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Please type or print all required information. Identify all attachments with an exhibit label and title (Fxample: Exhibit
A-10 - Company History). All attachments should bear the legal name of the Applicant. Applicants should file completed
applications and all related correspondence with the Public Utilities Commission of Qhio, Docketing Division, 13" Floor,
180 East Broad Street, Columbus, Ohic 43215-3793.

This PDF form is designed so that you may directly input infermation ente the form. You may also dewnload the form by
saving it to your local disk.

A-1
[ Retail Natural Gas Aggregator [ Retail Natural Gas Broker Z1Retai! Natural Gas Marketer
A-2  Applicant information:
Vectren Redall LLC dis/a Vectren Source
Legal Name
Q tren S il
Address ne Vectren Square, Evansviile, IN 47708
Telephone No.  {812) 491-4195 Web site Address  www.vectrensource.com
Current PUCO Certificate No. 02-001(3) Effective Dates July 10, 2006 - July 10, 2008
A-3  Applicant information under which applicant will do business in Ohio:
Nane Vectren Source
Address One Vectren Square, Evansville, IN 47708 - fRce
= S
Web site Address  WWW.veCTensource.com Telephone No. (812)491-4195 . G E':
fo P 7
- - [
A-4  List all names under which the applicant does business in North America: - = .
Vegtren Retail LLG cfb/a Viectren Source g
o TS
ST
A-5 Contact person for regulatory or emergency matters:
Name Lawrence K. Friedeman Titte  Senior Reguialory Counsel
Business Address One Vegtren Sguare, Evansville, IN 47708
Telephone No.  {812) 491-4282 Fax No. {812) 492-9275 Email Address  Tiedeman@veciran.com
This i3 to certify that the inages appearing afrfal an
acourate and complete reproduction oo & fia% i :s
- +1iverad ia th :oular courge ol JUBLASSE.
document du.-s.u.»c:a.ed ia the regu _ .
Pechnician C)«fr'\ rate Processed 6:’ jﬂ‘ [‘f {CRNGS Supplier Renewal) Page 1 of 7
180 East Broad Street » Columbus, OH 43215-3793 » {614} 466-3016 « wivw. PUCO.chio.gov
The Public Utilities Commnission of Ohio is an Equal Opportunity Emplover and Service Provider

Applicant intends to renew its certificate as; {check all that apply)
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A-6

A-9

A-10

A-1}

Contact person for Commission Staff use in investigating customer complaints:

Name Sean Smith Title V.P., Gustomer Operations
Business address One Vectren Square, Evansville, IN 47708

Telephone No, (812) 491-4250 Fax No, (812)482:9275 Emait Address sean.smith@vectren.com
Applicant's address and toll-free number for customer service and complaints
Customer service address ~ Vectren Source, P.O. Box 3037, Evansville, IN, 47730-3037

Toll-Free Telephone No. (866) 306-8136 Fax No. (B12)492-9275 Email Address customerservice@vectren.

Provide “Proof of an Ohio Office and Employee,” in accordance with Section 4929.22 of the Ohio
Revised Code, by listing name, Ohio office address, telephone number, and Web site address of the
designated Ohio Employee

Name  Lawrence K. Friedaman Title  Senior Regulatory Counsel
Business address 8225 Famsworth Road, Waterville, Ohio 43566
Telephane No. (419) 878-3988 Fax No, (812)492-9275 Email Address  [Medeman@vectren.com

Applicant's federal employer identification number ~ 35-2146565

Applicant’s form of ownership: {Check one)

[ Sote Proprietorship 1 Partnership
[] Limited Liability Partnership (LLP) Limited Liahility Company (LLC)
L] Corporation [ ] Other

(Check all that apply) Identify each nataral 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, and/or large commercial/industrial (mercantile) customers. {A mercantile customer, as defined
in Section 4929.01(L)(1) of the Qhio Revised Code, means a customer that consumes, other than for residential use, mare
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
Scetion 4929.01(LYZ) of the Ohio Revised Code, “Mercantile customer” excludes a not-for-profit customer that consumes,
other than for residential use, more than 500,000 cubic feet of nawural 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 morte than three locations within or
outside this state that has filed the necessary declaration with the Public Utilities Comimission,)

(CRNGS Supplier Renewal - Version 1.07)  Page 2 of 7
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v ] Columbia Gay of Obié . L E “*"s‘ﬂe“m“ ZI Séiﬁi]":éariiniétéiél“ jLarge Commemal flndasmal .

7 Dominion East Ohio IZ Resident-ial . Small Commercial :]Large Commercial / Industrial

[ |oueTrergyobis Egﬂmamﬂ - o j Litée Conmercia/ ndustrial -
¥ | Vectren Energy Delivery of Ohio E Residential :l Small Commercial j Large Commercial / Indusirial

A-12 1f applicant or an affiliated interest previously participated in any of Ohio’s Natural Gas Choice
Programs, for cach service area and customer class, provide approximate start date(s) and/or end
date(s) that the applicant began delivering and/or ended services.

Columbia Gas of OQhio

[ v |Resigential Service 4t auarterzem;; Exid Date

Smalt Commercial Beglnmng Date of Service 4th Quarter 2001

Large Cummemml Eégummg”

Industrial Beginning Date of Service

Dominion East Ohio

1st Quarter 2002 End Date

End Date

4th Quarter 2007  End Date

End Date

1st Quarter 2003  End Date

Industrial Beginning Date of Service End Date

A-13 If not currently participating in any of Ohie’s four Natural Gas Choice Programs, provide the
approximate start date that the applicant proposes to begin delivering services:

{(CRNGS Supplicr Renewal - Version 1.07)  Page 3 of 7
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A-14

A-15

A-16

A-17

A-18

B-1

B-2

B-4

[:] Dominien East Ohio Intended Start Date

Duke Eneray Obio. - " . "7 1 Ftended StartDafe’

! Vectren Energy Delivery of Ohio Intended Start Date

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED.

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

Exhibit A-15 "Corporate Structure," provide a description of the applicant’s corporate structure,
including 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.

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

Exhibit _A-17 "Articles of Incorporation and Bylaws, provide the articles of incorporation
filed with the stale or jurisdiction in which the applicant is incorporated and any amendments
thereto, only if the contents of the originally filed documents changed since the initial application.

Exhibit A-18 "Secretary of State,” provide evidence that the applicant is still currently registered with
the Ohio Secretary of the State.

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED

Exhibit B-1 “Jurisdictions of Operation,” provide a current 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/wholesale
electric services.

Exhibit B-2 "Experience & Plans," provide a current description of the applicant’s experience and
plan for contracting with custotners, providing contracted services, providing billing statements, and
responding to customer inquiries and complaints in accordance with Commission roles 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 and current summary of the applicant’s
gxperience in providing the service(s) for which it is seeking renewed certification {¢.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, revocations of authority, regulatory
investigations, or any other matter that could adversely impact the applicant’s financial or operational

{CRNGS Supplier Renewal - Version 1.07)  Paged of 7
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B-5

C-1

C-5

status or ability to provide the services for which it is seeking renewed certification since applicant last
filed for certification.

Exhibit B-5 "Disclosure of Consumer Protection Violations,” disclose whether the applicant,
aftiliate, predecessor of the applicant, or any principal officer of the applicant has been convicted or held
fiable for fraud or for violation of any consumer protection or anfitrust laws since applicant last filed for
certification.

No  [JYes

If Yes, provide a separate attachment labeled as Exhibit B-5 ''Disclosure of Consumer Protection
Violations,” detailing such violation(s} and providing all relevant documents,

Exhibit B-6 " Disclosure of Certification Denial, Curtailment, Suspension, or Revocation,” disclose
whether the applicant or a predecessor of the applicant has had any certification, license, or application
to provide retail natural gas or retail/wholesale electric service denied, curtailed, suspended, or revoked,
or whether the applicant or predecessor has been terminated from any of Ohio’s Natural Gas Choice
programs, or been in default for failure to deliver natural gas since applicant last filed for certification.

¥ Neo OYes

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

SAPPLICANT FINANCIAL CAPABILITY AND F-

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED

Exhibit C-1 “Annunal Reports,” provide the two most recent Annual Reports 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-X Filings with the SEC. If applicant does
not have such filings, it may submit those of its parent company. 1f the applicant does not have such

filings, then the applicant may indicate in Exhibit C-2 whether the applicant is not required to file with
the SEC and why.

Exhibit C-3 “Financial Statements,” provide copics 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 requirement, it shall file audited or officer-certified
financial staiements covering the life of the business.

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

Exhibit C-5 “Forecasted Financial Statements,” provide 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.

{CRNGS Suppiier Renewal - Version 1.07)  Page Sof 7
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C-6

C-7

C-8

C-9

D-1

Exhibit C-6 “Credit Rating,” provide a statement disclosing the applicant’s current 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 statcment 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 current 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 organizaton that guarantees the obligations of the applicant or any oflicer of the applicant in the
current yvear or since applicant last filed for certification.

Exhibit C-9 “Merger Information,” provide a statement describing any dissolution or merger or
acquisition of the applicant since applicant last filed for certification.

-:'sf?maxxﬁ ST P

R 2 T T T

PROVIDE THE FOLLOWING AS SEPARATE ATTACHVMENTS AND LABEL AS INDICATED.

Exhibit D-1 “Operations,” provide a current 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 salcs, 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
cvidence of the applicant’s current 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 current

business.
M/‘—x Frese dewt-
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The Public Utilities Commission of Ohio

Competitive Retail Natural Gas Service
Affidavit Farm
(Version 1.07)

In the Matter of the Application of )

' ) CaseNo. 02 _1668  -GA-CRS
Vecft(_i;: ae elgt?ﬁ%%eldr lI{g'hCew%Peerteﬁ‘kaﬁ to Provide - ) ASENO-

Competitive Retail Natural Gas Service in Obio. )

County of Fosey
State of Indiana

(n

)

(3)

(4)

(3)

(6)

(7)

(8)

Gregery F. Collins [Affiant], being duly sworn/allirmed, hereby states that:

The information provided within the certification or certification renewal application and supporting information is
complete, true, and accurate to the best knowledge of affiant.

The applicant will timely file an annual report of its intrastate gross receipts and sales of hundred cubic feet of
natural gas pursuant to Sections 4905.10{A), 4911.18(A), and 4929.23(B), Ohio Revised Cods.

The applicant will timely pay any assessment made pursuant to Section 4905.10 or Section 4911.18(A), Ohio
Revised Code.

Applicant will comply with all applicable rules and orders adopted by the Public Utilities Commission of Ohio
pursuant to Title 49, Ohio Revised Code.

Applicant will cooperate with the Public Utilities Commission of Ohic and its staff in the investigation ol any
consumer complaint regarding any scrvice offered or provided by the applicant.

Applicant will comply with Section 4929 21, Ohio Revised Code, regarding consent to the jurisdiction of the Ohio
courts and the scrvice of process.

Applicant will inform the Public Ultilities Commission of Ohio of any material change to the information supplied in
the certification or certification renewal application within 30 days of such material change, including any change in
contact person for regulatory or emergency purposes or contact person for Staff usc in investigating customer

complaints.

Affiant further sayeth naught.

% Pf‘é’ 5¢ &M f—
Month ;CCE:‘ Year

/,/,ff g / }( - e D /(LC /
1 gOath

Afftant Signature & Title

Sworn and subscribed hefore me this /iﬁ:day of \‘k l_.QILJE

Srgnatm‘e q{;ﬂ NF}} Adml Print Natf¢ and Title
o8 X ARY & 7, JANE NICHOLS
S’-‘e... -.‘.,@;_; A NOTARY PUBLIC, STATE OF INDIANA
s : e '-_\:_’.: My commission expires on MY OO PO'%Y 00
:::ﬁi SEAL :0§ MMISSION EXP JUNE 16, 2012
ER e (CRNGS Supplier Renewal) Page 7 of 7
1,':'/ -'n.. ..o'-'¥_§'
'f”z, ,0 e \\\"‘ 10 East Broad Stroet # Columbus, OH 43215-3793 4 (614) 466-3016 * www.PUCO.ohio.gov

i [l 'ﬁlﬁtﬁ‘\ W The Public Utlities Commission of Ohio is an Equal Oppertunity Employer and Service Provider
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EXHIBIT A-14

PRINCIPAL OFFICERS, DIRECTORS & PARTNERS

Beard of Representatives:

Vectren Energy Retail Ine
Ronald E. Christian One Vectren Square
Evansville, IN 47708

Vectren Ventures, Inc
Gregory F. Collins One Vectren Square
Evansville, IN 47708

President:

Gregory F. Collins One Vectren Square
Evansville, IN 47708

Vice President, Customer Operations:

Sean Smith One Vectren Square
Evanswvlle, IN 47708

Vice President and Controller:

Tamara R, Wilson One Vectren Square
Evansville, IN 47708

Vice President, Treasurer, and Assistant Secretary:

Robert L. Goocher One Vectren Square
Evansville, IN 47708

Vice President, Secretary, and Assistant Treasurer:

Ronald E. Christian One Vectren Square
Evansville, IN 47708

[(25431:3)

§12-491-4000

§12-491-4281

812-491-4281

812-491-4290

812-491-4284

812-491-4080

812-491-4202
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EXHIBIT A-15

CORPORATE STRUCTURE

Applicant, Vectren Retail, LLC (Vectren Scurce), an indirect, wholly owned subsidiary
of Vectren Corporaticn, has as its mission to engage in competitive natural gas and power
sales to residential and small commercial consumers. Vectren Source was certified as a
Competitive Retail Natural Gas Supplier by the Public Utilities Comumission of Chio 1n
July 2002 and is currently serving retail access customers in the Columbia Gas of Ohio,
Dominion East Ohio, Duke Energy Ohio and Vectren Energy Delivery of Ohio service
territories.  Also, Vectren Source has becn approved as a competitive natural gas
marketer in the Northemn Indiana Public Service Company retail access program and has
been an active participant in that market since September 2002,  Additionally, Vectren
Source was certificated by the Georgia Public Service Commission and is currently
serving residential and small commercial customers in the Atlanta Gas Light Company
termitory. Vectren Source was ficensed by the Pennsylvania Public Uulity Commission as
well as the New York Public Service Commission to engage in retail marketing activities
n December 2003 and 2005 respectively.

Vectren Source adopts conservative supply planning strategies consistent with its mission
to serve residential and small commercial customers. Thus, Vectren Source does not
engage in speculative trading practices. Arbitrage activities are performed only as a tool
for nisk mitigation or maximization of asset value.

In addition to its own resources, Vectren Corporation provides financial support for
Vectren Source’s service obligations. Vectren Corporation is an energy and applied
technology holding company headquartered in Evansville, Indiana. Vectren Corporation
was formed thraugh the combination of Indiana Energy, Inc. and Sigcorp, Inc. and began
operations as Vectren Corporation on March 31, 2000. On October 31, 2000, Vectren
Corporation acquired the natural gas distribution assets of The Dayton Power and Light
Company located in western Ohio.

Vectren Corporation’s regulated subsidiaries deliver gas and/or electricity to
approximately one million customers in adjoining service terrtorics that cover two-thirds
of Indiana and west central Ohio. Vectren Corporation is also a low cost provider of
wholesale eleciricity to other utilities and power marketers in the Midwest.

Vectren Corporation’s non-regulated businesses provide products and services built on
the company’s core sirengths and customer relationships. The three primary business
groups are Energy Marketing and Services, Coal Mining, and Energy Infrastructure
Services. In addition, the non-regulated group has investments in other businesses,
including energy-related ventures.

10254313}



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

02543173}

ProLiance Energy, LLC
Veciren Energy Delivery

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

Southern Indiana Gas and Electric Company d/b/a Vectren Encrgy
Delivery of Indiana, Inc.

Vectren Energy Delivery of Ohio, Inc.

0010



VECTREN CORPORATION
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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) and other products
and services in seclect geographic regions, including Indiana, Ohio, New York, and
Georgia.

MISSION

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

{C25431.3}
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EXHIBIT A-17

ARTICLES OF ORGANIZATION AND BYLAWS

The Articles of Organization and Bylaws have not changed since Vectren Source’s initial
Applicatton 1 2002.

(025431.3}
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EXHIBIT A-18

SECRETARY OF STATE CERTIFICATE

{€25431:3}
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United States of America
State of Ohio
Office of the Secretary of State

1, Jennifer Brunner, do hereby certify that I am the duly elected, qualified and
present acting Secretary of State for the State of Ohio, and as such have custody
of the records of Ohio and Foreign business entities; that said records show
VECTREN RETAIL, LLC, an Indiana Limited Liability Company, Registration
Number 1255668, filed on September 27, 2001, is currently in FULL FORCE
AND EFFECT upon the records of this office.

Witness my hand and the seal of the
Secretary of State at Columbus, OQhio
thix 6th day of May, A.1}. 2008

Ohio Sceretary of State

Validation Number: V2008126M351EB
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EXHIBIT B-1

JURISDHCTION OF OPERATION

In the State of Ohio, Vectren Source is currently providing retail natural gas service in the
Columbia Gas of Ohio, Dominion East Ohio, Duke Energy Ohio and Vectren Energy
Delivery of Ohio service territories. In September 2002, Vectren Source initiated
competitive retail gas supply services in the State of Indiana pursuant to approval by the
Northern Indiana Public Service Company. Further, in December 2003 the Pennsylvania
Public Ultility Commission granted a license to furnish competitive natural pas supply
services within the Columbia Gas of Pennsylvania Service Territory. In July 2004,
Vectren Source was certificated by the Georgia Public Service Commission and began
serving residential and small commercial customers in the Atlanta Gas Light Company
lerritory.  Most recently, in 2005 Vectren Source was certificated by the New York
Public Service Commission and began scrving residential and small commercial
customers.,

{C25431°3}
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EXHIBIT B-2

EXPERIENCE AND PLANS

Veciren Source first entered the Columbia Gas of Ohio CHOICE program as a marketer
in the fourth quarter of 2001 and has executed a number of campaigns since in the
Columbia Gas of Qhio, Dominion East Ohio, Duke Energy Ohio and Vectren Energy
Delivery of 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 letier detailing the terms and conditions of the contract.
Vectren Source employs utility consolidated billing for its retail customers in Ohio.

Responding to customer inquiries and complaints:

Normal customer service hours are Monday - Friday, 8 AM — 8 PM, Eastern 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. T1f a public agency is involved in the dispute resolution
process, once an investigation is complete, the agency is notified of the resulls and,
assuming concurrence, the matter is closed. If the customer disputes the investigation
report, Veciren Source will inform the customer that PUCO Staff is available to mediate
complaints.

{C25431:3)
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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 Dominion East Ohio,
Columbia Gas of Ohio, Duke Energy Ohio and Vectren Energy Delivery of Ohio service
territories. Vectren Source currently serves in excess of 115,000 residential and small
commercial customers in these Ohio service territories. From the inception of retail
activities in the fourth quarter of 2001 through calendar year 2007, the volume of gas
supplied to these consumers has been approximately 39.7 bef.

While Vectren Source employs utility consolidated billing for its retail activities in Chio,
Vectren Source does provide supplier consolidated billing services in the State of
Georgia. Those billing services require the consolidation of all utility related charges as
well as supply rclated charges in a single bill.

(0254313
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LLXHIBIT B-4

DISCLOSURE OQF LIABILITIES AND INVESTIGATIONS

Not Applicable,

{C25431.3)
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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.

{C25431:3}
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Why would
Vectren want
to lower my
energy bills?

William and Mattie Miller
Vectren South

Gas and Electric Customers
Evansville, Indiana

2 Vectren
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.Why does Vectren
_own coal mines?
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availability
and
value

Coal is the {ogical resource to generate the power needsd to
meet cur custemers’ needs here in the Midwest. With several
billion tons of coal reserves available in southwestern Indiana, its hard
to overlook a reliable, low-cost energy source sitting in our backyard,

The local coal industry provides thousands of jobs, fuels
economic development and provides @ domestic source of energy -
specifically for southwestern Indiana. For Vectren, coal powers most of
our generation fieet that serves more than 140,000 Hoosiers.

We value local mines serving local customers and believe
strengly in homegrown, Indiana energry. So strongly that we are in the
process of opening two more underground mines in southwestern
Indiana, which will more than double cur current production. When
fully operational in 2010, the new mines will have created more than
400 new jobs and brought millions of dolars in economic growth to
Knox County and the surrounding areas. These additional jobs will
more than double Vectren's mining workforce.

Coal will and must remain a part of Indiana’s and the nation's
energy portfolio ~ especially given the growing need for electricity.
Ceai-fired plants produce more than 70 percent of the electricity
generated in Indiana and the surrounding states. And with the
advancements in clezn coal technologies, it’s never made more sense to
tap into this abundant local energy source.

Gary Gentry
President,

Knox County Development Corp.
Vincennes, indiana

Yectren 2
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education and sustainability

Mimimizing the environmental impact of our power
generation fleet and energy delivery operations is
paramourt. Vectren employees are Vectren customers. We live and
wark in the same communities - sharing the same air, water and
natural resources with customers like Diane Igleheart.

We're proud to say Vectren’s coal-fired electric generation
fleet is une of the cleanest in Indiana and among the cleancst in the
Midwest. While others have delayed implementation of emission
comtrol equipment, we've blazed a trail for others to follow. By early
2009, Vectren’s entire electric generaticn fleet will be 100 percent
scrubbed for sulfur dioxide, 0 percent controlled for nitrogen oxide
and will further reduce mercury emissions to help meet potential
future mercury reduction requirements.

At the same time, Vectren is turning its sights on Indiana-
based renewable energy sources. Partnering with a Benton County,
Indiana wind farm, we will be purchasing 30 megawatts of wind power
by mid-2008. Not only will renewable energy become a part of our
generation portfolio, but also Vectren customers soon could have the
opportunity te purchase more renewable energy at a fixed monthly
charge through our Green Power program.

Now we are turning our attention to our carbon footprint.
We are early in the process of creating initiatives to minimize our
carbon autput, which will focus on eur energy delivery fleet and
overall energy consumption.

Diane lgleheart

Vectren Shareholder and

Life Trustee & Former Chair of the Indiana
Chapter of The Nature Conservancy
Evansville, Indiana
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Why does
Vectren give
money to
communities
instead of
lowering bills
further?

B Vectren

Marc R. Levy
President and CEQ,
United Way of the
Greater Dayton Area
Dayton, Ohie
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Commitment
and
values

Many say you can judge the vitality of a
community by the financial stability of its
social service agencies, Vectren management
and shareholders agree. Through the Vectren
Foundation, we've donated nearly $13 millien
since 2600 to hundreds of civic, educaticn and
nonprofit organizations throughout our service
territory. And we've done so primarily at the
expense of returns ta our sharcholders, such as
the $5.8 million contribution to the Foundation
that was made fromn 2007 synfuel-related earnings
that will help the Foundation make future
coniributions,

At the same time, our employees continue
to set new standards for giving - both of their time
and money. Vectren employees logged mare than
21,000 hours in community service in 2007 and were
responsible for nearly $415,000 in gifts to 60 different
United Ways and their agencies throughout the
Vectren service territory, such as the one that serves
the Greater Dayton, Ohio area.

Our primary commitment is making
sure your lights come on and that your home is
comfortable during the heating season. Yet our
duty also extends beyond pipes and wires. It's
abaut advocating the interests of Indiana and Ohie
customers on a regional and national level. If’s
about being a local employer and investing in aur
region. And it's about delivering the financial and
human resources to create a viable social services
infrastructure, We're up to the challenge of creating a
better world in which to live.

Vectren 9
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Yectren North Gas Customers
Greenwood, Indiana
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collaboration
and
innovation

#ost people only think about Vectrep once a
manth. We prefer it thal way, Our employees take

pride in providing safe, reliable energy that often goes
unnoticed - whether it’s heating a home during a holiday
party or fueling the assembly line of a local manufacturer.

Vectren's nonutility companies align well
with our energy delivery business to offer customers
the same peace of mind. There's a Miller Pipeline crew
replacing eight miles of aging natural gas pipeline in
Dayten, Ohio. Energy Systems Group s implementing
an energy efficiency overhaul to an elementary school
in Terre Haute, Indiana, Vectren Source is assisting
municipalities and their residents manage energy costs
in Ohio’s competitive natural gas market. And ProLiance
Energy is providing school corporations with the ability
to bundle natural gas purchases so they can reduce the
cost of cne of their fargest budget items.

With a focus on reliability, safety and customer
service, Vectren and our nonutility corpanies are
addressing the energy-refated needs of our customers,
like the Van Tils, adapting to the ever-changing energy
enviremment and providing short and long-term solutions
to our country’s energy challenges.

Yectren 11
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Letter To Shareholders:

Tough questions. Honest answers. From our customers to
our investors, most of our stakeholders have certain views
of energy companies - whether they are based on past
experiences, basic assumptions or simple hearsay. These
often long-standing cpinions shape the way they react to
our business model. Since our inception in 2000, we've
been working diligently to break those paradigms and set

a new standard of what it means to be an energy company
in the 21st century. We want to be a customer advocate -
not just a provider of basic necessities. We want to provide
responsible environmental stewardship - not just responses
to regulatory mandates. We want to be a part of the solution
te pur nation’s energy crisis — not a roadblock.

We want our stakeholders to hold us accountable, ask
questions and expect more, whether that individual

be an energy delivery customer, a shareholder or an
environmentalist. It's our intention to continue to take on
the tough obstacies that present themselves in this ever-
evolving energy industry and to do so transparently with
the needs of our customers at the forefront. I'm proud to
say we have successtully met many of these challenges, and
morc importantly, we have done so while simultaneously
meeting investor expectations.

Financiat Accomplishments

This past year was by all measures a financial success as
reported 2007 net income was $143.1 million, or $1.89 per
share, compared Lo $108.8 million, or $1.44 per share, in
2006. Earnings from Vectren’s utilities were up sharply to
£106.5 mitlion in 2007 from $51.4 million in 2006, Factors
that contributed to the increase were the implementation of
new base rates in both the gas and electric divisions of our
Indiana South territory, higher customer usage, and a full
year of conservation-oriented rate structures {often referred
to as decoupling) in both our Indiana and Ohio natural gas
service territories.

Vectren's nonutility portfolio, excluding synfuel-related
results which ended in 2007, was again a significant
contributor tu corporate earnings with $34.0 million
compared to $23.4 million in 2006. The increase was
primarily attributable to higher earnings from Miller
Pipeline (Miiler) and the nonrecurring, unfavorable impact
of a litigation settlement involving ProLiance Energy
{ProLiance) recorded in the fourth quarter of 2006,

The decision to purchase the remaining 50 percent of
Miller in July 2006 and make it 2 wholly-owned subsidiary

certainly reaped rewards in 2007. The pipeline constructicn
and rehabilitation company contributed record earnings to
Vectren of $6.1 million compared to $2.3 million in Z006.
Working in collaboration with Vectren's utilities and many
others threughout the Midwest and Southeast, Miller has
positioned itself 1o help its customers tackle the castly
aging infrastructure issues facing the energy, water and
wastewater industries.

Proliance, the natural gas raarketer of which Vectren

owns 61 percent, reported a contribution to Vectren's

2007 earnings of $22.9 million, compared to $18.3 million
the prior year. The increase was primarily due to the
nonrecurring 2006 litigation settlement. Although operating
earnings were down modestly year over year due 10 lower
natural gas price volatility, PraLiance has continued to grow
its storage capacity and optimization opportunities. By the
end of 2008, ProLiance will have increased its firm storage
capacity to nearly 50 billion cubic feet (Bcf) from 35 Bef in
2006. This increase will atlow ProLiance to further grow

its earnings based on presumed continuing volatility in the
aatural gas market.

Enetgy Systems Group (ESG) continues to prove itself as a
leader in performance-based, energy-elhiciency contracting
services and renewable energy projects. The wholly-
owned subsidiary recorded increased earnings of $4.0
million, compared to $3.1 million in 2006, due primarily
to higher revenues recorded from the monetization of the
record backlog at the end of 2006. In January, the U.S.
Environmental Protection Agency (EPA) awarded ESG

4 2007 Project of the Year award for its Johnsen City,
Tennessee landfill waste-to-energy project. Recent federal
legislation should continue to assist ESG's growth in these
types of renewable energy projects.

Although Vectren’s generation fleet, which is primarily coal
fired, and a number of other coal-fired systems throughout
Indiana have spurred growth for Vectren Fuels (Fuels),

2007 results for this wholly-owned coal mining subsidiary
were impacted by the effects of compliance with revised
Mine Safety and Health Administration (MSHA) mine

seal guidelines, The lost production time and higher sulfur
centent from coal mined under the revised mining plan due
to the implementation of the MSHA guidelines caused Fuels'
earnings to fall to $2.0 million compared to $5.0 million in
2006. Increases in coal prices and process improvements are
expected {o tmprove earnings over the next 12 months, and
the anticipated 2009 opening of the first of two rew Knox
County, Indiana mines will continue 1o provide growth,

Yectren 13
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Financial and Operating Highlights

Year ended December 31,

In millions, exvept per share amounts 2007 2606 2005
Net income $143.1 $108.8 $136.8
Net income, excluding synfuel-related results® 140.1 14,1 125.1
Return on average common shareholders’ equity (ROE) 11.9% 9.4% 12.2%
ROE, excluding synfuel-related resuits™ 1.6% 9.8% 11.24%
Shares outstanding at year-end 763 761 76.0
Average shares outstanding for basic earnings 759 75.7 75.6

Per Common Share

Basic earnings $ 1.89 § a4 5 181
Basic earnings, excluding synfuel-related results™® $ 1.85 $ 131 $ 166
Dividends paid 5 1.27 $ 123 $ 119
Annual dividend rate at year-end 5 130 % L26 $ 122
Book value % 16.13 $15.43 $15.04

Market price at vear-end $ 29.01 $28.28 $27.16

{1} Symfuel-related reslts of 3.8 million in 2007, ($5.3} weillion in 2608 and 8117 milfien in 2005 had been primasily dviven by tax credits derived from an tvestment
in a partnership that produced coal-based synthetic fuel und processing fees received by Vectren Fuels fram un unrelated synfuel producer. Synfuel-related tax credits
and fees ceased at the end of 2007, In 3007 syrfuel-related resilts were reduced by a $3.8 million, after tax, contribution to the Vectren Foundation.

Basic EPS Dividends Paid Market Price
Ezeladusg Sprifuch Related Reatts Pz Share At Year-Ead
€200 ) 5130 13200
175 Z8.00
3.20
150 26,00
135 1.t 24.00
Lo 260
1.00
075 20.60
B.50 9.90 18.00
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Atimnment and Comservation

Customer energy efficiency programs created in
cotlaboration with regulators in both states exceeded
performance expectations in their first year. In Indiana,
nearly 52 million was distributed in rebates to residential
and commercial customers who chose 10 upgrade to
high-efficiency natural gas appliances through Vectren’s
Conservation Connection initiative. Collectively, these
energy-efiicient purchases helped 11,500 customers save
on their gas bills. Additionally, in Indiana we created a
conservation call center that was used by more than
20,000 Hoosiers who were seeking ways to further

reduce their gas bills. In Ohio, more than $3 million was
distributed through the company’s Project TEEM home
weatherization initiative, in which hundreds of lower-
income Miami Valley homeowners received free home
energy cfficiency makeovers, including new high-efficiency
appliances, windows and insulation to help them break
the cycle of sustained high energy bills. In bath states,
another 100,000 customers took the time to conduct online
energy audits at Vectren.com in an ¢ffort to help pinpoint
opportunities for energy savings based on thejr homes” or
business’ specific characteristics.

In fanuary we began the regulatory process on demand side
management initiatives for the electric side of the business,
and we filed more robust gas conservation initiatives in late
2007 as part of the Vectren Energy Delivery of Ohic rate
case. We are continuing o align the interests of Veciren
with those of our customers as we collectively work to
reduce energy consumption,

tvatability and Value

Vectren has repeatedly emphasized the need for mare
electric generation and this past year proved to be a critical
decision point for us. In the third quarter, we stepped
away from Lhe option of a partnership with Duke Energy
on its integrated gasification combined cycle (IGCC)

plant in Knox County, Indizna. Although this technology
offers a way to burn Hoosier coal while minimizing the
environmental impact and remains an endeavor Vectren
suppaorts, the inttative proved not to be the best fit for our
generation needs. Therefore, we opted to pursue regulatory
approval for the constriction of a 100-megawatt (MW)
natural gas peaker and anticipate an order in early fall 2008,
This project will allow us to meet the near-term needs of
our 140,000 Hoosiers with a local generating unit, while

continuing to explore other generation options, particularly
clean-coal and renewable alternatives, given the long-term
needs of our customers.

At Vectren, we continue to believe coal has a prominent
place in the generation fuel mix, espectally given the
abundant reserves in southwestern Indiana. We are
capitalizing on the opportunities to harvest this local
resource, and plans for Fuels' two new underground
mines are materializing quickly. ‘Towards the end of 2007,
the company received final approvals to begin mining
operations. Construction work is underway and the project,
which will be within 50 miles of eight coal-fired plants,
remains on schedule for a 2009 coal production target for
the first mine with the second mine enline in 2016.

Education and Sustainability

Vectren's emphasis on coal naturally begs the guestion of
sound environmental responsibility. I'm cenfident in saying
we not only talk the talk when it comes to environmental
stewardship, but we also walk the walk. Already one of the
cleanest generation fleets in the Midwest through maore
than $300 miliion in expenditures for emissions-control
equipment and nearly $100 million in additional upgrades
underway, our fleet will soon be 100 percent scrubbed for
sulfur dioxide (302}, 90 percent controlled for nitrogen
oxide (NOx} and will further reduce mercury emissions to
help meet potential future mercury-reduction requirements.
We are well ahead of peers in these expenditures, which

are critical to ensuring a cleaner environment for our
communities and future generations. Furthermore, since
2001 we have successfully utilized a mechanism created

by the Indiana General Assembly to ensure timely and
equitable cost recovery.

In the third quarier of 2007, we received regulatory
approval ta incorporate a renewable energy saurce into
our generation portfolio. By mid-2008, we will bring on 30
MW of green power from an independently-owned Benton
County, Indiana wind farm, Additionzlly, the company

is seeking approval to implement a green power program,
throagh which custemers will be able to voluntarily
purchase renewable energy at a ixed menthly charge for
their homes or businesses. Vectren has also created

a nonprofit agency the purpose of which will be

to raise money and awareness for renewable energy
projects. Together, these initiatives seek ta provide our
customers with access to renewable energy while increasing
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customer awareness and demand for these sources in the
coming years.

Collaboaration and Innovation

The need for continued rate increases will likely rernain
constant given our utilities’ aging infrastructure and
Vectren's commitment to ensuring safe, veliable service

for our 1.1 million customers. On February 13, 2008, the
IURC approved our request to increase rates in our Indiana
North territory, which will allow us belter opportunities

to earn our authorized zeturn on investment and recover
costs refated Lo enhanced operating and maintenance
expenditures. This approval also provides for specific
recovery of gas costs relating to uncoilected customer bills
and unaccourtted for gas and the beginning of a program to
replace 245 miles of bare steel and cast iron pipelines,

‘the regulatory review process for the Ohio rate case filed in
the fourth quarter of 2007 will likely continue for most of
this year. In addition to cxpanded conservation programs
mentioned cailier, another key element of this case features
movement towards a straight fixed variable rate design,
which allows us to more effectively recover fixed costs that
don't fluctuate with customer usage, Collectively werking
with regulaters and consumer advocates, Vectren is
developing innovative rate-making mechanisms that enable
us to earn cur allowed returns, while better serving our
customers’ needs for Jower bills.

Plans are alse underway in Ohie for Vectren to begin the
process of exiting the merchant function, which means
Veciren, in time, may no longer be the provider of the
natural gas commadity to our customers. Removing Vectren
from the process of purchasing natural gas will allow us

to focus strictly on providing safe and reliable natural gas
delivery. Qur Ohio customers should see expanded aptions
for purchasing natural gas that will give them further ability
to impact their energy bills, The filing has been made, and
the first phase of the exiting process should be effective as
carly as this next heating season.

Commitment and Yalues
Before I close, I'would like to congratulate Carl Chapman
on his promotion to President and Chief Operating

Officer of Vectren effective November 1, 2007, Carl’s
contributions throughout his 22 years of service have

16 Vectren

greatly strengthened our business. In his new rale, Carl
will be able to exert even greater leadership and influence
in helping the company achieve its strategic objectives.

Additionally, I wouid like 1o congratulate Doug Karl,

who has been Vectren's Vice President of Marketing and
Customer Service, on his retirement effective February
29,2008, and thank him for his 18 years of service to our
customers and us, Most recently Doug has been personally
instrumental in shaping the services and offerings of our
Conservation Connection initiative. He has served well as a
voice of the Vectren customer. We will miss his innovative
contributions going forward and send him off with our
best wishes in retirement.

As you can see, Vectren continues o make the right
strategic moves and investments to be better positioned to
attract capital and to be a better customer advocate. We
are firmly wrapping our arms around energy efficiency
and will continue to focus on providing solutions to

help our customers. Vectren will continue to address the
tough questions and find long-term solutions through
collaborative processes to meet today’s and tomorrow’s
energy needs. We must wark with our customers and
regulators to dampen demand on both the gas and electric
side of the utility business, We must help customers
understand their personal role in energy consumption.

The challenges ahead are immense, but I'm confident we're
headed in the right direction. On the utility side, we've
positioned ourselves as a true industry leader in both
innovative rate design and customer alignment, while

our nonutility companies are sensible, timely businesses
that relate well to key industry needs. We're focused on
constantly improving results and adding long-term stability
at the same time. We're ready to face the tough questions
head on and continue to offer straight-forward answers that
satisfy our stakeholder needs.

N bt

Wiel C. Ellerbroak
Chairman and Chief Executive Officer
February 19, 2008
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Vectren At A Glance

Vectren Corporation is a progressive energy holding company headquartered in
Evansville, Indiana. Our nonutility operations provide energy and energy-related
services to customers throughout the Midwest and Southeast and support our
core utility operations of gas and electric services.

BUSIMESSES

NATURAL GAS:

Vectren Energy Delivery's natural gas distribution
businesses provide natural gas service to nearly one
million customers in adjoining service territaries
that cover nearly two-thirds of Indiana and west
central Ghio.

ELECTRIC:

Vectren Energy Delivery’s electric transmission and
distribution services provide elactricity to more than
140,000 custorners in southwestern Indiana. The five
coal-fired electric peneration units and six pesking
turbines provide the capacity to meet the power needs
of our customers.

ENERGY MARKETING & SERYICES:

Proliance Energy (ProLiance) optimizes
transportation and storage capacity and markets
natural gas services to customets in the Midwest and
Sautheast.

Veciren Source (Source} provides retail energy
and zelated services Lo customers in Chio, Indiana,
Geargia and New York.

COAL MINING:

Vectren Fuels (Faels) owns {our southwest Indiana
¢oat mines, Prosperity is an underground mine that
produces approximately 3 million tons annualiy,
Cypress Creek is a surface minc that produces
approsdmately 1.3 million tons anpuatly. Qaktown
Mines 1 & 2 are underground mines currendy under
constraction and will be phased into operation in 2009
and 2010

ENERGY INFRASTRUCTURE SERYICES:
Milter Pipeline (Miller} provides underground
pipeline construction and repair services for gas,
cable, water and wastewaler companies.

Energy Systems Group (ESG) provides energy-
saving pérformance contracting by designing facility
improvernents that pay for themselvés from energy
and operations savings. ESG also designs, constructs
and manages renewahle énergy projects,

2007 HIGHLIGHTS

+ Completed various stages of the regulatory process to
implement adjusted gas base rales in Indiana South,
Indiana North and VEDQ.

+ All three territories will be able to further promote
customer energy efficiency programs designed to
heip custemers lower energy bills and implement
programs designed to support capital investment in
safety and reliability.

« New electric base rates in Indiana South aliow for
erhanced matntenance and improved customer
reliability, return on investiments in demand side
management programs o help encourage enargy
efiiciency, and increased customer benefit from the
sale of available wholesale power.

