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An annual guide reporting
Vectren’s understanding of energy,
the economy and modern life

Complete with five illustrations

Prepared and arranged in educational methodology by the

VECTREN CORPORATION Evansville, Indiana



PREFACH
Not Just Power. Possibility.

Who we are

Energy powers our economy and modern life. In fact, energy has influenced history since the discovery of fire
and more recently, the invention of the steam engine, the electric light and the microchip. Long ago, we learned
how to burn coal to make heat and steam and how to use natural gas to light city streets. Today, we use
natural gas to bring warmth to our homes, and the electricity generated by coal and gas fired plants connects
us with our families, our colleagues and the digital world. Energy has shaped our past and will drive the future;
it makes possible the life of our small towns and great cities; the work of the farmer and the entrepreneur.

Power creates possibility.

Energy is our business at Vectren, one that we are confident holds great promise for all of our futures.

VECTREN CORPORATION

Vectren Corporation is a diversified energy and applied technology holding company
headquartered in Evansville, Indiana.

Vectren’s regulated subsidiaries deliver gas and electricity to over one million
customers in Indiana and west central Ohio. Vectren also provides wholesale electricity to
municipalities, other utilities and power marketers in the Midwest.

Vectren’s nonregulated subsidiaries and affiliates currently offer energy-related products and services to
customers throughout the surrounding region. The primary business groups are energy marketing and services
and coal mining.
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NIEL C. ELLERBRCCK
Chairman and Chief Executive Officer

CEHAPTER 1
Letter to Shareholders

Vectren Corporation

AT VECTREN, we take great pride in knowing our business helps to make people’s lives more productive,
comfortable and secure. This year, that spirit is prevalent throughout the Company. We've come through a
challenging period and emerged with a strong sense of purpose and confidence. We've sustained our vision and
our business principles - and demonstrated solid financial performance.

At the same time, 2002 was a year of change. Our utility operations are leaner and more efficient. Our
unregulated businesses are growing and prospering. We have sufficient scale to compete successfully in all
of our energy markets. Vectren is ready to move forward.

Recent events within the energy industry and financial markets have reaffirmed the value of Vectren’s
longstanding conservative culture. The Company’s prudent approach has kept us strong. Qur core values are
steadfast: to serve our customers, to foster respect among colleagues, to contribute to our communities and
create shareholder value. As we look at the past year, it is clear that Vectren has embraced change without
losing sight of fundamental principles.

SCLID FINANCIAL PERFORMANCE

I am pleased to report Vectren made significant strides in 2002 to strengthen future performance. Qur electric
and gas utility operations, together with our nonregulated businesses, provide a balanced portfolio that delivers
value. We've grown earnings and increased dividends. We've kept our promises to customers and investors.

As I write this letter, we pursue a business strategy aimed at lower-risk growth in an economic climate that
demands more measured expectations. The need for discipline is a reality as we take decisive action to focus on
providing reliable, efficient and affordable energy.
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2002 EARNINGS ~ $114.0 MILLION 82.1% Regulated 16.7% Nonregulated 1.2% Corporate

{Year End December 31t} T N

{ |

Notwithstanding a turbulent year in the energy industry, Vectren posted its strongest ever earnings in 2002.
Consolidated net income was $114.0 million, an increase of $61.3 million or $0.90 per share when compared to
2001, as restated. The increase reflects improved margins and lower operating costs. These resulted from higher
sales volumes due to more favorable weather and a return to lower gas prices, as well as reduced operating
expenditures. Earnings in 2001 were also lower due to non-recurring items, including merger, integration and
restructuring costs.

I am also very pleased to report with these improved results, Vectren’s return on average shareholder equity
increased to 13.3% in 2002. Vectren is a healthy, growing and profitable company built around an efficient
regulated business.

RESTATED EARNINGS

I am disappointed and regret the need to restate prior period earnings. As a result of the restatements, 2001
earnings were reduced by $10.9 million after-tax and 2000 reported net income was changed very slightly. Let
me alleviate any concerns and emphasize these adjustments had no material impact on our 2002 or future
annual earnings, cash flows, operations or dividends. In addition, these adjustments did not impact our credit
ratings or our ability to meet the Company’s capital needs in a competitive manner.

The audit work is now complete, and we have implemented the procedural enhancements and safeguards
to ensure this situation does not arise in the future. Qur investors deserve timely, reliable information, candor
and accountability.

Returning to 2002, we can speak with pride about many achievements throughout the year: the completion
of the integration of our utility operations, enhanced customer service, the success of our energy marketing
business and 43 consecutive years of increasing dividends.

A SOLID UTILITY BUSINESS

Vectren’s primary focus is on our core utility business. I am especially gratified by the improved earnings
from the Company’s regulated business, which increased to $93.6 million as compared to earnings of $40.1
million in 2001.

Over the past two years, we have successfully restructured our utility business, a process of integration and
realignment that began with the merger that created Vectren. As an extension of our post-merger initiatives,
we continued to streamline operations and reduce costs while implementing and refining systems to achieve

a higher level of operational efficiency and customer satisfaction. Qur energy delivery group, which consistently
strives for operational excellence, implemented a uniform customer information system and a company-wide
mobile data dispatch system.

The demand for electricity continues to grow at a steady pace. In 2002, we completed installation of a new
$33 million, 80-megawatt, gas-fired peaking unit, which commenced operation in July. This peaking unit
provides additional electric generating capacity and enables us to maintain an adequate reserve margin to
meet our customers’ needs.

Entering 2003, Vectren supports a customer base of over one million gas and electric customers with a larger
and more efficient utility operation. At the same time, we have cut operating costs. We are doing more with less.
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CONSTRUCTIVE REGULATORY OUTCOMES

I am also pleased to report several regulatory issues were favorably resolved in the past year. Perhaps most
significant is the highly supportive outcome regarding the installation of Selective Catalytic Reduction (SCR)
systems to reduce NOx emissions from four of our coal-fired generating units. Vectren will be allowed phased-in
rate adjustments to provide a return on construction costs and future recovery of depreciation expenses and
associated operating expenses as the SCRs are placed in service.

We believe the agreement is a fair and balanced solution that will benefit all Vectren stakeholders. Cur
customers benefit because we will be able to continue to burn low-cost coal and provide affordable electricity.
Investors will realize benefits in the form of a return on their investment. Reducing NOx emissions by 70%
will benefit everyone.

Vectren also received an order that resolved many gas cost issues that had been pending before the Indiana
Utility Regulatory Commission relating to ProLiance Energy, LLC (a joint venture with Citizens Gas & Coke
Utility, 61% owned by Vectren). The settlement allows for ProLiance to continue to act as gas supplier to
Vectren and Citizens Gas, thereby ensuring the reliable delivery of gas to our customers. The settlement also
benefits customers in terms of immediate refunds and allows our Indiana customers to continue to realize
millions of dollars in savings related to gas purchases.

As Vectren pursues its strategy of managed growth, we will stay focused on providing reliable, affordable
energy to our customers in the Midwest. We believe this focus, along with continued cost efficiencies and
constructive regulation, will provide opportunity for Vectren to achieve the 3-4% earnings growth target
established for the regulated group.

A SUCCESSFUL NONREGULATED BUSINESS

With managed growth, Vectren's nonregulated business group continues to make strong earnings contributions.
In 2002, earnings from our nonregulated business were $19.0 million, or approximately 17% of total net income.

Looking back, we can see how far we’ve come. In 1996, our nonregulated business group contributed

$5.8 million to net income. Since that time, we have continued to refine our nonregulated portfolio, focusing
on strategies and businesses that complement our utility foundation. In 2001, we divested of certain non-core
assets. This reduced 2002 earnings, yet at the same time, it allowed us to free capital to pay down debt,
reducing our credit risk.

Looking ahead, we anticipate our energy marketing and coal mining groups will continue as the foundation

of our nonregulated ventures. We now provide natural gas, fuel supply management services and market
intelligence to nearly 1,100 end-use customers, including municipalities, utilities, industrial operations, schools
and healthcare institutions. Our coal mining group expanded operations in 2002, producing 3.5 million tons

of coal. The Prosperity mine has recoverable reserves of 37 million tons of premium quality coal that, together
with the Cypress Creek coal mine, give Vectren ownership of 45 million tons of coal reserves.

Our nonregulated business continues to be well positioned to contribute to performance and achieve our average
annual earnings growth target of 15% over the next five years.
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43 CONSECUTIVE YEARS OF ANNUAL DIVIDEND INCREASES

Qur record of consistent dividend increases is an accomplishment of which we are extremely proud. For 43
consecutive years, shareholders of Vectren or its predecessor companies have received steady dividend increases.

DIVIDENDS PAID PER SHARE 00 ] $0.98
{Year End December 31st} o1 | $1.03
02 ] $1.07

In November of 2002, the Board of Directors increased the quarterly dividend by 3.8% to 27 % cents per share,
or $1.10 on an annualized basis. With this increase, we have increased the annualized dividend by $.13, more
than 13%, since the merger forming Vectren in March 2000. In January 2003, our Board declared a quarterly
stock dividend of 27 % cents per share, payable March 3, 2003.

A secure and growing dividend is an important measure of the real strength of a company. Vectren’s strategy is
to support continued dividend growth primarily through our core utility business. We believe this will allow us
to grow the dividend by 3-4% per year, while maintaining a conservative payout ratio of 55-65%.

I am hopeful Congress will pass recently proposed legislation related to the elimination of the double taxation
of dividends. The proposed tax measure would benefit most Vectren shareholders who would no longer be
required to pay taxes on dividends received, which were already taxed as corporate profits. If approved, the
meastire will give investors more available income and encourage them to re-invest in the economy.

RESPONSIBLE CORPORATE GOVERNANCE

As CEOQ, 1 take corporate governance very seriously. I believe effective leadership of a company must be based
upon well-founded governance principles, and we must always strive to conduct our operations in an ethical
and prudent manner. Over the past year, we have taken several steps to enhance the Company’s governance
structure to ensure the interests of all of our stakeholders are protected.

During 2002, the Board of Directors introduced several new guidelines relating to director qualification standards
and responsibilities, committee charters and committee composition. In February 2002, the Board established
the Nominating and Corporate Governance Committee (Governance Committee) composed of five non-employee
directors with primary responsibility for corporate governance matters affecting Vectren and its subsidiaries.
The Governance Committee also began the process of defining independence standards for the Board, which we
expect to be brought to closure in the first half of 2003.

Recently, the Board elected Robert Koch II as its “lead” non-management director. Bob is Chief Executive
Officer of Koch Enterprises, an international manufacturing concern based in Evansville, Indiana, and has
extensive experience serving on public company boards of directors. In his role as lead director, Bob will serve as
Chair of the Governance Committee, coordinating the activities of non-management directors and facilitating
communication betwsen the Chair and other members of the Board.

To contact our lead director or chair of the audit committee with respect to business matters affecting the
Company, please refer to the Shareholder Information section at the end of this report.
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A VISION OF NEW POSSIBILITIES

As we look to tomorrow, I want to express my confidence in our business and in Vectren’s ability to capitalize

on the opportunities the energy business brings. Vectren will continue to focus on its core utility business and
pursue excellence in all our operations. We will identify and implement new ways to manage costs and — at

the same time — provide superior service. Vectren will also proactively address regulatory issues and faithfully
meet our obligation to operate in an environmentally responsible manner. Finally, we will grow our nonregulated
business, but only through opportunities that make strategic sense given our core business.

We believe we have put in place the necessary foundation for Vectren to achieve an annual average growth rate
in earnings per share of 5-7% over the next five years.

THE EXCEPTIONAL VECTREN TEAM

During the past year, the Vectren team has been unwavering. I have the greatest respect for the way in which
our people responded to the challenges of integrating our businesses during 2000 and 2001 and to the economic,
regulatory and political challenges of 2002. I firmly believe we will become an even better company than we

are today.

I appreciate the extraordinary efforts of my management team and the resilience they have demonstrated over
the past year. In particular, I want to recognize Andrew E. Goebel, whose career with Vectren and predecessor
companies has extended over 33 years, leading to the position of President and Chief Operating Officer.
Earlier in 2002, Andy announced his retirement effective April 30, 2003. While Andy has agreed to assist us
in various consulting roles, we will miss his daily contribution and wish him well in his retirement.

I thank our employees, our managers, our officers and our board of directors for your invaluable contributions,
your faith in turbulent times and your willingness to do whatever it takes. The accomplishments discussed here
would not have been possible without the hard work of everyone at Vectren. A world of possibilities lies ahead.

NIEL C. ELLERBROCK

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
March 18, 2003
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Fig. 1~

For 50 years, House of Glass in Elweod, Indiana has been an attraction
for glass enthusiasts the world over. Founded by French immigrant
John St. Clair, House of Glass offers world renowned handcrafted glass
paperweights and collectible objet d'art.

CHAPTER 2

Business Operations

Vectren Corporation

Today, investors in the energy industry seek companies with the ability to understand and manage risk,
maintain a strong credit rating and provide financial reporting that gives a clear picture of earnings, as well
as risks and exposures.

RELIABLE FINANCIAL PERFORMANCE

Vectren and its predecessor companies have demonstrated a longstanding record of impressive earnings,
financial flexibility and credit-worthiness. We have met these objectives in 2002 and we have taken steps to
meet them in the future.

Reported net income for the year ended December 31, 2002 was $114.0 million, or $1.69 per share. This
compares to net income of $52.7 million, or $0.79 per share, for the same period in 2001. The 2001 earnings
include non-recurring merger, integration and restructuring costs and other non-recurring items totaling
$26.4 million after tax, or $0.40 per share.

UTILITY PERFORMANCE

Regulated utility operations contributed 82% of the total net income, or $1.39 per share. Net income from
regulated utility operations was $93.6 million for 2002 as compared to $40.1 million for 2001, an increase of
over $53 million. We attribute this increase to improved utility margins, lower operating expenses primarily
related to lower gas costs and the completion of merger and restructuring activities and related costs.

MARGINS (in 000’s) 0 $222,334 ——— Electric
{Year End December 31st} 00 1 $267,851 ——— Q@Gas
1 $ 219,904
01 1 $ 310,667
1 $ 230,230
02 3§ 337,811




2.3

Gas utility margins for the year were $338 million, an increase of 9% over the prior year. Residential gas sales

rose due to colder weather, growth of our customer base and increased recovery in Chio relating to excise taxes
and low income assistance costs. Industrial contract throughput decreased slightly, reflecting the continued
slowdown in the economy.

CUSTOMERS ——1 132,340 —— Electric
{Year End December 31st} 00 ] 946,043 == Gas
7 133,294
01 ] 953,214
134,057
02 [ ] 966,761

Electric utility margins for the year were $230 million, an increase of 5% over the prior year. Retail sales
increased 6% over 2001, primarily due to warm summer weather. In addition, 2002 results were positively
affected by a full year of the growing recovery through rates of a return on Vectren’s NOx compliance expenditures
pursuant to an order of the Indiana Commission.

Nitrogen oxide (NOx) is a by-product of the combustion of fossil fuels. Selective Catalytic
Converters (SCRs) are a technology for removing NOx from the flue gas created from coal-fired
electric generating facilities. SCRs reduce NOx emissions through the injection of vaporized
ammonia into the flue gas stream, acting as a reduction agent when passed over
a catalyst used to promote the reaction.

We attribute the strong performance of our utility operations to our ability to contain operating costs, maintain
a high level of customer satisfaction and expand our customer base as the demand for gas and electricity
continues to climb. Vectren also benefitted from balanced regulatory decisions in 2002, and we expect to further
strengthen the constructive relationships we enjoy with regulators.

Natural gas offers many potential applications. Over half of all Americans use natural gas in
their homes for heating, or in appliances, such as ranges, hot water heaters and clothes dryers.
Natural gas is used in industry as a raw material in paints, plastics, photographic
film and medicines. It is also used to manufacture such essentials as steel, glass, paper
and clothing. It’s energy and much more. Not just power. Possibility.

NONREGULATED PERFORMANCE

Vectren’s nonregulated businesses made a strong contribution with 17% of total earnings, or $0.28 per share.
Net income from nonregulated operations was $19.0 million for the year 2002 as compared to $12.1 for 2001,
as restated. The 2001 results reflect merger, integration and restructuring costs of $2.2 million and an
extraordinary loss on the sale of assets of $7.7 million. The principal business groups are Energy Marketing
and Services and Coal Mining.
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SELECTED — $15 c——=>= Coal Mining

NONREGULATED EARNINGS 98 1 $5.7 — Engrsgyl\{larketing

(in millions) ana services
— 314

{ Year End December 31st} 99 1 $5.3

A———— ¥ 1

'00 ] $7.2
] $13.6
01 ] $11.3
: 1 $12.2
02 & ] $15.0

ENERGY MARKETING AND SERVICES

Net income in 2002 from the Energy Marketing and Services group was $15.0 million as compared to $11.3 million
in 2001. At the end of 2002, our end use customers had grown to nearly 1,100 customers, up from 1,000 in 2001.

Our customer focused, asset optimization strategy provided the platform for Energy Marketing and Services to
steadily increase its net income contribution from $5.7 million in 1998 to $15.0 million in 2002.

COAL MINING

Net income for 2002 from the Coal Mining group experienced a slight decline of $1.4 million to $12.2 million.
The Company’s two coal mines produced 3.5 million tons in 2002, up from 3.3 million in 2001. However,
earnings from the mining operations were negatively affected by lower market prices on third party coal sales
and a somewhat lower yield per ton mined. This decline was partially offset by increased earnings from
Vectren’s investment in the production of synthetic fuel and the related generation of increased tax credits.

The addition of our second coal mine and increases in synthetic fuel production provided the foundation for the
coal mining group’s increase in net income from $1.5 million in 1998 to $12.2 million in 2002.

OTHER NONREGULATED BUSINESSES

Vectren’s other nonregulated business groups in aggregate incurred a loss of $8.2 million in 2002. The 2002
results were principally attributable to losses incurred during the now completed reorganization of our municipal
broadband venture into a consulting business and a one-time adjustment reflecting a change in Indiana income
tax rates affecting deferred taxes. In addition, losses were also incurred in the start-up phase of our retail venture.
The retail venture supports our strategy of increasing customer relationships within the Midwest.

STRATEGIC DIRECTION

Our strategic direction is to focus on our core utility business and to conservatively grow our nonregulated
businesses, staying close to our core strengths and our customer base in the Midwest. With approximately 75%
of future earnings generated by its regulated businesses, Vectren is confident of its ability to realize a sound,
sustainable earnings stream over the long term.
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The Challenger Learning Center in Dayton, Ohio gives students the
opportunity to fly simulated space missions. With an emphasis on teamwork
and communication, the missions help to foster a long-term interest in
science, math and technology.

CHAPTRR 3
Key Factors for Growth

Vectren Corporation

According to the U.S. Department of Energy, natural gas continues to be America’s fastest growing major energy
source. We foresee gas sales continuing to rise and the utilization of our gas delivery services will increase to
meet the demand for natural gas.

Natural gas is a colorless, shapeless and odorless mixture of hydrocarbon gases that is
highly flammable, burning with a clean, hot flame. It provides 24% of all the
energy used in the United States.

At the same time, coal remains the most abundant, lowest cost fuel in the nation. Cur coal-fired generating
system is 85% scrubbed. We remain committed to protecting our environment while continuing to deliver
reliable low cost energy to our customers.

Clean coal technologies include combustion processes — like low-NOx burners — that remove
pollutants, or prevent them from forming, while the coal burns. They can also be pollution control
devices - like scrubbers — that clean pollutants from flue gases before they exit the
smokestack. Still other clean coal technologies convert coal into fuel forms that have the
same clean-burning characteristics as natural gas.

THE VALUE OF OUR ASSET BASE

Our business strategies are anchored in a sound asset base. With a diversified $2.9 billion portfolio, Vectren
holds an exceptional asset position. The company owns six coal-fired electric generating units with a total

of 1,056 megawatts of generating capacity. OQur six gas-fired turbines provide an additional 295 megawatts for
peaking and emergency conditions. At the end of the year, our total power supply capacity, including firm
purchase supply and interruptible contracts, was 1,528 megawatts. This gives us the capacity to meet the future
electric power needs of our customers in the Midwest, with an adequate reserve margin greater than 15%.
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GENERATION (MWh) ) 1,212 =—= Peak
{ Year End December 31st} 00 0 1,426 ——= Capacity
] 1,234
01 1 1,448
] 1,258
02 11,528

In 2002, Vectren’s utilities sold or transported approximately 208 MMdth of natural gas. Our infrastructure
includes over 19,700 miles of natural gas distribution and transmission mains in Indiana and Ohio. We own and
operate seven gas storage fields in Indiana, covering over 64,500 acres of land with an estimated ready delivery
from storage capability of 12.9 BCF of gas.

Orne of the first natural gas pipelines built — in 1891 — stretched
120 miles from central Indiana to Chicago.

Coal remains a valuable long-term asset for Vectren. Together, our Prosperity and Cypress Creek coal mines are
capable of producing more than 4 million tons of coal per year and have coal reserves of more than 45 million
tons. In full operation, both mines can supply Vectren utilities with more than 2.7 million tons of coal per year
at fixed prices, allowing us to remain a low cost coal-based generator of electricity. In addition, the Company can
employ multiple transportation options, including rail, truck and barge to ensure timely delivery of coal.

Coal-fired power plants supply more than half of the electricity in the U.S.

AN INTEGRATED BUSINESS MODEL

Vectren’s diversified assets allow us to integrate the procurement, storage and transportation of natural gas.
Our energy marketing affiliate optimizes these assets, reducing the adverse effects of market volatility on the
Company’s customers.

We build, own and operate electric generating plants. Our coal mining operations supply coal to Vectren’s
coal-fired electrical generating plants. By coordinating our mining and power generation operations, we can

operate with maximum efficiency and deliver a reliable supply of coal to Vectren’s regulated power supply
operations at a predictable cost.

Vectren also provides utility infrastructure services, including underground construction and repair of gas,
water, electric and telecommunications facilities. Through effective use of our assets and core strengths, we
strive to control and reduce our customers’ energy costs.

EFFECTIVE RISK MANAGEMENT

Vectren senior leadership has developed comprehensive risk control policies and measures to ensure compliance
with internal controls, external regulatory procedures and acceptable levels of business risks. We evaluate our
risk management practices and monitor our investments on an ongoing basis to minimize potential adverse
effects on our financial performance.

Our approach to wholesale energy sales reflects the priority we give to risk management and credit quality.
Vectren’s wholesale electric business operates on the regulated side of the business with an emphasis on
consistent optimization of assets, rather than revenues and volumes. The existing business plan is to maintain




our position in the wholesale power market and to continue to operate with a minimal market or price risk.
Under the guidance of our Risk Management Committee, Vectren has maintained a stable Value at Risk (VaR)
for wholesale power marketing that did not exceed $300,000 at any time during 2002.

Vectren’s nonregulated business strategy is shaped by a measured, disciplined approach. We invest in
energy-related businesses, closely linked to our utility business and often pursue joint ventures and business
partner models in order to minimize risk. Many of the businesses in which we invest are those that, like
ProLiance, allow us to lower costs and enhance the services we provide to our utility customers.

Since its inception in 1996, ProLiance has shown consistent growth. Its primary business is providing portfolio
management services to utilities and large end-use customers. This gas-only business generates recurring
revenues from optimizing assets and providing superior customer service. ProLiance primarily keeps a balanced
book of obligations with minimum price risk exposure and does not have the exposure created by long-term
fixed price commodity transactions. This business model has allowed ProLiance to maintain a consistent low
and stable VaR and an excellent platform for future growth.
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Fig. 111 -

Evansville, Indiana is home to AmeriQual which specializes in food
packaging for both consumer and military end use. By providing up to 3,600 calories
of nutrition per day, AmeiQual’s MRE's give American soldiers the vital
nutrition they require while in the field.

CHAPTEBR 4

Core Values

Vectren Corporation

In times of unprecedented change, the core values of a company assume new relevance. It is important to know
what a company stands for, how it is distinguished from its peers and its vision of the future.

At Vectren, we have identified four key commitments that drive our performance and create a company of which
we can be proud: Customer, Colleagues, Community and Capital.

CUSTOMER

In any business, superior customer service is essential to success, which means forging good relationships with
the people who buy your products or use your services. It means creating a positive experience in every
communication, at every point of contact. Our goal is to ensure customers perceive Vectren as we are; strong,
responsive and responsible.

Year after year, Vectren has taken steps to optimize its customer service functions. In 2002, we were able to
fully realize the efficiencies of centralized customer service and administrative operations. In addition,

we implemented a mobile data dispatch system to facilitate immediate response to service requests and a
new electric outage management system that enhances service reliability. Our Internet and telephone
voice-response customer service options allow customers to pay bills and schedule service calls at their
convenience. Using Vectren's online solution, customers can immediately access information regarding billing
and energy usage.

COLLEAGUES

Vectren seeks to build long term relationships in the Company’s dealings with our colleagues. We ask that all
persons be treated with respect and accorded personal dignity. We encourage collaboration and the sharing of
resources and information. We value the different backgrounds, perspectives and talents of our people.
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Vectren has worked hard to create a progressive corporate culture that supports the personal and professional
growth of its employees. The character of our people is the strength of our company. Vectren and its consolidated
subsidiaries employ over 1,875 people who bring to their work an extraordinary degree of dedication and expertise.

Their role in Vectren’s success cannot be overstated.

COMMUNITY

We make it a priority to contribute to the communities in which we do business. Vectren believes that as a
Company, we have a responsibility to take an active leadership role, contributing time, resources and money to
our communities.

Vectren supports education programs that offer a variety of resources for students of all ages. We also
support cultural and performing arts organizations, civic groups and health and human service organizations
such as the United Way and the American Red Cross. Through our contributions in 2002, we have helped
over 400 organizations.

Vectren economic development group assists companies that are interested in locating or expanding in
southwestern and central Indiana and western Chio, in an effort to bring energy and industry together. We
work closely with local economic development organizations, regional alliances and state business development
departments to promote economic prosperity in Ohio and Indiana.

The people of Vectren take special pride in our tradition of grassroots community involvement. Employees at
every level of the organization are board members, organizers and enthusiastic volunteers who generously give
of their time and energy in our schools, community organizations and youth groups. Together, we are working
to create a higher quality of life for all.

CAPITAL

We believe how we achieve results — the way we interact with our customers, our employees and our
communities — is as important as our business success. Vectren is built on a foundation of values reflecting
that belief and which lead ultimately to increased value for our shareholders. It is our conviction that by
acting on our values we will inspire confidence, preserving integrity in all of our business relationships. We
believe these values will allow us to maintain the credit quality necessary to attract the capital we require
to finance our business.

Vectren’s core values reinforce our purpose as a Company — to offer our customers not just power, possibility.
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Located outside of Terre Haute, Indiana, Rose-Hulman Institute of Technology
is nationally recognized for excellence in all facets of engineering.
Undergraduate students learn about principles of distillation through
experimentation at the Unit Operations Laboratory in Olin Hall.

CHAPTER B
A World of Possibilities

Vectren Corporation

As we enter 2003, Vectren looks forward to the year ahead convinced of the Company’s ability to improve our
financial performance and increase shareholder value. Gur optimism is based on Vectren’s history, our
competitive positioning and the energy market’s capacity for renewed vitality. Our strong performance in 2002
against a backdrop of economic volatility demonstrated the inherent strength of our company.

On the regulated side of our business, Vectren has targeted specific goals to sustain returns, including customer
growth in our gas utility business, timely rate relief and favorable execution of permanent financing. On the
nonregulated side, we will continue to focus on and grow the businesses that complement our utility operations
and core strengths.

For 43 consecutive years Vectren and its predecessor companies have increased the annual dividend, most
recently a 3.8% increase in 2002. We are extremely proud of this record and anticipate future dividend growth
at an average annual rate of 3-4%.

A report published in January of 2003 by the American Gas Association states that “financial profiles are
strengthening, [for utilities] with a focus on core businesses, sound fundamentals, cost competitiveness and
building up balance sheets with improved equity ratios.” That statement parallels Vectren’s own business
strategy and supports our confidence in its viability.

The name Vectren combines the words “vector” and “energy” to connote a company moving forward in a
direction consistent with its core business and competitive strengths. We have the fundamentals — premier
assets, a diversified customer base and a disciplined strategy. We have the people. We have the vision.

Not just power. Possibility.
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SEHAREBHOLDER INFORMATION

Vectren Corporation

Corporate Headquarters

20 N.W. Fourth St.
Evansville, IN 47708
Tel: 812.491.4000
Web: www.vectren.com

You may call Vectren Shareholder Relations
at 812.491.4190 or 800.227.8625.

Transfer Agent and Registrar

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; transfer
of stock ownership; lost certificates; dividend
payments and reinvestment; and Form 1099s.
Inquiries may be directed to:

Vectren Corporation

¢/o National City Bank

Corporate Trust Operations

P.O. Box 92301

Cleveland, OH 44193-0900

Tel: 800.622.6757

Email: shareholder.inquiries@nationalcity.com

Shareholders of Record can also access records
and request information online at: www.vectren.com.

Dividend Reinvestment Plan

Registered shareholders of Vectren Corporation
can reinvest dividends and purchase additional
Vectren stock without having to pay brokerage
commissions or service charges through 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 record 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
Corporation will be held at 10:00 a.m. (Central
Daylight Time) on Wednesday, May 14, 2003, at
the Victory Theatre in Evansville, Indiana.

Common Stock

The common stock of Vectren Corporation is
traded on the NYSE under the ticker symbol
VVC. As of February, 28, 2003 there were 13,452
shareholders of record.

Market Price & Dividends

Stock Price Dividend
2002 High Low Per Share
Q1 $ 25.95 $22.45 $0.265
Q2 26.10 23.10 0.265
Q3 25.44 17.95 0.265
Q4 25.00 21.05 0.275

Cash dividends of Vectren Corporation common

stock are considered quarterly by the board of
directors for payment on the first business day of
March, June, September and December of each year.
Vectren Corporation and its predecessors have
increased dividends annually for 43 consecutive years.

Communications to Non-Employee Directors

Shareholders and other parties interested in
communicating directly with the lead director,
the chair of the audit committee or with any

of the non-employee directors as a group may do
so by writing to:

Lead Director or Chair, Audit Committee
Vectren Corporation

P.O. Box 3144

Evansville, IN 47731-3144

Investor Relations

Institutional investors and securities analysts
should direct inquiries to:

Steven M. Schein

VP, Investor Relations

Tel: 812.491.4209

Email: sschein@vectren.com

Archives and email alerts of Vectren’s press releases,
annual reports, proxy statements, SEC filings and
analyst presentations are made available on the
company’s website: www.vectren.com. Vectren’s annual
report on Form 10-K to the Securities and Exchange
Commission may be obtained by shareholders
without change by writing to Investor Relations at
the corporate address or by calling 800.227.8625.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

19-K
(Mark One)

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

For the fiscal year ended December 31, 2002
OR

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

For the transition period from to

Commission file number: 1-15467

VECTREN CORPORATION

(Exact name of registrant as specified in its charter)

INDIANA 35-2086905
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Common — Without Par New York Stock Exchange
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements
for the past 90 days. Yes . No .

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
Yes . No .

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed
by reference to the price at which the common equity was last sold, or the average bid and asked price of
such common equity, as of June 28, 2002 was $1,624,281,589.

Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the
latest practicable date.

Common Stock- Without Par Value 68.011,649 February 15, 2003
Class Number of Shares Date

Documents [ncorporated by Reference

Certain information in the Company's definitive Proxy Statement for the 2003 Annual Meeting of
Stockholders, which will be filed with the Securities and Exchange Commission pursuant to Regulation
14A, not later than 120 days after the end of the fiscal year, is incorporated by reference in Part III of this
Form 10-K.

Definitions
AFUDC: allowance for funds used during MMBTU: millions of British thermal units
construction
APB: Accounting Principles Board MW: megawatts
EITF: Emerging Issues Task Force MWh /GWh: megawatt hours / millions of
megawatt hours (gigawatt hour)
FASB: Financial Accounting Standards Board NOx: nitrogen oxide

FERC: Federal Energy Regulatory Commission QUCC: Indiana Office of the Utility Consumer

Counselor
[DEM: Indiana Department of Environmental PUCQO: Public Utilities Commission of Chio
Management
[URC: Indiana Utility Regulatory Commission SFAS: Statement of Financial Accounting
Standards
MCF / BCF: millions / billions of cubic feet USEPA: United States Environmental Protection
Agency

MDth / MMDth: thousands /millions of dekatherms  Throughput: combined gas sales and gas
transportation volumes
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ITEM 1. BUSINESS

Description of the Business

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

The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc. (VUHI), serves as the intermediate
holding company for its three operating public utilities: Indiana Gas Company, Inc. (Indiana Gas), formerly a
wholly owned subsidiary of Indiana Energy, Southern Indiana Gas and Electric Company (SIGECQ), formerly a
wholly owned subsidiary of SIGCORP, and the Ohio operations. Both Vectren and VUHI are exempt from
registration pursuant to Section 3(a)(1) and 3(c) of the Public Utility Holding Company Act of 1935.

Indiana Gas provides natural gas distribution and transportation services to a diversified customer base in 49 of
Indiana’s 92 counties. SIGECO provides electric generation, transmission, and distribution services to 8
counties in southwestern Indiana, including counties surrounding Evansville, and participates in the wholesale
power market. SIGECO also provides natural gas distribution and transportation services to 10 counties in
southwestern Indiana, including counties surrounding Evansville. The Chio operations provide natural gas
distribution and transportation services to 17 counties in west central Chio, including counties surrounding
Dayton.

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

Acquisition of the Gas Distribution Assets of The Dayton Power and Light Company

On Cctober 31, 2000, the Company acquired the natural gas distribution assets of The Dayton Power and Light
Company for $471 million, including transaction costs. The acquisition has been accounted for as a purchase
transaction in accordance with APB 16, and accordingly, the results of operations of the acquired assets are
included in the Company’s financial results since the date of acquisition.

The Company acquired the natural gas distribution assets as a tenancy in common through two separate wholly
owned subsidiaries. Vectren Energy Delivery of Chio, Inc. (VEDO) holds a 53% undivided ownership interest
in the assets, and Indiana Gas holds a 47% undivided ownership interest. VEDQ is the operator of the assets,
and these operations are referred to as “the Ohio operations.”




Narrative Description of the Business

The Company segregates its businesses into gas utility services, electric utility services, nonregulated, and
corporate and other business segments. The Company collectively refers to its gas and electric utility services
segments as its regulated operations. At December 31, 2002, the Company had $2.9 billion in total assets, with
$2.4 billion (83%) attributed to the regulated operations, $0.4 billion (14%) attributed to the nonregulated
operations, and $0.1 billion (3%) attributed to the corporate and other group. Net income for the year ended
2002 was $114.0 million, or $1.69 per share of common stock, with $93.6 million attributed to regulated, $19.0
million attributed to nonregulated, and $1.4 million attributed to corporate and other. Net income, as restated,
for the year ended 2001 was $52.7 million, or $0.79 per share of common stock. The year ending December 31,
2001 included nonrecurring charges with an after tax impact of $26.4 million. Nonrecurring items net of tax in
2001 included $8.0 million of merger and integration costs, $11.8 million of restructuring costs, $7.7 million of
extraordinary loss, and a $1.1 million gain resulting from a cumulative effect of change in accounting principle.

For further information refer to Note 3 regarding the restatement of previously reported information, Note 18
regarding the segments’ activities and assets, Note 19 regarding special charges in 2001 and 2000, Note 5
regarding the extraordinary loss in the Company’s consolidated financial statements, and Note 16 regarding the
cumulative effect of change in accounting principle included under Item 8§ Financial Statements and
Supplementary Data.

Following is a more detailed description of the regulated and nonregulated business segments. The operations
of the corporate and other business segment, which include primarily information technology services, are not
significant.

Regulated Business Segmemnts

The Company’s regulated operations are comprised of its Gas Utility Services and Electric Utility Services
segments. The Gas Utility Services segment includes the operations of Indiana Gas, the Ohio operations, and
SIGECO’s natural gas distribution business and provides natural gas distribution and transportation services to
nearly two-thirds of Indiana and west central Ohio. The Electric Utility Services segment includes the
operations of SIGECO’s electric transmission and distribution services, which provides electricity primarily to
southwestern Indiana, and SIGECO’s power generating and power marketing operations.

Gas Utility Services

At December 31, 2002, the Company supplied natural gas service to 966,761 Indiana and Ohio customers,
including 882,151 residential, 80,483 commercial, and 4,127 industrial and other customers. This represents
customer base growth of 1.4% compared to 2001.

