic eamings pér share, as reportéd $ 0.95 $ 118 $ 148
" Merger & integration costs v 0.12 0.60 -
Restructuring costs ' ' 0.18 - -
Extraordinary loss 0.12 - - ‘
Impact of SFAS 133, includiog cumulative effect | )
of change in accounting principle (0.03) - -
Gain on resiructuring of a nonregulated o _ ) 3 S
investment - o , - (0.08) -7
Basic eamings per -share before nonrecurring items 3 134 § 1L 3 1:4?;
Attributed to: _ ‘ S o i o
chulated . 3 099 § 137 3§ 123
Nonregulated ) i 033 029 02
co:pofate&other 0.02 0.04 005

]In 2001, consolidated net income before the unpact of nonrecurring items decreased $14.6 million, or $0.36 per
share, compared to 2000. The decrease reflects lower regulated earnings resulting from extraordinarily high gas

costs early in the year that unfavorably impacted margins and operating costs, warmer heating weather, especially )
durmg late 2001, and 2 weakened national economy. This reduction was primarily offset by increased earings

tl'rom nonregu ated operations, pnmanly energy marketmg and services and coal mining operations, ,

In 2000, conselidated net itcome before the impact of nonrecurring items increased $13.2 million, or $0.22 per

share compared to 1999, The increase results from cooler weather, the inclusion of two months of the Ohio L
ci)peratmns and increased nonregulated earnings from energy marketing and services and coal mining operations

and additional interest and leveraged lease income. , '

Dlvxdends

Iln October 2001 the Company 5 board of dlrectors mcreased its quarter y dividend to $0. 265 per share from $0 255
per share. Dividends declared for the year ended December 31, 2001 were $1.03 per share, compared to $0.98 per
share and 30.94 per share for the same pcnods in 2000 and 1999, respcctlvely

13




Nonrecurring Items

Merger & Integratlon Costs

' Merger and integration costs incurred for the years ended December 31, 2001 and 2000 were $2.8 million and
$41 1 million, respectively. The Company expects to realize net merger savings of nearly $200.0 million over ten
years from the elimination of duplicate corporate and administrative programs and greater efficiencies in

operations, business processes, and purchasing. Merger and integration activities resulting from the 2000 merger _

were completed in 2001.

Smce March 31, 2000, $43.9 nulhon has been expensed assocrated w1th merger and mtegratlon actmtles Aceruals
were established at March 31, 2000 totating $20.7 million. Of this amount, $5.5 million related to employee and
executrve severance costs, $13.1 million related to transaction costs and regulatory filing fees incurred prior to the
closmg of the merger, and the remaining $2.1 million related to employee relocations that occurred prior to or

x comordent with the merger closing. The remaining $23.2 million was expensed ($20.4 million in 2000 and $2. 8

‘ . tillion in 200 1) for accounting fees resulting from merger related filing requirements, consulting fees related to
1|ntegrat10n activities such as organization structure, employe travel between company locations, internal labor of
employees assrgned to integration teams, mvestor relatrons commumcanon actmtres and certam benefit costs

The mtcgrauon actlvmes expenenced by the Company mcluded such thmgs as mformatlon system consohdatron, B

process review and definition, organization design and consohdatron, and knowledge sharmg

As a result of merger integration activities, management retired certain mformatlon systems in 2001, Accordlngly,
the useful lives of these assets were shortened to reflect this decision, resulting in additional depreciation expense
of apprommately $9.6 mlllmn and $11.4 million for the years ended December 31,2001 and 2000, respectively.

In total, for the year ended December a1, 2001 merger and integration costs totaled $12 4 mlllron (88.1 million

after tax), or $0.12 on a basic earnings per share basis compared to $52.5 million (§36.8 million after tax), or $0. 60 .

on a basic eammgs per share basis in 2000

Restructuring Costs

As part of continued cost saving efforts, in June 2001, the Company’s management and board of directors approved
2 plan to restructure, primarily, its regulatcd operations. The restructuring plan included the elimination of certain
ardmlmstratlve and supervisory positions in its utility operations and corporate office. Charges of $11.8 million
were expensed in June 2001 as a direct result of the restructuring plan. Additional charges of $7.2 million were
mcurred during the remainder of 2001 primarily for consulting fees, employee relocation, and duplicate facilities
oosts In total, the Company has incurred restructuring charges of $19.0 million, ($11 8 million after tax), or $0. 187
o2 basic earnings per share basis. These charges were comprised of $10. 9 mllhon for employee severance,
related benefits and other employee related costs, $4.0 million for lease termination fees related to duplicate
facrlltles and other facility costs, and $4.1 miflion for consulting and other fees incurred through December 31,
2|001 The restructuring program was completed during 2001, except for the departure of certain employees
impacted by the restructuring. (See Note 3 for further information on restructuring costs.)

Extraordinary Loss

In June 2001, the Company sold certain leveraged lease investments with a net book value of $59.1 million at a loss

of $12.4 million ($7.7 million after tax), or $0.12 on a basic earnings per share basis. Because of the fransaction’s
significance and because the transaction occurred within two years of the effective date of the merger of Indiana

Energy and SIGCORP, which was accounted for as a pooling-of-interests, APB 16 requires the loss on disposition -

df these investments to be treated as extraordinary. Proceeds from the sale of $46. 7 million were used to retire
short term borrowings. : :

Ilmpacr of SFAS 133
l{Effectlve January 1, 2001, the Company adopted SFAS 133, “Accounting for Derivative [nstruments and Hedgmg
rld.ctmtles The cumulative impact of adoption of SFAS 133 on January 1, 2001 was a gain of approxrmately $6.3 . .
l'l’ll]llOl’l (839 mllhon after tax.) Unrealized losses totalmg $3.2 mmillion ($2 0 mxlllon after tax) ansmg from the

g




' p'resented and analyzed before the reclassification and elimination of certain intersegment transactions necessary to

l : e s o b=

=
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'change in market value since the date of adoptton is reflected in purchased electric energy. Thc net 1mpact of SE"ASl
1133 for the year en ended December 31, 2001 is a gain of $3.1 million ($1.9 million after tax), or 30.03 onabasic |
earnings per share basis. (See below fora completc discussion of the new accountmg pnnclple ) o 7
R
Gain on Restructurmg ofa Nanregulated Investment T
In January 2000, the Company restructured its investment in SIGECOM, LLC (SIGECOM). Affiliates of The ~
Blackstone Group acquired a majority ownership interest in Utilicom in the form of Class B units of Utilicom
Networks LLC (Utilicom). In connection with The Blackstone Group investment, the Company exchangedits
49% preferred equity interest in SIGECOM for $16.5 million of convertible subordinated debt of Utilicom and an
18.9% common equity interest in SIGECOM Holdings, Inc. (entity formed to hold interests in SIGECOM), which
was valued at $6.5 million. The carrying value of the Company’s 49% preferred equity interest was $15.0 million '
pnor to the exchange. The Company received consideration in the exchange based upon an investment bank
alnalysm of the fair value of SIGECOM at the transaction date. The investment restructuring resulted in 2 pre~tax
gain of $8.0 mllllOl’l (84.9 mxlhon after tax] or $0.08 ona basm eammings per share basis, which is classified in

New Accounting Prmclple

Iln June 1998, the Financial Accounting Standards Board (FASB) issued SFAS 133, which requires that every
derivative instrument be recorded on the balance sheet as an asset or liability measured at its market value and that o
changes in the derivative's market value be recognized currently in eamings unless specific hedge accounting
criteria are met,

. , . P
SFAS 133, as amended, requires that as of the date of initial adoption the difference between the market value of
derivative instruments recorded on the balance sheet and the previous carrying amount of those derivatives be ‘
reported in net income or other comprehensive income, as appropriate, as the cumulative effect of change in
accounting principle in accordance with APB Opinion No. 20, “Accounting Changes.”

Resulting from the adoption of SFAS 133, certain contracts in the power marketing operations and gas marketing
pperations that are periodically settled net were required to be recorded at market value. Previously, the Company -
aiccounted for these contracts on setflement. The cumulative impact of the adoption of SFAS 133 resulting from .
marking these contracts to market on January 1, 2001 was an eamings gain of approximately $6.3 million (3.9
million after tax) recorded as a cumulative effect of change in accounting principle in the Consolidated Statements - '
of Income. The majority of this gain results from the Company’s power marketing operations. SFAS 133 did not_
impact other commodity contracts because they were normal purchases and sales specﬁ' cally excluded from the
provisions of SFAS 133.

Unrealized losses totaling $3.2 million ($2.0 million after tax) arising ﬁom thc dlfference between the current
market value and the market value on the date of adoption is included in purchased electric energy in the
Consolidated Statements of Income for the year ended December 31,2001, Derivatives used in other commodity
marketing operations are not signif cant. i o ' o

Iln addition to Vectren’s wholly owned subsxdxanes ProLlancc Energy, LLC (ProLlance) an equity method
investment, adopted SFAS 133 during 2000. The Company’s share of the impact of adoption and continued use of
derivatives by ProLiance is primarily reflected in accumulated other comprehensive income due to the nature of the
derivatives used.

t

Results of Operations by Business Segment

|
Il'ollowmg is a more detailed discussion of the results of operations of the Company 8 regulated andnonregulated
businesses. The detailed results of operations for the regulated businesses and nonregulated businesses are

c:onsolldate those results into the Company’s Consolidated Statements of Income. The operations of the Corporate
and Other busmess segment which mclude pnmanly mformatlon technology semces are not sxgmf cant
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7 T-VI'{»e‘zsilltls of Opé}:a.iiohs' of the Regulated Businesses

The Company’s regulated operations are comprised of its Gas Utility Services and Electric Utility Services
sebments. The Gas Utility Services segment includes the operations of Indiana Gas, the Ohio operations, and
SIlGECO’s natural gas distribution business and provides natural gas distribution and transportation services to
nearly two-thirds of Indiana and west central Ohio. The Electric Utility Services segment includes SIGECO’s

power supply operations, power marketing operations, and electric transmission and distribution services, which

operate and maintain six coal-fired electric power plants and five gas-fired peaking units with a total of 1,271
m:egawatts of generating capacity to provide electricity to primarily southwestern Indiana. The resulis of regulated
operations before certain intersegment eliminations and reclassifications for the years ended December 31,2001,

2000, and 1999 are as follows:

— 2001

1959

NONRECURRING ITEMS

T millions, except per share amounts 2000
Gas TeVeniies - L0315 3 LR 0995
Cost of gas 708.2 5525 2664
; 323.3 160.5 233.2
E:lectric Tevenues 378.9 3364 3075
Cost of fue] & purchased power 166.1 112.1 93.0
ELLC TRIC OPERATING MARGLN 2128 124,53 214.5
'l;OTAL OPERATING MARGIN 536.1 490.6 447.7
OPERATING EXPENSES ‘ ‘
Other operating ' 234.7 209.9 187.5
Merger & infegration costs 2.3 32.7 -
Restructuring costs 15.0 - -
Depreciation & amortization 96.9 82.4 795
Income tax h 227 34.9 432
Taxes other than income axes 513 36.2 285
Total expenses 4234 396.1 338.7 B
(i)PERATlNG INCOME 112.7 94.5 109.0
Other — zet ' 50 5.0 43
Interest expense _ 70.1 46.1 36.8
Preferred dividend requirement of subsidiary 0.8 1.0 1.1
Income before cumulative effect of change
' : in accounting principle 4638 524 754
Cumulative effect of change in accounting
‘ principle - net of tax 3.9 - -
NETTNCOME, AS REFORTED 5 0.7 514 aa
Merger & integration costs - net of tax 17 316 -
Restructuring costs - net of tax 93 - -
Impaci of SFAS 133, including cunmlative effect -
of change in accounting principle - net of tax (19 . -
NETINCOME BEFORE NONRECURRING ITEMS ] 65.3 54 LN
EARNINGS PER SHARE, AS REPORTED 0.76 0.86 123
Merger & integration costs 0.12 0.51 -
Restructuring costs 0.14 - -
Tmpact of SFAS 133, including cunmlative effect B
of change in accounting principle (0.03)
EARNINGS PER SHARE BEFORE
' $ 0.9 1.37 123
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For 2001 compared to the prior year, eamings before the impact of nonrecurring items decreased $18.2 million dug o
to|extraordinarily high gas costs early in the year that unfavorably impacted margins and operating costs, ncludlng _
uncollectible accounts expense, interest, and excise taxes; heating weather that was 9% warmer than the prior year;
and lower margms on wholesale power marketing sales

e
For 2000 compared to 1999, earnings before the 1mpact of nonrecurring items mcreased $8.6 million pnmanly due T
fo|cooler temperatures, and the inclusion of the Ohio operations for two months, offset by a disallowance of gas
costs by the Indiana Utility Regulatory Commission UURC)

Utility Margin (Utxllty Operatmg Revenues Less Utlhty Cost of Gas, Cost of Fuel for -Eleciric Generatlon and
Purchased Electric Energy)

Gc‘zs Utility Margm

Gas Utility margin for the year ended December 31, 2001 of $323.3 million increased $57.0 million, compared to
20I00 For the incremental ten months from January through October from the Ohio operations, margin before the
1n~|1pact of higher gas costs and warmer weather was estimated at $82.5 mitlion. Net of this amount, gas utility
margin decreased by $25.5 million. The primary factors contnbutmg to this decrease wete weather that was 9%
whrmer than the prior year and the unfavorable impact on margin resulting from extraordinarily high gas costs early
m|2001 coupled with the effects of a weakening economy. The weather impact reduced margin by approximately
$18.0 million compared to the prior year penod The negative impact of higher gas costs on margin, along with

general economic conditions, approximated $9.4 million. These decreases were offset somewhat by customer

growth of nearly 1% compared to 2000. Including the Ohio operations, the Company’s total throughput was [99.8 -
MMDth in 2001, 181. 2MMDthm2000 and 1507MMDthm 1999. ‘

e
.
T

Gas Utility margin for the year ended December 31 2000, of $266.3 n'ulhon mcreased $33 1 million compared to
19[99 The Ohio operations represent $28.2 million of the increase. The remaining $4.9 million, or 2%, increase
attnbutable to Indiana Gas and SIGECO’s gas operations reflect 8% (11.9 MMDth) greater throughput due to much
calder temperatures during the fourth quarter of 2000 than in the fourth quarter of 1999 and a 2% growth in
customets. Residentia] and commercial sales rose 7% and 10%, respectively, during 2000. Temperatures were
11% colder in 2000 compared to 1999 and approached normal for the year. These favorable impacts were partially
offset by a $3.8 million disallowance of recoverable gas costs by the IURC, charged against gas revenues mn
December 2000.

. |
Cost of gas sold was $708.2 million in 2001, $552.5 million in 2000, and $266. 4 million in 1999 Of the increases,
the Ohio operations contributed $178.6 million in 2001 and $83.2 million in 2000. Excluding the Ohio operations,
cost of gas sold decreased $22.9 million, or 4% in 2001 and increased $202.9 million, or 76%, in 2000. The
changes are primarily due to fluctuations in average per unit purchased gas costs and the volume of dekatherms
sold. The total average cost per dekatherm of gas purchased by Indiana Gas and SIGECO was $5.73 in 2001, $5.72
in/2000, and $3.58 in 1999. The price changes are due pnmanly to changmg commodxty costs in the marketplace

S
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Electric Utility Margin

Ellectnc Utility margin for the year ended December 31, 2001 of $212.8 million decreased $11.5 million, or 5%,
compared to 2000 primarily from decreased margin on sales to wholesale energy markets and firm wholesale
costomers reflecting the weakened national economy, and a $3.2 million reduction in margin recorded to reflect
certain wholesale power marketing purchase and sale contracts at current market values as required by SFAS 133,
The decreases were partially offset by a 3% increase in residential and commercial sales due to cooling weather %
warmer than the prior year and a 3% increase in residential and commercial customer bases.

tr1

ectric Utility margin for the year ended December 31, 2000 of $2243 mllllon increased $9.8 mllhon, or 5%,
compared to 1999 pnmanly due to a $4.4 million increase in margins resulfing from wholesale energy market
activity. The remaining increase results from increased sales caused by the impact of much colder fourth quarter
temperatures on electric heating sales and a 5% growth in commercial customers during the year, Retail and firm
wholesale electric sa]es for 2000 increased 2% and total electnc sales increased 8%

I .




The cost of fuel and purchased power increased $54.0 million, or 48%, in 2001 compared to 2000 and increased

$19.1 million, or 20%, in 2000 compared to 1999. The increases result primarily from more whalesale energy
sales. Megawatt hours sold to the wholesale market increased 106% in 2001 compared to 2000 and increased 39%
in' 2000 compared to 1999. The 2001 increase was also affected by the reductions in margin recorded as a result of

SFAS 133,

Utility Operating Expenses (excluding Cost of Gas Sold, Fuel for Electric Generation & Purchased Electric Energy)

Utility Other Operating -

E%{cluding $31.4 million in additional expenses related to the Ohio operations, utility other operating expenses for
thle year ended December 31, 2001 decreased $6.6 million or 3% compared to 2000. The 2001 decrease results, . .
pll'imarily, from reduced maintenance expenditures and merger synergies in the current year, offset by increased

uncollectible accounts expense resulting from increased gas costs.

E!xcluding $7.1 million in expenses related to the Ohio operations, utility other operating expenses for the year
caded December 31, 2000 increased $15.3 million or 8% compared to 1999. The increase is primarily dueto

intcreased charges for use of corporate assets, including those assets which had useful lives shortened as aresult of

tl:le THerger. : e

&tiliw Depreciation & Amortization - ‘ : Co

I,]ti]ity depreciation and amortization increased $14.5 million, or 18%, and $2.9 million, or 4%, in 2001 and in
2000, respectively. The increases are duc to the inclusion of the Ohio operations and depreciation of normal utility
p‘llant additions at Indiana Gas and SIGECO. For the years ended Decernber 31, 2001 and 2000, the increase in
wtility depreciation and amortization related to the Ohio operations was $12.9 million, including amortization of

goodwill of $4.9 million, and $2.6 million, respectively.

(!Itility Income Tax ‘ \

Federal and state income taxes related to utility operations decreased $12.2 million and $8.3 million in 2001 and in |
ZiOOO, respectively. The 2001 decrease is due to lower pre-tax eamings. The effective tax rate decreased from 40%

ixl1 2000 to 33% in 2001. This decrease results primarily from a higher effective tax rate in 2000 due to the
nondeductibility of certain merger and integration costs.

Utility Taxes Other Than Income Taxes ce Tl
Utility taxes other than income taxes increased $15.1 million and $7.7 million in 2001 and in 2000, respectively.
The years ended December 31, 2001 and 2000 include $15.3 million and $7.1 million, respectively, of additional

t%,xpense related to the Ohio operations, primarily state excise tax.

|

Utility Interest Expense
Utility interest expense increased $24.0 million and $9.3 million, respectively, during the years ended December
31,2001 and 2000. The increases are due primarily to interest related to the financing of the acquisition of the
Ohio operations and increased working capital requirements resulting from higher natural gas prices.

-

Competition !
T B

: . e , L
'EI'he utility industry has been undergoing dramatic structural change for several years, resulting in increasing o
competitive pressures faced by electric and gas utility companies. Increased competition may create greater risks to
the stability of utility earnings generally and may in the future reduce carnings from retail electric and gas sales.
Currently, several states, including Ohio, have passed legislation allowing electricity customers to choose their
electricity supplier in a competitive electricity market and several other states are considering such legislation. At
the present time, Indiana has not adopted such legislation. Ohio regulation provides for choice of commodity for
'l gas customers. The Company plans to implement this choice for its gas customers in Ohio in 2002. Indiana has
ot adopted any regulation requiring gas choice; however, the Company has approved tariffs permitting large
volurne customers choice among commodity suppliers.

i
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O!thef Operating Matters

Midwest Independent System Operator

Tk!xc Federal Energy Regulatory Commission (FERC) approved the Midwest Independent System Operator (MISO) .
as the nation's first regional transmission organization. The Carmel, Indiana-based MISO began some operations in
D:ecember 2001 with control of 73,000 miles of transmission lines carrying up to 81,000 megawatts of power.

More than 20 states are included in the MISO from the Midwest and Plains states, to Texas, Arkansas, and part of
the Southeast. In December 2001, the TURC approved the Company's request for anthority to transfer operational

cc:mtxol over its electric transmission facilities to the MISO.

Tpe FERC has made regional transmission organizations a top priority since the California power crisis last winter.
Regional transmission organizations place public utility transtnission facilities in a region under common control to
bc!mst competition and to pravide more reliable power at lower rates. [ssues pertaining to certain of MISO’s tariff
charges for its services remain to be determined by the FERC. Given the outstanding tariff issues, as well as the

pﬁtential for additional growth in participation in MISO, the Company is unable to determine the impact MISO

platicipation may have on its operations. .

Operation of Wan“ick Station ‘ ’ » ' - e

It!l March 2001, Alcoa Power Generating, Inc., a subsidiary of ALCOA, INC. (ALCOA) began operating the
Warrick Generatig Station. Prior to March 2001 and since 1956, the Company operated the Warrick Generating
Station as an agent for ALCOA. Three generating units at the station are owned by ALCOA, and the Company
owns a fourth unit equally with ALCOA. The operating change has no impact on the Company’s entitlement to the

glcnerating capacity.

Under the new arrangement, the Company reimburses ALCOA for opetating costs pertaining to the Company’s
share of the fourth unit and pays ALCOA a fee for agency services. The reimbursed operating costs and the related
2 gency fee are expected to be comparable to the costs the Company would have incurred to operate and administer
its generating facilities under the previous operating arrangement. Therefore, this change is not expected to
negatively impact the Company’s financial results. Additionally, SIGECO has retained ALCOA as a wholesale
power and transmissjon services customer.

Enviionmental Matters

”{I’hc Company is subject to federal, state, and local regulations with respect to environmental matters, principally
allir, solid waste, and water quality. Pursuant to environmental regulations, the Company is required to obtain
(lnperating permits for the electric generating plants that it owns or operates and construction permits for any new
plants it might propose to build. Regulations concerning air quality establish standards with respect to both
ambient air quality and emissions from electric generating facilities, including particulate matter, sulfur dioxide
S0,), and nitrogen oxides (NOx). Regulations concerning water quality establish standards relating to intake and
Jischarge of water from electric generating facilities, including water used for cooling purposes in electric
gencrating facilities. Because of the scope and complexity of these regulations, the Company is unable to predict
|the ultimate effect of such regulations on its future operations, nor is it possible to predict what other regulations -
may be adopted in the future. The Company intends to comply with all applicable governmental regulations, but -

lyill contest any regulation it deems to be unreasonable or impossible.

Clean Air Act

|

NOx SIP Call Matter ‘ - : : I
The Clean Air Act (the Act) requires each state to adopt a State Implementation Plan (SIP) to attain and maintain
National Ambient Air Quality Standards (NAAQS) for a numbser of pollutants, including ozone. If the United
States Environmental Protection Agency (USEPA) finds a state’s SIP inadequate to achieve the NAAQS, the
USEPA can call upon the state to revise its SIF (a SIP Call).




In October 1998, the USEPA issued a final rule "Finding of Significant Contribution and Rulemaking for Certain
Sitatcs in the Ozone Transport Assessment Group Region for Purpases of Reducing Regional Transport of Ozone," |
(|63 Fed. Reg. 57355). This ruling found that the SIP’s of certain states, including Indiana, were substantially ‘
inadequate since they allowed for NOx emissions in amounts that contributed to non-attainment with the ozone
I\?AAQS in downwind states. The USEPA required each state to revise its SIP to provide for further NOx emission
reductions. The NOx emissions budget, as stipulated in the USEPA's final ruling, requires a 31% reduction in tota] |

NOx emissions from Indiana. o " S

I!n June 2001, the Indiana Air Pollution Control Board adapted final rules to achieve the NOx emission reductions =
required by the NOx SIP Call. Indiana’s SIP requires the Company to lower its system-wide NOx emissions to .14
IPrslmmbtu by May 31, 2004 (the compliance date). This isa 65% reduction from emission levels existing in 1998

and 1999. o
. The Company has initiated steps toward compliance with the revised regulations. These steps include installing ;
Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 (Culley), Warrick Generating
Sltation Unit 4 (Warrick), and A.B. Brown Generating Station Unit 2 (A.B. Brown). SCR systems reduce flue gas
NOx emissions to atmospheric nitrogen and water using ammonia in chemical reaction. This technology is known

to be the most effective method of reducing NOx emissions where high removal efficiencies are required.

The IURC issued an order that (1) approves the Company’s proposed project to achieve environmental compliance “
I:'uy investing in clean coal technology, (2) approves the Company’s cost estimate for the construction, subject to
ﬁeriodic review of the actual costs incurred, and (3) approves a mechanism whereby, prior to an electric base rate
:::ase, the Company may recover a return on ifs capital costs for the project, at its overall cost of capital, including a ’
teturn on equity. N : : UL

i C : - . L=
Based on the level of system-wide emissions reductions required and the control technology utilized to achieve the ’
reductions, the current estimated construction cost ranges from $175.0 million to $195.0 million and is expected to
llnc expended during the 2001-2004 period. Through December 31, 2001, approximately $22.5 million has been
?xpended, After the equipment is installed and operational, related additional annual operation and meintenance
expenses are estimated to be between $8.0 million and $10.0 million.

T =

”!I'he Company expects the Culley, Warrick and A.B. Brown SCR systems to be operational by the compliance date.
Installation of SCR technology at these stations is expected to reduce the Company’s overall NOx emissions to
levels compliant with Indiana’s NOx emissions budget allotted by the USEPA,; therefore, the Company has

tecorded no accrual for potential penalties that may result from noncompliance.

!Culley Generating Station Litigation o R
Tn the late 1990’s, the USEPA initiated an investigation under Section 114 of the Act of SIGECO’s coal-fired

Flectnc gencrating units in commercial operation by 1977 to determine compliance with environmental permitting
requirements related to repairs, maintenance, modifications, and operations changes. The focus of the investigation

lvas to determine whether new source review permitting requirements were triggered by such plant modifications,

:and whether best available cantrol technology was, ot shpuld have been, used. Numerous electric utilities were,
and are currently, being investigated by the USEPA under an industry-wide review for compliance. In July 1999,
SIGECO received a letter from the Office of Enforcement and Compliance Assurance of the USEPA discussing the
!iindustry‘wide investigation, vaguely referring to an investigation of SIGECO and inviting SIGECO to participate in
la discussion of the issues. No specifics were noted; furthermore, the letter stated that the communication was not
intended to serve as a notice of violation, Subsequent meetings were conducted in September and October 1999
with the USEPA and targeted utilities, including SIGECO, regarding potential remedies to the USEPA's general

allegations.

On November 3, 19‘99; the USEPA filed a lawsuit against seven utilities, including SIGECO. The USEPA a'lleges’ .
that, beginning in 1992, SIGECO violated the Act by: (1) making modifications to its Culley Generating Station in
Yankeetown, Indiana, without obtaining required permits; (2) making major modifications to the Culley Generating

sl .
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S|tat1on without mstallmg the best available cmlssxon control tcchnology, and (3) fallmg to notlfy the USEPA of the
modifications. In addition, the lawsuit alleges that the modifications to the Culley Generating Station required

SIGECO to begin complying with federal new source performance standards at its Culley Unit 3.

SIGECO believes it performed only maintenance, repair, and replacement activities at the Culley Generating
Station, as allowed under the Act. Because proper maintenance does not require permits, apphcatlon of the best
a'avallable emission control technology, notice to the USEPA, or compliance with new source review standards,
SIGECO believes that the lawsmt is without merit and intends to wgorously defend itself.

The lawsuit seeks ﬁnes agamst SIGECO in the amount of $27,500 per day per vmlatlon “The lawsuit does not -
spec1fy the number of days or violations the USEPA believes occurred. The lawsuit also seeks a court order
requmng SIGECO to install the best available control technology at the Culley Generating Station. If the USEPA
,were successful in obtaining an order, SIGECO estimates that it would incur capital costs of approximately $40.0
|rmlhon to $50.0 million to comply with the order. As a result of the NOx SIP call issue, the majority of the $40.0 ‘
million to §50.0 million for best available emissions technology at Culley Generating Station is included in the

$l75 0 million t to $195.0 mllhon cost range prewous]y discussed.

|
The USEPA has also issued an administrative notice of wolanon to SIGECO makmg the same al]egauons, but
allegmg that Vlolatxons bcgan in 1977. ——

While it is possible that SIGECO could be subjected to criminal penalties if the Culley Generating Station
lcontinucs to operate without complying with the permitting requirements of new source review and the allegations
are determined by a court to be valid, SIGECO believes such penalties are unlikely as the USEPA and the electric
utility industry have a bonafide dispute over the proper interpretation of the Act. Accordingly, the Company has
recorded no accrual, and the plant continues to operate while the matter is being decided.