« Filed for regulatory approval for construction of 100
MW peakibyg gencration unit needed to meet Future
chstomer demands.

» Proliance increased fitm storape capacity to 40 Bef
and continues construction of Liberty Gas Starage
(Liberty), a joint venture with Sempra Encrgyinthe -
gulf coast region of Louisiana, which isexpected to
be operational in the second quarter of 2008.

« Began planning for Liberty expansion project that
should be in scrvice in 2010 and allow for additional
returns on valuable storage investments.

+ Source saw Lnprovements in earnings dae to
lower marketing costsand continued growth in its
customer base to more than 160,000 custemers,

» Completed mining approval process for new
Qaktown mines and begm construction of mine
entrance.

« Reduced production at Prasperity due to lost time
implementing revised Mine Safety and Health
Administration {MSHA) mine seal guidelines.

+ Both Miller and ESG had record earnings due to
strong market growth in their rcspect'we sectors.

« Miller completed several large pipeline pmjects
including & 22-mile extension in Grccmburg, ridiana
and an §-mile replacement project it Dayton, Ohio,

+ BSGr was awarded a 2007 Project of the Year -
award by the U.S. Environmental Protection Agérky
(EPA) for its landfill waste-to-energy projectin
fohnson City, Tennassee.

2008 GUTLAOK

+ Continue implementing programs and educating
customers to drive usage down while fully
implemenling decoupling mechanisms to allow
better opportunities to earn authorized teturns,

» Received regulatory approval to adjust gas
base rates in Indiara North and implemented in
Eebruary 2008

« Anticipate implementing new Ohio gas base rates
in fall,

« Working with various parties to develop an electzic
decoupling mechanism that will allow Vectren to help
custormers reduce their energy bills while providing
Vectren with opportunities to earn ity allowed return.

» Once approved, construction will begin on gaz o
peaking unit in arder to meet need for additional
generation by as early as 2014,

« Continuing censtruction of Warrick Unit 4
scrubber, which when completed in early 2009
will make our fieet 100 percent scrubbed for SO,

« ProLiance expects to increase firm gas storage
capacity to nearly 50 Bcf by 2008/09 heating season
and will be well positioned to take advantage of the
presumed return of market volatitity.

-+ ProLiance is seeking FERC approval for Liberty

expansion project anticipating approval in late 2008,

+ ProLiance expects continued growih through
storage expansion and optimization.

- Source anticipates continued growth in s

residential and small commercial customer base by
expanding penetration in newly entered territories
and new customer ontreach initiatives,

v Coal price increases and process improvements to
tncrease overall productivity will increase carnings
in 2008 2nd beyond.

+ Fuels anticipates construction o continue on the
new mines into 2009 and 2010,

+ Will begin preparing far the closing and final
reclamation of Cypress Creek after depietion of
reserves in 2009,

« Increases in utility construction projects due to
aging infrastructure will fuel Miller’s growth,

+ The new Energy Independence and Scourity Act will
expand the praduction of rencwable fuels and focns
on conservation driving ESG's future growth

Vectren 17
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Condensed Consolidated Statements of Income

Fn miflions, except per share amousts Year ended December 31, 2007 2006 2005
Ovperating revenues
Gas utility $1,2694 $1,2225 $1,350.7
Electric utility 487.9 4212 4214
Nonutility revenues 524.6 3888 2469 -
Total operating revenues 2,281.9 2,041.6 2,028.0
Operating expenses
Cost of gas sold 847.2 8415 9733
Cost of fuel and purchased power 1748 1515 144.1
Cost of nonutility revenues 2877 2487 191.0
Other operating 456.9 34138 2822
Depreciation and amortization 184.8 1723 158.2
Taxes other than income taxes 70.0 65.3 66.1
Total operating expenses 23,0214 1,821.1 1,814.9
Operating income 260.5 220.5 213.1
Other income
Equity in earnings of unconsolidated affiliates 22.9 17.0 45.6
Other - net 36,8 2.7 6.2
Total other income 59.7 14.3 51.8
Interest expense 101.0 95.6 83.9
Income before income taxes 219.2 139.2 181.0
Income taxes 76.0 30.3 44,1
Minority interest and preferred dividend reguiremnent of subsidiaries 9.1 0.1 4.1
Net income $ 1431 § 1088  § 1368
Average common shares outstanding . 759 75.7 756
Diluted cominon shares outstanding - 76.6 762 - 76.1
Farnings per share of common steck
Basic $ 189 3§ 14 $ L8l
Diluted 5 187 $ 143 $ 180

The Carpany’ consoiidated financial statements, including footnotes, are included in Appendix H 1o the Companyt 2008 proxy statement.
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Condensed Consolidated Balance Sheets

n millions Ar Pecernber 31, 2007 2006
Assets
Current Assets

Cash and cash equivalents 5 206 § 328

Accounts receivable - less reserves of $3.7 and $3.3, respectively 189.4 198.6

Accrited unbilled revenues 168.2 146.5

Inventories . 160.2 163.5

Prepayments and other eurrent assets 160.5 174.5

Total current assets 699.6 715.9

Utility Plant

Original cost 4,062.9 3.820.2
__Less: accumulated depreciation and amortization 1,523.2 1,434.7
Net utility plant 1,539.7 2,385.5
Investrnents in unconsolidated affiliates 2088 1810
Other investments 77.0 - 745
Nonutility property - net 320.3 2944
Goodwill - net ’ 2380 237.8
Regulatory assets 175.3 163.5
Qther assets 37.7 39.0
Total assets $ 4,296.4 3 40916

{iakiiities and Shareholders’ Equity
Current Liabilities

Accounts payable $ 1874 & 1800
Accounts payable to affilated companies 837 89.9
Refundable fucl and natural gas costs 272 353
Accroed Tiabilities 171.8 147.2
Short-term borrowings 557.0 464.8
Current matarities of long-term deht 0.3 24.2
Long-term debt subject to tender ' - 20,0
Total current liabilities ' 1,027.4 9614
Long-term debt - net of current maturities and debt subject to tender 1,245.4 1,208.0
Deferred income taxes and other liabilities ' .
Deferred income taxes - . 318.1 260.7
“TRegulatory liabilities ) S o ) ) . o 307.2 191;1
Deferced credits and other liabilities - = L - 1843 195.8
Total deferred credits and other liabilities ‘ . : 789.5 747.6
Minarity interest in subsidiary ' 0.4 04

Common shareholders’ equity
Common stock {ne par vahie) - issued and outstanding

76.3 and 76.1 shares, respectively 537 5255
Retained earnings 688.5 643.6
Accumulated other comprehensive income 12.5 5.1

Total commen shareholders” equity - 1,233.7 1,174.2

Total liabilities and shareholders’ equity _ $42964  § 4,0916

The Company’s cansolidated financial statements, inchiding foatnotes, are included i Appendix H ta the Company’s 2008 proxy statement.
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Condensed Consolidated Statements of Cash Flows

In millions Year ended December 31, 2007 2006 2005
Cash Flaws From Operating Activitiss
Net income § 1431 $ 1088 $ 1368
Adjustments to reconcile net income to cash from operating activities:
Depreciation and amortization 184.8 1723 158.2
Deferred income taxes and investment tax credits 27.0 1.4 (8.6)
Equity in earnings of unconsclidated affiliates (22.9) - (17.0) (45.6}
Provision for uncollectible accounts 16.6 15.3 15.1
Expense portion of pension and postreticement benefit cost 9.8 10.7 10.7
Other non-cash charges - net 4.8 1i4 1.9
Changes in working capital accounts:
Accounts receivable and accrued unbilled revenue (29.1) 108.9 {102.9)
Inventorics 2.6 (17.6) (71.9)
Recoverable/refundable fuel and natural gas costs (6.3) 41.3 3.5
Prepayments and other current assets (3.7 (21.2) 3al
Accounts payable, inchuding to affiliated companies 4.9 (71.8) 101.2
Accrugd liabilities 4.6 (23.2) 27.4
Unconsolidated affiliate dividends 20.8 35.8 18.8
Changes in noncuarrent asscts (214) (25.8) {6.9)
Changes in noncurrent liabilities (37.5) (19.3) (5.4}
Net cash flows from operating activities 298.1 . 3102 268.4
Cash Flows From Financing Activities
Proceeds from;
Long-term debt 160.4 928 2742
Stock option exercises 5.2 - -
Requirements for:
Dividends or common stock (96.4} (93,1} {90.5)
Retirement of long-term debt (23.9) {124.4) (88.5)
Other financing activities (0.8} {0.6} {0.7)
Net change in short-term borrowings 92.2 164.9 {112.5)
Net cash flows from financing activities (7.3 39.6 (18.0}
Cash Flows From Investing Activities
Proceeds from:
Unconsolidated affilizte distributions 127 2.0 6.9
Other collections 38.0 34 43
Requirements for:
Capital expenditures, excluding AFUDC equity (334.5) (281.4) (231.6)
Unconsolidated affiliate investments (17.5) {16.7) (19.2)
Other investments {1.7) {44.7) -
Net cash flows from investing activities {303.0) (337.4) {239.6)
Net change in cash and cash equivalents (12.2) 12.4 10.8
Cash and cash equivalents at beginning of pericd 32.8 204 9.6
Cash and cash eguivalents at end of period $-2006 .. % 3238 $ 204

The Compony’s consolidated financial statemenis, including footsotes, ave included in Appendix H to the Company’s 2008 proxy statement.
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Management’s and Auditor’s Report

management’s Responability for Finanaal Statements
Vectren Corporation’s management is responsible for establishing
and maintaining adequate internal control over financial reporting.
Thosc control procedures underlie the preparation of the condensed
consolidated balance sheets, stalements of income, statements of cash
flows and other financial data contained in this report.

The Anancial data herein is derived from the Cempany's consolidated
financiel statements. Thosc finaneial statements, included in Appendix H
10 the 2008 Proxy Staternent and Gled with the Securities and Exchange
Commission on Form- 10K on Pebruary 20, 2008, were prepared

in conformity with accounting principles generally accepted in the
United States and follow accounting policies and principles applicable

o regudated public utilities. The integrity and objectivity of those
consolidated financial statements as well as the data in this report,
including required estimates and judgments, are the respansibitity of
management

‘The financial data herein is also subject to an evaluation of internal
control over financial reporting conducted under the supervision of and
with the participation of management, including the chief executive
officer and chief Anancial ollicer, Based on that evaluation, conducted
under the framework in Interaal Contral - Integrated Framework issued
by The Commiltee of Sponsoring Organizations of the Treadway
Commission, the Company concluded that its internal controf over
financial reporting was effective as of December 31, 2007. Management
certified this fact in its Sarbanes Oxley Section 302 certifications, which
were attached as exhubits 10 Us 2007 Form [0-K. Management also has
submitted an unqualified chief executive officer certification as required
by the New York Stock Exchange.

The consolidated financial statements and the effectiveness of internal

control over financial repurting as of December 31, 2007, were audited by

Drelontte & Teuche LLP an independent registered public accounting firm.

fts reparts, which expressed ungualified opinions, also are inchuded in
Appendiz H 10 the 2008 Proxy Statement.

//M/W

Niel C. Ellerbrook
Chairman and Chief Executive Officer

}»M/%_W

Jerome A. Benkert, Jr.
Executive Vice President and Chicef Financial Officer
February 19, 2008

Repart of independent Registered Public Accounting Firm
To the Board of Directors and Sharcholders of Vectren Corporation

We have audited the conselidated balance sheets of Vectren Corporation
and subsidiaries {the “Company”} as of December 31, 2007 and 2005,
and the related consolidated statements of income, common
shareholders’ equity and cash flows for each of the three years in the
period ended December 31, 2007. We also have audited the effectiveness
of the Company’s internal control over financial reporting as of
December 31,2007 Such consolidated hinancial staternenis,
management'’s assessment of the effectiveness of the Company’s internal
control over financial repurting, and our reparts dated February 19,
2{08, expressing unqualified opinions and including an explanatory
paragraph referving to the adoption of FASB Statement No. 158 {which
are not included herein) are inciuded in Appendix H to the proxy
statement for the 2008 annual meeting of shareholders. The
accompanying condensed consolidated financial statements are the
responsibility of the Corpany’s management. Qur respensibility is to
express an opinion an such candensed cansalidated financial statements

in relation to the complete consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed
catcdidated balance sheets as of December 31, 2007 and 20065, and the
related condensed consolidated statements of income and of cash flows
for each of the theee years in the pericd ended December 31, 2007, is
fairly stated in all material respects in relation to the basic consolidated

financial staternents from which it has been derived.

jIDULébéﬁE» J“vjzvaJuL LLpP

DELOITTE & TOUCHE LLE
Indianapolis, Indiana
February 19, 2008
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Board of Directors

Standing: John M. Duan, . Timothy McGialey, Richard W. Shymanski, Robert L. Koch 11, R Danicl Sadlier, Niel C. Ellerbrook, Richard 2 Rechter,
William G. Mays, Michael L. Smith, Martin C. Jischke. Sitting: John D, Engelbrecht, Jean L. Wojtowicz, Antor H. George.

John M, Dunn 1.4

Director since 1996
Chairman of the Board and
Chief Executive Officer of
D Hospitality Group, Lid.

tMiet €, Eflerbrock sichan
Director since 193]
Chairman of the Board and
Chief Executive Officer of
Vectren Corpoaration

John D. Engetbrecht 2,5
Director since 1936
Chairmuan of the Bourd and
President of South Cerral
Communicatians Corporation
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Anton H. George 13
Director since 1990

President and Chief Executive
Officer of Indianapolis Motor
Speedway Corporation

President and Chief Executive
Officer of Hulman & Company

Dr. Martin C. Jischke 1,4
Diirector since 2007
Presidest Emeritus,

Purdue University

Robert L. Koch 11 1{Chair),5
Liirector since 1986

Lead Director since 2003
President and

Chief Executive Officer of
Koch Enterprises, Inc.

Witliam G. Mays 1,4(Chair)
Director since 1938

President, Chief Executive Qfficer
and founder of Mays Chentical
Corapany, Inc.

J, Timothy McGinley 1,5
Director since 1999
Principal of House
{nvesiments, Inc.

Richard P. Rechter z,4
Dhirector singce 1984
Chairman of the Board
of Rogers Group, Inc.

R. Daniel Sadlier 4,5
Drirectar since 2003

Chairman of the Board of Fifih
Third Bank (Western (Jhig)

Richard W, Shymanski 2Chair},3
Drector since 1989

Chairman of the Board, President
and Chief Executive Gfficer

of Pendrich Tndustries, tnc.

Michael L. Smith 1.3
Director since 2006

Ketired Executive Vice President
and Chief Financial Qfficer of
Wellpoint, Inc.

Jean L. Wojtowicz 2,3(Chair}
Director since 1996

President and founder

of Camnbridge Capital
Managemen! Corporation

Brard Committees

I Neminating and Govername
2 Audit and Hesk Managemert
3 Campensation and Bencfits
4 Corperate Affairs

5 Finance
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Officers

Veciren Senior Staff:
Left to right - Ellis §. Redd, Jefirey W. Whiteside, William 5. Doty, Carl L. Chapman, Niel C. Ellerbrock, Jerome A. Benkert, Jr, 2nd Renald E. Christian

Laarubive Offcars

Niel €. Ellerbrook
Charrman and
Chief Execdive Officer

Cari 1. Chapman
Pregident and
Chief Qperating Officer

Jercme A. Benkert, Jr.
Executive Vice President
and Chief Finaacial Officer

Ronald E. Christian
Execurive Vice President,
Chigf Administrative Officer,
Gengral Counsel and Secrefary

William 5. Doty
Executive Vice President,
Utility Operations

Lorparate Dificers
Daniel C. Bugher

Vive Prestdent,
Information Technology

Robert L, Goocher
Vice President and Treasurer

M, Susan Hardwick
Vice Presideni and Controlier

Ellis §. Redd

Vice President, Huthan Resources

Steven M. Schein
Vice President,
Investar Relations

Jeffrey W, Whiteside?
Vice President, External Affairs
and Sustainuability

Daniel G, Berry3
President, Vectren Eneryy
Delivery of (Mhia

John M. Bohls
President,
Vectren Enterprises

Robert £, Heldorn
Vice Prestdent, VUHI -
General Counsel

Ranald G. Jochum
Vice President, VUHT -
Power Supply

Douglas A, Karl*
Vice President, VUHI -
Marketing and
Customer Service

L. Douglas Petitt?
Vice President, VUHI -
Marketing and Conservation

Eric J. Schach
Vice President, VUHI -
Energy Delivery

Jertold L. Ulrey
Vice President, VUHT -
Regulatary Affairs and Fuels

i Named Presedent effectove November 1 2007

2 Effettive March 3, 2008
3 Numed Axgust 13, 2007
4 Retired as of February 2%, 2008

VUM -~ Veglran Utitily Holdings, Inc.
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5-Year Financial Review

in millions, except per share amounts 2007 2006 2005 2004 2003

Kevy Financial Data

Cperating revenues $2,281% $2,0416 $2,0280 $ 16852 $1,587.7
Operating income 260.5 2205 2131 1995 196.0
Income before income taxes 21%.2 1392 181.0 147.0 149.0
Netincome § 1431 § 10848 3 1368 3 1079 § i11.2

Common Stock Data ) :
Average shares outstanding - basic 75.9 75.7 75.6 75.6 70.6

Average shares outstanding ~ diloted - 76.6 76.2 76.1 75.9 70.8
Larnings per share - basic $ 189 $ 144 § 181 $ 143 ¢ 158
Earnings per share - difuted $ 187 $ 143 $ 180 $ 142 $ 157
Dividends per share $ 127 $ 123 § 119 $ LI5 $ LIl
Dividend payout ratio 67% 85% 66% 0% 0%
Book value per share $ 16.13 $ 1543 31504 $§ M4z 3 1417
Markel price {ycar-end, closing) $ 2901 $ 28.28 $ 2716 $ 26.80 § 2465
Refurn on average shareholders’ equity . 11.9% 9.4% 12.2% 10.0% 11.5%
Balance Sheet Data
Capitalization 7
Common sharehelders’ equity o $1,2337  $11742  $1,1433  $10948  §10717
Preferred stock of subsidiary : . ‘ - - o ,; : o1 0.2
Long-term debt ' 1,457 1,252.2 L2521 1,065.1 1,101.3
Total $2,479.4 3 2,426.4 $2,3954 § 2,160.0 21732
Capitalization ratios ’ :
Common shareholders’ equity . 49.8% 48.4% 47.7% " 50.7% 49.3%
Long-term debt 50.2% SL6% | 523% 49:3% 50.7%
Capital expenditures
Utility and ather § 2998 $ 2469 $ 2145 $ 2422 $ 2203
Nonutitity 34.7 348 17.1 103 13.2
Total - $ 3345  § 2814 8§ 2316 0§ 2525 $ 12335
Total assets - ' _$4,2064  $40016  §$3868.1  $35869  $3,3534
Utility Operating Statistics
Gas distribution
Operating revenues $1,269.4 $1.2325  $1,3597  $ L1262 $11123
Margin § 4222 $ 3910 § 3864 § 3477 $ 3458
Average Customers (in thousands) 987 981 - 975 - _ 966 957
Electric ) ;I, o o ) '
Operating revenues o $ 4879  § 4am2  § 4204 § 3713 0§ 3357
Margin S $ 3131 $ 2707 5 2773 § 3545  § 2330
Average Customers (in thousands) ) 141 140 139 T ) 138 - 135
Weather as a percent of normal ) . - ‘ . ‘
Heating degree days* 94% 89% 100% 91% 100%
Coaoling depree days 133% 95% 109% 9% 80%

* Weather normalization applies to narural gas rates in Indiana beginning October 2005,
Heating degree days a5 a percent of normal for 2007, 2006 and 2605 represent Okio: for 2004 and 2003 they represent [ndiana,

24 Vectren
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Sharehotder Information

Corporate Headduarters
Qne Vectren Square
Evanaville, IN 47708

Tel {812) 491 -4000

Web: wiww.vectfen. com

You may call Vectren Shareholder Relations at
(812) 491-4190 or (8040) 227-R425.

Tramsfer Agect and Regolrar

National City Bank serves as the transfer agent and registrar for Vectren,
Corporation and can help with a variety of stock-related matters,
including name and address changes, tranafer of stack ownership, lost
certificates, dividend payments and rewnvestment, and Form 1089s.

Inquiries may be directed 10:

YVecuen Corporation

c/o National City Bank
Corporate Trust Operations
P.O. Box 92301

Cleveland. GH 44193-0900
Tel: (800} 622-6757

E-mail: sharcholderinguiries@nationalcity.com

Shureholders of record also can access records and request infermation

online at: www.vectren.com or wwiwnationalcitystocktransier.com.

Dividends

Cash dividends of Vectren Carporation commen stock are considered
quarrerty by the board of directors for payment on the first business day of
March, June, Sepiember and December of each year. Vectren Corparation
and its predecessors have increased dividends annually

for 48 consecutive years.

Dividerns! Rebveesimant Pan

Registered sharcholders of Yectren Corporation can reinvest dividends
and purchas¢ additional Vectren stock without having to pay brokerage
commissions ot service charges theough Vectren’s Automatic Dividend

Reinvestment and Stock Purchase Plan.

To participate in the plan, investors must make their initial purchase
through a brokerage firm, requesting that the shares be registered in the
investor's name, New shareholders of recard will automatically receive a
prospectus and enrollment card from Vectren’s Transfer Agent, National
City Bank.

Annual Meeting

The annual meeting of shareholders of Vectren Corpuration will be
held at 10 z.m. {Central Paylight Time), Wednesday, May 14, 2008,
at Vectren’s corporate headquarters located at One Vectren Square in
Evansville, Indiana. Shareholders of record as of the close of business
on March 12, 2008, will be eligible to vote at the meeting,

Cammunmcations to Nom-Employes Directors

Sharcholders and other partses interested in communicating disectly with
the Lead Director, Chair of the Audit Commitieg or with any of the
non-employee directors a$ a group may do so by writing to:

Lead Director; Chair, Audit Committee;
or Non-Employee Dtirectors

Yectren Corporation

20, Box 3144

Evansville, IN 47731-3144

investar Relatians
Institutional investors and securities analysts should direct

inquiries to:

Steven M. Schein

Yice President, Investor Retations
Tel: (312) 491-4209

E-mail: sschein@vectren.com

Archives and e-mail alerts of Vectren's press releases, annual reports,

proxy statements, SEC lings and analys! preseniations are made available
an the company’s Weh site; www.vectren.com. Vectren's anaual ceport on
Forrn 10-K 1o the Securities and Exchange Commission may be obtained
by sharcholders without charge by writing to Investor Relations at the
corporale address, ¢-mail: vvcir@vectren.com or by calling (800) 227-8625,

VDT PR ST M % T A AR 7

e
{# VECTREN
!

In today's digital age, providing easy access to investor informa-
tion has become a mainstream function of corporate Web sites.
Vectren.com integrates a number of resources to give investors
the ability 10 satisly their varied informational needs.

Among other fealures, Veciren.com offers:

« Access 1o registered shareholder accounts
» Investor webcasts and presentations

» A calendar of upcoming events

« Historical dormments and investment toals
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2 VECTREN 2006 Summary Annual Report

delivering
managing
providing
investing
creating
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Vectren Corparation i5 a progressive energy holding company headquarterad in
Evansville, Ind. Our nonutility operations provide energy and energy-related services
to customers thraughaut the Midwest and Southeast and support our core utility
operations of gas and electric services.
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Year ended December 31,

ts millions, except par shore amaunts 2006 2005 2004
Net income $108.8 $136.8 51079
Net incorme, excluding synfuel-relared results! o 1.i4.1 1251 358
Return on average comman shareholders’ equity {ROE) 9.4% 12.2% 10.0%
ROE. excluding synfuel-related results™ 9.8% 11.2% 8.8%
Shares outstanding at year-end 76.1 - 760 75.9
Average shares ourstanding for basic earnings : 5.7 756 75.6
pPer Cammon Share ; .

Basic earnings a 5 1.44 $ 18T $ 143
Basic earnings, excluding synfuels-related results™ § 1.51 $ 168 5 127
Dividends paid 3 PR § 115
Annual dividend rate at year-end 5 1.26 5 122 § 118
Book value 41543 $15.04 $14.42
Market price at year-end % 28.28 42716 % 2680

{11 Synfuel-related results of {$5.3) million in 2006, $11.7 million in 2005 and $12.1 millon In 2004, are primarily driven by tax crecits derived from an
investmeat in a partnership that produces coal-based synthetic fuel and unrelated processing faes received by Veciren Fuels from a synduel producer.
bnder current tax laws, synfuel related tax credits and feqs will cease at the end of 2007. The company has hedged its 2007 schaduled synfuels production

which is expected ta contribute positive 2arnings resuits.

L2400

1.7%

150

- JREY]

1.25

1.00

04.75

L]

BASIC EPS
EXCIUDING SYNFUEL-RELATED RESWETS

96

DIVIDENDS PAID

PER SHARE

$1.30

.20

180

0580

o5 0

MARKET PRICE
AYYEAR-END

530.00

28.00

26.00

2400

22.00

20.00

1800

5




Investing in clean-coal technology. Celivering innovative
rate design. Providing gas storage optimization. The
successes, investments and overalf forward-thinking
initiatives of 2006 prove we've come a fong way from the
typical gas and elactric company of 20, 15 or even five
years ago. We're in an era in which higher energy prices
force customers to think mare about conservation; yet, at
the same time, the overall demand for energy is steadily
increasing. WeTe in an era in which coid winter weather
can dramatically impact the gas commeodities market while
extremely warm summer weather can test the limits of
ragional electric systems.

Today, people think differently about how energy
companies impact natural resources, the environment
and the overall economy. The challenge forus is to
balance our customers’ need for reliable, affordable
energy with shareholder expectations to enabie us to
attract the capital necessary to safely maintain and grow
the business. A financially viable core utility business
combined with a well-managed nonutility portfolio offer
the best way to make progress in today's energy industry.
It’s about taking a leap — not hased on faith — but a leap
based on sound principles and prudent decision-making.
In 2006, we took many of these leaps — many that have
already dramatically advanced the interests of the
company and our customers and some that will do so
aver the coming years.

2006 Financial Results

While 2006 was a very exciting year from a strategic
standpoint, from a financial standpoint we met some
obstacles that were difficuit to overcome. Reported
2006 net incorne was $108.8 million, or $1.44 per share,
compared to $136.8 millian, or $1.81 per share, in 2005,
Earnings were impacted primarily by the decline in
synfuel-related rasults, a charge related to the Proliance

Energy {ProLiance} litigation settiement and somewhat
lawer utility earnings.

Earnings from Vectren’s utilities decreased $3.7
million, from 595.1 mitfion in 2005 to $91 .4 million in
2006, primarily from continued declines in customer
usage, lower wholesale power margins and increased
depreciation and interast costs, Although overalt mild
weather compared to normal led to an earnings reduction
of ${0.06} per share, the potentially adverse impact of
warmer than normal winter weather was significantly
lessened through the effects of temperature normalized
rates implementad in Indiana in October 2005.

Vectren's nonutility earnings, exclusive of synfuel-
related resuits, were $23.4 million in 2006 compared to
a record performance in 2005 of $36.5 million, Several
reasons contributed to the decline including a $6.6 million
charge related to the settlement of a lawsuit invelving the
Caompany’s subsidiary, ProLiance, and the 2005 gainan a
sale of a nonutility investment. Furthermore, as experted,
Proliance was unable ta repeat the unprecedented
financial performance of the 2005 fourth quarter during
which the natural gas marketer fared quite well in the
eidst of an extremely volatile, post-hurricane natural gas
market. Synfuel-related results were $17 million lower year
over year primarily due to high oif prices, which forced
hoth the phase out of tax credits and the impairment of
our synfuel-related investment,

Conservation and Energy Efficiency

The most important accamplishment of the year came
with the regulatory approval of conservation-oriented
rate proposals (often referred to as decoupling) in both
our Indiana and Ohio natural gas service terriloties,
Decoupling batter aligns our interests with those of our
custamers by breaking the linkage between the volume
of gas delivered and our return, As a result, we are
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Niel C. Ellerbrook — Chairman, President and Chief Executive Officer

literally changing the way we do business and interact
with our customers. In Indiana, we have implemented
comprehensive public outreach programs 1o provide
customers the tools they need (o individually implement
energy efficiency measures and lower their usage, In
Chig, while still working through an extended regulatory
pracess, we are providing customers with toois ta help
reduce their usage. I'm confident that with decoupling
we can positively impact both shareholder return and
customer satisfaction,

In the efectric business, we are pursuing a
demand side management (05M} collaborative with
various interested stakeholders. These discussions are
focused on finding ways Vectren can complement its
natural gzs conservation efforts with similar mechanisms
for our electric customers.

Energy Systems Group (ESG), our wholly owned
performance contracting subsidiary, shares the utility’s
message of conservation. The company showed strong
performance in 2006 and closed the year with record
sales orders valued at more than $114 million throughout
the Midwest and Southeast. In turn, net income was up
significantly at $3.1 million. The majority of these projects
tnvolve complete overhauls of older, energy inefficient
education- and government-related facitities.

Natural Gas Market

tn 2006, Proliance aided its customers in managing
energy supplies and prices in what continued to be a
volatile natural gas market. This natural gas marketer, of
which Vectren owns 61 percent, had another successful
year leading the financial performance of our nonutility
portfolio, Exclusive of the fitigation settlement, Proliance
earnings were $24.9 millicn, compared to a recard
performance of $31.1 million in 2005. The decline in
performance was primarily due to exceptional 2005 fourth

quarter operating earnings that were $7.6 million higher
than the same pariod in 2006 due ta the impact tha
hurricares had on natural gas prices.

The Indianapaolis-headguartered company has
positioned itself to continue to grow by investing ina
17 bitlion cubic foot (Bef), high-deliverability, salt cavern
natural gas storage facility. Known as Liberty Gas Storage,
this joint venture with Sempra Energy is [ocated in the hub
of the Guif region with ideal access to multiple interstate
pipelines and the ability to support the grawing liquefied
natural gas market, Liberty is expected to open in mid-
2007 and will bring an added degree of defiverability to
ProLiance's customers.

Vectren Source, cur wholly owned residential
gas marketer, entered the New York state market in its bid
o continue growth, Now in four states, Source remains
on target to meet its market share goals, closing the
year with 150,000 customers, and has become a viable
competitor through successful marketing efforts and
flexible pricing options.

Electric Demand and Coal

In 2006, we saw national, regional and Yectren peak
electric demand recards broken. Steadily increasing
demand for electricity coupled with the planned Dec.,
31, 2006, decommissioning of Unit 1 at our 8. Culley
generating station underscore our need for more
generation. We have a plan to meet that need and, more
importantly, we have the option te do it through a local
energy source. Tapping into abundant coal reserves in
Southwestern indiana allows us 1o creare more Hoosier
jobs and support Indiana Governor Mitch Daniels” policy
of "homegrown energy” In partnership with Duke Energy,
Vectren is studying an effort to build a 630-megawatt
power plant that would use advanced integrated
gasification combined cycle {IGCC) tachnology. This
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“..we've packaged together the right mix
of utility innovation and nonutility
opportunity to keep us moving forward.”

technology offers a way to burn coal with minimal
environmental impact. If this project maves forward, it
wouid suppart both our commitment to environmental
stewardship and to the Indiana economy through a
clean coal initiative that will burn Indiana coal and create
hundreds of jobs.

Our existing generation fleet, which is primarity
coal fired, is one of the cleanest in the Midwest. With more
than 5300 miltion of emissions-cantrol equipment placed
in service since 2002 and another $70 millian project
underway; by 2009 our fleet will be 100 percent scrubbed
for sulfur dioxide (SO2), 90 percent controlled for nitrogen
axide (NOx) and will further reduce mercury emissions to
meet new mercury reduction requirements. This level of
amissions reductions makes Vectren an industry leader in
its environmental stewardship efforts among coal-fired
fleats; and a timely cost recovery mechanism will benefit
bath customers and investars.

Qur current generation fleet, the potential 1IGCC
preject and the resurgence of coal through advancements
in environmental technology have positioned our wholly
owned coal mining business, Vectren Fuels (Fuels), for
growth. Earnings from ccal mining operations were 55.0
million in 2006, stightty lower than 2005 results due te less
than favarabie geoiegical conditions and higher fuel and
commaodities costs,

To continue capitalizing on southwestern
indiana’s need for coal, Fuels announced plans in 2006
to apen two undergraund mines in Knox County, Ind.,
the first of which is scheduled to cpen in 2009, The twe
mines, which are exgected to yield 2 combined five
million tons annually and will employ more than 400
contract miners, are ideally located within 50 miles of
eight coal-fired power plants, Furthermore, this 5125
million development will help replace the company’s
smaller surface mine, Cypress Creek, where reserves will
be depleted by the end of 2008,

Renewable Energy

Yoday's technological advancements have developed more
efficient means of using renewable energy sources, and
ESG is leading our company’s efforts to continue progress
in the renewable energy arena. By year-end, FSG and one
of its partners, the city of Johnson City, Tenn,, had the city's
innovative landfill methane recovery plant operational.
ESG owns and operates the processing and distributicn
system that supplies renewable methane gas to local
businesses and the Veteran Affairs medical center.

Vectren also initiated plans to develop its
renewable portfolio for electric generation and recently
issued a request for proposal for“green power” {n 2007,
we expact to offer our customers an aption to purchase a
renewable energy source, such as wind powert.

Key Transactions

Another important investment was our purchase of the
remaining 50 percent share of Miller Pipeline Corporation
(Miller). with the industry's need to address aging pipeline
infrastructure, 2006 proved to be the perfect time 10 make
Miller, a company with more than 50 years of experience
in pipeline contracting 2nd rehabititation services for gas,
water and sewer pipelines, a wholly owned subsidiary.
Vectren's portion of Miller's earnings for 2006 was 52.2
million compared to $0.9 million in 2005. As the largest
pipeline construction and rehabilitation company in
the Midwest, Miller will primarily focus on growth in
infrastructure replacement projects for the coming years.
Miller is afso involved in new pipeline
construction projects. Late last year, Vectren received
regulatory approval for a process that provides Miller with
the opportunity to construct a 25-mile pipeline to the new
$550-million Honda production facility near Greensburg,
ind. This new facility is expected to employee 2,000 people
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and will fuel economic growth in the region allowing
Vectren to grow ts gas distribution customer base.

Our Miller purchase was followed by two
divestitures from our nenutility portfolio. Reliant Services,
a 50 percent owned joint venture, sold its meter reading
and facility locating service contracts and assets and shut
down its remaining operations. Also by year-end, we sold
aur investment in SIGECOM, the cable, telephone and
high-speed internet services provider in the Evansville,
ind. area. Both of these transactions were consistent
with previous discussions of narrowing the facus of our
nonutitity portfolio and, mare importantly, providing the
oppertunity to redeploy capital into our primary nonutility
businesses.

Base Rate Proceedings

Electric base rates that have remained unchanged for
nearly 12 years and approval of a limited increasa for gas
base rates a few years prior promptad us on Sept. 1, 20086,
to file both gas and electric rate cases for our indiana -
South service territary. Based on existing rate case
procedurat schedules, decisions are anticipated in both
cases by late summer 2007 unless settlement agreements
occur, which could accelerate the timing. | also expect rate
cases to be initiated in our Indiana - North and Chio
service territories by mid-2007. investments to provide safe
and retiable service and competition for required capital
make these rate increases necessary.

Expectations for 2007

Before | close, let me give a fond farewell and sincere
extension of gratitude to Steve Bramlage and Dick Lynch,
both of whom retired at the end of the year. Steve, who
served as the president of Vectren Energy Delivery of
Ohie, played a critical role in successfully transitioning

our Chio operations into the Vectren family and provided
exceptional leadership for our natural gas business. Dick,
who was responsible for our human resources department,
was an integral part of Vectren's senior executive team and
Melped shape Vectren's culiure post merger.

This summary annual report focuses on delivering,
managing, providing, investing in and creating energy -
all powerful words that illustrate how Vectren is action-
orientad in our efforts to ensure the financial stability of
our company. in closing, | must say that | am confident in
the direction we're headed. Today's energy company must
find a way to break the mold of the conventional utility
company of yesterday, and | believe we've packaged
together the sight mix of wtility innovation and nonutility
opportunity 1o keep us moving forward. More importantly,
we're adapting our business models and making the right
investments - in technology, natural resources and
operating compantes - at the right time to maximize
shareholder value.

Our decoupling efforts and targeted nonutility
businesses have us well-positioned to continue as
a champion for positive change. | look forward to
the remainder of 2007, as we will have a full year of
conservation resuits and considerable progress in rate case
proceedings, Comibining these elements with a dedicated
work force have pesitianed us to deliver financial results,
meet customer demand for relizble energy and set up the
remainder of this decade for continued growth,

A bt

Niel C_Ellerbrock
Chairman, President and Chief Executive Officer
February 16, 2007
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The photographs and captions
listed on the following pages
illustrate the successes of the past
year and the opportunities that

lie before us - all of which relate

to one or several of the five key
categories featured here. Together,
these words help capture the
overall strategy of Vectren and

how we are delivering, managing,
providing, investing and creating to
ensure the financial stability of our
company. We're moving forward -
advancing the interests of our
shareholders, our employees, our
customers and our communities.
It's about breaking the mold of the
traditional utility company and

setting a new, higher standard.
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delivering.

It's mare than just providing a reliable energy source. It's about delivering
excellent customer service, fueling economic development and growing
our customer hase,
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gy delnrery !t starts

' pes in the ground The future

_ 'custo Ners reiymg on our energy and -

commg onto the systam everyday. o

to _c;mstrug;t= the pi'p_éiil_i'e
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mar\ang

Our utility and nonutility businesses are focused
not only on optimizing the efficiency of our
internal resources but helping our customers
do the same.

arke _”shéfe m fi;e ﬁig'hly

competitive suppli rmarket, .
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Buening Indiana coal to-generdate low-cost, anvironment

.fr;en__dil_y S
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Proviging

Our focus on meeting the energy needs of
Hoosiers through clean, safe power and using
Indiana coal to do it translates to thousands of
johs for southwestern Indiana.