The Company’s service area contains diversified manufacturing and agriculture-related enterprises. The
principal industries served include automotive assembly, parts and accessories, feed, flour and grain processing,
metal castings, aluminum products, appliance manufacturing, polycarbonate resin (Lexan) and plastic products,
gypsum products, electrical equipment, metal specialties, glass, steel finishing, pharmaceutical and nutritional
products, gasoline and oil products, and coal mining. The largest Indiana communities served are Evansville,
Muncie, Anderson, Lafayette, West Lafayette, Bloomington, Terre Haute, Marion, New Albany, Columbus,
Jeffersonville, New Castle, and Richmond. The largest community served outside of Indiana is Dayton, Chio.

Revenues

For the year ended December 31, 2002, natural gas revenues were approximately $909.0 million of which
residential customers accounted for 67%, commercial 23%, and industrial and other 10%, respectively.



The Company receives gas revenues by selling gas directly to residential, commercial, and industrial customers
at approved rates or by transporting gas through its pipelines at approved rates to commercial and industrial
customers that have purchased gas directly from other producers, brokers, or marketers. Total volumes of gas
provided to both sales and transportation customers (throughput) was 207,693 MDth for the year ended
December 31, 2002. Transported gas represented 44% of total throughput. Rates for transporting gas provide
for the same margins generally earned by selling gas under applicable sales tariffs.

The sale of gas is seasonal and strongly affected by variations in weather conditions. To mitigate seasonal
demand, the Company owns and operates seven underground gas storage fields and six liquefied petroleum air-
gas manufacturing plants. The Company also contracts with ProLiance and other parties to ensure availability
of gas. Natural gas purchased from suppliers is injected into storage during periods of light demand which are
typically periods of lower prices. The injected gas is then available to supplement contracted and manufactured
volumes during periods of peak requirements. Approximately 909,500 MCF of gas per day can be withdrawn
during peak demand periods from all sources and for all utilities.

Gas Purchases

In 2002, the Compary purchased natural gas from multiple suppliers including ProLiance Energy, LLC
(ProLiance). ProLiance is an unconsolidated, nonregulated, energy marketing affiliate of Vectren and Citizens
Gas and Coke Utility. (See Note 4 in the Company’s consolidated financial statements included in Item 8
Financial Statements and Supplementary Data regarding transactions with ProLiance ). The Company
purchased 120,764 MDth volumes of gas in 2002 at an average cost of $4.57 per Dth, of which 94% was
purchased from Prol.iance. The average cost of gas per Dth purchased for the last five years was; $4.57 in
2002; $5.83 in 2001; $5.60 in 2000; $3.58 in 1999; and $3.53 in 1998.

Regulatory and Environmental Matters

See Item 7 Management’s Discussion and Analysis of Results of Operations and Financial Condition regarding
the Company’s regulated environment and issues involving manufactured gas plants.

Electric Utility Services

At December 31, 2002, the Company supplied electric service to 134,057 Indiana customers, including 116,979
residential, 16,881 commercial, and 197 industrial and other customers. This represents customer base growth
of 0.6% compared to 2001. In addition, the Company is obligated to provide for firm power commitments to
several municipalities and to maintain spinning reserve margin requirements under an agreement with the East
Central Area Reliability Group.

The principal industries served include polycarbonate resin (Lexan) and plastic products, aluminum smelting
and recycling, aluminum sheet products, automotive assembly, steel finishing, appliance manufacturing,
pharmaceutical and nutritional products, automotive glass, gasoline and oil products, and coal mining.

Revenues

For the year ended December 31, 2002, retail and firm wholesale electricity sales totaled 6,187,132 MWh,
resulting in revenues of approximately $305.3 million. Residential customers accounted for 35% of 2002
revenues; commercial 26%; industrial and municipalities 37%; and other 2%. In addition, the Company sold
10,711,614 MWh through non-firm wholesale contracts in 2002 generating revenue of $302.8 million.




Generating Capacity

Installed generating capacity as of December 31, 2002 was rated at 1,351 MW. Coal-fired generating units
provide 1,056 MW of capacity, and gas or oil-fired turbines used for peaking or emergency conditions provide
295 MW. New peaking capacity of 80 MW fueled by natural gas was added during 2002 and was available for
the summer peaking season.

In addition to its generating capacity, throughout 2002 the Company had 82MW available under firm contracts
and 95 MW available under interruptible contracts. On January 1, 2003, a 50 MW firm contract expired and
was no longer required and therefore not renewed.

The Company has interconnections with Louisville Gas and Electric Company, Cinergy Services, Inc.,
Indianapolis Power & Light Company, Hoosier Energy Rural Electric Cooperative, Inc., Big Rivers Electric
Corporation, Wabash Valley Power Association, and the City of Jasper, Indiana, providing the historic ability to
simultaneously interchange approximately 500 MW. However, the ability of the Company to effectively utilize
the electric transmission grid in order to achieve import/export capability may be impacted because the
Company, as a member of the Midwest Independent System Operator (MISO), has turned over operational
control over the interchange facilities and its own transmission assets like many other Midwestern electric
utilities to the MISO. See Item 7 Management’s Discussion and Analysis of Results of Operations and
Financial Condition regarding the Company’s participation in MISO.

Total load for each of the years 1998 through 2002 at the time of the system summer peak, and the related
reserve margin, is presented below in MW,

Date of summer peak load 8/5/02 7/31/01 8/17/00 7/6/99 7/21/98
Total load at peak (1) 1,258 1,234 1,212 1,255 1,154
Generating capability 1,351 1,271 1,256 1,256 1,256
Firm purchase supply 82 82 75 - -
Interruptible contracts 95 95 95 95 85
Total power supply capacity 1,528 1,448 1,426 1,351 1,341
Reserve margin at peak 21% 17% 18% 8% 16%

(1) The total load at peak is increased 25MW in 2002, 2001, 1999, and 1998 from the total load actually experienced. The
additional 25 MW represents load that would have been incurred if summer cycler programs had not been activated.
The 25 MW is also included in the interruptible contract portion of the Company’s total power supply capacity. On the
date of peak in 2000, summer cycler programs were not activated.

The winter peak load of the 2001-2002 season of approximately 854 MW occurred on March 4, 2002 and was
8% lower than the previous winter peak load of approximately 925 MW which occurred on December 19, 2000.

The Company maintains a 1.5% interest in the Ohio Valley Electric Corporation (OVEC). The OVEC is
comprised of several electric utility companies, including SIGECC and supplies power requirements to the
United States Department of Energy’s (DOE) uranium enrichment plant near 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% interest in the OVEC makes available approximately 32 MW of
capacity, in addition to its generating capacity, for use in other operations.



Fuel Costs and Purchased Power

Electric generation for 2002 was fueled by coal (97.5%) and natural gas (2.5%). Oil was used only for testing of
gas/oil-fired peaking units.

There are substantial coal reserves in the southern Indiana area, and coal for coal-fired generating stations has
been supplied from operators of nearby Indiana coal mines including those owned by Vectren Fuels, Inc., a )
wholly owned subsidiary of the Company. Approximately 3.1 million tons of coal was purchased for generating
electricity during 2002. Of this amount, Vectren Fuels, Inc. supplied 2.7 million tons from its mines and third
party purchases. The average cost of coal consumed in generating electrical energy for the years 1998 through

2002 follows:
Year
Avg. Cost Per 2002 2001 2000 1599 1998
Ton $23.50 $22.48 $22.49 $21.88 $21.34
MWh 11.00 10.53 10.39 10.13 9.97

The Company will also purchase power as needed from the wholesale market to supplement its generation
capabilities in periods of peak demand; however, the majority of power purchased through the wholesale market
is used to optimize and hedge the Company’s sales to non-firm wholesale customers. Volumes purchased in
2002 totaled 10,362,196 MWh.

Regulatory and Environmental Matters

See Item 7 Management’s Discussion and Analysis of Results of Operations and Financial Condition regarding
the Company’s regulated environment, and a discussion of the Company’s Clean Air Act Compliance Plan, and
the USEPA's lawsuit against SIGECO for alleged violations of the Clean Air Act.

Competition

See Item 7 Management’s Discussion and Analysis of Results of Operations and Financial Condition regarding
competition within the public utility industry for the Company’s regulated Indiana and Ohio operations.

Nonregulated Business Segment

The Company is involved in nonregulated activities in four primary business areas: Energy Marketing and
Services, Coal Mining, Utility Infrastructure Services, and Broadband.

Energy Marketing znd Services

The Energy Marketing and Services group relies heavily upon a customer focused, value added strategy. The
group provides natural gas and fuel supply management services to a broad range of municipalities, utilities,
industrial operations, schools, and healthcare institutions through ProLiance. ProLiance is a significant gas
supplier to the Company’s regulated operations. The group also focuses on performance-based energy
contracting through Energy Systems Group, LLC. This service helps schools, hospitals, and other governmental
and private institutions reduce their energy and maintenance costs by upgrading their facilities with energy-
efficient equipment.

ProLiance is an unconsolidated affiliate of the Company and Citizens Gas and Coke Utility (Citizens Gas).
Energy Systems Group, LLC is a consolidated venture between the Company and Citizens Gas, with the
Company owning two-thirds.




In June 2002, the integration of Vectren's wholly owned subsidiary SIGCORP Energy Services, LLC (SES)
with ProLiance was completed. SES provided natural gas and related services to SIGECO and others prior to
the integration. In exchange for the contribution of SES’ net assets totaling $19.2 million, including cash of
$2.0 million, Vectren’s allocable share of ProLiance’s profits and losses increased from 52.5% to 61%,
consistent with Vectren’s new ownership percentage. In March 2001 Vectren’s allocable share of profits and
losses increased from 50% to 52.5% when ProLiance began managing the Chio operations’ gas portfolio.
Governance and voting rights remain at 50% for each member. Since governance of ProLiance remains equal
between the members, Vectren continues to account for its investment in ProLiance using the equity method of
accounting.

At December 31, 2002, the Energy Marketing and Services group’s natural gas marketing operations had 1,060
customers, up from 984 in 2001. The collective revenue of Proliance and SES exceeded $1.7 billion in 2002.

Coal Mining

The Coal Mining group provides the mining and sale of coal to the Company’s utility operations and to other
third parties through its wholly owned subsidiary Vectren Fuels, Inc. The Coal Mining group also generates
income tax credits through IRS Code Section 29 investment tax credits relating to the production of coal-based
synthetic fuels through its 8.3% ownership in Pace Carbon Synfuels, LP. The Company’s two coal mines
produced 3.5 million tons in 2002, up from 3.3 million in 2001. The Company’s investment in Pace Carbon is
accounted for using the equity method of accounting.

Utility Infrastructure Services

Utility Infrastructure Services provides underground construction and repair of utility infrastructure services to
the Company and to other gas, water, electric, and telecommunications companies as well as facilities locating
and meter reading services through its investment in Reliant Services, LLC (Reliant). Reliant is a 50% owned
strategic alliance with an affiliate of Cinergy Corp. and is accounted for using the equity method of accounting.

In December 2000, Reliant purchased the common stock of Miller Pipeline Corporation (Miller) from NiSource,
Inc. for approximately $68.3 million. Vectren and Cinergy Corp. each contributed $16.0 million of equity, and
the remaining $36.3 million was funded with 7-year intermediate bank loans. The acquisition combines
Reliant’s utility services of underground facility locating, contract meter reading, and installation of
telecommunications infrastructure with Miller’s underground pipeline construction, replacement, and repair
services. Miller is one of the nation’s premier natural gas distribution contractors with over 50 years of
experience in the construction industry, currently providing such services to Indiana Gas, among other
customers.

Broadband

Broadband invests in broadband communication services such as cable television, high-speed Internet, and
advanced local and long distance phone services. The Broadband group provides telecommunications services
to approximately 26,800 residential and commercial customers (an increase of 7.9% from 2001) in the greater
Evansville area in southwestern Indiana. The present customer base has yielded approximately 78,000
residential revenue generating units (up from approximately 70,000 at the end of 2001) indicating multiple
services being utilized by the same residential customer.

The Company has a minority interest and a convertible subordinated debt investment in Utilicom Networks,
LLC (Utilicom). Utilicom is a provider of bundled communication services focusing on last mile delivery to
residential and commercial customers. The Company also has a minority interest in SIGECOM Holdings, Inc.,
which was formed by Utilicom to hold interests in SIGECOM, LLC (SIGECOM). SIGECOM provides
broadband services to the greater Evansville, Indiana, area.



Utilicom also plans to provide services to Indianapolis, Indiana, and Dayton, Chio. However, the funding of
these projects has been delayed due to the continued difficult environment within the telecommunication capital
markets, which has prevented Utilicom from obtaining debt financing on terms it considers acceptable. While
the existing investors remain interested in the Indianapolis and Dayton projects, the Company is not required to
make further investments and does not intend to proceed unless commitments are obtained to fully fund these
projects. Franchising agreements have been extended in both locations.

Other Businesses

In addition to the nonregulated business groups previously discussed, the Other Businesses group invests in a
portfolio of interests in gas and power storage, distributed generation projects, and similar energy-related
businesses. Additional activities include:

o A utility services business, which supplies utilities with a number of important services ranging from
supply chain management to environmental compliance testing.

o A retail unit, providing natural gas and other related products and services primarily in Chio serving
customers opting for choice among energy providers.

o A broadband consulting business.

Major investments include Haddington Energy Partnerships, two partnerships both approximately 40% owned;
CIGMA, LLC, a 50% owned strategic alliance with an affiliate of Citizens Gas; and the wholly owned
subsidiaries Southern Indiana Properties, Inc., Energy Realty, Inc., Vectren Retail, LLC, Vectren
Communication Services, Inc., and IEI Financial Services, LLC.

Persommel

As of December 31, 2002, the Company and its consolidated subsidiaries had 1,876 employees, of which 896
are subject to collective bargaining arrangements.

In August 2001, the Company signed a new four-year labor agreement, ending in September 2005 with Local

135 of the Teamsters, Chauffeurs, Warehousemen and Helpers. The new agreement provides for annual wage
increases of 3.25%, a new 401(k) savings plan and improvements in the areas of health insurance and pension
benefits.

Concurrent with the Company’s purchase of the Ohio operations, VEDO and Local Union 175, Utility Workers
Union of America approved a labor agreement effective November 2000, through October 2005. The
agreement provides a 3.25% wage increase each year, and the other terms and conditions are substantially the
same as the agreement reached between the Utility Workers Union and Dayton Power and Light Company in
August of 2000.

In July 2000, SIGECO signed a new four-year labor agreement with Local 702 of the International Brotherhood
of Electrical Workers, ending June 2004. The new agreement provides a 3% wage increase for each year in
addition to improvements in health care coverage, retirement benefits and incentive pay.

ITEM 2. PROPERTIES

Gas Utility Services

Indiana Gas owns and operates four gas storage fields located in Indiana covering 58,489 acres of land with an
estimated ready delivery from storage capability of 4.2 BCF of gas with delivery capabilities of 119,160 MCF
per day. Indiana Gas also owns and operates three liquefied petroleum (propane) air-gas manufacturing plants

located in Indiana with the ability to store 1.5 million gallons of propane and manufacture for delivery 31,000
MCF of manufactured gas per day. In addition to its owned storage and manufacturing and daily delivery
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capabilities, Indiana Gas contracts for a maximum of 17.2 BCF of gas availability across various pipelines with
a delivery capability of 283,298 MCF per day. Indiana Gas’ gas delivery system includes 11,590 miles of
distribution and transmission mains, all of which are in Indiana except for pipeline facilities extending from
points in northern Kentucky to points in southern Indiana so that gas may be transported to Indiana and sold or
transported by Indiana Gas to ultimate customers in Indiana.

SIGECO owns and operates three underground gas storage fields located in Indiana covering 6,070 acres of land
with an estimated ready delivery from storage capability of 8.7 BCF of gas with delivery capabilities of 124,748
MCF per day. In addition to its owned storage and daily delivery capabilities, SIGECO contracts for a
maximum of 0.5 BCF of gas availability across various pipelines with a delivery capability of 18,753 MCF per
day. SIGECO's gas delivery system includes 2,996 miles of distribution and transmission mains, all of which
are located in Indiana.

The Chio operations owns and operates three liquefied petroleum (propane) air-gas manufacturing plants and
one cavern for propane storage, all of which are located in Chio. The plants and cavern can store 3.7 million
gallons of propane, and the plants can manufacture for delivery 51,047 MCF of manufactured gas per day. In
addition to its owned storage and manufacturing and daily delivery capabilities, the Ohio operations contracts
for a maximum of 13.2 BCF of gas availability across various pipelines with a delivery capability of 281,491
MCF per day. The Ohio operations’ gas delivery system includes 5,176 miles of distribution and transmission
mains, all of which are located in Chio.

Electric Utility Services

SIGECO's installed generating capacity as of December 31, 2002, was rated at 1,351 MW. SIGECO's coal-fired
generating facilities are: the Brown Station with 500 MW of capacity, located in Posey County approximately
eight miles east of Mt. Vernon, Indiana; the Culley Station with 406 MW of capacity, and Warrick Unit 4 with
150 MW of capacity. Both the Culley and Warrick Stations are located in Warrick County near Yankeetown,
Indiana. SIGECO's gas-fired turbine peaking units are: the 80 MW Brown 3 Gas Turbine located at the Brown
Station; two Broadway Avenue Gas Turbines located in Evansville, Indiana with a combined capacity of 115
MW (Broadway Avenue Unit 1, SOMW and Broadway Avenue Unit 2, 65MW); two Northeast Gas Turbines
located northeast of Evansville in Vanderburgh County, Indiana with a combined capacity of 20 MW; and a new
80MW turbine also located at the Brown station (Brown Unit 4) placed into service in 2002. The Brown Unit 3
and Broadway Avenue Unit 2 turbines are also equipped to burn oil. Total capacity of SIGECC's six gas
turbines is 295 MW, and they are generally used only for reserve, peaking, or emergency purposes due to the
higher per unit cost of generation.

SIGECQ's transmission system consists of 829 circuit miles of 138,000 and 69,000 volt lines. The transmission
system also includes 27 substations with an installed capacity of 4,221.2 megavolt amperes (Mva). The electric
distribution system includes 3,212 pole miles of lower voltage overhead lines and 275 trench miles of conduit
containing 1,541 miles of underground distribution cable. The distribution system also includes 95 distribution
substations with an installed capacity of 1,939.5 Mva and 50,030 distribution transformers with an installed
capacity of 2,352.3 Mva.

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

Nenregulated Services
Subsidiaries other than the utility operations have no significant properties other than the ownership and

operation of coal mining property in Indiana and investments in real estate partnerships, leveraged leases, and
notes receivable. The assets of the coal mining operations comprise approximately 3 percent of total assets.




Property Serving as Collateral

SIGECQO'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 legal proceedings pending against the Company that are likely to have a material
adverse effect on its financial position or results of operations. See Note 14 of its consolidated financial
statements included in Item 8 Financial Statements and Supplementary Data regarding the Clean Air Act and
related legal proceedings. Legal proceedings involving transactions with ProLiance were substantially resolved
during 2002. See Note 4 for a discussion of regulatory matters related to ProLiance.

FTEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS
No matters were submitted during the fourth quarter to a vote of security holders.
PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

The Company’s common stock trades on the New York Stock Exchange under the symbol ““VVC.”” For each
quarter in 2002 and 2001, the high and low sales prices for the Company’s common stock as reported on the
New York Stock Exchange and dividends paid are shown in the following table.

Cash Common Stock Price Range
2002 Dividend High Low
First Quarter $ 0.265 $ 25.95 $ 2245
Second Quarter ' 0.265 26.10 23.10
Third Quarter 0.265 25.44 17.95
Fourth Quarter 0.275 25.00 21.05
2001
First Quarter $ 0.255 $ 24.44 $ 21.00
Second Quarter 0.255 23.90 20.38
Third Quarter 0.255 22.46 19.76
Fourth Quarter 0.265 24.07 21.05

On January 22, 2003, the board of directors declared a dividend of $0.275 per share, payable on March 3, 2003,
to common shareholders of record on February 14, 2003.

As of January 31, 2003, there were 13,460 shareholders of record of the Company’s common stock.
Dividends on shares of common stock are payable at the discretion of the board of directors out of legally

available funds. Future payments of dividends, and the amounts of these dividends, will depend on the
Company’s financial condition, results of operations, capital requirements, and other factors.




ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data is derived from the Company’s audited consolidated financial statements
and should be read in conjunction with those financial statements and notes thereto contained in this Form 10-K.
The financial information as of and for the years ended December 31, 2001 and 2000 has been restated.
Common shareholders’ equity as of January 1, 2000 also reflects adjustments related to years prior to 2000. See
Note 3 to the consolidated financial statements included under Item 8 Financial Statements and Supplementary
Data for further information on the restatement.

Year Ended December 31

(M

@

3

In millions, except per share data 2002 2001 (1) 2000(2,3) 1999 1998
{As Restated)

Operating Data:

Operating revenues $ 1,8043 § 2,081.8 $ 1,6328 $ 1,0684 $§ 997.7

Operating income $ 2113 § 1279 $§ 1317 $ 1608 § 1485

Income before extraordinary loss &
cumulative effect of change in

accounting principle $§ 1140 §$§ 593 $§ 720 $ 9.7 § 866
Net income $ 1140 $ 527 § 720 $ 907 $ 866
Average common shares outstanding 67.6 66.7 61.3 61.3 61.6
Fully diluted common shares outstanding 67.9 66.9 61.4 61.4 61.8
Basic earnings per share before

extraordinary loss & cumulative

effect of change in accounting principle $ 169 $ 08 § 1.18  § 148 % 1.41
Basic earnings per share

on common stock $ 169 § 079 § 118 § 148 § 141
Diluted earnings per share before

extraordinary loss & cumulative

effect of change in accounting principle $ 168 $ 08 § 1.17 8% 148 8 1.40
Diluted earnings per share

on common stock § 168 $ 079 § 117 § 148 5 140
Dividends per share on common stock $ 107 § 103 $ 098 § 094 § 090
Balance Sheet Data:

Total assets $ 29265 $§ 2,878.7 $ 29437 $ 19805 § 1,798.8
Long-term debt, net $ 9542 §$ 10140 § 6320 § 4867 § 3889
Redeemable preferred stock $ 03 § 05 % 81 § 82 § 8.3
Common shareholders' equity $ 8699 § 8393 § 7334 § 7098 $ 6779

Merger and integration related costs incurred for the year ended December 31, 2001 totaled $2.8 million. These costs relate
primarily to transaction costs, severance and other merger and acquisition integration activities. As a result of merger integration
activities, management retired certain information systems in 2001. Accordingly, the useful lives of these assets were shortened to
reflect this decision, resulting in additional depreciation expense of approximately $9.6 million for the year ended December 31,
2001. In total, merger and integration related costs incurred for the year ended December 31, 2001 were $12.4 million ($8.0 million
after tax).

The Company incurred restructuring charges of $19.0 million, ($11.8 million after tax) relating to employee severance, related
benefits and other employee related costs, lease termination fees related to duplicate facilities, and consulting and other fees.

Merger and integration related costs incurred for the year ended December 31, 2000 totaled $41.1 million. These costs relate
primarily to transaction costs, severance and other merger and acquisition integration activities. As a result of merger integration
activities, management identified certain information systems to be retired in 2001. Accordingly, the useful lives of these assets
were shortened to reflect this decision, resulting in additional depreciation expense of approximately $11.4 million for the year
ended December 31, 2000. In total, merger and integration related costs incurred for the year ended December 31, 2000 were $52.5
million ($36.8 million after tax).

Reflects two months of results of the Ohio operations.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

The following discussion and analysis should be read in conjunction with the consolidated financial statements and
notes thereto. As discussed in Note 3 in the consolidated financial statements, subsequent to the issuance of the
Company’s 2001 financial statements, the Company’s management determined that previously issued financial
statements should be restated. As a result, the Company has restated its 2001 and 2000 financial statements and has
increased reported retained earnings as of January 1, 2000 by $1.7 million. The restatement had the effect of
decreasing net income for 2001 and 2000 by $10.9 million and $48,000, respectively. Note 3 in the consolidated
financial statements includes a summary of the significant effects of the restatement. The effect of the restatement
on quarterly results, including previously reported 2002 quarterly information, is discussed in Note 21. The
following discussion and analysis gives effect to the restatement.

Consolidated Results of Operations

Year Ended December 31,
In millions, except per share amounts 2002 2001 2000
(As Restated)
Net income $ 114.0 $ 527 $ 720
Attributed to:
Regulated $ 93.6 $ 40.1 $ 525
Nonregulated 19.0 12.1 21.8
Corporate & other 1.4 0.5 2.3)
Basic earnings per share $ 1.69 § 079 $ 1.18
Attributed to:
Regulated $ 1.39 § 060 § 085
Nonregulated 0.28 0.18 0.36
Corporate & other 0.02 0.01 (0.03)

In 2002, consolidated net income increased $61.3 million, or $0.90 per share, when compared to 2001, as restated.
The year ended December 31, 2001 included nonrecurring merger, integration, and restructuring costs and other
nonrecurring items totaling $26.4 million after tax, or $0.40 per share. In addition to the nonrecurring 2001 items,
the increase reflects improved margins and lower operating costs. These resulted from favorable weather and a
returnt to lower gas prices and the related reduction in costs incurred in 2001. Also contributing to the increase was
increased earnings from the Energy Marketing and Services Group and a smaller loss in the Other Businesses
Group, both of which are components of nonregulated operations.

In 2001, consolidated net income decreased $19.3 million, or $0.39 per share, compared to 2000. The year ended
December 31, 2000 included nonrecurring merger, integration, and restructuring costs net of other nonrecurring
items totaling $31.9 million after tax, or $0.52 per share. The decrease reflects lower regulated earnings resulting
from extraordinarily high gas costs early in 2001 that unfavorably impacted margins and operating costs, warmer
heating weather, especially during late 2001, and a weakened national economy. This reduction was offset
somewhat by increased earnings from the Energy Marketing and Services and Coal Mining Groups, both of which
are components of nonregulated operations, and a decrease in nonrecurring items.

Dividends
In November 2002, the Company’s board of directors increased its quarterly dividend to $0.275 per share from

$0.265 per share. Dividends declared for the year ended December 31, 2002 were $1.07 per share, compared to
$1.03 per share and $0.98 per share for the same periods in 2001 and 2000, respectively.
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Restatement of Previously Reported Results

The Company identified adjustments that, in the aggregate, reduced previously reported 2001 earnings by
approximately $10.9 million after tax, or $0.16 per share, and other adjustments, as described below, related to
2000 and prior periods. Adjustments were also made to previously reported 2002 quarterly results. In addition to
adjustments affecting previously reported net income, other reclassifications were made to the previously reported
2001 and 2000 results to conform with the 2002 presentation.

Previously Reported 2001 and 2000 Net Income Adjustments

The Company determined that $11.6 million ($7.2 million after tax) of gas costs were improperly recorded as
recoverable gas costs due from customers. The error related primarily to the accounting for natural gas inventory
and resulted in an overstatement of 2001 earnings.

The Company also identified an accounting error related to certain employee benefit and other related costs that are
routinely accumulated on the balance sheet and systematically cleared to operating expense and capital projects.
Because of inadequate loading rates, these costs were not fully cleared to operating expense and capital projects in
2001. As aresult, 2001 earnings were overstated by $5.6 million ($3.5 million after tax).

The accounting for certain wholesale power marketing contracts was modified to comply with SFAS 133, which
became effective on January 1, 2001. The cumulative effect at adoption was decreased by $2.8 million after tax.
This change was offset substantially by an increase in electric margins throughout 2001.

The Company identified reconciliation errors and other errors related to the recording of estimates that were not
significant, either individually or in the aggregate. As a result of these additional items, 2001 earnings were
reduced by $2.6 million ($1.6 million after tax). Originally reflected in 2001, the correction of the year 2000
overstatement of electric revenue totaling $2.4 million ($1.5 million after tax), now reflected in 2000 as discussed
below, significantly offset these additional items.

The Company also determined that certain billings and collections had been improperly recorded in 2000, resulting
in an understatement of gas revenue by $1.8 million ($1.1 million after tax) and an overstatement of electric
revenue by $2.4 million ($1.5 million after tax). Other errors were identified that increased 2000 earnings by $.6
million ($.3 million after tax). The impact of the restatement of results for the year ended 2000 is a reduction to net
income of less than $100,000.

In addition, the Company also reduced previously reported revenues and cost of sales by $78.1 million in 2001 and
$15.5 million in 2600 to adopt EITF Issue No. 99-19 “Reporting Revenue Gross as a Principal versus Net as an

Agent” and to properly eliminate certain transactions in consolidation.

Previously Reported 2002 Quarterly Net Income Adjustments

As previously reported, in the second quarter of 2002 the Company recorded $5.2 million ($3.2 million after tax) of
carrying costs for DSM programs pursuant to existing IURC orders and based on an improved regulatory
environment. During the audit of the three years ended December 31, 2002, management determined that the
accrual of such carrying costs was more appropriate in periods prior to 2000 when DSM program expenditures
were made. Therefore, such carrying costs originally reflected in 2002 quarterly results were reversed and reflected
in common shareholders’ equity as of January 1, 2000. In addition, the Company identified other adjustments that
were not significant, either individually or in the aggregate that increased previously reported 2002 quarterly pre-
tax and after tax earnings by approximately $1.4 million and $0.9 million after tax, respectively. The cumulative
impact from of these adjustments reduced previously reported earnings for the nine months ended September 30,
2002 by approximately $2.3 million.
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Beginning Retained Earnings Adjustments

In addition to the adjustment of DSM costs above, the Company identified other errors that were not significant,
either individually or in the aggregate that relate to years prior to 2000. As a result of these additional items,
beginning common shareholders’ equity was reduced by $1.5 million. Accordingly, retained earnings as of January
1, 2000 reflects a cumulative net increase of $1.7 million.

Other Balance Sheet Adjustments

Certain reclassifications were made to reflect separate Company prepaid and accrued taxes that result in the
consolidated tax position. This adjustment added approximately $46.4 million of prepaid and other current assets
with a corresponding increase in accrued liabilities as of December 31, 2001. The Company also reclassified all
previously recorded goodwill not included in rates to goodwill on the balance sheet. This adjustment resulted in a
$5.9 million decrease in other assets, a $3.0 million decrease in prepayments and other current assets and an $8.9
million increase in goodwill.

The Company has restated its financial statements to give effect to the matters discussed above. Following is a
summary of the significant effects of the restatement on previously reported financial position and results of
operations. The effects of the restatement on 2001 quarterly results and on 2002 previously reported quarterly
information, is discussed in Note 21. The consolidated financial statements are included under Item 8 Financial
Statements and Supplementary Data.

Nonrecurring Items im 2001 and 2000

Merger & Integration Costs

Merger and integration costs incurred for the years ended December 31, 20601 and 2000 were $2.8 million and
$41.1 million, respectively. Merger and integration activities resulting from the 2000 merger were completed in
2001.

Since March 31, 2000, $43.9 million has been expensed associated with merger and integration activities. Accruals
were established at March 31, 2000 totaling $20.7 million. Of this amount, $5.5 million related to employee and
executive severance costs, $13.1 million related to transaction costs and regulatory filing fees incurred prior to the
closing of the merger, and the remaining $2.1 million related to employee relocations that occurred prior to or
coincident with the merger closing. The remaining $23.2 million was expensed {$20.4 million in 2000 and $2.8
million in 2001) for accounting fees resulting from merger-related filing requirements, consulting fees related to
integration activities such as organization structure, employee travel between company locations, internal labor of
employees assigned to integration teams, investor relations communication activities, and certain benefit costs.

The integration activities experienced by the Company included such things as information system consolidation,
process review and definition, organization design and consolidation, and knowledge sharing,

As a result of merger integration activities, management retired certain information systems in 2001. Accordingly,
the useful lives of these assets were shortened in 2000 to reflect this decision, resulting in additional depreciation
expense of approximately $9.6 million and $11.4 million for the years ended December 31, 2001 and 2000,
respectively.

In total, for the year ended December 31, 2001, merger and integration costs totaled $12.4 million ($8.0 million

after tax), or $0.12 on a basic earnings per share basis compared to $52.5 million ($36.8 million after tax), or $0.60
on a basic earnings per share basis in 2000.
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Restructuring Costs

As part of continued cost saving efforts, in June 2001, the Company’s management and board of directors approved
a plan to restructure, primarily, its regulated operations. The restructuring plan included the elimination of certain
administrative and supervisory positions in its utility operations and corporate office. Charges of $11.8 million
were expensed in June 2001 as a direct result of the restructuring plan. Additional charges of $7.2 million were
incurred during the remainder of 2001 primarily for consulting fees, employee relocation, and duplicate facilities
costs. In total, the Company incurred restructuring charges of $19.0 million, ($11.8 million after tax), or $0.18 on a
basic earnings per share basis in 2001. These charges were comprised of $10.9 million for employee severance,
related benefits and other employee related costs, $4.0 million for lease termination fees related to duplicate
facilities and other facility costs, and $4.1 million for consulting and other fees incurred through December 31,
2001. The restructuring program was completed during 2001, except for the departure of certain employees
impacted by the restructuring which occurred during 2002 and the final settlement of the lease obligation which has
yet to occur. (See Note 19 for further information on restructuring costs.)

Extraordinary Loss

In June 2001, the Company sold certain leveraged lease investments with a net book value of $59.1 million at a loss
of $12.4 million ($7.7 million after tax), or $0.12 on a basic earnings per share basis. Because of the transaction’s
significance and because the transaction occurred within two years of the effective date of the merger of Indiana
Energy and SIGCORP, which was accounted for as a pooling-of-interests, APB 16 requires the loss on disposition
of these investments to be treated as extraordinary. Proceeds from the sale of $46.7 million were used to retire
short-term borrowings.

Cumulative Effect of Change in Accounting Principle

Resulting from the adoption of SFAS 133, certain contracts in the power marketing operations and gas marketing
operations that are periodically settled net were required to be recorded at market value. Previously, the Company
accounted for these contracts on settlement. The cumulative impact of the adoption of SFAS 133 resulting from
marking these contracts to market on January 1, 2001 was an earnings gain of approximately $1.8 million ($1.1
million after tax), or $0.02 on a basic earnings per share basis, recorded as a cumulative effect of change in
accounting principle in the Consolidated Statements of Income. The majority of this gain results from the
Company’s power marketing operations.

Gain on Restructuring of a Nonregulated Investment

In January 2000, the Company restructured its investment in SIGECOM, LLC (SIGECOM). Affiliates of The
Blackstone Group acquired a majority ownership interest in Utilicom. In connection with The Blackstone Group
investment, the Company exchanged its 49% preferred equity interest in SIGECOM for $16.5 million of
convertible subordinated debt of Utilicom Networks LLC and an 18.9% common equity interest in SIGECOM
Holdings, Inc, which was valued at $6.5 million. The carrying value of the Company’s 49% preferred equity
interest was $15.0 million prior to the exchange. The Company received consideration in the exchange based upon
an investment bank analysis of the fair value of SIGECOM at the transaction date. The investment restructuring
resulted in a pre-tax gain of $8.0 million ($4.9 million after tax), or $0.08 on a basic earnings per share basis, which
is classified in equity in earnings of unconsolidated affiliates in the Consolidated Statements of iIncome. Refer to
Note 4 for more information on the Company’s investment in Utilicom-related entities.