Tl

Information Request ’ i
On January 23, 2001, SIGECO received an information request from the USEPA under Section 114 of the Act for
historical operanonal information on the Warrick and A.B. Brown generating stations. SIGECO has provided alf
information requested, and no further action has occurred.

il

Manufactured Gas Plants

In the past, Ind1ana Gas and others operated facilities for the manufacture of gas Given the avallablhty of natural,
gas transported by pipelines, these facilities have not been operated for many years. Under currently applicable
environmental laws and regulations, Indiana Gas and others may now be required to take remedial action if certain
byproducts are found above the regulatory thresholds at these sites,

Indiana Gas has identified the existence, location, and certain general characteristics of 26 gas manufacturing and
storage sites for which it may have some remedial responsibility. Indiana Gas has completed a remedial
investigation/feasibility study (RI/FS) at one of the sites under an agreed order between Indiana Gas and the Indiana
Department of Environmental Management (IDEM), and a Record of Decision was issued by the IDEM in January
2000. Although Indiana Gas has not begun an RUFS at additional sites, Indiana Gas has submitted several of the .
sites to the IDEM's Voluntary Remediation Program and is currently conducting some level of remedial activities
including groundwater monitoring at certain sites where deemed appropriate and will continue remedial activities at
the sites as appropnate and necessary. :

I

In conjunctmn with data compxled by expert consultants, Indlana Gas has acerued the estlmated costs for further
investigation, remediation, groundwater monitoring and related costs for the sites, While the total costs that may be
incurred in connection with addressing these sites cannot be determined at this time, Indiana Gas has accrued costs
that it reasonably expects to incur totaling approximately $20.4 million.




'
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The estimated accrued costs are limited to Indiana Gas’ proportionate share of the remediation efforts. Indiana Ges
hlés arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to
limit Indiana Gas’ share of response costs at these 19 sites to between 20% and 50%. .
,v - ) - . - L. - N - - ’
With respect to insurance coverage, Indiana Gas has received and recorded settlements from all known insurance
carriers in an aggregate amount approximating its $20.4 million accrual. B
Environmental matters related to manufactured gas plants have had no material irnpact on eamings since costs
‘ rgl:corded to date approximate PRP and insurance settlement recoveries. While Indiana Gas has recorded all costs
' v&lzhich it presently expects to incur in connection with activities at these sites, it is possible that future events may
require some level of additional remedial activities which are not presently foreseen.

Rate and Regulatory Matters e

C’}as and electric operations with regard to retail rates and charges, terms of service, accourting matters, issuance of -
s:ecm'itics, and certain other operational matters specific to its Indiana customers are regulated by the Indiana Utility
Regulatory Commission (IURC). The retail gas operations of the Ohio operations are subject to regulation by the
Public Utilities Commission of Ohio (PUCO). Changes in prices for fuel for electric generation and purchased
power are determined primarily by encrgy markets. Wholesale energy sales are subject to regulation by the Federal

Energy Regulatory Commission (FERC).

R O

(#as Cosls Proceedings ‘ 4 f g

1i5.djusmmm to rates and charges related to the cost of gas charged to Indiana customers are made through gas cost
adjustment (GCA) procedures established by Indiana law and administered by the [IURC. Similar adjustments to
the cost of gas charged to Ohio customers are made through gas cost recovery (GCR) procedures established by
(;)hio law and administered by the PUCO. GCA and GCR procedures involve scheduled quarterly filings and IURC
z}nd PUCO hearings to establish the amount of price adjustments for 2 designated future quarter. The procedures
also provide for inclusion in later quarters any variances between estimated and actual costs of gas sold in a given
quarter. This reconciliation process with regard to changes in the cost of gas sold closely matches revenues to

€Xpenses. : - -

’ll'he TURC has also applied the statute authorizing GCA procedures to reduce rates when necessary to limit net o
tl)perating income to a level authorized in its last general rate order through the application of an eamings test.
Recovery of gas costs is not allowed to the extent that net operating income for the longer of (1) a 60-month period,
lincluding the twelve-month period provided in the gas cost adjustment filing, or (2) the date of the last order
establishing base rates and charges exceeds the total net operating income authorized by the TURC. For the recent
past, the eamings test has not affected the Company’s ability to recover gas costs, and the Company does not
%mticipate the earnings test will restrict the recovery of gas costs in the near future.

:Rate structures for gas delivery operations do not include weather normalization-type clauses that authorize the
utility to recover gross margin on sales established in its last general rate case, regardless of actual weather patiemns.

- e e -

Commodity prices for natural gas purchases were significantly higher during the 2000 - 2001 heating season,
primarily due to colder temperatures, increased demand and tighter supplies. Subject to compliance with applicable
state laws, the Company's utility subsidiaries are allowed full recovery of such changes in purchased gas costs from
their retail customers through these commission-appraved gas cost adjustment mechanisms, and margin on gas
sales should not be impacted. However, in 2001, the Company’s utility subsidiaries experienced higher working
capital requirements, increased expenses including unrecoverable interest costs, uncollectible accounts expense,
and unaccounted for gas and some level of price sensitive reduction in volumes sold.

In March 2001, Indiana Gas and SIGECO reached agréément with the Indiana Ofﬁ;of’Utility Consutner
Counselor (OUCC) and the Citizens Action Coalition of Indiana, Inc. (CAC) regarding the matters raised by an
. R . N v R e L . Coee s R - . . o 7{;» ‘




[URC Order that dtsallowed $3 8 million of Indrana Gas gas procurement costs for the 2000 2001 heatmg season
which was recognized during the year ended December 31, 2000. As part of the agreement, the companies agreed -
to contribute an additional $1.7 million to assist qualified low income gas customers, and Indiana Gas agreed to

clredrt $3.3 million of the $3.8 million disallowed amount to its customers’ April 2001 utility bills in exchange for

bloth the OUCC and the CAC dropping their appeals of the [URC Order. In April 2001, the [URC issued an order
approving the setflement. Substantially all of the financial assistance for low income gas customers has been
dlstnbuted in 2001.

Fuel & Purchased Power Costs

Adjustments to rates and charges related to the cost of fucl and thc nct cnergy cost of purchased power charged to
Indxana customers are made through fuel cost adjustment procedures established by Indiana law and administered
by the TURC. Fuel cost adjustment procedures involve scheduled quarterly filings and TURC hearings to establish
the amount of price adjustments for future quarters. The procedures also provide for inclusion in a later quarter of
any variances between estimated and actual costs of fuel and purchased power in a given quarter. The order ‘
provrdes that any over-or-under-recovery caused by variances between estimated and actual cost i 2 given quartcr
will be included in the second succeeding quarter's adjustment factor. This continuous reconciliation of cstlmated
1|ncrementa1 fuel costs bllled w1th actual incremental fuel costs incurred closely matches revenues to expenses. ‘

An earnings test similar to the test restricting gas cost recovery is the prmcrpal restriction to recovery of fuel cost
1|ncreases This eammgs test has not affected the Company's ability to recover fuel costs, and the Company does
not anticipate the earnings test wrll restnct the recovery of fuel costs in the near future
As a result of an appeal of a generic order issued by the [URC in August 1999 regardmg guidelines for the recovery
of purchased power costs, SIGECO entered into a settlement agreement with the QUCC that provides certain terms
w1th respect to the recoverability of such costs. The scttlement, originally approved by the IURC in August 2000,

s been extended by agreement through March 2002 and additional settlement discussions are expected in 2002. ‘
Under the setflement, SIGECO can recover the entire cost of purchased power up to an established benchmark, and

during forced outages, SIGECO will bear a limited share of its purchased power costs regardless of the market costs™

at that time. Based on this agreement, SIGECO believes it has limited its exposure to unrecoverable purchased
power costs. ‘ ' o
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: Resolts of Operations of the Ni onregulated Businesse's:

The Company isalso mvolved in nom‘egulated actmtles in four primary husmess areas: Energy Marketing and
Services, Coal Mining, Utility Inftastructure Services, and Broadband. Energy Marketing and Services markets
natural gas, provxdes fuel supply management, and provides energy performance contracting services. Coal Mining
pfovndes the mining and sale of coal to the Company’s utility operations and to other third parties and generates
moomc tax credits through an IRS Section 29 investment tax credit relating to the production of coal-based
syrllthetlc fuels. Utility Infrastructure Services provides underground construction and repair, facilities locating, and

meter reading, Broadband invests in broadband communication services such as cable television, high-speed

Internet, and local and long distance phone services. In addition, the nonregu]ated group has investments in other

bu'smesses that invest in other energy-related opportumtlcs and provxdc supply chain services, debt collection e
sellwces and environmental compliance testing services. The results of nonregulated operations before certain :

intersegment eliminations and reclassifications for the years ended December 31, 2001, 2000, and 1999 are as
follows:

In puilions, except per ST ST - ' 2001 — 2000 L

“Energy services & ofhier revenues $ 7596 F 4935 5 2013
Co!st of energy services & other revenues 7202 468.8 241.8
TOTAL OPERATING MARGIN — 394 AT U3
Intlersegment Revenues, net of costs 19 18 -
Expenses
Operating expenses . 36.6 204 166
Merger & integration costs ‘ . - ) 1.6 -
Restructuring costs 39 - -
Total expenses 405 prAY 16.6
‘OPERATING INCOME " X3 5 A
Other income: L o
Equity in earnings of unconsolidated affiliates ] N 14.1 . 58 64
Other — net 119 194 108
Total other income 260 8.2 I7.2
Interest expense 122 10.2 6.1
INCOME BEFORE TAXES 14.6 235 14,0
Income tax ' o CO(50) a7 06
Mllnonty intersst : 0.6 L1 0.9
Income before exu'aordmary loss . 19.0 ] L7 125
Exraordinary loss - net of tax ) - -
NET INCOME, AS REPORTED § 13 $§ 27 $ 125
:Mcrgcr & infegration costs - net of tax - Lo -
Restructuring costs - net of tax 29 7 - -
IGam on restructuring of a nonregulated investment - net of tax - 4.9) -
Exnaordmary loss - net of tax : o 77 - - o
'NET INCOME BEFORE NONRECURRING [TEMS $ 219 $ 178 $§ 125
EARNINGS PER SHARE, AS REPORTED 017 § 035 § 020
Merger & integration costs - 0.02 -
ilRestrucmring costs ‘ 0.04 ) - -
Gain on restructuring of a nonregulated investment v - (0.08)
Exlxaordmary loss 0.12 - -

For; 2001 compared to 2000, net income before nonrecurring items mcreased $4 1 mllhon pnmanly dueto
1norieased earnings from Energy Marketing and Services' investment in ProLiance and expanded coal mining
operations, partially offset by losses incurred by Vectren Communication Services, Inc., a broadband constructwn
and consultlng company




Flor 2000 compared to 1999, net income before the impact of nonrecurring items increased $5.3 million primarily
due to increases in income from Energy Marketing and Services’ consolidated operations, and Coal Mining
operations, and income from leveraged lease and notes receivable investments, offset by lower earnings from
ur;zconsolidated affiliates. : :

ELcrgy Services & Other Revenues

Revenues fram Vectren's non-utility operations (primarily the operating companies of its Energy Marketing and
Sérvices, excluding ProLiance which is reported as equity in earnings of unconsolidated affiliates, as described
bélow, and Coal Mining groups) for the year ended December 31, 2001 were $759.6 million, compared to $493.5
million in 2000 and $261.3 million in 1999. The significant increases over prior year amounts are primarily from

Er'xe'rgy Marketing and Services’ natural gas marketing operations resulting from higher prices for natural gas

rc:ﬂected in sales to its customers and increased volume.

CLsts of Energy Services & Other

.
i

Lo
{

C(l)st of energy services and othef increased $251.4 million and $227.0 million, respectively, for the years ended
December 31, 2001 and 2000. These costs are primarily the cost of natural gas purchased for resale by Energy
Marketing and Services’ wholly owned gas marketing operations. The increases are primarily due to hi gher per

unit purchased gas costs and growth in natural gas marketing sales.

Norregulated Margin

Margin from nonregulated operations for the year ended December 31, 2001 was $39.4 million compared to $24.7
million, and $19.5 million for the same periods in 2000 and 1999, respectively. The $14.7 million increase in 2001 |
was primarily driven by expanded coal mining operations adding margin of $14.2 million in 2001 and $1.8 million
in|2000. The Company's sccond mine began operations in the first quarter of 2001, The $5.2 million increase in
2000 was primarily driven by the wholly owned and majority owned operations of the Energy Marketing and
Selrvices group reflecting the continued growth of its natural gas marketing operations and its performance
contracting operations, including several large contracts in progress. The 2001 increase, however, was offset by a

detreasein margin of $7.9 million incurred by the Company’s broadband construction and consulting operations.

Nonregulated Operating Expenses (excluding Costs of 'Energy Services & Other Revenues)

Nonregulated operating expenses consist of other operating expenses, depreciation and amortization, and taxes
ather than income taxes. For the years ended December 31, 2001 and 2000, nonregulated operating expenses
increased $16.2 million and $3.8 million, respectively. Growth in both years is primarily attributable to continued
growth at Energy Marketing and Services and Coal Mining. In addition, the 2001 increase was affected by
increased uncollectible accounts expense of $2.2 million in the natural gas marketing operations.

Nonre gulated Other Income

Equity in Earnings of Unconsolidated Affiliates

Foi' the year ended December 31, 2001, eamnings from unconsolidated affiliates increased $4.3 million compared to
2000; however, excluding the gain recognized in 2000 related to restructuring Broadband’s investment in
SIGECOM, LLC of $8.0 million, eamings from unconsolidated investments increased $12.3 million. The increase
is due to increased earnings from Energy Marketing and Services’ investment in ProLiance, an energy marketing
joint venture, and a gain on the sale of one of Haddington Energy Partners, LP’s {Haddington) investments, (See
belbow for more information on ProLiance’s earnings contribution.)

In March 2001, Haddington, an investment accounted for on the equity method and included in the Other Business

group, sold its investment in Bear Paw Investments, LLC (Bear Paw) in exchange for a combination of cash and

sec|urities. The cost of Haddington’s Bear Paw investiment approximated $5.1 million, and the net proceeds

* recgived totaled $18.1 million, resulting in a gain of $13.0 million. The Company recognized its portion of the pre- ‘
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tax gain, allocated per the terms of the partnership agreement, through equity in eaminga of unconsolidated
affrliates. The amount of the pre-tax gain recognized by the Company approximates $3.9 million.

Equrty in earnings of unconsolidated affliates mcreased $3 4 million for the year ended Dec ember 31 2000,
compared to the prior year. The increase in 2000 is due primarily to the $8.0 million net gain related to the
resh'uctwmg of Broadband’s investment in SIGECOM. The increase was partially offset by lower pre-tax eamings
recoghized from ProLiance and lower other mvestment eammgs

Other - Net b e
Nonregulated other-net decreased $7. 5 million for the year ended December 31 2001. The decreascs are due toa

$213 million gain on the sale of a partial interest in an Energy Marketing and Services’ investment and 2 $1.1

milion premium earned by the Other Business group for a loan guarantee, both occurring in the second quarter of

2000. The remaining decreases are due to fluctuations in interest income and less leveraged lease income as a

result of the current year dxvestrture of those 1nvestments

Nolnregulated other-net mcreased 58 6 million for the year ended December 31, 2000, compared to the prior year

pnlmanly due to increased interest income mainly from the Company’s investments in structured finance and

mvestment transactions, mcludmg leveraged leases.

|

- . iy

Nonregulated Interest Expense

Nonre gulated interest expense increased by $2.0 million and $4.1 tnillion, respectively, for the ycars ended -
Decerber 31,2001 and 2000 when compared to the prior year. The increases were due primarily to increased debt
to fund additional mvestments in nonregulated busmesses

Nonregulated Income Tax

Federal and state income taxes related to nonregulated operatrons decreased $5.7 million for the year ended

De'cembcr 31,2001 compared to the prior year. The decrease results from a lower effective tax rate offset by
hrgher pre-tax eamings. The nonregulated group’s effective tax rate was lowered due fo the utilization of tax -
credits. For the year ended December 31, 2000 compared to 1999, income taxes were comparable. —

Other Operating Matters

Acquisition of Miller Pipeline Corporation by Reliant Services, LLC

In ll)ecember 2000, Reliant Services, LLC (Reliant), an equity method investment owned jointly and equally by
Vectren and Cinergy Corp., purchased the common stock of Miller Pipeline Corporation (Miller) from NiSource,
Inc} for approximately $68.3 million. Vectren and Cinergy Corp. each contributed $16.0 million of equity, and the
remaining $36.3 million was funded with 7-year intermediate bank loans, The acquisition combines Reliant’s
utrl{lty services of underground facrhty locating, contract meter reading, and installation of telecommunications and
electric facilities with Miller's underground pipeline construction, replacement, and repair services. Miller is one
of the nation’s premier natural gas distribution contractors with over 50 years of experience in the construction

mdtxsu'y, currently providing such services to Indiana Gas among other customers.

ProLiance Energy, LLC . o )
ProLiance Energy, LLC (ProLiance), a nonregulated, energy marketmg affiliate of Vectren, began provrdmg o

nanllral gas and related services to Indiana Gas, Citizens Gas and Coke Utility (Citizens Gas), and others in April

199|6 ProLiance also provides services to the Ohio operations, Effective in March 2001, the operating agreement
behlaveen Vectren and Citizens Gas was modified to increase on a prospective basis Vectren’s allocable share of
profits and losses from 50% to 52.5%. The provisions of the operating agreement call for governance, including

votm g rights, to remain at 5 0% for cach member As govemanoe of ProLrance remams equal between the o

?:7




members, Vectren continues to acoount for its mvestment in ProLiance ﬁsing the equity method of accounting, For
the years ended December 31, 2001, 2000, and 1999, ProLiance’s contribution to Vestren’s pre-tax eamings was
$12.8 million, $5.4 million, and $6.1 million, respectively.

the quarterly GCA process administered by the ITURC. On September 12, 1997, the IURC issued a decision finding
the gas supply and portfolio administration agreements between ProLiance and Indiana Gas and ProLiance and
Citizens Gas to be consistent with the public interest and that ProLiance is not subject to regulation by the [URC as -

- ajpublic utility. The TURC's decision reflected the significant gas cost savings to customers obtained through

P{IoLiance's services and suggested that all material provisions of the agreements between ProLiance and the
utilities are reasonable, Nevertheless, with respect to the pricing of gas commodity purchased from ProLiance, the
price paid by ProLiance to the utilities for the prospect of using pipeline entitlements if and when they are not
required to serve the utilities’ firm customers, and the pricing of fees paid by the utilities to ProLiance for portfolio
aéiministration services, the [URC concluded that additional review in the GCA process would be appropriate and
directed that these matters be considered further in the pending, consolidated GCA proceeding involving Indiana
Gas and Citizens Gas. ' S

The TURC bas recently commenced the processing of the further GCA proceeding regarding the three pricing 7

issues. The [URC has indicated that it will also consider the prospective relationship of ProLiance with the utilities j
it} this proceeding. Discovery is ongoing in this proceeding, and an evidentiary hearing is scheduled for May 2002.

Until the issues reserved by the [URC are resolved, Vectren will continue to reserve a portion of its share of
ProLiance eamings. :

In August 1998, Indiana Gas, Citizens Gas and ProLiance each received a Civil Investigative Demand (CID) from
th:c United States Department of Justice requesting information relating to Indiana Gas' and Citizens Gas'
rellationships with and the activities of ProLiance, The Department of Justice issued the CID to gather information
regarding ProLiance's formation and operations, and to determine if trade or commerce has been restrained. In
Oltober 2001, the Antitrust Division of the Department of Justice informed the Company that it closed the

investigation without further action,

Utilicom Networks, LLC & Related Entities

Utilicom Networks, LLC (U_tificbm) isa provider of bundled communication services through high capacity
broadband networks, including cable television, high-speed Internet, and local and long distance telephone services. -
Tt!le Company has a 14% interest in Class A units of Utilicom, which is accounted for using the equity method of

aclcounting. The company also has a minority interest in SIGECOM Holdings, Inc. (Holdings), which was formed
by Utilicom to hold the interests in SIGECOM, LLC (SIGECOM). The Company accounts for its investment in

H%)]dings on the cost method. SIGECOM provides broadband services to the greater Evansville, Indiana, area.
Utilicom plans to provide broadband services to the greater Indianapolis, Indiana, and Dayton, Ohio, markets.

The Comphﬁy’s investment in Utilicom and related entities are subject to risks common in companies in developing

ini ustries, including, but not limited to, and evolving and unpredictable business model, davelopment of new
tecl:hnolo gical innovations, customer acceptance of new solutions and services, dependence on key personnel, and a
limited operating history.

Ini ecember 2000, Utilicom announced plans to raise $600.0 million in capita] to establish separate operating

ventures in Indianapolis and Dayton and to recapitalize SIGECOM. The Company has committed to invest uptoa

total of $100.0 million in Utilicom and the Indianapolis and Dayton ventures subject to Utilicom obtaining
commitments for the entire $600.0 million of anticipated funding. The Company’s investments may take the form
oficonvertible subordinated debt or common equity. At December 31, 2001, the remaining commitment is $86.5
million. '

At Decerber 31, 2001, the Comj;éhy has $24.§ million of notes receivable from Uﬁlicom—related entities which are . .

convertible into equity interests. Notes receivable totaling $22.9 million are convertible into Class A units of

The sale of gas and provision‘ of ather services to Indiana Gas by ProLiznce is squect to regulatory review through ‘
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Utilicom at the Company s option or upon the event of a pubhc offering of stock by Utilicom and $1.9 million are
; convertible into common equity interests in the Indianapolis and Dayton ventures at the Company’s option. Upen -
% conversion, the Company would have up to a 12% interest in Utilicom, assuming completion of all required

ﬁimdmg and up to a 31% interest in the Indianapolis and Dayton ventures, Investments in convertible notes
recelvable are included in other mvestments

In July 2001 Utilicom announced adelay in fundmg of the Indxanapohs and Dayton prolects This delay, with

vyhxch Company management agrees, is due to the current environment within the telecommunication capital
markets, which has prevented Utilicom from obtaining debt financing on terms it considers acceptable, While the -
ehshng investors are still committed to the Indianapolis and Dayton markets, the Company is not required to and

dloes not intend to proceed unless the Indianapolis and Dayton projects are fully funded. This delay necessitated
and resulted in the extension of the franchising agreciments mto the third quartcr of 2002.

A}t December 31, 2001 and 2000, the Company’s combined mvestment in equity and debt securities of Utilicom-
related entities totaled $39.3 rmlhon and $32.5 million, respectwely

Sngmﬁcant Accountmg Policles

A{s described in Notc 210 the consolidated ﬁnanc1al statements, s1gmﬁcant accountmg pohcxcs include the
following: _

Use of Estimates _ _ ) . -

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses durmg the reporting period. Actual results could dxffer from these cs'nmatcs

Utility Plant & Deprecmtlon

Utility plant is stated at historical cost, including an allowance for the cost of funds used during constructlon
(AFUDC) Depreciation of utility property is provided using the straight-line method over the estimated service

lives of the depreciable assets. AFUDC tepresents the cost of borrowed and equity funds used for construction -
purposes and is charged to construction work in progress during the construction period and is included in other —

n?t in the Consolidated Statements of Income. Maintenance and repairs, including the cost of removal of minor

itnlams of property and planned major maintenance projects, are charged to expense as incurred. When property that
represents a retirement unit is replaced or removed, the cost of such property is credited to utility plant, and such

cost, together with the cost of removal less salvage, is charged to accumulated deprecmtlon

Impairment Review of Long- vaed Assets

Long-llved assets are reviewed for i 1mpa1rment n accordance with SFAS No. 121, “Accounting for Irnpalrment of
L?ng-vaed Assets and for Long-leed Assets to be Disposed Of” as facts and circumstances indicate that the
carrying amount may be impaired. Specifically, the evaluation for impairment involves the comparison of an
asset’s carrying value to the estimated future cash flows the asset is expected to generate over its remaining life. If
this evaluation were to conclude that the carrying value of the asset is impaired, an impairment charge would be
re'corded as a charge to operations based on the difference between the asset’s carrying amount and its fair value.
Tfle same policy is currently utilized for goodwill. s
vestments in Unconsolidated Affliates ] '\ -
| ' R
Inlvcstments in unconsolidated afﬁllates where the Company has si gmﬁcant mﬂuence are accounted for using the
eqmty method of accounting. The Company’s share of net income or loss from these investments isrecordedin =~
equn:y in earnings of unconsolidated affiliates. Dividends are recorded as a reduction of the carrying value of the -
mvestment when received, Invcstments in unconsohdated affiliates where the Company does not have sxgmﬁcant
' : ) 29
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mﬂuencc are accounted for at cost less write-downs for declines in value judged to be other than temporary.
D1v1dends are recorded as other-net when received.

Regulation
Retail public utility operations affecting Indiana customers are subject to regulatxon by the Indiana Utility

Regu]atory Commission ([TURC), and retail public utility operations affecting Ohio customers are subject to
; rlegulatmn by the Public Utilities Commission of Ohio (PUCO). The Company’s wholesale energy transactions are
‘ subject to regulation by the Federal Energy Regulatory Commission (FERC). _
SFAS 71
The Company’s accounting pohcles give recognition to the rate-making and accounting practices of these agencies
and to accounting principles generally accepted in the United States, including the provisions of SFAS No. 71
“Accountmg far the Effects of Certain Types of Regulation” (SFAS 71). Regulatory assets represent probable
future revenues associated with certain incurred costs, which will be recovered from customers through the rate-
‘ n‘mkmg process. Regulatory liabilities represent probable future reductions in revenues associated with amounts
; tl‘1at areto be crechtcd to customcrs through the rate-makmg pmccss
. TPe Company contmually assesses the rccovm'abﬂlty of costs recognized as regulatory assets and the ability to
cclmtmue to account for its activities in accordance with SFAS 71, based on the criteria set forth in SFAS 71. Based
on current regulation, the Company believes such accounting is appropriate. If all or part of the Company's
aperations cease to meet the criteria of SFAS 71, a write-off of related regulatory assets and liabilities could be
relqulred In addition, the Company would be requxred to determine any impairment to the carrying costs of
deregulated plant and inventory assets ) . B 0

Refundable or Recoverable Gas Costs, Fuel for Electric Production & Purchased Power

All metered gas rates contain a gas cost adjustment clause that allows the Company to charge for changes in the
cost of purchased gas. Metered electric rates typically contain a fuel adjustment clause that allows for adjustment
m‘charges for electric energy to reflect changes in the cost of fuel and the net energy cost of purchased power.
Mthrcd electric rates also allow recovery, through a quarterly rate adjustment mechanism, for the margin on
electric sales lost due to the implementation of demand side management progratns.

The Company records any under-or-over-recovery resulting from gas and fuel adjustment clauses each month in
revenues. A coresponding asset or liability is recorded until the under-or-over-recovery is billed or refunded to
utility customers. The cost of gas sold is charged to operating expense as delivered to customers, and the cost of

fuel for electric generation is charged to operating expensc when consumed. i o

Revenues o ' - ; :

\ ;_ » . ) PR -
Revenues are recorded as products and services are delivered to customers. To more closely match revenues and
expenses, the Company records revenues for all gas and electricity delivered to customers but not billed at the end
of the accountmg period. .

| - Impact of Recently Issued Accounting Guidance on Future Operations

SF.L\S 141 & 142 o | o

ThL FASB issued two new statements of financial accounting standards in July 2001: SFAS No. 141, “Business
Cm‘nbmatlons” (SFAS 141), and SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS 142), These
mterrela_ted standards changer the accounting for business combinations and goodwill in two significant ways: C

SF S 141 requires that the purchase method of accounting be used for all business combinations initiated after
June 30,2001. Use of the pooling-of-interests method is prohibited. This change docs not affect the poolmg-of-
mterest transaction forming Vectren.
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: !SFAS 142 changes the accounting for goodwill from an amortization approach to an impairment-only approach.
lThus, amortization of goodwill that is not included as an allowable cost for rate-making purposes will cease upon
adoption of the statement. This includes goodwill recorded in past business combinations, such as the Company’s
|acq'uisitirm of the Ohio operations. Goodwill is to be tested for impairment at a reporting unit level at least
annually. , ‘ L™

e |-

|SFAS 142 also requires the initial impairment review of all goodwill and other intangible assets within six months
of the adoption date, which is January 1, 2002 for the Company. The impairment review consists of a comparison
of the fair value of a reporting unit to its carrying amount. If the fair value of a reporting unit is less than its
:carrying amount, an impairment loss would be recognized. Results of the initial impairment review are to be
treated as a change in accounting principle in accordance with APB Opinion No. 20 “Accounting Changes.” An
impairment loss recognized as 4 tesult of an impairment test occurring after the initial impairment review is to be
reported as a part of operations.

elmy significant intangible assets.