“With a flip of & $witch — more than 48,000 switches to be exact - Vectren

vi¢ ahle to save 25 megawatts of electricity during time§ of peak demand.: :

* Known as Summer Cycle, this demand side management program

mstalls asm aII radio- controlied dewce an an eleciric vater heater and air -

ndatloner, as shown here, to cycle off key apphances during the hottest’

cdlays of the! _ummer._‘!’hls technology proved very beneficial during a 2006 -

- summer in which Vectren's peak demand record was broken three times,
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cont_ uing to LToF southem lndnanas more than one hi!llon tons of ceai i

yield pight milliontans ann_u.alfy.f

lmvesﬁngln

At Vectren, we're spending money at the right time to maximize rewards,
It's about strategic, effectively managed investments that support the core
utility business and provide safe, reliable energy.
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crec‘nfiq

This isn't your typical, stodgy utility company. We're not
satisfied with the notion that “this is the way we've always
done it” We're farward-thinking, innovative, revaolutionary.
Knawing that today's creative ideas yield tomorow's
success, aur utility and nonutility entities are powering
change in the energy industry.
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ders like Evanswlles Jimmy Kaster,
ectren is making sure future homeowners atre using natural gas in the most

; "efﬁment way possible.. Bunlders are rewarded by constructmg ENERGY STAR®
certified hem#s and through rebates when choosmg to instalt high- efﬁc:ency :
B gas qu.llpment suzh as furnaces, water heaters and clothes washers, It's sl
“a part of Vectren's Conservatlon Connectlon pragram in Indiana, which is :
: helpmg residential and commercial customers Icwer energy bills by seiectmg y
: energy efﬁaeni apphanzes and products.
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Condensed Consolidatred: Statements. of income S
In miliions, except per share amounts Year ended Decersber 31, 2006 ' 2005 o .'iofm
Cperating revenues

Gas utility $1,232.5 $ 13587 51,1262

Hectric uility 422.2 4214 3713

Nonutility revenues ’ ) 3IB6.9 2469 192.3
Total operating revetiues - ) 2.041.56 20280 :  1:6898

Operating expenses : . T e ‘

Cost of gas sold o e L s 8415

Cost of fuel and purchased power - ) - R S S 151.5

Cost of nonutllity reventes L o R A P 244.7

Other operating . : T S 341.8

Depreciation and amortization : B 172.3

Taxes other than income taxes - o T . 65.3
Total operating expenses ) ) L J ’ 1,821.1

Operating income ' o \ o 228.5 2131 - {995 :

. Grher income i
Equity m earnings of unconsolidated affifiates
Other-net . N
Total other income

~ Inkerest expense; -

Income before income taxes

Incame taxes
: Minbrity interast

Netincome

Average common shares outstanding
Diiuwd _commdn shares outstanding
. Earnings per share of comron stock
Baste .
Ditured




o mitlicns ' AtDecember 31, 2006 2005
Assets
Current Assets . ]
Cash and cash equivalents * - 4 . P Sl $ 328 § . 204
Accounts receivable - less reserves of $3.1 and $2.8, respectwe1y . S 198.6 h 1978
Accrued unbilled revenues o e - o ' 146.5 . 24086
Inventories e : i ‘ . 163.5 1446
Recoverable fuel and natural gas costs R L 1.8 154
Prepayments and other current assets - . o 172.7 1064
Total current assets o ’ E 715.9 7252
Utility Plant ‘ ‘
Originat eost S e - 3,820.2
Less: accumulated depreciation and amortization L . T o L 1,434.7
Met utilizy plant. T : S : 2,385.5
" Investrments in‘Unconsofidated affiliates 181.0
Other irvestments_ ) ‘ ' 74.5
Nonuftility proberjfy - net 294.4
~ Goodwill - net 237.8 717 .
Requlatory assets 1631.5 899. . -
QOther assets 39.0 - .. 274
Total assets 54,0916 % 3868%
Liabilities and Shareholdars’ Equity
Current Liabilities
_ Ac¢¢ounts payabie 3  180.0
Accounts, payéhlé to affiliated comi pél-n iés 89.9
' Refundabie fuel and aaturai gas costs 35.3
Acx:rued habiht[es N 147.2
- Shart-term borrowmgs 464.8
X Current maturities of long-term debt 24.2
LongAterm celit subject to tender 20.0
Yotal cument liablliies SR ] 061.4
Long-term debt - net of current maturities and debt suhje:t to t&nder - 1,2048.0
Deferced income taxes and other liabilities : o B
Deferred income taxes I . 260.7
Regulatory Habilities T 2911
" Deferred credits and other liabilities 145.8
_ Total deferred credits and other habflmes 747.6
- -_"Mmorrty interestin subsidiary L 0.4
" Commoni sharehaiciers equity -
Common stock (no.par vafuae) :ssued and outsmndmg T
76.1 and 76:0 shares, respectively 525.5
Retained earnings 6436
Accumulated other comprehensive Income/{oss) 5.1
Totai commaon shareholders’ aquity 1,174.2
Toga! liabilities and shacreholders equity $ 1,091.6

Fhe Company's consolidated financial statements, including foui‘r;oi‘es, are-jr.:dtilded inApgendix H wﬂwﬁﬁqlpan}fi 2«?7 proxyx fakentent.
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—onsalidated Starerr

et OF Cash Fiows .

Inmilfions Year ended Decernber 31, 2006 2005 . 2004
Cash Flows From Operating Activities S
Mat income 5 108.8 1368 107.9
Adjustments to recancife net incame ta cash from operating activitles: . . '
Depreciation and amertization 172.3 1582 140.1
Defesred income raxes and investment tax credits. 1.4 {8.6) 59
Equity in earnings of unconsaﬁdated aﬂiliatgs {17.0) (45.6) {20.5Y
Provision for uncollectible accountf. 153 15,1 119
Expense porton of pension and pastratirenent benefit cost 10.7 0.7 118 -
{Qther non-cash charges - net. - 114 15 83
Changes in working capital accounts: )
Accounts feceivable and accrued unbilled -r'eve‘nue‘ 108.9 (igz8) - 84D
Inventorles ' (17.6} AT PR 7
Recoverable/refundabte fuet and natura! gas ensts 413 C o35 ‘&3
’ Prepayments.and other cutrent assets L (21.2)
Accuunts payable, mciudlng 0 afﬁhated curnpames 171.8)
Accrued liabilities L . {23.2)
) Uncansoitdated affifiate dwldends ) . 35.8
‘Changesm nortcurrent asse‘(s " v m {25.8)
‘Changes innoncurreit hablflties . N {19.3)
Net cash flowes from operating activities 310.2
Cash Flaws From Financing Activities
Proceeds from: '
Long-term debt - net of issuance costs 92.8
-Stock option axercises andl other stock plans -
Requirements for:
qu:dends on comman stock : {93.1)
Retsrement of Iong-term ciebt . - {124.4)
] Redemption of pfeferred steck of subsu;hary [ . -
Net dvange in short-term borrowmgs R 164.9
Other activity . 0 (0.6}
htet cash ﬁaws fmm ﬁnancing actmues CE 39.6
Cash Flows From ﬁ:vestmg Admties
Proceeds from; T
' Unconsolidated affiliate dlszrtbutlcms . 2.0
Qther coliections 3.4
Requirements for:
Capital expenditures, excludmg AFUDC eqmty {281.4)
Unmnsofidaned afﬁl Fane mvestments (15.7)
“Qther m\ﬁestmants N ) N 114.7)
Net cash Aows fmm mvesimg actwmes T (337.4)
Net increas{ejdecréase) in cash and cash'equi\_:'al:ént's' 12.4
Cash and cash equivalénts at beginning of period 204
Cash and cash equivalents at end of padod. 2. § 328
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Management'’s Responsibility for Financial Statements

Vectren Corporation’s management is responsible for establishing
and maintaining adequate internal control over Ainandial reporting.
Those contral precedures underlie the preparaton of the condensed
consolidatact balance sheets, statements of income, statements of cash
flows and other financial data contained i this report,

The financial data herein is derived from the Company's
consotidatad financial statements. Those financial statements,
included in Appendix H to the 2007 Proxy Statement and fited with
the Securities and Exchange Commission on Form-10K on February
15, 2007, were prepared in confarmity with accounting principles
generally accepted in the United States and fallow accounting paolicies
and principies applicable 1o regulated public utilities. The integrity and
ohjectivity of those consolidated financial staterents as well as the
data in this report, including required estimates and judgments, are
the respansibility of management.

The financial data herein is also subject to an evaluation of internal
control aver financial reparting conducted under the supervision
of and with the panicipation of management, including the chief
executive officer and chief financial officer. Based an that evaluation,
conducted under the framework in Internal Control - Integrated
Framework issucd by The Committes of Sponsoring Organizations of
the Treadway Commissian, the Company cencluded that its internal
control over financial reporting was effective as of December 31,

2006. Management cettified this fact in its Sarbanes Oxley Section 303
certificaticns, which were attached as exhibits 1o fts 2006 Form 10-K.
Management alsa has submitted an unqualified chief executive officer
certificaticn as required by the New York Stock Exchange.

The consalidated finandial statements and management’s
assessment of the effertiveness of internal contral over financial
reporting as of December 31, 2006, were audited by Deloitte & Touche
LLP, 2n independent registered public accounting firm. its report,
which expressed an unqualified opinion, alsg is induded in Appendix H
o the 2007 Proxy Statement,

A ' S ot

Niel C. Ellerbrook
Chairman, President and Chief Executive Officer

e 5

Jerame A. Benkert, Jr,
Executive Vice President and Chief Financial Officer
February 16, 2007

Repart of Independent Registered Public Accounting Firm
Ta the Board of Directors and Sharehoiders of Vectren Corporation

We have audited the consolidated halance sheets of Vectren
Corporation and subsidiaries {the “Company”) as of December 37,
2006 and 2005, and the related consolidated statements of income,
common shareholders’ equity and cash flows for ach of the three
years in the period ended December 37, 2006, We also have audited
management'’s assessment of the effectiveness of the Company's
internal control over financial reporting and the effectiveness of the
Company’s internal control aver financial reporting as of December
31, 2006. Such consolidated financial statements, management's
assessment of the effectivenass of the Company's internal control
over financial reporting and our reparts thereeon dated February 16,
2007, expressing unqualified apinions and including an explanatory
paragraph referring to the adoption of FASE Statement Mo, 158
{which are notincluded herein) are included in Appendix H 1o the
prexy statement for the 2007 annual meeting of shareholders. The
accompanying condensed consolidatad finandal statements are the
responsibility of the Company's management. Our responsibility is
to express an apinion an such condensed consolidated financial
staternents in relation ta the camplete cansolidated financial
statements.

in our opinion, the information set forth in the accarmpanying
condensed consolidated balance sheets as of December 31, 2006 and
2005, and the refated condensed cansolidated statements of income
and of cash flows for each of the three years in the pericd ended
December 31, 2006, is fairly stated in all material respects in relation to
the basic consalidated financial statements from which it has been
derived.

.)@Q@b&. o ] dinede LLP
DELOIFTE & TOUCHE LLP

Indianapcis, Indiana
Febroary 16, 2007

=1
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Standing: Michael L. Smith, Anton K, George, Richard W. Shymanski, J. Timathy McGinley, R, Daniel Sadfier, Jean L. Wojtowicz, Richard F. Rechrer,
John 0. Engelbirecht, William G Mays, fohn M. Dunn, Sitting: Robert L. Koch 11, Niel € Eliterbrouk

Committees af the Board

Neminating and Governance: Compensation and Benefits: Flnance:

John M. Dunn Anton H, George Niei C. Ellerbrack {Chair}
Antan H. George Richard W. $hymanski Johin D. Engelbrecht
Robert L. Koch I (Thairand Lead Diractoy) Michael L. Smith J Timothy McGinley
Witliam G. Mays Jeon L. Wojtowicz (Chair) Jean L, Wojtowicz

1. Timothy McGinley

Audit and Risk Management: Corparate Affairs: Nare: Not pictured above is
Richard P, Rechter JoehnM._Dunn Dr. Martin C. hischke,

Richard W. Shymanski (Chalr) John D. Englebrecht elecred ro the Board on Feb, 1, 2007,
Michael L. Smith RobertL. Kech if

Wiiliam 6. Mays {Chair)
Richard P. Rechter

22
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" Directors. on

Board of Directors

Jehn M. Dunn

Director since 1994
Chairmon of the Board arnd
Chiel Executive Officer of
Dunn Hospitality Group, Ltd.,

Niel £. Ellerbrook

Director since 1997

Chairman of the Spard, President
and Chief Executive Officer of
Veciren Corporation

John D, Engelbrecht
Director since 1996

President ond Chilef Executive
Officer af South Cenral

Cornmunications Corporation

Anton H, Gecrge

Director since 1990

Fresident and Chief Executive
Oftcer of indisrapolis Moior
Speedway Corporation

President and Chief Executive
Officer of Hulman & Company

Dr. Martin L. Jischke
Director since 2007
President of Purdue University

Robert |, Koch i}
Director since 1986

Lead Director since 2003
Fresident and

Chief Executive Qfcerof
Koch Emterprises, Inc.

William G, Mays

Director since 1998

President, Chief Executive Officer
and founder of Mays Chemical
Company, inc.

J. Timothy McGinley
Director since 1922
Principal of House

fnvestments, Inc.

Richard P. Rechter
Diirector since 1984
Chairrman of the Board
of Rogers Group. Inc.

R. Daniel 5adlier
Director since 2003

Chairman of the Board of Fifth
Third Bank {Western Chic)

Richard W. Shymanski
Director since 1989

Chairman of the Board, President
and Chief Executive Officer

of Fendrich Indysiries, inc.

Michael L. Smith

Director sifice 2006

Retired Exacutive Vice President
and Chief Financial Officer of
Wellpoint, Inc.

lean L. Wojtowicz
Director since 1996
President and founder

of Cambridge Capital
Management Corporation

Executive Officers

Niel C, Ellerbrook
Chairman, President and
Chiaf Executive Qfficer

lerome A, Benkerd, Jr.
Executive Vice President
and Chief Financial (fficer

Cari L, Chapman
Executive Vice Presicient and
Chiel Operating Officer

Ronald E. Christian
Executive Vice Fresigent,
Chief Administrative Officer,

General Counsel and Secretary

William 3. Doty
Executive Vice Fresident,
Uitility Qperations

Corporate Dfficers

Daniel €, Bugher
Vice President,
Information Technglogy

Robart L. Goocher
Vice President and Treasurer

M. Susan Hardwick
Vice President and Conrroller

Richard G, Lynch*
Senior Vice President, Human
Resources and Administration

L. Douglas Petitt
Vice President,
Government Affairs

Ellis S, Redd™*
Yice President, Human Resources

Steven M. Schein
Vice Presiden?,

fnvestor Relations

Jaffray W. Whiteside
Vice President, Corporate
Communications and
Public Affours

Other Officers

John M. Bahls
President, Vectren Enterprises

Stephen P. Bramlage*
Prasident, Vectren Energy
Delivery of Ohio

Robert E. Heidorn

Vice President, YUHI -
General Counsel

=3

fionald G. Jachum
Vice Presiclent, YUMI ~
Power Supply

Douglas A. Karl
Vice President, VUH! -
Mardeting and
Customer Service

Eric J. Schach
Vice President, VUH! -
Energy Delivery

Jerrold i, Uirey
Vice President, VUHI -
Regulatory Affairs and Fuels

* Retired os of fan. 1. 2007
** damed Feb. 1, 2007

Vil ~ Vectren Utility Holdings, fne.
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S5-Usar Financial Review -

Ir millions, except per share amounts ) 2006 2005 2004 ) 2003 2002

Key Firancial Data ) : .
Operating revenues : $2,041.6 $°20280. 51,6898 5 15877 5 15238

Opetating income - 220.5 2131 1945 196.0 2113
income befare income taxes 139.2 1810 C1are 1490 1534
Netincome $ 1088 5§ 1368 . $ 1079 5 112§ 1140
Corrimion Stock Data
Average shares outstanding - basic : 75.7 756 756 676
Average shares outstanding - diluted 76.2 761 759 679
Earnings per share — basic $  1.44 N 1.81 3 143 $ 169
- Eamings per share - dituted $ 143 4 180 0% 142 .5 168
Dividends per share i $ 123 3 119 5115 107
Dividend payout ratie : ’ 85% % © 80% g%
Book value per share $ 1543 5 1504 5 madT 5 - Rar
Market price [year-end, closing) $ 2828 § 2716 . .5 2680 5 3
Return an average s?\_areholders’equity : . . 9.4% . 12.2% 10.0% 133% - B
Balance Shest Data
Capitaffzation _ o _
Common shareholdere’ equity ' $1,1782 5 1,433
Preferred stock of subsidiary - . - S
Long-term debt o —_— 12522 1252
Total - $24264 5 23954
Capitalization @tios ’ .
i ﬁdmménshatého!ders‘aw@ L ' 4B.4% A77%
 Long-tarm debt - _ ST slew . 238 o
| ‘Capital expenditures . - S R oo
?ﬂi;tj‘akﬁdothers L 7 R LT s 24606 3.

Nonetifity, - T T 38
Total assets $4,0916 -5

Utility Operating Statistcs

Gas distribution
Operating revenues $1,232.5 $
Margin ' 5 390 %
Customers year-end in thousands) 895
Elsctric )
Qperating revenues L $ anz 5
Margin , AU 74 R
Customer‘s‘,(yeaaf-@nd‘inthouﬁands) S R - 141 -
Weather a¢ & percent of normat, : :j'ﬂ\ . R
V'Heat}‘ng,degr‘ée'da‘ys* P SN . ; o 86%

" Cooling degréedays  © 95%

* Waaiher normiaiization appifes to natusal gas rates In indiona beginning Getober 2005,
Heoting degree days as a percant af notmal in Dhic were §9% in. 2606 .and 100% in 2005..
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 Shareholde

Corporate Headauarers
One Vectren Square
Evansville, 1H 47708

Tel: 812-491-4000

Web: www.vectren.com

You may call Vectren Sharehokder Relatians at
§12-481-419C or 800-227-B625.

Teansfer Agent and Registrar

National City Bank serves as the transfer agent and registrar for Vectren
Corporation and tan help with a variety of stock-related marters,
in¢luding name and address changes, transfer of stockownership, last
certificates, dividend payments and reinvesiment, and Form 10995,
Inquiries may be directed to:

Vectren Corporation

/o Narional City Bank

Corparate Trust Uperations

POL Box 92301

Cleveland, OH 443193-0%00

Tel: 300-622-6757

E-mail: sharehelderinquiries@nationalcity.com

Shareholders of record also can actess records and request information
online at: www.vectren.com or www .nationalcitystocktransfer.com.

Dividends

Cash dividends of Vectren Carporation commen stock are considered
guarterly by the board of directors for payment on the first business
day of March, June, September and Cecember of each year. Vectren
Carporation and its predecessars have increased dividends znnually
for 47 consecutive years.

DGividend Reinvestment Plan

Reglstered sharcholders of Vectren Carporation ¢an reinvest dividends
and purchase additional Yectren stock without having to pay
brokerage commissions or service charges through Vectran's Automatic
Dividend Reinvestment and Stock Purchase Plan.

To participate in the plan, investors must make their initiaf purchase
threugh a brokerage firm, requesting that the shares be registered

in the investor's name. New shareholders of record will auromatically
receive a prospectus and envollment card from Vectren's Transfer
Agent, National City Bank.

Annual Meeting

The annual meeting of shareholders of Vectren Corporation will be
held at 10 am. {Central Daylight Time}, Wednesday, May 9, 2007, at
Vectren's corporate headquarters located at One Vactren Square in
Evansville, Ind. Shareholders of record as of the dose of business on
March 9, 2007, will be eligible to vote at the meeting.

Communicatipns to Non-E£mployee Directors

Shareholders and other parties interested i communicating directly
with the Lead Director, Chair of the Audit Committee or with any of the
non-employee directors as a group may do s by writing to:

Lead Direcror; Chair, Audit Committee;
ar Non-Employee Diractors

Vecwren Corporation

PO Box 3144

Evansville, iN 47731-3144

Investor Relations
Institutional investars and securities analysts should direct
fnquiries to:

Steven M. Schein

Vice President, Investor Relations
Tel: 812-4591-4209

E-mail: sschein@vectren.com

Archives and e-mail alerts of Vectren's press releases, annual

reparts, proxy statements, SEC filings and analyst presentations

ara made available on the company’s Web site: www.vactren.com.
Vectren's anmal report on Form 10-K to the Securities and Exchange
Commission may be obtained by shareholders without charge

by writing to fnvestor Relations at the corporate address, e-mail:
vucir@vectren.com ar by calling 800-227-8625.

ln tnday‘sd@ital age, prowdmg easy acress to mvestor o
. informatlon has bacamea malhdrream function of cotpmate
" Web sitas, Vectren <0 ntegrates a mimber of resources 1o
- give investors th'E abilrty o satlsfy their varied informartional
needs :

. Arﬁéng 6§+Fer features, Veciren, ;ofn oﬁ'e{s;-

. kccess tofﬂg t'a'etf Shereholder acc@unts
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http://www.vectren
http://www.nationalcftystocktransfer.com
mailto:sschein@vectren.com
mailto:vvcir@vectren.com
http://Vectren.com

——

>~ VECTREN

Vectren Corporation
One Vectren Square
Evansville, indiana 47708
812-491-4000

www.vectren.com

@ Containg a minimurm of 10% pest-consumer hber
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http://www.vectren.com

EXHIBIT C-2

SEC FILINGS

Vectren Source does not submit 10-K Filings. Therefore, the 10-K Filing for the period
ending December 31, 2007 for Vectren Corp. is attached hereto.

{C25431:3)
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

{Mark One}
ANNUAL REPORT PURSUANT TO SECTHON 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal vear ended December 31, 2007

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from .

Comnussion file number: 1-15467

VECTREN CORPORATION

{Fxact name of registrant as specified in its charter)

VECTREN

_ INDIANA ~  35-2086905 o
(State or other jurisdiction of incorporalion or organization) {IRS Employer ldentification No.)
 One Vectren Square B 7 47708
(Address of principal executive offices) (Zip Code)

Registrant’s welephone number, including area code: $12-491-4000

Securities registered pursuant to Section 12(h) of the Act:

~__Title of each class ~ Name of each exchange on which registered
Common — Without Par New York Stock Exchange
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Securities registered pursuant to Section 12(g) of the Aci: NONE

Indicate by check mark if the registrant is a well-known seasoned issuer. as defined in Rule 405 of the Securities
Act. Yes B Nom

Indicate by check mark if the registrant s not required to file reports pursuant to Section 13 or Section 15(dj of the
Act. Yes [ No [

Indicate by check mark whether the regstrant (1) has filed all reports required to be filed by Secuon 13 or 15(d} of
the Secunties Exchange Act of 1934 duning 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 filing requirements for the past 90 days. Yes B.

No [

Indicate by check mark if disclosure of delinguent filers pursuant to Item 405 of Regulation 5-K is noi contained
herein, and will not be coutained, to the best of registrant’s knowledge. 1o definitive proxy or information
staternents incorporated by reference 1o Parg 11 of this Form 10-K or any amendment to this Foror 10-K. [x]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
{iler, or a smaller reporting company, See the defiritions of “large accelerated filer,” “accelerated filer” and
“smaller reporting company™ in Rule 1252 of the Exchange Act. (Check ene):

Large accelerated filcr X Accelerated filer O
Non-accelerated filer I Smaller reporting company O
{Do not check if a smaller

reporling company}

Indicate by check mark whether the registrant is a shell company (as defined in Rale 12b-2 of the Exchange Act).
Yes O No B4

The aggregate market value of the voting and non-voling common equity held by non-affiliates computed by
reference 1o the price at which the common equity was last sold, or the average hid and asked price of such
common equity, as of June 30, 2007, was $2,040,161,249.

Indicate the number of shares cutstanding of each of the registrant’s classes of common stock, as of the
fatest practicable date.

Common Stock - Without Par Value 76,357,138 January 31, 2008
Class Number of Shares Date
o
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Documents Incorporated by Reference

Certain information in the Company’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders,
which will be filed with the Securitics and Exchange Commission pursvant 10 Regulation 14A, not later than 120
days after the end of the fiscal year, is incorparated by reference in Part I of this Form 10-K.

Definitions

ATFUDC: allowance for funds used during
construction

APB: Accounting Principles Board

EITF: Emerging Issues Tusk Force

FASB: Financial Accounting Standards Board

FERC: Federal Energy Regulatory Commission

fDEM: Indiana Departroent of Enviromnental
Management

TURC: Ind:ana Utility Regniatory Commission

MCF / BCF: thousands / billions of cubic fect

MDth / MMDth: thousands / millions of dekatherms

MMBTU: millions of British thermal units
MW: megawaits

MWh / GWh: megawatt hours / thousands of
megawatl hours {gigawatt hours)
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PART1
ITEM L. BUSINESS

Description ol the Business

Vectren Corporation (the Company or Vectren), an Indiana corporation, 1S an energy holding company
headguartered in Evansville, Indiana. The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc.
(Uility Holdings), serves as the intermediate holding company for three operating public utilities: Indiana Gas
Company, Inc. {Indiana Gas or Vectren North), Southern Indiana Gas and Electrzc Company (SIGECO or Vectren
South), a2nd the Ohio operations (VEDO or Vectren Ohio). Utiliry Holdings also has other assets that provide
mformation technology and other services Lo the three utilities. Utility Holdings™ consolidated operations are
collectively referred to as the Utility Group. Both Vectren and Utility Holdings are holding companies as defined
by the Iinergy Policy Act of 2005 (Energy Act). Vectren was incorporated under the Iaws of Indiana on fune 10,
1999,

Indiana Gas provides energy delivery services L0 over 568,000 natural gas costomers located in central and southern
Indiana. SIGECO provides energy delivery services to over 141,000 electric customers and approximately 112,000
gas customers located near Evansville in southwestern Indiana. SIGECQO also owns and operates cloctric
generation 1o serve its electric customers and optimizes those assets in the wholesale power market. Indiana (as
and SIGECO generally do business as Vectren Energy Delivery of Indiana. The Ohio operations provide energy
delrvery services to approximately 318,000 natural gas customers located near Bayton in west central Ohio. The
Ohio operations are owned as a tepancy in comnon by Vectren Energy Delivery of Ohio, Inc. (VEDO), a wholly
owned subsidiary of Utility Holdings (53 percent ownership), and Indiana Gas (47 percent ownership). The Ohio
operations generally do business as Vectren Energy Delivery of Ohio.

The Company, through Vectren Enterprises, Inc. (Enterprises), is involved in nonutility activities in three primary
business arcas: [nergy Marketing and Services, Coal Mining and Energy Infrastructure Services. Energy
Marketing and Services markets and supphies natural gas and provides energy management services. Coal Mining
mines and sells coal. Energy Infrastructure Services provides underground construction and repair services and
performance contracting and renewable energy services. Enterprises also has other businesses that invest in
energy-related opportunities and services, real estate, and leveraged leases. among other investments. In addition
the Company has in the past invested in projects that generated synfuel 1ax credits and processing fees elaling to
the production of coal-based synthetic fuels. These operations are collectively referred to as the Nonutility Group.
Enterprises supports the Company’s regulated utihities pursuant 1o service contracts by providing nalural gas supply
services, caal, infrastructure services, and other services.

Narrative Description of the Business

The Company segregates its operations into three groups: the Utility Group. the Nonutility Group, and Corporale
and Other. At December 31, 2007, the Company had $4.3 biflion in total assets, with $3.6 billion (84 percent)
attributed to the Utility Group, $0.7 billion {16 percent) attributed 1o the Nonutility Group, and less than $0.1
billion attributed to Corporate and Other. Net income for the year ended December 31, 2007, was $143.1 million.
or $1.89 per share of common stock, with net income of $106.5 million attributed to the Utility Group and $37.0
milhion attrbuted 1o the Nonutiity Group, and a net loss of $0.4 million attributed to Corporate and Other. Net
mcome for the year ended December 31, 2006, was $108.8 million, or $1.44 per share of common stock. For
further information regarding the activilies and assets of operating segments within these Groups, refer to Note 16
in the Company’s consolidated financial statements incloded under “Mem 8 Financial Statements and
Supplementary Data.”

Following 1s a more detailed description of the Utility Group and Nomtility Group. Corporate and Other
operations are not significant.

Utility Grou

The Utility Group 15 comprised of Utifity Holdings™ operations. The operations of the Utility Group consist of the
Company’s repulated operations and other operations that provide information technology and other support
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services Lo those regulated operations. The Company segregales its regulated operanons into the Gas Utility
Services operating segment and the Electric Utility Services operating segment. The Gas Utility Services segment
includes the operations of {ndiana Gas, the Obio operations, and SIGEC( s natural gas distribution business and
provides natural gas distribution and transportation services (o nearly two-thirds of Indiana and 1o west central
Ohio. The Eleciric Utility Services segment includes the operations of SIGEC(’s electric fransmission and
distribution seyvices, which provides electric distribution services primarily to southwestern lndiana, and includes
the Company's power generating and asset optimizaiion operations. In total, these regulated operations supply
natural gas and/or electricity o over one million customers. The Utility Group's other operations are not
significant.

(as Utility Services

At December 31, 2007, the Company supplied natural gas service to appreximately 998,000 Indiana and Ohio
customers, mcluding 911,000 residential, 85.000 commercial, and 2,000 industrial and other contract customers.
This represents customer base growth of 0.3 percent compared to 2006.

The Company’s service area contamns diversified manofacturing and agriculiure-related enterprises. The principal
mdustrics served include automotive assembly, parts and accessorics, feed, flour and grain processing, metal
castings, aluminum products, appliance manufacturing, polvcarbonate resin (Lexan®) and plastic products, gypsun
products, elecirical equipment, metal specialties, glass, stee] finishing, pharmacentical and notritional products,
gasoline and o1l products, and coal mining. The largest Indiana communities scrved are Evansville, Bleomington,
Terre Haute, and suburban areas surrounding Indianapolis and Indiana counties near Louisviile, Kentucky. The
largest community served outside of Indiana is Dayton, Ohio.

Revenues

For the year ended December 31, 2007, gas utility revenues were approximately $1,269.4 million, of which
residential customers accounted fory 67 percent, commercial 27 perceat, and industrial and other contract customers
6 percent.

The Company receives gas revenues by selling gas directly to customers at approved rates or by transporting gas
through 1ls pipelines at approved rales to customers that have purchased gas directly from ather producers, brokers,
or marketers. Total volumes of gas provided to both sales and wransportation customers {throughput) were 194.6
MMDih for the year ended December 31, 2007. Gas transported or sold (o residential and commercial cusiomers
was 108.4 MMDth representing 56 percent of throughput. Gas transported or sold to industrial and other contract
customers was 86.2 MMDth representing 44 percent of throughput. Rates for Lransporting gas generally provide
for the same margins eamed by selling eas under applicable sales tarifis.

The volume of gas sold is seasonal and affected by variations in weather conditions. To mitigale seasonal demand.
the Company has storage capacily at seven active underground gas storage fields and six liquefied petroleum air-
gas manufacturing plamis. The Company also contracts with its affiliate, ProLiance Holdmgs, LLC (ProLiance).
and with other third party gas service providers to ensure availability of gas. ProLiance is an unconsolidated,
nonutility, energy marketing aftiliate of Vectren and Citizens Gas and Coke Utility (Citizens Gas). (See the
discussion of Encrgy Marketing & Services below and Note 3 in the Company's Consolidated Financial Statements
included in “ltem 8 Financial Statements and Supplementary Data” regarding transactions with ProLiance).
Perindically, purchased natural gas is injected into storage. The injected gas is then available to supplement
contracted and manufactured volumes during periods of peak requirements. The Company also prepays ProLiance
for natural gas delivery services during the seven months prior to the peak heating season. The volumes of gas per
day that can be delivered during peak deinand periods for each wility are Tocated in “Hem 2 Properties.”

(Gas Purchases

In 2607, the Company purchased 101,912 MIth volumnes of gas at an average cost of $8.14 per Dth. of which
approximately 71 percent was purchased through ProLiance and 29 percent was purchased from third party
providers. Vectren received regulatory approval on Apsil 25, 2006 [rom the TURC for ProLiance to provide natural
2as supply services 10 the Company’s Indiana unbitics through March 2011, As a resuit of a June 2005 PUCO
order, the Company has established an annual bidding process for VEDO's gas supply and portfolio adsministration
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services. Since Novernber 1, 2003, the Company has used a third party provider for these services. Prior (o
Octoher 31, 2005, ProLiance supplied natural gas to all of the Company’s regulated gas utilities. The average cost

of gas per Dth purchased for the previous five years was $8. 14 in 2007, $8.64 in 2006, $9.05 in 2005, $6.92 in
2004, and $6.36 in 2003,

Electric Utility Services

At December 312007, the Company suppticd electric service to over 141,000 Indiana customers, including
approxtmately 122 000 residental, |8 800 comunercial, and 200 industrial and other customers. Cuastomer base
growth was approximately (1.5 percent compared 1o 2006. In addition, the Company has firm power commitments
to nearby municipalities and has contingency reserve requirements consistent with Reliability First Corp. standards,

The principal industries served include polycarbonate resin (Lexan®) and plastic products, alominum smelting and
recyeling, aluminum sheet products, automotive assembly, steel finishing, appliance manufacturing, pharmaceutical
and nutritional products, automotive glass, gaseline and 01} products, and cozl mining.

Revenues

For the year ended December 31, 2007, retail and firm wholesale electricity sales totaled 6,216.5 GWHh, resuliing in
revenues of approximately $3448.1 million. Residential customers accounted for 36 percent of 2007 revenues;
commercial 25 percent; industrial 31 percent, and municipal and other 8 percent. In addition, the Company sold
921.3 GWh through optimization activities in 2007, generating revenue, net of purchased power costs, of $39.8
million.

System Load

Total foad for each of the years 2003 through 2007 at the time of the system summer peak, and the related reserve
margin, is presented below in MW,

Date of summer peak load 8/0872007 8/10/2006 772512005 11372004 8/27/2003
Total load at peak th 1,341 1,325 1,315 1,222 1,272
Generating capabiltity 1,295 [.351 1,351 1.351 1,351
Firm purchase supply 130 107 107 103 a2
Interruptible contracts 62 62 76 3l 95
Total power supply capacity 1,487 1,520 1.534 1.507 1,478
Reserve margin at peak 11% 15% 17% 23% 16%

" The total load at peak ts increased 25 MW in 2007, 2000, 2005, and 2003 from the total load actually experienced. The

additional 25 MW represents load that would have been incurred if Summer Cycler program had not been activated. The
25 MW 5 also included in the interruptible contract portion of the Company’s total power supply capacily in those yeas.
On the date of peak in 2004, Summer Cycler program was nol activated.

The winter peak load for the 2006-20(77 season of approximately 461 MW occurred on December 7. 2006. The
prior year winter peak load was approximately 935 MW, occuring on December 20, 2005.

Generating Capabiljty

Installed generating capacity as of December 31, 2007, was rated at 1,295 MW, Coal-fired generaling units provide
1000 MW of capacity, and nawral gas or oil-fired turbines used for peaking or emergency conditions provide 295
MW. Electnic gencrauon for 2007 was fucled by coal (98 percent) and narral gas (2 percentd, Oil was used only
for testing of gas/oil-fired peaking units. The Company generated approximately 6,873 GWh in 2007. Further
information about the Company’s awned generation is included in Item 2 Properties.

In January 2008, the Company requested authotity from the IURC to build a 100 MW gas-[ired turbine peaking
unit in Gibson County Indiana. If appraved, it would be operational by 2010. The Company discontinued
operations of Culley Unit 1 {50 MW) effective Decemnber 31, 2006.
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There are substantial coal reserves in the southem Indiana area, and coal for coul-fired generating stations has been
supplicd from operators of nearby Indiana coal mines, including those owned by Vectren Fuels, Inc., a wholly
owned subsidiary of the Company. Approximately 3.3 million tons of coai were purchased for generating
eiectnuity during 2007, of whach approximately 92 percent was supplied by Vectren Fuels, Inc. from s manes and
third party purchases. The average cost of coal consumed in generaling electric energy for the years 2003 through
2007 follows:

Year Ended Decernber 31,

Avg. Cost Per 20007 20006 2005 2004 2003
Ton 3 40.23 $ 3751 5 3027 $ 2706 3 249]
MWh 19.78 18.44 1404 1306 1193

Firm Purchase Supply

The Company mainiains a [.5 percent interest in the Ohia Valley Electric Corporation (OVEC). The OVEC is
compnised of scveral electric nulity companies, including SIGECO. and supplies power requirements to the United
Stales Department of Energy’s (DOE) uranium enrichment plant ncar Portsmouth, Ohio. The participating
companies are entitled 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 essentially zero. Because of this
decreased demand, the Company’s 1.5 percent interest in the OVEC makes available approximately 30 MW of
capacity for use in other operations. The Company purchased approximately 231 GWh from OVEC in 2007.

The Company has a capacity comtract with Duke Energy Marketing America, ELC. (Duke) to purchase as much as
100 MW at any time from a power plant focated in Vermillion County, Indiana. The contract ends on December
31, 2009. The Company purchased approximately 17 GWh under this conlract in 2007

Other Power Purchases

The Company also purchases power as needed principally from the MISO to supplement its gencration and firm
purchase supply in periods of peak demand. Volumes purchased pnncipally from the MISO in 2007 totaled 416
GWh.

Interconnections

The Company has interconnections with Louisville Gas and Electric Company, Duke Energy Shared Services, Inc.,
Indianapolis Power & Light Company, Hoosier Energy Rural Electric Cooperative, Inc., Big Rivers Electric
Corporation, and the City of Jasper, Indiana, providing the historic ablity 1o simmltaneously interchange
approximately 500 MW. However, the ability of the Company to effectively utilize the electric transmission grid in
order to achieve its desired import/export capability has been, and may continue to be. impacted as a result of the
ongoing changes in the operation of the Midwestern transmission grid. The Company, as a member of the Midwesi
Independent Systemn Operaior (MIS0). has turned over operational contral of the interchange [acilities and its own
transmmission assets, like many other Midweslern electric urtilities, 10 MISO. See “Ttem 7 Mznagement's Discussion
and Analysis of Results of Operations and Financial Condition” regarding the Company’s participation in MISO.

Compeiition

The utility industry has undergone dramatic structural change for several years, resulting in increasing competitive
pressures faced by electric and gas utility compantes. Currently, several states have passed Iegislation allowing
electricity customers 10 choose therr electncity supplier in a competitive electricity market and several other states
are considertng such legislation. At the present Ume, Indiana has not adepted such legislation, Ohio regulation
allows gas customers lo choose their commodity supplier. The Company implemented a choice program for its gas
customers i Ohio 1 January 2003, At December 31, 2007, over 77,000 customers in Vectren's Ohio service
territory purchasc natural gas from a supplicr other than the wility. Margin earned for transporting natural gas to
those customers, who have purchased natural gas from another sapplier, are generally the same as those eamed by
selling gas under Ohio tariffs. Indiana has not adopted any regulation requiring gas choice; however, the Company
operates under approved tariffs permittng large volume customers 1o choose their commodity supphier.
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(n February 4, 2008, the Company along with the OCC and other interveners hied a setttement agreement with the
PUCO regarding the first two stages of a three stage plan to exit the merchant function in the Company’s Ohto
service temtory. As designed, the terms and conditions of the plan allow in stage one (or a regulator-approved
auction to select qualified wholesale suppliers that will supply gas commoedity to the Company for resale to its
customers at auction-determined standard pricing. In stage two, the Company will no longer sell natural gas
directly 1o customers; rather a regolator-approved auction will select state-certified Choice suppliers that will scll
gas commodily 1o customers at auction-determined standard pricing and the Company will transport that gas supply
to the customers. In ihe third stage, which is not part of this application filing, it is contemplated that all of the
Company’s Ohio customers will chouse their commodity supplier from state-certified Chotce supplicrs in the
competitive market. The settlement agreement includes an Exit Transition Cost rider which, 1f approved, will allow
the Company Lo recover costs assoctated with the transition to this markel structure. As the cost of gas s currently
passed through to customers through a regulator approved recovery mechanism, the impact of exiting the merchant
function should not have a material impact on Company earmings or financial condition. If the settfement
agreemet s approved, the Company’s transition to this market structure will commence in mid (o late 2008.

Regulatory and Environmental Matters

See “liem 7 Management’s Discussion and Analysis of Resulls of Operations and Financial Coundition” regarding
the Company’s regutlatory environment and environmental matters.

Nonutility Group

The Company is involved in nenutility aclivities in three primary business areas: Energy Marketing and Services,
Coa! Mining, and Energy Infrastruciure Services.

Energy Marketing and Services

The Energy Marketing and Services group relies heavily on a customer focused, value added strategy in three areas:
gas marketing, encrgy management, and retail gas supply.

ProLiance

Proljance Holdings, LLC (Proliance), a nonutility energy marketing affiliate of Vectren and Citizens Gas and
Coke Utility {Citizens Gas), provides services (0 a broad range of municipalities, utilities, industrial operations,
schools, and healihcare instilutions ocated throughout the Midwest and Southeast United States. Proliance’s
customers include Vectren’s Indiana utilities and nonatility gas supply operations and Citizens Gas. ProLiance’s
primary busincsses include gas marketing, gas portfolio optimization, and other portfolio and energy management
services. Consistent with its ownership percentage, Vectren is aliocated 61 percent of ProLiance’s profits and
tosses: however, guvernance and voting rights remain at 50 percent for each member; and therefore, the Company
accounts for its investment in ProLiance using the equity method of accounting. The Company, including its retail
gas supply operations, cortracted for 75 percent of its natural gas purchases through Prol.iance in 2007.