Results of Operations by Business Segmemnt

Following is a more detailed discussion of the results of operations of the Company’s regulated and nonregulated
businesses. The detailed results of operations for the regulated businesses and nonregulated businesses are
discussed and analyzed before the reclassification and elimination of certain intersegment transactions necessary to
consolidate those results into the Company’s Consolidated Statements of Income. The operations of the Corporate
and Other business segment, which include primarily information technology services, are not significant.
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Results of Operations of the Regunlated Busimesses

The Company’s regulated operations are comprised of its Gas Utility Services and Electric Utility Services
segments. The Gas Utility Services segment includes the operations of Indiana Gas, the Ohio operations, and
SIGECQO’s natural gas distribution business and provides natural gas distribution and transportation services to
nearly two-thirds of Indiana and west central Ohio. The Electric Utility Services segment includes the operations
of SIGECQO’s electric transmission and distribution services, which provides electricity primarily to southwestern
Indiana, and SIGECQ’s power generating and power marketing operations. The results of regulated operations
before certain intersegment eliminations and reclassifications for the years ended December 31, 2002, 2001, and
2000 follows:

In millions, except per share amounts 2002 2001 2000
OPERATING REVENUES (As Restated)
Gas revenues $ 909.0 $ 1,019.6 $ 820.4
Electric revenues 608.1 381.2 334.4
Total operating revenues 1,517.1 1,400.8 1,154.8
COST OF OPERATING REVENUES
Cost of gas 571.8 708.9 552.5
Fuel for electric generation 81.6 74.4 75.7
Purchased electric energy 296.3 86.9 36.4
Total cost of operating revenues 949.7 870.2 664.6
TOTAL QPERATING MARGIN 567.4 530.6 490.2
OPERATING EXPENSES
Other operating 220.6 241.1 209.0
Merger & integration costs - 2.8 32.7
Restructuring costs - 15.0 -
Depreciation & amortization 96.8 97.2 82.4
Taxes other than income taxes 50.8 51.2 36.2
Total expenses 368.2 407.3 360.3
OPERATING INCOME 199.2 123.3 129.9
OTHER INCCME
Other — net 6.9 5.5 4.7
Equity in earnings of unconsolidated affiliates (1.8) (0.5) -
Total other income 5.1 5.0 4.7
Interest expense 66.1 70.1 46.1
INCOME BEFORE INCOME TAXES 138.2 58.2 88.5
Income tax 44.6 18.4 35.0
Preferred dividend requirement of subsidiary - 0.8 1.0
Income before cumulative effect of change
in accounting principle 93.6 39.0 525

Cumulative effect of change in accounting

principle - net of tax - 1.1 -
NET INCOME $ 93.6 $ 40.1 $ 52.5
BASIC EARNINGS PER SHARE $ 1.39 $ ¢.690 $ 0.85

Utility operations contributed net income of $93.6 million, or $1.39 per share, for the year ended December 31,
2002 compared to $40.1 million, or $0.60 per share, in 2001. The year ended December 31, 2001 included
nonrecurring merger, integration, and restructuring costs and other nonrecurring items totaling $15.9 million after
tax, or $0.24 per share. In addition to the nonrecurring 2001 items, the increase of $53.5 million, or $0.79 per
share, was primarily the result of improved margins and lower operating expense. These resulted from favorable
weather and a return {o lower gas prices and the related reduction in costs incurred in 2001,
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For 2001 compared to 2000, net income decreased $12.4 million, or $0.25 per share. The year ended December 31,
2000 included nonrecurring merger and integration costs totaling $31.6 million, or $0.51 per share. The decrease is
due to extraordinarily high gas costs early in 2001 that unfavorably impacted margins and operating costs,
including uncollectible accounts expense, interest, and excise taxes; and heating weather that was 9% warmer than
the prior year.

Significant Fluctuations

Utility Margin

Gas Utility Margin

Gas Utility margin for the year ended December 31, 2002 of $337.2 million increased $26.5 million, or 9%. The
increase is primarily due to weather 7% cooler for the year and 31% cooler in the fourth quarter. Rate recovery of
excise taxes in Ohio effective July 1, 2001, an increase in the Percent of Income Payment Plan rider affecting Ohio
customers, and customer growth of over 1% also contributed. The effects of cooler weather resulted in an overall
4% increase in total throughput to 207.7 MMDth in 2002 from 199.3 MMDth in 2001. Total throughput in 2000
was 181.2 MMDth, which includes two months of throughput from the Chio operations.

Gas Utility margin for the year ended December 31, 2001 of $310.7 million increased $42.8 million, compared to
2000. Excluding the Chio operations, gas margin decreased by $17.9 million, or 7%. The primary factors
contributing to this decrease were weather that was 9% warmer than the prior year and the unfavorable impact
resulting from extraordinarily high gas costs early in 2001, coupled with the effects of a weakened economy. These
decreases were offset somewhat by customer growth of nearly 1% compared to 2000.

Cost of gas sold was $571.8 million in 2002, $708.9 million in 2001, and $552.5 million in 2000. Cost of gas sold
decreased $137.1 million, or 19%, during 2002 compared to 2001, primarily due to a return to lower gas prices
somewhat offset by an increase in retail volumes sold. Of the change in 2001 compared to 2000, the Chio
operations contributed $179.4 million of the increase. Excluding the Chio operations, cost of gas sold decreased
$23.0 million, or 4%, in 2001. The decrease is primarily due to lower volumes sold due to the warmer weather and
a weakened economy, offset by an increase in gas prices. The total average cost per dekatherm of gas purchased
was $4.57 in 2002, $5.83 in 2001, and $5.60 in 2000. The price changes are due primarily to changing commodity
costs in the marketplace.

Electric Utility Margin :
Electric Utility margin by customer type and non-firm wholesale margin separated between realized margin and
mark-to-market gains and losses follows:

Year ended December 31,

In millions 2002 2001 2000
Retail & firm wholesale $ 2153 § 2000 $§ 2012
Non-firm wholesale 14.9 19.9 21.1
Total margin $ 2302 § 2199 § 2223
Non-firm wholesale margin;

Realized margin $§ 185 § 184 § 211
Mark-to-market gains (losses) (3.6) 1.5 -

Electric Utility margin for the year ended December 31, 2002 increased $10.3 million, or 5%, when compared to
2001. The increases result primarily from the effect on retail sales of cooling weather considerably warmer than the
prior year. Weather in 2002 was 27% warmer when compared to 2001 and 23% warmer than normal. In addition
to weather, 2002 was positively affected by a cash return on NOx compliance expenditures as the expenditures are
made pursuant to a rate recovery rider approved by the TURC in August 2001. As a result of warmer weather, retail
and firm wholesale volumes sold increased from 5.8 GWh in 2001 to 6.2 GWh in 2002. Volumes sold in 2000
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were 5.9 GWh. The current year increase in margin from retail sales was partially offset by lower margins earned
in the wholesale energy market.

Electric Utility margin for the year ended December 31, 2001 decreased $2.4 million, or 1%, compared to 2000
primarily from decreased sales to firm wholesale customers and decreased margin on non-firm wholesale activity.
The decreases were partially offset by a 3% increase in residential and commercial sales due to cooling weather 7%
warmer than the prior year and a 3% increase in the number of residential and commercial customers.

Periodically, generation capacity is in excess of that needed to serve retail and firm wholesale customers. The
Company markets this unutilized capacity to optimize the return on its owned generation assets. The contracts
entered into are primarily short-term purchase and sale transactions that expose the Company to limited market risk.
While volumes both so0ld and purchased in the wholesale market have increased during 2002, margins softened as a
result of reduced price volatility. As a result of increased activity offset by reduced price volatility, margin from
power marketing activities decreased $5.0 million during 2002 and $1.2 million during 2001. In 2002, volumes
sold into the wholesale market were 10.7 GWh compared to 3.4 GWh in 2001 and 1.6 GWh in 2000. Volumes
purchased from the wholesale market, some of which were utilized to serve retail and firm wholesale customers,
were 10.3 GWh in 2002 compared to 2.9 GWh in 2001 and 1.2 GWh in 2000.

Utility Operating Expenses

Utility Other Operating

Utility other operating expenses decreased $20.5 million for the year ended December 31, 2002 when compared to
2001. The decrease results primarily from lower charges for the use of corporate assets which had useful lives
shortened as a result of the merger and a return to lower gas prices and the related reduction in costs incurred in
2001. Specific expernses affected by increased gas costs in 2001 were uncollectible accounts expense and
contributions to low income heating assistance programs. Insurance recovery in 2002 of certain maintenance costs
incurred in 2001 also contributed to the decrease.

Excluding $33.2 million in additional expenses related to the Chio operations, utility other operating expenses for
the year ended December 31, 2001 decreased $1.1 million compared to 2000. The 2001 decrease results, primarily
from prior merger synergies offset by higher expenses resulting from increased gas costs.

Utility Depreciation & Amortization

Utility depreciation and amortization decreased $0.4 million for the year ended December 31, 2002 when compared
to 2001. The decrease results from the discontinuance of goodwill amortization as required by SFAS 142, which
approximated $4.9 million in 2001, offset somewhat by depreciation of plant additions.

Utility depreciation and amortization increased $14.8 million in 2001 when compared to 2000. The increase is due
to the inclusion of the Chio operations and depreciation of normal utility plant additions at Indiana Gas and
SIGECOQ. For the year ended December 31, 2001, the increase in utility depreciation and amortization related to
the Ohio operations was $12.9 million, including amortization of goodwill of $4.9 million.

Utility Taxes Other Than Income Taxes

Utility taxes other than income taxes decreased $0.4 million in 2002 compared to 2001 as a result of lower revenues
subject to gross receipts tax and increased $15.0 million in 2001 compared to 2000. The year ended December 31,
2001 includes $15.3 million of additional expense related to the Ohio operations, primarily state excise tax.

Utility Other Income - Net

Other- net

Utility other income, net increased $1.4 millicn in 2002 when compared to 2001 and amounts in 2001 were
comparable to 2000. The increase in 2002 is primarily attributable to gains recognized from the sale of excess
emission allowances.
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Equity in Earnings of Unconsolidated Affiliates

Equity in earnings of unconsolidated affiliates decreased $1.3 million in 2002 and $0.5 million in 2001 principally
due to increased losses and increased ownership in a company that manufactures autoclaved aerated concrete
products from fly ash.

Utility Interest Expense

Utility interest expense decreased $4.0 million in 2002 compared to 2001. The decrease is attributable to lower
outstanding borrowings during 2002 and lower average interest rates on adjustable rate debt.

Utility interest expense increased $24.0 million during the 2001 compared to 2000. The increase is due primarily to
interest related to financing the acquisition of the Chio operations and increased working capital requirements

resulting from higher natural gas prices.

Utility Income Tax

Federal and state income taxes related to utility operations increased $26.2 million for the year ended December 31,
2002 when compared to 2001. The increase results principally from higher pre-tax earnings. The effective tax rate
increased from 31.6% in 2001 to 32.3% in 2002 due to amortization of investment tax credits and higher pre-tax
income.

Federal and state income taxes related to utility operations decreased $16.6 million in 2001 when compared to
2000. The 2001 decrease is due to lower pre-tax earnings. The effective tax rate decreased from 39.5% in 2000 to
31.6% in 2001. This decrease results primarily from the nondeductibility of certain merger and integration costs
incurred in 2000 and amortization of investment tax credits.

Competition

The utility industry has been undergoing dramatic structural change for several years, resulting in increasing
competitive pressures faced by electric and gas utility companies. Increased competition may create greater risks to
the stability of utility earnings generally and may in the future reduce earnings from retail electric and gas sales.
Currently, several states, including Chio, have passed legislation allowing electricity customers to choose their
electricity supplier in a competitive electricity market and several other states are considering such legislation. At
the present time, Indiana has not adopted such legislation. Chio regulation allows gas customers to choose their
commodity supplier. The Company implemented a choice program for its gas customers in Ohio in January 2003.
Indiana has not adopted any regulation requiring gas choice; however, the Company operates under approved tariffs
permitting large volume customers to choose their commodity supplier.

Other Operating Matters

Midwest Independent System Operator

The FERC approved the Midwest Independent System Operator (MISO) as the nation's first regional transmission
organization. Regional transmission organizations place public utility transmission facilities in a region under
common control. The FERC has made regional transmission organizations a top priority to boost competition and
to provide more reliable power at lower rates. The Carmel, Indiana, based MISO began some operations in

~ December 2001 with control of 73,000 miles of transmission lines carrying up to 81,000 MW. More than 20 states
are included in the MISO from the Midwest and Plains states, to Texas, Arkansas, and part of the Southeast. In
December 2001, the TURC approved the Company’s request for authority to transfer operational control over its
electric transmission facilities to the MISO. That transfer occurred on February 1, 2002.

Issues pertaining to certain of MISC’s tariff charges for its services remain to be determined by the FERC. Given
the outstanding tariff issues, as well as the potential for additional growth in MISO participation, the Company is
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unable to determine the future impact MISO participation may have on its operations. Pursuant to an order from
the TURC, certain MISO costs are deferred for future recovery.

As a result of MISQO’s operational control over much of the Midwestern electric transmission grid, including
SIGECQ’s transmission facilities, SIGECO’s continued ability to import power, when necessary, may be impacted.
Given the nature of MISO’s policies regarding use of transmission facilities, as well as ongoing FERC initiatives, it
is difficult to predict the impact on operational reliability. The potential need to expend capital for improvements to
the transmission system, both to SIGECO’s facilities as well as to those facilities of adjacent utilities, over the next
several years will become more predictable as MISO completes studies related to regional transmission planning
and improvements. Such expenditures may be significant.

Environmental Matters

The Company is subject to federal, state, and local regulations with respect to environmental matters, principally
air, solid waste, and water quality. 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 it might propose to build. Regulations concerning air quality establish standards with respect to both
ambient air quality and emissions from electric generating facilities, including particulate matter, sulfur dioxide
(S0O,), and nitrogen oxides (NOx). Regulations concerning water quality establish standards relating to intake 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, nor is it possible to predict what other regulations
may be adopted in the future. The Company intends to comply with all applicable governmental regulations, but
will contest any regulation it deems to be unreasonable or impossible to comply with.

Clean Air Act

NOx SIP Call Matter

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

In October 1998, the USEPA issued a final rule "Finding of Significant Contribution and Rulemaking for Certain
States in the Ozone Transport Assessment Group Region for Purposes of Reducing Regional Transport of Ozone,"
(63 Fed. Reg. 57355). This ruling found that the SIP’s of certain states, including Indiana, were substantially
inadequate since they allowed for NOx emissions in amounts that contributed to non-attainment with the ozone
NAAQS in downwind states. The USEPA required each state to revise its SIP to provide for further NOx emission
reductions. The NOx emissions budget, as stipulated in the USEPA's final ruling, requires a 31% reduction in total
NOx emissions from Indiana.

In June 2001, the Indiana Air Pollution Control Board adopted final rules to achieve the NOx emission reductions
required by the NOx SIP Call. Indiana’s SIP requires the Company to lower its system-wide NOx emissions to .14
Ibs./ MMBTU by May 31, 2604 (the compliance date). This is a 65% reduction from emission levels existing in
1999 and 1998.

The Company has initiated steps toward compliance with the revised regulations. These steps include installing
Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 (Culley), Warrick Generating
Station Unit 4, and A.B. Brown Generating Station Units 1 and 2. SCR systems reduce flue gas NOx emissions to
atmospheric nitrogen and water using ammonia in a chemical reaction. This technology is known to be the most
effective method of reducing NOx emissions where high removal efficiencies are required.

On August 28, 2001, the IURC issued an order that (1) approved the Company’s proposed project to achieve
environmental compliance by investing in clean coal technology, (2) approved the Company’s initial cost estimate
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of $198 million for the construction, subject to periodic review of the actual costs incurred, and (3) approved a
mechanism whereby, prior to an electric base rate case, the Company may recover through a rider that is updated
every six months a return on its capital costs for the project, at its overall cost of capital, including a return on
equity. The first rider adjustment for ongoing cost recovery was approved by the IURC on February 6, 2002.
Based on the level of system-wide emissions reductions required and the control technology utilized to achieve the
reductions, the current estimated clean coal technology construction cost ranges from $240 million to $250 million
and is expected to be expended during the 2001-2006 period. Through December 31, 2002, $70.0 million has been
expended.

On June 5, 2002, the Company filed a new proceeding to update the NOx project cost and to obtain approval of a
second rider authorizing ongoing recovery of depreciation and operating costs related to the clean coal technology.
After the equipment is installed and operational, related annual operating expenses, including depreciation expense,
are estimated to be between $24 million and $27 million. Such expenses would commence in 2004 when the
technology becomes operational. On January 3, 2003, the IURC approved a settlement that authorizes total capital
cost investment for this project up to $244 million (excluding AFUDC) and recovery on those capital costs, as well
as the recovery of future operating costs, including depreciation and purchased emission allowances, through a rider
mechanism. The settlement establishes a fixed return of 8 percent on the capital investment, which approximates
the return authorized in the Company’s last electric rate case in 1995.

The Company expects to achieve timely compliance as a result of the project. Construction of the first SCR at
Culley is nearing completion on schedule, and installation of SCR technology as planned is expected to reduce the
Company’s overall NOx emissions to levels compliant with Indiana’s NOx emissions budget allotted by the
USEPA. Therefore, the Company has recorded no accrual for potential penalties that may result from
noncompliance.

Culley Generating Station Litigation

In the late 1990’s, the USEPA initiated an investigation under Section 114 of the Act of SIGECO’s coal-fired
electric generating units in commercial operation by 1977 to determine compliance with environmental permitting
requirements related to repairs, maintenance, modifications, and operations changes. The focus of the investigation
was to determine whether new source review permitting requirements were triggered by such plant modifications,
and whether the best available control technology was, or should have been used. Numerous electric utilities were,
and are currently, being investigated by the USEPA under an industry-wide review for compliance. In July 1999,
SIGECO received a letter from the Office of Enforcement and Compliance Assurance of the USEPA discussing the
industry-wide investigation, vaguely referring to an investigation of SIGECO and inviting SIGECO to participate in
a discussion of the issues. No specifics were noted; furthermore, the letter stated that the communication was not
intended to serve as a notice of violation. Subsequent meetings were conducted in September and Cctober 1999
with the USEPA and targeted utilities, including SIGECO, regarding potential remedies to the USEPA's general
allegations.

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

SIGECO believes it performed only maintenance, repair, and replacement activities at the Culley Generating
Station, as allowed under the Act. Because proper maintenance does not require permits, application of the best
available control technology, notice to the USEPA, or compliance with new source performance standards,
SIGECO believes that the lawsuit is without merit, and intends to vigorously defend itself. Since the filing of this
lawsuit, the USEPA has voluntarily dismissed a majority of the claims brought in its original complaint. In its
original complaint, USEPA alleged significant emissions increases of three pollutants for each of four maintenance
projects. Currently, USEPA is alleging only significant emission increases of a single pollutant at three of the four
maintenance projects cited in the original complaint,
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The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per violation. However, on July 29,
2002, the Court ruled that USEPA could not seek civil penalties for two of the three remaining projects at issue in
the litigation, significantly reducing potential civil penalty exposure. The lawsuit also seeks a court order requiring
SIGECO to install the best available emissions technology at the Culley Generating Station. If the USEPA were
successful in obtaining an order, SIGECO estimates that in response it could incur capital costs of approximately
$20 million to $40 million to comply with the order. Trial is currently set to begin July 14, 2003.

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

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

Information Request

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

Manufactured Gas Plants

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

Indiana Gas has identified the existence, location, and certain general characteristics of 26 gas manufacturing and
storage sites for which it may have some remedial responsibility. Indiana Gas has completed a remedial
investigation/feasibility study (RI/FS) 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 2000. Although Indiana Gas has not begun an RI/FS
at additional sites, Indiana Gas has submitted several of the sites to the IDEM's Voluntary Remediation Program
and is currently conducting some level of remedial activities including groundwater monitoring at certain sites
where deemed appropriate and will continue remedial activities at the sites as appropriate and necessary.

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

The estimated accrued costs are limited to Indiana Gas’ proportionate share of the remediation efforts. Indiana Gas
has arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to
limit Indiana Gas’ share of response costs at these 19 sites to between 20% and 50%.

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

Environmental matters related to manufactured gas plants have had no material impact on earnings since costs
recorded to date approximate PRP and insurance settlement recoveries. While Indiana Gas has recorded all costs
which it presently expects to incur in connection with activities at these sites, it is possible that future events may
require some level of additional remedial activities which are not presently foreseen.
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In October 2002, the Company received a formal information request letter from the IDEM regarding five
manufactured gas plants owned and/or operated by SIGECO and not currently enrolled in the IDEM’s Voluntary
Remediation Program. In response, SIGECO submitted to the IDEM the results of preliminary site investigations
conducted in the mid-1990’s. These site investigations confirmed that based upon the conditions known at the
time, the sites posed no risk to human health or the environment. Follow up reviews have recently been initiated by
the Company to confirm that the sites continue to pose no such risk.

Rate and Regulatory 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 Indiana customers are regulated by TURC. The retail
gas operations of the Ohio operations are subject to regulation by the PUCO. Changes in prices for fuel for electric
generation and purchased power are determined primarily by energy markets.

Gas Costs Proceedings

Adjustments to rates and charges related to the cost of gas charged to Indiana customers are made through gas cost
adjustment (GCA) procedures established by Indiana law and administered by the IURC. Similar adjustments to
the cost of gas charged to Ohio customers are made through gas cost recovery (GCR) procedures established by
Chio law and administered by the PUCO. GCA and GCR procedures involve scheduled quarterly filings and IURC
and PUCO hearings to establish the amount of price adjustments for a designated future quarter. The procedures
also provide for inclusion in later quarters any variances between the estimated cost of gas and actual costs
incurred. This reconciliation process with regard to changes in the cost of gas sold closely matches revenues to
expenses.

The TURC has also applied the statute authorizing GCA procedures to reduce rates when necessary to limit net
operating income to a level authorized in its last general rate order through the application of an earnings test.
Recovery of gas costs is not allowed to the extent that net operating income for the longer of (1) a 60-month period,
including the twelve-month period provided in a gas cost adjustment filing, or (2) the date of the last order
establishing base rates and charges exceeds the total net operating income authorized by the IURC. For the recent
past, the earnings test has not affected the Company’s ability to recover gas costs, and the Company does not
anticipate the earnings test will restrict the recovery of gas costs in the near future.

Rate structures for gas delivery operations do not include weather normalization-type clauses that authorize the
utility to recover gross margin on sales established in its last general rate case, regardless of actual weather patterns.

Commodity prices for natural gas purchases were significantly higher during the 2000 - 2001 heating season,
primarily due to colder temperatures, increased demand and tighter supplies. Subject to compliance with applicable
state laws, the Company's utility subsidiaries are allowed full recovery of such changes in purchased gas costs from
their retail customers through these commission-approved gas cost adjustment mechanisms, and margin on gas
sales should not be impacted. However, in 2001, the Company’s utility subsidiaries experienced higher working
capital requirements, increased expenses including unrecoverable interest costs, uncollectible accounts expense,
and unaccounted for gas and some level of price sensitive reduction in volumes sold.

In March 2001, Indiana Gas and SIGECO reached agreement with the OUCC and the Citizens Action Coalition of
Indiana, Inc. (CAC) regarding the matters raised by an IURC Order that disallowed $3.8 million of Indiana Gas’
gas procurement costs for the 2000 — 2001 heating season which was recognized during the year ended December
31, 2000. As part of the agreement, the companies agreed to contribute an additional $1.7 million to assist qualified
low income gas customers, and Indiana Gas agreed to credit $3.3 million of the $3.8 million disallowed amount to
its customers’ April 2001 utility bills in exchange for both the OUCC and the CAC dropping their appeals of the
TURC Order. In April 2001, the IURC issued an order approving the settlement. Substantially all of the financial
assistance for low income gas customers was distributed in 2001.
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For additional information on regulatory matters affecting the utilities, refer to Nonregulated Section’s discussion
of transactions with ProLiance.

Fuel & Purchased Power Costs

Adjustments to rates and charges related to the cost of fuel and the net energy cost of purchased power charged to
Indiana customers are made through fuel cost adjustment procedures established by Indiana law and administered
by the IURC. Fuel cost adjustment procedures involve scheduled quarterly filings and JTURC hearings to establish
the amount of price adjustments for future quarters. The procedures also provide for inclusion in a later quarter of
any variances between the estimated cost of fuel and purchased power and actual costs incurred. The order
provides that any over-or-under-recovery caused by variances between estimated and actual cost in a given quarter
will be included in the second succeeding quarter's adjustment factor. This continuous reconciliation of estimated
incremental fuel costs billed with actual incremental fuel costs incurred closely matches revenues to expenses.

An earnings test similar to the test restricting gas cost recovery is the principal restriction to recovery of fuel cost
increases. This earnings test has not affected the Company’s ability to recover fuel costs, and the Company does
not anticipate the earnings test will restrict the recovery of fuel costs in the near future.

As a result of an appeal of a generic order issued by the IURC in August 1999 regarding guidelines for the recovery
of purchased power costs, SIGECO entered into a settlement agreement with the OUCC that provides certain terms
with respect to the recoverability of such costs. The settlement, originally approved by the [IURC in August 2000,
has been extended by agreement through March 2003, and discussions regarding further extension of the settiement
term are ongoing. Under the settlement, SIGECO can recover the entire cost of purchased power up to an
established benchmark, and during forced outages, SIGECO will bear a limited share of its purchased power costs
regardless of the market costs at that time. Based on this agreement, SIGECO believes it has limited its exposure to
unrecoverable purchased power costs.
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Resuits of Operations of the Nonregulated Businesses

The Company is involved in nonregulated activities in four primary business areas: Energy Marketing and Services,
Coal Mining, Utility Infrastructure Services, and Broadband. Energy Marketing and Services markets natural gas
and provides energy management, including energy performance contracting services. Coal Mining mines and sells
coal to the Company’s utility operations and to other parties and generates IRS Code Section 29 investment tax
credits relating to the production of coal-based synthetic fuels. Utility Infrastructure Services provides underground
construction and repair, facilities locating, and meter reading services. Broadband invests in broadband
communication services such as analog and digital cable television, high-speed Internet and data services, and

~ advanced local and long distance phone services. In addition, the nonregulated group has investments in other
businesses that invest in energy-related opportunities and provides utility services, municipal broadband consulting,
retail, and real estate and leveraged leases. The results of nonregulated operations for the years ended December
31, 2002, 2001, and 2000 follows:

In millions, except per share amounts 2002 2001 2000
(As Restated)
Energy services & other revenues § 2872 $  681.0 $ 4780
Cost of energy services & other revenues 249.4 640.9 453.2
TOTAL CPERATING MARGIN 37.8 40.1 24.8
Intersegment revenues, net of costs 3.0 2.6 1.9
Expenses:
Operating expenses 36.1 36.3 203
Merger & integration costs - - 1.6
Restructuring costs - 3.5 -
Total expenses 36.1 39.8 21.9
OPERATING INCOME 4.7 29 4.8
Other income:
Equity in earnings of unconsolidated affiliates 10.9 13.9 9.8
Other — net 6.1 11.4 18.5
Total other income 17.0 25.3 28.3
Interest expense 9.1 12.5 9.6
INCOME BEFORE TAXES 12.6 157 235
Income tax 6.9) CA)) 0.6
Minority interest 0.5 0.6 1.1
Income before extraordinary loss 19.0 19.8 21.8
Extraordinary loss - net of tax - (7.7) -
NET INCOME $ 15.0 $ 12.1 3 21.8
BASIC EARNINGS PER SHARE $ 0.28 $ 0.18 3 0.36
NET INCOME ATTRIBUTED TO:
Energy Marketing & Services $ 15.0 $ 11.3 3 7.2
Coal Mining 12.2 13.6 4.6
Utility Infrastructure (1.2) (0.6) 0.2
Broadband 0.4 0.1) 4.4
Other Businesses (7.4) (12.1) 54

For the year ended December 31, 2002, earnings from nonregulated operations increased $6.9 million, or $0.10 per
share, when compared to 2001. The increase is primarily due to increased earnings from Energy Marketing and
Services and a smaller loss incurred by the Company’s broadband consulting operations which are part of the Other
Businesses Group. The year ended December 31, 2001 included $2.2 million after tax, or $0.04 per share, in
nonrecurring restructuring costs and $7.7 million after tax, or $0.12 per share, related to an extraordinary loss from
the divestiture of certain assets. In addition, 2001 benefited from gains recognized upon sale of investments by an
unconsolidated affiliate in the first and third quarters, and 2002 was negatively affected by a change in Indiana
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corporate income tax laws enacted in June 2002, which required the recalculation of deferred tax obligations and
earnings from leveraged lease investments at the date of enactment of the law.

For 2001 compared to 2000, net income decreased $9.7 million due primarily to nonrecurring items incurred in
2001 and 2000. Nonrecurring items in 2000 added earnings of $3.9 million, or $0.06 per share, and included a gain
from restructuring the Company’s investment in SIGECOM, offset by merger and integration costs. Before
nonrecurring items, 2001 earnings increased $4.1 million primarily due to expanded natural gas marketing and coal
mining operations, partially offset by losses incurred by the Company’s broadband consulting operations.

Energy Marketing & Services

Energy Marketing and Services includes the Company’s investment in ProLiance, a nonregulated energy marketing
affiliate of Vectren and Citizens Gas and Coke Utility (Citizens Gas). ProLiance provides natural gas and related
services to Indiana Gas, the Chio operations, Citizens Gas, and others and also began providing service to SIGECO
and Vectren Retail, LL.C (the Company’s retail gas marketer) in 2002. ProLiance’s primary business is optimizing
the gas portfolios of utilities and providing services to large end use customers. In addition, Energy Marketing and
Services includes the operations of Energy Systems Group, LLC (ESG), which provides energy performance
contracting and facility upgrades through its design and installation of energy-efficient equipment. ESG is a
consolidated venture between the Company and Citizens Gas, with the Company owning two-thirds. ESG had no
significant impact on the Company’s financial results in 2002, 2001, or 2000.

In June 2002, the integration of Vectren’s wholly owned subsidiary SIGCORP Energy Services, LLC (SES) with
ProLiance was completed. SES provided natural gas and related services to SIGECO and others prior to the
integration. In exchange for the contribution of SES’ net assets totaling $19.2 million, including cash of $2.0
million, Vectren’s allocable share of ProLiance’s profits and losses increased from 52.5% to 61%, consistent with
Vectren’s new ownership percentage. In March 2001 Vectren’s allocable share of profits and losses increased from
50% to 52.5% when ProLiance began managing the Chio operations’ gas portfolio. Governance and voting rights
remain at 50% for each member. Since governance of ProLiance remains equal between the members, Vectren
continues to account for its investment in ProLiance using the equity method of accounting.

Prior to June 1, 2002, SES’ operating results were consolidated. Subsequent to June 1, 2002, SES’ operating
results, now part of ProLiance, are reflected in equity in earnings of unconsolidated affiliates. SES’ revenues and
expenses were the primary component of nonregulated revenues and cost of revenues. Therefore, the integration
significantly decreased revenues and costs of revenues in 2002 compared to 2001. The Company’s operating
expenses also decreased $4.8 million in 2002 as a result of the integration. The transfer of net assets was accounted
for at book value consistent with joint venture accounting and did not result in any gain or loss.

Pre-tax income of $19.1 million, $12.8 million and $5.4 million was recognized as ProLiance’s contribution to
earnings for the years ended December 31, 2002, 2001, and 2000, respectively. Pre-tax earnings have increased
primarily as a result of increased operations at ProLiance and the Company’s increased ownership. Earnings
recognized from ProLiance are included in equity in earnings of unconsolidated affiliates.

In 2001 compared to 2000, the significant increase in the Company’s nonregulated revenues and costs of revenues
was primarily attributable to SES’ operations reflecting higher prices for natural gas and increased volumes. SES’
increased activity was also a contributing factor to the increase in 2001 margin and operating expenses when
compared to 2000.

Regulatory Matters

The sale of gas and provision of other services to Indiana Gas and SIGECO by ProLiance is subject to regulatory
review through the quarterly gas cost adjustment (GCA) process administered by the TURC. The sale of gas and
provision of other services to the Chio operations by ProLiance is subject to regulatory review through the quarterly
gas cost recovery (GCR) and audit process administered by the PUCO.
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Specific to the sale of gas and provision of other services to Indiana Gas by ProLiance, on September 12, 1997, the
TURC issued a decision finding the gas supply and portfolio administration agreements between ProLiance and
Indiana Gas and ProLiance and Citizens Gas to be consistent with the public interest and that ProLiance is not
subject to regulation by the IURC as a public utility. However, with respect to the pricing of gas commodity
purchased from ProLiance, the price paid by ProLiance to the utilities for the prospect of using pipeline
entitlements if and when they are not required to serve the utilities’ firm customers, and the pricing of fees paid by
the utilities to ProLiance for portfolio administration services, the IURC concluded that additional review in the
GCA process would be appropriate and directed that these matters be considered further in a consolidated GCA
proceeding involving Indiana Gas and Citizens Gas.

On June 4, 2002, Indiana Gas and Citizens Gas, together with the OUCC and other consumer parties, entered into
and filed with the ITURC a settlement setting forth the terms for resolution of all pending regulatory issues related to
ProLiance, including the three pricing issues. On July 23, 2002, the IURC approved the settlement filed by the
parties. The GCA proceeding has been concluded and new supply agreements between Indiana Gas, SIGECQO,
Citizens Gas, and ProLiance have been approved and extended through March 31, 2007. ProLiance will also have
the opportunity, if it so elects, to participate in a “request for proposal” process for service to the utilities after
March 31, 2007.

For past services provided to Indiana Gas by ProLiance, the Company made refunds to Indiana Gas’ retail
customers pursuant to the settlement totaling $6.4 million and reimbursed other costs to parties involved in the
settlement totaling $1.1 million. Payments were made in the fourth quarter of 2002. At December 31, 2001, the
Company had established a reserve specific to this GCA proceeding totaling $5.2 million which was recorded
throughout the GCA proceeding as a reduction of ProLiance’s contribution to the Company’s earnings. The
amount of the settlement in excess of that accrued prior to 2002 totaling $2.3 million was reflected as a reduction of
ProLiance’s contribution to earnings in 2002.

In addition to the above, the IURC order also provides that:

e A portion of the utilities’ natural gas will be purchased through a gas cost incentive mechanism that shares
price risk and reward between the utilities and customers;

o Beginning in 2004, ProLiance will provide the utilities with an interstate pipeline transport and storage service
price discount, thus providing additional savings to customers;

e As ProLiance continues to provide the utilities with its supply services, Citizens Gas and Vectren will together
annually provide an additional $2 million per year in customer benefits in 2003, 2004, and 2005.

Coal Mining

Coal Mining provides the mining and sale of coal to the Company’s utility operations and to other third parties
through its wholly owned subsidiary Vectren Fuels, Inc. The group also generates IRS Code Section 29 investment
tax credits relating to the production of coal-based synthetic fuels through its investment in Pace Carbon Synfuels,
LP (Pace Carbon). Pace Carbon is an unconsolidated affiliate accounted for using the equity method.

Earnings from Vectren Fuels, Inc. were $6.2 million in 2002, $9.3 million in 2001, and $2.5 million in 2000. In
2002 compared to 2001, both net income and margins decreased as a result of lower market prices on third party
coal sales and a somewhat lower yield per ton mined in 2002. In 2001 compared to 2000, both net income and
margin increased as a result of the Company’s second mine starting operations in mid-2001. The new mine was
also a contributing factor to increased operating expenses in 2002 and 2001.

The investment in Pace Carbon resulted in losses reflected in equity in earnings of unconsolidated affiliates totaling
$6.8 million, $4.5 million, and $2.4 million in 2002, 2001, and 2000, respectively. Losses have increased as a
result of increased production of synthetic fuels and higher production costs. The production of synthetic fuel
generates IRS Code Section 29 investment tax credits that are reflected in income taxes. These credits have also
increased in recent years consistent with increased synthetic fuel production. Net income, including the losses, tax
benefits, and tax credits, generated from the investment in Pace Carbon totaled $6.0 million in 2032, $4.3 million in
2001, and $2.1 million in 2000.
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Utility Infrastructure Services

Utility Infrastructure Services provides underground construction and repair of utility infrastructure services to the
Company and to other gas, water, electric, and telecommunications companies as well as facilities locating and
meter reading services through its investment in Reliant Services, LLC (Reliant). Reliant is a 50% owned strategic
alliance with an affiliate of Cinergy Corp. and is accounted for using the equity method of accounting. The
investment in Reliant had no significant impact on the Company’s results in 2002, 2001, or 2000.

Broadband

Broadband invests in broadband communication services such as cable television, high-speed Internet, and
advanced local and long distance phone services. The Company has a minority interest and a convertible
subordinated debt investment in Utilicom Networks, LLC (Utilicom). Utilicom is a provider of bundled
communication services focusing on last mile delivery to residential and commercial customers. The Company
also has a minority interest in SIGECOM Holdings, Inc. (Holdings), which was formed by Utilicom to hold
interests in SIGECOM, LLC (SIGECOM). SIGECOM provides broadband services to the greater Evansville,
Indiana, area.

The equity investments in Utilicom and Holdings are accounted for using the cost method of accounting. As a
result, Broadband had no significant impact on the Company’s financial results with the exception of the one-time
gain recorded in 2000 upon the restructuring of the Company’s investment in SIGECOM previously discussed.
The $4.9 million gain is included in equity in earnings of unconsolidated affiliates.

Utilicom also plans to provide broadband services to the greater Indianapolis, Indiana, and Dayton, Chio, markets.
However, the funding of these projects has been delayed due to the continued difficult environment within the
telecommunication capital markets, which has prevented Utilicom from obtaining debt financing on terms it
considers acceptable. While the existing investors remain interested in the Indianapolis and Dayton projects, the
Company is not required to make further investments and does not intend to proceed unless commitments are
obtained to fully fund these projects. Franchising agreements have been extended in both locations.