SFAS 142 also cﬁénées certain aspects of accdunting for intangible assets; however, the Company does nothave -~ - —-

’lI'hc adoption of SFAS 141 will not materially impact operations. As required by SFAS 142, amortization of
goodwill relating to the acquisition of the Ohio operations, which approximates $5.0 million per year, will cease on
{ anuary 1, 2002. Initial impairment reviews to be performed within six months of adoption of SFAS 142 are not
expected to have a significant impact to operations. ,

SFAS 143 _ o , : ;
I|n July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). SFAS
1|43'requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it -
i§ incurred. When the liability is initially recorded, the entity capitalizes the cost by increasing the carrying amount
o[f the related long-lived asset. Over time, the liability is accreted to its present value, and the capitalized cost is
depreciated over the useful life of the related asset. Upon settlement of the liability, an entity either settles the
obligation for its recorded amount or incurs a gain or loss upon settlement. SFAS 143 is effective for fiscal years
beginning after June 15, 2002, with earlier application encouraged. The Company is currently evaluating the ]
impact that SFAS 143 will have on its operations. S _ : e

SFAS 144 : ;

Ir|1 October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived —
Alssets” (SFAS 144). SFAS 144 develaps one accounting model for all impaired long-lived assets and long-lived

aksets to be disposed of. SFAS 144 replaces the existing authoritative guidance in FASB Statement No. 12 I,
“L\ccounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” and certain -

as:pects of APB Opinion No. 30, “Reporting Results of Operations-Reporting the Effects of Disposal of a Segment

of a Business.” . 1 =
Tlhié new accounting model retains the framework of SFAS 121 and requires that those impaired long-lived assets
and long-lived assets to be disposed of be measured at the lower of carrying amount or fair value (less cost to sell
for assets to be disposed of), whether reported in continuing operations or in discontinued operations. Therefore,
dilscontinued operations will no longer be measured at net realizable value or include amounts for operating losses
th‘at have not yet occurred. ) . , o

e - . ) , - L R

SFAS 144 also broadens the reporting of discontinued operations to include all components of an entity with
ollnerations that can be distinguished from the rest of the entity and that will be eliminated from the ongoing
oqmations of the entity in a disposal transaction. ;
SFAS 144 is effective for fiscal years beginning afler December 15, 2001, with earlier application encouraged. The
Company is evaluating the impact SFAS 144 will have on its operations. N
i . - . t =




' Financial Condition

'ic Company’s equity capitalization objective is 40-50% of total capitalization. This objective may have varied,
and will vaty, depending on particular business opportunities and seasonal factors that affect the Company’s

0 peration. The Company’s equity component was 45% and 51% of total capitalization, including current maturities

of long-term debt and long-term debt subject to tender, at December 31, 2001 and 2000, respectively.

Short-term cash working capital is required primarily to finance customer accounts receivable, unbilled utility
revenues resulting from cycle billing, gas in underground storage, prepaid gas delivery services, capital
expenditures, and investments until permanently financed. Short-term borrowings tend to be greatest during the
summer when accounts receivable and unbilled utility revenues related to electricity are highest and gas storage
facilities are being refilled. However, working capital requirements have been significantly higher throughout 2001
due to the extraordinarily high natural gas costs early in 2001 and the acquisition of the Ohio operations, initially

funded with short-term barrowings. , o , ) . o

The Company éxpects the majority of its capital expenditures and debt security redemptions to be provided by
in'temally generated funds; however, additional financing may be required due to the possible early redemption of
debt at Indiana Gas and significant capital expenditures for NOx compliance equipment at SIGECO.

VUHI's and Indiana Gas’ credit ratings on outstanding senior unsecured debt at December 31,2001 are A-/A2.
SIGECO’s credit ratings on outstanding secured debt at December 31, 2001 are A-/A1. VUHI’s commercial paper

has a credit ratin g of A-2/P-1. Vectren Capital Corp. debt is rated BBB+ by Standard & Poor's. _

Cash Flow From Operations ) o i o . R
T}lxe Company’s primary source of liquidity to fund working capital requirements has been cash generated from
operations, which totaled approximately $183.5 million, $40.7 million, and $149.2 million, for the years ended

Dc'eccmber 31,2001, 2000, and 1999, respectively.

Cash flow from operations increased during the year ended December 3 1, 2001 compared to 2000 by $142.8
rru;llion due primarily to favorable changes in working capita! accounts due to the normalization of gas prices.

Ca!sh from operations decreased during 2000 as compared to 1999 by apprdximately $108.5 million. The decrease
is primarily attributable to merger and integration costs causing lower net income, increased recoverable fisel and

natural gas costs, and increased working capital requirements resulting from higher natural gas costs.

Financing Activities

Sources & Uses of Liquidity

AtiDecember 31, 2001, the Company has $540.0 million of short-term borrowing capacity, including $360.0
million for its regulated operations and $180.0 million for its nonre gulated operations, of which $85.8 million is
available for regulated operations and $62.5 million is available for nonregulated operations. Included in regulated
capacity is VUHI's credit facility, which was renewed in June 2001 and extended though June 2002. Aspartofthe
renewal, the facility’s capacity was decreased from $435.0 million to $350.0 million. Indiana Gas’ $155.0 million
commercial paper program expired in 2001 and was not required and, therefore, not renewed.

<

During the five-year period 20022006, maturities and sinking fund requirements on long-term debt subject to
ma:ndatory redemption (in millions) are $1.3 in 2002, $17.3 in 2003, $16.3 in 2004, $39.3 in 2005, and $1.3 in
2006. Also during the five-year period 2002-2006, exercisable put provisions on long-term debt (in millions) are
$11.5 in 2002, $3.5 in 2004, $10.0 in 2005 and $53.7 in 2006. ,
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At December 31, 2001, $113.0 million of Vectren Capital senior unsecured notes and $98.3 million of Vectren
Capital bank loans, which as a result of certain terms including cross-defaults and ratings triggers, would provide
that the full balance outstanding is subject to prepayment if the ratings of Indiana Gas and SIGECO declined to
BBB/BaaZ or the ratings of Vectren Capital declined to BB+/Bal. AtDecember 31, 2001, $273.3 million of _
commcrclal paper was supported by the VUHI facility whercby VUHI must maintain a ratmg of better than
IT%B+/Ba1

Fmancmg Cash Flow |

C\ash flow required for financing activities of $2.6 million for the year ended December 31, 2001 includes $41.8
million of reductions in net borrowings and $69.5 million in common stock dividends, offset by the issuance of
$129 4 million of common stock. During 2001, $344.0 million of net proceeds from long-term debt issuances was_
utxhzcd to pay down short-term borrowings.

Clash flow provided by ﬁnancmg activities of $638.7 million for the year ended December 31, 2000 includes $694.3
n\nlhon of additional net borrowings offset by $60.0 million of dividends on shares of commen stock. This is an
increase of $576.6 million over the prior year due primarily to funding the acquisition of the Ohio operations and
increased working capital requxrements

Fi'znancmg the Ohio Operatzons Purchase

On October 31, 2000, the acquisition of the Ohio operations was completed for a purchase price of approximately
465.0 million. Commercial paper and $150.0 million in floating rate notes were issued to fund the purchase. The
oating rate notes’ interest rate was equal to the three-month US dollar LIBOR rate plus 0.75%. Concurrent with

e completion of this financing, an interest rate swap was executed which in effect resulted in a fixed rate of

64%. During 2001, the Company has refinanced these interim borrowing arrangements with permanent financing
the form of new equity and long-term debt

™ &3

5o o

In January 2001, the Company fileda regis&ation statement with the Securities and Exchange Commission with
respect fo 2 public offering of 5.5 million shares of new common stock. In February 2001, the registration became
effective, and an agreement was reached to sell approximately 6.3 million shares (the original 5.5 million shares,
plus an over-allotment option of 0.8 million shares) to a group of underwriters. The net proceeds from the sale of
common stock totaled $129 4 mllllon

In September 2001, VUHI filed a shelf registration statement with the Securities and Exchange Commission with
re]spect to a public offenng of $350.0 million aggregate principal amount of unsecured senior notes, guaranteed
_|0mt1y and severally by SIGECO, Indiana Gas, and VEDO. In October 2001, VUHI issued senior unsecured notes
with an aggregate principal amount of $100.0 million and an interest rate of 7.25%, and in December 2001, issued
the remaining aggregate principal amount of $250.0 million at an interest rate of 6.625% (the December Notes).
The December Notes were priced at 99.302% to yield 6.69% to maturity. The net proceeds from the sale of the
se:nior notes and settlement of hedging arrangements totaled $344.0 million.

Other Financing Transactions

IniSeptember 2001, the Company notified holders of SIGECO’s 4.80%, 4.75%, and 6.50% preferred stock of its
intention to redeem the shares. The 4.80% preferred stock was redeemed at $110.00 per share, plus $1.35 per share
injaccrued and unpaid dividends. Prior to the redemption, there were 85,519 shares outstanding. The 4.75%
preferred stock was redeemed at $101.00 per share, plus $0.97 per share in accrued and unpaid dividends. Prior to
the redemption, there were 3,000 shares outstanding. The 6.50% preferred stock was redeemed at $104.23 per
shire, plus $0.73 per share in accrued and unpaid dividends. Prior to the redemption, there were 75,000 shares
outstanding. The total redemption pnce was $17.7 mJIhon . ‘ R

The Comparny has $31.5 million of adJUStable rate pollution control seties first mortgage bonds and $22.2 million of
adJustable rate pollution control series unsecured senior notes which could, at the election of the bondholder, be
tcr%dercd to the Company when interest rates are reset. Prior to the latest reset on March 1, 2001, the interest rates
were reset annually, and the bonds were prescnted as current liabilities. Effective March 1, 2001, the bonds were




reset fora five-year petiod and have been cla#siﬁcd as long-term debt.

n December 2000, Vectren Capital Corp., a wholly owned consolidated subsidiary that provides financing for the -
_ompaty’s nonregulated operations and investments, issued $78.0 million of private placement unsecured senior
Rotes to three institutional investars. The issues and terms are $38.0 million at 7.67%, due December 2005; $17.5
tillion at 7.83%, due December 2007; and $22.5 million at 7.98%, due Decernber 2010. The issues have no
sinking fund requirements. The net proceeds totaling $77.4 million were used to repay outstanding short-term

borrowings. :

In December 2000, $20.0 million of 15-Year Insured Quarterly (IQ) Notes at an interest rate of 7.15% and $50.0
million of 30-Year IQ Notes at an interest rate of 7.45% were issued. Indiana Gas has the option to redeem the 15-
Year 1Q Notes, in whole or in part, from time to time on or after December 15, 2004 and the option to redeem the
30-Year IQ Notes in whole or in part, from time to time on or after December 15, 2005. The IQ notes have no
sinking fund requirements. The net proceeds totaling $67.9 million were used to repay outstanding commercial
p'aper utilized for general corporate purposes.

Capital Expenditures, Other Investment Activities, Guarantees, & Other Commitments

Cash required for investing activities of $168.9 million for the year ended December 31, 2001 includes $235.3
million of requirements for capital expenditures and proceeds from the sale of leveraged leases of $53.8 million.
Ixiwesting activities for the years ended December 31, 2000 and 1999 were $681.6 million and $201.3 million,
respectively. The $480.3 million increase occurring in 2000 is principally the result of the $463.3 million

acquisition of the Ohio operations and additional capital expenditures for coal mining development costs.

Planned Capital Expenditures & Investments . RS
. N‘lcw construction, normal system maintenance and improvements, and information technology investments needed
e to provide service to a growing customer base will continue to require substantial expenditures. Additionally,

' dlln'ing the three-year period 2002-2004, construction costs for NOx emissions control equipment are estimated to
total between $150.0 miltion and $170.0 million and additional generation is planned, The Company’s anticipated
investments in unconsolidated affiliates during the next five years will also require funding. Capital expenditures

and investments in unconsolidated affiliates for the five year period 2002 - 2006 are estimated as follows: -

In millions 2007 2003 2004 2005 2006

7!1?—-7[:' R 7

apital expenditures )
Regulated (1) $ 1657 $ 2343 § 1344 $ 1194 § 150.8
Nonregulated 20.6 89 13.5 74 13.9
Corporate & other 254 322 13.5 8.7 53

Total capital expenditures  § 211.7 3§ 2754 § 1614 & 1333 1700

Investments in unconsolxdated_

affiliates o S 138§ 555 S 338 § 313 § ILS

(1) Includes expenditures for NOx compliance of approximately $35.9 million in 2002, $101.3 million in 2003 and $15.1 )
million in 2004. o . : .

Guiarantees & Other Commitments ' ’ ' g

Guarantees B ) ) :

Th;c Company is party to financial guarantees with off-balance sheet risk. These guarantees include debt guarantees
and performance guarantees, including the debt of and performance of energy efficiency products installed by
aﬁ[xliated compan_ies. The Company estimates these guarantees totaled $114.6 million at Deqemb_er 31,2001 Of _ -

'. L SRR V1 e .. e
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hat amount, $32.9 miltion relates to the Company’s guarantee of Energy Systems Group, LLC’s (ESG) surety
bonds and performance guarantees. ESG is  two-thirds owned consolidated subsidiary.

, |Spe:ciﬁc to the ESG guarantees, the Company is obligated for amounts due to various insurance companies for —
surety bonds should ESG default on obligations to complete construction, pay vendors or subcontractors, and
:.I:.chicve energy guarantees, Through December 31, 2001, the Company has not been called upon to satisfy any
obligations pursuant to the guarantees.

l.{ental Commitments .
Future minimum lease payments required under operating leases that have initial or remaining noncancelable lease
terms in excess of one year during the five yeats following 2001 and thereafter (in millions) are $4.4 in 2002, $4.5 '
in 2003, $3.9 in 2004, $3.0 in 2005, $3.0 in 2006 and $5.6 thereafter. Total lease expense (in millions) was $6.2 in
2001, $3.4 in 2000 and $2.7 in 1999, o o

‘v : g Forward-Looking Information

A “safe harbor” for forward-looking statements is provided by the Private Securities Litigation Reform Act of 1995
(Reform Act of 1995). The Reform Act of 1995 was adopted to encourage such forward-looking statements -
without the threat of litigation, provided those statements are identified as forward-looking and are accompanied by
meaningful cautionary statements identifying important factors that could cause the actual results to differ

thaterially from those projected in the statement. Certain matters described in Management’s Discussion and

.f}nalysis of Results of Operations and Financial Condition, including, but not limited to Vectren's realization of net

merger savings and ProLianc, are forward-looking statements, Such statements are based on management’s

beliefs, as well as assumptions made by and information currently available to management. When used in this

filing, the words “believe,” “anticipate,” “endeavor,” “estimate,” “expect,” “objective,” “projection,” “forecast,”

“goal,” and similar expressions are intended to identify forward-looking statements, In addition to any assumptions

and other factors refetred to specifically in connection with such forward-looking statements, factors that could
cause the Company's actual results to differ materially from those contemplated in any forward-looking statements
included, among others, the following: ' : -

*  Factors affecting utility operations such as unusual weather conditions; catastrophic weather-

related damage; unusual maintenance or repairs; unanticipated changes to fossil fitel costs;
~ unanticipated changes to gas supply costs, or availability due to higher demand, shortages,

transportation problems or other developments; environmental or pipeline incidents;
transmission or distribution incidents; unanticipated changes to electric energy supply costs, or
availability due to demand, shortages, transmission problems or other developments; or electric
transmission or gas pipeline system constraints.

*  Increased competition in the energy environment including effects of industry restructuring and

unbundling.

" Régulatory factors such as unanticii)atgd changes in rate-settiné policies o procedures,
recovery of investments and costs made under traditional regulation, and the frequency and
timing of rate increases. -,

*  Financial or regulatory accounting principles or policies imposed by the Financial Accounting
Standards Board, the Securities and Exchange Commission, the Federal Energy Regulatory
Commission, state public utility commissions, state entities which regulate natural gas
transmission, gathering and processing, and similar entities with regulatory oversight.

*  Economic conditions including the effects of an economic downturn, inflation rates, and
monetary fluciuations.




.

*

»  Changing market conditib_rié anda variety of other factors associated with physical energy and

capacity, interest rate, and warranty risks.
. Avqilability or cost of .caiaifai, resulting from changes in the Company, including its security
- Tatings, changes in interest rates, and/or changes in market perceptions of the utility industry
" and other energy-related industries. ‘ - : :
2 Employee workforce factors including changes in key exccutives, collective bargaining
agreements with union employees, or wark stoppages.

* . Legal and rcgﬁ]étory delays and other obstacles associated with mergers, acquisitions, and
investments in joint ventures. : : :

‘. Cds{sAa»rrxdf other effects of legal and administrative praceedings, settlernents, investigations,

~claims, and other matters, including, but not limited to, those described in Management's
Discussion and Analysis of Results of Operations and Financial Condition.

* environmental laws and regulations.

The Company undertakes no obligation to publicly update or revise any forward-looking statements, whether as a
result of changes in actual results, changes in assumptions, or other factors affeqﬁng such statements,

I'J‘I‘EM 7A. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

The Compahy is exposed tobmarket risks associated with commodity prices, interest rates, and countér-party credit,
These financial exposures are monitored and managed by the Company as an integral part of its overall risk
m|anagemcnt program. _ :

C(I)mmodity Price Risk The Company’s regulated operations have limited exposure to commodity price risk for
purchases and sales of natural gas and electric energy for its retail customers due to current Indiana and Ohio
regulations, which subject to compliance with applicable state regulations, allow for recovery of such purchases
through natural gas and fuel cost adjustment mechanisms.

The Company does engage in limited wholesale power marketing and other marketing activities that may expose it
tojcommodity price risk associated with fluctuating eloctric power, natural gas, and coal commodity prices.

(<]

Thle Company’s wholesale power marketing activities manage the utilization of its available electric generating
capacity. The Company’s other commodity marketing activities purchase and sell natural gas and coal to meet
customer demands. These operations enter into forward contracts that commit the Company to purchase and sell

commodities in the future.

Commodity price risk results from forward sales contracts that commit the Company to deliver commodities on
specified future dates. Power marketing uses planned unutilized generation capability and forward purchase
corlltracts to protect certain sales transactions from unanticipated fluctuations in the price of clectric power, and
periodically, will use derivative financial instruments to protect its interests from unplanned outages and shifis in
demand. Additionally, other commodity marketing activities use stored inventory and forward purchase contracts
fo protect certain sales transactions from unanticipated fluctuations in commodity prices.

Open positions in terms of price, volume and specified delivery points may occur to a limited extent and are
managed using methods described above and frequent management reporting,
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financial trading activities including, but not limited to, price, basis, credit, liquidity, volatility,

. ‘C'hanges in federal, state or local legislature requirements, such as changes in tax laws or rates,




Market risk is measured by management as the potential impact on pre-tax eamings resulting from & 10% adverse
change in the forward price of commodity prices on market sensitive financial instruments (all contracts not
expected to be settled by physical receipt or delivery). For the year ended December 31, 2001, a 10% adverse
lchange in the forward prices of electricity and natural gas on market sensitive financial instruments would have
decreased pre-tax eamings by approximately $2.0 million,

Commodity Price Risk from Unconsolidated Affiliate. ProLiance Energy, LLC (ProLiance), a nonregulated, energy
;markeﬁng affiliate, engages in energy hedging activities to manage pricing decisions, minimize the risk of price
volatility, and minimize price risk exposure in the energy markets. ProLiance's market exposure arises from
Tstorage inventory, imbalances, and fixed-price forward purchase and sale contracts, which are entered into to
support ProLiance's operating activities. Currently, ProLiance buys and sells physical commodities and utilizes
|ﬁnanc:ial instruments to hedge its market exposure. However, net open positions in terms of price, volume and
|spcciﬁed delivery point do occur. ProLiance manages open positions with policies which limit its exposure to
market risk and require reporting potential financial exposure to its management and its members. As a result of
ProLiance's risk management policies, management believes that ProLiance's exposure to matket risk willnot -

Tesult in material camings or cash flow loss to the Company.
Interest Rate Risk. The Company is exposed to interest rate risk associated with its adjustable rate borrowing

:;mangements. Its risk management program seeks to reduce the potentially adverse effects that market volatility
may have on operations. :

Yl.Inder normal circumstances, the Company tries to limit the amount of adjustable rate borrowing arrangements
exposed to short-term interest rate volatility to a maximum of 25% of total debt. However, there are times when

this targeted level of interest rate exposure may be exceeded. To manage this exposure, the Company may
periodically use derivative financial instruments to reduce camings fluctuations caused by interest rate volatility.

At December 31, 2001, such obligations represented 29% of the Company's total debt portfolio, due primarily to
financing the increased working capital requirements resulting from extraordinarily high gas costs experienced

during the 2000 ~ 2001 heating season. ) ) .

E
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Market risk is estimated as the potential impact resulting from fluctuations in interest rates on adjustable rate
borrowing arrangements exposed to short-term interest rate volatility including bank notes, lines of credit,
commercial paper, and certain adjustable rate long-term debt instruments. At December 31, 2001 and 2000, the
combined borrowings under these facilities totaled $404.2 million and $782.4 million, respectively. Based upon
average borrowing rates under these facilitics during the years ended December 31, 2001 and 2000, an increase of
100 basis points (1%) in the rates would have increased interest expense by $6.2 million and $3.4 million,
rTspectively. _ ) o -
Other Risks By using forward purchase contracts and derivative financial instruments to manage risk, the Company
exposes itself to counter-party credit risk and market risk. The Company manages this exposure to counter-party
credit risk by entering into contracts with financially sound companies that can be expected to fully perform under
the terms of the contract. The Company attempts to manage exposure to market risk associated with commodity
ctontra’cts and interest rates by establishing and monitoring parameters that limit the types and degree of market risk
that may be undertaken. As of December 31, 2001, the Company has a net receivable from Enron Corp. of
pproximately $1.0 million, which has been fully reserved.

=

- R

The Company’s customer receivables from gas and electric sales and gas transportation services are primarily

derived from a diversified base of residential, commercial, and industrial customers located in Indiana and west .
central Ohio. The Company manages credit risk associated with its receivables by continually reviewing :
creditworthiness and requests cash deposits based on that review. Credit risk associated with certain investments is

also managed by a review of creditworthiness and receipt of collateral.
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TTEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

MANAGEMENT'S RES:P(_)_NSIBILITY. FOR FINANCIAL STATEMENTS_
'll'he management of Vectren Corparation is responsible for the preparation of the consolidated financial statements
and the related financial data contained in this report. The financial statements are prepared in conformity with
accounting principles generally accepted in the United States and follow accounting palicies and principles

alpplicable to regulated public utilties. » D

The integrity and objectivity of the data in this report, including required estimates and judgments, are the
responsibilities of management. Management maintains a system of internal control and utilizes an internal —
auditing program to provide reasonable assurance of compliance with company policies and procedures and the

safeguard of assets. _ . e 1

The board of directors pursues its responsibility for these financial statemends through its audit committee, which

meets periodically with management, the internal auditors and the independent auditors, to assure that each is

carrying out its responsibilitics. Both the internal auditors and the independent auditors meet with the andit -
committee of Vectren Corporation's board of directors, with and without management representatives present, fo

dliscuss the scope and results of their audits, their comments on the adequacy of internal accounting control and the

quality of financial reporting. o _
. . 7j ] R I o
, l -

/$/ Niel C. Ellerbrook

* Niel C. Ellerbrook o -
Chairman & Chief Executive Officer - - .
nuary 24, 2002. ‘ ] . . Lok -

oy
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Sharcholders and Board of Directors of Vectren Corporation: o
We have audited the accompanying consolidated balance sheets of Vectren Corporation (an Indiana

* corporation) and subsidiary companies as of December 31, 2001 and 2000, and the related consolidated S
statements of income, common shareholders' equity and cash flows for each of the three years in the
period ended December 31, 2001, These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audits, . P e

We conducted our audits in accordance with auditing standards generally accepted in the 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 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Vectren Corporation and subsidiary companies as of December 31,
2001 and 2000, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2001, in conformity with accounting principles generally accepted in the
United States. . ) o e
As discussed in Note 16 to the consolidated financial statements, effective January 1, 2001, the Company
changed its method of accounting for derivative instruments and hedging activities.

"/S/ Arthur Andersen LLP
= .. Arthur Andersen LLP

Indianapolis, Indiana,
January 24, 2002. B
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' VECTREN CORPORATION AND SUBSIDIARY COMPANIES

«  CONSOLIDATED BALANCE SHEETS
" (In millions)
o . - At December 31,
- 2001 2000
ASSETS
Current Assets ' ‘ o
- Cash & cash equivalents ) $ 272§ 152
Accounts receivable-less reserves of $5.9 & )
$5.7, respectively N 213.8 295.4
Accrued unbilled revenues 784 1434
Inventories 71.4 95.2
liécoverqble_ﬁxel & natural gas costs 165 96.1
Prepayments & other current assets 1034 62.3
Total current assets , ST 076
Utility Plant ) ) ‘ .
Original cost ’ 2,903.2 2,788.8
Less: accumulated depreciation & amortization 1,308.2 1,233.0
~ Net utility plant 1,595.0 1,555.8
MVesméqtsmunconsolidatecf affiliates l 21T 1086
Other investments ' 100.3 1715
Non-utility property-net 1817 1044
Goodwill-net o 1931 1980
Regulatory assets ) 614 563
Other assets ' ' 26.9 24.1

TOTAL ASSETS B ] 3 28568 29263

40




SV o U sy vareegrgyoweiesmry

VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CQNSOLIDATED BALANCE SHEETS

(In millions) )
' . At December3l,
T L o o W00
LIABILITIES & SHAREHOLDERS' EQUITY ‘
Current Lialéilities o o o ) a '4 : B
Accounts payable % 144§ 1535
Accounts payable to affiliated companies o - 372 150.4
Accrued liabilities _ _ o 1014 162
Short-term borrowings ' 3817 6099 = k
Notes payable, 6.64% - 1500 :
Long-term debt subject to tender . _ , _ 115 537
Current maturities of long-term debt 1.3 0.2
Total current Tiabilities _ , 6775 12239
Deferred Income Taxes & dthéxj Liabilities c ;
Deferred income taxes 2067 2
Deferred credits & other liabilities 1081 92
Total deferred credits & other liabilities 3148 3203 .
Commitments & Contingencies (Notes 4, 13-15) ' ' . N
Minority_"ﬁiterest in Subsidiary o ' T 14 _ 14 ; N
Capitalization " ‘ - - o
Long-term debt-net of cutrent maturitiesand 7 » ) _—
~ debt subject to tender ' 1,0140 6320
. ) } =
Cumulative preferred stock of subsidiary 7 7 )
~ Redeemable ‘ , 05 8.1 :
Nonredeemable . 89
Total preferred stock of subsidiary , ] 0.5 e
Common shareholders' equity v 7 _ |
Common stock (no par value) - issued & outstanding v o
67.7 and 61.4, respectively : 346.] 217.8
Retained earnings 4983 . 5064
Accumulated other comprehensive income 42 75
Total common sharcholders” equity 8486 317
. Total capitalization » 1,863.1 1,380.7
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $ 2868 § 2963

The accompanying notes ate an intégral patt of these cansolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES

~ CONSOLIDATED STATEMENTS OF INCOME

(In mllhons except per share amounts)

" Year Bnded December 31,

The aci:ompanying notes are an integral part of these éonsolidatgd financial statements,

42

" 2001 2000 TRy
OPERATING REVENUES e i
Gas utility § 1,03L5 ) Bi88 § 4996
Electric utility 3789 3364 307.5
Energy services & other 759.6 4935 2613
-Total operating revenues 2,170.0 1,648.7 1,068.4"
OPERATING EXPENSES |
Cost of gas sold 708.2 5525 266.4
Fuel for electric generation 744 757 72.2
Purchased clecmc energy .. 917 364 208
Cost of ¢ energy services & other 720.2 468.8 418
Other operating . 236.9 199.4 189.5
Merger & integration costs 28 4L -

- Restructuring costs _ 19.0 - -
Depreciation & amortization 123.7 _ 1057 87.0 -
Taxes other than income taxes 53.5 380 299 .