For the year ended December 31, 2007, ProLiance’s revenues, including sales to Vectren companies, exceeded $2.3
bitlion.

At December 31, 2007, the pre-tax eamings of ProLiance exceeded 20 percent of Veclren’s pre-tax earnings. In
accordance with Regulation 5-X, paragraph 3-89, Prol iance’s audited financtal statements as of and for its fiscal
years ending Sceptember 30, 2007, 2006, and 2005, are included as Exhibit 99.1 1o this Form 10-K.

Veclren Source

Vectren Retail, LLC (d/b/a Vectren Source) provides natural gas and other related products and services in the
Midwest and Southeast United States to over 161,000 residential and commercial customers opting for choice
among energy providers. Vectren Source generated approximately $168.3 million in revenues in 2007, up from
$162.5 million in 20006. Gas sold approximated 13,543 MDth in 2007, 12.228 MDth in 2006 and [2.41 MDth in
2005.
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Coal Mining

The Coal Mimng group mines and sells coal to the Company’s utility operations and to third parties through its
wholly nwned subsidiary Vectren Fuels, Inc (Fuels). The Company’s two coal mines produced 4.1 million tons in
2007, compared to 4.0 million tons in 2006 and 4.4 mullion tons m 2005,

In Apri] 2006, Fuels announced plans Lo open two new underground mines near Vincennes. Indiana. The first mime
15 expected to be operational by early 2008, with the second mine opening the following year. Reserves at the two
mines are estimated at B0 million ons of recoveruble number-five coal at 11,200 BTU (British thermal vnits) and 6-
pound sulfur dioxide. Management estimates a $125 million investment (o access the reserves. Once in full
production, the two new mines are cxpected to produce 5 miflion tons of coal per year.

Energy Infrastructure Sexvices

Energy Infrastructure Services provides energy performance confracting operations through Energy Systems
Group, LLL.C (ESG) and natural gas and water distribution, transmission, construction, repair and rehabilitation as
well as the repair and rchabilitation of gas, water, and wastewater facilities through Miller Pipeline Corporation
(Miller). Miller's customers include Vectren’s ulilities,

Miller and Reliant Services, LLC

Effective July 1, 2006, the Company purchased the remaining 50 percent of Miller, making Miller a wholly owned
subsidiary. The results of Miller’s operations, formerly accounted for using the equity method, have been included
in consolidated resules since Juby 1, 2006, Prior 1o this transaction, Milter was 100 percent owned by Rehant
Services, LLC (Reliantl}. Reliant provided facilitics locating and meter reading services to the Company’s uiilities,
as well as other utilities. Reliant exited the meter reading ard facilities lecating businesses in 2006.

Energy Systems Group

Performance based energy contracting operations are performed through Energy Systems Group, LLC (ESG). ESG
assists schools, hospitals, governmental facilities, and other private institutions to reduce energy and maintenance
cosis by upgrading their facilities with e¢nergy-cflicient equipment. ESG is alse involved in crealing renewable
energy projects, including projects to process landiill gas into usable natural gas. ESG’s customer base 1s Jocated
throughout the Midwest and Southeast United States. Prior to Apri 2003, ESG was a consolidaied ventore between
the Cannpany and Citizens Gas with the Company owning two-thirds. In April 2003, the Company purchased the
remaining interest in ESG.

Other Businesses

The Other Businesses group includes a varicly of wholly owned operations and investmcenis that have invested in
broadband commumcation services. energy-refated opportunitics and services, real estate, and leveraged leases,
ameng other investroents. Major investments at Decernber 31, 207, include Haddingon Energy Parinerships, two
partnerships both appreximately 40 percent owned; and wholly owned subsidiaries, Southern Indiana Propertics,
Inc. and Energy Realty, Inc.

The Company had zn appraximate 2 percent equily interest and a convertible snbordinated debt mvestment 1in
Utilicosss Networks, LI.C (Utilicom). The Campany also had an approximate 19 percent equity interest in
SIGECOM Holdings. Inc. (Holdings), whick was formed by Utilicom to hold interests in SIGECOM, LLC
(SIGECOM). SIGECOM provided broadband services, such as cable television, high-speed internet, and advanced
local and long distance phone services, to the grealer Evansville, [ndiana area. The Company sold its investment in
SIGECOM during 2006. See “Ttem 7 Management’ s Discussion and Analysis of Results of Operations and
Financial Condition” regarding the Company’s Other Businesses for additional information related to transactions
involving Utilicom.

Synthetic Fuel

The Company has an 8.3 percent ownership mterest in Pace Carbon Synfuels, LP (Pace Carbon). Pace Carbon
produced and sold coal-based svnthetic fuel using Covol technology, and according to US wax law, its members
received a tax credit for every ton of coal-based synthetic fuel sold. In addon, Veciren Fuels, Inc., a2 wholly
owned subsidiary involved in coal mining, received pracessing fees from synfuel producers unrelated to Pace
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Carbon for a portion of its coal production. Under current tux laws, these synfuel related credits and fees ended on
December 31, 2007, See “ltem 7 Management’s Discussion and Analysis of Results of Operations and Financial
Condition” regarding the Company’s Synfuel-Related activities for additional information related to Pace Carbon
and Veciren Fuels.

Personnel

As of December 31. 2007, the Company and its consolidated subsidiaries had 3,379 employees, of wiich 2,123 are
subject to collective bargzining arrangements. Of that total, 1,491 employees are Miller employees.

In July 2007, the Company reached a three-year fabor agreement with Local 702 of the International Brotherhood
of Electrica] Workers. ending June 2010,

During 2006, the Company, through its wholly owned subsidiary, Miller, entered into several distributing and
operating agreements with a variety of construction unions inchuding Laborers International Union of America,
[ntenational Union of Operating Engineers, the Teamsters, and the United Association of Journeymen and
Apprentices of the Plumbing and Pipe Fitting Industry. The agreement with the International Union of Operating
Engmeers cxpires in May 2008. The rest of these agreements expire at various dates in 2009 through 2011, Muller
negotiates these agreements through the Distribution and Conltractors Association and the Pipeline Contraciors
AssOC1aton.

In November 2005. the Company reached a four-year agreement with Local 175 of the Utility Workers Union of
Awency, ending October 2009, In September 2003, the Company reached a fonc-year agreemnent with Local 135 of
the Teamsters, Chauffeurs, Warehousemen, and Helpers Union, ending September 2009.

In Japuary 2004, the Company reached a five-year labor agreement, ending December 2008, with Local 1393 of the
Inernational Brotherhood of Elecirical Workers and United Steciworkers of America Locals 12213 and 7441,

ITEM 1A. RISK FACTORS

Investors should consider carefulty the folowinyg factors that could cause the Company’s operating results and
financial condition to be materially adversely affected. New risks may emerpe at any time, and the Company

cannot predict those risks or estimaie the extent 10 which they may affect the Company’s businesses or financial
performance.

Vectren is a holding company and its assets consist primarily of investments in its subsidiaries.

Dividerds on Vectren's common stock depend an the earmings, financial condition, capital requirements and cash
flaw of s subsidiaries, principally Utility Holdings and Enterprises, and the distribution or other payment of
earnings from those entities to Yectren. Should the earnings, financial condition, capital requirements or cash flow
of, or legal requirements applicable to, them restrict their ability to pay dividends or make other payments Lo the
Company, its ability to pay dividends on its common stock could he limited and its stock price could be adversely
affected. Vectren’s results of operations, future growth and earnings and dividend goals also wall depend on the
performance of its subsidiaries. Additionally, certain of the Company's lending arrangements contain restrictive
covenants, including the maintenance of a total debt to total capitalization ratio, which could Timit its ability to pay
dividends.

Veciren aperates in an increasingly competitive industry, which may affect its future earnings.

The uvtility indusiry has been undergoing dramaltic structural change for several years, resuliing in increasing
competitive pressure faced by electric and gas utility companies. Increased competition may create greater risks to
the stabihity of Vectren's carnings generally and may in the future reduce its earnings from retail electric and gas
sales. Currently, several states, including Ohio, have passed legistation that allows castomers to choose their
electiicity supplicr in a competitive market. Indiana has not enacted such legistation. Ohio repulation also provides
far choice of commodity providers for all gas customers. In 2003, the Company implemenied this chotce for its gas
customers in Ohio. Indiana has not adopted any regulation requiring gas choice except for large-volume customers.
Vectren cannol provide any assurance that incrcased comnpelition or other changes in legislation. regulation or
policies will not have a material adverse effect on its business, financial condition or results of operations.
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A significant portion of Vectren’s gas and electric ulility sales are space heating and cooling. Accordingly, its
operating resulis may fluctuate with variability of weather.

Vectren's gas and electric utility sales are seasitive 10 variations in weather conditions. The Company forecasts
utility sales on the basis of normal weather, which represents a 30-year historical average. Since Vectren does not
have a weather-normalization mechanism for its electric operations or its Ohio natural gas operations, significant
variations from normal weather could have a matenial impact on its earmings. However, the impact of weather on
the gas operations in the Company’s Indiana territories has been significantly mitigaled through the implementation
on Qctober 135, 2005, of a normal temperature adjusimem mechanism.

Veciren’s gas and electric utility sales are concentrated in the Midwest.

The operations of the Company’s regalated utilities are concentrated in central and southern Indiana and west
central Ohio and are therefore impacted by changes in the Midwest economy in general and changes in particutar
industiies concentrated in the Midwest, These industries include automotive assembly, parts and accessories, feed,
flour and grain processing, mctal castings, aluminum products. appliance manulacturing, polycarbonate resin
(Lexan®) and plastic producis, gypsum products, elecurical equipment. metal specialties, glass, steel finishing,
pharmaceutical and nutritional products, gasoline and oil products, and coal mining.

Risks related to the regulation of Vectren’s businesses, including environmental regulation, could affect the
rates the Company charges its customers, its costs and its profitability.

Vectren's businesses are subject to regulation by federal. state and local repulatory authorities. In particular,
Vectren is subject to regulation by the FERC, the NERC (North American Electric Reliabitity Corporation), the
IURC and the PUCO. These authorities regulate many aspects of its transmission and distribution operations,
including constriction and maintenance of facilities, operations, and safety, and its gas marketing operations
involving fitle passage, reliability standards, and future adequacy. In addition, these regulaiory agencics regulate
the rates thal Vectren’s utilities can charge customers, the rate of return that Veciren's utilities are authorized to
carn, and its ability to timely recover gas and fuel costs. The Company’s ability to obtain rate increases 1o maintam
its cwirent authorized rate of retorn depends upon regulatory discretion, and there can be no assurance that Vectren
will be able to obtain rafe increases or rate sepplements or eamn its current authorized rate of return. As pas costs

remamn above historical levels, any future disallowance nught be material to the Company’s operations or financial
condition.

Veclren's operations and properties are subject to extensive environmental regulation pursuant to a variety of
federal, state and nmnicipal laws and regulatons. These environmental regulations impose, among other things,
restrictions, liabilities and obligations in connection with storage, transportation, treatment and disposal of
hazardous substances and waste and in connection with spills, releases and emissions of various substances in the
environment. Such crmissions from electric generating facilities include particulate matter, sulfur dioxide (5O,),
nitregen oxide (NOx), and mercury, among others.

Environmental legislation also requives that facilides, sites and other properties associated with Vectren's
operalions be operated, maintained, abandoned and reclaimed 1o the satisfaction of applicable regulatory
authorities. The Company’s enrrent costs o comply with these laws and regulations are significant to its results of
aperations and financial condition. In addition, claims against the Company under environmental laws and
regulations could result in material costs and liabilities. With the trend toward stnicter standards, greater regutation,
more exlensive permit requirements and an increase in the number and types of assets operated by Vectren subject
to environmenlal regulation, 1ts investiment in environmentally compliant equipment, and the costs associated with
operating that equipment, have increased and are expected to increase in the future.

Further, there are proposals to address global climate change that would regulate carborn dioxide (CO;) and othes
greenhouse gases and other proposals that would mandate an mvestment in renewable energy sources. Any fture
legislative or regulatory actions tzken to address global climate change or mandate renewable energy sources could
adversely affect Vectren's busiress and results of operations by, for example, requiring changes in, and increased
costs related to, the Company’s fassi] fuel generating plants and coal mining operations and increased costs (o
acquire rencwable energy sowrces.
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From time {o lime, Vectren is subject to matenial litigation and regulalory proceedings,

Fram timie to time, the Company, as well as its equity investees such as Proliance, may be subject to material
litigation and regulatory proceedings including matters involving compliance with state and federal laws or ather
matters. There can be no assurance that the outcome of these matters will not have a matertal adverse effect on
Vectren's business, prospects, results of operations or financial condition.

Vertren’s electric operations are subject to various risks.

The Company’s electric pencrating facilities are subject to operational risks that could result in unscheduled plant
outages, unanticipated operation and maintenance expenses and mcreased power purchase costs. Such operational
risks can arise from circumstances such as facility shutdowns due to equipment failure or operator error;
interruption of fuel supply or increased prices of fuel as contracts expire; disruptions in the delivery of electricity;
inability to comply with regulatory or permit requirements; labor disputes; and natural disaslers.

The impact of MISO participation is uncertain.

Since February 2002 and with the IURC’s approval, the Company has been a member of the MISO. The MISO
serves the electrical transmissior needs of much of the Midwest and maintains operatianal control over Vectren’s
electrc transmission factlities as well as that of other Midwest utilities.

As a result of MISO's operattonal control over much of the Midwestern electric transmission grid, including
SIGECQ’s transmussion facilities, SIGEC(Y's contimted ability to import power, when necessary, and export power
to the wholesale market has been, and may continue to be, impacted. Given the nature of MISO’s policies
regarding usc of transmission Facilities, as well as ongoing FERC initiatives, and a pending Day 3 market, where
MISO plans to provide bid-based regulation and contingency operating reserve markets, it is difficult to predict
near term operational impacts. MISO has indicated that the Day 3 ancillary services market would begin in June
2008.

The need to expend capital for tmprovements to the transmission system, both to Vectren's facilities as well as to
those facilities of adjacent utilities, over the next several years is expecied 10 be significant. As part of ils recent
rate case, SIGECO obtained approval to recover costs for certain transmission projects through its MISO tracker.

Wholesale power marketing activities may add volatility to earnings.

Vectren's regulated electric ufility engages in wholesale power markeling activities that primarily invelve asset
optimizaion steategies. These opiimization strategies primarily involve the offening of wtitity-owned or contracted
generation inta the MISO hourly and real time markets. As part of these strategies, the Company may also execute
energy contracts that are integrated with portfolio requirernents around power supply and delivery. Margin eamed
from these acuvities above or below $10.5 million is shared evenly with customers. These earnings from wholesale
marketing activities may vary based on {luctuating prices for electricity and (he amount of electric generating
capacity or purchased power available, beyond that needed ta mect firm service requirements.

H Vectren does not accurately forecast future commodities prices or if its hedging procedures do not operate
as planned ir certain nonutility businesses, the Company’s net income couid be reduced or the Company
may experience losses,

The operations of ProLiance, as well as the Company’s nonutility gas retail supply and coal mining businesses,
execute forward and option contracts that commit them o purchasc and sell sutaral gas and coal in the fature.,
including forward contracts 1o purchase commodities to fulfill forecasted sales transactions that may or may not
occur. If the value of these contracts changes in a direction or manner that is not anticipated, or if the forecasted
sales rransactions do not occur, Vectren may experience losses.

To tower the finangial exposure related 1o commodity price fluctuations, these nonutility businesses may execute
comtracts that hedge the value of commodity price risk. As part of this strategy, Vectren may ntilize fixed-price
forward physical purchase and sales contracts, and/or financial forwards, futures, swaps and option contracts traded
in the over-the-counter markets or on exchanges. However, although almost all natural gas and coal posiions ase
hedged, either with these contracts or with Vectren's owned coal inventory and known reserves, Vectren does not
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hedge its entire exposure or #s posilions to market price volatility. To the extent Vectren's forecasts of future
commodities prices are inaccurate, iis hedging procedures do not work as planned, its coal reserves cannot be
accessed or it has unhedged positions, fluctuating commodity prices are likely to cause the Company’s net income
o be volatile and may Jower its net Income.

The performance of Vectren’s nonutility businesses are also subject to certain risks,

Exccution of gas marketing strategies by Proliance and the Company’s nonutility gas retail supply operations as
well as the execution of the Company’s coal mining and energy infrastructure services stralegies, and the success of
efforts 1o invest in and develop new opportunifies in the nonutility business area is subject to 2 number of risks.
These risks include, but are not imited to, the effects of weather; failure of installed performance contracting
products to operate as planned; (ailure to properly estimate the cost 1o construct projects; storage ficld and mining
property development; increased coat mining industry regulation; potential legislation that may limit CO» and other
greenhouse gases cmisstons; creditworthiness of customers and joint venture partners; factors associated with
physical energy trading activities, inchuding price, basis, credit, bquidity, volatility, capacity, and interesi rate risks:
changes in federal, state or local legal requirements, such as changes in tax laws or rates; and changing market
conditions.

Vectren'’'s nonutility businesses support its regulated wilities pursuant to service contracts by providing natural gas
supply services, coal. and energy infrastruclure services. In most instances, Vectren's ability o maintain these
service contracts depends upon regulatory discretion and negotiation with interveners, and there can be no
assurance that it will he able to obtain fulure service contracts, or that existing arrangements will not be revisited.

Vectren has significant synfuel tax eredits subject to TRS audit

The Company hus an 8.3 percent ownership mterest in Pace Carbon Synfuels, LP (Pace Carbon). Pace Carbon
produced and sold coal-based synthetic fuel using Covol technology and, according to US tax law, its members
received a tax credit for every ton of coal-based synthetic fuel sold. Under current tax laws, synfuel related tax
credits and fees ended on December 31, 2007. The Internal Revenue Service has issued privale letter ralings which
concluded that the synthetic fuel produced at the Pace Carbon facilities should qualify for tax credits. The IRS has
completed tax audits of Pace Carbon for the vears 1998 through 200} without challenging tax credit calculations.
Generally, the statute of imitations for the IRS to audit a 1ax retumn is three vears from filing, Therefore 1ax credits
utilized i 2004 — 2007 are still subject 1o IRS examination. However, avenues remain where the IRS could
challenge tax credity of pre-2004 vears.

As a pariner of Pace Carbon, Veciren has reflected synfuel tax credits in its consolidated results from mception
through December 31, 2007 of approximately $99 million, of which approximately $60 million have been
generated since 2003, To date, Vectren has been in a position to utilize or carryforward substantially ali of the
credils generated.

Vectren’s nonntility group competes with larger, full-service energy providers, which may limit its ability to
grow its business.

Competitors for Vectren's nonutility businesses inciude regional, national and global companics. Many of
Vectrent's compertitors are well-cstablished and have larger and more developed networks and systems, greater
name recognition, longer operating histories and significantly greater financial, technical and marketing resources.
This competition, and the addition ol any new competitors, could negatively impact the financial performance of
the nonutility group and the Cornpany’s ability 10 grow its nonutility businesses.

Catastrephic events could adversely affect Veciren’s facilities and operations.

Catastrophic events such as fires, carthguakes, explosions, floods, tornados, terrorist acts or other similar
occurrences could adversely affect Vectren's facilities, operations, financial condition and results of operations.

Workforce risks could affect Yectren’s financial results.

The Company is subject 10 various workforce risks, including bt ot limited to, the risk that 1t will be unable to
attract and retain quakified personnel; that it will be unable to effectively transfer the knowledge and expertise of an
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aging workforce to new personnel as those workers retire; and that it will be unable to reach collective bargaining
amrangements with the unions that represent certain of is workers, which could result in work stoppages.

A downgrade {or negative ontlook) in or withdrawal of Vectren’s credit ratings, or the credit ratings of bond
insurers that insure certain long-term debt of SIGECQ, could negatively affect its ability to access capital
and ils cost.

The following table shows the current ratings assigned to certain oustanding debt by Moody's and Standard &
Poor's:
Current Rating

Standard
Moody’s & Poor’s
Utility Holdings and Indiana Gas semror unsecured debt Baal A-
Utility Holdings commercial paper program p-2 A-2
SIGLCO s sentor secured debt A-3 A

The current outlock of both Standard and Poor’s and Moody's is stable and both categorize the ratngs of the above
sccurities as mvestment grade. A secunily rating 15 not a recommendation 10 buy, sell, or hold securitics. The
rating 1s subject to revision er withdrawal at any time, and each rating should be evaluaied independently of any
other raling. Standard and Poor's and Moody's lowest level investment erade rating 1s BBB- and Baa3,
respectively.

Vectren may be required 1o obtain additionai permanent financing (1} to fund its capital expenditures, investrnents
and debt security redemptions and maturities and (2) to further strengthen its capital structore and the capital
structures of its subsidiaries. If the rating agencies downgrade the Company’s credit ratings, particularly below
investment grade, or initiate negative outlooks thereon, or withdraw Vectren's ratings or, in each case, the ratings of
its subsidiaries, it may significantly limit Vectren’s access o the debt capital markets and the commercial paper
market, and the Company’s borrowing costs would increase. In addiuon, Vectren would likely be required to pay a
higher interest rate in future financings, and its potential pool of investors and funding sources would likely
decrease. Finally, there is no assurance that the Company will have access to the cquity capital markets to obtain
financing when necessary ot desirable.

SIGECO has approximately $103 million of tax-exempt adjustable rate long-term debt where the interest rates on
this debi are reset every seven days through an auction process. In February 2008, significant disruptions occurred
in the overall auction rate debt markets. As a result, many auctions of tax-exempt debt. including some of those
involving SIGEC(Ys auction rate deht, fatled as a result of insnfficient order interest from potential investors.
These falures are largely attributable to a lack of liquidity in the markei place arising from downgrades ia, and
negafive watches regarding, credit ratings of monoline tnsurers that guarantee the timely repayment of bond
principal and intercst if au issuer defaulis, as well as from disruptions in the overall financial markets. Monoline
insurer Ambac Assurance Corporation insures the Company's auction rate long-tenm debt. As a result of these
fatled auctions, interest rales associated with these instrurments reset (o the maximum rates permitted under the
vanpus debt indentures of 10 percent 1o 15 percent for the following week. On a weekly basis, interest expense
using these maximum rates is approximately $200,000 higher than the average weekly interest expense based on
rates experienced during 2007,

Subject 1o applicable notice pravisions, SIGECO may, at its aption, redeen this auction rate debt at par value plus
the accrued and unpaid interest or elect to utilize other interest rate modes avaifable to 1t as defined in the various
debt indentures. SIGECO is in the process of providing notice 1o current holders of this debt that it wilt be
converted from the anction rate mode into a daily interest rate mode during March 2008 and the debt will be subject
to mandatory tender for purchase on the conversion date at 160 percent of the principal amount plus accrued
interest. While the Company completes its conversion from the currem auction rate mode to the daily interest rate
mode, 1t May contimie 1o experience increased imterest costs. Following conversion to the daily mode, SIGECO
MAITHAING 3s Options 1o again convert the debt to other interest rate modes and remarket 1t 10 mvestors or redeem
the debl and reissue new debt, including the possibility of replacing it with taxable debt from Utility Holdings.
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Anti-takegver provisions in Vectren’s Articles of Incorporation and Bylaws as well as Veetren’s shareholders
rights plan and certain provisions of the Indiana Business Corporation Law could delay or prevent a change
in control that might be benelicial to the interests of the Company’s stockholders.

Provisions in Vectren’s Articles of Incorporation and Bylaws as well as Vectren’s shareholders rights plan and
certain provisions of the Indiana Business Corporation Law (the IBCL) may make it more difficult and expensive
for a third party to acquire contral of the Company even if a change of control would be beneficial o the mterests
of its shareholders. For example, Veetren's Articles of Incorporation and Bylaws prohibit its sharcholders (rom
calling a special meeting, require advance nolice for proposals by shareholders and normnations, and prevent the
reingval of Veciren's directors by its shareholders other than for cause and with the affinmative vote of the holders
of at lzast 80 percent of the voting power of all the shares entitled to vote in the election of directors. In addition,
the Vectren hoard has adopted a shareholder rights agreement designed to deter certain takeover laclics that may
discourage potential takeover atlerepts. The IBCI. also limits certain business combination (ransactions between
Vectren and any person who acquires 10 percent or mare of the Company's common shares (an "interested
shareholder™} without its board's approval or, in certain cases, the approval of holders of a majority of Vectren's
shares not owned by such interested shareholder. The IBCL may also cause a shareholder acquiring shares of the
Company’s common stock beyond specified thresholds to lose the right o vote those shares unless a majority of
disinterested common shares approves the exercise of such voting rights. The foregoing may adversely affect the

market price of Vectren’s common stock by disconraging potential takeover altempts that the Company’s
stackholders may favor.

I'TEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
Gas Utility Services

Indiana Gas owns and operates four active gas storage fields located in Indiana covering 58,130 acres of land with
an estimated ready delivery from storage capability of 5.6 BCF of gas with maximum peak day delivery capabilitics
of 145,000 MCY per day. Indiana Gias also owns and operates three liquefied petroleum (propane) air-gas
manufacturing plants locaied in Indiana with the ability to store 1.5 million gallons of propane and manufactuee for
delivery 33,000 MCF of manufaciured gas per day. In addition to its company owned storage and propane
capabilities, Indiana Gas has contracted for 17.9 BCF of storage with a maximum peak day delivery capability of
208,579 MMBTU per day. Indiana Gas™ gas delivery system includes 12,699 miles of distribution and transmission
mains, all of which are in Indiana except for pipeline facilities extending {rom points in northern Kentucky to points
in southern Indiana su that gas may be transported (o Indiana and sold or transported by Indiana Gas to ultimate
customers in fodiana.

SIGECO owns and operates three underground gas storage fields located i Indiana covening 6,070 acres of land
with an estimated ready delivery from storage capability of 6.3 BCF of gas with maximum peak day delivery
capabilities of 108.500 MCF per day. In addition to its company owned storage delivery capabilities, SEGECO has
contracted for 0.5 BCF of storage with a maximum peak day delivery capability of 19,166 MMBTU per day.
SIGECO's gas delivery system includes 3,192 miles of distribution and transimission matns, all of which are located
in Indiana.

The Ohio operations own and vperate three liquefied pewroteum (propane} air-gas manufacturing plants, all of
which are located in Ohio. The plants can store 0.5 million gallons of propane, and the plants can manufacture for
delivery 52,187 MCF of manulactured gas per day. In addition to its propane delivery capabilities. the Ohio
operations have contracted [or 11.8 BCF of storage with a maximum peak day delivery capability of 246,080
MMBTU per day. The Ohio operations’ gas delivery syslem includes 5,468 miles of distribution and transmission
mains. atl of which are located in Ohio.

Electric Utility Services

SIGECO's instalied penerating capacity as of December 31, 2007, was rated at 1,295 MW SIGECO's coal-fired
generating facilities are the Brown Station with twe units of 490 MW of combined capacity. located in Posey
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County approximately etght miles east of Mi. Vernon, Indiana; the Culley Staiton with two umts of 360 MW of
combined capacily, and Warrick Unit 4 with 1530 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: two 80 MW
gas turbines (Brown Unit 3 and Brown 1nit 4) located at the Browir Station; two Broadway Avenue Gas Turbines
located 11 Bvansville, Indtana with a combined capacity of 115 MW (Broadway Avenue Unic 1, 50 MW and
Broadway Avenue Unit 2, 65 MW): und two Northeast Gas Turbines located northeast of Evansville in
Vanderburgh County, Indiana with a combined capacity of 20 MW_ The Brown Unit 3 and Broadway Avenue Unit
2 mrbines are also equupped o burn oil. Total capacity of SIGECO's six gas tarbines 1s 295 MW, and they are
generally used only far reserve, peaking, or emergency purposes due 1o the higher per unit cost of generation,

SIGECO's transnussion system consists of 926 circuit miles of 138 000 and 69,000 volt lines. The transmission
system also includes 31 substations with an installed capaciry of 5,457 megavolt amperes (Mva). The electric
distribution systcm includes 4.2 pole miles of lower voltage overhead lines and 34( trench miles of conduit
containing 1,878 miles of underground distribution cable, The distribution system also includes 98 distribution
substations with an installed capacity of 3,002 Mva and 53 456 distribution transformers with an installed capacity
of 2497 Mva.

SIGECO owns utility property outside of Indizna approximating nine miles of 138,000 volt electric transmission
line which is located in Kentucky und which mterconnects with Louisville Gas and Electric Company's
transmission system at Cloverport, Kentucky.

Nonutility Properties

Subsidiaries other than the utility operations have no significant properties other than the ownership and operation
af coal mining property in Indiana. The assets of the coal mining operations comprise approximately 5 percent of
total assets. The assets of Miller comprise approximately 3 percent of total assets.

Property Serving as Collateral

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, and Deutsche Bank, as successor Trustee, as supplemented by
various supplemental indentures.

ITEM 3. 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 lega! proceedings pending against the Company that arc Jikely to have a material adverse
effect on its financial posttion, results of operations, or cash Mows. See the notes 1o the consolidated financial
statemnents regarding commitments and contingencics, environmental matters, rate and regulatory matters. The
consolidated financial statements are included in “ltem § Financial Statements and Supplementary Data.”

ITEM 4. SUBMISSION OF MATTERS T(Q VOTE OF SECURITY HOLDERS

No matters were submitied during the fourth quarter to a vole of security holders.
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PART If

ITEM 5. MARKET FOR COMPANY'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS,
AND ISSUER PURCHASES OF EQUITY SECURITIES

varket Data, Dividends Paid, and Holders of Record

The Company's common stock trades on the New York Stock Exchange under the symbol “*VVC.”" For each
guarter in 2007 and 2006, the high and low sales prices for the Company’s commaon stock as reported on the New
York Stock Exchange and dividends paid arc presented below.

Cash Common Stock Price Range
Drvidend High Low
2007
First Quarter $ 0315 $ 28.80 $ 2732
Second Quarter 0315 30.06 26.42
Third Quarier 0.315 28.50 24.85
Fourth Quarter 0.325 30.30 2051
2006
First Quarter 3 0305 5 28.00 $ 2560
Second Quarter 0.345 27.52 25.24
Third Quarter 0.305 2842 26.00
Fourth Quarter 0315 20.25 26.67

On January 30, 2008, the board of directors declared a dividend of $0.325 per sharc, payable on March 3, 2008, to
common shareholders of record on February 15, 2008.

As of Janvary 31, 2008, there were {3,234 shareholders of record of the Company’s common stock.

Quarterly Share Purchases

Penodically, the Company purchases shares from the open markst to satisfy share requirements associated with the
Company's share-based compensation plans. The following chart contains information regarding open market
purchases made by the Company to satisly those plans during the quarter ended December 31, 2007,

Total Number of Maximum Number
Number of Shares Purchased as of Shares That May
Shares Average Price Part of Publicly Be Purchased Under
Penod Purchased Paid Per Share Announced Plans These Plans
Ociober 1-31 - B} _ .
November 1-30 123,706 b 2884 - -

December 1-31 - - - .

Dividend Policy

Common stock dividends are payable at the discretion of the board of directors, out of legally available funds. The
Company’s policy is to distribute approximately 65 percent of earnings over time. On an annual basis. this
percentage has varred and could continue to vary due o short-term earnings volatility. The Company has tncreased
its dividend for 48 consecutive years. While the Company is under no contractual obligation to do so, it intends to
continue to pay dividends and increase its annual dividend consistent with historical practice. Nevertheless, should
the Company’s financial condition, operating resulls, capital requirements, or other refevant factors change, future
payvments of dividends, and the amounts of these dividends, will be reassessed.
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Certain lending arrangements contain restrictive covenants, including the mainienance of a total debt to total
capitalization ratio, which could Itmit the Company’s ahility to pay dividends. These restrictive covenanls are not
expected to affect the Company’s ability ta pay dividends sa the near term.

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data is denved from the Company’s audited consolidated financial staternents and
should be read 1n conjunction with those financial statements and notes thereto contained in this Form 10-K.

Year Ended December 31,

{In millions, excepr per Share data) 2007 2006 2005 2004 2003
Operating Data:
Operating revenucs $ 22819 S 20416 0% 20280 % 16898 %5 15877
Operating income § 2605 3% 2205 % 23 S 1995 5 1960
Net income $ 1431 0§ 1088 % 1368 § 1079 s 1112
Average conmimon shares outstanding 759 757 75.6 756 70.6
Fully diluted comman shares outstanding 76.6 76.2 76.1 75.9 70.8
Basic earnings per sharc

on common stock b 189 % 144 % L8t % 143§ 138
Dituted earaings per share

on comimon stock 3 187 8 143§ 180 5 142 8 1.57
Dividends per share on comemon stock $ .27 % 1.23 3 I8 LY I § 115 S 1.I1
Balance Sheet Pata:
Total asseis S 42064 %5 40916 5 38681 S 353869 $ 3,3534
Long-term debt, net S 12454 % 12080 5 L1980 5 L0666 § 10728
Redecmable preferred stock s - $ - s - s 0.1 $ .2
Common sharcholders' equity 8 1.72337 $ L1742 5 11433 S 1L0%3 $ 1,071.7

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

In this discussion and analysis, the Company analyzes contributions to consolidated earnings from its Utility Group
and Nonutlity Group separately since each operate independently requiring distinct competencies and business
strategies, olfers different energy and encrgy related products and services, and experiences different opportunities
and risks. Nonutitity Group operations are discussed below as primary operations, other aperations, and synfuel-
refated results. Primary nonutlity operations denote areas of management’s forward looking focus. Tax laws
authorizing tax credits for the production of certain synthelic fuels expired on December 31, 2007, and should not
have a malenal impact on future results,

Per share earnings contributions of the Uhility Group, Nonutitity Group, and Corporate and Qther are presented.
Such per share amounts arc based on the eamings contribution of each group included in Vectren’s consolidated
results divided by Vectren's basic average shares outstanding during the period. The carnings per share of the
groups do not represcnt a direet legal interest in the assets and liabnhitics allocated to the growps, bui rather represent
a direct equity interest 1n Vectren Corporation's assets and liabilities as a whele.

The Utility Group generales revenue primarily from the delivery of natural gas and electric service to its
customers. The primary source of cash flow for the Utility roup results from the collection of customer bilis and
the payment for goods and services procured for the delivery of gas and electric services. The activities of and
revenucs and cash flows generated by the Nonutitity Group are closely huked to the utitity industry, and the results
of those operatons are generally impacted by factors similar o those impacting the overall wtility industry. In
addition, there arc other operations, referred to herein as Corporate and Other, that include unallocated corporate
expenses such as advertising and charitable contributions, among other activilics.

The Company has in place a disclosure committee that consists of senior munagement as well as financial
management. The committee is actively involved in the preparation and review of the Company’s SEC filings.
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The following discussion and analysis should be read in conjunciton with the consolidaled financial statements and
notes thereto.

Executive Summary of Consolidated Results of Operations

Year Ended December 31,

(lin millions, except per share data) 2007 2006 2005
Net income $ 1431 $ 1088 $ 1368
Attributed to:
Utitity Group S 6.5 3 914 b 95.1
Nonutifity Group 3740 iB.1 48.2
Corporate & Other (0.4) {0.7) (6.5)
Basic earnings per share iy 1.89 $ P44 5 1.81
Anribuied 16;
Ultility Group % 1.40 5 1.21 $ 1.26
Nonutility Group .49 0.24 0.64
Corporate & Other - (0.0 (0.09)
Resulls

For (he year ended December 31, 2007, reporied eamings were $143.1 million, or $1.89 per share, compared to
3108.8 million, or $1.44 per share in 2006, and $136.8 mullion, or $1.81 per share, in 2005. The increase in 2007
earnings compared to 2006 is primarily attributable to hipher gas and electric utility margins and increased eamings
from the sale of wholcsale power. Results also reflect increased earnings from the Company’s nonutility
operations, primarily Energy Infrastmucture Services, and increased synfuel-related results. The decline in 2006
results compared to 20035 is primarily attributable to a decline in synfuel-relited results, a charge related to the
settlement of a lawsuit involving ProLiance Holdings, LLC {ProLiance), and lower wholesale power marketing
Margins.

Utility Group

In 2007, the Unlity Group’s eamings were $106.5 million compared to 391 4 million in 2006. The increase
resulted from base rate increases in the Vectren South service territory, the combined impact of residential and
commercial nsage and lost margin recovery, favorable weather, and increased wholesale power markeling margins.
The increase was offset somewhat by increased aperating costs including depreciation expense and a lower
effective tax rate in 20006,

In 2006 compared to 2003, the decline in Utility Group earnings is primarily the result of Jower wholesale power
marketing margins as well as declines in customer usage, higher depreciation and interest costs. The decline was
mitigated somewhat by the implementation of regulatory inttiatives noted above, the impact of a fower effective tax
rate, and a gain realized on the sale of a storage asset.

In the Company’s electric and Ohio natural gas service termtories which are not protected by weather normahization
mechanisms, managemen estimates the 2007 margin impact of weather expenienced to be $5.5 mitlion favorable
compared to 30-ycar normal temperatures, or $0.04 on a per share basis. In 2006 and 2005 weather across all
uttlittes was unfavorable compared to 30-year normal temperatures. Management estimates the effect of weather
compared 1o pormal wus unfavorable $0.06 per share in 2006 and unfavorable $0.04 per share in 2005. The 2007
and 2006 weather effect is net of normal temperatore adjustment {NTA) mechanism impacts. The NTA was
implemented in the Company’s Indiana natural gas service territories ta the fourth quarter of 2005,
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Nonutility Group

The Nonutility Group’s 2007 eamings were $37.0 miltion compared to $18.1 million in 2006 and $48.2 mallron in
2006. The Company’s primary nonutility operations contributed earnings of $33.7 million in 2007 compared to
$24.5 million in 2006 and $35.3 million in 2005. Primary nonatility operations are Energy Marketing and Services
companues, Coal Mining operations, and Energy Infrastructure Services companies.

Primary nonutitity group resolts increased $9.2 million, or $0.12 per share. The increase was primarily attribulable
to higher Miller Pipeline (Miller) earnings and the unfavorable impact of the Prof.iance htigation setttement
recorded in the fourth quarter of 2006. The increased contribwtion from Miller of $3.8 milhon 1s due largely to
more large gas construction projects, pricing mncreases, and Vectren's 100 percent ownership of Milier in 2007.
Eamnings from Energy Systems Group and retail gas marketing operations were also favarable year over year.
Operating earnings from ProLiance were down year over year by $2.0 million as the faverable impact of their
increased storage capacity was more than offset by lower volatility in the wholesale natural gas markets. Coal
Mining earnings were $2.0 million in 2007 compared to $5.0 million in 2006 primarily due to compliance with new
Mine Safety and Health Administzation (MSHA) seal and safety guidelines and the associated lost production and
higher sulfur content {rom coal mined vnder the revised mining plan.

Primary nonulility business earnings decreased $10.8 million in 2006 compared to 2005, Earnings from Proliance
decreased $12.8 million year over year due largely to the $6.6 million legal setilement. In addition, ProLiance
achieved record earnings in 2005 due o larger spreads between financial and physical markets, which resulted from
market disruptions caused by Gulf Coast hurricanes. Encrgy Infrastructure Services companies, which include
Energy Systems Group and Miller Pipeline contributed additional earnings of $3.4 million and $1.3 million
respectively and offser lower carmings from Vectren Source and Coal Mining operations.

Results from other nonutility businesses, which were earnings of $0.3 million in 2007, losses of $1.1 million in
2006, and income of $1.2 million in 2005, were pnimarily impacted by the Company’s broadband investments and
its investment in Haddington Energy Partners. In 2006, the Company sold its investment in SIGECOM, LLC at a
loss of approximately $1.3 million after tax. In 2003, Haddington’s results include a $3.9 mitlion afier tax gain on
ithe sale of an investment.