Other Businesses

The Other Businesses Group includes a variety of wholly owned operations and investments. The significant
activities that affected the nonregulated results of operations during 2602, 2001, and 2000 are the wholly owned
operations of Vectren Communication Services, Inc. (VCS), Vectren Retail LLC (Vectren Retail), and Southern
Indiana Properties, Inc.(SIPI) and the Company’s investment in the Haddington partnerships (Haddington), which
are accounted for using the equity method of accounting.

VCS is a wholly owned broadband consulting company that incurred charges in 2002 and 2001 related to the
settlement of construction contracts and the reorganization of its operations, allowing it to focus on consulting
services. As aresult, VCS incurred net losses of $2.8 million in 2002 and $8.0 million in 2001 compared to net
income of $0.2 million in 2000. The majority of the costs incurred in 2001 and 2002 are included in cost of energy
services and other revenues and are therefore a component of the change in margin in 2002 compared to 2001 and
2001 compared to 2000.

Vectren Retail provides natural gas and other related products and services primarily in Chio serving customers
opting for choice among energy providers. Vectren Retail began operations in 2001 and has incurred startup costs
in 2002 and 2001 which has increased operating expenses. Due to increased activity, these operations added
margin of $1.3 million in 2002 compared to 2001.

SIPT has various investments in leveraged leases, notes receivable, and unconsolidated affiliates. The Company
divested of notes receivable and leveraged lease investments in the second and fourth quarters of 2001. These
divestitures resulted in the $7.7 million extraordinary loss previously discussed and less leveraged lease and interest
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income in 2002 compared to 2001 and in 2001 compared to 2000. The decrease in leveraged lease and interest
income is the primary contributing factor to the change in other-net in 2002 and 2001. The dispositions of these
assets generated cash flow of approximately $67 million.

The Haddington partnerships are equity method investments that invest in energy-related opportunities. During
2001, these partnerships sold investments resulting in gains reflected by the Company totaling $6.2 million. Such
gains are included in equity in earnings of unconsolidated affiliates. The most significant portion of these earnings
was derived from Haddington’s sale of Bear Paw Investments, LLC (Bear Paw). In March 2001, Haddington sold
its investment in Bear Paw in exchange for a combination of cash and securities. The cost of Haddington’s Bear
Paw investment approximated $5.1 million, and the net proceeds received totaled $18.1 million, resulting in a gain
of $13.0 million. The Company recognized its portion of the pre-tax gain totaling $3.9 million in March 2001.
Later in 2001 as the securities received were sold, the Company recognized its portion of the additional earnings
totaling $1.0 million.

Critical Accounting Policies

Management is required to make judgements, assumptions, and estimates that affect the amounts reported 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 estimates used in the
financial statements are subjective and use variables that require judgement. These include the estimates to perform
goodwill and other asset impairments tests and to 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 to 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
depreciation of utility and non-utility plant, the valuation of derivative contracts, and the allowance for doubtful
accounts, among others. Actual results could differ from these estimates.

Impairment Review of Investments

The Company has investments in notes receivable, entities accounted for using the cost method of accounting, and
entities accounted for using the equity method of accounting. On a periodic basis and when events occur that may
cause one of these investments to be impaired, the Company performs an impairment analysis. An impairment
analysis of notes receivable usually 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 amount of the note. An impairment analysis of cost method and equity method investments involves
comparison of the investment’s estimated fair value to its carrying amount. Fair value is estimated using market
comparisons, appraisals, and/or discounted cash flow analyses. Calculating free cash flows and fair value using the
above methods is subjective and requires significant judgement in growth assumptions, longevity of cash flows, and
discount rates (for fair value calculations).

During 2002, the Company performed an impairment analysis on its Utilicom-related investments. The Company
used market comparisons to estimate fair value for the cost method portion of the Utilicom investment and a free
cash flow analysis to estimate fair value for the note receivable portion of the Utilicom investment. No impairment
charge was recorded as a result of these tests. However, a 10% decrease in the fair value that was estimated using
market comparables would have resulted in a $0.3 million impairment charge to the cost method investment. A
10% decrease in the cash flow growth assumption utilized to calculate Utilicom’s free cash flows would have
resulted in no impairment charge to the notes receivable.

Impairment tests on other investments were also conducted using appraisals and discounted cash flow models to
estimate fair value. No impairment charges resulted from these analyses. For the other impairment tests performed
during 2002, a 10% adverse change in the calculated or appraised fair value of collateral or a 100 basis point
adverse change in the discount rate used to estimate fair value would have resulted in a $2.6 million impairment
charge.
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Goodwill

Pursuant to SFAS No. 142, the Company performed an initial impairment analysis of its goodwill, all of which
resides in the Gas Utility Services operating segment. Also consistent with SFAS 142, goodwill is tested for
impairment annually at the beginning of the year and more frequently if events or circumstances indicate that an
impairment loss has been incurred. Impairment tests are performed at the reporting unit level which the Company
has determined to be consistent with its Gas Utility Services operating segment as identified in Note 18 to the
consolidated financial statements. An impairment test performed in accordance with SFAS 142 requires that a
reporting unit’s fair value be estimated. The Company used a discounted cash flow model to estimate the fair value
of its Gas Utility Services operating segment, and that estimated fair value was compared to its carrying amount,
including goodwill. The estimated fair value was in excess of the carrying amount and therefore resulted in no
impairment.

Estimating fair value using a discounted cash flow model is subjective and requires significant judgement in
applying a discount rate, growth assumptions, company expense allocations, and longevity of cash flows. A 160
basis point increase in the discount rate utilized to calculate the Gas Utility Services segment’s fair value also
results in no impairment charge.

Pension and Other Postretirement Obligations

The Company estimates the expected return on plan assets, discount rate, rate of compensation increase, and future
health care costs, among other things, and relies on actuarial estimates to assess the future potential liability and
funding requirements of the Company's pension and postretirement plans. The Company annually measures its
obligations on September 30. The Company used the following weighted average assumptions to develop 2002
annual costs and the ending benefit obligations recognized in the consolidated financial statements: a discount rate
of 6.75%, an expected return on plan assets before expenses of 9.00%, a rate of compensation increase of 4.25%,
and a health care cost trend rate of 10% in 2002 declining to 5% in 2006. During 2002, the Company reduced the
discount rate and rate of compensation increase by 50 basis points from those assumptions used in 2001 due to the
general decline in interest rates and other market conditions that occurred in 2002. Future changes in health care
costs, work force demographics, interest rates, or plan changes could significantly affect the estimated cost of these
future benefits.

For the year ended December 31, 2002, a 1% adverse change in the assumed health care cost trend rate for the
postretirement health care plans would have decreased pre-tax income by approximately $0.4 million and would
have increased the postretirement liability by approximately $5.6 million.

Unbilled Revemweé

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. The Company uses actual units billed during the
month to aliccate unbilled units. Those allocated units are multiplied by rates in effect during the month to
calculate unbilled revenue at balance sheet dates. While certain estimates are used in the calculation of unbilled
revenue, these estimates are 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 involves judgement and is critical in assessing the recoverability of regulatory assets as well as the ability to
continue to account for its activities based on the criteria set forth in SFAS No. 71 “Accounting for the Effects of
Certain Types of Regulation” (SFAS 71). Based on the Company’s current review, it believes its regulatory assets
are probable of recovery. If all or part of the Company's operations cease to meet the criteria of SFAS 71, a write-
off of related regulatory assets and liabilities could be required. In addition, the Company would be required to
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determine any impairment to the carrying value of its utility plant and other regulated assets. In the unlikely event
of a change in the current regulatory environment, such write-offs and impairment charges could be significant.

Impact of Recently Issued Accounting Guidance om Future Operations

EITTF 02-03

In October 2002, the EITF reached a final consensus in EITF Issue 02-03 “Issues Involved in Accounting for
Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management
Activities” (EITF 02-03) that gains and losses (realized and unrealized) on all derivative instruments within the
scope of SFAS 133 should be shown net in the income statement, whether or not settled physically, if the derivative
instruments are held for “trading purposes.” The consensus rescinded EITF Issue 98-10 “Accounting for Contracts
Involved in Energy Trading and Risk Management Activities” (EITF 98-10) as well as other decisions reached on
energy trading contracts at the EITF’s June 2002 meeting.

The Company’s non-firm wholesale power marketing operations enter into contracts that are derivatives as defined
by SFAS 133, but these operations do not meet the definition of energy trading activities based upon the provisions
in EITF 98-10. Currently, the Company uses a gross presentation to report the results of these operations as
described in Note 16 of the consolidated financial statements. The Company has re-evaluated its portfolio of
derivative contracts and has determined gross presentation remains appropriate.

SFAS 143

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). SFAS
143 requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it
is incurred. When the liability is initially recorded, the entity capitalizes a cost by increasing the carrying amount
of the related long-lived asset. Over time, the liability is accreted to its present value, and the capitalized cost is
depreciated over the useful life of the related asset. Upon settlement of the liability, an entity either settles the
obligation for its recorded amount or incurs a gain or loss upon settlement. Any costs of removal recorded in
accumulated depreciation pursuant to regulatory authority will require disclosure in future periods. The Company

adopted this statement on January 1, 2003. The adoption was not material to the Company’s results of operations
or financial condition.

FASB Imterpretation (FIN) 45

In November 2002, the FASB issued Interpretation 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45). FIN 45 clarifies the requirements
for a guarantor’s accounting for and disclosure of certain guarantees issued and outstanding and that a guarantor is
required to recognize, at the inception of a guarantee, a liability for the obligations it has undertaken. The objective
of the initial measurement of that liability is the fair value of the guarantee at its inception. The initial recognition
and measurement provisions are applicable on a prospective basis to guarantees issued or modified after December
31, 2002. The incremental disclosure requirements are included in the consolidated financial statements included in
Item 8, Note 13. Although management is still evaluating the impact of FIN 45 on its financial position and results
of operations, the adoption is not expected to have a material effect.

FIN 46

In January 2003, the FASB issued Interpretation 46, “Consolidation of Variable Interest Entities” (FIN 46). FIN 46
addresses consolidation by business enterprises of variable interest entities and significantly changes the
consolidation requirements for those entities. FIN 46 is intended to achieve more consistent application of
consolidation policies to variable interest entities and, thus improves comparability between enterprises engaged in
similar activities when those activities are conducted through variable interest entities. FIN 46 applies to variable
interest entities created after January 31, 2003 and to variable interest entities in which an enterprise obtains an
interest after that date. FIN 46 applies to the Company’s third quarter for variable interest entities in which the

30



Company holds a variable interest acquired before February 1, 2003. Although management is still evaluating the
impact of FIN 46 on its financial position and results of operations, the adoption is not expected to have a material
effect.

Financial Condition

Within Vectren’s consolidated group, VUHI funds short-term and long-term financing needs of the regulated
operations, and Vectren Capital Corp (Cap Corp) funds short-term and long-term financing needs of the
nonregulated and corporate operations. Vectren Corporation guarantees Cap Corp’s debt, but does not guarantee
VUHTI’s debt. VUHI’s currently outstanding long-term and short-term borrowing arrangements are jointly and
severally guaranteed by Indiana Gas, SIGECQO, and VEDO. Prior to VUHI’s formation, Indiana Gas and SIGECO
funded their operations separately, and therefore, have debt outstanding funded solely by their operations.

Regulated operations have historically funded the Company’s common stock dividends. Nonregulated operations
have demonstrated sustained profitability, and the ability to generate cash flows. These cash flows are ordinarily
reinvested in other nonregulated ventures. In the future, nonregulated cash flows could be used to fund a small
portion of the Company’s dividend requirement.

In November 2002, Moody’s Investors Service (Moody’s) downgraded the senior unsecured debt of VUHI, Indiana
Gas, and SIGECO (from A2 to Baal) as well as SIGECQO’s senior secured debt {from Al to A3) and SIGECQO’s
pollution control revenue bonds (from VMIG 1 to VMIG 2). In addition, VUHI’s commercial paper program was
also downgraded (from P-1 to P-2). The reasons cited for the downgrades included weaker credit and fixed charge
coverage measures compared to A2 peers, resulting from the prior integration and restructuring costs and warm
winter of 2001 and 2002; and lack of weather normalization-type clauses that authorize the utilities to recover gross
margin on sales regardless of actual weather patterns.

VUHTI’s and Indiana Gas’ credit ratings on outstanding senior unsecured debt at December 31, 2002 are A-/Baal as
rated by Standard and Poor's Ratings Services (Standard and Poor’s) and Moody's, respectively. SIGECO’s credit
ratings on outstanding senior unsecured debt at December 31, 2002 are BBB+/Baal. SIGECO's credit ratings on
outstanding secured debt at December 31, 2002 are A-/A3. VUHI's commercial paper has a credit rating of A-2/P-
2. Cap Corp's senior unsecured debt is rated BBB+/Baa2. Moody’s current outlook is stable while Standard and
Poor’s current outlook is negative.

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

The Company expects the majority of its capital expenditures, investments, and debt security redemptions to be
provided by internally generated funds. However, additional permanent financing may be required due to
significant capital expenditures for NOx compliance equipment at SIGECO and plans to further strengthen the
Company’s capital structure and the capital structures of VUHI and its utility subsidiaries. These plans may
include the issuance of new equity and debt and the calling of certain long-term debt at SIGECO and Indiana Gas.
Specific to the NOx compliance project, the Company is authorized an 8 percent return on its capital investments
through approved rider mechanisms.
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Sources & Uses of Liquidity

Operating Cash Flow

The Company’s primary and historical source of liquidity to fund working capital requirements has been cash
generated from operations. The components of cash flow from operations for the years ended December 31, 2002,
2001, and 2000 follows:

2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 114.0 $ 52.7 $ 720

Non-cash expenses, net 106.3 149.1 99.5

Funds from operations 220.3 201.8 171.5
Changes in working capital accounts 90.1 (12.3) (117.9)
Changses in other noncurrent assets & liabilities (18.1) (1.4) (7.0)

Net cash flows from operating activities $ 2923 $ 188.1 S 46.6

Cash flow from operations increased during the year ended December 31, 2002 compared to 2001 by $104.2
million and increased $141.5 million in 2001 compared to 2000. The primary reasons for the increases are due to
favorable changes in working capital accounts due to a return to lower gas prices and increased funds from
operations.

Financing Cash Flow

Although working capital requirements are generally funded by cash flow from operations, the Company uses
short-term borrowings to supplement working capital needs when accounts receivable balances are at their highest
and gas storage is refilled. Additionally short-term borrowings are required for capital projects and investments
until they are permanently financed.

Cash flow required for financing activities of $57.6 million for the year ended December 31, 2002 includes an
increase in borrowings outstanding over 2001 of $13.8 million and increased common stock dividends compared to
2001. Borrowings have increased due to financing a portion of capital expenditures for NOx compliance
temporarily with short-term borrowings.

Cash flow required for financing activities of $2.7 million for the year ended December 31, 2001 includes $59.5
million of reductions in borrowings and preferred stock and $69.5 million in common stock dividends, offset by the
issuance of $129.4 million of common stock. During 2001, $473.4 million of net proceeds from equity and debt
issuances were utilized to pay down short-term borrowings.

Financing the Ohio Operations Purchase

On October 31, 2000, the acquisition of the Ohio operations was completed for a purchase price of approximately
$471 million. Commercial paper and $150.0 million in floating rate notes were issued to fund the purchase.
During 2001, the Company refinanced these interim borrowing arrangements with permanent financing in the form
of new equity and long-term debt.

In January 2001, the Company filed a registration statement with the Securities and Exchange Commission with
respect to a public offering of 5.5 million shares of new common stock. In February 2001, the registration became
effective, and an agreement was reached to sell approximately 6.3 million shares (the original 5.5 million shares,
plus an over-allotment option of 0.8 million shares) to a group of underwriters. The net proceeds from the sale of
common stock totaled $129.4 million.
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In September 2001, VUHI filed a shelf registration statement with the Securities and Exchange Commission with
respect to a public offering of $350.0 million aggregate principal amount of unsecured senior notes, guaranteed
jointly and severally by SIGECO, Indiana Gas, and VEDQO. In October 2001, VUHI issued senior unsecured notes
with an aggregate principal amount of $100.0 million and an interest rate of 7.25%, and in December 2001, issued
the remaining aggregate principal amount of $250.0 million at an interest rate of 6.625% (the December Notes).
The December Notes were priced at 99.302% to yield 6.69% to maturity. The net proceeds from the sale of the
senior notes and settlement of hedging arrangements totaled $344.0 million.

Other Financing Transactions

In September 2001, the Company notified holders of SIGECQO’s 4.80%, 4.75%, and 6.50% preferred stock of its
intention to redeem the shares. The 4.80% preferred stock was redeemed at $110.00 per share, plus $1.35 per share
in accrued and unpaid dividends. Prior to the redemption, there were 85,519 shares outstanding. The 4.75%
preferred stock was redeemed at $101.00 per share, plus $0.57 per share in accrued and unpaid dividends. Prior to
the redemption, there were 3,000 shares outstanding. The 6.50% preferred stock was redeemed at $104.23 per
share, plus $0.73 per share in accrued and unpaid dividends. Prior to the redemption, there were 75,000 shares
outstanding. The total redemption price was $17.7 million.

In December 2000, Cap Corp issued $78.0 million of private placement unsecured senior notes to three institutional
investors. The issues and terms are $38.0 million at 7.67%, due December 2005; $17.5 million at 7.83%, due
December 2007; and $22.5 million at 7.98%, due December 2010. These notes are guaranteed by Vectren
Corporation. The issues have no sinking fund requirements. The net proceeds totaling $77.4 million were used to
repay outstanding short-term borrowings.

In December 2000, Indiana Gas issued $20.0 million of 15-Year Insured Quarterly (IQ) Notes at an interest rate of
7.15% and $50.0 million of 30-Year IQ Notes at an interest rate of 7.45%. Indiana Gas has the option to redeem
the 15-Year IQ Notes, in whole or in part, from time to time on or after December 15, 2034 and the option to
redeem the 30-Year IQQ Notes in whole or in part, from time to time on or after December 15, 2005. The IQ notes
have no sinking fund requirements. The net proceeds totaling $67.9 million were used to repay outstanding
commercial paper.

Investing Cash Flow

Cash required for investing activities of $234.6 million for the year ended December 31, 2002 includes $218.7
million of requirements for capital expenditures. Investing activities for 2001 were $175.6 million. The $55.0
million increase occurring in 2002 is principally the result of the sale of leveraged lease and notes receivable
investments in 2001.

Cash required for investing activities for the year ended December 31, 2001 includes $239.7 million of
requirements for capital expenditures offset by $53.8 million of proceeds from the sale of leveraged leases.
Investing activities for the years ended December 31, 2000 were $687.5 million. The $511.9 million decrease
occurring in 2001 is principally the result of the acquisition of the Ghio operations and proceeds received from the
sale of assets in 2001.

Available Sources of Liguidity

At December 31, 2002, the Company has $510.0 million of short-term borrowing capacity, including $330.0
million for its regulated operations and $180.0 million for its wholly owned nonregulated and corporate operations,
of which approximately $90.9 million is available for regulated operations and $17.0 million is available for wholly
owned nonregulated and corporate operations. The availability of short-term borrowing is reduced by outstanding
letters of credit totaling $5.2 million, collateralizing nonregulated activities. Subsequent tc December 31, 2002, the
Company increased its regulated capacity $145.0 million to $475.0 million. Effective January 1, 2003, the
Company transferred certain assets that primarily support the regulated operations from cother wholly owned
subsidiaries to VUHI. This transfer of assets will take advantage of the greater borrowing capacity available to the
regulated segment and will make the nonregulated and corporate capacity available for those operaticns.
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Prior to 2001, the Company purchased shares from the open market to satisfy issuances of common stock pursuant
to its dividend reinvestment plan and stock option plans. In 2001, the Company began issuing new shares to satisfy
exercised stock options and beginning in 2003 will issue new shares to satisfy dividend reinvestment plan
requirements. Management estimates these new equity issues will add approximately $5 million per year in
additional liquidity.

Potential & Future Uses of Liguidity

The following is a summary of certain obligations and commitments at December 31, 2002:

(In millions) 2003 2004 2005 2006 2007 Thereafter
Short-term debt $3995 § - $ - $ - $ - $ -
Long-term debt (1) 16.0 15.0 38.0 - 240 908.1
Long-term debt to be called (2) 238 - - - - -
Operating leases (3) 6.8 6.3 5.0 4.5 4.0 4.7
Firm natural gas purchase commitments 89.5 213 3.6 - - -
Total $5356 $426 $466 $45 §280 § 9128

(1) Certain long-term debt issues contain put and call provisions that can be exercised on various dates before maturity. These
provisions allow holders to put debt back to the Company at face value or the Company to call debt at face value or ata
premium. Long-term debt subject to tender during the years following 2002 (in millions) is $26.6 in 2003, $13.5 in 2004,
$10.0 in 2005, $53.7 in 2006, $20.0 in 2007 and $120.0 thereafter.

(2) OnJanuary 15, 2003, the Company called the remaining $23.8 million of Indiana Gas’ 9.375% private placement notes
originally due in 2021. Since the proceeds to repay the notes were generated from short-term borrowings, these notes are
classified in current maturities of long-term debt at December 31, 2002.

(3) Included in rental commitments is a synthetic lease involving a transportation asset. A synthetic lease allows the Company
to keep certain assets and corresponding debt off balance sheet while keeping the asset on the balance sheet for tax
purposes. If the Company were to consolidate the special purpose entity that owns the asset, the Company would record
additional assets and debt both totaling approximately $4.5 million.

Planned Capital Expenditures & Investments

Capital expenditures and investments in nonregulated unconsolidated affiliates for the five-year period 2003 - 2007
are estimated as follows:

In millions 2003 2004 2005 2006 2007
Capital expenditures
Regulated (1) $ 2048 § 2365 §$ 1849 § 1451 $ 1354
Nonregulated 7.8 6.5 5.7 6.9 7.3
Corporate & other 22.3 27.8 10.5 16.4 11.3

Total capital expenditures $ 2349 § 2708 §$ 201.1 § 1684 S 154.0

Investments in unconsolidated
affiliates $ 146 $§ 159 § 188 $ 110 § 122

(1) Includes expenditures for NOx compliance of approximately $83.0 million in 2003, $79.0 million in 2004, $23.7 million
in 2003, and $4.6 million in 2006.
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Ratings Triggers

At December 31, 2002, $113.0 million of Cap Corp's senior unsecured notes were subject to cross-default and
ratings trigger provisions that would provide that the full balance outstanding is subject to prepayment if the ratings
of Indiana Gas or SIGECO declined to BBB/Baa2. In addition, accrued interest and a make whole amount based
on the discounted value of the remaining payments due on the notes would also become payable. Ratings triggers
on Cap Corp’s bank loans and VUHT's commercial paper back up facility existing at December 31, 2001 were
removed as facilities were renewed during 2002. As previously discussed under Financial Condition above,
Indiana Gas and SIGECQO ratings were downgraded to Baal by Moody’s and remain at one level above the ratings
trigger. Effective January 1, 2003, the Company transferred assets which primarily related to its regulated
operations to VUHI in order to make approximately $60 million of additional nonregulated and corporate capacity
available and is currently exploring expanding unutilized capacity under its nonregulated short-term borrowing
facilities for additional liquidity protection.

Guarantees and Letters of Credit

The Company is party to financial guarantees with off-balance sheet risk. These guarantees may include posted
letters of credit, debt and leasing guarantees, performance guarantees, and energy saving guarantees and may
periodically include the debt of and performance obligations of unconsolidated affiliates. The Company estimates
these guarantees totaled approximately $117 million at December 31, 2002, including outstanding letters of credit.
The Company's most significant guarantee approximating $60 million represents two-thirds of Energy Systems
Group, LLC's (ESG) surety bonds, performance guarantees, and energy savings guarantees. ESG is a two-thirds
owned consolidated subsidiary. The guarantees relate to amounts due to various insurance companies for surety
bonds should ESG default on obligations to complete construction, pay vendors or subcontractors, or to achieve
energy guarantees. Through December 31, 2002, the Company has not been called upon to satisfy any obligations
pursuant to its guarantees.

Pension and Postretirement Funding Obligations

The Company has not made significant contributions to its qualified pension plans in recent years. Due to poor
market performance during 2000-2002, it will be necessary for the Company to make contributions to benefits
plans in the coming years. Management currently estimates that the qualified pension plans will require Company
contributions of less than $1 million in 2003 and between $5 million and $10 million in 2004 and 2005.

Forward-Looking Information

A “safe harbor” for forward-looking statements is provided by the Private Securities Litigation Reform Act of 1995
(Reform Act of 1995). The Reform Act of 1995 was adopted to encourage such forward-looking statements
without the threat of litigation, provided those statements are identified as forward-looking and are accompanied by
meaningful cautionary statements identifying important factors that could cause the actual results to differ
materially from those projected in the statement. Certain matters described in Management’s Discussion and
Analysis of Results of Operations and Financial Condition are forward-looking statements. Such statements are
based on management’s beliefs, as well as assumptions made by and information currently available to
management. When used in this filing, the words “believe,” “anticipate,” “endeavor,” “estimate,” “expect,”
“objective,” “projection,” “forecast,” “goal,” and similar expressions are intended to identify forward-looking
statements. In addition to any assumptions and other factors referred to specifically in connection with such
forward-looking statements, factors that could cause the Company’s actual results to differ materially from those
contemplated in any forward-looking statements included, among others, the following:

o Factors affecting utility operations such as unusual weather conditions; catastrophic weather-related damage;
unusual maintenance or repairs; unanticipated changes to fossil fuel costs; unanticipated changes to gas supply
costs, or availability due to higher demand, shortages, transportation problems or other developments;
environmental or pipeline incidents; transmission or distribution incidents; unanticipated changes to electric
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energy supply costs, or availability due to demand, shortages, transmission problems or other developments; or
electric transmission or gas pipeline system constraints.

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

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

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

e Economic conditions including the effects of an economic downturn, inflation rates, and monetary fluctuations.

e Changing market conditions and a variety of other factors associated with physical energy and financial trading
activities including, but not limited to, price, basis, credit, liquidity, volatility, capacity, interest rate, and
warranty risks.

e The performance of projects undertaken by the Company’s nonregulated businesses and the success of efforts
to invest in and develop new opportunities, including but not limited to, the realization of Section 29 income
tax credits and the Company’s coal mining, gas marketing, and broadband strategies.

o Direct or indirect effects on our business, financial condition or liquidity resulting from a change in our credit
rating, changes in interest rates, and/or changes in market perceptions of the utility industry and other energy-
related industries.

e Employee workforce factors including changes in key executives, collective bargaining agreements with union
employees, or work stoppages.

e Legal and regulatory delays and other obstacles associated with mergers, acquisitions, and investments in joint
ventures.

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

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

The Company undertakes no obligation to publicly update or revise any forward-looking statements, whether as a
result of changes in actual results, changes in assumptions, or other factors affecting such statements.
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ITEM 7A. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to various business risks associated with commodity prices, interest rates, and counter-
party credit. These financial exposures are monitored and managed by the Company as an integral part of its
overall risk management program. The Company’s risk management program includes, among other things, the
use of derivatives to mitigate risk.

The Company also executes derivative contracts in the normal course of operations while buying and selling
commodities and other fungible goods to be used in operations and while optimizing generation assets. The
Company does not execute derivative contracts for speculative or trading purposes.

Commodity Price Risk

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

Electric sales and purchases in the wholesale power market and other commodity-related operations are exposed to
commodity price risk associated with fluctuating electric power, natural gas, coal, and other commaodity prices.
Gther commodity operations include sales of electricity to certain municipalities and large industrial customers and
nonregulated retail gas marketing and coal mining operations.

The Company’s non-firm wholesale power marketing operations manage the utilization of its available electric
generating capacity by entering into forward and option contracts that commit the Company to purchase and sell
electricity in the future. Commodity price risk results from forward positions that commit the Company to deliver
electricity. The Company mitigates price risk exposure with planned unutilized generation capability and offsetting
forward purchase contracts.

The Company’s other commodity-related operations involve the purchase and sale of commodities, including
electricity, natural gas, and coal, to meet customer demands and operational needs. These operations also enter into
forward and option contracts that commit the Company to purchase and sell commodities in the future. Price risk
from forward positions that commit the Company to deliver commaodities is mitigated using stored inventory,
insurance contracts, and offsetting forward purchase contracts. In addition, price risk also results from forward
contracts to purchase commodities to fulfill forecasted sales transactions that may, or may not, occur.

Open positions in terms of price, volume, and specified delivery points may occur and are managed using methods
described above and frequent management reporting.

Market risk is measured by management as the potential impact on pre-tax earnings resulting from a 10% adverse
change in the forward price of commodity prices on outstanding market sensitive financial instruments (all
contracts not expected to be settled by physical receipt or delivery). For the years ended December 31, 2002 and
2001, a 10% adverse change in commodity forward prices on market sensitive financial instruments would have
decreased pre-tax earnings by approximately $1.5 million and $2.0 million, respectively.

Commodity Price Risk from Unconsolidated Affiliate

ProLiance, a nonregulated energy marketing affiliate, engages in energy hedging activities to manage pricing
decisions, minimize the risk of price volatility, and minimize price risk exposure in the energy markets.
ProLiance's market exposure arises from storage inventory, imbalances, and fixed-price forward purchase and sale
contracts, which are entered into to support its operating activities. Currently, ProLiance buys and sells physical
commodities and utilizes 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 its exposure to market risk and require reporting potential financial exposure to its management and its
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members. As a result of ProLiance's risk management policies, management believes that ProLiance's exposure to
market risk will not result in material earnings or cash flow loss to the Company.

Interest Rate Risk

The Company is exposed to interest rate risk associated with its adjustable rate borrowing arrangements. Its risk
management program seeks to reduce the potentially adverse effects that market volatility may have on operations.
The Company tries to limit the amount of adjustable rate borrowing arrangements exposed to short-term interest
rate volatility to a maximum of 25% of total debt. However, there are times when this targeted level of interest rate
exposure may be exceeded. At December 31, 2002, such obligations represented 30% of the Company's total debt
portfolio. To manage this exposure, the Company may periodically use derivative financial instruments to reduce
earnings fluctuations caused by interest rate volatility.

Market risk is estimated as the potential impact resulting from fluctuations in interest rates on adjustable rate
borrowing arrangements exposed to short-term interest rate volatility including bank notes, lines of credit,
commercial paper, and certain adjustable rate long-term debt instruments. At December 31, 2002 and 2001, the
combined borrowings under these facilities totaled $419.4 million and $403.0 million, respectively. Based upon
average borrowing rates under these facilities during the years ended December 31, 2002 and 2001, an increase of
100 basis points (1%) in the rates would have increased interest expense by $3.1 million and $6.2 million,
respectively. Of the 2001 exposure, approximately $1.5 million would have been offset by an interest rate swap
designated to hedge such exposure.

Other Risks

By using forward purchase contracts and derivative financial instruments to manage risk, the Company exposes
itself to counter-party credit risk and market risk. The Company manages exposure to counter-party credit risk by
entering into contracts with companies that can be reasonably expected to fully perform under the terms of the
contract. Counter-party credit risk is monitored regularly and positions are adjusted appropriately to manage risk.
Further, tools such 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 attempts to manage exposure to market risk associated with commodity contracts and
interest rates by establishing parameters and monitoring those parameters that limit the types and degree of market
risk that may be undertaken.

The Company’s customer receivables from gas and electric sales and gas transportation services are primarily
derived from a diversified base of residential, commercial, and industrial customers located in Indiana and west
central Chio. The Company manages credit risk associated with its receivables by continually reviewing
creditworthiness and requests cash deposits or refunds cash deposits based on that review. Credit risk associated
with certain investments is also managed by a review of creditworthiness and receipt of collateral.

Although the Company’s regulated operations are exposed to limited commodity price risk, volatile natural gas
prices can result in higher working capital requirements; increased expenses including unrecoverable interest costs,

uncollectible accounts expense, and unaccounted for gas; and some level of price sensitive reduction in volumes
sold.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The management of Vectren Corporation is responsible for the preparation of the consolidated financial statements
and the related financial data contained in this report. The financial statements are prepared in conformity with
accounting principles generally accepted in the United States and follow accounting policies and principles
applicable to regulated public utilities.

The integrity and objectivity of the data in this report, including required estimates and judgments, is the
responsibility of management. Management maintains a system of internal control and utilizes an internal auditing
program to provide reasonable assurance of compliance with Company policies and procedures and the safeguard
of assets.

The board of directors pursues its responsibility for these financial statements through its audit committee, which
meets periodically with management, the internal auditors and the independent auditors, to assure that each is
carrying out its responsibilities. Both the internal auditors and the independent auditors meet with the audit
committee of Vectren Corporation's board of directors, with and without management representatives present, to
discuss the scope and results of their audits, their comments on the adequacy of internal accounting control and the
quality of financial reporting.

/S/ Niel C. Ellerbrook

Niel C. Ellerbrook

Chairman & Chief Executive Officer
February 26, 2003.

39




INDEPENDENT AUDITORS’ REPORT

To the Shareholders and Board of Directors of Vectren Corporation:

We have audited the accompanying consolidated balance sheets of Vectren Corporation and subsidiaries
as of December 31, 2002 and 2001, and the related consolidated statements of income, shareholders’
equity and cash flows for each of the three years in the period ended December 31, 2002. Cur audits also
included the financial statement schedules listed in the Table of Contents at I[tem 15. These financial
statements and financial statement schedules are the responsibility of the Company’s management. Cur
responsibility is to express an opinion on the financial statements and financial statement schedules based
on our audits.

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

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Vectren Corporation and subsidiaries as of December 31, 2002 and 2001, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2002, in
conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, such financial statement schedules, when considered in relation to the basic financial statements
taken as a whole, present fairly in all material respects the information set forth therein.

As discussed in Note 2, effective January 1, 2002, the Company adopted Statement of Financial
Accounting Standards (“SFAS”) 142, “Goodwill and Other Intangibles.” As discussed in Note 16,
effective, January 1, 2001, the Company adopted SFAS 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended.