Total operating expenses 20504 15176 ~ 9078
‘OPERATING INCOME 305 3T T60.3~
OTHER INCOME . o - '
Equity in eamings of unconsolidated affiliates 14.1 9.8 6.4
Other - net ' 16.3 3.7 14.1
Tofal other income 304 335 203
Interest expense 86 304 25
TNCOME BEFORE INCOME TAXES 874 — 1082 1384
Income taxes 186 34.2 AT
Minority interest in subsndnary 0.6 L0 09
Preferred dividend requirement of subsidiary 08 Lo 1.1
_ ATIVE - =
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE 674 7.0 98.7
Extraordinary loss — net of tax _ 7.7 -
Cumulative effect of change in accounting principle — net of tax 39 - -
NETINCOME o 5 636 3§ (2 I Y
AVERAGE COMMON SHARES OUTSTANDING 66.7 613 613
DILUTED COMMON SHARES OUTSTANDING 66.9 61.4 61.4
BEARNINGS PER SHARE OF COMMON STOCK: -
BASIC
INCOME BEF ORE BXTRAORDINARY LOSS & CUMULATIVE . -
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE 5 1.01 $ L1g8 § 1.48
Exfraordinary loss - net of tax 0.12) - -
Cumulative effect of change in acéouming principle - net of tax 0.06 - -
A § STOCK 095 3 LB ¥ 18
* DILUTED o :
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE .
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE § Lo % 17 5 148
. Extraordinary loss— net of tax ) . - (0.12) -
Cumulative effect of change in accounting principle - net of tax 0.06 - -
DILUTED EARNINGS PER SHARE OF COMMON STOCK 5 035 3§ TI7
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES [
CONSOLIDATED STATEMENTS OF CASH FLOWS R
(In millions) ' )
: "
. e
© 77 77 Year Ended December 31,
2001 2000 1999 \
'CKSH’FEOWSFRUMGP‘ERAHNG ACTIVITIES , T : -
Net income S 5 66 § 0 0§ 907
Adjustments to reconcile net income to cash from operating activities: ’ -
Depreciation & amortization 1237 105.7 87.0 )
Deferred income taxes & investment tax credits 98 (59 13
Equity in camings of unconsolidated affiliates ’ (14.1) 9.8) 64
Net unrealized gain on derivative instruments, including ' )
cumnulative effect of change in accounting principle 3.1 - -
Extraordinary loss on sale of leveraged leases - net of tax 77 - o _
Other non-cash charges- net 208 94 s N
Changes in assets and liabilities: _ -
Accounts receivable & accrued unbilled revenue 1284 . (255.8) (23.6) R
Inventories 239 178 7.8 ‘ -
Recoverable fuel & natural gas costs 19.6 (82.3) 03 o
Prepayments & other current assets . (40.5) G4 @8 B
Regulatory assets ' » (15) Sy .0 0
Accounts payable, including to affiliated companies ' S (222 208.2 nr
" Accrued lisbilities ) (29.7) 24 34
Other noncurrent assets & liabilities . , , 29) i) (148
"ol adustments , 153 BTy 383
" Net cash flows Irom operabing activities 183.5 07 IW )
‘CKSH‘FEDWS‘(EEQU]REDTUR’)‘FROM FINANCING ACTIVITIES
Proceeds from: . o
Long-term debt - net of issuance costs 3440 1453 108.5
Issuance of common stock - net of issuance costs 1294 ) - - r
Shmt-texm notes payable - 150.0 -
Requirements for: ’ '
Retirement of short-term notes payable , (150.0) . -
Dividends on common stock (69.5) (60.0) (57.4) 7
' Dividends on preferred stock of subsidiary 0.8) 1.0) 1.1
! Retirement of long-term debt . - (7.6) (3.3) (66.7)
' Redemption of preferred stock of subsidiary (17.7) 20 0.1
Retirement of common stock . . . - - 23) ‘» ]
Net change in short-term borrowings (228.2) 4023 817 B
Proceeds {payments) from exercise of stock options & other 2 74 0.5
i Net cash Tlows {required for) Irom financing activities (&) 6387 ] ol
TASHTLOWS (REQUIRED FOR) FROM TNVESTING ACTIVITIES ' -
Proceeds from: ) .
Sale of leveraged lease investments 53.8 - -
Unconsolidated affiliate distributions o 225 10 46
Notes receivable & other collections ) 16.7 9.0 2.5 .
Requirements for: ) 7 ‘ L
Capital expenditures _ . o (@353 (164 (135.9) '
Acquisition of Ohio operations ' - (463.3) _
Unconsolidated affiliate investments @ (294) (%)
Leveraged fease investments - - {46.8)
Notes receivable & other investments (3.9 " (40.6) (22.0) B
‘Net tash Tlows (required for) mvesting activities (168.9) [(3:3%)] WLy
Net increase (decrease) in cash & cash equivalents 120 2.2) 10.0
Cash & cash equivalents at beginning of period ' ' 15.2 174 74
Tash & cash equivalents at end of perod 5 271 LI . S T V
- 'The accompanying notes are an integral part of these consolidated financial statements. B
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY -
I (In millions, except per share amounts)
Common Stock
- - Accumulated
Restricted Other
_ Stock  Retained Comprehensive
A Shares  Amount  Grants Earnings Income {Loss) Total
Balance at December 31, 1998 614 $ 2186 § (14 $ 4607 § - § 6779
Comprehensive income: '
Net income » 90.7 _90.7
Minimum pension liability adjustments & ,
other - net of tax 0.1) .1
Total comprehensive mcome 90.6
Common stock: . -
Dividends ($0.94 per share) _ » B (574) (57.4)
Repurchases (0.1) 2.3) 2.3)
Othet 12 0) @1 1.0
Balance at December 31, 1999 613 2173 @3 339 @) 008"
Comprehensive income: - e
Net income ‘ 7 720 720,
Minimum pension lability adjustments &
: other - net of tax 0.1 0.1
* Comprehensive income of unconsolidated :
affiliates - net of tax 73 75
Total|comprehensive Tncome 196
Common stock dividends (§0.98 per share) 7 ~(60.0) (60.0)
Other | ' 0.1 18 , 05 23
Balance at December 31, 2000 614 2193 (1.5 Sho.d 15 31T
Comprehensive income: o
Net income 1 63.6 63.6
Minimum pension liability adjustments & o
other - net of tax C @ 1.7
Complrehensivc income of unconsolidated Coe
affiliates - net of tax (1.6) (1.6)
Total comprehensive income 60.3
Common stock:
Issluance - net of $5.1 issuance costs 6.3 1294 , 1294
Dilvidends ($1.03 per share) ‘ (69.5) (69.5)
Other : o - 0.1 (1.0) (2.2) (3.3
Balance at December 31, 2001 G175 386 § (23§ 4983 S 47 § 8486

The acédrhpanying noiés are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
: .NOTES TO THE CONSOLIDATED FINAN CIAL STATEMENTS

1. Organization and Nature of Operations

Overview b
Vectren Corporation (the Company or Vectren), an Indiana corporation, is an energy and applied technology

holdmg company headquartered in Evansville, Indiana, The Company was organized on June 10, 1999 solely for

thc purpose of effecting the merger of Indiana Energy, Inc. (Indiana Energy) and SIGCORP, Inc. (SIGCORP). On
March 31, 2000, the merger of Indiana Energy with SIGCORP and into Vectren was consummated with a tax-free |
exchange of shares and has been accounted for as a pooling-of-interests in accordance with Accounting Principles
Board (APB) Opinion No. 16 “Business Combinations” (AFB 16).

'[|he Company’s whotly owned subsidiary, Vectren Utility Holdings, Inc. (VUHI), serves as the intermediate
holdmg company for its three operating public utilities: Indiana Gas Company, Inc. (Indiana Gas), formerly a
wholly owned subsidiary of Indiana Energy, Southem Indiana Gas and Electric Company (SIGECQ), formerly a
vyholly owned subsidiary of SIGCORP, and the Ohio operations (defined hereafter). Both Vectren and VUHI arg
exempt ﬁ'om regxstratlon pursuant to Scctlon 3(X1) and 3(c) of the Publlc U’uhty Holdmg Company Act of 1935.
I’ndlana Gas provxdes natural gas distribution and ﬁ'ansportatmn services to a dwcrsxﬂed customer base in 311
c:ommumtlcs in 49 of Indiana’s 92 counties. SIGECO prov1des electric gencratmn, transmission, and distribution
services to Evansville, Indiana, and 74 other communities in 8 counties in southwestern Indiana and participates in
the wholesale power market. SIGECO also provides natural gas distribution and transportation services to
}%vansvﬂle, Indiana, and 64 communities in 10 counties in southwestern Indiana. The Ohio operatlons prov1de
nlatural gas distribution and transportation services to Dayton, Ohio, and 87 other communities in 17 countics in
west central Ohio.

The Company is also mvolved m nonrcgulatcd actmucs n four primary busmess areas: Energy Marketmg and
Semces, Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services markets
rlnatural gas, provndcs fuel supply management, and provides energy performance contracting services. Coal Mining
Irov1des the mining and sale of coal to the Company’s utility operations and to other third parties and generates
income tax credits through an Internal Revenue Service (IRS) Code Section 29 investment tax credit relating to the,
Rroductmn of coal-based synthetic fuels. Utility Infrastructure Services provides underground construction and
repair, facilities locating, and meter reading. Broadband invests in broadband communication services such as
cable television, high-speed Internet, and advanced local and long distance phone services. In addition, the
rllonrcgulated group has investments in other businesses that invest in energy-related opportumtles and provide
supply chain services, debt collection servxces and environmental comphance testmg services,

Acquisition of the Natural Gas Dlstnbutxon Assets of The Dayton Powcr and nght Company
On October 31, 2000, the Company acquired the natural gas distribution assets of The Dayton Power and nght

(llompany for approximately $465.0 million. The acquisition has been accounted for as a purchase transaction in
al.ccordance with APB 16, and accordingly, the results of operations of the acquired businesses are included in the '
accompanying fmancxal statements since thc datc of acquisition. B

+ .

’ll‘he Company acquired the natural gas dlstnbutmn assels as a tenancy in common thmugh two separate wholly
owned subsidiaries. Vectren Energy Delivery of Ohio, Inc. (VEDO) holds a 53% undivided ownership interest in
he assets, and Indiana Gas holds 2 47% undivided ownershlp interest. VEDO is the operator of the assets, and
hese operatxons are referred to as “the Ohio operatlons

The purchase price was allocated to the assets and liabilities acquired based on the fair value of those assets and
iabilities as of the acquisition date. Because of the regulatory environment in which the Ohio operatmns operate,
he book value of rate-regulated assets and liabilities is generally considered to be fair value. Goodwill, in the

amount of $198.0 million, has been recognized for the excess amount of the purchase price paid over the fair value
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: o:f the nct assets acqutred Prior to the Company s adoption of Statement of F: manc1al Accounting Standards

(SFAS) No,142 “Goodwill and Intangible Assets” on January 1, 2002, this goodwill was amortized on a straight-
line basxs over 40 years. (See Note 19 for further information on the adoption of this standard )

and basic and diluted eamnings per share for the year ended December 31, 2000 would have been $1,831.1 million,
$|72 0 million, $1.17, and $1.17, respectively. For the year ended December 31, 1999, pro forma operating
revenues, net income and basic and diluted earnings per share would have been $1,287.3 million, $87.4 million,
$11.43, and $1.42, respectively. This pro forma information is not necessarily indicative of the results that actually
W
intended tobe a projection of future rcsults These pro forma results are unaudited.

[ =

Summary of Significant Accountmg Pollcies »

A. Principles of Consohdatlon
historical basis as restated for the effects of the pooling-of-interests transaction completed on March 31, 2000
etween Indiana Energy and SIGCORP. The consolidated financial statements include the accounts of the
Company and its wholly owned and majority owned subsidiaries, after elimination of i intercompany transactions
and also reflect the consolidation of a majority-owned affiliate, Energy Systems Group, LLC, which was an equity
method investment of Indiana Energy and SIGCORP prior to the merger.

U“

For the three months ended March 31, 2000, operating revenues and net income contributed by the predecessor
compames were $172.0 million and $22.1 million, respectively, by Indiana Energy and $187.4 million and $19.3
mxlhon, respectively, by SIGCORP. For the year ended December 31, 1999, operating revenues and net income
contributed were $433.3 million and $38.7 million, respectively, by Indiana Energy and $604.5 million and $52.1
m'xlhon respectively by SIGCORP, :

Bl Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reportmg period. Actual results could differ from these estimates.

C! Cash & Cash Equivalents

Allhighly liquid investments with an original maturity of three months or less at the date of purchase are
onsidered cash equivalents. Cash paid during the periods reported for interest, income taxes, and acquired assets
and liabilities is as follows:

«

Year Ended December 31,

n millions 2001 2000 1999
ash paid for ‘ ,
Interest (net of amount capitalized)  § 74.9 § 557 $ 343
Income taxes - 38.0 53.5 36.9
Details of acquisition {Note 1)
Book value of assets acquired $ - $ 2781 $ -
Liabilities assumed . - 79 -

| Net assets acquired - $ 2702 5 -
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Had the acquisition of the Ohio operations occurred on Ianuary 1 1999 pro forma operating revenues, net income,

ould have ocourred if the transaction had been consummated at the beginning of the periods presented and is not ‘

The accompanying consolidated financial statements for periods prior to March 31, 2000 reflect the Company on a ‘
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D, Tnventories _
Inventories consist of the following;

| ) ) . At December 31,

In rillions - 2001 2000

l('}as_in_ storage —at LIFO cost 3 243 $ 190

Matenals & supplies : 215 17.0

pas in storage — at average cost 11.6 494

Fuel (coal & oil) for electric generation 10.3 44
‘ Fmission allowances ) 14 39

Other 23 1.5

- Tatal inventories LN ¥ D A L)

Based on the average cost of gas purchased durmg December, the cost of replacing the current portlon of gasin
storage carried at LIFO cost exceeded LIFO cost at December 31, 2001 and 2000 by approximately $17.9 million
and $64.3 million, respectively. All other inventories are camed at average cost,

E. Utlhty Plant & Depreciation

(—‘

tlhty plant is stated at historical cost, mcludmg an allowance for the cost of funds used during construction

. . Original ~ Percentof ~  Original  Percent of
" Cost  Original Cost Cost  Original Cost

7as utility plant - ST5230 3.6%  $134309 . 3.6%
Electnc utility plant ‘ 1,148.9 3.3% 1,136.8 31.3%
Common utility plant 41.3 26% 473 3.3%
Construction work in progress 190.0 - 60.8 -

Total original cost $2,903.2 $2,758.8

AFUDC represents the cost of borrowed and equity funds used for construction purposes and is charged to
construction work in progress during the construction period and is included in other — net in the Consolidated
Statements of Income. The total AFUDC capitalized into utility plant and the portion of which was computed on
barrowed and eqmty funds for all penods reported is as follows:

: Year Ended December 31,
Tn millions 2001 2000 1999
AFUDC - equity funds 30 y 26 % 07
AFUDC - borrowed funds 2.6 2.6 2.9

Total AFUDC capitalized 3 26 sy 32 36

Maintenance and repairs, including the cost of removal of minor items of pmpcrty and plarmed major mamtenance
projects, are charged to expense as incurred. When propercy that represents a retirerent unit is rcplaccd or

L4

(AFUDC) Depreciation of utility property is provided using the straight-line method over the estimated service
lives of the depreciable assets. The original cost of utility plant, together with depreciation rates expressed as a
percentage of original cost, is as follows: e
: At and For the Year Ended December 31,
- Inmtllions 2001 - 2000
Legpreciation ] Depreciation
- Ratesasa Ratesasa

s R
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removed, the cost of such property is credited to utility plant, and such cost, together with the cost of removal less N
salvage is charged to accumulated depreciation.

F Non-utility Property
Non-unhty property, net of accumulated depreclatlon and amortization, by operating segment is as follows:

At December 31
In miltions ' B 01 ] 2009
|Corporatt: & Uther $ 1032 T Y
Nonregulated Operations 72 4.1
Electric & Gas Utility Services 63 56
Non-utlhty property-net § I8L7 3 1044

The deprecxatlon of non-utility property is charged apainst income over its estimated useful hfe (rangmg from § to.
4|10 years), using the straight-line method of depreciation or units-of-production method of amortization. Repairs
and maintenance, which are not considered improvements and do not extend the useful life of the non-utility
property, are charged to expense as incurred. When non-utility property is retired, or otherwise disposed of, the
asset and accumulated depreciation are removed, and the resulting gain or loss is reflected in income. Non-utility -
property is presented net of accumulated depreciation and amortization totaling $82.9 million and $53.6 million as
of December 31, 2001 and 2000, respectively.

G. Impairment Review of Long-Lived Assets

Long-hved assets are reviewed for impairment in accordance with SFAS No. 121, “Accounting for Impairment of
Long-Lwed Assets and for Long-Lived Assets to be Disposed Of” as facts and circumstances indicate that the
carrying amount may be impaired. Specifically, the evaluation for impairment involves the comparison of an
asset’s carrying value to the estimated future cash flows the asset is expected to generate over its remaining life. If
tlhls evaluation were to conclude that the carrying value of the asset is impaired, an impairment charge would be
recorded as a charge to operations based on the difference between the asset’s carrying amount and its fair value,
(See Note 19 for further information on the adoption of SFAS 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.”) The same policy is currently utilized for goodwill.

H. Regulation

Rctall public wtility operations affecting Indiana customers are subject to regulation by the Indiana Utility
Iliegulatory Commission (IURC), and retail pubhc utility operations affecting Ohio customers are subjectto
riegulatlon by the Public Utilities Commission of Ohio (PUCO). The Company’s wholesale energy transactions are L
slubject to regulation by the Federal Energy Regulatory Commission (FERC).

SFAS 71

The Com Company’s accounting policies give recognition to the rate-making and accounting practices of these agencies
and to accounting principles generally accepted in the United States, including the provisions of SFAS No. 71

| Accountmg for the Effects of Certain Types of Regulation” (SFAS 71). Regulatory assets represent probable ‘
fluture revenues associated with certain incurred costs, which will be recovered from customers through the rate-
makmg process. Regulatory liabilities represent probable future reductions in revenues assooiated with amounts
that are to be credited to customers through the rate~mak1ng process '

’ll'he Company continually assesses the recoverability of costs recognized as regulatory assets and the ability to v
continue to account for its activities in accordance with SFAS 71, based on the criteria set forth in SFAS 71. Based
on current regulation, the Company believes such accounting is appropriate. Ifall or part of the Company's
operations cease to meet the criteria of SFAS 71, a write-off of related regulatory assets and liabilities could be
reqmred In addition, the Company would be required to determine any impairment to the carrying costs of
deregulated plant and inventory assets. Regulatory assets consist of the followmg

‘ s : . A Y : p e . U -




. S . At December 31,
In millions ‘ 2001 2000

emand side managerent programs $ 262 $ 262
Unamartized debt discount & expenses 215 16.7
Other ‘ ‘ 13.7 134

Total regulatoty assets F 6i4 3563

|As of December 31, 2001, $38.8 million of regulatory assets is reflected in rates charged to customers, The
remaining $22.6 million, which is not yet included in rates, represents electric demand side management (DSM)
costs incurred after 1993. The Company is currently recovering $3.6 million of DSM costs in rates. Based upon
this prior regulatory authority, management believes that future recovery of DSM costs not currently included in
rates is probable. At December 31,2001 and 2000, the weighted average recavery period of regulatory assets
included in rates is 23.1 years and 23.3 years, respectively.

Refundable or Recoverable Gas Costs, Fuel for Electric Productmn & Purchased Power

IAll metered gas rates contain a gas cost adjustment clause that allows the Company to charge for changes in the
cost of purchased gas. Metered electric rates typically contain a fuel adjustment clause that allows for adjustment
in charges for electric energy to reflect changes in the cost of fuel and the net energy cost of purchased power.
Metered electric rates also allow recovery, through a quarterly rate adjustment mechanism, for the margin on
electric sales lost due to the implementation of demand side management programs.

The Company records any under-or-over-recovery resulting from gas and fuel adjustment clauses each month in
revenues. A corresponding asset or liability is recorded until the under-or-over-recovery is billed or refunded to
utility customers. The cost of gas sold is charged to aperating expense as delivered to customers, and the cost of |
fuel for electric generation is charged to operating expense when consumed.
I. Comprehensive [ncome

Comprehensive income is a measure of all changes in equity that result from the transactions or other economic
events during the period from non-shareholder transactions. This information is reported in the Consolidated
Statements of Common Shareholders' Equity. A summary of the components of and changes in accumulated
comprehensive income for the past three years is as follows:

5% —200 S
Beginning  Changes End Changes End Changes End
of Year During ofYear  During of Year  During  of Year

Accumulated comprehensive income arising from unconsolidated affliates is the Company;s portion of ProLi:;nCéi "
Energy, LLC’s other comprehensive income related to its adoption of SFAS 133, “Accounting for Derivative
Instruments and Hedging Activities,” and continued use of cash flow hedges and other comprehensive income -

4 for more information on ProLiance Energy, LLC and Haddington Energy Pariners, LP.)
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In millions Balance ~ Year  Balance Year  Balance ~ Year  Balance
Unconsolidated affiliates § - § - § - & 75§ 75 % (Lo 3 55
Minimum pension liability ' ' ' ‘
adjustments & other - 0.1) 0.1) 0.1 - o 35 an
Accumulated e '

comprehensiveincome ~ $ - § (1) § (@) $ 76 $ 75 § (33) § 42

related to unrealized gains and losses of available for sale securities of Haddington Energy Partners, LP. (SeeNote

bi.




JI Revenues

[}evenucs are recorded as products and services are delivered to customers. To more closely match revenues and
expenses, the Company records revenues for all gas and electricity delivered to customers but not billed at the end
of the accounting period. '

K. Excise Taxes

Excise taxes are included in rates charged to customers. Accordingly, the Company records excise tax received as
d component of operating revenues. Excise taxes paid are recorded as a component of taxes other than i income
taxes. o

L. Reclassifications ] ‘ »
ertain reclassifications have been made to the prior years' financial statements to conform to the current year
presentation. These reclassifications have no impact on net income previously reported.

(=)

3, Special Charges

Merger & Integration Costs

Merger and integration costs incurred for the years ended December 31, 2001 and 2000 were $2.8 million and
$41 1 million, respectively. Merger and integration activities resulting from the 2000 merger were completed in
2001.

Slmce March 31, 2000, $43.9 million has been expensed associated with merger and integration activities. Accruals
were established at March 31, 2000 totahng $20.7 million. Of this amount, $5.5 million related to employee and
executive severance costs, $13.1 million related to transaction costs and regulatory filing fees incurred prior to the
c‘osmg of the merger, and the remaining $2.1 million related to employee relocations that occurred prior to or
coincident with the merger closing. At December 31, 2001, the remaining accrual related to employee severance
was not significant. The remaining $23.2 million was expensed ($20.4 million in 2000 and $2.8 million in 2001)

for accounting fees resulting from merger related filing requirements, consulting fees related o integration

alcnvltxes such as organization structure, employee travel between company locations, internal labor of employees
assigned to mtegratlon teams, investor relatlons commumcatlon achvxtncs and ceﬁam beneﬁt costs

During the merger planmng process, approx1mately 135 posmons were 1dcnt1ﬁed for ehmmatlon As of December
3, 2001, all such identified positions have been vacated.

The integration activities experienced by the. Company iheluded such things as information system consolidation,
process review and definition, organization design and consolidaﬁon, and knowledge sharing.

As aresult of merger mtegratlon activities, management retired certain information systems in 2001, Accordmgly,
the usefiul lives of these assets were shortened to reflect this decision, resulting in additional depreciation expense
of approximately $9.6 miltion ($6.0 million after tax) for the year ended December 31, 2001 and $11.4 million

($7 1 million after tax) for the year ended December 31, 2000. '

Restructuring & Related Charges

Ple part of continued cost saving efforts, in June 2001, the Company’s management and the board of directors
approved a plan to restructure, pnman]y, its regulated operations, The restructuring plan included the elimination .
of certain administrative and supervisory positions in its utility operations and corporate office. Charges of$11.8
million were expensed in June 2001 as a direct result of the restructuring plan, Additional charges of $7.2 million
were incurred during the remainder of 2001 primarily for consulting fees, employee relocation, and duplicate
facilities costs. In total, the Company has incurred restructuring charges of $19.0 million. These charges were
c'ompnsed of $10.9 million for employee severance, related benefits and other employee related costs, $4.0 million”
for lease termination fees related to duphcate facilities and other facility costs, and $4.1 million for consulting and
other fees incurred through December 31, 2001. Components of restructuring expense incurred through December
31, 2001 areas follows: -




| - ATTTUAIor Incurred Expenses 10wl

‘ In millions Cash Payments  PaidinCash Non-Cash  Expense
Severance & related costs S 21 % 80 ¥ 083 § 109 .

‘ [ ease termination fees ) 30 - 1.0 40

Consulting fees & other - 4.1 - 4.1

Tofal Y T % 21 V1R 3 190

'[I'he $10.9 million expensed for employee severance and related costs are associated with approximately 100

employees. Employee separation benefits include severance, healthcare, and outplacement services. As of

Dleccmher 31,2001, approximately 80 employees have exited the business. The restructuring program was

completed during 2001, except for the departure of the remaining employees impacted by the restructuring and the
final seftlement of the lease obligation.

Components of the accrual for eﬁipected cash payments, which is included in accrued liabilities, as of December 3 1,
2001 is as follows:
Accrual at Accrual at
" “Jume 30, Cash December 31,
In millions - ..2001 Payments Additions 2001
everance & related costs 3 6.8 LG 2.1 b3 2.1
Lease termination fees , 2.0 - 1.0 3.0

Total i L 5.8 3 (68) F 3.1 b ol

4. Investments in Unconsolidated Affiliates

Investments in unconsolidated affiliates where the Company has significant influence are accounted for using the
equity method of accounting. The Company’s share of net income or loss from these investments is recorded in
equity in earnings of unconsolidated affiliates, Dividends are recorded as a reduction of the carrying value of the
investment when received. Investments in unconsolidated affiliates where the Company does not have significant
influence are accounted for at cost less write-downs for declines in value judged to be other than terporary.
Dividends are recorded as other-net when received. Investments in unconsolidated affiliates consist of the

following:
: : At December 31,
In millions 2001 2000

Haddington Energy Partnerships ¥ 268 $ 130
ProLiance Energy, LLC , 25.6 27.8
Reliant Services, LLC 20.6 19.2
Utilicom Networks, LLC & related entities 14.5 9.1

- Pace Carbon Synfuels, LP 7.2 6.7
Other partnerships & corporations 33.0 32.8

‘Total investments in unconsolidated affiliates S 1277 Yy 1085

Haddingtdn Energy Partnerships .
The Company has an approximate 40% ownership interest in Haddington Energy Partners, LP (Haddington).
Haddington raised $27.0 million to invest in energy projects. In July 2000, the Company made a commitment to

find an additional $20.0 miltion in Haddington Energy Partners II, LP (Haddington IT), which is expected to raise

tot:al of approximately $50.0 million. This second fund plans to provide additional capital for Haddington portfolio

colmpanies and make investments in new areas, such as distributed generation, power backup and quality devices,

and emerging technologies such as fuel cells, microturbines and photovoltaics, At December 31, 2001, $11.9




L

million of the commitment remains. Upon complete funding, the Company will have an approximate 40%
ownership interest in Haddington II. Both Haddington ventures are accounted for using the equ1ty method of

a I,countmg Far the year ended December 31, 2001, the partnerships’ contribution to pre-tax eamings was $6.2
rmlhon Prior to 2001, the earnings contnbutmn was not 51gn1ﬁcant

The following is summarized financial mformatlon asto the assets habllmes and results of operations of the
Haddmgton Partnershlps For the year ended December 31, 2001 revenues were $23.6 million and operating
mcomc and net income were both $22.5 million. Revenues, operating income, and nef loss for the years ended
December 31,2000 and 1999 were (in tmlllons) $0.0, ($0.9), ($0.9) and $0.0, (0.7), ($0.1), respectively. As of
Dlecember 31,2001, investments were $79.1 million and other assets were $5.0 million. As of December 31, 2000,
investments were $31.5 million and other assets were $0.7 million. At both December 31, 2001 and 2000,

likbilities were $0.2 million.

ProLiance Energy, LLC
ProLlance Energy, LLC (ProLlance) a nonregulated, energy marketing affiliate of Vectren, began providing
natural gas and related services to Indiana Gas, Citizens Gas and Coke Utility (Citizens Gas) and others in April
15?96 ProLiance also provides services to the Ohio operations. Effective in March 2001, the operating agreement
between Vectren and Citizens Gas was modified to increase on a prospective basis Vectren’s allocable share of -
prlof ts and losses from 50% to 52.5%. The provisions of the operating agreement call for governance, including

* voting rights, to remain at 50% for each member. Prior to March 2001, profits and governance were 50% for each
member. As governance of ProLiance remains equal between the members, Vectren continues to account for its
investment in ProLiance using the equity method of accounting.

The sale of gas and provision of other services to Indiana Gas by ProLiance is subject to regulatory review through
th'e quarterly gas cost adjustment (GCA) process administered by the ITURC. On September 12, 1997, the TURC
1ssued adecision finding the gas supply and portfolio administration agreements between ProLiance and Indiana
Gas and ProLiance and Citizens Gas to be consistent with the public interest and that ProLiance is not subject to
regulatlon by the TURC as a public utility, The ITURC's decision reflected the mgmﬁcant gas cost savings to
customers obtained through ProLiance's services and suggested that all material provxsxons of the agreements
be'tween ProLiance and the utilities are reasonable. Nevertheless, with respect to the pricing of gas commodity
purchascd from ProLiance, the price paid by ProLiance to the utilities for the prospect of usmg plpelme
cntltlemcnts if and when they are not required to serve the utilities” firm customers, and the pricing of fees paid by
the utilities to ProLiance for portfolio administration services, the [URC concluded that additional review in the
GCA process would be appropriate and directed that these matters be considered further in the pending,
onsolidated GCA proceeding involving Indiana Gas and Citizens Gas.

[

The TURC has recently commenced processing the GCA proceeding regarding the three pricing issues. The [URC
has indicated that it will also consider the prospective relationship of ProLiance with the utilities in this proceeding, -
Discovery is ongoing, and an evidentiary hearing is scheduled for May 2002. Until the TURC resolves these
outstanding issues, the Company w111 contmue to reserve a portion of its share of ProLiance eamings.

Indiana Gas continues to record gas costs in accordance with the terms of the ProLlance contract, and Vectren
continues to record its proportional share of ProLiance’s earnings. Pre-tax income of $12.8 million, $5.4 million
and $6.7 million was recognized as ProLiance’s contribution to earnings for the years ended December 31, 2001,
20|00 and 1999, respectively. Eamings recognized from ProLiance are included in equity in earnings of
unconsohdated affiliates. At December 31, 2001 and 2000, the Company has reserved approxxmatcly $3.2 million
anld $2.4 million, respecnvely, of Pleance s after tax earnings pending resolution of the remaining issues, The
reserve represents 10% of ProLiance’s cumulative earnings and serves as management’s best estimate of potential
exposure ansmg from issues reserved by the IURC

Inl August 1998, Indiana Gas, Citizens Gas and ProLiance each received a wal Investlgatlve Demand (C[D) ﬁ'om
thc United States Dcpartmcnt of Justice requesting information relating to Indiana Gas' and Citizens Gas'

e latlonshlps with and the activitics of ProLiance, The Department of Justice issued the CID to gather information
egarding Pleance s formatlon and operations, and to determine if trade or commerce had been restramed In

)
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October 2001, the Antltrust Dlvtsmn of the Department of J usncc mfonned the Company that it closed the
mvestxgatmn w1thout further actxon

E|’urchases from Proannce for resale and for i injections into storage for the years ended December 31, 2001, 2000
aud 1999 totaled $610.6 million, $478.9 million and $240.7 million, respectively. Amounts owed to ProLiance at -
December 31,2001 and 2000 for those purchases were $36.1 million and $147.2 million, respectively, and ate
1nc1uded in accounts payable to affiliated companies in the Consolidated Balance Sheets. Amounts chargcd by
Il‘roLlance are market based as evidenced by a competitive bidding process for capacity and storage scrvices and
commodlty mdexes

The followmg is summarized ﬁnanclal mformatmn as to the assets, liabilities, and results of operations of
lTroL:ance For the year ended December 31, 2001, revenues were $1,599.5 million, margin was $40.9 million,
aperating income was $26. 1 million, and net income was $27.7 million. For the year ended December 31,2000,
TEVenues were $945.8 million, margin was $21.1 million, operatmg income was $10.4 million, and net income was .
3?12 . million. For the year ended December 31, 1999, revenues were $609.9 million, margin was $27.6 million,
c?peratmg income was $15.0 millicn, and net income was $14.8 million. As of December 31, 2001, current assets
were $206.8 million, noncurrent assets were $24.3 million, and current liabilities were $180.8 million. Asof
l;)ecember 31, 2000, current assets were $284.0 million, noncurrent assets were $9.4 million, and current habxlltles
were $237.8 million. At both December 31,2001 and 2000, noncunent habﬂmes were Ze10.