In 2007, the last year of synfuel operations, synfuel-related results gencrated eamings of $6.8 million. Of those
earnings, which do not continue in 2008 and beyond, $3.8 million ($5.8 mitlion on a pre tax basis) was contributed
to the Vectren Foundation. Net of that contribution, synfuel-related results were $3.0 million, or $0.04 per share, m
2007, compared to a loss of $5.3 million, or $0.07 per share, in 2006 and carnings of $11.7 million or $0.15 per
share 1n 2005. 1o 2006, synfuel-related activity includes a $5.7 million after tax impairment charge related to the
Campany’s investment in Pace Carben Synfuels LP. The Foundation contribution is included in Other operating
expenses n the Consolidated Statements of Income.

Other Operations
Corporate and Other reported a loss of $0.09 per share in 2005 due principally to a $6.5 millien, or $4.2 mitlion
after tax, contribution to the Veciren Foundation, which 15 also recorded in Qiher operasing expenses.

Dividends

Dividends declared for the year ended December 31, 2007 were $1.27 per share compared to $1.23 in 2006 and
$1.19 per share in 2005. In October 2007, the Company’s board of directors increased its guarterly dividend to
$.325 per share from $0.315 per share. The increase marks the 48™ cansecutive year Vectren and predecessor
companics have increased annual dividends paid.

Detailed Discussion of Results of Operations

Following is a more detailed discussion of the results of operations of the Company’s Utility and Nonutility
operations. The detailed resuits of operations for these operations are presented and analyzed belore the
reclassification and elimination of certain intersegment transactions necessary te consolidate those results into the
Company's Consohdaied Statements of Income.
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Resulis of Operations of the Utility Group

The Utility Group is comprised of Utility Holdings™ operations. The operations of the Utility Group consist of the
Company’s regulated operations and other operations that provide inforination techrology and other support
services to those regulated operations. The Company segregates ils regulated operations into a Gas Utility Services
operating segment and an Electric Utility Services operating segment. 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 scrvices o nearly two-thirds of Indiana and to west central Ohio. The
Electric Utility Services segment includes the operations of SIGECO’s electric transmission and distribuiion
services, which provides electric distribution services primarily to southwestern indiana, and the Company’s power
generating and asset oplimuzation operations. In total, these regulated operations supply natural gas and/or
electricity to over one million customers. Utility operating results before certain intersegment eliminations and
reclassifications for the years ended December 31, 2007, 2006, and 2005, follow:

Year Ended Becember 31,
{In miflions, except per share dara) 2007 2006 2005
OPERATING REVENUES
Gas utility $ 1,2694 3 1,2325 $ 1,3597
Electric utility 4879 4222 % 4214
Other 1.7 1.8 % 0.7
Total operating revenues 1,759.0 1,656.5 1,781.8
OPERATING EXPENSES
Cost of gas sold 8472 841.5 973.3
Cost of fuel & purchased power 174.8 1515 144.1
Other operating 266.1 239.0 2413
Depreciation & amortization 158.4 151.3 141.3
Taxes other than income taxes 68.1 04.2 65.2
Total operating expenses 1,.514.6 §,447.5 1.565.2
OPERATING INCOME 244.4 209.0 216.6
Other income - net 94 1.6 5.9
Interest expense 80.6 775 69.9
INCOME BEFORE INCOME TAXES 173.2 139.1 152.6
Income taxes ‘ 66.7 477 57.3
NET INCOME $ 1065 $ 914 3 95.1
CONTRIBUTION TO VECTREN BASIC EPS $1.40 $1.21 $ 1.26

Significant Fluctuations

Utility Group Margin

‘Throughout this discussion, the terms Gas Utility margin and Electric Utility margin are used. Gas Unlity margin
is calculated as Gas Uriliry reveres less the Cost of gas. Electric Utility margin is calculated as Electric Utitiry
revenies less Cost of fuel & purchased power. These measures exclude Other operating expenses, Depreciation
and amortizaiion, and Tuxes other than income faxes, which are included in the calculatton of operating icome.
The Company believes Gas Utility and Electric Utility margins are better indicators of relative contnbution than
revenues since gas prices and fuel costs can be volatile and are generally collected on a dollar-for-dollar basis from
customers.

Sales of naturat gas and clectricity to residential and commercial customers are seasonal and are impacted by
weather. Trends in average use among natural gas residential and commercial customers have tended (o decline in
recent years as more efficient appliances ard furnaces are installed and the price of natural gas has increased.
Normal temperature adjustment {NTA) and lost margin recovery mechanisms largely mitigate the effect on Gas
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Utility margin that would otherwise be cansed by variations in volwmes sold due to weather and changing
consumption patlerns. Indiana Gas’ territory has both an NTA since 2005 aad lost margia recovery since
Pecember 2006. SIGECO s natural gas territory has an NTA since 2005, and lost margin recovery began when
new base rates went into effect August 1, 2007, The Ohto service rerrtory has losi margin recovery since Oclober
2006, but does not have an NTA mechamsm, SIGECO’s electnic service lerritory does not have an NTA
mechamsm but has recovery of past demand side managenaent costs.

Gas and electric margin generated from sales to arge customers (generally industrial and other contract customers)
is primarily impacted by overall econonuie conditions. Margin 1s also timpacted by the collection of state mandated
taxcs, which fluctuate with pas and fuel costs, as well as other tracked expenses, Expenses subject 1o tracking
mechanisms include Ohio bad debts and percent of income payment plan expenses, Indiana gas pipeline integrily
management costs, and costs to fund Indiana energy cfficiency programs. Certatn operating costs associated with
operating environmental comphance equipment were also tracked prior to their recovery in base rates that went into
eflect on August 15, 2007. The August SIGECO rate orders also provide for the tracking of MISO revenues and
costs, as well as the gas cost component of bad debt expense and nnaccounted for gas. Electric generating asset
optimization activities are primarily affected by market conditions, the level of excess generating capacity, and
electric transnussion availability. Following 15 a discussion and analysis of margin generated from regulated utility
operations.

Cras Utility marpin (Gas Uiility revenues less Cost of gas sold}
Gas Unlity margin and throughput by customer type follows:

Year Ended December 31,
{In millions} 2007 2006 2005
Gas utihty revenues 5 12694 & 1,2325 % 1,359.7
Cost of gas sold 8472 8413 9733
Total gas utility margin $ 4222 % 3210 % 386.4
Margin attnibuted to:
Residential & commercial customers $ 357.1 % 3302 % 333.2
Industrial customers 483 48.0 48.3
Other cuslomers 16.8 12.8 49
Sold & transported volumes in MMDth attriboted to;
Residential & commercial customers 108.4 97.7 1129
industrial customers 86.2 849 87.2
Tatal sold & transported volumes 194.6 182.6 200.1

Gas Uity margins were $422.2 million {or the year ended December 31, 2007, an increase of $31.2 million
compared to 2006. Residential and commercial customer usage, including Jost margin recovery, increased margin
$13.3 million vear over year. For all of 2007, Ohio weather was 6 percent warmer than normal, b approximately
6 percent colder than the prior year and resulted in an cstimated increase in margin of approximately $2.0 mijlion
compared to 2006, Margin increases associated with the Vectren South base rate mcrease, effective August 1,
2007, were $3.3 million. Recovery of gas storage carrying costs in Ohie was $2.3 million. Lastly, operating costs,
mcluding revenue and usage taxes recovered doltar-for-dollar in margin. increased gas margin $10.3 mullion year
over year. During 2007, the company resolved all rematning issues related to a 2005 disallowance by the PUCO of
gas costs incurred by the Ohio utility operations, resulting in an additional charge of $1.1 million. The average cost
per dekatherm of gas purchased for the year ended December 31, 2007, was $8.14 compared to $5.64 1n 2006 and
$9.05 0 2005.

Gas Unlity margins were $391.0 million for the vear ended December 31, 2006, an increase of $4.6 million
compared 1o 2005, A full year of base rate increases implemented in the Company’s Ohto service territory which
mereased margin $4.2 million, a $4.1 million disallowance of QOhio gas costs in 2003, the effects of the NTA
implemented in 2005 in the Company's Indiana service termitories, and the lost margin recovery authorizations
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impjemented in the fourth quarter of 2006, more than offset the effects of warm weather, lower usage, and
decreased racked expenses recovered dollar for doliar in margin.

For the year ended December 31, 2006, compared to 2003, management estimates that weather 14 percent warmer
than normal and 9 percent warmer than prior year would have decreased margins $13.1 million compared to the
prior year, had the NTA not been in effect, Weather. net of the NTA. resudied in an approximate 32.0 million year
over year increase in Gas Urility margin. Incremental revenue associated with the lost margin recovery totaled $2.0
million 1n 2006 Further, {or the year ended December 31, 2006, margin associated with tracked expenses and
revenue taxes deercased $3.4 million.

Eleciric Utility Margin (Electric Utility revenues less Cost of fuel and purchased power)
Eleciric Utility margin and volumes sold by customer type follows:

Year Ended December 31,
{ F millions) 2007 2006 2005

Electnic utility revenes 3 4879 % 4222 % 421.4
Cost of fusl & purchased power 174.8 1515 144.1
Total electric utility margin $ 3131 3 2707 % 2773
Margin attribuled to:
Residential & conwnercial customers $ i%4.7 % 1629 % 1708
Industrial customers 750 70.2 66.9
Municipal & other customers 21.8 24.0 19.8
Subtotal: Retail & lirm whaolesale % 2015 % 2571 % 257.5
Asset optimization 5 216 % 136 § 19.8
Electric volumes sold in GWh attribated o
Residential & commercial cuslomers 30429 2,789.7 29332
Industrial customers 2.538.5 2,5704 25759
Municipal & other customers 0351 644.4 689.9
Total retail & firm wholesale volumes sold 6,216.5 6,004.5 6,199.0

Retail & Firm Wholesale Margin

Electric retail and firm wholesale utility margins was $291.3 million for the year ended December 31, 2007, This
represens an increase over the prior year of $34.4 million, respectively. Management estimates the year over year
increases in usage by residential and commercial customers due to weather to be 511.8 malhon. The base rate
increase thal went into effect on August 15, 2007, produced incremental margin of $17.9 million. During 2007,
cooling degree days were 33 percent above normal compared 10 3 percent below nonnal in 2005. Recovery of
pollution controf mvestmems and expenses increased margin $3.5 million vear over year.

Electric retail and finm wholesale utility margin was $257.1 million for the year ended December 31, 2006 and was
generally flat compared to 2005. The recovery of pollution control related investments and assoctated operating
expenses and related depreciation increased margins $2.6 million year over year. Higher demand charges and other
items increased industrial customer margin approximately $3.2 million year over year. These increases werc offset
by decrcased residential and commercial usage. The decreased usage was due primarily 1o mild weather during the
peak cooling season. For 2006 comparced to 20035, the estimated decrease in margin dne to unfavorable weather
was $4.6 million ($4.0 million for below normal cooling weather and $0.6 million for below normal heating
weather). In 2005, cooling degree days were 9 percent above normal.

Margin from Asset Optimization Activities

Periodically. generation capacity is in excess of that needed to serve native load and firm wholcsale customers. The
Company markets and sells this unutilized generating and transmission capacity to optinnze the return on its owned
assets. A majorty of the margin generated from these activities is associated with wholesale off-system sales, and
substantially all off-system sales occur into the MISQ Day Ahead market.
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Asset oplimization activity is comprised of the following:
Year Ended December 31,

{ln millions) 200077 2006 2005
Off-system sales 5 169 % 142 % 153
Transmission system sales 4.7 3.5 45
Other - {4.1) -
Taotal asset optimization 5 216 % 136 % 198

For the year cnded December 31, 2007, net asset opiimizatton margins were 321.6 million, which represents an
increase of $8.0 million, compared ta 2006. The increase is primarily due to losses on financial contracts
expericnced in 2006 and higher fourth quarter wholesale prices. Margins in 2006 decreased $6.2 million when
compared to 2005 primarily due to the financial contract losses experienced 1 2006 and lower volumes sold off
system. In 2006, the availability of excess capacity was reduced by scheduled owlages associated with the
installation of environmental compliance equipment. Off-system sales totaled 948.9 GWh in 2007, compared to
8%9.4 GWh in 2006 and 1,208.1 GWh in 2005. )

Utility Group Operating Expenses

Other Operating

For the year ended December 31, 2007, Orher operaiing expenses were $266.1 million, which represents an
increase of $27.1 mallion, compared to 2006. Operating costs recovered dollar for datlar in margin, including costs
funding new Indiana energy efficiency programs, increased $9.5 million year over year. Increases in operating
costs associated with lost margin recovery and conservation initiatives that are not direclly recovered in margin
were $1.3 million year vver year. Costs directly attributable to the Vectren South rate cases, including amortization
of prior deferred costs, totaled $3.6 million in 2007. Expenses in 2006 arc offset by the gain on the sale of a storage
asset of approximatcly $4.4 million. The remaining increases are primarily due to increased wage and benefit
COsIs.

The 2006 $4.4 million gain on sale of a storage asscf, partiaily offset by higher electric generation chemical costs and
bad debt expense in the Company’s Indiana service terrilonies were the primary factors decreasing operating expense in
2000 compared (o 2005.

Depreciatinn & Amortizarion

Depreciation expense increased $7.1 million in 2007 compared 1o 2006 and $10.0 million in 2006 compared to 2605.
The increases were primarily dee o increased utility plant in service. Expense in 2007 also includes $1.8 million of
amortization associated with prior electric demand side management costs pursitant to the Auvgust 15, 2007, electric base
rate order.

Taxes Other Than Income Taxes

Taxes other than income taxes increased $3.9 million in 2007 compared 10 2006 and decreased $1.0 mmllion in 2006
compared 2005. The fluctuations are primaniy attributable 10 varauons i vulity receipts, excise, and usage taxes.
These variations resulted primarily from volatility in revenues and gas volumes sold. In 2007 and 2006, property
taxes also increased due to increased plant in service.

Other-net veflects income of $9.4 million in 2007 compared to $7.6 millios 11 2006 and $5.9 million i1 2085, The

increases relate primanly to the capitalization of funds used during construction duc to increased capital spending
and higher interest income.

Utility Group Interest Expense

In 2007, inlerest expense increased $3.1 million compared to 2006 and increased $7.6 million in 2006 compared to
2005. The increases are primarily driven by rising interest rates during the period and are also impacted by higher
levels of short-term borrowings.

0102



The 2007 increase was mitigated somewhat by the full impact of financmg transactions completed in October 2006
in which approximately $93 million in debt related proceeds were raised and used 1o retire debt with a higher
interest rate. Interest costs in 2006 reflect permanent financing transactions completed in the fourth quarter of 2003
in which §150 million in debt-related proceeds were received and used 1o retire shori-term borrowings and other
long-term debt.

Utitity Group Income Taxes

Federal and state income taxes increased $19.0 million in 2007 compared 10 2000 and decreased $9.8 million in
2006 compared to 2005. The changes are impacted primarily by fluctuations in pre-tax income and a lower
effective tax rale in 2006.

‘The lower eflective (ax rate in 2006 primarily relates 1o a $3.1 million favorabie impact {or an Indiana tax law
change that resulted in the recalculation of certain state deferred income tax habilities, Income taxes in 2006 also
inctude other adjustments, mcluding adjustments 1o reflect income taxes reported on 2005 state and federal income
tax returns. Income raxes recorded in 2005 reflect favorable adjustiments to accruals resuling from the conclusion
of state tax audits and other adjustments.

Environmental Matters

The Company is subject to federal, state, and tocal regulations with respect to environmental matters, principaily
air, solid waste, and water quahty. Pursuant to environmental regulations, the Company is required to obtain
operating permits for the electric generating plants that it owns or operates and construction permits for any new
plants il might propose to build. Regulations concerming air quality establish standards with respect to both
ambicnt air quality and emissions from electric generating facilities, including particulate matter, sulfur dioxide
{50),), nitrogen oxide (NOx), and mercury. Regulations concerming water quality establish standards relating 1o
imtake and discharge of water from electric generating facilities, including water used for cooling purposes in
electric generating 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.

Clean Ait/Climate Change

In March of 2005 USEPA finalized two new air emission reduction regulations. The Clean Air Interstate Rule
(CAIR) is an allowance cap and wade program requiring further reductions in Nitrogen Oxides (NOx) and Sulfur
Dioxide (805} emissions from coal-burning power plants. The Clean Air Mercury Rule {CAMR) is an allowance
cap and trade program requiring further reductions in mercury emissions from coal-burning power plants. Both sets
of regulations require emission reductions in two phases. The firsi phase deadline for both rules is 2010 (2009 for
NOx under CAIR), and the second phase deadline for compliance with the emisston reductions required under
CAIR is 2015, while the second phase deadline {or compliance with the emission reduction requirements of CAMR
is 2018. However, on Febriary 8, 2008, the US Court of Appeals for the District of Columbia vacated the federal
CAMR rcgulations. At this time it is urcerlain how this decision will affect indiana’s recently finalized CAMR
implementation prograrm.

To comply with Indiana’s implementation plan of the Clean Air Act of 1990 and to further comply with CAIR and
CAMR of 2005, SIGECO has received authority from the TURC (o invest in clean coal technology. Using this
authorization, SIGECQ invested approximately $258 million in Selective Catalytic Reduction (SCR) systems at its
coal fired generating stations. SCR sechnology is the most effeciive method of reducing NOx emussions where high
removal efficiencies are required. To further reduce particutate matter emissions, the Company invested
approximately $49 million in a fubric filter at its largest generating unit (287 MW). These investments were
included in rate base for purposes of determining new base rates that went into effect on August 15, 2007, (See
Rute and Regulatory Matier Section). Prior to being included w base rates, relurn on investinents made and
recovery of related operating expenses were recovered through a rider mechanism.

Further, the IURC granted SIGECO authority to invest 1n an SO- scrubber at its generating facility that is jointly
owned with ALCOA (the Company’s portion is 150 MW). The order, as updated with an increased spending level,
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allows SIGECO 1o recover an approximate 8 percent return on up to $92 matiion, excluding AFUDC, in capital
investments through a nder mechanism which is updated every six months for actual costs incorred. The Company
may file periodic updates with the ITURC requesting modification to the spending authority. As of December 31,
2007, the Campany has invested approximately $53 million in this project. The Company expects the SO, scrubber
will be operational in 2009. Al that tume, operating expenses including deprectation expensc associated with the
scrubber will also be recovered through a rider mechamsm.

Once the SO- scrubber is operational, SIGECO’s coal fired generating fleet will be 100 percent scrubbed for 50,
and 90 percent controtled for NOx. The use of SCR technology positions the Company to be in compliance with
the CAIR deadlines specifying reductions in NOx emissions by 2009 and Further reductions by 2015, Not only
does SIGECO's investments iz scrubber, SCR and fabric filter technology position it to comply with reductions
described in the original 2005 rmercury emission regulations and Indiana’s current CAMR implementation plans, it
will also likely comply with more stringent mercury reductions that might follow from revised regulations.

Il legislation requiring reductions in carbon dioxide and other greenbiouse gases or mandating encrgy from
renewahle sources is adopted, such reguiation could snbstantially affect both the costs and operating characteristics
of the Company’s fussil fuel generating plants and nonunility coal mining operations. At this time and in the
absence of final legislation, compliance costs and other effects associated with reductions 1n greenhouse gas
emissions or obtaining renewable encrgy sources remain uncertain.

SIGECO 1s studying renewable energy alternatives, and on Aprit 8, 2007, filed a green power rider in order to
allow customers to pirchase green power and to obtain approval of a contract to purchase 30 MW of power
gencrated by wind energy. The wind contract has been approved. Future filings with the IURC with regard 10 new
generation andfor further environmental compliance plans will include evaluation of potential carbon requiremenis.

Envirpgnmental Remediation Efforis

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

Indiana Gas identified the existence, location, and certain general characteristics of 26 gas manufacturing and
storage siics for which it may have some remedial respoasibility. Indiana Gas completed a remedial
investgation/feasibility study (RUFS) at one of the sites under an agreed order between Indiana Gas and the IDEM,
and a Record of Decision was issued by the IDEM in January 20(0). Indiana Gas subimnitled the remainder of the
sites to the TDEM's Voluntary Remediation Program (VRP) 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.

Indiana Gas acerued the cstimated 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 camwt be
delermined at this time, Indiana Gas has recorded costs that it reasonably expects to incur totaling approximalely
$21 million.

The estimated accrued costs are fimited to Indiana (Gas” share of the remediation efforts. Indiana Gas has
arrangemcnts m place for 19 of the 26 sites with other potentially responsible partics (PRP), which serve 10 limit
Indiana Gas™ share of respense costs at these 19 sites to between 20 percent and 50 percent. With respect ©
insurance coverage, Indiana Gas has received and recorded seitlements from all known insurance carriers under
inswrance pelicies in effect when these plants were in operation in an aggregate amount approximating $20 millon.

In October 2002, SIGECO received # formal information request fetter from the IDEM regarding five manufactured
gas plants that il owned and/or operated and were not enrolled in the TDEM's VRP. In QOctober 2003, SIGECO
filed apptications to enter four of the manufactured gas plant sites in IDEM's VRP. The remaining site is currently
being addressed in the VRP by another Indiana mality. SIGECO added those four sites 1nto the renewat of the
glabal Vohiatary Remediation Agreement that Indiana Gas has in place with IDEM for its manuofactured gas plant
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sttes. That reniewal was approved by the IDEM in February 2004, SIGECO is also named in a Iawswit filed in
federal district court in May 2007, involving another site subject to potential environmental remediation efforts.

SHGECO has filed a declaralory judgment action against its insurance carriers seeking a judgment finding its
carrters liable under the policies for coverage of further investigation and any necessary remediation costs that
SIGECO may accrue under the VRP program and/or related to the site subject to the May 2007 lawsuit. While the
total costs that may be incurred in connection with addressing these siies cannot be determined at this ume,
SIGECO has recorded costs that it reasonably expects to incur totaling approximately $8 million. With respect te
msurance coverage, SIGEC( has received and recorded sertlements from insurance carriers under insurance
policies in cffect when (hese sites were in operation in an aggregate amount approximating the costs it expects to
incur.

Environmental remediation costs related o Indiana Gas™ and SIGECO’s manufactured gas plants and other sites
have had no material impact on results of operations or financial condition since costs recorded to date approximate
PRP and insurance setilement recoveries. While the Company’s utilities have recorded all costs which they
presently expect (o Incur i 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 and those costs may not be subject to
PRP or insurance recovery.

Jacobsville Superiund Site

On July 22, 2004, the USEPA listed the Jacobsville Neighborhood Soil Contamination site it Evansville, Indiana,
on the National Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act
{CERCLA). The USEPA has idenitfied four sources of historic Jead contaminaton. These four sources shut down
manufacturing operations years ago. When drawing up the boundaries for the listing, the USEPA included a 250
acre block of properies surrounding the Jacobsville neighborbood, including Vectren's Wagmer Qperations Center.
Vectren's property has not been named as a source of the lead contamination, nor does the USEPA's soil testing (o
date indicate that the Vectren property contains lead contaminated sotis. Vectren's own soil testing, completed
during the construction of the Operations Center, did nat indicate that the Vectren property contains lead
contaminated soils. At this 1ime, Veclren anticipates only additional seil testing could be requested by the USEPA
at some [uture date.

Rate and Repulatory Matters

Gas and electric operations with regard to retail rates and charges, terms of service, accounting matters, issuance of
securities, and certain other operational matters specific to its kndiana customers are regulated by the [URC. The
retaal gas operations of the Ohto operations are subject to regulation by the PUCQ.

Gias rates in Indiana contain a gas cost adiustment (GCA) clause, and rates in Ohio contain a gas cost recovery
(GCR) clause. GCA and GCR clauses allow the Company to charge for changes in the cost of purchascd gas.
Electric rates contain a fuel adjustment clause (FAC) that allows for adjustment in charges for electric energy 1o
reflect changes in the cost of fuel. The net energy cost of purchased power, subject to an agreed upon benchmark.
is also recovered through regulatory proceedings. The current benchmark expires in March 2008. A setilement
agreement between the Company and the OUCC to modify and extend the benchmark 1s awaiuag [IURC action. An
order is expected during the first quarter of 2008.

GCA, GCR, and FAC procedures involve periodic filings and RURC and PUCO hearings to establish the amount of
price adjustments for a designated future period. The procedures also provide for inclusion in later periods of any
vartances between the estirnated cost of gas, cost of fuel, and net energy cost of purchased power and actual costs
incurred. The Company records any under-or-over-recovery resulting from gas and fuel adjustment clauses each
manth in margin. A eoresponding asset or liabihty 1s recorded until the under-or-over-recovery is billed or
refunded to utility customers.

The IURC has also applied the stamte amhonizing GCA and FAC procedures 1o reduce rates when necessary to
limit net operating mcome to a tevel authorized in its last general rate order through the application of an earnings
test. The Coropany has not surpassed the limits of the camings test in the recent past.
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Vectren North (Indiana Gas Comnpany, Inc)) Gas Base Rate Order Received

On February 13, 2008, the Company received an order from the {URC which approved its Vectren North gas rate
case. The order provided for a base rate increase of $16.3 million and an ROE of 10.2 percent, with an overall raie
ot return of 7.8 percent on rate base of approximately $793 mullion. The settlement also provides for the recovery
of $10.6 million of costs through separate cosl recovery mechanisms rather than basc rates,

Further, addwional expenditures for 2 multi-year bare sieel and cast jron capital replacement program will be
afforded certain accounting treatment that mitigates earings attrition from the investment betwecen rate cases. The
accounting trcatment atlows for the continuation of the accrual for allowance for funds used during construction
(AFUDC) and the deferral of depreciation expense after the projects go in service but before they are included in
base rates. To qualify for this treatment, the annual expenditures are imited 10 $20 miltion and the treatment
cannot extend beyond four years on each project.

With this order, the Company has in place {or its North gas territory weather normalization, a conservation and lost
margin recovery tanft, tracking of gas cost expense related 1o bad debts and unaccounted for gas through the
existing gas cost adjustment mechanism, and tracking of pipeline integrity expense,

Veciren South (SIGECQ) Electric Base Rate Order Received

On August 15, 2007, the Company received an order from the [URC which approved its Vectren South electric rate
case. The settlement agrecement provides for an approximate $60.8 mullion electric rate increase to cover the
Company’s cost of system growth, maintenance, safety and reliability. The settlement provides for, among other
things: recovery of ongoing costs and deferred costs associated with the MISO; operations and maintenance (O&M)
expense Increases related 1o managing the aging workforee, including the development of expanded apprenticeship
programs and the creation of defined training programs to ensure proper knowledge wansfer, safety and system
stability; increased O&M expense necessary 1o maintain and improve sysitem reliability; benefit to customers from
the sale of whaolesale power by Vectren's sharing equally with customers any profit eamed above or below $10.5
million of wholesale power margin; recovery of and rerern on the investment in past demand side management
programs to help encourage conservation during peak load periods; timely recovery of the Company’s investment
in certain new electric transmission projects that benefit the MISO infrastructure; an overall rate of return of 7.32
percent on rate hase of approximately $1,044 million and an allowed return on equity (ROE) of 10.4 percent. The
increase in Flecrric Utiliry margin as a resoit of this order totaled $17.9 million in 2007,

Vectren South (SIGECO) Gas Base Rate Order Received

On August 1, 2007, the Company received an order fram the IRVRC which approved its Vectren South gas rate
case. The order provided for a base rate increase of $5.1 million and an ROE of 10.15 percent, with an overall rate
of return of 7.20 percent on rate base of approximately $122 million. The settlement also provides for the recovery
of $2.6 militon of costs through separate cost recovery mechanizms rather than base rates.

Further, additional expenditures for a multi-yeur bare steel and cast iron capital replacement program will be
afforded certain accounting reatment that nutigates earmings atirition {rom the imvestment between rate cases. The
accounting treatment atlows for the continuation of the accrual for allowance for funds used during construction
(AFUDC) and the deferral of depreciation expense afler the projects go in service but before they are included in
base rates. To quahfy for this treatment, the annval expenditares are imited 1o $3 milhion and the ireaiment cannol
extend beyond three vears on each piroject.

With this order, the company now has in place for 11s South gas ierritory weather normalization, a conservation and
lost margin recovery taniff, tracking of gas cost expense related to bad debts and unaccounted for gas through the
gxisting gas cost adjustment mechamsm, and tracking of pipeline integnty expense. The increase in Gas Uriliny
margin as a result of this order totaled $3.3 mitlion m 2067,

Vectren Energy Delivery of Ohio, Inc, (VEDOQ) Gas Base Rate Case Filing

In November 2007, the Company filed with the PUCO a request for an increase in its base rates and charges for
VEDOs distnibution business in s }7-coumty service area in west central Olio, The filing indicaies that an
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increase in base rates of approximately $27 million is necessary to cover the ongoing cost of operating, maintaining
and expanding the approximately 5,200-mile distnbution system used (o serve 318.000 customers.

In addition, the Company is seeking to increase the level of the monthly service charge as well as extending the Jost
meargin recovery mechanisim cwitently in place ta be able to encourage customer conservation and is also secking
approval of expanded conservation-oriented programs, such as rebate offerings on high-efficiency natural gas
apphances for existing and new home constraction, w help customers lower their natural gas bills. The Company 13
aiso seeking approval of a multi-year bare steel and cast iron capital replacement program.

The Company anticipates an order from the PUCO in late 2008.

Ohio and Indiang Lost Margin Recovery/Conservation Filings

[n 2065, the Company filed conservation programs and conservation adjustment trackers in Indiana and Ohto
designed to help customers consarve energy amd reduce their arnnal gas bills. The proposed programs would allow
the Company to recover costs of promoting the conservation of natural gas through conservation trackers that work
in tandem with a lest margin recovery mechanisin. These mechanisms are designed to aflow the Company ta
recover the distribution portion of its rates from residential and commercial customers based on the level of
customer revenucs cstablished in each vulity’s last general rate casc.

Incliona

In Deceinber 2006, the IURC approved a settlement agreement that provides for a five-year energy efficiency
program. It allows the Company’s Indiana utilities Lo recover a majonity of the costs of promoling the conservation
of natural gas through conservation trackers that work in tandem with a lost margin recovery mechanism. The
order was implemented in the North service territory in December 2006, and provides for recovery of 85 percent of
the difference between weather normalized revenues actuaily collected by the Company and the revenues approved
m the Company’s most recent rate case. Encrgy efficiency programs began in the North gas territory in December
2006. A similar approach regarding last margin recovery commenced in the South gas territory on August 1, 2007,
as the new base rates went into effect, allowing for recovery of 100 percent of the difference between weather
normahezed revermies collected and the revenucs approved in that rate case. The recent Vectren North base rate
order also allows for full recovery of the difference between weather normalized revenues collected by the
Company and the revenues provided for in that settlement, superseding the anginal Decermber 2006 order. While
most expenses associated with these programs are recoverable, in the first program year the Company incurred $0.9
million in program costs without recovery, of which $0.8 miltion was expensed 1 2007 and, in addition contributed
$0.2 million in assets that are being depreciated over the term of the program without recovery.

Chio

[n June 2607, the Public Utilities Commission of Ohio (PUCO) approved a settlement that provides for the
implemeniation of a lost margin recovery mechanism and 4 related conservation program for the Cornpany’s Ohio
operations. This order confirms the guidance the PUCO previously provided in a September 2006 decision. The
conservalion program, as outlined 1n the September 2006 PUCO order and as affirmed in this order, provides for a
two year, $2 million total conservation program to be paid by the Company, as well as 4 sales reconciliation rider
intended to be a recovery mechanism for the difference between the weather normalized revenues actually collected
by the Company and the revenues approved by the PUCO in the Company’s most recent rate case. Approximately
60 percent of the Company’s Ohio customers are eligible for the conservation programs. The Ohio Consumer
Counselor (OCC) and another intervener requested a rehearing of the June 2007 order and the PUCO granted that
request in order to have additional time to consider the merits of the request. In accordance with accounting
authorization previously provided by the PUCO, the Company began recognizing the impact of the September 2006
order on October 1, 2006, and has recogmzed comulative revenaes of $4.6 million, of which $3.3 million was
recorded in 2007, The GCC appealed the PUCO’s accounting authorization 10 the Ohig Supreme Court, but that
appeal has been dismissed as premature pending the PUCG s consideration of issues raised in the OCC’s request
for rehearing. Since October 1, 2006, the Company has been ratably accruing its $2 million commitmient.
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MISO

Since February 2002 and with the IURC s approvai, the Company has been a member of the Midwest Independem
System Operator, Inc. (MISO), a FERC approved regional transmission organization. The MISO serves the
electrical transmission needs of much of the Midwest and maintains operational control over the Company’s
eleciric transmission facihitics as well as thal of other Midwest utilities.

On Apnl 1, 2005, the MISQO energy market commenced operation (the Day 2 energy market). As a result of being
a market participant, the Company now bids its owned generation into the Day Ahead and Real Time markets and
procies power Tor its retail customers at Locational Marginal Pricing (LMP) as determined by the MiSO market.
The Company is typically in a net sales position with MISC and is only occasionally in 4 net purchase position.
Net pusitions are determined on an hourly basis. When the Company is a net seller such net revennes are included
in Klectric Urility reverues and when the Company is a net purchaser such net purchases are included in Cost of
Juel and purchased power. The Company also receives transmisston revenue that results from other members’ vse
of the Company’s transmission system. These revenues are also included in Eleciric Utility revenues.

Pursnant to an order from the FURC received in December 2001, certain MISO startup costs (referred to as Day |
costs) were deferred, and those deferred costs are now heing recovered through base rates that went into effect on
August 15, 2007, On June 1, 2005, Vectren, together with three other Indiana electric utilities, received regulatory
authority from the IURC to recover fuel related costs and to defer other costs associated with the Day 2 energy
market. The order allows fue] relaled costs 1o be passad throngh to customers in Vectren's existing fuel cost
recovery procecdings. During 20006, the TURC reaffirmed the definition of centain cosis as fuel reated; the
Company is following those guidelines. Other MISO fuel related and non-fuel related administrative costs were
deferred, and those deferred costls are now being recovered through base rates that went into effect on Augusl 15,
2007. The TURC order awthorizing new base rates also provides for a tracking mechanism associated with ongoing
MISO-related costs and transmission revenues.

As a result of MISQ's operational control over much of the Midwestern clectric transmission grid, including
SIGECQ’s transmission facilities, SIGECO’s continued ability to irnport power, when necessary, and export power
to the wholeszle market has been, and may continue 1o be, impacted. Given the nawre of MISO’s policies
regarding use of transmission faciities, as well as ongoing FERC initiauves, and a pending Day 3 market, where
MISO plans 10 provide bid-based regulation and contingency operating reserve markets, it is difficult to predict
ncar ternn operational impacts. MISO has indicated that the Day 3 ancillary services market would begin in June
2008.

The need to expend capita! for improvements to the transmission system, both ta SIGECQ’s facilities as well as to
those facilities of adjacent wtilities, over the next several years is expected to be significant. The Company will
timely recover its investmen in certain new electric transmission projects that benefit the MISO infrastructnre at a
FERC approved rate of retorn.

Weather Normalization

On October 5, 2005, the JURC approved the establishment of a normal temperature adjustment (NTA) mechanism
for Vectren Energy Delivery of Indiana. The OUCC had previously entered info a settlement agreement with
Vectren Energy Delivery of Indiana providing for the NTA. The NTA affects the Company’s Indiana regulated
residential and commercial natural gas customers and should mitigate weather risk in those customer classes during
the October 10 Aprit heating season. These Indiana costomer classes represent approximately 60-65 percent of 1he
Company’s total natural gas heating load.

The NTA mechanism will mitigate volatility in distribution charges created by fluctuations in weather by lowering
customer bills when weather 15 colder than normal and increasing customer bills when weather 15 warmer than
normal. The NTA has been applied to meters read and bills rendered after October 15, 2005, Each subsequent
monthly bill for the seven-month heating season is adjusted using the NTA. Revenues attributable 1o this order
were $4.5 million in 2007 and $13.6 million in 2006 while a downward adjustment to revenues of $1.6 million
resulted in 2005.
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The order provides that the Company will make, on a monthly hasis, 2 comnutment of 5125000 to a universal
service fund program or other fow-income assistance program for the duration of the NTA or until a general rate
casc. SIGECOs portion of its commitment ceased in August 2007, and Indiana Gas™ portion of the commitment
ccased on February 14, 2008.

Rate structures in the Company’s Indiana electric termtory and Ohio gas territory do not include weather
normalization-type clauscs.

On April 13, 2005, the PUCQO approved a $15.7 million base rate increase for VEDO's gas distribution business.
The basc rate change was implemented on April 14, 20035 and provide for the recovery of some level of on-going
costs 10 comply with the Pipeline Safety Improvement Act of 2002,

Gas Cost Recovery (GCR) Audit Proceedings

In 2005, the PUCO issued an order disallowing the recovery of approximately $9.6 million of gas costs relating to
the two-year audit period ended Gcetober 2002 and v 2006, an additional $0.8 million was disallowed related to the
audit period ending Octaber 2005, The initial audh period provided the PUCO siaff its initial review of the
portfolio administration arrangement hetween VEDO and ProLiance. Since November 1, 2005, the Company has
used a provider other than ProLiance for these scrvices.

Through a series of rehearings and appeatls, including action by the Ohio Supreme Court in the first quarter of 2007,
the Company was required to refund $8.6 million to costomers. In total, the Company has reflected $6.2 million in
Caost of gas sold related to ths matter, of which $1.1 million, $4.1 million and $1.0 million were recorded in 2007,
2005, and 2003, respectively. The impact of the disallowance inchides a sharing of the ordered refund by Vectren’s
partner in Proliance. As of December 31, 2007, all amounts have been refunded to customers.

Resnlis of Operations of the Nonutility Group

The Nonutility Group cperates in three primary business arcas: Energy Marketing and Services, Coal Mining, and
Energy Infrastructire Services. Energy Marketing and Services markets and supplies natural gas and provides
energy management services. Coal Miring mines and sells coal. Energy Infrastructure Services provides
underground construction and repair and provides performance contracting and renewable energy scrvices. There
are also other businesses thal invest in energy-related opportunities and services, real estate, and leveraged leases,
among other investments. In addition, the Company has in the past invested in projects that generated synfuel tax
credits and processing fees relating to the production of coal-based synthetic fuels. The Nonutility Group supports
the Company’s regulated wiilities pursuant to service contracts by providing natural gas supply services, coal,

infrastructure services, and other services. Nonutility {Group carnings for the years ended Dacember 31, 2007,
2006, and 2005, follow:

Year Ended December 31,
{In millions, except per share amounts) 2007 2006 2005
NET INCOME $ 37.0 $ 18.1 $ 48.2
CONTRIBUTION TO YECTREN BASIC EPS $ 0.49 % 0.24 $ 064
NET INCOME ATTRIBUTED TO:
Energy Marketing & Services $ 22.3 A 14.9 3 299
Mining Operations 20 5.0 53
Energy Infrastructure Services 9.4 4.6 0.3
Other Businesses 0.3 (. 1.2
Synfuels-related 30 (5.3) 11.7
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Energy Marketing & Scrvices

Encrgy Marketing and Services is comprised of the Company’ s wholesale and retail gas marketing and energy
management businesses. For the year ended December 31, 20077, Energy Marketing and Services, inclusive of
holding company costs. eamned $22.3 million compared to $14.9 million in 2006 and $29.7 million in 2005.