As discussed in Note 3, the accompanying 2001 and 2000 financial statements have been restated.
/S/ DELOITTE & TOUCHE LLP
DELOITTE & TOUCHE LLP

Indianapolis, Indiana
February 26, 2003
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS

(In millions)
At December 31,
2002 2001
(As Restated,
ASSETS See Note 3)
Current Assets
Cash & cash equivalents $ 25.1 $ 25.0
Accounts receivable-less reserves of $5.5 &
$5.3, respectively 154.4 208.3
Accrued unbilled revenues 116.1 76.7
Inventories 62.8 70.9
Recoverable fuel & natural gas costs 22.1 70.2
Prepayments & other current assets 63.0 131.0
Total current assets 473.5 582.1
Utility Plant
Original cost 3,037.1 2,906.1
Less: accumulated depreciation & amortization 1,389.0 1,308.2
Net utility plant 1,648.1 1,597.9
Investments in unconsolidated affiliates 153.3 128.6
Other investments 124.3 99.8
Non-utility property-net 228.0 182.8
Goodwill-net 202.2 201.5
Regulatory assets 75.2 67.8
Other assets 21.9 18.2
TOTAL ASSETS $ 2,926.5 $ 2,878.7

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

41



(In millions)

VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS

At December 31,

2002 2001
(As Restated,
LIABILITIES & SHAREHOLDERS' EQUITY See Note 3)
Current Liabilities
Accounts payable $ 101.7 $ 145.2
Accounts payable to affiliated companies 86.4 38.1
Accrued liabilities 119.9 118.5
Short-term borrowings 399.5 3833
Current maturities of long-term debt 39.8 1.3
Long-term debt subject to tender 26.6 11.5
Total current liabilities 773.9 697.9
Long-term Debt-Net of Current Maturities &
Debt Subject to Tender 954.2 1,014.0
Deferred Income Taxes & Other Liabilities
Deferred income taxes 195.5 216.3
Deferred credits & other liabilities 130.8 109.3
Total deferred credits & other liabilities 326.3 325.6
Minority Interest in Subsidiary 1.9 1.4
Commitments & Contingencies (Notes 4, 13-15)
Cumulative, Redeemable Preferred Stock of a Subsidiary 0.3 0.5
Common Shareholders' Equity
Common stock (no par value) — issued & outstanding
67.9 and 67.7, respectively 350.0 346.1
Retained earnings 530.4 489.1
Accumulated other comprehensive income (10.5) 4.1
Total common shareholders’ egquity 869.9 839.3
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $  2,926.5 $ 2,878.7
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSCLIDATED STATEMENTS OF INCOME
(In millions, except per share amounts)

Year Ended December 31,
2002 2001 2000
OPERATING REVENUES (As Restated, See Note 3)
Gas utility $  909.0 § 1,019.6 § 8204
Electric utility 608.1 381.2 3344
Energy services & other 287.2 681.0 478.0
Total operating revenues 1,804.3 2,081.8 1,632.8
OPERATING EXPENSES
Cost of gas sold 571.2 708.9 552.5
Fuel for electric generation 81.6 74.4 75.7
Purchased electric energy 296.3 86.9 36.4
Cost of energy services & other 249.4 640.9 453.2
Other operating 223.0 243.2 198.5
Merger & integration costs - 2.8 41.1
Restructuring costs - 19.0 -
Depreciation & amortization 119.6 1241 105.7
Taxes other than income taxes 51.9 53.7 38.0
Total operating expenses 1,593.0 1,953.9 1,501.1
OPERATING INCOME 211.3 127.9 131.7
OTHER INCOME
Equity in earnings of unconsolidated affiliates 9.1 13.4 9.8
Other — net 11.5 16.7 23.1
Total other income 20.6 30.1 32.9
Interest expense 78.5 83.2 56.4
INCOME BEFORE INCOME TAXES 153.4 74.8 108.2
Income taxes 38.9 14.1 342
Minority interest in & preferred dividend requirements of subsidiaries 0.5 1.4 2.0
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE 114.0 59.3 72.0
Extraordinary loss — net of tax - (7.7 -
Cumulative effect of change in accounting principle — net of tax - 1.1 -
NET INCOME $  114.0 $ 52.7 $ 72.0
AVERAGE COMMON SHARES OUTSTANDING 67.6 66.7 61.3
DILUTED COMMON SHARES OUTSTANDING 67.9 66.9 61.4
EARNINGS PER SHARE OF COMMON STOCK:
BASIC
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE $ 1.69 $ 0.89 $ 1.18
Extraordinary loss — net of tax - (0.12) -
Cumulative effect of change in accounting principle — net of tax - 0.02 -
BASIC EARNINGS PER SHARE OF COMMON STOCK $ 1.69 $ 0.79 S 1.18
DILUTED
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE $ 1.68 $ 0.89 $ 1.17
Extraordinary loss — net of tax - (0.12) -
Cumulative effect of change in accounting principle — net of tax - 0.02 -
DILUTED EARNINGS PER SHARE OF COMMON STOCK S 1.68 $ 0.79 $ 1.17

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
Year Ended December 31,
2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES (As Restated, See Note 3 )
Net income $ 1140 % 52.7 $ 72.0
Adjustments to reconcile net income to cash from operating activities:
Depreciation & amortization 119.6 124.1 105.7
Deferred income taxes & investment tax credits (28.5) 12.4 (5.8)
Equity in earnings of unconsolidated affiliates .1 (13.4) (9.8)
Net unrealized loss (gain) on derivative instruments, including
cumulative effect of change in accounting principle 3.6 3.3) -
Extraordinary loss on sale of leveraged leases - net of tax - 7.7
Other non-cash charges- net 20.7 21.6 9.4
Changes in working capital accounts:
Accounts receivable & accrued unbilled revenue (42.0) 135.5 (255.8)
Inventories 0.4 242 17.8
Recoverable fuel & natural gas costs 48.1 25.9 (82.3)
Prepayments & other current assets 31.2 (70.3) (3.4)
Accounts payable, including to affiliated companies 40.7 (120.6) 208.2
Accrued liabilities 11.7 (7.0) 2.4
Changes in other noncurrent assets & liabilities (18.1) (1.4) (7.0)
Net cash flows {rom operating activities 292.3 188.1 46.6
CASH FLOWS (REQUIRED FOR) FROM FINANCING ACTIVITIES
Proceeds from:
Long-term debt - net of issuance costs - 344.0 1453
Common stock - net of issuance costs - 129.4 -
Short-term notes payable - - 150.0
Requirements for:
Dividends on common stock (72.3) (69.5) (60.0)
Retirement of long-term debt (6.5) (7.6) (3.3)
Redemption of preferred stock of subsidiary (0.2) 17.7) 2.0)
Retirement of short-term notes payable - (150.0) -
Dividends on preferred stock of subsidiary - 0.8) (1.0)
Net change in short-term borrowings 20.3 (228.2) 402.3
Proceeds (payments) from exercise of stock options & other 1.1 (2.3) 7.4
Net cash flows (required for) from financing activities (57.6) 2.7) 638.7
CASH FLOWS (REQUIRED FOR) INVESTING ACTIVITIES
Proceeds from:
Unconsolidated affiliate distributions 7.4 22.5 7.0
Sale of leveraged lease investments : - 53.8
Notes receivable & other collections 39 16.6 9.0
Requirements for:
Capital expenditures, excluding AFUDC-equity (218.7) (239.7) (164.3)
Unconsolidated affiliate investments (12.5) (22.7) (29.4)
Acquisition of Ohio operations - 2.2) (469.2)
Notes receivable & other investments (14.7) (3.9) (40.6)
Net cash flows (required for) investing activities (234.6) (175.6) (687.5)
Net increase (decrease) in cash & cash equivalents 0.1 9.8 2.2
Cash & cash equivalents at beginning of period 25.0 15.2 17.4
Cash & cash equivalents at end of period $ 25.1 $ 25.0 3 15.2

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY
{In millions, except per share amounts)

Common Stock

Accumulated
Restricted Other
Stock  Retained Comprehensive
Shares Amount Grants Earnings Income (Loss)  Total

Balance at January 1, 2000, As Reported 61.3 $217.5 $ (1.5 $ 493.9 § (0.1) $ 709.8
Restatement adjustment 1.7 1.7
Balance at January 1, 2000, As Restated 61.3 217.5 (1.5) 495.6 (0.1) 711.5
Comprehensive income:
Net income 72.0 72.0
Minimum pension liability adjustments &

other - net of tax 0.1 0.1
Comprehensive income of unconsolidated

affiliates - net of tax 7.5 7.5
Total comprehensive income (As Restated) 79.6
Common stock dividends ($0.98 per share) (60.0) (60.0)
Other 0.1 1.8 0.5 2.3
Balance at December 31, 2000, As Restated 61.4 219.3 (1.5) 508.1 7.5 733.4
Comprehensive income:
Net income (As Restated, See Note 3) 52.7 52.7
Minimum pension liability adjustments &

other - net of tax (1.8) (1.8)
Comprehensive income of unconsolidated

affiliates - net of tax (1.6) (1.6)
Total comprehensive income, (As Restated) 49.3
Common stock:

Tssuance - net of $5.1 issuance costs 6.3 129.4 129.4

Dividends ($1.03 per share) (69.5) (69.5)
Other (0.1) (1.0) 2.2) (3.3)
Balance at December 31, 2001, As Restated 67.7 348.6 (2.5) 489.1 4.1 839.3
Comprehensive income:
Net income 114.0 114.0
Minimum pension liability adjustments &

other - net of tax 9.3) (9.3)
Comprehensive income of unconsolidated

affiliates - net of tax (5.3) (5.3)
Total comprehensive income 99.4
Common stock dividends ($1.07 per share) (72.3) (72.3)
Other 0.2 3.7 0.2 (0.4) 3.5
Balance at December 31, 2002 67.9 $3523 § 2.3) $ 5304 $ (10.5) $ 869.9

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORATION AND SUBSIDIARY COMPANIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Nature of Operations

Overview

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

The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc. (VUHI), serves as the intermediate
holding company for its three operating public utilities: Indiana Gas Company, Inc. (Indiana Gas), formerly a
wholly owned subsidiary of Indiana Energy, Southern Indiana Gas and Electric Company (SIGECO), formerly a
wholly owned subsidiary of SIGCORP, and the Ohio operations. Both Vectren and VUHI are exempt from
registration pursuant to Section 3(a)(1) and 3(c) of the Public Utility Holding Company Act of 1935.

Indiana Gas provides natural gas distribution and transportation services to a diversified customer base in 49 of
Indiana’s 92 counties. SIGECO provides electric generation, transmission, and distribution services to 8 counties
in southwestern Indiana, including counties surrounding Evansville, and participates in the wholesale power
market. SIGECO also provides natural gas distribution and transportation services to 10 counties in southwestern
Indiana, including counties surrounding Evansville. The Ohio operations provide natural gas distribution and
transportation services to 17 counties in west central Chio, including counties surrounding Dayton.

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

Acquisition of the Natural Gas Distribution Assets of The Dayton Power and Light Company

On October 31, 2000, the Company acquired the natural gas distribution assets of The Dayton Power and Light
Company for $471 million, including transaction costs. The acquisition has been accounted for as a purchase
transaction in accordance with APB 16, and accordingly, the results of operations of the acquired assets are
included in the Company’s financial results since the date of acquisition.

The Company acquired the natural gas distribution assets as a tenancy in common through two separate wholly
owned subsidiaries. Vectren Energy Delivery of Ohio, Inc. (VEDO) holds a 53% undivided ownership interest in
the assets, and Indiana Gas holds a 47% undivided ownership interest. VEDO is the operator of the assets, and
these operations are referred to as “the Ohio operations.”

The purchase price was allocated to the assets and liabilities acquired based on the fair value of those assets and
liabilities as of the acquisition date. Because of the regulatory environment in which the Ohio operations operate,
the book value of rate-regulated assets and liabilities is generally considered to be fair value. Goodwill, in the
amount of $202.5 million, has been recognized for the excess amount of the purchase price paid over the fair value
of the net assets acquired.
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Had the acquisition of the Ohio operations occurred on January 1, 2000, pro forma operating revenues, net income,
and basic and diluted earnings per share for the year ended December 31, 2000 would have been $1,817.2 million,
$72.0 million, $1.18, and $1.17, respectively. This pro forma information is not necessarily indicative of the results
that actually would have occurred if the transaction had been consummated at the beginning of the periods
presented and is not intended to be a projection of future results.

2. Summary of Significant Accounting Policies

A. Principles of Consolidation

The accompanying consolidated financial statements for the period prior to March 31, 2000 reflect the results of the
Company on a historical basis as restated for the effects of the pooling-of-interests transaction completed on March
31, 2000 between Indiana Energy and SIGCORP. The consolidated financial statements include the accounts of the
Company and its wholly owned and majority owned subsidiaries, after elimination of intercompany transactions.

For the three months ended March 31, 2000, operating revenues and net income contributed by the predecessor
companies were $172.0 million and $22.1 million, respectively, by Indiana Energy and $187.4 million and $19.3
million, respectively, by SIGCORP.

B. Cash & Cash Equivalents

All highly liquid investments with an original maturity of three months or less at the date of purchase are
considered cash equivalents. Cash paid during the periods reported for interest, income taxes, and acquired assets
and liabilities follows:

Year Ended December 31,
In millions 2002 2001 2000

Cash paid for

Interest § 671 $ 749 $ 55.7

Income taxes 16.5 38.0 53.5
Details of acquisition (Note 1)

Book value of assets acquired § - $ 1.6 $ 2752

Liabilities assumed - - 7.9

Net assets acquired $ - $ 1.6 § 2673
C. Inventories
Inventories consist of the following:

At December 31,
In millions 2002 2001
Gas in storage — at LIFO cost § 254 $§ 244
Materials & supplies 19.7 21.0
Fuel (coal & oil) for electric generation 11.3 10.3
Gas in storage — at average cost 3.2 11.6
Cther 3.2 3.6
Total inventories 3 62.8 3 78.9

Based on the average cost of gas purchased during December, the cost of replacing gas in storage carried at LIFO
cost exceeded LIFO cost at December 31, 2002 and 2001 by approximately $32.7 million and $17.9 million,
respectively. Gas in storage of the Indiana regulated operations is stated at LIFO. All other inventories are carried
at average cost.
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D. Utility Plant & Depreciation
Utility plant is stated at historical cost, including AFUDC. Depreciation of utility property is provided using the
straight-line method over the estimated service lives of the depreciable assets. The original cost of utility plant,
together with depreciation rates expressed as a percentage of original cost, follows:

At and For the Year Ended December 31,

In millions 2002 2001
Depreciation Depreciation
Rates as a Rates as a
Original ~ Percent of Original  Percent of
Cost Original Cost Cost Original Cost
Gas utility plant $ 1,622.0 3.8% $ 1,523.0 3.6%
Electric utility plant 1,211.0 3.3% 1,148.9 3.3%
Common utility plant 41.6 2.6% 413 2.6%
Construction work in progress 162.5 - 192.9 -
Total original cost $ 3,037.1 $ 2,906.1

AFUDC represents the cost of borrowed and equity funds used for construction purposes and is charged to
construction work in progress during the construction period and is included in other — net in the Consolidated
Statements of Income. The total AFUDC capitalized into utility plant and the portion of which was computed on
borrowed and equity funds for all periods reported follows:

Year Ended December 31,
In millions 2002 2001 2000
AFUDC - borrowed funds $ 3.1 $ 2.1 $ 2.4
AFUDC - equity funds 2.2 2.5 2.6
Total AFUDC capitalized $ 53 $ 4.6 $ 5.0

Maintenance and repairs, including the cost of removal of minor items of property and planned major maintenance
projects, are charged to expense as incurred. When property that represents a retirement unit is replaced or
removed, the cost of such property is credited to utility plant, and such cost, together with the cost of removal less
salvage, is charged to accumulated depreciation.

E. Non-utility Property
Non-utility property, net of accumulated depreciation and amortization, by operating segment follows:

At December 31,
In millions 2002 2001
Corporate & Other $ 1405 $ 103.1
Nonregulated Operations 78.8 73.4
Electric & Gas Utility Services 8.7 6.3
Non-utility property-net $ 228.0 $ 182.8

The depreciation of non-utility property is charged against income over its estimated useful life (ranging from 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 improvements and do not extend the useful life of the non-utility
property, are charged to expense as incurred. When non-utility property is retired, or otherwise disposed of, the
asset and accumulated depreciation are removed, and the resulting gain or loss is reflected in income. Non-utility
property is presented net of accumulated depreciation and amortization totaling $104.7 million and $83.0 million as
of December 31, 2002 and 2001, respectively. For the years ended December 31, 2002, 2001, and 2000, the
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Company capitalized interest totaling $0.4 million, $1.7 million, and $1.5 million, respectively, on non-utility plant
construction projects.

F. Impairment Review of Long-Lived Assets

Long-lived assets are reviewed as facts and circumstances indicate that the carrying amount may be impaired. This
review is performed in accordance with SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144}, which the Company adopted as required on January 1, 2002. SFAS 144 establishes one
accounting model for all impaired long-lived assets and long-lived assets to be disposed of by sale or otherwise.
SFAS 144 replaced authoritative guidance in SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of” (SFAS 121) and certain aspects of APB Opinion No. 30, “Reporting
Results of Operations-Reporting the Effects of Disposal of a Segment of a Business.” SFAS 144 retains the
framework of SFAS 121 and requires the evaluation for impairment involve the comparison of an asset’s carrying
value to the estimated future cash flows the asset is expected to generate over its remaining life. If this evaluation
were to conclude that the carrying value of the asset is impaired, an impairment charge would be recorded based on
the difference between the asset’s carrying amount and its fair value (less costs to sell for assets to be disposed of
by sale) as a charge to operations or discontinued operations.

G. Goodwill

Goodwill arising from past business combinations, such as the Company’s acquisition of the Ohio operations, is
accounted for in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS 142). The
Company adopted SFAS 142, as required on January 1, 2002. SFAS 142 changed the accounting for goodwill from
an amortization approach to an impairment-only approach. Thus, amortization of goodwill that was not included as
an allowable cost for rate-making purposes ceased upon SFAS 142°s adoption.

Goodwill is to be tested for impairment at a reporting unit level at least annually. The impairment review consists
of a comparison of the fair value of a reporting unit to its carrying amount. If the fair value of a reporting unit is
less than its carrying amount, an impairment loss is recognized in operations. Prior to the adoption of SFAS 142,
the Company amortized goodwill on a straight-line basis over 40 years. SFAS 142 required an initial impairment
review of all goodwill within six months of the adoption date. Results of the initial impairment review were to be
treated as a change in accounting principle in accordance with APB Opinion No. 20 “Accounting Changes.”

As required by SFAS 142, amortization of goodwill relating to the acquisition of the Ohio operations ceased on
January 1, 2002. Amortization approximated $4.9 million ($3.0 million after tax and $0.05 on a basic earnings per
share basis) in 2001 and $0.8 million ($0.5 million after tax and $0.01 on a basic earnings per share basis) in 2000.
The Company’s goodwill is included in the Gas Utility Services operating segment. Initial impairment reviews to
be performed within six months of adoption of SFAS 142 were completed and resulted in no impairment. The
impairment test is performed at the beginning of each year.

H. Regulation
Retail public utility operations affecting Indiana customers are subject to regulation by the TURC, and retail public
utility operations affecting Chio customers are subject to regulation by the PUCO.

SFAS 71

The Company’s accounting policies give recognition to the rate-making and accounting practices of these agencies
and to accounting principles generally accepted in the United States, including the provisions of SFAS No. 71
“Accounting for the Effects of Certain Types of Regulation” (SFAS 71). Regulatory assets represent probable
future revenues associated with certain incurred costs, which will be recovered from customers through the rate-
making process. Regulatory liabilities represent probable future reductions in revenues associated with amounts
that are to be credited to customers through the rate-making process.

The Company assesses the recoverability of costs recognized as regulatory assets and the ability to continue 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 criteria of
SFAS 71, a write-off of related regulatory assets and liabilities could be required. In addition, the Company would
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be required to determine any impairment to the carrying value of its utility plant and other regulated assets.
Regulatory assets consist of the following:

At December 31,
In millions 2002 2001
Demand side management programs § 321 $ 317
Unamortized debt issue costs 19.5 21.2
Regulatory income tax asset 15.8 10.3
Other 7.8 4.6
Total regulatory assets $ 752 $ 67.8

As of December 31, 2002, regulatory assets totaling $42.6 million are reflected in rates charged to customers, of
which $17.2 million is earning a return. The remaining $32.6 million, which is not yet included in rates, represents
primarily electric demand side management (DSM) costs incurred after 1993. The Company has rate orders for all
deferred costs not yet in rates and therefore believes that future recovery is probable. At December 31, 2002, the
weighted average recovery period of regulatory assets, other than those arising from book - tax basis differences,

included in rates is 16.0 years. Regulatory income tax assets are recovered as deferred tax assets and liabilities
discussed in Note 6 become payable or receivable.

Refundable or Recoverable Gas Costs, Fuel for Electric Production & Purchased Power

All metered gas rates contain a gas cost adjustment clause that allows the Company to charge for changes in the
cost of purchased gas. Metered electric rates typically contain a fuel adjustment clause that allows for adjustment
in charges for electric energy to reflect changes in the cost of fuel and the net energy cost of purchased power.
Metered electric rates also allow recovery, through a quarterly rate adjustment mechanism, for the margin on
electric sales lost due to the implementation of demand side management programs.

The Company records any under-or-over-recovery resulting from gas and fuel adjustment clauses each month in
revenues. A corresponding asset or liability is recorded until the under-or-over-recovery is billed or refunded to
utility customers. The cost of gas sold is charged to operating expense as delivered to customers, and the cost of
fuel for electric generation is charged to operating expense when consumed.

I.  Comprehensive Income
Comprehensive income is a measure of all changes in equity that result from the transactions or other economic
events during the period from non-shareholder transactions. This information is reported in the Consolidated

Statements of Common Shareholders' Equity. A summary of the components of and changes in accumulated other
comprehensive income for the past three years follows:

2000 2001 2002
Beginning  Changes End Changes End Changes End
of Year  During  of Year During of Year During of Year
In millions Balance Year Balance Year Balance Year Balance
Unconsolidated affiliates $ - % 75 %8 75 § (16) § 59 3§ 53) § 06
Minimum pension liability
adjustments & other 0.1 0.1 - (1.8) (1.8) 9.3) (11.1)

Accumulated other
comprehensive income $ ®H $ 76 $ 15 $ 34 $ 41 0§ (46 § (1053

Accumulated other comprehensive income arising from unconsolidated affiliates is the Company’s portion of
ProLiance Energy, LLC’s and Reliant Services, LLC’s accumulated comprehensive income related to its adoption
of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” (SFAS133) and continued use
of cash flow hedges, including commodity contracts and interest rate swaps, and the Company’s portion of
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Haddington Energy Partners, LP’s accumulated comprehensive income related to unrealized'gains and losses of
“available for sale securities.” (See Note 4 for more information on unconsolidated affiliates.)

J. 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.

K. Excise and Gross Receipts Taxes

Excise taxes and a portion of gross receipts taxes are included in rates charged to customers. Accordingly, the
Company records these taxes received as a component of operating revenues, which totaled $32.4 million in 2002,
$26.6 million in 2001, and $16.6 million in 2600. Excise and gross receipts taxes paid are recorded as a component
of taxes other than income taxes.

L. Other Significant Policies

Included elsewhere in these notes are significant accounting policies related to investments in unconsolidated
affiliates (Note 4), income taxes (Note 6), earnings per share (Note 11), and derivatives (Note 16). As more fully
described in Note 12, the Company applies APB Opinion 25, “Accounting for Stock Issued to Employees”
(APB25) and related interpretations when measuring compensation expense for its stock-based compensation plans.
The exercise price of stock options awarded under the Company’s stock option plans is equal to the fair market
value of the underlying common stock on the date of grant. Accordingly, no compensation expense has been
recognized for stock option plans. Had compensation cost for these stock option plans been determined based on
the fair value at the grant date consistent with the methodology prescribed in SFAS No. 123 “Accounting for Stock-
Based Compensation” (SFAS 123), as amended by SFAS 148 “Accounting for Stock-Based Compensation -
Transition and Disclosure” net income and earnings per share would have been reduced to the following pro forma
amounts:

Year Ended December 31,

In millions, except per share amounts 2002 2001 2000
Net Income:

As reported § 114.0 $ 527 $ 720

Pro forma 113.2 51.6 71.6
Basic Earnings Per Share:

As reported $ 1.69 $ 079 $ 118

Pro forma 1.68 0.77 1.17
Diluted Earnings Per Share:

As reported $ 1.68 $ 079 $ 117

Pro forma 1.67 0.77 1.16

M. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates.

3. Restatement of Previously Reported Results

The Company identified adjustments that, in the aggregate, reduced previously reported 2001 earnings by
approximately $10.9 million after tax, or $0.16 per share, and other adjustments, as described below, related to
2000 and prior periods. Adjustments were also made to previously reported 2002 quarterly results. In addition to
adjustments affecting previously reported net income, other reclassifications were made to the previously reported
2001 and 2000 results to conform with the 2002 presentation.
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Previously Reported 2001 and 2000 Net Income Adjustments

The Company determined that $11.6 million ($7.2 million after tax) of gas costs were improperly recorded as
recoverable gas costs due from customers. The error related primarily to the accounting for natural gas inventory
and resulted in an overstatement of 2001 earnings.

The Company also identified an accounting error related to certain employee benefit and other related costs that are
routinely accumulated on the balance sheet and systematically cleared to operating expense and capital projects.
Because of inadequate loading rates, these costs were not fully cleared to operating expense and capital projects in
2001. As aresult, 2001 earnings were overstated by $5.6 million ($3.5 million after tax).

The accounting for certain wholesale power marketing contracts was modified to comply with SFAS 133, which
became effective on January 1, 2001. The cumulative effect at adoption was decreased by $2.8 million after tax.
This change was offset substantially by an increase in electric margins throughout 2001.

The Company identified reconciliation errors and other errors related to the recording of estimates that were not
significant, either individually or in the aggregate. As a result of these additional items, 2001 earnings were
reduced by $2.6 million ($1.6 million after tax). Originally reflected in 2001, the correction of the year 2000
overstatement of electric revenue totaling $2.4 million ($1.5 million after tax), now reflected in 2000 as discussed
below, significantly offset these additional items.

The Company also determined that certain billings and collections had been improperly recorded in 2000, resulting
in an understatement of gas revenue by $1.8 million ($1.1 million after tax) and an overstatement of electric
revenue by $2.4 million (§1.5 million after tax). Other errors were identified that increased 2000 earnings by $.6
million ($.3 million after tax). The impact of the restatement of results for the year ended 2000 is a reduction to net
income of less than $100,000.

In addition, the Company also reduced previously reported revenues and cost of sales by $78.1 million in 2001 and
$15.5 million in 2000 to adopt EITF Issue No. 99-19 “Reporting Revenue Gross as a Principal versus Net as an
Agent” and to properly eliminate certain transactions in consolidation.

Previously Reported 2002 Quarterly Net Income Adjustments

As previously reported, in the second quarter of 2002 the Company recorded $5.2 million (3.2 million after tax) of
carrying costs for DSM programs pursuant to existing TURC orders and based on an improved regulatory
environment. During the audit of the three years ended December 31, 2002, management determined that the
accrual of such carrying costs was more appropriate in periods prior to 2000 when DSM program expenditures
were made. Therefore, such carrying costs originally reflected in 2002 quarterly results were reversed and reflected
in common shareholders’ equity as of January 1, 2000. In addition, the Company identified other adjustments that
were not significant, either individually or in the aggregate that increased previously reported 2002 quarterly pre-
tax and after tax earnings by approximately $1.4 million and $0.9 million after tax, respectively. The cumulative
impact from of these adjustments reduced previously reported earnings for the nine months ended September 30,
2002 by approximately $2.3 million.

Beginning Retained Earnings Adjustments
In addition to the adjustment of DSM costs above, the Company identified other errors that were not significant,

either individually or in the aggregate that relate to years prior to 2000. As a result of these additional items,
beginning common shareholders’ equity was reduced by $1.5 million. Accordingly, retained earnings as of January
1, 2000 reflects a cumulative net increase of $1.7 million.

Other Balance Sheet Adjustments

Certain reclassifications were made to reflect separate Company prepaid and accrued taxes that result in the
consolidated tax position. This adjustment added approximately $46.4 million of prepaid and other current assets
with a corresponding increase in accrued liabilities as of December 31, 2001. The Company also reclassified all
previously recorded goodwill not included in rates to goodwill on the balance sheet. This adjustment resulted in a
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$5.9 million decrease in other assets, a $3.0 million decrease in prepayments and other current assets and an $8.9

million increase in goodwill.

The Company has restated its financial statements to give effect to the matters discussed above. Following is a
summary of the significant effects of the restatement on previously reported financial position and results of
operations. The effects of the restatement on 2001 quarterly results and on 2002 previously reported quarterly

information, is discussed in Note 21. Note 21 is unaudited.

The effects on the income statement for the year ending December 31, 2001 follow:

As Reported Adjustments As Restated

OPERATING REVENUES
Gas utility $ 1,0315 § (11.9) $ 1,019.6
Electric utility 378.9 23 381.2
Energy services & other 759.6 (78.6) 681.0
Total operating revenues 2,170.0 (88.2) 2,081.8
OPERATING EXPENSES
Cost of gas sold 708.2 0.7 708.9
Fuel for electric generation 74.4 - 74.4
Purchased electric energy 91.7 4.8) 86.9
Cost of energy services & other 720.2 (79.3) 640.9
Other operating 236.9 6.3 2432
Merger & integration costs 2.8 - 2.8
Restructuring costs 19.0 - 19.0
Depreciation & amortization 123.7 0.4 124.1
Taxes other than income taxes 53.5 0.2 537
Total operating expenses 2,030.4 (76.5) 1,953.9
OPERATING INCOME 139.6 (11.7) 127.9
OTHER INCOME
Equity in earnings of unconsolidated affiliates 14.1 0.7) 13.4
Other — net 16.3 0.4 16.7
Total other income 30.4 (0.3) 30.1
Interest expense 82.6 0.6 83.2
INCOME BEFORE INCOME TAXES 87.4 (12.6) 74.8
Income taxes 18.6 (4.5) 14.1
Minority interest in and preferred dividend requirement of subsidiaries 1.4 - 14
INCOME BEFORE EXTRAQRBINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE 67.4 (8.1) 59.3
Extraordinary loss — net of tax 7.7 - (7.7)
Cumulative effect of change in accounting principle — net of tax 39 2.8) 1.1
NET INCOME $ 63.6 $ (190.9) $ 52.7
EARNINGS PER SHARE OF COMMON STOCK:
BASIC
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE 5 1.01 § (0.12) § 0.89
Extraordinary loss — net of tax (0.12) - (0.12)
Cumulative effect of change in accounting principle — net of tax 0.06 (0.04) 0.02
BASIC EARNINGS PER SHARE OF COMMON STOCK $ .95 § (0.16) § 8.79
DILUTED
INCOME BEFORE EXTRAORDINARY LOSS & CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE $ 1.01 § 0.12) § 0.89
Extraordinary loss — net of tax (0.12) - (0.12)
Cumulative effect of change in accounting principle — net of tax 0.06 (0.04) 0.02
DILUTED EARNINGS PER SHARE OF COMMON STOCK $ 0.95 $ (0.16) $ 0.79
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The effects on the income statement for the year ending December 31, 2000 follow:

As Reported  Adjustments As Restated

OPERATING REVENUES
Gas utility $ 8188 1.6 $ 8204
Electric utility 336.4 2.0) 334.4
Energy services & other 493.5 (15.5) 478.0
Total operating revenues 1,648.7 (15.9) 1,632.8

OPERATING EXPENSES
Cost of gas sold 552.5 - 552.5
Fuel for electric generation 75.7 - 75.7
Purchased electric energy 36.4 - 36.4
Cost of energy services & other 468.8 (15.6) 453.2
Other operating 199.4 0.9) 198.5
Merger & integration costs 411 - 41.1
Depreciation & amortization 105.7 - 105.7
Taxes other than income taxes 38.0 - 38.0
Total operating expenses 1,517.6 (16.5) 1,501.1
OPERATING INCOME 131.1 9.6 131.7

OTHER INCOME

Equity in earnings of unconsolidated affiliates 9.8 - 9.8
Other — net 23.7 (0.6) 23.1
Total other income 33.5 (0.6) 32.9
Interest expense 56.4 - 56.4
INCOME BEFORE INCOME TAXES 108.2 - 108.2
Income taxes 342 - 34.2
Minority interest in & preferred dividend requirements of subsidiaries 2.0 - 2.0
NET INCOME S 72.0 $ - $ 72.8
BASIC EARNINGS PER SHARE OF COMMON STOCK S 1.18 $ - 3 1.18
DILUTED EARNINGS PER SHARE OF COMMON STOCK $ 117 3 - 3 117
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The effects on the balance sheet as of December 31, 2001 follow:

ASSETS
As Reported  Adjustments  As Restated
Current Assets
Cash & cash equivalents $ 272§ 22 $ 25.0
Accounts receivable-less reserves 213.8 (5.5 208.3
Accrued unbilled revenues 78.4 (1.7 76.7
Inventories 71.4 (0.5) 70.9
Recoverable fuel & natural gas costs 76.5 (6.3) 70.2
Prepayments & other current assets 103.4 27.6 131.0
Total current assets 570.7 11.4 582.1
Utility Plant
Original cost 2,903.2 2.9 2,906.1
Less: accumulated depreciation & amortization 1,308.2 - 1,308.2
Net utility plant 1,595.0 2.9 1,597.9
Investments in unconsolidated affiliates 127.7 0.9 128.6
Other investments 100.3 (0.5) 99.8
Non-utility property-net 181.7 1.1 182.8
Goodwill-net 193.1 8.4 201.5
Regulatory assets 61.4 6.4 67.8
Other assets 26.9 (8.7) 18.2
TOTAL ASSETS $ 2,8568 8§ 21,  § 2,878.7
LIABILITIES & SHAREHOLDERS® EQUITY
Current Liabilities
Accounts payable $ 1444 % 08 § 145.2
Accounts payable to affiliated companies 37.2 0.9 38.1
Accrued liabilities 101.4 17.1 118.5
Short-term borrowings 381.7 1.6 3833
Current maturities of long-term debt 1.3 - 1.3
Long-term debt subject to tender 11.5 - 11.5
Total current liabilities 677.5 20.4 697.9
Long-term Debt-Net of Current Maturities &
Debt Subject to Tender 1,014.0 - 1,014.0
Deferred Income Taxes & Other Liabilities
Deferred income taxes 206.7 9.6 216.3
Deferred credits & other liabilities 108.1 1.2 109.3
Total deferred credits & other liabilities 314.8 10.8 325.6
Minority Interest in Subsidiary 1.4 - 1.4
Cumulative, Redeemable Preferred Stock of a Subsidiary 0.5 - 0.5
Common Shareholders' Equity
Common stock (no par value) 346.1 - 346.1
Retained earnings 498.3 9.2) 489.1
Accumulated other comprehensive income 4.2 (0.1) 4.1
Total common shareholders' equity 848.6 (9.3) 839.3
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $ 2,856.8 § 2.9  § 2,878.7
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4. Investments in Unconseolidated Affiliates

Investments in unconsolidated affiliates where the Company has significant influence are accounted for using the
equity method of accounting. The Company’s share of net income or loss from these investments is recorded in
equity in earnings of unconsolidated affiliates. Dividends are recorded as a reduction of the carrying value of the
investment when received. Investments in unconsolidated affiliates where the Company does not have significant
influence are accounted for using the cost method of accounting less write-downs for declines in value judged to be
other than temporary. Dividends are recorded as other-net when received. Investments in unconsolidated affiliates
consist of the following:

At December 31,
In millions 2002 2001

ProLiance Energy, LLC $§ 614 § 256
Haddington Energy Partnerships 19.7 26.8
Reliant Services, LLC 18.4 20.6
Utilicom Networks, LLC & related entities 15.4 14.5
Pace Carbon Synfuels, LP 6.8 7.2
Other partnerships & corporations 31.6 33.9

Total investments in unconsolidated affiliates $ 1533 § 128.6

Proliance Energy, L1L.C

ProLiance Energy, LLC (ProLiance), a nonregulated energy marketing affiliate of Vectren and Citizens Gas and
Coke Utility (Citizens Gas), provides natural gas and related services to Indiana Gas, the Ohio operations, Citizens
Gas and others. ProLiance also began providing service to SIGECO and Vectren Retail, LLC (the Company’s
retail gas marketer) in 2002. ProLiance’s primary business is optimizing the gas portfolios of utilities and
providing services to large end use customers.

Pre-tax income of $19.1 million, $12.8 million and $5.4 million was recognized as ProLiance’s contribution to
earnings for the years ended December 31, 2002, 2001, and 2000, respectively. Earnings recognized from
ProLiance are included in equity in earnings of unconsolidated affiliates.

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

In June 2002, the integration of Vectren’s wholly owned subsidiary SIGCORP Energy Services, LLC (SES) with
ProLiance was completed. SES provided natural gas and related services to SIGECO and others prior to the
integration. In exchange for the contribution of SES’ net assets totaling $19.2 million, including cash of $2.0
million, Vectren’s allocable share of ProLiance’s profits and losses increased from 52.5% to 61%, consistent with
Vectren’s new ownership percentage. In March 2001 Vectren’s allocable share of profits and losses increased from
50% to 52.5% when ProLiance began managing the Chio operations’ gas portfolio. Governance and voting rights
remain at 50% for each member. Since governance of ProLiance remains equal between the members, Vectren
continues to account for its investment in ProLiance using the equity method of accounting.

Prior to June 1, 2002, SES’ operating results were consolidated. Subsequent to June 1, 2002, SES’ operating
results, now part of ProLiance, are reflected in equity in earnings of unconsolidated affiliates. The transfer of net
assets was accounted for at book value consistent with joint venture accounting and did not result in any gain or
loss. Additionally, the non-cash component of the transfer totaling $17.2 million is excluded from the Consolidated
Statement of Cash Flows.

Regulatory Matters

The sale of gas and provision of other services to Indiana Gas and SIGECO by ProLiance is subject to regulatory
review through the quarterly gas cost adjustment (GCA) process administered by the [URC. The sale of gas and
provision of other services to the Chio operations by ProLiance is subject to regulatory review through the quarterly
gas cost recovery (GCR) and audit process administered by the PUCO.
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Specific to the sale of gas and provision of other services to Indiana Gas by ProLiance, on September 12, 1997, the
TURC issued a decision finding the gas supply and portfolio administration agreements between ProLiance and
Indiana Gas and ProLiance and Citizens Gas to be consistent with the public interest and that ProLiance is not
subject to regulation by the IURC as a public utility. However, with respect to the pricing of gas commodity
purchased from ProLiance, the price paid by ProLiance to the utilities for the prospect of using pipeline
entitlements if and when they are not required to serve the utilities’ firm customers, and the pricing of fees paid by
the utilities to ProLiance for portfolio administration services, the IURC concluded that additional review in the
GCA process would be appropriate and directed that these matters be considered further in a consolidated GCA
proceeding involving Indiana Gas and Citizens Gas.