Utilicom Networks, LLC & Related Entities

Utilicom Networks, LLC (Utilicom) is a provider of bundled communication services through high capacity
broadband networks, including cable television, hlgh-speed Internet, and advanced local and long distance
telephone services. The Company has a 14% interest in Class A units of Utilicom, which is accounted for using the
equity method of accounting. The Company also has a minority interest in SIGECOM Holdings, Inc. (Holdings),
¥
i

vhich was formed by Utilicom to hold interests in SIGECOM, LLC (SIGECOM) The Company accounts forits
investment in Holdings on the cost method. SIGECOM provides broadband services to the greater Evansville,
" Indiana, area. Utilicom also plans to provide broadband services to the greater Indianapolis, Indiana, and Dayton,
Ohio, markets. .

Iln January 2000, the Company restructured its investment in SIGECOM. Affiliates of The Blackstone Group
acquired a majority ownership interest in Utilicom in the form of Class B units. In connection with The Blackstone
(l}mup investment, the Company exchanged its 49% preferred equity interest in SIGECOM for $16.5 million of
convertible subordinated debt of Utilicom and an 18.9% common equity interest in Holdings, which was valued at
$6.5 million. The carrying value of the Company’s 49% preferred equity interest was $15.0 million prior to the
e'xchange The Company received consideration in the exchange based upon an investment bank analy51s of the

flalr value of SIGECOM at the transaction date. The investment restructuring resulted in a pre-tax gain of §8.0
million, which is classified in equity in eamings in unconsolidated affiliates in the accompanying Consolidated
Statements of Income. For the year ended December 31, 2000, the Company also recognized losses of $1.0 million
to reflect its share of Utilicom’s operating results. The Company’s share of Utilicom’s operating results for the

year ended December 31, 2001 was not significant.

Iln December 2001, Utilicom announced plans to raise $600.0 million in capital to establish separate operatmg
ventures n Indlanapolls and Dayton and to recapitalize SIGECOM. The Company has committed to investuptoa
tlota] of $100.0 million in Utilicom and the Indianapolis and Dayton ventures, subject to Utilicom obtaining
commxtments for the entire $600.0 million of anticipated funding. The Company’s investments may take the form

?f convertible subordinated debt or common equity. At December 31, 2001, the remaining commitment is $86.5 ‘
million.

1|5\t December 31,2001, the Company has $24.8 million of notes recewable fmm Utlllcom-related entities which : are '
convertible into equity interests. Notes receivable totaling $22.9 million are convertible into Class A units of
Iljtlhcom at the Company’s option or upon the event of a public offering of stock by Utilicom and $1.9 million are
convemble into common equity interests in the Indianapolis and Dayton ventures at the Company’s option. Upon
conversmn the Company would have up to 3 12% mterest in Utlhcom assummg completlon of all requxred ‘
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) funding and up toa 31% interest in the I.ndlanapohs and Dayton ventures Invcstmmts in convemble notes
receivable are included in other mvestments

In July 2001, Utilicom announced a delay in funding of the Indlanapohs and Dayton projects. This delay, with
whlch Company management agrees, is due to the current environment within the telecommunication capital
markets, which has prevented Utilicom from obtaining debt financing on terms it considers acceptable. While the
existing investors are still committed to the Indianapolis and Dayton markets, the Company is not required to and
dc')es not intend to proceed unless the Indianapolis and Dayton projects are fully funded. This delay necessitated
and resulted in the extension of the franchising agreements mto the thxrd quarter of 2002,

At December 31, 2001 and 2000, the Company’s combined investment in equity and debt securities of Utilicom-
related entities totaled $39 3 million and $32.5 million, respectively.

Pace Carbon Synfuels, LP

Pice Carbon Synfucls, LP (Pace Carbon) is a limited partnership formed to develop, own, and operate four projects |
to \produce and sell coal-based synthetic fuel. These projects generate IRS Section 29 tax credits. The Company

has an 8.3% interest in Pace Carbon which is accounted for using the equity method of accounting. Additional
inestments in Pace Carbon will be made to the extent Pace Carbon generates Federal tax credits, with any such
additional investments to be funded by these credits. The Company’s portion of pre-tax losses incurred by Pace
Carbon are included in equity in eamings of unconsolidated affiliates and total $4.5 million in 2001, $2.4 million in
2000 and $1.4 million in 1999. The contribution to the Company’s earnings after considering the tax credits Pace
Carbon gencrated was $4.3 million in 2001, $2 1 miilion in 2000, and a loss of $0.5 million in 1999. ‘

The following is summarized financial information as to the assets, liabilities, and results of operations of Pace
Carbon For the year ended December 31, 2001, revenues were $86.2 million, margin was a loss of (§25.1) million,
opcratmg loss was ($44.1) million, and net loss was (§44.8) million. For the year ended December 31, 2000, '
relvenues were $35.8 million, margin was a loss of ($24.3) million, operating loss was ($33.6) million, and net loss
was (§34.1) million. For the year ended December 31, 1999, revenues were $3.5 million, margin was a loss of

($8 2) miltion, operating loss was ($13.7) million, and net loss was ($13.7) million. As of December 31, 2001,

current assets were $22.5 million, noncurrent assets were $42.0 million, current liabilities were $18.2 million, and
noncurrent liabilities were $8.4 million. As of December 31, 2000, current assets were $13.9 million, noncurrent
assets were $38.4 million, current liabilities were $11.3 million, and noncurrent liabilities were $8.0 million.

Other Affiliate Transactions

T?le Company has ownership interests in other affiliated companies accounted for using the equity method of
accountmg that provide materials management, underground construction and repair, facilities locating, and meter
readmg to the Company. Fees for these services and construction-related expenditures totaled $37.9 million, $20.9 -
mxlhon, and $20.2 million, respectively, for the years ended December 31, 2001, 2000 and 1999. Amounts charged
b}'f these affiliates are market based. Amounts owed to unconsolidated afﬁhatcs other than ProLiance totaled $1.1
mllhon and $3.2 milion at December 31, 2001 and 2000, respectively, and are included in accounts payable to
aﬁﬁhated companies in the Consolidated Balance Sheets. Amounts due from unconsolidated affiliates included in
accounts receivable totaled $0.3 million and $1.2 million, respectively, at December 31, 2001 and 2000.

In December 2000, Reliant Services, LLC (Reliant), an equity method investment owned jointly and equally by
‘Veotren and Cinergy Corp., purchased the common stock of Miller Pipeline Corporation from NiSource, Inc. for ’
pproximately $68.3 million. Vectren and Cinergy Corp. each contributed $16.0 million of equity, and the
remaining $36.3 million was funded with 7-year intermediate bank loans. The acquisition combines Reliant’s
utility services of underground facility locating, contract meter reading, and installation of telecommunications and ’
electric facilities with Miller Pipeline Corporatxon s underground pipeline construction, replaccment, andrepair
services.




5, Other Investments
Other investments consist of the following:
. At ‘D'ecerr;ber 3,
In miltons 2001 2000
Notes receivable: .
Utilicom Networks, LLC & related entities $§ 248 $ 234
Other notes receivable 31.8 40.9
Tomal Totes Teceivanie 56.6 64.3
everaged [eases 29.7 93.1
Other investments 14.0 14.1
_ Lotal other nvestments 7 » 100.3 & 1715
N ofes Receivable

Interest rates on the above notes receivable range from fixed rates of 5% to 15% and variable rates from pnme plus
1I .75% to prime plus 3% and are due at various times through 2010. Generally, first or second mortgages and/or
claplfa] stock or partnership units serve as collateral for the notes. (See Note 4 regarding the convertibility of the
Utilicom-related notes into equity interests.)

Ueveraged Lease

The Company is a lessor in several leveraged lease agreements under which real estate or equipment is leased to
thmi parties. The economic lives and lease terms vary with the leases. The total equipment and facilities cost was
a proximately $77.1 million and $409.7 million at December 31, 2001 and 2000, respectively. The cost of the
equipment and facilities was partially financed by non-recourse debt provided by lenders, who have been granted
an assignment of rentals due under the lcases and a security interest in the leased property, which they accepted as
thCII' sole remedy in the event of default by the lessee. Such debt amounted to approximately $59.0 million and
$380.0 willion at December 31, 2001 and 2000, respectively. The Company’s net investment in leveraged leases is-
f:l:S follows:

At December 31,

millions 2001 2000
Viimmum lease payments receivable 5 489 5 led.l
Estimated residual value 221 29.1
Less: Uneamed income 413 101.1
nvestment in lease financing receivables & loans 29.7 93.1
Less: Deferred taxes arising from leveraged leases 255 383

Net mvestment i lcveragcd leases Y] LY

In June 2001, the Company sold certain leveraged lease investments with a net book value of $59.1 million at a loss
olf $12.4 million ($7.7 million after tax). Because of the transaction’s significance and because the transaction
occurred within two years of the effective date of the merger of Indiana Energy and SIGCORP, which was
dccounted for as a pooling-of-interests, APB 16 requires the loss on disposition of these investments to be treatedas
extraordinary. Proceeds from the sale of $46.7 million were used to retire short-term borrowings.

w
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* 6. Income Taxes
The components of income tax expense and utilization of investment tax credits are as follows:
‘ N - v Year Ended December 31,
T millions ' 2001 3000 9%
Current: '
Federal $ 43 § 31 $ 330
State o Co4s 29 54
otal current taxes 8.8 40.0 384
eferred:
Federal , » 125 (5.5) 83
- Stte ' (2] 21 14
‘ otal deferred taxes — 111 Gh 9.7
| ortization of mvestment tax credits [0X)) (X)) X))
Total income tax expense T 8% T 342 5 AT

A reconciliation of the Federal statutory rate to the effective income tax rate is as follows:

-Year Ended December 31,

- 2001 2000 1999

Statutory rate 350 % 350 % 350 %
State and local taxes-net of Federal benefit 32 3.1 3.2

Nondeductible merger costs ‘ - 40 -

Amortization of investment tax credit @7 2.2) n
- .- Other tax credits (LD (7.1) (3.2
S5 i othernet o @8 (04 o

Elfective tax rate 26 % 324 % 33 %

The liability method of accounting is used for income taxes under which deferred income taxes are recognized to
xle_t_'lect the tax effect of temporary differences between the book and tax bases of assets and liabilities at currently
enacted income (ax rates. Deferred investment tax credits are amortized over the life of the related asset.
Significant components of the net deferred tax liability are as follows:

. ) At December 31,
millions 2001 7000
Deferred tax fiabilitics:
Depreciation & cost recovery timing differences ©§ 1915~ § 1787
Leveraged leases 255 383
Deferred fuel costs-net 227 203
Regulatory assets recoverable through future rates 335 340
Deferred tax assets:
Regulatory liabilities to be settled through future rates (25.2) (22.1)
Tax credit carryforwards - YA
LIFO inventory (2.0) (7.9
Other - net - (18.6) (78
Net deferred tax Tiability $ 2274 3 2164

The Company has no tax credit carryforwardé at December 31, 2001, At December 31, 5000, the Compaif had
Alternative Minimum Tax credit carryforwards of approximately $13.0 million which were utilized in 2001.
Through certain of its nonregulated subsidiaries and investments, the Company also realizes Federal income tax
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<’:red1ts associated with affordable housmg pl‘O_]ECtS and the productxon of syntheuc fuels At December 31, 2000
the Company had such tax credlt carryforwards of approxunately $4. I mi hon Wh]Ch were utlhzed in 2001,

'll Reﬁrement Plans & Other Postretlrement Beneﬁts

Effective July 1, 2000, the SIGCORP and Indiana Energy defined benefit pension plans, defined contribution
renrement savings plans, and postretirement health care plans and life insurance plans for employees not covered
t';y a collective bargaining agreement were merged. The merged plans became Veciren plans, and as a result, the
respective plan assets and plan obligations were transferred to Vectren through cash payment for assets and cash
receipt for obli gatxons These transfers resulted in no gain or loss. :
The defined benefit pension and other postretlrement benef t plans which cover eligible full-time regular employees
are primarily noncontributory. The postretirement health care and life i msurance plansarca combination of self-
insured and fully insured plans.

[
The detailed disclosures of benefit components that follow are based on an actuarial valuatlon performed as of and
for the years ended December 31, 2001 and 2000 and use 2 measurement date as of Scptember 30. The disclosures _
r:eqmred for the year ended December 31, 1999 have been restated based on actuarial valuations prevmusly
performed for SIGCORP as of December 31 and Indiana Energy as of September 30. In management’s opinion,
rlhsclosures from revised actuarial valuations would not differ materially from those presented below. A summary
of the components of net penodlc benefit cost for the three years ended December 31, 2001 is as follows:

: : _ S Pension Beneﬁt_s Other Beneﬁts | LT

In millions 7 ' - 2001 2000 1999 2001 2000 1999
|Servu:c cost $ 39 § 43 § 51 5 10 3 3 3 13
Interest cost S 13.6 11.7 10.5 5.8 59 fl9 -
Expected return on plan assets (163) (159 (139) (0.8) (0.8) (0.8)
Amortization of prior service cost - 08 02 04 S . Tl
Amortization of transitional obligation (assef) 06 (07O (07 3.0 37 33
lAmortization of actuarial gain ' 09 (.1 - (1.0) (1.5) 09
Seitlement, curtailment, & other charges (credits) (1.4) 27 - 0.6) - -

Nef periodic benefit cost $ 1T 5 12 § 14 3§ 74 § 86 § 80

A reconciliation of the plans’ benefit obligations, fair value of plan assets, funded status, and amounts recogmzed m
the Consolidated Balance Sheets at December 31, 2001 and 2000 follows:

S o 'Pension Beneﬁts Other Benefits

In millions - 2001 2000 2001 2000 \
TBenefit Obligation '

Benefit obligation at beginming of year - $167.0  $1515 § 774 § 683 ‘
Service cost — benefits eamed during the year 59 43 1.0 13

Interest cost on projected benefit obligation 136 117 5.8 59 i o
Plan amendments 9.5 24 - (1)) '
Acquisitions - 0.7 - - i
Settlements & (curtailments) (1.5 21 (0.6) -

Benefits paid (13.5)  (104) an G4 T
Actuarial loss , 103 47 L7 8.0 .

Benefit obligation af end of year SBT3 31670 T B36 $7/4
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Pension Benefits Other Benefits

In millions ) c THOT %000 2001 2000
TFair Value of Plan Assefs »
Plan assets at fair value at beginning of year $193.8 1873 § 112 § 117
Actual retumn on plan assets (20.9) 16.9 (1.6) 0.6
Employer contributions 0.7 - 0.9 43
Benefits paid (135  (104) " (5.4)

Fair value of plan assefs at end of year 1601 S1938 3 88 5 112
Funded status $(312) $ 268 $(748) $(662)
Unrecognized transitional obligation (asset) 0.8) (1.5) 349 40.0
Unrecognized service cost 12.0 54 - -
Unrecognized net (gain) loss and other 134 (369) 1.0 199

“Net amount recognized - — % 66) 3 (6 509 3@

At December 31, 2001, the Company incurred additional minimum pension liabilities totaling $7.3 million which -
are included in deferred credits and other liabilities. These liabilities are offset by intangible assets totaling $3.5
|million which are included in other noncurrent assets and a pre-tax charge to accumulated other comprehensive
income totaling $3.8 million. At both December 31, 2001 and 2000, the net amount recognized for other
postretirement benefits is included in deferred credits and other liabilities.

Pension plans with accumulated benefit obligations in excess of plan assets had projected benefit obligations of
$96.7 million and $10.5 million as of December 31, 2001 and 2000, respectively. Those plans had accumulated
benefit obligations of $84.5 million and $7.9 million as of December 31, 2001 and 2000, respectively. The fair
value of plan assets for such pension plans as of December 31, 2001 was $73.9 million. As of December 31, 2000,
such pension plans were not funded. ' .

. , O
Weighted-average assumptions used to develop annual costs and the benefit obligation for these plans are as '
follows: : :

At & Year Ended December 31,
Pension Benefits Other Benefits
2001 2000 2001 2000

“Tiscount rate 7 —T5% 1% T~ 185%  T15%
Expected return on plan assets 900% 850%  9.00%  9.00%
Rate of compensation increase 475%  525% 475%  5.25%
CPI rate N/A NA  1200% 7.00%

As of December 31, 2001, the l'iealth care cost trend rate is 12.0% declining to 5.0% in 2006 and remaining level L
thereafter. Future changes in health care costs, work force demographics, interest rates, or plan changes could
significantly affect the estimated cost of these future benefits.

f

A 1% change in the assumed health care cost trend rate for the postretirement health care plans would have the
following effects as of and for the year ended December 31, 2001:

Tnmullions - 1% Tncrease 1% Decrcase
“Effect on the aggregate of the service & interest ]
cost components ’ $ 06 § 0.5)

Effect on the postretirement benefit .oingation ’ 6.4 (5.3)




The Company has adopted Voluntary Employee Beneficiary Association Trust Agreements for the partial funding
of postretirement health benefits for retirees and their eligible dependents and beneficiaries. Annual fundingis
discretionary and is based on the projected cost over time of benefits to be provided to covered persons consistent
with acceptable actuarial methods. To the extent these postretirement benefits are funded, the benefits are not
liabilities in these consolidated financial statements. :

P =

The Company also has defined contribution rctifement savings plans that are qualified under sections 401(a) and
401(k) of the Interal Revenue Code. During 2001, 2000 and 1999, the Company made contributions to these plans
of $3.4 million, $1.6 million, and $1.9 million, respectively. 7
3. Borrowing Arringenients C
Long-Term Debt ' ‘ _ : T .
Senior unsecured obligations and first mortgage bonds outstanding and classified as long-term by subsidiary are as
follows: : \

=
I

- AtDecember 31,

In muilions 2001 2000
Fixed Rate Senior Unsecured Notes ‘ : -
2011, 6.625% _ . § 2500 $§ -
2031,7.25% . o 100.0 -
Total VUHI : 3500 -
SIGECO . I
First Mortgage Bonds . ] : : L )
Fixed Rate: R A
2003, 1978 Series B, 6.25%, tax exempt 1.0 1.0 .
2016, 1986 Series, 8.875% L. B 130 \
2023, 1993 Series, 7.60% 450 450 .
2023, 1993 Series B, 6.00% ‘ 22.8 228
- 2025, 1993 Series, 7.625% , 20.0 200
2029, 1999 Senior Notes, 6.72% 80.0 80.0
Adjustable Rate: _
2015, 1985 Pollution Control Series A, presently 4.30%, tax
exempt, next rate adjustment; 2004 7 100 10.0
2025, 1998 Pollution Control Series A, presently 4,75%, tax )
exempt, next rate adjustment: 2006 3L5 315
2024, 2000 En{'ironmen;al Improvement Series A, tax exempt,
adjusts every 35 days, weighted average for year: 3.13% 225 225
Total First Mortgage Bonds 2455 2458
Adjustable Rate Sentor Unsecured Bonds o
2020, 1998 Pollution Control Series B, presently 4.40%, tax ) . ;
exempt, next rate adjustment: 2003 . 4.6 4.6 , i
2030, 1998 Pollution Control Series B, presently 4.40%, tax - -
exempt, next rate adjustment: 2003 - 220 220
+ 2030, 1998 Pollution Control Series C, presently 5.00%, tax
exempt, next rate adjustment: 2006 22 222
_ Total Adjustable Rate Senior Unsecured Bonds 4388 488
T Tota . 2946 2946
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At December 31, |

In millions 2001 2000
Indiana Gas -
Fixed Rate Senior Unsecured Notes
2003, Series F, 5.75% ' 15.0 15.0
2004, Series F, 6.36% 15.0 15.0
2007, Series E, 6.54% 6.5 6.5
2013, Series E, 6.69% 5.0 50
2015, Series E, 7.15% 5.0 50
2015, Insured Quarterly, 7.15% 20.0 20.0
2015, Series E, 6.69% 5.0 5.0
2015, Series E, 6.69% L 10.0 100
2021, Private Placement, 9.375%, $1.3 due annually in 2002 25.0 25.0
2021, Series A, 9.125% - 7.0
2025, Series E, 6.31% 5.0 5.0
2025, Series E, 6.53% 10.0 10.0
2027, Series E, 6.42% 5.0 5.0
2027, Series E, 6.68% 35 35
2027, Series F, 6.34% 200 200
2028, Series F, 6.75% 13.8 14.1
2028, Series F, 6.36% 100 10.0
2028, Series F, 6.55% 20.0 20.0
2029, Series G, 7.08% 30.0 300
2030, Tnsured Quarterly, 7.45% 50.0 50.0
Total Indiana Cras 2738 2811
Vectren Capital Corp.
Private Placement Fixed Rate Senior Unsecured Notes
2005, 7.67% 38.0 380
2007, 7.83% 17.5 17.5
2010, 7.98% 22.5 225
2012,743% L .- 350 350
Total Private Placement Fixed Rate Senior Unsecured Notes 113.0 1130
Other i - 0.2
Total Vectren Capital Corp. & other 113.0 1132
Total long-term debt outstanding 1,0314 688.9
Less: Debt subject to tender 115 53.7
Maturities & sinking find requirements 13 0.2
Unamertized debt premium & discount - net 4.6 3.0
Total long-term debt-net $1,0140 3 6320
YUHI

Mtcmber 2001, VUHI filed a shelf registration statement with the Securities and Exchange Commission for )
$350.0 million aggregate principal amount of unsecured senior notes. Tn Ocfober 2001, VUHI issued sexior
unsecured notes with an aggregate principal amount of $100.0 million and an interest rate of 7.25% (the October
Notes), and in Decetnber 2001, issued the remaining aggregate principal amount of $250.0 million at an inferest _
rate of 6.625% (the December Notes). The December Notes were priced at 99.302% to yield 6.69% to maturity.

e
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These issues have no sinking fund requuemcnts and interest payments are due quarterly for the October Notes and
semi-annually for the December Notes. The October Notes are due October 2031, but may be called by the

Company, in whole or in part, at any time after October 2006 at 100% of the principal amount plus any accrued
interest thereon. The December Notes are due December 2011, but may be called by the Company, in whole or in
part, at any time for an amount equal o accrued and unpald interest, plus the greater of 100% of the principal

amount or the sum of the present values of the remaining scheduled payments of principal and interest, discounted

to the redemption date on 2 seml-annual bas1s at the Treasury Rate, as defined in the indenture, plus 25 basis pomts ,

Both issues are guaranteed by VUHD's three opcratmg utxhty companies: SIGECO, Indiana Gas and VEDO.

VUHI has no significant independent assets or operations other than the assets and operations of these subsidiary

guarantors These guarantees of VUHI’s debt are full and unconditional and Jomt and several )
|

The net proceeds from the sale of the senior notes and settlement of the hedging arrangcments (see Note 16) totaled

$344.0 million and were used to reduce existing debt outstanding under VUHD’s short-term borrowing

arrangements.

Vectren Capital Corp.

In December 2000, Vectren Capital Corp., a wholly owned consolidated subsidiary that provides financing for the
Company’s nonregulated operations and investments, issued $78.0 million of private placement unsecured senior
|notcs to three institutional investors. The issues and terms are $38.0 million at 7.67%, due December 2005; $17.5
million at 7.83%, due December 2007; and $22.5 million at 7.98%, due December 2010. The issues have no
sinking fund requirements. The net proceeds totaling $77.4 million were used to repay outstanding short-term
borrowings,

Indiana Gas . :

IIn December 2000, $20.0 million of 15-Year Insured Quarterly (IQ) Notes at an interest rate of 7.15% and $50.0
million of 30-Year IQ Notes at an interest rate of 7.45% were issued. Indiana Gas may call the 15-Year IQ Notes,
m whole or in part, from time to time on or after December 15, 2004 and has the option to redeem the 30-Year 1Q
tNotc:s in'whole or in part, from time to time on or after December 15, 2005. The IQ notes have no sinking fund
}'equlrements The net proceeds totaling $67.9 million were used to repay outstanding commercial paper utilized
Ifor general corporate purposes,

i.ong-Terxn Debt Sinking Fund Requirements & Maturities

The annual sinking fund requirement of SIGECO's first mortgage bonds is 1% of the greatest amount of bonds
outstanding under the Mortgage Indenture. This requirement may be satisfied by certification to the Trustee of
unfunded property additions in the prescribed amount as provided in the Mortgage Indenture. SIGECO intends to ‘
meet the 2002 sinking fund requirement by this means and, accordingly, the sinking fund requirement for 2002 is
excluded from current liabilities in the Consolidated Balance Sheets. At December 31, 2001, $279.3 million of
SIGECO's utility plant remained unfunded under SIGECO's Mortgage Indenture.

Consalidated maturitics and sinking fund requifements on long-term debt subject to mandatory redemption during :
he five years following 2001 (in millions) are $1.3 in 2002, $17.3 in 2003, $16.3 in 2004, $39.3 in 2005, and $1. 3
in 2006.

Long-Term Debt Put & Call Provisions .
Certain long-term debt issues contain put and call provisions that can be exercised on various dates before maturity.

These provisions allow holders to put debt back to the Company at face value or the Company to call debt at face

value orat a premium. Long-term debt subject to tender during the years following 2001 (in millions) is $11.5 in

2002 $3.5 in 2004, $10.0 in 2005, $53.7 in 2006 and $140 0 thereafter _ % -

Of these debt instruments contauung put options, the Company has $31.5 million of adjustable rate pollution
<|:ontrol series first mortgage bonds and $22.2 million of adjustable rate pollution control series unsecured senior
notes which could, at the election of the bandholder, be tendered to the Company when interest rates are reset,

o6l
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Prior to the latest reset on March 1, 2001, the interest rates were reset annually, and the bonds were presented as ;
current Habilities. Effective March 1, 2001, the bonds were reset for a five-year period and have been classified as
long-term debt, o

L
Short-Term Borrowings
At December 31, 2001, the Company has approximately $540.0 million of short-term borrowing capacity,
including $360.0 million for its regulated operations and $180.0 million for its nonregulated operations, of which
approximately $85.8 million is available for regulated operations and $62.6 million is available for nonregulated
operations. The availability of short-term borrowing is reduced by outstanding letters of credit totaling $11.1
million, primarily collateralizing nonregulated activities. Included in regulated capacity is VUHI’s credit facility,
which was renewed in June 2001 and extended through June 2002. As part of the renewal, the facility’s capacity
decreased from $435.0 million to $350.0 million. Indiana Gas’ $155.0 million commercial paper program expired
in 2001 and was not required and, therefore, not renewed. See the table below for interest rates and outstandin
balances. , o

: : """ Year ended December 3 1,
In millions . 2001 - 2000 1999
SIgHIed average TOTEl UGG uring e year 2470 $ 316731633

Weighted average interest rates during the year

Bank loans a o L 0T1% 698% 5.76%
Commercial paper B 439%  653% 540% .
o At December 31, |
, - : 2001 2000
Bank loans 3 1084 $ 1463
Commercial paper B 2733 4634
Total short-term borrowings o8 381 5 609.9
Covenants

.]|30th long-term and short-term borrowing arrangements contain customary default provisions, restrictions on liens,'
sale leaseback transactions, mergers or consolidations, and sales of assets; and restrictions on leverage and interest
coverage, among other restrictions. As of December 31, 2001, the Compeny was in compliance with all financial
covenants. '

9. Cumulative Preferred Stock of Subsidiary

Nonredeemable
Il\Ionredeemable preferred stock contains call options that were exercised during September 2001 for a total
{edcmption price of $9.8 million. The 4.80%, $100 par value preferred stock was redeemed at its stated call price
of $110 per share, plus accrued and unpaid dividends totaling $1.35 per share. The 4.75%, $100 par value
f)refcrrcd stock was redeemed at its stated call price of $101 per share, plus accrued and unpaid dividends totaling
$0.97 per share. Prior to the redemptions and as of December 31, 2000, there were 85,519 shares of the 4.80%
Series outstanding and 3,000 shares of the 4.75% Series outstanding.

Redeemable ) _ S -
Iln September 2001, the 6.50%, $100 par value preferred stock was redeemed for a total redemption priceof §7.9
million at $104.23 per share, plus $0.73 per share in accrued and unpaid dividends. Prior to the redemption and as

of December 31, 2000, there were 75,000 shares outstanding.
As the preferred stock redeemed was that of a subsidiary, the loss on redemption of $1.2 million in 2001 is reflected
in retained eamings. .