ProLiance

Proliance Energy LLC (ProLiance), a nonwtilily energy marketing affiliate of Vectren and Citizens Gas and Coke
Utility (Citizens Gas). provides services to a bread range of municipalities. utilities, industnal operations, schools,
and healthcare instinutions located throughout the Midwest and Southeast United States. ProLiance’s cusioners
include Vectren's Indiana atilities and nonutility gas supply operations and Citizens Gas. Prol.iance’s primary
businesses include gas marketing, gas portfolio optimization, and other portfolio and energy management services,
Consistent with its ownership percentage, Vectren is allocated 61 percent of ProLiance’s profits and losses;
however, governance and voting rights Temain at 50 percent for each member; and therefore the Company accounts
for its investment in ProLiance using the equity method of accounting. Veciren received reguiatory approval on
Apnt 25, 2006. from the IURC for ProLiance to continue to provide natral gas supply services to the Company’s
Indiana utihties through March 2011,

ProLiance provided the primary earnings contribution, which totaled $22.9 million in 2007 compared to $18.3
million in 2006 and $29.7 million in 2005, Results in 2006 contain a $6.6 million after tax charge associated with
the settlement of a fawsoit which originated from a dispute over a coniractual relationship with Hurisville Utilinies
during 2000 — 2002. In 2007, increased earnings {rom greater storage capacily were offset by lower volatility in the
wholesale natural gas markets. Eamings in 2005 increased significantly due to larger spreads between financial and
physical markets, which resulted from market disruptions caused by Gulf Coast hurricanes. ProLiance’s storage
capacity was 40 Bef at December 31, 2007 compared to 35 Bef at the end of 2006 and 33 Bcf at the end of 2005,
Firm storage capacity will increase to 45 Bef in early 2008 and to 49 Bef by the end of 2008, The expected
increase in storage capacity coupled with an assumed return to market volatility should favorably impact
Proliance’s results in 2008,

Regulatory Matter

ProLiance self reported to the Federal Energy Regulatory Comimission (FERC or the Commission) in October 2007
possible non-compliance with the Commission’s capacily release policies. ProLiance has taken corrective actions
to assure that current and future transactions are compliant. ProLiance 1s comnutied to full regulatory compliance

and is cooperating fully with the FERC regarding these issues. Prol jance is unable to predict the outcome of any
FERC action.

Vecizen Source

Vectren Relail, LLC (d/bfa Vectren Source}, a wholly owned subsidiary, provides natural gas and other related
products and services to customers opting for choice among energy providers. Vectren Source eamed
approximately $1.2 mallion in 207, compared to a loss of $0.4 million in 2006 and eamings of $0.9 million in
2005. The increase in earnings is primarily due to lower marketing costs in 2007 and extremely mild weather in
2006. Vectren Source’s customer count at December 31, 2007 was approximately 161,000 as compared to the prior
year end count of nearly 150,000

Coal Mining

Coal Mining Operations mine and sefl coal to the Company’s utility operations and to third parties through its
wholly owned subsidiary Vectren Fuels, Inc. (TFuels).

Coal Mining operations, inclusive of holding company costs, carned approximately $2.0 million in 2007 compared
t0 $5.0 million in 2006 and $5.3 million in 2005. The decline in earmings in 2007 is primarily due to the effects of
compliance with revised Mine Safety and Health Administrauion (MSHA) seal guidelines and the associated lost
production and higher sulfur content from coal mined under a revised mining plan. These decreases are offse
somewhat by reduced aperating costs from highwall mining at the Cypress Creek surface mine. Mining
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Operations’ 2006 camings were generally flat compared o 2005, Higher revenue and tax benefits from depletion
were offset by unfavorable geologic conditions, the rising costs of commodities used in operations, and high sulfur
coment. The Company produced 4.1 million tons of coal in 2007, compared to 4.0 million tons in 2000 and 4.4
million tons in 2005 . Earnings in 2008 from Coal Mining operations are expected to increase due to price increases
of 4 to 5 percent. the retum to full production at Prospenity mine, and process improvements that mitigate impacts
from increased MSHA tnspections.

[ AprH 2006, Fucls announced plans to open two new underground mines near Vincennes, Indiana. Construction
1% progressing as planned and, the first mine 15 expected to be operational by early 2009, with the second mine
opening the fallowing year. Rescrves at the two mines are estimated at 80 million tons of recoverable number-five
coal al 11,200 BTU (British thermal units) and 6-pound sulfur dioxide. Management estimates a $125 milhion
investment 1o access the reserves. Once in production, the two new mines are expected (0 produce 5 million tons of
coal per vear. Through December 31, 2007, the Company has made investments totaling $21.9 miilion in the new
mines.

Energy Infrastructure Services

Energy Infrastructure Services provides underground construction and repair to ntility infrastructure through Miller

Pipeline Corparation (Miller) and performance contracting and rencwable energy services through Energy Systems

Group, LLC (ESG). Inclusive of holding company costs, Energy Infrastructure’s operations contributcd earnings of
$£9.4 million in 2007 compared to $4.6 million in 2006 and $0.3 million in 2005,

Miller Pipeling

Miller's 2007 earnings were $6.1 million in 2007 compared to $2.3 million in 2006 and $0.9 in 2005. The increase
in Miller’s camings contnibution is primarily due to more large gas construction projects and pricing mcreases.
Vectren’s 100 percent ownership of Miller effective July 1, 2006 has also contributed to the increase. Earnings in
2008 are likely to be impacted by expected growth in Miller's large customers” aging infrastnicture programs,
including pipeline integnity, bare steel/cast 1ron replacement, and riser replacement work.

Effective July 1, 2000, the Company purchased the remaining 30 percent ownership in Miller, making Miller a
wholly owned subsidiary. Prior (o this transaction, Miller was a 50 percent owned joint venture accounted for
using the equaty method. The resulis of Miller’s operations have been included in consolidated resuits since July 1,
2006. While the acquisition of Mitler has not been material 1o the overall financial statements, consolidating Milicr
resulted in, among other impacts, increases in Nomadidity revenue totaling $105.7 million in 2007 compared to 2000
and $77.6 million in 2006 compared to 2003; and increases in Other operating expense tolaling $90.9 million in
2007 compared o 2006 and $60.8 milfion in 2006 compared to 2005.

During 2006, the Company exited the meter reading and line locating businesses, which it had previously provided
through Reliant Scrvices, L.LC.

Energy Systems Group

ESG’s 2007 earnings were $4.0 million in 2007 compared to $3.1 miliion 1n 2006 and a loss of $0.4 million in
2005, The increases are primarily due to higher revenues, At December 31, 2007, ESG’s backlog was $52 miilion,
compared to 368 million at December 31, 2()6. The national focus on a comprehensive energy strategy as
evidenced by the new Energy Independence and Security Act of 2007 is likely to favorably impact ESG's earnings
m 2008 and beyond.

Other Busincsses

The Gther Busingsses Group meludes a variety of operations and investments including investments in the
Haddington Energy Partnerships (Haddington) which are accounted for using the equity method. The earnings
impact of exiting the broadband business 1s atso included in Oiher Businesses.

Other Businesses reported eamings of $0.3 million compared o a net toss of $1.1 million in 2006 and net income
of $1.2 million in 2005. Results for 2006 reflect a loss on the sale of SIGECOM. LLC (SIGECOM). In 2005,
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Haddington sold their investments in Lodi Gas Storage, 1.1.C for cash. The Company recognized its portion of the
eain resulting from that sale which totaled $3.9 million after tax. The 2005 Haddington gain was parlially offset by
a $1.5 million afler tax charge associated with the Company’s broadband consulting business, which has since
ceased operations.

Sale of Interest in SIGECOM

SIGECOM provided broadband services, such as cable television, high-speed internet, and advanced local and long
distance phone services, 1o the greater Evansviile, Indiana area. In August 2006, SIGECOM’s majority owner and
the Company sold their interests in SIGECOM to WideQpenWest, 1LC. Resulting from the sale, the Company
recorded an after tax loss of $1.3 million in 2006. Proceeds o the Company, which includes the settlement of notes
receivable, approximated $45 million and were received in 2007,

Synfuel-Related Activity

Pace Carbon Synfuels, LP (Pace Carbon) 1s a Delaware limited partnership formed to develop, own, and opcrate
[our projects ta produce and sell coal-based synthetic fuel {synfuel) utihzing Covel technology. The Company has
an 8.3 percent interest in Pace Carbon which is accounted for using the equity method of aceounting. The Internal
Revenue Code provides for manofacturers, such as Pace Carbon, 10 recetve a1ax credit for every ton of synthetic
{uel sold. tn addition, Vectren Fuels, Inc., u wholly owned subsidiary involved in coal mining, received processing
fees from synfuel producers unrelated to Pace Carbon for a portion of its coal production. The tax law anthorizing
synfuel related credits and fees expired on December 31, 2007.

The Intemal Revenue Service issued private lefter rulings, which concluded the synthetic {uel produced at the Pace
Carbon facilities should qualify for tax credits. The IRS has completed tax audits of Pace Carbon for the vears
1998 through 2001 without challenging tax credit calculations. Generally, the statute of limitations for the IRS to
audit a tax return 1s three years from filing. Therefore tax eredits unhzed n 2004 — 2007 are still subject to IRS
examination. However, avenues remain where the IRS could challenge tax credits of pre-2004 years.

As a partner of Pace Carbon, Vectren has reflected synfucl tax credits in tts consolidated results from inception
thrangh December 31, 2007 of approximately $99 million, of which approximately $60 million have been
generated since 2003. To date, Vectren has been in a position 1o utilize or carrylorward substantially all of the
credits generated. Pnimarily from the use of these credits, the Company has an Alternative Minimum Tax (AMT)
credit carryforward of approximately $33.7 million at December 31, 2007.

Syntuel tax credits were only available when the price of 0il was less than a base price specified by the Internal
Revenue Code, as adjnsted for inflation. The Company estimates that high oil prices caused a 74 percent phase out
in 2007, Therefore, of the $23.1 million tax credits generated in 2007, only $6.0 million are reficcted as a reduction
to the Company’s income tax expense. In 2006 igh otl prices resulted in a 35 percent phase out of synfuel tax
credits. Of the $21.5 million tax credits generated in 2006, only $14.0 mitlion were reflected as a reduction to the
Company’s income 1ax expense.

Since 2005, the Company execuled several financial contracts to hedge ol price risk. Income statement activity
associated with these contracls was a gain of $13.4 million in 2007, a loss of $4.7 million in 2006 and a loss of $1.9
million in 2005, This activity is primarily reflected in Other-ner. Impairment charges related to the investment in
Pace Carbon approximating $9.5 million were recorded in Orfier-net in 2006.

The investiment in Pace Carbon resulted in losses reflectled in Equiry in earnings of unconselidared affiliates
totaling $20.0 million in 2007, $17.8 million in 2006, and $15.7 million in 2003. Synfuel-related results, inclusive
of those losses and their related tax benefits as well as the 1ax credits and other related activity, were earnings of
$6.8 mullion in 2007, compared to a loss of $5.3 million in 2006 and earnings of $11.7 million in 2005. Of thosc
earmings, which do not continue beyond 2007, $3.8 million ($5.8 million pre tax) was contributed 1o the Vectren
Foundation in 2007. Net of that contribution, synfuel-related results were $3.0 million in 2007,
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Impact of Recently Issued Accounting Guidance

FIN 48

On Janvary 1, 2007, the Company adopted FASB Interpretation No. 48 (FIN 43) “Accounting for Uncertainty m
Income Taxes™ an mterpretation of SFAS 108, Accounting for Income Taxes. FIN 48 prescribes a recognition
threshold and measurernent attribute for financizl stalement recogaition and measurement of 1ax positions taken or
expecied Lo be taken in an income tax retam. FIN 48 also provides guidance related to reversal of 1ax positions,
halance sheet classification, interest and penalties, mierim period accounting, disclosure and transition.

At adoption, the tolal amount of gross unrecogmzed tax benefits for nncertain tax positions was $11.6 million. The
accumulation of this amount resulied in an adjustment 1o beginning Retained earnings of $0.1 millon and 1o
Goodwill of $(1.2 mijlion.

SFAS No. 157

1n September 2006, the FASH issued SFAS No. 157, “Fair Value Measurements” (SFAS 157). SFAS 157 defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles (GAAP),
and expands disclosures about fair value measurements. This stalement does not require any new fair value
measurements; however, the standard will impact how other fair value based GAAP 1s applied. SFAS 157 15
cffective for financial statements issued for fiscal years beginning afler November 15, 2007. However, in
December 2007, the FASB issued proposed FSP FAS 157-b which would delay the effective date of SFAS 157 for
all nonfinancial assets and nonfinancial iabilities, except those that are recognized or disclosed at fair value 1n the
financial statements on a recurring basis (at least annually). This proposed FSP partially defers the effective date of
Statement 157 to fiscal years beginning after November 15, 2008, and interim periods within those fiscal years for
items within the scope of this FSP. The Company will adopt SFAS 157 on January 1. 2008, except as it applies to
those nonfinancial assets and nonfinancial Habilities as noted in proposed FSP FAS 157-b. The partial adoption of
SFAS 157 will not bave a material impact on vur financial position, results of operations or cash flows.

SFAS No. 159

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115 (SFAS 1393, SIFAS 159 permits entities to
measure many financial instruments and certain other items at fair value, Iiems eligible for the fair value
measurenent option include: financial assets and financial habilities with certain exceptions; firm commitments
that would otherwisc not be recognized at inception and that involve only financial instruments; nonfinanctal
insurance contracts and warranties that the insorer can settle by paying a third party to provide those goods or
services; and host financial instruments resulting from separation of an embedded financiat derivative instrument
from a nonfinancial hybrid instrument. The fair value option may be applied instrument by instrument, with few
exceptions, is an irrevocable election and 1s applied only 1o entire instruments. The Company will adopt SFAS 159
on January 1, 2008, and does not expect that adoption will have a material impact on its financial statements and
results of operations.

SFAS 147 {Revised 2(X37)

In December 2007, the FASB 1ssued SFAS 141, Business Combinations (SFAS 141). SFAS 141 establishes
principles and requirements for how the acquirer of an cntity (1) recognizes and measures the identifiable assets
acquired, the habilities asswmed, and any noncontrolling interest in the acquiree {2) recognizes and measures
acquired goodwill or a bargain purchase gain and {3} determines what information to disclose in its financial
staiements in order 1o ecnable vsers to assess the nature and financial effects of the business combination. SFAS 141
applies to all transactions or other events in which one entity acquires control of one or more businesses and applies
to all business entities. SFAS 141 applies prospectively to business commbinations with an acquisition date on or
after the beginning of the first annuul reporting period begirming on or after December 15, 2008. Larly adopuion is
not permitted. The Company will adopt SFAS 141 on January 1, 2009, and because the provisions of this standard
are applied prospectively, the impact to the Company cannot be determined until the transactions occur.
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SFAS 160

In December 2007, thc FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial Statements-an
Amendment of ARB No. 51 (S8FAS 160). SFAS 160 establishes accounting and reporting standards that require
that the ownership percentages in subsidiaries held by parties otker than the parent be clearly ideatified, labeled,
and presented separately from the parent’s equily in the equity section of the consolidated balance sheet; the
amount of consolidaled net meome attributable 10 Wne parent and the noncontralling interest wo be clearly identified
and presented on the face of the consolidated income statement: that changes in the parent’s pwnership interest
while it retains control over Hs subsidiary be accounted for consistently: that when a subsidiary 1s deconsolidated,
any retained noncontrotling equity investment be initially measured at fair value; and that sufficient disclosure is
made 1o clearly identify and distinguish between the interests of the parert and the noncontrolling owners. SFAS
160 applics to all entities that prepare consolidated financial statements, except for non-profit entities. SFAS 160 1s
effective for fiscal years beginning after December 31, 2008, Early adoption is not permitied. The Company wiil
adopt SFAS 160 on January 1, 2009, and 1s currently assessing the impact this staternent will have on its financial
statements and results of operations.

Critical Accounting Policies

Management is required 10 make judgments, assumptions, and estimates that affect the amounts reporied in the
consolidated financial statements and the related disclosures that conform to accounting principles generally
accepted in the United States. Note 2 to the consolidated financial statements describes the significant accounting
policies and methods used in the preparation of the consolidated financial statements. Certain ¢stimates vsed in the
financial statcments are subjective and vse variables that require judgment. These include (he eslimates to perform
goodwill and other asset impairments tests and (o determine pension and postretirement benefit obligations. The
Company makes other estimates, in the course of accounting for unbilled revenue and the effects of regulation that
are critical 1o the Company’s financial results but that are less likely to be impacted by near term changes. Other
estimates that significantly affect the Company’s results, but are not necessarily critical to operations, include
depreciating utility and nonutility plant, valuing reclamation Habilities, valming derivative contracts, and estimating
mncollectible accounts and coal reserves, among others. Actual results could differ from these estimates.

Impairment Review of Investments

The Company has investments in notes receivable, entities accounted for using ihe cost method of accounting, and
enlities accounded for using the equily method of accounting. When events occur that may cause ene of these
mvestmems to be impaired, the Company performs both a qualitalive and quantitative review of that investment
and when necessary performs an impairment analysis. An impairment analysis of notes receivable vsually involves
the comparison of the investment's estimated free cash flows to the stated terms of the note, or for notes that are
collateral dependent, a comparison of the collateral’s fair value to the carrying amotnt of the note. An impairment
analysis of cost method and equity method investments involves comparison of the invesiment’s eslimated fair
value to its carrying amount. Fair value is esttmated using markel comparisons, appraisals, and/or discounted cash
flow analyses. Calculating free cash flows and fair value using the above methods is subjective and requires
Judgment concerning growth assumptions, longevity of cash {lows, and discount rates (for fair value calculations).

In 2007, the Company cxamined the recoverability of several investments, incleding a leveraged lease and a note
receivable. The Company determined the carrying values of the investments tested were not impaired. For the
lease, this assessment was based on a recent nonbinding offer from an vnrelated party to purchase the underlying
property. However, & sale price 10 percent below thal received would have resulted in a small charge (o earnings.
For the note, a quahitative assessment was made regarding collection using the note agreement’s breach of contract
provisions. Based on that review, the Company believes collection is probable.

In 2006, the Company fally impaired its investment in Pace Carbon. The Company took this action because of the
effect high il prices had on Pacc Carbon’s future operations. The write off of the investment and expensing of
future funding requirements totaled $9.5 million, or $5.7 million after tax in 2006,
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{;o0dwill and Intangible Assets

Pursuant 1o SFAS 142, the Company performs an annual impairment analysis of its goodwill, most of which resides
in the Gas Uuhity Services operating segment, at the begainning of each year, and more frequently if eventis or
circumstances indicate that an impairment loss may have been mncurred. Impairment 1ests are performed at the
reporting umit level. The Company has determined its Gas Utility Services operating segment as identified in Note
16 1o the consolidated financial statements to be the reporting unit. Nosutility Group reporting units are generally
defined as the operating companies that aggregate that operating segment. An impairment test performed 1n
accordance with SFAS 142 requires that a reporting unit’s fair valuie be estimated. The Company used a discounted
cash flow model to estimate the fair value of its Gas Utilily Services operating segment, and that estimated fair
value was compared to 1s carrying amount, including goodwill. The estimated fatr value was in excess of the
carrying amount in 2007, 2006, and 2005 and therefore resulied in no impairment. Goodwill related to the
Nonutility Group was generally tested during the year using market comparable data or a discounted cash flow
medel,

Lstimating fair vajue using a discounted cash flow model is subjective and requires significant judgment in
applying a discount rate. growth assumplions, company cxpense allocations, and longevity of cash flows. A 100
basis point Increase in the discount rate utilized to calculate the Gas Utihity Services segment’s fair value also
would have resulted in no impairment charge.

The Company also annually tesls non-amortizing intangible assets for impairment and amortizing intangible assets
are tested on an event and circumstance basis. During 2007, 2006, and 2003, these tests yielded no impairment
charges,

Pension and Other Postretivement Obligations

The Company estimates the expected return on plan asscts, discount rate, rate of compensation increase, and fiture
health care costs, among other inputs, and relies on actuarial estimates to assess the future potential Lability and
funding requirements of the Company's pension and postretirement plans. The Company currently measures its
obligations annually on September 30. However, the Company is in the process of moving is measurement date to
December 31. The Company used the following weighted average assumptions to develop 2007 periodic benefit
cost: a discount rate of 5.85 percent percent, an expected return on plan assets of 8.25 percent percent, a rate of
compensation increase of 375 percent percent, and an inflation assumption of 3.5 percent percent. During 2007,
the Company tncreased the discount rate by 40 basis points to value 2007 ending pension and postretirement
obligations and 2008 benefit cost due to an increase in benchmark interest rates. Future changes in health care
costs, work force demographics, inferest rates, or plan changes could significandly affect the esiimated cost of these
future benefits.

Management estimates that a 50 basis point decrease i the discount rate would generatly increase periodic benefit
cost by approximately $1 million.

Unbilled Revenues

To more closely maich revenues and expenses, the Company records revenues for all pas and elecinicity delivered
to customers bul not billed at the end of the accounting period. The Company uses actual units billed during the
month 1o allocate unbilled imits by customer class. Those allocated units are maliplied by rates in effect duning the
month 1o caleulate uninlied revenue at batance sheet dales, While certain estimates are used in the calculation of
unbilled revenue, the method from which these estimates are derived is not subject to near-term changes.

Regulation

At each reporting date, the Company reviews current regulatory trends in the markets in which it operates. This
review mvyolves judgment and is critical in assessing the recoverability of regulatory assets as well as the ability to
coniinue 10 account for 1s activities based on the criteria set forth in SFAS No. 71 "“Accounting for the Effects of
Certain Types of Regolation”™ (SFAS 71). Based on the Company’s cumment review, it believes its regulatory assets
arc probable of recovery. If all or part of the Company's operations cease to mect the criteria of SFAS 71, a write
off of related regulatory assets and habilities could be required. In addition, the Company would be requirad ta
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determine any impairment to the carrying value of its utility plant and other regilated assets and liabilities. in the
unlikely evenl ol a change in the current regulatory environment, such write-offs and impairment charges could be
stgiaficant.

Financial Condition

Within Vectren's consolidated group, Utility Holdings {unds the short-term and fong-term financing needs of the
Unlity Group operaticns, and Vectren Capital Corp (Vectren Capital) funds short-term and long-term financing
nceds of the Nonutility Group and corporate operations. Vectren Corporation guarantees Vectren Capital’s debt,
but does nat guarantee Utility Holdings’ debt. Vectren Capital’s long-term and short-term obligations owlstanding
at December 31, 2007, totaled $183 million and $171 miliion, respectively. Utitity Holdings’ outstanding long-
term and short-term borrowing arrangements are jointly and severally guaranteed by Indiana Gas, SIGECQ, and
VEDO. Utility Holdings’ long-term and short-term obligations ourstanding at December 31, 2007, totaled $700
million and 5386 million, respectively. Addittonally, prior wo Utility Holdings™ fonmation, ladiana Gas and
SIGECO funded their operations scparately, and therefore, have long-term debt outstanding funded solely by their
pperations.

The Company’s cominon stock dividends are primarily funded by utility operations. Nonutility operations have
demonstrated profitability and the ability to generate cash flows, These cash flows are primarily reinvested in other
nonulihity ventures, but are atso used to fund a portion of the Company’s dividends, and from time to ttme may be
reinvested in utility operations or used for corporate expenses.

The credit ralings of the senior unsecured debt of Utifity Holdings and Indiana Gas. at December 31, 2007, are A-
/Baal as raled by Standard and Poor's Ratings Services (Standard and Poor’s) and Moody’s Investors Service
{Moody’s), respectively. The credit ratings on SIGECO's secured debt are A/A3. Utility Holdings” commercial
paper has a credit rating of A-2/P-2. The current outlook of bath Maody’s and Standard and Poor’s is stable. A
securty raling 1s not a recommendation to buy, sell, or hold securities. The rating is subject to revision or
withdrawal at any time, and each rating should be evaluated independently of any other rating. Standard and Poor’s
and Moody’s lowest level investment grade rating is BBB- and Baa3, respectively.

The Company’s consolidated equity capitalization objecuve 15 45-55 percent of long-term capitahization. This
objective may have varied, and will vary, depending on particular business opportunities, capital spending
requirements, execution of long-term financing plans and seasonal factors that affect the Company’ s operations.
The Company’s equity componemt was 50 percent and 48 percent of long-term capilalization at December 31,
2007, and December 31, 2006, respectively. Long-term capitalization includes long-term debt, including current
maturities ane debt subject to tender, as well as common shareholders’ equity.

The Company expects the majority of its capital expenditores, mvestments. and debt security redemptions to be
provided by intcrnally generated funds. However, due to increased levels of forecasted capital expenditures and
expected growth m nonutilily operations, the Company may require additional permanent financing. The Company
expects 1o settle an eguity forward contract and plans (o issue long-term debt within the next twelve months as more
fully described below. As of December 31, 2007, the Company was tn compliance with all financial covenants.

Sources & Uses of Liquidity

Operating Cash Flow

The Company’s prirnary source of hquidity to fund working capital requirements has been cash generated from
operations, which totaled $298.1 mitlion in 2007, compared to $310.2 million in 2006 and $268.4 million in 2005.

While net incotne increased subsiantially in 2007 compared to 2006, cash flow from operating activitics decreased
$12.1 miltion. The decrease was primarily a result of changes in working capital accounts and lower distributions
from equity method investments compared to the prior year. Nel income before non-cash charges of $363.2 million
increased $60.3 miltion, compared to $302.9 million in 2006. Working capital changes used cash of $27.0 million
in 2007 compared to cash generated of $16.6 million in 2006. Distributions from equity method investments,
which principally consist of dividends from ProLiance, were $20.8 million in 2007 compared to $35.8 million in

39
0116



2006. Dastributions 1 2006 include a $10.4 million special dividend from ProLiance. The remaining decreasc is
primarily atiributable 1o increased contributions 1o pension plans,

The $41.8 mutlion increase 0 cash flow in 2006 compared to 2003 is primantly attributable (o earnings before
noncash charges increasing $34.4 mithon year over year and the special ProLiance dividend. Earnings before non-
cash charges were impacted by $15.3 million in alfernative minimum taxes in 2005.

Financing Cash Flow

Although working captial requurements are generally funded by cash flow from operations, the Company uses
short-termt borrowings (o supplement working capital needs when accounts receivable balances are at their highest
and gas storage is refilled. Additionally. short-term barrowings are required for capital projects and investments
unttl they are financed en 2 long-term basis.

Cash flow required for financing activities reflects the ympact of recently executad long-term financing, increases in
cammon stock dividends aver the periods presented, and changes in short term borrowings. In 2007 financing
activitics were generaily tlat, with shurt-term and long-term debt proceeds and stock option proceeds offsening debt
payments and dividends, In 2000, Utlity Holdings 1ssued $100 mitlwn of senior unsecured securilies and used
those proceeds to retire higher coupon long-term debt. In 20035, Utility Holdings issued $150 million of senior
unsecured securities and used those proceeds 1o retire higher coupon long-term debt and refinance certain capital
projects originally financed with short-term borrowings. In addition, Vectren Caprtal issued $125 million in senior
unsecured securities and used thase proceeds to fund $38 miltion of maturing debt and refinance certain capital
projects eriginally financed with short-term borrowings. These transactions are more fully desceribed below.

SIGECQ Pollution Contro! Bonds

On December 6, 2007, SIGECO closed an $17 million of auction rate tax-exempt long-term debt. The debt has a
life of 33 vears, imaturing on January |, 2041. The initial intercst rate was set at 4.50 percent but the rate will be
reset every 7 days through an auction process that began December 13, 2007, This new debt was collateralized
through the 1ssuance of first mortgage bonds and the payment of interest and principal was insured through Ambac.

Unility Holdings 2006 Debt Issuance

In October 2006, Utitity Holdings issued $100 milkon in 5.95 percent senior unsecured notes due October 1, 2036
{2036 Notes). The 30-year notes were pnced al par. The 2036 Notes are guaranteed by Dtility Holdings’ three
public utilities: SIGECO, Indiana (Gas, and VEDO. These guaraniees are full and unconditiona] and joint and
several. These notes. as well as the timely payment of principal and interest, are insured by a financial guaranty
insurance policy by Financial Guaranty Insurance Company (FGIC).

The 2030 Notes have no sinking fund requirements, and interest payments are due quarterly. The notes may be
called by Utility Holdings, in whole or in part, at any lime on or after October 1, 2011, at 100 percent of principal
amount plus acerued interest. Duning the first and second quarters of 2006, Utility Holdmgs entered wto several

~ inderest rate hedges with 2 $100 mullion notional amount. Upon issuance of the nates, these instruments were
settled resulting in the payment of approximately $3.3 million, which was recorded as a Regulaiory asset pursuant
to existing regulatory orders. The value paid is being amortized as an increase to interest expense over the life of
the issue maturing October 2036.

The net proceeds [rom the sale of the 2036 Noles and settlement of the hedging arrangements totaled approximately
$62.8 million. These proceeds were uscd to repay most of the $100 million outstanding balance of Unility
Holdings™ 7.25 percent Sentor Notes originally due October 3, 2031, These notes were redeemed on October 19,
2006 al par plus accrued interest.

Liziline Holdings 2005 Debt Issuance

In November 2005, Unlity Holdings issued senior nnsecured notes wath an aggregate principal amount of $150
million 1 two $75 milhon tranches. The first tranche was 10-year notes due December 2015, with an mierest rale
of 5.45 percent priced at 99.799 percemt to vield 5.47 percent to maturity (2015 Notes). The second tranche was
30-year notes due December 2035 with an interest rate of 6.10 percent priced at 99.779 percent to yield 6.11
percent to maturity (20335 Noles).
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The notes are guaranteed by Utility Holdings” three public utifities: SIGECQO, Indiana Gas, and VEDO. These
guarantees are full and unconditional and joint and several. The notes have no sinking fund requirements, and
interest payments are due semi-annually. The notes may be called by Unlity Holdings, in whole or in part, at any
time for an amount equal to accrued and vnpaid imterest, plus the greater of 100 percent 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 a semi-annual basis at the Treasury Rate, as defined in the indenture, plus 20 basis points for
the 2015 Notes and 25 basis points for the 2035 Notes.

In January and June 2003, Unlity Holdings entered into forward starting intcrest rate swaps with a notional value of
$75 milhon. Upon issuance of the debt, the interest rate swaps were settled resuiting in the receipt of
approximately $1 % million in cash, which was recorded as a Regidatory liability pursuant to existing regulatory
orders. The value received is being amortized as a reduction of interest expense over the life of the issue matunng
December 2035,

The net proceeds from the sale of the senior notes and settlement of related hedging arrangements approximated
$150 mitkion and were used to repay short-term borrowings and to refire approximalely $30 million of long-term
debt with lugher interest rates.

Vectren Capital Carp. 2005 Debt Essuance

On October 11, 2003, Vectren and Vectren Capital, entered into a private placement Note Purchase Agreement
(2005 Note Purchase Agreement) pursuant to which various institutional investors purchased the following tranches
of notes from Vectren Capital: (i) $25 million 4.99 percent Guaranteed Senior Notes, Series A due 2010, (i) $25
million 5.13 percent Guaranteed Senior Notes, Series B doe 2012 apd (i11) $75 million 5.31 percent Guaranteed
Sentor Notes, Sentes C due 2015, These Guaranteed Scnior Noles are unconditionally gnaranteed by Vectren. The
proceeds from this financing were received on December 15, 2005. This Note Purchase Agreement contains
customary representations, warranlies and covenants, including a covenant to Lhe effect that the ratio of
consobicated total debt to consolidated total capitalization will not cxceed 75 percent.

On October 11, 2005, Vectren and Vectren Capital entered into First Amendments with respect to a Note Purchase
Agreement dated as of December 31, 2000 pursuant to which Vectren Capital issued to institutional investors the
{ollowing tranches of notes: (i) $38 mitlion 7.67 percent Sentor Notes due 2005, (1) $17.5 million 7.83 porcent
Senior Notes due 2007, (i1) $22.5 million 7.98 percent Senior Notes due 2010 and (iv) a Note Purchase Agreement,
dated April 25, 1997, pursuamt 1o which Vectren Capital issued (o an institutional investor a $35 miltlion 7.43
percent Senior Note dac 2012, The First Amendments (i) conform the covenants to those contained in the 2005
Note Purchase Agreemenl, (i1) eliminate a credit ratings trigger which would have afforded noteholders the option
to require prepayment if the raings of Indiana Gas or SIGECO fell below a certain level, {iit) replace a more
limited support agreement with an unconditional guarantee by Vectren and (iv) provide for a 100 basis point
increase in interest rates if the ratio of consolidated totul debi to total capitalization exceeds G5 percent.

Long-Term Debt Pui & Call Provisions

Certain long-term debt issues contain put and call provisions that can be exercised on vanous dates before marurity.
The put or call provisions are not triggered by specific events, but are based upon dates stated in the note
agreements, such as when notes are remarketed. During 2007, 2006 and 2{{)5, no debt was put (o the Company.
Debt that may be put to the Company within one year is classified as Long-ienn debi subject 1o render in current
labilittes.

Urility Holdings and Indiana Gas Debr Calls

[n 2006, the Company called at par approximately $100 milkien of Utihity Holdings senior unsecured notes
orginally due in 2031, In 2005, the Company called at par $49.9 million of Indiana Gas insured senior unsecured
notes onginally due in 2030, The notes called in 2606 and 2003 had stated interest rates of 7.25 percent and 7.45
percent, respectively.

Other Financing Transactions
Al December 31, 2005, $33.7 million of SEGECO notes could be put 10 the Company in March of 2006, the date of
their next remarketing. In March of 2006. the notes were successfully remarketed, and are now classified in Lang-
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rerm debt. Prior o the remarketing, the notes hud (ax-exempt interesi rates ranging from 4.75 percent to 5.00
percent. After the remarketing, interest rates are reset every seven days using an auction process.

As part of the integration of Miller into the Company’s consolidated financing model, $24 million of Miller’s
outstanding long-term debt was retired in the fourth quarter of 2006.

Other debt approxtmating $24 million n 2007 and $38 million in 2005 was retired as scheduled.

[nvesting Cash Flow

Cash flow required for investing activities was $303.0 million in 2007, $337.4 million in 2006, and $239.6 million
in 2003. Capital expenditures are the primary component of investing activities and totaled $334.5 million in 2007,
compared to $281.4 million in 2006 and $231.6 million in 2005. The years ended December 31, 2007 and 2006
include higher levels of expendilures for environmental compliance equipment, and 2007 was also impacted by
increased spending for electnic transmission, a new pas line serving a Honda plant wnder construction in the Veciren
North service territory, and coal mine development.

Other investments in 2006 were principally impacted by the acquisition of Miller and advance coal mine royalty
pavments. Invesling cash flow m 2007 includes the receipt of $44.9 million in proceeds from the sale of
SIGECOM.

Available Sources of Liquidity

Short-term Borrowing Amrangements

At December 31, 2007, the Company has $780 million of short-term borrowing capacity, including $520 million
tor the Lhility Group and $264 million for the whotly owned Nonwility Group and corporate aperations, of which
approximately $ 134 million is avaitable for the Utility Group operations and approximately $89 million is available
for the wholly ownied Nonutility Growp and corporate operations.

Comumon Stock Offening

In February 2007, the Company sold 4.6 millton awthorized but previously unissued shares of its common stock 10 a
group of underwriters 1n an SEC-registered primary offering at a price of $28.33 per share. The transaction
generaled proceeds, net of underwriting discounts and cormnissions, of approximatety $125.7 million. The
Company executed an equity forward sale agreement (equity forward) in connection with the offering, and
therefore, did not receive proceeds at the time of the equity offering. The eguity forward allows the Company to
price an offering under market conditions existing at that time, and to better match the receipt of the offering
proceeds and the associated share dilution with the implementation of regulatory initiatives, providing a return on
the new equity employed. The offering proceeds, when and if received, will be used to permanently finance
primarily electric uiility capital expenditures.

In connection with the equity forward, an affiliate of one of the underwriters {the forward seller), al the Company’s
request, borrowed an equal number of shares of the Company's common stock from institutional stock lenders and
sold those borrowed shares to the public in the primary offering. The Company will receive an amount equal to the
net proceeds from that sale, subject to certain adjustments defined in the equity forward, apon full share seftlement
of the equity forward. Those adjustments defined in the equity forward include 1) daily increases in the forward
sale price bascd on a floating interest factor equal to the federal funds rate, Iess a 35 basis point fixed spread, and 2)
structured quarterty decreases 1o the forward sale price that atign with expected Company dividend payments.

The Company may elect to settle the equity forward in shares or in cash, except in specified circumstances or
events whcere the counterpariy to the equily forward could force a share settlemnent. Examples of such events
include, but are not limited to, the Company making dividend payments greater than the structured guarterly
decreases identified in the equity forward or the Company repurchasing a number of its onistanding common shares
aver a specified threshold. If the Company elects to settle in shares, the maximam number of shares deliverable by
the Company 15 4.6 million shares. If the Company elects 10 settle in cash, an affiliate of one of the underwriters
(the forward purchaser} would purchase shares in the market and return those shares to the stock lenders. The
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Company will either owe or be owed funds depending upon the Company's average share price duning the "unwind
period” delined in the equity forward in relation to the equity forward's contracted price. Generally, if the equity
(orward's contracted price is lower than the average share price during the "unwind period”, then the Company
would owe cash; and if the average share price during the "unwind period” is less than the equity forward's
contracted price, the Company would receive cash. Praceeds received or paid when the equity forward 1s settled
will be recorded in Commaon Shareholders’ Equiry, even if setiled in cash. The eqguity forward must be settled prior
to February 28, 2009,

The equity forward had an mitial forward price of $27.34 per share, representing the public offering price of $28.33
per share. net of underwriting discounts and commissions. Management therefore estimated the contract had no
initial Fair value. If the equity forward had been scutled by defivery of shares at December 31, 2007, the Company
would have received approximately $126.4 nullion bused on a forward price of $27.47 for the 4.6 million shares. If
the Company had elected o settle the equity forward in cash al December 31, 2007, the Company estimates it
would have paid approximately $3 million, asswming the price in the “unwind period” approximates the trailing
three month average of Yectren's stock price. The federal funds rate was 4.50 percent at December 31, 2007, The
Company currenily anticipates settting the equity forward by delivering shares.

New Share Issues

The Company may perivdically issue new commoen shares to satisty the dividend reinvestment plan, stock opnion

plan and other employee benefit plan reguirements. New issuances added addittonal liquidity of $5.2 milbion in
2007.

Utility Holdings Diebt Shelf Registration

Uility Holdings filed a shelf registration statement with the Securities and Exchange Commission for $300 million
aggregate principal amount of unsecured sentor notes in September 2007, which is anticipated to meet Utility
Holdings' estimated debt fipancing requirements over the next 3 vears. In October 2007 the SEC declared the
registration statement i be effective. When issued, the unsecured notes will be guaranteed by Utility Holdings’
three operating uthity compantes: SIGECQ, Indiana Gas, and VEDO. These guarantees of Utility Holdings” debt
will be full and unconditional and joim and several. In contemplation of a 2008 issuance, the Company executed
forward starking interest rate swaps with a total notional amount of $80 million that expire in 2008.

Known & Potential Future Uses of Liquidity

Pension and Postretiremend Funding Obligations
The Company believes making contributions to is qualified pension plans ip the coming years will be necessary.
Management curtently estimates that the qualified pension plans will require minimum Company contributions of

approximately $10 and $8 million in 2008 and 2009. During 2007, approximately $17 million in contributions
were made.

Planned Capifal Expenditures & Investmenis
Planned capilal expenditures and investinents in nonutility unconsolidated affiliates, including contractual purchase
and mvestment commitments discussed befow, for the five-year period 2008 - 2012 are estimated as follows:

(fn miliions) 2008 2009 2010 2011 2012
Utility Group $ 3127 S 2822 S 2959  § 2288 $ 2077
Nonuiiity Group 122.2 35.0 363 3a.7 35.2
Total capilal expenditures & invesiments $ 4349 $ 3372 S 3322 $ 2635 $ 2429
43
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Contractual QObhigations
The following is a summary of contractual obligations at December 31, 2007;

{Ie nillians) Total 2008 2609 2010 2011 2012 Thercafter
Long-term debt ' 51,2487 § - £ - $ 475 $£2500 % 600 & 8912
Short-term debt 3570 5570 - - - - -
Long term debt intercst commitments 406.5 75.1 75.1 75.0 70.7 337 36.9
Firm commodity purchase commitments 753 599 7.1 29 29 29 -
Plant purchase comumitments © 406 16.6 4.0 _ ; . .
Operating leases 15.1 56 4.0 3.0 1.2 0.6 0.7
Total ™ $23436 $734.2 $ 902 $1284 $3248 $117.2 § 9488

Certain long-term debt issues contain put and call provisions that can be excreised on varieus dates before maturity.
These provisions allow holders to put debt back te the Company at face value or the Company to call debt at face value or
at a preimjum. Long-term debt subject to tender duning the years following 2007 {in millions) is zero in 2008, $80.0 in
200%.S10.6n 2010, 8300 in 2011, zero in 2012 and thereafter.