On June 4, 2002, Indiana Gas and Citizens Gas, together with the OUCC and other consumer parties, entered into
and filed with the IURC a settlement setting forth the terms for resolution of all pending regulatory issues related to
ProLiance, including the three pricing issues. On July 23, 2002, the IURC approved the settlement filed by the
parties. The GCA proceeding has been concluded and new supply agreements between Indiana Gas, SIGECGC,
Citizens Gas, and ProLiance have been approved and extended through March 31, 2007. ProLiance will also have
the opportunity, if it so elects, to participate in a “request for proposal” process for service to the utilities after
March 31, 2007.

For past services provided to Indiana Gas by ProLiance, the Company made refunds to Indiana Gas’ retail
customers pursuant to the settlement totaling $6.4 million and reimbursed other costs to parties involved in the
settlement totaling $1.1 million. Payments were made in the fourth quarter of 2002. At December 31, 2001, the
Company had established a reserve specific to this GCA proceeding totaling $5.2 million which was recorded
throughout the GCA proceeding as a reduction of ProLiance’s contribution to the Company’s earnings. The
amount of the settlement in excess of that accrued prior to 2002 totaling $2.3 million was reflected as a reduction of
ProLiance’s contribution to earnings in 2002.

Transactions with ProLiance

Purchases from ProLiance for resale and for injections into storage for the years ended December 31, 2002, 2001,
and 2000 totaled $544.1 million, $610.6 million, and $478.9 million, respectively. Amounts owed to ProLiance at
December 31, 2002 and 2001 for those purchases were $84.6 million and $36.1 million, respectively, and are
included in accounts payable to affiliated companies in the Consolidated Balance Sheets. Amounts charged by
ProLiance for gas supply services are established by supply agreements with each utility.

Summarized Financial Information

For the year ended December 31, 2002, revenues, margin, operating income, and net income were (in millions)
$1,534.5, $61.1, $36.5, and $37.4, respectively. For the year ended December 31, 2001, revenues, margin,
operating income, and net income were (in millions) $1,599.5, $40.9, $26.1, and $27.7, respectively. For the year
ended December 31, 2000, revenues, margin, operating income, and net income were (in millions) $945.8, $21.1,
$10.4, and $12.1, respectively. As of December 31, 2002, current assets, noncurrent assets, current liabilities, and
non current liabilities were (in millions) $301.6, $22.8, $228.8, and $1.2, respectively. As of December 31, 2001,
current assets, noncurrent assets, current liabilities, and noncurrent liabilities were (in millions) $206.8, $24.3,
$180.8, and zero, respectively.

Haddington Energy Partnerships
The Company has an approximate 40% ownership interest in Haddington Energy Partners, LP (Haddington I).
Haddington I raised $27.0 million to invest in energy projects. In July 2000, the Company made a commitment to
fund an additional $20.0 million in Haddington Energy Partners II, LP (Haddington IT), which raised a total of
$47.0 million in firm commitments. Haddington II provides additional capital for Haddington I portfolio
companies and made investments in new areas, such as distributed generation, power backup and quality devices,
and emerging technologies such as microturbines and photovoltaics. At December 31, 2002, $11.0 million of the
additional $20.0 million commitment remains. The Company has an approximate 40% ownership interest in
Haddington II. Both Haddington ventures are investment companies accounted for using the equity method of
accounting. For the year ended December 31, 2001, the partnerships’ contribution to the Company’s pre-tax
earnings was $6.2 million. In 2000 and 2002, the earnings contribution was not significant.
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The following is summarized financial information as to the assets, liabilities, and results of operations of the
Haddington Partnerships. For the year ended December 31, 2002 revenues, operating income, and net income were
(in millions) zero, ($0.9), and ($0.9), respectively. For the year ended December 31, 2001 revenues, operating
income, and net income were (in millions) $23.6, $22.5, and $22.5, respectively. For the year ended December 31,
2000 revenues, operating income, and net income were (in millions) zero, (30.9), and ($0.9), respectively. As of
December 31, 2002, investments, other assets, and liabilities were (in millions) $49.6, $0.3, and zero, respectively.
As of December 31, 2001, investments, other assets, and liabilities were (in millions) $79.1, $5.0, and $0.2,
respectively.

Utilicom Networks, LLC & Related Entities

Utilicom Networks, LLC (Utilicom) is a provider of bundled communication services through high capacity
broadband networks, including analog and digital cable television, high-speed Internet, and advanced local and long
distance phone services. The Company has a minority interest and a convertible subordinated debt investment in
Utilicom. The Company also has a minority interest in SIGECOM Holdings, Inc. (Holdings), which was formed by
Utilicom to hold interests in SIGECOM, LLC (SIGECOM). The Company accounts for its investments in Utilicom
and Holdings using the cost method of accounting. SIGECOM provides broadband services to the greater
Evansville, Indiana, area.

Utilicom also plans to provide broadband services to the greater Indianapolis, Indiana, and Dayton, Ohio, markets.
However, the funding of these projects has been delayed due to the continued difficult environment within the
telecommunication capital markets, which has prevented Utilicom from obtaining debt financing on terms it
considers acceptable. While the existing investors are still interested in the Indianapolis and Dayton markets, the
Company is not required to make further investments and does not intend to proceed unless commitments are
obtained to fully fund these projects. Franchising agreements have been extended in both locations.

In January 2000, the Company restructured its investment in SIGECOM. Affiliates of The Blackstone Group
acquired a majority ownership interest in Utilicom. In connection with The Blackstone Group investment, the
Company exchanged its 49% preferred equity interest in SIGECOM for $16.5 million of convertible subordinated
debt of Utilicom and an 18.9% common equity interest in Holdings, which was valued at $6.5 million. The
carrying value of the Company’s 49% preferred equity interest was $15.0 million prior to the exchange. The
Company received consideration in the exchange based upon an investment bank analysis of the fair value of
SIGECOM at the transaction date. The investment restructuring resulted in a pre-tax gain of $8.0 million, which is
classified in equity in earnings in unconsolidated affiliates in the accompanying Consolidated Statements of
Income.

At December 31, 2002, the Company has $30.7 million of notes receivable from Utilicom-related entities which are
convertible into equity interests. Notes receivable totaling $28.6 million are convertible into Utilicom ownership

at the Company’s option or upon the event of a public offering of stock by Utilicom, and $2.1 million are
convertible into common equity interests in the Indianapolis and Dayton ventures at the Company’s option. Upon
conversion, the Company would have up to a 12% interest in Utilicom, assuming completion of all required
funding and up to a 31% interest in the Indianapolis and Dayton ventures. Investments in convertible notes
receivable are included in other investments.

At December 31, 2002 and 2001, the Company’s combined investment in equity and debt securities of Utilicom-
related entities totaled $46.1 million and $39.3 million, respectively. Other than the $8.0 million gain discussed
above, these investments had no significant impact on the Company’s financial results in 2002, 2001, or 2000.

Pace Carbon Synfuels, LP

Pace Carbon Synfuels, LP (Pace Carbon) is a limited partnership formed to develop, own, and operate four projects
to produce and sell coal-based synthetic fuel. The Company has an 8.3% interest in Pace Carbon which is
accounted for using the equity method of accounting. Additional investments in Pace Carbon will be made to the
extent Pace Carbon generates Federal tax credits, with any such additional investments to be funded by these
credits. The investment in Pace Carbon resulted in losses reflected in equity in earnings of unconsolidated affiliates
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totaling $6.8 million, $4.5 million, and $2.4 million in 2002, 2001, and 2000, respectively. The production of
synthetic fuel generates IRS Code Section 29 investment tax credits that are reflected in income taxes. Net income,

including the losses, tax benefits, and tax credits, generated from the investment in Pace Carbon totaled $6.0
million in 2002, $4.3 million in 2001, and $2.1 million in 2300.

The following is summarized financial information as to the assets, liabilities, and results of operations of Pace
Carbon. For the year ended December 31, 2002, revenues, margin, operating income, and earnings were (in
millions) $125.6, ($53.1), ($72.6), and ($73.4), respectively. For the year ended December 31, 2001, revenues,
margin, operating income, and earnings were (in millions) $86.2, ($25.1), ($44.1), and ($44.8), respectively. For
the year ended December 31, 2000, revenues, margin, operating income, and earnings were (in millions) $35.8,
($24.3), (833.6), and ($34.1), respectively. As of December 31, 2002, current assets, noncurrent assets, current
liabilities, and noncurrent liabilities were (in millions) $32.7, $44.8, $45.9 and $4.3, respectively. As of December
31, 2001, current assets, noncurrent assets, current liabilities, and noncurrent liabilities were (in millions) $22.5,
$42.0, $18.2, and $8.4, respectively.

Other Affiliate Transactions

The Company has ownership interests in other affiliated companies accounted for using the equity method of
accounting that provide materials management, underground construction and repair, facilities locating, and meter
reading services to the Company. For the years ended December 31, 2002, 2001, and 2000, fees for these services
and construction-related expenditures totaled $38.3 million, $37.9 million, and $20.9 million, respectively.
Amounts charged by these affiliates are market based. Amounts owed to unconsolidated affiliates other than
ProLiance totaled $1.8 million and $2.0 million at December 31, 2002 and 2001, respectively, and are included in
accounts payable to affiliated companies in the Consolidated Balance Sheets. Amounts due from unconsolidated
affiliates included in accounts receivable totaled $0.6 million and $0.3 million, respectively, at December 31, 2002
and 2001.

5, Other Investments

Other investments consist of the following:

At December 31,
In millions 2002 2001

Notes receivable:

Utilicom Networks, LLC & related entities § 307 $ 248

Other notes receivable 41.8 313

Total notes receivable 72.5 56.1

Leveraged leases 30.5 29.7

Other investments 213 14.0

Total other investments $ 124.3 $ 998

Notes Receivable

Interest rates on the above notes receivable range from fixed rates of 5% to 12% or variable rates based on prime
and are due at various times through 2017. Generally, first or second mortgages and/or capital stock or partnership
units serve as collateral for the notes. (See Note 4 regarding the convertibility of the Utilicom-related notes into
equity interests.)

Leveraged Leases

The Company is a lessor in several leveraged lease agreements under which real estate or equipment is leased to
third parties. The economic lives and lease terms vary with the leases. The total equipment and facilities cost was
approximately $76.2 million at both December 31, 2002 and 2001. The cost of the equipment and facilities was
partially financed by non-recourse debt provided by lenders, who have been granted an assignment of rentals due
under the leases and a security interest in the leased property, which they accepted as their sole remedy in the event
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of default by the lessee. Such debt amounted to approximately $51.7 million and $54.3 million at December 31,

2002 and 2001, respectively. The Company’s net investment in leveraged leases follows:

At December 31,
In millions 2002 2001

Minimum lease payments receivable 48.6 § 489
Estimated residual value 22.0 22.1
Less: Unearmed income 40.1 41.3
Leveraged lease investments 30.5 29.7
Less: Deferred taxes arising from leveraged leases 26.3 25.4

Net investment in leveraged leases $ 4.2 $ 4.3

In June 2001, the Company sold certain leveraged lease investments with a net book value of $59.1 million at a loss
of $12.4 million ($7.7 million after tax). Because of the transaction’s significance and because the transaction
occurred within two years of the effective date of the merger of Indiana Energy and SIGCORP, which was
accounted for as a pooling-of-interests, APB 16 requires the loss on disposition of these investments to be treated as
extraordinary. Proceeds from the sale totaled $46.7 million.

6. Income Taxes

The components of income tax expense and utilization of investment tax credits follow:

Year Ended December 31,
In millions 2002 2001 2000

Current;

Federal $§ 622 $ (2.2) $§ 371

State 52 3.9 2.9
Total current taxes 67.4 1.7 40.9
Deferred:

Federal (26.2) 14.9 (5.9

State - (0.2) 2.1
Total deferred taxes (26.2) 14.7 3.4)
Amortization of investment tax credits (2.3) (2.3) (2.4)

Total income tax expense $ 38.9 3 14.1 $ 342

A reconciliation of the federal statutory rate to the effective income tax rate follows:

Year Ended December 31,
2002 2001 2000
Statutory rate 350 % 350 % 350 %
State and local taxes-net of federal benefit 1.3 3.0 3.1
Increase in state income tax rate 1.1 - -
Nondeductible merger costs - - 4.0
Section 29 tax credits (7.0) 9.5) (3.3
Amortization of investment tax credit (1.5) (3.1 2.2)
Other tax credits (1.1) (3.6) 3.8)
All other-net 2.4) (2.6) (0.4)
Effective tax rate 254 Y% 19.2 % 324 %




The liability 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 tax 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 2002 2001
Noncurrent deferred tax liabilities (assets):
Depreciation & cost recovery timing differences $ 1979 $ 2150
Leveraged leases 26.3 25.4
Regulatory assets recoverable through future rates 37.5 335
Regulatory liabilities to be settled through future rates 21.7) (23.2)
Employee benefit obligations (45.9) (31.3)
GCther — net 1.4 (3.1)
Net noncurrent deferred tax liability 195.5 216.3
Current deferred tax liabilities (assets):
Deferred fuel costs-net 7.7 21.1
LIFO inventory - (2.0)
Net current deferred tax liability 7.7 19.1
Net deferred tax lHability $ 203.2 $ 2354

At December 31, 2002 and 2001, investment tax credits totaling $18.6 million and $20.9 million, respectively, are
included in deferred credits and other liabilities. These investment tax credits are amortized over the lives of the
related investments.

The Company has no tax credit carryforwards at December 31, 2002. Alternative Minimum Tax credit
carryforwards of approximately $5.2 million were utilized in 2001. Through certain of its nonregulated subsidiaries
and investments, the Company also realizes federal income tax credits associated with affordable housing projects
and the production of synthetic fuels. During 2001, tax credit carryforwards from these operations totaling $5.5
million were utilized.

7. Retirement Plans & Other Postretirement Benefits

Effective July 1, 2000, the SIGCORP and Indiana Energy defined benefit pension plans, defined contribution
retirement savings plans, and postretirement health care plans and life insurance plans for employees not covered
by a collective bargaining agreement were merged. The merged plans became Vectren plans, and as a result, the
respective plan assets and plan obligations were transferred to Vectren through cash payment for assets and cash
receipt for obligations. These transfers resulted in no gain or loss.

The defined benefit pension and other postretirement benefit plans which cover eligible full-time regular employees
are primarily noncontributory. The postretirement health care and life insurance plans are a combination of self-

insured and fully insured plans.

The detailed disclosures of benefit components that follow are based on an actuarial valuation using a measurement
date as of September 30.
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A summary of the components of net periodic benefit cost for the three years ended December 31, 2002 follows:

Pension Benefits Other Benefits

In millions 2002 2001 2000 2002 2001 2000
Service cost $ 59 § 59 §$§ 43 § 10 $ 10 § 13
Interest cost 13.9 13.6 11.7 6.0 5.8 5.9
Expected return on plan assets (15.7) (16.3) (15.9) 0.7) (0.8) (0.8)
Amortization of prior service cost 0.8 0.8 0.2 - - -
Amortization of transitional obligation (asset) (0.5 (0.6) 0.7) 2.9 3.0 3.7
Amortization of actuarial loss (gain) 0.1 (0.9) (1.1) (0.5) (1.0) (1.5)
Settlement, curtailment, & other charges (credits) - (1.4 2.7 - (0.6) -

Net periodic benefit cost $ 45 § 1.1 $ 12 §$ 87 §$ 74 § 86

A reconciliation of the plans’ benefit obligations, fair value of plan assets, funded status, and amounts recognized in
the Consolidated Balance Sheets at December 31, 2002 and 2001 follows:

Pension Benefits Other Benefits

In millions 2002 2001 2002 2001
Benefit Obligation
Benefit obligation at beginning of year § 1913 § 167.0 $ 836 § 774
Service cost — benefits earned during the year 5.9 59 1.0 1.0
Interest cost on projected benefit obligation 13.9 13.6 6.0 5.8
Plan amendments (0.1) 9.5 - -
Settlements & (curtailments) - (1.5) - (0.6)
Benefits paid (12.1) (13.5) (8.7 (L.7)
Actuarial (gain) loss 3.0 10.3 0.4) 1.7

Benefit obligation at end of year $ 201.9 § 1913 $§ 815 § 836
Fair Value of Plan Assets
Plan assets at fair value at beginning of year $ 160.1 $ 193.8 § 88 § 112
Actual return on plan assets (10.1) (20.9) 0.5) (1.6)
Employer contributions 0.7 0.7 7.8 0.9
Benefits paid (12.1) (13.5) (8.7) (1.7)

Fair value of plan assets at end of year 3 1386 § 160.1 $ 74 § 8.8
Funded status $ (633) § (31.2) $ (741) § (74.8)
Company contributions after measurement date 0.2 - 1.5 -
Unrecognized transitional obligation (asset) 0.4) (0.8) 32.0 349
Unrecognized service cost 11.0 12.0 - -
Unrecognized net (gain) loss and other 42.2 13.4 (11.6) (13.0)

Net amount recegnized $ (103 § (6.6) § (52.2) § (52.9)
Net amount recognized included in:

Deferred credits & other liabilities $ (152) $ (13.0) $ (522) $ (529

Other assets 49 6.4 - -

In addition to the pension liability above, at December 31, 2002 and 2001, the Company incurred additional
minimum pension liabilities totaling $30.0 million and $7.3 million, respectively, which are also included in
deferred credits and other liabilities. These liabilities are offset by intangible assets totaling $10.5 and $3.5 million,
respectively, which are included in other noncurrent assets, and accumulated other comprehensive income totaling
$19.5 ($11.6 million after tax) and $3.8 million ($2.4 million after tax).
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As of December 31, 2002 and 2001, pension plans with accumulated benefit obligations in excess of plan assets
had projected benefit obligations of $201.9 million and $96.7 million, respectively. Those plans had accumulated
benefit obligations of $179.1 million and $84.5 million, respectively. The fair value of plan assets for such pension
plans as of December 31, 2002 and 2001 was $138.6 million and $73.9 million, respectively.

Weighted-average assumptions used to develop annual costs and the benefit obligation for these plans are as
follows:
At & Year Ended December 31,

Pension Benefits Other Benefits

2002 2001 2002 2001
Discount rate 6.75% 7.25% 6.75% 7.25%
Expected return on plan assets before expenses 9.00% 9.00% 9.00% 9.00%
Rate of compensation increase 4.25% 4.75% 4.25% 4.75%
CPl rate N/A N/A 10.00%  12.00%

As of December 31, 2002, the health care cost trend rate is 10% declining to 5% in 2006 and remaining level
thereafter. Future changes in health care costs, work force demographics, interest rates, or plan changes could
significantly affect the estimated cost of these future benefits.

A 1% change in the assumed health care cost trend rate for the postretirement health care plans would have the
following effects as of and for the year ended December 31, 2002:

In millions 1% Increase 1% Decrease
Effect on the aggregate of the service & interest

cost components $ 0.5 $ 0.4)
Effect on the postretirement benefit obligation 5.6 4.7

The Company has adopted Voluntary Employee Beneficiary Association Trust Agreements for the partial funding
of postretirement health benefits for retirees and their eligible dependents and beneficiaries. Annual funding is
discretionary and is based on the projected cost over time of benefits to be provided to covered persons consistent
with acceptable actuarial methods. To the extent these postretirement benefits are funded, the benefits are not
liabilities in these consolidated financial statements.

The Company also has defined contribution retirement savings plans that are qualified under sections 401(a) and

401(k) of the Internal Revenue Code. During 2002, 2001, and 2000, the Company made contributions to these
plans of $3.0 million, $3.4 million, and $1.6 million, respectively.
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8. Borrowing Arrangememnts

Long-Term Debt

Senior unsecured obligations and first mortgage bonds outstanding and classified as long-term by subsidiai'y

follow:
At December 31,
In millions 2002 2001
VUHI
Fixed Rate Senior Unsecured Notes
2011, 6.625% 250.0 250.0
2031, 7.25% 100.0 100.0
Total VUHI 350.0 356.8
SIGECO
First Mortgage Bonds
Fixed Rate:
2003, Series B, 6.25%, tax exempt 1.0 1.0
2016, 1986 Series, 8.875% 13.0 13.0
2023, Series, 7.60% 45.0 45.0
2023, Series B, 6.00%, tax exempt 22.8 22.8
2025, 1993 Series, 7.625% 20.0 20.0
2029, 1999 Senior Notes, 6.72% 80.0 80.0
Adjustable Rate:
2015, Pollution Control Series A, presently 4.30%, tax
exempt, next rate adjustment: 2004 10.0 10.0
2025, Pollution Control Series A, presently 4.75%, tax
exempt, next rate adjustment: 2006 315 31.5
2024, Environmental Improvement Series A, tax exempt,
adjusts every 35 days, weighted average for year: 1.80% 22.5 22.5
Total First Mortgage Bonds 245.8 245.8
Adjustable Rate Senior Unsecured Bonds
2020, Pollution Control Series B, presently 4.40%, tax
exempt, next rate adjustment: 2003 4.6 4.6
2030, Pollution Control Series B, presently 4.40%, tax
exempt, next rate adjustment: 2003 22.0 22.0
2030, Pollution Control Series C, presently 5.00%, tax
exempt, next rate adjustment: 2006 222 22.2
Total Adjustable Rate Senior Unsecured Bonds 48.8 48.8
Total SIGECO 294.6 294.6
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At December 31,

In millions 2002 2001
Indiana Gas
Fixed Rate Senior Unsecured Notes

2003, Series F, 5.75% 15.0 15.0
2004, Series F, 6.36% 15.0 15.0
2007, Series E, 6.54% 6.5 6.5
2013, Series E, 6.69% 5.0 5.0
2015, Series E, 7.15% 5.0 5.0
2015, Insured Quarterly, 7.15% 20.0 20.0
2015, Series E, 6.69% 5.0 5.0
2015, Series E, 6.69% 10.0 10.0
2021, Private Placement, 9.375%, $1.3 due annually in 2002 23.8 25.0
2025, Series E, 6.31% - 5.0
2025, Series E, 6.53% 10.0 10.0
2027, Series E, 6.42% 5.0 5.0
2027, Series E, 6.68% 35 35
2027, Series F, 6.34% 20.0 20.0
2028, Series F, 6.75% 13.6 13.8
2028, Series F, 6.36% 10.0 10.0
2028, Series F, 6.55% 20.0 20.0
2029, Series G, 7.08% 30.0 30.0
2030, Insured Quarterly, 7.45% 499 50.0
Total Indiana Gas 267.3 273.8

Vectren Capital Corp.

Private Placement Fixed Rate Senior Unsecured Notes

2005, 7.67% 38.0 38.0
2007, 7.83% 17.5 17.5
20198, 7.98% 22.5 22.5
2012, 7.43% 35.0 35.0
Total Vectren Capital Corp. 113.0 113.0

Total long-term debt outstanding 1,024.9 1,031.4

Less: Current maturities of long-term debt 39.8 1.3
Debt subject to tender 26.6 11.5
Unamortized debt premium & discount - net 4.3 4.6
Total long-term debt-net 954.2 S 1,014.0

VUHI

In September 2001, VUHI filed a shelf registration statement with the Securities and Exchange Commission for
$350.0 million aggregate principal amount of unsecured senior notes. In October 2001, VUHI issued senior

unsecured notes with an aggregate principal amount of $100.0 million and an interest rate of 7.25% (the October
Notes), and in December 2001, issued the remaining aggregate principal amount of $250.0 million at an interest
rate of 6.625% (the December Notes). The December Notes were priced at 99.302% to yield 6.69% to maturity.

These issues have no sinking fund requirements, and interest payments are due quarterly for the October Notes and
semi-annually for the December Notes. The October Notes are due October 2031, but may be called by the
Company, in whole or in part, at any time after October 2006 at 100% of the principal amount plus any accrued
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interest thereon. The December Notes are due December 2011, but may be called by the Company, in whole or in
part, at any time for an amount equal to accrued and unpaid interest, plus the greater of 100% of the principal
amount or the sum of the present values of the remaining scheduled payments of principal and interest, discounted
to the redemption date on a semi-annual basis at the Treasury Rate, as defined in the indenture, plus 25 basis points.

Both issues are guaranteed by VUHI’s three operating utility companies: SIGECO, Indiana Gas, and VEDO.
VUHI has no significant independent assets or operations other than the assets and operations of these subsidiary
guarantors. These guarantees of VUHI’s debt are full and unconditional and joint and several.

The net proceeds from the sale of the senior notes and settlement of the hedging arrangements (see Note 16) totaled
$344.0 million.

Vectren Capital Corp.

In December 2000, Vectren Capital Corp (Cap Corp), a wholly owned consolidated subsidiary that provides
financing for the Company’s nonregulated operations and investments, issued $78.0 million of private placement
unsecured senior notes to three institutional investors. The issues and terms are $38.0 million at 7.67%, due
December 2005; $17.5 million at 7.83%, due December 2007; and $22.5 million at 7.98%, due December 2010.
The issues have no sinking fund requirements. The net proceeds totaled $77.4 million.

Indiana Gas

In December 2000, $20.0 million of 15-Year Insured Quarterly (IQ) Notes at an interest rate of 7.15% and $50.0
million of 30-Year IQ Notes at an interest rate of 7.45% were issued. Indiana Gas may call the 15-Year IQ Notes,
in whole or in part, from time to time on or after December 15, 2004 and has the option to redeem the 30-Year IQ
Notes in whole or in part, from time to time on or after December 15, 2005. The IQ notes have no sinking fund
requirements. The net proceeds totaled $67.9 million.

Long-Term Debt Put & Call Provisions

On January 15, 2003, the Company called the remaining $23.8 million of Indiana Gas’ 9.375% private placement
notes originally due in 2021. Since the proceeds to repay the notes were generated from short-term borrowings,
these notes are classified in current maturities of long-term debt at December 31, 2002.

Certain long-term debt issues contain put and call provisions that can be exercised on various dates before maturity.
These provisions allow holders to put debt back to the Company at face value or the Company to call debt at face
value or at a premium. Long-term debt subject to tender during the years following 2002 (in millions) is $26.6 in
2003, $13.5 in 2004, $10.0 in 2005, $53.7 in 2006, $20.0 in 2007, and $120.0 thereafter.

Long-Term Debt Sinking Fund Requirements & Maturities

The annual sinking fund requirement of SIGECO's first mortgage bonds is 1% of the greatest amount of bonds
outstanding under the Mortgage Indenture. This requirement may be satisfied by certification to the Trustee of
unfunded property additions in the prescribed amount as provided in the Mortgage Indenture. SIGECO intends to
meet the 2002 sinking fund requirement by this means and, accordingly, the sinking fund requirement for 2002 is
excluded from current liabilities in the Consolidated Balance Sheets. At December 31, 2002, $342.8 million of
SIGECO's utility plant remained unfunded under SIGECO's Mortgage Indenture.

Consolidated maturities and sinking fund requirements on long-term debt, including debt to be called, during the
five years following 2002 (in millions) are $39.8 in 2003, $15.0 in 2004, $38.0 in 2005, zero in 2006, and $24.0 in
2007.
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Short-Term Borrowings

At December 31, 2002, the Company has $510.0 million of short-term borrowing capacity, including $330.0
million for its regulated operations and $180.0 million for its wholly owned nonregulated and corporate operations,
of which approximately $90.9 million is available for regulated operations and $17.0 million is available for wholly
owned nonregulated and corporate operations. The availability of short-term borrowing is reduced by outstanding
letters of credit totaling $5.2 million, collateralizing nonregulated activities. Subsequent to December 31, 2002, the
Company increased its regulated capacity $145.0 million to $475.0 million. See the table below for interest rates
and outstanding balances.

Year ended December 31,

In millions 2002 2001 2000
Weighted average commercial paper and bank loans
outstanding during the year S§ 2888 $ 4470 $ 316.7
Weighted average interest rates during the year
Bank loans 2.52% 6.77% 6.98%
Commercial paper 2.02% 4.39% 6.53%
At December 31,
In millions 2002 2001
Bank loans $ 1578 $ 1072
Commercial paper 239.1 2733
Other 2.6 2.8
Total shert-term borrewings § 399.5 $ 3833
Covenants

Both long-term and short-term borrowing arrangements contain customary default provisions, restrictions on liens,
sale leaseback transactions, mergers or consolidations, and sales of assets; and restrictions on leverage and interest
coverage, among other restrictions. As of December 31, 2002, the Company was in compliance with all financial
covenants.

Ratings Triggers

Cap Corp’s $113.0 million senior unsecured notes are subject to ratings trigger provisions that would provide that
the full balance outstanding is subject to prepayment if the ratings of Indiana Gas or SIGECO declined to
BBB/Baa2. In addition, accrued interest and a make whole amount based on the discounted value of the remaining
payments due on the notes would also become payable. Ratings triggers on Cap Corp’s bank loans and VUHI’s
commercial paper back up facility existing at December 31, 2001 were removed as facilities were renewed during
2002. Effective January 1, 2003, the Company transferred certain assets that primarily support the regulated
operations from other wholly owned subsidiaries to VUHI. This transfer of assets will take advantage of greater
borrowing capacity available to the regulated segment and will make the nonregulated and corporate capacity
available to support those operations. The Company is currently exploring expanding unutilized capacity under its
nonregulated short-term borrowing facilities for additional liquidity protection.

9. Cumulative Preferred Stock of Subsidiary

Redemption of Preferred Stock of a Subsidiary
Nonredeemable preferred stock of a subsidiary containing call options was redeemed during September 2001 for a
total redemption price of $9.8 million. The 4.80%, $100 par value preferred stock was redeemed at its stated call
price of $110 per share, plus accrued and unpaid dividends totaling $1.35 per share. The 4.75%, $100 par value
preferred stock was redeemed at its stated call price of $101 per share, plus accrued and unpaid dividends totaling
$0.97 per share. Prior to the redemptions, there were 85,519 shares of the 4.80% Series outstanding and 3,000
shares of the 4.75% Series outstanding.
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In September 2001, the 6.50%, $100 par value of redeemable preferred stock of a subsidiary was redeemed for a
total redemption price of $7.9 million at $104.23 per share, plus $0.73 per share in accrued and unpaid dividends.
Prior to the redemption, there were 75,000 shares outstanding.

As both series of preferred stock redeemed was that of a subsidiary, the loss on redemption of $1.2 million in 2001
is reflected in retained earnings.

Redeemable, Special

This series of redeemable preferred stock has a dividend rate of 8.50% and in the event of involuntary liquidation
the amount payable is $100 per share, plus accrued dividends. This series may be redeemed at $100 per share, plus
accrued dividends on any of its dividend payment dates and is also callable at the Company’s option at a rate of
1,160 shares per year. As of December 31, 2002 and 2001, there were 3,437 shares and 4,597 shares outstanding,
respectively.

10. Common Sharcholders’ Equity

In March 2000, the merger of Indiana Energy and SIGCORP with and into Vectren was consummated with a tax-
free exchange of shares and has been accounted for as a pooling of interests. The common shareholders of
SIGCORP received 1.333 shares of Vectren common stock for each SIGCORP common share and the common
shareholders of Indiana Energy received one share of Vectren common stock for each Indiana Energy common
share, resulting in the issuance of 61.3 million shares of Vectren common stock.

In January 2001, the Company filed a registration statement with the Securities and Exchange Commission with
respect to a public offering of 5.5 million shares of new common stock. In February 2001, the registration became
effective, and an agreement was reached to sell approximately 6.3 million shares (the original 5.5 million shares,
plus an over-allotment option of 0.8 million shares) to a group of underwriters. The net proceeds totaled 129.4
million.

Authorized, Reserved Common and Preferred Shares

At December 31, 2002 and 2001 the Company was authorized to issue 480.0 million shares of common stock and
20.0 million shares of preferred stock. Of the authorized common shares, approximately 7.3 million shares at
December 31, 2002 and 7.5 million shares at December 31, 2001 were reserved by the Board of Directors for
issuance through the Company’s stock-based incentive plans and benefit plans. At both December 31, 2002 and
2001 there were 404.8 million authorized shares of common stock and all authorized preferred stock available for a
variety of general corporate purposes, including future public offerings to raise additional capital and for facilitating
acquisitions.

Shareholder Rights Agreement

The Company’s board of directors has adopted a Shareholder Rights Agreement (Rights Agreement). As part of
the Rights Agreement, the board of directors declared a dividend distribution of one right for each outstanding
Vectren common share. Each right entitles the holder to purchase from Vectren one share of common stock at a
price of $65.00 per share (subject to adjustment to prevent dilution). The rights become exercisable 10 days
following a public announcement that a person or group of affiliated or associated persons (Vectren Acquiring
Person) has acquired beneficial ownership of 15% or more of the outstanding Vectren common shares (or a 10%
acquirer who is determined by the board of directors to be an adverse person), or 10 days following the
announcement of an intention to make a tender offer or exchange offer the consummation of which would result in
any person or group becoming a Vectren Acquiring Person. The Vectren Shareholder Rights Agreement expires
October 21, 2009.
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11. Earnings Per Share

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

2002 2001 2000
Per Per Per
In millions, except Share Share Share
per share amounts Income Shares Amount Income Shares Amount Income Shares Amount
Basic EPS $ 114.0 676 § 165 § 527 667 $ 079 $ 720 613 § 1.18
Effect of dilutive
stock equivalents 0.3 0.2 0.1
Diluted EPS $ 114.0 67.9 §$ 1.68 $ 52.7 6.9 $ 0.79 S 72.0 614 § 1.17

Options to purchase 87,963 shares of common stock for the year ended December 31, 2002, 836,688 shares of
common stock for the year ended December 31, 2001, and 526,469 shares of common stock for the year ended
December 31, 2000 were not included in the computation of dilutive earnings per share because the options’
exercise price was greater than the average market price of a share of common stock during the period. Exercise
prices for options excluded from the computation ranged from $24.05 to $25.59 in 2002; $22.54 to $24.05 in 2001;

and $19.83 to $24.05 in 2000.

12. Stock-Based Incentive Plans

The Company has various stock-based incentive plans to encourage employees and non-employee directors to
remain with the Company and to more closely align their interest with those of the Company’s shareholders.

Stock Option Plans
A summary of the status of the Company’s stock option plans for the past three years follows:
Wtd. Avg.

Options  Exercise Price
Outstanding at January 1, 2000 931,004 $ 18.33
Cancelled (30,855) 16.04
Exercised (40,608) 15.92
Outstanding at December 31, 2000 859,441 18.41
Granted 783,999 22.54
Cancelled (92,953) 21.84
Exercised (122,705) 16.05
Qutstanding at December 31, 2001 1,427,778 20.67
Granted 71,374 23.51
Cancelled (3,000) 22.54
Exercised (146,850) 14.51
Outstanding at December 31, 2002 1,349,262 21.48

In January 2003, 384,500 options to purchase shares of common stock at an exercise price of $23.19 were issued to
management. The grant vests over three years.
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Certain SIGCORP employees held options to purchase SIGCORP common shares. When the merger of SIGCORP
and Indiana Energy was consummated, each granted and outstanding option to purchase SIGCORP common shares
was converted into an option to purchase the number of Vectren common shares that could have been purchased
under the original option multiplied by one and one-third. The exercise price per Vectren common share under the
new option is equal to the original per share price divided by one and one-third. The new Vectren options are
otherwise subject to the same terms and conditions as the original SIGCORP options. Accordingly, the conversion
resulted in no compensation expense.

Stock options granted in 2001 and 2002 become fully vested and exercisable at the end of five years for stock
options issued to employees and one year for non-employee directors. Stock options granted prior to 2001
generally vest and become exercisable between one and three years in equal annual installments beginning one year
after the grant date and are all vested as of December 31, 2002. Options granted both before and after 2001
generally expire ten years from the date of grant.

The fair value of each option granted used to determine pro forma net income as disclosed in Note 2, is estimated as
of the date of grant using the Black-Scholes option pricing model with the following weighted average assumptions
used for grants in the years ended December 31, 2002 and 2001: risk-free rate of return of 3.80% and 5.65%,
respectively; expected option term of 8 years for both years; expected volatility of 26.44% and 26.56%,
respectively; and dividend yield of 4.65% and 4.42%, respectively. The weighted average fair value of options
granted in 2002 and 2001 were $4.33 and $5.21, respectively. No options were granted in 2000.