Redeemable, Special i ) -
This series of redeemable preferred stock has a dividend rate of 8.50% and in the event of involuntary liquidation
the amount payable is $100 per share, plus accrued dividends. This Series may be redeemed at $100 per share, plus
accrued dividends on any of its dividend payment dates and is also callable at the Company’s option at arate of
1,160 shares per year. As of December 31, 2001 and 2000, there were 4,597 shares and 3,757 shares cutstanding,
respectively. }

10. Common Shareholders’ Equity

In March 2000, the merger of Indiana Energy and SIGCORP with and into Vectren was consummated with a tax-
free exchange of shares and has been accounted for as a pooling of interests. The common shareholders of
SIGCORP received 1,333 shares of Vectren common stock for each SIGCORP common share and the common
shareholders of Indiana Energy received one share of Vectren common stock for each Indiana Energy common
share, resulting in the issuance of 61.3 million shares of Vectren common stock.

In January 2001, the Company filed a registration statement with the Securities and Exchange Commission with
tespect to a public offering of 5.5 million shares of new common stock. In February 2001, the registration became
effective, and an agreement was reached to sell approximately 6.3 million shares (the original 5.5 million shares,
plus an over-allotment option of 0.8 million shares) to a group of underwriters. The net proceeds of $129.4 million
were used principally to repay outstanding commercial paper utilized for recent acquisitions and investments.

Authorized, Reserved Common Shares ‘
:At December 31, 2001 and 2000, the Company was authorized to issue 190.0 million shares of common stock. Of
that amount, approximately 7.4 million and 3.4 million shares of common stock, respectively, were not issued, but
reserved for issuance through the Company’s stock-based incentive plans and benefit plans, and 114.9 million and
\|125 -2 million shares of common stock, respectively, were not issued and not reserved. These unreserved shares are
available for a variety of general corporate purposes, including future public offerings to raise additional capital and
for facilitating acquisitions. . :

Shareholder Rights Agreement » ) N .
The Company’s board of directors has adopted a Sharcholder Rights Agreement (Rights Agreement). As part of
the Rights Agreement, the board of directors declared a dividend distribution of one right for each outstanding
Vectren common share. Each right entitles the holder to purchase from Vectren one share of common stock at a
price of $65.00 per share (subject to adjustment to prevent dilution). The rights become exercisable 10 days
fol]owing a public announcement that a person or group of affiliated ar associated persans (Vectren Acquiring
Person) has acquired beneficial ownership of 15% or more of the outstanding Vectren common shares (ora 10%
acquirer who is determined by the board of directors to be an adverse person), or 10 days following the
announcement of an intention to make a tender offer or exchange offer the consummation of which would result in
any person or group becoming a Vectren Acquiring Person. The Vectren Sharcholder Rights Agreement expires
October 21, 2009,

11. Earnings Per Share

}i3asic earnings per share is computcd‘by dividing net income available to common shareholders by the weighted-

average nunber of common shares outstanding for the period. Diluted eamings per share assumes the conversion

claf stock options info common shares and the lifting of restrictions on issued restricted shares using the treasury
stock method to the extent the effect would be dilutive. The following table illustrates the basic and dilutive

e'amings per share caloulations for the three years ended December 31, 2001: -
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: ‘ - Per ] P Per
In millions, except o Share . Share , Share
per shaeamounts Income Shares Amount Income Shares Amount Income  Shares Amount
BacBS 3636 67§05 IT0 RI3 T I SWT RS T TAE
Effectof dilutive =~ o L
stock equivalents 0.2 -0l - 0.1 o
DifedEPS 3636 669, 5095 8720 64 S LI7 3007 613 § 14

|Options to purchase 836,688 shares of common stock for the yeer ended December 3 1 2001, 526,469 shares of
common stock for the year ended December 31, 2000 and 99,973 shares of common stock for the year ended
December 31, 1999 were not included in the computatxon of dilutive earnings per share because the options’

exercise price was greater than the average market price of a share of common stock during the period. Exercise

|pnces for options excluded from the computation ranged from $22.54 to $24.05 in 2001; $19.83 to $24.05 in 2000
and equaled $24.05 in 1999.

i‘lz. Stock-Based Incentive Plans . e e R
'lI'he Company has various stock-based incentive plans to encourage employees and non-employee directors to
1|'emam with the Company and to more closely align their interest with those of the Company’s shareholders. At the
annual shareholders meeting on April 25, 2001, shareholders approved the Company’s At-Risk Compensation Plan.
On May 1, 2001, per the terms of the plan, 4, 000 000 shares of common stock were reserved for issuance inthe
form of stock options, restricted stock, and other awards. The Company applies APB Opinion 25, “Accounting for
Stock Issued to Employees” and related i mterpretatlons when measuring compensation expense for these plans. The
pro forma effect on net income and earnings per share, as if the fair value-based method had been applied in
measuring compensatmn expense lS disclosed below.

Stock Qphon Plan

(IJertam SIGCORP employees held options to purchase SIGCORP common shares. When the merger of SIGCORP
and Indiana Energy was consummated, each granted and outstanding option to purchase SIGCORP common shares
was converted info an option to purchase the number of Vectren common shares that could have been purchased
Under the original option multiplied by one and one-third. The exercise price per Vectren common share under the
new aption is equal to the original per share price divided by one and one-third. The new Vectren options are

otherwise subject to the same terms and conditions as the original SIGCORP options. Accordingly, the conversion N
resulted in no compensation expense. o
A summary of the status of the Company s stock optxon plans for the past three years is as follows: )
Witd. Avg,
o : Options  Bxercise Price
QOutstanding at December 31, 1998 - 671,389 > 1746
Granted , » ' o - 272,783 2026
Exercised : ... (13,168) 1422
Outstanding at December 31, 1999 7 7 o 931,004 1833
Cancelled (30,955) 19.04 _
Exercised o - (40,608) 1592
Outstanding at December 31, 2000 o , 859,441 - 1841
Granted o - : » - 783,999 2254
Cancelled _ ‘ , (92,953) 21,84
Exercised (122,709) 16.05
Qutstanding at December 31, 2001 1,427,778 20.67
. s . ) o = 5
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Stock options granted in 2001 become fully vested and exercisable at the end of five years for stock options 1ssued
to employees and one year for non-employee directors. Stock options granted prior to 2001 generaily vest and
become exercisable between one and three years in equal annual installments beginning one year after the grant
date. Options granted both before and after 2001 expire ten years from the date of grant. The exercise price of
stock options awarded under the Company’s stock option plans is equal to the fair market value of the underlying
common stock on the date of grant. Accordingly, no compensation expense has been recognized. Had
compensation cost for these stock option plans been determined based on the fair value at the grant date consistent
with the methodology prescribed under SFAS No. 123 "Accounting for Stock-Based Compensation,” net income ‘
would have been reduced by $1.1 million in 2001, $0.4 million in 2000, and $0.6 million in 1999. Basic and
diluted eammgs per share would have been reducsd by $0.02 in 2001and $0 01 in both 2000 and 1999.

The fair value of each optlon granted used to determine pro forma net income is estimated as of the date of grant
using the Black-Scholes option pricing model with the following weighted average assumptions used for grants in

the years ended December 31, 2001 and 1999: risk-free interest rate of 5.65% and 6. 46%, respectively; expected

option term of 8 years and 5 years, respectively; expected volatility of 26.56% and 34.00%, respectively; and

dividend rates of 4.42% and 4.46%, respectively. The weighted average fair value of options granted in 2001 and . _
1999 were $5.21 and $5.05, rcspechvely No options were granted in 2000,

The following table summarizes mformatlon about stock optxons outstandmg and exercisable at December 31 o
2001: s

Outstanding ) Exercisable _
Wid. Avg. Wid. Avg, Wtd, Avg.
Range of Remaining Exercise Exercise
Exercise Prices  #ofOptions  Contractual Life Price # of Options Price

BI38Z-31744 243,165 30 39 14.63 243,165 § 14.63
$19.83 - $20.26 349,925 6.5 20.03 349,925 20.09
$22.54-$24.05 834,688 9.1 266 65680 24.05
Total TAZTTTR ] 20.67 058,/79 18.47

As of December 31, 2000 and 1999, the number of stock options that are exercisable and those options’ weighted
average exercise price is 781,415 and $18.41 in 2000; and 658,221 and $17.53 in 1999.

Other Plans -
Indxana Energy had a performance-based Executive Restricted Stock Plan for its principal officers and a Duectors
II{cstncted Stock Plan through which non-employee directors received a portion of their salary. Upon

tl:onsummatlon of the merger, the restrictions on each outstandmg share of restricted stock lapsed, and all shares that

were issued as restricted stock were treated as unrestricted shares in the merger exchange. In 2000, the Company

adopted these plans. During the years ended December 31, 2001, 2000 and 1999, the number of restricted stock

grants and the grants’ weighted average fair value was 4,257 and $22.54 per share, respectively, in 2001, 194,384

shares and 519.90 per share, respectively, in 2000, and 15,238 shares and $23.20 per share, respectively, in 1999.

Durmg 2001, 19,726 restricted shares were forfcxted e

Members of management and non—employee directors may defer certain portlons of their salary, annual bonus,
incentive compensation, and earned stock-based incentives into phantom stock units. Such units are vested when
granted.

Lompensatlon expense associated with these plans for the years ended December 31, 2001, 2000 and 1999 was

$2 8 miltion, $2.9 million and $0.9 million, respectively. Approximately, $2.3 million of carmpensation expense for
the year ended December 31, 2000 i is for the lifting of restrictions triggered by the merger transaction.
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13. Commitmeﬁts & Contingencles

Rental Comrmtmcnts L
Future minimum lease payments required under operating leases that have initial or remaining noncancelable lease
terms in excess of one year during the five years following 2001 and thereafter (in millions) are $4.4 in 2002, $4. 5

in 2003, $3.9 in 2004, $3.0 in 2005, $3.0 in 2006 and $5.6 thereafter. Total lease expense (in millions) was $6.2 i in
200l $3.4 in 2000 and $2.7 in 1999, .
e
Construction Commltments ]

The Company has entered into a contract to purchase and construct an 80-megawatt combustion gas turbine

generator. The total cost of the project is estimated to be $33.0 million and is expected to be completed by the

summer of 2002. Through December 31,2001, $23 2 mllhon has been expended,

N
; -
'

Guarantees
The Company is party to financial guarantees with off-balance sheet risk. These guarantees include debt guarantees
and performance guarantees, including the debt of and performance of energy efficiency products installed by
affiliated companies. The Company estimates these guarantees totaled $114.6 million at December 31, 2001. Of -
that amount, $82.9 million relates to the Company’s guarantee of Energy Systems Group, LLC’s surety bonds and
performance guarantees. Energy Systems Group, LLC is a two-thirds owned conselidated subsidiary. 7

Legal Procccdmg . » B
The Company is party to various legal procecdmgs arising in the normal course of business. In the opinion of

management, there are no legal proceedings pending against the Company that are likely to have a material adverse
effect on its financial position or results of operations. See Note 14 regarding the Culley Generating Station
Litigation and Note 4 regardmg ProLiance Energy, LLC.

14. Environmental Matters o . - - ) i
- = B - - - . o [
Clean Air Act '
NOx SIP Call Maiter The Clean Air Act (the Act) requires each state to adopt a State Implementation Plan (SIP) to
attain and maintain National Ambient Air Quality Standards (NAAQS) for a number of pollutants, including ozone.
If the United States Environmental Protection Agency (USEPA) finds a state’s SIP inadequate to achieve the
NAAQS, the USEPA can call upon thc state to revise its SIP (a SIP Call). ‘
In Octaber 1998, the USEPA issued 2 final rule "Finding of ngmﬁcant Contribution and Rulemaking for Certam
States in the Ozone Transport Assessment Group Region for Purposes of Reducing Regional Transport of Ozone,"
(63 Fed. Reg. 57355), This ruling found that the SIP's of certain states, including Indiana, were substantially
inadequate since they allowed for nifrogen oxide (NOx) emissions in amounts that contributed to non-attainment
with the ozone NAAQS in downwind states. The USEPA required each state to revise its SIP to provide for further
NOx emission reductions. The NOxX emissions budget, as stipulated in the USEPA's final ruling, requires a 31%
reduction in total NOx emissions from Indiana. '

In June 2001, the Indiana Air Pollution Control Board adopted final rules to achieve the NOx emission reductlons
required by the NOx SIP Call. Indiana’s SIP requires the Company to lower its system-wxdc NOx emissions o .14
Ibs/mmbtu by May 31, 2004 (the compliance date). This i is a 65% reduction from emission levels existing in 1998
and 1999. .
v . } |-
The Company has initiated steps toward compliance with the revised regulations. These steps include installing
Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 (Culley), Warrick Generating
Station Unit 4 (Warrick), and A.B. Brown Generating Station Unit 2 (A.B. Brown). SCR systems reduce flue gas
NOx emissions to atmospheric nitrogen and water using ammonia in chemical reaction. This technology is known
to be the most effective method of reducing NOx ermssmns thre hlgh rcmoval efficiencics are required. ‘
b

|
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The IURC issued an order that (1) approves the Company’s proposed pro;ect to achieve environmental corapliance
by investing in clean coal technology, (2) approves the Company’s cost estimate for the construction, subject to
periodic review of the actual costs incurred, and (3) approves 2 mechanism whereby, prior to an electric base rate
case, the Company may recover a return on ifs capital costs for the project, at its overall cost of capital, including a
return on equity.

Based on the level of system—w1dc emissions reductions requlred and the control technology utilized to achieve the
reductions, the current estimated construction cost ranges from $175.0 million to $195.0 million and is expected to
be expended during the 2001-2004 period. Through December 31,2001, $22.5 million has been expended. After |
the equipment is installed and operational, related additional armual operation and maintenance expenses are
estimated to be between $8.0 million and $10.0 million.

The Company expects the Culley, Warrick and A.B. Bmwn SCR systems to be operatlonal by the comphance date.
Installation of SCR technology at these stations is expected to reduce the Company’s overall NOx emissions to

levels compliant with Indiana’s NOx emissions budget allotted by the USEPA,; therefore, the Company has

recorded no accrual for potential penalties that may result from noncompliance. -

Culley Generating Station Litigation In the late 1990’s, the USEPA initiated an investigation under Section 114 of )
the Act of SIGECO’s coal-fired electric generating units in commercial operation by 1977 to determine compliance
with environmental permitting rcqulrcmcnts related to repairs, maintenance, modifications, and operations changes.
The focus of the investigation was to determine whether new source review permitting requirements were triggered
by such plant modifications, and whether the best available control technology was, or should have been used.
Numerous electric utllmes were, and are currently, being investigated by the USEPA under an industry-wide
review for comphance In July 1999, SIGECO received a letter from the Office of Enforcement and Compliance
IAssurance of the USEPA. discussing the mdusuy-WIde investigation, vaguely referring to an investigation of
SIGECO and inviting SIGECO to participate in a discussion of the issues. No specifics were noted; furthermore,
the letter stated that the communication was not intended to serve as a notice of violation. Subsequent meetings
were conducted in September and October 1999 with the USEPA and targeted utilities, including SIGECO,
regarding potential remedies to the USEPA's general allegations.

|()n November 3, 1999, the USEPA filed a lawsuit against seven utilities, including SIGECO. The USEPA alleges

that beginning in 1992, SIGECO violated the Act by: (1) making modifications to its Culley Generating Station in
Yankcctown Indiana without obtaining required permits; (2) making major modifications to the Culley Generating
|S’catmn without installing the best available emission control technology; and (3) failing to notify the USEPA of the
modifications. In addition, the lawsuit alleges that the modifications to the Culley Generating Station required .
SIGECO to begin complymg with federal new source performance standards at its Culley Unit 3. ‘

SIGECO believes it performed only maintenance, repair and replacement activities at the Culley Generating
|S’tatlon as allowed under the Act. Because proper maintenance does not require permits, application of the best
avaxlable control technology, notice to the USEPA, or compliance with new source performance standards,
SIGECO believes that the lawsuxt is w1thout merit, and intends to vigorously defend itself.

The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per violation. The lawsuit does not
|specify the number of days or violations the USEPA believes occurred. The lawsuit also seeks a court order
requiring SIGECO to install the best available emissions technology at the Culley Generating Station. Ifthe :
USEPA were successful in obtaining an order, SIGECO estimates that it would incur capital costs of approximately
$40.0 million to $50.0 million to comply with the order. As a result of the NOx SIP call issue, the majority of the
$40 0 million to $50.0 million for best available emissions technology at Culley Generating Station is included in
the $175.0 million to $195.0 million cost range previously discussed. ‘

The USEPA has also issued an administrative notice of violation to SIGECO making the same allegations, but
alleging that violations began in 1977,
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While it is possible that SIGECO could be subjected to criminal penalties if the Culley Generating Station )
continues to operate without complying with the permitting requirements of new source review and the allegations
are determined by a court to be valid, SIGECO believes such penalties are unlikely as the USEPA and the electric ‘
utility industry have a bonafide dispute over the proper interpretation of the Act, Accordingly, the Company has
recorded no accrual and the plant continues to operate while the matter is being decided.

Information Request On January 23, 2001, SIGECO received an information request from the USEPA under
Section 114 of the Act for historical operational information on the Warrick and A.B. Brown generating stations.
SIGECO has provided all information requested, and no further action has occurred. Ly

Manufactured Gas Plants

In the past, Indiana Gas and others operated facilities for the manufacture of gas. Given the availability of natural
gas transported by pipelines, these facilities have not been operated for many years. Under currently applicable
environmental laws and regulations, Indiana Gas and others may now be required to take remedial action if certain
byproducts are found above the regulatory thresholds at these sites.

Indiana Gas has identified the existence, location and certain general characteristics of 26 gas manufacturing and
:storage sites for which it may have some remedial responsibility. Indiana Gas has completed a remedial
Investigation/feasibility study (RIFS) at one of the sites under an agreed order between Indiana Gas and the Indiana

'KDepartment of Environmental Management (IDEM), and a Record of Decision was issued by the IDEM in J anuary.
2000. Although Indiana Gas has not begun an RI/FS at additional sites, Indiana Gas has submitted several of the
sites to the IDEM's Voluntary Remediation Program and is currently conducting some level of remedial activities
‘including groundwater monitoring at certain sites where deemed appropriate and will continue remedial activities at

the sites as appropriate and necessary.
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In conjunction with data compiled by expert consultants, Indiana Gas has accrued the estimated costs for further
Investigation, remediation, groundwater monitoring and related costs for the sites. While the fotal costs that may be
‘mcurred in connection with addressing these sites cannot be determined at this time, Indiana Gas has accrued costs

that it reascnably expects to incur totaling approximately $20.4 million. L
N : » [
The estimated accrued costs are limited to Indiana Gas’ proportionate share of the remediation efforts. Indiana Gas
has arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to -
limit Indiana Gas’ share of response costs at these 19 sites to between 20% and 50%.

\l‘Vith respect to insurance coverage, Inaiaqa Gas has received and recorded seftlements from all known insurance -
carriers in an aggregate amount approximating its $20.4 million accrual.

Environmental matters related to manufactured gas plants have had no material impact on earnings since costs
recorded to date approximate PRP and insurance settlement recoveries. While Indiana Gas has recorded all costs
which it presently expects to incur in connection with activities at these sites, it is possible that future events may
fequire some level of additional remedial activities which are not presently foreseen.

l|5. Rate & Regulatory Métters

|

(7as Costs Proceedings

@ommodity prices for natural gas purchases were significantly higher during the 2000 - 2001 heating season,
plrimarily due to colder temperatures, increased demand and tighter supplies. Subject to complianice with applicable
state laws, Veotren's utility subsidiarics arc allowed full recovery of such changes in purchased gas costs from their

tetail customers through cohqmission-approved gas cost adjustment mechanisms.

In March 2001, Indiana Gas and SIGECO reached agreement with the Indiana Office of Utility Consumer -
Counselor (OUCC) and the Citizens Action Coalition of Indiana, Inc. (CAC) regarding the matters raised by an

l}URC Order that disallowed $3.8 million of Indiana Gas’ gas procurement costs for the 2000 — 2001 heating season’

which was recognized during the year ended December 31, 2000. As part of the agreement, the companies agreed . -
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to contribute an additional $1. 7 mxlhon to asmst quahf jed low income gas customers and Indiana Gas agreed to
credit $3.3 million of the $3.8 million disallowed amount to its customers’ April 2001 utility bills in exchange for
both the OUCC and the CAC dropping their appeals of the [URC Order. In April 2001, the IURC issued an order '
approving the settlement. Substantially all of the financial assistance for low income gas customers has been
dlsmbuted in 2001,

Purchased Power Costs

; As aresult of an appeal of a generic order issued by the IURC in August 1999 regarding guidelines for the recovery
of purchased power costs, SIGECO entered into a settlement agreement with the OUCC that provides certain terms
with respect to the recoverability of such costs. The settlement, originally approved by the [URC in August 2000,
has been extended by agreement through March 2002 and additional settlement discussions are expected in 2002,
[Under the settlement, SIGECO can recover the entire cost of putchased power up to an established benchmark, and
during forced outages, SIGECO will bear a limited share of its purchased power costs regardless of the market costs
at that time, Based on this agreement, SIGECO beheves it has limited its exposure to unrecoverable purchased ]
power costs. . - o

16. Risk Management, Derivatives & Other Financial Instruments

Risk Management
‘ [The Company is exposed to market risks assaciated with commodity prices, interest rates, and counter-party credit.

These financial exposures are monitored and managed by the Company as an integral part of its overall risk
management prograim.,

Cammodtty Price Risk The Company’s regulated operations have limited exposure to commodity price risk for

; purchases and sales of natural gas and electric energy for its retail customers due to current Indiana and Ohio

! regulatlons, which subject to compliance with applicable state regulations, allow for recovery of such purchases
through natural gas and fuel cost ad_)ustment mechanisms.

The Company does engage in hrmted wholesa]e power marketmg and other marketmg activities that may expose 1t
to commodity price risk associated w1th fluctuating electric power, natural gas, and coal commodity pnces

The Company’s wholesale power marketmg activities manage the utilization of' 1ts available electric generating
capacity. The Company’s other commodity marketing activities purchase and sell natural gas and coal to meet
customer demands. These operations enter into forward contracts that commit the Company to purchase and sell
commodities in the future.

Commodity price risk results from forward sales contracts that commit the Company to deliver commodities on
specified future dates. Power marketing uses planned unutilized generation capability and forward purchase
contracts to protect certain sales transactions from unanticipated fluctuations in the price of electric power, and
penodxcally, will use derivative financial instruments to protect its interests from unplanned outages and shiftsin =~~~ _
demand Additionally, other commodity marketing activities use stored inventory and forward purchase contracts

to protect certain sales transactions from unanticipated ﬂuctuauons in commodity prices.

Open positions in terms of price, volume and specified delivery points may odcur to a limited extent and are
managed using methods described above and frequent management reportmg

Interest Rate Risk The Company is exposed to interest rate nsk assoc1ated with its adjustable rate borrowing
arrangements. Its risk management program seeks to reduce the potentially adverse effects that market volatility
x|nay have on operations,

IIJnder normal circumstances, the Company tries to limit the amount of adjustable rate borrowing arrangements
exposed to short-term interest rate volatility to a maximum of 25% of total debt. However, there are times when
thls targeted level of i interest rate exposure may be exceeded. To manage this exposure, the Company may
penodlcally use denvahve financial instruments to reduce eammgs ﬂuctuatlons caused by inferest rate volahhty
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Other Risks By using forward purchase contracts and derivative financial mstruments to manage risk, the Compansr
exposes itself to counter-party credit risk and market risk. The Company manages this exposure to counter-party
credit risk by entering into contracts with financially sound companies that can be expected to fully perform under
the terms of the contract. The Company attempts to manage exposure to market risk associated with commodity
Icon(:acts and interest rates by establishing and monitoring parameters that limit the types and degree of market nsk
that may be undertaken. As of December 31, 2001, the Company has a net receivable from Enron Corp. of
approximately $1.0 million, which has been fully reserved

The Company’s customer receivables from gas and electric sales and gas transportation services are primarily A
derived from a diversified base of residential, commercial, and industrial customers located in Indiana and west ‘
central Ohio. The Company manages credit risk associated with its receivables by continually reviewing

creditworthiness and requests cash deposits or refunds cash deposits based on that review. Credit risk associated
with certain investments is also managed by a review of creditworthiness and receipt of collateral. ‘

Accounting for Forward Coniracts & Other Financial Instruments

Commodity Contracts At otigination, all contracts to buy and sell electric power, natural gas, and coal are
designated as “physical” or “other-than-trading.” The Company does not have any contracts designated as “trading”
as defined by EITF 98-10.

Power marketing contracts are designated as “physical” when there is intent and ablhty to physically deliver power
from SIGECO’s unutilized generatmg capacity. Power marketing contracts are designated as “other-than-trading” ’
when there is intent to receive power to manage base and peak load capacity. Both contract designations generally
|reqmre settlement by physical delivery of electricity. However, certain of these contracts may be net settled in -
accordance with industry standards when unplanned outages, favorable pricing movements, and shifts in demand
occur.

|

anor to the adoption of SFAS 133, contracts in the “physical” and “other-than-trading” portfolios received
accounting recognition on settlement with revenues recorded in electric utility revenues and costs recorded in fuel
for electric generation for those contracts fulfilled through generation and in purchased electric energy for contracts
purchased in the wholesale energy market. Subsequent to the adoption of SFAS 133, certain contracts that are
periodically settled net are recorded at market value. ‘

Other commodity contracts are designated as “physical” when the Company has the intent to physxcally deliver or S
receive natural gas or coal.” Certain contracts in this portfolio may be settled net in accordance with industry

|standarcls Prior to the adoption of SFAS 133, “physical” contracts received accounting recognition upon
|settlement with revenues recorded in energy services and other revenues and costs recorded in cost of energy
services and other. After the adoptlon of SFAS 133, certain contracts that are periodically settled net are recorded
|at market value. :

|Contracts recorded at market value are recorded as current or noncurrent assets or liabilities i in the Consolidated .
lBalance Sheets depending on their value and on when the contracts are expected to be settled Changes in market
value are recorded in the Consolidated Statements of Income as purchased electric energy or cost of energy servmes
and other, as appropriate. Market value is determined using quoted market prices from independent sources.

b
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Financial Contracts In September 2001, the Company entered into several forward starting interest rate swaps
with a total notional amount of $200.0 million in anticipation of VUHI’s $250.0 million long-term debt issuance.
Upon issuance of the debt in December 2001, the swaps were settled resulting in the Company receiving $0.9
|mllllon “The value received is being amortized from accumulated other comprehenswe income to interest expense
over the life of the debt.

|In December 2000, the Company entered into an interest rate swap used to hedge interest rate risk associated with .
variable rate short-term notes payable totaling $150.0 million. The swap was entered into concurrently with the
|1ssuan<;e of the floating rate notes on December 28, 2000 and swapped the debt s vanable interest rate of three-
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month LIBOR plus 0.75% for a fixed rate of 6. 64% The swap expued on December 27 2001, the date the debt ’
agreement explred _

. : 7 . _ -
Prior to the adoption of SFAS 133, instruments hedging interest rate risk were accounted for upon settlement in
interest expense. After adoption of SFAS 133, hedging instruments are carried at market value in other assets or
other current liabilities, as appropriate, and changes in market value are recorded in accurnulated other '
comprehensive income and recorded to interest expense as settled. ‘

Impact of New Accounting Principle

In June 1998, the Financial Accounting Standards Board (FASB) issued SFAS 133, which requires that every
derivative instrument be recorded on the balance sheet as an asset or hablllty measured at its market value and that'
changes in the derivative's market value be recognized currently in eamings uness specific hedge accountmg '
criteria are met.

. L 7 7
SFAS 133, as amended, requires that as of the date of initial adoption, the difference between the market value of ‘
derivative instruments recorded on the balance sheet and the previous carrying amount of those derivativesbe
reported in net income or other comprehensive income, as appropriate, as the cumulative effect of a changein |
accounting principle in accordance with APB Opinion No. 20, “Accounting Changes.” o

Resultmg from the adoption of SFAS 133, certain contracts in the power marketmg operatlons and other wholesale
marketing operations that are periodically settled net were required to be recorded at market value. Previously, the
Company accounted for these contracts on settlement. The cumulative impact of the adophon of SFAS 133
resulting from marking these contracts to market on January 1, 2001 was an earnings gain of approximately $6.3 “
million ($3.9 million net of tax) recorded as a cumulative effect of accounting change in the Consolidated
Statements of Income. The majority of this gain results from the Company’s power marketing operations. SFAS
133 did not nnpact other commodity contracts because they were normal purchases and sales specifically excluded
from the provxsxons of SFAS 133

ST
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As of December 31, 2001, the Company has denvatlve assets resultmg from its | power marketmg operations of $5
million classified in other current assets as well as derivative liabilities of $2.0 million classified in accrued
liabilities. Unrealized losses totaling $3.2 million arising from the dlfference between the current market value and
the market value on the date of adoption is included in purchased electric energy in the Consolidated Statements of
Income for the year ended December 31, 2001. Derivatives used in other commodity marketing operations are not
significant,

. . r
The Company assesses and documents the hedging relationship between its financial instruments, including interest
rate swaps, and underlying risks as well as the investment’s risk management objectives and anticipated ‘
effectiveness. When the hedging relationship is highly effective, these instruments are designated as cash flow
hedges. The adoption of SFAS 133 had no impact as the market value of the Company’s cash flow hedges was
zero on January 1,2001. ,
As of December 31, 2001, no interest rate swaps are outstanding. Approximately $0.9 million remains in ‘
{accumulated other comprehensive income that is related to interest rate swaps hedging future interest payments. Of
that amount, $0.1 million will be reclassified to carnings within the next twelve months.