The settlement period of these utility & nonutility plant obligations is esfimated.
The Company has 56 2 wmillion in unrecognized tax benefits for which the expected setdement date cannot be estimated.

The Company’s regulated uahities have both firm and non-firm commitments to purchase nataral gas and electricity
as well as certain transportativn and storage rights. Costs arising from these commitments, while significant, are
pass-through costs, generally collected dollar-for-dellar from retail customers through regulator-approved cost

recovery mechanisms. Because of the pass through nature of these costs and their insignificant impact 1o earnings,
they have not been included in the listing of contractual obligations.

Inn February 2008, SIGECO began the process of providing notice to the current holders of approximately $103
million of tax exempt auction rate mode long term debt that the Company will convert that debt from its current
auction rate mode into a daily interest raie mode during March 2008. The debt will be subject to mandatory tender
for purchase on the conversion date at 100 percent of the principal amouat plus accrued interest.

Off Balance Sheet Arrangements

Other Guaraniees and Letrers of Credlit

In the normal course of business, Vectren issues guarantees to third parties on hehalf of its unconsohdated affiliates.
Such guarartess allow those affiliates to execute transactions on more favorable terms than the affiliate could
obtain withowt such a goarantee. Guaraniees may include posted letters of credit, leasing guarantees, and
performance guarantees. As of December 31, 2007, guarantees issued and outstanding on behalf of unconsolidated

affiliates approximated $3 million. The Company has accrued no liabilities for these guarantees as they relate to
guarantees issued among related parties.

In 2006, the Company issued a guarantee with an approximale $5.0 million maximum risk related to the residual
value of an operating lease thal expires in 2011, As ol December 31. 2007, Vectren Corporation has a hability
representing the fair vaive of that gnarantee of less than $0.1 million. Liabilities accrued for, and actrvity related 10,
product warraniies are not significant. Through December 31. 2007, the Company has not been catled upoo to
satisfy any obligations pursuant to its guarantees.

Ratiengs Triggers
None of Vectren's currently oumstanding debt arrangements contain ratngs triggers.
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Forward-Looking Information

A “safe harbor” for forward-looking statemenis is provided by the Privane Securities Litigation Reform Act of 1995
(Reform Act of 1995). The Reform Act of 1995 was adopred to encourage such forward-looking statements without
the threat of litigation, provided those statements are identified as forward-looking and are accompanied by
meaningful cawitonary sialements tdentifving important facrors thar could cause the actual resuits 1o differ
maiertally from those prajected in the stmement. Certain matiers described in Management's Discussion and
Analvsis of Results of Operations and Financial Condirion are forward-locking statements. Such stalements are
based on managemen's bellefs, as well as asswnptions made by and information currently available to
management. When used in this filing, the words “believe”, “anticipate”, “endeavor”, "estimare”, “expect”,
“objeciive”, “projection”, “forecast”, “goal " and similar expressions are intended to identify forward-looking
statemenis. In addition to any assumptions and other factors referred to specifically in connection with stuch
Jorward-tooking statements, factors thar cowld cause the Company’s actual vesults 10 differ materially from these
contemplated in amy forward-looking statewents include, among others, the jollowing:

®  Faciors gffecting wiiliry operations such as unusual weather conditions: catastrophic weather-relaied damage;
unusual matntenance ar repairs; wnanticipated changes fo fossil fieel costs; unanticipated changes to gas
transpartation and storage costs, or availability due to higher demand, shoriages, transportation problems or
other developments; environmental or pipeline incidents: transmission or distribution incidents; unonticipaied
changes (o electric energy supply costs, or availability dive to demand, shortages, transmission problems or
other developmenis; or eleciric transmission or gas pipeline system constraints.

» Increased competition in the encrgy industry, including the effects of industry restruciuring and unbundling.

®  Regulatary factors such as unanticipated changes in rate-sefting policies or procedures, recovery of
inveshments and costs made under traditional regulation, and the frequency and timing of rate increases.

*  Financial, regulatory or accounting principles or policies imposed by the Financial Accounting Standards
Board; the Securities and Exchange Convmission; the Federal Energy Regulatory Commission; state public
utility commissions: state entities which regulate electric and natural gas rransmission and distribution, natural
gas garhering and processing, electric power supply; and stmilar enrities with regulatory oversight.

s Economic conditions including the effects of an economic downturn, inflation rates, commodity prices, and
monelary fluctiations.

*  [Increased natural gas commodin prices and the potential impact on customer consumpiion, uncolleciible
accounts expense, unaccounted for gas and interest expense.

»  Changing market conditions and a variery of other factors associated with phvsical energy and financial
trading acivvities including, but nof limited so, price, basis, credit, Hiquidiry, volatility, capacity, interest raie,
and warranty risks.

e The performance of projects underiaken by the Company’s nomatility businesses and the success of efforts to
invest in and develop rew opportunities, including bul not limited to, the realization of synfuel income tax
credits and the Company’s coal mining, gas markering, and energy infrastructure strategies.

*  Direct or indirect gffecis on the Company’s business, financial condition, liguidity and results of operations
rvesulting from changes in credit ratings, changes in interest vates, and/or changes in market percepiions of the
utiliry industry and other energy-related industiies.

*  Emplovee or conmractor workforce factors including changes in key executives, collective bargaining
agreeinents with union emplovees, aging workforce issues, or work stoppages.

*  [Lepal and regulatory delavs and other obstacles associated with mergers, acguisitions and investments in join!
VeI ES.

*  Costs, fines, penaliies and other effects of legal and adminisirative proceedings, settlements. investigations,

claims, including, but not limited 1o, such matters invelving compliance with siate and federal laws and

imlerpretations of these laws.

Changes in federal, state or local legistative requirements, such as changes in tax laws or raies, environmental

laws, including laws governing greenhouse gases, mandates of sources of renewable energy, and other
regulations.

The Company vndertakes no obligarion to publicly updare or revise any forward-looking staiements, whether as a
result of changes in acteal results, changes in asswmptions, or other factors affecting such statemenis.
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ITEM 7A. QUALITATIVE AND QUANTITATIVE ISCLOSURES ABOUT MARKET RISK

The Company 15 exposed (o vartous business risks associated with commodity prices, interesi rales, and counter-
party credit. These financial exposures are monitored and managed by the Company as an inlegral part of ts
overall risk management program. The Company’s risk management program includes, among other things, the
vse of derivatives. The Company may also execute dernvative coniracts in the normal course of operations while
buying and seiling commodities (0 be used in operations and optimuzing its gencration assets.

The Company has in place a risk management committee that consists of senior management as well as financial
and operational management. The commuttee 18 actively involved m identifying risks as well as reviewing and
autherzing nisk mitigation strategies.

Commedity Price Risk

Repulated Operations

The Company’s reguiated operations have limated exposure to commodity price risk for transactions involving
purchases und sales of nawral gas and electnicily for the benefil of retail customers due to current Indiana and Ohio
regulations, which subject 1o compliance with those regulations, allow for recovery of the cost of such purchases
through natural gas and fuel cost adjustment mechanisms. Constructive regulatory orders, such as that authonzing
lost margin recovery and recovery of unaccounted for gas and other gas related expenses, also mitigate the effect
volatile gas costs may have on the Company’s financial condition.

Although Vectren’s regulated operations are exposed to limated commodity price risk, volatile natural gas prices
have other effects such as higher working capital requirements, higher interest costs, and some level of price-
sensitivity in velumes sold or delivered. The Company will manage these risks by cxecuting derivative contracts
that hedge the price of forecasted natuaral pas purchases. These contracts are sabject to regulation which altows for
reasonable and prudent hedging costs o be recovered through rates. Thercfore, SFAS 71 controls when the offset
to mark-to-market accounting is recognized in earnings.

Wholesale Power Marketing

The Company’s wholesale power marketing activities include asset optinizahion sirategies that manage the
wtilization of avatlable electric generating capacily. These optimizalion strategies involve the sale of excess
generation into the MISO Day Ahead and Real-time markets. As part of these strategies, the Company may also
execute energy contracts that cormit the Company to purchase and sell electricity in the future. Cormmodity price
risk results from ferward positions that commit the Company to deliver clectricity. The Company mitigates price
risk exposure with planned unutilized generatzon capability and offsetting forward purchase contracts. The
Company accourts for asset optimization contracts that are derivatives at fair value with the offset marked to
market through carmings. No market sensitive derivative positions were outstanding on December 31, 2007 and

2606.

Other Operatipns

Other commodity-related operations are exposed to commadity price risk associated with fluctuating commodity
prices inchuding electricity, natural gas, and coal. Other commodily-related operations include regulated sales of
electricity to certain municipalities, nonuttlity relail gas marketing, and coal mining operations. Open posilions in
terms of price, volume, and specified delivery points may occur and are managed using methods described below
with frequent management reporting.

The Company purchases and sells commodities. including electricity, natoral gas, and coal to meet customer
demands and operational needs. The Company executes forward contracts and occasionally option contracts that
corymit the Company 1o purchase and sell commodities in the future. Price risk from forward positions obligating
the Compuny to deliver commadities 1s mitigated using stored inventory, generating capability, and offsetting
forward purchase contracts. Price nisk also results from forward contracts obligating the Company to purchase
commodities to fulfifl forecasted nonregulated sales of natural gas and coal that may or may not occur. With the
excepiion of a small portion of contracts that are derivatives that qualify as hedges of forecasted transactions under
SFAS 133, these contracts are expected to be seltted by physical receipt or delivery of the commodity,

46

0123



Unconsolidated Affiliate

Prol.iance, a nonregulated energy markcung affiliate. engages in epergy hedging activitics to manage pricing
decisions, minimize the risk of price volatility, and minimize price nisk exposure in the energy markets.
ProLiance's markct expuosure arises from storage inventory. imbalances, and fixed-price forward purchase and sale
contracts. which are entered into 10 support its operating activilies. Currently, ProLiance buys and sells physteal
commodities and vtilizes financial instruments to hedge its market exposure. However, net open positions in terms
of price, volume and specified delivery point do occur. ProLiance manages open positions with policies which
limit is exposure to market risk and require reporting potential financial exposure to 1ts managerment and 1ts
members.

Interest Rate Risk

The Company is exposed 10 interest rale risk associated with its borrowing arrangements. Its risk management
program secks to reduce the potentially adverse effects that market volatility may have on interest expense. The
Company manages this risk by allowing an annual average of 20 percent and 30 percent of its total debt 1o be
expased to variable rate volatilty. However, this targeled range may be exceeded during the seasonal jncreases in
short-termn borrowing. To manage this exposure, the Company may use derivative financial instruments.

Market risk is estimated as the potential impact resulting from fluctuations in interest rates on adjustable rate
homowing arrangements exposed to short-term interest vate volatifity. During 2007 and 2006, the weighted average
combined borrowings under these arrangerments approximated $493 million and $342 million, respectively, At
December 31, 2007 and 2006, combined borrowings under thesce arrangements were $660.1 million and $550.9
million, respectively. Based upon average borrowing rates under these facilities during the years ended December
31, 2007 and 2000, an increase of 10U basis points {one percentage point) in the rates would have increased interest
expense by $4.9 million and $3.4 million, respectively.

At December 31, 2007, SIGECO has approximately $103 milhon of tax-exempt adjustable rate long-term debnt
where the interest rales on this debt are reset every seven days through an auction process. Throughout 2007, the
weighted average Inlerest rate associated with this debt was 4,15 percent. If these auctions were to fail, interest
rates would reset 1o the maximum rates permitted under the various debt indentures of 10 percent to 15 percent for
the following week. On a weekly basis, interest expensc using these maximum rates would be approximately
$200,000 higher than the average weekly inlerest expense based on rates experienced during 2007, No SIGECO
auctions failed during 2007 nor have they during the period since Vectren was formed in 2000.

However, in February 2008, significant disruptions occurred in the overall auction rate debl markets, As a result,
many auctions of tax exempt debt, including some of those involving SIGECO's auction rate debt, faited as a result
of insufficient order interest from potential investors. These failures are largely attributable to a lack of ligmdily in
the market place arising from downgrades in, and negative watches regarding, credit ratings of monoline insurers
ihat guarantee the timely repayment of hond principal and interest if an issucr defaults as well as from disruptions
in the overall financial markets. Monoline insurer Ambac Assurance Corporation insures the Company’s anction
rate long-tern debt. As a result of these failed auctions, the Company has experienced, and may continue to
expencnce, mcreased intercst costs.

Subject to applicable notice provisions, SIGECQO may, at its option, redeem this auction rate debt al par value plus
the accrued and unpaid interest or elect 1o utilize other interest rate modes available to it as defined in the various
debl indemtures. SIGECO is in the process of providing notice 1o current holders of this debt that it will be
converted from the auction rate mode into a daily interest rate mode during March 2008 and the debt will be subject
to mandatory tender for purchase on the conversion date at 100 percent of the principal amount plus accrued
interest. Following conversion to the daily mode, SIGECO maintains its oplions to again converl the debt to other
mterest rate modes and remarket it to mvestors or redeem the debt and reissue new debt, including the possibility of
replacing it with taxable debt from Utilny Holdings.

Other Risks

By using forward purchase contracts and derivative financial instruments to mmanage nisk, the Company, as well as
ProLiance, exposes itself 1o counter-pany credn risk and market risk. The Company manages exposure to counter-
party credit risk by entering 1nto conlracts with companies that can be reasonably expected to fully perform under
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the terms of the contract. Counter-party credit risk is manitored regularly and positions are adjusted appropriately
to manage risk. Fuarther, tools sach as netting arrangements and requests for collateral are also used to manage
credit risk. Market risk is the adverse effect on the value of a financial instrument that results from a change in
commodity prices or interest rates. The Company attempis to manage exposure to market risk associated with
commodity contracts and interest rates by establishing parameters and monitoring those parameters that limit the
tvpes and degree of market nisk that may be undenaken.

The Company’s customer recetvables from gas and electric sales and gas transportation services are primarily
derived from a diversified base of residential, cornmercial, and industrial customers located in Indiana and west
central Ohio. The Company manages credit nisk associated wilh 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. In addition,
credit nisk 1s mutigated by regulatory orders that allow recovery of all bad debt expense in Ohio and the gas cost
portion of bad debt expense in Indian,
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[TEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

MANAGEMENT'S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

Vectren Corporation’s management is responsible for establishing and maintaining adequate internal controls over
financial reporting. Those control procedures underlie the preparation of the consolidated balance sheets,
statements of mceome, cash flows, and common shareholders’ equity, and related footnetes contained herein.

These consolidated financial statements were prepared in conformity with accounting principles generally accepted
in the Untled States and [ollow accounting policies and principles applicable to regulated public utilities. The
inlegrity and chjecuvaty of these consolidated financial statements, including required estimates and judgments, 1s
the responsimiity of management.

These consolidated financial statements are also subject to an evalnation of intemal control over financial reporting
conducted under the supervision and with the participation of management, including the Chicf Executive Officer
and Chief Fnancial Officer. Based on that evaluation, conducted under the framework in biternal Comtrol —
Integrated Framework issued by the Commitiee of Sponsoring Organizations of the Treadway Commission, the
Company concluded that its internal control over financial reporting was effective as of December 31, 2007,
Management certified this fact in its Sarbanes Oxley Section 302 certificalions, which are attached as exhibits to
this 2007 Form 10-K
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directars and Shareholders of Vectren Corporation:

We have audiled the accompanying consolidated balance sheets of Vectren Corporation and subsidiaries (the
“Company ) as of December 31, 2007 and 2006, and the related consolidated statements of income, common
sharcholders” equily and cash flows for each of the three years in the period ended December 31. 2007, Our audiis
also included the financial statement schedule included in the Index at ltiem 15. These financial statements and
financial statement schedule are the responsibility of the Company’s managememt. Our responsibility is to express
an opinton on the financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Thase 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 helieve that our audits provide a reasonable basis for our opinion.

In our opinaon, such consolidated financial statements present fairly, in all material respects, the finaneial position
of Vectren Corporation and subsidiaries as of December 31, 2007 and 20086, and the results of their operations and
their cash flows for each of the three years in the peniod ended Decemnber 31, 2007, in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion, such financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information sct forth therein.

As discussed in Note 7 to the consolidated financial statements, in 2006 the Company adopted the provisions of
Statement of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and
{hher Postretivement Plans — an amendment of FASR Statements No. 87, 88, 106 and 132(R).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the Company’s internal control over financial reporting as of December 31, 2007, based on the
criterta established in Internal Controf — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 19, 2008 expressed an unquatified
opinion on the Company’s internal control over financial reporting.

DELOITTE & TOUCHE LLI
Indianapolis, Indiana
February 19, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Direclors and Shareholders of Vectren Corporation:

We have audiled the internal control over financial reporting of Vectren Corporation and subsidianes {the
“Company ) as of December 31, 2007, based on crileria established in Internal Control — Imtesraied Framework
issued by the Commitiee of Sponsoring Organizations of the Treadway Commission. The Company’s management
is responsible for maintaining effective internal control over financial reporting and for 1s assessment of the
effectiveness of internal cantrol over financial reporting included in the accompanying Management's Report on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company's tnternal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounling Oversight Board
{Umted States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance about
whether effective internal control over fimancial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances, We believe
that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the rehability of financtal reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s mtemmal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded a5 necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in zccordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or inely detection of unauthonized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial staterents.

Because of the inheremt Iimitations of internal control over financial reporting, including the possibility of collusion
or improper managemcnt override of controls, material misstatements due to error or fraud may not be prevented or
detected on a umely basis. Also, projections of any evaluation of the effectivencss of the internal conlrol over
financial reporung o future periods are subject fo the risk that the controls may become madequate because of
changes m conditrons, or thal the degree of compliance with the policies or procedures may deleriorate.

{n our opmion, the Company maintained, in all material respects, effective internal control over financial reporting
as of December 31. 2007, based on the criteria established in Inrernal Controf — Integrated Framework issued by
the Commitiee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Qversight Board
{United S1ates), the consolidated financial statements and financial statement schedule as of and for the year ended
December 31. 2007 of the Company and our report dated February 19, 2008 expressed an unqualified opinion on
those (inanctal staternents and financial statement schedule and included an explanatory paragraph regarding their
2006 change in method of accounting for defined benefit pension and other postretirement plans.

DELOITH: & TOUCHE LLP
Indianapolis, Indiana
February 19, 2008
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS
(In millions)

At December 31,

2007 2006
ASSETS
Current Assets
Cash & cash equivalents 3 20.6 3 328
Accounts receivable - less reserves of $3.7 &
$3.3, respectively 189.4 198.6
Accrued unbilled revenues 168.2 146.5
Inventories 160.9 163.5
Recoverable fuet & natural gas costs - 1.8
Prepayments & other current assets 160.5 1727
Total current assets 699.6 7159
Utility Plant
Original cost 40629 3,820.2
less: accumulated depreciztion & amortization 1,523.2 1,434.7
Net utility plant 2,539.7 2,385.5
Invesiments in unconsolidated affiliates 208.8 181.0
Other investments 710 745
Nonutility property - net 3203 2944
Goodwill - net 238.0 237.8
Regulatory assets 1753 163.5
Other asscts 377 39.0
TOTAL ASSETS $ 4,206.4 $ 4,091.6

The accompanying notes are an inlegral part of these consolidated finuncial statemenis.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE SHEETS

(In millions)

At December 31,

2007 2046
LIABILITIES & SHAREHOLDERS' FEQUITY
Current Liabilities
Aceoumts payabie $ 187.4 h 180.0
Accounts payable to affiliated companies 83.7 89.9
Refundable fucl & natural gas costs 272 353
Accrued liahilities 171.8 147.2
Short-term borrowings 5570 464.8
Current maturities of long-term debt a.3 2472
Long-term debt subject to tender - 20.0
Total current liabilities 1,027.4 961.4
Long-term Debt - Net of Current Maturities &
Debt Subject to Tender 1.245.4 1,208.0
Deferred Income Taxes & Other Liabilities
Deferred income taxes 3181 260.7
Regulatory liabilities 307.2 2911
Deferrcd credits & other liabilities 164.2 195.8
Total deferred credits & other Habilities 789.5 747.6
Minority [nterest in Subsidiary 04 04
Commitments & Contingencies {Notes 3, 12-14)
Comimon Sharcholders' Equity
Common stock (no par value) — issved & outstanding
76.3 and 76.1, respectively 53277 525.3
Retained earnings 688.5 643.6
Accumulated other comprehensive income 12.5 5.1
‘Total common sharcholders' equity 1,233.7 1,174.2
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $ 42964 $ 40916

The accompanying netes are an integral part of these consolidoted financial starements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF INCOME

(In millions, except per share amounis)

Year Ended December 31,

20077 2006 2003
OPERATING REVENUES
Gas utility $ 12694 $ 1.2325 $ 1.359.7
Electric utility 487.9 4222 4214
Nonutility revenues 524.6 386.9 246.9
Total eperating revenues 2,281.9 2,041.6 2,025.0
(OPERATING EXPENSES
Cosl of gas sold 8472 8415 973.3
Cost of fuel & purchased power 174.8 1515 144.1
Cost of nonutility revenues 287.7 248.7 191.0
Other operating 4569 3418 282.2
Depreciation & amortization 184 8 172.3 158.2
Taxes other than income taxes 70.0 63.3 66.1
Tuotal operating expenses 20214 1,821.1 1,814.9
OPERATING INCOME 2605 220.5 2131
OTHER INCOME
Equity n earnings of unconsolidated affiliates 2249 17.0 456
Other — net 30.8 2.7 6.2
Total other income 59.7 143 518
Interest expense 101.0 95.6 839
INCOME BEFORE INCOME TAXES 219.2 139.2 181.0
Income taxcs 76.0 303 44.}
Minority interest 0.1 0.1 0.1
NET INCOME $ 1431 3 10838 § 1368
AVERAGE COMMON SHARES QUTSTANDING 75.9 757 73.6
DILUTED COMMON SHARES QUTSTANDING 76.6 76.2 76.1
EARNINGS PER SHARE OF COMMON STOCK:
BASIC $ 1.8% $ 1.44 $ 1.81
DILUTED $ 1.87 $ 1.43 $ 1.80

The accomparniving notes are an integral part of these consolidared finagncial statements,
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF CASIH FLOWS
{In millions)

Year Ended December 31,

2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Nerl income & 1431 % 10838 $ 1368
Adjustments 1o reconcite net income to cash from operating activitics:
Depreciation & amortization 1848 1723 158.2
Deferred incomue taxes & investment 1ax credits 2740 1.4 (8.6}
Equity in earnings of unconsoliduted affiliates (22.9) (17.0) {45.6)
Provision for uncotlectible aceounis 164 15.3 15.1
Expense portion of pension & postreticement beneiit cost 3.8 10.7 10.7
Other non-cash charges - net 4.8 11.4 1.9
Changcs in working capital accounts:
Accounts receivable & accrued unbilled revenue (29.4) 108.9 (102 9
Invemtones 2.6 {17.6} 71.9
Recoverable/refundable fuel & nawral gas costs (6.3) 41.3 35
Prepayvments & other current assets A (212 36.1
Accounts payable, including 1o affiliated companies 49 (1L 6) 1012
Accrued liabihitics 4.6 {23.2) 274
Urconsolidated afftliate dividends 208 358 i2.8
Changes in noncurrent assets 214 (25.8) {6.9)
Changes in noncurrent Habilities (37.5) (19.3) {(5.4)
Net cash flows from operating activities 298.1 310.2 268.4
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds Mrom:
Long-term debt - net of (ssupance costs 16.4 928 2742
Stack option exercises & other stock plans 5.2 - -
Requirements for:
Dividends on common slock (96.4) (93.1) (90.5)
Retirement of long-term debt {23.9) {124.4) (88.5)
Redemption of preferred stock of subsidiary - - 0.1
Net change in short-term borrowings 922 164.9 (112.5)
Other activity (0.8) (0.0} {0.6)
Net cash flows from ﬁnan@g activities (7.3} 306 {18.0)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds tfrom:
Unconsolidated affiliate distributions 127 2.0 6.9
Other colfections 380 34 43
Requirements fos:
Capital expenditures, excluding AFUDC equity (334.5) (281.4) (231.6}
Unconsoelidated affiliate invesiments (17.3) (16.7} {192y
{her investments (1.7} (44.7) -
Net cash Hows fram investing activities {303.0) (3374} (239.6)
Net change in cash & cash equivalents (12.2) 124 10.8
Cash & cash equivalents al beginning of period 328 204 9.6
Cash & cash ¢cquivalents at end of period $ 206 ¥ 328 5 204
Cash paid during the year tor:
Interest § 4973 5 929 $ 796
Income taxes 437 363 48.1

The accamparnying noies ave an integrad pari of these consolidared finuncial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY

(i millions, excepf per share amaunis)

Common Stock

Accumulated Other

Retained Comprehensive
Shares  Amount Eamings income (Loss) Toal
Balance at January |, 2005 759 S5 5268 $ 5830 § {15.0) § 11,0948
Comprehensive income:
Net income 136.8 1368
Minimum pension hability adjustments &

other - net of $0.1 miHlion n tax 0.2 02
Cash flow hedges

unrezlized gains(losses) - net of $2.9 million in tax 4.2 42

reclassifications 10 net income- net of $0.2 million in tax {0.2) (0.2)
Comprehensive income of unconsolidated

affiliates - net of $1.8 mulhion in tax (2.8) 2.8)
Total comprehensive income 1382
Commen stock:

Dividends {$1.19 per share) (90.5) (90.5)
Other 0.1 1.3 {0.5) 038
Balance at December 31, 2005 76.0 528.1 628.8 (13.6) 1,143.3
Comprehensive income:

Net income 108.8 108.8
Mininum peasion lability adjustments &

other - net of $5.4 million in tax 7.0 7.9
Cash flow hedge

unrealized gains(losscs) - net of $1.7 million in kax (2.6) {2.6)

reclassifications 1o net income- net of $0.7 million in tax (1.0} (1.0}
Comprehensive income of unconsolidated

affiliates - net of $4.3 million in 1ax 6.4 64
Total comprehensive income 1195
Adoption of SFAS 138 - net of $5.2 million in 1ax 8.0 8.0
Common stock:

Dividends ($1.23 per share) (93.1) (9313
Adoption of SFAS 123R 4.1} 4.0
Other 1 1.5 (0.9 096
Balance at December 31, 2006 76.1 525.5 643.6 5.1 1,174.2
Comprehensive income:

Net income 1431 143.1
SIFAS 15¥ funded stats adjustment - net of $0.5 mitlion in tax 0.7 .7
Cash flow hedges

anrealized gains(losses) - net of $0.3 million in tax 0.9 09

reclassifications to ret incomne- net of $0.3 million in 1ax (1.0) (1o
Comprehensive income of vaconsohdated

affiliates - net of 34.2 in tax 0.8 6.8
Total comprehensive income 150.5
Adoption of FIN 48 (0.1} HIR)]
Common stock:

Stock option exercises & other siock plans 0Dz a2 5.2

Dividends (51.27 per share) {26.4) (96.4)
Other 2.0 (1.8} 0.2
Balance at December 31, 27 763 % 5327 5 6B8S § 125 $ 1,2337

The accompanying notes are an imtegral part of these consolidaied financial statements,
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
NOTES TO THE CONSOILIDATED FINANCIAL STATEMENTS

1. Organization and Nature of Operations

Vectren Corporation (the Company or Vectren), an Indiana corporation, 1s an energy holding company
headquartered m Evansville, Indiana. The Company’s wholly owned subsidiary, Vectren Ulility Holdings, Inc.
{Unlity Holdings), serves as the intermediate holding company for three operating public unitities: Indiana Gas
Company, Inc. (Indiana Gas or Vectren North), Southern Indiana Gas and Electric Company (SIGECO or Vectren
South), and the Ohio operations (VEDO or Vectren Ohic). Utility Holdings also has other assets thal pravide
information technology and other services to the three utilities. Utility Holdings’ consolidated operations are
collecuvely referred to as the Utility Group. Both Vectren and Utility Holdings are holding companies as defined
by the Energy Policy Act of 2005 (Energy Act). Vectren was incorporated under the laws of Indiana on June 10,
1699,

Indiana Gas provides energy delivery services to over 568,000 natural gas customers located in central and southern
Indiana. SIGECO pravides cnesgy delivery services to over 141,000 electric customers and approximately 112,000
gas customers located near Evansville in southwestern Indiana. SEGECO also owns and operates electric
generation Lo serve its clecirie customers and optimizes those assets in the wholesale power market. Indiana Gas
and SIGECO generally do business as Vectren Energy Delivery of Indiana. The Ohio operations provide energy
delivery services 1o approximaiely 318,000 natural gas customers located near Davton in west central Ohio. The
COhio operations are owned as a tepancy in common by Vectren Energy Delivery of Ghio, Inc. (VEDO), a wholly
owned subsidiary of Utility Holdings (53 percent ownership), and Indiana Gas (47 percent ownership). The Ohio
operations generally do business as Vectren Energy Delivery of Ohio.

The Company. through Vectren Enterprises, Inc. (Enterprises), is involved in nonutility activities in three primary
business areas: Energy Marketing and Services, Coal Mining and Energy Infrastructure Services. Energy
Marketing and Services markets and supphies natural gas and provides energy managemenl services. Coal Mining
mines and sells coal. Energy Infrastricture Services provides underground construction and repair services and
performance contracting and renewable energy services. Enterprises also has other businesses that invest in
energy-related opportunities and services, real estate, and leveraged lcases, among other investments. In addition,
the Company has in the past invested in projects that generated synfuel tax credits and processing fees relating to
the production of coal-based synthetic fuels. These operations are collectively referred to as the Nonutility Group.
Enterprises supports the Company’s regulated ntlinies pursuant to service contracts by providing natural gas supply
services, coal, infrastructure services, and other services.

2. Summary of Significant Accounting Policies

A. Principles of Consolidation
The consolidated financial statements inclode the accounts of the Company and its wholly owned and majority
owned subsidiaries, after elimination of significant intercompany transactions.

The Company has investments in partnership-like struciures that are variable witerest entities as defined by FASB
Interpretation 46(R }, ““Consolidation of Variable Interest Entities” as a lunited partoer or as a subordinated lender.
These entities are 1involved in activities surrounding multifamily housing and office properties. The Company’s
exposure to loss is limited to its investment which as of December 31, 2007, and 2006, totaled $11.4 million and
$13.4 mmllion, respectively, recorded in Fnvestments in unconsolidated affilivtes, and $11.5 million in both years
recorded in Other investments. The Company s also the equity owner in three leveraged leases, which as of
December 31, 2007, and 2006, {otaled $1 1.0 million and $10.2 million, respectively. The Company does nol
consolidate any of these entities.

B. Cash & Cash Equivalents
All highly liguid investments with an original maturity of three months or less at the date of purchase are
considered cash equivalents,
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C. Inventories
Inventories consist of the following:

At December 31,

fln mitlions) 2007 2006
Gas in storege — al average cost $ 76.8 $ 73.0
Materiats & supplies 33.0 29.5
Fuel {coal & oil) tor electric generauon 306 3.2
Gias 1o storage — at LIFO cost 16.7 26.5
Other 38 33
Total inventorics $ 1669 $ 163.5

Based on the average cost of gas purchased during Deccimber. the cost of replacing gas in storage carried at LIFO
cost exceeded 1.IFO cost at December 31, 2007, and 2006, by approximately $73.0 mitlion and $79.0 million,
respectively. Gas in storage of the Indiana regulated operations is stated at LIFO. Al other mventories are carried
at average cost.

D.  Uulity Plant & Depreciation

Urility plari is stated o historical cost, inclading AFUDC. Depreciation rates are established through regulatory
proceedings and are applied to all in-service utility plant. The original cost of utility plant, together with
depreciation rates expressed as a percentage of original cost, follows:

At December 31,
(I mitlions) 2007 2000
Depreciation Depreciation
Rates as a Rates as a
Percent of Percent of
Original Cost Original Cost Original Cost  Original Cost
Gas utility plant $ 20775 3.6% 5 1,956.1 3.6%
Electric utility plant 18158 33% 1,6855 3.4%
Common utility plant 45.5 2.8% 45.2 3.90%
Construction work in progress 124 4 - 133.4 -
Yot original cost 5 40029 $  3,820.2

AFUDC represents the cost of borrowed and equity funds which are used for construction purposes, and charged to
construction work in progress during the construction period. AFUDC is included in Other - ner in the
Consolidated Statements of locome. The (otal AFUDC capitalized into utility plant and the portion of which was
computed on borrowed and equity funds for all pertods reported follows:

Year Ended December 31,

(fu millions) 2007 2006 2005

AFUDC — borrowed funds 3 35 h] 26 s 1.6

AFUDC - equity {unds 0.5 1.5 0.3
Fotal AFUDC % 4.0 $ 4.1 $ 19

Maintenance and repairs, including the cost of removal of minor ilems of property and planncd major maintenance
projects, are charged to expense as incurred. When property that represents a retirement unit is replaced or
removed, the remaining historical value of such property is charged to Unlity plant, with an oitsetting charge 1o
Accunndated depreciarion. Costs (o dismantle and remove retired property are recovered through the depreciation
rates identified above.

Fomntly Owned Plant
SIGECO and Atcoa Generaling Corporation {AGC), a subsidiary of ALCQOA, own the 300 MW Unit 4 at the
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Warrick Power Plant as tenants in common. SIGECO's share of the cost of this unit at December 31, 2007 15 $63.5
mullion with accurnujated depreciation totaling $46.6 rmllion. The construction work-in-progress balance
associated with SIGECO s ownership interest totaled $56.4 million at December 31, 2007, AGC and SKGECO also
sharc equally in the cost of operation and output of the unit. SIGECO's share of operating costs 1s included in
Other operating expenses in the Consolidated Statements of lacome.

E. Nonutility Property
Norutility property, net of accumulated depreciation and amortization follows:

At December 31,

{In millions) 2007 2006
Computer hardware & software 3 117.0 % 107.7
Land & buildings 76.2 734
Coal mine development cosis & equipment 713 39.7
Vehicles & equipment 350 338
All cther 208 206

Nonutility property - net $ 320.3 $ 294.4

The depreciation of nonutility property is charged against income over its estimated uscful life (ranging from 3.5 to
40 years), using the straight-line method of depreciation or units-of-production method of amortization. Repairs
and maintenance, which are not considered tmprovements and do not extend the usefu! life of the nonutihity
properly, are charged to expense as incurred. When nonality property is retired, or otherwise disposed of, the
asset and accumulated depreciation are removed, and the resulting gain or loss is reflected in income. Nonutility
property is presented net of accumuiated depreciation and amertization totahing $258.7 miltion and $217.0 miltien
as of December 31, 2007, and 20006, respectively. For the years ended December 31, 2007, 2006, and 2005, the
Company capitalized interest totaling $2.3 million, $1.2 million, and $0.4 million, respectively, on nonutility plant
construction projects.

F. Goodwill

Goodwill arising from business combinations s accounted for in accordance with SFAS No. 142, “Goodwill and
Other Intangible Assets™ (SFAS 142). SFAS 142 requires a portion of goodwil} be charged to expense only when it
1s impaired. The Company tests its goodwill for impairment at z reporting unit fevel at least annually and that test
1s performed at the begimaing of cach year. Impairment reviews consist of a companson of the fair value of a
reporiing unit to its cartying amount. If the fair value of a reporting unit is ess than lls carrying amount, an
impairment loss s recognized in operations. Through December 31, 2007, no goodwill impairments have been
recorded. Approximately $205.0 million of the Company’s goodwill is included in the Gas Utility Services
operating segment. The remaining $33.0 million is striburable to the Nonutility Group.

G. Imangible Asscts
Intangible asscts consist of the followng:

(In millions) Al December 31,
2007 2006
Amortizing  Non-amortizing  Amortizing  Non-amortizing
Customer-refated assets 3 39 9 - $ 96 5 -
Market-relaled assels .1 70 0.1 7.0
Intangible asscts, net $ 90 % 70 0% 97 % 7.0

For amortizing mtangible assets, the weighted average remaining life for customer-related assets is 24.3 years and
for market-related assets is 2.5 years. The lotal weighted average hife is 238 years. These amortizing intangible
assets have no sigmiicant residual values. Intangible assets are presemed net of accumulated amortization totaling
$2.0million for customer-related assets and $0.2 multion for market-related assets at December 31, 2007 and $0.2
million for customer-related assets and $0.2 milhion for market-related assets at December 31, 2006. In 2007, 2006
and 2003, amortization associated with intangible assers was $0.7 million, $0.5 million and $0.5 millicn,
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respectively, and should approximate that amount in cach of the next five years. Intangible assets are primarily in
the Nomutility Group.

The Company also has emission allowances relating to its wholesale power marketing operations totaling $2.0
mullion and $4.2 million a1 December 31, 2007 and 2006, respectively. The value of the emission allowances are
recognized as they are consumed or sold on the open market.

H. Regulation

Retail public nulny operations affecting Indiana customers are subject 1o reguiation by the IURC, and retail public
utility operations atfecting Ohio customers are subject to regulation by the PUCO. The Company’s accounting
policies give recognition Lo 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 “Accounlting for the Effects of
Certain Types of Regulation™ {SFAS 71).

Regulatory Assets and Liabilities

Regulalory assets represent probable future revenues associated with certain incurred costs, which will be recovered
from customers through the ratemaking process. Regulatory liabilities represent probable expenditures by the
Company for removal costs or future reductions in revenues associaied with amounts that are to be credited 1o
customers through the ratemaking process. The Company assesses the recoverabiliy of costs recognized as
regulatory assets and liabilitics and the ability to contimie to account for its activities 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 operations cease to meet the criterta of SFAS 71, a write-off of retated regulatory assets and liabilities
could be required. In addition, the Company would be recuired to determine any impairment to the carrymng value
of its utility plant and other regulated assets.

Regulatory Assets consist of the {ollowing:

At December 31,

{In millions) 2007 2006
Future amounts recoverable from ratepayers related to:
Benefit obligations 5 23.6 $ 46.7
Income Laxes 14.0 133
Interest rate derivatives 8.9 -
Asset relirement obligations & ather 10.9 1.9
574 61.9
Amounts deferred for future recovery related to:
Demand side management programs - 217
MISO-related costs - 17.1
Cost recovery riders & other 1.9 4.7
1.9 495
Amounts currcnily recoverad in customer rates related ro:
Demand side management programs 276 1.5
Unamortized debt 1ssue costs & hedging proceeds 250 264
Indiana authorized trackers 215 6.1
MISO-related costs 208 -
Ohio authorized trackers 10.4 0.4
Premiwms paid to reacquire debt & other 10.7 17
116.0 52.1
Total regulatory assets $ 175.3 $ 163.5

Of the $116.0 million currently being recovered in customer rates charged to customers, $27.6 mitlion is eaming a
return. The weighted average recovery period of regulatory assets curvently being recovered is 8 years. The
Company has rale orders for all deferred costs not yet in rates and therefore believes that future recovery is
probable.
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Regulatory Liabifities
At December 31, 2007 and 2006, the Company has approximately $307.2 million and $291.1 million, respectively,
o regulatory Habilities. O these amounts, $288.3 nullion and $270.6 million relate 1o cost of removal obligations.