The following table summarizes information about stock options outstanding and exercisable at December 31,
2002:

QOutstanding Exercisable
Wtd. Ave. Wwitd. Avg. Witd. Avg.
Range of Remaining Exercise Exercise
Exercise Prices # of Options Contractual Life Price # of Options Price
$13.82-817.44 109,934 25 $ 15.46 109,934 $ 15.46
$19.83 - $20.26 336,266 5.8 20.09 336,266 20.09
$22.54 - $25.59 903,062 8.2 22.73 246,088 22.94
Total 1,349,262 7.1 21.48 692,288 20.37

As of December 31, 2001 and 2000, stock options that are exercisable and those options’ weighted average exercise
prices are 658,221 and $18.47 in 2001; and 781,415 and $18.41 in 2000.

QOther Plans

Indiana Energy had a performance-based Executive Restricted Stock Plan for its principal officers and a Directors'
Restricted Stock Plan through which non-employee directors received a portion of their director fees. Upon
consummation of the merger, the restrictions on each outstanding share of restricted stock lapsed, and all shares that

were issued as restricted stock were treated as unrestricted shares in the merger exchange. In 2000, the Company
adopted these plans.

70




A summary of outstanding restricted stock issued through these plans since the merger and through December 31,

2002 follows:

Grants in & outstanding at December 31, 2000 194,884
Grants 4,257
Forfeitures (19,726}
Vested (1,302)
QOutstanding at December 31, 2001 178,113
Grants 66,831
Vested (4,257)
Qutstanding at December 31, 2002 248,687

For the years ended December 31, 2002, 2001, and 2000, the weighted average fair value per share of restricted
stock granted was $23.10, $22.54, and $19.90, respectively. In January 2003, 93,000 restricted shares with a fair
value per share of $23.19 were issued to management. Those shares vest in 2006.

Executives and non-employee directors may defer certain portions of their salary, annual bonus, incentive
compensation, and earned stock-based incentives into phantom stock units. Such units are vested when granted.

Compensation expense associated with the restricted stock and phantom stock plans for the years ended December
31, 2002, 2001, and 2000 was $2.1 million, $2.8 million, and $2.9 million, respectively. Approximately $2.3
million of compensation expense for the year ended December 31, 2000 is for the lifting of restrictions triggered by
the merger transaction.

13, Commitments & Contingencies

Commitments

Future minimum lease payments required under operating leases that have initial or remaining noncancelable lease
terms in excess of one year during the five years following 2002 and thereafter (in millions) are $6.8 in 2003, $6.3
in 2004, $5.0 in 2005, $4.5 in 2006, $4.0 in 2007, and $4.7 thereafter. Total lease expense (in millions) was $7.3 in
2002, $6.2 in 2001, and $3.4 in 2000.

Firm commitments to purchase natural gas for years following December 31, 2002 totaled (in millions) $89.5 in
2003, $21.3 in 2004, and $3.6 million in 2005.

Guarantees

The Company is party to financial guarantees with off-balance sheet risk. These guarantees may include posted
letters of credit, debt and leasing guarantees, performance guarantees, and energy saving guarantees and may
periodically include the debt of and performance obligations of unconsolidated affiliates. The Company estimates
these guarantees totaled approximately $117 million at December 31, 2002, including outstanding letters of credit
discussed in Note 8. The Company's most significant guarantee approximating $60 million represents two-thirds of
Energy Systems Group, LLC's (ESG) surety bonds, performance guarantees, and energy savings guarantees. ESG
is a two-thirds owned consolidated subsidiary. The guarantees relate to amounts due to various insurance
companies for surety bonds should ESG default on obligations to complete construction, pay vendors or
subcontractors, or to achieve energy guarantees. Through December 31, 2002, the Company has not been called
upon to satisfy any obligations pursuant to the guarantees.

Legal Proceedings

The Company is party to various legal proceedings arising in the normal course of business. In the opinion of
management, there are no legal proceedings pending against the Company that are likely to have a material adverse
effect on its financial position or results of operations. See Note 14 regarding the Clean Air Act.
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14. Environmental Matters

Clean Air Act

NOx SIP Call Matter

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

In October 1998, the USEPA issued a final rule "Finding of Significant Contribution and Rulemaking for Certain
States in the Ozone Transport Assessment Group Region for Purposes of Reducing Regional Transport of Ozone,"
(63 Fed. Reg. 57355). This ruling found that the SIP’s of certain states, including Indiana, were substantially
inadequate since they allowed for nitrogen oxide (NOx) emissions in amounts that contributed to non-attainment
with the ozone NAAQS in downwind states. The USEPA required each state to revise its STP to provide for further
NOx emission reductions. The NOx emissions budget, as stipulated in the USEPA's final ruling, requires a 31%
reduction in total NOx emissions from Indiana.

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

The Company has initiated steps toward compliance with the revised regulations. These steps include installing
Selective Catalytic Reduction (SCR) systems at Culley Generating Station Unit 3 (Culley), Warrick Generating
Station Unit 4, and A.B. Brown Generating Station Units 1 and 2. SCR systems reduce flue gas NOx emissions to
atmospheric nitrogen and water using ammonia in a chemical reaction. This technology is known to be the most
effective method of reducing NOx emissions where high removal efficiencies are required.

On August 28, 2001, the IURC issued an order that (1) approved the Company’s proposed project to achieve
environmental compliance by investing in clean coal technology, (2) approved the Company’s initial cost estimate
of $198 million for the construction, subject to periodic review of the actual costs incurred, and (3) approved a
mechanism whereby, prior to an electric base rate case, the Company may recover through a rider that is updated
every six months a return on its capital costs for the project, at its overall cost of capital, including a return on
equity. The first rider adjustment for ongoing cost recovery was approved by the IURC on February 6, 2002.
Based on the level of system-wide emissions reductions required and the control technology utilized to achieve the
reductions, the current estimated clean coal technology construction cost ranges from $240 million to $250 million
and is expected to be expended during the 2001-2006 period. Through December 31, 2002, $70.0 million has been
expended.

On June 3, 2002, the Company filed a new proceeding to update the NOx project cost and to obtain approval of a
second rider authorizing ongoing recovery of depreciation and operating costs related to the clean coal technology.
After the equipment is installed and operational, related annual operating expenses, including depreciation expense,
are estimated to be between $24 million and $27 million. Such expenses would commence in 2004 when the
technology becomes operational. On January 3, 2003, the TURC approved a settlement that authorizes total capital
cost investment for this project up to $244 million (excluding AFUDC) and recovery on those capital costs, as well
as the recovery of future operating costs, including depreciation and purchased emission allowances, through a rider
mechanism. The settlement establishes a fixed return of 8 percent on the capital investment, which approximates
the return authorized in the Company’s last electric rate case in 1995.

The Company expects to achieve timely compliance as a result of the project. Construction of the first SCR at

Culley is nearing completion on schedule, and installation of SCR technology as planned is expected to reduce the
Company’s overall NOx emissions to levels compliant with Indiana’s NOx emissions budget allotted by the
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USEPA. Therefore, the Company has recorded no accrual for potential penalties that may result from
noncompliance.

Culley Generating Station Litigation

In the late 1990’s, the USEPA initiated an investigation under Section 114 of the Act of SIGECO’s coal-fired
electric generating units in commercial operation by 1977 to determine compliance with environmental permitting
requirements related to repairs, maintenance, modifications, and operations changes. The focus of the investigation
was to determine whether new source review permitting requirements were triggered by such plant modifications,
and whether the best available control technology was, or should have been used. Numerous electric utilities were,
and are currently, being investigated by the USEPA under an industry-wide review for compliance. In July 1999,
SIGECQO received a letter from the Office of Enforcement and Compliance Assurance of the USEPA discussing the
industry-wide investigation, vaguely referring to an investigation of SIGECQO and inviting SIGECO to participate in
a discussion of the issues. No specifics were noted; furthermore, the letter stated that the communication was not
intended to serve as a notice of violation. Subsequent meetings were conducted in September and October 1999
with the USEPA and targeted utilities, including SIGECO, regarding potential remedies to the USEPA's general
allegations.

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

SIGECQO believes it performed only maintenance, repair, and replacement activities at the Culley Generating
Station, as allowed under the Act. Because proper maintenance does not require permits, application of the best
available control technology, notice to the USEPA, or compliance with new source performance standards,
SIGECO believes that the lawsuit is without merit, and intends to vigorously defend itself. Since the filing of this
lawsuit, the USEPA has voluntarily dismissed a majority of the claims brought in its original complaint. In its
original complaint, USEPA alleged significant emissions increases of three pollutants for each of four maintenance
projects. Currently, USEPA is alleging only significant emission increases of a single pollutant at three of the four
maintenance projects cited in the original complaint.

The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per violation. However, on July 29,
2002, the Court ruled that USEPA could not seek civil penalties for two of the three remaining projects at issue in
the litigation, significantly reducing potential civil penalty exposure. The lawsuit also seeks a court order requiring
. SIGECO to install the best available emissions technology at the Culley Generating Station. If the USEPA were
successful in obtaining an order, SIGECO estimates that in response it could incur capital costs of approximately
$20 million to $40 million to comply with the order. Trial is currently set to begin July 14, 2003.

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

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

Information Request

Cn January 23, 2001, SIGECO received an information request from the USEPA under Section 114 of the Act for
historical operational information on the Warrick and A.B. Brown generating stations. SIGECQO has provided all
information requested, and no further action has occurred.
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Manufactured Gas Plants
In the past, Indiana Gas and others operated facilities for the manufacture of gas. Given the availability of natural
gas transported by pipelines, these facilities have not been operated for many years. Under currently applicable
environmental laws and regulations, Indiana Gas and others may now be required to take remedial action if certain
byproducts are found above the regulatory thresholds at these sites.

Indiana Gas has identified the existence, location, and certain general characteristics of 26 gas manufacturing and
storage sites for which it may have some remedial responsibility. Indiana Gas has completed a remedial
investigation/feasibility study (RI/FS) 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 2000. Although Indiana Gas has not begun an RI/FS
at additional sites, Indiana Gas has submitted several of the sites to the IDEM's Voluntary Remediation Program
and is currently conducting some level of remedial activities including groundwater monitoring at certain sites
where deemed appropriate and will continue remedial activities at the sites as appropriate and necessary.

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

The estimated accrued costs are limited to Indiana Gas’ proportionate share of the remediation efforts. Indiana Gas
has arrangements in place for 19 of the 26 sites with other potentially responsible parties (PRP), which serve to
limit Indiana Gas’ share of response costs at these 19 sites to between 20% and 50%.

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

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

In October 2002, the Company received a formal information request letter from the IDEM regarding five
manufactured gas plants owned and/or operated by SIGECO and not currently enrolled the IDEM’s Voluntary
Remediation Program. In response SIGECO submitted to the IDEM the results of preliminary site investigations
conducted in the mid-1990’s. These site investigations confirmed that based upon the conditions known at the
time, the sites posed no risk to human health or the environment. Follow up reviews have recently been initiated by
the Company to confirm that the sites continue to pose no such risk.

15. Rate & Regulatory Matters

Gas Costs Proceedings

Commodity prices for natural gas purchases were significantly higher during the 2000 - 2001 heating season,
primarily due to colder temperatures, increased demand and tighter supplies. Subject to compliance with applicable
state laws, Vectren's utility subsidiaries are allowed full recovery of such changes in purchased gas costs from their
retail customers through commission-approved gas cost adjustment mechanisms.

In March 2001, Indiana Gas and SIGECO reached agreement with the OUCC and the Citizens Action Coalition of
Indiana, Inc. (CAC) regarding the matters raised by an [URC Order that disallowed $3.8 million of Indiana Gas’
gas procurement costs for the 2000 — 2001 heating season which was recognized during the year ended December
31, 2000. As part of the agreement, the companies agreed to contribute an additional $1.7 million to assist qualified
low income gas customers, and Indiana Gas agreed to credit $3.3 million of the $3.8 million disallowed amount to
its customers’ April 2001 utility bills in exchange for both the OUCC and the CAC dropping their appeals of the
TURC Order. In April 2001, the IURC issued an order approving the settlement. Substantially all of the financial
assistance for low income gas customers was distributed in 2001.
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Purchased Power Costs

As a result of an appeal of a generic order issued by the IURC in August 1999 regarding guidelines for the recovery
of purchased power costs, SIGECO entered into a settlement agreement with the OUCC that provides certain terms
with respect to the recoverability of such costs. The settlement, originally approved by the [URC in August 2000,
has been extended by agreement through March 2003, and discussions regarding further extension of the settlement
term are ongoing. Under the settlement, SIGECO can recover the entire cost of purchased power up to an
established benchmark, and during forced outages, SIGECO will bear a limited share of its purchased power costs
regardless of the market costs at that time. Based on this agreement, SIGECO believes it has limited its exposure to
unrecoverable purchased power costs.

16. Risk Management, Derivatives, & Other Financial Instrumemnts

The Company is exposed to various business risks associated with commodity prices, interest rates, and counter-
party credit. These financial exposures are monitored and managed by the Company as an integral part of its
overall risk management program. The Company’s risk management program includes, among other things, the
use of derivatives tc mitigate risk.

The Company also executes derivative contracts in the normal course of operations while buying and selling
commodities and other fungible goods to be used in operations and while optimizing generation assets. The
Company does not execute derivative contracts for speculative or trading purposes.

Commodity Price Risk

The Company’s regulated operations have limited exposure to commodity price risk for purchases and sales of
natural gas and electricity for retail customers due to current Indiana and Chio regulations, which subject to
compliance with those regulations, allow for recovery of such purchases through natural gas and fuel cost
adjustment mechanisms.

Electric sales and purchases in the wholesale power market and other commodity-related operations are exposed to
commodity price risk associated with fluctuating electric power, natural gas, coal, and other commodity prices.
Other commodity operations include sales of electricity to certain municipalities and large industrial customers and
nonregulated retail gas marketing and coal mining operations.

The Company’s non-firm wholesale power marketing operations manage the utilization of its available electric
generating capacity by entering into forward and option contracts that commit the Company to purchase and sell
electricity in the future. Commodity price risk results from forward positions that commit the Company to deliver
electricity. The Company mitigates price risk exposure with planned unutilized generation capability and offsetting
forward purchase contracts.

The Company’s other commodity-related operations involve the purchase and sale of commodities, including
electricity, natural gas, and coal, to meet customer demands and operational needs. These operations also enter into
forward and option contracts that commit the Company to purchase and sell commodities in the future. Price risk
from forward positions that commit the Company to deliver commodities is mitigated using stored inventory,
insurance contracts, and offsetting forward purchase contracts. In addition, price risk also results from forward
contracts to purchase commodities to fulfill forecasted sales transactions that may, or may not, occur.

Open positions in terms of price, volume, and specified delivery points may occur and are managed using methods
described above and frequent management reporting.

Interest Rate Risk

The Company is exposed to interest rate risk associated with its adjustable rate borrowing arrangements. Its risk
management program seeks to reduce the potentially adverse effects that market volatility may have on operations.
The Company tries to limit the amount of adjustable rate borrowing arrangements exposed to short-term interest
rate volatility to a maximum of 25% of total debt. However, there are times when this targeted level of interest rate
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exposure may be exceeded. To manage this exposure, the Company may periodically use derivative financial
instruments to reduce earnings fluctuations caused by interest rate volatility.

Other Risks

By using forward purchase contracts and derivative financial instruments to manage risk, the Company exposes
itself to counter-party credit risk and market risk. The Company manages exposure to counter-party credit risk by
entering into contracts with companies that can be reasonably expected to fully perform under the terms of the
contract. Counter-party credit risk is monitored regularly and positions are adjusted appropriately to manage risk.
Further, tools such 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 attempts to manage exposure to market risk associated with commodity contracts and
interest rates by establishing parameters and monitoring those parameters that limit the types and degree of market
risk that may be undertaken.

The Company’s customer receivables from gas and electric sales and gas transportation services are primarily
derived from a diversified base of residential, commercial, and industrial customers located in Indiana and west
central Ohio. The Company manages credit risk associated with its receivables by continually reviewing
creditworthiness and requests cash deposits 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.

Although the Company’s regulated operations are exposed to limited commodity price risk, volatile natural gas
prices can result in higher working capital requirements; increased expenses including unrecoverable interest costs,

uncollectible accounts expense, and unaccounted for gas; and some level of price sensitive reduction in volumes
sold.

Accounting for Derivatives & Other Contracts

When a derivative contract that is entered into in the normal course of operations is probable of physical settlement,
that contract is designated and documented as a normal purchase or normal sale and is exempted from mark-to-
market accounting. Otherwise, derivative contracts are recorded at market value as current or noncurrent assets or
liabilities depending on their value and on when the contracts are expected to be settled. Unless the contract is a
cash flow hedge that qualifies for hedge accounting treatment or is subject to SFAS 71, that contract is marked to
market through earnings. When hedge accounting is appropriate, the Company assesses and documents hedging
relationships between its financial instruments, including commodity contracts and interest rate swaps, and
underlying risks as well as the investment’s risk management objectives and anticipated effectiveness. When the
hedging relationship is highly effective, derivatives are designated as hedges. The market value of the effective
portion of the hedge is marked to market in accumulated other comprehensive income for cash flow hedges. The
ineffective portion of hedging arrangements is marked to market through earnings. Contracts affected by SFAS 71
are marked to market as a regulatory asset or liability. Market value is determined using quoted market prices from
independent sources.

Non-Firm Wholesale Power Marketing Contracts

Periodically, generation capacity is in excess of that needed to serve retail and firm wholesale customers. The
Company markets this unutilized capacity to optimize the return on its owned generation assets. The contracts
entered into are primarily short-term purchase and sale contracts that expose the Company to limited market risk
and are settled both financially and physically. These operations do not meet the definition of energy trading
activities based upon the provisions in EITF Issue 98-10 “Accounting for Contracts Involved in Energy Trading
and Risk Management Activities” (EITF 98-10).

Asset optimization sale contracts are reflected in electric utility revenues, and purchase contracts are reflected in
purchased electric energy. Contracts with counter-parties subject to master netting arrangements are presented net
in the Consolidated Balance Sheets. Subsequent to the adoption of SFAS 133 as described below, certain non-firm
power marketing contracts that are periodically financially settled are recorded at market value. Changes in market
value, which is a function of the normal decline in market value as earnings are realized and the fluctuation in
market value resulting from price volatility, are recorded in purchased electric energy.
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Power marketing contracts recorded at market value at December 31, 2002 totaled $3.5 million of prepayments and
other current assets and $4.2 million of accrued liabilities, compared to $6.1 million of prepayments and other
current assets and $2.8 million of accrued liabilities at December 31, 2001. The change in the net value of these
contracts includes an unrealized loss of $3.6 million in 2002 and an unrealized gain of $1.5 million in 2001,
respectively. Including these unrealized changes in market value, overall margin (revenue net of purchased power)
from non-firm wholesale power marketing operations for the years ended December 31, 2002 and 2001 was $14.9
million and $19.9 million, respectively. Prior to the adoption of SFAS 133 and for the year ended December 31,
2000, margin was $21.1 million.

Financial Contracts

In September 2001, the Company entered into several forward starting interest rate swaps with a total notional
amount of $200.0 million in anticipation of VUHI’s $250.0 million long-term debt issuance. Upon issuance of the
debt in December 2001, the swaps were settled resulting in the Company receiving $0.9 million. The value
received is being amortized from accumulated other comprehensive income to interest expense over the life of the
debt.

In December 2000, the Company entered into an interest rate swap used to hedge interest rate risk associated with
variable rate short-term notes payable totaling $150.0 million. The swap was entered into concurrently with the
issuance of the floating rate notes on December 28, 2000 and swapped the debt’s variable interest rate of three-
month LIBOR plus 0.75% for a fixed rate of 6.64%. The swap expired on December 27, 2001, the date the debt
agreement expired.

Prior to the adoption of SFAS 133, instruments hedging interest rate risk were accounted for upon settlement in
interest expense. After adoption of SFAS 133, hedging instruments are carried at market value, and changes in
market value are recorded in accumulated other comprehensive income, when effective, and are recorded to interest
expense as settled.

As of December 31, 2002 and 2001, no interest rate swaps are outstanding. At December 31, 2002, approximately
$0.8 million remains in accumulated other comprehensive income related to future interest payments. Of that
amount, $0.1 million will be reclassified to earnings in 2003 and $0.1 million was reclassified to earnings during
2002.

Other Commodity-Related Operations

Other commodity contracts are generally settled by physical delivery or receipt and are within the normal
operations of the Company. Therefore, these contracts receive accounting recognition upon settlement. Firm
wholesale electric contracts are recorded in electric utility revenues. Contracts recorded by nonregulated operations
where the Company has the intent to physically deliver or receive natural gas or coal are included in energy
services and other revenues or cost of energy services and other revenues, as appropriate. Certain contracts that
purchase commodities for operational needs are recorded when settled in other operating expenses.

The Company enters derivative contracts to hedge certain physical natural gas positions used in nonregulated
operations. Prior to the adoption of SFAS 133, instruments hedging commodity price risk were accounted for upon
settlement in cost of energy services and other. After adoption of SFAS 133, hedging instruments are carried at
market value, and changes in market value are recorded in accumulated other comprehensive income, when
effective, and recorded to cost of energy services and other when the underlying transaction occurs. Occasionally,
contracts required to be recorded at market value do not qualify for hedge accounting and are required to be marked
to market directly to cost of energy services and other. For the years ended December 31, 2002 and 2001,
derivative instruments involving the purchase and sale of other commodities that were not subject to the “normal”
exception as described in SFAS 133 had no significant impact on the Company’s results or financial condition.
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Impact of Adoption of SFAS 133
In June 1998, the FASB issued SFAS 133, which required that every derivative instrument be recorded on the

balance sheet as an asset or liability measured at its market value and that changes in the derivative's market value
be recognized currently in earnings unless specific hedge or regulatory accounting criteria are met.

SFAS 133, as amended, required that as of the date of initial adoption, the difference between the market value of
derivative instruments recorded on the balance sheet and the previous carrying amount of those derivatives be
reported in net income, other comprehensive income, or regulatory assets or liabilities, as appropriate. A change in
earnings or other comprehensive income was reported as a cumulative effect of a change in accounting principle in
accordance with APB Opinion No. 20, “Accounting Changes.”

Resulting from the adoption of SFAS 133, certain non-firm wholesale power marketing contracts and other
commodity contracts that are periodically settled net were required to be recorded at market value. Previously, the
Company accounted for these contracts on settlement. The cumulative impact of the adoption of SFAS 133
resulting from marking these contracts to market on January 1, 2001 was an earnings gain of approximately $1.8
million ($1.1 million net of tax) recorded as a cumulative effect of accounting change. The majority of this gain
results from the Company’s non-firm wholesale power marketing operations. SFAS 133 did not impact other
commodity contracts because they were normal purchases and sales specifically excluded from the provisions of
SFAS 133 and did not impact the Company’s cash flow hedges because they had no value on the date of adoption.

Fair Value of Other Financial Instruments
The carrying values and estimated fair values of the Company's other financial instruments follow:

At December 31,
2002 2001
‘Carrying  Est. Fair Carrying  Est. Fair
In mitlions Amount Value Amount Value
Long-term debt $1,0249 $1,0953 $1,0314 § 1,0224
Short-term borrowings & notes payable 399.5 399.5 383.3 3833

Certain methods and assumptions must be used to estimate the fair value of financial instruments. The fair value of
the Company's other financial instruments was estimated based on the quoted market prices for the same or similar
issues or on the current rates offered to the Company for instruments with similar characteristics. Because of the
maturity dates and variable interest rates of short-term borrowings, its carrying amount approximates its fair value.

Under current regulatory treatment, call premiums on reacquisition of long-term debt are generally recovered in
customer rates over the life of the refunding issue or over a 15-year period. Accordingly, any reacquisition would
not be expected to have a material effect on the Company's financial position or results of operations.

Periodically, the Company tests its cost method investments and notes receivable for impairment, which may
require their fair value to be estimated. Because of the customized nature of these investments and lack of a readily
available market, it is not practicable to estimate the fair value of these financial instruments at specific dates
without considerable effort and costs. At December 31, 2002 and 2001, fair value for these financial instruments
has not been estimated.
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17. Additional Operational & Balance Sheet Information

Other — net in the Consolidated Statements of Income consists of the following:

Year ended December 31,
In millions 2002 2001 2000
AFUDC & capitalized interest § 57 S 6.3 $ 65
Interest income 4.7 5.7 8.6
Leveraged lease investment income 1.1 4.6 7.7
Other income 4.5 8.9 5.9
Other expense (4.5) (8.8) (5.6)
Total other — net S 11.5 $  16.7 $ 23.1

Other current assets in the Consolidated Balance Sheets consists of the following:

At December 31,
In millions 2002 2001
Prepaid gas delivery service $ 703 $ 677
Prepaid taxes 4.8 46.4
Other prepayments & current assets 17.9 16.9
Total prepayments & other current assets $ 93.0 $ 1310

Accrued liabilities in the Consolidated Balance Sheets consists of the following:

At December 31,
In millions 2002 2001

Accrued taxes $ 472 $ 340
Refunds to customers & customer deposits 21.0 18.7
Accrued interest 14.0 13.2
Deferred income taxes 7.7 19.1
Accrued salaries & other 30.0 335

Total acerued Habilities $ 119.9 $ 118.5

18. Segment Reporting

The Company had four operating segments during 2002: 1) Gas Utility Services, (2) Electric Utility Services, (3)
Nonregulated Operations, and (4) Corporate and Other. The Gas Utility Services segment provides natural gas
distribution and transportation services in nearly two-thirds of Indiana and west central Ghio. The Electric Utility
Services segment includes the operations of SIGECQO’s electric transmission and distribution services, which
provides electricity primarily to southwestern Indiana, and SIGECQO’s power generating and power marketing
operations. The Company collectively refers to its gas and electric utility services segments as its Regulated
Operations. The Nonregulated Operations segment is comprised of various subsidiaries and affiliates offering and
investing in energy marketing and services, coal mining, utility infrastructure services, and broadband
communications among other energy-related opportunities. The Corporate and Other segment, among other
activities, provides general and administrative support and assets, including computer hardware and software, to the
Company’s other operating segments. The Company makes decisions on finance and dividends at the corporate
level. Investments in unconsolidated affiliates, earnings of those unconsolidated affiliates, and the extraordinary
item recognized in 2001 are primarily within the Nonregulated Operations segment.
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Year ended December 31,

In millions 2002 2001 2000
Operating Revenues
Gas Utility Services § 9090 $ 1,019.6 $ 820.4
Electric Utility Services 608.1 381.2 3344
Total Regulated 1,517.1 1,400.8 1,154.8
Nonregulated Operations 3523 741.8 503.8
Corporate & Other 233 29.7 33.6
Intersegment Eliminations (88.4) (90.5) (59.4)
Total operating revenues S 1,804.3 $ 2,081.8 $ 1,632.8
Interest Expense
Gas Utility Services $ 45.6 $ 51.6 $ 28.0
Electric Utility Services 20.5 18.5 18.1
Total Regulated 66.1 70.1 46.1
Nonreguiated Operations 9.1 12.5 9.6
Corporate & Other 35 1.5 1.3
Intersegment Eliminations 0.2) (0.9) (0.6)
Total interest expense 3 78.5 $ 83.2 5 56.4
Income Taxes
Gas Utility Services $ 18.0 $ 20y S 11.5
Electric Utility Services 26.6 20.4 23.5
Total Regulated 44.6 18.4 35.0
Nonregulated Operations 6.9) 4.7 0.6
Corporate & Other 1.2 04 (1.4)
Total income taxes $ 38.9 $ 14.1 $ 34.2
Equity in Earnings of
Unconsolidated Affiliates
Gas Utility Services $ 0.1 $ 0.7 $ -
Electric Utility Services (1.9) (1.2) -
Total Regulated (1.8) (0.5)
Nonregulated Operations 10.9 13.9 9.8
Total equity in earmimgs of
unconsolidated affiliates $ 9.1 $ 13.4 $ 9.8
Net Income
Gas Utility Services $ 39.0 $ 26) S 15.7
Electric Utality Services 54.6 427 36.8
Total Regulated 93.6 40.1 52.5
Nonregulated Operations 19.0 12.1 21.8
Corporate & Other 1.4 0.5 2.3)
Net income $ 114.8 $ 52.7 $ 72.0
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Year ended December 31,

In millions 2002 2001 2000
Depreciation & Amortization
Gas Utility Services $ 56.8 $ 58.5 $ 43.8
Electric Utility Services 40.0 38.7 38.6
Total Regulated 96.8 97.2 824
Nonregulated Operations 8.6 59 1.1
Corporate & Other 14.2 21.0 22.2
Total depreciation &
amortization $  119.6 $ 124.1 $ 105.7
Capital Expenditures
Gas Utility Services $ 63.0 $ 77.8 $ 73.1
Electric Utility Services 88.9 69.8 37.6
Total Regulated 151.9 147.6 110.7
Nonregulated Operations 28.0 35.0 273
Corporate & Other 38.8 57.1 26.3
Total capital expenditures S  218.7 $ 239.7 $ 164.3
At December 31,
In millions 2002 2001
Identifiable Assets
Gas Utility Services $ 1,570.1 $ 11,5825
Electric Utility Services 869.2 818.4
Total Regulated 2,439.3 2,400.9
Nonregulated Operations 419.6 466.5
Corporate & Other 3933 331.9
Intersegment Eliminations (325.7) (320.6)
Total identifiable assets $ 2,926.5 $ 2.878.7

19. Special Charges for 2001 and 2000

Restructuring & Related Charges

As part of continued cost saving efforts, in June 2001, the Company’s management and the board of directors
approved a plan to restructure, primarily, its regulated operations. The restructuring plan included the elimination
of certain administrative and supervisory positions in its utility operations and corporate office. Charges of $11.8
million were expensed in June 2001 as a direct result of the restructuring plan. Additional charges of $7.2 million
were incurred during the remainder of 2001 primarily for consulting fees, employee relocation, and duplicate
facilities costs. In total, the Company incurred restructuring charges of $19.0 million. These charges were
comprised of $10.9 million for employee severance, related benefits and other employee related costs, $4.0 million
for lease termination fees related to duplicate facilities and other facility costs, and $4.1 million for consulting and
other fees.

The $10.9 million of severance and related costs includes $1.6 million of deferred compensation payable at various
times through 2016 and $0.8 million of non-cash pension costs. The $4.0 million of lease termination fees includes
$1.0 million of non-cash charges for impaired leasehold improvements. Restructuring expenses were incurred by
the Company’s operating segments as follows: $10.3 million by the Gas Ultility Services segment; $4.8 million by
the Electric Utility Services segment; and $3.9 million by the Nonregulated segment.
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Employee severance and related costs are associated with approximately 100 employees. Employee separation
benefits include severance, healthcare, and outplacement services. As of December 31, 2001, approximately 80
employees had exited the business. The restructuring program was completed during 2001, except for the departure
of the remaining employees impacted by the restructuring which occurred during 2002 and the final settlement of
the lease obligation which has yet to occur.

In June 2001, the Company established accruals totaling $8.8 million ($6.8 million for severance and $2.0 million
for lease termination fees). Throughout 2001 additional expenses totaling $3.1 million ($2.1 million for severance
and $1.0 million for lease termination fees) were incurred. Cash payments in 2001 totaled $6.8 million, all of
which related to severance payments. As of December 31, 2001, the remaining accrual related to the restructuring
was $5.1 million. Of that amount, $2.1 million remained accrued for severance, almost all of which relates to
deferred compensation arrangements, and $3.0 million remained for lease termination fees. During 2002, the
accrual for severance did not substantially change, and $1.0 million of lease costs were paid. At December 31,
2002, the remaining accrual was $4.2 million ($2.2 million for severance and $2.0 million for lease termination
fees). The restructuring accrual is included in accrued liabilities.

Merger & Integration Costs
Merger and integration costs incurred for the years ended December 31, 2001 and 2000 were $2.8 million and

$41.1 million, respectively. Merger and integration activities resulting from the 2000 merger were completed in
2001.

Since March 31, 2000, $43.9 million has been expensed associated with merger and integration activities. Accruals
were established at March 31, 2000 totaling $20.7 million. Of this amount, $5.5 million related to employee and
executive severance costs, $13.1 million related to transaction costs and regulatory filing fees incurred prior to the
closing of the merger, and the remaining $2.1 million related to employee relocations that occurred prior to or
coincident with the merger closing. At December 31, 2001, the remaining accrual related to employee severance
was not significant and was entirely utilized in 2002. The remaining $23.2 million was expensed ($20.4 million in
2000 and $2.8 million in 2001) for accounting fees resulting from merger related filing requirements, consulting
fees related to integration activities such as organization structure, employee travel between company locations,
internal labor of employees assigned to integration teams, investor relations communication activities, and certain
benefit costs.

During the merger planning process, approximately 135 positions were identified for elimination. As of December
31, 2001, ali such identified positions were vacated.

The integration activities experienced by the Company included such things as information system consolidation,
process review and definition, organization design and consolidation, and knowledge sharing.

As a result of merger integration activities, management retired certain information systems in 2001. Accordingly,
the useful lives of these assets were shortened in 2000 to reflect this decision, resulting in additional depreciation
expense of approximately $9.6 million ($6.0 million after tax) for the year ended December 31, 2001 and $11.4
million ($7.1 million after tax) for the year ended December 31, 2000.

20. Impact of Recently Issued Accounting Guidamce

EITF 02-03

In October 2002, the EITF reached a final consensus in EITF Issue 02-03 “Issues Involved in Accounting for
Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management
Activities” (EITF 02-03) that gains and losses (realized and unrealized) on all derivative instruments within the
scope of SFAS 133 should be shown net in the income statement, whether or not settled physically, if the derivative
instruments are held for “trading purposes.” The consensus rescinded EITF Issue 98-10 “Accounting for Contracts
Involved in Energy Trading and Risk Management Activities™ (EITF 98-10) as well as other decisions reached on
energy trading contracts at the EITF’s June 2002 meeting.
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The Company’s non-firm wholesale power marketing operations enter into contracts that are derivatives as defined
by SFAS 133, but these operations do not meet the definition of energy trading activities based upon the provisions
in EITF 98-10. Currently, the Company uses a gross presentation to report the results of these operations as
described in Note 16. The Company has re-evaluated its portfolio of derivative contracts and has determined gross
presentation remains appropriate.

SFAS 143

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). SFAS
143 requires entities to record the fair value of a liability for an asset retirement obligation in the period in which it
is incurred. When the liability is initially recorded, the entity capitalizes a cost by increasing the carrying amount
of the related long-lived asset. Over time, the liability is accreted to its present value, and the capitalized cost is
depreciated over the useful life of the related asset. Upon settlement of the liability, an entity either settles the
obligation for its recorded amount or incurs a gain or loss upon settlement. Any costs of removal recorded in
accumulated depreciation pursuant to regulatory authority will require disclosure in future periods. The Company
adopted this statement on January 1, 2003. The adoption was not material to the Company’s results of operations
or financial condition.

FASB Interpretation (FIN) 45

In November 2002, the FASB issued Interpretation 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45). FIN 45 clarifies the requirements
for a guarantor’s accounting for and disclosure of certain guarantees issued and outstanding and that a guarantor is
required to recognize, at the inception of a guarantee, a liability for the obligations it has undertaken. The objective
of the initial measurement of that liability is the fair value of the guarantee at its inception. The initial recognition
and measurement provisions are applicable on a prospective basis to guarantees issued or modified after December
31, 2002. The incremental disclosure requirements are included in these financial statements in Note 13. Although
management is still evaluating the impact of FIN 45 on its financial position and results of operations, the adoption
is not expected to have a material effect.

FIN 46

In January 2003, the FASB issued Interpretation 46, “Consolidation of Variable Interest Entities” (FIN 46). FIN 46
addresses consolidation by business enterprises of variable interest entities and significantly changes the
consolidation requirements for those entities. FIN 46 is intended to achieve more consistent application of
consolidation policies to variable interest entities and, thus improves comparability between enterprises engaged in
similar activities when those activities are conducted through variable interest entities. FIN 46 applies to variable
interest entities created after Januvary 31, 2003 and to variable interest entities in which an enterprise obtains an
interest after that date. FIN 46 applies to the Company’s third quarter for variable interest entities in which the
Company holds a variable interest acquired before February 1, 2003. Although management is still evaluating the
impact of FIN 46 on its financial position and results of operations, the adoption is not expected to have a material
effect.
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21, Quarterly Financial Data (Unaudited)

As more fully described in Note 3, the Company has restated the results for the year ended December 31, 2001,
including each quarter, as well as the first three quarters of 2002 to appropriately account for certain transactions.
Provided below is a comparison of restated summarized quarterly financial data to summarized quarterly financial
data previously reported. Information in any one quarterly period is not indicative of annual results due to the
seasonal variations common to the Company’s utility operations.