In addition to the Company’s wholly owned subsidiaries, ProLiance, an equity method investment, adopted SFAS

133 during 2000. The Company’s share of the impact of adoption and continued use of derivatives by ProLiance i 1s T
{reflected in accumulated other comprehensive income due to the nature of the derivatives used.
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Fair Value of Other Financial Instruments
The carrying values and estimated fair values of the Company's othcr financial mstrumcnts were as follows

At Dccember 3 1
, 2001 2000
—Carying——EstTair ~Currying— ISt Fair
In millions Amount  Value Amount  Value
Tong-ferm debt 7 IT0314 $1,024 TT6889 F6724
Short-term borrowings & notes payable 381.7 1817 7599  759.9
Redeemable preferred stock of subsidiary . - - 75 17
Partnership obligations I - 02 0.3

Certain methods and assumptions must be used to estimate the fair value of financial instruments. The fair value of

e Company's other financial instruments was estimated based on the quoted market prices for the same or similar
lISSllCS or on the current rates offered to the Company for instruments with similar characteristics. Because of the
maturity dates and variable interest rates of short-term borrowings, its carrying amount approximates its fair value.
Under current regulatory treatment, call premiums on reacquisition of long-term debt are generally recovered in
customer rates over the life of the refunding issue or over a 15-year period. Accordingly, any reacquisition would
not be expected to have a material effect on the Company's financial position or results of operations.

l|3ecause of the customized nature of certain cost methed investmenis included in investments in unconsolidated
affiliates and notes receivable included in other investments, and since there is no readily available market for these
investments, it is not practlcablc to estimate the fair value of these financial instruments,

17. Addltional Operational & Balance Sheet [nformation

Other - net in the Consohdated Statements of Incomc cons1sts of the followmg

Year ended December 31,

In millions 2001 7000 1999
Interest income - ' S 37 § 386 § 33
Leveraged lease investment income 4.6 1.7 42
AFUDC 56 52 36
Other income v 6.0 72 26
Other expense (5.6) (50 (23
Total other — net . _ B 5163 § 237 5 139

Other current assets in the Consolidated Balance Sheets consists of the following:

T S : At December 31,
In millions 2001 2000
Prepaid gas delivery service § 67 b 348
Other prepayments & current assets 357 275

T Tot PrepayIEATS & Oher CUFFERT a55eTS ST03F 5 6I3
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Accrued liabilities in the Consolidated Balancé Sheets consists of the Afo’llowinAg:

) At December 31,
Tmillions 2001 2000 '
eferred ncome faxes § 207 % -

Refunds to customers & customer deposits 187 . 229
Accrued interest 133 10.3
Acorued taxes 9.4 17.6
Other 7 1393 554
Total accrued lLiabilities $1014 § 1062

18, Segment Reporting

The Company had four operating segments during 2001: (1) Gas Utility Services, (2) Electric Utilify Services, (3) 1

I:\Ionregulatcd Operations, and (4) Corporate and Other. The Gas Utility Services segment includes the operations
bf Indiana Gas, the Ohio operations, and SIGECO’s natural gas distribution business and provides natural gas
‘I':listribution and transportation services in nearly two-thirds of Indiana and west central Ohio. The Electric Utility
|Serviccs segment includes the operations of SIGECO’s power generating and marketing operations, and electric
fransmission and distribution services, which provides electricity to primarily southwestem Indiana. The ,
Flonregulatcd Operations segment is comprised of various subsidiaries and affiliates offering and investing in
energy marketing and services, coal mining, utility infrastructure services, and broadband communications among -
|other energy-related opportunities. The Corporate and Other segment provides general and administrative support '
|and assets, including computer hardware and software, to the Company’s other operating scgments. During 2001,
the Company reorganized iis business segments by separating the Corporate and Other segment from the

Nonregulated Operations segment. Prior year

dividends at the corporate level. Investments

data has been restated to conform to the current year presentation.

) TS G : - _ T . oL ;:—l,
The following tables provide information about business segments. The Company makes decisions on finance and

in unconsolidated affiliates, earnings of those unconsolidated

affiliates, and the extraordinary item recognized in 2001 are primarily within the Nonregulated Operations segment.

N ) i

-4

P

‘7 R g

. Year ended December 31,
T walHons 00T 7000 1999 |
Operating Revenues
Gas Utility Services $1,0315 § 8188 § 4996
Electric Utility Services 3789 3364 307.5
Nonregulated Operations 797.1 519.2 2817
Corporate & Other 29.7 33.6 332
Tntersegment Eliminations (67.2) (59.3) (53.6)
Total operating revenues $2,170.0 § 16487 5 10084
Interest Expense '
Gas Utility Services $ 510 § 280 § 193
Electric Utility Services 19.1 18.1 17.5
Nonregulated Operations 122 10.2 6.1
Corporate & Other 16 13 09
Intersegment Eliminations (1.3) (1.2) (0.9)
Total interest expense § gle 3 564 5 429
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‘ Tamillions™ — 2001 2000 1999
{ Tncome Taxes ] ' — 7 L
; Gas Utility Services § 24 § 15 § 189 i
' Electric Utility Services 203 2.4 243 o
Nonregulated Operations (5.0) 07 06 ;
Corporate & Other 09 (12 19 )
Intersegment Eliminations - 0.2) -
Total income taxes L) 4.7
Net Income - -
Gas Utility Services $ 99 § 156 $ 336
Electric Utility Services T 408 36.8 418
Nonregulated Operations 113 -7 12,5
Corporate & Other 1.6 2.1 2.8 T
Netincome T &% 5 720§ 907
Depreciation & Amortization
Gas Utility Services $ 582 § 438 § 387 -
Electric Utility Services 8.7 386 4038 A
Nonregulated Operations 59 11 07 '
: Corporate & Other S 209 222 68
' Total depreciafion &
amortization $ 1237 0§ 1057 § 870 B
i, | Capital Expenditures ' .
o Gas Utility Services $ 761 § T 0§ 725
Electric Utility Services 697 376 5L -
Nonregulated Operations 335 273 1.7 ‘ i
Corporate & Other 56.0 263 10.6 - )
Tofal capital expenditures 5 2353  § 1643 3 1359
: At December 31, o
“Tn miTTions T 200 T
Tdentiftable Asscts B L
‘ Gas Utility Services $1,5577  $ 1,630 o
’ Electric Utility Services 802.1 806.3 b
Nonregulated Operations 6777 6720
Corporate & Other 1473 85.1 ‘
Intersegment Eliminations (328.0) (267.1) ' ' T
Total dentifiable assets 318568 § 29163 .
19, Impact of Recently Issued Accounting Guidance -
SFAS 141 & 142 o
The FASB issucd two new statements of financial accounting standards in July 2001: SFAS No. 141, “Business
Combinations” (SFAS 141), and SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS 142). These = -
: interrelated standards change the accounting for business combinations and goodwill in two significant ways: '
‘ K 74 .




SFAS 141 requires that the purchase method of accounting be used for all business combinations initiated after -

June 30,2001, Use of the pooling-of-interests method is prohibited. This change does not affect the pooling-of-
interest transaction forming Vectren. '

SFAS 142 changes the accounting for goodwill from an amortization approach to an impairment-only approach.
"Il'hus, amortization of goodwill that is not included as an allowable cost for rate-making purposes will cease upon
aldoption of the statement. This includes goodwill recorded in past business combinations, such as the Company’s
acquisition of the Ohio operations. Goodwill is to be tested for impairment at a reporting unit level at least

annually.

SlFAS 142 also requires the initial impairment review of all goodwill and other intangible assets within six months
(l)f the adoption date, which is January 1, 2002 for the Company. The impairment review consists of a comparison
?f the fair value of a reporting unit to its carrying amount. If the fair value of a reporting unit is less than its
qarrying amount, an impairment loss would be recognized. Results of the initial impairment review are to be
treated as a change in accounting principle in accordance with APB Opinion No. 20 “Accounting Changes.” An

ilmpairment loss recognized as a result of an impairment test occurnng after the initial impairment review is tobe
reported as a part of operations.

SFAS 142 also changes certain aspects of accounting for intangible assets; however, the Company does not have
ny significant intangible assets.

The adoption of SFAS 141 will not materially impact operations. As required by SFAS 142, amortization of
goodwill relating to the acquisition of the Ohio operations, which approximates $5.0 million per year, will cease on
January 1, 2002. Initial impairment reviews to be performed within six months of adoption of SFAS 142 axe not
expected to have a significant impact on operations.

* SFAS 143 I | o ' h

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). SFAS
143 requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it
hs incurred. When the liability is initially recorded, the entity capitalizes a cost by increasing the carrying amount
of the related long-lived asset. Over time, the liability is accreted to its present value, and the capitalized cost is
depreciated over the useful life of the related asset. Upon settlement of the liability, an entity either settles the
obligation for its recorded amount or incurs a gain or loss upon settlement. SFAS 143 is effective for fiscal years
beginning after June 15, 2002, with earlier application encouraged. The Company is currently evaluating the
impact that SFAS 143 will have on its operations.

SFAS 144

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144). SFAS 144 develops one accounting model for all impaired long-lived assets and long-lived
assets to be disposed of. SFAS 144 replaces the existing authoritative guidance in FASB Statement No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” and certain
aspects of APB Opinion No. 30, “Reporting Results of Operations-Reporting the Effects of Disposal of a Segment

of a Business.” ' o ) T

This new accounting model retains the framework of SFAS 121 and requires that those impaired long-lived assets
and long-lived assets to be disposed of be measured at the lower of carrying amount or fair value (less cost to sell
for assets to be disposed of), whether reported in continuing operations or in discontinued operations. Therefore,
discontinued operations will no longer be measured at net realizable value or include amounts for operating losses
that have not yet occurred. C S

SFAS 144 also broadens the reporting of discontinued operations to include all components of an entity with
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operations that can be distinguished from the fest of the entity and that will be eliminated from the ongoing
operations of the entity in a disposal transaction.

FAS 144 is effective for fiscal years begmmng after December 15 2001 with earlier application encouraged 'Ihe
Company is evaluating the unpact SFAS 144 will have on its operatmns

20. Quarterly Financial Data (Unaudlted)

Summanzcd quarterly ﬁnancml data for 2001 and 2000 ig as follows:

In mullions, except per share amounts ‘ Qi Q2 Q3 Q4

2001

Operating revenues ' $883.1  $4322  $3584  $4963

Operating income (foss) ' - C 727 (4.6) 19.1 524

Income (loss) before extraordinary loss & cumulative ' -
effect of change in accounting principle 40.5 (10.0) 45 324

Basic earnings (loss) per share before extraordinary
loss & cumulative effect of change in accounting
principle 062 (0.15) 0.07 048
- Diluted eamings (loss) per share before extraordmary
loss & cumulatlve effect of change in accounting

principle 0.61 (0.15) 0.07 0.48

Net income (loss) ST T 444 117 45 324
Basic earnings (loss) per share 0.68 {0.26) 0.07 048
Diluted eamings (loss) per share 0.67 (0.26) 0.07 0.48
Operating revenues ‘ $359.5  $263.7 83179  §707.6
Operating income ) 343 163 272 533
Net income ' 22.1 8.3 154 262
Basic garnings per share ' ) 036 0.14 0.25 0.43

. Diluted eamings per share 036 013 0.25 0.43

1. Information in any one quarterly permd is not indicative of annual results due to the seasonal variations common to the Company 5
utility operations.

Q! 0f 2001 includes charges for cumulative effect of changes in accounting principle as described in Note 16..

Q2 of 2001 includes restructuring charges as described in Note 3.

Q2 of 2001 includes an extraordinary loss as described in Note 5.

2001 & 2000 include merger and integration charges as described in Note 3.

e
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JTEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND T
FINANCIAL DISCLOSURE

None.
| 0 earTm
ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT e

Except with respect to information regarding the executive officers of the Registrant, the information required by B
}I’art I, Item 10 of this Form 10-K is incorporated by reference herein, and made part of this Form 10K, from the
company's definitive Proxy Statement for its 2001 Annual Meeting of Stockholders, which was filed with the
ISccuritie& and Bxchange Commission, pursuant to Regulation 14A, on March 15, 2002. The information with
fespect to the executive officers of the Registrant is included below.

Niel C. Ellerbrook, age 53, has been a director of Indiana Energy or the Company since 1991, Mr. Ellerbrook is
Chairman of the Board and Chief Executive Officer of the Company, having served in that capacity since March
2000. Mr. Ellerbrook served as President and Chief Executive Officer of Indiana Energy from June 1999 to March
2000. Mr. Ellerbrook served as President and Chief Operating Officer of Indiana Energy from October 1997 to
March 2000. From January through October 1997, Mr. Ellerbrook served as Executive Vice President, Treasurer,
:and Chief Financial Officer of Indiana Energy; and from 1986 to January 1997 as Vice President, Treasurer, and
|Chit:f Financial Officer of Indiana Energy. Mr. Ellerbrook is a director of Vectren Utility Holdings, Inc., Indiana
Gas Company, Inc,, and Southern Indiana Gas and Electric Co. He is also a director of Fifth Third Bank, Indiana,

and Deaconess Hospital of Evansville, Indiana. : -

Andrew E. Goebel, age 54, has beena dicector of SIGCORP or the Company since 1997. Mr. Goebel is President
and Chief Operating Officer of the Company, having served in that capacity since March 2000. Mr. Goebel was
President and Chief Operating Officer of SIGCORP from April 1999 to March 2000, From September 1997
through April 1999, Mr. Goebel served as Executive Vice President of SIGCORP; and from 1996 to September
1997, he served as Secretary and Treasurer of SIGCORP. Mr. Goebel is a director of Vectren Utility Holdings, Inc.,
Indiana Gas Company, Inc., and Southern Indiana Gas and Electric Co. Mr. Goebel is also a director of Old
Natjonal Bancorp and Old Nationa! Bank. -

Jerome A. Benkert, Jr., age 43, has served as Executive Vice President and Chief Financial Officer of the
Company since March 2000 and as Treasurer of the Company since October 2001. He was Executive Vice
President and Chief Operating Officer of Indiana Energy's administrative services company from October 1997 to
March 2000. Mr, Benkert has served as Controller and Vice President of Indiana Gas. Mr. Benkert is a director of
Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., and Southern Indiana Gas and Electric Co.

Carl L. Chapman, age 46, has served as Executive Vice President of the Company since March 2000 Mr.
Chapman served as Assistant Treasurer of Indiana Energy from 1986 to March 2000. Since October 1997, Mr.
Chapman has served as President of [GC Energy, Inc., which has been renamed Vectren Energy Sofutions, Inc.
Mr. Chapman served as President of ProLiance Energy, LLC ("ProLiance"), a gas supply and energy marketing
joint venture partially owned by Vectren Energy Solutions, Inc., an indirect, wholly owned subsidiary of the
Company, from March 1996 until April 1998. Currently, Mr. Chapman is the chairman of ProLiance. From 1995
until March 1996, he was Senior Vice President of Corporate Development for Indiana Gas.

Ronald E. Christian, age 43, has served as Senior Vice President, General Counsel, and Secretary of the Company
since March 2000. Mr. Christian served as Vice President and General Counsel of Indiana Energy from July 1999

to March 2000. From June 1998 to July 1999, Mr. Christian was the Vice President, General Counsel and
 Secretary of Michigan Consolidated Gas Company in Detroit, Michigan. He served as the General Counsel and
Secretary of Indiana Energy, Indiana Gas and Indiana Energy Investments, Inc. from 1993 to June 1998. Mr.
Christian is a director of Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., and Southem Indiana Gas and
Electric Co. ' - - :




Richard G. Lynch, age 50, has served as Semor V1ce Presxdent-Human Resources and Adm1mstratmn of the -
Company since March 2000. Mr. Lynch was Vice President of Human Resources for SIGCORP from March 1999.
to March 2000. Prior to joining the Company, Mr. Lynch was the Director of Human Resources for the Mead
Johnson Dmsmn of antol Myers- Squtbb in Evansvﬂle Indlana

ITEM 11. EXECUTIVE COMPENSATION _

Information required by Part ITT, Item 11 of this Form 10-K is incorporated by reference herein, and made part of
this Form 10-K, from the Company's definitive Proxy Statement for its 2002 Annual Meeting of Stockholders,
which was filed with the Securities and Exchange Commission, pursuant to Regulation 14A, on March 15, 2001.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT ]
Information required by Part ITI, Item 12 of this Form 10-K is incorporated by reference herein, and made part of
ithls Form 10-K, from the Company's definitive Proxy Statement for its 2002 Annual Meeting of Stockholders,
which was filed w1th the Securities and Exchange Commission, pursuant to Regulatmn 14A, on March 15, 2002

ITEM 13. CERTA]N RELATIONSHIPS AND RELATED TRANSACTIONS .
Information required by Part [T, Item 13 of this Form 10-K, is incorporated by reference herein, and made part of
this Form 10-K, from the Company's definitive Proxy Statement for its 2002 Annual Meeting of Stockholders,
which was filed with the Securities and Exchange Commission, pursuant to Regulation 14A, on March 15,2002,

PART IV
ITEM 14. EXHIilI_TS, FINAN CIAL STATEMENT SCHEDULES AND VREPOR;I‘S >ON FORM §-K
a) List Of Document.s Filed As Part Of This Report
(l) Consohdatcd Fmancml Statements _
The consolidated financial statements and related notes, together with the report of Arthur i
;X(;lcligrsen LLP, appear in Part Y Item 8 Financial Statements and Supplementary Data of this Form -

{2) Consolidated Financial Statement Schedules

A " PAGE INFORM 10-K
Report of Arthur Andersen LLP T '
For the years ended December 31, 2001, 2000, and
1999' Schedule II .- Valuation and Qualifying Accounts 80

All other schedules are omitted as the rcqulred mformatlon is inapplicable or the information is presented in the
Consolidated Financial Statements or related notes.

(3) List of Exhlbug

The Company has incorporated by reference herein certain exhibits as specified below pursuant to -
Rule 12b-32 under the Exchange Act.

Exhibits for the Company are listed in the Index to Exhibits beginning on page 83.
Exhibits for the Company attached to this filing are listed on page 89.
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(b) Reports On Form 8-K During The Last Calendar Qﬁarter ’

On October 24,2001 and November 26,2001, Vectren Corporation filed 2 Current Report on Form 8-K with :

n':spect o the release of financial information to the investment community regarding the Company's results of
oberations, financial position and cash flows for the three, six, and nine month periods ended September 30,
2001. The financial information was released to the public through this filing.

item 5. Other Events

Item 7. Exhibits
99,1 — Press Release - Third Quarter 2001 Vectren Corporation Eamings
99.2 — Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private

 Securities Litigation Reform Act of 1995

Report on Form 8-K with respect to an analyst

On November 26, 2001, Vectren Corporation filed a Current
al and operating results and plans for the future will

rlneeting where a discussion of the Company’s current financi
gceur

Itern 5. Other Events

Item 7. Exhibits .
99.1 — Press Release - Vectren to Update Business Strategies
99.2 — Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private

Securities Litigation Reform Act of 1995




REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders and Board of Directors of Vectren Corporation:

We have audited in accordance with auditing standards generally accepted in the United States, the consolidated
fnancial statements included in Vectren Corporation's annual report to shareholders included in this Form 10-K,
and have issued our report thereon dated January 24, 2002. Our audit was made for the purpose of forming an |
opinion on those statements taken as a whole. The schedule listed in Item 14(a)(2) is the responsibility of the
Company's management and is presented for the purpose of complying with the Securities and Exchange
(ommission's rules and is not part of the basic financial statements. The schedule has been subjected to the auditing
procedures applied in the audit of the basic financial statements, and in our opinion, fairly states in all material
respects the financial data required to be set forth therein in relation to the basic financial statements takenasa

whole.

oo Z ?,., '
. /s! Arthur Andersen LLP
- " 7" Arthur Andersen LLP

I

Indianapolis, Indiana,
January 24, 2001.

H— Vo Vo
g e e
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" SCHEDULEN
- ~ Veotren Corporation and Subsidiaries |
VALUATION AND QUALEFYING ACCOUNTS AND RESERVES
Column A Column B Column C | Column D Column E
- Additions ,
“Balanceat ~Charged  Charged  Deductions Balance at
Beginning to to Other from End of
Description ‘Of Year ~ Expenses Accounts Reserves,Net  Year
Tn millions)
VALUATION AND QUALIFYING
ACCOUNTS: ‘ ’
Year 2001 — Accumulated provision for
uncollectible accounts $ 57 §$ 173§ - $ 171§ 59
Year 2000 - Accumulated provision for J ' .
uncollectible accounts $ 39§ 77 % 05 § 64 $§ 57
Year 1999 — Accumulated provision for V '
uncollectible accounts $ 35 § 40 3§ - $ 40 § 39
OTHER RESERVES:
Year 2001 - Reserve for merger and -
integration charges $ 18 % - §$ - % 14 § 04
Year 2000 — Reserve for merger and ‘ -
integration charges $ - $ 272 % - $ 254 8 1.8
Year 2001 — Reserve for restructuring -
- costs -y - $ 19 § - $ 68 § 5l
Year 2001 - Rcservé for injuries o B
and damages $ 18§ 29 § - $ 30 § L7 o
Year 2000 — Reserve for injuries ] B
~and damages $ 158 09 8 - % 06 § 18
| Year 1999 ~ Reserve for injuries
and damages $ 13 § 06 § - $ 04 § 13
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SIGNATURES

l'-”ursuant to the requirements of Section 13or 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.

*.VECTREN CORPORATION

Dated March 28, 2002

/S/ Niel g;'. Ellerbrook
Niel C. Ellerbrook, Chairman and Chief Executive
Officer, Director ~ o
Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below by the ‘}
following persons on behalf of the Registrant and in capacities and on the dates indicated.

. Signatre U Tite " Date
/8/ Niel C. Ellerbrook Chairman & Chipf Execuiive . March 28, 2002 T
Niel C. Ellerbrook Officer, Director (Principal '
Executive Ofﬁcer) i .
. Sy
1S/ Jerome A. Benkert, Jr, Executive Vice President, March 28, 2002 !
Jerome A. Benkert, Jr. Chief Financial Officer, & : =
Treasurer (Principal Financial
Officer)
/S/ M. Susan Hardwick Vice President & Controller 7 March 28, 2002
M. Susan Hardwick (Principal Accounting Officer)
|
/S/ John M. Dunn Directar March 28, 2002 ‘
John M. Dunn
/S/ Tobn D. Engelbrecht ~~ Director March 28, 2002 ‘
John D. Engelbrecht ' R - ,
{8/ Lawrence A. Ferger_ Director ' © March 28, 2002 ‘
Lawrence A. Ferger

/8/ Anton H. George Director ‘ March 28, 2002
‘ Anton H. George ‘ T
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/S/ Andrew E. Goebel
Az;drew E. Goebel

/S/ Robert L. Koch I
Robert L. Koch I

{8/ William G. Mays
William G. Mays

/S/ J. Timothy McGinley
1. Timothy McGinley

/8/ Richard P. Rechter
Richard P, Rechter

/S/ Ronald G. Reherman
Ronald G. Reherman

/S/ Richard W. Shymanski

{8/ Jean L. Wojtowicz

Jean L.Wojtowicz

Richard W, Shymanski

Director

Director

Director

Director

Director

Director

Director

Director

t

-

. ¥
H—“’ o B . ,
1 el sl s el e e

- e e - gt = e
B
March 28, 2002
March 28, 2002 |
March 28, 2002 .
- [
March 28, 2002 g
March 28,2002 -
o 4} -
March 28, 2002 o
o ” - 7’ - ,,777?': -
Maich 28, 2002 ‘ -
March 28, 2002 :
B :';,
:,;éf _
]
Lo
s

by
|



| * INDEX TO EXHIBITS
2. Plan Of Acquisition, Reorgax{iiatim-lv,;Anl'angeinent, Liquidation Or Succession

11,1999 among Indiana Energy, Inc.,

21  Agreement and Plan of Merger dated as of June ‘
SIGCORP, Inc. and Vectren Corporation (the *“Merger Agreement ). (Filed and designated in Form S-4
to (No. 333-90763) filed on November 12, 1999, File No. 1-15467, as Exhibit 2.)
22  Amendment No.l to the Merger Agreement dated Decerhber 14, 1999 (Filed and designated in Current
- Report on Form 8-K filed December 16, 1999, File No, 1-09091, as Exhibit 2.)
23 Asset Purchase Agreement dated Degemb‘zer 14,1999 between Indiana Energy, Inc. and

The Dayton Power and Light Company and Number-3CHK with a commitment letter for a 364-Day Credit
Facility dated December 16,1999, (Filed and designated in Current Report on Form 8-K dated December
28, 1999, File No. 1-9091, as Exhibit 2 and 99.1.)

3. Articles Of Incorporation And By-Laws

31  Amended and Restated Axticles of Incorporation of Vectren Corpo;ation effective March
31, 2000. (Filed and designated in Current Report on Form 8-K filed April 14, 2000, File No. 1-15467, as

Exhibit4.1.)
3.2 Code of By-Laws of Vectren Corporation. (Filed and designated in Form S-3 (No. 333-5390), filed
January 19, 2001, File No. 1-15467, as Exhibit 42)
- [
33 Sharcholders Rights Agreement dated as of October 21, 1999 between Vectren Corporation and Equiserve .

Trust Company, N.A., as Rights Agent. (Filed and designated in Form S-4 (No. 333-90763), filed
November 12. 1999, File No. 1-15467, as Exhibit l{.)

4. Instruments Defining The Rights Of Security Holders, Inélnding Indentures

4.1
and Bankers Trust Company, as Trustee, and Supplemental Indentures thereto dated August 31, 1936,
October 1, 1937, March 22, 1939, July 1, 1948, June 1, 1949, October 1, 1949, January 1, 1951, April [,
1954, March 1, 1957, October 1, 1965, September 1, 1966, August 1, 1968, May 1, 1970, August 1, 1971,
April 1, 1972, October 1, 1973, April 1, 1975, January 13, 1977, April 1, 1978, June 4, 1981, January 20,
1983, November 1, 1983, March 1, 1984, June 1, 1984, November 1, 1984, July 1, 1985, November 1,
1985, June 1, 1986. (Filed and designated in Registration No. 2-2536 as Exhibits B-1 and B-2; in Post-
effective Amendment No. 1 to Registration No. 2-62032 as Exhibit (b)(4)(ii), in Registration No. 2-88923
as Exhibit 4(b)(2), in Form 8-K, File No. 1-3553, dated June 1, 1984 as Exhibit (4), File No. 1-3553, dated
March 24, 1986 as Exhibit 4-A, in Form 8-K, File No. 1-3553, dated June 3, 1986 as Exhibit (4).) July 1,
1985 and November 1, 1985 (Filed and designated in Form 10-K, for the fiscal year 1983, File No. 1-3553,
2s Exhibit 4-A.) November 15, 1986 and January 15, 1987. (Filed and designated in Form 10-K, for the
fiscal year 1986, File No. 1-3553, as Exhibit 4-A.) December 15, 1987. (Filed and designated in Form 10-
X, for the fiscal year 1987, File No. 1-3553, as Exhibit 4-A.) December 13, 1990. (Filed and designated in
Form 10-K, for the fiscal year 1990, File No. 1-3553, as Exhibit4-A.) April 1, 1993. (Filed and designated
in Form 8-K, dated April 13, 1993, File No. 1-3553, as Exhibit 4.) June 1, 1993 (Filed and designated in -
Form 8-K, dated June 14, 1993, File No. 1-3553, as Exhibit4) May 1, 1993. (Filed and designated in
Form 10-K, for the fiscal year 1993, File No. 1-3553, as Exhibit 4(a)) July 1, 1999. (Filed and designated
in Form 10-Q, dated August 16, 1999, File No. 1-3553, as Exhibit 4(a).) March 1, 2000. (Filed herewith.) .

- - . _ o . ) i

i -
b
P =

Mortgage and Deed of Trust dated as of Apﬁl 1, 1932 between Southern Indiana Gas and Electric Com}iah; e




4.3

44

10.1

102

10.3

104

9, Voting Trust Agreement Lo ’ o ”
Not applicable. ; - ‘ : ' R

10, Material Contracts

e et e et

Indenture dated February 1, 1991, between Indizna Gas and U.S. Bank Trust National Association
(formerly know as First Trust National Assaciation, which was formerly know as Bank of America Illinois,
which was formerly know as Continental Bank, National Association. Inc.'s. (Filed and designated in
Current Report on Form 8-K filed February 15, 1991, File No. 1-6494.); First Supplemental Indenture
thereto dated as of February 15, 1991. (Filed and designated in Current Report on Form 8-K filed February
15, 1991, File No. 1-6494, as Exhibit 4(b).); Second Supplemental Indenture thereto dated as of September
15, 1991, (Filed and designated in Current Report on Form 8-K filed Septernber 25, 1991, File No. 1-6494,
as Exhibit 4(b).); Third supplemental Indenture thereto dated as of September 15, 1991 (Filed and
designated in Current Report on Form 8-K filed September 25, 1991, File No. 1-6494, as Exhibit 4(c).);
Fourth Supplemental Indenture thereto dated as of December 2, 1992, (Filed and designated in Current
Report on Form 8-K filed December 8, 1992, File No. 1-6494, as Exhibit 4(b).); Fifth Supplemental
Indenture thereto dated as of Decerber 28, 2000, (Filed and designated in Current Report on Form 8-K

. filed December 27, 2000, File No. 1-6494, as Exhibit 4.