The Company collects an estimated cost of remaval of its utifity plant through depreciation raies established in
regitlatory proceedings. The Company records amounts expensed in advance of payments as a Regulatory liability
because the liability does not meet the threshold of an asset rettrernent obligation as defined by SFAS No. 143,
“Accounting for Asset Retirement Obligations™ and its related interpretations {SFAS 143).

Refundable ar Recoverable Gas Costs and Cost of Fuel & Purchased Power

All metered gas rales contain a gas cost adjustment clause that allows the Company to charge for changes in the
cost af purchased gas. Metered electric rates contain a fuel adjustment <lause that allows for adjustment in charges
for clectric energy to reflect changes m the cost of fuel. The net energy cost of perchased pawer, subject to an
agreed upon benchmark, s also recovered through regulatory proceedings. The Company records any under-or-
over-recovery resileing from gas and Fuel adjustment clauses each month in revenues. A comesponding assef or
liability is recorded unti} the wnder or over-recovery 1s billed or refunded to utility customers. The cost of gas sold
is charged 1o operating expense as delivered to customers, and the cost of fuel for electric generation is charged to
operating expense when consumed.

I Asset Retirement Obligations

A portion of removal costs related to intenim retirements of gas utility pipeline and utility poles, certain asbestos-
refated issues, and reclamation activities meet the definition of an asset retirement obligation {ARO). SFAS 143
requires entities to record the fair value of a liability for a legal ARO in the period in which it is incurred. When the
Hahility is initialby tecorded, the entity capitalizes a cost by increasing the carrying amount of the related long-lived
asset. The liability is accreted, and the capitalized cost is depreciated over the useful fife of the related asset. Upon
settlement of the liability, an entity cither settles the obligation for tis recorded amount or incurs a gain or loss. To
the exteni regulation is involved, such gain or loss may be deferred.

ARO’s included in Other liabilities total $18.8 miilion and $20.8 miflion at December 31, 2007 and 2006,
respectively. At December 31, 2007, a $9.5 million ARO is included in Accrued liabiliies. During 2007, the
Company recorded accretion of $31.2 million and increascs in cstimates of $6.3 million. During 2006, the Company
recorded accretion of $1.2 miilion and reductions in estimates of totaling $1.2 million.

1. impairment Review of Long-Lived Assets

Long-Tived assets are reviewed as [acts and circumstances indicate that the carrying amount mnay be impaired. This
review is performed in accordance with SFAS No. 144 “Accounting {or the Impairment or Disposal of Long-Lived
Assets” (SFAS 144). SFAS 144 establishes one accounting model for all impaired long-lived assets and long-lived
assets 1o be disposed of by sale or otherwise. SFAS 144 requires that the evaluation for impairment involve the
comparison of an asset’s carrying value to the estimated [uiure cash flows that the assct is expected Lo generate aver
its remaining life. If this evaluation were to conchude that the carrying value of the asset is impaired, an impairment
charge would be recorded based on the difference between the asset’s carrying amount and its {air vatue (less costs
to sell for assets 10 be disposed of by sale) as a charge to operations or discoatinued operations.

K. Comprehensive Income
Comprehensive income 15 a measure of all changes in egunty that result from the non-sharcholder transactions. This
informatian is reported in the Consaolidated Statements of Common Sharcholdery’ Equity. A summary of the
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components of and changes i Accumulaied other comprehensive income for the past three vears follows:

2005 2006 2007
Beginning Changes  End Changes  End Changes End

of Year During of Year Durnng of Year During of Year
{In millions} Balance Year Balance Year Balance Year Balance
Unconsolidated affiliates $ 41 % 46 % 05 $ T O W02 % 150 % 212
Pension & other benefit costs 299 03 (29.0 26.5 (2.5) .2 (1.3)
Cash flow hedges - 6.7 6.7 (6.0) 0.7 {0.1) 0.6
Deferred income taxes 10.2 (1.0) 9.2 {12.5) (3.3) 4.7y {8.0)
Accumulated other
comprehensive income (boss) $(15.0) % 1.4 $(36) §$ 187 S 51 % 74 % 125

Accumulated other comprehensive income arising from unconsolidated affiliates 1s primarily the Company’s
portion of ProLiance Holdings, LLC"s accumuiated comprehensive income related o use of cash flow hedges,
including commodity contracts, and the Company’s portion of Haddinglon Energy Partners, LP’s accumulated
comprehensive income related 1o unrealized gains and losses on marketable securities. (See Note 3 for more
information on unconsohdated aifiliates.)

L. Revenues

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 accounting period.

M. Excise and Utility Receipis Taxes

Excise taxes and a portion of utility receipts taxes are included in rates charged to customers. Accordingly, the
Company records these taxes received as a component of operating revenues, which totaled $41.8 million in 2007,
$39.7 million n 2006, and $42.6 million in 2005. Expense associated with excise and utility receipts taxes are
recarded as a componemt of Taxes other than Income taxes.

N. Use of Esimates

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 assels and
liabilities and disclosure of contingent assets and hiabilities at the date of the financial statements and the reporied
amounts of revenues and expenses dunng the reporting period. Actual results could differ from these estimates.

). Other Significant Policics
Included elsewhere in these Notes are significant accounting policies related to investments in unconsohidated
affiliates (Note 3), income taxes (Nole 6), earmnings per share (Note 11), and derivatives (Note 13).

As more fully described in Note 9, the Company applied the intrinsic method prescribed in APB Opinion 25,
“Accounting for Stock Issued o Employees™ (APB 25) and related inlerpretations when measuring compensation
expense for its share-based compensation plans in the years prior to 2006. The exercise price of stock options
awarded vnder the Company’s stock option ptens equaled the fair market value of the underlying common stock on
the date of granl. Accordingly, no compensation expense was recognized related to stock option plans prior to
2006. For the year ended December 31, 2003 the effect on net income and earnings per share as if the fair value
based method prescribed in SFAS 123 had been applied 1o stock option grants follows:
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Year Ended

December 31,

{In millions, except per share amounts) 2005
Net Income as reported: b 136.8

Share-hased employee compensation included in reported net income-net of tax 2.1

Total share-based employee compensation expense determuned under fair value

based method for all awards-net of tax {2.8)

Pro forma net income $ 136.1
Basic earnings per share as reported: $ 1.81
Basic earmings per share pro forma: 1.80
Diluted eamings per share as reported: $ 1.80
Diltuted canungs per share pro forma: 1.79

3. Investments in Unconsolidated Affiliates

Investments in unconsolidated affihates where the Company has significant influence are accounted for using the
equity method of acconnting. The Company’s share of net income or loss from these investments is recorded in
Equity in earnings of unconsolidared affiliares (See Note 17). 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
sigaificant influence are accounted for using the cost method of accounting and include adjestments for declines in
value judged to be other than temporary. Dividends are recorded as Cither - net when received. {nvestments in
unconsolidated afftiiaies consist of the following:

At Decernber 31,

(I millions) 2007 2006
ProLiance Energy, [LC $ 178.6 $ 146.7
Haddingtan Encrgy Partnerships 138 138
Other partnerships & corporations 164 20.5

Total investments in unconsolidated affiliates $ 208.8 $ 151.0

Prol.iance Holdings, L1L.C

ProLiance Holdings, LLC (ProLiance), a nonutility energy marketing affiliate of Vectren and Citizens Gas and
Coke Utlity (Citizens Gas), provides services 1o a broad range of mumcipaliies, utiitres, industrial operations,
schools, and healthcare institutions located throughout the Midwest and Southeast United States. Proliance’s
customers include Vectren's Indiana utilities and nonutility gas supply operations as well as Citizens Gas.
Proliance’s primary businesses include gas marketing, gas portfolio optirmzation, and other portfolio and energy
management services. Consistert with its ownership percentage, Vectren is ailocated 61 percent of ProLiance's
profits and losses; however, governance and voting rights remain at 50 percent for each member; and therefore, the
Company accounts for 1ts investment in Proliance using the equity method of accounting. The Company,
including its retall gas supply operations, contracted for 75 percent of its natural gas purchases through ProLiance
in 2007 and 2006

Swmmarized Financiul Infermation

Year Ended December 31,

fin militons) 2007 2006 2005
Summarized Statement of Income information;
Revenues $ 2.267.1 $ 2.505.5 $ 323740
Margin 97.4 105.9 6.0
Operating income 61.5 350 87.1
Prol.iance's earnings 67.2 57.9 86.0
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As of December 31,

{In millions) 2007 2006
Summarized balance sheet information:
Curreni asscts $ 684.3 % 6524
Noncurrent assets 45.2 41.5
Current labilices 436.9 4337
Noncurrent liabilitics 4.3 4.2
Equmty 288.3 236.1

Vectren's share of Prol.iance’s eamings, after income taxes, allocated interest expense, and other income was $22.9
million, $18.3 milkion, and $31.1 million for the years ended December 31. 2007, 2006, and 2003, respectively.

Transactions with ProLiunce

Purchases from ProLiance for resale and {or injections into storage for the years ended December 31, 2007, 2006,
and 20053, totaled $792.4 million, $777.0 million, and $1,049.3 million, respectively. Amounts owed to ProLiance
at December 31, 2007, and 2006, for those purchases were $81.5 million and $84.8 million, respectively, and are
included in Accounts payvable to affiliated companies in the Consolidated Balance Sheets. Amounts charged by
Probaance for gas supply services are established by supply agreements with cach utility.

Vectren received regulatory approval on April 25, 2006, from the TURC for ProLiance to provide natural gas supply
services to the Company’s Indiana utilities through March 2011, ProLaance has not provided gas supply/portfolio
admunistration services to VEDO since October 31, 2005,

Regularory Matter

ProLiance self reported to the Federal Energy Regulatory Commission (FERC or the Commission) in October 2007
possible non-compliance with the Comunission’s capacity release policies. ProLiance has taken corrective actions
to assure that current and future transactions are comphiant. ProLiance is committed to full regolatory comphiance
and is cooperattng fully with the FERC regarding these issues. ProLiance is unable o predict the outcome of any
FERC action.

Proliance Lawsnii Settfermnent

On November 22, 2006, Prol .iance seltled a 2002 civil lawsuit between the City of Huntsville, Alabama and
Proliance. The $21.6 million settlement related to a dispute over a contractual relationship with Huntsville
Uilities during 2000-2002.

During 2006, ProLiance recorded an $18.3 miilion charge recognizing the settlement. During 2004, ProLiance
recorded $3.9 million as a rescrve for loss contingency recognizing the initial unfavorable judgment and the
uncertainties related 1o uitimate outcome. During 2006 and 2003, 50.1 million and $0.5 million of legal fees were
charged against the reserve,

As an equity investor in ProLiance, Vectren recorded its share of these charges which totaled $6.6 million after 1ax
in 2006 and $1.4 mithion after 1ax in 2004,

Haddington Energy Parinerships

The Company has an approximate 40 percent ownership interest in Haddmgton Energy Partners, 1P (Haddington |
and Haddington Energy Panners 1L, LP (Haddington II). On a combined basis, these partnerships raised a total of
$67 miilion to invest in energy related ventures, As of December 31, 2007, the Company has no further
commiments to invest m either Haddington Lor . As of December 31, 2007, these Haddington ventures have two
remaining investments refated to compressed air storage and liquefied natural gas storage. Both Haddington
venfures are investment companies accounted for using the equity method of accounting.

The following is summarized financial information as (o the assets, liabilities, and resuhs of operations of
Haddington. For the year ended December 31, 2007, revenues, operating loss. and net lass were (in miliions) zero,
$(0.4), and $¢(.3). respecuvely. For the vear ended December 31. 2006, revenucs, operating loss. and net loss were
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{in millionsy zero. $(0.3), and $(0.3), respectively. For the year ended December 31, 2005, revenucs, operating
income. and net income were (in millions} $13.2, $12.4, and $22.2, respectively. As of December 31, 2007,
investraents, other asscts, and liabilities were (in millions) $31.3, $1.1, and zero, respectively. As of December 31,
2006, mvestments, other assets, and labilities were (in mitlions} $31.3. $1.0, and zero, respectively.

Pace Carbon Synfuels, LP

Pace Carbon Synfuels, LP (Pace Carbon) 15 a Delaware limited partnership fonmed to develop, own, and operate
four projects to produce and sell coal-based synthetic fuel (synfuel) utihzing Covol technology. The Company has
an 8.3 percent interest in Pace Carbon which 1s accounted for wsing the equity method of accounting. The Internal
Revenue Code provided for manufacturers, such as Pace Carbon, io receive a tax credit for every ton of synthetic
fuel sold. In addition, Vectren Fuels, Inc_, a wholly awned subsidiary involved in coal mining, received processing
fees from synfuel producers unrclated to Pace Carbon for a portion of its coal production. The tax law authorizing
synfuel related credits and fees expired on December 31, 2007.

The Internal Revenue Service 1ssued private lefter nilings, which concluded the synthetic fuel produced at the Pace
Carbon facilines should qualily for tax credits. The IRS has completed tax audis of Pace Carbon for the years
1998 through 2001 without challenging tax credit calculations. Generally, the statote of limitations for the RS to
audir a tax retum is three years from filing. Therefore tax credits wtilized in 2004 - 2007 are stil} subject to IRS
examination. However, avenucs remain where the IRS could challenge tax credits of pre-2004 years.

As a partner of Pace Carhon, Vectzen has reflected synfuel tax credits in its conselidated results from inception
through December 31, 20807 of approximately $99 million, of which approximately $60 mitlion have been
generated since 2003. To date, Vectren has been in a position to utilize or carryforward substantially all of the
credits generated. Primarily from the use of these credits, the Company has an Allernative Minimum Tax (AMT)
credit carryforward of approximately $35.7 million at December 31, 2007.

Synfuel tax credits are only available when the price of oil is less than a base price specified by the Internal
Revenue Code, as adjusted for iaflation. The Company eslimates that high oil prices caused a 74 percent phase out
in 2007. Therefore, of the $23.1 million tax credits generated in 2007, only $6.0 million are reflected as a reduction
to the Company’s income tax expense. In 2006 high oil prices resulted in a 35 percent phase out of synfuel rax
credits. Of the $21.5 million tax credits generated in 2006, only $14.0 million are reflected as a reduction to the
Company’s tncome tax expense.

Since 2005, the Company executed several financial contracts to hedge oil price risk. Income statement activity
associated with these contracts was gain of $13.4 mitlion in 2007, a loss of $4.7 muilion m 2006 and a loss of $1.9
rmiflion in 2005. This activity 1s reflected in Orher-ner. Impairment charges related to the investment in Pace
Carbon approximating $9.5 miilion were recorded in Gther-nei in 2006.

Synfuel-related resulis, inclusive of equity method losses and their related tax benefits as well as the tax credits and
octher refated activity, were earmnings of $6.8 miltion inn 2007, compared to a loss of $5.3 milhon in 2006 and
sammgs of $F 7 mithion in 2005

The {ollowing is summarized financial infornation as to the assets, labilities, and results of operations of Pace
Carbon. For the vear ended December 31, 2007, revenues, margin, operating loss, and net loss were (in millions)
$471.1, (5139.7), ($158.8), and (5240.2), respectively. For the vear ended Decernber 31, 2006, revenucs, margin,
operating loss, and net loss were (in millions) $389.7, (5116.4), ($175.5), and ($176.8), respectively. For the year
ended Pecember 31. 2005, revenues, margin, operaling loss, and net loss were (in millions) $333 .4, ($135.3),
(5170.3), and ($175.7}, respectively. As of December 31, 2007, current assets, noncurrent assets, current liabilites,
and noncurrent liabibities were (in millions) $65.3, $67.3, $30.8, and $48.6, respectively. As of December 31,
2006, current assets, noncurrent assets, curreni liabilities, and noncurrent Habilities were (in millions) $61.3, $54 .4,
$46.6, and $36.5, respectively,

Utilicom Networks, E1.C & Related Entities

‘The Company had an approximate 2 percent equity interest and a convertible subordinated debt investment in
Utilicom Networks, LLC (Utiicom). The Company also had an approximate 19 percent equity interest in
SIGECOM Haldings, Inc. (Holdings), which was formed by Utilicom to hold interests in SIGECOM, LLC
(SIGECOM). SIGECOM provided broadband services, such as cable television, high-speed internet, and advanced

65
0142


http://ba.se

tocal and long distance phone services. to the greater Fvansville, Indiana area. The Company accounted for ifs
vestments in Utilicom and Holdings using the cost method of accountng.

In August 2000, SIGECOM’s majority owner and the Company sold their interests in SIGECOM to
WideOpenWest, LLC. Resultng {rom the sale, the Company recorded a loss of $1.3 mitlion after tax in 2006,
Proceedds to the Company, which includes the settlement of notes recetvable, approximated $45 million and were
received i 2007,

Undistributed Earnings of Unconsolidated Affiliates
As of December 31, 2007, undistributed eamings of unconsolidated affiliates approximated $158 million and are
primarily comprised of the undistributed earnings of ProLiance.

4. Miller Pipeline Corporation Acquisition in 2006

Effective luly 1, 2006, the Company purchased the remaining 50 percent ownership in Miller Pipeline Corporation
(Miller), making Miller 2 wholly owned subsidiary. The results of Miller's operations, formerly accounted for
using the equily method, have been included m consolidated results since July 1, 2000, Based on current
accounting rules. Miller is consolidated on a prospactive basis only, Prior periods were not reslated.

Miller, originally founded in 1953, performs natural gas and water distribution, transmission, and construction
repair and rehatslitanon primanty in the Midwest and the repair and rehabilitadon of gas, water, and wastewater
facilities nationwide. Milier™s customers include Vectren's ntilities.

While the acquisition of Miller has not been material to the overall financial statements, consalidating Miller
resalted in, among other impacts, increases in Nownutility revenue (otaling $105.7 million i 2007 compared (o 2006
and $77.6 million in 2006 compared to 2005; and increases in Otier operating expense totaling $90.9 million in
2007 compared 1o 2000 and $60.8 million in 2006 compared 0 2005, The transaction also increased consolidated
Goodwilf by approximately $31 million, intangible assets, which are included in Ovher assers, by $14 million, and
$24 million in Long-term debi. Of the 331 million of goodwill, approximately $0.9 million is not deductible for tax
PUrposes.

Prior to this transaction. Miller was 100 percent owned by Reliant Services, LLC {Reliant). Reliant, a 50 percent
owned strategic alliance with an affiliate of Duke Energy Corporation, is accounted for using the equity method of
accounting, and previously provided faciliies focating and meter reading services to the Company’s ulilities. In
2007, fecs pard to Reliant were less than $0.1 miliion. For the years ended December 31, 2006, and 2005, fees paid
1o Reliant for locating and meter reading scrvices as well as for Miller’s constroction-related services totaled $20.6
million. and $21.3 million, respectively. Amounts charged are market based. Amounts owed to Reliant totaled less
than $0.t million at both December 31, 2007 and 2006 and are included in Accounts pavabie to affiliared
camparnies in the Consolidated Balance Sheets. Reliamt exited the meter reading and facilities Jocating businesses

in 2006,

5. Other Investments

{Other investimenis consist of the following:

At December 31.

(frt millions} 2007 2006
I.everaged leases % 303 h 31.0
Cash surrender value of fife insurance policies (Sce Note 7) 18.2 16.6
Other investinents 28.5 26.9
Total other investments $ 77.0 $ 74.5

Leveraged Leases

The Company s a fessor in three leveraged Jease agreements under which real estate or cquipment 1s leased (o third
parties. ‘The total equipment and facilities cost was approximately $76.2 million a1 both December 31, 2007, and
2006, respectively. The cost of the equipment and lacilities was partially financed by non-recourse debt provided
by lenders who have been granied an assignment of rentals due under the leases and a security interest in the leased
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property, which they accepted as their sole remedy in the event of defanit by the lessee. Such debt amounted to
approximately $46.7 mithion and $47.4 mitlion at December 31, 2007, and 20006. respectively. At December 31,

2007 and 2006, the Company’s leveraped lease investment, net of related deferred Lax liabifities, was $11.0 millien

and $10.2 million, respectively.

Other Investments
Other investments include notes recejvable, restricied cash, and a municipal bond, among other Hems.

6. Income Taxes

The components of income tax expense and uithzation of investment tax credits follow:

Year Ended December 31,

(in millions) 2007 2006 2005
Current:

lederal $ 359 $ 18.2 $ 379

State 13.1 10.7 14.8
Total current taxes 49,0 28.9 527
Deferred:

Fedcrzl 24.6 70 (6.0)

State 4.1 (3.6) 0.2)
Tolal deferred taxes 28.7 3.4 (6.2)
Amortization of investment 1ax credits (1. (2.0 (2.4)

Total income tax expense $ 76.0 $ 30.3 $ 4.1

The liabitity method of accounting is used for income taxes under which deferred income taxes are recognized to
reflect the tax effect of temporary differences between the book and ax bases of assets and liabilities at currently
enacted income tax rates. Significant components of the net deferred tax liability follow:

At December 31,
(In millions) 2007 2006
Noncurrent deferred tax liabilities (assets):
Depreciation & cost recovery iiming differences b 310.2 5 297.0
Leveraged Icases 19.3 208
Regulatory assets recoverable through future rates 203 21.0
Demand side management programs 7.9 8.4
Othier comprehensive income 7.2 25
Alternative mimmum tax carryforward (34) 42.1)
Employee berefit obligaticns {34.5) (35.2)
Net operating loss & other carryforwards 4.1) (10.1)
Regulatory liabilities to be settled through future rates {6.3) {(71.7)
Oiher — nat 1.5 1.1
Net noncurrent deferred tax liability 218.1 2607
Current deferred tax (assets)/liabilities:
Detemred fuel costs-nel {1.2) (1.8)
Alternative minimum tax carryforward (29.0) -
Other - nel 09 (1.8)
Net current deferred tax (asset)/liability (29.9) (3.6)
Net deferred tax lahility $ 288.2 $ 257.1
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At December 31. 2007, and 2006, investment tax credits (otaling $8.2 million and $9.9 miblion, respectively, are
included in Deferved credits and other liabilities. These investment tax credits are amortized over the lives of the
related investments. At December 31, 2007, the Company has alternative minimum tax carryforwards of $33.0
million. which do not expire. In addition, the Company has $4.0 mitlion i net operating loss carryforwards that
refate 1o the acquisition of Miller, which will expire in 5 1o 20 years,

A reconciliation of the federal statuiory rate to the effective income tax rate {ollows:

Year Ended December 31,

2007 2006 2005
Statutory rate: 350 % 350 % B0 %
State and local taxes-net of federal benefit 43 5.7 5.5
Synfuel tax credits 3.0) (9.6) {12.3)
Adjustment of income tax accruals {0 (2.0} (1.9)
Tax law change 0.2 2.5) -
Amarlization of Investment tax credit (0.8) {1.4) (13)
Depletion (0.7) (1.6 (1.0)
Other tax credits (8.2) (0.5} (0.4)
All other-net (Lo (1.3) 0.8
Effective tax rate 47 % 218 % 244 %

Accounting for Uncertainty in Incame Taxes

On January 1, 2007, the Company adopted FASB Interpretation No. 48 (FIN 48) “Accounting for Uncenainty in
Income Taxes™ an interpretation of SFAS 109, “Accounting for Income Taxes.” FIN 48 prescribes a recogmtion
threshold and measurement attribute for fimancial statement recognition and measurement of tax positions taken or
expected to be taken in an income tax return. FIN 48 also provides guidance related 1o reversal of tax positions,
balance sheet classification, mterest and penalties, interim pertod accounting, disclosure and transition.

As a result of the implementation of FIN 48, the Company recognized an approximate $0.3 million increase in the
liability for unrecognized tax benchis, of which 50.1 million was accounted for as a reduction to the January 1,
2007, balance of Rerained earnings and 30.2 million was recorded as an increase to Goodwill. At adoption, the
total amount of gross unrecogmzed tax benefits was $11.6 million.

Following is a reconciliation of the total amount of unrecognized tax benefits as of December 31, 2007:

{in miflions)

Unrecognized tax benefits at 1172007 3 11.6
Gross Increases - tax positions in prior periods 03
Gross Decreases - tax positions in prior periods (7.4)
Gross Increases - current period 1ax positions 15
Gross Decreases - current period tax positions (0.2)

Unrecognized tax benefits at December 31, 2007 $ 6.2

Of the change in unrecognized tax benefits during 2007 of $5.4 million, $3.1 million impacted the effective tax
rate. The amounr of unrecognized tax benefits, which, if recognized, that would mmpact the effective lax rale as of
December 31, 2007, was $0.1 million. The remaining unrecognized 1ax benefit relates 1o tax positions for which
the ultimate deductibility is highly certain but for which there is uncertaimy about the timing of such deductibility.
Because of the impact of deferred tax accounting, other than interest and penalties, the disallowance of the shorter

deductibility period would nol affect the annual cffective tax rate but would accelerate the payment of cash 1o the
taxing authority.

The Company accrues interest and penakhties associated with unrecognized tax benefits in Income raxes. During the
year ended December 31, 2007, the Company recognized expense related 1o interest and penaliies totaling
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approximately $0.5 million. During the years ended December 31, 2006 and 2003, the Company recognized
expense related to interest and penalties of less than $1 million in both vears. The Company had approximately
$0.8 million and $1.9 million for the payment of interest and penalties accrued as of December 31, 2007 and
December 31, 2006, respectively,

The liability included in Other Habiliries on the Consohdated Balance Sheet for unrecognized tax benefits inclusive
of interest, penalties and net of secondary impacts, which arc bencfits, totaled $2.5 million at December 31, 2007.

From time to time, the Company may consider changes to filed positions that could impact its unrecognized tax
benefits. However, it i$ not expected that such changes would have a significant impact on earmings and would
only affect the timing of payments to taxing authorities.

The Company and/or certain of its subsidiaries file income tax returns in the U.S. federal jurisdiction and various
states. The Internal Revenue Service (IRS) has conducted exanunations of the Company’s U.S. federal income tax
returns for tax years thraugh December 31, 2004. The State of Indiana, the Company’s primary state tax
jurisdiction, has conductcd examinations of state Income tax returns for tax years through December 31, 2002, On
February 13, 2008, the Company was notified by the IRS of thetr intent to perform a himited scope examination of
the Company’s 2003 consolidated tax return.

7. Retirement Plans & Other Postretirement Benefits

At December 31, 2007, the Company mamntains three qualified defined benefit pension plans, a nongualified
supplemental executive retirement plan (SERP), and three other postretirement benefit plans. The defined benefit
pension and other postretirement benefit plans, which cover eligible foil-time regular employees, are primarily
noncontrtbutory. The postretireiment health care and life insurance plans are a combination of self-insured and fully
mnsured plans. The Company has Voluntary Employee Beneficiary Association {(VEBA) Trust Agreements for the
partial funding of postretirement health benefits for retirees and their eligible dependents and beneficiaries. Annual
VEBA funding is discretionary. The detailed disclosures of benefil components that follow are based on an
actuarial valuation using a measurement date as of September 30. The qualified pension plans and the SERP are
aggregaled under the heading “Pension Benefits.” Other postretirement benefit plans are aggregated under the
heading “Other Benefits.”

Adoption of SFAS 158

On December 31, 20000, the Company adopted SFAS No. 158, “Employers” Accounting for Defined Benefit
Pension and Other Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS
158). SFAS 158 requircd the Company 1o recognize the funded status of its pension plans and postretirement plans.
SFAS 158 defines the funded stalus of a defined benefit plan as its assels less its projected benefit obligation, which
includes projected salary increases, and defines the funded status of a postretirement plan as its assets less its
accurmutated postretirement benefit obligation. To the extent this obligation exceeded amounts previously
recognized. the Company recorded a Regulatory asser for that portion related to its cost-based and rate regulated
urilites, T the extent that excess lability did not relate 10 a cost-bused rate-regulated wtiliny, the offset was
recorded as a reduction 1o equity in Accumuiated other comprehensive inconte. As a result of adopting this
standard, the Company’s assets increased $30.0 milkion, its Habilities increased $22.0 million and its equity
increased $8.0 million.

SFAS 158 also requires an employer to measure the funded status of a plan as of the date of its ycar-end balance
sheet and requires disclosure i the notes to linancial statements certain additional information related o net
periodic benefit cost for the next fiscal year. The measurement date provisions are not required 10 be adopied uniil
2008. On January 1, 2008, the Company recorded a $2.7 million reduction to retained earnings 1o move the
measurement date {rom September 3{ to December 31,
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Benefit Oblipations
A reconcihiation of the Company’s benefit obligations at December 31, 2007 and 2006, follows:

Pension Benefits - Other Benefits

{fn millions) 2007 2006 2007 2006
Benefit obligation, beginning of period $ 2354 $ 2554 $ 695 % 720
Service cost - benefits eamed during the period 5.6 6.0 0.5 (.o
Interest cost on projected benefit obligation 14.9 t.1 39 3.9
Plan participants’ contnibutions - - 13 1.7
Plan amcndments - 2.1 - -
Actuarial loss (gain) (13.9) (10.2} 1.5 ©.4)
Medicare subsidy receipts - - 0.2 0.3
Benefits paid (12.4) (12.0 (6.7} (8.6)

Benefit obligation, end of period 5 2496 $ 2554 ] 7.2 $ 69.5

The accumulated benefit obligation for all defined benefit pension plans was $231.9 million and $234.8 miflion at
December 31, 2007 and 2006, respectively.

The benefit obligation as of December 31, 2007 and 2006 was caiculaled using the following assumplions:

Pension Benefits Other Benefits
2007 2006 2007 2006
Discount rate 6.25% 5.85% 6.23% 5.85%
Rate of compensation increase 3.75% 3.75% N/A N/A
Expected increase in Consumer Price Index N/A N/A 3.50% 3.50%

To calculate the 2007 ending postretirement benefit obligation, medical claims costs in 2008 were assumed to be §
percent higher than those mourred i 2007, That rend was assumed to gradually deciine to 5 percent over a three
vear period and remain level thereafter. A one-percentage point change in assumed health care cost irend rates
would have changed the benefit obligation by approximately $1.3 million. To calculate the 2006 ending
postretircment benefit obligation, medical claims costs in 2007 were assumed to be 9 percent higher than those
incurred in 2006, That trend was assumed to gradually decline 1o 5 percent over a four year period and to remain
level thereafler.

Plan Assels
A reconciliation of the Company’s plan assets at December 31. 2007 and 2006 follows:

Pension Benefits Other Benefits

{In millions) 2007 2000 2007 2006
Plan asscts at fair value, bepmning of period $ 1850 3 1736 3 6.8 5 74
Actoal return on plan assels 223 14.8 09 0.3
Employer contributions 16.9 8.6 4.5 6.0
Plan participants’ contributions - - 1.3 1.7
Benefits paid {1243 {12.0) 6.7) (8.6)

Fair value of plan assets, end of period $ 2118 $ 1850 $ 6.8 $ 6.8
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The asset allocation for the Company's pension and postretirement plans at the measurement date for 2007 and
2006 by asset category follows:

Pension Benefits Other Benefits
2007 2006 2007 2006
Eguily securities 64% 62% T4% 65%
Debt securities 31% 33% 26% 319
Real cstate and other 5% 5% - 4%
Total 100% 100% 100% 100%

The Company invests in trusts that benefit its qualified defined benefit plans. The general investment objectives
are to invest In a diversified portfolio, comprised of both equity and fixed income investments, which are further
diversified among varions assel classes. The diversification 15 designed to maininmeze (he risk of large losses while
maxinuzing {otal return within reasonable and prudent levels of nsk. The investment objectives specify a targeted
investment allocation for the pension plans of 60 percent equities, 35 percent debt, and 5 percent for other asset
classes, including real estate for 2007, and for postretirement plans of 63 percent equities, 30 percent debt, and 5
percent shart-term investments for 2007, Objectives do not target a specific return by asset class. The portfolio’s
return is monitored in total and imvestment objectives are long-term in Dature.

Funded Status
The funded status of the plans as of December 31, 2007 and 2006 folows:

Pension Benefits Other Benefits
tIn millions) 2007 2006 2007 2006
Benefit obhgation, end of period 5 2496 $ 2554 $ 702 % 695
Fair value of plan assets. end of period (211.8) (1853.0) (6.8) (6.8)
Post measurement date adjustments (2.4) {1.2) C{(1Lh (1.1)
Funded status, end of period: $ 354 $ 092 $ 623 % 616
Accrued labilities N 0.7 % 07 % 34 % 5.5

584 $ 58.4

=%

Other linbilitics $ 347 $ 6%.5

As of December 31, 2007 and 2806, the funded status of the SERP, which 15 inchuded in Pension Benefits n the
chart above, was an unfunded amount of $13.1 million and $13.4 million, respectiveiy.

Net Pertodic Benefit Costs
A sumimary of the components of net periedic benefit cost for the three years ended December 31, 2007, fallows:

Pension Benefits Other Bencfits

{in miflions) 2007 2006 2005 2007 2006 2005
Service cost 5 56 % 60 S 56 5 05 % 06 § 07
Interest cost 14.0 14.1 13.8 4.0 3.9 4.5
Expected retusn on plan assets (14.3) (13.5) (13.2) (0.5) {0.6) (0.6}
Amortization of prior service cost 1.7 1.8 1.6 (0.8) (0.8} (0.6}
Amorlization of actuarial loss (gain) 1.3 24 1.8 (0.1) - (0.2}
Amortizalion of transitional obhgation - - - 1.1 1.1 1.5

Net periodic benefit cost $ 94 %108 % 96 $ 42 $ 42 § 53

A portion of benefit costs are capitatized as Uriline plaz. Costs capitalized m 2007, 2006, and 2005 approximated
$3.9 million, $4.3 mittion, and $4.2 million, respectively.

To calculate the expected return on plan assets, the Company uses the plan assets” market-related value and an
expected long-term rate of retumn. The fair market value of the assets at thc measurement date is adjusted o a

71



market-related value by recognizing the change in fair value experienced in a given year ratably over a five-year
perod.

Based on a targeted 60 percent equity, 35 percem debt, and 5 percent aliemative investments allocation for the
pension plans, the Company hus used a long-term expected rate of return of 8.25 percent to calculate 2007 periodic
benefit cost. For fiscal 2008, the expected long-term rate of return will alse be 8.25 percent.

The Company has increased the discount rate used to measure its benefit obligations and penodic cost due to
increases in benchmark interest rates that approximate the expected duration of the Company’s benefit obligations.
For fiscal 2008, the discount rate will be 6.25 percent.

The weighted averages of significant assumpuions used to determine net periodic benefit costs foliow:

Pension Benefits Other Benelils
{In millions} 2007 2006 2005 2007 2006 2005
Discount rate 5.85% 5.50% 5.75% 5.85% 5.50% 3.75%
Rate of compensation ikcrease 3.75% 3.25% 3.50% N/A N/A N/A
Expected return on plan asseis 823%  825%  825% 8.25%  B25%  B.25%

Fxpected increase in Consumer Price Index N/A NfA N/A 3.50% 3.50% 3.50%

Health care cost trend rate assumptions do not have a material effect on the service and interest cost components of
benefit costs. The Company’s benefit plans imit Veciren’s exposure 10 increases in health care costs o annual
changes in the Consumer Price Index (CPY). Any increase in health care costs in excess of the CPlincrease 1s the
responsibility of the plan participants.

Prior Service Cost. Actuarial Gaips and Losses, and Trapsition Obligation Effects
Following s a reconciliation of the amonats in accumutated other comprehensive income (AQCI) and regulatory
assels related to retirement plan obligations at December 31, 2007 and 2006:

{In millions) 2007 2006
Pensions  Other Benefits  Pensions  Other Bepefits

Prior service cost 3 112 % “7 $ 29§ (5.5)
Unamortized actueanal gain/(loss) 11.8 (1.1) 333 (2.2)
Transition obligation - 7.6 - 87

231 1.8 48.2 1.0
Less: Regualtory asser deferral {(21.9 (1.7 (45.8) {0.9)
AOCT before Llaxes $ 1.2 % 01 3 24 % 0.1

A roll forward of these amounts identifying those components reclassified 1o periodic cost and those components
arising during the year sinee adoption of SFAS 158 follows:

{In millions) Pensions Other Bepefits
Priar Net Gain or Prior MNet Gain or Transition
Service Cost Loss Service Cost Loss Obligation
Balance at adoption of SFAS 158 5 129§ 53 0§ (53] % 22 % 8.7
Amounts arising durning the period 219 - 1.2 -
Reclassitication to benefit costs (1.7} (1.5 0.8 (0.1} (1.1}
Balance Ilecember 31, 2007 % 112 % 119 &% 471 % .y 8§ 7.6

Related to penston plans, $1.7 nallion of prior service cost and $0.1 miliion of actuanal gainfloss s expected 1o be
amortized 1o periodic cost in 2008. Related to other benefits, $1.1 million of the transition obligation is expected to
be amortized 10 pertodic cost in 2008, and $0.8 million of prior service cost is expecled to reduce periodic cost in
2008.

12

0149



Expected Cash Flows

In 2008. the Company expects to make contributions of approximately $10 million 1o its pension plan trusts. In
addition, the Company expects to make payments totaling approximately $1 million directly to SERP participants
and approximately 55 million directly (o those participating in other postretirement plans,

Estimated retiree pension bepefit payments, including the SERP, projected to be required during the years
following 2007 {in mullions) are $13.6 in 2008, $14.4 in 2009 $14.6 in 2310, $16.0in 201}, $16.4 in 2012 and
$95.1 in yeurs 2013-2017. Expected benefit payvments projected to be required for postretirement benefuts duning

the years following 2007 (in millions) are $6.4 in 2008, $7.1 in 2009, $7.5 in 2010, $7.8 in 2011, and $8.0i1n 2012
and $44.0 in vears 2013-2017.

Defined Commnibution Plan
The Company also has defined contribution retizement savings plans that are qualified under sections 401(a) and

40HK) of the Imernal Revenue Code. Puring 2007, 2006 and 2003, the Company made contributions 10 these plans
of $4.0 million, $3.9 million, and $3.5 million, respectively.

Deferred Compensation Plang

The Company has nongualified deferred compensation plans, which permit eligibic executives and non-employee
directors {o defer portions of their compensation and vested restricted stock. A record keeping account is
established for each participant, and the participant chooses from a variety of measurement funds for the deemed
invesiment of their accounts. The measurement funds are simitar 1o the funds in the Company's defined
contribution plan and include an investment in phantom stock units of the Company. The account balance
fluctuates with the investment retumns on those funds. At Decerber 31, 2007 and 2006. the Hability associated with
these plans totaled $29.0 mullion and $27.6 million, respectively, and ts included in Doferred credits and other

liabiliries. Deferred compensation expense was $2.2 million, $0.7 million and $2.6 million in 2007, 2006, and
2005, respectively.

The Company has established certain investments to fund its deferred compensation habilities that are currently
funded primarily through corporate-owned life insurance policies. These investments, which are consobdated, are
available to pay plan benefits and are subject to the claims of the Company’s creditors. The cash surrender value of
these policies included in Orher investments on the Consolidated Balance Sheets were $18.2 million and $16.6
million at Deceinber 31, 2007 and 2006, respectively. Earnings from those investments totaled $0.6 million in
2007. $.8 muliion in 2006. and $1.8 millioa in 2005.

8. Borrowing Arrangements

Shori-Term Borrowings

At December 31, 2007, the Company has $780.0 million of short-term borrowing capacity, mcluding $520.0
miflion {or the Unlity Group operations and $260.0 miilion for the whotly owned Nonublity Group and corporate
operations, of which approximately $134 million is available for the Utility Group operations and approximately
589 million 1s available for wholly owned Nonutility Group and corporate opevations. These borrowing
arrangements expire in 2010, Utility Group credit faciities are primarily used to support the Company’s access (o

the commercial paper market. Interest rates and outstanding halances assoeiated with short-term borrowing
arrangements follows.

Year Ended December 3§,
{In millions) 2007 2006 2005
Weighted average commercial paper and bank Joans
outstanding during the year 3 3913 ) 236.1 $ 3045
Weighied average interest rates duaring the year
Commerctal paper 5.54% 5.16% 342%
Bank loans S.61% 5.51% 3.82%
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