Summarized quarterly financial data for 2002 follows:

In millions, except

per share amounts Q1 (5 Q25 (M Q3 Q4
As As As As As As As
2002 Operating data Reported Restated Reported Restated Reported Restated Reported
Operating revenues $ 6352 $ 6304 $ 3869 $380.1 §$ 3045 §$3043 § 4895
Operating income 84.2 82.9 23.6 25.6 32.5 315 71.3
Net income 45.6 45.6 143 12.5 14.0 13.5 42.4
Earnings per share:
Basic 0.68 0.68 0.21 0.18 0.21 0.20 0.63
Diluted 0.67 0.67 0.21 0.18 0.21 0.20 0.62

Summarized quarterly financial data for 2001 follows:

In millions, except

per share amounts Q1 (1D (5) Q223 (5 Q3 (5) Q4 (5) (6)

As As As As As As As As
2001 Operating Data (4) Reported Restated Reported Restated Reported Restated Reported Restated
Operating revenues § 8839 § 878.0 §$ 433.1 $ 4161 $ 3567 $ 3369 § 4963 $ 4508
Operating income (loss) 73.5 78.2 3.89) 4.5) 17.4 16.8 525 37.4

Income (loss) before

extraordinary loss &

cumulative effect of

change in accounting

principle 40.5 43.8 (10.0) (10.6) 4.5 3.8 324 22.3
Earnings (loss) per share

before extraordinary

loss & cumulative

effect of change in

accounting principle:

Basic 0.62 0.66 (0.15) (0.15) 0.07 0.06 0.48 0.33

Diluted 0.61 0.66 (0.15) (0.15) 0.07 0.06 0.48 0.33

Net income (loss) 44.4 449 (17.7) (18.3) 4.5 38 324 22.3
Earnings (loss) per share

Basic 0.68 0.68 (0.26) (0.27) 0.07 0.06 0.48 0.33

Diluted 0.67 0.68 (0.26) (0.27) 0.07 0.06 0.48 0.33

1. Q1 of 2001 includes charges for cumulative effect of changes in accounting principle as described in Note 16.

2. Q2 of 2001 includes restructuring charges as described in Note 19.

3. Q2 of2001 includes an extraordinary loss as described in Note 5.

4. 2001 includes merger and integration charges as described in Note 19.

5. The changes in previously reported revenues reflect principal/agent relationships and the proper elimination of certain transactions upon
consolidation.

6. The benefit clearing adjustment and primarily all of the inventory adjustment discussed in Note 3 were recorded in the fourth quarter of
2001.

7. In Q2 of 2002, the Company recorded $3.2 million of after tax carrying costs for DSM programs pursuant to existing IURC orders.
Management determined that the accrual of such carrying costs was more appropriate in periods prior to 2000 when DSM program
expenditures were made. Therefore, such carrying costs originally reflected in Q2 of 2002 were reversed and reflected in common
shareholders’ equity as of January 1, 2000.
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ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Disclosure with respect to this Item, has been previously provided on Form 8-K originally filed with the SEC on
March 26, 2002, as amended on Form 8-K/A filed with the SEC on May 20, 2002.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Except with respect to information regarding the executive officers of the Registrant, the information required by
Part ITI, Ttem 10 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
company's definitive Proxy Statement for its 2003 Annual Meeting of Stockholders, will be filed with the Securities
and Exchange Commission pursuant to Regulation 14A, not later than 120 days after the end of the fiscal year. The
information with respect to the executive officers of the Registrant is included below.

Niel C. Ellerbrook, age 54, has been a director of Indiana Energy or the Company since 1991. Mr. Ellerbrook is
Chairman of the Board and Chief Executive Officer of the Company, having served in that capacity since March
2000. Mr. Ellerbrook served as President and Chief Executive Officer of Indiana Energy from June 1999 to March
2000. Mr. Ellerbrook served as President and Chief Operating Officer of Indiana Energy from October 1997 to
March 2000. From January through October 1997, Mr. Ellerbrook served as Executive Vice President, Treasurer,
and Chief Financial Officer of Indiana Energy; and from 1986 to January 1997 as Vice President, Treasurer, and
Chief Financial Officer of Indiana Energy. Mr. Ellerbrook is a director of Vectren Utility Holdings, Inc., Indiana
Gas Company, Inc., and Southern Indiana Gas and Electric Co. He is also a director of Old National Bancorp

and Deaconess Hospital of Evansville, Indiana.

Andrew E. Goebel, age 55, has been a director of SIGCORP or the Company since 1997. Mr. Goebel is President
and Chief Operating Officer of the Company, having served in that capacity since March 2000. Mr. Goebel was
President and Chief Gperating Officer of SIGCORP from April 1999 to March 2000. From September 1997
through April 1999, Mr. Goebel served as Executive Vice President of SIGCORP; and from 1996 to September
1997, he served as Secretary and Treasurer of SIGCORP. Mr. Goebel is a director of Vectren Utility Holdings,
Inc., Indiana Gas Company, Inc., and Southern Indiana Gas and Electric Co. Mr. Goebel is also a director of Old
National Bancorp and Old National Bank. Mr. Goebel is retiring from the Company effective April 30, 2003.

Jerome A. Benkert, Jr., age 44, has served as Executive Vice President and Chief Financial Officer of the
Company since March 2000 and as Treasurer of the Company since October 2001 to April 2002. He was
Executive Vice President and Chief Operating Officer of Indiana Energy's administrative services company from
October 1997 to March 2000. Mr. Benkert has served as Controller and Vice President of Indiana Gas. Mr.
Benkert is a director of Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and
Electric Co., and Fifth Third Bank, Indiana.

Carl L. Chapman, age 47, has served as Executive Vice President of the Company and President of Vectren
Enterprises, Inc. since March 2000. Prior to March 31, 2000 and since 1999, Mr. Chapman served as Executive
Vice President and Chief Financial Officer of Indiana Energy. From October 1997 to June 2002, Mr. Chapman
served as President of IGC Energy, Inc., which has been renamed Vectren Energy Marketing and Services, Inc.

Mr. Chapman served as President of ProLiance Energy, LLC ("ProLiance"), a gas supply and energy marketing
joint venture partially owned by Vectren Energy Marketing and Services, Inc., an indirect, wholly-owned
subsidiary of the Company, from March 1996, until April 1998. Currently, Mr. Chapman is the chairman of
ProLiance. From 1995 until March 1996, he was Senior Vice President of Corporate Development for Indiana Gas.
Prior to 1995 and since 1987, he was Vice President of Planning for Indiana Gas.

Renald E. Christian, age 44, has served as Senior Vice President, General Counsel, and Secretary of the Company
since March 2000. Mr. Christian served as Vice President and General Counsel of Indiana Energy from July 1999
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to March 2000. From June 1998 to July 1999, Mr. Christian was the Vice President, General Counsel and
Secretary of Michigan Consolidated Gas Company in Detroit, Michigan. He served as the General Counsel and
Secretary of Indiana Energy, Indiana Gas and Indiana Energy Investments, Inc. from 1993 to June 1998. Mr.
Christian is a director of Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., and Southern Indiana Gas and
Electric Co.

Richard G. Lynch, age 51, has served as Senior Vice President-Human Resources and Administration of the
Company since March 2000. Mr. Lynch was Vice President of Human Resources for SIGCORP from March 1999
to March 2000. Prior to joining the Company, Mr. Lynch was the Director of Human Resources for the Mead
Johnson Division of Bristol Myers-Squibb in Evansville, Indiana.

ITEM 11. EXECUTIVE COMPENSATION

Information required by Part III, Item 11 of this Form 10-K is incorporated by reference herein, and made part of
this Form 10-K, from the Company's definitive Proxy Statement for its 2003 Annual Meeting of Stockholders,
which will be filed with the Securities and Exchange Commission pursuant to Regulation 14A, not later than 120
days after the end of the fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Except with respect to equity compensation plan information of the Registrant, the information required by Part L,
Item 12 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
company's definitive Proxy Statement for its 2003 Annual Meeting of Stockholders, which will be filed with the
Securities and Exchange Commission pursuant to Regulation 14A, not later than 120 days after the end of the fiscal
year.

The information with respect to common shares issuable under equity compensation plans as of December 31, 2002
with respect to the Registrants is included below.

(a) (b) (e
Number of Weighted-
securities to be |average exercise| Number of securities
issued upon price of remaining available for
exercise of outstanding future issuance under
outstanding options, equity compensation plans
options, warrants | warrants and (excluding securities
Plan category and rights rights reflected in column (a)
Equity compensation 1,733,762 @ g 21.86 2,909,316 @
plans approved by
security holders (1)
Equity compensation 0 0 0
plans not approved by
security holders
Total 1,733,762 | $ 21.86 2,909,316

(1) Includes the following Vectren Corporation Plans: Vectren Corporation At-Risk Compensation Plan, 1994 SIGCORP
Stock Option Plan, Vectren Corporation Executive Restricted Stock Plan, and Vectren Corporation Directors Restricted
Stock Plan.

(2) Includes a stock option grant approved by the Board of Directors’ Compensation Committee on December 11, 2002,

effective January 1, 2003.
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(3) Includes shares available for issuance under the Vectren Corporation At-Risk Compensation Plan (2,678,027), of which up
to 800,000 shares may be issued in restricted stock, Vectren Corporation Executive Restricted Stock Plan (186,098), and
Vectren Corporation Directors Restricted Stock Plan (45,191).

The SIGCORP stock option plan was approved by SIGCORP common shareholders prior to the merger forming
Vectren, and both the directors and executive restricted stock plans were approved by Indiana Energy common
shareholders prior to the merger forming Vectren. The At-Risk Compensation plan was approved by Vectren
Corporation common shareholders after the merger forming Vectren.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information required by Part III, Item 13 of this Form 10-K is incorporated by reference herein, and made part of
this Form 10-K, from the Company's definitive Proxy Statement for its 2003 Annual Meeting of Stockholders,
which will be filed with the Securities and Exchange Commission pursuant to Regulation 14A, not later than 120
days after the end of the fiscal year.

PART IV

ITEM 14. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Within 90 days prior to the filing of the report, the Company carried out an evaluation under the supervision and
with the participation of the Chief Executive Officer and Chief Financial Officer of the effectiveness and the design
and operation of the Company's disclosure controls and procedures. Based on that evaluation, the Chief Executive
Officer and the Chief Financial Officer have concluded that the Company's disclosure controls and procedures are
effective in bringing to their attention on a timely basis material information relating to the Company required to be
disclosed by the Company in its filings under the Securities Exchange Act of 1934 (Exchange Act).

Disclosure controls and procedures, as defined by the Exchange Act in Rules 13a-14(c) and 15d-14{(c), are controls
and other procedures of the Company that are designed to ensure that information required to be disclosed by the
Company in the reports filed or submitted by it under the Exchange Act is recorded, processed, summarized, and
reported within the time periods specified in the SEC's rules and forms. “Disclosure controls and procedures”
include, without limitation, controls and procedures designed to ensure that information required to be disclosed by
the Company in its Exchange Act reports is accumulated and communicated to the Company's management,
including its principal executive and financial officers, as appropriate to allow timely decisions regarding required
disclosure.

The Company has investments in unconsolidated affiliates. As the Company does not control or manage these
affiliates, its disclosure controls and procedures with respect to them are more limited than the disclosure controls
and procedures maintained within the Company’s consolidated subsidiaries.

Chamnges in Internal Control

Since the evaluation of disclosure controls and procedures, there have been no significant changes to the
Company’s internal controls and procedures or significant changes in other factors that could significantly affect
the Company’s internal controls and procedures. However, in Note 3 to the consolidated financial statements
(included in Item 8) which discusses the restatement of 2001 and 2000 previously reported information, the
Company identified certain errors, the net effect of which, related primarily to gas inventory accounting and the
proper clearing of employee benefit related costs routinely accumulated on the balance sheet. These errors resulted
primarily from insufficient account reconciliation procedures. The Company has taken steps to improve these
internal controls.

Internal control, as defined in American Institute of Certified Public Accountants Codification of Statements on
Auditing Standards (AU ss.319), is a process, effected by an entity's board of directors, management, and other
personnel, designed to provide reasonable assurance regarding the achievement of objectives in the following
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categories: (a) reliability of financial reporting, (b) effectiveness and efficiency of operations and (c) compliance
with applicable laws and regulations.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
List Of Documents Filed As Part Of This Report

Consolidated Financial Statements

The consolidated financial statements and related notes, together with the report of Deloitte & Touche LLP, appear
in Part II Item 8 Financial Statements and Supplementary Data of this Form 10-K.

Supplemental Schedules

For the years ended December 31, 2002, 2001, and 2000, the Company’s Schedule II -- Valuation and Qualifying
Accounts Consolidated Financial Statement Schedules is presented on page 89. The report of Deloitte & Touche
LLP on the schedule may be found in Item 8.

All other schedules are omitted as the required information is inapplicable or the information is presented in the
Consolidated Financial Statements or related notes in Item 8.

List of Exhibits

The Company has incorporated by reference herein certain exhibits as specified below pursuant to Rule 12b-32
under the Exchange Act.

Exhibits for the Company are listed in the Index to Exhibits beginning on page 95.
Exhibits for the Company attached to this filing filed electronically with the SEC are listed on page
100.

Reports On Form 8-K During The Last Calendar Quarter

On October 25, 2002 Vectren Corporation filed a Current Report on Form 8-K with respect to the release of financial
information to the investment community regarding the Company's results of operations, financial position and cash
flows for the three, nine, and twelve month periods ended September 30, 2002. The financial information was released
to the public through this filing.

Item 5. Other Events

Item 7. Exhibits
99.1 — Press Release - Third Quarter 2002 Vectren Corporation Earnings
99.2 — Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private Securities
Litigation Reform Act of 1995

On November 21, 2002, Vectren Corporation filed a Current Report on Form 8-K with respect to an analyst meeting
where a discussion of the Company’s current financial and operating results and plans for the future will occur.

item 5. Other Events

Item 7. Exhibits
99.1 — Press Release - Vectren Annual Analyst Seminar to be Webcast
99.2 — Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private Securities
Litigation Reform Act of 1995
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On November 27, 2002, Vectren Corporation filed a Current Report on Form 8-K with respect to a press release issued
by Moody’s Investors Service that downgraded the credit ratings on various debt instruments issued by certain of
Vectren Corporation's (Vectren) wholly owned subsidiaries.
Item 5. Other Events
Item 7. Exhibits
99.1 — Press Release - Moody's Investors Service
69.2 — Cautionary Statement for Purposes of the "Safe Harbor" Provisions of the Private Securities
Litigation Reform Act of 1995

SCHEDULE IT
Vectren Corporation and Subsidiaries

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

Column A Column B Column C Column D Column E
Additions
Balance at  Charged Charged  Deductions  Balance at
Beginning to to Other from End of
Description Of Year Expenses Accounts Reserves, Net Year

(In millions)

VALUATION AND QUALIFYING
ACCOUNTS: AS RESTATED

Year 2002 — Accumulated provision for

uncollectible accounts $ 53 % 117§ - $ 115 § 5.5
Year 2001 — Accumulated provision for

uncollectible accounts $ 5. ¢ 173 § - $ 171 $ 5.3
Year 2000 — Accumulated provision for

uncollectible accounts $ 39 § 77 % 01 8§ 6.6 $ 5.1
OTHER RESERVES:

Year 2002 — Reserve for merger and
integration charges $ 04 § - $ - $ 04 § -

Year 2001 — Reserve for merger and
integration charges $ 18 $ - $ - $ 14 3 0.4

Year 2000 — Reserve for merger and
integration charges $ - $§ 272 & - $ 254 % 1.8

Year 2002 — Reserve for restructuring

costs $ 5 8 - $§ - $ 09 § 4.2
Year 2001 — Reserve for restructuring
costs $ - $ 119 §$§ - $ 68 § 5.1

89




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

VECTREN CORPORATION

Dated February 26, 2003

/s/ Niel C. Ellerbrook
Niel C. Ellerbrook
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in capacities and on the dates indicated.

Signature Title Date
/S/ Niel C. Ellerbrook Chairman & Chief Executive February 26, 2003
Niel C. Ellerbrook Officer, Director (Principal

Executive Officer)

/S/ Jerome A. Benkert, Jr. Executive Vice President & February 26, 2003
Jerome A. Benkert, Jr. Chief Financial Officer
(Principal Financial Officer)

/S/ M. Susan Hardwick Vice President & Controller February 26, 2003
M. Susan Hardwick (Principal Accounting Officer)
/S/ John M. Dunn Director February 26, 2003
John M. Dunn
/S/ John D. Engelbrecht Director February 26, 2003

John D. Engelbrecht

/S/ Lawrence A. Ferger Director February 26, 2003
Lawrence A. Ferger

/S/ Anton H. George Director February 26, 2003
Anton H. George
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/S/ Andrew E. Goebel

Andrew E. Goebel

/S/ Robert L. Koch II

Robert L. Koch [T

/S/ William G. Mays

William G. Mays

/S/J. Timothy McGinley

J. Timothy McGinley

/S/ Richard P. Rechter

Richard P. Rechter

/S/ Ronald G. Reherman

Ronald G. Reherman

/S/ Richard W. Shymanski

Richard W. Shymanski

/S/ Jean L.Wojtowicz

Jean L.Wojtowicz

Director

Director

Director

Director

Director

Director

Director

Director

91

February 26, 2003

February 26, 2003

February 26, 2003

February 26, 2003

February 26, 2003

February 26, 2003

February 26, 2003

February 26, 2003




CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

CHIEF EXECUTIVE OFFICER CERTIFICATION

I, Niel C. Ellerbrook, certify that:
1. T have reviewed this annual report on Form 10-X of Vectren Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant's ability to record, process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date
of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

Date: February 26, 2003

/s/ Niel C. Ellerbrook
Niel C. Ellerbrook
Chairman and Chief Executive Officer
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CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-CXLEY ACT OF 2002

CHIEF FINANCIAL QFFICER CERTIFICATION

1, Jerome A. Benkert, Jr., certify that:
1. T have reviewed this annual report on Form 10-K of Vectren Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and [ are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant's ability to record, process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date
of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

Date: February 26, 2003

/s/ Jerome A. Benkert, Jr.
Jerome A. Benkert, Jr.
Executive Vice President and
Chief Financial Officer
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CERTIFICATION PURSUANT TC
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

CERTIFICATION
By signing below, each of the undersigned officers hereby certifies pursuant to 18 U.S.C. § 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to his or her knowledge, (i) this report fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and (ii) the
information contained in this report fairly presents, in all material respects, the financial condition and results of
operations of Vectren Corporation.

Signed this 26th day of February, 2003.

/s/ Jerome A. Benkert, Jr. /s/ Niel C. Ellerbrook

(Signature of Authorized Officer) (Signature of Authorized Officer)
Jerome A. Benkert, Jr. Niel C. Ellerbrook

(Typed Name) (Typed Name)

Executive Vice President and Chief
Financial Officer Chairman and Chief Executive Officer
(Title) (Title)
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INDEX TO EXHIBITS

2, Plan Of Acquisition, Reorganization, Arrangement, Liquidation Or Succession

2.1  Agreement and Plan of Merger dated as of June 11,1999 among Indiana Energy, Inc., SIGCORP, Inc. and
Vectren Corporation (the ‘‘Merger Agreement *’). (Filed and designated in Form S-4 to (No. 333-90763)
filed on November 12, 1999, File No. 1-15467, as Exhibit 2.)

2.2 Amendment No.1 to the Merger Agreement dated December 14, 1999 (Filed and designated in Current
Report on Form 8-K filed December 16, 1999, File No. 1-09091, as Exhibit 2.)

2.3 Asset Purchase Agreement dated December 14,1999 between Indiana Energy, Inc. and The Dayton Power
and Light Company and Number-3CHK with a commitment letter for a 364-Day Credit Facility dated
December 16,1999. (Filed and designated in Current Report on Form 8-K dated December 28, 1999, File
No. 1-9091, as Exhibit 2 and 99.1.)

Articles Of Incorporation And By-Laws

3.1  Amended and Restated Articles of Incorporation of Vectren Corporation effective March 31, 2000. (Filed
and designated in Current Report on Form 8-K filed April 14, 2000, File No. 1-15467, as Exhibit 4.1.)

3.2 Amended and Restated Code of By-Laws of Vectren Corporation as of February 26, 2003. (Filed herewith.)

3.3  Shareholders Rights Agreement dated as of October 21, 1999 between Vectren Corporation and Equiserve
Trust Company, N.A., as Rights Agent. (Filed and designated in Form S-4 (No. 333-90763), filed
November 12. 1999, File No. 1-15467, as Exhibit 4.)

4. Imstruments Defining The Rights Of Security Holders, Including Indentures

4.1  Mortgage and Deed of Trust dated as of April 1, 1932 between Southern Indiana Gas and Electric Company
and Bankers Trust Company, as Trustee, and Supplemental Indentures thereto dated August 31, 1936,
October 1, 1937, March 22, 1939, July 1, 1948, June 1, 1949, October 1, 1949, January 1, 1951, April 1,
1954, March 1, 1957, October 1, 1965, September 1, 1966, August 1, 1968, May 1, 1970, August 1, 1971,
April 1, 1972, October 1, 1973, April 1, 1975, January 15, 1977, April 1, 1978, June 4, 1981, January 20,
1683, November 1, 1983, March 1, 1984, June 1, 1984, November 1, 1984, July 1, 1985, November 1, 1985,
June 1, 1986. (Filed and designated in Registration No. 2-2536 as Exhibits B-1 and B-2; in Post-effective
Amendment No. 1 to Registration No. 2-62032 as Exhibit (b)(4)(ii), in Registration No. 2-88923 as Exhibit
4(b)(2), in Form 8-K, File No. 1-3553, dated June 1, 1984 as Exhibit (4), File No. 1-3553, dated March 24,
1986 as Exhibit 4-A, in Form 8-K, File No. 1-3553, dated June 3, 1986 as Exhibit (4).) July 1, 1985 and
November 1, 1985 (Filed and designated in Form 10-K, for the fiscal year 1985, File No. 1-3553, as Exhibit
4-A.) November 15, 1986 and January 15, 1987. (Filed and designated in Form 10-K, for the fiscal year
1986, File No. 1-3553, as Exhibit 4-A.) December 15, 1987. (Filed and designated in Form 10-K, for the
fiscal year 1987, File No. 1-3553, as Exhibit 4-A.) December 13, 1990. (Filed and designated in Form 10-
K, for the fiscal year 1990, File No. 1-3553, as Exhibit 4-A.) April 1, 1993. (Filed and designated in Form
8-K, dated April 13, 1993, File No. 1-3553, as Exhibit 4.) June 1, 1993 (Filed and designated in Form 8-K,
dated June 14, 1993, File No. 1-3553, as Exhibit 4.) May 1, 1993. (Filed and designated in Form 10-K, for
the fiscal year 1993, File No. 1-3553, as Exhibit 4(a).) July 1, 1999. (Filed and designated in Form 10-Q,
dated August 16, 1999, File No. 1-3553, as Exhibit 4(a).) March 1, 2000. (Filed and designated in Form
10-K, for the year ended December 31, 2001, File No. 1-15467, as Exhibit 4.1.)

4.2 Indenture dated February 1, 1991, between Indiana Gas and U.S. Bank Trust National Association (formerly
know as First Trust National Association, which was formerly know as Bank of America Illinois, which was
formerly know as Continental Bank, National Association. Inc.'s. (Filed and designated in Current Report
on Form 8-K filed February 15, 1991, File No. 1-6494.); First Supplemental Indenture thereto dated as of
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February 15, 1991. (Filed and designated in Current Report on Form 8-K filed February 15, 1991, File No.
1-6494, as Exhibit 4(b).); Second Supplemental Indenture thereto dated as of September 15, 1991, (Filed
and designated in Current Report on Form 8-K filed September 25, 1991, File No. 1-6494, as Exhibit 4(b).);
Third supplemental Indenture thereto dated as of September 15, 1991 (Filed and designated in Current
Report on Form 8-K filed September 25, 1991, File No. 1-6494, as Exhibit 4(c).); Fourth Supplemental
Indenture thereto dated as of December 2, 1992, (Filed and designated in Current Report on Form 8-K filed
December 8, 1992, File No. 1-6494, as Exhibit 4(b).); Fifth Supplemental Indenture thereto dated as of
December 28, 2000, (Filed and designated in Current Report on Form 8-K filed December 27, 2000, File
No. 1-6494, as Exhibit 4.)

Indenture dated October 19, 2001, between Vectren Utility Holdings, Inc., Indiana Gas Company, Inc.,
Southern Indiana Gas and Electric Company, Vectren Energy Delivery of Chio, Inc., and U.S. Bank Trust
National Association. (Filed and designated in Form 8-K, dated October 19, 2001, File No. 1-16739, as
Exhibit 4.1); First Supplemental Indenture, dated October 19, 2001, between Vectren Utility Holdings, Inc.,
Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy Delivery of Chio,
Inc., and U.S. Bank Trust National Association. (Filed and designated in Form 8-K, dated October 19,
2001, File No. 1-16739, as Exhibit 4.2); Second Supplemental Indenture, between Vectren Utility Holdings,
Inc., Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy Delivery of
Ohio, Inc., and U.S. Bank Trust National Association. (Filed and designated in Form 8-X, dated November
29, 2001, File No. 1-16739, as Exhibit 4.1).

10. Material Contracts

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

Agreement, dated, January 30, 1968, for Unit No. 4 at the Warrick Power Plant of Alcoa Generating
Corporation ("Alcoa"), between Alcoa and Southern Indiana Gas and Electric Company. (Filed and
designated in Registration No. 2-29653 as Exhibit 4(d)-A.)

Letter of Agreement, dated June 1, 1971, and Letter Agreement, dated June 26, 1969, between Alcoa and
Southern Indiana Gas and Electric Company. (Filed and designated in Registration No. 2-41209 as Exhibit
4(e)-2.)

Letter Agreement, dated April 9, 1973, and Agreement dated April 30, 1973, between Alcoa and Southern
Indiana Gas and Electric Company. (Filed and designated in Registration No. 2-53005 as Exhibit 4(¢e)-4.)

Electric Power Agreement (the "Power Agreement"), dated May 28, 1971, between Alcoa and Southern
Indiana Gas and Electric Company. (Filed and designated in Registration No. 2-41209 as Exhibit 4(e)-1.)

Second Supplement, dated as of July 10, 1975, to the Power Agreement and Letter Agreement dated April
30, 1973 - First Supplement. (Filed and designated in Form 10-K for the fiscal year 1975, File No. 1-3553,
as Exhibit 1(e).)

Third Supplement, dated as of May 26, 1978, to the Power Agreement. (Filed and designated in Form 10-K
for the fiscal year 1978 as Exhibit A-1.)

Letter Agreement dated August 22, 1978 between Southern Indiana Gas and Electric Company and Alcoa,
which amends Agreement for Sale in an Emergency of Electrical Power and Energy Generation by Alcoa
and Southern Indiana Gas and Electric Company dated June 26, 1979. (Filed and designated in Form 10-K
for the fiscal year 1978, File No. 1-3553, as Exhibit A-2.)

Fifth Supplement, dated as of December 13, 1978, to the Power Agreement. (Filed and designated in Form
10-K for the fiscal year 1979, File No. 1-3553, as Exhibit A-3.)

96




10.9  Sixth Supplement, dated as of July 1, 1979, to the Power Agreement. (Filed and designated in Form 10-K
for the fiscal year 1979, File No. 1-3553, as Exhibit A-5.)

10.10 Seventh Supplement, dated as of October 1, 1979, to the Power Agreement. (Filed and designated in Form
10-K for the fiscal year 1979, File No. 1-3553, as Exhibit A-6.)

10.11 Eighth Supplement, dated as of June 1, 1980 to the Electric Power Agreement, dated May 28, 1971,
between Alcoa and Southern Indiana Gas and Electric Company. (Filed and designated in Form 10-K for
the fiscal year 1980, File No. 1-3553, as Exhibit (20)-1.)

10.12 Amendment Agreement, dated March 3, 2001, between Alcoa Power Generating Inc. and Southern Indiana
Gas and Electric Company. (Filed and designated in Form 10-K, for the year ended December 31, 2001,
File No. 1-15467, as Exhibit 10.12.)

10.13 Summary description of Southern Indiana Gas and Electric Company's nonqualified Supplemental
Retirement Plan (Filed and designated in Form 10-K for the fiscal year 1992, File No. 1-3553, as Exhibit
10-A-17.)

10.14 Southern Indiana Gas and Electric Company 1994 Stock Option Plan (Filed and designated in Southern
Indiana Gas and Electric Company's Proxy Statement dated February 22, 1994, File No. 1-3553, as Exhibit
A)

10.15 Southern Indiana Gas and Electric Company's nonqualified Supplemental Retirement Plan as amended,
effective April 16, 1997. (Filed and designated in Form 10-K for the fiscal year 1997, File No. 1-3553, as
Exhibit 10.29.)

10.16 Vectren Corporation Retirement Savings Plan (amended and restated effective January 1, 2002). (Filed and
designated in Form 10-Q for the quarterly period ended September 30, 2002, File No. 1-15467, as Exhibit
10.1.)

10.17 Vectren Corporation Combined Non-Bargaining Retirement Plan. (Filed and designated in Form 10-Q for
the quarterly period ended September 30, 2000, File No. 1-15467, as Exhibit 99.2.)

10.18 Indiana Energy, Inc. Unfunded Supplemental Retirement Plan for a Select Group of Management
Employees as amended and restated effective December 1, 1998. (Filed and designated in Form 10-Q for
the quarterly period ended December 31, 1698, File No. 1-9091, as Exhibit 10-G.)

10.19 Indiana Energy, Inc. Nonqualified Deferred Compensation Plan effective January 1, 1999. (Filed and
designated in Form 10-Q for the quarterly period ended December 31, 1998, File No. 1-9091, as Exhibit 10-
H)

10.20 Formation Agreement among Indiana Energy, Inc., Indiana Gas Company, Inc., IGC Energy, Inc., Indiana
Energy Services, Inc., Citizens Gas & Coke Ultility, Citizens Energy Services Corporation and ProLiance
Energy, LLC, effective March 15, 1996. (Filed and designated in Form 10-Q for the quarterly period ended
March 31, 1996, File No. 1-9091, as Exhibit 10-C.)

10.21 Gas Sales and Portfolio Administration Agreement between Indiana Gas Company, Inc. and ProLiance
Energy, LLC, effective March 15, 1996, for services to begin April 1, 1996. (Filed and designated in Form
10-Q for the quarterly period ended March 31, 1996, File No. 1-6494, as Exhibit 10-C.)

10.22 Amended appendices to the Gas Sales and Portfolio Administration Agreement between Indiana Gas

Company, Inc. and ProLiance Energy, LLC effective November 1, 1998. (Filed and designated in Form 10-
Q for the quarterly period ended March 31, 1999, File No. 1-6494, as Exhibit 10-A.)
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10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

Amended appendices to the Gas Sales and Portfolio Administration Agreement between Indiana Gas
Company, Inc. and ProLiance Energy, LLC effective November 1, 1999. (Filed and designated in Form 10-
K for the fiscal year ended September 30, 1999, File No. 1-6494, as Exhibit 10-V.)

Gas Sales and Portfolio Administration Agreement between Vectren Energy Delivery of Chio and
ProLiance Energy, LLC, effective October 31, 2000, for services to begin November 1, 2000. (Filed and
designated in Form 10-K, for the year ended December 31, 2001, File No. 1-15467, as Exhibit 10-24.)

Indiana Energy, Inc. Executive Restricted Stock Plan as amended and restated effective October 1, 1998,
(Filed and designated in Form 10-K for the fiscal year ended September 30, 1998, File No. 1-9091, as
Exhibit 10-0.)

Amendment to Indiana Energy, Inc. Executive Restricted Stock Plan effective December 1, 1998. (Filed
and designated in Form 10-Q for the quarterly period ended December 31, 1998, File No. 1-9091, as Exhibit
10-1.)

Indiana Energy, Inc. Director's Restricted Stock Plan as amended and restated effective May 1, 1997. (Filed
and designated in Form 10-Q for the quarterly period ended June 30, 1997, File No. 1-9091, as Exhibit 10-
B)

First Amendment to Indiana Energy, Inc. Directors’ Restricted Stock Plan, effective December 1, 1998.
(Filed and designated in Form 10-Q for the quarterly period ended December 31, 1998, File No. 1-9091, as
Exhibit 10-J.)

Second Amendment to Indiana Energy, Inc. Directors Restricted Stock Plan, renamed the Vectren
Corporation Directors Restricted Stock Plan effective October 1, 2000. (Filed and designated in Form 10-K
for the year ended December 31, 2000, File No. 1-15467, as Exhibit 10-34.)

Third Amendment to Indiana Energy, Inc. Directors Restricted Stock Plan, renamed the Vectren
Corporation Directors Restricted Stock Plan effective March 28, 2001. (Filed and designated in Form 10-K
for the year ended December 31, 2000, File No. 1-15467, as Exhibit 10-35.)

Vectren Corporation At Risk Compensation Plan effective May 1, 2001. (Filed and designated in Vectren
Corporation’s Proxy Statement dated March 16, 2001, File No. 1-15467, as Appendix B.)

Vectren Corporation Non-Qualified Deferred Compensation Plan, as amended and restated effective
January 1, 2001. (Filed and designated in Form 10-X, for the year ended December 31, 2001, File No. 1-
15467, as Exhibit 10.32.)

Vectren Corporation Employment Agreement between Vectren Corporation and Niel C. Ellerbrook dated as
of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
No. 1-15467, as Exhibit 99.1.)

Vectren Corporation Employment Agreement between Vectren Corporation and Andrew E. Goebel dated as
of March 31, 2000 (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
No. 1-15467, as Exhibit 99.2.)

Vectren Corporation Employment Agreement between Vectren Corporation and Jerome A. Benkert, Jr.
dated as of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30,
2000, File No. 1-15467, as Exhibit 99.3.)

Vectren Corporation Employment Agreement between Vectren Corporation and Carl L. Chapman dated as
of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
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10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

No. 1-15467, as Exhibit $9.4.)

Vectren Corporation Employment Agreement between Vectren Corporation and Ronald E. Christian dated
as of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000,
File No. 1-15467, as Exhibit 99.5.)

Vectren Corporation Employment Agreement between Vectren Corporation and Timothy M. Hewitt dated
as of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000,
File No. 1-15467, as Exhibit 99.6.)

Vectren Corporation Retirement Agreement between Vectren Corporation and Timothy M. Hewitt dated as
of May 31, 2001. (Filed and designated in Form 10-K, for the year ended December 31, 2001, File No. 1-
15467, as Exhibit 10.39.)

Vectren Corporation Employment Agreement between Vectren Corporation and J. Gordon Hurst dated as of
March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File No.
1-15467, as Exhibit 99.7.)

Vectren Corporation Retirement Agreement between Vectren Corporation and J. Gordon Hurst dated as of
May 31, 2001. (Filed and designated in Form 10-K, for the year ended December 31, 2001, File No. 1-
15467, as Exhibit 10.41.)

Vectren Corporation Employment Agreement between Vectren Corporation and Richard G. Lynch dated as
of March 31, 2000. (Filed and designated in Form 10-Q for the quarterly period ended June 30, 2000, File
No. 1-15467, as Exhibit 99.8.)

Vectren Corporation Employment Agreement between Vectren Corporation and William S. Doty dated as
of April 30, 2001. (Filed and designated in Form 10-K, for the year ended December 31, 2001, File No. 1-
15467, as Exhibit 10.43.)

Vectren Corporation Retirement Agreement between Vectren Corporation and Thomas J. Zabor dated as of
May 31, 2001. (Filed and designated in Form 10-K, for the year ended December 31, 2001, File No. 1-
15467, as Exhibit 10.44.)

21. Subsidiaries Of The Company

The list of the Company's significant subsidiaries is attached hereto as Exhibit 21.1.

23. Consents Of Experts And Counsel

The consent of Deloitte & Touche LLP is attached hereto as Exhibit 23.1.
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2002 Form 10-K
Attached Exhibits

The following Exhibits were filed electronically with the SEC with this filing. See Page 95 of this Annual Report
on Form 10-K for a complete list of exhibits.

Exhibit
Number Document
32 Amended and Restated Code of By-Laws of Vectren Corporation as of February 26,
2003.
21.1 Subsidiaries of the Company
23.1 Consent of Independent Public Accountants
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