$350.0 million Credit Agreement arranged by Banc One Capital Markets, Inc. dated as of June 28, 2001
among Vectren Utility Holdings, Inc., as borrower; Indiana Gas Company, Inc. as guarantor; Southem
Indiana Gas and Electric Company, as guarantor; Vectren Energy Delivery of Ohio, Inc., as guarantor; and
Lenders: Banc One, NA, as Agent; Firstar Bank, N.A,, as Co-Syndication Agent; ABN AMRO Bank,
N.V., as Co-Syndication Agent; The Bank of New York, as Co-Documentation Agent; The Industrial Bank

“of Japan, Limited, as Co-Documentation Agent; the Fuji Bank, Lirnited, as Co-Documentation Agent; and

National City Bank of Indiana, as Co-Agent. (F iled and designated on Form 10-K for the year ended
December 31, 2001, File No. 1-16739, as Exhibit 4.3.) :

Indenture dated October 19, 2001, between Vectren Utility Holdings, Inc., Indiana Gas Company, Inc.,
Southemn Indiana Gas and Electric Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank Trust’
National Association. (Filed and designated in Form 8-K, dated October 19, 2001, File No. 1-16739, as
Exhibit 4.1); First Supplemental Indenture, dated October 19, 2001, between Vectren Utility Holdings, Inc.,
Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy Delivery of '
Ohio, Inc., and U.S. Bank Trust National Association. (Filed and designated in Form 8-K, dated October
19, 2001, File No. 1-16739, as Exhibit 4.2); Second Supplemental Indenture, between Vectren Utility
Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy
Delivery of Ohio, Inc., and U.S. Bank Trust National Association. (Filed and designated in Form 8-K,
dated November 29, 2001, File No. 1-16739, as Exhibit 4.1).

Agreement, dated, January 30, 1968, for Unit No. 4 a the Warrick Power Plant of Alcoa Generating
Corporation ("Alcoa"), between Alcoa and Southern Indiana Gas and Electric Company. (Filed and
designated in Registration No. 2-29653 as Exhibit 4(d)-A.)

Leter of Agréerﬁent, dated June l", 197 L ,k and Letter ;\greement; dated June 26; 17969, between Alcoa and
Southern Indiana Gas and Electric Company. (Filed and designated in Registration No. 2-41209 as Exhibit

4(e)-2)

Letter Agreement, dated April 9, 1973, and Agreement dated April 30, 1973, between Alcoa and Southern
Indiana Gas and Electric Company. (Filed and designated in Registration No. 2-53005 as Exhibit 4(e)-4.)

Electric Power Agfeemént (the "Power Agrectment"), dated May 28, 1971, between Alooa and Southen
Tndiana Gas and Electric Company. (Filed and designated in Registration No. 2-41209 as Exhibit 4(¢)-1.)
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10.5

10.6

10.7

10.8
10.9
10.10

10.11

10.12

10.13
10.14
10.15

10.16
10.17

10.18

Second Supplement, dated as of July‘ 10, 1975, to the Power Agrcémént and Letter Agreement dated Aﬁril “
30, 1973 - First Supplement. (Filed and designated in Form 10K for the fiscal year 1975, File No. 1-3553,
as Exhibit 1(e).) ’

Third Supplement, dated as of May 26, 1978, to the Power Agreément. (Filed and designated in Form 10-
K for the fiscal year 1978 as Exhibit A-l)

Letter Agreement dated August 22, 1978 Between Southern Indiana Gas and Electric Company and Aicoa,ﬁ -

which amends Agreement for Sale in an Emergency of Electrical Power and Energy Generation by Alcoa -
and Southern Indiana Gas and Electric Company dated June 26, 1979. (Filed and designated in Form 10-K
for the fiscal year 1978, File No. 1-3553, as Exhibit A-2.)

Fifth Supplement, dated as of December 13, 1978, to the Power Agreement. (Filed and designated in Form
10-K for the fiscal year 1979, File No. 1-3553, as Exhibit A-3.)

Sixth Supplement, dated as of July 1; 1979;7t0 the Power Agreement. (Filed and désignated inForm 10-K .

for the fiscal year 1979, File No. 1-3553, as Exhibit A-5.)

Seventh Supplement, dated as of October 1, 1979, to the Power Agreement. (Filed and designated in Form
10-K, for the fiscal year 1979, File No. 1-3553, as Exhibit A-6.) :

Eighth Supplement, dated as of June 1, 1980 to the Electric Power Agreement, dated May 28, 1971,
between Alcoa and Southern Indiana Gas and Electric Company. (Filed and designated in Form 10-K for
the fiscal year 1980, File No. 1-3553, as Exhibit (20)-1.)

Amendment Agreement, dated March 3, 2001, between Alcoa Power Generating Inc. and Southern Indiana

Gas and Electric Company. (Filed herewith.)

Summary description of Southern Indiana Ges and Eleciric Company's nonqua]iﬁvcd' Supplemental
Retirement Plan (Filed and designated in Form 10-K for the fiscal year 1992, File No. 1-3553, as Exhibit -
10-A-17) , ‘

Southern Indiaﬁa Gas and Electric Company 1994 Stock Optidﬁ Plan (F 1lcd;nd désigriafed in Southern

Indiana Gas and Electric Company's Proxy Statement dated February 22, 1994, File No. 1-3553, as Exhibit
A) ) SO A ,

Southern Indiana Gas and Electric Company's nonqualified Sﬁpplemental Retirement Plan as amended,
effective April 16, 1997. (Filed and designated in Form 10-K for the fiscal year 1997, File No. 1-3553, as
Exhibit 10.29.) '

Vectren Corporation Retirement Savings Plan. (Filed and dcsignated in Form 10-Q for the quarterly period

ended September 30, 2000, File No. 1-15467, as Exhibit 99.1.)

Vectren Corporation Combined Non-Bargaining Retirement Plan. (Filed and designated in Form 10-Q for
the quarterly period éndgdﬁ_September 30, 2000, File No. 1-15467, as Exhibit 99.2.)

Indiana Energy, Inc. Unfunded Supplemental Retirement Plan for a Select Group of Management
Employees as amended and restated effective December 1, 1998 (Filed and designated in Form 10-Q for
the quarterly period ended December 31, 1998, File No. 1-9091, as Exhibit 10-G.)
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10.19

10.20

10.21
10.22
1023
10.24
10.;5
10.26
10.27

10.28

10.29

1031

- March 31, 1996, File No. 1-9091, 2 Exhibit 10-C.)

1030

Indiana Energy, Inc. Nonqualified Deferred Compensation Plan effective Jahuary 1, 1999, (Filed and
designated in Form 10-Q for the quarterly period ended December 31, 1998, File No. 1-9091, as Exhibit
10-H) | R , ,

Formation Agreement amaong Indizna Energy, Inc., Indiana Gas Company, Inc., IGC Energy, Inc., Indiana
Energy Services, Inc., Citizens Gas & Coke Utility, Citizens Energy Services Corporation and ProLiance
Energy, LLC, effective March 15, 1996. (Filed and designated in Form 10-Q for the quarterly period ended

Gas Sales and Portfolio Administration Agreement between Indiana Gas Company, Inc. and ProLiance ‘
Energy, LLC, effective March 15, 1996, for services to begin April 1, 1996. (Filed and designated in Form

10-Q for the quarterly period ended March 31, 1996, File No. 1-6494, as Extibit 10-C.)

Amended aphehdices to the Gas Sales and Portfolio Administration Agreement between Indiana Gas '
Company, Inc. and ProLiance Energy, LLC effective Novermber 1, 1998. (Filed and designated in Form
10-Q for the quarterly pe'riord ended March 31, 1999, File No. 1-6494, as Exhibit 10-A.) ‘

Amended appendices to the Gas Sales and Portfolio Adnﬁnish'atioﬁ Agreement between Indiana Gas
Company, Inc. and ProLiance Energy, LLC effective November 1, 1999. (Filed and designated in Form 10-
K for the fiscal year ended September 30, 1999, File No. 1-6494, as Exhibit 10-V.)

Gas Sales and Portfolio Administration Agreement between Vectren Energy Delivery of Ohio and h
ProLiance Energy, LLC, effective October 31, 2000, for services to begin November 1, 2000. (Filed
herewith.) .

Indiana Energy, Inc. Executive Restricted Stock Plan as amended and restated effective October 1, 1998. |

- (Filed and designated in Form 10K for the fiscal year ended September 30, 1998, File No. 1-9091, as

Exhibit 10-0) .

Amendment to [ndiana Energy, Inc. Executive Restricted Stock Plan effective December 1, 1998, (Filed
and designated in Form 10-Q for the quarterly period ended December 31, 1998, File No. 1-9091, as
Exhibit 10-1.) : :

Indiana Energy, Inc. Director's Restricted Stock Plan as amended and restated effective May 1, 1997. (Filed
and designated in Form 10-Q for the quarterly period ended June 30, 1997, File No. 1-9091, as Exhibit 10-
B) - |

First Amendment to Indiana Energy, Inc. Directors' Restricted Stock Plan, effective December 1, 17998.
(Filed and designated in Form 10-Q for the quatterty period ended December 31, 1998, File No. 1-9091, as
Exhibit 10-1.) :

Second Amendment to Tndiana Energy, Inc. Directors Restricted Stock Plan, renamed the Vectren ‘
Corporation Directors Restricted Stock Plan effective October 1, 2000. (Filed and designated in Form 10-K
for the year ended December 31, 2000, File No. 1-15467, as Exhibit 10-34.)

Third Amendment to Indiana Energy, Inc. Directors Restricted Stock Plan, renarned the Vectren }
Corporation Directors Restricted Stock Plan effective March 28, 2001. (Filed and designated in Form 10-K
for the year ended December 31, 2000, File No. 1-15467, as Exhibit 10-35.)

Vectren Corporation At Risk Compensation Plan effective May 1,2001. (Filed and desighated in Vectrc;g‘-'
Corporation’s Proxy Statement dated March 16, 2001, File No. 1-15467, as Appendix B.)
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1032 Vectren Coxpora'tion“Ndn-Quali:ﬁEd Deferred Compensation Plan, as amended and testated effective
- January 1,2001. (Filed herewith.) o ' :

o ————

10.33 ’\"cctren Corpoi'atiéxi Erhployfnent Agreement between Vectren Corpor;tién and Niel C. EllerBrook dated
as of March 31, 2000, (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000,
File No. 1-15467, as Exhibit 99.1) ' : o =

s ; s : 7}' o . 7_,, . 7 T,, . r« . :: - i " { i
10.34 Vectren Corporation Employment Agreement between Vectren Corporation and Andrew E. Goebel dated
a5 of March 31, 2000(Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File

No. 1-15467, as Exhibit 99.2.)

1035 Vectren Corporation Employment Agreement between Vectren Corporation and Jerome A. Benkert, .
dated as of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30,
2000, File No. 1-15467, as Exhibit 99.3) ) ) R

10.36 Vectren Corporation Employment Agrcémént between Vectren Corporation and Carl L. Chapman dated s

of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File

No. 1-15467, as Exhibit 99.4.) .-
1037 Vectren Corporation Employment Agreement between Vectren Corporation and Ronald E. Christian daed
as of March 31, 2000, (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000,

File No, 1-15467, as Exhibit 99.5.)

10.38- Vectren -C;O;i)oraﬁgﬁrrﬁmployment Agreemerit between Vectren Corporation and Timothy M. Hewitt dated
as of March 31, 2000, (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000,
File No. 1-15467, as Exhibit 99.6.) ) ' -

oL S o ) : N
10.39 Vectren Corporation Retirement Agreement between Vectren Corporation and Timothy M. Hewitt dated as
of May 31, 2001, (Filed herewith.)
1040 Vectren Corporation Empioymént Agreement between Vectren Cbrporatiori and J. Gordon Hurst dated as
of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
No. 1-15467, as Exhibit 99.7.) )

. N . : - " ) V - . . i ;—_
1041 Vectren Corporation Retirement Agreement between Vectren Corporation and J, Gordon Hurst dated as of
May 31,2001. (Filed herewith.) - T

1042 Vectren Corporétion Employment Agreement between Vectren Corporation and Richard G. Lynch dated as
of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
No. 1-15467, as Exhibit 99.3.) o ‘

1043 Vectren Carporation Employment Agreement between Vectren Corporation and William 8. Doty dated 2
of April 30, 2001, (Filed herewith.) .

10.44 Vectren Corpor':itioh Retirement Agreement between Vectren Corporation and Thomas J. Zabor dated as of
May 31, 2001. (Filed herewith.) o - o
11. Statement Re Computation Of Per Share Earnings et

Not applicable. O
12, Statements Re Computation Of Ratios

Not applicable.
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13’ Annual Report To Secunty Holders, Form 10-Q Or Quarterly Report To Security Holders ;

Not appliceble.

16. Letter Re Change In Certxfylng Accountant

Not apphcable
18, Letter Re Change In Accounting Principles

Not applicable. o o o : e

a

! 21. Subsidiaries Of The Company ' : ' ' e

e list of the Company s sxgmﬁcant subsidiaries is attached hereto as Ex}nb1t 21 1 o o T

22, Published Report Regarding Matters Submitted To Vote Of Security Holders

Not applicable. S - R

23, Consents Of Experts And Counsel o ' ) . oo

The consent of Arthur Andersen LLP is attached hcreto as Exhlblt 23. 1

: 24, Power Of Attorney

—

Not éppli;cable.

99, Additional Exhibits

99.1  Current Report on Form 8-K, regarding replacement of the Comnany’s independent auditors, dated March L
22, 2002 (Filed herewith.) : .

992  Letter regarding audit quality rcprééentation of Arthur Andersen LLP (Filed imerewith) 7




“ Veciréxi Corpd}viﬁoh'
© . -2001 Form 10-K
Attached Exhibits

The following Exhibits are ettached hereto. See Page 85 of this Annual Report on Form 10-K for 2 complete list of
exhibits. 7 _

Exhibit ' -
Number Document ’

4.1 Supplemental Indenture to Mortgage and Deed of Trust dated March 1, 2000

between Southem Indxana Gas and Electric Company and Bankers Trust Company,

as Trustee, = o -

10.12 Amendment Agreement between Alc;oa Po&ér Gcncraﬁng Inc. and Southem Indiana
Gas and Electric Company

0.24 Gas Sales and Portfolio Administration Agreement between Vectren Energy
Delivery of Ohio and ProLiance Energy, LLC, effective October 31, 2000, for
services to begin November 1, 2000.

10.32 Vectren Corporahon Non-Qualified Deferred Compensation Plan, as amendad and
restated effective January 1, 2001. B}

1039 Vectren Corporation Retirement Agreement between Vectren Corporation and
Timothy M. Hewitt

1041 Vectren Corporatxon Retlrement Agrcement betwecn Vectren Corporatlon and J,
* Gordon Hurst e :

10.43 Vectren Corporation Employmer;t Agreenient between Vectren Corporation and
William 8. Doty

1044  Vectren Corporation Retirement Agreement between Vectren Corporation and
- Thomas J. Zabor dated as of May 31, 2001. (Filed herewith.)

211 Subsidiaries of the Company
23.1 Consent of Indépcndéxit Public Accountants . T R

99.1 Current Report on Form 8-K, regarding the replacement of the Company’s
independent auditors, dated March 22, 2002.

99.2 Letter regarding audit quality representation of Arthur Andersen LLP
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EXHIBIT C-4

FINANCIAL ARRANGEMENTS

(FILED UNDER SEAL)

[Closte) VECTREN RETAIL, LLC
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EXHIBIT C-5

FORECASTED FINANCIAL STATEMENTS

(FILED UNDER SEAL)

VECTREN RETAIL, LLC




"EXHIBIT C-6

~ CREDITRATING

Vectren Source does not have its own credit rating. Therefore the credit rating of Vectren
Corp. is attached hereto. Additionally, a Financial Services Agreement is being filed
under seal as Supplemental Information to Exhibit C-6.

(Closiay , VECTREN RETALL, LLC
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Analyst:
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242002

& Ratings History
Date
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E_Senior Unsecured

Deseription
$35 mil s7 nts due 2005
540 mil sr ats due 2015

£ Related Entities

Name

Indiana Gas Co. Inc.

Southern Indiana Gas & Electric Co.
Vectren Corp

Vectren Energy Delivery of Ohio Inc.
Vectren Enterprises Gorp.

Veciren Utifity Holdings Inc.

E Related Research

Date Description

. Date
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Gas Production And/Or Distribution(4925)
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A
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CREDIT REPORT

VECTREN RETAIL, LLC
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Decide with Conficence Business Information Report

S o s

To save repori(s) to your PC, dlick here for jnsheuctions. : . Prink this Report

Copyright 2002 Dun & Bradstreet - Provided under contract for the exclusive use of subscribar 6030045831

ATTN: Elizabeth+Basing Report; Printed: JUL 03 2002

VECTREN RETAIL LLC ‘
SUBSIDIARY OF VECTREN CORPQORATION, EVANSVILLE, IN)

20 |Nw 4th St
Evansville, IN 47708
D-U-N-S® Number: '06-797-0926

Telephone: 812 491-4286 i '

- * parent D-U-N-S@®: 13-550-4813
Fax: 812 491-4078

N : . SIC 4932

Chief executive: GREG COLLINS, MEMBER S Line of business: Energy sierriizr:rés pro;/ider
Year started: 2001 DE®B Rating: -
Employs: 14
History: CLEAR

DSTB Rating:—~

infc:armation available to D&B does not permit us to classify the campany within our rating key and that further
enquiry should be made befare reaching a decision. Some reasons for using a "-" symbol include: deficit net worth,
bankruptcy praceedings, insufficient payment information, or incomplete history information. For more information,

see the D&B Rating Key.

Below is an overview of the company's rating history since 11/06/01:

D&B Rating Date Applied
- 11/06/01

The Summary Analysls section refiects information in D&B's file as of July 3, 2002,

CUSTOMER SERVICE ‘ '

If you have questions about this report, please call our Customer Resource Center at 1.800.234.3867 from Aanywhere
within the U.S. If you are outside the U.S. contact your focal DEB office.

*x+ pdditlonal Decision Support Available **¥ ™~

BUSINESS SUMMARY B \

' SUMMARY ANALYSIS N

The blank rating symbol should not be interpreted as indicating that credit should be denied. 1t simply means that the 7




Additional D&B praducts, monitoring services and specialized investigations are available to help you evaluate this.
company or &ts industry. Call Dun & Bradstreet's Customer Resource Center at 1.800.234.3867 from anywhere within
the U.S. or visit our website at www.dnb.com.

HISTORY ] } ) ;

The following information was reported 07/02/2002:

Officer(s): GREG COLLINS, MEMBER r

DIRECTOR(S): - THEOFFICER(S] ) S

Company [s registered as a lelted uabnllty Comnany in Indlana since 07/27/01
Business started 2001 by Greg Colllns I
GREG COLLINS. Antecedents not available. .

7102/2002 , 7 ) B

D'escription: Subsidiary of VECTREN CORPORATION, EVANSVILLE, IN which operates as retailer of gas in
deregulated markets.

‘ Operates as retaller of gas in the deregulated markets. : : . e

o

Terms were unavallable Sells to general public. Terntory Local. . (AP P
Employees: 14. ' T T ’ L o
Facilities:  Owns premises in 2 story brick building.

{ocation:  Central business section on main street.

ISIC & NAICS B R

SIC: " NAICS: ,
Based on information in our file, D&B has assigned this 221210 Natural Gas Distribution (pt) -
company an extended 8-digit SIC. D&B's use of §-digit

SICs enables us to be more specific to a company's

operations than if we use the standard 4-digit code.

The 4-diglt SIC numbers link to the description on the
Occupational Safety & Health Administration (OSHA)
Web site. Links open In a new browser window.

49320000 Gas and other services corbined : T

PAYMENT SUMMARY '

08B has not received a sufﬁcient sarnple of payment experiences 10 establish a PAYDEX score.
The Payment Summary section reflects payment lnformatlon in D&B's file as of the date of this report.
Below is an overview of the company s dollar-welghted payments Segmented by its suppliers’ primary indystries:

' Total Total Dollar Largest ngh wlthm o Days slow ‘




‘Rev'd.  Amts  Credit  Terms <3131-60 61-90 90>
ol e BY 8 ) (%) (%R)
Top industries:
Nt%nclassiﬁed 1 250 2. 100, - - - -
Other payment categories: )
Cash experlences ) e 0
Payment record unknown 0 0 0

Unfavorable comments 0 0 0
Placed for collections: '

The highest Now Owes on file is 50
The highest Past Due on file is $0

D&SB receives gver 315 million payment experiences each year. We enter these new a'nd updatéd_exberienée_s inta
D&3 Reports as this Information is received.

PAYMENT DETAILS .

Detailed payment history

“Date Reported - Paying Record High Credit Now Owes: Past Due  Selling Terms  Last Sale

{mm/yy) (%) () (€3] Within
o e e e i e e, (monthS)
04/02 Ppt 250 0 0 ’ 4-5 mos

m

ach experience shown is from a separate supplier. Updated trade experiences replace these previously reperted.

05/31/2002

Repeated attempts to contact business were unsuccessful,

PUBLIC FILINGS

A !check of D&&'s public records database indicates that no filings were found for VECTREN RETAIL LLC at 20 Nw 4th
St, Evansville IN.

D&B's extensive database of public record information is updated daily ta ensure timely reporting of changes and
additions. It includes business-related suits, fiens, judgments, bankruptcies, UCC financing statements and business
registrations from every state and the District of Columbia, as well as select filing types from Puerto Rico and the
uls. virgin Islands.

a8 collects public records through a comblnation of court reporters, third parties and direct electronic llnks with
deral and local authorities. Its database of U.S. business-related filings Is now the largest of its kind.

a9

Copyright 2002 Dun & Eradstreet - Provided under contract for the exclusive use of subscriber 009004583L




Not Applicable.

(C10544:)

EXHIBIT C-8

BANKRUPTCY INFORMATION

VECTREN RETAIL, LLC




EXHIBIT C-9

Y e e e e

MERGER INFORMATION

Not Applicable.

{C10544:) VECTREN RETAIL, LLC




EXHIBIT D-1 ' -
OPERATIONS '

Vectren Source utilizes the operational expertise of its affiliate, Sigcorp Energy Services,
LLC (“Sigeorp”) to perform the commodity operations support services for its energy
retail activities. Sigcorp recently announced the integration of its operations with another
Vectren Source affiliate, ProLiance Energy, LLC. This newly integrated entity further
enhances internal resources available to Vectren Source. Upstream and city gate services
performed by Vectren Source’s affiliates include: procurement, transportation,
nominations, scheduling, delivery, and risk management.

{C10544:} VECTREN RETAIL, LLC




. EXHIBIT D2

OPERATIONS EXPERTISE

As a result of its integration with Sigcorp, ProLiance serves over 1,000 customers
throughout the Midwest and Southeast, managing approximately 1.2 billion cubic feet of
‘gas per day. Together the organizations are active in fourteen states and Canada.
ProLiance’s corporate office is located in Indianapolis, Indiana with regional marketing
offices located in Ohio, Michigan, and Kentucky.

Vectren Source has executed an agreement with Sigcorp that will be assumed by
ProLiance following completion of the organizational integration of these two entities.
ProLiance’s assumption of the agreement between Vectren Source and Sigcorp enables
the continuation of the operational and technical resources to support Vectren Source’s
retail services to residential and small commercial customers in the state of Ohio. This
contractual relationship is managed internally by Vectren Source’s Director of
Commodity Operations. o i i

{C10544:} VECTREN RETAIL, LLC




KEY TECHNICAL PERSONNEL

.....

Lawrence K. Friedeman, Vice President Commodity Op;rationé & Regulatory Affairs

Email Address: l Ifriedeman@vectren.com
Telephone Number: 812-491-4282
BACKGROUND [

Mr. Friedeman attended the University of Pittsburgh where he was awarded a Bachelor of
Arts degree, graduating summa cum laude, as well as his Juris Doctorate degree. Mr.
Friedeman spent many yeats with a Northwest Ohio manufacturer, achieving the position
of President & CEO. Immediately prior to his association with Vectren Source, Mr.
Friedeman was the Regulatory Liaison for Columbia Energy Services Corporation, where
he represented Columbia Energy Services before the Regulatory Commissions of Ohio,
Michigan, Pennsylvania, New Jersey, Virginia, Maryland, and Georgia in regard to the
retail energy endeavors of Columbia Energy Services.

Paul E. Stringer, Director of Commodity Operations

Email Address: pestringer@vectren.com
Telephone Number: 812-491-4076
BACKGROUND ) |

Paul Stringer is Director, Commodity Operations for Vectren Source. Mr. Stringer
assumes primary responsibility for all commodity related activity including development

- and coordination of commodity and agent relationships, natural gas purchases, gas
operations and asset management. Mr. Stringer has over twenty-one years experience in
the energy industry commencing with Columbia Gulf Transmission, working offshore in
the Gulf of Mexico for six years and progressing into pipeline gas control. Mr. Stringer
developed and managed gas marketing businesses with AGIP Petroleum, SONAT
Marketing and Murphy Oil in Houston, Texas later assuming positions with Midcon Gas
Services and PP&L Inc. to develop energy marketing programs in the North Eastern
United States. This included developing gas and eleciric products and services as well as
selling electricity in the deregulated Pennsylvania market. ’

{C10544:} VECTREN RETAIL, LLC




Jerry Westerfield, Senior Vice President Sigcorp Energy Setvices, LLC

Email Address: jwesterfield@sigeorpenergy.com
Telephone Number: 812-465-5231 '
BACKGROUND

Jerry Westerfield is currently Senior Vice-President of Sigcorp Energy Services, LLC.
He is responsible for the day-to-day operations of Sigcorp and its related subsidiaries.
The primary areas of responsibility of Mr. Westerfield include overseeing the company’s
Trading, Operations, Information Technology and Finance and Accounting Groups. Mr.
Westerfield joined Sigcorp in January 1997 as a member of the senior management team
to develop and execute Sigeorp’s entry into the unregulated gas marketing business. Mr.
Westerfield has eighteen years of expetience in the energy industry with sixicen of those
years in the unregulated energy marketing business. His sixteen years of unregulated
experience is comprised of accomplishments in trading, transactional operations,
transportation optimization, strategic planning, business systems and process
development. Mr. Westerfield’s entry in the unregulated energy marketing business
began in 1985 with a start up natural gas marketing company, EnTrade Corporation. As
a member of its management team, this company grew from a start up company to a
company with sales exceeding $300 million within five years of operation. Mr.
Westerfield has held senior management positions with several start-up and mature
energy companies, EnTrade Corporation, American Central Gas Marketing, DGS
Trading Company and TXU Energy Services (formerly Enserch Energy Services). He
has gained notable experience in start-up organizations with emphasis on the
development of the organizational infrastructure and system development. At Sigcorp,
Mr. Westerfield has led the development of a proprietary transactional management
svstem that has enabled the company to achieve exponential growth while maintaining
superior eamings. In addition, he has led the development of a successful trading group
that has generated significant operating margins to the company, while supporting the
company’s primary market of retail aggregation.

Paul McLean, Director of Utility Services ProLiance Energy, LLC

Email Address: PMclean@ProLiance.com
Telephone Number: 317-231-6860
BACKGROUND

Paul McLean is currently the Director of Utility Services for ProLiance Energy LLC
(“ProLiance”). He has been with ProLiance since December 2000, and has served as
both the Director and General Manager of Trading and Supply. Mr. McLean worked for
Nicor Gas Company (Northern Illinois Gas) as the General Manager of Energy Ventures
and the General Manager of Supply from September 1988 to November 2000. As the
General Manager of Energy Ventures, Mr. McLean was involved mostly with new
business ventures involving underground storage. Mr. McLean also began the Chicago

(C10544 . VECTREN RETAIL, LLC




Hub and developed the business of supplying gas services to new electric peakers. While
he was the General Manager of Supply at Nicor, Mr. McLean was involved in all aspects
of running Nicor’s gas supply department. He also worked as the Director of Gas
Purchases and the Project Engineer at Phillips Petroleum from 1980 through 1988. He
was involved in both negotiating wellhead purchases with producers, and developing new
products for gas gathering and gas processing plants. Mr. McLean’s education includes a
Juris Doctorate from the University of Tulsa College of Law in 1987 and a B.S. in
Chemical Engineering from Brigham Young University in 1980.

David Lorenz, Resource Manager ProLiance Energy, LLC

Email Address: . DLorenz@ProLiance.com
Telephone Number: 317-231-6858
BACKGROUND

David Lorenz has over 13 years of experience in the natural gas marketing and trading
business. David is currently employed by ProLiance Energy as Resource Manager. His
responsibilities include optimizing transportation opportunities and storage contracts.
David also oversees the structure and pricing of new business opportunities that are
originated by ProLiance’s marketing personnel. Prior to joining ProLiance, David gained
valuable experience in the natural gas marketing business working with Columbia Energy
Services, Louisville Gas and Electric and Enron. David is a graduate of Indiana
University and resides in Indianapolis, Indiana. - '

(1054} ' : VECTREN RETAIL, LLC
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